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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 supporr countries that are attempting to change t h e i r  p o l i c i e s ,  

particularly in countries that hgve substantfal capacity to m a n a g e  t h e i r  :I 



own development efforts. Project aid is most appropriate for physical 

infrastructure development. But ne i ther  the t r a d i t i c n a l  program aid or 
I 

project aid approaches are fully effective in  countries which have lictle 

capacity from program management. N o r  have they been ef fect ive  i n  providing 
1 

support for long-term inccitutional development. The develcpment of insriru- 
1 

tional capacity in  areas such as hea l th ,  education, research, and community 
I 

*I 

develop~ent have long gestation periods. They are intensive i r i  the ir  demands 
I 

on professional capacity. New methods of combining t h e  flexib-ili ty of 

program support w i t h  the effective technical assistance and sustafned finan- 

I 

cia1 suport  by donors and nat ional  governments must be sought in these areas. 

We then t u n  to the issue of the effect 05 aid on domestic savings 

arid growth. We conclude, that the macroeconomic evidence on the impact of 

development assistance on savings azd capital formation is not strmg. 

Nor is it possible to demonstrate a strong positive rzlatiorrship between 

development assistance and growth, The weak relatfonship betwee2 development 

assistance and savings znd investment i s  not unexpected in light of poor 

countries' l o w  savinns rates and the relativeiv large contribution of aid 

to total  iavestment under those circumstances. In view of the fact that 

develoment assistance has ~enerallv not been large relatfve to  domestic 

capital formation and that much development assist=ce has been stroagly 

weighted by political consideration i t  would have been surprising i f  a 

strong relationship between development assistance and economic growth - 

had been identified. 

The f inal  issue covered i n  our survey pertaining t o  macroeconomic 

performance relates to the trade sectsr and to the Links between trade 

p o l i c i e s ,  assistance, and growth. Cne of the chie f  lessons that energed 

from the early aid experience w i t h  t h e  developing comtr ies  -in the late 

1950's and e: i r l y  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 vlvidlly illustrated in the case of South Korda. The 

period of greatest assistance, in the 1 9 5 0 ' ~ ~  coincided with a pol icy regime 

characterized by a chaot ic  multipie exchange rate system, import licensing, 

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

During that period assistance did contr ibute  to investment in physical 

infrastructure,s~~pport investment in human capital, and encourage Pnstitu- 

tional innovation and policy reform. The relatively poor performance of 

the Korean economy in the 19501s, despfte massive aid, was i~ large part  a 

result of inappropriate domestic economic policfes, When those p o l i c i e s  

were altered in the 19€jOrs growth accelerated rapidly despite diminishing 

aid receipts. 

Microeconomic "Lessons 

A great deal of a i d  experience has been with individual projects 

carried out at the sector level. 

We start our survey of the microeconomic aspects by noting that the 

development and introduction of cost-benefit techniques in project planntng 

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 

limited. EVED when feasibility s tud ie s  were undertaken, correct ions  were 

seldom made fo r  domestic price d i s to r t i ons  resulting from t a r i f f  and 

sron-tariff harriers ox from exchange controls, As a consequence, it became 

apparent that sore effective analytical techniques were needed to appro- 

priately estimate the zconornic rate of return in the presence of dis tor ted  
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Increas ing a g r i c u l t u r a l  producticm has been a major objec t ive  of many 

fore ign  a s s i s t ance  programs. Here, some lessons  have had to be relearned, 

and arc . fill not always understood. Programs t o  provide subsidized credit 

to farmers have rareLy been successful  i n  developing viable agricultural 

credit instituticns. Yet they continue t o  be the focus  of major development 

assistance progrms .  Hanagement of irrigation pro j ec t s  has l ikewise  of ten 

failed to take into account the agronomic and economic constraints under 

which individual farmers operate. Moreover, e f f o r t s  t o  increase agricul- 

t u r a l  production are often ineffective when prices received by farmers are 

held below w o r l d  prices - due either t o  exchange rate ovemaluat ion or t o  

domestic programs to provide  "cheap" food '-,a urban consumers. 

Nonetheless, there have been very high rates of return to investments 

i n  ag r i cu l t u r e  when programs have been e f f e c t i v e l y  carried out. Agricultural 

research, d e n  adapted to 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 thes been highly produc- 

tive. A major lesson that emerges from experience with a id-ass is ted efforts 

t o  increase agricul~ural production is the complementarity between invest- 

ment: in land and water resource  development, more productive agricultural 

technology, the education of rural peaple, and appropriate economic incen- 

t ives . 
., W e  turn finally t o  the broader top ic  of rural development. Here, 

,d ' 

experience is general ly  more recent  and t he r e  are m a n y  l essons  i n  the 

process of being learned.  Generally, s a t i s f a c t o r y  e f f o r t s  a t  rural develop- 

ment entail effective organization at the cornunity level and l i n k s  to t h e  

central government, These a r e  both difficult to achieve, and there seem 

to be few hard and fast rules as t o  how t o  obta in  them. Successful rural 

development efforts, especially when they depart  from narrower focus on 



infrastructure and c a p i t a l  stock, require large inputs of human resources 

f r o m  the donor agencies and from the local  government. This is a major 

reason why i t  has been relatively easy t o  achieve success et the level of 

the individual pilot project but so d i f f i c u l t  to follow that success 

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

national scale. 

Country Case Studies 

Finally, w e  turn to the experience of five countries--India, Korea, 

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  rransition f r o m  relative stagna- 

tion to rapid economic growth since Vorld War 11. 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 a i d  i n  

establishing the preconditions for rapid growth (especially in education, 

land reform, and in fras t suc tura l  development). A n  interesting question, 

ro which there is no deffnitive answer, is the extent t o  which the "policy 

dialogue" of the kerican and Korean governments i n  the 1950's l e d  t o  the 

policy reforms which generated the remarkable transformation of the Korean 

economy. 

India represents a country in which there have been 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 fornation in some sectors. But domestic economic policies have 

held the growth of aggregate output - and of per cap i ta  income - below 

the p o t e n t i a l  that India could achieve. 



Turkey is an ex-le o f  a country which achisved rapid grcwth for a 

period of years d e s p i t e  inefficient exchar~ge rate policies. But these 

policies finally l e d  t o  the serious retardation of economic growth, The 

current reforms are still being put in place. It i s  too soon t o  judge the 

extent to which they w i l l  permit Turkey to achieve hlgher levels of output 

and product ivi ty .  

The Ivory Coast and Ghana form an interesting contrast.  The Ivory 

Coast received technical assisearfae and considerable project aid from the 

French, It adopted relat5vely realistic economic p o l i c i e s  with respect 

to the exchange rate, protection, and the government budget. In Ghana, 

the p o l i c i e s  adopted were a t  the opposite end of the spectrum. The out- 

come has been a reduction in per capita income Tn the pas t  decade. 
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ment and workers experienced i n  those endeavors could resume their  activtties. 

The r o l e  of foreign ass2stance i n  t h e  developmental effort of developing 

countries was not well understood. It was natural  fo r  observers to regard 

the Marshall P l a n  success as evLdence of the  product ivi ty  of assistance. 

And it w a s  easy t o  assume that t he  provision of resources would provide the 

same s o r t  of payoff chat it had earlier i f i  the context of developing coantrfes. 

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

about both the development process and about t h e  effectiveness of alternative 

f   reign assistance strategies . EvIuch of the increased knowledge about alter- 

nerzve aid strategies is the d i r e c t  result of better understanding of the 

process,  which itself derives out of ex-perfence. Therefore, this report, 

which is intended to survey what has been learned about effect ive economic 

assistance, focuses upon what hss been learned about development a s  well 

as upon the effectiveness of alternative instruments of assistance. 

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

carried out thrcughout on the assumption that the objective of forefgn 

assistance i s  to permit developing countries t o  achieve higher rates of 

growth of p2r capita i n c a e  than they otherwise would. Whether that achieve- 

ment requires a temiorary period of foreign a s s i s t ance  t o  permit a country 

t o  achieve "self-sustained growth", however defined,  w i l l  be  discussed 

below. Likewise, rhe conipati.bility of the growth okject ive w i t h  income 

distributional concerns Zs also a subject of discussion. But there  are 

alsc other ob jec t ives  for foreign assistance - such as expanding the market 

f o r  expcr ts ,  meintaining a friendly government i n  pcxer, or increasing the  

goodwi l l  cf a people toward the United States [Donald, 1983). Important as the 

objectives rnay be, t h e i r  consfderacion falls outs fde  the scope of t h i s  survey 





1 .2  Assessing t he  Inpact of Aid on Growth 

I n  the remainder of this survey, t h e  various tangible consequences 

of f o r e ign  assistance are analyzed and evaluated.  Those rangibles, such 

as increased investment rates ,  h i g h  rates of return on projects, and 

infrastructural developments, are obviously important and can make a signifi- 

cant contr ibut ion to growth fn developing countries.  These is another set 

of f a c t o r s ,  however, t h a t  may flow f rm-  foreign afd, which a r e  no t  readily 

assessable. That set consists of the i n t a n g i b l e  that may accompany the 

aid  process. 

L i t t l e  needs to be said here about the t angib le  criteria t h a t  w i l l  be 

used f o r  evaluating aid and i t s  effectiveness. This review w i l l  be gufded 

by the perspective that, i f  development activity is to enhance the quality 

of lit e i n  developing coun t r i e s ,  i t  must be capable of genera t ing  the new 

income streams needed to enhs~.ce the individual and social consumption that 

contributes to the quality of life. W e  will attempt, therefore ,  t o  extract 

from t h e  literature w h a t  can be lea rned  about the econonic impact of develop- 

ment a s s i s t ance  and assess t h e  factors t ha t  have contributed t o  success o r  

f a i l u r e  of development assfstance effects measured p r i m a r i l y  in econamtc 

terms. 

During the early 1970's there was increasing concern t h a t  develop- 

ment strategies previously pursued by LDC's and suppor t ed  by donors nay 

have had a p o s i t i v e  impact on o v e r a l l  growth but d i d  not significantly 

improve the living standards of t h e  "poor majori ty.  " These concerns were 

manifested i n  argunents t h a t  the "trickle down'' assumptions on which previous 

assis~ance w a s  predicated d i d  not  marer ia l ize .  They also resulted i n  an 

increased i n r e r e s t  t o  evaluate the impact of development assistance on income 

distribution i n  g e n e r a l  and  on the employment and income of the  poor. Later 



i n  f 9 7 0 T s  these d i s t r i b u t i c n a l  concerns w e r e  widened t o  inc lude  a broader 

se t  of considerations about the effectiveness of development assistance in 

meeting the "basic needs" of the poor i n  developing countries. This led to 

greater emphasis on improvement in soc ia l  i n d i c a t o r s  r a t h e r  than on contribu- 

t i o n  t o  economic growth. Social sclence impact evaluation methodologies 

tended to replace cos t -benef i t  and rate-of-return ca l cu l a t i ons  i n  evaLuarfons 

of the effectiveness of development assistance (International Labor Office, 

1977; and James  Grant, 1978). 

The evolution of development thinking about basic needs objectives 

and how t o  attain them has to some extent reintroduced concerns about afdls 

e f f e c t s  on growth. T h i s  is because it became clear that in many cases 

especially i n  poor countries where the bulk of the world's poor  live, 

improvements in t h e  a b i l i t y  ro satisfy b a s i c  needs cm only occur in the  

context  of additional production.  But concerns about income d i s t r i bu t ion  

and baslc needs linger a in the sense that evaluation of aid's effect on 

growth has t o  take  i n to  account t he  pa t te rn  of growth that a i d  supports. 

The remainder of this survey focuses on w h a t  we have l e a r n e d  about 

a i h  and i t s  e f f e c t i v e n e s s  in promoting growth i n  general  and various p a t t e a s  

of growth i n  part icular .  To a certain extent this effect can be quantified 

and measured. However, aid giving a f f e c t s  development through a v a r i e t y  of 

ways which are rether d i f f i c u l t  t o  qumtify but which would be of considerable 

importance. It thus  seems appropriate to devote a brief  section to the con- 

sideration of strch effects. 

Inevitably, i n  the process of extending foreign assis tance,  a i d  o f f ic ia l s  

and their foreign couEterparts as well as multilateral ~ r g ~ i z a t i o n s  interact. 

Not only z h a t  , but American ( w d  o t h e r  O .E, C .D. countries') admin i s t ra t ive  

requirements i ~ p o s e  cer ta in  procedures upon aid a d m i n k t r a t i o ~ .  Through 

t h i s  process alone, it s e a s  incontrovertible that learning and change go on. 



Wnile  some contac t s  nay l e a d  t o  undesirable s i d e  effects, i t  seems l i k e l y  

that ,  by and large, t h e  e f f e c t s  of t h e  i n t e r a c t i o n  yield positive, i f  

unmeasurable, i n t ang ib l e  benef i t s  i n  t h e  development process. 

heveral RlnUS or bene t f t s  can be identified, i f  not  measured. For 

example, much fore ign  assistance cons i s t s  of the provis ion  of foreign exchange 

t o  support p a r t i c u l a r  investment projects i n  the r ec ip i en t  country. Project 

preparat ion entails feasibility s tud i e s ,  prcject planning (both for the ' .  

engineering and a c t i v i t y  aspects of t h e  p ro j ec t  and f o r  budgetary purposes), 

and the very fact t h a t  project planning has been requfred has undoubtedly 

influenced governmental procedures Tn developing countr ies ,  (Chapter 5 ) .  

Insofa r  as appropr ia te  p ro j ec t  evaluation techniques p e r n i t  governments i n  

developing countries t o  utilize their scarce  resources for inf rastmrr+rl?-al 

investments b e t t e r  than they otherwise would (and prevent a few large mistakes),  

the trmsmissfon of more effective evalurztion techniques may i t s e l f  have 

cons t i tu ted  contribution foreign t o  dev 

tn recipient  countries. I 

In  add i t ion  t o  techniques of project planning a d  implementation, the . , 

carryzng out  of foreign-financed p ro j ec t s  and zhe techn ica l  a s s i s t ance  t h a t  

goes with ir, m a y  have learning ef fec ts  tha t  go w e l l  beyond the individual  

p ro j ec t s  (whose immediate consequences can be assessed). Workers, foremen, 

and managers may learn new techniques o r  forms of organizat ion that can 

Later b e  employed on other p r o j e c t s ,  thus y i e l d i n g  a higher return an those  

projects than would otherwise be achfeved. Those lessons may be t ransmit ted 

i.ridely throughout a p a r t i c u l a r  sector (such as agr icul ture ,  h e a l t h ,  road- 

bui ld ing  o r  dam c o n s ~ r u c t i o n )  and thus have ramifications far begond those 

e s t k a t e d  i n  evaluat ion of individual projects. 
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Thei-e are also several important assistance programs that aim at 

improving the rec5nology utilized i n  development which are not t i e d  to any 

spec i f i c  capftal project .  Prainent among these  axe the program of agr icu l -  

ture research supported by CGIm. These and o t h e r  projects of technology 

transfer tend t o  increase output by r a i s i n g  t o t a l  factor product iv i ty ,  r a t h  

than by providing additions t o  p h y s i c a l  capital. 

Another a i d  in te rvent ion  whose effect i s  p r i m a r i l y  i n  raising produc- 

t i v i t y  is  training. Thousands of t r a in fng  programs have been conducted 

under the auspices of foreign ass i s tance .  These have included the financfn 

of for r ign  students' graduate s t ~ d y  in the U n i t e d  States (and i n  other 

developed countries when t h e  donor has been another country) , technical 

training program under which foreign technicians  have been enabled t o  

part icipate i n  American i n d u s t r i e s r  training and other activities, and, 

course, technical t r a in ing  and as s i s t ance  of a v a r i e t y  of forms in the 

develop5iig count r ies  themselves. There are unf ostunatelp  no effective 

techniques t h a t  can be used i n  evaluating t h e  impact of economic ass i s tance  

programs in r a i s i n g  factor producrivity.  Although w e  made an e f f o r t  t o  

evaluate what is known about these programs and their e f fec t iveness  in 

covering many individual topics below, the reader should nonetheless be 

a l e r t  to the fact that, by focxsing upon what we can evaluate about foreign 

assistance, we may b e  neglecting some very important contr ibut ions .  

One last aspect of i n t a n g i b i l i t y  of t h e  effectTven@ss of foreign assis- 

tance should be mentioned. That has t o  do w i t h  the impact that fore ign  aid 

has had upon po l i c i e s  i n  recipient c o u n t r i e s  (Faaland,  1980). We s h a l l ,  

throughout t h i s  r e p o r t ,  stress the lesson t h a t  rec ip ien t  countries' domest ic  

econolnic p o l i c i e s  are a very important determinanr of the  productivity of aid 

do l l a r s -  What we cannot do i s  to  evaluate t he  ex ten t  t o  which fore ign  assis- 

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



d i f f i c u l t  questions that a r i s e  with respect  to donor e f fo r t s  t o  influence 

domestic policies. Nonetheless, as will be noted in  the discussion i n  two  

of the case s t u d i e s  of Volume I1 (Korea and ~ u r k e y ) ,  i t  seems apparent t h a t  

the process of a i d  led to a dialogue which was an important contr ibutor  t o  

t h e  policy changes which i n  fact occurred. It seems clear that, in the 

Korean case  a t  l e a s t ,  the  specracular  success that country r ea l i z ed  in i t s  

development efforts after 1960 was due i n  large p a r t  t o  the economic policy 

reforms undertaken between 1958 and 1964. Those reforms, i n  tu rn ,  were 

ca r r i ed  out a f t e r  years i n  which American of f ic ia l s  had been discussing 

economic pol icy questions with members of t h e  Korean government., V%ile it 

is jnposs ible  even t o  guess at rhe relative h p o r t a n c e  of American aid as 

a f a c t o r  leadirig t o  the Korean reforms, it seems clear that th2re was an 

influence,  T h a t  in tang ib le ,  in turn, came about even &ugh the "aid 

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

It can, of course ,  b e  argued that the in tangib le  of inf luence may go 

the o ther  way. In some ins tances ,  donor ef for ts  t o  affect economic pol ic ies  

may have been misguided; there were probably also instances i n  which approprS- 

ate advice may have been rej ected simply because j . t  was (perhaps clumsily) 

advocated by aid Eonors. Nonetheless, it is probably no accident that most 

of the"success stozies" of the  development world - Korea, Taiwan, B r a z i l  

j, the late 1960 ' s  2nd early 19 70 ' s  , Hong Kong and Singapare - were e i t h e r  

l a rge  r ec ip i en t s  of foreign ass i s tance  o r  had ~ o l i e i e s  heavily influenced by 

mother-country ties, (Krusger , 1952).  
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1.3 Development Assistance and Development Thought 

There has been an important and interesting interaction between 

Zevelopment thought and the focus of development assistance e f for t s  since 

a i d  efforts turned to developing countries. Partly because of the success 

of the Marshall Plan,  earlier a l l u d e d  t o ,  development thought i n  the  1950's . 

was dominated by a view that cap lca l  accumulation represented the najor  

prerequisite for development. This perspective was reflected in the  neo- 

Keynesian growth models of the Harrod-Domar-ehalanobis type;  in t h e  "big 

push" perspective of Paul Rosenstein-Rodan and Harvey L e i b e n s t e i n  and i n  the 

growth stage approach of V a l t e r  W .  Rostow (Hagen, 1980: '84-91). The emphasis 

in development assistance programs of the 1950's and 1960's on c a p i t a l  transfer 

and on providing resources (atd) for infrastructure and industr ia l  projects 

were consistent with these p e r s p e c t i v e s .  

Levelopment rhmght in the 1960's  s h i f t e d  in two  direct ions.  First, 

the ava i l ab i l i ty  of f oxeign exchange w a s  l den t i f  i e d  as a potentially limit- 

ing  restraint of growth for a nunber of reasons: (a) Prospects for traditional 

developing country -exposts appeared not to be good and developing countries 

were perceived as having a l i m i t e d  capacity to  af fect  expor t  earnings En 

the short-medium term, either i n  primary comnodities or manufacturers; 

(b) Import requirements appeared to increase along with acceleration of 

do~estic capital formation and industrialization and there w a s  limited 

domestic c.apa3ility t o  su'3stitute for such imports. 

These considerations led to the elaboration of the two-gap models 

(Chenery and Strout) which have h e l d  considerable sway in developing thinking 

for some t i m e .  These models  czn be seen as extensions of the Parrod-nomar 
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capital accumulation models t o  include another scarce factor - foreign exchange. 

Their impact on development assistance thinking was t o  provide a Irsglcal under- 

pinning for the extension of program type lending. Such lending was supposed 

to  f i l l  foreign exchange gaps projected i n  developing country plans under 

alternative assumptions about growth rates and foreign exchange availability. 

Recent experience has shown that the foreign trade sector i s  much more 

responsive to changes i n  the r e a l  exchange rate and other incentives than 

was assumed in the two gap model. I t s  role i n  development thought has 

become more promineat than a decade ago- 

The other focus of the 1960's w a s  aectorsl  development. This focus 

w a s  influenced by the emergence of the Lewis, Kanis and Fei ,  and Jorgenson 

dual economy l i terature ( H a y a m i  and Ruttan, 1981: 17-24).  The i n i t i a l  

emphasis on agrf cultural-industrial dualism was £011 owed by an emphasis ~ , n  

bimodal patterns of agricultural development (Johns ton), urban or modern 

sector dualism (I'adaro), and import  competing versus export oriented growth 

accompanied by attempts to develop multi-sector planning models to replace  

the ear l i er  Harrod-Domar and two-gap models. Some w e r e  of almost baroque 

complexity ad were rarely empirically implementable (Goreux and Manne, 1973; 

Taylor, 1979) .  The sectoral  focus i n  development thinkLng had its coanterpart 

in the i n i t i a t i o n  of sector lending especial ly  on agr icu l ture  by AID i n  the 

l a t e  1960's. 

A s  sectoral development processes began to be better understood, the 

importance of investment i n  human resource development and of policies to 

induce technical change t o  overcosoe the constraints imposed by resource endow- 

ments began to be a p p r e c i a t e d .  The theory of "human capital" w a s  elaborated 

whi le  po l i c i e s  t o  encourage human resource development and t o  encourage 

appropriate technical changes began to rank higher in the p r i o r i t y  pronounce- 

m a t s  and project portfol ios  of development assistance agencies. 



During the l97OTs, devefopmenr thought turned more toward attempts to . 

understand the microeconomic behavtor of the individual sec to r s  in the 

d.tvelopment process, and away from the nore macroeconomic concerns of 

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

better understood and i n  p a r t  i t  was because failure t o  apprekiate the  

motivation of ind2vidual agents in developing countr ies  had f r u s t r a t e d  

many development projects. Thus, t h e  economics of the  household, the 

economics of burezucratlc behavior,  mi! the eccii~izlcs of technical and 

i-rlst itution.al. change w e r e  focal point..; f o r  analvt  ical w o r k  and em? irical 

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

thinking turned more towards concerns about income distribution, while the 

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

played (Chenery, 1974; Ayres, 1983). There w e r e  severzl reasons for t h i s :  

(1) Far more p o s s f b i l i t  ies of subs t i t u t i on  between capital and labor appeared 

t o  exist s o  that gains i n  output and income could be derived through t h e  

~ r o d u c t i o n  of less  capital-intensive commodities and the 2doptio.n of labor- 

i n t ens ive  techniques, i f  proper pr ic ing of czp f t a l ,  labor and other inputs 

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

accumulation was perceived t o  r e su l t  i n  unequal d i s t r i b u t i o n  of the  benefics 

from development. This w a s  v iewed  as a by-product of the emphasis on capital- 

in tens ive  techniques, t h e  emphasis in expanding product ion of sectors which 

did not provide f o r  a large expansion of employment, and t h e  relative 

neglect of sectors such as ag r i cu l tu r e  where labor-intensive techniques 

could involve l a rge  masses of p e o p l e  i n  productive activities. 

The declining importance of foreign exchange car1 be attributed to snother  

sec of factors of which perhaps t he  m o s t  i z p o r t a n t  w a s  the r e a l i z a t i o n  t h a t  

developing countr ies  were facing significant fo re ign  exchange problems in 

good part because they were pursuing inappropr ia te  foreign exchange and 



rrade pol ic ies .  Evidence accumulated over the per iod of t h e  late 1960's 

showed that countries vhich pursued reasonable foreign exchange and t r ade  

policies d i d  fairly well i n  international t r a d e  and d i d  not face s i g n i f i c a n t  

balance of paynents d i f f i c u l t i e s  . 
P a r a l l e l i n g  t h e  new direct ions i n  thought ,  the new program thrusts in 

development assis tance r e f l ec t ed  m a n y  of these concerns. AID'S trNew 

Direct ion" legislation i n  1971-72, laid the ground f o r  placing more emphasis 

on employment and income distribution considerations i n  development assistance, 

This was p a r a l l e l e d  by similar developments i n  the  World Bank a few years 

l a t e r  (McNamara, 1473). 

Later on i n  the decade concerns about employment and income d i s t r i b u -  ' 

tion were broadened t o  encompass concerns about t h e  extent t o  which the 

growth process addressed t h e  basic needs of the poor. In a way t h i s  harks 

back t o  the "living standards" movement o f  the 1930's. 

AZD program designers and analysts became increas ingly  concerned about 

( a )  i d e n t i f y h g  specific target  groups among t h e  poor i n  a id  rec ip ien t  

countries, and (b) designing programs that would have a d i r e c t  impact on 

these groups. Policy concerns p l a c e d  greater emphasis on s o c i a l  reforms 

that would permit the poor t o  gain  g rea t e r  e q u a l i t y  of opportunity and 

improved access to government services. 

In  the early 198Q1s, development thought and development a s s i s t a n c e  

prac t ices  a r e  once again changing. It i s  inc reas ing ly  recognized t h a t  t h e  

success of i nd iv idua l  developmental efforts is as much a function of t he  

overall set of economic po l i c i e s  which.Lnduce individual. decisions as it is 

of the "souad design" of i nd iv idua l  p r o j  . t c ts .  Progress i n  understanding 

economic agents' behavior in the household, i n  a l l m a t i n g  land across 

competing crops, a36 in other arenas of economic activity, has painted  to 

the importance of understanding the incentives with which they  are confronted. 



It is now increasingly appreciated that development assistance can create 

a "cr i t i ca l  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 195OTs, the sectoral 

issues and the human resources emphasis cf the i360's, and t h e  microeconomic 

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 government sector i n  

promoting development. Questions arise as to appropriate institutional 

arrangements for public activities (such as education and agricult~ral 

research and extension), provision of appropriate incentives for the private 

sector, political constraints on private decision making, and effectfve 

incentives for performance i n  public agencies. 

Even now, attempts to  evaluate the impacts of development assistance 

are l i m i t e d  5y our understanding of the development process. These firnitations 

are reflected in the ad hoe character of attempts to  evaluate the effective- 

ness of development assistance e f forts ,  as w e l l  as in  our inability to 

evaluate the intangible factors cited above. Nonetheless, understanding of 

the development process has increased. As i t  has Increased, the effective- 

ness of aid efforts has increased. There can be l i t t l e  doubt that donor 

agencies (m.d o f f i c i a l s  in recipient governments) have a greater understanding 

of cle development process now than their counterparts did 20 or 30 years ago. 



1.4 Aid i n  a P o l i t i c a l  Context 

Most Americans would agree thar the United Stares has a legitimate 

fo re ign  policy i n t e r e s t  in the success of the developing count r ies  i n  

achieving satisfactory rates of economic growth and equitable distribution 

of t h e  bene f i t s  of growth. Nevertheless, fo re ign  a s s i s t ance  i s  administered 

through governmenrs. Moreover, foreign assistance is, even if its purpose 

were only humanitarf an, an instrument of fo re ign  pollcy. A s  such, i t  would 

I/ be surpr f s ing  if there were not a po l i t r ca l  context f o r  assistance. - 

Two aspects of that context require comment here. F i r s t ,  there are the 

inevitable difficulties for  fo re ign  ass i s tance  that arise because foreign 

pol icy  ob jec t ives  o t h e r  than enhancing growth prospects  are harnessed t o  

aid, Seco~dZy, because a i d  i s  an instrument of fore ign policy, i t has been 

subjected t o  critiques from c r i t i c s  i n  donor countr ies  from the r i g h t  and 

the l e f t .  

Turning f i r s t  t a  t h e  f o r e i g n  pol icy context of aid, several i s s u e s  

require mention. There is ,  most importantly, the consideration that f o r  

p o l i t i c a l  reasons it would be  d i f f i c u l t ,  i f  no t  impossible t o  "cut off aid" 

even %hen recipient c o w t r y  p o l i c i e s  were deemed t o  be inimical t o  growth. 

Thus, once an a i d  program i s  i n  place,  sha rp  changes i n  aid l eve ls  are 

2 / politically d i f f i c u l t ,  i f  not imposs ib le ,  t o  make.- 

Secondly, t he r e  have been a number of ins tances  i n  which t he  i n i t f a l  

intent of an a id  program w a s  t o  shore up a f r i end ly  government. In some of 

those  cases ,  the necess i ty  f o r  "shoring up" arose precisely because t h e  

econoay w a s  extrenely weak. To eva lua te  t h e  e f fec t iveness  of aid i n  a con-- 

text in which t he  underlying situation i s  extremely d i f f i c u l t  o r  i s  trouble- 

some a t  best .  



The f f n a l  aspect of t h e  p o l i t i c a l  cons t rafn t  arises becagse many govern- 

ments i n  developing countr ies  have undertaken measures which they have 

defended on political grounds, In  some cases, those measures have been 

questioned by economists on grounds that they are deleter ious t o  the develop- 

ment e f f o r t .  However, for t h e  government of a donor country t o  question those 

policies of f ic ia l ly  i s  p o l i t i c a l l y  extremely d i f f i c u l t ;  opposi t ion parties 

within the rec ip ient  country can make p o l i t i c a l  c a p i t a l  out of "foreign 

interference i n  domestic p o l i t i c a l  matters" and dialogue on those issues 

can turn o u t  t o  be counterproductive, Thus, the fac t  t ha t  aid is extended 

by one sovereign s t a t e  t o  another places p o l i t i c a l  constraints on the narure 

3 / of what can be done.- 

Turning t o  criticism of the overa l l  program, development assis~ance has 

been under continuous ideological criticism from b a t h  t h e  r a d i c a l  left and 

the radical r i g h t  (Ayres, 1983: 11-16, 230-232). The criticism from the 

r igh t  has emphasized t h e  r o l e  of foreign aid i n  p o l i t i c i z i n g  economic 

activity i n  less developed countries (Bauer, 1976: 20-22, 84-83) and (Bauer, 

1981: 131-1341. It has emphasized the possible r o l e  of f o r e i g n  aid in 

contributing to the expansion of public sector enterpr ise  and employment. 

Critics have alleged that a i d  strengthens the control of t h e  central planning 

and financial i n s t i t u t i o n s  over private sector economic activity. Access to 

external  resources, it has been xgued, tends t o  obscure the burden of 

economic ineff iciency resul t ing  from the poor performance of p ~ b l i c  enter- 

price and the distortio~s resulting from planning and control, 

The c r i t i c s  from the r ight  have a l so  emphasized the failure of develop- 

ment assistance to af f act "the p r i m e  determinants of material progress (which) 

a r e  peoples' economic aptitudes,  their s o c i a l  institutions, and political 

arrangements" (Bauer, 1976: 100). While not denying that foreign a i d  aug- 

ments the  resources available to recigient  countries, the  c r i t i c s  on the 
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right insist that "if a count q... cannot readily develop without external 

gifts, it is unlikely to develop with them," (Bauer, 1976: 100). 

While the crTtics of the right emphasize t h e  above-mentioned p o b t s  

c o n s i s t s n t l y  , there  i s  a l s o  some disagreement (Johson, 1967). Some 

c r i t i c s  take the p o s i t i o n  that, while  economic assistance is ineffect ive f o r  

sriraulatfng economic development, i t  does represent an effective instrument 

of political strategy - to promote domestic p o l i t i c a l  s t a b i l i t y  or t o  influence 

fo re ign  policy in ways that are strategically important t o  t h e  donors. In the 

United S t a t e s ,  t h i s  position i s  usually r e f l e c t e d  i n  suppor t  for e x p a m i o n  

of the "supporting assistance" component r e l a t i v e  to the "dev~lopment 

assistance" component of t he  AID budget. Other conservatives argue that 

the short-term perspective of donors in the c a s e  of supporting assistance 

and the political backlash effects in recipient c o u n t r i e s  render develo~ment  

assistance as inef fec t ive  i n  achieving the p o l i t i c a l  objectzves of t h e  donor 

as i n  achieving the development of rec ip ien t  countr ies  ( ~ a u e r ,  1976: 124). 

The c r i t i c i sm of the radical r i g h t  are themselves subject to two weaknesses. 

First, they assume t ha t  all assistance i s  a f e l i c t e d  with the rnistakes thet  

have beer, made i n  some assistance programs i n  the p a s t .  Secondly, they 

ignore the empirical evidence that a s s i s t a n c e  has been effective when govern- 

ment pol ic ies  are appropriate. The evidence suggest t h a t  a s s i s t a n c e  has 

frequently been an important factor inducing governnents t o  adopt  a p p r o p r i a t e  

development policies. This is i l l u s t r a t e d  in the Korea and Ivory Coast 

case s t u d i ~ s .  

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

upon rhe lmplicif premise  t ha t  assistance is effective. They have e ~ p h a s i z e d  

the external, rarher thar- the internal, constrai~ts on dexyelopment. At  i ts  

mosc extreme, t h e  l e f t  criticism has t e n d e d  t o  v i e w  development assistance 

as an inperialist conspiracv - as an instrument designed t o  reward the 



polltical, economic, and bureaucrat ic  e l i tes  of the developing countries for 

acquiesiag in t h e  exp lo i t a t i on  of the resources and t h e  people of the 

developing countr ies ,  (Bayter , 1971) . 
From a more popul i s t  perspect ive ,  critics have focused on t h e  tech- 

noc ra t i c  biases i n  t he  organization arid management of aid resources and on 

t h e  perverse effects of development a s s i s t ance  on the growth of enterpreneur- 

ship and i n s t i t u t i o n a l  development, and on iacone d i s t r i b u t i o n  and welfare  

i n  t h e  developing countries (Griff tn  and Enos, 1970; Franke and Chasin, 

1980). The  coses of modernization are s a i d  t o  be borne by the poor and t h e  

oains realized by t h e  wealthy. In con t r a s t  t o  the c r i t i c s  from t h e  right, 0 

these r e s u l t s  are seen not as the growfng power of the s t a t e ,  but as 

deriving from the weakness of the  publ ic  sector i n  dealing w i t h  both external 

and i n t e r n a l  organized i n t e r e s t s .  These criticisms ignore the  influence 

as s i s t ance  has had fn co~ntries with r e l a t i v e l y  e g a l i t a r i a n  incoxe distribu- 

t ions  (such as Korea and Taiwan) and the v a r i e t y  of p o l i t i c a l  and bureau- 

cratic regimes among r e c i p i e n t  countries. 

Much of the discuss ion of both the extreme left and the  extreme sfght 

i s  based upon presumed, but usua l ly  undocumented, outcomes of the a i d  process. 

Both the critics from the r igh t  and the l e f t  tend to use (and &use) empir ical  

evidence to  support conclusions rather than test hypotheses. 

By fa r  the  major i ty  of analysts of the a i d  process would d i s s en t  from 

both extreme viewpoints. But they also i d e n t i f y  a number of criticisms of 

the a id  process of a sort  that are subject to refom. Analysts working in 

the reform t r a d i t i o n  typically make the assumption, either i m p l i c i t l y  o r  

exp l%c i t l y ,  that irrgrovement i n  t h e  allocation of program or pro j ec t  aid, 

and other i n s t i t u t i o n a l  reforms, will enhance t he  already-positive impact of 

developnent a s s i s t ance  on natlonal economic growth and improve t h e  quality 

of life in poor countr ies  (HarSerger, 1962;  Ayres, 1983) .W We also bring 



to t h i s  e f f o r t  a perspective that p o l i c y  reform on the  part of both 

and recipients i s  not only  f e a s i b l e  - but that reform i s  p r e f e r a b l e  

ei ther reaction o r  reevaluation. 

donors 

to 



1.5 A f d  Relative to Other P o l i c i e s  

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

can enhance t h e  rates of economic gxowth of the developing countries.  I t  

should be  borne i n  rriind,.however, that foreign assistance is only one o f  the 

activities undertaken by governmznts of developed countries that impact upon 

developing c o u n t r i e s .  

A variety o f  other policies and events i n  the developed w o r l d  have an 

equally s t r o n g  impact upon developing countries' prospects and performance. 

Most notable i n  that regard, of course ,  i s  the developed countries' trade 

pol ic ies  and the rate of expansian of the i n t e r n a t i ~ n a l  economy, The rapid 

expansion of the international economy in t he  1950's and 1960rs, and the 

relat ive openness of the developed countr ies '  economies, were of crucial 

importance t o  the success of South Korea, Taiwan, Hong Kong, Singapore,  

and B r a z i l ,  among others, as they altered their domestic economic policies 

and incent ive structure. To the extent that  policies adopted in the OECD 

countries restrict fu tu re  expansion of developing countries' rrade,  their 

p o l i c i e s  (no matter how appropriate) will have a f a r  s m a l l e r  payoff than if 

there is ready access to developed country markers- Certainly,  t h e  payoff 

fro= foreign aid w i l l  be substantially reduced i f  t3e policies that have 

resulted in slow growth in the developed countries o v e r  the last decade 

are a l s o  accompanied by pxotectionist measures against LDC exports. And, 
. . 

for sorrre of the middle-income developing countries,  the  costs t o  rheir 

growth of protection ah ich  prevents $1 million of their exports from 

reaching developed country markets may far exceed the  benef i t  they mfght 

derive from $I milLion of addirional, foreign assiscarice. Even fos-the 

very poor  countries, whose developrent  needs are so great t h a t  rapid 

export expansion is s t i l l  in the future, protec t ion  in the developed 
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countries serves as a r a l l y i n g  cry of those who are opposed t o  altering 

t h e  p o l i c i e s  inimical t o  their growth. 

It should also be noted t h a t  integration of some of t h e  developing 

countries i n t o  t h e  i n t e r n a t i o n a l  economy w i l l  b e  much easier, both f o r  the 

LDCs involved and f o r  t h e  developed coun t r i e s ,  aga ins t  rhe background of 

a more r a p i d  r a t e  of ove ra l l  economic growth (which would a l s o  serve t o  

reduce p r o t e c t i o n i s t  pressures). The de t e r i o r a t i on  i n  the  terms of trade 

against  primary commodities in t h e  p a s t  year has cost  the developing countries ?I 

more than any conceivable i nc rwenc  t h a t  might have been made in the f o r e i m  

a i d  budget.  1 I 
Other aspects of domest ic  economic po l i c i e s  of t h e  developed countries 

also inevitably impact on the rest of the world, and often especialiy on 

the developing countries. These inc lude,  but are not limited to, immigration 

(and guest worker) policies, rhe r e a l  rate  of interest i n  the i n t e r n a t i o n a l  

capital market, domestic p o l i c i e s  a f f ec t i ng  world supplies of ind iv idua l  

c a m o d i t i e s  (such as the E.C. common a g r i c u l t u r a l  policy) taxat ion of 

na t iona ls  working abroad. 

Hence, the assessment of f o r e i g n  assistance and what  we  know about i t  

i n  this survey i s  fa r  f r o m  an assessmenr of t h e  overall impact of f o r e i g n  

economic pol icy,  o r  ove ra l l  econonic po l icy ,  on the  growth prospects and 

performance of t h e  developing countr ies .  

It is a l s o  true t h a t  d i f f e r e n t  aspects of foreign economic pol icy 

a f f e c t  var ious  groups of developing countries d i f f e r e n t l y .  For the poores t  

developing count r ies ,  fo re ign  aid i s  very important, and f l uc tua t i ons  i n  the 

terms of t r a d e  are of c r u c i a l  irportance. For t h e  newly i ndus t r i a l i z ing  

countr ies ,  by con t r a s t ,  f l uc tua t i ng  terms of t r ade  and fo re ign  a s s i s t a n c e  
I 

are relatively far less k p o r f a n t ,  b u t  movements i n  the i n t e r n a t i o n a l  interest 

rate and changes itl r?rotection a r e  v i t a l  t o  t h e i r  interests. 



1.6 Outline of the Reminder  of  the Survey 

This study of a i d  i s  divfded into two volumes. Chapters 2-10 focus on 

the macro and sector impacts of development assistance. Chapters2-4 

discuss development assistance through a macroeconomic perspective. 

Topics included i n  these chapters include donor influence on domestic 

economic p o l i c y ,  aid as a transfer of resources, the impact of development 

assistance on growth rates and development assistance and trade. Chapters 

5-8 d i s c u s s  development assistance through a microeconomic perspective. 

Topics included i n  these chap te r s  i n c l u d e  cost-benefit analysis as an 

appropriate tool ,  a i d  and physical infrastructure, human resourc? develop- 

ment, assistance for  famYi,y planning and agriculture and rural development. 

Chapters 9 and 10 focus on t h e  development of institutions to sustain 

agrricultural development and to improve t h e  q u a l i t y  of l i f e  in  rural 

areas. Chspter I1 attempts to summarize the lessons learned from the 

country  and sector studies. There is also an  appendix which presents 

some data on t rends  i n  development assistance. 

Volume I1 is made up of four chapters in whlch five country 

studies are presented. The c o u n t r i e s  chosen are important for different 

reasons. Chapter 1 2  discusses assistance t o  India. Indfa is important  

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

from nore countries than any other developing country. Thus, its p r o j e c t s  

and programs have been some of the largest. Chapter 13 d i scusses  a s s i s t a n c e  

t o  Korea. Korea w a s  an  early recipient of aid and is a major development 

success story. Its importance in a study like t h i s  is that it might 

provide  useful, adaptable  lessons f o r  ather developing countries. Chapter 

14 discusses assistance to Turkey- Like Korea, Turkey was an early 

recipient of aid. Unlike Korea, Turkey still continues t o  receive aid. 

Chapter 15 discusses assistance to Ghana and Ivory Coast. These two 



countries axe i n t e r e s t i ng  because of the differences  i n  cheir development. 

A t  independence i n  1957 Ghana was relatively w e l l  developed and had one 

of the highest per c a p i t a  incomes i n  black Africa. In c o n t r a s t ,  Ivory 

Coast was fa r  behind Ghana a t  its independence in  1960. Twenty years later, 

however, Ivory Coast is  far  ahead of Ghana. Reasons for this are out l ined 

in the study. These f ive countries provide many lessons f o r  development 

assistance. 

Chapter 1, 2 
t o  LDC's, consists of s i x  sec t ions .  Sect ion 1.1 is an introduction, Sectlon 

1.2 briefly disccsses  s o m e  of the limitations of available techniques used 

t o  a s s e s s  the effectiveness of aid.  Sect ion  1.3 provides a b r i e f  history of 

the  evolut ion of thinking about the development process. Section 1.4 discusses 

the p o l i t i c a l  context of foreign assistance. Section 1.5 assesses  foreign a i d  

as a means of fu r ther ing  economic development of Less developed countries 

. , (LDC's). It does this i n  r e l a t i o n  t o  o ther  available p o l i c y  opt ions .  'Section 

1.6 i s  a guide t o  the study. 

Chapzer 2, Inf luence  of Donors on Domestic Economic Policy, 

i s  div ided  into f i v e  sect ions .  Section 2 . 1  addresses issues of "influence," 

171e~erage" and "dialogue". Sect ion 2.2 considers p o l i t i c a l  and other  

de te rmhants  of economic policies within individual countries. Section 

2 , 3  discusses  t h e  extent t o  which aid donors can "know" what are appropriate 

policy designs and pol icy changes. Section 2.4 discusses t h e  difficulty 

inherent evaluating donor influence. Final ly ,  Sec t ion  2 .5  examines the 

difema of whether assPstance should take t h e  form of "program" o r  "project" 

aid. 

Chapter 3 ,  Development Assistance, Savings, Investment and Economic 

Growth, i s  divided i n t o  five sections. Sect ion 3.1 examines the impact  of 

developnest  assisgnnce on growth in domestic savings. Section 3.2 discusses 



output growth i n  developing countries and capital formation. Section 3 . 3  

looks at development a s s i s t a n c e  and its effect on country foreign exchange 

availabil3ty. Section 3.4 discusses the potentla1 of a f d  in raising 

factor productivity. Finally, Section 3 . 5  draws some conclusions about 

the role of development assistance i n  savings, investment and economic 

growth. 

Chapter 4 ,  The Trade Sector and Assistance Pol ic ies ,  has three sections. . , 

Sect ion 4 . 1  c?iscusses the relationships between trade and exchange rate 

p o l i c y ,  general development performance, and a i d .  Sect ion 4 . 2  examines 

the implications of inner-oriented, highly restrictive trade policies and 

unrealistic exchange rates in the context  of a i d .  Subsections of this  . . 

,, , , 

sect ion d e a l  w i t h  disincentives to agricultural production, project 

evaluation, assistance as a subsrltute for export earnings, and the use of 

aid to fac i l i ta te  policy changes. Section 4 . 3  examines the linkage 

betveen macroeconomic and sectoral p o l i c y  and the need for appropriate 

domestic economic policies. 

Chapter 5 ,  Cost-Benef it Analysis, is d i v i d e d  i n t o  two sections. 

Section 5 . 1  defines cost-b enef It analysis. Section 5 . 2  examines how cost- 

benef j t  rnalysis is used. 

m a ~ t e r  6, Assistance for Infrastructure Development, is divided i n t o  

three secrims.  Secrion 6 . 1  describes why 2nfrastructure projects  w e r e  

emphasized early on i n  development. Section 6 . 2  examines post construction 

issues like pricing, maintenance and benefzts to recipients. Section 6 . 3  

analyzes the distribution of t h e  benefits when rural roads, rural electrif ica-  

tion and rural pub l i c  works projects are undertaken. 

Chapter 7 ,  Ass i s tance  for  Human Resource Development, has four sections. 

Section 7.1 discusses t h e  t y p e s  of assistance that has been provided for 

education. Section 7 . 2  reviews the evidence on the contr ibut ion of educa- 

,' 



1-24 

t i o n  to development. Section 7 . 3  reviews the l imited evidence on the 

performance of different educational systems and approaches to education. 

Section 7.4 concludes (a) that the social rate of return to  schooling has 

been highest a t  the primary leve l  and declines for higher levels and (b) 

that the social  rate of return is higher than the private rate a t  all :I 
levels .  I t  a l s o  concludes chat our knowledge of the development impact of :I 
both non-formal education and of graduate education i s  particularly I 
inadequate. . 1 

Chapter. 8,. The Impact o f  International Population Assistance, has 

four sections - Sect ion 8 .1  hrief  ly exmrines the general characterist ics  

of family planning prcgrams including history, t h e  volume of activity, 

and the scope of a c t i v i t y .  Section 8.2 discusses the controversy and 

ambivalence inherent i n  family planning issues. Section 8 . 3  assesses  the 

impact of populat ion assistance. Fina l ly ,  Section 8.4 concludes that 

foreign assistance has been important i n  the formation of anti-natalist 

policy decisions; i t  can have a profound impact by making supplies and 

services  available;  and i t :  appears more certain when aid flows through 

direc t  programs to-  reduce fertility. 

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

i n t o  six sections. Section 9 . 1  examines the investment that a i d  has made 

 in land and water resource development. Section 9 . 2  analyzes the impact 

of agricultural  research and the development of i n s t i t u t i o n a l  capacity t o  

conduct research and technology development. Section 4 . 3  examjnes the 

changing ro les  of agricultural extension, the Benor system, and returns 

t o  investnent in extension. Section 9.4 discusses land tenure reform 

a f t er  World War 11, land tenure economics, land reform i n  Latin h e r i c a  
I 
1 

and fu tu re  direct ions .  Secrion 9 . 5  examines the development of agricultural 

credit markets and the assistance provided by a id .  Finally, section 9 . 6  



concludes that therehave been cc~t~nuous cycles of oroqrm p r i o r i t i e s  and 

thrusts ; that there has been afa i lu re  t o  learn from fa i lu re ;  t h a t  there 

have been successes; that land tenure and credit have been Important; and 

that there is a dynamic in ter re la t ionship  between technical and ins t i tu-  

tional changes. 

Chapter 10, Improving the Quality of Life i n  Rural Areas, has five 

sections- Section 10 .1  discusses the r ise  and decline of community develop- 

. . ment. Section 10.2 examines the  change in development policv which occurred 

in  1973 and stressed the need t o  '"meet the basic needs of the poorest people 

i n  developing countries. " Section 10.3 discusses integrated rural develop- 

ment programs which were outgrowths 05 the "new" rural development strategy 

of t h e  1970's. Section 10.4 defines the "basic needs" approach and three 

important components of this approach - rural roads, rural water supply, 

and health care. Fina l ly ,  Section 10.5 reaches some conclusions about 

the chapter. 

Chapter 11, Some Lessons from Development Assistance, has three secrions- 

S e c t i o n  11.1 examines lessons from macroeconomic assistance policy. These 

lessons are d r m  pr imar i ly  from Chapters '2-4 and from the sections dealing 

with macroeconon6c policy in the country studies. Section 11.2 draws lessons 

for assistance to sector development. These lessons come mainly from Chapters 

5-10 and from the country ssudies. Section 11.3 raises the question - what 

development ass i s tance  activit ies  are feasible i n  an unstable economic and 

polit ical  envf r o m n t  ? 



Chapter 12, AssZstance to India, is d iv ided  i n t o  f i ve  sectioas. India 

i s  an important country t o  s t u d y  because i t  has r ece ived  more a i d  from 

more count r ies  than any other country. Section 12.ldiscusses the his tory  

of a i d  t o  India. Central t o  t h i s  discussion a r e  levels of a i d ,  the t ype  

of a i d  given, and ircplications of aid-tying. Section 12.2 examines rnacro- 

economtc perspectives through a discussion of theo re t i ca l  modeling 

exercises, an a n a l y s i s  of the e f f e c t  of a i d  on income, savings, and invest- 

ment and an examination of t rade  and devaluation. Section 12 .3  analyzes 

the role that  aid played i n  t h e  development of f i nanc ia l  institutions i n  

India. Section 12.4 examines agriculture and rural development - types 

o f  ass i s tance  provided, t h e  Community Development Program, the Intensive I 
Agriculture Djstrict Program, the  Indian research system, and the food 

I grain debate. In Section 12.5 Sukhatme summarizes his  f ind ings .  

, Chapter 13, Assistance to Korea, has five sections. Korea was an 

early rec5pient of aid and is considered a development success s tory .  
I 

Section 13.1 provides a brief ou t l i ne  of the s t ruc tu re  and growth of So-clth 

I Korea's economy, pa r t i cu l a r ly  the period between 1953 and 1965. Section 
I 

I 13.2 focuses on two i~nportant  questions:  first, can donors con t r ibu te  

I usefully If domestic po l i c i e s  are ill advised:  and second, what should t h e  

role of donors be i n  domestic policy making. Section 13.2 discusses af d 

and trade focusing on import s u b s t i t u t i o n  po l i c i e s  versus export expansion 

policies. Section 13.4 summarizes a i d  t o  agriculture and r u r a l  development. 

I It s t a r t s  w i t h  a description of r u r a l  Korea and then b r i e f l y  describes land 

I 
reform, land development, r u r a l  income, ag r i cu l tu ra l  inputs and quality of 

I 
i 

! l i f e  indicators .  Finally, S e c t i o n  1 3 .  draws some conclusions about aid to 
I 
I 

Korea. 

C h a p t e r l 4 ,  Assistance t o  Turkey, has six sections. Turkey was also 
I 

an early r ec ip i en t  of a i d ,  but unlike Korea, it still receives aid. Section I 



14. lprovides  an overview of Turkish economic development focusing on the 

th ree  s t r i k i n g l y  similar cycles of growth i n  Turkey between 1950 znd 1982. 

Section 14.2 analyzes the  econonric cycles i n  Turkey and the ways  that donors 

have responded especially i n  the  1960's and the late 1970's. Section 14.3 

examines t rade  and a i d  and the way that a i d  he lped  t o  mask the underlying 

d i s t o r t i o n  between import subs t i t u t ion  and exports. Section 34.4 revZews 

assistance for  ag r i cu l tu ra l  de-~elopment focusing on a g r i c u l t u r a l  inputs, 

land and water development, agricultural extension, research and educa- 

t ion,  and the wheat production campaigns. S e c t i o n  14.5 provides informa- 

t i o n  about assistance to improve the quality of rural l i f e  through educa- 

t i on ,  hea l th  care, family planning, and nut r i t ion .  Finally,  Section 14.6 

ou t l ines  the  lessons learned i n  providing assistance to Turkey. 

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

Section 15.1 discusses the  history of foreign ass i s tance  t o  the  two countries 

and compares the i n i t i a l  s i tuation of the two countr+es a t  Independence I 
with their  subsequent performance. Section 15.2 provides a macroeconomic 

assessment of foreign a i d  and its contr ibut ion to development through 

increased levels of investment or increased imports of goods necessary f o r  

development. The "two-gap model" of demand for foreign aid is discussed 

and tested. Section 15.3 out l ines  the history o f  r u r a l  development for the 

two countries. Section 1 5 - 4  discusses economtc policy foccsing on  the 

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

effect or!. lmpoxt/exporz: conditions.  It also discusses the r o l e  that foreign 

a i d  can play i n  policy reform. Section 15.5 suvmar-izes the lessons t h a t  

can be l e a n e d  from a study of a i d  to Ghana and Ivory Coast.  



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 fro= international organizations. Sections A . 2  - 8 . 6  

present two kinds of information for each country in the study. The first 

is a comparison of trends in U.S. bilateral assistance to assistance from 

multilateral organizations. The second type of information provided is 

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

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

trends and shcws foreign aid budget outlays f o r  1970 to 1985. 



Footnotes 

For the classical discuss ion of the  political basis for foreign assis- 
tance see Hans Morgenthau (1962). Also John D. Montgomery (1962). 

It should be noted that ,  once projects have begun, it i s  probably un- 
ecc~omic to suspend them in midstream ( i f  the  intent is  t o  resume them) 
because of the increased costs likely to be incurred. Hence, there nay 
a l so  be a p r a c t i c a l  reason for the d i f f i c d t y  encountered in attempting 
to make sharp changes i n  a i d  levels. 

One of the rationales for multilateral assistance is t h a t  it  avoids such 
po l i t i c z l  constraints. 

7 

Sas, for e x a p l e ,  Arnold Harberger (19723, ~ f h o  s t a t e s  that the best 
assurance that developnent assistance agencies can have that aid 
expenditures will be effective "must come from the massive and rapid 
improvement of t h e  procedures by which the  less developed countries 
evaluate their  own projects. The first order of business is, therefore, 
for the major international lending agencies t o  f a c e  up to the challenge 
of p r ~ v l d i n g  the necessary training for the LDCs' own p ro j ec t  evaluation.  
The second order of business is to provide some mechanism to certify 
vhether o r  not a country i s  making reasonable progress i n  improving i t s  
method of project evaluation. !' 
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Influence of Donors on Domestic Economic Po l i c i e s  

A m a j  or theme of this survey i s  that one of t h e  most important less 

that has been learned about the interactions of the aid process with 

development in recipient countries is  t h e  c ruc i a l  kportance of "gertln 

the po l i c i e s  r igh t . "  In terms of growth prospects and perfomance, no 

amount of foreign as s i s t ance  can substftute for a developing country's 

internal polfcies  and incent ives  f o r  increasing output and improving th 

efficiency of resource a l loca t ion .  

T h e  question of w h a t  positive achievements foreign ass i s tance  can 

have, and how an assistance program can be structured f o r  maximum e f f e c t i v  

ness whtm the polfcies are demonstrzbly inappropriate,  i s  deferred un 

later chapters. Before proceeding to consideration of those i s sues ,  

the lessons that  have been learned about effective u t i l i z a t i o n  

assistance in general, it seems necessary to lay the groundwork by 

considering the ways i n  which donors can, o r  should attempt to, affect 

f fuence domestic economic policies, and t h e  ways in rirhick suck 

rts migh t ,  o r  m i g h t  n o t ,  be evaluated and contrasted across various 

pient countries. 

The chapter is organized as follows. The first section addresses 

of "influence ,'I "leverage," and "dialogue. " A second section consider 

p o l i t i c a l  2nd other detemdnants of economic polic. les w i t h h  h d i v i d u a  

countries and the scope for donor influence. A t k i r d  sect-ion: discusses 

t t o  which a i d  donors can "know" w h a t  appropriate pol.icy desig 



I 

l 

and policy changes are. A fourth sec t ion  considers the  extent r o  whfch 

one can evaluate t h e  influer.cz and effectiveness of donor representatives 
\ 

tn influencing policy choices in a particular country, or contrast t h a t  

I 
: influence across a group of recipient countries.  A f i n a l  section considers 

I 
the ques t ion  of program or project assistance in l i g h t  of these considera- 
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2.1 I ' I n f l u e n ~ e , ~ ~  "Leverage," "Dialogue1' and "Condit ionali ty J/ - 

The question of using aid t o  inf luence the rec ip ien t  country 's  

economic po l icy  implies an i n i t i a l  divergence of views between donor and 

recipient over var ious  z s ~ e c t s  of the latter's economic policy.  The objective 

of donor i n f l u e n c e  i s  the reduction or eliminarfon of the i n i t i a l d i s ag ree -  

ment so as to produce coz.vcrgence in donor and recipient views. Influence 

can be viewed as a continurn. A t  one extreme, t he  donor has complete 

control and imposes its w i l l  on the r ec ip i en t .  A t  the other  extreme, t h e  

donor has no capacity t o  affect the  course of recipients' polLc ie s .  

The concept of an  inf luence continuum can be used t o  analyze t h e  

concepts of leverage and po l i cy  dialogue. "Leverage" i s  t h e  capacity t o  

have one viewpoint  prevail over t h e  other. This may s o t  always b e  the  donor's. 

The r ec ip i en t  may get i t s  way in areas of econumic policy in exchange for a 

commitment t h a t  i t  will take some act ion favorable t o  the donor in some other 

area--for example, defense/secur i ty .  

"Dialogue" is  t h e  process through which either or both viewpoints 

about recipients' p o l i c i e s  may change t o  br idge t h e  i n i t i a l  divergence bet wee^ 

the two. The donor may convince the r ec ip i en t  through a dialogue that a 

pol icy change advocated by t h e  donor fs i n  the r e c i p i e n t ' s  interest. By 

using "leverage" the donor may induce the  aid r e c ip i en t  t o  follow certain 

p o l i c i e s  no t  because the recipient concurs with the donor's views bu t  because, 
I 

if it does nct, the donor might t e r m h a t e  aid, or i f  i t  does the donor might 

extend add i t i ona l  a id .  

I 

, Leverage is f requenr ly  exercised by the donor providing a s s i s t ance  

I 
contingent on t h e  recipient's agreeing an3 adhering t o  certain condi t ions  in 

the conduct of its policy.  Condi t ional i ty  is thus  understood t o  refer t o  the  
1 -  
I 

t 

I 
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conditions attached t o  t h e  ex tens ion  of economic a s s i s t a n c e  and t o  the 

cousequences for the f l o w  of t h f s  a s s i s t a n c e  i f  t h e  condi t ions  are no t  m e t .  

In some cases t h e  r e c i p i e n t  may agree  t o  undertake c e r t a i n  po l i cy  

s t e p s  which i t  would have taken anyway. This may be done i n  order t o  satisfy 

the  donors' desire  t h a t  c e r t a i n  "condit ionst '  are a t t ached  t o  the l end ing  - or 

t o  satisfy internal oppos i t ion  by s h i f t i n g  the onus for the possibly unpopular 

neasure t o  t h e  f o r e i g n  donor. Cases of such "phantom" leverage  are quite 

frequent . 
In p r a c t i c e ,  it i s  difficult to d i s t i n g u i s h  between l eve rage  and 

dialogue. Even in the most f r i e n d l y  and contfnuous pol icy dialogue the 

r e c i p i e n t  may be conscious that in the event of disagreement t h e  donor has 

the option to terminate assistance. Indeed i t  is difficult to visualize 

a pure leverage case i n  which no dia logue has cecurred. On the other hand, 

explicit  and s t r i c t  condi t ioning does no t  mean t h a t  a dialogue which will 

produce a meeting of minds i s  impossible. 

Focusing attention on the a v a i l a b i l i t y  of leverage and condi t ional i ty  

as a m e a n s  of influence can be counterproductive.  P o t e n t i a l  l eve rage  u s u a l l y  

l inked  t o  t h e  p o s s i b l e  s i z e  of  the a i d  program can f a c i l i t a t e  p o l i c y  dialogue 



Determinants of Economic Policies i n  Developing Countries 

That t h e r e  are major p o l i t i c a l  cons ide ra t io r~s  in the choice of 

economic p o l i c i e s  and policy instruments is apparent by an examination of 

t h e  p o l i t i c a l  d ia logue i n  any developed country. Desp i t e  the f a c t  that 

"good economics" would suggest t h a t  economic p o l i c i e s  should b e  designed 

t o  maximize t h e  efficiency of resource  allocation while d i s t r i b u t i v e  

2/ 
considera t ions  should be met through a tax-subsidy r e d i s t r i b u t i v e  system,- 

economic policies in most develoysi  coun t r i e s  are responsive  to a number 

of domestic p o l i t i c a l  interests - a g r i c u l t u r e ,  p r o t e c t i o n f s t  lobbies, 

labor  unions, and others. 

In developing countries, domestic p o l f t i c a l  iaterests are also involved 

i n  the choice of economic policies and instruments, but t h e r e  is  an 

a d d i t i o n a l  considera t ion f o r  many of them. That is ,  most developing 

countries have memories or' a c o l o n i a l  legacy dur ing which time, the c o l o n i a l  

powers determined domestic economic p o l i c i e s .  T h i s  h i s t o r i c a l  legacy has 

had several consequences which m u s t  be borne i n  mind whene-,7er the auestion 

of influencing domestic economic policies a r i s e s .  

First, any ar tempt  by fo re ign  (and e s p e c i a l l y  western) coun t r i e s  t o  

i n f l u e n c e  domestic economic policies is  regarded wi th  suspic ion and can be  

viewed as tantamount t o  an effort to reassert c o l o n i a l  szatus. The Japanese 

are the most reluctant t o  be involved i n  pol icy  d ia logue because of their 

perceptions that Asian coun t r i e s  where most of t h e i r  a id  i s  given will objec t  

because of IJorld War I1 memories. 

Second, l i v i n g  standards d i d  not r i se  appreciably during rhe c o l o n i a l  

per iod  i n  most colonies.  Since the co lonfa l  powers i n  genera l  d id  not 

pursue a c t i v i t i s t  or inrerventionist economic policies, t h e  p o l i c i e s  . 

advocated hp donor countries and economists concerned with the efficiency 



of resource a l l oca t i on  may be regarded as " la issez-fa i re"  and be viewed as 

designed to prevent growth. 

T h i r d ,  i n  m a n y  developing countr ies  t h e  predominant business group has 

h i s t o r i c a l l y  been a.minor i ty :  the  whites and Indfans i n  Africa, t h e  Chinese 

in much ~f Southeast: A s i a ,  and s o  on. Advocacy of p o l i c i e s  which will 

enhance the product ivi ty  and p r o f i t a b i l i t y  of the private sector is of ten  

percefved as advocacy of fo re ign  i n t e r e s t s .  Indeed, a major problem f o r  

policy formulation in many developing countr ies  is tha t  political power 

is In the hands of one i d e n t i f i a b l e  na t i ona l ,  racial, or e thn ic  group while 

economic power is  regarded as being held by another, n ino r i ty ,  i d e n t i f i a b l e  

group. Regardless of the extent  t o  which t h e  "right" economic pclicies 

might in the long run benefit all groups in a particular society, the 

political sensitivities engendered by the minority-ma-j o r i t y  problems and 

by the  memories of t h e  co lon i a l  legacy impart to economic pol icy  a sensi- 

t i v e  p o l i t i c a l  dimension for  which there is probably no counterpart  i n  

most developed countzi e s  . 
To say  tha r  there are strong, and possibly emotionally-based, p o l i t f c a l  

pressures surrounding economic policy formulation i n  developing countr ies  

is not t o  say t h a t  donors cannot, or should no t ,  attempt t o  in f luence  

pol ic ies .  It does suggest, however, that t h e r e  are l i m i t s ,  which may vary 

from country to country and time t o  t ime, i n  t he  extenr t o  which donors 

may inf luence recipient country policies. 

There are Limits on donorsT %sire t o  engage i n  a policy dialogue. 

Econmic assistance usually has a variety of objectives beyond the develop- 

ment of t h e  r ec ip i en t -  Primary among these in some donors such as the  U.S. 

have Seen security considerations.  ' A  major cons t ra in t  t o  the U.S. engaging 

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

p o l i t i c a l  commiment cf the  U.S. t o  extend t h e  assistance. This constraint 



has no t  been always p r o h i b i t i v e .  There have been cases i n  which a s ign i f i -  

cant  policy dialogue occurred,  notwithstanding the bas ic  commitment t o  

provide the  aid. B u t  then the  leverage  has been typically less. 

It is q u i t e  p o s s i b l e  that "correct advice", either given i n  too s t rong  

a dose o r  pushed t o o  far, can l ead  (o r  even f o r c e )  policy-makers t o  move 

in the opposi te  d i r e c t i o n .  Moreover, adoption of a "correct policy" can 

l ead  to the dawnfall  of a p o l i t i c i a n  o r  a government, and b r i n g  into power 

political loaders  whose policies are even more antagonistic to efficient 

resource allocation and growth than those p r e v a i l i n g  when t h e  i n i t i a l  pol icy  

advice i s  given. 

The recorded instances of such reactions are numerous- Among the  

countries included i n  the case studies covered i n  Volume XI, ~hana's 1971 

devaluat ion nay provide t h e  b e s t  example. By any economic criteria, a 

realignment of the relative prices  of t radable  (and especially exportable) 

and nontradable goods was probably called fox, and  the government was per- 

suaded t o  devalue t h e  cedi. The p o l i t i c a l  r e a c t i o n ,  however, was s o  strong 

t h a t  the government w a s  overthrown and the  devaluat ion reversed wi th in  a 

per iod of months. 

India" 1966 devaluation is i l l u s t r a t i v e  of more s u b t l e  and problematic 

a spec t s  of donor e f forzs  t o  in f luence  domestfc economic p o l i c i e s .  There 

can be little doubt that the rupee was overvalued i n  1966. There i s  also 

nc doubt t h a t  the government was e s s e n t i a l l y  reluctant t o  devalue, and 

decided to do so  only under considerable f o r e i g n  pressure (which was  

e f f e c t i v e  because there was s i z e a b l e  concessional aid administered by a 

consort5um of donors). The amount of the devaluat ion was probably chosen 

with a v i e w  t o  choosing t h e  m i n i m u n  amount that would s a t i s f y  the  donor 

countr ies .  That amount w a s  probably smaller than would have been desirable 

on economic grounds. Nonetheless, i t  was  l a rge  enough t o  generate a 



domestic p o l i t i c a l  reaction, which se ized  upon "foreign interference" as 

a ra t iona le  f o r  protest (Bhagwati and Srinivasan, 1976, Chapter 10).  

The vehemence of tha t  protest  l e f t  as a legacy the "conventional 

wisdom" in India t h a t  devaluation w a s  not a v iable  political act ion i n  

almost any circumstance. For present purposes, the lesson is really a 

question: were donors w i s e  t o  push fox a devaluation which i n  any event 

was probably t o o  small t o  be optimal under circumstarices Ln which the 

government was reluctant and could blame fo re igners  f o r  i t s  unpopular 

decision? There i s  no ready , a n s w e r  to t h a t  ques t ion ,  C l e a r l y ,  the Indian  

economy would have been s igni f icant ly  worse off i n  the short run had the  

rupee remained as overvalued as it was, and the move was a step in the rrght  

direct ion.  That there is no definitive answer  to that question is i l l u s -  

trative of the difficulties surrounding policy advice about economic 

pol icies  which are  determined i n  the  context of a sens i t ive  p o l i t i c a l  

envi.ron.nent. 

A i d  practitioners argue  that t h e  "receptivity" of the  host country 

I government is a necessary  condition to the use of a i d  t o  influence economic 

I policies .  Receprivity depends f i r s t ,  on the  validity of the economic advice; 

i f  the donor has little u s e f u l  ro say  a dialogue is not meaningful, Assuming 

I 

I that t h e  donor has something t o  c o n t r r ~ u t e ,  the effectiveness of the dialogue 

I: depends on its conduct whlch by Tts very nature must be highly  diplonat2c. 

I 
I "Dialoguerf leads t o  an acceptance of policy advice as being i n  the 
I 
I 

I recipient's own economic development interest. The potential for a dfalogue, 

I however, is not well  correlated t o  the  strength of the  potent ia l  leverage as 

j measured by the size of the aid program. Economic policy reform will be 

lasting only if rhe host government accepts and fully suppor ts  them. 
I 

I Economic pol ic ies  adopted solely because l a r g e  donors insisted apon t h e m  



are not likely t o  be forceful ly  implemented and may w e l l  r e s u l t  i n  the 

rec ip ient ' s  failure t o  meet i t s  commitments. 

h r e l a t i v e l y  s m a l l  assistance program does not by itself rule out all 

p o s s i b i l i t i e s  of a dialogus over a c o w t r y ' s  policies. On t h e  other hand, a 

minimum s i z e  of a i d  i s  probably necessary before a recipient can be induced 

t o  l i s t e n  to what a specific donor has to say. The aid progra.11 is e useful 

entry point  w i t h o u t  which a dialogue would b e  impossible t o  i n i t i a t e  o r  

sus t a h .  

One advantage of program over project a i d  is that i t  f a c i l i t a t e s  

d iscuss ion over important  macroeconomic policy issues. Project a id  tends 

t o  be administered t o  minis tr ies  with sector respons ib i l i ty  bur with very 

little responsibility f o r  an impact on macroeconomic policy. In contrast, 

program aid a e g o t i a t i o n s  t yp i ca l l y  involve o f f i c i a l s  i n  the ministries 

responsible for determini~g overall mscroeconomic policy. 

It is thus des irab le ,  i n  all circumstances, t ha t  rec5ptents to  the 

extent p o s s i b l e ,  reach t h e i r  own conclusions and not feel they are under- 

taking policy reforms under duress.  Usually donors at tempt  t o  strengthen 

the position of host  country advocates of specific policy measures. It is 

often assumed that this streng.thening may t i p  the balance of whatever in te r -  

nal debate is  going on i n  favor of the donor's advice. Bowever, the opposi te  

outcome 5s also likely--with the resentment a t  pressure by donors being 

channelled to the i r  domestlc "a l l ies"  even when the policy reform has the  

expected r e s u l t s .  And when the policy change is adopted but f a i l s  t o  

achieve i t s  intended objectives,  as i n  India 's  case, the internal posi t ion 



These thoughts  on the conduct of macroeconomic policy dialogue apply 

to some extent in other areas as well, e.g., in the context of s e c t o r a l  poli- 

cies or budgetary allocation decisions. However, there are important diffes- 

ences. The symbolic importance attached t o  macro-variables - such as the 

exchange rate - make the dialogue on such issues much more volirically sensi- 

tive than on other smaller m-d/or l e s s  v l s i b l e  policy fssues, such as f o r  

example those  involving specific budgetary allocations. Donors' efforts in 

support of a sector  o r  subsector  can have t h e  effect of strengthening a 

p a r t i c u l a r  minister's hand i n  dealing with the Ministry of Finance o r  Planning 

i n  the a l l o c a t i o n  of domestic resources to a certain set of acti-vities. 

While the f u n g i b i l i t y  of resources suggests t h a t  such i n f l u snce  may be illu- 

sory, clains are made frequently b y  aid administrators that they were success- 

f u l  i n  e x e r t i n g  such influence. Their typical argment is t h a t -  budgetary 

resources while i n  principle fungible - Crt fact they are n o t .  And the weaker 

the ministry in charge of t h e  btzdget is, t h e  less fungible the  funds, and 

the greater the donor's influence. 
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11Thzc z re  the Right Tolicies? 

It is much easier to spot policies that are patently "wrong" than it 

i s  t o  specify precisely "the" correct exchange r a t e ,  the "r ight"  combination 

of monetary and f i s c a l  policy, =r,d t h e  "optixal" rate of publ ic  investment 

fn fafrastructure, education and health. Fort-mately, in developing (as 

well as developed) coue t r ies ,  rapid ecoaomi~ growth and rational resource 

allocation do not requfre ge t t i ng  ell pol lc ies  precisely "right". Rather, 

t he  prerequisite is the avoidacce of the seal127 big mistakes and providing 

generally appropria te  signals and incentives for  resource allocation and 

investment (in hanan, as w e l l  as phys ica l ,  capital) and savings decisions. 

In t e n s  of donor d2cisiuns t o  zttenpt to inf luence recipient policies, 

however. the usual situation is one in which there are a nmber  of large 

mistakes. The typical donor missic: is the2 confronted with three sets of 

difficult qcestlons: (1) i n  t>e  u s u a l  po l i t i ca l  circumstances w h m  it is 

u c r h i ~ k a h l e  that t h e  recipient  govT ~xlaent cozld alter a l l  its "bad" 

policies a t  once. t he r e  are Imw-rra~t questions as to which inistakes should 

be corrected first; (2)  there are then the qilestions as to how much move- 

ment i n  the cor rec t  d i r s c t i a  is zecessar; in order to be preferable  to 

no movement; and, f i n a l l y  (3) there is the difficult question as to the 

s p e e d  ar which a d j u s t ~ e n t s  should be zade. 

These questions are nor unrelated, and there is no entirely satisfactory 

general  answer t o  any of them. 4s is seen in the Korean study in Volume 11, 

it w.zs unthinkable duri lg  the 2350's that  a13 the bad mistakes of Korean 

policy would be corrected. As events mfolded, an i n i t i a l  s t a b i l i z a t i o n  

m-ci-inflation program w a s  f o l l c - d e d  by a m a j o r  realignment of the exchange 

rate azd assurances to exporters that its --ezl value would be susta ined.  



T h i s ,  followed l a t e r  by budgerary, f ini&cial,  and t a r i f f  reforms, proved 

t o  be a highly success fu l  policy package. It is no t  e n t i r e l y  clear t h a t  

it was planned i n  its en t i r e ty  from t h e  beginning. Indeed, given t h e  

change of government which took place between the s t a b i l i z a t i o n  plan and 

the beginning of the export dr ive ,  the  Rhee government would have been 

prevented from carrying o u t  a plan even i f  i t  had had one, Moreover, 

except i n  t he  sense that American o f f i c i a l s  were constant ly  point ing t o  

inappropr ia te  (and very wrong) p o l i c i e s ,  t he r e  seems t o  have been l i t t l e  

o r  no hope on the p a r t  of the American donors t h a t  fundamenral policy 

reforms would be  undertaken. While U.S. AID c l ea r ly  w a s  an important 

posi t ive contributor to t he  further evolut ion of Korean po l icy  af ter  the 

export drive began, i t  w a s  only ia t h e  "dialogue" process, and the  environ- 

ment t h a t  it c rea ted ,  t h a t  American o f f i c i a l s  could have contributed t o  

the  decis ions  that led t o  the i n i t i a l  major policy reforms. 

Turning to the choice of p o l i c i e s  on which t o  focus, t he r e  is always 

an element of judgement for at  l e a s t  two reasons: (1) t h e r e  are questions 

as to what may be p o l i t i c a l l y  feasible t o  change; and (2) the ways in  

which p a r t i c u l a r  p o l i c i e s  affect resource a l l oca t i on  and growth are 

condirioned by o t h e r  po l i c i e s  which are simultaneously in effect. The 

political f e a s i b i l i t y  issue i s ,  as was seen i n  2 . 2 ,  a d i f f i c u l t  issue. 

The question of t h e  i n t e r a c t i o n  vnong po l i c i e s  i s  also one which, i n  the 

f i n a l  analysis, must be  based on the informed judgement of economfc 

analysts f ami l i a r  with t h e  particulars of each country ' s  situation. For 

example, i n  the context of countries with a g r i c u l t u r a l  prices t o  producers 

and conslrmers set by government f i a t ,  wich p r i c e  controls (or publ ic  



limits to  the  effects  an exckange rate change may have. It might prove 

preferable t o  free up prices within t h e  domestic economy. 

That example is ,  however, extreme. Even i n  c a u n t r i e s  w h i c h  a t tempt  

t o  controf  p r i c e s  and regulate economic a c t i v i t y  q u a n t i t a t i v e l y ,  the 

exchange rate usually has  a larger ro le  t o  p l ay  than casual  acquaintance 

with the regulations would suggest (see Chapter 4). Setting t h e  exchange 

r a t e  " r ight"  i s  usually a p r e r e q u i s i t e  for efficient resource  allocation. 

However, reguf at ions t h a t  severely i n p e d e  the l a b o r  market (minimum wage 

legislation, wage indexat ion ,  r e g u l a t i o n s ,  t h e  imposi t ion  of s o c i a l  

insurance scherces, o r  workersv  r ights  that  e f fec t ive ly  give liferime 

tefiure or make layoffs virtually p r o h i b i t i v e )  may b e  of greater importance 

in particular circumstances. In some i n s t a n c e s ,  p rov i s ians  for subsidized 

creciit a t  negative zeal in te res t  rates may be iden t - i f i ab le  as the most 

pressing p o l i c y  issue. 

There are unresolved questions about the relative importance o f  price 

s t a b i l i t y .  S%%ile it i s  generally agreed t h a t  larger government d e f i c i t s  

and a c c e l e r a t i n g  growth of money supply are inconsistent with sustained 

rapid growth, t h e r e  have been numerous cases (including Korea and Sraz i l )  

of rap id  growth and double d i g i t  i n f l a t i o n .  When numerous "distortionst' are 

present in a developing country, and nor all of them can be changed a t  once, 

the  donor may lose any effect  that it might otherwise have had on policy 

if reforms are pressed on ail fronts at once. Judging which set of po l i cy  

fssues should be chosen f o r  t h e  po l i cy  d ia logue requires both political 

judgeme~ts of f e a s i b i l i t y ,  and judgements as t o  t h e  i n t e r a c t i o n s  among 



Moreover, as exemplified by the Korean case, it is by no means certain 

that  pol icy  "advice" o r  "dialogue1' has i ts sole effects  a t  the  t i n e  when 

i t  is undertaken. It seems reasonably c l ea r  rhat t h e  p o l i c y  dialogue in 

Korea i n  the 1950's influenced the cl imate  of oplnion that surrounded the 

economic policy changes which l a t e r  occurred. Yet a contemporary observer 

of the Korean p o l i t i c a l  and economic environment i n  1958 would have s i m -  

ultaneous l y  been very pessimistic about Korea's growth prospects  and have 

correct ly  pointed out the l l n i t e d  influence of U.S. a i d  on Korea's 

econodc  policies. 

This same lesson may also apply in the Turkish case. The reforms 

which started f n  1981 were essent ia l ly  along t h e  l ines  t h a t  most donors 

had been advocating throughout the l a s t  half  of the 1970's. Indeed, there 

were numerous cr f t ics ( i n c l u d i n g  Krueger) of donor willingness t o  continue 

assistance i n  the absence of policy ch=ges. However, it  may w e l l  be 

t ha t  the discuss ions  su r rou~dfng  earlier assistance, combined with some 

of the analyses of the Turkish econoq  carried out by AID economists, 

the OECD, and others, created the set of opinions which ?.ed t o  the 1981 

refomis. Whether the  Tarkish  authorities chose the optimal set of p o l i c i e s  

on which to focus is a question whit?! cannot ye t  be answered. 

The second issue - how ~ u c h  of a move i n  the correct directcon makes 

it worthwhile t o  use Influence o r  pressure t o  achieve it - i s  also difficult. 

Here, the India2 devaluation of 1966 and the  l i m i t e d  moves made by t h e  

Turkish government i n  the l a t t e r  half of the 1970's are i l l u s t r a t f v e  of t h e  

problems involved. Again, the issue is political, as w e l l  as economic. 

In the  Indian case, it seems clear that the agreed-upon devaluation, while 

l a rge  enough t o  improve the  situation on economic grounds was not  large 

enough to promise underlying and ftindamental change. Meanwhile, the 

p o l i t i c a l  costs associated with t h e  move were very high. Even with the  



. benef f t  of  h indsight ,  it does riot seem possible to reach a d e f t n i t i v e  

judgement on the  opt imal i ty  of donor influence.  The dangers of supporting 

a move in t h e  right d i r ec r lon  t h a t  is too s m a l l  to have al l  of the desired 

results but will nonetheless have negative p o l i t i c a l  repercussions m s t  

be assessed i n  each s i t u a t i o n .  
, s  

There is ,  f i n a l l y ,  a t h i r d  question: the optimal speed of adjust- 

ment when policy signals are changed. Again, there i s  not a s ing le .  

clear-cut, answer. Especial ly in t h e  contexr: of an inflationary env5ron- 

ment, "too large" a movement of the exchacge r a t e  o r  a domestic p r i c e  

( in response t o  the  removal of p r i c e  controls) may trigger an accelerated 

rate of inf I arion and f a i l  to a l te r  relative prices .  "Too s m a l l "  a move- 

ment, however, may e l s o  f a i l  t o  achieve the desi red r e s u l t s .  In general, 

tltsre is probably a presuznptiio f o r  more, r a t h e r  than Less, r a p i d  movement 

because of the political opposit ion that i s  Likely t o  be aroused. But, 

as the recent experience i n  Argentina, Chile, and Uruguay i nd i ca t e s ,  the 

costs of misjudging rhe r a t e  at which t o  move, anct !.he appropriate sequence 

of p o l i c i e s  t o  u~der t ake ,  can be  enormous. 

The appropr ia te  conclusions seem t o  be three-fold: (I) There has been 

a great deaf of learning, i n  t h e  aid experience, about the  importance of 

appropria te  po l i c i e s ,  and of the  ways i n  which set or' distortionary policies 

can interact. (2) Tihen several major dis tor t ionary  policies are simultaneously 

i n  place, i t  i s  r e l a t i v e l y  s t ra igh t fo rward  t o  i den t i fy  the set of changes 

which w ~ u l d  l e ad  to a more efficient resource a l l o c a t i o n  and rapid growth 

path,  but i t  is much m o r e  d5f f i cu l t  t o  judge which change should be under- 

taken first. Both ~olitfcal feasibility and economic judgeaents are involved. 

It seems c l e a r  that, on the econonic s ide ,  research may yield add i t i ona l  

insights i n t o  the questions of optimal sequencing and speed of adjustment. 
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/: .. 
i 2.4 Evaluating Donor Tnf luence 
I 

1 
I 
I A major lesson from the foregoing cozrsideratfons is  t h a t  it is 
P 

except ionally difficult t a evaluate the extent to which donor assncies * 
I 

are exerting the "right" amount of leverage on r ec ip i en t  country pol ic fes .  
! 
I .  

First and foremost, the "rf gbt" amount of leverage depends on t h e  under- 
( 
I 

1 lying p o l i t i c a l  situation: what may be so offensive p o l i t i c a l l y  as t o  
I .  
I 

be counterproductive i n  one country may b e  mild exhortation i n  another (Amdt, 
111 
1 

I 1979). Secondly, the set of des irab le  po l i cy  changes may dFf fer  i n  important 
I 
t ways among cou~tries. Even i n  the s a m e  political climate, different  rates of 
, I 

i speed of change or sequencing of policy changes mzy prove advisable. 
I 

I 

t Finally, t he re  i s  the  intangible "climate of opinion" which nay be influenced 

i by any number of donor ac t iv i t ies  , and which donors may continuously 
I 
I influence. "Dialogue" at a given point  in  tlm may appear t o  be Ineffective, 

I 
I but nonetheless pave the way fo r  changes i n  a t tz tude  and thinking that 

permft changes i n  policies at a future date. 
I 

Appreciation of these issues has grown rapidly with the experience of 
I 
I 

different developing countries and t h e i r  choice of economic policies, While 

I 
judgement w i l l  inevifably remafn crucial. i n  determining the type of dialogue 

I I 

and degree of influence donors have, appreciation of the p o l i t i c a l  environ- 

ment and the importance of s p p r o p r i a t e  policies has increased greatly w i t h  

1 .  . ,  t h e  aid experience. To say that there  a r e  no hard and fast rules i s  no t  
I 

I to say t h a t  there has been no learning on the issue. 
I 

i. 

I 

I 



I 

, Bangladesh provides an i n t e r e s t i n g  case study of donor influence 
I 

I .  

, (Faaland, 1980). T h e  war of l iberation w E c h  ended i n  1971 caused wel l  
I 

over $1.5 billion worth of damage, excluding l o s s  of current isput, 
I 

i Assistance was first provided by the U.N. and India. In ea r ly  1972, the 

i ' Prime Minister annowiced the o f f i c i a l  pol icy that Bangladesh would accept' 
! 

assistance from a l l  friendly countr ies  s o  long as oo "stringsw were 
I 

attached (Faaland, 1980: 15) . Bangladesh wanted t o  make its own decisions I 

I 
I 

I and be able to coordinate its own programs. 
I 

I Economic necessi ty  forced Bangladesh t o  become heavily dependent an 

I 
fo re ign  aid .  ICs primary need was for  commodity assistance - food, f e r t i l i z e r ,  

t pes t ic ides ,  spare parts - which was available only from the U . S .  and orher 

I 
western countries i n  sufficient qu=tities. Donors, howe~er, were more 

I 

I interested in project support and i n  completing pro j ec t s  s t a r t e d  prior 
I 

t o  t h e  war. Nearly 40 perceat of a i d  committed was t%ed t o  p ro j ec t s  but 
r 
I 

the l e v e l  of disbursements was very l o w  r e f l e c t i n g  the economy's inabi l i ty  

t o  absorb such assistance e f fec t ive ly .  
I 

, , In 1974 a cansortiurn of donors w a s  forned t o  coordinate their many 

I 
activities i n  Bangladesh, to fornulate p o l i c i e s  f o r  development and to 

f 

I 

provide in-depth infornation on the state of the economy. This consortium 

, gave donors even more power and leverage i n  Bangladesh than they had had 
i 

previously. As a result of the  consortium they had a formal organization 

I whose role was t o  s c ru t in i ze  the economy and make decisions for Bangladesh. 

t By 1974 Bangladesh was s o  heavily dependent on foreign a ld  t h a t  there  was 
I 

I very l i t t l e  that i t  could do. During the period 1973-78, over 70 percent 

i of food and capital goods and about 60 percent of imports of intermediate 

' . 





and recipients. The Bangladesh experience suggests t h a t  some degree of 

independence from any individual  donor agency o r  group may be desirable. 

While there are benefits t o  be rea l ized  by coordinating the contr ibut ions  

of a i d  donors, too much coordination may give the donor group too much 

power. No matter how a consortium is organized, donors, including t h e  

United S ta t e s ,  w i l l  play a l imrted role unless t he  members they appoint t o  

consort ia  are professional ly  coapetent. 

It a l so  seems reasonable t o  an t i c ipa t e  that with continued experience 

the i n t e r a c t i o n  between donor consort ia  and na t iona l  governments can become 

more effective channels f o r  yolicy dialogue. i n  t h i s  connection it 2 s  

interesting to note t h a t  the Director of t he  Bangladesh Agricultural Research 

Council ('BARC) has recently initiated an a g r i c u l t u r a l  research consortium 

among donors who provide support f o r  the Council (Ruttan, pursuant t o  

discussion with BARC Director).  This consortium is chaired and the agenda 

establ ished by the BARC. It appears that both the BARC and the donors have 

found t h e  conso-rtium a useful device for providing more balanced and s t a b l e  

support f o r  a g r i c u l t u r a l  research i n  Bangladesh. I n  our judgement, the 

utility of donor-recipient consort ia  organized at the sector (i.e., agricul- 

ture, health, education, and t ransporta t ion)  level should continue to 

be explored. 

A final question arises w i t h  respect t o  the relative merfcs of b i l a t e r a l  

and m u l t i l a t e r a l  assistance. B i l a t e r a l  assistance has the obvious advantage 

t h a t  an individual  donor can exercise grea te r  d i sc re t ion  i n  the a l loca t ion  o f  

ass i s tance  resources. The disadvantages of b i l a t e r a l  assistance include a 

grea te r  tendency for  politicization of assistance, the high cost t o  individual  

donors of maintaining professional ly  competent s t a f f s ,  and the  costs of 

dupl icat ion and redundancy i n  assistance activities. It seems evident that 



bi la tera l  and multilateral 

and disadvantages and that 

be important. 

assistance 

both t ypes  

ins t i tut ions  each have advantages 

ins t i tut ions  will continue 
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severe cutbacks of assistance because of disagreement w i t h  the  program are 

d i f f i c u l t ,  i f  not impassible; 2) while donors can negotiate over a govern- 

ment's overal l  economic pa l i cy ,  the domestic political sensitivities 

discussed 3n Section 2 . 2  are an important limit t o  the scope for  such 

negotiations; and 33 the judgement issues raised i n  Section 2 . 3  become 

exceptionally important under program lending. 

On the other hand in the context of influencing recipient oo3.icp 

there are certain advantages t o  program type aid. 

Program afd has a highex scarcity value to the recipient because few 

donors are wil l ing  t o  provide i t  but when provided, the amount given per 

country is relatively large. A s  a resu l t ,  the potential  leverage i s  also 

relarfvely high. 

Program a i d  is  a f lexfble instrument. It is  quick disbursing, it can 

be  increased or decreased a t  the margin or delayed i n  timing, and can be 

released in tranches. One can therefore support economic policy changes as 

they occur, as wel l  as monitor their  implementation. Project assist mce, 

by contrast, cannot be turned on and off easily, and its  pocential leverage 

on economic policies i s  correspondingly weaker. 

Finally, program aid is more relevant to  a discussion of macroeconomic 

policies or conditioning in that  area. It is much more d i f f  iculr to d ~ v e l o p  

a policy dialogue on macroeconomic issues on the b a s i s  of projects Ln 

individual s e c t o s  whose links t o  macroeconomic pol i c y  are tenuous , however 

large t h e  p ro j ec t .  Thus program a i d  i s  unquestionably the superior f o r m  

if i t  i s  considered desirable t o  a t t e m p t  t o  use leverage t o  change rnacro- 

economic policy and condition assistance rhrough t i m e  related performance 

cri ter ia .  If inf luence i s  to be exerted p r i m a r i l y  through a pol icy  dialogue 

the choice between project and non-proj ect a i d  is more equivocal. There may 



be po l i cy  i s sues  of importance outside the macro sphere which could b e  

addressed through t he  sector or pro jec t  mode. 

There is  probably no "ideal" resolution of these issues.  It may w e l l  

be t h a t ,  given the po l i5 i ca l  constraints surrounding bilateral aid (and 

the technica l  assistance corogonents of many aid p r o j e c t s ) ,  a combination 

of program and project lending i s  appropriate,  w i t h  program lending 

increasing i n  importance dur tng  periods when governments a r e  undercaking 

genuine and sustained efforts at pol icy reforms. This  issue Is assessed 

in Chapter I5 as we, srlmmarize the overall  lessons of the  development 

experience. 
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Footnotes 

- This secCion and sectior. 2.5 draws on t h e  concepts discussed i n  U.S. 
Agemy f o r  In t e rna t i ona l  Development (1982). 

- 21 T h i s  statement igaores  t he  possibil i ty--indeed t h e  likelihood--that 
z e d i s t r i b u ~ i o n  might not be  n e u t r a l  with respec t  t o  t h e  e f f ic iency  
of resource a l loce t ion .  When d i s t r i b u t i v e  goals cannot be achieved 
without an efficiency l o s s ,  then the  "right" economic p o l i c i e s  cannot 
be unambigun:~s i y  defined, and policies abed  only at economic 
efficiency w i l l  be non-opt i m a l .  For present  purposes, however, t h e  
po in t  a t  issue i s  that there are intense d m e s t i c  p o l i t i c a l  interests 
i n  the choice of policies and pol icy instruments,  and aid donors can 
achieve resv les  opposite t o  those intended i f  they are perceived t o  
be interferring i n  i n t e r n a l  p o l i t i c a l  a f f a i r s  of a r ec ip i en t  cowtry. 

- 3/ There i s  a persuasive argument t h a t  many donorfinanced p ro j ec t s  have 

had an i m p o r t a t  component of t echn ica l  a s s i s t ance  in thea that  could 
' 

n o t  have been transmitted fn t he  absence of the projects. For that 
reasoc, pro j ec t  a i d  may acyway be  pre fe r red  t r ,  program aid .  The 
abave argument is centered only on the cont ras t  of project and 
program a i d  as a response t o  the  d e s i r s b i l i t y  of influencing r ec ip i en t  
po l i c i e s .  Another consideration, not central t o  the discussion here, 
is tha t  project a i d  t yp i ca l l y  finances only t h e  foreign exchange cost  
of projecrs .  As sach, i t  may have d i s to r t i ona ry  e f f e c t s  , as  r ec ip i en t s  
seek projects wfch a high foreign exchange content. These may w e l l  
be non-optinal in choice of technique (because high foreign exchange 
csntent i s  l i k e l y  t o  be r e l a t ed  t o  the capital intensity of the pro j ec t ) .  
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The effect of economic assistance on overall output and income growth 

of the recipisnt is inherently difficult to analyze.  On one hand, analysis 

on a country-by-country basis is inherently judgemental. But on the other 

hand, cross sectlon analysis of the relationship between assistance and 

growth is marred by the fact that successful assistance leads to the 

termination of assistance. Xoreover, as illustrated by the Turkish case, 

unsatisfactory growth may be the cause of assistance- 

As noted in the Introduction, aid can affect racroeconomic growth in 

various ways. At the simplest level, aid represents fore-ign savings. If 

these savings are additional ta domestic savings, and if they are channelled 

to domestfc fnvestment, then in the context of a simple model of capital 

accunulation, a f d  can potentially stimulate growth by increasing the rate of 

domestic c a p i t a l  formation. Foreign a i d  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 ro a "foreign exchange" constraint. 

Most of the analysis of t h e  impact of a i d  on growth focus on these 

rather s i m p l e  notions. They have ignored some of the more coniplex aid-growth 

interactions of potential sigrriffcance: Aid's impact in raising total factor 

productivity a s  well as its role as a catalyst in promoting policy change, 

or nobilizing addirional domestic resources. 

The potential effect on total productivity is obvious - although its 

measurement q u i t e  d i f f i c u l t .  Aid programs can and do aim to improve the 

recipient's factor productivity through the intrcdurtion azd spread of new 

technoiogy, through training and through managerial and other i r~rovements ,  

Improvements in factor productivity in t a rn  can be shown .to play a scgnificarit 

role in promoting developing country growrh. Aid of course can also support ' 





3.1 Development Assistance ar,d Savirrgs 

One of the key questions explored i n  the l iterature on the impact of 

development assistance on growth i s  its relationship to domes tic savings. 
* .  

A number of writers have examined this relationship by considering savings 

functions in the form: 

( 1) S = f ( Y , F )  

where S denotes domestic savings, P gross national product, and F foreign 

capital inflows, Then, using cross-section data from a number of countries a 

regression equation relating P and F-,to S is estinmted using ordinary least 

squares. If the estimated coefffcient of the F variable turns out 26 be 

negatlve and statistically signfficant, the inference usually drawn 

is that foreign capital i s  used at least in part as a 

substitute far domestic k c ~ i n g s .  If the estimated coefficient turns out to be 

positive, i.'ftan the inference drawn is that inflows of foreign capital spur 

cf f or& towards generating greater dames tic savings, The analys is 

usua l ly  does not distknguish between economic assistance and foreign capital 

inflows. Thus w i t h  f e w  exceptions (El'apanek, 1972 =d 1975) it is impossible 

to distinguish between the impact of aid as  such and other flows. 

Early analysts such as Kaj Areskoug (1969) and Griffin and Enos 

(1970) argued that foreign assistance contributed little, if anything, t o  

economic growth and domestdc savings. Griffin and Enos on the basis of crass- 

section evidence from 15 countries in Latin America for l957-64, concluded 

that ''the general tendency is that the greater the capital i~flows from 



Enos, 1970: 318). Their explanation was that governments often refrain from 

r a i s ing  taxes bur expand consumption after a i d  begins an? so do private 

entrepreneurs who receive loans from abroad (Gr i f f in  and Enos, 1970: 321). 

I & - a  resu l t ,  gross domestic savings as a percentage of tends to fall. 

I 

Similar conclusions were reached by Weiskopf (1972) using a two-gap 

model. H e  f i r s t  identiffed 1 7  developing countries whose growth he judged  to 

I 
have been subject to a savings cons t ra in t ,  and then estimated a relationship 

i 
I 
i betweel ex ante savings, income, foreign capital fnflow and expsrrs as -- 
I 

I follows : 
I 

(21 S* = f (Y,F ,E)  
I 

, where Y again i s  gross  domestic product, F i s  net  f o r e i g n  capital i n f l e w  {defZned as 
I 

the trade deficit), and E is total exports. In the regressions F is regarded 

, as exogenous. For each of the 17 countries the coefficient of F eurned out to 

be negative, and statistically sfgnffica~tly different from zero. The fnverst 

relationship held t ~ p  also when he used pooled t i m e  series data for the 17 

counrries to eszimate the overall ex ante savings function. According to the -- 
pooled estimates the impact of F on S i s  highly significant, and apptaxfmately 

23 percEnt of net forgign capital inflows substitute for domestic savings. 

Weiskopf's results are probably the strongest in the literature showing a 

negative relationship between capital inflows and savinas. While they are 

based on a two-gap model. which has been heavily criticised, the results are 

basically independent of the main crfticisms of that model. 

Gupta on the other hand in his cross section study of 50 developfng 

cou.ntrfes found no relationship between capftal inflows and domestic savings 

[Gupta,l970f. Similarly inconclusive have been the findings of Bhagwati and. 





Using the negatf ve eoef f icient obtained by W e i  sskapf for the f orcf gn 

aid varizble in the savings equations, they analyzed how long i t w o u l d  take for  

savings, with capital inflow, to recover to the Level that would be reached 

without the inflow. The growth i n  ixcome (and hence savings) frm the higher 

investment (induced by capital inflow) wic)uld be larger, the larger the output- 

capiral rario, At an output-capital ratio of 0 . 3 ,  ir would take anywhere 

fram 2 years {for Colombia) to 92 years (far Jordan) for the savings level 

with foreign ald to catch y ~ 3 e h  savdngs ie+.els withour aid capital k a f l w -  

i The results for the savings ratfa analysis show thar the sa~tngs 
I 

I .  
I rarfs with a23 remains below she savings'ratia wfthaut aid for a very long 

i time even though the foffner m y  inereas@. B u t  *are a country is a hLgh saver 

I to begin with, bLhe initial negative savings fmpact of aid is small- 

; T.r, contrast to 'Bhagwati-Grinols who sorkez w f t h  & constant level of a 

I inflow, Dacy (1975) considered t h e  issue of how the growth rate might be 
! 

affected after aid has been discontinued. Dacy -onsidered three phases: pre- 

aid, aid, and post-aid. When afd begins, total saving (defPned as domestic 

p l u s  forefgn saving) increases as does the level of income, Both savings a 

income continue t o  rise during the period of aid. If aid i s  t o  promote t h e  
I 

growth rate i n  the long tun, "the economy m s t  develop sufficient impetus 

during the a i d  phase so that the growth rate will follow some (path) .,, 
higher than the no-aid growth path after aid has h e n  discontinued" ,(Dacy, 

5 5 2 ) .  This impetus is lost if government saving declines in consequence of 

aid, thar fs, 55 there fs an tncrease in goverrunsnt "expenditures on 

, programmes, such as defense, internal security, higher pay for civil servants, 
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and education, programmes that could eas i ly  absorb more than the mount of a i d  

a count,ry is l ike ly  to receive," (Dacy , 19 75 : 555) . 
Dacy disaggregated total savlngs t o  analyze private and public sector 

s a v h g s  S & a ~ I a r .  If there f s an increase %TI non-productive government 

expenditures as a consequence of aid and if these expenditures "cannot b e  

cut 3ack once implemented" then i t  is  certainly p l a ~ s f b l e  that  the growth 

rate will fall (Dacy, 1975: 560). But h i s  analysis also suf f grs from method- 

ological  shortcomings. For example, ir does not appear reasonable t o  lump 

gsvernmeat expe~ditures on education i n  the sane category as higher salaries 

for c i v i l  servants nor to assume that e i ther or both are necessarily %on- 

productive". 

On balance Dacy concludes that a given amount of a i d  is more l ike ly  

t o  stimulate post-aid growth the higher the initial domestic savings ratio,  

the lower the percentage of a i d  capped f o r  government consumption and the 

longer the term o f  a i d .  Th i s  conclusion points t o  rhe iqor tance of the 

recipients'  pol ic ies  framework in  u t i l i z i n g  a5d as a key d e t e d n a n t  of the 

aid/grawth relationships--a theme t o  which we shal l  return later. 

It should be noted t h a t  in none of the more recent studies i s  i t  even 

suggested that assistance is completely of f se t  by reduced domestic savings. 

Rather, the question i s  how much assistznce is additional. Obviously, the 

swer w i l l  vary among countries. In Korea, where the policy dialogue 

influenced the decision t o  raise  incentives to save after 1964 it  could 

be argued that a i d  l e d  t o  higher domestic savings than would have o t h e ~ i s e  

been realized. It seem apparent, except when policies are exceptionaliy 

perverse, substantial addicionality i s  achieved. 



3.2 Development Assistance , Capital  Formation and  G r o w t h  

Paralleling these analyses of a id  and savings, another series  of 

studies similar i n  conception have been undertaken that attempts t o  explain 

output grmth In developing countries. In these studies output' growth is 

related to capital formation, from domestic and foreign sadngs as w e l l  a 

other variables, such as labor, export performance etc,, in various combina- 

t ions of cross-country/time s e ~ i e s  analyses. These studies esentially assume 

a neoclassical growth framer=cnk wfth grawth in capital and labor inputs 

explaining output growth. Howcver, they disaggregate between domestfc and 

imported capital and other varfablea which a i m  t o  capture other aspects of 

developing country performance-especially indicative of efficiency in 

resource allocation, 

The basic equation used i n  such models is 

(3) Y = f (Kds RE, L) 

Michalopoulos and Jay (1973) showed in the context of such a model 
- 

that labor inpazs (L) ,  fareign capital inffaw (Kf), as w e l l  as c a ~ l t a l  

formatian from damestic savings (Kd) were positively refated to output growth 

(P) using cross-country analyses for 33 developing cotmtries in the 1960s. 

Their results were subsequently confirmed and extended by Ralassa, (2978) to 

cover a different range of countries and later periods. In both cases the 

I indieations were that the effect of capital inflows on output growth, while 

positive, was mall-indeed smaller than the impact of domestic savings. 

These r e su~ t s  are similar to Papanek's findings (1973) .  He 

also used cross-country analysis to examine the relat ionship betr.?czz GNP growth 

and aid, other capital inflows, and domestfc savfngs, His analysis did not 

include labor inputs or o t h r  "efficiency" indicators. On the other hand, he 

I: distinguished 5etween 'aid' and other capital inflows. 
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His conclusions were that saPings and foreign inflows "explain" about 

one-third of T;I)P growrh in  h i s  sample of Asian, African, and Latin American 

countries. The coefffcfent for the a i d  explanatory variable was found to  be 

nearly twice that of the other independent variables. Same interesting 

regianal differe~ces in the estimated equations were also 3bserved. For 

example, "savings and foreign inflows, and especfatly aid, have the mast 

unequivocal impact on growth in Asia and the Mediterranean countries..,, 

coefficients axe distinctly lower for the Americas and barely significant" 

(Pa~anek, 1973:123). 

F i n a l l y ,  a relatively recent survey art ic le  by Paul Nosley (1980) 

attempted to determine whether the relationship between foreign aid fnflows 

income and savings estha ted  using 1960's or earlier data would hold over 

different samples and different time periods, as w e l l  as whether a lag 

structure would fmprove the results. 

Using data from the 1970's he estimates by two-stage least squares a 

model of lagged response of GPJf to aid for a sample of less developed 

countries seratffied by income level.  The coefficients of determination for 

the equations where growth of GNP is the dependent variable are generally very 

law. Only '"betwtze~ 4 and 25 percent of growth in LDC's in the 2970's is 

I. explained by doinestic savings and cap i t a l  flows from abroad (Moslep, 1980: 82) - 
Mosley goes on to add tha t  " th is  poor explanatory performance 5s not  surpris- 

ing, given the  number of other variables that can influence growth . . . but 

it does suggest t ha t  the investmentjGDP r .zt io,  once seen as an over-ridingly 

important determinant of growth in LDC1s must no longer be seen in t h i s  way" 

(Masley, 1980: 82, emphasis in t he  original) . 



When the countries are s t r a t i f i e d  by income level, aid is scan t o  be 

positively correlated with growth fn the poorest. countries but negatively 

correlated wfth growth for the mfddle fncome countries. There are alsa  any 

differences between donors: l3.K. a i d  is pos i t ive ly  and significantly 

correlated with per capita ourput growth, French and Scandinavian aid is 

fnsignificantly correlated wfth growth, bur U.S. a i d  fs posit ively correlated' 

only in the dddfe-income countries. 

'&ether the analysis focused on the aid-domestic s avicgs relationship 

or thef r  value in explaining economic growth, the results obtained by most 

analysts are weak, and on occasion contradictory. The weakness of the  

results obtained reflects both the weakness of both rhe concepts and data 

u t i l f  zed ,  

First, a savings function =st explain savings behavior both by the 

public and private sector. It is difficult t o  the call t h e  savings functions 

estimated in the 197O's,such as those by Weisskopf,as functions explaining 

savings behavior. The rnicroeconomic foundarion 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 

sense. 

Second, the a n a l y s i s  focused on net  c a p i t a l  in£ lows--often estimated 

through the current account of the balance of payments not aid. There is 

l i t t l e  assurance t h a t  t h e  i n f l o w  while "capital" in one sense, did not  in 

fact add to domestic consunption r a t h e r  than savings. But this should not be 

viewed as an indictment of aid. Economic assistance during these earlier 

periods o f  analyses w a s  a much greater proportion of capi-tal inf lows than it 

is today. B u t  it snreLy was n o t  t h e  whole--and the propor t fon tended to 

vary s ign i f i can t ly  country by country. Mosley's r e s u l t s  point t o  the fact  
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that t h e  relationship between aid and growth is  s t r o n g e r  i n  the  lower income 

countries where the ratio of assistance to t o t a l  capital inflows 3rd to 

domestic investment is higher. 

Even when aid is looked at separately, it is quite evident that some 

forms of a i d  are much more likely to involve raising domestic consumption than 

investment- Roughly 202 of U.S. assistance for example over the years has 

consisted of food aid. It fs doubtful that any significant portf on of such 

aid resulted in increased capital fannation sf the recipient. Indeed, under 

provisions of PL 480 an effort is made to assure that food and shipments will - 
not substitute for other commercial foad shipments - and thus add to total . - - 
consumption. Similarly, there is nc presumption that USAfn praRrams involving 

budget support under the Econornic Support Fund (ESF) or similar previous 

programs result in additional capital formation. Thus it I s  quite 

important i n  any f u r t h e r  analysis t o  (a) disaggregate between aid and 

other  capital i a f lows ;  (b) t o  disaggregate among c o u n t r i e s  a t  different 

levels of incone; a d  (c) disaggregate between different kinds of a l d  in 

terms of i t s  relationship to domestic savings and consumption. 



3 . 3  Development Assistance and t h e  Foreign 
Exchange Cons r r a i n t  

1' Given the  ex tens ive  a t t e n t i o n  given t o  t h e  r o l e  of aid i n  relieving a 

foreign exchange cons t ra in t  i n  the 1960ts, very l i t t l e  e m p i r i c a l  evidence 

e x i s t s  t o  support t h e  hypothesis  that development a s s i s t ance  has indeed 

! been an e f f e c t i v e  instrument i n  overcoming such cons t ra in t s .  What l i t t l e  
I 

I evidence does e x i s t  sugges t s  t h a t  development assis tance has not had a 

t p o s i t i v e  impact on growth via its effects on country foreign exchange 

a v a i l a b i l i t y ,  

- ,  
Ifassell, Pearson, and F i t c h  (19 72) looked a t  development a s s i s t ance  , , . . .  

2 . .  

. . 

i n  its r o l e  of all-menting fo re ign  exchange availability. They distinguished 

three components: exports  of goods and se rv i ce s ,  n e t  public fo re ign  capital 

in f lows,  and ne t  p r i v a t e  c a p i t a l  inflows. Using both lagged and cur ren t  
I 

values of these variables, Yassell, e t  a l ,  concluded t h a t  the three types  of -- 
I 

foreign exchange receipts  have markedly differenr e f f e c t s  on varlcrus indicators 

t of development such as annual  gross fixed capital formation, GNP, and aggre- 

gate imports of goods and se rv ices .  In  terms of o v e r a l l  h p a c t ,  p r i v a t e  c a p i t a l  

infl~v w a s  judged t o  have the g rea t e s t  i m p a c t  on all three of the above 

I" i nd i ca to r s  of development. Each additional d o l l a r  of p r i v a t e  foreign capital 

1 inflows w e r e  judged t o  have the greatest impact on all of the above three 

I' i nd i ca to r s  of development. Each addi t iona l  d o l l a r  of pr iva te  foreign c a p i t a l  

was estimated ro generate approximately one dollar each of imports, invest -  

n2nt, and GNP within a two-year period. Public foreign capital (most of 

1.. which was foreign a i d )  resulted i n  a smaller n e t  increase In imports and in 

investment and is "quite ineffective i n  stimulating GNP." There is, o f  I, " 

course, the same difficulty i n  i n t e rp re t i ng  these r e s u l t s  as i n  evaluating 



the relationship between assistance z2d savings. The successful countr ies  

are able t o  resort t o  p r iva t e  capital markets. 

In addi t fon,  there are some cases in which large inflows of aid 

es sen t i a l l y  of a program type have occurred i n  response to a perceived need 

t o  shore up the  very shaky balance of payments position of a country where 

a donor has a special foreign policy Interest. Sometimes t h i s  has been 

done i n  conjunction w i t h  IMF s t a b i l i z a t i o n  programs as i n  Turkey, sometimes 

independently. In such cases, i t  could be argued that the influx of 

assistance e i t h e r  permitted the implenentation of a l i b e r a l i z a t i o n  program 

with positive long-term growth effects o r  enabled a recipient to avoid a 

significant domestic retrenchment which would have adversely affected growth. 

But because assistance of this kind is frequently extended t o  countries 

w i t h  l o w  ove ra l l  growth patterns, any positive effect t h a t  a i d  may have 

had i n  aver t ing a crisis does not  show up i n  cross  country anfayses of  the 

type that  have been attempted. Also,  w h e r e  a i d  was extended, s o m e t h e s  

i n  massive amounts, i n  the absence of a good economic policy framework, 

it tended t o  have little impact on growth either i n  the sho r t  or the longer 

term. 

inportance of the counrries' own pol ic ies  i n  determining their balance of 

payments situation as w e l l  as t h e  inherent conce?tual difficulties associated 

with the "exchange constra int"  concepc, little weight should be attributed 

to t h i s  mechanism in g a u g i ~ g  t h e  effectiveness of economic ass is tance.  
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Product iv i ty  Growth and P o l i c y  Reform 

Analyses of aid in the past have tended to treat a l l  fonns of aid as 

1: one and treat a l l  aid as capital inputs. In a sense aid i s  tkt. Rut the 

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

I productivity growth, and thus there is a presumption that on this count at  
! 
I 
I least the beneflts from aid have been underestimated. 

1; The important potential of a i d  in raising factor productivfty was 

1 raeognized in the recent study by Mikesell 119821. IJsing developed countq 

: estimates, th i s  study focused attention on the fact that growth in factor 

inputs typically explains only a portion of output growth, What he did not I 
wentionare studies that show that in  the developtng cox~ntrfes growth in factor 

inputs tends to explain even less 05 total output growth than In the developed 

I countries. Mikesell. did not attempt to qxplore systematicaly the effect of 

assistance activities in raising prdductZvity. To do thfs  requires a 

disaggregation of aid by type. 

1 A significant portion of aid programs consist of technical assistance 
I 

efforts, The objectives of these activltfes are to rafse productivity by 

introducing new, more praductfve technologies, training, improvements in 

management, all of which can have an fmpact on Tmproving productivity. While 

I 
I in theory these activities can have a significant positive impact on 

development this iampact is not readily measurable. This is i n  part because 
I 

their outpct is diffused among sectars, i n  part because they ofter. are 

I! provided in the conrkxt or become a part of a capital project. 

I. There fs substantial evidence that the technoLogy transferred to L 
I 

t 
devsloping countries through the technical assistance efforts of aid agencies 

1 

I 

, in agriculture especially in the introduction and spread of the KW has 
k 

t 



grearly contributed w j t h  the r a p i d  expansion of a g r i c u l t u r e  output (Chapter 

9)- Similarly,  recenc i n f o m a t i o n  about the effects of the international 

e f f o r t  to eradicate onchocerciasis suggest that this technical assistance 

act iv i ty  can have signif fcant long-term effects not only in improvhg healrh 

but a l s o  in r a i s l n g  product iv i ty  of a significant portion of the population 

in central and West Africa.. 

I 
I 

. 
There are many sueh examplea, Rowever, thera is a dearth of 1 

I 
I 

I 

infomatian that systematfcally evzluaees the effect of technical assistance 
I 

efforts  in raising productivity " nint;ivldual countries or in fndiviOual 
I 

sectars across countries, 

Training Zs another sfgniffeant component c ?  assistance programs. 

Economic returns to projects involving hu~>.q ~ C T O U Y ~ P  Jevelspznt in 

developing countries have typically been dkovx to be quits high. Bur there is 
I 

l im i t ed  infomatior* r e l a t i n g  to t he  aggregate effect  of t r a i n i n g  in raising 

productivity i n  t h e  r e c i p i e n t s  (Chapter 7) .  

I In general evidence about bow a i d  promotes efficiency,  through tech- 

nical  zssistance or through the i n t r o d u c t i o n  or spread of more productive 

technology, t ra infng or other mechanisms t h a t  tended to raise factor 
I 

I 

productivity, has not been systematically studied. It would appear that 

an important area of future fnquiry on the i m p a c t  of assistance should be 

its effects on productivity. 
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THE TRADE SECTOR AND ASSISTANCE POLICIES 
, . 

There is perhaps ns sector of developing co~tntrfes' economies about . . 
I 

which more has k e n  learned than the trade sector. And there is  KID sector 

in which the pol ic ies  adopted are more crucial i n  affecting all aspects, 

of economic activity and the outcome of other sectoral programs. 

Tke interrelationships between the trade sector, trade policies, and , 

the effe.etfveness of a i d  are complex. In countries where esade and 

exchange rate p o l i c i e s  have been unrealistic, aid  projeces in other sectors 

of the econamy have often been adversely affected, and a i d  resources have 

. . been sign5ficantly less productive than in cases where trade end exchange 

rate policies have been appropriate. 

In t h i s  chapter, the lessons that have been learned are reviewed. 

Of necessity,  we start by sketching the relcrionshlps between overall trade 
, . 

and exchange r?te policy, general development performance, and a i d .  W e  

then proceed t o  indicate how the productivity of aid is affected by the 

types of trade policies pursued, illustrating with e g m p l e s  from tPe 

experience sf aid policy i n  the  five countries. 
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I 

i 4,1 The Exchange Rate, Trade Policy and Development 
I 

I 
It has long been accepted by economists that free trade is  the t - 

I economic policy that w i l l  provide the most rational resource allocation 

Fnder such circumstances, a unffied except i n  special circumstances.- 
I 

I 
exchange xate (either fixed or floating) would fnsure that relative 

domestic prices equalled those on the international market and thus that 

pr~ducers would act in accordance with comparative advantage. 

Rowewer, when establishfng pol ic ies  they believed would foster rapid 

economic growth, policy makers in most of The developing countries rejected 

the notion of zomparative advantage. In par: th i s  w a s  because the doctrine 

was misunderstood to  imply that they would always produce only primary 

commodities. Two different, not mutually exclusive, reasons were given. 

Some believed that the potent ia l  for increasing export earnings was severely 

Pianited (so-called "e last ic i ty  pessimism"). Others wanted t o  encourage 

the de~elopment of domestic industries which it was believed could not 

srart without a considerable degree of protection fxom impcrts. Policy 

makers i n  devell~ping countries generally chose t o  adopt quanti tative 

restrictions as a means both of protecting of domestic indusrxy and of 

restraining excess demand for foreign exchange. 

Ooce in place, such restrictions tended to b e c o ~ e  increasingly severe 

over time./ Borh because the demand for imported machinery and equipment 

rose with e f for t s  to s t i m l a t e  development and because import demands tended 

t o  be mderesrimated, excess demand for imports increased wfth tine. Instead 

of altering the exchange rate, the authorities i n  most developing corsntries 

chase t o  restrict imports through licensing systems and other mechanisms. 
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The r e s u l t s  were two-fold: (1) The increasingly r e s t r i c t i v e  licensing system 

conveyed higher and higher levels of protect ion t o  domestic producers of 

rtmport-competing goods. (2) Failure t o  adjust t he  exchange rate meant t h a t  

production for  e-xport was increasingly una t t rac t ive  relative t o  production 

f o r  t he  domestic market. 

I n  consequence, export earnings failed to grow at the same pace as the 

dsmand for imports, and the disequil ibrium i n  the system intensif ier :  over 

t i m e .  For present: purposes three points about t h i s  system are important 

t o  note:  (1) domestic r e l a t i v e  prices provided poor signals for evaluating 

the true relative a t t rac t iveness  of alternative production a c t i v i t i e s ;  

(2) exportable production was discriminated against via the exchange rate 

overvaluation, the high cost of domestically-produced import substitutes 

and a l s o  by the pull of resources i n t o  heavily protected import-substituting 

indus t r ies ;  and (3) because of the dislocations caused by increasingly 

severe balance of payments problems, rates of economfc growth tended t o  slow 

down aver t i m e  until corrective action was taken. Thus, many develop-ing 

countries experienced "cycles" of growth, First, a balance-of-payments 

c r i s i s  would force a slowdown i n  economic activity. Finally, the  s i t ua t ion  

would become sufficiently desperate so t h a t  the  regime would be liberalized 

and the exchange rate a l t e r ed  t o  a r e a l i s t i c  'level. There would then f o l 1 . 0 ~  

a period of s l o w  growth during which export earnings would increase and import 

demand would be relatively low due t o  the low level of domestic incomes. 

When foreign excharge reserves s t a r t ed  accumulating rhe au tho r i t i e s  would 

again r e l ax  tbe import regime. Imports would boom, domestic production 

would expand rapidly, export earnings would fall once again t o  keep pace with 
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4-2 Relationships Between the Trade Regime agd Development Assistance 

I n  the  context of the  a id  relationship, the inner-oriented, highly 

r e s t r i c t i v e  trade po l i c i e s  and unrealistic exchange rates had several  

implications.  F i r s t ,  aid efforts to a s s i s t  certain key sectors of the  

economy were l e s s  successful  than they wo-sld have been had the exchange 

rate been appropriate. Second, some projects t ha t  appeared worthwhile 

a t  prevai l ing domestic prices and exchange r a t e s  were i n  f ac t  el=onomically 

unsui table  when r e a l i s t i c a l l y  evaluated. Third, during t he  periods during 

w h i c h  foreign exchange "shortages" were becom5ng more s t r i ngen t ,  a id  

r ece ip t s  subs t i tu ted  for  export earnings and as such permitted non-optimal 

economlc po l i c i e s  t o  p e r s i s t  longer than they would have had a i d  foreign 

exchange n o t  been avai lable .  Fourth, a i d  ass isrance with the t r ans i t i on  

from r e s t r i c t i o n i s t  to r e l a t i v e l y  more l i b e r a l  t rade  po l i c i e s  had an 

extremely high payoff, and was one of the most e f f ec t ive  forms of assis tance 

possible, Fifth, the  experiences with the trade sec tor  demonstrates the  

d i f f i c u l t y  of s e c t o r a l  assistance programs which a r e  indeperdent of overall 

macroeconorafc policy evaluation. 

Each of these lessons is  extremely impcrtant and is discussed i n  more 

d e t a i l  in the subsections that follow. 

Disincentives fo r  Agricul tural  Production 

That a i d  ass i s tance  t o  some key sectors was less e f f ec t ive  than it 

might have been is a p t l y  i l l u s t r a t e d  i n  fhe case of agr icul ture .  Here, many 



more prof i table  and hence more a t t r a c t i v e  {Chapter 9 ) . In many cases, 

however, the value of t he  imp l i c i t  subsidy t o  inputs  was  fax less than the  

dis incent ive inherent i n  an overvalued exchange r a t e .  In India, for example, 

the overvaluation of the exchange r a t e  in t he  early 1960's const i tuted a 

tremendous dis incent ive f o r  producers to grow export crops (Bhagwati and 

Srinivasan, 1975). The r e l a t i v e  domestic prices of these crops (including 

especialzg tea and j u t e )  were so low that supply fai led t o  grow as rapidly  

as it wvuld have a t  more favorable prices and India's share of the w o r l d  

market f e l l  sharply. Meanwhile, ag r i cu l tu ra l  ass i s tance  p r o j  e c t s  w e r e  

addressed t o  increasing the supply of these and other  commodities (Chapter 

11). 

More generally,  the failure of agricuieural production t o  grow at 

sa t i s f ac to ry  rates i n  many developing countr ies  was a t  l eas t  i n  p a r t  a 

function of the r e l a t i ve ly  l o w  prices producers received f o r  t h e i r  outputs. 

Those r e l a t i v e l y  low prices i n  t a m  were a re f l ec t ion  of t he  exchange rate, 

which would  have been m o r e  realistic had alternarave exchange rate and trade 

policfes been pursued. Assistance t o  encourage ag r i cu l tu ra l  production 

would have had a subs tan t ia l ly  larger payoff i n  the presence of realistic 

exchange r a t e  and t rade  policies. 

The same conclusion per ta ins  t o  i n d u s t r i a l  a c t i v i t i e s  with export 

potent ial .  In  the  developing countr ies  which pursued inner-oriented t rade  

po l i c i e s ,  the t radi tLonal  export i ndus t r i e s  were generally a t  a disadvantage 

contrasted with  the newly-developed, import subst i . tu t ion indus t r ies .  I n  

many of those instances  (again includiaq India  where there  was a spec i a l  

Export Promotion U n i t  within USAFD), a i d  projects were developed t o  encourage 

exports. Those projects would either have been mare e f f ec t ive  or  unnecessary 

i n  the presence of a m o r e  rea1ist j .c exchange ra te .  





and permit rapid economic growth. I n  many instances ,  transfers of a i d  

permitted s ign i f i can t ly  higher l eve l s  of investment i n  the sho r t  run 

than would otherwise have been possible, given available sources of foreign 

exchange. And, given t h a t  t rade and exchange pal icy w a s  what is was, there 

can be l i t t l e  doubt that  fore ign a id  permitted growth a t  r a t e s  i n  excess 

of what would otherwise have been s t t a inab le .  However, since the  dis-  

l cca t ion  associated with increasingly r e s t r i c t i v e  t rade po l i c i e s  inevi tably 

implied a slowdown i n  growth r a t e s ,  a id  nay have postponed the t i m e  at 

which. governments w e r e  forced t o  take correct ive act ions .  

This does not  mean that a l l  foreign assis tance during periods of 

r e s t r i c t i v e  exchange regimes were counterproductfve, On the contrary,  

i t  can be argued that some forms of assistance (such as t ransport  develop- 

ment, increasing productive capacity i n  agr icu l ture ,  and educational 

investments) provide t he  resources with which a country can benef i t  when 

its economic policies  are appropriately realigned. i n  t h e  absence of such 

preconditions, t he  benef i t s  accruing t o  t h e  adoption of r a t i o n a l  economic 

po l i c i e s  may be small because of i n f r a s t ruc ru ra l  and other supply bottlenecks. 

This is amply i l l u s t r a t e d  by t h e  Korean experience (Chapter 13). 

During the 195OTs, when American a i d  w a s  a t  i ts  peak, the Korean government 

pursued a highly r e s t r i c t i v e  trade regime. Although the growth r a t e  was 

moderate, i n f r a s t ruc tu ra l  investments undertaken with A I D  support, expansion 

of education, the delivery of inputs  t o  t he  ag r i cu l tu ra l  sec tor ,  and other  

activities w e r e  undertaken. 

The t rade and exchange rate policies were gradually reversed from 1958 

to 1961, after i t  was recognized t h a t  American aid would not grow at a rate 

that would permit domestic economic growth. Korea's rap id  economic growth 



5n t he  1960's was i n  marked cont ras t  t o  the  moderate growth of the  1950's 

and the s t ruc tu re  of the  economy was transformed. To say t ha t  afd had not I 
been productive i n  the 195dfs would c l e a r l y  be mistaken; many of t he  

then undertaken were e s s e n t i a l  t o  permitt ing the  high rate of expansfon in: 

t h e  1960's. However, i t  fs also the case t h a t  t he  a v a i l a b i l i t y  of forefgn 

exchange f r o m  a i d  sources i n  the  1950's permitted the perpetuation of 

mult iple  exchange rates, rapid -inflation, =d a highly r e s t r i c t i o n i s t  trade 

regime longer rhan would otherwise have been possillle. 

Although understanding of t he  development process is not yet adequate 

t o  permit prec ise  determination of when foreign assistance simply becomes 

a subs t i t u t e  f o r  needed domestic pol icy reforms, there  has been growing 

awareness of the problem. In some instances ,  American p o l i t i c a l  interests 

have dictated t h a t  ass is tance should contfnue i n  instances  where AID 

o f f i c i a l s  were w e l l  aware of the shortcomings of domestic economic 

po l i c i e s .  The p o l i t i c a l  cons t ra in t s  upon aid l eve l s  a r e  probably a more 

irnpazt~zat: deterrent  t o  reducing a id  i n  ins tances  of extremely i r r a t i m a l  I 
domestic economic po l i c i e s  than i s  the  lack of understanding of the problem . . :I 

The i s sue  i s  inherently a d i f f i c u l t  one, both because ass is tance can 

provide the foundation t o  support l a t e r  growth and because it is d i f f i c u l t ,  

if not  impossible, t o  evaluate  the feasibility of changes i n  economic policy. -1 
I n  some instances ,  e f f o r t s  by foreign donors t o  persuade a i d  receiving 

countr ies  have had the opposite r e s u l t ,  and it i s  exceptionally d i f f i c u l t  

f o r  anyone t o  evaluate the  scope f o r  policy changes. 

F a c i l i t a t i n g  Policy Changes 

Flhile some aid may have been counterproductive f n  permitting ill- 

1 advised economic po l i c i e s  t o  continue longer than they otherwise would have, 



a highly productive use of aid resources has been t o  encourage and f a c i l i t a t e  

the transition t o  more r e a l i s t i c  po l i c i e s .  O f  necessi ty ,  any such t r a n s i t i o n  

is extremely dif f i e u l  t and p o l i t i c a l l y  hazardous2/ ((Cooper, 1971  ; Krueger, 1978)  . 
It usual ly  s t a r t s  from a point of extreme dis locat ion and a balance of 

payments crisis. Even i f  economic po l i c i e s  are realigned appropriately,  a 

country wh ich  i s  constrained t o  r e l y  upon its own sources of foreign exchange 

t o  finance imports d u r b g  the t r ans i t i on  is  l i k e l y  t o  have t o  undergo a 

prolonged period of recession i f  i t  is t o  permit the domestic economy t o  

make the  necessary adjustments. This increases  the  l ikel ihood of p o l i t i c a l  

d i f f i c u l t i e s ,  a change i n  government, and abandonment of the  program. 

Foreign aid can permit  an increased flow of imports (or a t  least  prevent 

the necessi ty  of' a reduced f l a w )  during the transition period, thus 

permitt ing a higher level of economic a c t i v i t y  consis tent  with import 

l i be ra l i za t ion .  An outstanding example of the productivity of t h i s  sort 

of use of forejgn ass i s tance  i s  the Turkish devaluation of 1958. There, 

the realignment of p o l i c i e s  was accompanied by an increased flow of imports. 

I n f l a t i o n  w a s  reduced from the double-digit range ( in excess of 20 percent)  
. . 

t o  less than 5 percent, while simultaneously export earnings grew rapidly . , 

and the  r a t e  of economic growth exceeded 5 percent i n  the  year following 

the  change i n  policbes. 
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C o s t - B e n e f  it Analysis 

The preceeding chapters have focussed upon the macroeconomic 

impact of assistance. In fact, however, most foreign assistance 

--multilateral as well as bilateral -- has been extended in 

support of specific projects. These projects have been specific 

Investments, or series of investments, in particular fields -- 
irrigation, electric power, roads, railroads, telephone, ports, 

health, education, and sanf tatian, j u s t  to name some of the 
1 / - 

prominent ones. In subsequent chapters, substantive issues and 

lessons emerging from experience in these sectors, and experience 

in particular countries are reviewed. 

In this chapter, the purpose is to provide an overview of the 

techniques af analysis that have been developed and applied as a 

means of attempting to achdeve an efficient and ratf.0~~1 

aflocation of aid (and other) resources. These techniques, known 

as 'vcost-benefit" analysis, w e r e  gradually developed over the 

period since 1950 in response to experience countries had with 

their public investment programs. 

In the early days of assistance efforts, projects appear to 

have been financed w3th l i t t le  prior planning or evaluation, Many 

of these encountered enarrdaua difficulties due to a variety of 

causes:huge cost overmns; long delays in implementation; low 

utflTzatian rates of completed projects due to poor planning (as, 

Ear example, when there were no feeder roads to serve a main road 

or when railroad and road capacities were expanded simltaneouely 

and tnbepe~dently to carry the same traffic 1, misestimation of 

deasnd levels, or technlcal difficu?.ties. 



Economists aqd others concerned with improving the efficiency 

of resource, UY! .hat ion began devising techniques of analysis 

wtth which pro j . :'*s could be 3'evaSuated't ex-ante, to insure that 

t P u ,  wc: ;ld contribute significantly to development ~ f £ c ; r t a ,  By 

Cse 1980s, 20s t-bsnef it anqlysis has been wilei.y accepted as an 

ins tmmis,-f a~~3a-l: which projects should be appraised. N o t  anlg 

hawe ?..- ze" qment ~t88Ltancc agencies (including US AID and the 

%F Id mnk : thmse lwr  used cos t-benef it techniques (and 

~rt,ci+;eb in their development and refinement), but they have 

been leaders jlr getting developing countries themselves Sa adapt 

variants af cost-benefit analysis for their awn invesane~st 
2 / - 

programs. 

k n j  observers believe that the transmiss ion of 'coat-benef f t 

techniques to developing countries may in itself hsve constituted 

one of the enormous contributions of foreign assistance. b o l d  

Barberger, for example, i n s i s t s  that the best assurance 

development assistance agencies can have that a i d  expenditures 

w i l l  be effective "must come f r o m  the massive and rapid 

improvement of the procedures by which less  developed countries 

evaluate their own projects," (Harberger, 1972: 638). 

b discussed  in th i s  chapter, cost-benefit analysis is a 

technique used in the aid evaluation process- However, it should 

be borne in mind t h s t ,  using cost-benefit techniques to help 

recipient ca?zntries prepare projects for a i d  financing i s  

probably simultaneously training government officials i n  those 

countries to use the same techniques far other projects. 



5.1 What is Cost -Benef  it Analysis? 

Cost-benefit analysis  is a process, whfch, by F t s  nature, 

i m p a e s  8 discipltne on o f f i c i a l s  involved in deciding upm the 

projects  to  be undertaken i n  afd (and other)  efforts. In its 

finished farm, the cost-benefit analysis for a project provides 

officials with an estimate of al l  the project costs and of the 

stream of benefits likely to accrue from a partScular project. 

However, those estimates themselves require effort: estimation of 

the casts of a project  requires engineersng and other inputs, 

and, indeed, a plan o f  work t o  construct the item -- dam, port, 
road, steel m i l l ,  or whatever -- under consideration. 

I S-e believe t h a t  the d i sc ip l ine  of obtaining careful 
i c 

I engSneering and cost plans in i t s e l f  Ts a major guarantee against  

1: project  Eailnres. W o n  and Asher, writing about the World Bank, 

I 

I asserted that: "The Bank's painstaking procedures for  the 
I 

identification, preparation, appraisal  and supervision of 

I 
projects account not only for the absence of corruption but also 

I 

1 f o r  the fact that, with few exceptions, i t s  completed projects  

I 
k v e  done about what they set out to  do and have resul ted i n  I 

i 

i rates of return fn excess of the rates of i n t e r e s t  paid." (Mason 

I m d  Asher, 1973, p. 699). 

I Rowever, cos t  beneffr: analysis goes beyond t h i s  to examine the 

benefits tha tvPL1 accrue t o  the project .  This t-y-picolly focusses 

attention upon the probable demand for she project's output -- 
the reduced casts of tmck  haulage resu l t ing  Zrm a better road, 

I the  value of e l e c t r i c i t y  produced at a hydroelectric site, etc. 

[ -- and, when done properly (in the context of the overal l  program 



for a particular sector o f  the economy, such as transport), can 

inf luence project design (by making it t o  a more spp ro r~ r i a t e  

scale, insur ing the  a n c i l l a r y  investments that will make the  

investment usable o r  altering the investment to make it so )  t o  

increase the benefits from it ,  

Thus, even the  d i sc ip l ine  of t ry ing  t o  estimate costs and 

benefits can lead to s ign i f i can t  improvements i n  project design 

and execution i n  ways that reduce the scope for ho r r ib l e  mistakes 

and increase the probable payoff from the project . 

I However, cost-benefit ana lys i s  goes beyand t h i s  simple 

1 planning procedure- Early project evaluation tended to estimate 

benefits and cos t s ,  take the r a t i o  of t n e m ,  and stop there. 

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

and espec ia l ly  those t h a t  adhered to u n r e a l i s t i c  exchange rates 

and p ro t ec t ion i s t  t rade  regimes that drove the prices of imprt- 

substituting goods well above their in te rna t iona l  p r i ce s ,  it 

became evident that merely es timatf ng costs and benef i t s  i n  

financial terms w a s  inadequate. It is pointed out in the Turkey case 

that  some larger aid financed investments w e r e  inappropriate precisely 

I because such adjustmenrs were not made i n  the cost-benefit calculations.  

The biggest and most important refinement i n  the technique 

has been to evaluate both inputs and outputs at i n t e rna t  tonal 
3 / - 

(border) prices,  rather than domes t i c  prices.  

Thus, same of the projects t h a t  were financed i n  the late 

1950s and early 1960s that proved to be uneconomic, such as the 

Eregli  Steel M i l l  di scussed  i n  Chapter 1 4  would not be 

undertaken todcy. This is because project planners would use the 



international, rather than the domestic, price of steel in mtktng 

their  evaluations in modern conditions. 

Other adjustments. are also occssianally made. In same 

developing countries, *ere the wage rate is artifiehlly hfgh, 

project evaluations have  bee^ made using the "ahadowTi wage sate 

for labor (i-e, a number more accurately reflecting the cost sf 

the labor). In countries where credit rationing at artificially 

low interest rates is prevalent, project evaluators use tFshadowtt 

interest rates more appropriately reflecting the opportunity cost 

of capital-. 

When benefits and costs art bath estimated (at present prices, 

so that the art i f ic ial  effect of inflation is netted out), the 

benefit-cost analysis is completed by transforming the estimates 

into either a benefit-cost ratio, or preferably, an estimate of 

the ec~nemic rate of return -on the project . Obviously, the 

economic rate of return must be positive, and usually a cutoff 

4/ 
number, such as 10 percent, is chosen.- When the benefit-cost 

ratio itself is used, s o m e  minimum cutoff palnt is also chosen, 

w i t h  the benefits estimated for a "typicali' year i n  the lif c of 

5 / the project.-- 

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

to the criticism that the analyst may be excessively optimistic ox 

pessimistic or that some agencies b i a s  the  esti-mates to obtain favor- 

able estimates of project benefits. But the advantage of going through 

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

be critically reviewed. 



5- 2 How is Cost Benefit Analysis in Pact Used? 

A great deal more can be dons with cost-benefit analysis in 

the hands of a good user: the analyst can test how sensitive is 

his estimate by altering h i s  asawnpt%snu !as to the length of 

time before the project comes on stream, the future world prfce 

of the conanodity, and so on). He can examine alternaCkve projects 

that might fPll the same general needs to choose that which 

y i e l d s  the highest rate of return, and examine alternative 

techniques that might be chosen (hyisoelecrric or thermal power, 

truck or rail transportation, etc) to ascertain which is 'Likely 

to be  m o s t  economic, 

To ble sure, there are some unresolved questians. Recently, 1 
some users of project evaluation techniques have advocated the 

use of "distributional weightsH, thus giving larger weights to I 
1 

benefits accruing t o  the poor than to the rfch as the result of a 

pxoj ect . Others, m o s t  notably M i s ' b a n  (1982) have dissented 

s t r o ~ g l y ,  arguing that valuation of outputs and icputs should 

remain independent of judgements over income distribution, 

Ancther d i f f f c u l t  fssue pertains to whether it makes sense to use 

1 a s e t  of lfshadow prices" for pubPd,c sector investments when the 

private sector is maximizing subject to market prices. 

However, actual use generally f a l l s  far short af even the 
. -.. 

modest sophisticaeion of ad2usZing for shadow wages a d  interest 

I rates, Indeed, in a review of aid projects, Wrrison and 

Arreaga-Rodas (1981) fognd that cost-benefit analysis w a s  not 

always u~dertaken and t h a t ,  even when it was, border prices w e r e  

not always used. 



Others, such as TendXer (1975) have poi3ted out that 

project  loan of f i ce r s  are under pressure within their agencies t o  

ltproduceW projects  within a time period t h a t  corresponds w i t h  the 

budget cycle. There i s  ehus a poss ib i l i ty  that loans officers may 

undertake project  evaluation with an eye t o  justifying a project  

already decided upon. 

. . 
Despite these concerns, there can be l i t t l e  doubt that a great 

deal has been learned about the management of projects  over the 

pas t  several decades, and t h a t  techniques of project  evaluation 

have contributed importantly t o  improved effectiveness of aid. 

While it may be the case chat some projects a r e  still not 

evaluated according t o  border prices,  the present s i tua t ion  is 

nonetheless vastly dif ferent  than t h a t  prevailing two decades a-o 

when no one even thought about the re la t ion  between border and 

domesrfc prices.  I t  is undoubteddy the case that the d isc ip l ine  

of 2roject evaluation i t s e l f  enables better projects to be 

undertaken. In addition, as mentioned at the outse t ,  the exercise 

of project  evaluation undertaken by representatives of donor 

governments a l so  provides o f f i c i a l s  i n  recipient  countries with 

experience in  these techniques. 

In terms of what has been learned about techniques of 

improving l iving standards through foreign a id ,  it must be 

concluded tha.t progress i n  developing and improving cost-benefit . , 



Footnotes 

- Aid financing t o  the private sector, and private sector projects, 
has somgtimes been done d i r e c t l y .  However, it  has often proved 
admi.nistrati.~ely preferable to establish Development Finance 
Corporations (DFZ's) to  finance private sector projects. These 
DFC" have been leaders in  u t i l i z ing  variants of cost-benefit 
evaluation for private  sector projec t s .  

2' For a description and analysis of the ways project evaluation 
was carrPed cut in a number of developing countries i n  the mid- 
1970's see (V'rJIDO, 1979). 

- 3' For a Cull exposition of these techniques and the importance of 
using border prices, see (Litt le  and Mirrlees, 1969; Lal, 1974). 

4' In rhe early days of aid, project evaluators sometimes mistakenly 
used a cutoff rate of return equal to the actual (and artif ically 
l o w )  cost of government borrowing fn the domestic market, Zt is 
increasingly recognized that  that procedure is far too lenient i n  
proj ecC selection. 

- 5' Tor a theoretical analysis of the relationship of rate of return 
estimates to cost benefit cafculations see (Badner, 1963). k'hile 
rate of return calculat ions  are i n  theory preferable to cost benefit 
ratios, in practice the "big mistakes" are detected by either criterion 
w5en appropriately used. For a discussion of theTr use in  practice 
see (Krueger and T=cer, 1979). 
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CHAPTER 6 

ASSISTANCE FOR INFRASTRUCTURE DEVELOPMENT* 

6.1 Emphasis on Infrastructure nevefopment 

- Linkages to Other Sectors 

- The B i g  is Beautiful Syndrome 

6.2 Post Construction Issues 

- Pricing 

- Naint enance 

6 . 3  The Distr ibut ion of Benefits 

- Roads 

- Rural Electrification 

- Rural Public Works 

I 

* The i n i t i a l  draft  of t h i s  chapter was prepared by John Klock. I t  has b e  
reviewed by Cost as Michalopoulos. 
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I 

6 .1  E m ~ h a s  is on In f r a s t ruc tu r e  Development 

I 

The reasons f o r  the earlier emphasis can be found i n  a combinatio 
I 

I t h e o r e t i c a l  perceptions about t h e  development process and pragmatic 
I 

I of i n t e r n a t i o n a l  development cooperation and admfnistrat ion,  On 
I 

, cal s i d e ,  it was f e l t  that the a b s e n c ~  of t r anspor ta t ion ,  pow 
I 

i n f r a s r ruc tu r e  was an important b a r r i e r  t o  ecoc~m5c developme 

I of reasons:  (a) a cerf  a i n  minimum of i n f r a s t ruc tu r e  Is a p 

t 
any economic a c t i v i t y  and e s s e n t i a l  t o  t h e  transformation of 

t o  market ecoromies; (b) i n f r a s t r u c t u r e  a c t i v i t i e s  generate 

external economies and as such could provide stimulus to other  econ 

t i o n ;  (c) the presence of i n d i v i s i b i l i t i e s  and s c a l e  economies i n  thes 

aceivities made them attractive candidates for investment i n  

supporters  of the "big push" doc t r i ne  such as Rosenstein-Roda 

Such a c t i v i t i e s  were a l s o  considered as appropr ia te  targets of ec 

assistance by international donors. The fact that they w e r e  thought t 

require large amounts of c a p i t a l  for efficient operation was considere 

requ i re  external resources to supplement those of the developing countr 

Their import intensity  made them attractive targets for i n t e rna t i ona l  donors 

that normally financed only the import cornponeat of investment. Since they 

were usual ly  i n  rhe publ ic  s ec to r  i t  made it easier f o r  donors t o  obtain 

commitments on related l o c a l  currency financing and subsequent maintenance. 

The appropr ia te  technologjr f o r  t h e  p ro jec t s  was thought t c  b e  ava i lab le  

f r o m  i n t e r n a t i o n a l  engineering and consult ing f i r m s  which could b e  relied 

upon t o  implement t h e  projects e f f i c i e n t l y .  F ina l ly ,  t h e  projects appeared 

t o  lezld themselves more readily to accurate  economlc ca lcu la t ion  of their 

future cosrs and benef i t s .  



The dec l i ne  i n  t h e  proportion ~f economic assistance devoted t o  

i n f r a s t r u c t u r e  over time i s  due t o  several factors: 

Z-n the  f i r s t  instance, the simple fact  that a number of projects were 

financed means t h a t  some of t he  developing comtries' needs have been filled. 

Notwithstanding the significant i n f r a s t r u c t u r e  needs p r e s e a t  i n  many parts 

of Africa and elsewhere, the  developing world as a whole today has more 

developed infrastructure systems than t h i r t y  years ago. T h i s  is espec ia l ly  

t r u e  of such s ec to r s  as wl t i -pu rpose  'dams, r a i l r oad  systems o r  t ruck  roads. 

This i s  not t o  a small extent due to  the  e f f o r t s  of i n t e rna t i ona l  donors. 

A t  the same t h e  the balznce has s h i f t e d  because of shiftfng perspect ives  

aboue t h e  nature  of the development process and t h e  appropriate r o l e  of 

infrastructure projects. A second f ac to r  was that some problems arose i n  

implementing p ro j ec t s  and i n  their contr ibut ion t o  development resu l ted  jn 

shifts i n  the na tu re  of the infrastrzlcture pro jec t s  themselves. The lessons 

that can b e  d r a - ~ r  f r o m  this experiezce are  ou t l ined  below. 

Linkages t o  Other Sectors 

=Ion The notion that: i n f r a s t r u c t u r e  development would aloae lead to expan"' 

of economic a c t i v i t y  was never se r ious ly  e~poused  i n  development pract ice .  

Aside from the ?act t ha t  h i s t o r i c a l  experience suggested that i n  North 

America, for example, a l o t  of i n f r a s t ruc tu r e  followed rather than preceded 

development, it was clear early on rhat.(a) a variety of other  cons t ra in t s  

(e.g., human capital, organization,  technology) need t~ be addressed 

simultaneousLy to stinulate the growth process; (b) unless capital infra- 

structure w a s  f u l l y  u t i l i z e d ,  i t  entailed huge cos t s  i n  c a ~ - i t a l  - the very 

factor that  was  extremely scarce i n  developing countr ies .  



The p o t e n t i a l  b e n e f i t  of new i n f r a s t r u c t u r e  -in stfmulating developmeirt 

is  undeniable. A recent  A I D  evaluat ion showed rha t  where new toads made 

t r anspo r t  pos s ib l e  f o r  t h e  f i r s t  time, cos t s  were grea t l y  reduced, 1r-i one 

case  (Anderson and Vandervoort, 1982) hauling prices were reduced by 

of 15. Similar ly ,  new road p ro j ec t s  subs t an t i a l l y  improved prfces  received 

by farmers and reduced prices paid  f o r  inputs  such as f e r t i l i z e r .  Improved 

t ranspor t  has also permitted fzrmers t o  diversify cropping pa t t e rn s  t o  lnclude 

more per ishable  cash crops and t o  increase  the land area under cu l t iva t ion .  

However, these  improvements i n  ag r i cu l t u r e  would not have been as prcmou~ced 
, . 

o r  even occurred a t  a l l  i n  t h e  absence of t he  complementary in t roduct ion of new 

technology rhrough a g r i c u l t u r a l  extension,  t h e  developmen .t of c r e d i t  

tions anE Er ie  lnlprovea u r l l l za r ;x  

Simi lar  examples of l inkages between other types of i n f r a s t r u c t u r e  

projects and r e l a t e d  productive a c t i v i t i e s  can be  listed. One of the key 

questions is  t h e  degree t o  which planning of sequences of investment decisions 

is necessary t o  maximize t he  e f f ic iency  of investment both i n  i n f r a s t ruc tu r e  

and i n  r e l a t ed  a c t i v i t i e s .  

Complementarities put  a premium on t h e  desigr? of in tegrated programs 

involving detailed s e c t o r a l  plans of economic a c t i v i t i e s  l inked t o  t he  infra- 

structure proj ccts. Over time the high expectations about t h e  contributions 

of de t a l l ed  plannzng t o  d~velopment have been tempered by two factors:  

(a) t h e  r ea l i z a t i on  t h a t  human resource llimitations i n  developing countr ies  

place severe  cons t ra in t s  on e f f e c t i v e  planning: (b) a g r ea t e r  apprecia t ion of 

the importance of market signals i n  informing decis ions  about investment 

a l loca t ion .  A s  a result, donors have tended t o  eschew the big, complex infra- 

structure projects - o r  where undertaken - see ,  e.g., the  Y2haweli p ro jec t  

i n  S r i  Lanka - they have taken grea t  pains t o  phase a c t i v i t i e s  carefullv so 



as to m i n h i z e  capaci ty  underut i l i z a t i o n  and t o  keep in£ r a s t ruc tu r e  develop- 

ment  in step with expansion of other econom3c activity. 

The B i g  is  B e a ~ t i f u l  Syndrome 

The capital atld import bias of infrastructure projects especially i n  

e a r l i e r  periods has  been well documented (see Tendler ,  Ins ide  Foreign Aid . )  

Imported components t yp i ca l l y  account f o r  00% of power p ro jec t  cas ts .  

E l e c t r i c  power generation,  po r t  f a c i l i t i e s ,  railway systems and trunk roads a l l  . 

rend t o  b e  sub jec t  t o  economies of scale  over a significant range of output. 

They also tend t o  b e  c a p i t a l  in tensive .  Dis tor ted facror p r i c e s  i n  develop- . ,. 

ing countries which have tended t o  favor c a p i t a l  over labor h a v e  combined 

with perverse incen t ives  among donors and aid rec ip ien t  adminis t ra tors  that 

have favored imporC in tens ive  and larger pro jec t s  t o  produce a h e = ~ i e r  

emphasis on capTtal-intensive i n f r a s t r u c t u r e  i n  e a r l f e r  days o f  aid-giving 

than was w a r r a n t e d .  

The market d i s t o r t i o n s  i n  developing countr ies  are discussed tn chapters 

6 and 9. On the donor s i de ,  aid r e g u l a t i ~ n s  have f rzquent ly  l imi ted  donors' 

contr ibut ions  and financing solely to t h e  import component of s p e c i f i c  pro- 

j ec ts ,  Thi s  is due t o  var ious  f ac to r s :  a de s i r e  t o  promote donor exports 

through aid tying;  a perception chat donors can a l l e v i a t e  d i r e c t l y  a "foreign 

exchange constra int"  by funding of fo re ign  exchange costs; a desire by 

donors t o  ensure t h a t  the r ec ip i en t  contr ibutes  a share of the pro j ec t  cos t s  - 
that which involve l o c a l  currency financing. All these factors have tended 

t o  bias pro jec t  des ign  towards import-intensity i n  a l l  projec ts  and were of . , 
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The capital i n t e n s i t y  and the size b l a s  der ive  from a related set of 

f a c t o r s  : The technology developed by international engtneering and consulting 

f i rms has usual ly  been geared t o  f ac to r  proportions i n  developed countries - 
and has  t yp i ca l l y  been m o r e  c a p i t a l  i n t ens ive  ehan appropr ia te  i n  a d ~ v e l  oping 

country context. Its incompat ibi l i ty  has been frequently disguised,  however, 

by factor p r i c e  d i s t o r t i o n s  i n  developing countries.  The b i a s  extends both t o  

f ac to r  proportions used i n  t he  provfsion of t he  service and i~ t h e  technolorn 

used i n  construction.  Furthermore, there is  an adminis t ra t ive  b i a s  i n  aid- 

g iving towards large projects - the  e f f o r t  of organizing, o b t d n i n g  t h e  

necessary i n t e r n a l  approvals and overseeing t h e  implementation of a s ing l e  

$100 mi l l i on  power p ro jec t  is much smaller  than t h e  comparable e f fo r t  required 

t o  fund t en  projects of S10 mi l l i on  each. 

Over time these  problems have received increased a t t en t i on  by t h e  

donor cormrrunity and t he  developing countr ies .  While some of the biases  are 

still presen t ,  there have been considerable changes i n  the nature  of donor 

a s s i s t ance  t o  i n f r a s t ruc tu r e .  The changes have moved projects i n  two broad 

d i rec t ions :  p ro jec t  modes which are less capital in tens ive  and more d i v i s i b l e  

have been given grea t e r  preference;  and e f f o r t s  have been made t o  adopt more 

labor-intensive techniques especially i n  constructicn.  

T h e  s h i f t  t o  less capital  in tens ive  and more d i v i s i b l e  modes 1s 

manifested i n  {a) t h e  reduction of the share of railway t ranspor t  re la t ive  t o  

roads i n  general  (50% through 1963. t o  6% i n  1982); (b) the  increzse  i n  the 

share of r u r a l  feeder roads r e l a t i v e  t o  nain a r t e r i e s ;  f o r  example in  1975-77 

the former represented 93% of t h e  mileage b u i l t  by t h e  World Bank compared to 

38% in 1965;  ( c )  grearer emphasis i n  i r r i g a t f  on i n  secondary and tertiary 

canal building and water management ar,d conservation as c~mpared to headworks 



const ruct ion;  f d) experimental  work i n  t h e  development of mini hydro projects 

and a l t e r n a t i v e  sources  of renewable energy. 

The ques t ion  of adapting and using more labor- in tens ive  technology i n  

construction has attracted considerable  a t t e n t i o n  e s p e c i a l l y  in road transport ' 

p r o j e c t s .  The p o s s i b i l i t y  05 labor substPtution in o t h e r  types of infra- 

s t r u c t u r e ,  e-g., power genera t ion  has appeared to b e  q u i t e  limited. 

Labor-based c o n s t r u c t  for? methods can save c o s t s  of road building as 

well as help r e l i e v e  the  employment problem in developing countr ies .  Though 

l o c a l  conditions vary widely,  the World Bank sugges ts  the general range fo r  

a wage below which highly labor- in tens ive  techniques save money is $2.50 a 

day ,  and between $2.5G and $4.50 a mix of labor and equipment enphases is 

called f o r  (Tendler ,  1979a: 1-2). A I D  projects in Kenya and Colombia which 

used such techniques were considered success fu l  (Anderson and Vandenroort, 

19 82 : 9). Even where some in termedia te  o r  mixed technology may be mare appro- 

p r i a t e  t o  urban and arterial roads,  labor-based cons t ruc t ion  is  c l e a r l y  

appropr ia t e  t o  r u r a l  roads. f a r t l y  this i s  because they  a r e  less likely t o  

be paved, and because they are s h o r t e r ,  and thus more suitable fox piecemeal 

2nd decen t ra l i zed  methods. U s e  of heavy equipment may a l s o  b e  more d i f f i c u l t  

in  rural areas due t o  unfr iendly  t e r r a i n .  

Cost savings  a r e  o f t e n  o f f s e t  by other f a c t o r s .  A recent A I D  s m a r y  

eva lua t ion  repor ted  four  projects which had aimed t o  use labor-based methods, 

. . 

b u t  two of these scrapped them when the high cost of maintaining schedules 

became evident. The delays  were p r imar i ly  due t o  t i m e  and manpower needed 

to organize and supervise unskilled workers. 

Equipment-intensive arterial p r o j e c t s  are admin i s t r a t ive ly  "clean": 

they a r e  usually managed by a s i n g l e  c o n t r a c t o r  and cohere i n  space and 
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time. Overhead on labor-intensive pro jec t s  consis ts  more of t ra in ing  and 

supervision than of equipment. Many work teams or  s m a l l  contractors are 

l i k e l y  t o  be involved, and schedules follow seasonal a v a i l a b i l i t y  of labor 

r a the r  than t i m e  costs of i d l e  equipment (Tendler, 1979a). High use of staff 

time from the development agency is considered a source of delay i n  changhg 

t o  labor-using methods (Anderson and Vandervoort, 1982: 9) .  This i s  a general 

issue not l lmi ted  t o  aid-financed a c t i v i t i e s .  I n  a general analysis  of labor- 

saving technology i n  Indonesia, Timer found the constra int  on staff time i n  

recipient government to be a source of bias toward capi ta l - intense projects 
I 

whether or not a i d  i s  involved. In te res t ing ly  enough he a l so  reported the " 

p o t e n t i a l  f o r  g ra f t  t o  be grea te r  in  capi ta l - intensive projects (Timer, 1975: 

Sometimes there  i s  the stigma of low standards attached t o  labor- 

intensive consrruction whether donor financed or  Local, s ince,  inevi tably 

I 
I contractors ,  engineers and, not inc identa l ly ,  administrators will b e  more 

I f m i l i a r  with the equipment-using methods. The goal of fostering labor- 

I in tensive constructior+ can thus become a task in  fnstitutiori bui lding when 

capi ta l - intensive methods are entrenched. New personriel may have t o  reach 

decision-making levels and p o l i t i c a l  support developed .y Tendler suggests 

that donors seek out i n s t i t u t i o n a l  environments more compatible w i t h  the goals 

and means represented by labor-based technologies. "All the persuasion and 

technical  ass is tance of donor organizations dedicated toward the adoption of 

labor-based techniques w i l l  count for l i t t l e  i f  there  a r e  no forces i n  t h e  

i n s t i t u t i o n a l  environment which a l s o  d i c t a t e  t ha t  approach, " (Tendler , 1978a: 



It may be a good f dea to  rum to local. ent i t i e s ,  many of which are 

already familiar with labor-inrensive metlzods and less exacting standards. 

This approach would also have the advantage of mobilizing local participation, 

,md local decision making xhf ch colild previde gxez tc r  mtivation especially 

for much needed future maintaance work. Or the responsibility can go to 

some national agency with non-technical pr ior i t ies .  I n  either case a new 

administrative a2paratus may need to  be developed, requiring many lessons 

and procedures to b e  relearned. 
, , 

Uhen most of the possible useful arterial roads sre already complete, a 

pi lot  project may be  embedded i n  regular road bui lding assistance to discover 

the prospects and the problems of labcr-based technology in a careful way.  

The tire spent on such a project will also allow engineers and admlnis trators 

t o  get accustomed t o  the new strategy. . . 

Paved roads, usually technology and capi ta l  intensive,  are not j.usr 

administrattvely clean, they are technically clean as well. They are easier 

to  maintain than unpaved roads and they can generally accommodate any kind of 

zraff ic  which mfght  want to  use them. The standards of curvature, gradients, 

align~ent, etc., by which they are bui l t  are often important to  safety a d  

operating costs of vehicles using them. 

When feeder mads are upgraded, the job is easier i f  they w e r e  

origi.nally b u i l t  to standards appropriate to  paved roads, but without the 

paving. Effort may be  duplicated i f  they m u s t  b e  "rebuilt" when the t i m e  

comes to  pave them. In the case of the Tanzam penetration road, an estimated 

$2 m i l l i o n  out of a to ta l  of $5 million 5n paving costs could have been saved 

by paving the road as i t  was built, rather than later. Bowever, discounting 
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future costs and benefits may l e a d  t o  the cor~clusion even i n  a case of such 

"clear" savings tha t  i f  the improvement is not needed now the extra expense 

is not  just i f ied .  In the Tanzam example, i f  the paving was delayed just three 

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

would be  less than the cost of the present improvement. 



4 - 2  Post Const ruct ion  Issues 

Problems of  a p p r o p r i a t e  technology, des ign  and Tmplementation in 

i n f r a s t r u c t u r e  pro j ects are f requen t ly  overshadowed by i s s u e s  t h a t  arise after 

the projects have been completed. The main difficulties arise in  three 

areas--in part  in te r re la t ed - -p r i c ing  of services, maintenance, and benefits 

to recipients. 

Pricing 

Several problems of p r i c i n g  of  s e r v i c e s  related t o  i n f r a s t r u c t u r e  

projects can b e  identified. 

F i r s t ,  there are problems of a r b i t r a r y  p r i c i n g  of services--usually 

too  l o w  t o  recover  the cos t  of providing of t h e  service as w e l l  as cover the 

capital costs of the p r o j e c t .  

Second, t h e r e  are problems of e f f i c i e n c y  i n  resource  allocation when 

coun t r i e s  consciously use pricf  ng p o l i c i e s  e s p e c i a l l y  of public u t i l i t i e s  

(fncixdlng t r a n s p o r t )  t o  s u b s i d i z e  u s e r s  e i t h e r  i n  o r d e r  t o  s t i m u l a t e  a 

p a r t i c u l a r  economic a c t i v i t y  o r  t o  promate income d i s t r i b u t i o n  objectives. 

Third, there a r e  genera l  financial problems of i n s t i t u t i o n s  es tab l i shed  

w i t h  donor support whose low overall charges do not assure their financTa1 

v i a b i l i t y .  These problems s p i l l  over t o  the  maintenance problems to b e  

discussed below. They a l s o  have r e s u l t e d  i n  requests of supplementary 

donor a s s i s t a n c e  t o  shore up a i l i n g  i n s t i t u t i o n s .  

Finally, there a r e  technical i s s u e s  surrounding the establishment of 

user charges for  p a r t i c u l a r  s e r v i c e s  ip, thc context  of  rural s e t t i n g s .  



"In Uganda rhe re  were v e q  strong debates wi thin  t he  Uganda E l e c t r i c  

Board when t h e  World 3ank required t he  'JEB t o  r a i s e  i ts  e l e c t r i c  power rate" 

t o  allow the UEB t o  meet i ts  debt payments and achieve f inanc ia l  soundness. 

The Bank a l so  required reforms t o  revea l  t he  board's f i nanc i a l  status 

accura te ly  (Friedmann , e t  al, 1966 : 411). 

In Latin America autonomous publ ic  corporations evolved, sometimes 

through donor pressure,  t c z  operate  i n f r a s t r u c t u r e  and r e l a t ed  sectors. "Such 

co rpo ra r ims  have been favored because of t h e i r  more busTnesslike a t t i t u d e s  

end greater immunity frm, p o l i t f c a l  pressure than regular government 

departments, " (Friedmnn, et  al, 1966 : 4 3 9 ) .  

Public u t i l i t i e s  are pa r t i cu l a r l y  vulnerable t o  government regulat ion 

i n  t i m e s  of rapid i n f l a t i o n ,  when the  regulated s e c t o r  may be  a convenient 

place t o  hold down a t  l e a s t  s o m e  price rises, while t h e i r  own operating cos t s  

are risfng due t o  in f la t ion .  T h i s  was the case i n  Braz i l  where t h e  power 

company was foreign and so pa r t i cu l a r l y  likely t o  draw f i r e  (Tendler, 1968: 

4 4 ,  4 9 ) .  

Some of t h e  g la r ing  i ne f f i c i enc i e s  i n  d i f f e r e n t i a l  p r ic ing  were 

demonstrated by rhe experience i n  r a i l r oads  i n  the  1960's. I n  m a n y  developing 

countr ies  the  rails had a monopoly on hauling,  and governments took advantage 

of this s i t u a t i o n  t o  use the railroads for deve lop~en t  and other  p c l i t i c a l  

goals. Rate systems were o f ten  extremely d i s t o r t ed ,  and when competition 

from road t ranspor t  became ava i lab le  the  t r a f f i c  paying a r t i f i c a l l y  high r a t e s  

deser ted,  leaving r a i l r oads  with customers expecting a r t i f i c i a l l y  low r a t e s  

t o  continue. Governments were of ten  re luc tan t  f o r  p o l i t i c a l  reasons t o  remedy 

this, and c a p i t a l  investments suffered,  leading t o  further de t e r i o r a t fon  of 

the rail s y s t a n  and the seeking of addi t iona l  assistance from international 



The promoting of r u r a l  e l e c t r i f i c a t i o n  and the importance of proper 

water management has raised the question of metering i n  rural areas and of 

water charges. Metering might not be a good idea  i n  mral areas due t o  i t s  

high cost  and the utilities' weakness i n  t h e  area of distribation. However, 

f l a t  rates,  which are favored by developing c o m t r i e s  tend t o  result ia an 

ef fect ive  subsidy to t h e  wea l th ie r  by t h e  poorer users, s ince  the former 

use more power per  month. One p o s s i b i l i t y  suggested (Tendler, 1979b : 7-9) 

is t o  i n s t i t u t e  charges based on appliances i n  the home o r  some such likely 

index which does not requ i re  c o n s t m t  monitoring. 

The subs id iza t ion  of rural enterprise by reduced e l ec tr i c  rates i s  

also a matter of controversy. The World Sank has opposed this practice 

because fhe businesses spend only a small  portion of  their income on 

e lec tr i c i ty  and can afford to pay rates w h i c h  cover costs (Vorld Bank, 19 75ar 

27, 4 6 ) .  The Vorld Bank a l so  has opposed the use of decl in ing block rates, 

especially i n  rural areas. It does, however, suggest pricing below average 

cos t  i n  the initial years of a project because as demand expands later the 

average cost w i l l  decrease,  and t o  help promote use at f i r s t .  Since coscs 

are inev i tab ly  higher i n  less dense rural areas ,  prices should be higher 

there on average (Vorld Bank, 197%: 52) .  

Xai~teriance 

The p r o b l a  of assuring proper maintenance of in£ rastructure pro j ec t s  

once completed has been acute over the  years  and impressions a r e  that it i s  

not ge t t i ng  s i g n i f i c a n t l y  better. 

Typically, donors are  loa th  to  pravide financing f o r  maintenance o r  

other recurrent costs over an extended period. Ifiile usually, there is 

provision for financing of s o m e  maintenance costs, there is a presumption that 

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



cos ts  e i t h e r  upon completion of the project  o r  a f t e r  a spec i f ied  period. The 

approach rests on the p r m i s e  tha t  t h i s  is the b e s t  way to  assure t he  

commitment of t he  a i d  rec ip ien t  t o  the project .  Donors a l so  veiw financing 

recurrent  costs  i n  general and m i n t  enance i n  pa r t i cu l a r  as providing 

f i n a c i n g  for current consumption rather than investment--something they 

l i k e  t o  avoid. It a l s o  involves primarily local cost  f inancing, which not 

all of them are wil l ing  t o  provide f o r  a va r i e ty  of reasons (see above). 

On the  rec ip ien t  s i d e  provision of maintenance funding is  usually 

inadequate, notwithstanding commitments t o  donors. In cases where user 

charges can be used t o  defray c o s t s ,  charges a r e  frequently too lmT put t ing 

a squeeze on mafntenance services; i n  cases where i n s t i t u t i o n  of user charges 

is not r ead i ly  f ea s ib l e ,  the a l loca t ion  of funding from generai  revenues is 

not obtainable because (a) tax reveaues are usually scarce; (b) maintenance 

is given lower priority than construction.  Why ~ a i n t e n a n c e  is  given lower 

p r i o r i t y  than construction,  although t h e  benef i t  cost  ratio i n  such activities 

i s  o f t en  very hish (Kuhn, 1971) i s  a matter of conjecture. It has been 

argued that new construction i n  general and of roads i n  pa r t i cu l a r  is 

p o l i t i c a l l y  more a t t r ac t ive .  In  roads, i t  has a l so  been argued that con- 

s t rucr fon  represents  much more technically challenging and in t e r e s t i ng  

tasks f o r  highway department o f f i c i a l s  and engineers. 

As a consequence of b 0th rec ip ien t  and donor pol ic ies  i n f r a s t ruc tu re  

maintenance i n  many developiog countries i s  i n  d i r e  s t r a i t s .  The primary 

e f f ec t  i n  most cases  has been t h a t  within a f e w  years many roads c ~ n s t r u c t e d  

wi th  international assistance are in very bad repair. This is a frequent 

observation in evaluations and a usual complaint of cormunities i n  t h e  

areas served 5 y  the projects. 



The secondary e f f e c t s  of poor maintenance vary. S m ~ e t i m e s  a id  rec ip ien ts  

are led t o  "overbuildr', paving roads before t r a f f i c  warrants it because 

paved roads require  less maintenance. Furthermore, when they do de t e r i c r a t e  

and begin causing problems, paved roads must of ten be  "rebui l t  ", offer ing 

the chance t~ appeal f o r  capital assistance, and sa t i s fy ing  the  bias 

of highway departments towards construction ac t iv i ty .  On the other harid 

underbuilding has a l so  been a problem perhaps t raceable  to the  same roots-. 

In a des i re  to maximize construction given ava i lab le  funding, developing 

countr ies  may bui ld  many substandard roads ar.2 l e t  those which turn out not 

t o  be u se fu l  simply fall apart. Inadequacies of those which are used can be 

turned l n t o  political j u s t i f i c a t i o n  for improvement, a cons tz- sti ion activity 

(Tendler: 48, 50-51). 

Donors have not  yet found an answer t o  the maintena~ce problem. 

Perhaps the answer lies i n  finding i n s t i t u t i o n a l  likages which will tie 

maintenance t o  construction. One way t o  do t h i s  i n  road building is t o  have 

the  community which benef i t s  from a road be  responsible, and enpowered, t o  

maintain it.  I f  the  comunity a l so  helps with constructfon, t h e  skills needed 

t o  maintain i t  can be  fostered a t  the  same tfme, as  w e l l  as a sense of 

respons ib i l i ty  f o r  it. Or a person who l i ve s  along the  road may be  put  in 

charge of maintenance, given simple t o o l s  and paid a monthly fee a f t e r  

ve r i f i ca t ion  t h a t  maintenance work is done. This "line-man" system was used 

i n  the  past  i n  presently developed countries.  

Other policy recommendat ions (e. g. , by A I D )  include making o u t s i d e  

financing contingent of t h e  country's maintenance, increasing host country 

maintenance capab i l i t i e s  including agencies cleariy responsible fo r  mainten- 

ance, inclusian of aiaintenance as  a topic i n  plann5rig and evaluation processes, 

ar?d increased comuni ty  invclvement (Anderson and Vandervoort, 1982: 46-48). 



In addTtfoa i t  is clear  tha t  lack of donor coordination i n  financing 

capital projects exacerbates the problem. A varfety of donors i n  several 

African countries have agreed to undertake cap i t a l  p r o j e c t s  each with an 

allegedly strong commitment by the recipient  t o  f iname t h e i r  recurrent costs  

upon t h e i r  ccmp~-.tion. In many cases the t o t a l i t y  of the  recipient 

commitments is so large as to exceed any likely re-~enues available either 

through user charges o r  through general public revenues available t o  ,the 

recipient's government. There i s  a need for a coordinated look at the balance 

b e t w e ~ n  czpital  and non-capital assistance fn individual c~untries in order 



The Distribution of Benefits 

The relative capital intensity of many donor-f inanced iaf rastructure 
. . 

act fv i t i e s  has made it quite clear ?hat, with some exceptions, the impact of 

infrastructure construction acd the provision of services would be of limited 

value i n  dtrectly raising employment and labor incomes. Thus the direct 

impact of such fnt-estment i n  raising the standard of l iving of the poor whose 

main Income generating asset i s  their own labor is likely t o  be  limited. 

Their beaefits were expected t o  result i nd i r ec t ly  from the economic activity 

stimulated by infrastructure investment . For example, the building of a 

dam was expected to st inulate  increased agricultural. producticn and rural 

incomes through ix r iga t ion .  The construction of a road would decrease 

transport t i r te  to  market places, permit the expansion of perishable cash crop 

sales and result in  similar increases i n  agricultural incomes. In addition, 

same exp3i~Lt ef forts  have also been made over the years to  improve the 

standards of living of the rural poor through raraf public works and rural 

electrificziZion programs. 

In the 19701s, 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 i n  addressing the 

basfc needs of the poor. These concerns focussed frequently on the distribu- 

tion of the indirect benefits resulting from infrastructure projects. Results 

of recznt evaluations on the impact of roads asla rural publ ic  works and rural 



Rural roads r e f l e c t  the bulk of recent road building efforts by donors. 

Their construction is more labor-intensive imd t o  t h e  extent t ha t  m a 1  

communities tend on the average t o  have lower incomes than urban centers-- 

there may be a presumption t h a t  these roads tend on the whole t o  have a 

s t ronger  d i r e c t  pos i t i ve  effect on the poor than previous donor e f f o r t s  

focussing on major a r t e r i a l  construction. However, t h i s  is only a judgement-- 

since t h e r e  i s  no empirical  evidence i n  support of it--especially evidence 

which attempts t o  evaluate the effects of major urban t ransport  netw~rk on 

farm income or on urban job creation.  

The key issue that has been raised about rural roads i s  the extent to 

which the relat-ively b e t t e r  off farmers capture a disproportionate share of 

the economic bene f i t s  of such transporr because of t h e i r  positiori i n  the  local 

power s t r u c t u r e  and t h e i r  b e t t e r  access t o  complementary inputs. 

The distr ibutional  imp. -ts of several of AID'S road projects (Anderson 

and Vandervoort, 1982) generally depended on many other factors, such as 

land tenure and simultaneous government e f f o r t s  t o  spread modern agricul- 

t u r e  technology. The poor benefitted from r u r a l  roads, but  unless the 

communities reached by t.be roads had secure and stable land tenure, the well- 

off  benef i t t ed  more. In Honduras the roads w e r e  part of a package including 

land re f~m,  cooperatives, ag r i cu l tu ra l  se rv ices  and c red i t ,  and small farmers 

w e r e  the main beneficiaries. Similarly the  roads permitted betcer  access t o  

health care and increased the willingness of teachers to work i n  rural 

areas--both resu l t ing  i n  direct benefits t o  the  poor. 

However, the anaLysis showed that some compensatory effort may be 

required t o  keep projects f r o m  increasing income inequality: More affluent 



farmers a r e  more able  to take advantage of opportuni t ies  by changing m o r e  

rapidly t o  t he  more advanced technologies, purchasing complementary inputs,  

arid acquiring information, because they are not as constrained by cash 

reqdrements  and a re  perceived as more creditworthy--or simply by v i r t u e  

of t h e i r  control  of local o r  central government administration. 

Women benef i t t ed  along with  men from increased mobility. They may 

a l s o  have gained more freedom due t o  access t o  the more modern environnent of 

t he  cities, as  with women i n  Liber ia  who found i t  easier t o  get a divorce. 

However, a l so  i n  Liberia, improved income opportunities at major resource 

centers  draw men from their fami l ies ,  and increasedcash cropping drove 

 subsist^-nce farming, often done by women, back from the roaGs Tnto the bush. 

In te res t ing ly ,  roads were unfversally seen as benef ic ia l  even by 

people displaced by subsequent results. 

"ThPs favorable view is easy t o  understand. Immediately after road 
construction come more v i s i t o r s ,  new th ings t o  bzy, brozde2ed 
opportrmft ies , more exci t ing weekly markets, and often, rising 
agricultural income. The harmfal effects, such as accelerated 
deforesta t ion and lower nu t r i t i on ,  o f ten  fallow more slawly and are 
harder t o  connect t o  the roads. And roads symbolize development 
and progress t o  most people," (Anderson and Vandervocrr, 1382). 

Rural Elect xi f icat ion 

The benef i t s  of e l e c t r i f i c a t i o n  are already largely ava5lable t o  urban 

consumers i n  developing countries. Projects  i.n the past  have helped t o  

provide capacity t o  meet growing demand, or t o  overcome shortages. In 

addition there has been consfderable effort t o  increase r u r a l  e l ec t r i f i ca t ion .  

Various mral e l e c t r i f i c a t i o n  p r o j s c t s  have placed emphases on d i f fe ren t  

goals. Some have emphasized household consumer benef i t s  of e l e c t r i f i c a t i o n  

while athershave concentrated on s t imulat ing econodc a c t i v i t i e s  (Tendler, 

1979b: 4; 'World Bank, 1975).  



USAID progrms, f o r  example, have focussed t o  a greater  extent than 

the IBRD on household consumer benefi ts .  This ori.entation is largely due t o  

the fact t h a t  AID's e l e c t r i f i c a t i o n  projects  have been promoted and 

implemented largely by the National Rural Elec t r ic  Cooperative Association 

(NRECA) , which evolved its approach from @::perisace w i t h  rural cooperat5ves 

i n  the U.S. in the  1930's.  The consumer or ientat ion was reinforced by the 

perceived success of the e l e c t r i f i c a t i o n  of countryside in  the Philippines,  

w h i c h  was fntended t o  kelp the  government there resist subversive frifluence 

(Tendler ,  1979b: 4-5). It: should be noted i n  this connection, however, t h a t  

AID's evaluation of t h e  Philippine praj ects i n d i c a t e d  tha t  the  expected 

economic benefits--ev- if realized--which they were not--would not alone 

have j u s t i f i e d  the  proj ect. 

World Bank policy suggests t ha t  while some a t ten t ion  should be given 

ro non-quantifiable bemefits such as t h e  improvement i n  t h e  qual i ty  of life, 

the benefits are l ike ly  to be less important i n  the case of electrf f ica t ion  

than in certain other sec tors  such as water supply o r  education. E lec t r i c i ty  

i s  not considered as much of il necessity as some of these other  sec tors  which 

deserve great weight on s o c i a l  grounds. Moreover, alternative sources of 

l i g b t  and energy though generally in fe r io r  are avai lable  even on the poorest 

regions. 

Limited experience i n  some countries,  e. g. , E l  Salvador, i n d i c a t e s  

t h a t  ecoaomic returns t o  rural e l e c t r i f i c a t i o n  projects can be signif-icant 

w i t h  IfUC's i n  excess of 10%. In  t h i s  connection it appears t ha t  village 

demand alone is not su f f i c i en t  t o  y i e ld  such return. It is only when demand 

f o r  farm uses and agro-processing industries tha t  the economic returns are 

substantial. This appears to be a cri t ical  factor in determining the ecanamic 
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Rural Public Works 

In an e f f o r t  t o  promote more labor  in tens ive  i n f r a s t ruc tu re  development, 

a number of donors including AID have supported r u r a l  publ ic  works programs 

in a number of developing countries.  Rural works programs ccm be  defined 

as public sec to r  a c t i v i t i e s  undertaken with labor-intensive techniqiles 

with two primary object ives:  (I) generating new employment and hcane 

opportuni t ies  among low-income groups and (2) creating productive assets 

usual ly  fn in f ras t ruc ture .  

Experience with such programs has been mixed. Thomas and Hook (USAID, 

1977) undertook an extensive review of developing countr ies  e x ~ e r i e n c e  in 

this area i n  the preparation of an AID manual in 1977. Their  conclusions 

were that, though r u r a l  works are trseful means of a l l e v i a t i n g  unemployment 

and of promoting r u r a l  development, they oaly  r e su l t  in temporary alle!viation 

of these  problems. Rural works can s t imula te  and augment ag r i cu l tu r a l  and 

rural development programs, b a t  they ate not s u b s t i t u t e s  for them. Also 
I 

r u r a l  works programs can b e  more useful instruments i n  same developing 

countries but not others .  

T h e  common cha rac t e r i s t i c s  of countr ies  t h a t  have used wo.rks programs 

successfully are : 

- High population densl ty  r e l a t i v e  t o  arable land. Countries such as 

Indonesia, Bargladesh, Korea have used these programs effectively, 

while much of Africa and the Middle East have too low population 

densjties t o  implement these programs successfully.  

- Agricultural dependence and i n s t a b i l i t y  of ag r i cu l tu r a l  output. In 

Tunisia and Mar~cco, rural works arose i n  the context of fragile 

economies and yearly fluctuations i n  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 l o w  quality projects. 

Thonas and Hook suggest that, In general, well-financed, effectively 

administered programs might succeed i n  absorbing approximately up t o  

perhaps 10% of estimated rural unemployment (depending of course on the size 

of the program and the amount of unemployed). Cost benefit studies of 
I 

I 
I rural works programs show t h a t  they can be productive in  rigorous economic 
I 

terms. If they become ineff icient,  it is  as a result of poor planning and 
I 

implementation. Experience also stigges t s  that  even though rural works 
I 

programs are generally not capable of any major redistribution by themselves, 

they can have moderately redistributfve effects i n  conjunction with other 

redistributive efforts.  
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CXAPTER 7 

ASSISTANCE FOR HUMAN RESOURCE DEVELOPMENT* 

Human r2source, especially education, programs have been an important 

category 2n national budgets of most developing countries for over twenty- 

five years. Developmen% assistance agencies first became serjously 

interested in these programs during the 1960s. The rapid recovery of Europe 

and Japan after World War I1 began to bpress  people such as T, W. Schultz . . 

char expenditures on education, health, and information were investments 

in people rather than consumption expenditures. These countries recovered 

much faster than expected because a smaller share of their human capital 

stock had been impaired by the war than of their physical capiral stock. 

This chapter focuses more narrowly than its title might suggest. The 

m a i n .  emphasis ks assistance for educatLoa. Some other types of human 

resources are only touched upon briefly. 



7.1 The  Nature of Assistance t o  Education 

Exterkial economic a s s i s t ance  t o  education of developing count r ies  has 

been by a number of d i f f e r e n t  methods. These include supplying teachers,  

educational  techniques and technologies,  textbooks, and technical experts; 

iastitutioa building; study gran ts  abroad; and capital outlay?;. The 

relative> emphasis on m%hods has changed over t h e .  The early educational 

a s s i s t ance  of most donor agencies was focused pr imari ly  on supplying 

c l a s s roos  teachers.L/ This seemed at the time to be a pressing bur 

enormous task, During t h e  1940s, AID emphasized institution building, the 

training of those who will teach others, The emphasis during the 1970s 

shifted t o  non-formal o r  pa r t i c ipan t  training and technology-based mass 

media education. (See Method and Shaw, 1981.) AID funding for basic  

education bze fa?-l&n sharply in recent years. 

Although external economic assistance t o  education of developing 

countr ies  i s  sign5fieanr, it is clear that most (80-90%) of the d i r e c t  and 

forgone earnings c o s t  of education is borne by developing count r ies  

f P h i l l i p s ,  1976). The external assistance comes from b i l a t e r a l  sources, 

of which A32 is one; multilateral sources, where t h e  World Bank is the 

largest donor; and from ~rivate foundations ( e . g . ,  Ford and E o r k f e l l e z )  

2 / and voluntary agencies.- 

Some coantries -3 t h e  e a r l y  stages of development have l imized 

political-economic capacity t o  mobilfze resources to increase zhe sate of 

investment in human resources.  Investment i n  some types of human resources, 

e . g . ,  primary education, seem likely t o  have l a r g e  (absolute and relatPce 

to  other forms of capital)  e ~ e c t e d  pay-offs as sources of econom5c growth a d  

product ivi ty .  Thus, a ro le  f o r  ex te rna l  a s s i s t ance  is t o  invest i n  high-payoff 

human resources of these l i m i t e d  capacity less developed countries. 



7.2 Education's Contribution 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 

conpstences (literacy, numeracy, and general cogni t ive  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 a b i l i t y  to perceive and to c lar i fy  new classes af 

p rob l em zinc the ability to solve then. These are skflls that permit 

=adLviduals To easily ad:ust t o  the economic changes that modern 

economic growth (Kuznetz) eltai ls .  

There sre cow 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), 

Welch (1979) and Jamison and Lau (1982). EviOcnce on orher effects 

of schooling are scattered throughout recent professional publications. 

General Evidence 

A large number of  rate of return and growth accounting studies 

have been completed, and they provLde indicat ions  of the contribution 

of education to economic growth. George Psacharopoulous (1981) has 

compiled evidence on rates of return to investments in scho~ling a t  

pr-ry, secondary and higher education levels f o r  44 countries at 



diverse levels of development. He places twenty two of these countrLes 

5x1 the developing categary. H i s  latest ssudy updazes earlier evidence 

(Psacharapoulous, 1973) by replacing o l d  evidence w i t h  results from new 

s t u d i e s  where available for 11 of his orfginal 32 coantries and by adding 

evidence on 13 new countries. An attempt is made to include rates of 

return that axe comparable across countries. Reported rates of return 

are unadjusted marginal rates (where poss ib le )  on an investment- f o r  going 

3 / from one major educational Level to another.- 

The evidence on social rates of retfisn are of primary 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: 

I. For each level of development, the average rate of return 

declwes as the education level increases. 

2. For a given educational level, the hfghest average rate of 

return is  obtained i n  developing cosmtrles. 

3.  For a l l  country types and educational levels, the highest 

average rate of return is obtained by primary education. 

4 .  In developing (and perhaps other) countries, the average 

rates of return t o  investments in  education at any of the 

three levels are relatively higF and s e e m  l i k e l y  to compare 

favorably with or exceed expected returns on a large c la s s  

of alternative investments. 

These rate of return patterns suggest that  p r h a r y  education should 



I 
Figure 7.1. Soc ia l  rates of return to education by level aud country 

development type (%) 

Country No. of a/ Educational Level 
Secondary Higher type countrf es -  Primary 

Develop b g  2 2 

h t  emed iat e 8 

Advanced 14 

Source: G. Psacharopoulous (1981: 329) .  

dSee Figure 7.2- f o r  the countries that are p l a c e d  in each t y p e  

b / ~ o c  comparable because of lack of cont ro l  group of illiterates. 
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receive major emphasis in educatic-val investment strategies for developing 

countries. 

Average rates of return to education across countrfes hide con- 

siderable intercountry variation sn rates of r e t u r n s .  T a b l e  7.2 

presents evidence on soc ia l  and pr i l rare  ra tes  of r e t u r n  by education 

level  f o r  all 44 countries (Psach~ropoulous, 1981: 3 2 7 ) .  Although 

social rates of return to primary education exceed 50 percent  in Morocco, 

Uganda and Venezuela, the rate of return to primary education i n  I n d i a ,  

South Korea, and Ghana is  considerably  less than the  average for the 

group of 22 developing countr ies .  Tn some of these  countr ies ,  the 

social rate af return to  secondary education exceeds the rate for 

pr-imzry education.- 

Although the social  rate of return Zs appropriate for assessing the - .  

worthiness of  educational assistance project, indkviduals should make 

their educational decisions based upon private rates of return. In almost 

all countries, the private rare of return to education at each level 

exceeds the social rate of return, but for primary and secondary e0ucs- 

t i o n ,  the differences are generally small. For higher education, the 

prLvate rate of return is generally considerably higher (5-10 percentage 

points). These private vs. soc ia l  rate of return differences by level 

may explain rhe relatlve over-investment i n  higher education or in 

college graduates relat ive to primary and secondary education i n  developing 

countries (Krueger, 1971). Development assistance agencies must be careful 

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 growzh are presented in the compilation of evidence (1) fron 

.-.b 
j7 
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Figure 7.2. Returns to Education by Level and Country 5 p e  (%) 

P n k  ate ~ o c k ~ l  
Sun.c!, 

Coun:ry yrnr Prim. Sec. Higher Pnm. Scc. Higher 

.d frzra 
fihiopiia 1472 35-0 27 8 27-4 20-3 18-7 9.7 
Ghana 19b7 24,5 17.0 37-0 18.2) 13-0 lb-5 
Kenya* 1971 28-0 33.0 31-5 21-7 19-2 8-8 
Malawi 1978 IS- 1 
Morocco 1970 50-5 , 10-0 13.0 
Wigeria I9h6 30.0 14.0 34.0 23-0 12.8 17-0 
Rhodesia 1960 17.4 
Sierra Leone 197 1 10-0 22-0 9- 5 
Uganda 1965 66.0 28.6 12-0 
Asla 
India ' 1965 17-3 !5-8 16-2 13-4 15.5 10-3 
f ndanehia 1977 25.5 15.6 
South Korez 1967 12-0 0 -0 5 -0 
Malaysia 1975 32.6 34.5 
Philippines 1971 9.0 6-5 9-5 7.0 6.5 8.5 
Sinrapore 1 %tj 20 0 25.4 6-6 I7-6 14-t - - 

L .iIW-TI :u72 t ; 2 ,  .>-S -- 1 . . - - : -  - :- -7 6 # 

Thailand 1970 50.0 14.5 14% 3 0  5 13-0 11-1) 
Larin A rnrricn 
Brazii 1970 2 3 7  13-9 23-5 13-1 
Chile 1959 24-0 lb-9 12-2 
Colombia 1973 I S 1  15.3 207 
Meuco I963 32-0 23-0 29-0 2.5-9 17-0 23-0 
Venezuela 1957 '1 6.0 27 0 S2-0 17-0 23.0 
Inrc,rmcdiuw 
Cyprus 1975 15.U 11-2 14-8 
G recce 1977 20-i) h-0 5 f 6-5 c.5 3- 5 
Spsln 1971 31-h 10.2 12-5 17.2 8-6 12-8 
Turkey 196s 24-0 26.0 8-5 
Yugc,sia~ ia 1969 7-6  15-3 2.6 9.3 1 5 4  2-8 
L.rat.1 1958 27-0 6.9 8-0 !6-5 6.9 6.6 
Iran 1976 21.2 18-5 3 -  7 13.- 17-6 13 6 
Pueno Rico 1959 38-6 41-i 21.9 27.3 21-9 
.-idronc~d- 
Australia 1969 14 0 13-9 
Belgium I960 11.2 8.7 17-1 5 7  
C rtnnda 1961 16-3 19.7 1 1 7  13.0 
Denmark 1964 1O 0 7.8 
France 14\70 13.8 16-7 1 I 10.9 
Germany 1964 4-6 
Italy t 969 17.3 18.3 
Japan 1973 5.9 8.2 4.6 6.4 

Setherland3 1965 X 5 10.4 5.1 5-j 
Sen Zealand 1966 10-0 14 7 19.4 1 3 2  
Ynru a? 1966 7 3 7.7 7.2' 7-2 
5.4 d e n  1967 1 0  3 1o.i 9.2 
kxlrted Klngdomi 1972 11-7 'J 6 3 -6 8-2 
L:IT;I~C! S~:ite\ 1369 Ix 8 15.4 10-9 10.9 , 



Figure 7.2. (Continued) Sources of rate of return data: 

Ethiclpi a from I-loerr (1974. ~sb!t: 3). 
Kenya private rates. f r i n  Fields ! f 475. table 11 r. 
Malawi prchrninarl- estimate based on Heyneman (!9XOa). 
Morocco t'rom P~acharopoulos i 1976. p- 136j. 
Sicrra Leone fi-cn Krrkar (1974. table 5 ) .  
India from Pandit ( 1076) zs rcponcd by Heynen~an ( 19iiOb. p. 1461. 
Indonesia from Hallak Lk Ps:icharopouIos (147'1. p. 13). 
Malaysia from Lee ( I YXO]. 
Philippines from 1LO'i 197 4. p. 635). 
Sjngapr!re from Clark d Fong ( 1970) - 
; sjwan i 1 - z : ~ ;  <. j ; :~ l~ i :~c>~!  i 1972; 
Brzxii from f a!ladc (1977. tabie 4& 
C:olombia ' regression-derived f~om Fields 8: Schi:lrz ( 1977. 

whle PA. cel.(4)j. 
Cyprus iron1 Dtr::erriades S: Psrcharopoult~s 1979. table 9 ) .  
Grecce iiom Psacharopoulos & Kxzarnias f 1976. wble 19.1 1. 
Spain &.am Quintas Sanmartin ( 1978. tabie I ) .  
Turkey fram Lrue~cr ( t 971. table 4). 
Y ngosiavia from Thomas ( t 976. ~shle  3).  
Iran from Pot;rhosseini ( 197'3). 
Pueno Rico from Carno! ( 1972). 
.4 usrralia Tiom Biat;d_v S: Goldsw~rthy (1973. p. 9). 
Belgium from Meulderr i 1971. table El). 
France from Eicher 6r L6b.y-Garboua (1979. chzprer 5). 
Italy basrd or. income data from Rank of Italy (1972. tnblc 10). 
J;rpan from Umcrani ( 1977. pp. 113- 119). 
United Kingdom priva:c: idles from I'sacharopoulos LP: Layard ( 1979. 

 able 1x1. 
US.4 iiom Carno?. ck Marcnbach (19'15). 

Gilana. Nigeria. Uganda. Snurh Knrcs. Thailand. Chile. ?rlssico. 
Vrilczuela. israol. Canada. Denrngrk. Germany. Kerhcrlands. Neu. Zealarld. 
&orway. Sweden and rhe Liniled Kingdom (social returns only) from 
Pracharopouios (1973, p. 62) .  

it'ores 
* s -  "<la'. . ra~es refer t i )  i968. i Sociai rates refer to 1966. 

Source: Psacharopoulous, G., "Returns to Education: An 
Updared International Comparison," Comparative 
Education 17 (October) : 321-341. 
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regression estimates of earnings functions in 20 countries at diverse 

levels of development, summarized by Psacharopoulous (1981: 328) and 

(23 growth accounting studies for countries at diverse levels of develop- 

ment, summarized by Bowman (1980: Table 3) and Hicks and Boroumand (1980). 

The Productivity of Educzition in Agriculture 

In attempting to assess the productivity of education in  agri- 

culture, a different approach must be taken than for wage workers. 
L 

I 

The reason is that a large share of the labor in agriculture i s  provided 
I 

by the farm family and a relatively small share is vaga Labor hired 

from other households. Because these effects of education are largely 

outside the wage sector, they are not subject to  some common criticisms I 

of the human c a p i ~ a l  approach to  earnings (i.e., screening and 

signaling effects). A productian framework i s  useful. Farmers' 

education (and other invesrme~ts) may enhance the economic efficiency 

of agricultural production- 
I 

I 

I 
I 

! 
I 

I 

I 
I 
I 
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The following eff ic iency concepts have proved useful: (1) a firm 

is technically eff icient i f  it  is on the production poss ib i l i ty  frontier 

or transformation f u ~ c t i o n .  Technical inefficiency occurs when the firm 

faces the opportunity of, but does not choose, an act iv i ty  vector 
. - 

containing mre of some outputs and less of some inputs, holding other 

quantities unchanged; ( 2 )  A firm is  al locatively efficient i f  i t  is 

technically efficient and i f  i t  meets all tbe marginal conditions for I 
optimization, say prof it  maximization. Thus, the proper mix of inputs 1 
and outputs m u s t  be chosen in order to  be allocatively e f f i c i ent .  . , I 

Investments in farmers ' education and extension information 
.-:I 

..I 

(Section 9 .3 )  may enhance bath the technical and al locative effi- 

ciency of agricultural production. However, the potential efficiency J 

g a h s  are conditioned by the nature of che economic environment. It 

is now widely accepted that resources are more efficiently allocated 

in tra.ditiona1 settings than in modern, technically dynamic environ- 

ments (Schultz, 1975; Welch, 1979). The new technology is a product 

of agricultural research ( Section 9.2). In a market-oriented 

economy, a technically dynamic environment: increases the demand for 

farm level information and skills to  process it over what would be 

demanded ?n a stationary environment. Furthermore, i n  a dynamic 

technical environment where evaluative skills are at a premium, the 

comparative advantage of basic formal schooling over on-site 

experiences or imitation of  other is  likely t o  be substantial. This 

is an environment where the viable s k i l l s  are those of learning to 

learn. 
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A considerable amount of evidence has accumulated on the contri- 

butZon of education to  agricultural production s5nce Griliches' early 

studies (1963, 1964) for U.S. agriculture. Much of t h i s  evidence 

has been compiled and evaluated'by Schultz (1975), Welch (1979), and 

Jamison and Lau (19821. Their summaries indicate that a number of 

different methodological approaches within a production framework have 

been appl ied  to investigate different aspects of education's contri- 

bution to agricultural production. 

A common procedure has been the direct f i t t cng  of an aggregate 
I 

production function to state or county level data. For U.S. data, this 

procedure has been quite successful in the sense of producing positl.ve 

and s t a t i s t i c a l l y  significant ef fects  of farmers' schooling on farm 

sales or agricultural productivity (e.g., Griliches, 1963, 1964; Fane, 

1874; Khaldi, 1975; Huffman, 1976, 1980; Evenson, 1978). 

New and creative approaches have been developed for direct tests 

of allocative efficiency. Khzldi (1975) and Fane (1975) approach 

allocatTve efficiency by contrasting hypothesized minimum cost of 

real ized output with actual cost.  Each finds, using aggregate average 

data for U . S .  farm, that the proportional difference between actual 

cost and hypothesized minimum cost declines as farmers' average 

schooling level rises. Huffman (1974, 1 9 7 7 )  and Petze2 (1976) approach 

al locative efficiency in a different  way by focusing on the rate of 

adjustment over time by farmers t o  new technology and changes in 

relative prices. Both find that farmers adjust there resource use 

faster as their average schooling level increases, A recent study by 

Wozniak (19831, using U.S. micro-level data, also finds a positive 
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and s t a t i s t i c a l l y  significant e f f e c t  of farmer's schooling on the probability 

of adopting a new =d pro f i t ab l e  l i ve s tock  gain-enhancing feed addit ive.  

For developing countries, farmers' schooling and agricultural extension 

enhance a g r i c u l t u r a l  product ivi ty  when there i s  a technica l ly  dynamic envfron- 

ment, Jamison and Lau (1982) have compiled and summarized evidence f r o m  

production functions f i t t e d  t o  38 farm-Pevel data sets from developfng 

countr ies .  The s tud i e s  are limited t o  the production of f i e l d  crops and 

the sources are summarized i n  Figure 7 . 3 .  In Figure 7.4 thefr summary is 

reproduced, which shows the estimated coe f f i c i en t  and t - r a t i o  of education 

i n  t h e  production function and an estimate of the percentage increase in 

output for each additional year of education. 

There are a broad range of findings among the studies. In six of 

the  data  sets, farmerst  education has a negative (but s t a t i s t i c a l l y  

i n s ign i f i c an t )  effect on farm ourput, I n  t h e  remaining 31 studies, the 

effect of education on ourput is pos i t i ve  and usua l ly  s t a t i s t i c a l l y  

significant. Several  of the s tud i e s  suggest that a threshold number 

of years of schooling (4 t o  6 years)  must be attained before  farmers' 

education has a cons i s ten t ,  persistent and s t a t i s t i c a l l y  significant 

effect oa a g r i c u l t u r a l  production. This is  an tmportant issue f o r  

developing countries where more evidence is needed. 

For 31 of the studies, Jamison and Lau were able to prepare 

reasonably comparable es t imates  of the percentage increase in  farm 

~ u t p u t  o r  productivity attributed to farmers h a v h g  4 years  of 

education rather than none. Forty-eight percent of the (unweighted) 
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Fievre 7.4. Formal Education and Aqxicultural, P r o ~ . 1 ~ c t i v i t ~ ~  - 
Estimated percerzt- 

Coeficien! of age of i~zcrease in 
edz~cario~z on orrtpur for one 

Area and Sample agricultttral i additiortal year 
s~ridy size, N pr~ductivity .statistic R* of educationa Conzr?~ertts 

- .- 

Br+zil. Candelaria 117 0.126 0.89 0.71 2.69 Education was positively re- 
(Pachico and Ashby lated to ou4put among high- 
1976) 1y commercialized farms. 

Brazil, Gari baldi 101 0.207 4.60 Education was positively t-e- 

lated to output ammg high- 
ly commercialized farms. 

1.49 Preliminary analysis of data 
indicated that less than 5 
wars of schooling had no 
significant effect on output. 

Braid, Guarani 63 0.072 

Brazii. Alto S Io  - 0.013 
Francisco 
(Patrick and 
Kehsberg 1973) 

Brazil, Conceicao 
de Cristelo 
(Patrick and 

t Kehrberg 1973) 

Brazil, Paracatu 

I (Patrick and 
Kehrberg 1973) 

I Brazil, Resende 
(Patrick and 
Kehrberg 1973) 

I Brazil, Vicosa 
(Patrick and 
Kehrkrg 1973) 

I- Colombia. Chinchins 77 - 0.008 . 
(Hailer 1 972) 

I Colombia. Espinal 74 0.140 
(Hailer 1942) 

I Greece 430 0.138 
(Yotopoulos 1967) 

5.53 Education was positively re- 
lated to output among high- 
Y y comrncrcia~ized farms. 

- 1.29 Rerurns of schooling were 
negative in the traditional 
agricultural regions, but be- 
came positive and increased 
as the regions became more 
modem among the five sam- 
ples. 

None 

None 

Xone 

None 

None 

None 

None 

None 

The marginal product for one 
year of education was 606.40 
drachmas. 

(Table corztinurs on the following page) 



Figure 7 . 4  - ( Con t h u e d )  

Cocfficienr of 
edtication on 

Area a d  SarllpFe ag?-icrrltrtral 
study size, N prodtictivity 

India. Punjab. 1.038 Family average 
Ilatyana, and Utter 0.1 I6 
Pradesh 
(Chaudhri 1974) 

Household head 
0.1 14 

India. h n j a b  
(Sidbu 1976) 
(traditional 
and Mexican 
wheat varieties) 

India, Punjab 
(Sidhu 1976) 
(Mexican 
wheat) 

t 
statistic 

.Estimated percefzt- 
uge of irrcrease in  
. orti-uidt f i x  olic 

additior~al year 
R' of edrtcatio~ta Cor?rr?~erits 

insufhc~cnt Marginal product of family 
0.59 infor-~nation education was calculated ac 

to calcu!ate 107.04 rupees t year. M a r  
ginal product of education of 
houseliold head was calcu- 

0.59 - latcd as 153.12 rupees a 
year. No base was given. 
Chaudhri (1979) provides 
Further analysis based on 
this same data set and calcu- 
lates rates of return lo 

. . 
education that are high in- 
deed. 

Israel 1.84 1 21.100 
(Sadan. Nachrnias. 
and Bar-Lcv 1?76) 

Japan. Hcnshu, 971 Condation: w i ~ h  
Shikoku. and Kyushu gross farm 
(Warker 1973) sales, 0.02: 

with com- 
munication be- 
havior and agri- 
cultural adop. 
tiort variahlus 
added, 0.3 1. 

Not 
significant 

t .49 Education svas -elated to pm- 
duction efficiency but more 
strongjy to allocative 
efficiency. 

I .41 In an analysir; using gross farm 
sales as depcl:drnt ~~ariablc. 
Sidhu finds a positive effect 
of education, not quite sta- 
tisticalIy significant. result- 
ing in a 1 . 1  percent incrcacr 
in value { l f  sale? F t x  1 vcar ol 
c C I U C ~ I ~ I ~ ~ I ~ .  S l d l i ~  . ~ i : ~ l  

Baarixn~e ( 1978) use prcliit 
and factor demand functior~s 
wirh the same data and find 
a positive (but statistically 
tnsipificant) effect of edrrca- 
tion. 

Not Marginal value None 
given added was US521 

pcr !car of wile's 
schtwlir~g ( 1  B P  per- 
cent ul gross value- 
added ul produc- 
tion). 

0.38 Not applicable None 



Figure 7.4- (Continued) 
- -- 

Estimated percerzt- 
Coefficie?zt of age of increase in 
education 011 output for one 

Area arzd . Sample agriculturaI additional year 
study size. N prodrictiriry sicr istic of education3. Comtnents 

- 
Kenya. Vihiga 152 Indicator: 1.60 0.64 I .73 An indicator variable for I to 3 

[ M O O C ~  1973) 4 or more years of education h2d a 
years, negative coefficient.' 

0.067 

Kenya 674 Indicator: 2 to 3 Results are for maize produc- 
(Hopcraft 1974) years, tion, fcr which the coeC 

- 0.023; - i1.30 0.56 - 3.26 ficient of labor on output 
4 to 6 years. was negative. The produc- 

- 0.163: - 2.19 tion £unctions for aggregate 
primary school. output, which had a positive 

- 0.148 ; 50 tabor ccefficjent , had educa- 
tion coefficients that were 
essentially zero. 

Korea 895 Log-iinear Units of equation Some empirical conclusions of 
(Hung 1975) 0.712 3.05 0.85 . were hard to inter- this study are difficult to in- 

Cobb-DvugIas pret, so figure terpret. 
0.927 1 .4h 0.85 cou!d not be corn- 

puted. 

Korea 1,363 Coniinuo~ls AnaJ!sis was also unde~aken 
(this volume) 0.022 4.97 0.66 2.22 with discrete variables rep- 
(mechanical rescrl ling differeat educa- , 

tional ievels. 

The coefficient UF labor on out- 
2 33 put was negative in this 

s1:udy. 

KEirea 
(this volume) 
(nunmechanjcal 
farms)" 

Malaysia, Kedah 
and Per1 is 
(this volume) 

Nepal. Bara 
(hdasaini 1976) 

541 Continuous 
0.023 2.95 0.61 

403 Indicator: iiterate, 
0.109: 1.61 0.69 

1 to 3 years, - 

0.07 1 ; 1.14 
4 cr more years. 

0.186 2.60 

102 0.014 1.71 0.90 1.3 l'ositive effect sf schooling on' 
farm revmue. Tractor-hiring 
and pampset-owning farms 
(the modemixing variable) 
wcre more el6,cient than tra- 
ditional, whereas farnis with 
tractors and farms with both 
tr;lc:ors and pttnipscts wcre 
not significanrlv different . 
from traditional farms in 
terms of efficiency. 
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Figure 7- 4 .  (Continued) 

Area and Sotnple agvicr~lrtvczl f 

study size, N producti~*i(y r lnt isr ir  R2 

11 Nepal. Nuwakot 540 indicator: 7 or Could not be corn- Thc coefficient for 0 years of 
{Calkins 1976) mow vears. putzd because education was not sisnif- 

addirtotznf ycar 
of edtccatioria Con~nle~zts 

nlcans af vtlirr in- icmtly different lrom rhs ' 

clcpcndc~~r ~ a r i -  oric lor 1 to 6 years orcduca- 
abks nor giwn.  tiorr. Fur 3 or mvrc ynrs .  

howe~er, the cwfficlcnt was 
significant Tne evidence 
thus sug,rc.sts a minimum 
threshold of 6 to 7 wars be- 
Fore education affects pm- 
ductii,rty. 

Ncpar. Ruparadehi 87 Indicator: Irterate, None 
(Sharma 1974) 0.142 1.80 0.84 5.09 
(wheat farms) (Computed using 

litcratc as cqt~al to 

Laguna, 1968 
IHaIim 1976) 

bguna.  1973 
(Hafirn 1976) 

Simple rate returns fur i 
year of additional schoulxng 
computed from I to 12 years 
decreased at a steadv rate. 
Thus, theye was no evidence 
of a threshold effect 

(banana and 
pineappIe farms) 

Marginal productiv~ty of 
quadratic form(s) education in crop production 

- 0.066 I .82 changes from negative to 
positive at  6 6 vcars of 

0 005 2 I2 ac.h<n,l~r.ra 0 1  thc tririn vpcr- 
atot . The quad:atrc lormula 
shows thrs ciearly: Where 
ulS + c,S2 w a s  entcrcd in 
equaliaii a ,  = - 0 056. 
a, = 0 005 

f Table conllnues on the follors.n;g page) 





increases are between 4 and 12 percent.- '/ Furthernore, they conclude 

that farm produc t iv i ty  f o r  t h i s  diverse set of studies increases on 

average by 8.7 percent as a result of farmers completing 4 years of 

6 / education (Jamison and Lau, 1982: 81.-' 

The e f f e c t s  of farmers' schooling on agricultural productivity 

i n  low-income cosrntries a r e  much l a r g e r  in modern ti;chnical environ- 

ments where these a r e  new decisions t o  be made thag in traditional 

ones. Several  p ieces  of evidence axe re levant .  First, Jamison and 

Lau were able to class i fy  23 of the 31 data sets %n their survey 

7/  Under into modern versus t radit ional  technical environments.- 

modern condjt  ions, they find t h a t  effects of farmers' education on 

agricultural product%vity are substantially greater than under a 

Eraditional environment. The mean (~nweighted) increase in output 

f r o m  4 years of educatLon under traditional condit ions is 1 . 3  percent 

compared with 9.5 percent under modern o r  modernizing condit ions 

(Jamison and Lau, I982 : 38). 

SeconZ, Waller (1972) co l lec ted  data for farms i n  four  regions of 

Colombia. In two of the regions,  farmers employed t r a d i t i o n a l  

resources, but in t h e  other ,  nodern inpu ts  are widely available, Both 

t h e  t r a d i t i o n a l  and modern sec to r s  w e r e  fu r the r  selected such that 

each would have one region spec i a l i z i ng  in 2 s ing l e  crop and another 

in xhfch farms engaged in a variety of a c t i v i t i e s .  Only f o r  the 

modern mul t ip le-act iv i ty  region does he f i nd  s t a t i s t i c z l l y  s i gn i f i c an t  

positive effects of farmers' education on farm production. 

Third ,  Elan ((1976) has f i t t e d  gross output, value added hy all 

inputs other than commerc%al f e r t i l i z e r s ,  and value added by 

t r a d i t i o n a l  inpu ts  ( a l l  inpu t s  other than f e r t i l i z e r s ,  t r a c t o r s ,  and 



iron plows) to examine the conrsibution of farmers education as the 

scope of decision-maktng widens. He uses farm averages for 150 

districts of I ~ d i a  in 1960-61 and 1970-71. Far both years aad all 

three specifications,  Earn f b d s  stgnfficant posit ive contributions of 

farmersr schooling. He also finds that the output elasticity of 

farmers schooling is higher 5n the value-added specif2cation where 

education can affect more decisions than in a gross output s p e c i f i -  

carion and also in "progressive" as  opposed t o  "backward" districts. 

Fourth, Jamlson and Lau (2982) fit profit functions to farm- 

l eve l  data for Thai rice famers. The p r o f i t  function is the modem 

approach to investigatLng the effects of educatfon on farm efficiency. 

They split a s a p l e  of 254 Earns into 91 that used chemical inputs 

(fertilizers and inseceicides) and 184 nonchemical using firms. For 

the chemical using farms, there are two variable input (labor and 

chemical inputs) and two fixed inputs (capital and land). Unly for 

the chemical using farms i s  years of formal educat5on completed by 

the head of the farm h~usehold positively and significantly related 

to farm p r o f i t .  

Thus, it seems that farmersi educatfon in developing countries 

does enhance agricultural productivity when the schooling is of 

sufficient duration to create permanent basic competencies and when 

agricultural technology is dynamic. There are, however, sone related 

issues which are unresolved, F i r s t ,  how are farmers' education and 

agricultural extensfon (Section -9 .3)  interrelated i n  affecting 

agricultural productivity? Are they substitutes,  complements or 
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mrelated? Second, does farmersP schooling have a significant effect on 

the probabi l i ty  of adopting profftable new farm inputs and technologies? 

Moire research is needed on these issues, 

Schooling for farm or rural people has some important income 

effects beyond its effect on agricultural production efficiency. These 

effects are r e f l e c t e d  in the prababflity of wage work participation and 

in wage razes for this work. Sumex (1981), using data from a sample 

of f ive  villages in central Guatemala, and Rosenzweig (1980), us-ing 

census data for landless and landlroldhg Indian households,find 

p o s i t i v e  effects of s c h ~ o l i n g  of rural miles on their probability of 

wage work. In the Guatemalan data, addicional  schooling and full 

literacy significantly reduce the probability that the wage work is I 

agriculrural and increases rhe probability of nonagricultural employ- 

ment. In these Guatemalan data, schooling has posttive and stat is t ical ly  

signif icant  effects on wage rates at aonfam fobs. Bow~ver, at farm 

jabs  the only significant eff ecr of schooling on wage rates cones fram 

being f132ly literate, Additional years of schooling have no significant 

effect on agricultural wage rates. Rosenzweig did not distinguish 

between agricultural and nonagricultural source of employment f o r  

Indian households. He finds, however, that an individual's schooling 

is  not an important predictor of wage rates. 

Beswrch on ehese farm and wage labor market interrelations are 

relatively recent. They are h p o r t a n t  for unZerstanding some 05 the 

necessary human resource adjustments that modem+ economic growth 

e~tails, k r e  quality research is xseded. 



Education and Household Production 

The "new home economicsi' provides a framework in which schooling 

of adult household members, especially women, can enhance the effi- 

cieficy of household production and family welfare and affect labor force 

participation decisions (Nerlove, 1974; Michael and Becker, 1973; Becker, 

1981). In this model, the input of human time of one or more household 

members and other inputs, e.g., fam zalsed or purchased, are transformed 

b~ the technology of household production into commodities for final 

consumption or intermediate human capital, e.g,, children, health, 

skills. Efficiency e f fec t s  of education, especially for women, and 

information are logical i n  rhis framework. 

Women's education affects fertility, child mortality and labor 

force participation rates. Schultz (1981) summarizes much of this 

evidence. There is a strong negative correlation between women's 

edacation and c h i l d  mortality rates at all levels 06 economic development. 

The exact reason for this effect of women's education on child mortality 

is not known. Further research is required. T h e  evidence for the 

e f f e c z  of women's education on child numbers is cat as strong. At very 

low schooling levels, addi t iona l  schooling may increase famtly size 

because of reduced mortality rates. A t  higher educational levels, addi- 

tional women's schooling seems to reduce family size and t o  increase 

their labor force participation rate, but i t  is important to control for 

other household variables (Schultz, 1981: 115-220; Cochrane, 1979). 

Other studies hclude Schultz, 1974; Ben-Porath and Welch, 1976; 

Rosenzweig and Evenson, 1977; Rosenzweig and Schultz, 1980; Cochrane, 

et aL., 1980. These studies do show that schooling for women has 



important economic effects even if they allocate a large share of t h e i r  

time to raising a family. Thus schooling for women should be a part of a 

human resource assistance program. 

Rosenzweig and Wolptn (1982) provide est h a t e s  of the joint effects 

of governmental health, education and family planning programs as well 

as source of water on rural Indian household fertility, child mortality 

and schooling. They combb-e district-level and household data from 

the census and find that rural households in  India vfew f e r t i l i t y  and the 

two characteristics of chfldren, schooling and health, as substitutes in 

consumption. Child schooling and child health are shown to be comple- 

ments. The results have the important implication that a number of 

governmeat programs targeted toward human resources are mutually rein- 

forcing. The results  suggest thsc reductions in the cost of medical 

services, contraceptives and schooling and the improvement of water 

sources are mutually reinforcing alternat-ives for impiementing the joint 

policy goals of reducing population growth and i~creas ing human capital 

formation. Further research i s  needed, however, to investigate the 

effects of nonrandom assignme~t cf (or particLpation in) governmental 

programs on these bousehoPd decisions. 

Education has important e f f e c t s  on the household sector. More 

research is needed, however, before the size of social returns t o  human 

resources employed largely 5n the household sector can be compared w i t h  

the market sector. 



. . 

The Efficient Product ion of Education 

Developing countries face hportant decis ions  about how to acquire 

t h e i r  training. 

Manpower Planning 

Manpower planning studies have not been a usefu l  guide fcr deciding, 

os skills to produce. Manpower economics is a fonn of planning that 

became popular duriag the 1960s. Rates of economic growth were postulated 

and then manpower demands or requiremalts  were derived using Leontief-type 

fixed coefficient input-output models. These models have Seen heavily .*. 

cri t icized (Bowman, 1980) and thsy have not predic ted well, Labor demand 

is stated in terms of numbers of workers for  occupational  categories 

rather than in  general  skill l e v e l s  t h a t  are supplied. Education levels 

a r e  r i g i d l y  linked t o  occupational  categories and there is no contri- 

bution of additional education to product ivPty w i t h  an occuparional 

category. The planning mcdels largely deny the role of changfng . ,. 

r e l a t i v e  p r i ce s  and changing technology in determinkng ilzput-output rat ios 

and labor demand. 3ther studies have found high subs t i t u t i on  p o s s i b i l i t i e s  

fox l abor  af d i f f e r en t  types when some time is allowed for adjusting t o  

economic fncent ives (Psacharopoulous, 1982). Thus, there has been a 

declinLrig confidence fn manpower planning approaches, 

Alte rna t ive  F o m s  of Ed- cation 

There is  a wide range of alternative forms of education, nonformal 

adu l t  education, general information, on-the-job training o r  apprentice- , . 

sh ip s  afrd formal vocational-technical  and general education. Although 

o ther  c r i t e r i a  have sometimes been used, the s o c i a l  choice among different 
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I 
types of education seems t o  reduce t o  expected s o c i a l  rate of r e tu rn  

considerations.  

Most schools enhance the productive p o t e n t i a l  of their students a t  

market o r  nonmarket a c t i v i t i e s .  Vocational-technical schools focus on 

preparat ion f o r  a m o r e  narrowly defined occupation than general  

schooling, perhaps requir ing intermediate s k i l l .  These schools frequently 

do not prepare graduates to enter careers that are open ended (Bowman, 

1980) o r  t o  pursue higher education. Vocational schools are, however, 

extremely diverse  in t r a i n i n g  opportuni t ies ,  durat ion,  and quality of 

5nstruction. 

The following f i v e  f a c t o r s  have been gleaned £ram t he  l i t e r a t u r e  

and spply  t o  considerzt ions  on educational  a l t e rna t i ve s .  

1. General. sk i l l - s ,  e. g., math, language, science,  can be inost 

e f f i c i e n t l y  obtained before adulthood in schools; specialized 

skills can b e  efficiently acquired through on-the-job training 

i n  firms or some type apprenticeship.  

2.  Vocational-technical t r a in ing  seems to be an e f f i c i e n t  source 

o f  dtermediate level s k i l l  in many developiq countries. 

3. High level t echn ica l  schooling may not be s o c i a l l y  e f f i c i e n t .  

Schooling i n  high l e v e l  t echn ica l  d i s c ip l i ne s  is s o c i a l l y  

m o r e  expenstve i n  terms of faculty, l abora tor ies ,  and equipment 

than general  schooling ( P s a ~ h a r o ~ o u l o u s ,  1982) .  Thus, technical  

education must produce l a rge r  income streams than geners l  
I 

education i n  o rde r  t o  have the same rate of return. 
I 

4 .  In  an economically and technica l ly  dynamic socie ty ,  basic 

campetencies or  the s k i l l  t o  l e a rn  n e w  th ings  quickly a r e  scarce  



s k i l l s .  Thus, t he  importance t o  developing countr ies  of qua l i t y  

basic education a t  t h e  primary and seeondary level cannot be 

overlooked. 

5. In  a modern economic environment, decoding and d i s t r i bu t ing  

information m y  have a high social payoff. The c r i t i c a l  f a c t o r  

is t h a t  the information must be useful  to fanners and households 

i n  b e t t e r  a t t a in ing  their pr iva t e  obj ecrives. 

Training of Scientists and Other Highly Educated Individuals 

An early concern of AID and some o ther  donor agencies has been the 

l imi ted  capacity in developing countr ies  to p e r f o m  development policy 

analysis a t  the macro-economic and sector level and project planning. 

A later concern has been the l imited capacity t o  take advantage of 

technology and s c i e n t i f i c  discoveries i n  other  countries, It became 

apparent by the mid-1970s t h a t  an e f f ec t ive  national research system 

msr 'navs s ign i f i can t  research capacity in order t o  successfully 

screen, borrow, and adapt s c i e n t i f i c  knowledge and technology t o  their 

own resource and i n s t i t u t i o n a l  environment (section 9 . 2 ) .  

AID and other  donor agencies have invested s ign i f i can t  amomts of 

funds in to  graduate education. This has taken the  form of ass i s tance  t o  

graduate educational t r a in ing  i n  recipient  countries (e. g. , vf sit ing  

schof ars, general institution building) and t o  funding students for 

t r a in ing  i n  other  countries,  primarily the  donor country-part icipant 

rra-ing (Phillips, 1976). Some resources i n  s c f e n t i s t  t r a in ing  and 

research are extremely scarce, especial ly  in areas where the frontiers 

of knowledge are being advanced rapidly. T h i s  suggests t h a t  careful 

consideration m u s t  be given t o  the locat ion of training (and research) 



programs. There is a l s o  a s t r o n g  b e l i e f  t h a t  i n s t i t u t i o n s  i n  the developed 

coun t r i e s  have a comparative advantage i n  training scientists  f o r  developtng 

c o u n t r i e s  r a t h e r  than i n  developing technology-oriented research for them 

(Chapter 91,- " However, the  economic analysis of ( a l t e r n a t i v e )  scientist 

and profess iona l  t raining approaches i s  a neglected area. The small amount 

of work that has been done has focused l a r g e l y  on t h e  b r a l n - d r a b  issue 

(Grubel and Scott,  1977; Glazer, 1978).  

It is well known that the size of the labor market expands as individuals 

obta in  higher levels of schooling (Becker, 1975). Furthermore, ind iv idua l s  

f requen t ly  find t h a t  they can increase their p r i v a t e  r e t u r n  by inmigra t ing 

t o  anorher country. During t h e  1 9 6 0 ~ ~  the net flow of highly educated 

individua3.s was largely from Europe t o  the  United States. Nore recent a 

concern has risen about immigration f r o m  developing countr ies .  The 

magnitude of t h i s  immigration may be significant but it is not  well 

documented because of poor recorders  on border crossings (Gmbel and 

Scott, 1977: 4 ) .  'However, to the extent that developing countries avoid 

over inves t ing i n  higher education, they should be able t o  reduce the net 

loss  of highly  s k i l l e d  ind iv idua l s .  More research is needed, however, 

on this so-called brain-drain issue. 



Although development assis tance agencies and some national gmwmments 

were slow t o  recognize the importance of investments i n  education, educa- 

tion and other  forms of human resources a r e  now generally rece3ving high 

p r i o r i t y  i n  developing countries.  The ro le  f o r  external assis tance is to  

invest i n  high payoff human resources in  less developed countries tha t  

have a l imited political-economic capacity t o  mobilize resources for 

economic growth and productivity. Following t h i s  policy, development 

assistance agencies may be able t o  have a s ignif icant  impact on economic 

growth with their modest sized budgets. 

Investments in  hunan resources change the quality of human time, and , 
-, i 5 

a la rge  body of accrrmulated evidence shows that these investments have 

e f f e c t s  in labor markets, agricul ture ,  and households. Economic analysis 

performed d u r i n ~  t he  1970s of the ef fec t  of investments in education bn 

market ezzcr~3:gs 2a developing countries shows : 

1. Tbs social rate of return t o  education is highest at the I 
primary level and declines for higher levels of education. 

2 .  The social rate of re turn t o  education i s  lower than the  I 
private  rate of return at all l eve ls  bu t  the dkfference 

between the  t w o  are relatively large for higher education. 

These private vs. soc ia l  r a t e  of return differences may 

explain the  relat ive overinvestment in  higher education 

i n  m y  developing countries. 

3. The average soc ia l  r a t e  of return t o  investments i n  

education a t  any of the three leve ls  is re l a t ive ly  high and 



seems l i k e l y  to  compare favorably with expected returns 

on a l a rge  c l a s s  of alternative inves tment  projects. 

In t h e  early years,  schooling for rural peop le  received low p r i ~ . r i t y .  

It is now clear t h a t  the productivity of farrners\ducation 1s very l o w ,  

perhaps zero i n  a t r ad i t iona l  environment. Bowev2r, 5n a modem techni- 

cally dynamic envi.ronment, farmers' education increases agricultural 

produc t iv i ty  s i gn i f i c an t l y .  Thus, the j o i n t  investment 4r! agricultural. 

research,  agricultarai extension, and farmers'  educarion should be  given 

high p r i o r i t y .  

Recent e~rdence  shrw-3 t\3t education f o r  women has s ignZficant  effects 

oa kousehoEds. Tncrzzsirg wemen's school in^ reduces child mrtaliey and 

lmi3..g ~ i a e  b~:"r,r:reases chafr Labar force participarion rate, Although 

. 
eclci-ai. rnr:.-s ef returr i  for the nenrxzxket effects  h a ~ e  not been estimated, 

s d ~ c & b ~ - . ~ . - ~  Zor PGWE s l t w l d  ire p a r t  of h i : ~ ; i ~  .,-csowrr:e ass i s tance  progrms, 

Except f o r  agricultural exterisj,oa, rel , irfvely l i t t l e  i s  known 

about the  s o c i a l  rate of return t o  irxvest:i,e~ts tn nonfo-1 ed~caticn.  

More research is needed. 

Development as s i s t ance  f o r  graduate educatfon in both donor ard 

recipient countries has been sizeable. We, however, know r e l a t i v e l y  

l i t t l e  about the economic benef i ts  co deve lop ing  countr ies  f rom these 

e f fo r t s .  Have these  investments significantly improved the quality 

of development planning ana ly s i s  or of the productivity of (agricul tural)  

research in developing countr ies?  A relared issue i s  :he unknown s i z e  and 

c o s ~  to developing countries of human resources thz t  p~rmanently emigrate 

t o  developed countr ies  . 



Footnotes 

&/u. S .  governmental foreign assistance to  education w a s  scattered among 
several agencies before AXD was organized i n  1962.  

Z/~he World Bank inade its first educaticnal loan i n  1963. By 1980 it had 
funded over 200 educational develapment projects.  World Bank lending 
priorft ies  are cu r r en t l y  focused on primary and nonfolmal education. 

' 'The levels  are primary graduate vs  . i l l i t e r a t e ,  secondary graduate vs . 
primary graduate, and higher education graduate vs. secondary graduate. 

AiT.here are some objections t o  rate of r e ru rn  computations for educafirn: 
(1) Measured returns to education are heavily based upon earnings data. 
Individuals allocate only part of their time to  working for a wage and 
education mTght Tncrease the  product iv i ty  of nonmarket time. Also, wage 
rates in noncompetftive 'sectors ~ a i g h t  be determined by some arbLtrary 
rule.  (2)  Nonschooling chararkanistics of individuals, e. g. , abilfty,  
family background, motivation, are the primary determinants of quality 
of labor services rendered. (3)  Schooling is aonproductive in  t h e  sense 
of only screening o r  cer t i fy ing  pre-existing skills. A growing body of 
evidence suggests  that (2)  and (3 )  are not serious problems. (Summaries 
appear in Bornan (1980) and Psacharopoulous (1981)). In p r i n c i p l e  adjust- 
ments could b e  made for dgficiencies stated in (I). 

r'fJhen pzrcentage changes in output are weighted by the reciprocal of the 
stzndard error to azjust for d i f f erences  in  the re l iab i l i ty  of the 
estimated coefficfent of education, 64 perceat of the increases are 
betwe- 4 and 12 percent. 

d/The weighted average percentage increase is 7 . 4  percent (Jamison and 
Lau, f 982: 45)  . 

1 / ~  environment was idenr LL li?d as traditional if i t  included primitive 
t e c h n ~ l o g y ,  traditional farming practices and crops, znd l i t t l e  reported 
exposure t o  new methods. An environment w a s  identified a s  modern if it 
included availabi l i ty  of new crop varieties, innovative planting methods, 
erosion control, and the avai labi l i ty  of modern inputs such as 
f e r t i l i z e r s  , insect i e i d e s  , and tractors or machines (Jamison and Lau, 
1982: 38) .  

' ~ e t w e e n  1960-64 and 1975-79, the number of Ph.D. degrees awarded in 
f i e l d s  associated w i t h  agriculture and home economics by U.S. land-grant 
u n i v e r s i t i e s  t o  foreign students increased by 240 percent (Nat Tonal 
Academy of Science data). The share of ?h.D.s awarded to fore ign 
students have a l so  increased over this perfod by 6 percentage points. 
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The Impact of Internationai Population Assistance 

International population assistance is a re la t ive ly  

recent phenomenon. It is limited in amount, narrow in 

scope, highly controversial, aild i ts .  impact varies. In 

global  terms, this assistance can be said to have had a 

substantial impact on population policy, a marked but 

varying impact sn family planning programs, and on ly  an 

indirct impact on fertility i t s e l f ,  In  terms of specific 

bilateral cases, population assistance activities can show 

some af t h e  most  striking successes and smashing failures to 

be found anywhere ir che field of foreign assistance. 

fn what follows we shall begin with a general 

description ~f the character and amount of international 

population assistance, This is . a  necessary prelude to 

considerations of i t s  impact, The issue of impact will be 

seen to be as difficult to deal with, both conceptually and 

empirically, as it is for other  sectoral programs. 
, , 

Nonetheless, we believe t h a t  a general judgement of positive 

impact is warranted. 



8 - 1  General Characteristics 

Recency .  Internat ional  economic development 

zssistance has been a prominant element on the world scene 

since the end of World War 11. During this 38 years the 

world's industrial nations have developed a wide range of 

activities to channel billions of dozlars in grants, loa-ns 

and technical assistance to virtually all of the world's 

less developed countries. 

~opulation assistance is of much more recent origin.  

The International Planned Parenthood Federation, the 

Population Council, the Ford Foundation, and the  Swedish 

government, began to provide small amounts of a s s i s t a x e  t 

population activities only in the late 1 9 5 0 ~ ~  Neither the 

United S t a t e s  nor the United  ati ions provided funds for 

population activities in technical assistance until 1966. 

Even then, initial efforts were modest in amount and limited . 

to a few nations. The real expansion in funds and 

activities has o n l y  come in the past decade, Thus the depth 

of experience in population assistance is far  less than it 

is in all other sectors 

Amount Since its very small beginnings in the . . 

mid-1950s, total international population assistance has 

totalled no more than 4 billion dollars. it currently runs 

j u s t  under $500 million per year. By contrast,  total 

economic assistance d u r : q  the past 38 years has arnaunted to 

about 400 billion do: z r s ,  and currently is just above $20  

billion per year.  T h u ~  3tal population funds constitute 



o n l y  about 1 percent of a l l  economic assistance, and 

currently run at about 2.5 percent of tota l  annual economic 

1 / assistance.  - 

Population assistance has grown rapidly in the past 

decade. Up u n t i l  1975 t o t a l  assistance amounted to  only 

about 1.5 billion dollars. Thus more than half of all 

international population assistance has been allocated in 

the past 5 to 7 years. T h i s  makes an assessment of impact 

more d i f f i c u l t ,  since there has n o t  beefi sufficient t i m e  to 

see how mature programs work in a variety of sett ings  and 

what e f f e c t  they can have. 

I n  its source, population assistance resembles the 

general pa t t erns  of overall development assistance. The 

United States has been the  largest s i n g l e  donor, but its 

proportion of total ass is tance  has gradually declined over 

t he  past decade or more. A s  i n  the r e s t  of development 

assistance, the great  majority of funds comes from less than 

a dozen i n d u s t r i a l  countr ies .  Between 1965 and 1980 the 

United States provided about 55 percent of all population 
.I 

assistance, Sweden has retained a second place with only 10 

percent. Seven other countries together have provided about 
1 
I 

one-quarter of the total, In descending order they are I 
.I 

Norway, Japan, The United Kingdom, Canada, The Netherlands, ;I 
I 

2' More recent ly  Australia has west  Germany, and Denmark.- i 
increased i ts  population assistance substantially and in 

. ,  1 
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percent of all its development assistance to population 

3/ activities,- 

The relatively small number of countries providing 

population assistance simplifies some of the accounting 

problems. First the OECD and more recently the UNFPA have 

undertaken annual assessments of ell populatin assistance. 

The UNFPA has been especially effective in developing a 

standard accounting framework for population assistance, but 

this has not solved all of the conceptual problems. 

Basically, we are left with accepting as Rgopulation 

assistance" whatever donor nations record as population 

assistance. Some years ago the 8EC3 recommended that more 

precise accounting of the amount and impact of population 

assistance should involve counting funds received by the 

host countries, but there is as yet no systematic procedure 
4 /  for this accounting. - 

See= - About two-thirds of all international 

population assistance has gone ta support national family 

planning programs in t h e  less developed countries, This has 

involved the provision of equipment (such as vehicles and 

surgical instruments), contraceptive supplies, and some 

recurrent program costs (staff salaries, training, and 

international travel). Biomedical research (in search of 

better contraceptive methods), basic data collection 

(support for national population censuses and population 

surveys), an? information-education-communication activities 

have actounte;3 for most of the rest. Small amounts have 
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been allocated consistently to basic social science 

rerearch,(especially on the determinants of fertility) and 

to conferences and promotional activities aimed at producing 

more effective population policies. 

The mix of activity support has followed trends 

determined largely by the stage of policy development of 

individual host countries. For cour l t r ies  with official 

antinatalist policies, external funds have gone l arge ly  to 

support national family planning programs. For those 

without such policies, assistance has gone for basic data 

collection, s o c i a l  science research and policy analysis. 

These conditions have varied markedly by region. For 

example, Asia  had already experienced the development of 

antinatalist policies and family planning programs prior to 

the surge of international assistance. Thus family planning 

has absorbed the great majority of population funds since 

the beginnings of assistance programs to ~ s i a .  In the ear ly  

1 9 7 0 f s ,  before most Latin ~merican countries had made 

antinatalist pslicy decisions, assistance there went largely 

to basic data collection. After the policy decisions were 

made, by inid-decade, family planning came to account for 

more than half of all population assistance. Today, t.he 

great majcrity of assistance to Africa goes for basic data 

collection, for the population censuses and surveys that 

w i l l  provide the information on which it is hoped fertility 

5 / limitation policies will be based.- 



One deviation from this pattern is found in the case of 

China. Antinatalist policy was proposed in China following 

its first Communist census of 1953. For the next twenty  

years the policy vacillated between anti- and pronatalism, 

following ideological swings from industrialization to 

revolutionary Since the early 1970s China has 

pursued a vigorous program of fertility-limitation. This 

was a11 done without international population assistance,. 

Only recent ly  has China become a major recipient, and a 

major item of current support is for China's population 

ce, sus. 

Thus the major emphasis on support for family planning 

programs facilitates the assessment of the  impact of foreign 

assistance, but t h e  distinct regional dif feren.ces caution 

against any single global evaluation. 



8.2 Controversy and Ambivalence 

International population assistance has always been 

surrounded with a great deal of controversy, Until 1966 key 

Western nations blocked the inclusion of population in 

United Nations technical assistance programs, and the United 

States government refused to provide assistance for 

fertility-limitation during the same Even a f t e r  

the UN and the US decided to provide assistance for 

population activities, controversy continued and. at points 

increased. It surfaced clearly in t h e  1974 Bucharest World 

Population Conference, where Third World nations resisted 

the family planning programs being promoted by Western 

nations, and argued that "development is the best 

contraceptive," The major Lines of the debate over 

population assistance have followed "development versus 

family planningw lines f o r  demand versus supply lined. 

Third World countries argued that development alone would 

bring about the needed limitation of fertility and that a 

New International Economic Order was needed rather than 

family planning programs to address the problem of rapid 

8 / population growth.- 

At this time the controversy has largely subsided. 

Both donors and recipients recognize the urgency of the 

problem, and both recognize t h a t  socioeconomic development 

and family planning programs can play complementary roles in - 
changing reproductive beavior. Both also recognize that 

many forms of development assistance have direct and 



indirect impacts on population growth-and fertility. There 

is still some ambivalence, however. Sweden has recently 

considered curtailing population assistance. It appears 

uncomfortable supporting fertility limitation in the Third 

World at the same time that it pursues pronatalist poiicies 

at home .- " In the United States population assistance has 

come under attack from groups opposing abortion, despite the 

fact that US population assistance does not include abortion 

assistance and deliberately distances itself f t ~ m  abortion 

aspects o f  the national family planning programs it does 

support. 

Controversies over population assistance programs also 

arise in recipient countries with multi-ethnic populations. 

Such populations experience political tensions when 

different ethnic groups fear that fertility-limitation 

l o /  policies arc aimed at altering e t h n i c  balances.- 

International assistance programs inevitably get involved in 

these domestic controversies, 

These patterns of controversy and ambivalence present a 

generalized obstacle to international assistance programs. 

They inevitably affect the level and type of impact 

assistance programs can have,  That is, it can be expected 

that, other things being equal, population assistance 

programs will have greater positive impact in honogeneous 

than in multi-ethnic populations, or that they will have 

greater '  impact where controversies are less salient than 

where they are more salient politically. These are o n l y  



b r i e f  illustrations of the difficulties in assessing the 

impact of foreign assistance. Unforeseeable, exogenous 

conditions affect the fapact of a i l  forms of international 

assistance, but they are especially troublesome in 

population assistance, due to the controversial nature of 

the  problein. 
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~ssessing the Impact 

Assessing the impact of international population - 

assistance presents a number of thorny conceptual issues on 

both t h e  input and output sides, On the input side we 

could, for example, include the full range of economic 

dssistances. Health, education, agriculture and industrial 

development assistance programs all can be seen to have an 

On the output side population impact on population,-- 

.planning could include policies and programs related to 

12' Tracing fertility, mortality, migration, or distribution.- 

a l l  of these connections would be a herculean task, even 'if 

it were possible, and it is certa in ly  beyond the scope of 

this chapter. We shall simplify the problem by focusing on 

the impact of international population assistance on current 

national policies to limit fertility. 

Even this simplifying orientation does not eliminate 

all problems, however. There remain accounting problems an 

the i n p ~ t  side, conceptual problems on the output side, and 

strategic problems in determining impact. On the input 

side, the lack of standardized accounting practices means 

that there will be errors in counting population assistance 

r e s o u r c e s .  A few exampies must suffice to illustrate the 

range of problems involved. Prior to the establishment of 

international population assistance programs, resources were 

provided for population censuse s ,  bdt were not counted as 

population assistance. Now they constitute a distinct 

accounting category, and in some cases t h e  amount is 



substantial. The links between census assistance and the 

desired outcomes on which impact is assessed are not  a t  all 

clear, yet the census assistance will be part .of the data on 

which judgements are based. I t  does n o t  seem likely, f o r -  

example, t ha t  t h e  census assistance currently provided t~ 

China will have a d i r e c t  impact on fertility-limitation 

programs or on fertility, but those funds w i l l  still be 

counted as inputs against which to assess impact. 

A similar inflation of population assisttinee is seen in 

the World Bank loans for population activities over the past 

decade. For t h e  most par t  these are loans for the 

construction of primary health care facilities. Thus they 

support a wide range of activities, not all of which affect 

population programing directly f:r significantly. I f  these 

funds are counted in the impact assessment, assistanc,e 

programs will appear far  iess cost-effective than i f  t hey  

are excluded.  There are many similar accounting problems on 

the donor side, all of which argue for  some caution in 

assessing the impact of international population assistance. 

On the output side, fertility-limitation programs must 

be disaggregated into three major components if  we are t o  

gain some understanding of the impact of foreign assistance. 

First, there is the process of policy formulation, marked by 

the adoption of an antinatalist, or fertility-limitation, 

p o l i c y g '  Second there is the organizational iorp lementa t ion  

of t h a t  'policy, marked especially in the formation of 

national family planning programs, but also in such l ega l  



chaages as removing restrictions on contraceptive import and 

distribution. Finally, there is the impact on fertility, 

which is usually assessed in any of three ways. Family 

planning programs work first by recruiting acceptors for the 

new contraceptive methads. Program acceptors, along with 

acceptors of non-program methods (either market 

distributions, or the use of some traditional fertility- 

limiting behavior*' affect the prevalence rate, or the 

proportion of eligible couples who actively practice 

contraception. Finally, there is the impact on fertility 

itself, which can be assessed by a variety of statistics 

(the decline of the crude birth ra te ,  CBR, or the total 

fertility rate, TFR, for example). 

All of these  steps in the process vary in such things 

as timing and strength, and foreign assistance can be 

assessed against any or all of them. The steps in the . 

process are causally connected theoretically, empirically, 

and intuitively. Thus the impact on any one of the steps 

could  be expected to have an indirect impact on steps 

further down the l ine ,  That is, an impact on policy can be 

expected to have indirect impacts on both program formation 

and on fertility decline; an impact on programs alone can 

be expected to have an impact on fertility decline as well. 

The connections between the steps are not fixed, however, 

and there is much room for variation. A s t r o n g  policy 

statement might he followed by very weak programmatic 



action; or a strong program might turn out to have little 

new or independent impact on actual fertility. 

The causal connections are ,  however, theoretically 

clear and established, policy decisions affect large scale 

public health programs as well as some aspects of private 

market distribution. An official decision for  .an 

antinatalist p~licy can open both networks to the fLaw of 

modern contraceptives; a negative decision can keep these 

networks more or less closed. When a policy decision is 

made it becomes possible for administrators to construct 

programs and fat foreign governments to engage in direct 

technical assistance for program support. Thus policy 

formation does make a difference. This also implies that 

foreign assistance that helps t o  establish a fertility- 

limiting policy can also be credited with some indirect 

impact on fertility. 

The linkage between family planning programs and 

prevalence rates or fertility decline has been the subject 

of much ideological and methodological debate, and some 

measurement. The evidence at present supports the argument 

t h a t  programs do have an independent, significant impact on 

fertility decline, largely through reaching populations that 

are typically isolated by terrain, by poverty or by 

Tbe strategic problem in that of establishing the link 

between foreign assistance and population policy, programs 

or fertility decline. It is not sufficient, for example, to 



show that family planning programs have an impact on 

fertility and then to argue that since foreign donors 

assisted' the programs they should be credited w.ith some 

positive impact. A brief example can illustrate the dangers 

of this ' n o t  uncommon line of reasoning. Rosenzweig (19812 

reviews micro-level studies In India and Columbia, which 

"...indicate that where family planning is present fertility 

and child mortality are r ~ d i l c e d . ~  Before foreign dongrs - 
t ake  comfort from this, however, it is useful to review the 

Population Council (Williamson, 1982)  experience in Bohl in 

the Philippines. In that case an integrated family olanning 

and maternal  and child health project  had no impact on 

fertility and even experienced an increase in infant 

mortality. Since this program was almost completely 

foreign-designed and funded, it wouid be possible to 

conclude that foreign assistance had either no, or a 

negative impact. 

We do not support this conclusion, but it does caution 

us to focus specfically on the link between foreign 

assistance and population programming. We shall proceed by 

reviewing general  arguments, a cross-national study and 

spec;fic country program evaluations to determine what can 

be said about the impact of foreign population assistance, 

We shall also confine our observations largely to Asia .  

There have been very few serious attempts to examine 

the impact of foreign assistance on - t h e  overall process from 

policy formation to fertility decline. The OECD has 
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provided a series of excellent reviews of international 

population assistance, beginning with t h e  results of an 

irternational conference in 1968,- 16' Its reviews discuss 

overall problems of such assistance with sensitivity and 

clarity, u they do not undertake systematic and 

comprehensive assessments of its impact. In 1979 the 

Australian National University's Development S t u d i e s  Center 

produced a volume on international aid, in which Gavin Jones 

explored international population assistance. This provided 

an historical rev iew of the controversies and the flow of 

assistance, and made a spirited defense of such assistance, 

I t  d i d  n o t ,  however, provide a systematic assessment of the I 
impact of that assistance on population processes. A series 

of morE critical assessments of population assistance has 

been put  forward by Dernerath (19761,  and Bondestan and 

Bergstrum (19801, but t h e s e  are more ideological than 

systematic attempts to assess impact. 

Neas and Ando (forthcoming, 1983) have developed a 

path-analytical model of the policy-program-fertility 

process for 21 Asian countries, which speaks to the issue of 

foreign assistance impact. Some of their results are shown 

In the two path models in figures 8.1 and 8 . 2 ,  They have 

developed what they call a political-ecological perspective 

on the process of population change in Asia. This leads to 

the assessment of both  political an3 ecological impacts on 

t h e  three  part process n f  policy for~ati-7, program 

implementation and fertility decline. They haere argued that  
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f o r  Asia this process was driven largely  by internal 

national conditions, with little direct impact from fo re ign  

assistance. The path diagram in figure 8 . 1  shows the 

outcome of the statistical estimation o t  their hypothesized 

process. This supports the view that  t h e  s t rength  of t h e  

political-ad~inistrative system combines with populstion 

density to affect che timing of the antinafalist policy 
171 

decision.- The strength of the family planning program, or 

policy implementation, was determined by t h e  timing of the  

policy decision combined with the l eve l  of socioeconomic . 

develupment;-- 18' Finally, the rate of fertility decline was 

determined by the s t r e n g t h  of the family planning program 

combined with the level of socioeconomic development, 

Into this basically closed-system, national model, Ness 

and Ando added a measure of foreign population assistance. 

This was the total amount of population assistance received 

from a l l  donors b e t w e e n  1965 and 1975 ,  divided by the 

population of the receiving country. The data shown in 

figure 8.2 support the following interpretation, Strong 

political systems in Asia came to antinatalist decisions 

largely from i n t e r n a l  efforts to promote economic 

development and social justice. They mobilized resources 

internally and had a substantial impact in the direction of 

reducing fertility and population growth, The waker 

political systems relied more on external assistance, which 

flowed more freely after the nations themselves made their 
I 

I antinatalist policiy decisions. The foreign assistance also 
t 



had some impact directly on fertility decline, though 

actually how this worked is still uncertain. Foreign 

assistance had a positive, but quite weak, impact on family 

planning program strength. (The regression coefficient from 

fareign assistance to program s trength  in figure 8.2 is I 
positive, but it is n o t  statistically significant.) 

In effect, foreign population assistance supported what 

the stronger political systems were already doing i n  the way 

of fertility reduction, and it helped the  weaker systems do I 

I 

what they were not fully capable of doing themseives. This 

is, to be sure, only one of a number of possible 

interpretations of the results of the multiple regres9ion 
\ 

analysis, 5ut it was supported by more detailed examination 

of cases identified as  multivariate o u t l i e r s .  It cannot be 

taken as fully conclusive, but it is one of the few attempts 
I 

to develop a theory of foreign assistance and population 
I I 

planning-and to test the theory with quantitative data. i 
Other assessments of the impact of international i 

ass i s tance  rely more on specific case analysis. They tend I 

however, to focus on the more successful cases, showing how 

they have become successful, rather than on the causes of 1 
the equally iapressive failures. Two studies in Southeast 

19/ A s i a  can illustrate the positive side of this argument;-- 

An ASD evaluation of the ~ n d o ~ e s i a n  program ( ~ e i b y ,  Ness, 

Pillsbury, 1979) was specifically concerned with the AID I 
impact on that program. The evaluation accepted the general 

evidence that the Indonesian program had indeed had a 1 
/ 
5 , ~ ~ c  



positive impact on contraceptive use and a depressing impact 

on fertility, primarily in East Java and Bali, It found 

that  US AID had developed a low profile program in* Indonesia 

that supported the efforts of local  elites to move the 

program out from its clinic base to the village. AID'S 

major contribution was in developing an administrative 

process that moved money rapidly from Jakarta to the 

provinces, thus stimulating local leadership and initiative, 

which adapted the general aims of the program to local  

conditions, For a variety reasons tha t  now appear largely 

as historical accidents, US A I D  was able  to support strong 

local initiatives to build an effective program. 

US A I D  a l s o  undertook an assessment cf the Thai family 

planning program (US Aid 1980) in which it found some 

positive impacts from the foreign assistance. In this case, 

it appears that it was the AID decision to finance 

contraceptive supplies at a sufficient level so that  they 

could be provided free to the rural poor that was in large 

part responsible for the positive impact. 

Two rhings should be noted from these two evaluation 

reports. First, there was no cumulation from one to the 

other. That  is, t h e  findings of the Indonesian evaluation 

could have been treated as hypotheses to be tested i n  

Thai land.  They were not.  The Thai case constituted a 

separate evaluation, focused on itself. The reports  permit 

inferences to be made, b u t  they missed the opportunity for a 

cumulative and continuous assessment of the manner in which 



foreign assistance can have an impact on fertility and 

fertility decline. 

Perhaps nore important, each evaluation shows that the 

foreign assistance encompassed a wide variety of activities, 

including long term tra in ing  of local s t a f f ,  support for 

loca l  planning, operational and research institutions, and 

program support closely tailored to the immediate needs of 

each country, Both countries had the advantage of having 

foreign and local  staff who were techriicably competent and 

strongly conmitted to producing success in program 

performance. In neither case w a s  the support short-lived, 

nor d i d  it produce quick r e s u l t s .  F u r t h e r ,  it was in both 

cases merely one element in a large program of support for 

development activities, although it was in 30th cases a 

specialized type of support for family planning. 

A similar evaluation of the Philippines family planning 

program (Family Health Care, 1977)  produced less hopeful 

results from t h e  perspective of fore ign  assistance. Again, 

the cumulative and comparative potential of the evaluation 

was not realized, as the evaluation focused only on the 

Philippines. It found that the family planning program 

itself was deficient in leadership, management, and impact 

on the rural poor. It could also have noted, however, that 

this failure occured despite the massive amounts ~f foreign 

assistance Philippines population planning had received. 

Ness and Ando; for example, found that between 1965 and 

1975 the philippines received more absolute funds, and far 



more peecapita funds than either Thailand or Indonesia. The 

failure in the Philippines alongside the successes in 

Indonesia and Thailand have gone unanalysed in the agency's 

evaluation studies, They do, however, fit t h e  theoretical 

arguments and empirical analysis Ness and Ando have 

provided. In effect, this argues t h a t  foreign assistance 

has little i f  any real initiative power. I t  can help strong 

programs that are supported by political leaders, but it 

cannot produce either t h e  program strength or t h e  program 

support by itself. 

The Philippines program provides additional experience 

on the conditions of both success and failure in 

international population assistance. US AID was among many 

donors that has often urged the Philippines to move its 

program out from the clinic to the village, Donor 

experiences in Indonesia and Thailand were in this case 

being deliberately transplanted to the Philippines. The 

external stimulus supported Filipino elites who were a l so  I 

convinced of the necessity of providing services at the  

village level. The r e s u l t  was an "outreachm program 

modelled on the successful Indonesian program. Put in place 

in 1977, the outreach program has shown some striking 

successes. (Laing, 1985, Herrin and Pullurn 1981) Service 

provision was overcoming barriers of distance, cost ,  and 

fear and ignorance. Cont racept ive  prevalence rates 

increased in many areas and even where they were not rising, 

use was shifting from less reliable to safer contraceptive 



methods. Foreign donors played a substantial role in 

supporting Filipino elites who wished to see higher levels 

of program performance, and foreign donors paid a large 

share of the cost of the outreach program.- 'O' It appeared 

that after 15 years of assistance, foreign donors were 

beginning t o  show a substantial impact on the problem of 

Philippines population growth rates. 

Success proved elusive, however, Early in the next 

decade, top level political and administrative changes that 

turned out to be decidedly antipathetic to family 

From 1982 the budget of the Population planning .- 
Commission was cut, drast ic  leadership changes proved highly 

disruptive, and serious attempts were made to turn the 

orientation from family planning service provision to 

primary and secondary level population education programs. 

Here again the controversial nature of population programs 

has raised substantial obstacles in the way of effective 

programming. Foreign donors can claim some credit for the 

advances in policy and program made during the last half of 

the 1970s, but it would he inaccurate to bold them 

responsible for more recent  set--5,  cks .  

Lacking more comprehensive a~rd d e t a i l e d  analyses of the 

impact of foreign population assistance, we can only suggest 

the ways in which t h i s  assistance can have an impact o n  the 

three stages of population planning. I f  this cannot produce 

definitive statements of impact, it can at  l e a s t  establish a 
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set of questions, or an evaluation agenda, that would move 

in this direction. 

The first problem is that of promoting the formualtion 

of an antinatalist policy decision. There has been a great 

deal of relatively modest and inexpensive activity in this 

direction. Support for international organizations, like 

the United Nations with its full schedule of conferences 

constitutes perhaps the most  dramatic type of policy- 

promoting activity. Even the internal decisions that were 

made in A s i a  were strongly supported by international 

assistance to development planning activities in general and 

to the regional (ECAFE and ESCAP) organizations tha t  

convened conferences  and technical  meetings on t h e  planning 

process. As development planning matured, it almost 

inevitably produced decisions for fertility-limitation 

activities. This has been true  in capitalist, socialists 

and mixed political economies, 

Before the UN and the US became major popul~tion 

donors, the role of promoting policy decisions was played 

with intelligence and sensitivity by the private 

foundations. The Ford, a n d  Rockefeller F o u n d a t i o n s ,  

t h e  P o p u l a t i o n  Council, and the International 

Planned Parenthood Foundation all played active roles, They 

, convened small meetings of national elites, produced papers 

identifying t h e  implications of rapid population growth, and 

provided support for the travel and study of decision makers 

from the high fsstility nations. Comparable roies are being 



played today by international agencies in AID' a " ~ a p i d "  

projec t  and the UN's Parliamentarians project. These are 

part of a wide variety of travel, conference, and training 

projects that have their impact primarily on the current  and 

f u t u r e  elites of the high fertility nations. The funds 

involved a r e  small, but the impact appears t o  be 

substantial. I t  should be noted, of course, that the impact 

now o n l y  appears to be su~stantial. There has been no 

systematic evaluation of the processes of po l icy  formation 

that  can establish the type and amount of impact coming from 

international population assistance. 

A more definitive assessment of the impact of foreign 

assistance on palicy formation is rendered more complicated 

by the fact t h a t  the relationship between foreign assistance 

and policy formation flows strongly in both directions, 

Foreign assistance t o  s t r a t e g i c a l l y  placed elites has 

produced some policy decisions, but those policy decisions . 

have also produced or increased the flow of foreign 

assistance to the recipient c o u n t r y ,  Modest support for 

travel and information flows can help to produce policy 

decisions, But then when t h e  policy daeisicns are made, the 

way is open t o  t h e  larger f low of f o r e i g n  assistance to 

support program activities, whith have much larger 

absorptive capacities. 

Foreign ~ssistance can a l s o  h e l p  to strengthen existing 

family planning programs. The most visible form this 



cosmodities constitute a substantial cost  B.2r any national 

program, and shortage of supplies is often an obstacle in 

weak programs or weak political-administrative systems. In 

this case, international population assistance has had a 

positive impact. It is only a slight exaggeration t o  say 

that t o d a y  no national program need experience shortages of 

contraceptive suplies, The world community, or the major 

population donors appear ready to meet virtually any need, 

zither fo r  imports or for assistiing in establishing locai  

production capacities. Here again, the fore ign support is 

available, but can only be r e a l i z e d  when a national program 

management sees the  need and m a k e s  t h e  proper requests, 

in addition to commodity support, foreign assistance 

helps to build facilities (this is especially true of World 

Bank l o a n  assistance), train personnel, provide specialized 

technical assistance { f o r  activities from warehousing to 

serv ice  statistics), to purcahse needed equipment, and 

sometimes even *to pay s t a f f  s a l a r i e s .  

This, then, represents an area in ivhich it should be 

relatively easy t o  assess the  impact of international 

population zissistance. We need only ask how much financial 

support has gone to fami ly  planning programs, for what kinds 

of activities, and then determine whether there is any 

relation between this t y p e  of support and t h e  strength of 

the individual family planning programs. There are, to be 

sure,  intractable problems of distinguishing the impact of 

f o r e i g n  assistance from the impact of domestic support. Our 



impressions at present are as stated above. Foreign 

assistance cannot  reverse major weaknesses in the political 

and administrative system of a given country,  It can, 

however, h e l p  to promote the  implementation of policles the 

national leadership desires to see carried out. It can also 

convince internal elite of the importance of family 

p l a n n i n g .  

Although the number of major donors is small in the 

population field, their numbers and diversity present a 

difficult problem in assessing the  impact of assistance. IE 

individual field situations, there is often a great deal of 

cooperation and colfaboration among donors, but there is 

a l s o  competition and lack of coordination. In either case, 

with more t h a n  one donor, it i s  often difficult to 

distinguish which specific donor actions have been 

responsible for either the successes or the failures of a 

given program. The Indonesian and Thai evaluations cited 

above noted the cooperative action of donors, but d i d  n o t  

attempt to go beyond general statements of relative 

221 impacts ,-- 

Finally, the links from foreign assistance to 

fertility-limitation are especially difficult to identify in 

any systematic manner. There are  many indirect flows that 

arc readily apparent, Assistance tc education tends to 

t 3 in@ f stnafe 3 ~ - 1 1 ~ ) ~ % 1  at  tetldani-e, which ra ises  the age sf 

irrarr iaqt , and the acceptance of contraceptives within 

marriage, and thus  tends  to reduce fertility. The path is, 



however, long and tortuous and many of the  elements are only  

loosely connected. Much the same can be said for health 

assistance, and especially for the type that attacks infant ' 

mortality. Assistance for  sewage, clean and abundant water 

supplies, increased agric~ltural production, or specific 

nutrition programs often have an indriect impact on the 

decline of infant mortality, and this in turn tends t o  

increase t h e  demand f o r  contraceptives. This, too ,  is a 

long a tortuous path with many 'loose connections, rendering 

it almost impossible to undertake a reasonable assessment of 

the impact of assistance on fertility, 
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activities indicated by very specific nat iona l  conditions, 
I 

constitute the type of assistacce that  is useful. Here, 

however, it is m w e  difficult fa r  foreign donors to gain 

leverage. The impact of assistance depends primarily on the  

political will and administrative capacity of the hast 
I 

government. If both  are high, foreign assissance c a n  have a 

substantial impact. I f  both arc low, even large amounts of 

1 fo re ign  assistance can be almost totally withour i~pact. 

c. The tmpact of foreign assistance on fertility is 

far easier to identify when it flows through direct programs 

to reduce rerrility, Foreign assistance to general social 

and economic developmen8 , to health, education, or 

agricultural production cannot yet be shown to have a direct 

impact ~n fertility;- 231 There are,  of course, important aims 

in international development assistance in their own right, 

and need not be defended by reference to their impact on 

fertility. That they are important in their own right is 

indicated by the allocations of foreign assistance. Support 

for agricultural devlaprnent , far health or for education 

have consistently been far greater i n  magnitude than support 

for population programs. B u t  the othzr side of the argument 

is important as well. I f  fertility decline is a policy aim, 

t h e  foreign ass is tnnce  that will have the most direc t l y  

discernable impact appears to be direct assistance to 

fertility l i r t i t a t ion  programing. 



voc tnotes 

- GECD Annual Reviews provide the basic figures. 
The above figures r e  in current dollars, thus they 
overstate consiaerably the magnitude of real  international 
assistance, but the relative shares of total and population 
assistance are n o t  affected, 

2 / - See, Gay1 D. Ness, "OrganizationaI Issues in 
International ~opufation Assistance,'* in World P ~ p u l a ~ t i o n  
and Development ed. Phillip Hauser (Syrause: Syracuse - 
University Press, 19791: 615-49. 

-- 3/ Personal rommu~ication Rafael Salas .  

- 41 R. Hankinson, Po ulation Assistance Asia 
1960-1970 (Paris: OECD, 1972 * 

- 5' See Gay1 E. Necs and ~irlfumi Ando, The Land 
:hrinking: Population PPannin in - Asia forthccrning 
Baltimore: Johns ~ o ~ k i n s  Universfty Eess ,  1983): chapter 

2 ,  for a f u l l e r  analysis of these regional differences. 

6 /  - Ness and Anda, Ibid., chapter 3. However 
muchinternational population assistance can help countries 
develop effective poplation programs,  ma reminds us that 
it can also be done without such assistance. 

1' See Richard Symmnds and Michael Carder, - The United 
Nations and the Population Question, (New Y ~ i k :  FTc Graw 
Will. 1 9 7 r  and  aso on L. F i n k l e  and Barbara 3 ,  Crane, "The 
~oliiics of Bucharest: Population. Development and the New 
International Qrder," Population -- and Development Review 1, ? 
(September 1978)  

See Stephen Isaacs, Pc u'ation Law and Policy (blew 
Pork: Xunan Sciences Press  -eemly chapter 2, 
fo r  a gasd review of the debate. Finkle and Crane (1978) 
also providea sobering review of the West's narrow family 
planning focus at BucFarest, 

On Sweden's domestic policies see Alison Mclntosh, 
(1983) .  

- lo/ Ethnic-political tensions relevant to papillation 
poiicies are reported, inter alia, in India (Frankel  19773, 
Sri Lanka (UN, ESCAF, 19761, and Malaysia ( ~ e s s ,  1976). The 
list could easily be expanded. 

- li/ Various development assistance program have an 
impact on fertility, for example, through raising levels of 
saciaecanomic development. (Rosenzweig, 7981).  They also 
ave impact on mortality, but these are generally considered 



as resul ts  of health programs. Few development programs 
attempt to aff,ect migration and distribution. 

12/ - See Finkle and McIntosh (1979)  for a good 
- 

discussion of the many meanings of population policy. 

- 13/ I t  is important to recognize the profound policy 
revolution that this represents. Virtually all governments 
throughout huaan history have been pronatalist. Thus the 
recent shift to antinatalism as official policy represents a 
revolutionary change, There is also something sf a 
revolutionary character in the focus on reducing marital 
fertility. In the past,  whenever the communi tyor the  
government attempted to regulate population growth, it was 
usually either by encouraging outmigration or restricting 
marriage; almost never by direct intervention into msrital 
fertility, 

141 -- In a number of countries the U S ~  of such 
traditional methods as withdrawal or abstinence constitutes 
a substantial proportion sf the couples practising 
contraceptive behavior, 

- 15/ See, for example Freedman and Berelson (19761, 
Berelson and Mauldin (19?8) ,  Srikantan (79791, Rosenzweig 
(1381)  and Ness aria Ando (forthcoming, 19833 for evidence of 
program impact. See also, however, Hernandez (1989)  for a 
dissenting opinion.  valuations of programs in Indonesia 
(~eiby, Ness, and Pillsbury, 1979) ,  Thailand (US A I D  9'980) 
and even the Philippines BLaing, 79819 show c l e a r l y  that 
moving family planning outlets to the villages and dinectip 
reducing the costs  of contraceptives w a s  in large part 
responsible fo r  the increase in acceptors and pdevalehee 
rates. 

16/ - OECD, Development Center, Population Assistance 
and Research, proceedings of the First Conference of the - 
Development Center  (Paris: OECD, 1968 ) .  The most recent 
review was prepared for a conference in November, 1982. 

I?/ -- The measure cf political-administrative system 
strength used an expert-completed grounded coding device, 
combining three different dimensions, which had been 
identified in prior theoretical and empirical work. The 
three dimensions were the s trength  of the central 
government , the commitment to national economic 
development, and the capacity fo r  monitoring social and 
economic change. The in tercoder  reliability of their 
instrument war found to be high. 

- I" The level of socioeconomic development used an 
index of three conditions in combination: infant mortality, 
percapita GDP, and female schoo l  enrollment. The strength 
of the family planning  program was taken from a measurement 



developed by Mauldin and Lapham (1972) ,  and updated by 
Freedman and Berelson ( 1976)~ 

- 14/ See John Haaga (n.d.) for a review of the two 
evaluations set in a larger theoretical framework. 

- According to o u r  estimates, the Philippines has 
received a t o t a l  of about 135 millien dollars in external 
assistance, from f962, when private associations provided 
modest program support, until 1980. In the four years 
during which the outreach program has been in operation, 
1977-1980, foreign assistsnce amounted to just over $62 
million, for an average of more t han  $15  million per year. 
In the s i x  years preceeding this, foreign assistance 
totalled over $63 m i l l i o n ,  for  an  annua l  average of just 
over $10 million 

- 2i1 Personal communication Robert Hac kenberg. Accounts 
of various changes, and the disruption in Populatian 
Commissian leadership appear in various issues of the Far 
Eastern Economic Review, and i n  l o c a l  Phil ippines 
"unde~grcund" papers. 

- 22' A research project currently  being conducted at 
the  University of Michigan's Center for Population P l a n n i n g  
map, of fer  some help here. It is collecting data on 
ass~stance by donor and r e c i p i e n t  for all of Asia over'the 
past 30 years. Conceivably from this it will be possible to 
determine whether t h e  proportion of assistance t h a t  comes 
from specific donors has any relationship to program 
performance. 

- 2 3 ~  This is n o t  to argue that  such impacts do not  
exist. On the contrary, we expect there are such impacts 
and lO4d legislation has produced many arguments f o r  
saiutqry impacts. Our point is only that  systematic studies 
do not now exist to show the impact. Further,  given the 
highly complex n a t u r e  of the relationships, e conclusive 
demonstration of the independent impact of foreign 
arsistance on fertility through other developmeOJif programs 
map be impossible to find. 
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CHAPTER -9 

ASSISTANCE TO EXPAED AGI-ICULTURAL PRODUCTION 

. . 

Development assistance programs have made major investments with the 

objective of direct ly expanding agricultural production. In this category . . 

we consider investment In l a n d  2nd water development; the design and develop- 

msnt of agricultural research i n s t i t u t i o n s ;  and the design and development of 

agricultural extension services. Development assistance has also been d i r e c t e d  , . 

. . 

t o  t h e  design and reform of rura l  inst i tut ions w i t h  the o b j e c t i v e  of releas- . . . . 

ing t h e  constraints on production or  redirecting the  income fl-ows resulting 

frm producrion i n  a more equitable rnamer. In t h i s  category w e  consider 

land tenure reform a r ~ d  the development of r u r a l  credit i n s t i t u t i ons .  

This  chapter reviews the evidence that can be drawn from the If-ieratu-e 

on the  impact of investm2nts to expand agriccltural production. In the 

next chapter we review the l i t e r a t u r e  on impact of developnlent assistance 

~n the quality of life fn rural areas. 



9.1 Land and Water Resource Development 

During the  1950' s and 1960's investment i n  land and xater resource 

development represented a major clail~l on the development budgets of many 

developing countr ies  and of t he  b i l a t e r a l  and mu l t i l a t e r a l  ass i s tance  a 

There were several reasons for the  la rge  physical i n f r a s t ruc tu re  i n  

ments during this period.  A major economic rx t iona le  was that publ ic  

beae f i t s  exceed private b e c e f i t s  by such a wide margin t h a t  only the  pub1 

sec to r  could afford t o  undertake them. Spil lover  o r  secondary developme 

impacts were bel ieved t o  subs t an t i a l l y  exceed the benef i t s  that c ~ u l d  be 

captured i n  t h e  f o m  of py-ice or  user charges. 

There was a l s o  a s t rong  presuuy tion t h a t  investments i n  t ransporta t ion,  

comunicat ion,  power, i r r i g a t i o n ,  and r e l a t ed  facilities were a necessary 

precondit ion f o r  economic growth. It w a s  assume6 that  u n t i i  these f a c i l i t i e s  

vere brought t o  a "c r i t i ca l  mini~un" l e v e l  the payoff t o  prxvate economic 

a c t i v i t y  would be inadequate t o  induce the investment necessary for sustained 

growth. This argument has been ba t t ressed  by the  p o l i t i c a l  appeal of ''F ..Lu- 

mntal" inf ras t rucrure  fnves tments , such as big dams and superhighways. 

A f u r t h e r  reason for the l a rge  share of ex te rna l  development funds 

a l loca ted  t o  physical i n f r a s t ruc tu re  investment i s  that highways, ra i l roads ,  

and i r r igat ion could be planned and developed i n  ' b ro j ec t  uni ts"  which w e r e  

amenable t o  the  algebra of conventional cost-benef it ca lca la t ions  . This was 

i n  cont ras t  v i t h  investments i n  such a c t i v i t i e s  as research and education r~hich 
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presented,  at both the conceptual and emp-irical level, more .d i f f i cu l t  problems 

f o r  cost-benefit o r  c o s t - e f f e c ~ i v e n e s s  calzulat' ,ions. 

By the late 1960's the World Bank had f inanced a ~ p r o x i m a t e l y  50 irriga- 

t ion prof ects (9t t e ~  and Reut l inger  , 1S64). These developments were pr imar i ly  

11 of t h r e e  types.  Thz most dramatic were the b i g  dam" gravi ty  i r r i g a t i o a  

projects. Among those which have received major a t t e n t i o n  and have absorbed 

s u b s t a n t i a l  resources are : the Gezira scheme in  the  Sudan; the Aswan High 

Dam i n  Egypt; the  Indus River Plain s a l i n i t y  problem i n  Pakistan; the Lower 

Mekong River schem involving Thailand, Cambodia, Laos, and V5etna.x; and 

the Bhakra Nangal pro jec t  in the P m j a b ,  India. These pro jec t s  have all 

involved public sector ic-restment with m a j o r  foreign assistance. 

There was a l s o  s u b s t a n t i a l  in teres t  and investment i n  the opening cp 

of new lands for  se t t lement .  Such projects  w e r e  often conceived as mthods 

of reducing the p o p u l d r i m  p r e s s m e  i n  s e t t l e d  a r e a s  by t h e  transmigrat ion 

of peasants  t o  f ront?  er areas. In Peru, development of the in te r io r  areas 

on t h e  e a s t e r n  s lope  was undertaken t o  reduce the populat ion p ressure  on the 

Andean highlands. In  Indonesia t ransmigra t ion t o  the o u t e r  islands was 

undertaken t o  reduce the populat ion pressure on Java. Such p r o j e c t s  have 

also f requent ly  involved s u b s t a n t i a l  commitme~t of foreign aid and c r e d i t  

and 22 chni cal ass  is t m c e  . 
A third of land and water  resour~e  .2svelopmant invo!lv&d i n t e n s i -  

f i ca t ion  of production on lands a l ready being cu l t iva ted .  T h i s  has meant 

investment at the fndividt.tal. farm o r  loca l  community level i n  land leveling, 

drafnage, pmxp i r x i g a t l o n ,  and o t h e r  improvements leading t o  more e f f e c t i v e  

s o i l  znd water managemat. This  pattern of development may be highly  cap i t a l -  

intensive in some economies and highly labor- in tens ive  I n  others. 



In s e v e r a l  c o u n t r i e s  the development of  ''big dam" gravity irrigation 

systems has been of major importance a s  a saurce  of growth fn agr icu l t~ra l  

output  (Hertford,  1970~1 and 197iIb). In Mexfco, f o r  example, the expansion 

of irrigated acreage from 1.5 m i l l i o n  hectares i n  1926 t o  approximately 3.5 

m i l l i o n  hectares i n  the late 1960's set t h e  stage f o r  t h e  r a p i d  d i f f u s i o n  

of technical .  change i n  wheat and maize production. Reed IIertford has 

es t imated  t h a t  in the absence of irrigation t h e  annual increase i n  demand 

for purchased inputs by Mex?ican farmers would have riser- at less than 3.5 

percent, r a t h e r  thm a t  the annual  r a t e  af 9.2 tErcen t  achieved between 1940 

and 1965 (Hertf o rd ,  19 70b : 100). 

Yet t h e  more typical experience w i t h  gravity i r r - iga t ion  p r o j e c t s  was 

disa?point ing .  Costs per-man-year of a d d i t i o n a l  employment and per unit 

increase i n  output  have been high. A review of t h e  performance af e i g h t  

ongoing i r r i g a t i o n  p r o j e c t s  i n d i c a t e d  that p r o j e c t  execut ion  was more expen- 

sive than anticipat-ed i n  thc original s t u d i e s .  In most cases, however, t h e  

r e a l i z e d  rates of r e t u r n  remained p o s i t i v e .  Zven a f t e r  r e v i s i o n ,  t h e  p r o j e c t e d  

rates of return w e r e  b e t w e e n  15 and 20 p e r c e n t  f o r  four projects and slightly 

higher fo r  two o t h e r s  (Otten and Reut l inger ,  1969 : 5, 6) . By the mid-1960*s, 

however, i t  was becoming inc reas ing ly  d i f f i c u l t  t o  find proj~cts that w ~ u l d  

m e e t  even the "sof t"  cost-benefit c r i t e r i a  employed by the in ternat ional .  

lending agencies and the national development a s s i s t a n c e  programs (President 's  

Science Advisory Conmittee, 1967; Clark, 1967). 

The experience w i t h  new settlemnt projects has a l s o  b e e n  hfghly un- 

satisfactory. An a n a l y s i s  of t h e  performance of 2 4  new land developinent 

schernes i n  Latin America concludes: "Few spheres of econonic development have 

a h i s to ry  of reputzt ion for f a i l u r e  to match that of government sponsored 



colonization i n  humid t r o p i c a i  zones," (Nelson, 1970). There i s  a record of 

consis tent  discrepancy betb~een i n i t i a l  project ions  and results. In t e rna l  

rates of return have been grossly overestimated. In  Africa, where land 

sett lement schemes have frequently been coupled with t r a c t o r  mechmizatf on 

schemes, t h e r e  has a l s o  been a consistent record of f a i l u r e  (Eicher, Z a l l a  

and others,  19 70). 

The third patrem of development, involving i n t ens i f i ca t ion  of produc- 

tion on lands already cul t ivated and greater scope for  l oca l  and farm level  

planning and decision-making , has been r e l a t i v e l y  nore successful. A 

p a r t i c u l a r l y  interesting example of such development has been the ra;rid 

expansion of tube-well i r r i g a t i o n  i n  both  East (Indian) and West (Pakisfan) 

Punj ab (Falcon and Got sch , 1968) . Initially the  tube-well development 

proceeded less rap id ly  i n  East Punj ab than i n  West Punj ab, because of con- 

strainrs on che d r i l l i n g  of rube-wells in canal cormnand areas. When these 

restraints were l i f t e d  and policy was d i r e c t e d  toward a system of coordinated 

gromdwater-surfacewater developnent, there  was a rapid growth of tube-wells 

i n  E a s t  Pakistan. Walter P. Falcon and Carl H. Gctsch estkmate that the 

addi t ional  water accocnted for  about hal f  of t h e  inc reased  output i n  Xest 

Punjab and more than one-third of the  increase i n  crop output i n  East Punjab 

between 19531'54 arid 1965/66. 

Two i q o r t a n t  conclusions have been drawn from the Punjab experience: 

"The first and foremost lesson has involved the response t o  econoxrulc s t i m u l i  

demonstrated by Punjab cul t ivators  on both sides of the border .  When p r i c e s  

have changed t o  favor the pxodilction of certain crops, the farmers have 

reacted; when cost-price relationships have improved for  inpu ts ,  they have 

used l a rge r  quantities; when a new and pro f i t ab l e  technology has become avail- 

able, they have innovated," (Falcon and Gotsch, 1968: 4 3 ) .  



The second conclusion centers around t h e  s i r n l l a r i t y  of the input package . 
and the d i s s i m i l a r i t y  of the policies that have been used i n  East and West 

Pmjab. In s p i t e  of the policy di f fe rences  the growth rates of crop output 

w e r e  e s s e n t i a l l y  sim-ilar. ". . . These successes also lend support to the 

recent approaches to  a g r i c u l t u r a l  development which have emphasized the 

r o l e  of technology embodied i n  n e w  inputs, and which have placed r e l a t i v e l y  

less emphasis on the role of direct technical assist-ance t o  ind iv idua l  

farmers," (Falcon and Gotsch, 1968: 45). 

A cotlcl;lsion which we would stress, perhaps more s t rongly than Falcon 

and Gotsch, i s  the  strategic r o l e  of technical change i n  making use of the 

new inputs profitable t o  Punjabi  farmers, Advances i n  the technology of 

tube-well irrigation and in  t h e  technology of f e r t i l i z e r  manufacture sharply 

reduced the  costs  of these t w o  strategic inputs.  Arid more recently t h e  

development of f e r t i l i  zer-resp onsive crop v a r i e t i e s  has f u r t h e r  increased 

t h e  rate of r e t u r n  to  i r r i g a t i o n  investment and f e r t i l i z e r  use. 

Dueng the 19701s, t h e r e  has been a rather distinct shift in land and 

water resource development efforts .  Increased a t t e n t i o n  has been given 

t o  issues of ef fic-iency and equ i ty  i n  proj ec t  fmplementation and management. 

This has involved m o r e  careful analysis of the t echn ica l  and economic aspects 

of (a) transmission of water  t o  farmers' fields, (b) the allocation of water 

1 / among farmers, and (c) e f f i c i e n t  on-farm use of water.- 

I?& an example, t h e  World Bank's standard package for improving existing 

i r r i g a t i o n  canals in I n d i a  t r a d i t i o n a l l y  contained the fol lowing components: 

I (1) l in ing  t h e  main canal;  (2) land leveling below the o u t l e t ;  (3) construct- 

ing a field canal network below each o u t l e t  t o  bring water up t o  subou t le t  

blocks of 5-8 hectares;  (4)  r o t a t i o n a l  irrigation between these subout le t  

blocks; and (5) formation of water usersv associations at t h e  o u t l e t  level. 



concern at how main systems are a c t u a l l y  being operated (Wade, 1982: 171). 

There has been a similar s h i f t  in  emphasis by U . S .  AID. Severa l  recent AID 

and World Bank i r r i g a t i o n  evaluations (Wade, 1982; S te inberg ,  -- et al,  1980; 

Benedict,  1982) have c i t e d  management as the major f a c t o r  accounting f o r  

d i f f e r ences  i n  p r o j e c t  e f f ec t iveness .  This has l ed  U.S. A I D  t o  p l ace  greater 

emphasis on managerial r r a h i n g  f o r  i r r i g a t i o n  system managers. Since fewer 

large i r r i ga t i on  p r o j e c t s  a r e  being built because only the exyer~sive sites 

are l e f t ,  the m p h a s i s  is turning towards more e f f i c i e n t  use of what a l ready  

e x i s t s .  

The importance of effeczfve management for system e f f i c i e ~ c y  can be 

i l l u s t r a t e d  from recent AID projec t  evaluatfon studies i n  Korea and Sudan. 

The Korean p r o j e c t  involved an attempt t o  achieve ef f ic i ' en t  and equfrable 

delivery sf water t o  farms i n  an area t h a t  was already intensively c u l t i v a t e d  

(Steinberg,  -- et  a l ,  1980). Three f a c t o r s  were important in  t h e  success  of 

the ~ x o j e c t .  One was that the  pro jec t  had available t o  it an effective Korean 

engineering and management staff. A second factor was effective organizat ion 

of t h e  i n s t i t u t i o n s  t h a t  suppl ied inputs and services. A t h i r d  was the 

organiza t ion  of farmers i n t o  strong Farm Land Improvement Associations.  The 

Associat ions were able t o  t ake  r e spons ib f l i ry  f o r  managing water  d f s tx ibu t ion  

and collecting i r r i g a t i o n  fees. They were a l s o  a b l e  t o  bring pressure t o  

bear on t h e i r  rnembers f o r  e f f i c i e n t  w a t e r  use acd on system management 

for e f f e c t i v e  perf orn:ance. 

In con t r a s t  to the Korean p ro j ec t ,  the Rahad Project i n  the Sudan i s  an 

example of a  p r o j e c t  w i t h  many problems. It was undertaken t o  develop 

underuti l ized w a t e r  resources and extend i n t e n s i v e  crop production fnto an 

area that had not  been formed in t ens ive ly  with t h e  hope t h a t  it would expand 

production of exporr crops (Benedict, rt al, 1982: i i i ) .  AID'S cont r ibu t ion  

t o  t h i s  projec t  was t o  supp1v equipment and spare parts for t he  cons t ruc t ion  



of the irrigation works and for  land preparation. Recenel~ AID has suppl ied  
-+ 

mechanical cotton pickers and vehicles t o  f a c i l i t a t e  the mechanism of f i e l d  

operations. In 1982 the Rahad Project had just ccsnpleted its fcurth growing 

season, during which cotton y fe lds  declined each year and incomes were lower 

than required t o  break even (Benedict, -- et a l ,  1982: i i i ) .  

The evaluation team i d e n t i f i e d  several causes for the decline i n  cotton 

producticn which seemed r o  po tn t  to a need for becter administration of the 

C~rporation which runs the irrigation project, Because of perceived labor 

shortsges, production was highly mechanized. Mechanization weakeced the 

linkage between worker incentives and farm management decision making 

(Benedict ,  e t  al, 1982: C-5). One of the problems w i t h  the system wzs that 

farmers either d i d  not get  wares or i s  came at inappropriate times during 

the growing season. The major problem was not with the system but with the 

need to improve the management of the project and increase worker incentfves 

(Beaedicr , et al, 1982: 17) . 

Roberr Wade also makes a case that India's irrigation projects suffer 

from lack of trained managers. k t  preseat: over 80 percent of the non- 

professional (nan-engineerj staff of an irrigation canal have zo training 

related t o  the job they have. There is the notion that professional ixriga- 

t i m  engineers aeed some acquaintance with agronomy but they receive no 

tr,%ir&ng in  management (Wade, 1982: 183.1. 

The importance of effective farmer repreaer~tat%on fn planning and 

management of irr igat ion systezs has received emphasis in  recent literature. 

:%!en farmers d i d  not get  water In Rahad, they had no e f f e c t i v e  kechanism 

for dealing with the ine f f i c i ent  system managetaertt. In Korea, a strong 

farmer orgarization acted ro refnforce effective n=agement. Furthermore, 

farmers have inf omat ion resulting from t E e i  r experience that could b e  tapped 

instead of hiring expensive engineering perscx~nel. The opportunity cost  of 



the farmer ' s  resources may b e  less than that of the c i v i l  service technical 

staff (Small, fW2: 4-5).  

I 
In spite of t h e  emerghg concern with more effective i rrfgation managemeat, 

the problems that a t t r a c t e d  observers' c - a z s  i2 the 1950 's  a ~ 2  the 1970 ' s  

remain impcrtant. Robert W. Kerdt, cornenring on h i s  observations in Asia 

noted t h a t :  

" W i t h  t h e  ccwmitmint of most developmerit assistance agencies to agricul- 

tural and rural development, there is great p r e s s u r e  t o  l e n d  money for 

agriculture, with i x r i g a t i ~ n  recelwing a disproportionate share. Zrrfga- 

tion projects attract development banks and aid agencies because t h e y  

utilize large mounts of capital ,  result i n  highly v i s i b l e  2anfrastructure 

and provide a serv ice  that nearly everyone agrees is a requirement for 

develspnent . A t  the sane t %me, agerrcies charged w i t b  sperat  ing completed 

projects have many problems---difficulty in collecting w a t e r  fees fro=. 

farmers, difficulties in operating systems, shortages of water, and lack 

of community cooperstion in maintaining spstms, among others. Part 

of the reason for  these d i f f i c u l t i e s  may be that too many resources 

are made available for i r ~ i g a t i ~  too quickly. A s  a result ,  the l a c k  

of 'absorbtive capacity' of i r srgat fon  agencies r e s u l t s  in  Ineff5cient 

projects.  Another reason f o r  the difficulty is that the productivity 

of s y s t m s  is often overestimated 2nd the costs are often under- 

e s t a a t e d  so the hplementing agencies have unrealistic expectations 

about the f inanc ia l  payoffs," (Herdt, 19791. 



9.7, Agricultural Research* "I 

:I I 

The capacj-ty to  develop and manage agricultural technology has been I i i 

increasingly recognized as one of the most important variables accounting 

for differences i n  agricultural productivity among nations. The returns 

tc investinent: i n  land and water resource development have typically remlned ~. 
low unless accompanied by simultaneous ef forts  t o  advance the technology 

of crop and livestock production. 

Historical  evidence suggests that those countries that bzve been 

successful i n  generating rapid technica l  change i n  agriculture have found it 

necessary t o  develop the institutional capacity to conduct the zgricultural 

research and technology development that has enabled them to follow a path 

of technical change consistent w i t h  their own resource and cultural endow- 

ments. Those countries thar have attempted t o  rely primarily on borrowed 

agricultural technology have rarely developed The capacity t o  adopt and manage 

the borrcwed rechnology i n  a manner capable of sustaining agricultural 

The location specific nature cf agriculrural technology, particularly 

the biological  arid chemical technology required t o  sustain more iritensive 

* This section sumnarizes material treated i n  consfderably more detail in 
two previous reviews (Amdt , Dalrymple arid Ruttan, 1377; Ruttan, 1982).  
Oxher useful s tudies  include Moseman (1970) ; Committee on African Agricul- 
tural Research CapabilitLes (1974) ; Drilon (1975 and 1977) and Ardila, 
Tr lgo  and Pineiro (1981). The A r d i l a ,  Trigo and Fineiro paper is based an 
a series of studies conducted under the project on National Agriezlltural 
Research Systems i n  Latin America by the Interamerican Institute for 
Agricultural Cooperation (IICA). For an attempt t o  document the growth in 
resources allocatzd to the support of agricultural research by national 
governments and assistance agencies see Boyce and Evenson (1975) and O r a m  
(1981). 
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crop and l i v e s t o c k  product ion - of i ~ ~ c s e a s i n g  output p e r  hectare - was not 

widely recognized i~ t h e  a g r i c u l t u r a l  a s s i s t s n c e  programs of t h e  3950's. 

And, i t  was n o t  u n t i l  the l a t e  1960's a f t e r  the y i e l d  enhancing capac i ty  of 

~aoclern wheat and rice varieties was demonstrated i n  the tropics thar the 

b i la tera l  and m u l t i l a t e r a l  assistanc~ agencies began t o  make s u b s t a n t i a l  

investments i n  support  of agricultural research. Center support for improve- 

ment in a g r i c u l t u r a l  research had been dominated by an "extension" b i a s  

o r  what has recently become more fashionable t o  term, a "technology 

t r a n s f e r "  o r i en t a t fon .  

The Emergence of the  International I n s t i t u t e  Model -- 

Three approaches have been employed i n  organizing support  f o r  agricul- 

t u r a l  research i n  the developing c o m t r i e s .  These can be descr ibed as the  

counterpar t ,  t he  university c o n t r a c t ,  and the in te rna t iona l  i n s t i t u t e  models. 

The counterpar t  model refers 50 a situation where an i nd iv idua l  

scier'tist (of ten  referred t o  as an "expert" o r  " t e c h n i c i a ~ " )  o r  2 scientZfic 

team is assigned by an assistance agency t o  function i n  an advisory ro le  

i n  c l o s e  cooperat ion with counterpart  scientists or p ro fe s s iona l s  i n  na t iond l  

research agencies .  The s t a f f  member f r o m  the external t e chn ica l  a s s i s t ance  

agency i s  typically viewed as an expert who funct ions  i n  an advisory r o l e  

r e l a t i v e  t o  h i s  or h e r  na t iona l  counterpart. 

It was gradually recognized, however, t h a t  the transferability of exper- 

tise f r o m  temperate- t o  trap~cal-region a g r i c u l t u r e  was severely limited. 

The s c i e n t i f i c  knowledge needed t o  improve both a g r i c u l t u r a l  p roduc t iv i ty  

and i n s t i t t ~ t i o n a l  performance could only be  obtained by the  development of 

location-specific research capac i ty  on the p a r t  cf both e x p a t r i a t e  and indigen- 

ous s c i e n t i s t s .  As a result, by the r id-196OVs,  the use of foreign "experts" 

as advisers was i nc reas ing ly  regarded as an  inadequate resuonse t o  the  technical 

and scientific assistance needs o f  the less-developed countries. .G .. 
2 - i  
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The univers i ty  contract model t y p i ~ ~ l l y  has involved the establish- 

ment of a special relationship between a univers i ty  i n  a developed country 

and a university i n  a less-developed country. A t  times, i t  has also been 

employed to l ink  a consortium of i n s t i t u t i o n s  i n  developed countries and/or 

less-deveioped cwlizitrdes. Occasionally, t he  l i n k  has also involved a ministry- 

Level research d iv i s i on  o r  institute. The miuers i ty  contract  model has been 

a employed where institution bai lding and rrainlng have represented the major 

objectives of technical assistance ac t iv i ty .  In India, for example, support 

by the USAID agency l e d  t o  the esfxblishment of a major ag r i cu l tu ra l  univer- 

s i t y  i n  each state  (Chapter 12) .  The development cf these  new universities 

was, i n  most cases, supported thr~ugh a contract with a major U - S .  university. 

In the past, the university contract  model, has not provfded an environ- 

rnent conducive to  the- lung-term commitment of professional xescurces to  the  

pursui t  of s c i e n t i f i c  =d technical research on problems of agr icul ture  i n  

developing countries by staff members of i n s t i t u t i o n s  i n  developed countries. 

It has made an important contribution t o  the t r a in ing  of large numbers of 

ag r i cu l tu ra l  sc ient i s ts  f r o m  developing countries at the postgraduate level .  

B u t  the university contract  model has not ,  with f e w  exceptions, been an 

effect ive instrument for research leading .r;o the discovery of new knowledge 

o r  the invenzion of new technology needed t o  expand productive capacity i n  

developing countries. 

In the  UnZted States, a new effort has been i n i t i a t e d  (under Title XI1 

of the International Development and Food Assistance Act of 1975) to establish 

a more adequate financial and administrative environment fo r  the  participation 

of the U.S. colleges of agr icu l tu re  in an effort t o  strengthen nationel 

research programs i n  the less-developed countries. Experience thus f a r  



seems t o  indicate t ha t  t h e  lessons of the 1960's - thar t he  comparative 

advantage of i n s t i t u t i o n s  i n  developed countxies l i e s  more i n  the  t r a in ing  

of s c i e n t i s t s  from less-developed countr ies  than i n  technology-oriented 

research f o r  the  less-developed countries - w i l l  have t o  be relearned. 

Between the d d - 1 9 6 0 ' s  and the early 19709s, the intemetional research 

and t r a i a i n g  i n s t i t u t e  model emerged, i n  the perception of the in te rna t iona l  

a i d  agencies, as the m a s t  e f f ec t ive  way t o  organize s c i e n t j f i c  capacity t o  

generate technical change i n  a ~ r i c u l t u r e  for the developing countries, The 

i n t e rna t iona l  ins ' r i tu te  model draws on two h i s t o r i c a l  t rad i t ions .  One is the  

experience of the great  t rop ica l  research i n s t i t u t e s  that played an important 

ro l e  in increasing the production of a number of export commodities, including 

rubber, tea, s i sa l ,  and sugarcane. 

T h e  internat ional  i n s t i c u t e  model draws aore  d i recr ly  on t he  e-xperfence 

of t h e  Rockefeller Foundation i n  Mexico and the  Ford Fomdation and the  

Rockefeller Foundation i n  the Philippines i n  support nf the research that l ed  

to dramatic increases i n  food crop production, pa r t i cu l a r ly  wheat and rice. 

The complex of in te rna t iona l  a g r i c d t u r a l  research i n s t i t u t e s  listed i n  

Figure 9 . 1  evolved d i r ec t ly  from two institutions, the In te rna t iona l  Ece 

Research Insti tute(IRR1) and the In te rna t iona l  Center for Improvement of 

Maize and Wheat (CLMMYT) , establ ished by the Rockefeller Fomdation and the  

Ford Foundation i n  1959 ar,d 1963. The Rockefeller Foundation's agr icu l tura l  

sciences program was i n i t i a t e d  i n  1943 with the e s t ab l i shwnt  of the Office 

of Special  Studies (Oficlna de Estudies Especiales) i n  cooperation with the  

Meldcan Ministry of Agric*dture. 

The success of the  wheat program i n  Mexico led t o  conversations between 

the Ford Found~tion and the Rockefeller Foundation about t h e  p o s s i b i l i t y  of 

collaborating on a program i n  Asia .  After a good deal of invest igat ion,  zn 



Figure 9.1. The Lnternatlonaf ngicul tural  Research 1nstitu:es 

Center Location Reseal ;h Coverage Date o f  Core BuCget 
Init iatisn fo r  1380 

lRR l  Los Sanos, Rice under irrigation, multiple Worldwide,special ernphas:~ 1959 16,719 
(International Rice Philippines cropping systcms; upland rice on Asia 
Rcsearch hstitu:t) 

CIMMYT El Batan, Wheat (also tritlcaie, barley): Worldwide 1963 17,035 
(International Ccnter for  the Mexico maize (also high-altitude 
Irnprovemcnt of Maitc sorghum) 
and \Weat) 

I ITA I badan, 
(International Institute of Nigsria 
'Tropical Agriculture 

Cl AT Palrnira, 
!Inturnational Centre for  Colornbi~ 
Tropical Agriculture) 

WARDA Mcrnrovia, 
(West African Rice tibcria 
Deveiopmcnt Association] 

CIP Lima, Peru 
iintcrnational Potato Ccntrcj 

tCH!SAT Hyderabad, 

Farming systems: cereais (rice 
and maize as rsgionai relay 
s:arions for IRRI  and C lMMYi j :  
grain legume (caw-pcas, soybeans, 
lima beans); root and tuber 
crops (ca5sava, SWCC: patafocs, 
yams) 

Beef; cassava; field beans; swine 
(minor]; maize and rice 
(regional relay stations to 
CIMMYI and I R R I )  

Regional co-operative effort in  ' 

adaptive rice rescarch among 
13 nations wIth IITA ana 
1 RRl support. 

Potztoes (for bo:h tropical and 
temperate regions; 

Sorghum; pearl mifler; pigeon 

Worldwide in  lowland tropics 1967 15;106 
special emphasis o n  Africa 

Wor!dwidc ir, lowland tropics, 1968 14,998 
spccial cmphxis on Latin 
America 

West Africa 

Wortdwide, including iinkages 1972 8,048 
with dcvcloped coilotries 

Worldwide, special emphasis . 7972 T 2,326 
(fnrernational Crops India pczs; chickpeas; farmiaq oo dry semiarid tropics, . 
Rescdtck lnstirute for ltrc syskcms; groundnuts non-irrigated farming. 
Stmi-Arid 1 ropics) Special relay sta:ions in 

Africa under negotiz:ion -- 
IEPGR FAO. Rome, Conseivation of plant genetic Worldwide 1973 3,f 24 

(International Board for Italy material with special rcicrooce 
Plant Genetic Resources) to  crops o f  zcnonic irnporliince 

ILRAD Nairobi, Trypanosoiasis; theileriasis Mainly Africa 
[intcroational Lxbontory for 
Rescarch on Animzl Diseases) 

l LCA 
(Internation?l Livestock Center 
for Africa! 

ICARCA 
(International Centre for 
Agricultural Research in 
Dry Areas 

IFPRI , 

(International Food Poiicy 
Rescarch Institutcj 

ISNAR ' 

(international Service for 
National Agticultural 

Africa 

Addis Ababa, 
Ethiopia 

Lcbanon 
Syra 

Washington, 
D.C. 
United Statcs 

The Hsguc, 
Kcrherlands 

Llvcstock production system Major ecotogical regions i n  
tropical zones of Africa 

Crop and mixcd farming systems West Asia & North Africa, 
r~5earcn, with focus on sheep. emphasis an the semiarid 
barlsy, wheat, broad beans, an6 winter p:ccipitatian zone 
Iznti!s 

Food policy World wide 

Strengthening the capacity of Worfdwide 
national agricultural resezrch 
programs 

Research) - 
Sources. I .  G. Crawford, "3evclopment of the Internationsf Agricultural Rcscarch System," in Resource A//ocation md Prod~rctfvity {in Notional 
and lntcrnorlond Agr;cultwro/ Research, Thomas M .  Arndr, Dana G. Dalrymple, and Vcrnon W. Ruttan. eds. (Minncapolis: University of Minnesota 
Press, I977), pp. 282-83, Budgct data fo r  1980 were obtained from thc Secr 'rariat for thc Consuital~ve Group on International Agric.~Itutal Research, 
World Bank, Washington, D.C. 



agreement w a s  reached between the two foundations and the government of the 

Philippines t o  es tab l i sh  the In te rna t iona l  Rice Research Institute in t he  

Phil ippines.  The agreement was signed i n  1959. By 1962 the  i n s t i t u t e ' s  

f a c i l i t i e s  had been constructed, a s taff  was  being recrui ted,  and the  program 

was under way. 

During the l a t e  19609s, the Ford Foundation znd the Rockefeller Founda- 

t i o n  again collaborated i n  t h e  estabiishment of the  International I n s t i t u t e  

of Tropical  Agriculcuz-e (IITA) i n  Ibadan, Nigeria, and the Internat ional  

Center fo r  Tropical  Agriculture (CIAT) i n  Palmira (neer C a l i ) ,  Colombia. 

With the establishment of these two new centers,  it  became apparent that the 

financial requirements of the system would soon exceed the capacity or' the 

two  foundations. Consultations w e r e  held  between the Ford a ~ d  Rockefeller 

Foundations, the World Bank, the Food and Agriculture Organization, and 

the United Nations Development Program (UNDP) i n  1969. Following several  

inf o m a l  meetings i n  January 1971, a formal m e e t k g  was held i n  May of 1971 

t o  organize the Consultative Group on Internat ional  Agricultural Research 

(CGIAR). The i n i t i a l  menbsrsh i~  included the Wgrld Rink, the FAD, and the 

UNDP as sponsors, p l u s  9 nat ional  governments, 2 regional banks, and 3 

foundations. Me~ibership had g r c m  t o  39 i n s t i t u t i o n s  by 1980. 

The leadership fcr che Consultative Group is now centered at the World 

Bank, which p r o ~ i z e s  a chairperson and a s e c r e t a r i a t  f o r  the group, To 

provide technf cal guidance for i t s  work, the Consultative Group establfshed 

the Technical Advisory Committee (TAC).  Tfie TAC consists of a chairperson 

and 12 scientist members. The FA0 provides the TAC secretariat. Technical 

aatters such as new inst i tute initiatives and program changes a t  existing 

i n s t i t u t e s  are referred to the TAC fo r  technical  review before act-ion by the 



CGIAR. The TAC develops draft policy statements fo r  the  CGIAR's considera- 

t ion  on p r i o r i t i e s  within t h e  system and has the authority to i n i t i a t e  

invest igat ions  and t o  suggest i n i t i a t i v e s  and program changes t o  the CG on 

i t s  own i n i t i a t i v e .  Since 1976, the TAC has been charged w i t h  the responsi- 

b i l i t y  of mganizing comprehensive quinquermial reviews of the prpgrams 

of the severa l  in te rna t iona l  research centers  and with the per iodic  analysis 

of program that have common elements i n  the several  centers ,  such as cropping 

s y s t e m s  or mechanization research. 

Tie in te rna t iona l  research system has grown rapidly. Expenditures rose 

from only $I. I m i l l i o n  in 1965 to almost $120 mill ion in 1980 (see Figtlre 

9.21. 

Strengthening National Agricultural  Research Systems 

By the mid-1970' s , 5.t had become increasingly clear t h a t  ithe productivity 

of the in te rna t ional  ag r i cu l tu ra l  research system w a s  severely (constrained 

by the l i m i t e d  research capacity of many national systems and that the adapratfoa 

and dissemLnation d the kaowledge ~ _ . n r l  technology generated at the in te rna t iona l  

i n s t i t u t e s  w a s  dependent on the de~elapment cf e f f ec t ive  national systems. . 

Robert E. Evenson (1977)  demonstrzted that the ability to screen, barrow,  

2nd adapt s c i e n t i f i c  knowlezge and technology requires  essentially the same 

capacity as is  required t o  invent new technology. Capacity i n  the bas ic  znd 

supporting biological  sciences i s  a t  l e a s t  as important as capacity fn 

applied science. 

The outreach programs of the in te rna t iona l  i n s t i t u t e s ,  even when working 

through networks such as the in te rna t iona l  wheat research network, the in te r -  

~ s i m  corn program, and others,  d i d  not h a w  the capacity to take on the role 

of s t r e i ~ g t h e n i n g  nat ional  sys tens. The regional commodity networks plsyed an 



Figure 9.2.  International AgrPcuItural Research CefiL'ersv 
Aiiual. Core Expenditures and Core Operating 
Expenditures, 1960-19$0 
(in terms of constant 1981 dol lars)  

* * Actual- -- kYdg* 
[R"k.dl  due& 

3L.ve: or Budg.1 Erpditans= 

lob. R s p o d  lo W% CDIAR 

Source: CGTA-R Secretariat 1980 (Washington, D. C. : 
World Bank). 



important role in enabl ing thc ins t i tu tes  t n  conduct research and t o  test 

materials and nethods under d iverse  ecological condi t ions ,  but they cou3.d 

n o t  assume a larger r o l e  without divertfng effort from the institute's 

research programs. Ey the mid-ls)70Ts, only a few n a t i o n a l  systems - those 

of India, B r a z i l ,  and the P h i l i p p i n e s ,  f o r  example - had developed the manage- 

r ia l  and profess iona l  capacity t o  effectively absorb, t r ansn i t ,  and adapt the 

kno~ ledge  and technology that were becoming available t o  them through the 

international ins t i tu tes ,  from developed count r i es '  research systems, and 

fronz the stronger developing countries' i n s t i t u t i o n s .  The bilateral and 

multilateral assistance agencies had no alternative, the re fo re ,  but t o   lace 

the strengthening of n a t i o n a l  research systems high on t h e i r  assistance 

ageadas. 

As a concensus regarding the  importance of strengthening national 

a g r i c u l t u r a l  research systems has emerged, i t  has also  become apparent that 

there are se r ious  flaws i n  t h e  methods that donor agencies have been employ- 

ing to support the development of na t i ona l  research systems and in  the p o l i c i e s  

pursued by national governments i n  developing their national agri cultural 

* /  ~mong t h e  problems that research systems (Ruttan, March 1981; May 1982) . -- 

have emaged are the following: 

- Excessive investment i n  research facilities development r e l a t i v e  t o  

scientific s t a f f  

- Excessive administrative burden, combined with inadequate i den t i f i ca t ion  

of p r i o r i t i e s  

- Experinent station loca t ion  decis ions  based on p o l i t i c a l  rather thzn 

scientific considerarion 



- Lack of congruence between research resource a l l oca t i on  and economic 

importance of com%odf ties i n  regions 

- Cycles of development and erosion of capacity i n  a number of na t i ona l  

systems 

Returns t o  Lnvesrment i n  Agricultural Research 

The r e s u l t s  of a large number of studies of the contribution of research 

t o  p r o d u c t i v i t y  growth from both  developed and deve loping  countrfes have 

3! been assembled in Figure  9 . 3 .  - 

There has been some skepticism expressed about the results of the rate 

of return estimates. The p r e s e n t a t i o n  of the early hybrid cam. and sorghuq 

s r u d i e s  "In the form of "external" r a t h e r  than "internal" r a t e  of return 

estimates did resrdt i n  considerable confusion concerning i n t e rp re r a t i on  of 

the estimates. A review of the body of l i t e r a t u r e  smmzrized in  Figure 

9.3 inpresses  one wi th  the increasing sophistication ihat the authors uf 

the m o r e  recent  s t ud i e s  have displayed i n  responding t o  the iim5ta'ions 

of some of the  earlier s t u d i e s .  The effect 05 more careful model specifica- 

rion, more complete measurement of c o s t s ,  aod greater caution in estimating 

benefits appears t o  have resulted i n  a dowxward bias in a number cf recent 

s tud i e s  (ses Ruttan, 1982, pp. 252-254). 

In spite of the def ic ienc ies  in research orgariizatfon and Eanagaent 

noted above, a l n o s r  all o f  the s tud i e s  indzcate high rates of return t o  

investment i n  a g r i c u l t u r a l  research - w e l l  above t h e  10 to 15 percsnt 

(above inflation) that p r i v a t e  firms consider adequate to attract investment. 

It is  hard t o  imagine many investments i n  either private-  or public-sector 

4 / activities t h a t  would produce more favorable rates of return.- 



Figure 9 . 3 .  

Summary Studies of Agricultural Research Productivity 

71 me 
Study Country Cornmodicy Period 

Index NumSec 

Griliches, 1958 
GrfJiches, 1 9 8  
Peterson, 1967 
Evenson, 1 969 
Barletta, 1970 
Barlstta, 1973 
Ayer, 1970 
Schmitz and Seckler, 
1970 

USA 
USA 
USA 
South Africa 
Mexico 
Mexico 
Brazil 
USA 

Hybrid corn 
Hybrid sorghum 
Poolrry 
Sotgarcane 
Wheat 
Maize 
Cotton 
Tomato harvester, 
with no 
compensation ro 
displaced workers 
Toriato harvester, 
with cornpensatican 
of displacsd workers 
for 50% of earnings 
loss 

Ayer and Schuh, 1972 Brazil Cotton 1924-1 967 
Hines, 1972 Peru Mzize 1954-1957 

Hayani and Akino, 1977 japen 
Hayami and Akjno, 1977 Japan 

Hertford, Ardila, Colombia 
Rocha, and Trujillo, 
1977 

Pee, 1977 Malaysia ' 
Peterson and USA 
Firzharris, 1977 

Wennzrgten and Bolivia 
Whirskcr, 7977 

Pray, 1978 Punjab 
(British 

. India) 
Punjab 

Rice 
Rice 
Rice 
Soy beans 
Wheat 
Cotton 
Rubber 
Aggregate 

Sheep 
Wheat 
Agricultural 
rescarch and 
extension 
Agriculrural 

{Fakistan) research and 
extcrnsicn . 1948-1963 

Scobie and Posada, 1978 Bolivia Rice 1957-3964 
Pray, 1980 Bangladesh Wheatandrice 1961-1977 

Regression A noIysix: 

fang, 1963 Japan Aggregate 'I 880-1 938 
Griliches, 1964 USA Aggregate 1949-1 959 
Latimer, 1964 USA Aggregate -- -- 1949-1 959 

Annuat Internal 
Rate of Return 

(%I 

35 
3540 

not significant - 



Figure 9.3.  continued. 

Annual Internal 
Time Rate of Rezurn 

Study Country Commodity Period I%) 
Pcrerson, 1967 USA Pouitry 1915-1960 21 
Evenson, 5968 USA Aggregate 1949-1 959 47 
Ewnson, 1969 South Africa Sugzrcane 1945-1 95 8 40 
Wletta, 1930 Mexico Crops 1943-1 963 45-93 
Duncan, 1972 Australia Pasture 

Improvement 1948-1 969 58-68 
Evenson and ]ha, 1973 India Aggregate 1953-1971 SO 
Uine, 1975 USA Aggregate 1939-1 948 41-50' 
jrevised by Knutson 
and Tweeten, 1979) Research and 

extension 1949-1 958 39-4yc 
1959-19158 32-39' 
1969-1972 28-3jc 

Bredah8 and Peterson, USA Cash grains 1953 366 
876 Pouitry 1969 37O 

Dairy 1969 4~~ 
L;vcstock f 969 47$ 

Krhlon, EaI, Saxena, 
and Jha, 1977 Indk Aggregate 1960-1 95 I 63 

Evenson and Flores, 
1978 Asia- Rice 1950-1 965 32-39 

nationdl 1966-1975 7 3-7 8 
Asia- 
Inrernationaf Rice 1966-1 975 7 4 1  02 

FIorer, Evenson, and 
Hayami, 1978 Tropics Rke 1965-1975 46-7 1 

Philippines Rice 1966-1 975 75 
Hagy and Futtan, 1978 Canada Rapeseed 7 960-1 975 95-1 10 
Davis, 1979 . . USA Aggregate 1949.1 959 66-1 00 

1964-1 974 37 
ircnron, 1479 USA Aaregate 1868-1 926 65 

USA Technology 
orirn ted 1927-1 950 95 

USA Science 
oriented 1927-1 950 I10 

USA Science 
orizn ted 1918-1973 45 

Sauther~ Technology 
USA oriented 1948-1971 130 

Northern Technology 
USA oriented f 948-1 97 l 93 

Yestern Technology 
U ~ A  oriented 1948-1 97 5 95 

USA Farm management 
research and 
agricultural 

+ exknsion 1948-1 973 110 



Figure 9.3. ' cmtZnued 

Sourre; Robert E, Evenson, Paul E. Waggoner, and Yercon if. Ruttan, Econamic knefits 
from Research: An Example fmm AgricuLture," Science, 205 (September 14, 19791, pp. 

1301-7. Copyright 1979 by the American Aswciaeion far the Advancemefit of Science. 
a. Recurns to maize research oniy. 
b. Returns to maize research plus cuttivation "package." 
c. Lower estimate for 13-, and higher for 16-year time lag betwen begilining and end of 
wtput  impact. 
d, L~gged marginaf product o f  1969 resarch on output discounted for an estimated -9 
tag of 5 years for cash grains. 6 years for poultry and dairy, and 7 years for livestock. 

Sources for Tab/= 7G.3: The results of many of %he studies reported in this table havr: 
prev':orrsly been svmrnarizcd in rbe following works. 

T komas M. Arndr, Dasa G. Dalryrn~la, and Vernon W. Ruttan, eds., Resource Alfocatfon 
ttnd Productivity in Natjonol and itrternotioionai Agricolturol Rcscorch (Minnea~olis: 
University of Mjnfiexrta Pres, 19771, p. 6,1- 

lames #. Boyce and Robert E. Evenson, AgsicuJtural Reseu,-ch and Extension S~rtpplps 
(Few York: Agricult?rral Devetoprnenl Council, 1975), p. 104. 

Roberr Evenson, Paul E. Waggoner, and Vernon W.  Rustan, "Etonomic &Pnefib from 
Research: An Example from Agricutture," Science, 205 (September 14, 19791, pp. 
1101-7. 

Robert i. R. Sim and Richard Gardner, A Rekl:&w of Reseorchand Exrenzion Evuluation in 
Agriculture (Moscow, Idaho: Univerdty af Idaho, Department of  Agricuitunl Econo- 
mics Research Series 214, May 19781, pp. 41,42- 

The sor rces for isdividua! studies are 

H. Ayer, "The Costs, Returns and Effects of Ag~icuitural Research in 5.50 Prulo, Brazil" 
{Fh.D. dissertatior?, Purdue University, 1 9 i O ) .  

H. W. Ayer ar;d G. E. Schuh, "SociaC Rates of Return and Other Aspects of Agricu!tunJ 
Research: The Case of Cotton Research in SZo Paulo, Brazil," American JoornaI of 
Agrfurlturol Economics; 54 (November 'I 9721, pp. 557-69. 

N. Ardiro Earretta, "Costs and Socia! Benefits of Agricultural Research in Mexico" (FhD. 
dissertation. University of ~Ji icGs, 1970). 

M. Bredahl and W. Peterson, "The Productivity and Allocation of Research: U.S. Agricul- 
mral Experiment Stations," American j ~ u r n d  of Agricuiturctl Economics, 58 (November 
19761, pp. 684-92. 

PhilEp t. Cline, "Sources o f  Productivity Change in United States Agriculture" (Ph.0. 
dissertation, 0k:ahoma SGte University, 1975). 

jcffrey $. Davis. "Ecability of the Research Production Coefficieot far U.S. Agriculture," 
(Ph.D. dissertztion, University of Minnesota, 1979). 

R. C. Duncan, "Evaluating Rerurrzs to  Research in Pasture ! mgrovement," AustraIian 
lournof of Agriculrurcrl Economics, 16 (December 1972), pp. 1 5 3 a .  

R. Evenson, "the Contribution of Agriculturaf Research and Extension to Agricultural 
Producrion" iPh.D. dissertation, University of Chicago, 1968). 

R. Evenson, "lnternationa! Transmission of Technology in Sugarcane Production" {New 
Haven, Conn: Yale University, Mimeographed pakr, I969j. . 

R. E. Evenson and P. Flores, Econcmic Conseguerxes of New Rice Technology in Asiar 
Los Banos, taguna., ?hilippines: lnternatianal Rice Research Institute, 1978. 

R. E. Evenson and U. Jha, "The Coritribution of AgricuCturai Eesearch Systems to Agri- 
cu1:ural Production in india," Ifidion /ourno/ of Agriculturul Economics, 28 (19731, 
PP. 21 2-30. 

P. Flores, R. E. Everenson, Y. Hzyami, "Sociai Returns to Rice Research in the Philippines: 
Domestic Sene fits and Foreigfi Spi[lover," Economic Development and Cdrural Change, 
26 (April f 978), pp. 591-607. 



Figure B13* continued 

2. Griliches, "Research Costs and Social Returns: Hybrid Corn and Relaed In~>ouations," 
journal of ?olitical Economy, 66 (1 958), pp. 41 9-31, 

Z. Griiiches, "'Reszafch Expenditures, Education and the Aggregate Agricultural Produdion 
Function," Amerfwn E c o n ~ m k  Review, 54 (December f 9641, pp. 957-f4. 

y- Hayarni and M. Akino, "Orgarlizatisn and Productivity oF Agricuiturat Research systems 
in  japan," i n  Resource Aliocatien and P~oductivity in Nationoi and In~ernatianal Agri- 
cufrurul Research, Thomas M. Amdt, Dana G. Dalryrnple, and Vernon W. Rutun, eds. 
(Minneaporis: University of Minnesota Press, 1977), pp. 29-59. 

R. Hertford, j. Ardila, A. Rocha, and G. Trujillo, "Productivity o f  Agriculturat Research in 
Colombia," in Resource Allocurian ogd Productivity in Notional and Internation01 
Agriculturof Resew&, Thomas M. Arndr, Dana G. Oalrymple, and Vernon W. Rut-, 
eds. (Minneapolis: University of Minnesota Press, f 9'73], pp, 86-1 23. 

j. Hinss, "The Utilization of Research for Development: Two Case Studies In Rural Modern- 
i ratbn and Agriculrurc in Peru" (Ph.l). dissertation, Princeton Uniwrsity, 1972). 

A. 5. Kahlon, H. K, Bat, P. N. Saxena, and D. Jha, "geturns to Investment in Research in 
India," in  Resource Allacotion and Praduct;vity in Nutionol ond internotional kgricul- 
rural Reseurch, University of Minnesota Press, 1077), pp. 12447. 

M. Knutson and Luther G. Tweeten, *'Toward an Optimal Rate of Growth in Agricurtural 
Production Research and Extension," American lournal of Agricuitlirui Economics, 
6 i  (February 1979), pp. 70-76. 

R. Latimer, 'rSorne Economic Aspects of Agricultural Research and Extension in the U.S-" 
(%F..D. dissertation, Purdue University, 1964). 

J. 6. Nagy and W. I I .  Furtan, a'Econnrnic Costs and Returns from Crop Devellupmsnt 
Reserrch: The Cast of Rapeseed Breeding in Canada," Canadion journaf of Agricuttura! 
Economics 26, (February 1978), pp. 1-14. 

T. Y. Pee, "Social Returns from Rubber Research on Peninsular Malaysia" (Ph.D. Gissersa- 
don, Michigan S a t e  University, f 977) 

W. L. Peterson, 'LReturn to Poultry Researcfi i n  the United States," /ournu1 of Farm Ece 
nomics,49 (August 1967), pp. 65669. 

W. L. Peterson and I. C, Firzharfis, "The Org~nization and Productivity of the Federat State 
Research System in the United States," in Rescurce ~llocation Pruductiviry in 
Notions! ond Irrternot;onol Agr;cufturaI Resewcb, Thomas M. Arndt, Dana G. Dalryrnpls, 
and Vernon W. Ruttan, eds. (Minneapolis: University of Minnesota Press, 1977), pp, 
60-85. 

C. E. Pray, "The Economics of Agricu:tural Research in British Punjab and Pakistani Punjab, 
1995-1975" (Ph.D. dissertation, University of Pennsylvania, 1978). 

c.' E. Pray, "The Economics of A~ricrrlturat Research in Eangladcsh," Bacgladesh Journal 
of Agrriculrvral Econcnics, 2 {December 19791, pp. 7-36. 

A. Schnitz and D. Seckfer, "Mechanized Agriculture and Social Welfare: The Case of the 
Tomato Harvester," A n e k a n  /our& o f  Agricutturcl Econ~mi's, 5 2  (November 7 9701, 
99.569-77. 

G. M. Scobic and R.  Posada T., "The Impact of Technical Change on Income Distribution: 
The Case of Rice i n  Colombia," American journal o f  Agricultuml Econo,:ics, 60 (Feb- 
ruary Y978), pp. 85-92. 

A. Tang, "Research znd Education in japanese Agricu!taral Devzlopmenr," Ecanomic 
Strrdier Quarterly, 13 (February-May 7 9531, pp. 27-41 and 92 -99. 

E. B- Wennergron and M. D. Whitaker, "Social Return to U.S. Technical Assistance i n  
Eoiivian Ag:iculture: The Case of Sheep and Wheat," Amcricon journa! of RgricuJtur~I 
kconomics, 59 (August 1 9771, po. 5 65-69. 



9 .3  B g r i c d t  ural Extension 

Publ ic ly  supported agricultural research systems were f i rmly  established 

in a number of European countries, in  North America and in  Japan during 

the latter haPf of the 14th century. Extension services designed to 

transfer nev agricultural techno?~ogy t o  farmers were es tab l i shed  somewhat 

la ter  - t yp i ca l l y  during the first quarter of this century. 

Resezrch and extension services were also establishec? in a rrmber of 

comtrfes in Latin America, Asia and Africa by national governments snd 

colonial regimes prior t o  World War 11. The extension services were often 

quite different than the North h r i c a n  model. In many of the cclonial  

countries they xEre directed to  the needs of t h e  expatriate managed plantation 

sector. In a number of countries the extension services performed regulatory 

functions as well as educational and related technology transfer activities. 

The Changing Role of Agr icultura 1 Extens ion i n  Development A s s i s  rance 

When the United States became involved i n  development a s s i s t a ~ c e  during 
I 

and after World War 11, development or strengthening of extension psdgram 

represented a major focus of development assistance (see the Tu~key and 

India case studies). There was a firm cor~viction among U . S .  development 

assistance personnel and on the p a r t  of many U.S.  scholars that inefficient 

resource allocatfon among "irrational tradition bocnd" peasants was a rnzjor 

constraint on agricultural development. There was also a perception that 



the enormous differences i n  levels of productivity between developed and 

developing countries could be overcame. by the strengthening process of 

technology transfer. These perspectivesresulred i n  an "extension bias" i n  

agricultural development assistance policy during the 1950's.- 5' The tech- 

noiogy transfer or extension bias w a s  particularly s t rong in  the early U.S.  

development assrstance programs in Latin America (Ficsher 1957; Rf ce 1974). 

By the mid-1960's there was considerable disillusionment among the 

administrators of development assistance programs and by development scholars 

with the inpact of assistance fo r  the development of a~rfculrurrl  extension 

programs. It  becarne apparent that agricultural technolop;y was ruth more 

location-specific than had been anticipated. And a neF7 $eneration of 

scholars Segan t o  look upon peasants i n  developing countries as "poor but 

efficientit (Sehultz , f 964). The attention of development assistance 

agencies, administrations and the flow of development assistance funds 

began t o  shift  fro^ the support of a g r l c u l t u r z l  extension programs toward 

agricultural research. 

By the nid-1973's concern w i t h  the eff~;ctiveness of technology transfer 

program l inking the new knowledge and the new technology emerging from 

agricultural research was resulting i n  renewed attention t o  the problem of 

agricultural extension. This shift was reinforced by a new set of concerns 

regarding equitable access to technology and the need to strengthen comuaal 

6 / institutions .- In the  next sections w e  give particular attention t o  the 

emergence sf new extension focus - the training and v i s i t  system - under  

SJorld Bank auspices. In the f inal  sectfon we review some of the l i m i t e d  



A New Focus on Extension 

The new focus on agricultural extension owed much to  the imagination 

and energy of the Israeli extensionist D a n i e l  Benor, From an in i t ia l  success- 

ful ef for t  in the Seyhan Irrigation Ilroject area i n  Turkey (see Chapter 14), 

Benor has evolved an extension model, referred t o  as the "training arid visit 

system" that has been further tested and adopted in  a large number of develop- 

ing countries. The World Bank has been a particularly enthusiastec supporter 

7; 
of t h e  t r a in ing  and v i s i t  system.- 

Ber,or and his associates have identified constraints that they fe l t  

had t o  be overco-raE? in  order t o  implement successful extension programs. 

These include : 

- Organizational deficiencies,  particularly the lack of a single direct 

kine of technical support and administrative control far the f i e l d  

level extension worker. 

- Dilutian of effort as a result of diffuse responsibility for educatian, 

infomation, regulatory and other rural development program responsi- 

Silit ies, 

- UnreaPisSZc zssignments regarding the number of f armrs extension 

personnel w e r e  responsible for reaching combined with lack of adequate 

traqsport support, 

- Inadequate or  outmoded training. 

- Lack ~f adequate articulation between research and extension. 

- Inferior  status accorded extension workers - "low status, l o w  morale 

and l o w  pay . " 
- Duplteation, of services. 

Benor srlggested a specific series  of refoms needed to revitalize extension 

efforts .  



The basic  technique employed i n  the  T & V method is "z systematic program 

of t r a i n i n g  of the Vil lage  Extension Worker (VEW) combined with frequent 

visits by him t o  farmers' f i e l d s , "  (Benor and Harrison, 1977: 19) .  The 

highly regimented schedule of the VEW requires t h a t  he be involved f o r  one 

day each week with intensive training related t o  the specific information 

he must convey t o  f a m e r s  during a given week (or fo r t n igh t ) .  H e  i s  responsi- 

ble, in turn, to visit each relatively s m a l l  group of contact farmers he works 

w i t h  once a week f o r  a half  day or once a for tnight  for a f u l l  day. "This 

schedule of visits and t r a i n i n g  takes up LO af the 12 working days in the 

for tnight .  During the remaining t w o  days the VElJ w i l l  m a k e  extra vrLs i ts  to 

supervise field trials, arrange special extension activities, mke up visits 

missed because of i l lness  or holidays, and complete whatever of f ice  work Xs 

necessary ," (Benor and garr ison,  1977: 2 3 ) .  T h i s  schedule allows f o r  close 

monitoring by his supervising Agricul tura l  Bxtet;sion Officer (AEO)  and by 

local fanners who come t o  expect v i s i t s  on a regu la r  basis, 

Figure 9 . 4  shows th is  organizat ional  scheme as it has been app l i ed  in 

India. 

The T & V system i s  organized i n  such a way as t o  overcome the most 

important def ic iencies  discussed above. First, workers f n  the T & V system 

are to concentrate on extension exclusivel~. Second, the T & V system features 

an in s t i t u r iona l i za t ion  of linkages between research and extension. These 

linkages occur at  all l eve l s  of the extension hei rarchy through contact wi th  

researchers  f o r  trainPng and interaction. A t h i r d  emphasis of the T & V 

system is its stress on extending a g r i c u l t u r a l  techniques which present a 

very low levei of r i sk  for farmers. F i n a l l y ,  the T & V method is geared 
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Fig~re 9.4. Organization Pattern of Intensive Extension Service 
on One of the States in Icdia 
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toward t h e  goals of both immediate future success. In an attempt t o  

break out of tne v ic ious  cycle af l o w  farmer responsiveness and low morale 

among extension personnel, rhe T & V system attempts t o  build confidence 

withfn the extens ion worker himelf  and farmer confidence i n  the ex tens ion  

worker through immediate success.  

l%e T & V extension system was ffrst implemented i n  Seyhan (Turkey). 

Benor reports that  t h f s  project increased cotton y i e l d s  from 1.7 to over 

3 tons p e r  hectare i.n t h r e e  years (Benor and Harrison,  1977: 3 ) .  After the 

success  of the Turkish program, t h e  T & V system was i n i t i a t e d  i n  1974 as 

part of t h r e e  Command Area Development Projects fn India--two in Rajasthan 

s ta te  (Charbal and Rajasthan Canal) and one i n  MaCnya Pradesh. "In Chambal, 

Rajasthan India) , farmers increased paddy yields from about 2 . 1  tons t o  over 

3 tons  per hectare in two years. Combined i r r i g a t e d  and u n i r r i g a t e d  wheat 

y i e l d s  i n  Charnbal, Yadhya Pradesh ( I n d i a ) ,  rose from 1.3 tons t o  nearly 

2 tons per hectare af ter  one season and have since rfsen higher," ( B e n o r  

and Harrison, 1977: 3 ) .  

Subsequently, i n  mid-1975, the T & V system was i n i t i a t e d  i n  s ix dis-  

tricts i n  West Bengal. Later i n  t h a t  same year, the government of West Bengal 

decided t o  reorganize its extension service over the entire s t a t e  t o  the 

T S V system. Ey 1977, rhe Indian  governments of Orissa, Rajasthan, Madhya 

PraCesh, Assam,  and Eihar  adopted decisions t o  reform t h e i r  e x i s t i n g  exten- 

s ion  service to the  T & V system. The rota1 cost of these Indian projects, 

begun f r o m  May 1974 through June 1937, w a s  $151.5 mill ion.  The World Bank 

has provided substantial financial assistance t o  these p ro jec t s .  The World 

Bank loaned $70.7 m i l l i o n  t o  these extension reorganization efforts (Gernea 

and Tepping, 3-977: 85). 



The T & V system has been used as a model fo r  reorga~izing t h e  extension 

services ia o the r  s t a t e s  of India s i n c e  1977. Throughout the l a t t e r  ha l f  

of the  1970's ,  ase of t h e  T & V system spread  t o  Bangladesh, Burma ,  Indonesia, 

Nepal, Sri Lanka, ar,d Thailand, as well. 

Benor adds that  the cost: of rhe Indian extens ion  programs was actually 
, , 

q u i t e  l a w  relative t o  the payoff Zigures c i t e d  ear l ie r .  Since the T & V 

reform involved redeploying existing extension s t a f f ,  the incremental 

cost "would zormally be around $0.50 to $1.53 per hectlare per year. The 

cost to  farmers  is very small a s  well, f o r  the  initial focus of rhe exten- 

s i m  service in most areas i s  on the improvement of basic agricultural 

p r a c t i c e s  . . . whtch require riiore work b u t  Tittle cash an& bring sure 

r e s u l t s  ,:' (Bznor and Harrtson, 1977: 4 ) .  

While the r e s d t s  achieved appear impressive the  training and visf c 

system has  not escaped criticism. The c r i t i c i sms  have typically fccused on 

(a) organizational  constraints, including the d i f f i c u l t y  of meeting the 

organizat ion and training req-uirernents of the system and the r i g i d i t y  of the  

training and visit  node^, and (b) the  contact fa--r i s  regarded bv some -- - 

crirics as a major source of b i a s  i n  the d i s t r i b u t i o n  of benefits  from the 

8 ! 
sys tern- 

P a r t i c u l a r  attention has been g iven  t o  the t r a i n i n g  and visit system 

because of its widespyear! adoption. There are a number of other innovations 

i n  the  organiza t ion ,  management and s t a f f i n g  of ex tens ion  sctivities. 

Reference to these  are included in  Steinberg, eta, (19821,  Korean Agricul- 

tural Research: The Inregrat ios  of Research and Extension; McDermott and 

Bathrick (19821, Guatemala: Developmeat of the Institute of Agricultural 

Science and Technology (ICTA) and its Impact  on A g r i c u l t u r = l  Reszarch and 

Farm Produc t r iv i2  and Hobga~~d, et ai, (1960) Centra l  America: Small-Farmer 

Cropping Systens.  These latesr repor ts  offer promise of offerfng guidelines 

for rhe development of more productive agr i cu l t~ra l  extension program. 



&turns t o  Investment i n  Agricuitural  Extension 

In assessing fhe impact of extension program, particularly as they 

i q a c t  the development process,  i t  is importznt t o  noto  soroe significant 

di f fe renres  i n  the extension investment patterns between t T ) T V s  and T?TVs. 

;, 2: : . ; ; : ;  ::,:, ->: vjz  :;I--,. .,.-, : , :~. /e e-anded at a xuch slower race rhdz rese-irzh vr~>grnnts 

in the  most highly developed regions ,  while they have been expanded a t  re- 

l a t i v e l y  high rates i n  Africa, Latin he r ica  and Asia," (~venson and Boyce, 

1375: 4 ) .  The Evenson and Kislev study (1975) repor t s  that "the developing 

countr ies  spend more on extension than on research,  whereas the  developed 

countr ies  spend 1-8 t i m e s  as much on research as  or, extension," (page 19). 

This pattern i s  shown by t h e  data i n  Figure 9.5. 

Several othe? interesting findings emerged in the  study by Evenson and 

Kislev. They report that "in 1965 the developing countries spent 11. percent 

of the world research budget,  20 percent of the extension budget, and had 

iJ percent of the research and 47 percent of the world extension personnel," 

(Evenson and KisZev, 1975 : 26) .  A l s o ,  ''the less  developed countries spend 

i rougly 60 percent as much per  scienrisr  and only 22 percent as much p e r  exten- 
I 

s ion  worker as the developed countries," :Evenson and Kislev, 1975 : 19) .. 
Evenson and K i s l e v  draw this conclusion about investmect i n  extension: 

In  terms of d o l l a r s ,  the  developing countr ies  appear tc  invest 
less than the developed c o u ~ t r i s s ,  although they spend much more 
on extension than on research,  '*en the comparison i s  based on 
numbers of extension workers per  d o l l a r  of p r o d u c t i ~ ,  however, 
t h e  developing countr ies  have relatively high investment levels 
i n  extension--almost twice t h a t  of the developed countries.  The 
emphasis on extension i n  the de- eloping countr ies  mav make sense,  
given the  re la t ive  p r i ce s  they apparently p.;y f o r  s c i e n t i s t s  
and extension workers; but it may also be based on t h e  erroneous 
assuvption that there exist easi ly t rans fe rab le  s u ~ e r i o r  tech- 
nologies w h i c h  simply have t o  be put  in przcrfce i n  t-raditional 
agr icu l tu re  t o  transform i t  i n t o  a modern secror  (Evenson 2nd 



Figure 9 . 5 .  Expendizures OR Agricultural Extension by 
Regisn, 1959-1974 

-- ---. ----. -- 
Region Totot Expenditures in 3i.iiIIiuns of 1971 Constant U.S. Dullara 

1959 1945 1971 1974 

IVc'estcrn Europe 99.4 1695 1966 183.3 
Eastern Europc ancl USSR 128.0 Y 0.0 230.0 250.0 
Xorth Arncrica and Ocanis 163.1 198 -4 283.5 257.6 
Latin America 32.4 51 .l 102.8 121 9 
Africa 90.7 161 .O 217.0 2245 
Asia 555 1GO.O 249.5 258.5 

1.5rorld Total 

Source, : Evenson, Robert E. and J a m e s  K. Boyce (1V5) , 
Agricultural Research and productivity [New Haven: 
Yale ~ r ; i v e G i t y  Press). 
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This  f l n a l  point  i s  very i q o r t a n t .  "It 5s simply a myth too widely 

h e l d  i n  many donor agencies and countries thac research of value i s  OK the 

shelf  or can be transferred with little adaption f r o m  country t o  country," 

(Lovdermilk, 1383: 183. In  order for extension t o  be e f f ec t i ve ,  a s t rong 

supporting research program which develops region-specTf i c  technology and 

nethods must be i n  place. 

Evidence on rates of re tu rn  t o  extension is  much less adequate than i n  

the case of research.  figure 9.6 sumarizes the findings of the recent 

major s t u d f e s  i n  this area. 

Of partfcular significance are the t w o  Indian studies (Evenson and ;Iha 

and Mohan and Evenson) : I 
First, these s tud i e s  . . . estimated the contribution to  the 
agricultural research system i n  India so  a direct comparison of 
th2 estimted r e tu rns  t o  investment i n  research arid investment 
in extension and the niore general rural development prograin, 
tEe Intensive Agricultural Districts Program, i s  possible .  
This compariscn shows t h a t  investment in research has been much 
mare productive. Secondly, the Indian s tud i e s  were among the 
f i r ~ t  to be based on a technology-transfer spec i f ica t fon  
(Evenson a d  Bayce, 1975: 108). 

It might be added t ha t  given the  extremely limited :ru&er of stxdies of 

returns to extension 5n developing countr tes  these studies take on further 

significance since their results heavily influence any general conclusion 1 
I that can be made about extension in LDC's. 
i 
i Evenson's conclusion t ha t  extension yields a l o w  rate of return seem 
I 
i ~ to be fairly widely accepted among agricultural e c o ~ o m i s t s .  Huffman writes, 

"When these po ten t i a l  sources of bias are taken i n t o  consideration,  the 

I 

1 rate of return t o  agricultural extension seems to  be modest o r  better i n  
I 
1 the United S t a t e s ,  modest in  India and d i f f i c u l t  t o  assess i n  the  o ther  I 

srudies ," (Buf fman, 1978: 9 7 4 ) .  Stavis interjects the  comment, "To increase  



Ffgure 9 .6 .  Summary of Returns t o  Extension Studies 

Country 
Study (Data Set Year) Type of Study Conclusion ---. -------- _--____.--I -- ------- 

I ,  Patrick and 
Kehrberg 
( 1973) 

2. Evcnson and Jha 
( 1973) 

4, Mohan and Evenson 
(1975) 

6. Mooch 
(1916, 1978) 

10. Evensnn 
(1978) 

Brazil-Eastern 
(19W 

lndia 
(1933-54 to 

197&7 1) 
lJnited Stales- 

Corn Belt 
(1959-64) 

lndia 
(1959-60 to 

1970-71) 
United States. 
Iowa, North 

Carolina, Oklahoma 
(1964) 

Kenya-Vihiga, 
(a western 

division) (1971) 

United States, 
Iowa, North 

Caroline,, Oklahoma 
(1964) 

Philippirres- 
-una Province 
( 1963-68-73) 
United States- 

Corn Belt 
( 1959-64) 

United States 
( 1949-7 1 ) 

United Slates. 
Iowa. North 

Carolina, OWaho~na 
(1961) 
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inued ) 

Extensiurr, number of direct contacts of farmers with extension agents during the 
study year, had positive but generally not statistically significant effects on value 
added in farm production. 
Extension, index of maturity of extension prugram, conirihtes significantly lo ag- 
ricultural proctuctivit y change orrZy through interaction with research programs. In- 
vestment i n  exterrsion programs yields a I5%2Wo social rate of return. 
Extension (days, average k r  lYSB and 1960, ailoca!ed to crops by agents doing 
primarily agricultural work) and education arc substitutes in inducing optimal nitrogen 
fertilizer usage on hybrid corn. The mwginal value of extension time on this une 
decision is estifi~eted at $4.48 per hour of extension agent time ~llocated to crops or 8 

social lnte of return of 1.3%. Total social return from enhanced decision-making 
suggested to be in excess of 16%. 
The Intensive Agricuitural Districts Ro~ratrr (presence vs. absence) contributed to 
more rapid agricuitural productivity change. The social rate of return realized on the 
investment was l59l'o-20%. 
Extension, agent days atlocated three years earlier to crops and livestock activities by 
agents ddng primwily apicultural work, contributes significantly to fevel of agricul- 
tural production. The marginal prodt~ct of extension is $1,000-3,000 per day. 

An index o f  crop related extension cor~tact with inale and female farm operators during 
the last year contrikter significantly to  corn (naize) yields. Extension and education 
are substitutes in corn prnduction; extension interacts positively with the rate of 
nitrogen fertilizer application on male operated Farms (1978). 
Same as for Huffman (1976a) axce91 marginal product of extension $1,000-2,5W per 
day, 

An index dcrxtcnsiolr contact with farms, derived by weighting frequency of coatacl 
over predious five years, contributes positively and significantly to agricultural p r e  
duction. Marginal products imply a "relatively high return of extension contad." 
Same as IIuffman (1974) except marginal value of extension time on this one derision 
is estimated at $600 per day of extension agent time allocated to crops or @ social rats 
of return of 110%. 
Extension, expe~ditures on applied farm management resewch and on applad agricul- 
tural engineesing research are combined with expenditures on extension activity and 
deflated by number of commodity-subregions, interacts ncpativcty with education and 
positively wi:h applied resewnrch, The internal rate of relurn on extension expenditures 
is 11030. 
Extension is  measured as days allocated to crops, Livestock, and planning and manag- 
ing farm businesses and ms days nllocated to the separate components. Emphasis is 
placed on holding factors constsnl that may be correlated with the extension variabtes. 
Marginal product of e ~ t c n s i ~ n  i s  sensitive to output mix divestock vs, crop), ranging 
from very large to negative values. Crop extension performs better than other compo- 
nents. 



S
T 
C

 
4
 

@
.- 

V
I

A
 

Kl 
m

 
r14 

cn 
L

) 
4
 

f
i
-
 



NOTE: Huffman, identifies four potential. sources of 
bias in the measurement of returns to extension: 
[a) producrion function estimates, wh3ch focus 
on the effect of extension on production, do not 
capture ths effect on factor choice (do~mx~ard 
bias) ; (b) extensiorr is t y p i c a l l y  treated as a 
crrrrent input xather than a capTta1 input  (rrptz.ard 
b ias ) ;  fc) mst studies, except Evenson and 
neglect the interaction betwee3 research and 
extension bias) ; <dl none of the s tud ie s  
jnelude the effect of private sector infomation 
aclivixfes (upward bias), Huffman concludes 
that after taking in to  account th2 potential 
sources of bias the rate o f  retu-m ta extension 
is modest or better in the k i t e 2  States, modest 
in India and d i f f i c u l t  to assess in the other 
countries. In our judgement failure to include 
private secZor infomat ion nay r e s u l t  very little 
bias since the cost of the informatisn activity 
is included in the cost of inputs purchased from 
the private sector. 

The sources of the individual studies are: 

Evenson, Robert E., "Research, Invention, Extenslor, and Productivity Change 
in U . S .  Agriculture: An Historical Decomposition Analysis." Paper 
presented at Symposium on Research and Extension Evaluation, Moscow, 
Idaho, %y 21-23, 1978. 

Evenson, Robert E, and D. Jha, "Tie Contribution of Agricultural Research 
System to Agricultural Production fn India," Indian Journal of AgricuT- 
tural Economics 28 (1973): 212-30. 

H a l i m ,  A,, "The Economic Contribution of Schooling and Exzensim to R i c e  
Production i n  Laguna, Philippines," Agricuftural Econom2cs and Develop- 
ment 7 (1977): 33-46, 

H u f f a n ,  Wallace E., "Al?_ocative Efficiency: The Role of Human Capital," 
Quarterly Journal of Economics 91 (1977): 59-79. 

, "Decision &king: The Role of Education," American Journal of 
Agricultural Economics 56 (1974) : 85-97. 

, "The Productive Value of Human Time in U.S. Agriculture," 
American Journal of,Agricultural. Economics 58 (1976a): 672-83. 

"Returns to Extension: An Assessment." Paper presented at 
Symposium an Research and Extension Evaluation, Moscow, Idaho, May 21-23, 

, "The Value of the Productive Time of Fam Wives: Iowa, North 
Carolina, and Oklahom," American Journal of Agricultural Economics 58 



Moharr, R. and R.E. Evenson, "The Intensive Agricultural Districts Program 
in India: A W2w Evaluation," Journal of Development Srudies 11 (1975): 
135-54- ' 

Mooch, P.R., "Edl~carion and Technical Efficiency in Small Farm Production." 
Unpubl-kshed paper, Collrmbfa University, January 1978. 

Patr ick,  G.F. and E.W. Kehrberg, "cost and Returns of Education in Five 
Agricultural Areas in  Eastern Brazil," - American Journal of Agricultural 
Economics 55 (1973) : 145-53. 

Pudasaini, Som Prasad, "The Contribution of Education to Agricultural 
Yroductivity, Efficiency and ~evelopment.'"Ph.D. Dissertation, 
Department of Agricultural and Applied Economics, University of 
KTnnesota, August 1981. 



factor productivity, the aarhors of this study believe investment in research 
' 

systems normally have a higher payoff  than investments in extension systems," 

(Stavis, 1579 : 14). 

While t h e  conclusiort that rates of return t o  extension investment are 

quite low relative to research, investmnt does n o t  negate the importance of 

p u b l i c  extension programs. It does seem ro emphasize the importance of 

cmtinuing experiments i n  the organization. and managemeat of extension 

programs. 'This is an area where i n s t i tn t iona l  innovation mzy have a rela- 

t ively high payoff. 



L a d  Tenure R e f o r m  

Tenure reform has been vfewed as essential  t o  the mobkliza.tion of 

labor resources ar,d the generation of praductivlty growth i n  both liberal 

and Marxisz developmnt perspectives.  Economic l ~ g i c  and economic his tory  

combined i n  the early post-World War I1 period to prodace a remarkable 

u n i t y  in  doctrine to the effect that an agricultural sector in  which an 

owner-cultivator system predomznates achieves a m o r e  erff ic ient  allocation 

of resources and makes a greater contribution to  national economic growth 

t h m  under alternative systems. 

L m d  Reform After World War I1 

The analy t ica l  support f o r  t h i s  position drew on a tradition t ha t  

extended back through Marshall t o  the classical economists (Ja-pes, in 

press). The classfcal  economisrs recognized that in a world of imperfect 

land, capital and credit markets, sharecropping represented an improvement 

over wage labor because of i t s  positive incentive e f fec t .  The c lass ica l  

economists also recognized that sharecropping provides the workers with 

less incentives to  work than a fixed rate tenant or an owner-cultivator 

would have, The classical perspective was confirmed by Marshall (1920). 

It w a s  reexamined again within the framework of the Hicksian neo-classical 

theory  of the  firm In t h e  1940's and early 1950's (Schultz, 1940; Schickele, 

1941; Eeady, 1947;  Johnson, 1950; Beady and Kehrberg, 1952; Drake, 1952; 

Georgescu-Roegen , 1960 . The niaj or c o ~ c l u s i o n  that emerged from t h i s  re- 



analys is  of t h e  re la t ionship  between tenure and productivi ty was "that: 

there is  no s u b s t i t u t e ,  f r o m  the  standpoint  of sheer productivity, and 

Prrespective of socio logica l  ccmsiderations, f u r  an owner-operated agricul- 

~ u r r t l  system,'' (Drake, 549). 

This perspective l ed  t o  a major emphasis on land reform irr the 

t echn ica l  and economic assistance efforts of a number of na t iona l  and i n t e r -  

national development assistance agencies after World Wzr 11. ne post-FJorld 

War 11 commitment by the United Sta tes  t o  land reform as an instrument of 

political and econonic po l i cy  was in i t ia ted  w i t h  the  reforms carried out in  

Japan i;t 1947 under the  authority of the  Suprerne Commander ?or the A l l f e d  

Powers ( S C A P )  . The success of  the Japanese land reform was an important 

f a c t o r  in  U . S .  support fo r  land refarm i n  o ther  countr ies  of East Asia i n  

the early 1950's znd i n  Latin America, m d e r  the Alliance for  Progress, i n  

10/ the 1960'~~- 

The a n a l y t i c a l  deductions were, dur ing  most of the post-World Wzr 

I1 per-lod, regarded as consistent  w i t h  historical experience (United Nations, 

1.951; Agency for In te rna t iona l  Devefopment, 1970). The post-World War I1 

laqd reform experience i n  Japan, Taiwan, and Korea has been widely i n t e r -  

preted as supporting the proposi t ion that  an agrar ian  s t ruc tu re  consist ing 

of extremely s m a l l  owner-cultivator Eaaily farms could be eco~omical ly  

viable, reasonably e f f i c i e n t ,  and capa5le of sus ta in ing rapid increases i n  

zgricultural productivi ty.  Analysis of the e a r l i e r  modifications in tenure 

arrangements i n  Japan, beginning w i t h  the  abol i t ion  of feudal  p r iv i l eges  

and the convers2on of the  l a n d  t a x  t o  a cash rather than a commodity bas i s  

during the early years of the M e i j i  Restoration, also supported the pro- 

pos i t ion  that the  r e su l t ing  improvements i n  incentfves complemented e f f o r t s  

to introduce new crop varieties, higher levels of fertilization, and other 

changes in c u l t u r a l  practices (Kaihara, 1961; Ogura, 1963; Dore, 1958; 

Cheng, 1961; Hsieh and Lse, 1958). I 



Experience from t h e  post-war land reforms i n  other developing countries, 

however, d i d  not provide the same degree of support f o r  the  h i s t o r i c a l  generali- 

zations as the  East  A s i a  experience. In many countries land reform l e g i s l a t i o n  

Furthermore, the growing body was badly or perver se ly  adn-dnis tered.- 

of expirical evidence on the  relstionships among f a r m  s i z e ,  t enure  and 

product ivi ty  was frequently i n c o n s i s t e n t  with the order igg suggested by 

the  l o g i c a l  deductions. In the  smaller size ranges,  sha re  tenmts fre- 

quently achieved higher yie lds  than owner-operators. Even in the l a r g e r  

size c lasses ,  owner-operators f requent ly  d i d  no t  e x h i b i t  any clear-cut 

produc t iv i ty  differentials r e l a t i v e  t o  o t h e r  c l a s ses .  It was f r equen t ly  

noted that the highest l e v e l s  of productivity were achieved by owner- 

tenants - t y p i c a l l y  small landowners who cultivated rented Iznd i n  addi t ion 

t o  t h e i r  own land. There was one issue, however, i n  which the r e s u l t s  

of the empirical i n v e s t t g a r i o n s  were r e l a t i v e l y  unambiguous. Where the  land 

ref o m  were e f f e c t i v e l y  carried our, t h e r e  were s u b s t a n t i a l  income gains t o  

the beneficiaries of the reforms (Ruttan, 1966; Cheung, 1969; Dovring, 1970; 

Yangahas, Yi ra lao  and Reyes, 1974). 

The New Land Tenure Economics 

m e  lack of consistency between the log ica l  deductions and the 

empi r i ca l  observations regarding the e f f i c i e n c y  of a l t e r n a t i v e  land tenure  

i n s t i t u t f o n s  gave rise, i n  the late  1960's and 1970's t o  a "new land tenure 

economicsi' that a t  tempted to explore the economic rationale for  the persis- 

12 / t ence  and r e l a t i v e  efficiency of share tenancy.- 

The catalyst for the new land tenure economics was Stephen N.S. 

Cbeung (1968, 1969)  who proposed a model i n  which the rural wage race i s  

exogenously determined and i n  ~lrhich tenure  arrangenents  and size of u n i t  



were endogenous. In the Cheung model t he  con t r ac t  terms are the product 

of economic f o r c e s  =d the equi l ib r ium s o l u t i o n  t o  the contract choice 

problem takes i n t o  consideration t h e  optimizing behavior of both the land- 

l o rd  and the tenant. By this, Cheung meant t h a t  competition mong landlords  

f o r  tenants and among t enan t s  for land tends  t o  result i n  rental  con t r ac t  

terms, that l e ad  t o  "ef f ic ien t1 '  use of inpu t s  and an optimum l e v e l  of output. 

The conclusion he drew f r o m  the theoretical analysis was that "the inefficiency 

argument is i l lu sory .  The implied resource a3locatiori under private proper ty  

rights is the same whether the landowner cultivates the land himself, hires 

farm hmds to do t h e  t i l l i n g ,  leases h i s  holdings on a f i x e d  rent bas i s ,  or 

shares the actual yield with his  tenant," (Cheung, p .  4).  

Che~ng  t e s t e d  h i s  model against the experience of the r e n t  reduction 

phase (1949-52) of the Taiwan land reform. One effect o f  t he  ref~rm w a s  

an adjustment i n  inpu t  use. The area cu l t i va t ed  by owners increased  and 

the a r e a  cultivated per  tenant  f6rmer decreased. I n t e n s i t y  of labor use 

and fer-iil-kzer inputs on teaanted farm rose relative to ovmer-cultivated 

farms. Cheung concluded t h a t  the tenancy refoms had resulted i n  in- 

efficiency in factor use. "The ~ i ~ i f i c a n t l y  higher Labor-land r a t x o  -in 

t enant  f a n s  than on owner farms i m ~ l i e s  t h a t  the marginal product of l and  

i n  censnt farms was higher and the marginal product of tenznt l abo r  was 

lower than similar resources employed elsewhere," (Cheung, 1968, 127). 

Cheung also in terpreted the traditional data d r a m  from pre-World War IT. 

China as a refutatior! of t he  e f f i c i ency  argument against share leases ma 

as consistent ~ 5 t h  the conclusion from hfs  theoretical analysis - under 

a w e l l  def ined system of private property rights different l e a s ing  arrmge- 

rnents do no t  lead ro  differences i n  farming i n t e n s i t y  (pp. 72-87). Cheung's 

analysis led t o  the conclusion that tenjlre reform is both unnecessary and 

redundant. And. he implies that a more approp r i a t e  approach would focus 

on the  development and reform of property r i g h t s .  



The publication of Chemgts  work was fol3.owed by an explosive growth 

i n  the l i t e r a t u r e  cast wi th in  the new land t enure  economics paradigm. 

This l i terature has, hovever, l e d  to a s u b s t s n t i a l  q u a l i f i c a t i o n  of t h e  

13/ me ung conclusions .- Chesng's i n s i g h t  that con t rac tua l  terms, t h e  share 

arrangements f o r  factor costs and product  r e c e i p t s  f o r  example, a r e  endogen- 

ous and t h a t  the equilibrium salut ion i s  a product of joint maximization 

on t he  part of both the landlord  and tenant  has been generally accepted.  

But it  is now g e n e r a l l y  understood that Cheung' s model achieves i ts  efficiency 

outcow because it simply assumes away the two problems t h a t  were the 

c e n t r a l  cancerns of the c l a s s i ca l  and neo-classical analysis - "the nega- 

tive incentives of sharing and the d i f f i c u l t y  of monitorfng effort ," 

(Birrswznger a d  Rosenzweig, 1981 : 2 3) . It  should also be  noted tha t  

although Cheung interpreted h i s  results as a p p l i c a b l e -  t o  both  owner-culti- 

vaeion and the s e v e r a l  rental arrangements, his empirical a n a l y s i s  focused 

p r i m a r i l y  on the effects of refcrm i n  rental arrangements. This foeus 

has been r e t a ined  i n  much of t h e  "new land tenure" L i t e ra tu re .  

The key features of the  evolving new l and  tenure l i t e r a t u r e  have 

been swmarized i n  Figure 9.7 (Binswanger, tmpublished) a d  Figure  

9.8 - (Binswanger and Rosenzweig, pp. 30, 31). The major inpl icat ion of 

this l i t s r a t u r e  is t h a t  the persistence of sharecropping rests on a combina- 

tion of f a c t o r s  i n c i ~ d i n g  (a) the difficulty of solving the labor and manage- 

mem i n c e n t i v e  problems i n  a  direct l a b o r  management system, and (b) on the 

persistence of inpzrfections in the factor and product markets.B/ Another 

way of s t a t i n g  the same po in t  i s  that given subs t a ~ t i a l  underdevelopment o r  

i~t:perfection in factor and product  markets, share tenure  has represented  

a nose e f f i c i e n t  m t h o d  of minimizing transaction costs rhan d i r e c t  l a b o r  
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Figure 9.3.' The Routes t o  sharecrop pin^ 
--- .. 
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Sharecropping Sharecropping Sharecropping Sharecropping Sharecropping 

Productive Second best Second best Second besc Second b e s t  
E f f i c i e c c y  

Source : 'ans P. Xinswanger and Mark R, Xosenzwef g (1981) , Ccntrac~ual Arrangements, 
Employrent and Wages: A Cri t ica l  Review (New York: The Agricultural 
Development Council and Patancheru, India: In ternat ional  Crops Research 
Inst i tate  for the Setni Asid Tropics ] .  
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operation and a more e f f i c i en t  method of sharing rfsk than a flxed rent 

conrract .  This l e a d s  to  the conciusion that "sharecropping represents 

. . . an instrument that l e a d s  t o  improved eff ic iency in t he  face of 

market imperfections," (Binswanger and Rosenzweig, p .  28). 

This perspective is clearly consistent w i t h  h i s t o r i c a l  experience. 

Both colonial  administrators and the commercially oriented indigenous 

e l i t s  have a t  times used share tenure as an e f f ec t ive  device t o  extract 

a Larger marketable surplus from a peasant agrf cul ture  prior to the extensive 

monetization of economic activity, (Furnivall, 1956) . Owners of estates 

and haciendas have used share tenure arrangements as a more effective 

method of labor managenent than use of direct wage labor i n  the produeti-on 

of commodities such as rice, o r  cotton which required close ~ e r s o n a l  

a t t en t ion  or a h%gh degree of husbandry s k i l l  on the p a r t  of t he  cultivator. 

And in the  absence of effective land, credir and product market institutions, 

peasant farmers have a t  times found that share tenure arrangeaents exposed 

them t o  less income uncertainty f ron  p r i ce  and y i e ld  f luctuat ions  than 

fixed rent leaseho3d arrangements o r  a debt-encumbered owner-operatorship, 

What options do the inferences drawn from the modeling exercises  

of rhe'hew land tenure economics" imply for  improving the welfare of workers 

and tenants and the ef f ic iency  of the farming system? The answer that the 

new models grind out include the development and reform of more e f f ec t ive  

land, credit and o t h e r  factor mrkets.  The models also confirm that i n  an 

environment characterized by underdeveloped fac tor ,  credit and product 

markets, a land reform leading t o  an owner-operator system wfll lead to 
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grea te r  efffciency i n  production than other tenure farms. Thus, the  

f o r m 1  analys is  brings us back full c i r c l e  t o  the  more i n t u f t i v e l y  derived 

policy implicat ions of the pre-Cheung "old land tenure economics." 

But, there are several respects  i n  w1Mch t he  formal m o d e l s  still. 

remain mderdeveloped. The ef f ic iency implicat ions of a l t e r n a t i v e  

tenure forms i n  an environment characterized by rapid advances i n  knowledge 

I' and technology have not been fully explored. In an envi ronwnt  characteri- 

zed by dynamic changes i n  technology, the  ef f ic iency losses due t o  incentive 

cons t ra in t s ,  asymmetric access t o  information, and transaction c o s t s  can 

be much larger than i n  an environment characterized by static technologq. 

The second issue i s  related to the dynamic effects o f  changes In the 

exogenously griven wage r a t e .  The new models clearly suggest that contractual  I 
.I 

terms move agzins t  labgrers and tenants  as wages in the intersector l a b o r  I 
I 
I 

market fall - or conversely t h a t  a rise i n  wages i n  the  non-agricultural 

sec to r  is a necessary ccndit ion Tor increases in labor earninps of hired 

workers and tenants. 

Land Refom. ' i n  Latin ATtlerica - 
The l i t e r a t u r e  of the  "new land tenure economics'' has a peculiarly 

Asian f lavor.  Land reforms i n  Asia were carried out with  t;he expectatf on 

that  reforming A abor and tenure re la t ionships  through elimination of fnter- 

mediaries, r ~ g u l a t i o n s  of r e n t a l  arrangements and transfer of ownership 

rights t o  the t i l l e r  would achieve both equity and prcductivity object?-~es.  I 

Most of the  contr ibutors  to the "new land  tenure economics" literature I 
I have drawn on Asian experience. i 

I 

I There is a very different f lavor t o  the literzture on land tenure I 
. J 

reform tha t  has risen out of the Latin &mr5can e x p e r i e n c e s  Neither the I 
I practice o r  theory of 'and tenure reform i n  La t in  America has given much I 



v e i g h t  t o  rhe achievement of product fv i ty  ob jec t ives  through t h e  transfer 

of land  wmersbip  t o  the t i l ler .  Land transfers have instead Seen looked 

on as a device t o  satisfy the land hunger of the peasants  i n  o rde r  t o  reduce 

the threat of social and pol i r ica l  i n s r a b i l f t y  i n  the countryside. Growth 

i n  product ion was expected t o  be achleved through t h e  modernization of 

proper ty  r i g h t s ,  investments in physical i n f r a s t r u c t u r e ,  and t h e  develop- 

m n t  of market institutions. These refoms were, and continue t o  be, d i r ec t -  

ed pr imar i ly  a t  convert ing the hacienda o r  estate sectar i n t o  a modern 

large scale farming sec to r .  

The Lat in  American experience has Seen, of course, mch richer 

than the s t y l i z e d  description presented here. A typology of land reform 

In Latin Amrica has been developed by de 5anv-q (Figure 9.9). A 

statistical summary of the status of e f f o r t s  t o  transfer land t o  the peasznt 

is presented in Figure  9.10. It seems clear that i n  a large nunber of 

L a t i n  Anerfcan count r ies  t h e  land reforms have been succes s fu l  i n  removing 

some of the most obvious sources of i ne f f i c i ency  and exploitation assoc ia ted  

with t h e  t r a d i t i o n a l  hacienda system. There appear t o  be relatively few 

areas, however, where the land reforms have been accompanied by the  policies 

needed to sus ta in  productivity growth  i n  t h e  smaIl scale peasant s e c t o r -  

And there a r e  even fetder a r eas  where the Lat in  American reforms have succeeded 

in resrrlving the problems of equity i n  t h e  agrarian s t r u c t u r e .  

A ~ t u r e  .- Direct ions for Land ReE3rm 

The  dramatic  transformations in land tenure r e l a t i o n s  i p s t i t u t e d  in 

8/ Asia and .:x L a t i n  America s ince  World War T I  have l a r g e l y  been completed.- 

Even as severe c r i t i c  of L a t i n  American agrarian structure as de 

Janvry concedes that: "Today, pre-capitalist estates with rer,t i n  

I n h n r  servf ces h a w ,  f o r  a l l  p r azc i ca l  p u r p o s ~ s ,  disappeared in Latin 

America. Those uith rent i n  land remain important only i n  some c e n t r a l  



Figure 9.9 

Typology of Land Refoms in Latin America 

Types and C0nsequerze.s of Land Reform 

Source: Alain de Janvrly, The Agrarian Question arid 
Reformism in Latin America (Baltimore: The 
Johns Hopkins Dniversity Press, 1981), p .  205. 



The Agrarian Question and Rsfosmisrn in Latin America 

Figure 9.10. Statistical Informa:ion on Laad Refoms 
i,n Selected Latin American Countries, 1917-76 
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(continued) 

The sources for indfvidual  studies are: 

hvn%s: (Col. 11 hitrai yearconcspxbio the y e a r h  land reform faw a u  passed. Fkrd yearcmqmdsei*hcrtb* 
cod &the prvpnm or ro h e  find year for which das are availaye (Mexico, Bohvia. Vmmrr!a, E c d w ,  the DMllllurm 
RquhIr, 4 Peru). 
(CBL. 2) Figure 6.1. 
(Co!s. 3 and 4) MEXICO., Various Censo AgriculrtGdem) @id& anrl go+emnrcnr files in F. Sarra W a .  "Lor 

-4- a h Reforma A e a , "  ExceLFFur. A u ~ s  3.1976. pp. 13 and 14. GUATEMAW: CIDA. Twccirrde 7aTtemr 
De~ZhSot ic-Econhim def &ctorAgricolo. GmemIn Clkibbingma. D.C.: Pmt-mrican Union. 19651. p. 40: ~JEI 
jirmes Wiilde, hh.suring Re-om (tos Atnglex: UCLA Latin hricarr Cater, 1974). p. 5. a O U V k  Dvi* 
Heotfi, Qiades &~IZS.  and H a s  k h l c r .  eds. M R d - M d S ~ c i i l  ~e-&rim in hiivii~i (New :-ark: Frcd&& A. 

1969). p. 35: Angel Jernio *, "La hf'ma P,@a cir Bolivia" ( m r  p m t e d a t  rhe Srminvon w- 
caccs m d  Evaluations of tand R ~ f m  in lath A;new, bit& Ndons w c  -ssio> on Latin m c a .  & 
losi. Ria ,  Msrrh t973I.pp. 58.69. and 71; a d  W. J. Clark. b n d  Rdom in Bolivia: Spring R~zG-w. U.S. Apncy 
forhtcmahd &ve'bpent wE&hgiOn, D.C.. JW 19703. p. 34. COLOMBk kpan-to Adminisnatjva h'acid 
& EstadkWa. "Crnsu Awe. R-nNacjonA, Fm."mimmgnphed (Bog0t-i. 1962);arrd I n s t i h l b C o h ~  
dc la Rcfionrt *a. "Refamu! AgrPiaCdbmbiana." &Sraphed (Bog& 1971). m- E-de Estadi* 
y m, WCensa NmcionuI Agropnwrio. vol. I (Santiago dc Chik: I3ireccinde Estadisrica y &sos. 19tj6);f. Puns 
and R. Lagacd. Jr., C u l W n g  R d r ; m :  3"ke llnlivd St~ras and Agmrian Reom in Lath Arne* (Nm Y&. 
Now, 1971), p. 205; md Sob B-Io~gh and 1. A. Fcmdez. Diag&sricu d9 bRefccnnaAgr;uin Ckikna Mexico 
Cuyr Siglo XXI. 19741. p. !32. PERU: -;IDA, rewncia Lt Ttcm y Desarra!~ Smb-.&arrdmrccr dei Sector AgnPofo. 
Pent iWashiigwn. D.C.: Rn-ArnErican Union. 19661; J. Str;mrra. "Agrarian Reform," in Fenw& N d o n a l ~ ,  sb. 
 arid Chaprm 19ew Bmwick: Tmsactitm baks. 1976). p. 299; and U.S. D e m t  of A@cularrc. We- Henri- 
@re Agrk-uituridSi~ion. Rdw Agricultural EcommiiRcport no. 136 (Washingten. D.C., I9n),  p. 22. WADOR: 
CIM, Tenrmiu de la TICEO p I)cswolb Socio-Econ6mim & Secrror A~ticoh. E c h r  (WasMn@on. D.C.: Pan-Ameriw 
Unian. !%a; and Chadcs Bhkn*m and C l m e e  Zuvdgs, AgrarC Reform in Ecuudor Wison: Unlversiy of Ws- 
mnsh land Temrre Cam, 1974). p. 14. TX)MNICAN &F@3LIC: 3ames WiUric, M~mur~ng LMd Rpform (Los Anseks: 
UCLA Latin Amerkm &wx. 1974). p. 5. VlWGXELk Minisferb dc ikrmto, IIl Cm~o Agrcpewriu 1961, Remen 
Gewrd& hRep&!ic~ (k. 1967); and 0. D. soto, La Empress y l o ~ o r m o  Agraria (Mads: ~ r u w  Ibuo Amtr- 
icano & D e r d  Agrsrio y ~WXUU Agr& 1973), p. SO. 
*Peirg&igs fi@ on the d l a d  in farms d ppda!icn economically d v c  b qriafrurc (or, w k  possible. 

p?mt$l b-x%fi~iaries) for the f d ? ? n g  yeas: h%exico (percentage of b.nd in refom sector), 1913-%and $9344 (I923 
b s ~  yearforocnsus data). r2id 19a76 and total f 1960 base ya for census dm); G~ter~ab. 1950; Bolivia. 1950; V m  
wla, 1961; Cofonbia, 1961; ah. I=, Peru. 1951; Fcuador. 1951, a d  thc Dominican Repub1ic. 1960. %hen more 

one pcricd or reform is lisCa, & perccnlagcs arc additive. Far tWk, plaEerlagcs a!e curnulatRe, kXCepl for Mexico. 
3Variabdiy ia size of E a r n  &fr to h d o w m ~  affeacd by uiprqriation is due 10 diRerences betwcrn ?:-ens, irriparcd 

md mimgatsd land. md crop md pastux id. 
' f1- ~ v i r i t s  unda a mqmaq 1915 slgmiao iaw. 

1940. u&r Csrdmas, rfr mnxinruz reserve w a  rsduced, bw m i%Pr &a law was rescinded. 
'L VcnezucSa, land m y  fx c p q w & a l  on\y it l a d  f ~ ~ I y  u r i l i i  or for violations of & labor code. Thus. 

rbcn is RO ceiling on Itr size of bldir?g. h Ihc cvcnt a hiadowner is &d by expropliation, he may I&II be- 
1- 150 hearrrs (- d 25,000 hxrans I~nlmproved -WE) h Jh~ador. similar stipulations ady .  L 
rhc event of wgopridon. h? bchmcr may retain b w c a  1.800 and 33W hec*ucs, &pdiing on the of land. 

fshh Lafidz d;rta slat prwided. 
s- = isss &an L perrmt. 
*jxWexgmpriipiw d&sHmhscanied out in ?%5-66u& 1962 law. 
*S(adrsd 'mic irrigated h c c m ~  hr antrai Chile; equivaltar meawrc elsewhere. 



American countr ies  and p a r t s  of Braz i l  (p. 221). A s  a result these  t rans i -  

t i o n a l  reforms . . . can be considered successfully terminated . . . but 

the public-ized goal  of expropriatior: and r e d i s t r i b u t i o n  toward formation 

of a reform sector has generally been held  t o  a minimum. S h c e  

l a rge  s c a l e  farms i n  the  comnaercial s ec to r ,  with the  full backing of state 

se rv ices ,  tend t o  be highly eff icient  . . . . the family o r  cooperative 

farms created by expropriat ion of t h e i r  lands will not b e  able t o  de l iver  

an equivalent  net: surplus  t o  the  market . . . without a d r a s t i c  redesign 

of agrarian policy toward servicing peasants ," (p . 222), 

The s i t u a t i o n  i n  Asia is qu i re  df f f e r en t .  Asian soc fe t i e s  had no 

choice but  t o  look for t h e  s m a l l  s ca l e  family farms as a source of 

fu ture  product ivi ty  growth. Even the l a r g e r  farms i n  Asia, outs ide  of a 

very l imi ted  p lan ta t ion  sec tor ,  rend t o  be small by i n t e rna t i ona l  standards.  

There i s  very l i t t l e  land l e f t  in l a rge  enough u n i t s  t o  support a red i s t r ibu-  

t i v e  reTorrn. The technica l  and i n s t i t u t i o n a l  i n f r a s t ruc tu r e  must b e  developed 

i n  a manner t h a t  i s  capable of sus ta in ing  product ivi ty  growth on smll farms. 

In  nost Asian countr ies  the model of agrarian development t h a t  is 

evolving i n  response t o  demographic pressures and econorRic g r m t h  seem 

l i k e l y  t o  resemble that system tha t  has emerged i n  Japan, Taiwan, and Korea 

sLnce World War 11. I n  Lat in  America, the pattern. t h a t  emerged in  t h e  U.S.  

South during the inter-war and ea r ly  post-war perfod,  in which a p l an t a t i on  

system evolved i n t o  a modern farming s ec to r  and t h e  surplus  l abor  was absorb- 

ed by a growing industrial s e c t o r ,  s ee r s  most likely t o  emerge as a r e s u l t  

of successful development. Under bo th  of these pa t te rns  of development the 

evolution of a more e f f f c i e n t  system of property r i g h t s ,  i f  pursued, could 

continue t o  make a modest contr ibut ion t o  the enhancement: of both equity and 



9.5 Agricultural Credit Xarkets 

The development of agricultural credit markets and the provision of 

cheap credit  for farmers in the LDC'S has dominated support f o r  agricul 

and rura l  development by the U.S. Agency for International Development, 

World Bank and the several regional development banks in  recent years. This 

emphasis on creZit is based on five perspectives. First is the Schumpeterian 

view, which identifies innovation as the cr i t i ca l  element in economic 

mnt and credzt as the principal instrument that zl2.ows the innovator t o  b 

resources away from other ac t iv i t i e s .  A second perspective is based on 

a view similar to that of market reform, The farmer obtains credit and sells 

h i s  output to tbe same middleman and i s  thought to be exploited i n  each 

transaction. A t h i r d  perspective, closely  related ta the second, v i e w s  

public credit ins titutions as providing part of the s ~ p e r ~ i s e d  educat f on a.rd 

credit package designed to induce traditional f a m r s  to adopt modern inputs, 

A fourth perspective views credit as an incone transfer m e c h a n i s m  to lessen 

inequities j.r? income distribution i n  rural areas. 4 fifrh perspect-ive views 

subsidized credit  as an incznrive t o  farmers t o  expand production i n  spite  of  

disincentives resulting from market interventicms or exchange rate  disCortions 

t h a t  discriminate against farmers i n  product markets, 

Prior to the 1970's a large share of f3e development ass is tance  

devoted to agricultural credit programs was  d i r e c t e d  to Latin America, 

Since the early 1970's the support of the development 0 5  agricultural credit  

inst i tut ions  has been directed more heavily toward Asia and Africa. In 

this section we ffrst review some of the lessons from the experience of the /: 



1950's and 1960's and then proceed to discuss the implications of the large 

f aroprams sf the 1970's., r----- - 

19 I Cred i t  Programs of the  1950's and 1960's- 

1 Xn Latin America, funds for cred i t  activities made up a relatively large 
I 
t 
I part of externally finsnced agricultural programs. "In ?-he nine years 
I 

I960 to 1968 the Agency for International Development CAID?, the fnter-Amric?a 

Development Bank {IDB), and the t.7oxld Bank groLp (IBRD) provided assistance 
I 

for agricultural c r e d i t  worth in excess of 915 d l l i o n  dollars in L a t i n  
I 

I America . . , . In the case of AIDy over half of the t ~ t a l  direc t  assistance 
I 

to agxictrlture iil Lat in  Amxica  has gone into credit activities. In addition 

to this d i r e c t  assistance, AID has helped channel to agricultural credit  

institutions substantial amounts of 'counterpart funds' and 'locaP currencies' 

I resultilng from Program Loans and Publ i c  Law 480 sales in several countries," I 
(Adamsy1971). ' XBRE stressed livestock loans. IDB tended t o  support csloniza- 

tton and f a r m  settlement programs. AID errphasized technical assSstance to 

credit institutions,  supervised credit t o  family-size farms and general h 

During t5is per iod  organization of rural. cred i t  markets in Asia and 

Africa d i f f e r e d  sharply from those in Latin America. Studies  of credit 

markers in A s i a  and Africa indicated that i n f a rna l  c r e d i t  systems (private 

individuals,  money lecders, and mexchants) prov ided  a large part of the 

total rural credit, perhaps over 80 percent in  many areas. The data fox 

Latin A~aerica suggest a much smaller role f o r  informal credit .  



In sp i t e  of structural differences i n  c r e d i t  markets there i s  an emrg- 

ing consensus that "the high interest rate problem In iafomal credit: narkets 

91 was oversold". Th-is perspective i s  best  summarized by Lo-ng: interest 

rates on agriculturalloans in South and Southeast Asia are high, p o s s i b l y  

because of some monopoly in credit markets, but primarily because capztal 

is  scarce, because farm loans are c o s t l y  to administer, because the uncer- 

tainties of agr2culture resuit i n  considerable l o s s  through default, and 

because the dzmand for credit is seasonal," (Long, 1968a, 287).  The evfdence 

tl f r o m  L a t h  Anerica suggests  that by holding i n t e r e s t  rates down governments 

have kep!. the private bankfng system and the credit markets from providing 

substantial amounts of credit to agriculture," (Adams, 1971, 168). 

Credit market development ef forts  were frequently fnitiated without 

analysis of rural saving and investment behavior or theoretical analysis 

of the role  of- c r e d i t  i n  the agricultural development process. During the 

mid and late 1960's, however, data  and analysis became available that ra i sed  

serious questions concerning the assumptions on which the credit programs 

of the 1950's and 1560's had beerL bdsst! ( ~ X i t z  and Long, 1965; Thisyamandal, 

Aromdee and Long, 1965; Long, 1968a and 1968b; Bottomley, 1963, 1975; Adams, 

1971). 

It is also clear that  there was a tendency to  grossly underestimate 

elasticity of supply of savings f n  rural areas. Evidence i s  accumulating 

to  the effect t ha t  savings and capital formation by peasant farmers varies 

substantialiy among areas and over t i m e ,  i n  response to profitable invest- 

ment o?portunities. In the  P h i l i p p i n e s ,  f o r  example, cap i ta l  formation w a s  

m o r e  rapTd in areas of new settlement (Trinidad, 1964)  and on farms engaged 

-in %he product ion  of commodities experiencing rapid  growth i n  productivity, 

( d e  G~zman, 1964) .  In the 1950's and 1960's Taiwan was auite successful i n  



mobilizing voluntary savings by r a i s ing  interest r a t e s  and this experience 

was repeated i n  Korea i n  the l a t e  P960's (Adam, 1978). 

The most obvious effect of f a i l u r e  t o  maintain positlve real rates of 

i n t e r e s t  in  c r e d i t  markets is  the exaggeration of c r ed i t  needs and the 

erosion of the p r c h a s i n g  power of credit portfo11.0~. Others include the 

concentration of c red i t  i n  the hands of relatively f e w  users; failure of 

fragmented financial markets t o  allocate f inanc ia l  resources e f f i c i e n t l y ;  

undermining of the vitality of f i nanc ia l  markets; the o o l i t i c i z a t i o n  of 

financial markets. 

The experience of the ACAR program i n  Brazil i s  a useful i l lus trat ion  

of sore of these effects .  The ACAR (Associacno de ~ r e 2 i t o  e Assistencia 

Rural) w a s  established i n  1948 under the joint spons0rshi.p of the state of 

Minas Gerias and the h r i c a n  International Associationm2' I n  1960 ACAR 

became an independent solely B r a z i l i a ~  agency. A C M  began as an experimental 

e f f o r t  t o  t e s t  the  convictf on that a program of supervised cred i t  similar 

t o  t h z t  deveioped by the U . S .  Farm Security Administration would lead t o  

both better living conditions i n  r u r a l  areas and fncreased agricultural 

production. The progran as it evolved during the f irst  f e w  years included 

four a c t i v i t i e s :  supervised credit, general farm and home extension education, 

medical care and health education, and d is t r ibu t ion  of na t e r i a l s .  Approxi- 

mately 80 percent o c  the t o t a l  a c t i v i t y  w a s ,  i n  the  early years, accounted for 

by supervised cred i t  and general extension. The ACAR experience i s  important 

because i t  was a source of insp i ra t ion  fo r  the development of supervised 

credit programs i n  many o ther  countries by both bilateral and mu l t i l a t e r a l  

developmeat assistance agencies. It a l so  illustrates the source of continu.ing 

weaknesses of such programs. 



9-56 

A 1957 evaluation by Mosher concluded that the ACAR program had exerted 

a substantiaJ impact on the levels of living and the agricultural resources of: 

the EamiPies with which i t  had worked. The program had not ,  however, had 

a measurable impact  on agr icu l tura l  production i n  either Brazil, the s t a t e  

of M i n a s  G e r i a s ,  or "even t h e  P!unicipalities (counties) in which the progran 

has operated, " (Mosher , 195 7, 3 .  71) . Xn evaluating the ' A C ~  growth potential-, 

Mosher emphasized the  rather thin technical basis  on which i ts  production 

reconmendations rested and the prospect  that the program would quickly ezdaust 

the contr ibut ion of p r i o r  research. The d i f f i c u l t y  of ACAR in competing for 

loanable funds was  a l so  i d e n t i f i e d  as a potentiaE limitation. Subsequent 

analysis has supported Kosher's insight. 

Later evafuations by Wharton, Elisau Al7.-es, and by Josg P. Ribeiro , 

and Wharton confirmed the contribution o f  the ACAR program to the welfare of 

the individual f anLlies who have participated in it. By 1964 AGAR had expanded 

. its serv5ces t o  include approximately 30 percent of the farmers 12 the srate 

c i f  Minas Gerias. It has been particularly effective in reachltng =nall farmers, 

and it estabZ5sheJ an enviable record for effective adminfstratiun and flexi- 

b i l i t y  i ~ ?  response to the changing needs of the farmers I t  served.  As an 

exarnple of a coiiibined package of superv i s ed  c r e d i t  and extension, the ACAR 

program was clearly one of the model programs anywhere in the developing world. 

At the same time the performance of t he  ACAR program as an instrument 

of agricultural development was di sappo in t ing .  Part of the d i f f i c u l t y  

centered around the issue of concessionary c r e d i t .  The nominal interest 

rate charged on ACAR loans ranged from 6 to 8 percent. The annual rate of 

f n f l a t l o n  in Brazil f luctuated between 15 and 25 percent  in the 1950's and 

averaged slightly more than 30 percent during the 1960's- At such rates of 

inflation persons securing ACAR loans were, i n  e f f e c t ,  receiving very sub- 



stantial  incoae transfer through t h e  negative real rates of interest 

in the formal credit  market. The interest rate subs idy  helps explain the 

f i n d i n g  of Atves t h a t  non-ACAX famess had a h i g h e r  level  of technical 

efficiency than ACKd farmers . The i n ~ e r e s t  rate subsidy reinforced the 

incentive resulting from exchange rate distortions for ACAR farmers to 

overinvest i.rr capirtll a s s e t s .  Farmers who borrowed f r o m  ACAR were presum- 

ably following a rational strategy of maxirrrizing net worth rather e h ~ n  net 

income or productivity. The in te res t  rate subsidy a l s o  helps to explain 

'kharton's earlier f ind ing  tha t  farmers in the largely subsistence areas 

(Corgelo) ~ch l eved  greater gains in productfviry than farmers Zn the more 

conmercial farming area (Uba). Ths commercial farmers were in a bet ter  

p o s i t i o n  to follow a s t r a t e g y  of maximizing net worth than the su5sistence 

farmers . 

The ACA3- program i l l u s t r a t e s  three important p r o b l e m  t h a t  have 

co~ltinued to plague credit  d e v e l o p ~ n t  p r o g r a m :  (I) thz p o l i c i e s  that w e r e  

adopted to reduce  he cost  of credi t  to farmers w e r e  inconsistent w2th the 

deve loprnent of institutions capable of mobilizing savings in ruszl areas. 

( 2 )  The po l i c i e s  designed to give =ore equitable access to credit have 

induced lenders r o  bias their lending activity toward the more aff luent  among 

e l i g f b l e  c l ientele .  (3)  'Research on sfmilar supervised credi t  programs suggests 

that the costs of extending and  servicing users' loans often run upwards of 

20 percent of the value of loans extended. Defaults an4 in f l a t ion  add fur ther  

to t h e  erosion of t h e  finarrcial r e sou rces  allocated t o  supervised credit  

programs. 



Agricultural Credit Programs in the 1970's 

The emphasis on agricultural credf t by the U. S .  Agency for International 

Developnent i s  i l lustrated i n  Figure 9.11. The AID support f o r  agricul- 

tural credit programs since the early 1970's has leveled off or possibly 

decreased (Figure 9.11 while agricultural credit has become more important 

i n  the portfolios of the World Bank (Figures 9.12' and 9.13). 

There has recently been a remarkable expansion in  the amount of 

l iterature on rural financial markets. Much of this new literature has 

been s m a r i z e d  in  several recer,t conferences and collections (Howell, 1980; 

Von Pischke, Adzm and Donald, 19 63; Adams , Graham and Von Pischke , 1 9  83) . 

There has, until fa i r ly  recently, been su rp r i s i ng ly  l i t t l e  research 

d i r e c t e d  to evaluating t he  results of agricultural c r e d i t  programs, The 

very comprehensive AID Spripg Review of S m a l l  Farmer Credit (1973) contafned 

about 60 papers describfng credit: programs. But  t he re  w a s  no paper that 

sysrematfcalXy assessed the farm level impact of the credit programs. Duririg 

the last t e n  years the number of impact studies have increased. A critlcal 

review of these studies has been conducted by David  and Meyer (1980). They 

classify the s tud ie s  into three groups : (a) descriptive , (b) econometric, 

and ( c )  programming - based on the methodology used in the s t u d i e s .  

The descriptive studies tend to  compare farm inputs, producrion and 

productivity before and after borrowing or  between borrowers and non- 

borrowers. A common pattern seemed to  emerge f r o m  the descriptive studies.  

"Borrowers had larger farms than no=-borrowers. . . , operat ing expenses and 

investmnt per hectare were higher for borrowers but prod t~c t i an  differences 

w e r e  l e s s  marked. Moreover, ner. farm income per hectare, when reported, was 

roughly the same," (pa 207). The results are similar to the ACAR prcgrm 

discussed earlier. 
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Figure 9.11. A. 1 .D, AgxicuTtural Credit Projects 
(millions of dollars) 

Grants 

Loans 

Grants and Loans N o r  Separated 

T o t a l  

+ a' Additional projects conraining an agriculeural credit conponenr for which 
amounts allocated to agricultural credit are not shor.m separately in 
A. I. Dc summary statistics. 

Source: Donald. W. Larson and Robert C. Vogel, *'Do Cheap Food and Cheap 
Credit Help to Feed the Poor in Less Dex-eloped Countries," 
Mershon Center, Ohio State University, December 17, 1981, The 
data are f r o m  A. I. D, , Hf story of A. 1 .D, Frograms in Agricultural 
Credit, Spring R e v i e w  o f  Small Farnsr C r e d i t ,  V o l .  X V I I I ,  Washington, . 

D. C., J i ~ n e  1973; and A.I.?., Summary C o ~ u t e r  L i s t i n g  cf Agricultural 
Credit Projects , June 1981. 
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Figure 9.12.  

Wcrid Bank Agrkolbtral Credit and Totaf World Sank 
Commitments for Agriculture, by Per Capita Gross Ns:ioaal Product Group, W394833 





In the econometric studies, three different models were employed: 

(a) proc. .,'-cion, (b) input denand 2nd (c) ef f ic iency gap functions. The most 

' definitive studies employed programing models. Several simi$ar results 

emerge from these s tudies .  Technological change, adoption of new varieties 

and cropping systems, mechanization and growth of farm income are frequently 

found to be constrained by the ava i lab i l i ty  of credit, But substantially 

higher interest rates  would on1.y result i n  Limited reduction i n  borrowings. 

Small farms were part icular ly  fnsens-itive to variations i n  interest rates 

on loans because other loan transaction costs  are relatively high for them. 

David and Meyer note several methodological problems that contribute 

to the d i f f t c u l t y  of interpreting the i m p a c t  s tud ie s ,  F i r s t ,  most studies 

use the farm as the basic unit of analysis. Little attention is given to 

the interdependence of production and consumption activities typical i n  1 

most farm-hauseholds i n  l a w  income countries. Secondly, f e w  studies 

recognized that mney i s  fungible - that borrowed funds enter the households' 

t o t a l  cash pool  and became indistinguishable from other funds. Third, 

most studies did not; adequately research the attribution problem; chat j 

is ,  separate the e f f e c t s  of loans from other factors simultaneously 

affecting fam production (David and Pkyer, 1980: 230-231). 

During the l a s t  decade there has been a growing interest  i n  evaluating 

the v i a b i l i t y  of the specialized farm credit inst i tut ions  (SFCI) supported 

by external donors. A comnmn feature of these programs has been the provision 

of cred i t  t o  farmers at subsidized rates of interest and access to  concessionary 

rediscount lines from central  banks. This has driven a wedge between the 

object of rnobi l~zat ion  o f  rural savings and the provision of credi t  on favor- 

able t e r n  t o  farmers. The result has been t ha t  the s p e c i a l i z e d  farm credi t  



i n s t i t ~ t i o a s  are dependent on the continuation of donor or national gpvern- 

ment support for their existence (Bourne and Grzham, 1983). When sach support 

i s  withdra~~n the capacity of the agency erodes. A "natural history" of the 

perf ormancc? pattern of speciaf2.zed farm credit inst i tut ior~s  developed by 

Von Pischke (1980) is o u t l i n ~ d  i n  Figure 9 .14 .  

It is quite  remarkable that the lessons learned from the more recent 

fa= level and c r e d i t  system impact studies tend to confirm the lessons 

learned horn the studies  in the 19SOVs and 1960's of rhe ACN( program. 

Among these lessons are the following: 

- Cred3.t is fungible. Subsidized producgion credit can and is used 

to sustain current cons~mption levels, invest in conssmer durables 

and fnvest in land and relatively low productivity capital  inputs. 

- When c r e d i t  is made available at below marker interest rates (some- 

t i m z s  at negative real rates) it mus? be rationed by lenders. When 

credit is raticned, it flows to the Isrger borrowers. Programs 

d e s i g n e d  to subs id i ze  c r e d i t  for the poor end uv makine loans fess 

available to thsm than if a market rats  of interest  were chan~ed. 

- Subsidized credt t  projects often contribute to a decline in t h e  

v i a b i l i t y  of agricultural credit institutbona, If agricultural 

c r e d L t  institutions are to be vlab7e they must solve both the 

problem of credit mobilization and credit access. Excessive 

concern ~ i . t h  the issue of credi 5 access has made it impossible to 

solve the problem of mobilizing voluntary financial saving. 

M y ,  if these lessons have been apparent f o r  so l o n g ,  d i d  ho*h bf.- 

l a t e r a l  and multilateral assistance agencies engage i n  svch rapid expansTon 

of support of specialized agricultural credit institutions during the 198OSs? 



Figure 9-14>  A Performance Pattern of Specialized Farm Cred i t  Institutions 
tn Low- Income Countries 
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The answer m u s t  be found i n  the economics and politics of development as-' '"IS-- 

tance (Adams and Graham, 1981; b n e ,  1982). From the donors perspective, 

it takes less effort and less s k i l l  to transfer money at below n~alrkct rates 

to national agricultural credit institutions than almost any other  form of 

development assistance. It is tzchnical assistance extensive rather than 

intensive. There are s i m i l a r  advantages f r o m  the perspective of the recipierlt 

country. Because money is fung-ible it provides the recipient country with 

foreign exchange w i t h  very f e w  effective consrraPnts on its use. Further- 

more, lending money at below the market rate of interest, particularly when 

it can be divorced f r o m  a simultaneous savings mobilization effort, also 

requires relatively l i t t l e  skill on the  part  of LDf, instTtutions, And, 

the concentratia of benefits in the hands of larger borrowers may have 

more pol i t i ca l  advantages than disadvantages. The benefits of the subsidy 

are highly concenrrated and the costs  are both hidden and diffuse. 



Same Conclusions 

In this  chapter w e  have reviewed the literature on the impact of 

assistance t o  expand agricultural production through programs and invest- 

ments in (a) lami and water development, (b) agricultural. research, (c )  agri- 

cultural extension, ( d )  f and tenure reform, and ( e )  agricultural credit 

markets.  There are other areas w h i c h  w e  have not attempted to review. 

. ,. 
, , 

, ,  , These include the development of product market institutions, includina comer- '. .- 

ative marketing organizations and price support or stabiliz:ation programs. 

Perhaps the most striking observation that emerge f r o m  this section has 

been the continuous cycling of program prior l t les  and thrusts. Xost of the  

prograrn areas that have been reviewed have experienced one or more such 

cycles. Extension programs, for example, were emphasized i n  the 19501s,  

deemphasized i n  the 1960's and emerged again as a major area of development 

assistance in the  1970's. Assistance for agricultural research emphasized 

the building of national systems i n  the 1950's and l960's,  the development 

of the international system i n  the 1970's and a new emphasis on strengthening 

national systems in  the late  1970's and 1980's. 

A second striking feature of the programs that have been reviewed is 

the failure t o  fear from failure. Credit programs are a striking example. 

The failure t o  achieve effective articulation between the engineering aspects 

and the management aspects of irrigation projects i s  another. 



In s p i t e  of t h e s e  problems t h e  rates of return t o  s e v e r a l  a reas  of inves t -  

ment when effectfvely carried otit, a r e  very high. The payoff t o  a g r i c u l t u r a l  

r e sea rch  has t y p i c a l l y  been very high and the payoff t o  land aad water 

development, p a r t i c u l a r l y  i n  s l tua t ic tns  where r a p i d  technical change is  a l s o  

l i n d e r w ~ ~ ,  have a t  t i m e s  a l s o  been high. 

The reform of Sand tenure arrangements and the developry~nt of effective 

rural c r e d i t  i n s t i t u t i o n s  a r e  also forportant f o r  a g r i c u l t u r a l  development. 

Both areas are subject t o  seve re  progrsm d i s t o r t i o n s  resulting from t h e  b i a s  

i n  the d i s t r i b u t i o n  of p o l f t f c a l  resources. Opportunity for  effective 

assistance by external agencies i n  these areas are highly dependent on 

indigenous demand f o r  economic and p o l i t i c a l  reform. 

There is also a m a j  or  theme that emerges from our review of assistance t o  

a g r i c u l t u r a l  development, both i n  t h i s  chap te r  and in t h e  several country 

s t u d i e s  (Volume 11). That is the dynamic i n t e r r e l a t i o n s h i p  between t e c h n i c a l  

and i n s t i t u t i o n a l  change. Technical changes capable of genera t ing  large  new 

income streams at relatively l a w  cost have been an essential condition f o r  the 

success of o t h e r  a g r i c u l t u r a l  development p r o g r m s .  S imi la r ly ,  fnvestments i n  

p h y s i c a l  and i n s t i t u t i o n a l  inf r a s t r u c r u r e s  have bee2 essential i n  enabling 

countries t o  realize the  contributions t o  economic g r t r ~ t h  ooened up by advances 

fn agricultural technology. In the absence of technical change, incentives 

f o r  physical  and i n s t i t u t i o n a l  i n f r a s t r u c t u r e  investment have been weak. 

B u t ,  inadequate a t t e n t i o n  on the part of development assistance agencies 

to the institutional design needed t o  assure p o l i t i c a l  as w e l l  as economic 

viability of i n f r a s t r u c t u r e  investments and i n s t i t u t i o n d .  refom continues 

t o  represent a l~ajor source of failure in assistance f o r  a g r i c u l t u r a l  develap- 
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Footnotes 

- I' See, for example, the annotated bibliography prepared by Ellingson 
and Easter (1982). 

- 2' The World Bank is  currently coslpleting a review of its efforts to 

"Asia Agricultural Research Review. " 

2' For a review of the implications of these studies for  research invest- 
m e n t  in developing countries, see Schuh and Tollin5 (1978).  

4/ The contributions of research t o  .acreased agriccltural productivity 
have been studied prfmarfly by two methods. The estimates listed unde 

to increased production were accounted far. The calculated returns 

studied, with the benefits of past research assuwd t o  continue 
l y .  Benefits are def ined  as the benefits retained i n  the form o 
incomes t o  producers or passed on t o  consumers in the form of l o w e r  
food prices. 

The estimates l i s t e d  uader the "regress ion analysis" heading are comp t 
by a different neehod, which permits estimation of the incremental 
rezurn from increased investment rather than. the average re turn from 
a l l  invesz~lenr. Further, this method can ass ign  parts of the return to 
different sources, such as s c i e n t i f i c  research and extension advice- 
Because regression methods are used, the significance of the estimated 
returns from research can be tested s t a t i s t i r a l l y .  The dependent variable 
i s  t5e chartge i n  total  productivity, and benef i t  is define2 as the value 
of the change f n  productivity. The independent variables include research 
variables, which r e f l e c t  the cost of research and the lag between invest- 
ment and benefit. The objective of the regression procedure i s  to  
estimate that component of the change in productivity that czn be attrib- 
uted to research. 

- / Albert H. Mosemw (1970,  pp. 6 6 ,  6 7 )  argued that t h e  "extension bias" 
was part ia l ly  based on the successful t rznsfer  of hybrid  corn technology 
f rm the U.S. t o  Vestern Europe under  he Elarshall Plan. This transfer 
was successful. because climate in  Western Europe is reasonably close 
to t h e  corn producing areas i n  the U . S . ,  and there was indigenous 
human capital i n  the £ o n  of agricultural scientists and technfcians 
in Europe to  conduct adoptive research. For a review of the l i t e r a tu re  
of the 1950"s and 1960's on agricultural t e c h n o l o ~ v  transfer, see 
Rayzmi and Ruttan (1971, pp. 169-237). 

I 



'l In spite of the deemphasis of ex tens ion  the U.S. Agency f o r  International 
Development w a s  i n  the mid-1970's, continuing t o  a l locate  c lose  to $100 
mTllion per  year i n  support of a g r i c u l t u r a j  e x t e n s i o n  activities ( S t a d s ,  
1979: 123. 

7 / - The " t ra in ing and v i s i t  system" has  been descr ibed i n  Senor and 
Harrison (1977). See a l s o  t h e  reviews L v  S t a v i s  (1974) and Lowde-rmilk 
(1981). 

8 / - The evidence on these concerns appears  mixed. George Axinn, commenting 

on experience i n  Harayana (India) , notes : 

"On the  p o s i t i v e  s i d e :  d i s c i p l i n e  seems t o  be  h o l d i n g  up. The 
a g r i c r ~ l t u r a l  development o f f i c e r s  are visiting eight groups of 
farmers f o r t n i g h t l y  on a r egu la r  schedule--with R9 t o  100 famers 
per group.. . The Circ le  Officers vis i t  t h e i r  eight ADO'S  regularly. 
And the subj ect m a t t e r  s p e c i a l i s t s  do conduct re~ular t ra in1 ng-- 
every o the r  Friday f o r  each group of  ADO'S, getting some training 
from research workers  and o t h e r s  in between.. . Leadership and top 
managemsnt--at least i n  Harayanal State  of India--seems t o  be 
vigorous,  disciplined, skillful, and getting on with the tasks 
w e l l  (quoted i n  Lowdermilk, 1981: Annex 11). Later, however, Axinn 
po in t s  t o  a no t i ceab le  lack of a reward system f o r  ~erformance wlthin 
the T & V system and speculates that this may l ead  t o  a decline i n  
the  momentum of the  program (Lowdemilk ,  1981: Annex I I ) .  by the. J same c r i t f . c s  as a major  source o f  bias i n  t h e  system, 

Beeor suggests  s e l e c t i o n  bp the  e x t e n s i o n  worker i n  c o n s u l t a t i o n  w l c h  
local officials. This may be the b e s t  way of choosing contact farmers 
who a re  most i n  l i n e  with the T & V system's cri teria for socio-ecmmnic 
s t a t u s ,  credibility, influence, and role in the commm.ity. However, 
Anne Van den Ban of t h e  Agr i cu l tu ra i  Unfversi tv ,  ??etherlands, expresses 
t h i s  concern: "I a m  afra id  t h a t  too of t en  t h e  contact farmers are those 
farmers who a re  i n t e r e s t e d  to coopera te  with the extenston serve ~ c e  . 
This means that  these a re  farmers w i ~ h  a better education and more 
resources than  the a-~zrage farmer. In such a situation Ft i s  not su re  
that the o the r  farmers will follow t h e i r  example," (quoted i n  Lowdermilk, 
1981:  h n e x  III) . 

iQ / - Much of the history of U.S, s u p p o r t  far land refam i n  East A s i a  can 
be  wri t ten  around t h e  remarkable c a r e e r  of Wolf Ladejinsky (Walimky, 
1977).  For reviews of the land reform efforts and accomplishments 
of the 1950's and 1960's see Feder (19651, Raup (1967), Ruttan (1969),  
Warr iner  (1969) , U. S . Agency f o r  International Development (19 711 ) , 5orner 
(1?7l ) ,  Barraclough and Col lan te  (19 73) and de Janvery (1981) . 

- 11' According ro Feder (1965), "the besc  v i s i b l e  resuli of the Alliance 

(for Progress )  s e e m s  t o  be the enactment of a large nurnber of land 
reform laws, which hzve become e f f e c t i v e  instruments n o t  f o r  carrying 
out large scale reforms b u t  f o r  stail-i-ng them," (p. 652). Kusum Nair 
(1962) argued c h a t  "though since 1947, India has enac ted  perhaps more 
land refom l e g i s l a t i o n  than any o t h e r  country i n  rhe world ,  i t  has 



not succeeded in changing i n  any essentials t h e  power Dat te rn ,  t h e  
deep econmic disparities, nor  the traditional h i e r a r c h i c a l  nature of 
intergroup r e l a t i o n s h i p s  which given the economic life of village 
society" (p. 196). R c t t a n  (1969) noted tha t  "a cr.:eful review of land 
reform e f f o r t s  i n  Southeast Asfa . .. would not reveal a s i n g l e  example 
of a succes s fu l  land reform program when evaluated i n  terms of contr ibu-  
tions t o  growth of p r o d u c t i v i t y  o r  product ion,"  (p. 5 9 3 ) .  Montgomery 
(1972) in a review of land reform experience concluder! thpt "the outcome 
of l and  reform programs is strongly affected by admin i s t r a r ive  arrange- 
ments for t h e i r  implementation. In a study of 25  countries, arrange- 
mencs for devaluing adminis t ra t  l v e  functions t o  loca l  non-career o f f i c i a l s  
~ r o d u c e d  significantly b e t t e r  results f o r  peasant welfare t h an  arrange- 
ments using pror 'ess ional  a d m i ~ ~ i s t r a t o r s ,  whether i n  a cen t r a l i zed  o r  
decen t r a l i zed  administrative system, (p. 62). 

12 1 
I 

- The "new land tenure" literature has been reviewed by Binswanges a ~ d  
Rosenzweig (1981) and by Jaynes ( i n  press). 

- 
I 

13/ &on,? the Important c o n r r i b u t i o n s  t o  this reevaluation are Bardhan 
I and Srinivasan (197L), S t i g l i t z  (19741, Newberg (1975), Reid  ( 1 9 7 6 ) ,  
I Newberg and S~iglitz (1979), Rosenzweig (1478) , Bardhan (1980, and 
I Bell and Zusrnan (1376 and 1880). 
I 

141 g t  - . . . i n t e rven t fon  i n  the land market alone cannot be effective kf t h e  
e x i s t i n g  links between land and c r e d i t  contracts  are ignored and a 
viable  alternative t o  landlords as t h e  major scu rce  of credit fo r  
smll tenants and o ther  peasants is  not  found," (Bardhan, p. 82). 
S imi la r  observa t ions  had been made by earlier students of land tenure. 
See for example, Krishna (1961, p. 233); Xarriner (1969, p. 391) .  

rs / - See f o r  example the l i t e r a t u r e  reviewed i n  Feder (1955), Dovring (19701, 
Darner (19711, Eckstein, Donald, Hortor. and Carroll (1978), and de Janvry 
(1981). A remarkable feature of t he  Latin American literature i s  that 
there has been an almost complete failure t o  confront t h e  arguments c f  
t h e  "new land tenure economics-" 

- 16' According t o  lie Jenvery (19811, "The most suecessf ul imp lementntion of 

t h i s  strategy has occurred i n  Nexico, where political stability and 
democratic representation have Seen maintained since t h e  reform of 
Cardenas inspite o f  growing r u r a l  poverty and highly unequal pa t te rns  
of development ," (p. 219). " . . . the c o n t r a s t i n g  experience of Bolivia 
and Zllexico - the only two La t in  American coun t r i e s  t h a t  have undergone 
a long and un'inte.:rupted process of land reform - do tend t o  confirm 
the hypothesis that potential productivity gains  a r e  g r e a t e s t  under 
reforms t h a t  create a t ransi t ion t o  the farmer road," (p. 217). 

- No attempt is made here t o  review the  issues 3f land tenure refom 
i n  Afrfca. There is not y e t  a large body of either theore t i ca l  
or empirical literature dealing w i t h  the reforrn of tenure i n s t i t u t i o n s  
i n  Africa on which  to draw. N o r  have we artempeed t o  review the 
l i t e r a t u r e  OII socialist l and  reform. For uqeful  reviews of efforts I 
to implement group farming systems in Tdatin Amrica and Asia, see 
1- I , - , - L ~ . = ~  + - - (1977) ant: Wrng (1979). 

I 
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The elements of a more eff ic ient  system of property rights inc lude,  as 
a very minimum, the completion of c a d a s t r a l  surveys and the maintenan 
of an accura te  up-to-date cadas t re .  

This  section draws very heavily on the major review of a g r i c u l t u r a l  
credit programs conducted by the U.S . Agency f o r  International Deveh 
rnent in 1972 and 1973 (AID, i973), on the review of the materials p 
fo r  the US/ALD a g r i c u l t u r a l  c r e d i t  review by Donald (1976); and on t 
discussion of a g r i c u l t u r a l  c redi t  programs by Yuj i ro  Hayad and Verno 
W. Ruttan i n  A g r i c u l t u r a l  Developmnt : An International Perspective 
(Hayami and Ruttan, 1981). 

Tnformation on ACAR w a s  drawn from Mosher (1957) ; Whzrton (1960) ; 
Alves (1968) ; and Ribeiro and Idharton (1969). 
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I IMPROVING THE QUALITY OF LIFE IN RWRAL AREAS 
I 

I 

I 

Programs designed t o  improve the quality of l i f e  i n  rural areas hav 
I 

represented a eontirming concern of national governments and development 
I 

I 
assistance agencies. In the  developing world programs to  r a i s e  living 

I 
standards were init iated ?rior t o  World War II by private voluntary agen 

I 

I 

by the health and labor agencies of the  League of Natims end by nation 

and colonial  5overment s (Koldcraf t , 19 78 ; Mosher, 1976 ; Rimer, 1981) . 
Since World War I1 external essCstance for programs to  improve the q 

of l i f e  i n  rural areas have gone through two cycles. Programs organize 

under the rubric of " c m u n i t y  development" were a major focus of developmen 

assistance during the 1950's. Dvxing the 1960's attention shifted toward 

I programs designed to  support expansion of agriculture production. Programs 

I of "integrated rural development" and activities d i r e c t e d  to  meeting 

"basic human needs" have represented a major focus of development assis- 

I tance in the 1970's. 

In t h i s  chapter w e  trace the rise and decline of these two program thrust 

We a t t m p t  to identify both the accomplishments and the  limitations of communl- 

ty develapenr movement of the 1950's and the rural development and basic 

needs orientation of the 1970's .  And w e  attempt to  draw some lessons from 

1/ 
this experience f o r  the programming of development assistance.- Since we 

have discussed developmenr assistance i n  support of programs to  expand 

agr i r r~ l tu ra l  prcduction in Chapter 9 t h i s  chapter w i l l  focus primarily on 
1 



rural development program activit-ies that have given major emphasis t o  

improvements in the qua l i ty  of l i f e  i n  rural areas. This distinction is, 

however, not always easy to make in practice. It w i l l  not be possible, 

therefore, to avoid discuss ing,  from a rural development perspective,  

some of the program activities that  were viewed from a narrower agricul- 

tural productjon perspective in  Chapter 9 .  



The Rise and Decline of Community Development 

I n  the f i r s t  development decade after World War I ,  community develop- 

ment became a major focus of development a s s i s t a n c e .  From i t s  incept ion 

community development included both economic and political development 

objec t ives .  It h e l d  f o r t h  the promise of both bu i ld ing  g r a s s  roots 

democratic i n s t i t u t i o n s  and con t r iSu t ing  t o  t h e  material w e l l  being of rural 

people,  - "without r evo lu t ionary  changes i n  t h e  e x i s t i n g  p o l i t i c a l  and 

economic order ,"  ((Holdcraft, 1978: 1 4 ) .  

Cornunity development w a s  viewed as a process which (a) involves peo 

on a community basis bn the solution of their c m o n  problems, (b) empl 

democratic process i.n the joint s o l u t i o n s  of cormamity problems and (c) 

and/or facilitates t h e  t r a n s f e r  of technology t o  t h e  people of a cornmunit 

f o r  more e f f e c t i v e  solutions of t h e i r  common problems. The process by 

community goa l s  were t o  be realized was itself important! The comuni 

development process was "rooted i n  the concept of t h e  worth of the indiv idual  

as a responsible ,  p a r t i c i p a t i n 2  m e m b e r  of society . .. It was designed 

t o  encourage self-help efforts t o  raise s t andards  of living and t o  c r e a t e  

stable, ae l f  reliant c m u n i t i e s  with an 3ssureO sense of s o c i a l  and p o l i t i c a l  

responsibility," (Holdcraf t ,  1978: 10). 

A Ford Foundation funded project  initiated i n  1948 i n  the Etawah 

D i s t r i c t  i n  V t t a r  Pradesh, Indza, served a s  a model and i n s p i r a t i o n  f o r  

many other community development p r o j e c t s  and programs, CTIayer, et al, 1958). 

The Etawah project employed multi-purpose village level workers t o  initiate 

self-help approaches t o  i n c r e a s i n g  a g r i c u l t u r a l  production and s t reng then  

rura l  i ~ f r a s t r u c t u r e .  In 1952 t h e  Indian g o v e r n m e n t  adopted the Etawah 

model. as the bas i s  for a major n a t i o n a l  rural development ef f oxt . -then the 



program was extended on a na t ional  scale, however, the government did not 

have the technical  or  bureaucratic capacity " to  adopt t h e  painstaking 

approach t o  developing a par t ic ipa t ive  administrative s t ruc tu re  able  t o  

respond t o  bottom-up i n i t i a t e s  which had been the key t o   he Erzwah 

projec t ' s  s u c ~ e s s , ' ~  (Korten, 1380: 3) .  

The comunity development movement expanded rapidly during the decade 

of the 1950's. By 1960 over 00 nations i n  Asia, Africa, and Latin America 

had launched na t ional  o r  regional comn,;mity developnent programs. In the  

United States assistance agency a Community Development Division was 

establ ished i n  1954. The agency program involved (a) sending teams of . . 

community development experts t c  a s s i s t  in te res ted  governments In planning 

nat ional  comunity development programs, (b) providing lorig-t zrm technical 

and capital assistance, (c) publishing c o m u ~ i t y  development research and 

training nar5rials arld (d) holding a series of international community 

development conferences (Holdcraft, 1978: 16). 

By the early 1960 ' s comunitv development w a s  being de-emphasize6 

by both development assist aEce agencies and national governments. T h s  

decline i n  support was due t o  disillusionment on the part of pol i t ical  

leaders i n  the  developing countries and the o f f i c i a l s  of assistance agencies 

with the effectiveness of community development i n  meeting either their 

economic or  p o l i  tical, deve loprnent ob j ect ives . Community -lavelopment programs 

were criticized fcr f a i i i n g  t o  inprove the economic and social well-being 

of ru ra l  people. T h e  c r i t ic i sm was also made t h a t  f a i lu re  t o  reform t he  

conlrnunity power s t ruc tu re  led to l oca l  elites capturing a disproportimate 

share of both the economic and p o l i t i c a l  gatns generated by the  programs 
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when programs w e r e  successful they set in motion poritical forces that 

11 2 / w2re not easily controlled by the center" authorities.-. 



10.2 New Direct ions :  Integrated Rural Development 
and Basic Needs 

A f t e r  rnore than  a decade of relative n e g l e c t  x r a l  devel.opment again 

emerged near the top of the development policy agenda In the early 1970's. 

In 1973 t h e  President of the World Bank pledged h i s  organ iza t ion  t o  direct _ - . .  

i ts resources toward improving the producr iv l ry  and w e l f a r e  of the rural 

poor in the poores t  coun t r i e s  (McNamara, 1973; World Bank, 1975; Williams, 1981). 

In the same year the U . S .  Congress i n s t r u c r e d  the U.S. aid agency t o  d l z e c t  

i t s  e f f o r t s  toward "meeting t h e  basic needs of t h e  poores t  peo?le i n  the 

developing countriesf' ( U .  S . House of Representatives, 1973 : l5) . There 

was, however, considerable lack of agrement regarding the meaning of 

rural development and i t s  re levance  t o  meeting the basic needs of the 

rural poor. 

In t he  United S t a t e s ,  and In a number of o t h e r  developed countries, 

the renewed emphasis on r u r a l  develoinent i n  t h e  1976" w a s  i n  part a 

r e f l e c t i o n  of the p o p u l i s t  r e a c t i o n s  of t h e  late 1960's t o  b u r e a u c r a t i c  

and t e c h n o c r a t i c  approaches t o  the del ivery  or' soc ia l  s e r v i c e s .  By t he  

early 1970's these domestic concerns were spilling over i n to  criticism 

of the technocratic and b u r e a u c r a t i c  approaches t o  a g r i c u l t u r a l  and rural 

development i n  development a s s i s t z n c e  programs (Fontgomery , 1979). The 

recept ivi ty  to t3is new t 5 r u a f  I n  development a s s i s t a n c e  i n  the poor 

colmtries w a s  inf luenced by the perception that t h e  g a i n s  from rapid growth . . 

i n  a g r i c u l t u r a l  product ion  that were beginning to emerge i n  t h e  late 1960's 

and early 1970's w e r e  contr ibut ing t o  t h e  concentration of resources and 

income in rural areas. There w a s  also a percept ion  that growth of income 

in rural areas $ i d  not a s s u r e  that rural  people would have eqaitable access 



t o  t h e  s o c i a l  se rv ices  a d  meaities ixi t h e  absence of the design and 

development of more e f f e c t i v e  r u r a l  i n s t i t u t i o n s  (Owens and Shaw, 1972; 

Rattan, 1975 ; Mikesell, 1982 : 41-49). 

The Ifbasic human needs" (BHN) o r i e n t a t i o n  represented a major d i f f e r -  

ence between the rural development programs of thz  1970's and the community 

development programs of the  1950 's .  The community development programs 

of the 1950's placed major eqhas i s  on energiz ing r u r a l  communities 

f o r  self-help. The rural development p.rograms of the 1970's p l a c e d  greater 

mphasis on the achievement of greater equity i n  the dis t r ibu t io r t  of t h e  

gains from economic growth between urban and rural areas and between economic 

and social classes within rural areas. The proponents of the basic human 

needs appxoach have sought t o  in t roduce explicit proximate objectives f o r  

more general commitments t o  improvement that Lend t h e m e l v e s  t o  program 

desiga and measurement of program performance (Cross~ell., 1978). This has 

tended t o  result i n  a shi f t  5n program focus from the  mobilization of comuni- 

t y  resources t o  t h e  delivery a£ program inputs and services Ln rural develop- 

ment programs. 

A renarkable aspect of the new rural development program thrust, m d  

of the 1370's l i t e r a t u r e  on r u r a l  development, i s  that tbere appeared to  

be little awareness of the h i s t o r y  of the  community developnt-:rt p r o g r m s  

of the 1950's or Ikttle incl inat ion to crsnsFder the lessons tha t  m i g h t  

be drawn from the early e x ~ e r i e n c e  f o r  t h e  design of the new rural develop- 

ment programs. It was not  u n t i l  the late 1970's that t h e  design of the 

new rural development programs began t o  be informed by the l e s sons  from 

the e.arliex experience. 

By tfie early 1980's t h e  new "basic needs" and "integrated" approaches 

to rural development were coming under severe questionning. Eicher Baker 



noted that  i n  Africa "the pendulum s h i f t e d  from I R D  t o  strategies which 

emphasize food production by s m a l l  cox-mercial farmers. The decline of I W  

does not reflect a retreat on equiey goals as much as growing recognition 

thar pilot I R D  programs rarely were  implemented on a oroader scale, rhac 

governments cannot afford t o  finance a wide range of social services Zurke 

the early stages of development and t h a t  IRD (like CD in the 1950's) w a s  

not solving the most fundamental z r a l  problem--achieving a reliable f u, ,3 

surplus" (1982 : 62) . 



Integrated Rural Development Programs 

Complementarity among the several sectoral components of development 

in rural areas represented a dominant theme in the "newit rural devel~p~ent 

strategy of t h e  19707s, (Mosher, 1976; kele, 1979; UNDP, 1979; Moris, 19812. 

Among the characteristics of :ma1 communities whf ch were iaterpreted as 

conducive to an integrated approach w e r e  (a) l o w  levels of economic special- 

izat-ion, ib) interlinking of economic and non-economic interests and 

( c )  the importance of communal obligations and responsibilit i2s.  Close 

links were i d e n t i f i e d  among the directly productive and quality of life 

components. It was this comprehensive or integrated approach that would 

distinguish the  new programs from t h e  t r a d i t i o n a l  programs designed t o  

increase agricultural production, improve rural education, build farm to  

lnarket roads, and supply health serv ices  or private f a z i l y  planning. But  

there was little agreement on the crireria that distinguished integrated 

rural development from other rural development programs. Cummings (1982: 5 )  

observed "that rural development has assumed a Mother Hubbard character - 

it covers all but touches not3-:ng." Moris (1981: 27) noted that the 

enormous variance i n  t h e  content of r u r a l  development "(makes) 'rural develop- 

saent' an umbrella label for  a wide variety of enterprises." A number of 

observers have found that the classification developed by Mosher (1976) 

5s a useful Fasis fcrz developing a typology of rural development projects 

(Figure 10. 



Figure 10.1. Elements  in Various Integrated Prag-~zms 
~f Agricultural or Rural Development 
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A number of widely cited examples of successful integrated rurai deveIop- 

ment projects served as XI inspiration for the rurai develepent mavement 
, - 

of the 1970's. The village d e v e f o p ~ e n t  program pioneered by the Eangl2desl-i 

(formerly Pakistm) Academy for Rural Development at C m i l ~ a  was one of the 

models that received ,;.iidespxead attention (Raper, 1970; Haq, 1973; K h a n ,  

T h e  Academy was established i n  1959 as a traiiiinq center For p u b l i c  

officials responsible for m~ral development programs. The program evolved 

out of an effort  by the Academy staff t o  understand rural development 

processes in Camilla Distr i .c t ,  where t h e  Academy is  located, and t o  u t i l i z e  

development activities in the Comikla v i l lages  as a laboratory for the 

t r a i d n g  acrivi ty.  The progra involved three elements: .<a) developitrent 

of a two-tiered, village m d  thana, cooperative system; (b) inducing co- 

operation among public agencies in  labor intensive resource development 

efforts--partic~larl3~ irrigation, drainage and roads; arrd ( c )  development 

of the capacity of local  government t o  co~r'dfnate and direct the efforts o f  

departments responsible f o r  civil administration and development (agricul- 

ture, water, health, education and others) . 
The progrrm was clearly successful i n  tern of the diffusisrs of more 

producrive agricultural technology, i n  mobi l i z ing  loca l  resources for villcge 

improvement and in t h e  development of cooperative institutions. The co- 

operatives proved capable of generatrng modest savfngs and in partialzy re- 

placing traditional moneylsnders as a source of credit. They also becane ef- 

f ective ci~amels of technical inf  omation abaut rice production practices, 

hea l th  practices, and £am and cooperative management between the villagers 

and the technicians located at the Thana center. Many of the  cooperatives also 



the distribution of inputs such as fertilizes, insecticides and see&; =d 

of organizing ser- ices such as tractor plowring. Roads, irrigation, and 

drafnage were improved. Tn areas where such changes occurred the value 

of f a n  output increasad; the incomes of owner and t e n a n t  caltivatorr grew; 

and land values ros? in response t o  the grea ter  prodactfvity and higher 

incomes. And the experience gained in tRe Comilla Thana did have a n  impact 

on rural administration and development in a number of other Thanas in 

East Fakistar,. 

A£ter independence the Gcverment of Bangladesh announced that the 

Csailla project mould be u t f l i z e d  as the model for a national rural develop- 

ment program. Bur. rhe program tha t  was a c t ~ a l l y  h p l e m e n t ~ d  couf d be 

described iwrc accurately as a cooperative development program than a rural 

development program. Reflecting on the  Comilla experience, Ruttsn posed the 

questicn OF why is it so easy to idexit i fy a number of relzt5vely successful 

small-scale or pilot rural developnent projects, but s o  d i f f i c u l t  t o  f ind  

examples of successful riiral development programs, ar programs in .which pilot 

proj ects have made the f ntmded t r ans i t i on  into general practice (1975 : 10). 

In  his extensfve l i t e r a t u r e  review Moris chzracterized the "autcnomous 

development pro jec t"  as a major source of f a i l u r e  (1981: 11). If the 

purpose is to encourage "integrated development ,IE Caiden Wildavsky 

observed that "the general effects (of p i l o t  projects) is  that of an en- 



Noris (1881: 11) points out that the extreme example is The "turnkey project," 

where an outside cantractor carries out all activities up t o  the point when 

the project becomes operational. This may dramatically speed the i n i t i a l  

project establishmmt, but i t  oftea leads  to a crisis when the new unit 

must be locally supported .  In many cases, development projects "consist  

of amalgam GI external and local resources w T t h  the  donor agreeing ro 

support project activities for a specffied period." 

Moris (1981: 48-49) cites the orgmizational elaborations of technical 

assistance projects as a cause of their ineffect5veness. "The donor 

agency w a n t s  assurance that ?here w i l l  be local experts t o  assume contro; 

by the termination date (while) the host country needs staff to watch the 

experts." An inherent;, though purportedly politically necessaq ,  redundancy 

is created, whereby factor intensities exhibited in technical assistance 

~ r o j e c t s  far outweigh those t h e  coluntry c ~ u f d  supply f f  the program was 

extended on a national scale. W Z t h  dual structure, each s e t  of actors 

blame others when goals are not real ized.  A c o m p l i c i t y  sometimes e x i s t s  

be tween  host countries7 organization and aid agencies not  to  reveal true 

extent of outside intervention. 

In a review of "auronomous" projects in Africa, Lele (1975: 127-241) 

finds simiiar problems. She no-ces t ha t  "project authorit ies  in these rural 

development programs have carried oat functions of several departments 

(or ministries) an3 local institutions involving a wide range of activit ies 

.. , (.and that) (a) they actually o r  potentially substitute a range of activi- 

t ies  that are already the responsib5lfty of the normal government structure, 

a d  (b) rhey look co the fulfillment of a broad r a g e  of socio-po1it;cal 

objectives. " In t w o  countries (Ethiopia and M a l a w f )  , the  "inadequacy of 

existing irLstitutions to admi i l i s t e r  complex, multi-sectoral programs (such 



as fn tegra ted  rural development) and the absence of wel l -s r t icula ted  

nat iornaf commitments to br ing  about s ~ b s t a n t i a f  poli . t ica1 and administ rat ive 

improvei~enrs led expa t r i a te  planners t o  view the  establishment of autono- 

mous p r c j e c t  awthor i t ies  as a logical- way of maki~g  a not iceable  impact 

and, thus, of exerc is ing  a demonstration effect on pol icy  makers, adminis-. 

t r a t o r s ,  and, of course, on the rural people." 

Lele (1975: 140) notes three  problems w i t h  respect t o  parallel adminis- 

t r a t i v e  structures aqd eventual iiieegration : 

(a) The % i r i n g  and t r a in ing  of national s t a f f ;  

(b) Establishing rapport w i t h  the fndfgenous institutions to improve 

effectiveness of aZministratisn; and 

(c) The task of in tegra t ion  with regular government admiitistration 

without jeopardizing the perf  ormance of the project . 
"Wtchout the  resolutjioil of theee  problems, the gap S e t w e e n  the i n i t i a l  

promise of the in tegra ted  programs and t h e i r  long-term performance can be  

substzntial, despite t h e  considerable initial capital and trained manpower 

inpur ,.. Realizing t h e  f u l l  po ten t i a l  of donor-aided progrms must mean 

not only short-term production increases  but alsa the development of effective 

rural administration and concurrent training of indigenous manpower ... 
Far greeter n a t i c n a l  involvement i n  planning and implementation is necessary 

than w a s  possible in autonomous pro jec t s  reviewed . . ." 
Cverall, donor-aided projects  are seen as posing a set of contradict ions 

which make m a j  o r  progress i n  poverty-f ocused , participatory rural development 

d i f f i c u l t  t o  achieve (see Figure 10.2). This  holds regardless of w h e t h e r  

the donors are p u b l i c  o r  p r p ~ a r e :  "It is  frequently suggested that what 

i s  needed is  more p r i v a t e  i n i t i a t i v e  I n  a t tacking t h e  problems which govern- 

ment bureaucracies cannot manage. Though t h i s  v i e w  i s  an a t t r a c t i v e  one, 

there  is little evidence tc suggest that, when undertaken on anything 
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Figwe  10.2.  Contradictions i n  Foreign Assistance Programinp for 
Rural Development. 
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approaching the s c a l e  require.', p r i v a t e  vo luntary  eff0i:ts are consistently 

more e f f e c t 5 v e  Zhan t hose  of govesmenr  ," (Karten, 19510: 483)  . And it holds 

i r r e s p e c t i v e  of whether (the) achievements (of donor-£ inanced projects) 

ars judged by i npu t s  such as numbers of local and expa t r i a t e  staff recruited, 

research  t r i a l s  car r ied  out ,  amounts of f e r t i l i z e r ,  and other inputs 

distributed, veh ic l e s  purchased, buildings and roads cons t ruc ted  o r  main- 

t a i n e d ,  o r  amount of dara collected o r  analyzed by eva luar lon  units, or  by 

the end resalts of such as increases i n  (crop) y i e l d s ,  numbers of staff 

t r a i n e d ,  o r  administrative and f inancriai procedures i n s t i t u t e d , "  (Lele ,  

1981: 552). 

h%at can b e  l ea rned  f ram t h e  in regra t  ed r u r a l  development experience 

of t h e  1973's? Korten (1980: 496) has drawn on f i v e  successful Asian r u r a l  

on. developme~t projects i n  developing a model of e f f e c t i v e  social intervent: 

The case studies were remarkably diverse and "apparent ly ,  the d e t e m t n a n t s  

of ( t h e i r )  success c a n o t  be f w n d  i n  an e a s i l y  r ep l i cab le  program variables - 

whether private or p u b l i c  ( i n i t i a t i v e ) ,  nrulti-purpose or  single-purpose, 

broadly or narrowly def ined  target group. Each project was successful because 

it had worked out a program model  responsive t o  the  bene f i c i a ry  needs ZK a 

p a r t i c u l a r  t h e  a d  p l a c e  and each had b u i l t  on a s t rong  o r g a n i z a r i ~ n  

capable or' making the program work. Put another way, they ha3 achieved a 

hi& degree o f  fit between program design, beneficiary needs,  m d  the 

c a p a c i t i e s  o f  the a s s i s t i n g  organiza t ion ,"  (see  Figure 10.3). 

Korten contrasts what he terms a  l ea rn ing  process approach wi th  the blue- 

p r i n t  approach - t h e  latter being the "textbook approach to how development 

p l a n n i q  is supposed t o  work," (Figure 10.4) . I n  the blueprint approach, 

r e sea rche r s  are  expected tc provide d a t a  from p i l o t  projects and other 

s t u d i e s  that  al lows  planners Eo choose the most cost-effective p r o j e c t  

design for achievi.ng a given development outcome. The p r o j e c t  p l m  is 





Figure 10.4. T h e  Blueprint Approach to 
Development Pr ogr amling. 
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Figure 10.5. Program Learning Curves. 
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Indiana: Internations1 Development Institute), p. 500. 
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reduced then t o  a "blueprint"  for implementariarl. A t  the end of t h e  project  

per iod ,  a researcher is expected to measure actual changes in the t a r g e t  

popula t ion  and r e p o r t  actual v e r s k s  planned changes t o  t h e  p l a n ~ e r s  s o  that 

they ran revise t h e  blueprints. 

Korten's learning process  approach provides  an i m p a r t a n t  perspective 

i n  w h i c h  to frame stagec of: p r o j e c t  dwelopment (see Figure  10.5 . but  i s  

limited i n  p r ~ v i d i n g  practical t o o l s  f o r  t h e  gather ing  and employment 

of c r i t i c a l  information i n  the process .  

As Moris (1981: 4 2 )  points out, the  end product of the initial learnir rg  

cycle postulated by Rorten (1980) 1s t o  discover an e f f e c t i v e  institutional 

model and with i t  the ability t o  specify approp r i a t e  goals. Evaluat ion 

hinges on criteria? cri teria which can only be s p e c i f i e d  after appropriate 

goals are i d m t i f i e d .  F u r t h e m o r e ,  e v a l u a t i o n  should be  undertaken i n  

relation t o  the o t h e r  projects or programs with s in i la r  c o n s t r a i n t s  

generally w i t h i n  LDCs t h e  meaninr.Cul figures are those w h i c h  compare per- 

formaace with5n common siruational cm.-, traints,  rather than those which 

measure progress againsr o f f i c i a l  o r  potential performance t a r g e t s "  (Xoris,  

F ina l ly ,  B a r a r L t  (1981: 312) argues that "the real need is t o  develop 

an approach t o  eva lua t ion  w h i c h  brings i n t o  the foreground (a) the kinds 

of rational response t o  variaus groups of people t o  par t icular  p r o j e c t  

and (b) the w a y s  tn which t h e  o r g a ~ i z a t i o n  and relations of production 

a c t  t o  block the aspirations of sox2 people ,  and thus produce rational 

responses, such as r e s t r f c r i o n  of production, which appear 3rratioaal when 

appra i sed  frorc the  viewpoint of nmagement. As the project develops and 

changes over time, s o  these  responses, re la t ions ,  and percept ions will alter  

a i d  develop i n  re la t ion  to each other, i n  many cases f e t t e r i n g  the actual 

level of p r o d u c t i v i t y  schieved and a l so  restricting groups and inbivf.duals 

i n  the pursuit of t h e i r  obj t t ives .  " 



Barnet r ' s ccr.lcerns carry over especially to survey and questiorxu?~alre 

techniques common to evaluation (Franklin and Thrasher, 1976; Weiss, 

Waterson, and Wilson, 1877). Resides the t y p i c a l  concerns about cost- 

effectiveness of various survey and questionnaire techniques in relation- 

ships to overall project resources, problems concerning which groups are 

t a rge ted  f o r  survey and the biases inherent i n  persuading them to reveal 

information nay make such efforts much less valuable than expected. A s  

FC , : ~r i s  - (1981: 4 3 )  c ~ n f i d e s  after participating in 15 major surveys in 

the f i e l d ,  "I have usually found that an fatensive debriefing of the 

field interview teams provided better insights than t h e  main survey (data) 

I tself .  '' 

Perhaps the best advice is t o  utilize various information processing 

techniques throughout the p r ~ j e c t  and to rely on 30 single one (see Figure 

10.5). In the review of project evaluatiots t o  follow, the various teclmi-  

que utilized and concerns voiced will be emphasized. 
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10.4 Neeting Basic Needs fn Xural Communities 

The U.S. Congress directed the US!AID to redirect its efforts toward 

re meeting the basic needs of the poorest people in the developing countries'" 

(U.S. House of Representatives, 1973:15). h attempt was subsequmtly made 

to give program conterrt to the concept by the In ternat ional  Labor Office at 

its 1976 World Empfoyment Conference ( I L O ,  19761, the Sforld Bank (Streeten, 

1977), =d by the U.S .  A g e x y  for International Development (1978). 

One consequence of articulation of a basic needs approach was to attenpt 

to gLve specific empirical content of the basic needs approach. "Growing 

interest in activating the concept of basic needs within a definite tlme 

r'rame presents at least four operational questions: (1) how t o  measure the 

present level of physical well-being; ( 2 )  how to identify the goal--the point 

at which 'the w o r s t  aspects of global poverty' have been avercone and a basic  

needs ' f loor '  attained; (3) how best to measure progress t o s ~ a r d  meeting basfc 

needs and to determine what rates of progress are  feas ib le ;  and (4) how t o  

identify the Tndividual inputs (and their best combinations) that are most lCkelg 

to achieve the d e s i r e d  results a t  the i~2e.s.t economic, social and political 

costs" (Grant, 1978). These efforts stressed the limitations of per capita 

incame as an indication of well being and stressed the very substantial varia- 

tions in physical quality of l i f e  indica tors- - l i fe  expectancy, infant mortality, 

birth rates, and literacy--achieved in countries ~ 5 t h  quite similar per capita 

income levels (Grant, 1978, Tables 1, 2, 5 ,  6 ,  7 ) .  

The basic needs approach to developnent p r o g r d n g  gave rise to two 

bodies  of academic literature. One body of literature has attempted to explacn 

the macro-economic implications f o r  economic growth of attempts to meet 

specific basic needs objectives.  An example is an attempt by Boutros-Ghali 



zed Taylor (1980) to assess the resource allocation and economic growth 

implications of a "basic needs" strategy for Egypt. They found that a bss ic  

needs srrategy would be less Lmport-intensive than the policies presentl-y 

being fnllcwed. A sharp shift toward the service and government sectors t ha t  

supply basic needs would he required. =e cost of meeting basic needs i n  

rural areas would be less capital and import-in~ensive than in  urban areas. 

Nevertheless prices of capital goods and agricultural products would r ise .  

Achieve~enC of basic needs triehout substantial s a c r i f i c s  of economic growth 

obj  ect ives  wc:116 r e q u i ~ e  that foreign donors and workers ' remittances would 

supply over half o f  Egypt's foreign exchange requirements. 

A second body of literature has attempted t o  identify b a s i c  needs "packages" 

that lend themselves t o  the integration of delivery services. In their 

book on gedesigning Rural Development (1982), Bruce F .  Johnston and W i l l i a m  

F. Clark suggest thet there are three Eruad program areas chakacterized 

by a high degree of complementarity in program design and management 

4 / (also Joh~ls ton ,  1977 and Johnstor. and Meyer, 1977) .-- 
(a) Prodtiction o r i ~ n t e d  programs: These are the programs discussed 

in  Chapter 9 af  this study. J o h n s t o ~ ~  and Clark conclude, as 

w e  have seen in our review, that "broadly based efforts to achieve 

production gains are sugerior co  effor ts  that concentrate on a 

f e w  large, h i g h l y  organized, and relatively c a p i t a l  intensive 

effor ts"  (p. 3 ) .  They regard product ion oriented programs as 

fundamental ta any viable effort to expand rural employment. 

2ad they ident i fy  both complementrarities and tradeoffs within 

production oriented programs. They are particularly concerned 

about the aegat i ve  effects that "bimodal" prrrduction straregies - 

s t ra teg i e s  that channel input credit m d  technical assistance to 

the iarger f zrmers and neglec t  the smaller farmers can have on 
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the achievement of both productivn and equity objectives (pp. 112- 

1151 . 
Consumption oriented programs: Johnston and Glasck f ind a high 

degree of complementarity among lnterventfons designed to f.mprove 

health, nutritfonal status, and family planning (p. 3). They 

find that while integrated approaches place greater mphssis on 

institutfonal infrastructure and managerial competence than 

more pfecemeal alternatLves, the complementarities sufficiently 

great t o  support an argument for an integrated approach t o  the 

: Johnston and Clark also consider a third 

to local action" ( p . # 3 ) '  Especial ly  important ,  they regard the 

development of effective participatory inst i tut ions  at the local 

level as essential for both the erfect-ive mobilization of rural 

resources for development and the equitable and efficient delivery 

of bureaucratic and technical service to local communities. 

Cmunities must be in a posit ion to provide reasot~able rewards 

to bureaucracies for effective performance. Where comunity, 

economic and polit:cal resources are strongly skewed the delivery 

of bureaucratic and technical services w i l l  also b e  skewed. 

How effective have ef for ts  been to deliver integrated packages of 

services to rural communitTeu? Since the merger of the "Tntegrated rural 

rl...-velopment" and "5;rsic needs" perspectives is relatively recent, empirical 

attenpts t o  measure the effectiveness of such programs must i ~ l y  prizarily 
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on programs that were developed before the merger of these two streams o f  

thought was fu l ly  articulated. We do have available, however, several 

appraisals by the USAID evaluation program to assess such efforts. We 

r e v i e w ,  %n th i s  section, the efforts  t o  asszas whau c&n be learnsd from a 

project designed to improve rural roads, xural water s u p p l i e s  and rural  

health. 



Rural Roads 

An important set of development projects in w h i c h  redirecting activi- 

ties away from primarily providing services i n  favor of mobiliztng local 

resources has occurred in rural road building and upgrading. The U , S _  
I 

Agency for LnEernational Development (1982a) recently completed 3 three-year I 
1 

study to ascertain the  effectiveness and imyact af rural road actfvities in 

projects under their sponsorsh5.p in Asia, Africa, and Latin ber i ca .  Pro- 

j e c t  effectiveness was jadged by t~m staadards: 

(1) actual length of m a d  constructed, its cost, and time required 

compared to pro j ections , and 

(2) degree of sustainability of project acriv i t ies  in terms of 

maintenance and continued rural road construction after AID 

disper-ses a l l  project funds. 

Project impact was measured ''by the degree to which the project attains 

broader project p-urposes w-ith goals ..." as well as any other intended or 
unintended effects (i.e., social, political, economic, environmental) 

(p* h.). 

Although most of the rural road projects studied 5y AID evaluation 

teams were found stlll to be operational, maintenance was generally neg- 

lected as a result of both donor and host country p o l i c i e s .  Often overly 

optimistic estimates of benefits, costa, and completion time led to cost  

over-runs. Many critical impacts related to land tenure, agricultural 

production and pricing policies, environmental quality, and the transport 

industry were overlcoked. It W ~ S  found, in partfcular, that the "engineers 

who ran highway departments . . . were more attached to roadbuilding . . . 
than to  maintenance'"^. v.). Furthermcre, "where road selectloa was 

centralized, there was a tendency to specify .;*leconomically high design 



standards and t r ?  o v e ~ a ~ i p h a s i z e  primary roads at the expense of rural 

roads" (t;. 7). Tendler (1979: 42-43) found rhatl placing the road 

se lec t io r i  decision at more local levels produced a higher ratio of un- 

paved roads to paved roads, and l.ed t o  design standards more apprcpriate 

for the  l o w  t r a f f i c  volumes found on rural roads. 

Of t h e  evaluations, which covered AID proj ects  ! i n  S i e r r a  Leone, 

Columbia, Liberia, Jamaica, the Philippines, Thailand, Honduras, an6 Kenya, 

only one clearcut case c i  success based on project s u s t a i n a b i l i t y  - whethar 

concerning r u r a l  road cons t ruc t ion  or maintenance - was  found: the 

Accelerated R u r a l  Development Program in Thailand.  I n  four o t h e r  countries, 

Kenya, the P h i l i p g i n e s ,  Jamaica, and Columbia ,  it was judged that at least 

some success had occurred i n  ereacing local ,  provincial, and natural 

capacity t o  carry on p r o j e c t s .  

The Accelerated Rural Development program of the Thai Government w a s  

begm in the early 1960's f o r  the purpose of fostering internal  securlrg 

through economic develcpnent . TypicalPy, an & X I  proj  ecf involves up- 

grading seasonal cost tracks i n t o  all-weather dirt roads to l i n k  villages 

and towns to the nat iona l  road network. ARD p r o j e c t s  also involve develop- 

ing potable water and rnizor i r r i g a t i o n  works. The three complemenrary 

effor ts  contribute t o  the development of the basic physical infrastructure 

needed for the deve1opme.n~ of r u r a l  ccmmmities. 

b d ~ i n f  s t r a t i o n  was decentralized. The local i n s ~ i i t u i c n a l  dexseiop- 

ment necessary fo r  project sustainability was encouraged. Donor grants 

1: provided equipment and trzining d i r e c t l y  to  p r o v i n c i a l  organiza t ions .  

I, The national. A E l  or 'fi  ce contributed to the planning,  designing, conatruct- 

1 ing , and maintaining r~-?ral roads and village w a t e r  facilities. Provincial 



organizations were also supported, under t h e  l eadersh ip  sf their pro- 

vincial governors, i n  the d e v e l o ~ e n t  of staff t o  coordinate t h e  planning 

and implementation of r u r a l  development programs within t h e  provinces. 

Road Project guide l ines  provided fo r  continuing maintenance of rural roads 

by the local  Am organizat ions  until t ra f f ic  levels exceed the engineer 

ing capacity of their organizat ions .  A t  that time arrangements were made 

for maintenance responsibi l i ty  to be taken over by the n a t i o n a l  highway 

depaWent [ U S  Agency for International Development, 1980). 



Rural Water Supply 

In cornunity water supply  projects ,  even more so t h a n  rural road projects 

the systems evaluated as most successful are rhose which w e r e  b u i l t  by 

mobilizing local  resources and m a i ~ t a i n e d  and supported by local associa- 

t i o n s  of users, A w i d e  variety of technologies, f rom hand dug w e l l s  

w i t h  locally manufactured hand pumps in Tanzania t o  diesel pumps and 

gravity systems in Kenya, Thailand, Tunisia, Peru, and Panama were found 

to b e  reliable in the evaluation study conducted by the U,S, Agency for 

Internat2 anal D e v e l o p m e n t  (1982> : 1 6 )  . Th ese eva'luat-j_m% focused on 

the relationships between re l iabi l i ty  and beneficial impacts o f  w a t e r  

sysr-s. E q u i t y  of access, distribution of benefits, 2nd interrelation- 

ships between water supply qua1 ity health were m a j  or concerns. 

Evidence provided by USAID evaluations (1983: 2 4 ,  2 5 ,  26, 33, 37, 38) 

dem~nstrated that a system tends t o  be successful when communities 

value the system, No system where users paid the full costs of operation. 

and maintenance were evaluated as unreliable. Furthennore, pasticipat ion 

by the major i ty  of a community tends ro insure equitable a~cess for 

systems wirh only comunal f acilf ties. Thus, the following conditions 

are f omd to be associated w i t h  project success : 

(1) " T a r i f f  structures and payment schedules result from discussions 

and are acceptable to the community" 

( 2 )  "A local users group is formulated to s e t  management policies and 

determine local prioritiesr' and 

(3)  "The w a t e r  suppl:~ organization is able to support and maintain the 

equl,pent used. '' 



Ia addftion,  projects are most 'likely to silrceed when: 

( 4 )  "The technology chosen represents an incremental inprovemerit over 

the existing level and can of fe r  t h ~  pzospect of further step-by- 

step progressf' 

(5) "Technolcgies used for pro jec ts  should not: exceed the l o g i s t i c  

and technical support capability of the institution" 

(6) "Diversity of equipmeat, which makes for problems i n  procurement 

and supply of parts,  is l i m i t z d "  

(7) "Internal and external funding i a  assured and programs are p l a n e d  

vithir. the budget k i n i t s "  aid 

( 8  "The agency c= at t ract  and hold  qual5Lfied personnel." 

It was also n ~ t e d  t ha t  in the event I n s t i t u t i o n a l  support 5s Lnadequace, 

proj  ect success could be achieved i f  private sector  sources of  equipment, 

supplies,  and expertise t c service cormnunitlies were available. Furthermore, 

evaluation teams concluded that providing a method for ensuring cornunity 

contribution and involvement in the maintenance of che system i s  impcxtant 

t o  praj ect success. 

Finally,  it was found that none of the systems bxtflt  with the sole 

purpcse of inzprovbg the qual i ty  of water avai lable  to a c m u n i t y  w e r e  

reliable,  Although w a t e r  qual i ty  i s  recognized as an important f ac to r  in 

heal th  and hygiene, w a r e r  projects were foxnd ro be inadequate vehicles 

for the implementation of health and hygiene program. 



I Health Care 

Evaluating health care acttvities in developing countries presents a 

much more difficult conceptual and methodological task than evaluating 

rural utility projects. The recent AID study Dunlap (1982) is  indicative 

of the lack of consensus concerning {I) what types of primary health care 

delivery systems are most e f fect ive  and (2)  which evaltxatfon techniques 

are most appropriate f o r  measuriag the i r  effectiveness . Dunlap argues 

the need for current health c a e  evaluations to  be c~nsistent with socko- 

economic development goals as defined by "basfc hiinan needs'' strategy of 

develop~ient. In particular, Dunlap i s  critical of linear construct or 

input-output (result) evaluation sche~es because they "misspecify ilhe 

nature of the evaluation problem i n  health." 

Health status results  from a complex inter-weaving of various inputs, 

not just f r o m  the del i l~ery of health services, but also sani tat ion,  agricul- 

tural production, family income, nutrition, and other factors. Dunfap 

obselves that today "many of the inputs that can improve the health of a 

population are provided by categorical delivery systems . . . (but) health 

plannars are attempting t o  reshape the concept of p r i ~ a r y  health care by 

weldFng tLe prese:? desperate delivery systems with outreach and education 

services into a u n i f l e d  and more productive strategy for health tmprovement." 

Such advocates of more integrated approaches to the  delivery of health 

senrices include Johnston and Meyer (1077) .  In particular, a "composite- 

package'hpproach to the delivery of nutrition, healrh, and family-planning 

services i s  recommended. The integration of these services is recommended, 

in particular, because they are mutually reinforcing, with positive effects 



f r o m  one Lnnovat5.ix-t seducing client resistance to other innovations (14-15). 

Integration has also been shown to  be cost effective in a study of a 

NarangwaP, India, healrh p r o j e c t  involving 26 v i l lages  (Taylor, Singh, 

et al, 1975). Johnston =d Meyer (1977: 17)  also believe that the political -- 

and financial support required for a program having a widespread impact on 

a country's rural population will be greater i f  the program is aimed at  

m l t i p l e  objectives related t o  nutrition, heal th,  and planning. 

Whether such integrated programs w i l l  f ind  widespread supporPQepends 

on their effectiveness and how welL ft i s  measured." Dunlap (1982: 8-28) 

argues that the evaluation process must be bui l t  into the project at  the 

design phase because i n  health care delivery systems the interactions are 

very d y n d c .  In particular, i t  i s  recommended (273 that: 

(a) "In their design phase, management information systems i n  health 

projects should be made as compatible as possible  with short- and inter- 

mediate-run evaluation needs.'' 

(b) "~ultipurpose,  population-based survey instruments should be  

designed and implemented in selected primary health care delivery projects 

t o  m o d t o r  the general welfare impact of basic human needs investments as 

measured f ron various perspectives on target  populations, " 

( c )  "~iasurement and svaluatzon activity should be undertaken periodi- 

cal ly;  several repeated observations should be  taken on each measure over 

a suff ic ient ly  long period that the d y n z d c  nature of the changes can be 

ascertained." 



DunPap also argues (28) t h a t  zhe pr imary  health  care operagion restarch 

agenda under USAlD consideration should "focus its attention on eost- 

effectiveness analyses of alternat it.@ technologi es for 3 m  cost, prfaaxy- 

health care delivery systens." Rather than re lying on current measures of 

success like vital-events changes, he recommends that both consumption 

and investment benefits of health care, measured by utilization, willingness 

to pay, and revealed preferences be  the  s tv ldards  537 which hea l th  care  

p r o j  ecr success is assessed. 

Ffnal ly ,  in the area of health care evaluation, m ~ c h  more work xust be 

undertaken to turn recommendations i n t o  action. Yec some hopeful signs 

have emerged. Dunlop (28) p o i n t s  ro  the redesfgn of the Sine Saloum P r o j e c t  

in Scnegal based on an evaluation as a case pc5ntl. 



Cost Effectiveness - 
A brief note on the cost-effectiveness measures u s e l  in the evaluation 

of programs to deliver services t o  rural comunities. Benefir/cost 

analysis looks at the allocation of capital in  r e l a t i o n s h i p  to  projected 

costs benefits.  Costs are weighed against t?.e b e n e f i t s ,  assmzing 

both can b e  monetarized. 

In some s i tuations,  however, xlthough the purpose of a governnest 

expenditure is specific and w i l l  be understood, the benefits and costs 

are hard t o  compare d-irectly . T h i s  happens of tez  when it is difficult t o  

measure the benefits i n  dol lar  terms, such as in  benefits to  national 

defense and t o  health expenditures. 

In other situations,  the total expenditure for a given purpose is 

f ixed and alternative projects are evalua ted  t o  see which is most effective 

i n  achieving t h e  purpose. The benefits need no t  3e converted fnto dollar 

uni t s ,  j u s t  compared in whatever terms are most appropriate. 

These situations are truncated verslons of cost-benefit analysis and 

are 'mown as cost-effectiveness analysis. In summary, cost-effectiveness 

analysis i s  applicable when (a) costs of alternative projects are simtlar 

and hence only benefits need be compared, which relieves che aaalyst of the 

need  t o  convert benefits t o  dol lars ,  or (b) when benefits are s i m i l a r  and 

hence only costs need to be campared (Stokey and Zeckhauser, 1979: 134-159). 
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Some Conclusions 

Perhaps the most striking impression that emerges from this review of the 

literature on rural deveiopment is the cycling of both intellectual perspective 

and program content. The intellectual perspective--perhaps enthusiasn would be 

z more apt term--has been more extreme than program content. The practitioners 

who inhabit the dex-elopment assistance bil~eaucracies and the national planning 

2nd development agencies exhibit remarkable creatfvity 5n trs~rsfoming the 

enthusiasm fo r  "new directions'' i n t o  incremental changes i n  program direction. 

3ut even w i t h i r .  the development assistance and national development bureaucracies, , 

there has been a cantinning tensfon between the proponents of physical infra- 

structure development and tnstitutianal infrastructure development; berwe~n the 

designers of program to supply comodf t ies  and services t o  rural communities 

and those who emphssize the design of the instftstional imnvat io~s  that enable 

rural cornunities to mobilize their own resources of development. The concerns 

of the advoc~tes of alternattve approaches--"seeds and fsrtilizes" versus 

"health and sanftationm--wi.thin the development agencies rise and decline in 

response to t be  i m p a r t  of exrem&l rhetoric and poPi t ica l  pressure. 

h dea r  inference from the l i t e ra tu re  on rural development is t5at efficient 

delivery of bureaucratic sekices to rtrral cornunities is very dependent on 

effectp~e organization at the community level, Rural com~fnfties, operatLng 

through either the fofilal structure of loezl government or the informal or 

volufitary j .ns t i tu t fons ,  ~ u s t  be able to interact effectfvely with the central 

institutions charged ui th  responsibLlity for the delivery of services to local 

ccm~unities. They m ~ s t  be able to interact effectively in the establishment 

of p r i o r i t i e s .  They mist be able to provide feedback to the central agencies 
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on agmcy performance. And t h e y  must be able to mobilize suf f i ; . ,  .!.-t pclitical 

resources to provide incentives for effective bureaucratic performance. 

Effective rural development also requires that local comunities have 

available to them the instruments of local government, including adequate fiscal 

authority, to  enable them to mobilize local resources in support of local 

development. There are f e w  national governments in the developing world that  

have either the fiscal or administrative capacity to make available either the 

fiscal or bureaucratic resources needed to susta5n development i n  rural com- 

mnities. But there are many comtries which have not yet developed the insti- 

tutions that penl i t  comunities to mobilize their own resources i n  support of 

the development of local physical and human resources, 
, . 

The success of many of the rural development p i l o t  projects has been due 

to the relative intensity of the h m a n  resources devoted to organization, 

management, and technical assistance. When an attenpt was made to  generalize 

the pilot project as the model for a national or regional rural development 

program the intensity of human resource input could not be maintained. Further- 

m o r e ,  access to the higher declsion making levels of government and the ahin is -  

trative freedom to tailor programs precisely tc local natural and h-rzzan resource 

endo~ments and capacities and t o  p r i o r i t y  develop~ent problems that is ~ f t e n  

zwaifable to directors of p i l o t  projects is frequently secrificed to adminis- 

trative convenience when the projects are generalized in the form of prov5izcidl 

or national programs. H-ighly centralized administration of national programs 

makes it diff5cult to carry uut the experiments with program content arrd 

delivery methods that are essential i f  rural development programs are to meet 

t h e  diverse needs of rural areas. 
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Another f ac to r  which condizions the success of rural development efforts 

i s  that by and large the opportunities for v i l h g e  development depend t o  a 

substantial degree on the  availability of mcre e f f i c i e n t  technologies and m o r e  

efficient i n s t i t u t i o n s .  These resources become available t o  rural comnunities 

through intersector f ac to r  and product markets and through the development of 

bureaucratlc r e sources  a t  t h e  national an6 regional level. The potent ia l  gains 

that  can be zchieved i n  the absence of expanding commodity markets and more 

efficient factor markets are linited. The a b i l i t y  of rural communities to 

respond t o  such opportunities when they do become available depends on technical 

and i n s t i t u t i o n a l  innovations which also become available f r o m  sources outslde 

the comunlty.  Even the capacity to organize the p o l i t i c a i  resources necessary . 

t o  achieve access t o  o r  enforce efficiency i n  the delivery of bureaucratic 

resources t yp i ca l l y  depends on reforms leading to reasonable equity i n  the dis- 

t r i bu t ion  of economic and political resources and t o  the avai labi lf ty of social 

and legal instruments which permit communities t o  effectT-vely organize t h e i r  

economic and political resources toward common objectives. 

Excessive reliance on the project approach has become an obstasie ta the 

development of visble r u r a l  developinent programs. The project approach does 

have an important ro le  t o  p lay  i n  the development of physical infrastmcture.  

The construction of  =for irrigation wcrks, the components of a national o r  

regional highway network, the facilities t o  generate and transmit electric 

power are clearly amenable to a project logic which includes precise definition 

of goals,  a careful identification of resource  requirements and pro jec t  

benef f t s ,  ar?-d a spec i f ic  time frame f o r  project act-ivities and ternuinatlon. 

But bui ld iag  an i n s t i t u t i o n a l  i n f r a s t ruc tu re  capable of del5vering project 

seLvice and ~ a i n t a i n i n g  project viability, even i n  the case of physical infra- 

structure pro j ec t s ,  is only marginally menable to a project logic. Arid t he  pro- 
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j e c t  approach has repeatedly been identified as a source of f a i l u r e  i n  efforts 

t o  develop viable programs for the development and maintenance of l oca l  

physical infrastructure and the inst i tut ional  infrastructure for delivery of 

community services. 

This attenpt to i n t e rp re t  recent development experience leads t o  a 

series of five generalizations with respect to program Edeology and design 

which are essential t o  the  v iab i l i ty  of any l a r g e  scale rural development 

ef fo r t  : 

First, rural developnent program activities must be organized around 

activities and services that have reixtively well-defined technologies or 

methodologies and objectives. It is important t o  rural communities that such 

a c t i v i t i e s  and services be simultaneously availaJLe, but not necessarily adminis- 

tratively integrated. 

Second, rural deve;opment program activities must be orgaaized to utilize 

the relatively low q u a l i t y  (and inexperie~ced) human resource endo~menrs that 

are available i n  rural  areas. They must be extensive rather than Lntensfve -in 

their use of high-cost human capital, at both the planning and implementation 

Tnird, effective implementation of rural development programs is, to a 

scbstantial degree, dependent on the developnent of the institutional capacity 

to mobilize the limited pol i t ica l  znd economic resources available to  t3.e 

disadvantaged i n  rural con;mrm.ities, In soc-keties in  which rural administratfon 

is orgasized -with a strong control u r i e n t a t i o n ,  the p o l i t i c a l  and economic 

conditions necessary f o r  rora l  development will rarely be m e t ,  
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Fourth, the problem of welfare in the rural areas of m o s t  developing 

countries remains more a problem of the level of output per person thzn 

of distribution. The search for new sources of income growth must continue 

to be sougl~r in both technical and Tnstitutional change. 

Finally, the structural characteristics of most rural comtrs,ities, and 

of zhe societies of which they are a part, will continue to prevent them from 

obtaintng access to many of the development opportunities ghieh are potentially 

zvailable. Xural development programs w 9 1  rarely be a31e to mobilize the 

politTca1 and economic resources necessary for massive structural refom. 

We can expect that the development of rural areas will continue to be character- 

ized by cnequal rates of development between rural  arid urban areas, among rural 

areas, and among classes within rural areas. 

P . . -  
pp-1 id..\ *"&$+ 

"I 



What Lessons can 'be Drawn frm these Observations? 

In our judgement the case for integration in the delivery of fnputs 

arid services to local communities has not yet been effectively made - even 

in the case of the closely relaced praductior; rriented, consumptfon oriented 

m d  organization programs emphasized by Johnston and Clark. What P.as been 

denonstrated 5n our judgment is the importmce of representative l o ca l  

institutions - at the comunity, :nunicipal5ty ar.d/or district  level - that 

have (a) the political resources necessary t o  integrate the bureaucratic 

and technical services that c a  be made available to them and {E) sccess 

t o  instxrments of local  government .that permit the mobilization of local 

rescurces t o  both take ztdvactage of the bu~eaucratic and technical services 

avai labl-e  t o  them from higher levels of government and coaple~cnt these 

services with locally F n i t i a t e d  activities and resources. It s e a s  appar- 

ent that local pcl i t ica l  development is a necessary condition for  community 

or rural development. 

The wealmess of local representstive institutions, asld the ineffective 

arriculaficm between local =d regional or national institutions, that is 

obsezued i n  a large number of developing countries represents a major 

opportunity for developmefit assistance. The initial understanding of 

community and rural development processes that stressed the importance of 

developing inst Ltations capable of a ~ b i l i z T n g  local resources for development 

and articuiating local and regional or nationai development efforts was 

valid. Pressure for quick results have d i r e c t e d  attention i n  development 

assistance agencizs f r m  these early insfghts. Wodest support f o r  a research 

a& training prograin af small grants that sup?le~nent local development 

efforts c w l d  pay large d i v i d e n d ~ ~ p a r t f c u l a r l y  in  countries where nat ioral  

capacity fox progrm support a d  management is limited by political and 

economic resource capacity. 
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Footnotes 

- ' I  No attempt is made co present a comprehensive review of the community 
development, integrated rural devslopment , or basic needs literature . 
Holdcraf t (1378 : 61, 62) Tdentif ies 18 cmmunity development b ib l io -  
graphies. The 1981 review of rural development literaeelre by Moris 
contains over 1,300 references. The Come11 University Rural Develop 
m e n t  Committee lists over 70 research monographs and papers. Thirty 
titles are cited in t h e  Kchlgan State Rural Developweat Papers and 
Workshop Paper S e r i e s ;  the AID Evaluation series included over 65 
titles at the end of 1972. 

- 2' The weaknesses of c m ~ n i f y  development have been d e t a i l e d  more explicit ly 
by Kort:en (1980, p .  3) as follows: 

(1)Exis:ing power struauxs were accepted as a given asd 
no attcmpr was made to change them. Village level 
workers aligned rhewe!ves with the traditional village 
tii:ei -who caphred such benefits as the programs of- 
fered. Recognizing this, the poor majority did nor re- 
rpoarl. The confiicts of interest inherent in stratified vil- 
lage social structures were not recognized in program 
designs. 

(2) Responsibility fo; iap;emzatation of community de- 
velopment was placed in administratively separate 
ministries or asencies whizh p33"i1ded the es;z!Aished 
line agencies of gsvzmrnent. Attempts were made at 
local fevels to bring these pzrafiei agencies under the 
ccntrol of tb+ community derdopment agency h the in- 
terests of irn~rortd coordiaatiao, but !his resulted in brl- 

rtalacratic conllicr tha, w a  ofzen a key element i~ the 
movement's demise. 

(31 Greater emphasis tended to be placed on the expansion 
o? social services than on incr-sing rural incomes, and 
rnrrx;- o f  the social services offered seemed of doubtful 
val~e. This was nor so much a function of the commu- 
nity dsvelopment concept-the Etawah piiot project 
h-id stressed promoting agricu1tu;al prodl-lction-as an 
outcome ~f bwrea~lcratic territoriality. 

(4) implernentatian was June through conventiot~a! burcau- 
cratic structures in which programs and targets were for- 
mulated ce~trally with little regard to the wiliinyness or 
capz5ility of the people to respond; often little real par- 
ticipation was involved. Demands that fieid workers r:- 
por. on i tc  implementation of dozens of certtally man- 
dated activiries serioiidy cut into the time avdla3le far 
actual work with the community. When working with 
thz conirnnnity, thc fieid worker easiiy fell into the pa:- 
t e ~ n  of actudly directing local level programs. Again, 
there patterns acre in sharp contrast to the Eta*%! p;!ot 
project ahhich hac! stressed the development of orgarkiza- 
tiond processes that placed a premium on being rcspon- 



151 tittle was doue to huild incieprnde- '11 member controlled 
local organitarions able to solve Inca1 probferns and 
makc demands on the broader system. Furthermore, the 
village itself tended to be rreattd as a se!f-contained de- 
velopment unit with little attentior: given to the ntc'd to 
link self-governing vil!zger into karger, more econorrric- 
ally viab!e regional ~ni i s .  

+ 31 Another rural development program that a t ~ r a c t e d  a great d e a l  of 
a t t en t ion  is the Korean New Comzunity Movement. [see Seceion 1 3 - 4 3 .  
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CHAPTER 11 

5 This chapter w a s  prepared by Vernon W. Ruttan and Anne 6. Kmeger. 



In t h i s  chapter we attempt to draw f r o m  our review of macroeconomic 

and sectcr assistance experfence and from the several country studies, 

some of the general lessons from the last 30 years of development assistance. 

In attempting to draw lessons from this experience we are cognizant that 

it will be possible to find exceptions to almost: every one of the lessons. 

The lessons are, therefore, more appropriately viewed as working hypotheses 

i n  designing country development assistance policies than as rigid guides 

to be imposed on assistance agency operations. 



Lessons from F7acrceconomi-c Assistance Policy 

In this section w e  draw primaril.3 on Chapters 2 - 4 and, on the 

sections dealing with macroeconomic policy fn the several country studies. 

Influence of donors on domestic ecmon i r  policy.  The process of 

iiegotiating a developlnent assistarrce package between a donor or a cmsorciux 

of donors and  the host country involves both an explfcft and implicir  dis- 

cussion of host cowtry development pol icy .  It is also  2nflueaced by donor 

country p o l i t i c a l  and econonic ~bject ives .  The issi~e of how much inpact 

the p o l i c y  dialogue associated v i t h  development: assistance  egot ti at ions 

actually has on host corntry Oevelcpment policy i s  extrmely d i f f i c u l t  

to detemina. The impact may be quite large during a period when the host 

country is experiencffig a period of econonic or polf.tical stress as in 

Bangladesh immediately a£ te r  independence, or during a period when both 

tIze donoL and host governments share common p o l i t i c a l  and econamic;: objec- 

t ives . 
Our studies contain a number of illustrations of  both effective an", 

inef f ecr ive donor impact on hos t  country deve iopnent policy.  Pol icy  dialogue 

between assistance agencies a d  the government of Turkey during the 

?,ate 1960's w a s  very in f  luentfa l  -in bringlag about policy r e f o m  that avoided 

an. extrew crf sis (14, 16-20) . * French technical  assistance personnel. 

played an f q o r z a n t  role i n  guidfng both macroeconomic and sector economic 

po l i cy  i n  the Ivory  Coast along reZatively efficient l i n e s  115, 3 6 ) .  

At times inept or excessive donor pressure for reform have been counter- 

productive. India's 1966 devaluation (2, 7-8; 12, 38-39) and Ghana's 

1971 devaluation.'(2, 7; 15, 61-63] are exanples. In the case of Korea 

the major i m p c t  of donor-host pol.icv dialogue came as the Level of dcinor 

assistmce began t o  decline (13, 16-19). 
-- ---- 
* KeEerences are to  chapters and pages i n  th i s  report. (14, 16-20} 

refers to Chapter 14 ,  pages 16-20). 
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A number of factors appear co play an important role i n  the effeetlveness 

of donor agencies' effort to exercise eonstructfve leverage on rec ip ien t  

country maeroecoilornic policy. One is  that  both the donor and rec ip ien t  

co:mt_ry brlng substantial professional capacity and experience to the policy 

dialogue. A second is that the donor agencies be in a posi t ion  to provide 

substantlal program a id  during the  period of transition to the new pol icy  

regime. 

It is possible thar during the 1980's dlscusst~..m of danor influence 

and leverage can be carried out in a more constructive environment rhan 

in the past. Bot5 donor and hcst country p o l i t i c a l  leadership and CGE- 

stituencies seen to be m o r e  sensitive than i n  the  past that policy dialogue 

and influence is inherent in the donor-reciyient relationshi?, It is also 

possible t h a t ,  as a result sf past experience, bilateral donors may also 

h a v ~  achie~ed a mre sophist icated understanding of the economic costs of 

using the l f m f t e d  leverage of development assistance t o  pursue donor 

ideological 3r political objectives on the recipient country. 

The influence of domestic economic policy on the effectiveness of 

donor eeooamic assistance (see Chapter 2). The effectiveness of ec.onomic assis- 

tsnce has been strongly conditioned by the ecozomic policy envir~nment of the 

host country. It is now general ly conceded Tor example thar economic assis- 

tance to Korea and Taiwan was much less effective -in generating income growth 

during the 1950's a d  eariy 1960's when these countries were pursuing 

import substitution policies than a f t e r  they made the transition t o  export 

oriented industrial po l i c i e s .  (For Korea, see 13, 7 - l l ) .  The contrasting 

role of domeetEc economic policy on the e f f e c t i v e  use of development assis- 

tance i s  i l l u s t r a t e d  i n  a p a r t i c u l a r l y  striking way i n  the case of Ghana 

and the Tvory Coast (Chapter 15). Following independence, Ghana chose a 

policy of socialism and s ta te  control. Th2 Ivory Coast adopted a more 



radest r o l e  for the  s t a t e  - viewing its role as influencing 2nd guiding 

rather than replacing private sec to r  decision making. 

It would be a mistake t o  view t h e  contrast between C;hana and t h e  Ivory 

Coast a s  simply too much o r  too l i t t l e  planning. F.ather, i t  was a contrasir 

bemeen a misguided attempt t o  coordinate and control the supply =d demand' 

of ~ r i v a t e  goods in Ghana i n  contrast t o  a program of investment to supply 

the physical i n f r a s t r u c t u r e  and services that  would enhance the productivity 

of Ehe p r i v a t e  secto- i n  the Ivory Coast. In  addi t icn ,  Ghana's failure 

t o  correc t  i t s  increasingly overvalued exchange rate distorted its dmestic 

i n f ras t ruc tu re  investments 2nd led t o  excessively high czpita: oatvut r a t i o s  

in both j.nfrastructure, agricultural and lindustriirl development projects (15, 

The c a ~ c l u s i o n  that t he  e f f ec t iveness  of macroeconomic or program 

assistance i n  generatiag economic growth is  severely weakened in the absence 

Of 1- correct"  ecrrnoinic policy on the part of the recipient cotmtry poses 

severe policv nroblems f o r  the  donor community. A va r i e ty  of ass is tance  

a c ~ i v i t i e s  can be effective i n  an environment characterized by a favorable 

policy reg<= and subsrantiel administrative capacity. The absence of these 

conditfons severely limits the range of effective ass is tance  a c t i v i t i e s .  

Since these def ic iencies  are often more severe in the poorest countries 

there ray be strong reesofis for development ass is tance  even i f  it is fess 

thzn f u l l y  e f fec t ive ,  In such s i t u a t i o n s  ass is tance  should focus on 

se lec ted  sector development activities that will establish the foundation 

for growth ar a time when it becomes politically and economically feasible 

f o r  the r ec ip ien t  country t o  adopt more growth oriented development pol ic ies .  

This i s sue  is dfscussed i n  greater d e t a i l  later in t h l s  chayter. 

The contribution of development assfs tance  to  planning and policy 

reform. improvements i n  development policy a ~ a l y s i s  at the macroeconomic 

and seccor levels and cf project plannlng and implementation has been an 

important obi ective of both multilsc era1 and bilateral development a s s i s t a n c e  
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agencies, The World Bank has given major attention to the developmat of 

cost-benefit ~nalysis as sn instrument of project  planning. It has al-so 

directed substantial resources to the training of deveiop~ent agency 

personnel in the theory and method of cost-benefft analysis (Chapter 5). 

The Bank has also spoasoreO the developrnent and implemntntion of large 

multi-sector general equilibrium nodcls for uses in macro and sector policy 

analysis and planning (Goreux and Manne, 1573). The USAID has sponsored 

the development of sector modeling and po l i cy  analysis ca?acity in a nmnbes 

of countries ( R i c e  and Glaeses, 1972; Langham and Retzlaff, 1982). 

Since there have been f e w  atteqrs to measure the value of such activity, 

our  judgemnlin t h i s  area rerain somewhat impressionistic. Ke have observed, 

however, t h a t  project reviews in this area have tended to focus zoore on process 

rather th= on product. In some countries large scale multi-sector or 

sector modeling efforts have absorbed a substantial share of t k  profess fo~a~  

manpower that had the skill to perform qrlantitative policy analysis. Some 

gf these modeling efforts have, because of their large appetites for data, 

contributed eo the strengthening of national s t a t i s t i c a l  systems. It  i s  

aiso our impression that the results of smaller scale econometric modeling 

of particular sectors, often directed to answering specific polfcy questions, 

have made more efficient use or' professional  capacity and kzve been used 

1/ more effectively in policy analysis than the larger scale modeling efforts,- 

In the future attentron should be given to a more def ini t ive  analysis of 

the im~act  of assfstance In developing p~lisy analysis and planning capacity. 

The influence of assisrance on national economic growth (see Chapter 3 ) .  The 

macroecmomic j.nqact of development assistance represe3ts a cortinuing theoretf- 

and eqirical  puzzle, It s e e m s  clear that there are relatively few instances 

where the flow of development assistance has been large enough to significantly 

inflwnce aggregate growth rates. This ronclusion holds even if rates  of 



return to the resources transferred in the form of developnent assistance 

are several m~ltiples of the rates of return that the same investmenrs would 

earn % x i  the country providing the assistance. it is possible that the Iftera- 

t u r e  we have reviexed has underestimated the impact of development assistance 

on growth. But the evidence to support a conclusion that development 

assistance has acccunted fox major intercountry growth differences is  not 

available (3,  8-11) . 
Generalizations regarding the  effects of economic assistance cn natlonal 

economic growth are complicated, however, by the complex econo~fe zid 

political objectives of both the donor and the host country (15, 6-7; 13, 16-18; 

14, 15-20). Where donor country political objectives have dominated, econoniic 

development objectives as in the case of U.S. assistance tc Korea in the early 

1950's and recent U.S. assistance to Egypt, expectations regarding impact on 

economic growth should be relatively modest. It seems apparent that this  

conflict in the objectives of development assistance represents a major source 

of the difficulty i n  attaspting to draw generalizatio~s regarding t h ~  impact 

of derelopment assistance on growth rates. 

A second reason that it has been so difficult to develop empirical 

evidence on the impact of development assistance on national growth is that 

except for short periods, the f l o w  of concessional development assistance has 

generally been sw-11 compared to the susn of national resources and comercia1 

resource flows available to sustain development (12, 7-19). We are able to 

identify cases where aid flows have contributed importantly to initiating or 

sustaining the nomentm. of grow2h at critical periods. India bemeen 1956 

and 2967 and Korea in the first decade after World War I1 are examples, But 

there are also failure cases such as Ghana in the 1960's and Tanzania in the 



There is eviden~e from specific cowt ry  cases and f r o m  the sector studies 

that  develo7ment assistance has been m o s t  effective i n  generating growth when 

it has been focused in those investments that enhance prcductivity growth. 

Investment i n  education has been  one such investment (13, 41-42; Chapter 7 ) .  

Investment in agricultural research has been another (12, 59-72; 9, 9-22). 

The development of the professional capacity for investment planning and fo r  

economic p o i i c y  is another (13, 49 ) .  
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11.2 Lessons From Assisrsnce fox Sector Development 

In t h i s  section we attempt to draw some of the lessons for sectoral 

I development assistance from Chapters 5 through 10. We also draw on the 

discussion of sectoral and subsector assistame i n  the several c o n t r y  

studies (Chapters 12-15). 

Planning and evaluating assistance to physical infrastructure development - 

(Chapter 4). During the 1950's and 1960's large scale investment in transport 

facilltfes (roads, railroads, ports and airports) snd multi-purpose (power, 

f lood c o n t r o l ,  irrigation) resource developlnent projects occupied a very promin- 

e n t  place in both b%lateral and m u l t - i l a t e r a l  development assistance portfoZios. 

In many countries such projects becane a burden on the development process, 

We have presented examples of such projects in the Ghana, Turkey, and India 

case studies (15, 38-42; 14,22-23) .  A number of factars contributed to the 

I law returns realized from such projects .  P r o j e c t  cost overruns w e r e  often 

substant*,ai.. The time required to complete the projects was of ten  much longer 

than projected in che planning studies.  The technology and scale of such pro- 

jects were ofren inccmpatible w i t h  the level of technological development in the 

rest  of zhe economy. Failure to consider the implications of exchange rate 

distortions l e d  to  investments that were excesstvely capital  intensive or 

entirely inapproprlatz. Returns t o  infrastructure investment w e r e  delayed 

and redue-ed by pol icy regimes that were not able to t8ke full advantage of 

growth opportunities. 

3isappointmnt with the flow of benefits led to severe criticism of 

large infrastructure pro jec t s .  In the Seyhan project In Turkey, for example, 

the production iavact of the land and water development programs of the 1950's 

and 1960's d i d  not exert a m a j o r  impact on production until the 1370's (14, 

35-35). In Korea the payoff to transportation investments made durfng the 



1950's was reJ-atively low m r i l  the period of r a p i d  growth fn the late 1960's 

and 1970's (13, 33-34!.  In India, returns on large Infrastructure and 

f n d u s t r i a l  p r o j e c t s  were dampened by failure t o  invest i n  appropr ia te  t echn ica l  

education (12, 21). The impact of i r r i g a t i o n  investment has often been 

delayed because of failure t o  develop on-fam water del ivery systems and 

i n s t i t u t i o n s  t o  manage water del ivery  systems. In the case of Engl i  Steel 

M i l l  In Turkey, t h e  feasibility study used antici.pated domestic prfces 

r a t h e r  than internaricnal pr ices  i n  t h e  project eval~at ion .  The resulting 

price of t i n  place w a s  s o  high that the t i n  p l a t e  cos t  of a c a ~  of tomatoes 

in  Turkey exceeded the retail price of a comparable can of tomatoes i n  

Germany c14, 22-23) . 
Over the last severai decades both technical and economic aspects o f  

pro j  ect planning and evaluarion have become more sooh i s t i ca t ed .  %e World 

Sank has made major contributions to the  methodology and p r a c t i c e  of cost 

benefzt estimation. Plaraing and implementation capaci ty i n  t h e  a i d  recipient 

countries has i ~ p r o v e d .  The w o r s t  errors of the 15350's and 1960's are no 

longer being made. And a broader and more balanced p o r t f o l i o  o f  p r o j e c t s  

embracing technical and professional. training, research,  and development, 

and others l s ,  i n  many countr ies ,  overcoming the lack  of the c o m p l e m e ~ t a ~  

inputs that have dampened the returns t o  i n f r a s t r u c t u r e  p ro jec t  investment. 

I It  now appears poss ib le  to again take  a more p o s i t i v e  view of lending 

f o r  i n f r a s t r u c t u r e  investment. Furthermore, i t  ap?ears l i k e l y  t h a t  i n  a 

number of countries t h e  enhanced capacity for infrastructure vlanning and 

developlnent means t h a t  t h e  assistance agencies w i l l  be  able t~ devote less 

attention to the d e t a i l  of project planning and lmplernentation. T h i s  should 

free t h e i r  staffs to give greater a t t e n t i o n  t o  the considerat ions of macro 

I: and sector policy t h a t  w i l l  in f lnence  the ecofioinic v i s b i l i t y  o f  i n f r a s t r u c t u r e  

I p r o j  ec t  investment. 
I 
I 



Investment in education as a source of economic growth (Chapter 73. Both 

the development theorists and the development assistance agencies were slow t o  

recognize the  importance of investmenr in education, and in other foms of 

hunan capital, for economic growth. In the earl ier  literature the dominant 

view was that education and health programs should be considered prtmrily  as 

enhzncing consumption rather than as productive investments. It was generally 

held that such programs should be subordinated to the goal of expanding produc- 

tfon until  the country had achieved a substantial increase in the level a£ per 

capira income. 

A s  evfdence indicat ing high rates of return t o  e d u c a t i o n  began to 

accuniulate perspectives began to change. The U. S. development assistance 

agenq  made inaj or investments in  university development fn the 1960's. The 

Warld Bank made i r s  f i r s t  educational loan in  1963. 3y 1980 it had financed 

over 200 educational development projects. I n i t i a l  emphasis w a s  placed 

primarily on scientific 2nd technical education because of its obvious 

complementarity w i t h  infrastructure, i n d u s t r i a l  and agricultural develop- 

sent projects. Continuing research has, however, indicated  that the 

hfghest rates of return are often at primary l eve l  decline as the 

educational level ixcreases. Evidence from a large number of studies 

suggests that returns at a i l  levels  of education are substartially higher 

than t h e  rate o f  return levels used to justify i~vestment  in many other 

p r o j e c t  areas by development assistance agencies (7, 18-22). 

There remain a great many manswered questions that  have nor been 

resolved. Some of these questions relate to the  relevance a d  efficiency 

of formal primary and secondary education i n  developing c o w ~ t  ries . mere 

is, as yet, little evidence that the development assistance 

agencies have been effective in  a t t a p t s  t o  reform prfmary and secondary 
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education. This sfrvlds In sharp contrast t o  the contr ibut ions  that  both 

private a i d  o f f i c i a l  assistance has made to the modernizaticn and reform of 

higher education LYJ. a amber of countr ies .  

Assistance to health and family plannin,g. There has also heen proidin3 

recognition among development assistance agencies of the potential for 

high races of return in o the r  areas of human capi ta l  investment We 

have not attempted to  review the h i s t o r y  or effectfveness to development 

asslstance i n  the area of heeltk services. Wc, have re~ewed assistance to 

family planning (Chapter 8). 

While it is  premature to draw many lesscns from t h i s  experience, Zt 

does appear that assistvlce for family planning, primarily during the 137OPs, 

has had a m a j o r  <mpact on the development of national. capacity for  popula- 

t ion planning in a ntrmber cf developing co-mtries. It has also begun to 

have a s ignif icant  impact on the development of  family planning programs, 

particularly i n  a number of A s i a n  countries. But it is only i n  the last  

f e w  years that assistance for  family p l a n n i n g  is beginning to have a 

significant impact on f e r t i l i t y  rates.  

r h r  review of dev~lopment  assistance to Turkey suggests t h a t  at tempts 

t o  integrate health and family planning p rog ram with literacy programs 

resuited in increased effectfveness of both progrars  (14, 5 4 ) .  

Assistance f o r  t h e  development of financial institutTans. We did not 

devote a m a j o r  chapter  t o  the development of financial  institurions. 

However, our chapters on development assistance to I n d i a  (12, 44-49)  and 

the chapter on assistance t o  agricultural production ( 9 ,  51-65) are useful 

in -interpreting the  results of assistance for the development of f inancial  

ins t i tu t ions .  

In f n d i a , a s  in a number of other countries, 50th the VSAID and t he  

World Bank contrLjuted to the csta5lishment of several public and private 

"3 q.b 4' 
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development ffnancial 2nstitutfons. These i n s . t f t u r i o n s  have become important 

sources of development finance. They have, howe.ver. not d e v e l o p e d  i n t o  

e f fect ive  institutions for mobilizing private domestic savings. Most of 

their resources continues t o  come from external assistance or from govern- 

ment sources. A comparative study (12, 48) i n d i c a t e s  that the Indian 

experience is characteristic of development banks in other c o u n t r i e s .  

The lending policies pursued by such inst i tut ions , particularly/ lending 

at below market rates of interest,  have been a barrier to e f fec t  ivc mobiliza- 

tion of private savings. . . 

E f f o r t s  to assist  in the development of agricultural cred ic  instit~tions 

parallels the experience o f  industrfal  development credit instftut2ons (9, 52- 

6 5 ) .  Such inst i tut ions have beex effective i n  making credit  supplied by donor 

agencies and national governments available to farmers. They have made important 

co?tributions to  the support of comodi ty  production campaigns. Stud ies  of 

Lhe experience of such progrms  also indicates that their development as 

effective credit  institutions h a  been l i m i t e d  by an almost universal tendency 

to m a k e  cred i t  available at below narket rates of interest. The effects of 

such p o l i c i e s  have been widely doc-amente8: (a) s u b s i d i z e d  credit is . 

frequenrly d i v e r t e d  from production to consumption uses a ~ i d  f r o m  agricultural 

t o  the  non-agricultural  investments ; (5) when credi t  i s  avqilable ar below 

market rates of interest it: must b e  ?-arioned. men I t  is rationed dt tends 

to f l o w  to zhe larger borrowers. (c) The wedge bs tweerx  market and insoitutional 

interest  rates has xade it difficult for rural credit  Fxkstitutions to Secome 

effective in mobilizing rural savings f o r  development. 

In view of the substantial body of evidence en the deficiencies of 

-subsidfzed credit programs that extend back cjver several decades, the donor 

community n~lst bear a heavy responsibility for contributing to  the design 

and sspport  of cred i t  po l i c i e s  that have imposed such a heavy burden oa the 

v i a b i l i t y  of developing country financial Ins t i tu t ions .  



Returns to Agricfilturaf Research --. (9 ,  9-22) .  Agricultural research has 

consistently achieved among the highest  rates of return avnilable to either 

national governments of development assistance agencies. These high social 

rates of return reflect substantial underinvestment in agricultural research. 

Underillvestment by both t h e  private and pu5lic sector reflects the large s p i l l -  

over e f f e c t s  which d i f f u s e  the gains from tile public and private suppliers of 

technology to producers and from producers to consumers. 

Sustained g r o w  h in agricuf tu ra l  production capacity r e q u i r e s  a careful 

a r t i cu la t ion  of public a+?d private sector support for techn~logy research 

and development. The development of public s e c t o r  institutions capable of 

t r a i n h g  agricultural s c i e n t i s t s  and technicians is essential. Ccmtries 

that have been s ~ l c c e s s f u l  -in susta ining r a p i d  tschnical change in agr icu l tu re  

have found i t  necessary to deve lop  sufficient p u b l i c  seutar capacitv 2n 

a g r i c u l r u r a l  research t s  enable them tc develop and adapt a g r i c u l t u r a l  

technology suited to their o.-n resource  and institutional- environments. 

lndiaqs r e l a t i v e l y  soph i s t i c a t ed  agricultural research system has been an 

k p o r t a n t  factor enabling I n d i a  t o  confound much of expert opinion and 

achieve close to self-sufficiency in food grain production in the late 1970's and 

early 1980's. Assistance by the  U . S .  aid agencies and by private foundaticns 

played an important role in strengthening India's capacity in agricultural 

cducat ion and resezrc-h ( 3 2 ,  69- 72). 

Those countr ies  that have. attempred to r e l y  primarily on borrowed tech- 

nology have rarely developed the capacity to adapt acd m a n g e  the borrowed 

technology in a manner capable of sustaining agricultural development. The 

private sector has generally been more effective in the develo?rner,t and 

adoption of mechanical and chemical technology than of biological technology 



f o r  crop and animal production. In contrast, t h e  private sectar has in most 

countries,  been relatively efficient i n  embodying new knowledge i n  technical 

i n p u t s  (machines, fertilizer , pesticide, seeds) and i n  marketing agricultural 

supplies then the  p u b l i c  sector or pasasrat a1 organizations . 
k a i s  tance t o  State Enterprise i n  Agriculture. Eevelopment assisrance 

to  s tate  managed agricultural production and marketing agencies has rarely 

represented an e f f i c i e n t  use  of the funds available for development 

assistance. The decis ion by Ghana to emphasize large scale state farms 

rather than to strengthen sttpporr for small. scale agriculture was particularly 

ineffective (Chapter 15). State and cooperative enterprises tend to be 

intenszve in their  use of technical and managerial cepacity. But even in 

countries l i k e  India, which i s  reasonably w e l l  endowed with such capacity 

relatfve to other countries, experiments with production cooperatives . 

have been written off as a failure and cooperative marketing and dkstribution 

systems have generally not  lived rrp to expectations. 

Integrated Rurai Development Prograzis (Chapt.er 30).  The inplemerttatisn 

of community and integrated rural development programs has been a continuing 

challenge and frustration to development assistance agencies. The development 

of rural cornunities represented an important program thrust of both private 

and official developznent assistance in  the 1950's. The integrated rural 

development thrust of the 1970's represented a renewed commitment to tFLese 

I same objectives. Y e t  the gap between the %opes for such programs and pro- 

I gram accomplishments has remained large, I 
I: Our review of the literature leads  us to the conclusion that o n t  of I 
1 the major sources of disfllusiorment on the part of donors with the results 

1 of assistance to coi~imunity developnent is due to a lack of consistency 

I between the dynamics 05 community development processes and the imperatives I 



of donor assistance (see Figure 10.2). Successful rural development programs 

t a d  to be (a) s m a l l  in geographic scope and slow to implement: (b) intensive 

i n  demands on professional and adninistrative capacity; (c) difficult to  

assess with in  the framework of conventfonal cost-benefit aqalysis; and  (d) 

di' - - ~rlcult t o  monitor and inspect. Donors on the other hand are under pressme 

to undertake large projects with measurable short-run accomplishents. Tney 

are more comfortable in dealing with projects that (a) are capital and 

import intensive: (b) that are amenable to cost-benefit or cost-effective 

p r o j  ect analysis; ar~d ic) that are easy t o  monitor evaluate. 

A secsnd source of disillusionment has been the difficulty of acllieving 

consistency between the local self help and resource mobilization philosophy 

of rural development program and the objectives of donors to achieve 

measurable improvements fn basic hman needs indicators.  T h i s  has led to a 

program d r i f t  towsrd delivery of services to local c ~ m u n i t i e s  and a neglect 

of the economic and political reforms necessary to achieve effective mobiliza- 

tion of community resources. This i n t u r n  tends to lead to a decline in 

program perforname when donor resources are phased out. Improvements in 

the level of services were often not complemented by growth in tke community 

resources necessary to sustain the servicss. There i s  now relatively 

gocd documentation, much of i t  fron USAID progrvn evaluation studies,  that 

success in local resource mobilization is an exceedingly inportant factor 

in accounting for continued program v i a b i l f t y  following the phasing out of 

donor support. 

The fact that development assistaxe agencies have found it dffficolt 

to achieve success iz programs designed to enhance the quality of life in 

rural areas does not lead us to a conclusion that there is zn inherent 

\i 
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conflict between growth and equity object5ves In rural development* 

Indeed, the literature suggests,and we concur,that these objectives are 

potentially highly complementary. Thc constraint on the effectiveness 

of development programs has been due to the complex interzction between 

polit ical  and economic development at the local l eve l  that is required 

to generate effective demand and to sustain that demand. 

Food A i d  as Developnent Assistance, W e  have not, ia this report, 

given major attention to issues of food aid, The issue of food aid has, 

however, been discussed i n  several of the cormcry studies (13, 24 ,  2 9 ,  44-45; 

12, 72-78]. 

Food aid has declined both as a share of agricultural commodity trade 

and as a share of development assistance. And, U.S . food aid has declined 
from alnost 90 percent of DAC food aid to little more than half between 

1965 and 1980. Yet, because of thediverse motives that sustain its use 

eurplus d-isposal and humanitarian ass is tmce)  and its ambiguous impact on 

rec ipient  countries (a net transfer of resources and a disincentive to 

agricultural development) it has remained a source of controversy both in 

the countries t h a t  supply and receive food aid.2/ The large fluctuations 

in U.S. food assistarice have reflected the diverse objectives of food aid donors. 

In the late 1960's and early 19705s, g.S. food a i d  averaged about 13 million 

tons of agr icu l te ra l  commodities per year. U. S . f cod assistance declined 

sharply during the period of food scarcity and high prices in  the early 

1970's. In 1973, only 7 million tons were shipped and i n  1974 the total 

was only 3 mi l l ion  tons.  

Food aid has been w i d e l y  criticized and defended (Isenman and SFriger, 

1977; Relson, et al, 1981). B u t ,  there is very l i t t l e  disagreement that 

as an income transfer in kind it tends to be less valuable to the recipienr coun- 

cry than a financial transfer, How much less valuable depends on its fungLbility. 
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-And t h i s  i n  turn depends on the i n s t i t u t i o n a l  errangements mder w h i c h  it is 

handled on t h e  rec ip ien t  country. There 1s a l s o  general  agreement that i n  t h e  

past  the disincentive effects af food afd hzve been g rea te r  and t h e  development 

assistance impact has been smailer  than i t  might have been i f  food a f d  p rogrm 

w e r e  des igned  more caref uf ly t o  achieve development ob j ect fves, The continued 

a v a i l a b i l i t y  of food a i d  does r a i s e  t h e  quest ion of whether i n  the future 

policies and programs can be designed t o  use i t  more e f fec t ive ly  for develop- 

ment assisrance.  Despi te  the d e f f c i e r ~ c i e s  of  food a id  as m i n s t m e n t  of 

developn~ent the p o l i t f c a l  pressures  withfr,  t h e  Unfted S t a t e s  and several 

other developed countries seem t o  assure t h a t  it will remain an important 

part of both bilateral and m u l t i l a t e r a l  assistance in t h e  foreseeable fu tu re  .- 
There have been a number of innovative suggestions f o r  the use of food 

a i d  i n  programs o f  price s t a b i l i z a t i o n  t o  o f f s e t  t h e  e f f e c t s  of crop shorr- 

falls (Johnson, 1977). Tne suggestion has a l so  been put forward t o  the ilse 

of food a i d  t o  sapport  human c a p i t a l  formation through n u t r i t i o n ,  health and 

schooling program (Schuh, 1981). As o f  yet, however, few ass i s t ance  

bureaucracies i n  the developed countr ies  or  agencies respons5ble f o r  managizg 

food aid in the developing cou2tries have displayed great imagination fn 

the design arid implementation of such programs .'l There have been moderately 

successful programs i n  Tunisia, India ,  S r i  Lanka and same other countr ies .  

These programs have been more e f f e c t i v e  i n  meetfng equity than other  develop- 

ment object ives.  I t  w i l l  be d i f f i c u l t  t o  assess the  p o t e n t i a l  e f fec t iveaess  

of the snggestioas that  are being made t o  make food asslstance a  new effective 

instrument of development u n t i l  same experience i s  gained i n  the implementation 

of such programs. 

In  our judgement, the  contr ibution of food aid programs w i l l  be greatest 

under rwo circumstulces . One is  vhen food ass i s t ance  can respond promptly 



to food needs resalting from natural disaster or p a l i t i c a l  disruption. The 

second is when a developing country's m programs in the field of health 

and education i den t i fy  an effective use of support i r z  the form of food; a 

third I s  under conditians i~i which food aid is a ftzlly fungible resource, 
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13.3 Some Development Assistance Policy Questions and Issues 

In the previous sections of this chapter we . identified a number of 

rather clear-cut "lessons" f r o m  development assistartce. In this section 

we raise the question - what development assistance ~ctivities are feasible 

in an unstabfe economic and poll t ical  environment? 

This issae is  important because in a number of the poorest countries 

both the political and econourLc resources available t o  national governments 

are sn Iirrrited that they are directed primarily to the short-rrm objectives 

of regime maintenance rather than etther p o l i t i c a l  or economic deve lopme~t .  

The answers we  are able t o  zfve t o  t h l s  questfon is  evsn less definitive 

than those suggested in the earlier sections of this chapter. 

In t h i s  section we also raise some questions about the effectiveness 

of donar zrsistance approac71es to support f o r  institutional development. 

Ffnally, we indfcate our concern about some of the major limitations of the 

Ift~ratare on development assistance impact. 

Assistance in an Unstable Environnenr. One of the  most difficult problems . - 
of development adsisrance po l i cy  is how to provide effective assistance in 

an unfavorable econsmlc and political environment. Shculd the development 

assistance community sfrnply conclude that where the environment for develop- 

ment assistance is as adverse as in Ghana - or Chad or Rati - that assistance 

should be discontinued until a po l i t i ca l  and administrative environment 

emerges t h t  is more conducive for efficient use cf development assistance? 

Our review of the experience in the five case s tudies  and of the litera-- 

ture from a number of other countries (Brokensha, Tirarrezr and Werner, 1?80), 

l eads  us to s v i e w  that there are a number of areas where L t  is possible 

for development assfstance t o  be reasonably "policy proof" - where it can 

mke. an effective contribution ir?, s p i t e  of the limited effectiveness or 
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even perversity of the p o l i c i e s  pursued by national governments. These 

activities fall under the broad headings - investment in human capital 

and community infrastructure. 

One point that comes across strongly is the high rates of return to 

i~vestments i n  human capital, particularly education and heelth, under a 

wide range of circumstances. It is quite clear that education represents 

a high priority investment. There are f e w  development success stories, 

e i the r  in agricultural or industrial development, i n  societies in w h i c h  a 

large share of the  p~pulation is not both numerate and l i terate .  There is 

also evidence, though perhaps less strong, that the  loss of  prsducrivity due 

t o  poor hea l th ,  can be very large even in poor societ ies .  One of the major 

costs of pcor health are the high birth rate requirements t o  offset high 

death rates under conditicns of high infant morta l i ty ,  

A second area of investcent that i s  essential f o r  boch rutel and urban 

development is the development of communal. inst i tut ional  and physical 

infrastructure. A network of farm ',o market roads is essential i f  even 

the l eas t  developed area is to nove beyond local self-sufficiency i n  

comadi ty  production. Adequate water supply and water di sposa l  is essential 

t o  the achievement of even minimal improy~ements in health. The devel~pment 

of inst5tutions of local government that enable cornmunitfes to mobilize 

their own resources for development and that can induce efficient del ivery  

of bureaucratic services are essential. 

Programs to achieve the minimum levels of investment in human capital 

and ccmuni ty  infrastructure t o  sustafn development do not need to  draw 

heavily on external resources. Inst i tut ional  innovations that provide 

incentives for local u n i t s  of government to mobilize indigenous 12bot and 

materfal resources should be encouraged. With support for irlstitutional 

developnent or reform mcst of che resources needed to support such act iv i t ies  
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can be mobilized at the local or regional level. Such programs are usually 

regarded as desira3le even by national governments which do not have the 

bureaucratic capacity or which are too corrupeto effectively inplement 

larger scale agriculturzl or industrial development projects .  In many cases 

such programs may be more effectively carried out through either expatrrPate or 

indigenous private voluntary organizations thar, directly administered by 

bilateral or multilat era1 assistance agencies. 

In addftiorr to the inmediate benefits there are also substantial longer 

term benef i t s  from strengthening the capacity of provincial and local insti- 

tutions to nanage and sustair. investments in human canf ta l  and community 

Lnfrastructuxes. Development of local institutiondl capacity can also 

contribute t o  the development of political, bureaucratic, and technical 

skills that are necessary for more efficierit and responsive national 

poletfeal regimes. 'When a Tilore effective national regime dces emerge the 

local tnstftutional infrastructure needed Co sustain rap id  development I s  

Ln place - as in Korea after the fall. of the Rhee govement,  Finally, 

considerable experimentation is often necessary 5n order to evolve viable 

institutions capable of sustaining thenecessary investment in human capital 

and commrtnfty infrastructure. k period of t r i a l  and error i s  often necessary 

in order to develop systems that are sustainable in terms of communitp 

economic resources and that are colnpatib3e with Local cultural endowments. 

Reform of donor assistance policies. The issue of the relative effec- .- 

tiveness of project and program afd has been a continuing issue both among 

aid donors and aid recipients. This review suggests that program a i d  

can be an effective way to support countries that are making adequate 

attempts to change their policies, particularly in those corntries that 

have slibstantial capacity to manage their o m  development efforts. Project 

2/ 



aid is most appropriate for physical infrastructure development. But neither 

traditional program aid or project aid approaches are fully effective fn 

those l e a s t  developed countries which have lfttle capacity for program 

management. Nor have they been effective in providing support for long- 

term institutfoaal development. The development of instirutfonal capacity 

in areas such as heal th ,  rducation, agriculture a d  cornunity development 

have long gestation perfads. They are intensive in their demands on the 

development of professional capacity. They require sustained support t h a t  

extends over a generation or more. New methods of combining the flexibility 

of program support with effective technical assistance and sustained 

ftnancial support must be sought. 

The d i f f i c u l t y  of providing effective sustained support for institu- 

tional development within the traditional development assistance project 

m e c h a n i s m  can be i l lustrated in the case of agricultural research. In a 

number of countries assistance for the development of national. agricultural 

research systems has contributed to the rapid development of professional 

capacity and facilities. But the period of rapid development has too often 

Secn foLLowec! ty the  erosion or col lzpse  of iraearch system capacity when 

e::zernal project support has declined. Similar examples could be drawn from 

othez areas. 

There is now a substantial body of literature that suggests that the 

project approach has, under a variety of circumstances, contributed to a 

cycle of development and erosion of institutional capacity.- 

is t h a t  external project assistance often provides an altzrnative to the 

development of internal p o l i t f c a l  suppcrt. National program directors have 

frequently found that the generation of external support requires Iess 

intensive entrepreneurial e f f o r t  than the cultivation of domestic p o l i t i c a l  

support. Development assistance agencies hsve given t o o  l i t t l e  attention 



to the issues of how to provide development assistance i n  a manner that 

will strengthen rather than weaken t he  domestic oo l i t i c a l  support for the 

program in which donors place high priority i n  their assistance efforts.  

Evidence on development assistance impact. The final lesson that we 

draw from our review of the development assistance impact literature is  

the lack of s o l i d  empirical evidence on the impact of  development assfstance. 

The evidence is m o s t  clear in those areas where both development theory 

and experience w o d d  lead us to expect the lowest rates of return - in the 
areas of physical resource transfers and cqital invescr-sent. The evidence 

is vezkest in those areas where development theory am? personal experience 

lead us to expect the highest rates of return. These are areas such as 

technical assistance, human resaurse investment and institutional infra- 

structure development. 

We are not,  f o r  example, able to document the impact of the very large 

numbers of professionals and scientists that have been trained i n  the 

developing countries on the development of their own countr5es. Yet we are 

aware, when we visit the countries that have made substantial. progress, 

that many leaders in  che private sector, i n  higher education and in 

government service have received support for their training through develop- 

ment  assistance. 

W e  are forced t o  conclude thar the impact of development assistance 

represents a major gap in our knowledge. 



W e  have in mind analysis of the type pursued in Tolley, Thomas and Wong 
(19 82) . 

In the U. S, these anbigu: t i es  were inherent 2% L ~ F  original  legislatere 
mandate for food aid. In the Agricultural TxeGc and Development A c t  of 
1954 (PL 480) the o r i g i n a l  Act consisted oF three t f t l e s :  T i t l e  I ,  
l oca l  currency sa les ;  T i t l e  11, govermenr 20 govezament emergency 
food aid; and Title 111, domestic food d i s trZ'n~t io2 ,  foreign food 
distribution and barter. When the Congress extended the  A c t  in 1966, 
it d i r e c t e d  the President to place greater emphasis O ~ I  usi~g food did 
t o  encourage food production i n  the dsveloping countrtes. In 1975, 
Congress marldated that a larger share of food aid should be used for 
development and fn 1977 the Act was  amended t o  ?lace greater emphasis on 
meeting the food needs of the poorest people in  developing countries. 

The primary sources of multilateral fo~od aid i s  the International Emergency 
rood Reserve (IEFR) organized by the FA0 World Food Programs. 

S r i  Lanka bas been an important exception t o  this generalization (David 
I, Steinberg,  -- et al, 1952). 

Some of this  literature 5 s  smmarized in Ardilla, Trigo and Pineiso 
(1981) and in Ruttm (3.932). 
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CHAPTER 12 

ASSISTANCE TO INDIA 

I n t r o & ~ c t i o n  and Overview 

Ixdia became an independent nat ion i r r  kugust 1947'. Even before 

attaining iniependence,the Indim Intellectual and p o l i t i c a l  leadership 

had become convinced of the necessity for  economic planning as a means 

for solving the xajor economic problems of the  country. In 1950, the 

Government of India  estalolished a Planning Commission, The main objective 

cf economic planning i n  Ind ia  was t o  a.ttair, a rapid rstte o f  growth of 

income i n  order to achieve soc ia l  justice.  The other objecti7es o f  

planned economic development, st6ted i n  the First Plan docwent and 

reaffirmed subsequently and frequently, inelused nat ional  self-reliance, 

the resuction of inequalities i n  incgme and wealth, and the reduction of 

une~ployznent. India's First Five Year Plan began i n  1951, and since 

then a series of plans have strongly influenced the overall pattern of 

growth in India. 

A t  the t i m e  when India's FirstPPlan began, t ne  r;opulatior; o r  k d i a  

was a b u t  360 million.  India's per capita income aGd literacy and 

ed i~~ca t ion  levels  were among the lowest in the world. Its schools and 

educational facilities, roads and r a i l  transport f a c i l i t i e s ,  electric 

power =LC i r r i g a t i o n  capacity, credit and finance i n s t i t u t i o n s ,  aad 

other elemeots of infrastructilre were at a l o w  level of development. Its 

total foodgrain production was estimated t o  be about 56 mil l ion tons, 

and cro,o yields i n  India were among t he  lowest l eve l s  observed i n  my 

country of the world. In 1951, Ind ia ' s  consuaption of chemical f e r t i l i z e r s  



w a s  about 70,CIOO tons, th&t is, less than 1 kilogram per hec ta re  of 

gross sown ttrcu. The domestic production of fertilizers was about 10,000 

tons, and the production of other modern agricultural inputs. 

especial ly  pes t ic ides  and tractors, was nonexistent and indeed was not 

t o  begin for nea>rly mother  decade. 

Over the past thirty years, much progress has been made toward 

solving some of India 's  c r i t i c a l  econaraic problems. E e t w e e n  1951 and 

1977, the Indian econcmy recorded an average growth rate of 3.65 percent 

per year. During the first five years of planned growth, n e t  natianal. 

prod.uct at constant prices  g r e w  at 3.7 percent per year. This slowed to 

a radke of growth of 3.1 percent per yew during the Second flan period 

m d  slowed further ts a rate of 2.5 percent per year during the period 

1961 t o  1946 (~haudhuri, 1979: 52) .  It is hportaat to note that the 

unprecedented droughts of 1945-1966 and 1966-1967 reduced t h e  overall  rate 

of grokth of the econoray. The excellent agriclaltwal harvest of 1967-1968 

spurre& overal l  economic activity, ana between 1967 and 1971 the economy 

grew at an average ra te  o f  over 4.5 percent per year. A fall in 

agricultural production i n  t h e  early 1970s again sloweO economic growth. 

But between i974 and 1977, the economy again grew at  a rate above the 

long-run r a t e  of powth o f  3.65 percent ( ~ a j  Krishna, i98O: 7 8 ) .  

The relatively lcw rate of long-rurl growth has meant a very slow 

increase i n  per capita income since population has continued t o  increase. 

Between 1951 and 1961, the  populat ion of India grew at nearly 2 percent 

per year, and t h i s  rate i n  fact accelerated t o  2.25 percent per year 

between 1951 an& 197'1 {Bhagwnti and Srinivasm, 1975: 7 ) .  While the 

Indian economy grew at more  than twice t h e  rate recorded i n  Br i t i sh  



India between 1.900 arid I n d i ~ n  independence, the rate of g?owtC since 
1 

planning beg= has been not only less than the t a rge ted  growth rates but 1 
, . 

. , 
. , 

a l s ~  lower t han  growth rates achieved in most other countries. A s  Raj 

Krishna has pointed out ,  "in as mzny z s  90 natioas out of 121the rate 

of growth of the gross na t iona l  product per capi ta  exceeded that of 1ndia 

f . 3 ~  the period 1960 through 1977" ( ~ i s h n a ,  1980: 7 8 ) .  

India re~ains today a desperately poor country. Krishna has 

characterized India as "a case of s t u t t e & ,  sub-optimal. growth, bdrdenecl 

as it i s  with t h e  world's largest s ing le  mass of poverty zilfi memploy- 

nentt7 (Krishna, 1980: 78) .  While nuch of the resources and knowledge 

needed t o  eradicate poverty exist, the fai lure to increase overall 

i ndus t r i s l  and economic growth is "man-zade" and "managerial" (Krishna, 

1980: 8 5 ) .  
I 

This s m a r y  ind.ictment of India-n econonic performance does not 

ignore, or even minimize, the tremendous changes t h a t  have occurred 

in the Indian industrial economy and in the agricultural sector over 

the past  f e w  decades. 4 wide range of industrial czpital goods is now 

produced in India. For exsslple, it b a s  been noted that between 195.5 and 

1978 Indian imports fell to a level of between 2 and 2 1  percent o f  t o t a l  

sapply in 21 industrial sec tors  a d  exceeded 25 percent of the total 

supply in only 6 industrial sectors (Krishna, 1980: 78). This change in 

tbe industr ial  s t ruc ture  has been the outcome of basically import 

substituting, inward-oriented policies t h a t  India has pursued over the  

past. But it does not m e a n  that the full implications of the import 

slibstituting policies were understood by t h e  policy pl-ers in India 

o r ,  f o r  that aatter, by the aid givers  abroad. 



In the massive agricultural economy of India there have been phenomenal 

changes. It i s  not o f ten  r ea l i z ed  t h a t  foodgrain production i n  India 

has shown a susta ined upward t rend.  Between t h e  beginring of  planning 

i n  Ind ia  and 1977, foodgrain production doubled. The r a t e  o f  growth of 

total foodgrain production achieved during t h ~ t  period w a s  2.8 percent 

per  year, which ranks favorably with t he  growth r a t e s  achieved i n  t h e  

developed world (sanderson and Roy, 1979: 2 ) .  Bowever, s ince populztion 

a l s o  rase, the  average yearly increase  i n  per  c ap i t a  production was only 

0.6 percent,  The history of a g r i c d t u r a l  production in India s e a s  t o  

be characterized by certain periods of rapid growth and other  periods 

of relat ive stagnation. Simi!.ta;neously, there have been periods of 

optimism =d of despair zt the foodgrains production performance and 

f-dtzre prospects i n  India.  

When India  looks ahead on t he  bas i s  of ag r i cu l t u r a l  production 

t rends  from t h e  recent past, t h e  outlook for agriculture i s  promising. 

Tne amout of l m d  that carl be brought under i r rLga t ion  i n  t h e  next 

two decades cm be increased t o  almost two-thirds of Tn&iaTs present 

cropped land surface. The yizlds t h a t  have been r ea l i z ed  under various 

na t iona l  demonstration programs are many times the actuz3 average 

y i e ld s ,  espec ia l ly  f o r  rice, corn, m i l l e t .  India  has now a vel.1-run 

agricuit-ad research and extension system with a high-caliber staff .  

And, as Rag -&isha paints out ,  "for Ind ia ,  t h e  gloomy prediction of a 

growing gap between food demand and food supply, a predic t ion t h a t  some 

interrational agencies publ ic ize  regularly, seems i n  fact t o  have no 

basis" (Icsishna, 1980: 83). 

F311 this sra3sfornat ion o f  t h e  Indian economy, foreign ass i s tance  

has played an i ~ 9 o r t s n t  r o l e ,  b ~ t  India i , tself  provided the grezt  bulk 



profect a<d or non-project a i d  or a i d  i n  the form of agricultural cam- 

mod.ities; and the role that  foreign ass i s tance  in general  has played 

i n  the overa l l  economic development p o l i c i e s  of India. The his tory o f  

aid t o  Ind ia  w i l l  be examined. We will review the assessments of the 

inpac,t of aid on rural development strategies that India has pursued, 

beginning with the Community Development program of the e a r l y  1950s and 

I 

constituted a m z j o r  part of the development assistance to India end the 

impact o f  such a i d  has been a nuch s tud iea  znd controversial topic, and 

we will review those s tudies .  The imgact of developnent assistance on 

I the growth and saturation of the Indian  agricultural research establish- 

research systems in the world i n  terms of resources employed and level 

of s c i e n t i f i c  endeavor, will also be reviewed. The p r i m a r y  purnose of 

t h i s  exercise i s  t o  understand the nature of t S e  aid program, pay close 





History of A i d  to Ind i a  

The U.S. government, under i t s  Point Four program, provided i t s  

first technical ass i s tance  t o  I nd i a  in 1950, even before formal economic 

planning began in India. In 1951, the U.S.  provided an emergency w h e a t  

loan  of aboct $190 million (repaya3le in d o l l a r s )  t o  help a l l e v i a t e  food 

shortages caused by widespread crop failures i n  1950. Eut the  beginning 

of a broad-based program of U.S. economic and technica l  assistance t~ 

India can be dated t o  t h e  Indo-U.S. Technical Co-operation Agree~en t  of 

January 1952 ( ~ e n d r i x  and G i r i ,  1970 : 142). Under this agreement and sup- 

piernen~al agreements extending t o  1970, the  U.S.  provided economic and 

technical assistance to more than 3-50 p ro j ec t s  i n  ag r i cu l t l xe ,  industry, 

t r&nspor ta t ion ,  education, health, and o ther  fields. 

The ea r ly  observers o r  aid and t h e  early participants i n  t h e  aid 

e f f o r t  i n  Ind ia  usually c i t e d  various reasons fo r  aid to India .  Among these 

was t h e  sheer s i z e  of India, its great poverty ma l o w  l e v e l s  of Living 

of t h e  vest major i ty  o r  i t s  population, i t s  high mortality r a t e s ,  and i t s  

low education l eve l s .  Through much of this literature there exists a 

recogni t ion of the p o l i t i c a l  aspects  o f  t h e  a id  program i n  Indie. For 

example, Edward Mason, wr i t ing  i n  1964, says that " the pr inc ipa l  Furpose 

of  foreign aid i n  my v i e w  i s  to promote the security of t h e  United States  

and, insofar as our s ecwz ty  i s  dependent on theirs, Foreign 253 i s  an 

e s s e n t i a l  part of a mutilal security policyt '   ason on, 1964: 33 ) .  Again, 

as recent14 as 1975, Valentine Bel f ig l i c ,  in his survey of U.S.  rants 

and credits t a  India ,  says the following: "American officials had looked 
-7- 

i n  ave at t h e  absorption o f  backward arid undernourished Chinz. by communist 

forces in 1949. To strengthen and keep i n  power t h e  f r i end ly  Indian 



government, i n  1951 the U.S.  gave increased economic assistance t o  t h a t  

impoverished nation, American a i d  was also given to obtzin the  goodwill 

of the Indian people and for h m a n i t z r i s n  reasons. '' (3el f ig l i0 ,  1975 : 418). 

.These political cvertones have also been noted by various other  authors, 

including I ,  M. D, L i t t l e  (1965),an6, as ue sha l l  see moaentarilg, clouded 

she assessments of the 1956 &evaluation of the Indian rvqee. 
I 

From a r e l a t i -~e ly  modest beginning at the start 09 India's First 

Plan, India received nore sid from more countries than any other developing 

coimtry. Foreign ail! $0 India ciuring her F i r s t  Plan was sxaI1, smli 

relat ive to z;bsol-me .%-?aunts of a i d  d ~ r i r , g  siibsequent p l ~ n  perioas, ar,d 

snall in terns o f  i t s  contr ibut ion t o  gross investment i n  India re3ative 

to subsequent plans. 

Dwing the F i r s t  Plan the amount of  fore lgn aid from all donors 

utilized by India was Rs i.94 billions, which was a l i t t l e  I3ss t h z ~  6 p ~ ~ c c n t  

of the total investment in India during that period (U.S. Embassy in India, 

n.d.: 19). However ,  f r o m  data provided by Melior, who defines ne t  foreign 

resource t r ans f e r s  t o  India  as the excess o f  imports over exports ,  t h e  

aritlmetic neari of net foreign resource t r a n s f e r s  a s  a percentage of gross 

investment i n  Ind ia  during t h e  f i v e  years of the F i r s t  P lan  peri.od was 

9.95 ~ e r c e n t ,  wi t l i  t h e  vari&bles denominated i n  do l l a r s   ellor or, 2976: 

2i9 j . 
m-. .fie 2-zove 2aragrzph illustrates one diffic1;lty e n c c ~ n t e r e d  i n  t h i s  

sW?rey o f  the  r o l e  o f  fo re ign  a i d  i n  Indian  economic development. In 

studying the  amo-mt o f  aid authorized and/or u t i l i z e 6  by India- various 

a~t ' . ; r -s  provide data on the magnitude of a<& e i the r  In  dol la rs  o r  in 

rz2ees. Baagdzti and DesaF (1970) a ~ d  8hagwati and Srinivasail (1975) 

provide data on foreign aid in rupees and c i t e  as their source t h e  



Government of India's Economic Survey publications.  Streeten and H i l l  

(1968) also provide da ta  i n  rupees but they c i t e  a s  their source the Indian j -! 

central bank, the Reserve Bmk of India. But they also provide some data I 
i n  dol lars  c i t i n g  the  World Bank as the source o f  the data, Sarberger 1 

+ 

(1970) provides da ta  i n  dollasr; using A I D  publications.  Narain and Rao 

(19631, in zn ofien-cited study on foreign aid and India's economic 

development, pregared f o r  UNFSCO, provide data i n  rilpees but do not  c i t e  , 

any sources for their d&a. However, they are careful to point  out that 

11 it i s  d i f f i c u l t  t o  give a completely unambiguous and meaningful t o t a l  of  7 

a i d  t h a t  has been received from diverse sources and i n  diverse forms" 
1 
!! 

(~arain and Rao, 1963: 1). The p r inc ipa l  reason for  t h i s  i s  t h a t  t h e  use " .  

of o f f i c i a l  rates of exchange between the 1ndia.n rupee a d  the currencies . 
3 

of the various donor countries nay be i ~ a p p r o p r i a t e ,  4 

I n  the  F i r s t  Plan aid amhorizat ions  were made by 7 countries and 

by the World Bank. The 7 countries were ( i n  order o f  s i z e  of authorizat ion)  
-, 

the  U.S., U.S.S.R. ,  Canada, AustraI.la, New Zealand, Norway, and Bri ta in .  

Insignificant a~mounts o f  U . 7 .  S.R. and U.K. a id  were u t i l i z e d  and the  U.S. 

share i n  t o t a l  a id  u t i l i z e d  by India was nearly 70 percent. (u.S. bbassy 

i n  India,  n.d.: 19). D-uing the Second Plan period, a i d  authorizat ions  were , - , . . 

. , 

pronded  by 13 countr ies  and t h i s  had increased to 19 countries during the 

Third Plan. With the increased number of corntries contributing t o  India's 

economic development, the share of t h e  U. S. i n  the  t o t a l  a i d  u t i l i zed  by 

India f e l l  t o  5& percent during the Second Plan,  but rose  t o  nearly 60 

percent during the Third Plan. Tiye share of the S o v i e t  Union, w h i c h  was 

i n s ign i f i ca r~ t  during the F i r s t  Plan period, had increased t o  just over 

5 percent i n  t he  Second Flm and t o  over 8 percent during the  Third Pl8i-1. 
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A t  l e a s t  one outcome of  India ' s  receiving aid from severa l  countries 

w a s  t h e  adoption of  a wide range of techniques a . ~ d  methods i n  various 

industrial sectors such as metals and machinery production. For example, 

i n  s t e e l  making, t h e  U.K., West Germany, and the  Soviet Union each financed 

steel plants i n  t h e  public sec tor  ( B h a g w t i  and Desai, 1970: 210). Unlike 

the i n d u s t r i a l  sec to r ,  however, the re  was some specia l iza t ion i n  aid t o  

India  for the development of  the agricultural sec tor .  While t h e  U.S. and, 

t o  some extent, Canada, provided both t echn ica l  assistance and loms 

grants t o  specif ic  programs i n  agriculture, a.s well as finmcing import 

of f e r t i l i z e r s  and Puodgrains, develo$ment assistance from Australia, 

New Zealand, Dennark, S w i t z e r l a ~ d ,  t h e  Metherlands, and Hungary was large1 

in the field of animal husbandry, including &airy  bevelopment. Development 

ass is tance  from the Scandinavian corn t r i e s  (~weaen ,  Norway, and Fin land)  

was lar-gely confined t o  t h e  fishery and fo res t ry  sectors, West Gerniany 

m d e  s i g r i f i c a n t  contr ibutions t o  t h e  area development program, Japan 

to t h e  agr icul tnral  extension service, and t h e  U.S.S.R. t o  a l a rge  mechanized 

farm and TO the seed industry.  Zndia aleo received sizable assistance from 

non-official sources such as t h e  Ford and Rockefeller 3cundation. The buik 

of Ford Foundation assistance went fo r  t h e  extension program of IADP, w h i l e  

t h e  Rockefeller Fomdation ass is tance  wcs directed t o  the strengthening 

of  agricultura resezrch f a c i l i t i e s  i n  India (c-ovt. o f  India, National 

Comissioi-i on AgricuLt,xe, 1976: 667-68). 

?'able 12.1 from Mellor pravides data on the magnitude of net 

fore ign  resource transfers t o  India from t h e  first year o f  the F i r s t  Plan 

t o  the ezrly 1970s  ellor or, 1976: 213) and presents  data on foreign resource 

transf;.rs as a percentage o? I n d i a ' s  ne t  ns t ional  product, gross investmefit, 



Tzible 1 2 . 1  The r e l a t i v e  importance of x'oreign resource transfer, Inctic., 
1951-52 t o  1973-74 

N e t  fore ign resource ?Jet foreign resource t r a n s f e r  

- transfer* as percent o f  
C e n t r d  

T o t a l  (million Per capi ta  National Gross government 
Year U . S .  $1 (u.S. $) income i investment exrenditures Imports - 
1951-52 335 0.92 1.6 16.1 23.7 18.2 
1952- 53 193 0.52 0.9 18.0 16.6 13-7  
1953-54 87 0.23 0.4 5.6 5 - 8 7.2 
1954-55 132 0.34 0.7 5 9 7.2 9 ,C 
1955-56 12 3 0.32 9.5 lc.3 6.0 9 - 3  
1956-57 590 1.48 2.4 14.9  26. 0 31.3 
1957-58 841 2.08 3.5 23.8 27.2 38.7 
1958-59 692 1.68 2.6 18.9 22.3 36.6 
1959-60 47'5 1.59 2.5 18.1 18.0 33.4 . 
1960-61 1,007 2.33 3- 6 22.9 26.6 42.7 
1961-62 903 2 - 0 4  3.1 20.5 21.1 33.4 
1962-63 9 37 2.07 3.0 17.0 17.7 39.4 
1963-64 903 1-96 2.5 13.9 13.5  35.1 
1954-65 1,119 2.37 2.7 14.9 15.4 39.5 
1965-66 1,267 2.63 2.9 14.7 15.4  42.8 
1966-67 1,229 2 - 4 9  3.9 20.8 20.8 44 . 4 
196'7-68 1,0279 2.14 2.9 16.5 18.0 40.3 
1948-69 735 1 . 4 3  1.9 10.8 12.3 28.9 
1969-70 22 5 0.43 0 .5  3 .1  3.4 10.7 
19?0-?1 132 3.25 0.3 1 .7  1 . 9  6.1 
1971-72 33 5 0.59 0 - 7 n. a. 3.5 13.5 
1972-73 - 120 -0.21 $ $ 4 $ 

1973-74 534 0.92 0.9 n.a. 5.7 15. C 

* D e f i ~ c d  as iwcrts less ex2orts. t ~ t  factor cost. *NO net foreign resource 
transfer.  

S o w c e s :  columns 1 and 6: 1951-52, 1955-56, and 1960-61 to 1973-74, A~pendix,  
Tables 1; and 12: sll other  years based on import and expoTt f igures  i n  Reserve - 

Eank of India,  Report on Currency and - Finance, various issues. Column 2:  Base5 
ori popclation figures published in Economic Survey ( ~ e w  Delhi :  Government of  
India ,  Ninistry of ~ i n a n c e ) ,  various issues. Column 3: Based on data i n  Estimates 
of National Product  over-ment of  India, Central Siatistical ~ r g a n i s a t i o n )  , 
var ious  issues; and Reserve Bank of India, B d l e t i n ,  various i s sues .  Column 4:  
Based on data i n  Reserve Bank of Ind ia ,  Bul le t in ,  various issues.  (Gross in- 
vestment for 1951-52 to 1959-60 w a s  estimated by assuming that t h e  average 
r a t i o  of ne t  investment t o  gross investment was t he  same i n  t h a t  period as i n  
1960-61 t o  2970-71. Co1-inn 5: 3ased on da t a  i n  Economic Survey, various i s sues ;  
and Report on Currency and Finance, various issues. 

Sowce: Jolrn Mellor. ( 1 9 1 4 ) .  The New Eco~omics of Growth. Page 219. Cornell  
- T  bniversity Press, Itkr-aca, NEW York. 



cen t r a l  government expenditures,  and imports. The data show t h a t  fo re ign  

aid increased sharply at  the  beginning of  t he  Second Plan i n  1950-1957. 

, . 

Foreign aid as development assistance was,most heavily concentrated in 

the ten years o f  the  Second and Third Plans, that i.s ijetween 1956-1957 and 

1965-1966. The large foreign resource transfers i n  1966-1967 to 1968-1969 

were pr incipal ly  FL b80 grain shipments t o  India necessitated by the  

disast rous crop fail:xes i n  India in 1965-1966 and 1966-1967. 
----- 

Table 12.2 from Bkragwati and Sr inivasan also provides d e t a i l  on 

t h e  u-tilizazion o f  ex te rna l  ass i s tance  by India as a percentage of nat ional  

income. While these data  are no t  comparable t o  those of Mellor, they 

nevertheless underline t h e  "era" of a i d  as the Second and Third Plan periods, 

Much af t h e  literature on economic assistance to India is marked 

'by a .:oncern for  suitably def7.zted measures of a i d ,  f o r  example, aid per 

capita. Most academic commentators seem to agree that while India received 

subs tzn t ia l  aouz~ l t s  of a i d  in aggregate terms, India was a "grossly under- 

aided c o ~ m t r y  if one takes su i t ab ly  deflated measures as aid per  cap i ta"  

(3hap-ati =d Desai, 1970: lea). Several commentators have pointed eut 

that on %the basis o f  foreign ass is tance per c a ~ i t a  I n d i a  ranked x r i r t ~ a l l y  

a t  t h e  bottom of  the l is t  of aid recipients. In tprrns of a i d  r e l a t i v e  tc 

existing l e v e l s  of natianal income per cap i t a ,  India fared a little b e t t e r  

compared to a i d  ger cap i ta .  The reason f o r  t h i s  i s  t h a t  India's per ca;?ita 

income ranks near t h e  bottom of the world d i s t r i bu t ion  of income, CompasTng 

Ind ia  with t n e  other na jo r  coimtry of the Asian s~b-cont inent ,  it has been 

2ointed oat tha t  aid received by India  per head was m ~ c h  l o w e r  than t h a t  

received by Pakistm in the early 1960s (Streeten and H i l l ,  1968: 332). 





Whereas some authors used t h e  I'igures on t h e  l o w  levels o f  aid per capita 

for  Tndia to argue t h a t  Tndia, shotlld have got,ten even more a id ,  o ther  

commen%ators have argued that the  growth of  a i d  t o  India during her f i r s t  

th ree  five-year plans was exaggerated since data. on grDss i n f l o w  of aid 

concealed the reduction i n  the  share of g ran t s  i n  the t o t a l  a i d  flow as 

a l s o  the de te r io ra t ion  i n  the  terms and o ther  condit ions of aid. 

Implicit in the use of t hese  "deflated" measures of aid is  the view 

that i f  aid, snitably defla ted,  i s  l o w  its economic impact would be expected 

t c  be low. _Alone among cont r ibu tors  in t h i s  area, Hasberger makes ar: 

explicit attempt i n  arguing that even i f  aid dollars  were at t r ibuted  "a rate 

of social y i e l d  m o r e  thm t w i c e  $hat which is  applied in t he  evaluatioa o f  

ou r  own federal programs and projects ,"  the contri'eution of aid t o  the  

national income of the aid r e c e i ~ n g  countries would be expected to be - 

r e l a t i v s l y  smaLl ( ~ a r b e r ~ e r ,  1970: 635). Harberger's main point  is that 

the  success or' t h e  U.S.  sic2 program 5n Western Europe -mder the Marshall 

Plan c o d d  n o t  be easily dupiicated in the l e s s  developed courltries because 

o r  the enti~ely d i f f e r en t  economic a,rld other c i ~ e u ~ s t a n c c s  of the less 

developed countr ies .  

12.1-1 U.S. and U.S.S.R. A i d  t o  I n d i a  

United S t a t e s  a i d  t o  I n d i a  went t o  nearly all sectors of the Tndian 

economy. T h i s  statement can only be appreciazed by examining the following 

features or' Aqerican aid t o  India. Iz what follows, a brief  description 

of the  s ec to r s  and projccts  aided i s  given and is  intended t o  convey the  

magnitude of the contribution 07 h e ~ i c a n  aid. 

In t he  mid-1960s, zbout one-quarter of the n i t rogen  used by Indian 

fsrmers was imporzed with U.S. assistance. In the early 1960s~ t h e  U.S. 



at Kirakud ( i n  Orisza s t a t e ) ,  Kosi ( i n  Bihar s t a t e ) ,  Nagarjunasagar (in 

h d h r a  Pradesh s t a t e ) ,  and Chaba.1 ( i n  Madhya Pradesh s t a t e ) .  Most of 

the ass i s t ance  to these projects was i n  t h e  forni of  heavy cons t ruc t ion  

Madhya Pradesh s t a t e ) ,  end Talcher (in Orissa s t a t e ) .  
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financed m e  of India's largest f e r t i l i z e r  p lan t s ,  at Trombay, near Bombay. 

The U.S. aided some of  In4ia's largest i r r i g a t i o n  projec ts ,  such as those 

at Kirakud ( i n  Orisza s t a t e ) ,  Kosi ( i n  Bihar s t a t e ) ,  Nagarjunasagar (in 

h d h r a  Pradesh s t a t e ) ,  and Chaba.1 ( i n  Madhya Pradesh s t a t e ) .  Most of 

the ass i s t ance  to these projects was i n  t h e  forni of  heavy cons t ruc t ion  

e~uipment,  and a najor part of t h n  rupee expenditures for these p~ojects 

was met by PL 480 loans and grants. Ia t h e  area  af power projects, India 

received more assistance from the U.S. than from any other country. These 

included some of I n d i a t s  l a r g e s t  thermal power units, including Bandel tin 

Xest Bengai state), Barauni and Chandrapura (in Bihar state), Satpura ( i n  

Madhya Pradesh s t a t e ) ,  end Talcher (in Orissa s t a t e ) .  

In t h e  f i e l d  of t r a n s p o ~ t ,  i n i t i a l l y  U.S.  a i d  was in the form of steam, 

diese l ,  and e l e c t r i c  iocomotives and r a i l w a y  wagons andcoaches. The U.S. 

also aided t h e  diesel locomotive factory a t  Varanasi (in Uttar Pradesh 

state); diesel components were initially iinp0rte.l but  are ncw being manufac- 

tured io India.  The U.S. a l so  provided soEe central ized traffic e o ~ f r o l  

equipment f o r  the Indian railways. The U.S.  aided improvements i n  India7s 

nat ional  highway system, including bridges over t w o  major r ive r s .  In  

motor ~ r e h i c l e  production, She U.S. provided a i d  to India ' s  existing anto- 

mobile and t ruck assenbly plants  f o r  the imsort of vehicle components. 

In avia t ion,  t h e  U.S .  prolyided funds t o  Ind ia ' s  in te rna t iona l  airline 

for t h e  purchase of airplanes, and provided ircproved navigational  aids t o  

Z a c i l i t a t e  f a s t e r  2nd safer domestic f l i g h t s .  The U.S. a l s o  aided other  

i n d u s t r i a l  projec ts ,  including a coal. mine rogeway, a rayon-tire cord 

factory,  an a l m i n m  p l a n t ,  paper mills, and others. 

Apart f r c m  commodity ass is tance  and asristvlce f o r  indus t r i a l i za t ion ,  

t h e  U.S. a l s o  provided considerable funds for nearly every area of education, 



including a major contribution t o  t h e  esta3lishment of ag r i cu l t u r a l  

universities. The U.S. provided funds for the purchase of laboratory 

and s c i e n t i f i c  equipme1,t for  severa l  engineering colleges.  One o f  Ind ia ' s  

p ren ie r  engineering schools, the Indian I n s t i t u t e  o f  Technology a t  Kanpur 

( i n  U t t a r  Pradesh s ta te )  was so le ly  a s s i s t e a  by t h e  U.S. A consortium 

o f  severa l  leading American universities (M.I.T., Cal Tech, I l l i n o i s  

Institute o f  Technology, Carnegie-Nellon, Michigan, and ~ a l i f o r n i a )  

provided facul ty  for the Kanpur i n s t i tu t e .  Tie Teacher's College of 

Colum'oia University was involved i n  t h e  establishment of the  National Insti- 

tute of Education i n  New Delhi.  Under U.S.  auspices,  summer - ins t i tu tes  

w e r e  created undey which each summer col lege aiild secondary school teachers 

sf science and mathematics were exposed t o  new ~ ,~e thods  of science teaching. 

In the f i e l d  o f  medical education, s c i e n t i f i c  s?nd laboratory e q u i p ~ e n t  

w a s  provided t o  t h e  A l l  India  I n s t i t u t e  of Medical Sciences, located in 

New Delhi, vhlch i s  now India's leading research and teaching medical 

college.  This involvement i n  many s e a s  ox' Indian education did ,  as 

B h a g w ~ t i  and Desai have zoted, lead t o  charges by Indian r ad i ca l  thinkers 

that a ~olitizsily sensi t ive a rea  such as education was being penetrated 

by ideol.ogically o r i e ~ t e d  foreign powers ('5hzbprati and Desai, 1970: 2C)9}. 

They also zoted  that an a t t e ~ p t  t o  start an Indo-U.S. Education Foundation 

in 2366 &rev s t rong c r i t i c i s m  f r o m  Indian intellectuals and the  p ro jec t  

was eventually abandoned. 

r7  he key olessage from a descri.ption o f  t h e  U.S .  a i d  e f for t  i,n Tndia 

in t h e  preceding f e w  paragraphs i s  that American a id  w a s  extexsive and 

touched upon many dir"?erent sec tors  of the growing Indian economy. Further, 

and perhaps mre ix~orlzn~ly, the b-dk of U.S. aid went t o  t he  Indian 



public sec tor .  A t  least one commentator on t h i s  fea tu re  of American aid  

t o  t h e  Indian publ ic  sector has noted t h a t  "si~ch aid has increased the 

resources of  the  public sector  r e l a t i v e  t o  the  p r iva t e  s ec to r  and has 

enabled t h e  government t o  pxrsue po l i c i e s  which have tended t o  restrict the , 

ac t iv i t i e s  of pr ivate  investment and have tended t o  discourage a larger 

inflow o f  foreign private capital" (Tmsky, 1967: 113) .  The U.S. did, of 

course, provide loans t o  t h e  Indian p r iva t e  s ec to r  under t h e  provisions 

of the Cooley amendments t o  t h e  use of PL 480 counterpart  funds. Tansky, 

however, adds t h a t  because nuch of V.S. aid w a s  f o r  t h e  deve lopen t  o f  

infrastructure,  t h e  i n f r a s t ruc tu r e  development could c r ez t e  condit ions 

conducive t o  p r iva t e  sec tor  c a p i t a l  formation. It has alsc  Seen noted 

t h a t  a i d  emphrsis on i n f r a s t ruc tu r e  development, a t  least during the first 

t h r ee  plan perioas extending up t o  the mid-l960s, strengthened t h e  publ ic  

s ec to r  and increased i t s  share of t o t a l  productive capacity, but also 

s t r e n g t h e ~ e d  t h e  p r iva te  sec tor  ( ~ a r a i n  and Rao, 1963: 671. 

In  contrast, Soviet aid went predo~inan-tly f o r  p ro jec t s  i n  the heavy 

industrial sector, including s t e e l ,  pawer, coal ,  p e t r o l ~ u n ,  and pharma- 

ceu t i ca l s .  Sov ie t  an& Eastern-bloc a i d  had been negl ig ib le  i n  the First 

Plan period,  but  grew rap id ly  i n  the  Second and Third P lans .  In  t h e  Third 

Plan, Soviet a i d  u t i l l z 2 d  by Ind ia  was about 9 percent of the t o t a l  a id  
* 

u t i l i z e d  by Indi,a (u.s. Embassy i n  India, 11.d. : 5-12). 

Most of the Soviet-aided projects were I n  t h e  pu%lic  sec tor .  These 

11 projzcts a r e  general ly  identifiable as Soviet pro jec t s  and appeal Lo Ind ia ' s  

fervent as9irations f o r  ~ n d u s t r i a l k t a t i o n "   sky, 1967: 110) .  The only 

state-owned oil refineries i n  India i n  the mid-1960s were financed by t h e  

Soviet Union an& R*mmia. It is not entirely obvious that  Soviet aid to 

India  resulted i n  the expansion of the Indian public s ec to r  beyond vhat 



ctomcstic policy would anywzy have wanted it t o  be (Bhagwati and Desai, 

1970: 184-35). Non?theless, it is  noteworthy t h a t  s i z a b l e  Scviet a id  went 

"r'or such Lradi t ior lal  preserves el. pr ivate  interests  as petroleum m d  phama- 

ceut ica ls"  (Tansky, 1967: 170). 

Most or' t h e  Soviet c r ed i t s  extended t o  India r e q u i ~ e d  repayment over 

a 12-year period beginning one year a f t e r  del ivery  UP all (source-tied) 

~ a c h i n e r y  and equipment f o r  any project .  The rate of i n t e r e s t  charged 

1 ~ ~ ~ s  2.5 percent per year. I n  con-tsast, the r a t e  cf i n t e r e s t  charged on 

U.S. AID loans between 1961 and 1966 sas 0.75 t o  1 . 0  percent per year for 

t h e  first :en years and 2.5 percent therear'cer. Table 12.3 presents 

estimtes of' the average maturities and i n t e r e s t  rates far t h e  major aid- 

giving countries for India ' s  Third Plan (1961-1966). With the  exception 

of IDA, U.S. aid c a r r i e d  the sox'test terms. However, Soviet loans carrfed 

repqments i n  kind which "definitely eased .the burden of  repayments insofar 

as such provisions have l e d  t o  net  addi t ions  t o  Indian exports" (~hagwati 

and Desai, 1970: 1-84). Sut it. i s  insor tant  .t;o note i n  comparing airf from 

d i f f e r e n t  countries,  especia l ly  Soviet-bloc aid versus Westerr, aid, that 

Soviet-bloc aid "made f o r  greater  manceuvrability on the part of India by 

allowing far a c o n ~ e t l t i v e  edge through o f f e r s  of  aid-finance and hov-how 

f o r  projects wnich t he  West could not, or would not,  help tc implemen+," 

(~hagwati and Desai, 3970: 184).  

Outside t h e  Soviet bloc, s ince  1961, India has had her aid I 
chznneled through t h e  Aid-India Consortium which comprises t h e  a id  donors 

t o  India, including the Xcrld Bank and IDA. The World Sank took on t h e  I 
r o l e  of a convening agent for the Consortium annual meetings t o  discuss 

aid requirements, but grad-mlly took on the task o f  ton2rehensiveiy 

e v a l ~ a t i n g  I n d i a ' s  eccnonic performance. 
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Table 12.3 Average maturity and i n t e r e s t  r a t e s  on f r e s h  loans 
auth~rlzed during t h e  t h i r d  plan by major donors- 

Grace period Total maturity 
for including Interest 
repayment grace period rate 

~ o n 0 r  Number of yrs,  Number of yrs. % per a n n m  

1. United States 8.7 35 . 5 1-86 
2. Uni+*ed K i n 9 d o m  6.9 25.0 4.43 
3. W e s t  Gemany 4.8 17.3 4.82 
4, Japan 5-0 15.2 5.84 
5. Y.S.S.R. 1.0 12.0 2.50 
6. 1.B.R.D. 4.4 21.2 5.64 
7. 1.D.A. 10.0 50.0 0.75 

Total: all countries/ 
institutions 5 - 8  25.8 3.20 

Notes: 1. The estimates include credits neeant far use i n  t h e  Third 
Plan ,  though actual agreements were signed in t h e  Second Plan period. 

2 .  The averages have been compiled by weighing the loans by 
size.  Source: 3. N. Bhapwati and P. Desai, (1970) Plan~ing for 
Indnstrialization: Indiz. Oxford University P r e s s  for the Organisation 
for Economic Co-operation ?ad Development. Page 184. 

2.2.1-2 Aid Tying 

In the entire foreign aid program in India (and grobably elsewhere) 

there have been few other top2cs that  have generated as much coment 

(indeed, recrimination) as the whole issue of tied aid, including project- 

ty ing ,  source-tying, and reverse-tying.  Project  aid i s  aid t o  cover part 

or al l  of the fore i@ exchange cos t  of a ident i f iab le  project.  Bon-project 

o r  general 3urpose aid refers t o  aid to finance purchases of s p a r e  parts 

and rav mterials, and generally to support the  balance of payments. 

Ron-proiect aid may be tied to purchases r"rorr. a specific country scmce. 
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Heverse-tying occurs when repayments of' a loan from a specific source a r e  

rr.ade i n  t he  form of commodity exports'to t h a t  country, Aid from mul t i l a t e r a l  

agencies i s  free from source-tying due t o  t h e  agencies' po?ic ies  regarding 

global tendering. 

It has been estimated that, excluding U. S. commodity ass is tance,  

about 66 percent of the t o t a l  a id  u t i l i z e d  by India during her Second Plan 

was source-tied and 34 percent w a s  untied,  and during the  Third Plan 

about 83 percent .of t he  total aid utilized was source-tied and 17 percent 

was untied (Bhagwati and Desai, 1970: 201). 

The issue of aid-tying has generally been approached i n  terms of the  

cc s t s  of aid-tying t o  the recipient  countries. Bhagwati and Desai note that  

t he  government of India did not make any careful estimates of t he  cos t s  of 

aid-tying, but they c i t e  evidence from other  stuGies concluding that such 

costs w e r e  subs t an t i a l  (~hagwa t i  and Desai, 1970: 204). P. Chaudhuri 

c i t e s  a study by N. Chvldra who found that "the costs of t ied-aid for non- 

project uses i s  of t he  order of 14  percent, indicating that the  ac tua l  

mo-mt of foreign resources transferred through such a i d  i s  about one-fifth 

less  than i t s  nominal amount" (Chau~iur i ,  1979: 103). While these discus- 

s i o n s  on the cos t s  of  aid-tying are generally designed t o  demcnstrate t h a t  

t h e  true extent  o f  r e s m r c e  t r ans fe r s  from aid a.re considerably l e s s  t h v l  

the nominal m o u n t s  of such aid t r ans fe r s ,  the im2iications of aid-tying 

have been much l e s s  studied. 

The ~ o s t  e f f ec t ive  form of  procurement ty ing  occurs vhen aid is used 

t o  f inance t h e  import coritent of new 3ro jec t s .  It i s  t h i s  aspect of  tying 

that  can lead tc serious economic distortions in that t h e  pa t te rn  of 

i m 2 o r t s  of' aid recipients becomes heavily biased toward capital goods for 

new projects. T h i s  is apparently vhat happened in India: "India has i n  



r 

the pas t  su f fe red  from excessive p ro j ec t i z a t i on ,  i n  t h a t  the a i d  given f o r  

c a p i t a l  goods f o r  p ro jec t s  could have been more r ap id ly  and bene f i c i a l l y  

spent on increas ing imports of  components, r a w  materials, spare par ts ,  
i 

and minor c a p i t a l  goods not r e q u i r e d  f o r  spec i f i c  new projects"  ( ~ i t t l e  

and Cl i f fo rd ,  1965 : 161-62). 

Echoing the same thenre, Mellor has argued t h a t  a i d  donors neglected 

ag r i cu l t u r e  because they pre fe r red  p ro j ec t s  with a large foreign exchamge 

component. There were many s ~ c h  projects i n  industry  and infrastructm?e 

but f e w  in agriculture. Because of "basic s p ~ a t h y "  with the Ind ians '  own 

planned approach t o  i ndus t r i a l i z a t i on ,  ac t ions  by aid donors on loans  

and gran ts  t i e d  t o  spec i f i c  p ro j ec t s  re inforced t h e  growth strategy of  

India's development e f f o r t s  (Mellor , 1976: 225 ) . With hindsight ,  

Mellor argued that  t h e  capital in tens ive  grow%'n s t r a t egy  w a s  bound t o  

produce low r a t e s  of return on investment i n  the shor t  run. 9 ~ e  massive 
I 

investments i n  the rural i n f r a s t r u c t u r e  cf i r r i g z t i o n ,  power, m d  communi- 

cations would not have yielded high returns u n t i l  t h e  conplementary invest- 

ments i n  education and research had been ur-dertaken. 

12.1-3 Aid Authorization and Aid Ut i l i z a t i on  

Several observers have noted the  r a t h e r  Long lags between the authoriza- 

t i o n  of aid and i t s  u t i l i z a t i o n  by India during the f i r s t  one-and-one-half 

decades of Indian placning ( s t r e e t e n  and B i l l ,  1968: 331; Narain and 

Rao, 1363: 37; Bhagwati and Desai, 1970: 187-89). B h a g w a t i  and Desai 

estimate that dming the Third Plan period t h e  r a t e  of utilization of a id  

w ~ s  i n  t h e  range 26 t o  53 percent.  T h i s  l a g  has obvious implications Tor 

the ef f ic iency  of the a i d  program. The principal reason given for the 

s l o w  u t i l i z a t i o n  of aid was t h e  fact t h a t  most of t h e  a id  was project - t ied  



and source-tied. and the  much-vaunced administrative se rv ice  i n  India was 

not adequately prepared f o r  the task of de t a i l ed  project preparation, 

progrmming, and scheduling. Ilowever, the t rend ,  at least i n  the period 

1951 through 1967, i n  t h e  rate of ut i l i za tTon  was upward and presuaably is 

a t t r i b ~ t a b l e  to improvements in project planning and the realization tha3 

the slaw u t i1 i za '~ ion  of a ld  has a social cost. Delays in u t i l i z a t i o n  w e r e  

also due t o  the shortages of complementary factors and inputs .  

L i t t l e  a , ~ d  C l i T f o r d  point ozt that  only in 1963-1.944 India beg- to 

receive  large m m t s  of non-project assistance, Bowever, a t  the beginning 

o f  1965-1966 Tndia w a s  suf fe r ing  one o f  her worst balance of payments . -  - - - - 

crises and there was, at the s m e  time, considerable excess capacitg in 

some i n d u s t r i a l  sectors due t o  lack of imported raw mater ia ls  and comple- 

meots. They d r a w  t h e  iaference t h a t  aid and planningwere still too  lnuch 
w - - 

devoted to t h e  creat ion o f  output capacity and not enough t o  promoting 

c ~ r r e n t  output or to the rapid completion of the schemes alreaey started. 

The end r e s u l t  of this w a s  a low product ivi ty  of cap i t a l .  They also 

argue t h a t  the central and state government adroinistrative machinery was too 

overstrained t o  deal with t h e  heavy burden o f  public c o ~ t r o l  arzd ownership 

which was a s s m e d  by the goverment ( L i t t l e  =d Clifford, 1965: 228-31). 

In spite of a l l  this. they  still argue that India  cauld ( ~ t  least in 

the mi6-1960s) have abscrbed more aid by imgroved see to r a i  and project 

pla~niog and 5y using more aid far imports of raw materials su.c5 as f k r t i l i z e r .  

While a . r e ~ i n e  that insuff ic iencv or" general Dwaose a i d  means that  the -- - .- - - . - - - - . - -- - . . - - - - - - - - "  - s. z. 

eco~rornjr operates belcw capncity, they argue t h a t  insuff ic iency of aid 

resulted i n  more s t r i n g e n t  import 2nd investment controls. I a  other woras, 

something oT a vicious c i r c l e  exists. Administrative cont ro l s  i m p l y  a 



reduced efficiency of t h e  economy which implies that 

If general purpose aid were increased, some controls 

especially on imports of current inputs,  which w o u l d  

usage of aid is low. 

c ~ u l d  5e relaxed, 

mean that more aid 

would be absorbed and output would grow. 



12.2 Macroeconomic Perspect ive on 2evelopmen-L Assistance t o  India  

The early literature on t h e  inpact o f  foreign resource transfers from 

the developed i n d u s t r i a l i z e d  count r ies  to the deveioping count r ies  of 

Asia, Africa,  and South America assumed t ha t  each d o l l a r  of  these transfers 

would add cne dol la r  t o  the imports of the developing c o r n t r i e s  (~apsnek,  

~ 9 7 2 ) ~  Since these  additional imports would be c a p i t a l  good imports,  

t h e  inflow of foreign r e s o a c e s  would be expected t o  increase  investment 

ic the  developing countries by t h e  exact same amount, Further, sface 

stable increnental capital oatput  ratios were also sssumea, t h e  increased 

investment w o a d  be expected t o  yie ld  a cer ta in  strem of income. This 

naive view of the  process  of economic growth, a t  least frorri the perspective 

of today , somewhat n a t u r d l y  l ed  t o  rather op t imis t i c  a-nd exeggera3ed 

expectations about the product iv i ty  of aid. The experiences of the 

Marshall Flan i n  Zurspe shor t ly  a f t e r  the end of World War TI and the 

rapid economic growth that had been attained t h e r e  tended t o  reinforce 

and sus ta in  the expectat ions o f  t h e  e a r l y  a i d  proponents. 

Yu+ over t i m e  a s  the economics profession began t o  b e t t e r  understand 

t h e  nature of t h e  economic development grocess, studies on the impact o f  

aid on t h e  developing count r ies  also grew i n  sophistication. The role 

of education, scc ia i  f ac to r s ,  the p o l i t i c a l  framework, and t r a d i t i c n a l  

i n s t i t u t i c n s  was acknowledge& ad even included i n  sane of t h e s e  studles, 

But "assmgtions about t h e  cont r ibut ion  of foreign resources were not 

challged: they were exactly addLtive t o  domestic savings and t o  domestically 

f inanced inport st' ( ~ a ~ a n e k ,  1972 : 934) . 
A "revisionist" phase apparently began i n  t h e  e a r l y  1970s when some 

w r i t e r s  argue6 t5at foreign resources c o n t r i b ~ t e d  iittle, IT anything, 

to economic growth a d  domestic savings. Indeed, Grirfin an& Enos (1970) 



went so f a r  as t o  argue, on the basis of cross sect ion evidence f r o m  Latin 

Arnericn., that over the period 1957 $0 1964 the r a t e  of growth o f  GNP was  

inversely r e l a t e d  t o  the  ratio of foreign aid t o  GNP. While many other 1 
writers did not go so f a r  as t h a t ,  many of them did reach a common v i e w  

t h a t  foreign a i d  and other foreign inflows reduce domestic savings (~eiskopf, 

1972 1. 

Weiskopf used a simple macroeconomic nodel of the legendary two-gap 

var ie ty .  Such a =ode1 was said t o  be necessary for an evaluation of the 

role of foreign capital because foreign cspital  contr ibutes  both to the 

po ten t i a l  a v a i l a b i l i t y  of savings (easing the savings constra int  on capital 

f ~ m a t i o n  and growth) and to the potential. availability of imparts (easing 

the trade constraint). From a total sample of 44 countries. Weiskopf i 

c l a s s i f ze s  then i n t o  those where there w a s  a binding savings constra int  
1 

or where there vas a binding t rade  eonstrzint. o r  a "hybrid s i t ~ a t i ~ n  in 

which bo?,h the savings and trade constra ints  a r e  active a t  t he  cost of 

excess production capacity" (Weiskopf, 1972: 3 0 ) .  For 17 co-mtries that  

were idelt if iet i  to be savings constrained, Weiskopf estimated savings 

functions r e l a t i n g  GDP, t o t a l  exports, and net  foreign c a p i t a l  inflow t o  

aggregate saving. 

One of t h e  1 7  countries for  which resdts are reported is India. 

The results for India  are: 

S = - 4 9 6 8 . ~  + O.lglY - 0.270F + 0.812E 

( - 5 2  (60.91) (-5.91) (4.35)  

Time period = 1950-1965; 112 = 0.999; where S is aggregate savings, 

Y is GDP, F is n e t  foreign c z ~ i t a l  i n f l o w ,  and E is t o t a l  exports (~eisko~f, 

g. 36! (t-ratios a r e  i n  parentheses). The s t r i k i n g  aspect of these results 

is the strong negstive and significant coefricierit f o r  the f i r e i g n  aid 



var iable .  Indeed, f o r  every s ing le  country of t h e  17 countries f o r  which  

r e s u l t s  are reported, t h e  coef f ic ien t  of t h e  fo re ign  a i d  variable i s  

negative. With dummy var iab les  t o  distinguish each of t h e  countr ies ,  a 

pooied regress icn was a l so  estimated. According t o  the pooled regression,  

"the i m ~ n c t  of P on S i s  hiahlj. s i gn i f i c an t ,  and approximately 23 r;ercer;t 

of oe t  fcreign c a p i t a l  inflow subs t i t u t e s  f o r  domestic savingst' (~eiskopf, 

Disputfng the above f indizgs ,  Papan?% (1972)  argued t h a t  much of 

t - 2  apparent a s ~ o c i a t k o n  between savings a d  foreigr~ capital inflows 

w a s  i n  fact explainable i n  purely s t a t i s t i c a l  terms, arid ce r t a in  

exogenous factors (such as changes i n  xhe terms o f  t r ade ,  2ol i t ica ;  upheavals, 

weather va-iabl.es, and even c a l t u r a l  and religious considera1;ions ) could 

lead t o  both a pos i t ive  associa t ion between foreign resources m d  sa-rings 

and growth as w e l l  as a negative assoc ia t ion  between these  var iab les .  

Unlike Weislropffs t ime-series approach, Papanek (1973) used a cross- 

section a2proach $3 sturiy t h e  impact of foreign resources on growth, 

Papanek aLso distinguishes between t h e  various forms of foreign c a p i t a l  

inflows s.nd between primary exgorts and other  exports. 

Pa2anek examines z l a rge  number of developing countr ies  i n  A s i a ,  

A f r i c a ,  m3 Latin her ica  and seeks t o  explain GDP growth r a t e s  in t e r n s  

cf expimztory variables such as do~estic savings, and various f c r m s  of 

forecgc reso-uce inflows such as a id ,  foreign p r ivz t e  investment, and 

"othert' foreign inflovs. Recognizing t h e  l im i t a t i ons  of such a cross-country 

approach, "apanek; c f f e r s  his f indings as "suggestive." What t he  evidence 

preserlted suggest,s i s  that savings and foreign inflows "explais" zbout 



explanatory var iable  i s  found t o  be nearly t w i c e  t h a t  of t he  other 

independent var iables .  F o ~ e  i n t e r e s t i ng  regional differences i n  the 

estimated equations are a l s o  obser~ed . For example, "s-ivings a=& f o r e i i g  

inflows, and espec ia l ly  eid, have the most unequivocal impact on growth 

i n  Asia and t h e  Mediterranean countries.  . . . Coefficients are C i s t i nc t lg  

l o w r  for t h e  Americas axd barely significant." ( ~ a p m e k ,  1973: 123) .  

Papanek a l so  attasnpts to estimate aggregate savings flxnctions sf the  form 

re la t ing  aggregatz savings tc income per cap i ta ,  population, foreign 

resource inflows, primary exports, and ather exports. H e r e  the coeff ic ient  

for a i d  turns  out t o  be negative and highly  s ign i f ican t  but; Papmek argues 

t h a t  t h a t  might be more likely due t o  exogenous factors  affect ing both aid 

and savings ra",her than signify in^ a causal relationship between the  t w o  

variables. 

One o the r  example of a cross-country ~pproach i n  evalzrating the i m p ~ c t  

oI" development ass i s t=c~  is t k e  work by two leading "practi t ioners" of 

aid, Hollis Chenery andKicholas Carter. They preserit "a summary evaluation 

of t he  interrela-t;ions bttween i n t e r r i d  =d external pol ic ies  and the  r o l e  

of foreign assistance i n  t h e  develo2xent experience" of a group of 37' 

d e v e l o p i ~ g  countr ies  ( ~ h e n e r y a n d c a r t e r ,  1873: 459) .  I n d i a  i s  among .-=he 

countries studied and while much 3etaiL on the Indian experience i s  l o s t  

i n  the  aggrega2ion of s ~ ~ p l e  co-mtrizs, t h e  cross-country approach bas 

providea much useful infornat ion zbout the  develci~ing countries.  

Chenery an2 Carter base their evaluation an the project ions  of growth 

and a i d  made by Chenery and S t r o ~ ~ t  (1966) for  t he  period 19<2-1970 for 

establ ishing aid requirements, and estimates of zhe actual raluec of the 

pa rme te r s  i n  their model f o r  1960-1:?10. E2e Chene::y - Strout proj l c t i ons  

were derived from a simplified twc--gap model which exaggerates t h e  l ikel ihood 





;-iibstitutionl' and t h e  savings r a t e  stayed l o w  as a result of  failure t o  

control in f la t ion .  S r i  Lmka acd Ghana were judged t o  have inadequately 

~djusced to tne  slow growth >f t h e i r  major export proCucts. In India and 

Colombia, t h e  ''reduction i n  external assistance played a major role --I 

retardir gr"&-t.htt (Chenery and Carter, 1973: 4 6 4 ) .  The foreign trade 

Sottleneck in India, as also in ColornSia, gas made worse by trade policies  

that d i s ~ r ~ l n a t e d  against exparts of manufactured goods. 

The " s h o r t f ~ l l "  oi: aid to Ind ia  in 1962-1970 was roughig $6 b i l l i o n .  

E x ~ o r t s  were roughly $0.5 S i l l i o n  short  of  the Chenery-StrozL project ions .  

Using simulation experiments on t h e  Chenery-Strorrt model, t h e  acthors  

conclude that the addi t ion of t h e  lost exports w o u l d  have added only 

0.5 percent  per  year  zo ,-.he 3.5 percent per  year actual gra.x'ih achieved 

by India during the decade. B J ~  the pro jec ted  mount of a id  ( tha t  is, the 

&eup of the  $6 b i l l i o n  s h o r t f a l l )  would, i n  t h e i r  view, have raise0 

t h e  growth rate to 6.8 percent per year. 

Tram these basically theore t ica l  modeling exercises o f  t h e  r e l s t i a n s  

between develo-paent assistance a d  nacsoeconomic variables we I,OW turn to 

examining the i a p a c t  of development assistance on variables such as income 

m d  savings and investlnent rates in India. 

The impact o f  development assistance depends on the  share of 

foreign a i O  i n  t h e  -tot..al investment i n  the receiving cou- try , but quant f fyfng 

the zontribution of aid to t h e  producti~,~e czpacity of a counfry i s  a difficult 

task. Among other  thinzs, a id  can be used t o  trmsfer c a 9 i t a l  o r  t e c h n i c a l  

skills, but the  product ivi ty  of these  %ransfers cannot be treated analogously 

to the relatively simple, b ~ t  s t i l l  corn?lex, qkes t ion about t h e  y ie ld  o f  

capital.  A s  L i t t l e  and Clifford have argued, foreign aid nay have the effect 

of bringing i n t o  use productive resources s l ready existing i n  t h e  receiving 



coutry a d  hence might have a much g rea t e r  effect than t h e  y i e l d  of 

c a p i t a l  wou ld  suggest ( ~ i t t l e  and Cl iTP~rd ,  1965: 103 j . However, an 

overall assessrrtent o f  the inpact o f  aid musL only be a t t e m ~ t n d  i n  cor.junc- 

tion w i t h  an  assessnr.nc of t he  economic p d i c i e s  o f  t h e  receiving country. 

India s att emp-t at formal planned de-elopnent began i n  1951. 

The F i r s t  Plan was largeiy a co l l ec t i on  of individual pro j ec t s  pxt together, 

as various authors have e q h s s i z e d ,  aromd a Earrod-Domas growth model 

( ~ h a g w a t i  and Srinivasan, 1975: 4 ) .  The t h r u s t  of t h e  plan w a s  t o  build 

infrzstructl~rre and t h e  plm facuszd on f i sca l  pol icy 'so raise domestic 

savings t o  the levels required to match the projected investment, that 

was concidered necessary for the 2ianned ( tha t  is, t a rge ted)  econoinic 

The Second Flea (1-956 to 1961) w a s  a c o n t i m ~ a t i o n  of the development 

e f f o r t  begm i n  the First Plan b ~ t  embodied a shi-ft i n  p r i o r i t i e s  toward 

industr ia l - iza t ion,  especial ly  heam- industry.  The Second Plan was developed 

by Professor P. C. Nahalanobis of  the  I n d i ~ f i  S t a t i s t i c a l  I n s t i t u t e  on the 

basis o f  a structural model which saw the key sourcs o f  growth the  capi ta l  

goods sector  and the  means of growth a l a r g e  increase i n  investment, 

especially by t h e  ~ublic sec tor .  The Second Plan envisage2 and acconplished 

a iarge increase  i n  investment, especial ly  in public sector heavy i n d u s t r i a l  

p ro jec t s .  Very significant amounts of foreign a id  flowed into India  during 

the p lan  perrod to firlance i n f r a s t ruc tu r e  developnent and ttlc crea t ion  of 

basic indus t r i a l ,  capacity. Despite this, t h e  f i rs t  two years of the Second 

P1= w e r e  a? so characterized by large scale d e f i c i t  f inaming which, in 

the  Indiac context ,  i s  eefined as t h e  excess of government expenditures 

over receipts from taxes, borrowing within t h e  country and a%rozd, znd 

dra-ving dowr, of official reserves, and so i s  c rea t ion  o f  money. The 



implications of t h i s  have, u n f o r t m a ~ e l ) ~ ,  not received much =%tention i n  

the Indian l i t e r a t u r e .  Ifowever, it s h o u d  be noted that, among others ,  

P. T. Bauer, a vocal and sometimes strident c r i t i c  of Indian planning 

and foreign a i d ,  argue6 t h a t  the l a rge  sca le  d e f i c i t  f in=clng i n  t h e  

m5d-1950s contr ibuted t o  i n f l a t i o n  and t h e  foreign exchmge c r i s i s  f bauer , 

2961: 33-36 1. The in f l a t i o r .  w a s ,  o f  course,  moderated by the large import 

sid'plixs dccasioned by foreign aid. 

Howev~r, the  important point t o  note aboct t h i s  e r e  i s  that the 

Second Plan s a w  the  beginning and subsequed strengthening of i n d u s t r i a i  

l i cens ing  and cont ro l s  over nearly all sec to r s  of the Indian ecanony. The 

precari.ous foreign exchange pos i t i on  tok-ards the miidle of t % e  Second 

Plan period led tc s t r i c t  licensing G.? Imports of bokh capi ta l  goods and 

consmer g o ~ d s ,  The exciusion of p r iva t e  en te rpr i se  from large areas of 

industr ial  activity (which vss an outcome cF government i n d u s t r i a l  

pol icy)  s?nd effect ive exchange cont ro l s  were p r i nc ipa l  de t e r r an t s  t o  the 

inflow of private f o r e i D  capital. In t he  z rea  6f ag r i cu l t u r e ,  the i n t e r -  

state mcvement of foodgrains becme sabjected t o  r e s t r i c t i o n s  and c o ~ t r o l s ,  

These zdmlnistrative controls have undergone considera53.e refinements 

and ad:jus';~..ents, including periods of relat ive 1 - i b e r a l i z a t i ~ ~ ,  but 

continue t o  pervade near ly  all spheres of economic a c t i v i t y  t o  t h i s  date. 

A s  Melior has argued, t h e  Second Plan "was, by i t s  very nature ,  centralist" 

since the emphasis on a few large-scale capiza l  goods i~.-dustsies " l e n t  

i t s e l f  t o  adninistralio11 Trom a highly cen t r a l i z ed  bureaucracy" (Mellor, 

1976: 4). 

Tfie ThTrd P l ~ n  (1961 to 1965) reaffirmed the basic imbalanced approach 

to ,pla~ined industrial development. Eu+, x i  th the historic droughts of 1966 

a,n:i 1967 and the resulting i n d u s t r i a l  recess ion,  alcng with t he  decl ine  
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i n  foreign aid i n  the aftexmath ~f the 1965 war with Pakistan, the planing 

precess was i n  disarray f o r  several years. This w a s  evidenced by a hiatus 

in the five-year glans between 1966 and 1969 a t  w h i c h  time a series of 

one-year annual plans w a s  p ~ t  as a m&eshift s trategy before t h e  elenents 

of a new s t r a t e g y  of growLh were put together i n  the Fourth Plan (1969 t o  

1974) and subse~uent glans. 

12.2-1 Impact o f  Aid on Incoxze, Savings, and Investment 

Since the beginning o f  the F i r s t  lian the Indian economy has recorded 

an average growth rs te  of between 3.5 and 4 percezt per year. 'While there 

have been year-tc-year f luc tuat ions  i n  t h e  r a t e  of growth, the  rate has 

not riser- o r  f a l l e n  on m y  sustained basis. Durkng the first f ive years 

o f  planned growth net n a t i ~ n a l  product at constant pr ices  grew at 3.7 perceet  

per year. Tnis slowed to a r z t e  or' growth o f  3.1 percenz per year during 

the Second Plan period,  and slowea f'urther to a r a t e  o f  2.5 percent per 

year dur-ing t h e  period 19th to 1956 (~hatldhuri ,  1979: 52). It is inportant 

t~ note thz t  the mprecedented droughts o f  1965-1966 and  1966-1967 

re&uced the overall r a w  of groi.ith of the econony. The excellent a g r i c d t u r a l  

harvest o f  1967-1968 spurred overall economic a c t i v i t y  and between 1967 

and 1971 the econony grew at an average r a t e  of over 4.5 percent per gear. 

fa l l  in agricultzral production in the early 1970s again slowed economic 

grovth. Set b e t w e e n  197k and 1977 the econolay again g r e w  at a rste above 

t h e  long-rirn rate of 3.65 percent per y m r  (Raj Kriska,  1980: 78). 

In 1979-1960 a s lvere  crougTAt and external  events such as the rise ifi 

pe t ro l em prices l e d  t o  a f a l l  i n  nat ional  incone, but since then the 

economy has again grown snartly. 

Tne relatively l o w  rate  of long-~LT groh,h has aeant a very s i o v  

5 n c ~ e e s e  i n  per capi ta  income s i n c e  population has continued to increase. 
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Eetween 1951 ai;d 1961, the population of India grew at nearly 2 percent 

per year and 'this ra te  in fact accelerated to 2.25 percent 'between 1961 

and 1971 (Bhagwati and Srinivasan, 1975: 7). Preliminary data from t h e  

1881 Census indicate thzt between 1971 and 1981 t h e  r a t e  of growth of 

7opuIetion was slightly above 2 percent per year. 

lndian performance on savings and investment has been much better than  

on aggregate o r  per capita incoae grokih. Gross domestic savings as a 

percectnge of  gscss domestic product at mzrkct g r i c ~ s  has shown a steady 

t rend u ~ w a r d  over t h e  past 3 decades, rising  fro^ 13.7 gercent in 1960-1361 

to 16.8 percent in 1971-1971 to 22.2 percent i n  1981-1981. As R a j  Krishna 

has cornentea, "razes on t h i s  order (of szving) are typical ly  achi.sved 

only by nazions with a per capita income of $400 fa $500 in 1964 U.S. 

prices1' (Krishna, 1980:  82). An evaluation of the behavior of different 

categories of savings such as government savings, 2rivate  household 

savings, a ~ 2  sevings 5y the p r iva te  corporate sector i s  not available. 

3dt whatever data are zvzilable suggest that t h e  contr iSution of the public  

sec to r  t o  domestic s a v b g  has not been noteworthy (~hagwat i  and Srfnivasul, 

2.975: 9; and Mellor, 1976: 2.42). 

Like t h e  savings rate, the  rate of gross fixed capita3 formation as 

a percent of GDF' has showm z r i s i n g  t r end  7ver the past three  decades of 

planned econozic development. Gross fixeci cap i ta l  formation as a percentage 

02 GGP wzs 14.4 percent i n  1960-~951, 15.1 percent i n  1970-1971, 17.9 percent 

io ~97-5-1316, an& 18.8 percent in 1980-1981. Gross fixed capital.  fornation 

by the gublic sector was 46.7 percent of the to ta l  In 198C-1981, but w a s  

only 23.0 percent of t h e  t o t a l  i n  1350-1951. IEoweves, as lizj ilP-ishna has 

gointed ou t*  "%he r a t i o  of added i n -~es tmen~  to increases in ou-Lput has 

risen s tead i ly  f r o m  3.6 ir, +,he First Flan to 6.2 i n  the  f i r s t  three  years 
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of tne Fifth Plan" ('Krisha, 1980: 82). Investment in the public sector 

has had a very lok- r a t e  of r e tu rn .  Between 1970 and 1375, the prfvate  

corporate sector had a profit r a t e  of about 11 percent of r e t  assets, but 

cen t ra l  government conpmies had a p r o f i t  rate of only 4.4 percent and 

state-goverment  co;npnies ha& an even lower p r o r i t  raze. One o f  the 

reasons why the:i;e rates  of return on public sector iavestment have been 

low is that the prices for the products o f  these companies have beeo kept 

artificially  lo^; "as a matter of policy ," 5ut  "the m a i n  reasor, f o r  l o w  r a t e s  

of r e t w n  on publ ic  investment seeas t o  be inefficiency.  Instead of 

generating large? surpluses the public sector has becoae- a drag on resoiaces. 

People have t o  be ta:ed a t  hig'ner rates year a f t e ~  year to f i n a ~ c e  the 

mounting losses and neh- piill' ic investment i n  public enterprises" f Kriska, 

1980: 83). 

Xven t'nough government tax lbevefiue as a. percent of GNP is high in 

Indicz, the government has not appzrently been able t o  mobilize sufficient 

resources tc finance its investxnent, especial ly after foreign a id  

declined in the late 1960s. In 1469, all aajor commercial banks in India 

w e r e  n3tionaiized. And now :he Pillancial system ''is compelled by a sec 

o f  laws ~ n d  guidelines to ;end a high proportion t" its Pulds t o  t h e  

coverment I' ( ~ r i s ' ~ a ,  1980 : 82). 

12.2-2 Developclent Pssistznce and the Foreign Trade Begime 

The key reference i n  reviewing studies on the foreign trade regime is  

the s t ~ d y  *J Bhzgwat i  m-d Srinivasvn (1975 ) , covering the perioa 1950-1970, 

which is a c a r e f d  exminztion of In ld ia f s  foreign t rade  regime i n  its 

interacCion with domestic policies. The authors analyze insightfully 

i ine - <aport a d  export pol ic ies  under the  foreign trade regine that o3erated 
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i n  the period 1956-1966. They examine the interventions by the government 

j.n the foreign trade sector and the methods by which scarce foreign exchavxe 

was allocated in an effort to study the static efficiency effects of t h e  

foreign trade policies. They a l so  study the growth effects of the 

f o r e i a  trade regime by examining the question whether the foreign trade 

regime had m y  impact on the savings effcrt. The overall conclusion 

reached is that t h e  Sasic strategy of industrialization followed by India 

was detrimental t o  t h e  growth of the economy "by adversely influencing 

export performulee, by w a s t e f d  inter-industrial 2nd in tzr - f im allocation 

of resources, by permitting and encouraging expansion o f  excess capacity 

=d by blunting competition and hence t h e  inceIltives Yor cost-consc~ozs~ess 

2nd quality-inprovementq' f Bhagwati and Srinivasan, 1975 : 2h5 ) . 
The r a t i o  or" exports to national income in India was low thro7aghout 

the 1950s and ~ 9 6 0 s  and her share in t o t a l  world trade fell. during that 

e o  Mellor attributes this relatively weak performance t o  "the choice 

of developaent strategy, the nature and conditions of foreign aid, and the 

i n i t i a l  composition of exportsn  ellor or, 1976: 1 9 2 ) .  All through this 

peric6 Indian exports seaalned heavily biased tuward "traditional" items 

such as tea, ju te  manufactures, and cotton tex t i les .  E~ese commodities 

were believed to  ha-j.e poor growth grospects  ( t h e  so-called exgort pessimism 

syndrome) which reinforced the government's i m y o r t  displacement policies 

in spite of the rising c a ~ T t a l  intensity of such effor ts .  According to 

Bhagwati and Srinivzsan, relying cn the earlier stuOy by Ehagwati and 

Desai (L970), the s%zgriation of ex2ort earnings through the 1950s is 

"to 'oe iargely attribukd to domestic ~olLcies which frequectly led to 

falling shares in Indian traditional exports and an inadequate txpmsion 

of  new exports ( i n  th? absence of any export przaotion an that f r o n t  1" 



(8hao-a t i  and S r i n i v a s m ,  2p. 54-55, pasentheses i n  t h e  o r i g i n a l ) .  The 

~.ccempanying Table 12. on " t r a d i t i o n a l "  &nd "non-tradi t ional"  exports  

provides data from 195i to 1974, 

The f'i? s t  severe foreign exchange crisis i n  Indla occtlrred soon 

a y t e r  the Second Plan (1956-1961) begm. 'While s i g n i f i c a n t  mounts of a id  

flowed into India, exports continues t o  stzgnate, and the r e s u l t i n g  

foreign erchange cr ises  led to the imposition of  a quan t i t a t i ve - r e s t r i c -  

%ions regime i n  India. me goverm~llent made some ten ta t ive  attempts at 

e x p r t  pronotio~l but nothing much was acconpiished. The large i n f l ~ w s  of 

aid ccnst i tu ted a. painless subs t i tu te  for fore ip-  exchange ear2ed viz 

expor ts ,  and enatled Iniiia t o  maintain a high rate of invest~ent, higher 

t h m  w h a t  w o d c l  have been possible i f  aid flows were smaller. 

Fron the  early 1960s t h e  government Segan a policy of export sxbsudies 

and licensing preferences. As a result of these policies and due t o  t h e  

expaasioxl- of trade with the s o c i a l i s t  co7mtri.es, t o t a l  expor t  performance 

i n  the T'nird Plan w a s  considerzbly Setter thzn  i n  the  Second Plan. However, 

vhlle ;he export s::bsic?ies reduced the average degree of over-valuztion of 

t k e  Indian rlJpee, the siiDsidy policy w a s  " se l ec t ive ,  chaot ic ,  and cost- 

mconscious." The increfiible coaplesity of the expert s~5sidy policies, 

invoiving exemptions and refunds ?sox sales, customs, and excise taxes, 

d i r e c t  t a x  concessions, acd i l o ~ o r t  entitlement schenes -mder which e l i g ib l e  

exporters received i ~ p o r t  l icenses carrying high import prexia, has been 

ca.refully analyzed 3y ahzgwa+Yi ax& Srinivasan (especially pp. 59-75). 

Ths key chzracteristic: ol' the whole po l i cy  mi l i eu  wa6 i r ~ t e r v e n t i o n  by the  

goverr~ient ir a seiect ive  xanner with little eccnomic ra t ionale ,  The 

inefficient and indiscriminate ex2ort po l icy  wzs acconipanied by an equally 

indiscriminate ixport ?olicy iavolving proteczion LO domestic in6ustries. 

3, ,ne ? o l i c y  of export s~bsidies and increased use of inport dut ies  implied 



Table 12.4 Indian  Exports 

Year 

Total e q o r t s  T r a d i t i u i i a l  expor ts  Nontraditiorlal expor ts  

Million U. S. $ Million U. S .  $ ?J i l l ion  U. S . $ 
current 1 ( currant  ) ( current  ) 

Defini t ions:  Traditional exports:  food, Severages and tcbacco, crude materials, 
mineral fuels ,  animal and vegetable o i l s  and fa ts ,  &nd cotton textures and jute 
manufactures. Nontraditional exports: chemicals, manur"acTurmi goods other than 
co t ton  textiles and jxte manufactures, machinery and transport ecpiprcent, mis- 
cellaneous manufactured goods, and ethers .  

Sources : 1. John Mellor. (1976). The New Economics of  Growth. Page 194. 
Corneli  University P r e s s ,  Ithaca, Yew York. For data f o r  1951-52 t o  1973-7b. 
2. Govermen'i of India. Monthly Statistics of Foreign Trade. Various issues 
for data af ter  1974-75. 

The data from 1974-15 are not conpzrable to data p r i o r  to that year. Breakdown 
between traditiooal and xontraditionzl exports after 1973-TL are not available. 



a gradual. de f ac to  CievaIu,n.tion, which culminated i n  the June 1966 deval.uation 

of t he  Indian rupee. 

The June 1966 devaluation marked the beginning of a new phase i n  

which export subsidiez were el iminated and import duties were reduced. 

The "gross" devaluation, that is, the pure parity change w a s  57.5 percent 

in the official rate on t h e  dollar. Simultaneously with the parity change, 

the import enti%lement method of export subsidy was eliminated along with 

some oT the cash subsidies on selected engineering goods and the government 

'taji credits .  Cound~drvailing sxport duties were im;?osed on " t rad i t iona l"  

expor ts  aimed a t  nea t r z l i z ing  t h e  e f f e c t  of de-ral7lation ov these exports 

but based on th2 assmption that India had monopoly power in trade i n  these 

p r o h c t s .  And, whtn t h e  countervai l ing export duties md removal of 

import entitlements, tax credits, and cash subsidies are all taken into 

account, the devaluation actually mounted t o  oniy 21.6 percent f o r  

exports. Si~ilarly, the  "net" devaluation for imports was 42.3 ?ercent 

(~'nagwa-ti and Srinivasan, 1975 : 9 7 )  . 
The Aid India  Consor t im had v l r t ~ a l l y  made a ~ a j o r  devaluation a 

precondi~ion  f o r  the resumption of aid, which had been temporarily 

suspended a f t e r  the 1965 Lndia-Pakistan war. The years 1965-1964 

1966-1967 yere y e n r s  of very bad crop failures. Consmer prices r o s e  

sharply snd thcre was an industrial recession. Tn the pzblic mind the 

devaluation was due to the polizicai pressures by the aid donors. Many 

observers also a t t r ibu ted .  t h e  i n f l a t i o n  of t hose  years to the devaluatior,. 

Bhagwati and Srinivasan, however, argue -that the i n f l a t i o n  vas mainly due 

to the severe crop failures of 1965-1966 a,nd 1966-1967- 

The devaluation of t h e  3~.d5a rupee could not have come at a worse 

time. The crDp failures of 1965-1946 and 1966-1967 contributed t o  t h e  



inflation follo.fling t h s  devaluation and a l s o  t o  the industrial recession 

in India .  Overall Indian exports remained stagnant for nearly one-and- 

one-half years a f t e r  t h e  devaluation. Bhagwati arid Srinivasan argue, 

af ter  a carefu l  examination of the  t i m e  lags involved and t h e  entire 

pol.icy changes that accompanied the devaluation, that even though some 

unecoriomic. exports did fall, non-traditional engineering and i r o n  and s t e e l  

exports 5nc:reased after the deval-uation. The crucial lesson that they 

draw f r o m  the en t i r e  episode is that the timing of devaluation znd 

liberalization is of fundamental importance t o  i t s  success and should come 

after a good harvest. 

The political fallout from the devaluation was tremendous. It was 

seen as being i~posed from outs ide ,  by the A i d  India Consortium- It 

btcame a lively issue In partisan politics. It w a s  seen as zn attempt by 

aid donors to influence Indfan policy. But because of  extremely bad 

political timing (foreign pressure came at a t i m e  when the new government 

of Mrs. G a n d h i  was less than six months old and was  not yet firmly established), 

the  ent i re  episode w a s  seen as a disaster for the aid relat ionship between 

Indiz, and Western aid donors. Bhagwati and Srinivasan contrast this aij. 

re lat ionship with that which prevailed Setween India and the Soviet 'Jnion. 

The Soviet Union's method of evaluating i t s  aid a c t i v i t y  i n  I n d i a  w a s  

restricted t o  evaluating i t s  aid-financed prajects  did  not extend t o  

evaluzting the whole range of IndZan eccnonic policies. Th5s "helped to 

avoid the kind of adverse reaction the Western donors provoked" during 

the deva1uz;tion-liberz1izztion episode and indeed t h i s  episode even affected 

t h e  responsiveness of Indian o f f i c i a l s  to the Smithsonian Agreenent p a r i t y  

chaqges of 1971 (Bhagwat i  and Srinivasan, 1975: 151, 155, footnote  6 ) .  
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The drop-crff i n  fore ign  a i 6  i n  t h e  early 1370s and the commodity and 

o i l  p r i c e  increases i n  the  ezrLy 1970s nia3.e export ing "a quest ion of n a t i o n a l  

economic survival" (Dhar, 1978: 1034).  E f f o r t s  at- export pronotior,, b e p  

again i n  1974, did result i n  10 percent  i nc reases  i n  expor ts  i n  i975-1976 

and again in ?976-i977. This sate o f  i nc rease  has been maintained siocc 

then.  In 1980-1981, exports o f  Indian enginecring products mounted to 

over $1 billion and had become the largest s i n g l e  export  i tem accounting 

for aver 13 percent of total exports .  Raj Krishna has argued t h a t  t h i s  

sharp export grokkh i n  the  late 1970s w a s  one measure c f  success o f  the 

import s~bstitutior, p o l i c i e s  thzt India followed because 'these policies 

"mads many of the goods produced by India  cheaper i n  t h e  long run than 

their impor-Led cwmterpart s . " As e.li"*dence, he c i tes  Indian steel  prices 

in December 1978 as be5r.g z~proximately one-half o f  European s t e e l  export 

pr ices ,  as a r e s u l t  of  which p r i ces  of Indian engineering products wEre 

low relative .to other countries (Krishna, 7980: 78j. 

India imports exhibited 3, growth and composition p a t t e r n  determined 

by t h e  development strztegy that she pursued. Table  1-z-5' from 

Mellor (1976) provides d e t a i l s  on imports. The data, of  coufse, r e f l e c t  

t h e  o~tcone o l  an e q l i c i t  long terra po l i cy  t o  establish an adeqwte 

isldigencus zapac:<ty in t i le ba s i c  indust l - ia l  sec tors ,  p a r t i c u l a r l y  metals 

and mchrinery, heavy chemic~ls, ar-d trans;lort an3 communicat<ons equipment. 

Along with  s t r i c t  2 ~ d u s t r i a l  i i cens inq ,  iilrport l i c e n s i n g  operated. i n  India. 

Tie foreign trade balance w a s  ccnsistently negative since external  resources 

filled t h e  gap between exgorts and imports. 

The im2cr-L sgbstituting p o l i c i e s  t h s t  India has pursued have l e d  t o  a 

high3jr d i ~ r e r s i f i e d  In2zc t r i a . l  s t r u c t w e .  A w i d e  rage of c s p i t a i  goods i s  

now px1d11ceZ in India. Fcr exmple, it has been noted t h z t  betkeen 1955 



TaFJle 12.5 . . 
Indian Imports 

Year 

Total imports Traditional imports Nontraditiona.1 iapdrts 

Million U.S. $ Million U. S . $ Million U . S .  $ 
(current ) (current 1 ( current ) 

Def in i t io~ ls :  Tredi'iidne.1 imports: cereal and cereal  preparat ions ,  raw cotton 
other  than l i n t e r s ,  chem?cais, manufac+, z e d  goods, machinery and t raAspor t  equip- 
ment, miscellaneous mznufactured goods, and residual im~orts. Nontradit ional  
i m p c r t s :  food other than cereal and cereal  preparations, beverages snd tobacco, 
crude naterials other than rzv cotton, mineral faels, lu$ricaats, animal and 
vegetc5le oils and f a t s .  

Sources: 1, bohn Mellor, (1976). T'ne 3ew Economics of' Grosrth. Page 196. 
Corce l l  U~iversity Press, Ithaca, New York. For d z t s  for 1951-52 t o  197'3-74. 
2 ,  Government sf India. Monthly Statistics of Foreign Trade. Various i s sue s  
f o r  data after 1974-75- 

The data frozr? 1974-75 are not convarab1e t o  data prior to t h a t  year. Breairdom - o ~ ~ w e e s  -& traditjonal azd aontraditional e - ~ o r t s  a 3 e s  197'3-74 are not av8fla5le. 
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and IF78  imporf,s f e l l  to a level of between 2 and 21 percent of t o t &  

: ; u p ~ ~ l y  i n  21 i.liduslriat. s ~ : c t u r s  w ~ d  exceedsd 25 percent 3;' the t o t a l  

supply in only 6 indus t r i a l  sectors  (Kr ishm,  1980: 78). This, however, 

does not m e a n  that the full impliczitions o f  the inlgort subs t i tu t ing  

po l i c ies  were understcod by the pol icy  planners i n  India or, f o r  tha t  matter ,  

by the sid givers abroad. The government recognized, t o  some extent, 

that t h e  development of t h e  c a p i t a l  goods iodustries was  not l ike ly  t o  

provide szrhstantial d i r e c t  emplo~.?nent o f  labor. This was so:.ht to be 

sof'teneri by the  development uf the cottage and s m a l l  i . n d u ~ t r i e s  seztor,  

Thzt this palicy has not been successful  i.s impllcit in the statement Sy 

.Krishna that "the volme of uzlera3loyment (in ~ndiaj keep growing, contrary 

to (an important) ob:ective of I rL ian  policy;' (Krishna, lq80: 81, parentheses 

added), That t h i s  pol icy  was not likely t o  be successftil Lad been noted 

may years ago by several  c r i t i c s  o f  Indian planning, most notably by 

lf i l ton Friedman. P. T. Bauer (1961) q-mtes an -s1prablished memoranfium 

prepared by F'riedaan i n  1955 f o r  t h e  Interaat,ional Cooperation Administration 

of the U.S. saylng t h a t  Indian econaaic policy of large investnent i n  

heavy inciustry on the one hzmd ant; i n  cottage in6ustsy on the &her 

"threatens an i n e f r i c i e n t  use of c a p i t a l  at t h e  one extreae combining 

it w i t h  %co l i t t l e  lajor, and sn i7eff ic ienc  use of labor a t  the other  

extreme by combining it w i t h  toc little ca .p l ta i ' '  ( ~ a u e r ,  1961: 59)-  

It shofid 5e ~ o t e d  that given .the ex;?ort pessimism o f  t h e  planners 

i f i  the early stages or p l a n e d  econonic groTxth i n  India, given the targeted 

r z t e  o f  growth of cutput =a zhe implied (by the capital o~iput ratios) 

recuireraents of investment, the emphasis on import sc~bs t i tu t ing  industri- 

a1izr;ttion w a s  a Logical corollary ( ~ n a r ,  1978: 1031). T h i s  objective of 

se1ec:ive in6ustriaiizaticn irqr,iied a t i ~ k t  regime of import r e s t r i c t i o n s ,  
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Hawever, the government relied less on import tariffs than on a direct  

a l l o c a t i v e  procedure. Such a procedure w a s  complex and t h e  economic 

consequences of tk.e allocation methods included considerable a d m i n i s t r ~ t i v e  

eqense ,  delays, lack o f  coordination among different agencies doing the  

a l l oca t i ons ,  and z u t o m t i c  p ro tec t ion  t o  domestic industries.  Further, 

t h e  s t r a t egy  of i m p o r t  substitution involved implicit discrimination against  

exports. Indeed, i-t was an inward-iooking strategy (~fragpa-ti znd Srinivasan, 

esp. pp. 35-52). To be sure, there were periods of 1iberaliz;zt ion of the 

tra2e regime in India, but as various authors have noted, these lasted 

only for br i e f  periods and were t e ~ t a t i v e  at best. The import pol icy  

regime i n  India still re l i es  heavily on quantitative r e s t r i c t i ons .  

! 



12-44' 

12;  3 AIC and t h e  Development of Financial Institutions 

One other measure of the impact of fors ign resclrrce transfers from 

the industrialized world to the developing colmtries is  i n  terms of the 

c r e a t i o n  o f  viable f inanc ia l  i n s t i t ~ t i o n s  i n  the  aid-receiving countr ies .  

Such institutions, or ten  called develogmen+, finance companies o r  developmeat 

banks, are an essential step in c r e a t i n g  conditions conducive t o  t h e  

grcvth of c a p i t d  markets in the developing countries and serve in mobillzing 

c a p i t a l  for develojpent pur2oses. International lending agencies have 

played an important role i n  the  growth o r  such f i naz~c ia l  institutions. 

Unfortunately, however, this rol.2 has not received m ~ c h  at tentdon in the 

i2teraiure. There are available only a f e w  studies on this topic and 

none or" these 2s specif*icaily devoted to any one p w t i c - i a r  ~ o - ~ t r y .  

The only s t ~ d y  which specifically ermines industrizl f inmcz companies 

in India  is t h e  1961; report of t k , e  Columbia University School of  Law on 

3 u b l . i ~  i n t e r ~ a t i o n a l  dm-elopment financing in India. This report  arose f r o m  

a research project at Col-miUT!9ia Uni-cersity f i n a c e d  ty t h e  Ford Fomdation. 

The di rec tor  of the research project was Wolfgang Fr i eba rza  of Colmhis. 

U~iversity Law Sckool, aid t h e  pr incipal  contr ibutors  t o  the project 

repor t  included D r .  R. K. 5azari of Bombay University. The zther studies 

-chat were receive6 for  this sec t ion  included the one by A d i e r  and bEkeseli 

(1956) and by Kane (1975). 

The Industrial Finance Corporation, set up i n  1948, was the first of 

a nmber of i n s t i t u t i o n s  sct up tc ~ r o v i d e  long and media-term s'inance 

to pr iva te  industry i n  Ifidis. The other  ins t i tu i . ions  which have s i r~ce  

been established are the Industr ial  Credit and Irivestment Corporation of 

Indiz ,  the ?;at,ioae; Tnd-ustrial Development Corporation, t h e  National Small 

Industries Corooration, t h e  S t a t e  Financ ia l  Corpora.tion, and the S t a t e  



, " 
I n d ~ ~ s t r i a l  D e ~ e l o p e n t  Corgora-tions. In 1964, the Indus t r ia l  Finance 

Corporation w a s  reorganized acd named the I n d ~ s t r i a l  Development Bank of 

I n d i a .  It now m o ~ ~ ~ t s  t o  a cen t r a l  'bank for I n d i a ' s  network of tesa . . 

finance i n s t i t u t ions .  

The I n d u s t r i a l  Finance Corporation, now known as the 

Industrial Development B a n k  of India, i s  the oldest and largest long-term 

i n d u s t r i a l  financing i n s t i t u t ioo  i n  India.  Under its charter it hes 

financed public limited conpanies and cooperative societies registered 

i n  India.  It provided loans for the purchase of new ma:hinery, replacerne-nS 
i 

of old machinery, construction of fac tory  bnildinga,  and. the purchase of 

'sad for r'actory s i t es ,  3u-L 2oea not g rov ide  finarlce f o r  purchase o f  r w  

materials or  fo r  working czpital.  Most of Tts loans have gone ta sway, 

paper, co5ton textiles, chemicals, a d  metal products manufacturers. I 
Adler aa& Mikesell (1966) have argue& that t h e  policies of the external 

: I 
agencies p r o n i y i t i n g  the use of money by sub-borrowers for  working I 
c a p i t z l  has adversely affected t h e  long-term growth o f  t h e  developro.ent, 1 
barks in the Ceveloping countries (kdler and Mjkeseli, 1966: 59).  

- I 
U r ~ t i l  1955, vhen the I n d u s t r i a l  Credit m d  Investment Corporatian of 

I n d i a  7~3.6 set  xp, t he  industrial Finance Corporation w z s  t h e  only Ina t i tu -  

tional lender o f  long-tern i n d i l s t r i a l  finance. Tile IFC approached +,he 

World B a L -  for flmds sever~l times to enzble it t o  clake foreign currency 

1 0 ~ s  b ~ t  was rebuffed (Coirunbia U~iversity, 1364: 225). Adler and KikeselL 

point out that this vas dire tc t h e  d o c t r i m i r e  approach o f t h e w o r l d  Bank 

grou? i n  providing financial ma technical assistance to private develop-, 

men% b ~ , ~ s ,  and t h e  1ndip.n IFC was a ~ C ~ l i c  sector development bank. 

U ~ l i k e  the World Bank grow, t h e  U.S. De-trelopent Loan Frmd-Agency f o r  

In te rna t iona l  Development was  much less d o c t r i n a f r e  with respect t o  its 



nolicies and aade do2lar and local cur.rencSr loans to private, public, and 

nixed ownership industrial developxent banks. The DLF made its first 

10a.n (of $10 million) tc the Indian IFC in 1950. This loan w2s repayable 

in rupees. In the  f i r s t  fifteen years of its existecze, the Industrial 

Finance Corporation disbwsed Rs 878 mil l ions  and out of this amol;nt 

only Rs 22 m i l l i o n s  (or 2.5 p e r c ~ n t f  came from foreign sources (~olumbia 

University, 1964 : 22k-25) .  

India9s f i r s t  private sector development baak, the  ICICI, was set up 

ir? 1955. Its cjrigin is t r a c e d  to t h e  "U.S, aid mission which wanted t o  

place PL L80 counterpart fUlCfs with a private agency bclt could not make 

much progress w i t h  the seneme, perhaps due to the lukewarm attitude of 

the Goverraext of India. The idea ( r o r  the private development bank) 

crystallized only when TBXI came into t he  picture"  (~olumbia University, 

1964: 230). The object ive of the ICICf was  to assist industrial efiter~rise 

i n  the 3sivate sector in India and to foster the grow3 of a private 

capital. rns?rke"c i n  t h e  country. Tne ICTCI provides financial ass is tance  C,o 

private co~?%~lies  fo r  the purchase of  capital zssets through the under-- 

wr i t ing  of s~c r r r i t i e s  issued by these companies, m&es rupee loans ,  a d  

makes foreign clxrency sub-loans out o f  Vorld Bank and other foreign 

exchange credits far financing imports of czpital  equipment and technical 

services. 

The work by Kane (1975) is an i~portant contr ibut ion i n  assessing the 

overall eff?ctiveness of development banking i n  t h e  process of  economic 

development. Kane s trldies 3l development bvllrs all of which had received 

lsans andlor equity capital from the World Bank g r o q .  These 31 bsnks 

i ~ c i i l d e  12 i n  Xast md South E a s t  Arrica, 8 in Africa, 2 I n  La t in  America, 



3 in the  f idd le  E a s t ,  and one i n  Europe. Bane's sample is a f a i r l y  

diversified grou? with respect t o  the age of the banks, their s i z e ,  and 

thei r  ownership. Three o f  the  banks are publicly o-med, 15 are pr iva te ,  

and 23 are o f  mixed public-private ownership. ,bong t h e  31 i s  t h e  Industrial 

Credit  a d  Investment Corporation of I n d i a .  

Kane uses a demand-for-funds/supply-of-funds approach in evaLuating 

the perfomance of' development banks. From a particular deveiopme~t 

bank's ~ o i n t  of  view, t h e  den~nd  f o r  funds is defined as the value of all 

proJects submitted to the bank by p r i v a t e  sector entrepreneurs per period 

of t i m e  which a e  evaluated by t h e  bark as economically via5le and loan- 

worthy aod which the bank strn& ready t o  f inance,  assuming it has the 

necessary funds. The s ~ p p l y  of funds i s  said t c  conslst  o f  aLl funds 

which t h e  development bank has available for  lending, including funds in 

l i n e s  of credit extended to the  banks, f~mds temporarily inves ted  i n  

short-term assets, 2nd fmds Trom current zmortization payments. 

Kane exmfzes the  demand for funds, defined zbo-re, and also the 

supply of  P~mds  in his sample o f  developing country development banks 

fo r  the 1950s and 1960s.  9e corrcludes that  the  s q p l y  of fmds was more 

t h m  adewate, a d  e f f ec t i ve  demand f o r  Sank funds w a s  the real l i m i t  on the 

l eve l  of lending 5y the s a ~ p l e  de~elopnent banks. In an e a r l i e r  study, 

Adler and Mikesell had pointed cut t h a t  t h e  m a j o r  limitation on the nlanber 

ar~d volume of sub-loans made t o  private enterprises in developing countries 

arose from the deamd side rztner than flmom the supply of lovlable ,funds 

(~dler and Milresell, 1966 : 5 5 )  . 
In e y d u z t i n g  the role o f  development banks i n  the process o f  economic 

develogrnent, an -understanding cf the sources of capital s u ~ p l y  to the 

Saris is essential, A kqoxledge of where such cap i t a l  originates and 



w h a t  processes are cecessary far replenishing c&p i t z l  i s  impor-tank i n  

explaining the r e l a t i v e  shortage o r  availability of fu=ds. A r e l a t i v e l y  

small rercentage of developnent bank financial resources (only  1 7  percent)  

originates in the pl-ivate domestic sector v ia  debt a d  equity actually 
I 

raised in the market, by far che major share of such resources is  contributed 

by foreign lending agencies, 47 percent iKw-e, 1975 :  94-98). For India, Rane 

finds t h a t  the I C I C i  obtzined only 15 percent of its resoarces from priv~te 

domestic sources. The low share of privizte domescic sources i n  the supply 

of funds reflects low levels of income an< nence oP aggregate saving i n  

the developing c ~ u n t r i e s .  Rowever ,  available private domestic czpi tal  

can of ten  find more a t t r a c t i v e  alternative investment op2ortunit ies thm 

investing i n  debt o r  equity instruments of t h e  developnent banks. 

The fore ign fl-mds which the  develcpment banks hzve obtained include 

l ines  of c rebi t  extent-ed t o  the develogrnenk banks for financing e~uipment 

imgorts frcm t h e  capi t s1  exporting c o m t r i e s .  Su-ch l i r a s  o f  credit have 

beer, extended by t h e  U. S. Sxim Bank. Mmy of t h e  developmmt banks have 

received economic assistance Fmding through AID o r  i t s  predecessor agencies, 

inclcding comte rpa r t  funds. l o r  some co-mtries, counterpart funds were 

par%iciiLariy i m p r t a n t ,  as in Tu~key and in India. 

The key elenent ir_ zssessing the r o l e  of dovelopmerit b a n k s  in p r o ~ o t i n g  

privzte enter2rise m d  eccnomic development i s  considering t h e  emergence 

of capital markets i n  t h e  de-rrelophg comt r i c s .  The long-run success of 

the developme~t barks in Secoming viable f inaricial  i a s t i t ~ t i o n s  i s  tie6 t o  

t h e  development of cap:tal markets i n  develoying countr ies .  Developm2nt 

banks finznce their customers through both debt and equity secwities. 

i&en developmezt banks lmderwrite the  public issue of s e c u r i t i e s  by private 

i ndus t r i a l  concerns,  they create ac t iv i ty  ic the capi tpal  narket. 20wever, 



if the  underwriter takes up a large fraction of any new security issue, 

that is a sign of weakness i n  the cap i ta l  market. And, if the underwriter 

takes up a small fraction of a new security issue, that is a r e f l ec t ion  

of the fac t  that ocher investors and funds are available and these other 

investors have confidence in the issuing corporation. 

For much of the 1950s and lg60s, the private c a p i t a l  market evolved 

very slowly in India.  Kme  points out that between 195'; an& 1969 the  
C 

t o t a l  amount of capital raised in the Indian capi ta l  narket g r e w  at an 

average annual rate of 2.2 percent.  This  perTorm=ce "raises questions 

&out the ability of a capi5al  market t o  develop adequately. especially 

with respect to private investnent in t h e  context of a highly planned 

economy.' . . . Ths Ind i z  Share Price Index declined f r o m  1962 = 100 to 

77 .? in 1967. Military conflict, economic recession, and excessive or 

misdirected planning legis lz%ion a l l  hzd their effect on investor confidence 

iz grivate indi~stry" (~ane, 1474 : 177). 

7 uevelopment Sanks have also llrsed sales or" sec:l_rir,ies  fro^ their own. 

2ortfobios tz szimlate  development cf c a p i t a l  xarkets. This, according 

to Kane, was par t icular ly  i x p o r % l n t  in Turkey md also in Ind ia .  

Tb,e key concluslorz that may be drawn from the above review is in I~ ,d i a ,  

development banks w e r e  an 5mportant institutional innovation whose m j o r  

cbjective is to f o s t e r  growth sf pr ivate  c a p i ~ a l  markets and ?hereby 

nobilize private capital  f o r  economic devezopment. Assistance fron the U.S.  

did play an im?ortant  role in the development of these finance instituti~ns 

because funds from such agencies and frcm the publ i c  sector was a b l e  to 

act as "seed money in mobilizing private sec to r  resources f c r  industrial 

develo~inent '' (Kane , 1974 : 185) . 



Agriculture and Rural Development 

A t  t h e  -elme of India's independence Indian agriculture was in a sorry 

s t a t e .  Total foodgra'n ~ r o d u c t i ~ s l  had been stagnant, use of ~ ~ d e r n  inputs  

was at a l o w  level, rural l i f e ,  fncludfng education and health in the rural 

areas, provided l i t t l e  reason for hope for the vast majcr i ty  of the popula- 

t i on .  B u t  in a relatively short  perLod of 30 odd years a great .deai has 

been accomplished. The agricultural economy in some regions of the cmntry 

has been completely t rans£  ormed. Agriculture continues to dominate t h e  

economic scene of t h e  country accounting f o r  over 40 percent of t he  gross 

domestic product in L979/80. Within agrf culture, crop production dominates 

and w i t h i n  crop foodgrains (cereals and pulses) account for 7Q percent or  

t o t a l  crop production. In 1979/%0 foodgrains were planted on 77 percent 

o f  tbn gross  cropped area  and accounted f o r  79 percent of the irrigated 

area. R i c e  is India's major faodgrain, accounting (in 1980f81)  for over 

40 percent of t h e  t o t a l  foodgrains  produced. The second m o s t  important 

grain is wheat which (in 1980/8U accounted f o r  a3out 28 percent of t o t a l  

foodgrain productioc.  

Between the Segfnning of planning in India  and the late 1970's food- 

grain prcduction =ore than doubled. The rate of growth of total foodgrain 

production achieved between 1951 and 1977 was 2.8 percent per year, which 

r a k s  fsvorably w-ith :he prowth races achieved in the developed world 

(Sanderson and Roy, 1979: 2 ) .  But since population also rose t h e  average 



yearly increase i n  per  capital gra in  production was only 0.6 percent. The 

h i s to ry  of a g r i c u l t u r a l  production i n  India  seenls t o  be cha rac t e r i zed  by 

c e r t a i n  periods of r a p i d  growth and o the r  per iods  of relative stagnation. 

S t m i l a r l y ,  these have been periods of optimimand of despair at the food- 

gra in  production performance and fu ture  prospects  in India. 

Agriculture in India is in the hands of the vri.vate s e c t o r  in t h e  

sense tha t  the day-to-dsy decisions by tens of m i l l i o n s  of farm families 

directly tmpact agriculrural production. The goverment has, of course, 

devoted substanrial resources t o  agriculture as have in ternat ional  donor 

agencies. The ultlmate impact of such resources  has been t o  alter the 

i n s t i t u t i o n a l  and technoiogital environment, a3 well as the economic, 

within which Indian farmers operate. However, it needs to be emphasized 

thae n e i t h e r  goverment of India nor  a i d  givers' agricultural development 

strategy, at feast in the early years of I n d i a ' s  economic development, w a s  

charac te r ized  by a systematic, long term view of the necessary and suf f j c i en t  

conditions t o  ef fec t  a g r i c u l t u r a l  modernization. This is  p a r t l y  attribut- , 

able to t he  inadequate understsriding, frcm t h e  perspective of today, of 

the e c ~ n o ~ ~ i c  modernization process. Even so, U.S., other bilateral, and 

m u l t i l a t e r a l  assistance t o  India's agriculture sector made fundaute'o.ral 

cont r ibu t ions  t o  the growth of that secfor. 

John Mellor has argued that  aid donors to India  (and, presumably, 

elsewhere ir, the developing world) neglected a g r i c u l t u r e  because they 

preferred projects  with a large f s r e i g n  exchange component. There were many 

such projects in indus t ry  and infrastructure but few in agr icu l ture .  

Because of "basic sympathy" v i t h  t h e  Indian's own p l a ~ n e d  approach t o  



f n d u s t r i a l i z a t i o n ,  actions by a i d  donors on loans and grants t i e d  to spec i f i c  

pro j  ects reinforced the growth s t r a t egy  of India 's  deveb~pment efforts 

(Meilor, 1976:  2255. I n  hindsight, Mellor argues that the capital  intensive 

growth s t r a t e g y  pursued by Ir,dia w a s  bound t c  produce 1 0 ~ , 7  rates of return 

on investment i n  the short  run. T h e  massive investments in the ru ra l  inf r~ 

structure of i r r i g a t f o n ,  power, and communication would no t ,  and indeed, 

cou1.d not  , have yielded high rerurns unr il the complementary investments 

j_r, educatior, and reseexch had been undertaken. 

Among economic pol icy  makers an4 a l s o  w i t h i n  t h e  development economics 

profession in the 1950's and, perhaps, the f i r s t  ha l f  of the 1960's, the 

complerne~~tarfty between physfcal ca~ital and human capital knputs was not  

clear1 y and w i d e l y  appreciated. There w a s  a presumption that  inves tnen ts  

in phys ica l  infrastructure were n o t o n l y  neczssar:7 but s u f f i c i e n t  to generate 

and sustain economic growth. I n  agriculture, the payoff t o  irivestments in  

water, roads, and other infrastructure, and evea the payoff t o  farm decision 

makers of getting p r i c e  s ignals  ' 'rigkt" was bound t o  be Low until farmers 

had access t o  new science-based seed varieties that could make t h e  most 

effective use of the fertilizers and t h e  water. The  l oca t iona l  s p e c i f i c i t y  

of blo-chemical (and, a l s o  mechanical) technofogy i n  a g r i c u l t u r e ,  determined 

pr inc ipa l ly  by c l i m a t e  and enviornmeatal conditions, had not heen understood 

by many economists and pol icy makers. The recognition of t h i s  locational 

s p e c i f i c f t y  of technology implied t h s t  little success worlld be achieved i n  

borrowing technology from abroad or even fron other areas in a country lying 

in different gso-clinzt ic zones. 

These are important lessons t o  be drawn from the present survey of 

assessments of t h e  impact of development assistance t o  India's agriculture. 



Indian agriculture performance, p o l i c i e s ,  and prospects have b e ~ n  extensTve1y 

and Lntensively studied by many scholars ,  For our purposes only a s m a l l  

sample of t he se  studies have been reviewed. Indian a g r i c u l t u r e  is  masscve 

and complex and development assistance frm a long list of donors has been 

large on an absolute b a s i s .  

Just as i n  the i n d u s t r i e l  s ec to r ,  t h e  a g r i c u l t u r a l  sector i n  India 

received aid f r o m  a wide variety of sources. However, unlike industry, i n  

a g r i c u l t u r e  there  w a s  greater spec ia l izat fon  in t h e  aid e f f o r t  While the 

U . S .  and, to some extent, Canada provided assistance t o  a large r i b e r  of 

a g r i c u l t u r a l  programs afid p r o j e c t s  while a l s a  fk~arrcing food aad f e r t i l i z e r  

imports, development as s i s t ance  fron other c o u n t r i ~ s  was  concentrated i n  

narrow a r e a s  w i th in  agr icu l tu re .  Developme2t assistance from Aus t r a l i a ,  

New Zealand, Denmark, Switzerland, the Netherlands, and Hungary was largely 

i n  the f i e l d  of z r i i m a l  husbandry, inc1cdi;zg daiq- development arid processing 

of animal products. Develggrnent a s s i s t a n c e  from Norway, Sweden, and 

Ffnland was largely confined to Forestry and f isheries.  West Gernany made 

s i g n i f i c a n t  z o n t r i b ~ ~ t i o n  t o  area development programs, J a p a  t o  agricultural 

extensi~n, the Soviet Union ts mechanized farms. India also received 

sizeable assistance from non-official sources such as  the  Ford and Rockefel ler  

Foundations (Government sf Agricul ture ,  National Commission on Agricul ture ,  

1976: 666-67). 

The government of India has, of course, devoted substantial resources 

t o  ag r i cu l tu r e .  Yn absolute te-ms, investment funds  allocated t o  ag-.:iculture 

Zncreased over fourteen-fold f r o m  the First to the F i f t h  Plan {Sanderson and 

Roy, 1979: 13). ';he al locat ion of gouernnent resour=es has f l u c t u a t e d  



between the various p lan  periods but- the share allocate6 t o  agriculture and 

rural development never fell significantly below 25 percent. The accompany- 

ing table  able 12.6 from Sanderson and Roy p r o v i d e s  detazls orz publ ic  

sector expenditures on agriculture i n  India by f ive  year plan periods. 

Several observers have noted that since the public sector outlays on 

agriculture as a percentage of total  plan out lays  f e l l  r o  23 percect in 

the Second P l a a  from 37 percent i n  the F i r s t  P l a n ,  th i s  was one measure of 

the neglect of agriculture in the Second P l a n  relative to the First P l a n .  

However, if it is borne  in m i n d  t h a t  some of the plan outlays on agric~lture 

in che F i r s t  Plan w e r e  for completion of irrigation projects begun even before 

t h e  F i r s t  Plan, then the 37 percent figure for the F i r s t  Plan is an aberra- 

tion and a correction f o r  that aberration reveals that Second P l a n  outlays 

as a percent of t o t a l  plan outlays were not much below that f o r  the  F i r s t  

Plan. 

Table 12.7 summarizes the targets for  agricultural prodaction that 

w 2 r e  set f o r  each of the plan periods  and the achievements. &ring the 1950's 

foodgrain production grew largely as a result of increases i n  acreage, both 

in the t o t a l  area under grains and the rate 0 5  double cropping. Duxing the 

1960's and 1970's the expansion in acreage was insignificant source of 

increased output, the growth in output was achieved by y i e l d  increases. 

Since r960 i r r i g a t e d  land has g r o m  i n  relative and absolute importznce, 

Between 19.50 and 1975 the t o t a l  net irrigated area fncreased by 65  percent, 

frum 20.9 m i l l i o n  hectares to 34.5 million hectares. Over t w o - f i f t h s  of 

:hat expansion is at t r i b u r a b l e  to major public (canal) irrigation systems 

(Sanderson and Roy, 1979: 113). Also, fertilizer consumption has increased 
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dramatical ly ,  e s p e c i a l l y  since 1960. Between 1960 and 1975 fertilizer 

consumptkon, measured i n  terms of kilograms per hectare f o r  a l l  c e r e a l s ,  

grew at an average annual rate of over 16 percenr (Sanderson and Roy, 1979: 

I 3 2 ) .  

The allocation of funds t o  agriculture has been determined by the  

zgricultural and rural development strategy that India has pursued. During 

the Xrst Plan and even before  there was substantial investment i n  

irr igat ion t o  increase the productive capacity of the land, but the principal 

emphasis was on alterlng poople's motivations and attitudes towards change. 

The v i e w  h i p l i c i t l y  guiding ru-rral development polfcy was that the Indian 

farmer was a tradition-bound economically unresponsive individual who 

lacked the motivation and ability t o  efficiently uti" . ize the resources at 

his disposal. The initial approach to community developmat was abed at 

changicg the a t t i t u d e s  of the rural people toward the use of produc"  on- 

increasing t ethnology (MelLor , 1976: 26). The farmer was also seen as being 

exploited by landowners, money lenders, and traders, and this w a s  sought to 

be elimfnatted by attempts at land ref o m ,  the creatien of government-sponsored 

co-operative credit schemes, and the developmefit of a co-operative marketing 

structure (Melior, 1976: 30-8). 

Of the efforts at agrarian reform, the abol iz ion of the 'zanindariT 

s y s t e ~  was the  mosr successful (USAID/1ndia,  1982: 4 ) .  The land reforms 

of the First  Plan increased the proportion of P a d  i n  owner-operated systew 

from 40 percent to 75 percent and lowered the proportion of l and  worked 

under "undesirable" £oms of tenancy f r o m  50 'to 32 percent (USAID/India, 

1982: 4 ) .  Further attempts at  agrarian reform were cnly p a r t f  a l l y  successfrrl. 

as were attempts to reduce exploitation of peasanrs by money lenders. 



However, by the end of t h e  First Plan there were 200,000 a g r i c u l t u r a l  

co-opcratlves, 80 percent of whfch were credit societies and total. membership 

nunhered 1 3  m i l l i c q  (Mellor, 1976 : 3 4 - 5 ) .  

The first greaz and by far the most am'bitious effort to tacklr "Lhe 

tremendous task of raising the income, productivity and quality of Life of 

t h e  rural papulation was the Cornunity Development Program. It was begun 

i n  October 1952. The program w a s  a multi-purpose, braad front attack on 

every aspect of village life, including agrf culture, physical infrastructure 

such as roads and wells, education, health, co t tage  industry, the co-operative 

movement, the role and status of women, the emancipation of the "untouch- 

able" class, an2 land ref or&. The U , S .  government and the Ford Poundatfon 

pro~rided more than $300 mil l ion  f o r  the  C o m n i t y  Developmat Program 

between 1951-52 and 1960-61 (Brown, 1971: 5 ) .  

In the  Community Develeprnent Progran. +,he country w a s  divided into 

"Developsent Blocks", each consisting of roughly 100 villages w i t h  a total 

popzlat ion of around 300,000. Two new cadres of C m ~ n i t y  Development 

workers w e r e  created - the Block Development Officers and the V i l l a g e  L e v e l  

Workers. Gcvernment capital was used to finance and train the new s t a f f  

and also finance the  provision of direct: production inputs for agriculture, 

including seeds, p e s t i c i d e s ,  machinery, credit, and marketing and storage 

fac l l f t ies .  Foreign technicians were involved in the training of the new 

staff. In a re la t ively  s h o r t  period of tine over 100 training centers for 

Vil lage  Level Workers were set up. However, in m o s t  cases these training 

centers were located s o m e  distance away f r o m  the existing agricultural 

colleges and research stations and only about 15 percent of the training time 

w a s  devoted to technical ag r i cu l tu re  (5rown, 197i: 5 ) .  



Several o3servers of rhe Community Development Pr0gra.n came t o  the 

conclusion fairly early oil i n  the program t h a t  a rapid increase i n  agricul- 

tural production would not be achieved i n  a program that relied on the use 

of available agricultural technology. Dorris Brown c i tes  a r epo r t  by a 

U.S. agricultural t echnica l  study committee f o r  the U.S. Technical 

Ca-operation Plission in  1953 which quest i~nned the effectiveness of then 

known yie ld- incres ing  technology and which felt t h a t  economic incentives 

(such as crop ~ r i c e s )  were inadequate to motivate the average Indian farmer 

to produce more. The  study committee rec~mmended tha t  the Indfan government 

re-allocate some of the Cornunity Developnenf funds away f xom denlonstration- 

based extensfon ac'ivity tcwards a g r i c u l t ~ r a l  research t o  discover new 

agricultural technology. 

The implicatioris 04: t h e  r epo r t  were rejected by the Government of India 

arid by o the r  supporters of the Cammmity Development Program who felt  that 

adeqt;zte and e f fec t ive  a g r i c u l t u r a l  techno2ogy was  available bu-was not 

being used by fanners,- '/ In 1955, however, a Joint Indo-American Team on 

Agricultural Research and Education re-emphasized the need f o r  kiproved 

agricultural education and research and proposed the e s t a b l i s b e n t  of agricuf- 

tural universities in India s i m i l a r  t o  t h e  U.S. federal-state land grant 

unfversities. This proposal  w a s  accepted by the gc.7ei~ment of India m d  

Ini t iated  i n  f l v e  states in India during the Second Plan. 

By the late 1950's, India 's  focd  s i t u a t i o n  was precariczls and f m d -  

grain Thpor t s  were neressasy t o  supplement domestlc supplies.  India's 

foreign exchange p o s i t i o n  was also weak and scarce foreign exchange w a s  

being allocated to tndustrial imports. The tight foodgrain s i t u a t i o n  

coupled with sane misgivings about t h e  effectiveness of the  Conmucity Develop- 



m e n t  approach in r a i s i n g  food output led the government t o  appoint the 

NaZagarh Comitcee t o  s t c d y  the situation. The Conmittee issued its report 

in October 1958, It  reiterated t h e  v i e w  thar the  agricultural research 

prGgram was inzdequate. A t  about :he same time the government, through 

the Ford Foundation, invited an agricultursl production team from the 

U.S. t o  work ~ f t h  Indian agricultural e x p e r t s  in  developing a plan for 

agricrrlture. In 1'359 che c m i t t e e  issued its well-known Repart an India's 

Food Crisis and S t 2 p s  t o  Meet I t .  This report was accepted by the govern- 

ment which then i ~ v l t e d  a second group of agricultural exper ts  t o  suggest 

a specific "action program." The specific 10-point action program came 

to be known as the Intensive Agriculture District Program and  was formally 

adopted by the government in 1960. 

Before we turn to thq IAEP i t  is necessary t o  review some assessaents 

of the Community Developent progrm. I t  was a massive effort, bat i n  terms 

of resources, outlays on the  program were only about one-fifth of the ou"czYs 

for maj or irr igat ion works. The Indiag government ' s 1976 B a t i m a l  Commission 

on Agriculture provides an assessmeiir of t h e  Community D e v e l o p m e n t  Program 

of the 1950's. It argues t ha t  towards the middle of the Second Plan there was 

a realization among the p o l i c y  rnzkers that the (scarce) resources committed 

to the program were "being spread too thinly  over a w i d e  area and no appreci- 

able increases in production were being achizved," ( G o v e r n m e n t  of India, 

Eational Comiss ion on Agriculture, 1976: 35). The Natfonal Comission goes 

ori to add "under the C o m ~ m i t y  D e v e l o p m e n t  Program there was considerable 

mphasis on demonstration as the key element i n  agricultural extension. Thfs 

particular program has generally been d e s c r i b e d  as a failure. The reasons 

usually cited for t h i s  include inadequate organizat ion and the  i n a b i l i t y  to 

adopt a package approach to crop production," (Covernmen:: of India, National 

Commission on Agriculture, 13 76 : 4 5 ) .  



While the output and productivity gains coming out of the Community 

Develoyment Program were small? the program d i d  go a long way t o  Improve 

and uplift the vi l l age  environment. As  Gary Hunter points  out i n  h i s  

c a r e f u l  s tudy of the administration of agr icu l tu ra l  development in IndLa, 

the Ccmmu~ity De17elopment Program es tab l i shed  cer ta ln  administrative 

structures which exist even today, and the program created zn awareness 

among t h e  r u r a l  population that t h e  government, through t he  personage of 

the Village Level Worker, was a source of advice and assistance ( H u n t e r ,  

1970: 26). 

Anoth2r observer has pointed ou t  that  t h e  program activities under 

Community Development w e r e  "useful i n  bringing about a greater cohesive- 

ness i n  the vfl lage o r  cornunity structure," but s i ~ c e  scarce  financial 

resources w e r e  used t o  dea l  with znany aspec ts  of village life, and only 

limited attention was given to the improvment of ag r i cu l tu ra l  productivity, 

th f s  short-sighted v i e w  tended t o  postpone the implementation of sound long- 

range po l i c i e s  devoted t o  developing sources of "depegda5le technofogical  

o r  subs tan t ive  inputs" f o r  ag r i cu l tu re  (EToseman, 1971: 71) .  

In a 1970 revim of U.S. agricuXura1 assistance s t r a t egy  i n  India, 

Schutj er has nored that w h i l e  considerable  technical assistance and e q u i p m e n t  

for  the  Cammunity Development Program was provided by the W.S., the U . S .  

also directed considerable e f f o r t  t o  increased and more effective use of 

f e r t i l i z e r s  i n  india (Schutj er, 1970 : 3-4) . T h e  U. S. a l s o  provided technical 

as s i s t ance  for the establishment of soil testing laboratories, f o r  conducting 

cr3p response trials, and f o r  t h e  establishment of the Fertilizer Association 

of India. Much of t h e  e f f o r t  on fert5iisers was bound tg be ransuccessful 

so long as new crop ~arieties more responsive t o  chemical i n p u t s  d i d  not  



ex i s t .  While Chat is evident today, it was not so in  the early years of 

development asslstar~ce to India.  

Difficulties on the foodgrain situation i n  the ].ate 1950% led to grearer 

zttentior, t o  p r o d ~ c t i o n  performance and the 1B;nP. Schutj er has noted that 

the "concepts underlying the IADP regresent a composite of the  views of 

Indian Government officials, A I D  personnel, and t h e  mernbers of the v i s i t i n g  

(Ford Foundation) teem," (p. 6, footnote 33, parentheses added) . 
The pr2nary objectives of IADP were to  demonstrate how rapid increases 

in  production could be  achieved i n  certain areas by intensive concentrared 

efforts i n  those areas. From over 300 of India's d i s t r a c t s ,  1.5 districts, 

one -in each sta te ,  were selected for the experiment. The  criteria for 

the selection of t h e  d i s t r i c t s  were: assured rainfall and irrigation 

facilities; w e l l  orgplized and operating village institutions set in  place 

by the earlier Community Development Program; least vulnerability to natural 

hazards; and a high potential for increasing food production in a relatively 

short per iod of time. The  a i m  was to concentrate scarce resources (for 

example, fertilizers, pesticides, credit, technical, water, and farm manage- 

ment assistance, etc. ) in che more responsive, more lTkely to succeed, 

disrricts.  (The above and the next few paragraphs draw heavily on Dorris 

Brown. ) 

The IADP was assisted by the Ford Foundation, USAID,  a d  the Japanese 

Government. The Government of Tndia and the  s tate  governments provided more 

than $30 m i l l i o n  f o r  the first f ive  years of the program (Btowa 1971: 14) .  Evenson 

and Kislev, however, on the basis of state budget data conclude that un t i l  

I975 a to ta l  of about $100 m i l l 5  on had been spent. They add "It ( the  program) 



I 

cost roughly one half as much as the research a c t 5 v i t i e s  i~ India devoted to 

Znproved crop prod~rc t ion  f o r  t h e  en t i r e  country durf~g the 1960fs,':  (Evenson 

and Kislev,  1975: 1.06). 

Several assessments of IADP have been made-by the Government of India,  

and by research workers i n  Ind ia ,  the U.S., and elsewhere. The assessments 

by t h e  Government of I c d i a  have maialy t o  do with phys ica l  and administr~sive 

targets reached such as number of cooperat ive  societies formed, amount of 

c r e d i t  d isbursed,  and quant i ty  of f e r t i l i ze r  used. Most of the assesszznts 

by Indfan research workers have tended t o  examine output and g i d d  c h a ~ g e s  

in IAOP d is t r ic ts  compared to other  d i s t r i c t s .  For our purpose w e  w i l l  

b r i e f l y  examine assessments by L i p t o n  (1968)  and by B r o w n  before turning to 

A e  one by Everism and Kislev. 

Michael ~ i p t o n  ' s  asses smear of IADP i s  qualitative and somewhat polemical. 

It predates Dorris S r o m  =d Evenson and Kislev, who don't r e f e r  t o  Lipton 

even rhough L i p t  on ' s conrribut ion appeared In an important volume e n t i t l e d  

The Crisis of Indian Planning. L ip ton  questions t h e  r a t i o n a l e  behcnd IABP, 

and asserts t h a t  the  program i s  (was)  in-egalitarian because it reduced 

risk only for famers already enjoying assured wate r  supply. H e  l a 5 e l s  the  

selection of XASP areas as unsatisfactory becatlse insufficient a t t en t ion  

had been given t o  determine where the expected rate of return on the package 

of practices was the highes t .  

D. Brown's stucly covered t h e  per iod of the f i r s t  five years of TADP. 

In  a pre face  t o  his s tudy ,  S. R. Sefi calls Brown's study an "independeat 

evaluation of the IAD?." Cur ious ly ,  Sen adds that Brown was actively involved 

in the inplementatjon of the program as a consultant for seven years. While 



th i s  close association with IADP may n o t  have affected Brown's o b j e c t i v i t y  

in evaluating "Lhe program, the methodology enployed by Brom was  subsequently 

adopted by zany Indian research workers i n  t h e  f i e l d .  The Government of 

Iridfa in its awn evaluation of IADP a l s o  used the same methodological 

approach. 

Brown computed conpound annual razes of growth of area, output, and 

yield of a l l  crops fox the ten year period 1956-57 to 1965-66 i n  each d i s t r i c t  

i n  the  country.  the^, he div ided  the  sates of growtk i n  the d i s t r i c t s  durfng 

1961-62 t o  1965-66 by the growth rates achieved during the  prevfous f ive  

years and termed those  "indices of change. " His methodological approach 

i s  stated as folfoas: "If IADP has had a major impact on foodgrain crop 

o u t p ~ t  and productivity, then the ten-year growth rates and indices  of 

change calculated f o r  1kJ.P d i s t r i c t s  should ke significantly higher than zero 

and signiffcantfy different and above t h e  saae items calculated f o r  bordering 

districts and other districts in the saxe sta te ,"  (Brown, 1971: 29).  

This ca l cu la t ion  showed that only 3 of ?he 15 I&DP districts reported 

significantly higher rates of change of output and y i e l d  f o r  foodgrains during 

t h e  IADP years when compared with the previous five years. Only two IAllP 

d i s t r i c t s  reported significantly higher  changes in fondgrain output than 

did bordering -reas. The farmers in IADP d i s t r i c t s  d i d  somewhat b e t t e r  w i t h  

increased output of cash crops. However, t h e r e  was no s i g n i f i c a n t  difference 

between t h e  LADP d i s t r i c t s  and other d i s t r i c t s  i n  the increased use of inputs. 

These r e s u l t s  Led Brown t o  conclude ?hat "during t h e  Th i rd  Plan,  growth in 

output and yield per acre of foodgrain  crops fn IADP d i s t r i c t s  as a group 

w a s  n o t  significantly d i f f e r e n t  from t ha t  in the previous five years i n  the 

sar;;e d i sc r i c r , "  (Bro~a, 1971: 9 2 ) .  



Nevertheless, Brown attributed imporrant conclusions t o  the IADF exper i -  

ment. It helped demonstrate that m o s t  I nd i an  farmers operate w i t h  economic 

ratic-nality. The I;1DP experisme guided rhe development of and the dtffusio2 

of the then-new "Green Revolution" technology. Data from TADP crop f i e f d  

tests and other  special  scudies helped government polf  cy makers evaluate 

alternative p r i c e  p o l i c i e s  and Bnfluenced policies regardLng t h e  e f f i c i en t  

use  of water in crop production and the  development of irrigation resou- ~ c e s .  

The evaluation by Evenson and K i s l e v  (1975) is by far the most analytical 

eva lua t ion  of IAW. They argue that the  methodolagy employed by Brown w a s  

inappropriate and, using an a l together  d i f f e r a t  procedure, conclude that 

5 r the program induced a very s i g n i f i c z n t  increase i n  the use of modern 

factors of prodcction and hence of ag r i cu l tu ra l  production," (Eveison and 

Kis lev,  1975 : 107) . 
Evenson and KZslev argue t ha t  the rate of measured t o t a l  factor produc- 

t t v i t y  growth is detenined by t h e  appi lcat ion by producers (that is ,  farmers) 

of new eccrnorr?ical'ly ral~var,C technology afid by t h e  reducrion i n  technical 

choice errors. The rrew Cechnoiogy can originate from three sources: (1) from 

agricultural resaarc'r; specifically d i rec ted to producing technology suite-d 

t o  t h e  economic =d enviromental conditions in the district; (2) from agr icul-  

tural research d i r i x t e d  to producing technology suited to economic a d  

environmental conditions d i f fe ren t  from those of the  d i s t r i c t ,  but  supe r io r  

to existing technology in tha t  d i s t r i c t ;  and (3 )  from discovery activity by 

farmers rhemselves when they modify and adap t  new technology to fam-specific 

conditions. The improvements lead ing  t o  reduction in economic and technfcal 

choice errors can arise  fro^ t w o  sources: (I) farmers may u t i l i z e  available 

resources ir, a more cost-minrimizing manner, and ( 2 )  there may be improvements 

in factor supply e f f i c i ency ,  including supply ~f credi t ,  



In  t h e i r  view the test of the contr ibutfon of t h e  IADP program has 

to be made in terns of assr>ciating increased t o t a l  factor p r o d u c t z v i t y  w i t h  

IADP a c t i v i t i e s ,  holdfng constant the contribution of ag r i cu l ed ra i  research 

and orher technology discovery a c t i v i t y  and environmental factors, and 

c a n t r o l l i n g  f o r  the initial level of economic slack. The evaluation by D. 

Brown and by t h e  Government of India d l d  not take i n t o  account the level 

of economic slack ex i s t ing  a t  the beginzing of the program i n  1961 i n  the 

IADP and non-IADP areas. The s e l e c t i o n  of the 1,OP districts in terms of 

the criteria of relatively well--endowed water resources m d  well-functioning 

vkllaga i n s t i t u t i o n s  proba%ly implied t h a t  the selected districts had less 

economic slack than the other d i s t r i c t s ,  

Evenson and Kislev se t  up an e c a n o ~ e t r i c  estimating equation whore the 

dependent variable is district t o t a l  f a c t o r  p r o d u c t i v i t y .  The explanatory 

variables lnclude expenditures on agricultural research i n  the state in 

which the district is Located; expenditures on agricultural research outside 

t h e  s t a t e  b u t  within the same geo-cllrrLate region; the rate of change of totaf 

factor  p roduc t i v i t y  i n  the district i n  che five years p r i o r  to  IAIIP, which 

is used as a proxy measure for the level of economic slack ex i s t i ng  a t  t he  

s t a r t  of the progrsm. They a l s o  include an 'sinteraction" term t o  take i n t o  

accou~zt the fact  that  there frequent ly fs technological borrowing both within 

and ac ros s  different g e o - c i h a t i c  regions. 

The econometric estimation is made wich da ta  f o r  140 districts f o r  the 

geriod 1960-71, including 7 IADP distri.cts. Qualitatively, the state and 

regional research variables were found to be signFf i cant  cont r ibu tors  to 

the scat i s t i ca l  explmation of both  p roduc t i v i ry  change and foodgrain yields. 



The IADP effect was picked up by the coefficient of the dummy v a r i a b l e  f o r  

the  IADP d i s t r i c t s  which had 5een introduced i n  the estimating equations, and 

was positive. A l s o ,  the c o e f f i c i e ~ t  of the p r e - I D P  praductivity index was 

s i g n i f i c a n t l y  negative which impl ied  that the higher the early period 

productivity gains, the lower the econornic s l a c k  at t h e  beginning of the 

IADP program, and therefcre, the  lower the potential for t o t a l  factor 

productfvi ty  ga ins  i n  future periods.  They also exmine the i n t e r a c t i o n  

between t h e  IAEP d-y variable a d  the  a g r i c u l t u r a l  research va r i ab l e s ,  

canelude that the IADP program compleaented t h e  research inducements 

to iacrezsed yields, but substituted for reszarch in terns of the contribu- 

tion t o  t o t a l  factor productivity. 

In summary, Evenson and Kislev conclude that the IADP program induced 

significant increases in the  use of modern inputs, especially fertilizer. 

But vhen rhese increased i npu t s  are "netted outq' 2n t h e  t o t a l  f a c t o r  

productivity computations, the contribution of t h e  IADP program bec~mes  

modest. And, because d i s t r i c t s  with r e l a t i v e l y  low economic slack were 

chosen, there w a s  a relatively small  impact. The key element was that there 

was no new technology discovezy under IADP although there was  borrowing of 

technology across  districts. I n  terms of economic payoff to IkdlP, Evenson 

and Kislev argue t h a t  "the IAGP program probably had a payoff of approximately 

the sane order of nagni tude as ocher development efforts, with the glaring 

exceptfon of izvestnent i n  research, ' '  {p .  1 1 9 ) .  

Thr, cxacial f e s s o ~  that can be drawn from the IADF experience is rhat 

while  t he  u se  of modern inputs (esgec ia l ly  f e r t i l i z e r )  expanded, the payoff 

fn terms of  increased output w a s  small. The reasoe for t ha t  was that since 



no new biologica l  sources of permanent ine~me were being produced (the Indian 

agricultural research system was in i t s  infancy), the marginal productivity 

of modem inputs was bound to be s m a l l .  The increased use of fertilizer 

and other modern inputs was not t o  y i e l d  large increases in outp~??uuntil 

new seed variet ies  capable of more effectively u t i l i z i n g  new chemical nutr: - m t s  

became available. The new biological technology could not be brought i n  

from abroad because of the location s p e c i f i c i t y  of such technology. The 

a b i l i t y  t o  borrow such technology and effectively adapt i t  for use in India 

w a s  constrained by a relatively undeveloped agricultural science czpacity i n  

India. Fur ther ,  within a country also there are s ignif icant  differences i n  

soils, weather, and environmental conditions and these limit the possibilittes 

for borrowing plant material across different  geo-climate zones within a 

cow-", ry. 

Simultaneously with the IPDP program to which AID, Ford Foundation, 

and o the r  agencies made s igni f icant  contr ibut ions,  there was underway in 

India an important institution-building program which was to lay ?he founda- 

tion for  a science-based agriculture in  India. This InstitutTon buildfng 

t o  serve agriculture received substantial assistance from the U . S .  AID 

and from the Ford and Rockcfeller Foundations. The physical f a c i l i t i e s  

for agricultural research and the scientif-ic ca.pacity to produce a steady 

strean of s c i e n t i f i c  knowledge and methods a ~ p l i c a b l e  to  Indian conditions 

are an important prerequisite for  sustaining a g r i c ~ l t u r e  i n  India. 

As John MelLor arid others have poin ted  out, although India  had a long 

history of agricultural research, there was l i t t l e  cooperation, coordir,at2on, 

or even sense of prrrpase w i t h i n  +he agricultural research system.- 2' 1n a 



11 very s trikfng ef Eort sparining more than a decade," the Rockefeller Founda- 

tion, the Ford Foundat i on, t h e  V , S . government, 2nd other agencies provided 

s c i e n t i s t s  and t echnic ians ,  finaaced the f c r e ign  t tainlng of Indian 

sc ie i l t iZ ic  personnel,  = ~ d  provided the basis f o r  a growing and r igorous 

research es tabl ishment .  Yeilor characterizes the early American effort t o  

introduce a system of a g r i c u l t u r a l  u n i v e r s i t i e s  pat terned afl-zr American 

land grant  uni.uexsities as a "heavy-handed approach t o  tech=:-cal aid" which, 

fortunately, succeeded on ly  when it was properly adapted t o  Indian condi t ions  

by Indian zdnainistrators (Meilor , 1976: 225-29) . 
The Indian a g r i c u l t u r a l  research system i n  i t s  present  o rganiza t iona l  

form is of recent vintege which only underscores its rapid  progress. M. S .  

Randhawa, i n  h's highly readable  history af ths Indian Council of Agricultural. 

Research, published OR t h e  occasion of the f i f t i e t h  amiversary of the ICAR, 

notes aLd rnentiorrs individuals w h o  played a key role in the effectiveness of 

aid as s i s t ance  e f f o r r s  i n  Indfa (Randhawa, 1979). R e  singles out  t h e  

contribrxtions of Dr. Frank W. Parker ("a real f r i end  of Ind ia  with a 

passionate cmcern for i t s  people and their agr icu l turec ' ) ,  who w a s  ",he chief 

agricultural advisor i n  the U.S.  Tec.hnica1 Co-operation Missfon i n  India 

between 1953 and 1959, i n  influencing the Rockefeller ~ o ~ n d a t i o n ' s  involvement 

i n  agricultural development schemes ir. India .  Efoseman (1971) also poin ts  out 

t h a t  Parker ' s  work i n  India w a s  i n s e r m e n t a l  in changing dec is ions  on kinds 

an? quaotfties of fertilizers needed in  Ind ia  and created a base  f o r  improving 

f e r t i l i z e r  resources fn Ind ia  (Hoseman, 1971: 73) .  

In recent years most observers of the Indian agricultural research 

system characterize it as one of high ca l iber  relative to t h a t  of most other 



developing countries and even compared to that of some d e v e l o p e d  count r ies .  

For instance, Ruttan says t h a t  the sys tem in India "is clearly one of the 

half-dozen most s i g n i f i c a n t  national agriculturai research systems i n  t he  

world  in  terms of resources employed and level ~f s c i e n t i f i c  a c t i v f t y , "  

(Ruttan, 1982: 95 ) .  The ~ n d i a n  Council of Agricultural Research is  the 

naticjnal apex agency which coordinates and guides agricultural research 

and education fn the country. There are 32 c e n t r a l  research i n s t i t u t e s  

and 7 s o i l  conservat ion research and trarzlzg centers under its j u r i sd i c t ion .  

There a r e  now 2 1  agricultural u n i v e r s i t i e s ,  73 a g r i c u l t u r a l  co l l eges  

( including those a t  the  agricultural university campusesj and 21 veterinary 

colleges. S k  U.S. universities under USAID-financed contracts in the 
. . 

1960% a s s i s r e d  in  developing the teaching, research and extension prograns 

i n  Indian agricultural u n i v e r s i t i e s .  The f i r s t  ag r i cu2 tu ra l  un ive r s i t y  

starred functioning in Uttar Pradesh state i n  1960. 

Xn a very gefieral sense ,  s c i e n t i f i c  personnel a-d. capital and current 

expendie~res are the inputs  which go i n t o  the a g r i c u l t c r a l  research system. 

The output that comes ovt  of t h i s  system is the new knowledge t h a t  is created.  . 

This new Imovledge, whether it is embodied i n  new but conventionally defined 

production inpues o r  whether it serves t o  alter e x i s t i n g  input  combinations, 

m u s t  b e  treated as a production input  which affects t he  p rcduc t iv i ty  of 

agrictllture. The new knowledge is an intangible m d  cannot be measured 

d2reccfy. TWhile a proxy measure of the  new knowledge has been used by many 

authors, the  key point i s  t h a t  the new knowledge is capable of sustaining a 

higher  r a t e  of a g r i c u l t u r a l  growth. Randhawa argues t h a t  the "outstanding 

achievement (of the agricultural research estab lis'nment) is attzinment of 

se l f - suf f ic iency  i n  food hg the country," (Randhawa, 1979: iii; parenthesis 



added). Most of the increase in the production of cereals has  occurred after 

1965 and is, of course, due p r i n c i p a l l y  to  the in t roduc t ion  of the high- 

yielding varieties of wheat, rice, afid maize and t h e i r  adap t ion  t o  local 

Indian environmenral conditions. Indian agricultural s c i z n t - i s t s  "were not 

the mere r e c i p i e n t s  of this (plant) m a t e r i a l  but they improved it significantly, 

(Randhawa, 1979: preface, vi). 

The investments i n  a g r i c u l t u r a l  research i n  India have yielded very 

high returns in terms of a g r i c u l t u r a l  p r o d u c t i v i t y .  A s  Ruttan has s h a m  above 

in Chapter 10, the resulrs of a large n ~ m b e r  of s t u d i e s  of t h e  con t r i bu t i on  

of a g r i c u l t u r a l  research to product iv i ty  growth from both high and l o w  income 

coun t r i e s  i nd i ca t e  high rates of r e t u r n  to investment i n  agr icu l tu ra l  research. 

The s t u d i e s  on India also i n d i c a t e  h i g h  rates of r e t ~ r n  to investment in 

agricultural research  (Evznson and Kislev, 1975; Evenson and Jha, 1974; K a r a m  

Singh, 1974; znd Kahlon, e t  al, 1977) .  The r e s u l t s  of these studies a r e  c i t e d  -- 
in Chapter 10. 

Evenson and Kislev, Randhawa, and othe~s have a l s o  argued that one 

measure of the maturi ty  of i n s t i t u t i o ~ l s  to sustain agricultural development 

is the quality and quantity of the scientific outpu t  of the scientists i n  

the  research s y s t m .  A proxy measure of scientific o u t p u t  i s  the amber of 

books, monographs, and journal articles being produced by the  scientists. 

bndhawa provides a  l i s t  of a l l  such publ ica t ions  since 1329. U n t i l  1940 only 

1 2  bcoks or monographs had been published; between 1941. and 1950, 4 published; 

becween 1 9 5 1  and 1960, 38 publicatloris; 3etween 1961 and 1970,  76 publ ics-  

t ions;  and between 1971 and 1978, 59 publ ica t ions .  Randhawa also  points out 

that zhe publications progrm- for journals has also expanded rapidljj .  The 

ICAR now publishes aonth ly  w e l l  known journals such as the Iqdian J o u r n a l  of 



Agr i cu l t u r a l  Sciences, the Indian Journal of Animal Sciences, Indian Farming, 

Indian Hor t i cu l t u r e ,  and a Hindi language magazine czlled Khet i .  Eveason 

and Kislev show that between 1948 and 1968 the nunber of publications by 

research workers i n  India (some of whom nay have been non-Indian) grew rapidly. 

There was  a s h i f t  over t i m e  away from comerciaf crops such as sugarcane 

and cotton toward foodgrains. 

The present posi t ion  of agriculsural resezrch in India provides the 

'cundation for a relatively promising ourlook for Indian agricuitme- Foreign 

assistance played a crucial r o l e  i n  the development of the research system 

which must be one of the  greatest successes of aid ef for t  by the U.S.  

Food Pdd Impact Studies  

U. S . bilateral and mult i la teral  a id  to India for purposes of agr icu l tu ra l  

2nd i n d u s t r i a l  d e v e l ~ ~ e n t  w a s  large i n  absolute aaounts and largely uncon- 

t r o v e r s i a l .  However, food aid t o  India was, t o  say the least, the subject 

of a great amount of Inquiry a d  debate. U . S .  aid to I n d i a  in the £ o m  of 

agricultural commodities suppl i ed  under PL 480 cons t i tu ted  an important 

proportion of t o t a l  bilateral  and multilateral aid to India. 

Except during 1951-52 India d i d  no t  h p o r t  any significant amourits of food 

during her F i r s t  Plan period. Foodgrain prices w e r e  s table  during that period.  

But from the beginning of the Second Flat (1856-57 to 1969-61) India's food 

imports began to increase. The lagging a g r i c u l t u r a l  production and a grcwing 

foreign exckange crisis compelled the Government of India t o  enter  i n to  an 

agreement with the U . S .  f o r  the 11wo1-t of foodgrains. Since that first agree- 

m e n t  several other agreeillcqts a d  supplmentaries w e r e  s igned between t h e  two 

countrfes. The a g r i c u l t u r a l  co~modiries tha t  w e r e  shipped t o  India w e r e  wheat, 



rice, m a i r e ,  m i l o ,  cotton, dairy products, tobacco, and soybean o i l .  Idheat 

shipments dominated t h e  program. Between the first T i t l e  1 agreement in 

1956 arid 1978 a t o t a l  of $4.6 billion worth of agricultural commodities 

w e r e  p r o g r m e d  for I n d i a  (US, Embassy i~ I n d i a ,  1973 : 42-31. 

The n a t u r e  a d  magnitude of t he se  shipments, especially i n  the mid-1960's, 1 
and thef r impact on the developmen+ of the agrf cultural sector,  and on overall I 

economic developuiei~t of India has been the subject of numerous studi.es. The 

primary focus of studies  on t h e  iinpact of t h i s  afd has been on t h e  disincern- 

t ive  effects of food aid: do i n c r e a s e d  imports  of foodgrains result in a 

misdirection of investnent by reducfng "Lhe incent ive t o  invest t o  raise 

domestic production.  The orher focus of these s t u d i e s  addresses the question: 

does cont ro l  over the  uses of l o c a l  currency proceeds of PL 480 sales provide 

a means of influencing development policies of recipients by the U . S . ?  

As Isearnan and Singer point  out, in the discussion of the above issues 

the direct purposes of food a i d  have of ten  been overlooked (Jsenman and Singer ,  

1977 : 206). Food ald provides food far t h e  hsngry, e s p e c i a l l y  target- groups 

l i k e  children. It provides financing f o r  spec.ifrc goverment development. 

projects, both  In the rural  and o the r  sectors. Food a i d  can be used t o  b u i l d  

up food stocks which ca2 then be used to moderate price inr:reases. Focrd aid 

can be used t o  permkt recipient count r ies  t o  expand employment as in "food- 

for-work" progrms . 
Empirical studies of the effects cf PL 480 p r o g x a ~ s  have been made for 

several cowtries, i n c l u d i n g  iadividuaz cquntry studies of Ind ia ,  Xgyptr Colombia, 

and Turkey. Far India the best kno-a s t u d i e s  are those by Rath and Patwardha  

(19671, a Ph.3. thesis by Seevers a t  Fifchigan State (19681, and a study by 

Srivastava, 'Heady, Rcc_:.:<-:, and Mayel: (1975). The last  one above is the  most  



recent monograph-length study on "the effects of food a i d  progrms on develop- 

menr, producer and consumes welfare, agricultural progress, and f i sca l  structures 

in  recipient countries'' with special reference t o  India. There have also been 

numerous journal articles dealing with the b p a c t  of PL 480 on Iadfa, the most 

recent of which is the one by Isenman and Singer (1977). 

The f i rs t  to express some concern about the pos s ib l e  negative effects of 

agricultural commodity aid on the recipient countries was T. W. Schultz (1960). 

Others disagreed w i t h  h i m  by either denying that thera  was any productloa 

responsiveness to changes in prfce or that, even i f  there w a s  such respmsive- 

ness, it would be small (Rogers, eta, 1972). 

Manr <1967j developed an econometric model to measure the price and pra- 

d u c t i o ~  effects of PL 480 i2posts on the Indian economy. His model consisted 

of a s u ~ p l y  equation, a demand equation, an income-generatian equation, a 

commercfal import equation, a withdrawal-from-stocks equation, and a market 

clearing ident i ty .  As estimated that an increase i n  per capita imports of 

cereals undrtr PL 480 of one pound resulted in a 0.54 percent drop in wholesale 

cereal prices in rhe sane yezr and a decline i n  output in  the second year of 

about 0 . 5  pollslds of cereals per capita. OuLput tended to rise in later years 

so that the depressing impact on output was reduced t o  about 0 . 3  pounds per 

c a p i t 2  in the long run. 1fmn qeasured only ~ h e  direct impact of PL 480 

imports; the indirect impact via the effect of readily avaflable food on 

planners' attitude to agriculture was not estimated. 

S h o r t l y  after Xann's s f  udy , Streeten and H i l l  examined the  PL 480 issue 

(2968). They d i d  not attempt t o  estimate an econometric model but r e l i e d  on 

a "commonsense" approach. They argued Chat t h e  growing s i z e  of U.S. food ship- 

rnents was e n t i r e l y  contrary to U.S. aid philosophy since it undermined Indian 



self-reliance and "'India's determination t o  tackle i t s  agricultural problem 

seriously" (Streeten and Rill, 1968: 3 4 2 1 ,  Though weather played a r o l e  in the 

weak performance of agriculture, at  l e a s t  i n  1967 I n d i a  had not hit upon a 

cornbinazicn of p o f i c l e s  t o  ensure a h i g h  and sustained rate of growth in 

agriculture. Thsy a l so  argue tha t  during India's T h i r d  Plan funds a r i s i n g  

from PL 480 aid financed over 10 percent of public developmental outlays. 

S i n c e  the Indian government was  aware of the dangers in excessive d e f i c i t  

financing and high taxes, the government had an i n t e r e s t  i n  large PL 480 

grain i m p o r t s  and sales to raise funds to finance its p1ar.s (Streeten arid Hill, 

On t h e  question whether 1:. S. commodity a i d  may have had a direct bpact 

on agricultural product ioc  v i a  its effect ~n farmer incentives , Streeten and 

Hill argue2 that t h e  evidence linking PL 480 imports and lower levels of 

ce rea l  production is "strong but c ircumstant ial .  " Writing i n  1968, they came 

to the conclusion thaz sf zeable food a i d  to India would continue, but that  

food afd should b~ used t o  s tockp i l e  cerea ls .  

The second major econometric s tudy of the Tmpact of PL 480 on agricultural 

pr ices  i n  India is the  one by Srfvastava, e t  al (1975;. This s tudy covered -- 
essentially the  sane ground as t h e  Mann study referred t o  above ar,d the study 

by Rogers, Srtvastava,  and Heady (1972). Srivastava, et -- al, b u i l t  a multi- 

equation econometric model similar t o  that of Maran, except  that they include 

an add5 tional equation t o  separate  cereal purchases an t h e  open market from 

those i n  the government-run concess ional  market at  subsidized prices. Their 

conclusions are s t a t e d  as fol lows:  "Each kilogram of PL 480 cereals is 

estimated t o  have depressed production of cereals by 0.027841 kg., so f o r  each 

450,480 metr ic  tons of imports, prsductfon was depressed bp 12,600 tons over a 

14-year per iod ,  wi th  t h e  majar impact coming as a r e s u l t  of the first and 



second round of price changes. Comparing our estimates of m u l t i p l f e r s  with 

Manrr's, t h e  ccmuiative impact of d i s2 r ibu t ion  through a differentiated market 

is about one-tenth the impact w i t h  a non-different ia ted market" (Srfvastava, et -- - 
1975: 50). The policy implication of this is t h a t  the negat ive  impact of PL 480 fm- 

p o r t s  on domestic p r i c e s  and supply can b e  significantly reduced i f  the commodities 

are d i s t r i b u t e d  i n  the r e c i p i e n t  economy i n  a igay that creates new demand 

rather than substituting f o r  existing demand. The government-run "fair price 

shops" provided f o r  increased consumption amounting t o  93 percent of t h e  

amount imported. Since imports were d i s t r f b u t  ed through t h e  g o v e m e n t  shops 

at prices lower than open market prices, Srivastava, et  al, argues that 

consumer w e l f  zze w a s  increased due t o  the increased consumption. Further, the 

d i s t r i b u t i o n  of PL 480 grain "has depressed domestic prices in the open market 

by only 0.02 percent" (Srivastava, e t  al, 1975: 51). -- 
One f u r t h e r  i n t e r e s t i n g  finding of the  authors may be noted because it is 

important to appreciate the ixter-regional variability i n  the availability of 

food. Begfnning fn t h e  late 1950's and con t inuhg  since then,  the country was 

I divided into food zones and rnovment of grain across zones was restricted. 

The idea Sehind this institutional  arrangement w a s  t o  enablethe government t o  

I 1  procure" excess foodgrains from surp lus  zones and d i s t r i b u t e  them i n  the  d e f i c i t  

zones through the fair price shops. But s i n c e  government procurements fell 

fa r  s h o r t  of t h e  d i s t r i b u t i o n  requirements, FL 480 cerea ls  were used t o  change 

t h e  d i s r r i b u t i o n  o f  cereals between t h e  s t a t e s .  Srfvastava, et ax, f i n d s  tha t  -- 

"the release of PL 480 food aid through the fair price ~ h a p s  has improved the 

interregional d i s t r i b u t i o n  of cerea ls  i n  India" (Srivastava, e t  al, 1975: 54).  -- 
I s e n m a n  and Singer (1977)  eschew an econometric model fornulation i n  

favor of a commonsense view on t h e  impact of food aid .  Between 1957 and 1971 



large quantities of food a f d  (mainly in t h e  form of wheat) were ~ y s v i d e d  to 

Indfa.  Xsenian and Singer f i n d  rha t  i n  only 3 years of the  food aid period, 

1960/61 to l962/63, did the r e l a t i ve  price of foc%l f a i l  below that in t h e  

reference or  benchmark years of 1955156 to 1957/5$: In analyzing the impact 

of these changes in prices on yields, they conclude "there is surgrisingly 

l i t t l e  evidence of any systematic detr imental  effect on y ie lds"  of the reduc- 

rion in t h e  relative price of foodgrains (Isenam and Singer, 1977:  234) .  

Qufte apart from these impacts on prices and y i e l d s ,  food aid played an 

kmportanr role in providing resources to the governrcent. Isenman =d Singer 

argue that  food a i d  provided resources equal to 10 percent or m o r e  of gross 

investment IJ t h e  Indian economy in t h e  firs? half of the 1960's.  Earlier, 

Streeten and B i l l  had argued rhat "during the T h i r d  Plan funds ar i s ing  from PL 

480 aid financed over 10 percent of public dei-elopmental outlay. PI, 480 a i d  

acrounced for 56 percent of the external assistance t o  public outlay. Because 

of the dangers of too much d e f i c i t  financing and of the unpopulari ty 05 h2gher 

taxes, t h2  Xndfan government has had an interest in making PL 480 tmports 

a d  sales as large as poss ib l e  to raise funds t o  finance its plans" (Streeten 

and H i l l ,  1968: 3 4 3 )  .l/ A t  a time whea the  government ' s  investment ef for t  

was increasing rapidly and non- agri  cultural output was increasing, the avail- 

a b i l i t y  of food aid  was a restraining force on wage growth and of f se t  the  rksk 

that the investment pragram would  worsen the food situation in the inevitable 

years of l o w  r a i n f a l l  (Isenman and Singer, 1977: 235-36).  

The gist of t h e  above arguments is  that t h e  basic developmental strategy 

of the I n d i a -  government in the Second and T h i r d  Plans,  with its emphasis on 

import-substituting i ndus t r i a f i za t lon ,  particularly heavy fndus t ry  , was sgpported 

by the food aid which India  received. Such food a i d  enabled t h e  government 



"to maintain large subsidized food distribution programs w h i l e ,  in the eyes of 

many analysts, not ade.quacely addressing some b a s i c  quest  ions of foodgrain 

production and d i s t r i bu t ion"  (Isenam and Singer, 1977: 213). On the other  

hand, if food a i d  were not available, the basic developmental strategy of the 

government would likely not have changed.. 



12.5 Some Conclusions 

At the time of independence India was a desperately poor country,  

one of the  poorest i n  t h e  w o r l d .  After more than  30 years, India remains 

a poor country and i s ,  as Krishna has characterized i t ,  "a case of stuated, 

sub-optimal growth, burdened as i t  i s  w i t h  the world's  largest single 

mass of poverty and unemployment" (Krishna, 1980: 78). The existence of 

t h i s  poverty even af2es large amounts of aid had been received by Iad2a 

apparently led at l e a s t  one observer  t o  conclude that ''much of the a-id 

recefved by underdevelcped count r ies ,  notably India, ... has not served 

naterially to improve the income-earning capacity of those countries . . ," 
(Bauer, 1971: 108). That is  an inc red ib l e  s ta tement ,  i r r e s p e c t i v e  of whether 

it is due t o  a complete misreading of the Tndim experience o r  due t o  an 

incomplete apprec ia t ion  of the economic developinent process.  However, that 

statement was made i n  1 9 7 1  and it i s  highly uz l ike iy  t h c t  a statement l i k e  

that  w o u l d  be made now, more than one decade later. 

While Ind ia  r e ~ a i n s  a poor country, in many respects India is a hfghly 

developed country x l t h  substantial physical  infrascructuse and production 

capacity in "basict' industries and strong educational,  reseerch, andl Einan- 

cfal i n s t i t u t i o n s .  A w i d e  range of c a ~ i t a l  goods i s  now be<- -rgduced i n  

India. Educational and research institutions and personnel .z 2": fields of 

agrlcuf tural science, medicine, and genera l  e n g i n e e r k g  are .! high cuality. 

Foreign a i d  has played a key role i n  the  development of t h s  . -xfrastr l c tu re  

and t h e  i n sE i tu t i ons  necessary f o r  economic growth. 

The conclusion that emerges from =alyzing the Indian case  -, , re- 

confirmation that  economic development is a ccrfiplex and continuous process.  

The c r ea t i on  of phys i ca l  i n f r a s t r u c t u r e  i s  neither a necessary nor a suf f i c ien t  



condition f o r  economic advancemsnt . The complementarity between physical 

c a p f t a l  and institutions ad human capital, cannot be Zgnored. Further, 

these physical. conditions cannot: generate r a p  id  growth i f  the macroeconomic 

pol icy  e n ~ i r o r m ~ t  is such t h a t  private i n i t i a t i v e s  f o r  capftal formation 

and r i s k  taking are dulled by pervasive cont ro ls  an prfvate c a p i t a l  formation. 

An overall. assessment of the impact of a i d  can only be made i n  conjunction 

wi th  an assessaent of the macroeconomic policfes of the aid receiving 

country. Industrial licensing and cont ro ls  took hold during Ind ia ' s  

Second P l a n  and were e f f e c t i v e  de te r ren t s  to t h e  i a f l o v  of private foreign 

capi ta l .  The inward-looking i n d u s t r i a l i z a t i o n  strategy of India was 

detrinental to the overall growth of the economy and resulted i n  a less 

than optimal impact of the inflow of foreign resources i n t o  India.  Govern- 

ment policy also thwarted the emergence of a s t rong  p r h a t e  capital marker 

in India. The grawth of private capital markets and the mobi l i z a t i on  of 

private c a p i t a l  sre important f o r  development and a i d  agencies have an 

important r o l e  t o  play i n  t h e  development of these  term finance i n s t i t u t i o n s .  

9ur review of economic assistacce for agric~lture and rural developmemt 

s ~ g g e s t s  strongly that massive inveslhnents i n  t h e  rural i n f r a s t r u c t u r e  of 

irrigation, poxer, roads, and communications was  f a i r l y  easily accomplished. 

Bur these izvestmerts could nor have yielded high returns u n t i l  the comple- 

mentary investments i n  education and research had been undertaken. Bio- 

chemical and, t o  a l e s s e r  extent, mechanical technology fn ag r i cu l tu re  is 

highly locat ion spec i f i c  arid aid resources f a r  t h e  t r a n s f e r  of technology 

and f e r t i l i z e r s  w a s  bound t c  be ineffective. The increased use of fertilizers 

and other nodern inputs  w a s  not t o  y i e l d  large increases in output u n t i l  

new seed v a r i e t  f es capable of more effectively utilizing new chemical nutri- 

ezts became available. Similarly, massive investments d i rec ted  t o  changing 



peoplesf attitudes and motivations were ineffective so long as inadequate 

attention was paid to the development of new sources of income and economic 

incentives provided f o r  the users of these new inputs, Poor people in 

pocr countries have the same motivation to improve their (and their 

children's) economic well-being as people elsewhere and they will be 

quick to adopt new techniques if t h e  private returns to them of doing so 

are high enough. 

A2d resources for a g r i c u l t u r a l  research and education was spectacularly 

successful because it w a s  properly adapted t o  Indian conditions by Indfan 

administrators. Here again the success which s e e m s  apparent nox was not so 

appsrent a decade or so ago, Institutions to serve agriculture are necessar- 

i l y  f r ag i l e  and a continuing commftment to these institutions is necessary. 

In summary, the resources and the knowledge necessary to eradicate 

poverty no= exist and future economic perfcmance will depend more on Indian 

in ternal  and external ecor,mic p o l i c i e s  than on anything else. 



Footnotes 

Apparently, this ep i sode  was t he  beginning of a lively debate in the agricu 
tural economics and economic developmenr: f i e l d s  on whether poor farmers 
in poor countries are rational, profit maximizing, zind efficient entre- 
preneurs who use the Tesources at their disposal in t h e  most efficient 
manner. These famers remain poor because they do not have access to 
new income producing investment opportunTties, and not because they ax2 
utlresponsive t o  economic incenti~.~es. T . W. Schultz has been the most 
eloquent proponent: of the paos-hut-ef f icient hypothesf s . A vast If t erature 
was spawned i n  I ~ d f a  and elsewhere m the supply response of traditional 
farmers. Most economists naw share at l eas t  this kspect of the Schultz 
Y Iew . 
The Imperial Agricultural Research Institute had been founded at Pusa, 
a vi l lage  in the northern part of the s ta te  of Bthar, in 1905. Lord 
Curzor, then Viceroy of India, had just ~ ~ i t n e s s e d  the terrible famine 
of 18~9-1900, and. was convinced tha t  urgenr a t tent ion had t o  b e  given t o  
a g r i c u l t u r e .  Xe pursuaded h i s  American friend, a Renry Phipps from 
Chicago, to donate L30,000 f o r  the establishment of a research fnst i tute  
at Pusa- The physicai fac i l l t ics  at Pusa were destroyed in an earthquake 
i r i  1934 after which the i~stitute moved to N e w  Delhi. After independence, 
the IirrperiaL Ins t i t u t e  became the Indian Institute. 

Isenman and Singer cite a stu&y by Shenoy (1974) who provides data showing 
that PL 480 aid financed 10 percent of total gross investment during the 
Third P l a n  period when corputed at the official exchange r a t e ,  but 15 
percent when co:qputed at the Hong Rong "free market" exchange rate. 
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ASSISTANCE TO KOREA 
, , 

Of the case studies undertaken in this survey, South Korea represents 

the most successful in terns of her overall development, and simultaneously 

illustrates the extreme dffficulty involved in attempting (especial ly  

during the a l d  process itself) to assess the influence of aid donors on 

the macroeconcamis pol ic ies  of the a i d  recipient. 

Because of the uniqueness of the Ko~san experience and the lessons 

that are involved for the assessment of aid generally, t h i s  case study 

focuses heavily on the aid experience during t h e  years 1953 t o  1965. These 
' 

w e r e  the years during which aid was an extremely important factor Tn the 

South Korean economy and the  years during xhich the South Korean economy , . 

w a s  t ransformed from a dependent, relatively slowiy-growing economy ~ 5 t h  

numerous distortions i n t o  the  most r a p i d l y  growing economy in the entire 

world.  Section 13.1 provides a brief outline of the economy's structure 

and growth during the years under review, and also bricgs the reader quickly 

up to date as to later developments. Section 13.2 covers the aid relationship 

during that period,  and the lessons that may be learned about the macro- 

ecommlc role of aid in the developnent process. Section 93.3 covers t he  

relationship between trade and afd in t h e  Korean economy during the years 

under review. Section 13.4 finally, covers assistance to agricultural 

and rural development. 



Economic Growth i n  South Korea 

Korea w a s  a Japanese colony u n t i l  1945 when i t  was l i b e r a t e d  by the . . 

Al l i ed  m i l i t a r y  forces .  The upheaval assoc ia ted  w i t h  t h e  end of co lon ia l  

status was economically d i f f i c u l t .  The rate of i n f l a t i o n  p r i o r  t o  t he  
. . 

Japanese withdrawal w a s  Tn excess of 100 percent a month. Most businesses 

were Japanese-owned. Normal trading t ies were disrupted.  In t h e  Korean 

case, these d i f f i c u l t i e s  w e r e  re inforced  by partition of the Korean 

peninsula. South Korea was the predominantly a g r i c u l t u r a l  p a r t  of the 

country. Tt had r e l i z d  heavi ly  on the no r th  f o r  supplies of e l e c t r i c  power 

and many manufactured goods. 

Reconstruction e f f o r t s  dominated the 1945-1950 period. These included 

a d i s t r i b u t i o n  of land which l e f t  a r e l a t i v e l y  e g a l i t a r i a n  distribution 

with in  the r u r a l  sector. Major resources w s r e  devoted t o  developing the 

Korean educarional system. During the Japanese period all education had 

been in the Japanese language. Few Koreans had been educated beyond high 

school level. These t w o  referms represented an importact bas is  f o r  later 

growth, The American m i l i t a r y  government and 'ECA were .instrumental in 

accomplishing both the land and the educat ional  reforms. 

By 1948-49 the South Korean economy w a s  beginning t o  revive, due i n  

large p a r t  t o  t h e  r e l a t i v e l y  sizable flows of a i d  under t he  military 

governneat (until 1948) and by the U.3. Economic Cooperation Ahinis txat ion 

(ECA) a f t e r  the founding of the Korean Republic in 1948. 

By 1949,  there was a major debate with in  the  American administration 

and Congress over the future of South Korea and of American assistance to 

that country, Although assistance was continued, it was at a sabstaatially 

lower level than had been recommended by ECA. While the aebate was s t i l l  

unresolved in the late spring of 1950, North Korean forces invaded South 



Korea and the Korean w a r  began. Under Uniced Nations auspices, the United 

Stares and other m i l i t a r y  forces  joined the South Koreans in fighting the 

North Koreans. Although there was  massive assistance to South Korea during 

the war years (unti l  19531, most of i t  was devoted to military equipment 

and to s u p p l i e s ,  including food,  essential to the war effort, 

A t  the  end of the Korean War in  August 1953, the  Korean economy was 

even more devastated than it  had been in 1945,  Most of the progress that 

bad Seen made between 19G5 and 1950 had been undone, In addit ion,  the 

infrastructure of the econsuxy--roads, ports, schools--had been severely 

damaged. 

The Korean War also left some other legacies which proved damagtng 

to the Korean economy in the following years. Among these w e r e  a high rate 

of inflation, Inflationary pressure was associated with both (a) the strains 

that had been put upon donesticallp available goods when the demand for them 

swelled under pressures of war and (b) the purchasing power of the foreign 

military forces while supplies dwindled because of the war. Associated 

with a high rate of i n f l a t i o n  (which was i n  excess of 50 percent  i n  1953 

t o  1.957) was an elaborate system of exchange control and multiple exchange 

rates. 

During the Korean war, the American government had natura l ly  wished 

to enab le  their forces sewing in South Korea to buy goods and services  

locally. To dc so, it was necessarj t o  purchase Korean currency from the 

Karean gevernment. Negotiations over the exchange rate at  which these  

purchases would be made in the  context of rapid inflation, conbined with 

the Korean exchange cont ro l  system which was  necessarily p a r t l y  undem3aed 

by the emergence of a black market, resulted very quickly i n  a multiple 

exchange rate system. Because the Korean government wanted to maximize 



t h e  foreign exchange it would reeefve i n  r e t u r n  f o r  l o c a l  currency provided I 

I 
f o r  American and other U.N. t roops,  it was naturally reluctant to devalue 

the  currency. That re luctance,  coupled with a high rate of i n f l a t i o n ,  led 

to a severely overvalued exchange rate, which in  turn necessitated quantita- 

tive controls over most fore ign  exchange traasactions. 

The reconsrruction period in South Korea after 1953 starzed wtth an 

extreme macroeconomic imbalance. The imbalance was partly offset during I 
the 1950s by sizable inflows of American a fd  (see Section 13.2) .  Three 

structural features were particularly inportant  for the dramatic difference 

in the Korean economy during ?he 1950s and the 1960s. 

The Korean economy, l i k e  that of most developing countries, was pre- 

dcmicantly agricultural in the 1950s. Mason, Kim, et al., estimate that 

44 percent of GNP originated in agriculture in 1953-55, with only 13.6 

percent in industry.v Even for the 1960-62 period, agriculture accounted 

for 39.9 percent-of GhT and industry (including construction and utilities) 

only 18.2 percent of GqP. Hence, while there was some change in the 

relattvr i~portance of primary and aecondaxy industry,  structural, transfoma- 
I 

tion w a s  relatively slow during the 1950s. 

Second, private consumption accounted for 88 percent of GNP in the 

1953-55 per iod ,  while investment accounted f o r  only 11.2 percent of GNF. 

The average domestic savings rate is estimated to have been only 2.9 percent I 
of GNP. Foreign ssvings (primarily aid--see Section 13.2 accounted for 8 . 3  

percent of G W .  This was almost three-quarters of investable resources. 



Table 52). Hureoves, t h e  s i tua t ion  was relatively unchanged by 1960: 

f o r e i g ~  savf:ag accounted for 78 percent of total .  savTng, and g-ross invest- 

ment r e p r e s e n t e d  about  10 percent of G P ,  

Thi rd ly ,  due to %he importance of forei~: a i d  as a source of investible 

resources, impor ts  accounted for  16-12 percent of mTP throughout the  1950%, 

while e x p o r t s  r e p r e s e n t e d  between 1.8 azld 3 .5  percent of FX?, and their share 

gas not growing. 

This re la t ively  stagnant structure a d  dependence on aid for financing 

i m p o r t s  was reflected in  a variety of ways. F i r s t ,  despf t e  the  o p p o r t u n i t i e s  

f o r  rapid growrh that a postwar reconstruction period always presents, Korean 

economic growth during t h e  1953-61) period was relatively s l o w  (Table13.1) .  

Secondly,  foreign exchange d i f f i c u l t i e s ,  which a r o s e  from the  continued reluc- 

tance of the  authorities t o  devalue t he  currency i n  the  f a c e  of r ap id  infla- 

tFon and t h e  desire of the government t o  increase its a i d  r e c e i p t s ,  l e d  tc 

t h e  continuation of the complex system of multiple exchange rates and s t r in -  

gent iiiport l icensing.  The inef f icf e n c i e s  associated with the f orefgn exchange 

shortage itself, the n u l t i p l e  exchange r a t e  system, and the inevitable 

corruption that surrounded its administration were certainly responsible for 

t h e  diversion of resources from the export sec to r  and t h e  consequent failure 

of resources from the a p o r t  sector and the consequent f a i l u r e  o f  export 

earnings t o  grow s i g n i f i c z n t l y .  In  turn, the pull of r e sources  into import- 

competing sectors resulting from ths s i z a b l e  margin of domestic aver f o r e i g n  

p r i c e s  was accompanied by pronounced inefficisncies.  These phenomena were, of 

course, a large p a r t  of the explanation of the re la t ive ly  slow growth 

referred to above arid documented i n  Table 13.1, 

StaTting in the late 195OVs, a series of p o l i c y  reforms was undertaken. 

A first: s tep  was a general tightentag of macroeconomic po l i c i e s  - monetary 



Table 13.1 Annual Rates of Growth a5 Re&; GNF Corilponents 
1954 C G  1.460 

Services 
h 

Exuorts 

Source: Mason, Kim, 2t al (1980), The Economic and Socfal Maderniza- -- 
t i o n  of the Republlc of Korea (Cambridge: Earvard University 
Pre s s ) :  Table 12. 



i~ a pronounced slowdown in the rate of i n f l a t i o n  - from an average rate 

of 36 percent for the 1953-57 period to 3.5 percent  f o r  the years 1958 

to 1900 (Mason and Rim, 1980, Table 19). 

The second s t e p  came a f t e r  t h e  revolution cznd the insrallatisr, of a 

m i l i t a r y  government in May, 1960. There w a s  a rnasstve devaluation and a 

unif ica t ion of the exchange rate system. Ths purchasing-power-parity 

effect ive  exchange rate f o r  Korean exports,  which w a s  223.8 in 1955, rose 

to 319.6 in 1960. This r e p r e s e n t ~ d  a massive 42 percent increase in real 

receipts per dollar of cmiodf  t i  es exported. And it probably represented 

a much greater increase pgr  d o l l a r  of value added in export product ion.  

The exchange rate reform acconpanied by the 5nsta l la t ion  of addit ional  

and f i s ca l  - in 1958 in response to a reduction in af d levels. This  ~ e s u l t e d  

expa r t  incentives, i n c l u d i n g  ex7art subsidies, access to s u b s i d i z e d  credit, 

and  rfghts to import goods without p a p e n t  nf dury. 

gespite t he  fac t  t ha t  the new goverpment was r,ot i n i ' i i a l l y  a b l e  to 

conrain the rate  of i n f l a t f a n ,  it na in t ahed  the  export incent-ives through 

chm-ges in the subsidy rates betwen format devaluations. Throughout t h e  

1860's and i n t o  t h e  early 19707s, eqjcrters couI.6 b e  assured that, regard- 

less of the rate of domestic inf l .a t ion,  the real r e tu rn  on the i r  exports 

would be protected. 

The export drive %hich began In the 1960's w a s  cent.raL to t5e en t i r e  

set of pol icy  reforms. After h i s  zlectiion i n  1960, eresfdent Park was 

almost single-raicdedly comi t t ed  t o  economic growth. The initial success 

05 the export-oriented dr ive  led h i m ,  and t h e  enrise goverrneor , to assc- 

ciate the  achievements with the success of the export dr ive .  

Before t u rn ing  to measures of the degree of success, some aeher p o l i c y  

measures s h m l d  b e  noted .  I? 1 9 6 4 ,  budgetary refoi-s were undertaken, which 



substmtia13y reduced t h e  government's budget deficit. The deficit, which 

i~~nnu;rti~d t o  about 5.2 pcrccnf of r:NP in 1962 was dokn t o  0.6 percent of 

C:NP by 1965. This, and the  c r e d i t  refonns discussed belaw,  resulted in a 

markedly l ~ w e r  rate of inflation than had earlier been experienced. The 

average r a t e  of price increase was around 10 percent annually in the l a t e  

2 1 1960's in cttntrast w i t h  a rate of about 20 percent in the 1960-64 period.- 

Conbined w i t h  budgetary reform w e r e  'interest rr;ite reforms. Prior t o  

1964 in te res t  rates charged on loans w e r e  subject t o  ceilings set by the 

government. Naturally, t he re  was excess -leinand f o r  c r e d i t  a t  thsse sub- 

sTd-kzed interest rates (although there was also a very active curb market 

a t  much higher r a t e s  of interest), and t h e  government was a key factor i n  

influencing banks i n  their allocation of credit. The govemnent's a b i l i t y  

t o  steer credi t  had Seen an important i n s t r m e n t  i n  encouragkg exports. 

Although conditions after 1964 cannot be described as beiog a fully 

free market, the rate of interest pa id  t o  domestic savers was increased 

substant ia l ly ,  and the lending rate of the banks rose markedly. This, 

comhined w i t h  trhe substantial reduction in t h e  rate of inflation, signiff- 

cantly raised rhe c o s t  of credit t o  5orrowers, and greatly reduced the 

3 / s ~ b s i d y  elment in loans from t h e  banking system.- 

These, then, were the major ref o m s .  In a survey such as t h i s ,  it fs 

necessary t o  pass over many m o r e  m i r i o r  actions that were undertaken almost 

conrinuously which p e r m i t t e d  the efficiency of the economy to grow rapidly. 

There was a l i b e r a l i z a t i o n  of t he  import  system. Customs and  other  Fro- 

cedures surrounding export =d import regula t ions  a d  entfrlernents w e r e  

streamlined. The govermaent i t s e l f  was a major actor in the transformation 

a it sought to keep t he  capacity of ports, comaunications, and transport 



equa l  t o  the rapid increase i n  volume. Perhaps most significantly, govern- 

ment a c t i v i t y  i n  t h e  economic sphere was ahos t  single mindedly devoted t o  

facilitating t h e  export drive which was seen as t h e  hallmark of Korea's 

dynamic economy. 

Some indicators of the .t.,ransfarmation are given iii Table 1 3 . 2 .  A s  

can b e  s e e n ,  t h e  first few years of the export drive were only i n  hind- 

s i g h t  "successful". Real GNP growth during the early 3 6 0 ' s  was not 

significantly different  t h a ~  i t  had been i n  the late  1950's. The only real 

change that was a p p a r e n t  w a s  i n  the ra te  of export growth. To be sure, 

t h e  government was somewhat unlucky i n  the weather. Both 1960 and 1962 

were poor crop years, +ich adversely affected the overa l l  rate of economic 

growth. By 1964, howevsr, success was beginning to be apparent.  The only 

question i n  mcst observers1 minds wa:. how long such a r a p i d  rate of  economic 

growth could be sus t a ined .  It w a s  s u s t a i n e 6  over a per iod of more -than 

15 years, resulting in a complete transformation of the s t r u c t u r e  and 

performance of the Korean economy. 

From one of the poorest  countries i n  the late 19501s, as measured by 

p e r  capita  income, Korea became one of t h e  r i ches t .  The sha re  of a g r i c u l t u r e  

i n  GNP f e l l  from 37 t o  1 6  percent  ( d e s p i t e  the  fact  t h a t  agricultural output 

g r e w  a t  the  very sa t i s fac to ry  r a t e  of 4.4 p e r c e n t  annually i n  t h e  1960's) 

over tho  1960 to 1980 period. The share of i n d u s t r y  rose from 20 t o  4 1  

percent  ( w i t h  t h a t  of manufacturing rising f rom 14 to 28 percent). Even 

more s t r i k i n g  w a s  that  the ratio of gross domestf c lnvestnent in GNP rose 

fram IP percent in 1960 to 31 percent in 1980, while exports rose f r a m  3 

t o  37 percent  of GNP. 



Table 13.2 Indicatars of Korean G r o w t h  During the 1960's 
(merage annual rate of grcwth) 

P rimary 
Year Sector Zndus trl Services Exports GTJP - 

Source: Mason, Kim, et a1 (1980), The Economic and Socfal Modernization 
of the Republic of Korea (Cambridge: Harvard University Press); 
T a b l e  12. 



I By any standard the Korean story i s  one of success - t o  a degree that 

had previously been regarded as unattainable* Korea bas few natural  resources. 

Its economy was  a f f e c t e d  by t h e o i l  price increase and camodity price boom 

of 1973-4 to a greater extent than x o s t  othzr  capmtries. The government 

nonetheless managed to p d s s  on the  price increases, encourage domestic con- 

servation, respond with new export acttvities (such as construction in 

the Middle East), and sustafn the rncmentuq 3f economic growth. The rate  of 

growth of real GDP in South Korea is estimated t o  have been 8,6 percent  i n  

the 1950's and 9.5 percent 22 the 1330's. Although t h e  economy is currently 

facing soae severe d i f  iculties (Largely as a consequence of the f a f l u r e  to 

maintain the real exchange rate  and the real interest rate d ~ r i r r g  the late 

1960's, combined w i t h  a premature d e c i s i o ~  to develop heavy i a d u s t r y ) ,  t h e  

lessons for aid originate f n  the remarkable change in Korean economic policies 

and economic perfornance between the 1950's zad t h e  1 9 6 0 r s ,  and the r o l e  

played by U . S .  a i d  in the process. That is the subjec t  of Secticn 13.2. 



13.2 The Role  of A i d  i n  Korean Economic Growth 

Tables 13.3,  13.4. and 13.5 provide  an overview of the r o l e  

4i' played by fo re ign  a s s i s t a n c e  and U.S. assistance i n  Korea.- Foreign assis- 

tance was most important i n  the 1 9 5 0 ' ~ ~  and diminished I n  importance there- 

after. During the 1950-s assisted imports accounted f o r  69 percenE of t o t a l  

imports ,  =d about 77 percent  of all savings (with foreign savings i n  

total accounting f o r  88 percent  of all savings). The period of Korean 

g r m t h  was one of a gradual  reduct ion of t h e  importance of aid (which made 

the returns from increasing domestic savings less than they would have 

otherwise been). 

Once t h e  Korean po ten t i a l  fo r  r a p i d  growth had been amply demonstrated, 

Korea was able t o  obtain fore ign r e sources  on the private international 

capital market, and thus t o  enhance her growth rate by forefgn borrowing. 

Even in the 1465-74 p e r i o d ,  foreign borrowing accounted for 42 pe rcen t  of 

gross fixed capital formation, although capital formation as a percent of 

GNP had risen from 10.5 percent in the 1953-62 period t o  22.7 pe rcen t  of 

GNP over the 1965-74 period.  Thus, once the transformation to rapPd growth 

was w e l l  under way, South Korea c r x l d  r e l y  on the  external  cap i t a l  market 

for additi~nal resources so that profitable I n ~ e s t m e n t  o p p o r t u n i t i e s  could 

b e  exploited beyond those fznancable with domest ic  savings. 

There are two irnporrant questions on which the South Korean experience 

sheds  soiw I f g h t ,  The first i s  whether, i n  the light of manifestly ill- 

advised domestic p o l i c i e s ,  fcreign donors can contribute fn any manner 

conducive to economic development. The second is the role of foreign 

donors i n  the dialogue.  Since fo re ign  donors cannot have a r o l e  unless  

9 they are i n  f a c t  contributing a i d ,  the  second ques t ion m u s t  be discussed 

first here. 



Table 13 .3  -- RatXas of Aid  Impoirts and 
N e t  Foreign Saving to GEP, 
Tota l  Imports, and Fixed 
Capi ta l  Formation, 

.- ---- 
1953-62 1963-64 1965-74 

-- 
Ratios to GNP of: 

Total imports 11.7 15.1 26.7 
Fixed capital formation 10.5 12.7 22.7 
Foreign savings 9.1 9.6 9.5 

Aid imports 8.1 6.5 4.4 

ltatios to Totd Imports of: 

Fnreign savings 78 64 36 
Aid iwparts 69 41 17 

Ratios to Fixed Capital Formation oE 

88 75 Foreign savings 42 
Aid imports 

. 
77 5 1 

..-a 

20 

Source: Derived from Tables 43 and 44. 

Source: Mason, Kim, et al (1980), The Economic -- 
and Social Modernization of t 'ha Republic - 
o f  Korea (Cambridge: Harvard University -- 
Press) : 185. 



Table 3 Md-FinancedTrnports 
Relative to Tatzl  
Imports 
($ U.S. and % of 
t o t a l  imports) 

,.I id-Financed .F.vprr:s 
",...A- - ... .-- .. "" 

'l-'>tiii -.. U.S .  Share --- 
Granta Jdoanc ~ r a n t ~  Loan . . -- .-- ---- - .- 

Iota:  impvrts Amr. %; frltnt. %. Amt. % 1 .  % 
--,-. -- .- 

i953  345 201 58 171 50 
1953 233 149 62 132 54 
1955 341 233 68 215 63 
1956 356 320 83 304 79 
I957 43 2 374 85 - 369 83 

1958 378 311 82 314 83 
1959 304 211 69 220 ?2  

1960 343 232 6 8  245 71 
1961. 3lE 197 62 199 63 
1352 422 219 52 232. 55 
1963 560 233 42 . 216 39 
1963 404 143 33 25- 6 149 37 25 6 
2965 463 135 29 2 0 131 28 2 0 
1966 716 148 21 50 7 103 14 47 7 
1967 996 152 I S  80 8 97 10 38 4 
1968 1,463 168 12 90 6 106 7 70 5 
1969 1,824 1 5 5  9 169 9 107 6 71 4 
1970 1,954 187 9 101 5 6.2 4 51 3 
1371 2,394 125 5 193 8 51 2 31 1 
1972 2,522 66 3 342 14 5 0 194 8 

1973 4,240 23 1 2 2 4  5 2 0 123 3 
I974 6,851 30 0 186 3 1 0 2 0 -  0 
1975 7,274 37 348 5 

.- -. 

Notes: 'L?'o::rl g:.lnr :+id inc!udrs j ~ ~ ~ n ' s r  grltrri funds from 1565 on. 
bL!,~. g;inr .,id inzlridcs ccchnizol assisr:incc cosrs Irx aLlrilciutl to comrnodity imports. 

tunn aid includes Iorns from iritcrnacional organizations and public bilateral loans. 

Source: Mason, Kim, -- et a]. (1980) , The Economic and 
Social Modernization oL the Republic of 
Korea (Cambridge: Harvard University Press): 206. 



, . 
Table  13.5 Relationships of Foreign Savings, Foreign Aid,  Imports, 

aid Fixed Capi ta l  Formation to GNP. I 

Average 
1953-1962 10.5 

---- - - - .- - ,- . . . - - - - - . - 
Pe t:cerr t of Fisc tl 

Pe rren t of GAfP - -  +- --.-- - .-------- Capital Forn:atioiz 
Fixed Capital Foteip ;lid Forcig.1 ~i id 

Formation Imports Sa vin.q;' 1 3 : ~ o r t s ~  Saving 1n:ports 
- -2- .- - - - - -- ---- 

1953 7.2 9.7 7.7 5.7 1 07 7 9  
1954 9.1 7.3 6 2 4.4 6 8 38 

Average 
1963-1965 - 13.4 

I 

Source: Mason, Kim, -- et al (19&0), The  Economic and Social K~dernization 
of the  Republic of Korea (Cambridge: Rarvard University Press): 207. 

1955 10.1 9.8 8.2 6.7 82 66 
'1956 10.3 13.1 11.7 10.9 113 106 
1957 10.6 12.0 10.5 10.2 99 ' 96 
1958 10.1 10.7 8.7 8.8 86 87 
1959 10.9 10.1 7.5 7 -0 59 64 
1960 10.5 12.6 9.3 8.6 86 ' SO 
1961 11.6 14.8 9.5 9.0 82 7 8 
1962 3 3.5 16.9 11.7 9.5 84 5 8 



For purposes of what can be learned about the ability of foreign 

donors to influence domestic policy i n  the aid process, the South Korean 

example is an extremely tnteresting one. During the 19501s, when the 

United States was a major donor of aid, there was a continuous dialogue 

between the American and the Korean authorities over appropriate levels 

of a id  and the policy choices that the South Korean government was making. 

The American negotiators fully recognized,  and repeatedly pointed out, 

the difficulties associated with the excess-demand, multiple-exchange 

rate, inner-oriented policies that the Korean government was following. 

There i s  Xittle doubt that, in certain respects, the negotiators gained 

concessions from the Korean government ( w i t h  respect, f o r  example, to 

devaluing the Won and making some efforts to raise tax revenue or lower 

expenditures). 

However, The overall strategy of the Rhee government was t o  maximize 

the gap between domestic resources and expenditures that a i d  would f i l l  

(Cole and Lyman, 1971). Because the United States was p o l i t i c a l l y  committed 

t o  the maintenance of the South Korean government, the bargaining power 

inherent in  the American position was re la t ive ly  weak. 

Thus, an observer ,  as of 1958 or 1959,  might have concluded w i t h  some 

justification that American a i d  po l i c i e s  were erroneous because the Korean 

government was following inappropriate economic policies. This inter- 

pretation seems t o  have some further support in  that the policy reforms that 

were undertaken in 1960 seem t o  have originated Largely f n  a consensus among 

The Korean intelligentsia that changes were necessary i f  the country was t o  

have any reasonable fstrure- B u t  the  discunsion w i t h i n  Korea was certainly 



fu r the red  and to some extent stimula.ted by t h e  fact that the UrAted S t a t e s  

had, as a policy decis ion,  announced that a i d  levels could not be expected 

to increase and wotrld, indeed, gradually decline. Given Korea's dependence 

on raw material imports, t h a t  prospect threw i n t o  sharp relief the  proposi- 

tion that only sustained growth of export earnings would permit rising 

levels of Imports, ahich were obviously a necessary condit5on for further 

growth of the economy. 

Monetheless, those facts alone do not prove that the aid donors, 

and especially the United States, had no influence on the policy changes 

that permitted South Korea's success. Indeed, there are several considera- 

tions that point in the other direction. First and foremost, there is 

the undebatable conclusion that aid had, in the immediate recovery period 

(to 1956), been absolutely essential to the maintenance of the Korean 

economy. Given conditions in 1953,  the South Korean economy could not, 

without assistance, have recovered sufficiently to undertake the necessary 

policy reforms - or, for that matter, to have achieved very much even if 

those reforms had been undertaken. 

Secondly, there is a major important, but unanswerable, question as 

to the degree to which the American po l i cy  dialogue in  the 1950's influenced 

the thinking of Korea~ pol icy makers. There i s  substantial evfdence that 

economists at the American aid mission were involved in the discussions 

leading to the s tabi l izat ion program of 1958-59 which, as seen above, was 

a predecessor of the major reforms of 1960-64. Moreover, U.S. assistance 

had financed the training of many Koreans in the Untted States. Their 

influence in the discussion is unknown. 

Indeed, it is extremely difficult in any situation to document or 

measure the ways in which ideas are transmitted. It was cer ta in ly  the case 



that  it w a s  internal. K o r e a  p o l i t i c a l  d i s c u s s i ~ n  in silnport ct' pc>lfcy 

changes t h a t  w a s  the  immediate impulse f o r  change. But it dsles not follow 

that  earlier discussions had had no effect. The importance of the policy 

dialogue i s  further supported by the f a c t  that i n  the early 1960's American 

economists associated with a i d  were intimately involved in  later stages of 

the dialogue and policy reform. Certainly, the budget and credit reforms 

of 3-964 were worked act with the collaboration of American economists 

financed by USAID (Mason, Klm, -- et al, (1989) : 330). Later rarif f l ibera l iza-  

t ion w a s  accmpanied by the same sort of collaboration between Korean 

policy inakers and consultanzs provided by USAID. 

It thus seems impossible to  reach a firm conclusion on the degree t o  

which donor Influence contr ibuted to  the policy reforms. Tt seems unargua'tsle 

that there was some influence, and t h a t  forces favoring reforms were 

strengthened by U . S .  aid. Whether the reforms would in  m y  event have been 

undertaken in the absence of American pressures i s  more problematic. The 

safest conclusions are: (1) that  herican aid in the 1950's did not reduce 

the p r o b a b i l i t y  tha t  po l icy  reforms would be undertaken; (2) given the 

political interest  of the United States fn  S ~ u t h  Kor2a, i t  i.5 remarkable 

that the American authorities took as strong a posit ion as they d i d  w i t h  

regard to  Korea's econom;ic policies; (3)  there was s ~ r e l g  some donor 

inflrrence on the intellectual armsphere that prevailed when a po l l t fca l  

consensus was f inal ly  reached; ( 4 )  a contemporary observer could not, from 

the vantage point of 1958 or 1959, have perceived any influence of American 

aid on Korean policies; and (5) the fact  that American afd officials already 

had experience i n ,  and understood some aspects of, the Korean econorqy placed 

then i n  a uniquely favorable position to assist in the continuation and 



furtherance of the policy reforms. While i t  would be purely specdative 

to  attempt to analyze what might have been the fate of the refoms i n  the 

absence of significant external support, the donor presence was certainly 

a positive factor i n  influencing their success. Without prior experlonce 

Zn the Korean economy, it i s  doubtful whether that influence could have 

been as constructively employed. 

Given, then, that there does appea.r to be a basis f o r  believing that 

donor influence was of some significance in affecting the reforms when 

they were finally undertaken, there remains the question of the valuc of 

assistance during the 1950's. As already indicaeed, the period 1953-5.5 

can surely be regarded as one during which assistance had % very hfgh  mar- 

gical product. It is almost unimaginable that political and economic 

s t a b i l i t y  could have been maintained in the absence of concessional 

assfstance in those vears when Korea was regarded as completely uncredit- 

worthy i n  the private capital markets. 

The real question, therefore, centers uTEn the product of aid air ing 

the 1950-60 period. Undoub~edly, some cf it had a very low return. A i d  

financing of imports l e d  to distortions of various kinds. However, there 

wib$ cons idera5 le investment in infrastructure cf varf ous kinds (see M a s e ~  .,, 

Kim, -- e t  al (1980) for detai ls  and Section 1 3 . 4 )  which was undoubtedly of 

value In paving the  way f o r  t h e  success of t h e  export-oriented drivz-,  

This was cer ta in ly  t r u e  of the educational reforms and assistance to 

educat io~ rmder U.S. auspices i n  the 1940 's  and 1950's. Ail 

observers of Korea's phenomenal performance point to the  availability 

of a l i te ra te  labor force as having been an important prerequisite for the 

degree 20 which Korea could capitalize on the  policy reforms. Likewise, 

in the early f960's, the rate at which the Korean economy could grow was 



constrained by the availability of essent ia l  infrastructure - power, rail- 

road ar,d port capacity, 2nd the like. lJhile some of the infrastructural 

investments of the 1950's may initially have been lest than optimally 

empfoycd, the irifrzstruct-ure cerra$nly permitted a more rapid acceleration 

o f  growth than would otherwise have been p o s s i b l e  in the early 1960's. 

If  there i s  a conclusion that might be drawn from this, it may be to 

suggest that infrastructural projects wf-ich enhance the potentially produc- 

tlve resources available to society are proDrr7~1y a w i s e r  form of a i d  when 

governgents are undertaking ill-advised economic p o l i c i e s  than is program 

support. But even this conclusion must be qualif ied.  The policy dialogue 

in  Korea i n  the 1350's centered around t k  level of program lending to 

support the import program, and not around indivfdual  p r o j e c t s .  Whether 

the s a m e  intangible influence on the climate of opinion could have been 

r e a l l z e d  under project-only lending i s  certainly a2 open question. 

Possfbly, i n  the absence of further evidence, the safest policy prescrtption 

for a donor confront5d with a potential recipient xhose domestic economic 

po l i c i e s  are suspect 2 s  to have a r e l a t i ~ ~ e l y  higher proportion of project 

a i d  than for recipients whose domestic policies are deened csnduc2ve to 

growth. 
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13.3 Trade and Aid i n  Korea 

Korea's successful  experience during the 1960's and 1970's i s  so  

intricately kinked to  the trade sector that much of the relationship 

between trade  and a i d  has been discussed already.  Certainly, ehe major 

factors retarding Korean growth i n  the  1950's were the excess demand 

associated with overall budgerary and monetary policy and the exchange .con- 

t r o l  regime which provided the wrong signals for resource allocation within 

the domestic economy. 

For the 1955-63 and the 1963-75 periods, the fraction of output 

growth attr ibuta3le t o  export expansion, import substitution and domestic 

demand expansion has Seen calculated by Mason, Kim, -- et a1 (19801, Table 

29).  According t o  their estimates import substitution accounted for about . 

26 percent of manufacturing output expansion 5n the earlier period, and 

7 percent i n  the later period. By c o n t r a s t ,  expcrt expansion accounted 

for about 9 percent of (slower) growth i n  t h e  f omer period and 39 percent 

i n  the  latter. These results sre confirmed by every other  indicator of 

~orea ' s  economic performance : within tradables, and especially w i t h i n  . t h e  . 

manufacturing sector,  resources were allocated in  radically dif fetent 

directions i n  the import-substitution years than they w e r e  under the export 

promotion strategy. 

In the former period, fore ign  assistance really substituted for foreign 

exchange earnings - especially when it was In the f o m  of program afd. As 

such, i t  could not contribute as s ignif icant ly  t o  development prospects as 

would have been t h e  case had more appropriate p o l i c i e s  been i n  place. In 

the latter period, foreign assistance ( to  an ever decreasing degree) and 



subsequently foreign borrowing permitted the Koreans to take advantage of 

highly p r o f i t a b l e  p ro jec t s  sooner than would otherwise have been zhe case. 

While it therefore  permitted a higher r a t e  of investment than would other- 

wise have been poss ib le ,  givsn the domestic savings r a t e ,  it d i d  s o  in  a 

highly productive manner. 

Some of the Korean investments financed through a i d  i n  the 1950's - 
espec ia l ly  i n  the import substitution s e c t o r s  such as cement - hsd very 

l o w  r a t e s  of re turn .  The lesson f o r  a i d  t h a t  der ives  from t h i s  is t h a t  

one cannot divorce s e c t o r a l  a s s i s t ance  programs even if they are 

administered under pro j ect  lending, f ram overall macroeconomic policy 

considerations. As is  d i scussed  i n  Chapter 8 of t h i s  survey, 

it is v i t a l l y  h p o r t a n t  tha t  the assessment of ind iv idual  p ro jec t s  be 

undertaken only i n  the context  of appropsiare est imates  of the international 

p r i c e s  (as contrasted w i t h  the domestic prices) of outputs of various 

alternative proj  ects . 
Another important lesson concerns the  re la t ionship  of trade, concessional 

. , 
a i d ,  and p r iva te  capital flows. In  the early s tages  of development, countr ies  . . 

a r e  unable t o  borrow comercla l ly ,  both because t h i s  general capacity t o  

generate foreign exchange earnings is l imired and because the highly 

productive investments - in education, roads and por ts ,  have long ges ta t ion  

periods and cannot readily be financed by user charges. In that stage, 

concessional assistance may be the  only way t o  permrit the groundwork f o r  

l a t e r  development. Later ,  however, once growth i s  centered upon the 

t radeableseceors  of the economy, a country's a b i l i t y  t o  borrow commercially 

increases and concessional aid no longer can contribute as much t o  the 

development process .  



13.4 Agr icu l ture  and Rural Development 

U.S.  a s s i s t a n c e  to agriculture and r u r a l  development i n  Korea has taken 

several forns .  I n i t i a l l y ,  i t  w a s  d i r ec t ed  t o  t he  needs of reconstruct ion.  

It provided food a t  a time when domestic production could not  m e e t  the  

populat ion 's  needs. The U . S .  helped ca r ry  out land reform. It provided 

capital and expertise t o  r ebu i ld  damaged i n f r a s t ruc tu re .  It also provided 

financial support  t o  import essential a g r i c u l t u r a l  irrputs such as f e r t i l i z e r .  

A s  the Korean ec:onomy improved, U.S. assistance shifted from reconstruction 

t o  development. U . S .  as s i s t ance  helped t o  finance the development of a 

domestic fertilizer indus t ry .  It provided money t o  reclaim and improve 

land, t o  t r a i n  people, t o  expand research and extension and marketing , , 

. - 

and c r e d i t  activfties and to proc;ote pub l i c  health. This sec t ion  on 

a g r i c u l t u r e  and r u r a l  development i n  Korea w i l l  discuss land reform, 

l a ~ d  development, ruraf incomes, transportatlon, cu r ren t  inputs, utilTtfes, 

research  an3 extension,  marketing and credit, hea l th  and education. 

During the perfod when Korea was a Japanese colony (1910 la 1945) 

Japan invested heavi ly  i n  Korea i n  an attempt t o  create i n  Korea a source 

of food and manufactured goods for the Japanese homeland. The Japanese 

invested i n  i r r i g a t i o n ,  and i n  research t o  breed higher-yielding cold 

resistant r i c e  v a r i e t i e s ,  and they also intraduced chemical fertilizers 

(Steinberg,  1980: 14).  They a l s o  developed an agricultural extension ser- 

vice that was  viewed as part of the coercive adminis t ra t ive  machinery by 

the Korean farmers. By the l a t e  1930's r i c ?  yields in Korea averaged 

above 2 metric tons  (rough rice) psr hectare - a l e v e l  t h a t  has yet to  

be achieved i n  many areas i n  Southeast Asia. A combination of administra- 

tive and market p o l i c i e s  were employed by the colonial government to 
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sustain the export of rice to Japan. Thus, w h i l e  Korean rice production 

grew rapidly, per capita consumption of p o l i s h e d  rice in  Korea. declined 

from 111.5 kg to 80.2  kg (Steinberg, 1980: 14). 

Ey the end of the Korean War, agricultural production had been hadly 

di srupted .  Much of the infrastructure was inoperable. A heavy influx of 

refugees f r o m  the North had put enormous pressure on an already strained 

. . food s i t u a t i o n .  The divisfon of Korea meant a loss for South Korea of 

heavy ind~stry, major c o d  deposits, and almost a l l  power capaciry   ole, 

Lyman, 1971: 18). 

The Rhee government (1947-1960) had as objectives the rebuilding of 

infrastructure and industrial capacity, maintaining a strong mil i tary  and 

imprwing private consumption levels w i t h i n  the limits of domestic produc- 

tion and available foreign assistance (Cole, Lyman, 1971: 164) .  The Rhee 

government sought t o  maximize aid. Agricultural production was deliberately 

understated (Cole, Lyman, 1971: 79). The program for development favored 

ths urban sector aver the rural sector. Large shipments of P.L. 480 grains 

allowed the government to  set p r i c e s  below world  market l e v e l s ,  and below 

production cos t s ,  without worrying about a drop in the level of production. 

When the Park government came to power in  1961 i t  f e l t  impelled to 

adopt a more positive approach to  agricultural development. Low interest 

agricultural c r e d i t  was expanded and the government offered to take over 

high interest loans taken on by farmers i n  bad years t o  relieve them of 

excessive 2e3t (Cole, Lyman, 1971:  39 ) .  In the  e l e c t i o n  of 1971,  however, 

Park barely beat his opponent, largely because his rural support had eroded, 

The Park government responded by taking an even m o r e  a c t i v e  role i n  support 

of agricultural and rural development. 



The New Cornunity Maveme.nt (Sae-maul qndong - which h e r e a f t e r  w i l l  

be denoted as NCM) w a s  an attempt in the early 70's t o  improve rural 

condi t ions  through s e l f  help and government gran t s  and encouragement. 

Its beginning coinc ides  w i t h  an excess of ceznent production in 1971 which 

led to the donation of 300 bags of cement t o  each v i l l a g e  in t h e  country 

for community projecrs (Steinberg, 1980: 17). Roads, br idges ,  and community 

meeting places w e r e  b u i f t .  Thatch roofs were replaced with cement tiles 

and hedges around houses w e r e  replaced with cement walls (Park, 1982: 40). 

Village roads were improved and conditions were genera l ly  upgraded. Moral 

suasion was used in villages ro assure complete p a r t i c i p a t i o n  and v i l lages  

were encouraged t o  compete w-ith one another f o r  approval. Along with NCM 

came a change i n  government pricing pol icy  which w i l l  be discussed i n  the 

s e c t i o n  on r u r a l  incomes. 

LmD  FORM 

Between 1945 and 1952 the Government of Korea uadertook, w i t h  rmjor 

technical and economic as s i s t ance  from the U . S . ,  a major land r e f o r m  

program. A s  a r e s u l t  of this reform, the number of families that owned 

a31 the land they farmed rose dramtic~lly. In 1945, 48.4% of farmers 

e i t h e r  owned or  partially owned t he  land they farmed. A f t e r  the reform 

t h i s  number rose to above 90% (Ban, Moon, Perkins, 1980: 285-6). Land 

reform was facilitated by the fact that there was  a lack of class unity- 

among the landlords .  Land which ha6 been Japanese rever ted  t o  Korean owner- 

ship after World War IT. %any of  the large  Korean landlords had been closely 

associated w i t h  the Japanese colonial regime and consequently w e z ~  i n  no 

position to oppose redistribution. 



There is considerable debate over the short-term effects of land 

redistribution and reform but there seems to be a concensus that long-term 

effects have been positive. Perhaps the most positive e f f e z t  has bden 

political. Redistribution of land has been successful i n  diffusing whac 

is often a major source of fr ic t ion  in rural areas - landlord/tenant 
tension. While there are some farmers who are better o f f  than others and 

some who benefit more from government p o l i c i e s  o r  improved techniques, 

rural income i n  Korea is distributed fairly equitably. Rural incoaes are 

correlated w i t h  farm sizes but the farm size has remafned relatively 

small. In the  future t h i s  m y  change. Young Koreans have been migrating 

to t3e cities,  leaving old men and women t o  run the farms. Steinberg 

anticipates that land omershlp wfII become concentrated and that the 

lznd cultivated under rental arrangements will r l s e  (Ste inberg ,  Morrow, 

f almes, Dong-il, 1980: D-5). 

Land Development 

U.S. AID also played a major roPe in land and water resource develop- 

ment in  South Korea. In the early 60 ' s  the Korean government promoted a 

land development program which aimed at adding 15% more agricultural land 

to the country by reclamation of h i l l s i d e s  and tideland areas and 5y making 

irrigation and other improvements on existing farmlands (Cole and Lynan, 

"The increasing demand for fruits and other crops at this t i m e ,  
in addition 20 PL 480 support for the land reclamation program, 
provided strong incentives for accelerating the expanslsn of 
cultivated upland. From I960 to  1968 the total cultivated land 
area increased at a compound rate of 1.68 percent per year. Since 
1968 the area of both cultivated upland and paddy have been declin- 
ing a t  rates of 0.98 percent and 0.37 percent per year f r o m  1968 
to 1973 respectively. This indicates that additional cultivated 
land brought about by yeclamation was not enough to compenszte 
for that converted fo r  urban development, industrial sites and 
highway construction (ban, Monn, Perkins, 1980: 51-53). (See 
Table 28, Ban, Moon, Perkins, 1980 : 81). 



The land reclamation p r o j e c t  was a l a b o r  intensive pro jec t ,  supported 

by over 100,000 metric tons of U . S .  agricultural products  p e r  year. 

It employed hundreds of thousands r u r a l  workers. The newly developed 

land was dlvided atilong those who had developed it o r  among those whose 

land holdings were below a c e r t a i n  level (Cole and Lyman, 1971:  91). 

P.L. 480 surplus food served a s  payment in kind t o  r u r a l  workers engaged 

i n  land reclamation and other a g r i c u i t u r a l  p r o j e c t s .  "Of 350,179 tons  

of w h a t  f l o u r  provided under PL 480-Title I1 in 1964 through 1966, f o r  

example, over 110,000 tons went t o  upland development and t ide land  r e c l a m -  

a '  In a d d i t i o n  to PL 480 s q J p o r t ,  l o c a l  farmers weye required  t o  

c o n t r i b u t e  l abor  and tool inputs equivalent  to 30 t o  60 percent  of t h e  t o t a l  

reclamation investment (Ban, Moon, Perkins ,  1980: 80). 

PI, 480 a z s i s t a n c e  Ear new land development ended in 1967. It i s  no t  

entirely c l e a r  why this program lasted only about f i v e  years. AID was 

critical of the Korean governm;.,ntts f a i l u r e  t o  develop an adequate land use 

and development policy and recommended that f u t u r e  a s s i s t a n c e  be l imi ted  

tc advisory services (Ban, Moon, Perkins, 1980: 83). I r  was d i f f i c u l t  t o  

decfde who should get t h e  improved land. It was unclear whether the food- 

for-xark programs actually had any long-term benefits t o  the workers. 

The programs often provide short-term employment and food for t h e  l a b o r e r s  

bu t  often the  long-term benefits accrue t o  land owners. There w a s  a l s o  

some i n d i c a t i o n  t h a t  some of t h e  improved land w a s  not p a r t i c u l a r l y  produc- 

tive. 

A I D  has a l s o  been heavi ly  involve2 i n  i r r i g a t i o n  development i n  Korea. 

Table 13.6 below shows the expansiofi of i r r i g a t i o n  i n  Korea over the years .  

Although much of the investment was funded by AXE, project design and imple- 

mentation were largely Korean (Steinberg,  Morrow, Falmer, Dong-11, 1980: 



Table 13.6. The Expansion of Irrigation of 
Paddy Fields (1.000 hectares) 

Irrigated ~A'on-IrtQa ted - 
Benefited 

by C o ~ l e  tely 
Total Paddy Irrigation Irrigofed Pi? rticlly Rdn 

Acreage Association Arec Irrigated Rcdd - 

Source : B a n ,  Moon, Perkins (1980) , Rural 
Development (Cambridge, Harvard University 
Pxess) : 95. 

i-iii). The main lesson seems to be that the project was successful 

because it was designed by Koreans to meet their specific needs 

(Steinberg, Morrow, Palmer, Dong-il, 1980: 12-1.4; Chapter 10). 

RURAL INCOMES 

The past World War I1 land reform 5s regarded as perhaps  he most 

important factor accountkg for the relatively equitable distribution of 

income in Korea. Korean reform involved much more expropriation than 

compensation. Compensatfon was often made in the form of bonds whlch 

soon became almost worthless (Ban, Moon, Perkins, 1980: 287). By 1957 an 

estimated 1.5 million farriers had acquired some 2.5 million acres of land 

on whfch they had formerly been tenants or fam workers - a11 but the 

largest and w e l l  connected land owners were pauperized (Aqua, 1974: 17). 



t he  1950's than they were i n  t h e  1930's (Ban, Moon, Perkins ,  1980: 301). 

I Throughout t he  Rhee period, the government used g r a i n  p r i c e  manipula- 

t ion t o  provide cheap food for the c i t f e s  C~abke  13.7). PL 489 imports 

w e r e  large (Table 13.8).. According to Steinberg, in no year d i d  the govern- 

ment purchase p r i ce  equal  the cost  of production aad i n  six of the 13 years 

the  purchase price was less than S O X  of the price of imported rice (Stein- 

bergr Morrow, Palmer, Dong-11, 1980: F-2). After Park took over the 

. . 

government, grain procurement prices were set with the objec t ive  of cov3r- 

ing productio~z costs - but they were still usually below the price of 

imported rice (Steinberg, Morrow, Palmer,  Dong-il, 1980: F-2). See Table 

13.7 f o r  a comparison of purchase prices and market p r i c e s  versus  cos t  f o r  

the  production of rice 1948-1975. 

In the  early 1970's t h e  Korean government changed its pricfng policy. 

It was no longer getting free P.L. 480 gra in  from, the U . S .  and grain imports 

became a p o t e n t i a l  dra in  on foreign exchange. The 1971 election demonstrated 

to Park t h a t  his r u r a l  constituency was eroding and something had to be 

done. In 1969,  the Korean government i n s t i t u t e d  a two price r ice  and barley 

pricing system where they would pay re la t ively  high nrices to the famers 

but- would also subsidize urban grain pr i ces .  As farmers' incomes rose 

and the urban gra in  prices  were kept  down, the costs of these sabsidzes  

were carried as an ove rd ra f t  on t h e  central bank which increased the money 

supply and thus  fue l ed  i n f l a t i o n  (Steinberg, Morrow, Pel.mer, Dong--ll, 1980 : 

F-3) , 

The change in grain price p ~ l i c y ,  along ~ 5 t h  general  improvements in 

ru r a l  conditions and urban demand f o r  food and rural l abor ,  c r ea t ed  favor- 

able conditions for ru ra l  laborers in the 70 ' s .  According to the government 
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TabPe 13.7. Government Purchase Prices and Market 
Prices versus Cost of Production for 
Rice, 1948-1375 

(wgn per 80 kg) 

Rrrshare Cost of 8iCxrbcta 
Price Prodtrc tion Price AfB AIC 

Ycor IA) fBd (CI fi) {%I 

1948 2.47 3.72 7.10 66.3 34.8 
1949 2.67 6.71 13.21 39.9 20.2 
1950 16.10 15.88 52.30 103.6 31.4 
1951 65.37 n.a. 157.50 - 41.5 
1952 200.62 329.09 447.50 61.0 44.5 
1953 200.62 330.54 350.00 60.6 57.3 . . .  - ...- 
1954 308.33 330.91 j81.00 93.2 53.1 
1955 300.56 838.44 962.00 46.6 40.1 
1955 1,059.00 i,134.00 1,391.00 93.4 66.6 
1957 1,059.00 1,384.00 1,311.00 76.5 - 80.8 
1958 1,059.00 1,297.00 1,157.00 81.6 91.5 
1959 1.059.00 1,300.00 1,368.00 81.4 77.4 
196 0 1,054.00 1,313.00 1,687.00 80.7 62.8 
195 1 1,550.00 1,377.00 3.7G8.00 112.6 87.7 
1952 1,650.00 1,422.00 2,801.00 116.3 58.9 
1963 2,060.00 1,373.00 3,470.00 149.7 59.4 
1964 2,967.00 3,936.30 3,324.60 153.3 89.3 
1955 ' 3,150.00 2,672.00 3,419.00 117.9 92.3. 
lSGG 3.306.00 2,495.00 3.750.00 132.5 S8.2 

1967 3,590.00 2,735.00 4,289.00 131.2 83.7 
1968 4.250.00 3.403.00 5,140.00 123.4 81.7 
1959 5,150.00 3,555.00 5,784.00 144.5 89.0 
1970 7.000.00 4,642-00 7,153.00 150.8 97.9 
1971 8,750.00 4,682.00 9.844.00 186.9 88.9 
1972 9,888-00 6.115.00 9,728.00 161.7 101.6 
1973 11,377.00 6,575.00 12,175.00 173.0 93.4 
1974 15,760.00 7,949.05 17,821.00 198,O 88.4 
1975 19,500.00 - 

Ko:r: a ~ ~ ~ c m b c r - ~ a n u a r y  average priccs. 

Source: 3an, Moon, Perkins  (1980), Rural Development 
(Cambridge : Harvard University Press) : 240. 



1.8-31. 

Table 13.8. 
. -. -- . - The PZ 480 Role in Agricaltural Imports 

($ U. S. millions) 

Total Zbtal PL 480 TotuZ 
Crrrin PI. 480 Cruk Cotton 

Year bnports Aid Imports Imports 

1955 6 -4 - - 20.1 

1956 32.2 33.0 20.0 25.0 
1957 84.3 45.5 33.0 26.9 
1958 51.1 47.9 46.9 31.7 
1959 , 17.5 11.4 4.3 30.8 
1960 20.6 14.9 14.2 28.6 
1961 n.a. 44.9 22.6 n.a. 
1962 40-1 67.3 34-4 31.2 
1963 . 107.2 96.8 62,6 38.2 
1964 60.8 61.0 28.0 37.3 
f 965 54-4 59.5 29-7 40.8 
1966 61.3.. 38.0 11-2 42.8 
1967 76.4' 44.4 7-9 49.3 
1968 129.3 55.9 27.3 49.1 
1969 250.3 74.8 31.6 52.0 
1970 244.8 6 1.7 33.0 62.7 
1971 304.0 33.7 18.0 84.2 
1972 282.7 - 85.5 - 
1973 - - 112.4 - -- 444.1 

Source: Ban, Moon and Perkins  (1980), Rural Development <Cambridge: 
Harvard 'Jniversity Press) : 30. 



in 2976, the annual income of rural households surpassed that of urban 

households (Kihl, 1979: 135). According to South Korea's M-inistry of 

Agriculture and Forestry, farm income per household has grown 2.5 times 

between 1965 and 1971. Aqua, after adjusting for inflation, claims that 

in fact the real gain between 1960 and 1971 has been about 45.5% (Aqua, 

1974: 28). In 1971 rural households were paying higher prices for food 

purchases (about 6% more) than urban households although they paid somewhat 

less for housing and clothing (Aqua, 1974: 28). Steinberg found in his 

project report on irrigation that all rural residents believed that their 

standard of l i v lng  would be higher in the cities (Steinberg, Morrow, Palmer, 

Dong-il, 1980: D-4), and that few farmers would like to see their children 

become farmers (Steinberg, Morrow, Palmer, Dong-il, 1980: E-5). 

"The booming prosperity and industrialization of rhe urban areas and 

the rap id  growth of the Korean econony created unusually favorable condi- 

tions for the growth in both agriculture and ffshlng," (Brandt, Cheong, 

1982: 4 6 ) .  Inproved transportation has increased access to markets and 

enhanced land values for some farmers. The denand for labor in the urban 

industrial areas due to the improved manufacturing sector has caused many 

to leave rural areas in search of better opportunities. Today there is an 

actual shortage of agricultural labor in South Korea (Brandt, Cheong, 

1982 : 38-39). 

Agriculture has declined s ignff ican- iy  as a percent of national income 

and as a source of e q l o y m e n t .  According to the U . N . ,  South Korea has 

exhibited one of the largest urbaz-rural growth differentials in terms of rn 
migration in the years between 1950 and 1970. In 1915, 3.1% of Koreans 

lived in urban areas of 20,000 or more. By 1940, 16.0% of Koreans lived 

in urban areas of 20,000 or more. In 1955, 24.5% lived in urban areas 
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I 
of 50,000 or more and by 1975 48.4% l ived in  urban areas of 50,000 or 

I 
more (Kihl, 1979: 153). 

I 

! TransportaCion 
! 
I 

IJ-S. AID took an early interest in transportation i n  Korea. During 

! the period from 1954-63, the U.S.  provided 18.9% of the funds invested in 
I 

highway construction with the bulk of a!"d going to paving and a lesser 
! 

I share going to bridge building (Ban, Moon, Perkins, 1980: 148)- Cole and 
I 

I 
I Lyman estimate that transportation received the largest share of aid by 

sector between 1958 and 1966. i n  this period a total of 26.1% of ald  went 
I 

I 

to transportation (Cole, Lyman, 1971: 293). 

A t  first repairing war-damaged roads was important. By the 1960's it 
I 

I 

! was important to unite the country for commercial reasons. The r q i d  

I growth of good roads led to a substantial redistribution of passenger and 

freight traffic away from railroads. By 1969, construction of expressvays 

I 
I to li2k major cities began. By 1977, 14% of national inter-city roads 
I 

I 
I were paved (Ban, Muon, Perkins, 1980: 148). 

I 
I The NCM was the main impetus for improving roads w i t h i n  and around 
I 

vi l lages  in the early 1970Ts. Bad roads were seen as a c r i t i c a l  restricting 

factor far introducing labor-saving machinery snd equipment because power 

tillers with attached trailers were difficult to move on narrow village 
I 

I roads. Thus, farmers were unable to purchase labor-saving devlces (Park, 

I 1982: 34, 39). 

i Road construction has been advantageous to  K~sean farmers for several 
I 

i reasons. In areas where transportation is good and access to the  c i t y  is 

i easy ,  the price of land has gone up m o r e  rapidly than in mgre isolated 
I 



response, i n  terms of the production of marketable surpluses,  to construc- 

t i o n  and improvement of r u r a l  roads (Ban, Moon, Perkins, 1980: 154). The . , 

improvement 05 rural roads and t h e i r  l inkage i n t o  the nat ional  "highway" 

system had the effect of reducing marketing costs and r a i s ing  "farm gate" 

prices. By producing crops l i k e  winter vegetables and fruits farmers 

w e r e  a b l e  t o  circumvent the effect of the government's grair: pr ice  controls. 

Current Inputs 

Throughout the 1950's and in to  the 196OVs, U.S.  assistance was the 

major source of funding for the import  of current  tnputs  used in  farming - 
such as pesticides, f e r t i l i z e r s ,  and new seed va r i e t i e s .  The  use of  these 

inputs was not a new prac t ice  i n  Korea. Chemical fertilizers and new plant 

v a r i e t i e s  were encouraged by the Japanese Fn the 1930's. The divis ion of 

the  country i n  1945 i e f t  all the fertilizer p lan t s  north of the 38th 

p a r a l l e l  and also disrupted imports (Ban, Moon, Perkins, 1980: 100). 

AID'S ear ly  contr ibct ion i n t o  the 1960's was i n  financing t h e  imports 

of the necessary iaputs. From 1953 to 1959, aid financed two-thirds of 

che nitrogen f e r t i l i z e r  used i n  Korea. An even greater proportian of the 

phosphorus and potassium inputs were provided through fore ign ass i s tance  

(Ban, Moon, Perkins, 1980: 104). Chemical f e r t i l i z e r s  remained the single 

largest category of non-project support from 1960 t o  1965. The  annual 

suppor t  level f o r  chemical f e r t i l i z e r s  during t h i s  time averaged $33.6 

million. 

, ., 

During the  1970's A I D  loans helped t o  finance the growth of a domestic 

fertilizer industry, "The A I D  r i s k  guarantee program helped t o  encourage 

private investment i n  fertilizer plants" (Libbin, 1970: 20).  Throughout 

the 196Qrs ,  domestic fertilizer production increased so tha t  by 1970 Korea 



achieved a se l f -support ing  level of fertilizer production and actually 

became a net exporter as shown in Table13.9.  Import assistance for 

f e r t i l i z e r  was gradually phased out as Korea developed i ts  own capacity. 

The role of inputs t o  agriculture was critical. According to Krueger, 

" ~ o t a l  agricultural output grew at an annual compounded rate of 2.09% 

f r o m  1945 to 1953, with an annual rate of increase of inputs of 1.50%. 

Input  increases theref ore  accounted for about 72% of output increases ,'* 

(Krueger, 1979: 1 7 ) .  For the period from 1946 to 1973, the average sate 

of annual expansion was 0.53% for land, 0.34% for labor used, 1.37% for 

f i x e d  capital, and 8.59% for current k p u t s  (Ban, Moon, Perkins, 1980: 53) .  

"For the whole period 1945-75, total input grew at an annual 
rate of 1.94% and t o t a l  product;ivit-y at Ir.44%. Therefore, 
according to +;his method of estlma~ion, about 57% of total 
production growth is attributable to the increase of output 
and the remaining 42% to improvement in productivity," 
(Ban, Moon, Perkins, 1980: 57, 6 0 ) .  

The absence of assistance for inpor ts  of inputs f o r  agr5cdture would 

have severely dampened the rate of increase i n  agricultural production. 

The average annual support level f o r  chemical fertilizers was $43.2 million 

for 1956 ro 1950 (Krueger, 1979: 112). Without such a i d ,  given the heavy 

demands on non-aid sources of foreign exchange, the supplies of technical 

inputs available to fanners would have been much smaller than the zmount 

needed. If the amo&t of nitrogen had been cut from 80 to 40 kilograms 

per hectare, for example, grain output would have been lower by w e l l  over 

half a million tons (10 percest  or more of total grain output)  (Ban, Muon, 

Perkins, 1980: 101). 

Sevsral problems with the distribution of these aid-financed fertilizer 

imports should be noted. F i r s t ,  the K o r e a n  government priced the f e r t i l i z e r  

below its market value. This made distribution through the free market 



Table 13 .4 .  fmports and Exports of Chemical 
F e r t i l i z e r ,  1951-1975. 

In:ports (¶,0@0 mst:,:c tom) ----- Exports 
AID Financed Korea hrcign Exchange (1,000 metric tons 
N P .K N P  K of all a i r  trients) 

Korean Tradcrs Asrociztiun. Statistics? Yearbook of I-'orr.l;prr ~ F U &  61969 
through I975 ediriuns). All phosphate firtiflizcrs imyortcd wcrc converted 
to nutrient !P) a t  a rate ~f 20%. Cotnpouild fr'rtilizrr, b o d  cxposrs and 
imports. was assumcd ro bc 22-22-11. 

Source: Ean, Sung Ewan, P a l  Yong Moon, might 
R. Perkins (1980), Rural Development, 
Studies in the Modernization of the 
Republic of Korea: 1945-1975 (Cambridge, 
Mass. : Harvard University Press) . 



impossible and the govertnment resor ted  t o  a p r o g r a m  of ratfoning. The 

 government*^ d i s t r i b u t i o n  program was chaot ic  and os'ten failed to deliver 

the  f e r t i l i z e r  ae the proper time o r  t o  the prcpes place. For t h i s  reason, 

r'amrs were often forced to resort: to dealfng in the black markets where 

p r i c e s  reached levels of two to three tines those of the government. 

Second, farmers were frequently reluctant to use the available 

f e r t i l i z e r  resources f o r  phosphorus and potash a t  any price. The pos i t ive  

relat ionsh2p between the use of these  nutrients and crop y i e ld s  w a s  not  as 

immediately evident to the farmers as with the use of nitrogen. The reac- 

tion of the farmers points to ths need to conduct appropriate extension 

programs i n  conjunctior, with an increase of foreign-funded agricultural 

inputs .  

The fntroduetion of new higher yie ld ing  strains of seeds for cereals 

and vegeta5les increased po t en t i a l  agricultural output subs tan t ia l ly .  

A cooperative research program between the Korean Office of  Rural Pevelop- 

ment and the  International Rice Research Institute resulted in  the  develop- 

ment and the transfer of the "Tong-il" (IR-667) and "Yushin" rice seed 

varieties t o  Korea i n  the early 1970's. T i e  f irst  demonstration plots 

f o r  the Tong-il seed were established during the 1970-71 rice crop year. 

The new rice varieties came into widespread use during the rest of t h e  

decade after i t  was shown that crop yields could be increased 3C to 40 

percent using the improved seed. 

UTILITIES 

The Japanese in Korea had developed North Korea as the major manufac- 

turing region while South K o r e a ' s  role w a s  food production. The division 

of Korea in 1947 meant a loss for South Korea of heavy industry, major coal 

deposits, and almost all developed power capacity (Cole, Lynan, 1971: 18). 



Whatever power capacity South Korea had wzs damaged by the war. Between 

1958 and 1966, the "power" sector was the third largest category of AID 

grant project assistance, comprising 11.5% of the total amunt given in 

grants to Korea (Cole, Lyman, 1971: 193).  Early impetus was to provide 

power for urban industrial areas. In rural areas the provinces w i t h  the  

largest urban areas had the earliest and highest rates of rural electrifica- 

tion. In 1964, 12% of rural households had electricity; in 1974 61% had 

electricfty (Ban, Moon, Perkins, 1980: 144).  The large use of electricity 

in rurai areas rose f r ~ m  negligible levels in the late 1940's to 25.2 

million kwh in 1962 to 56.6 million kwh in 1973 (Ban, Moon, Perkins, 

1980: 99). 

Rural e l ec tr i f i ca t ion  was a major objective of the NCM. The goal of 

government pol icy  was that by 1977, 90% of rural households would have acces 

to electricity (Hasan, 1976: 108). Part of the push for rural electrifica- 

tion programs came from the hope of establishing s m a l l  workshops in the 

countryside to provide profitable work for farmers in the slack season. 

These workshops would produce handicraft goods for export and by 1976, 

the government hoped to be earning $480 m5llion in foreign exchange from 

these exports (Wideman, 1974: 300). However, experience with fndustrial 

decentralization p o l i c i e s  in Korea have been less successful than in some 

other countries - Taiwan for example. 

Research and Extension 

Korea has had a long history of agricultural research. Its earliest 

official demonstration station was established in 1906 and experimental 

improvements in rice were conducted throughout the Japanese calo~iaf. period, 



(Steinberg, Jackson, Kim, Hae-kyun, 1982. 4). After World Was I1 u n t i l  

the 6 0 1 s ,  the system was neglected partl+- because it was associated by 

farmers and plarmers with the coe+ci.re pulSc3es eaployed under Japa- eae 

colonialism. In 1962 the agricultural research syster was reorganized 

and the Office of Rural Development (Om) was estrblishe-l. w i t h  the blcking 

and financial aapport of AID. The Office s - Rural. Develspitient is orig 

three main divisions of the Hjnisrry of Agricuitur~ aad 'bi-her%,:?, Itz 

purpose is to coaduct agricultural research and to pro-#ide t m i n i ~ g  and 

extension to farmers (Steinberg, Jackcan, K i m ,  Nae-kyun, 1982: G-2). 

me AID contributiun was primarily f o r  funding to expand and improve 

research faci l ft ies ,  to creaZe a larger research network, and t o  provide 

increased trainfng both  ta farmers and to extension workers. 

Marketing and Credit 

The National Agricultural Cooperative Federation (NACF) is another 

example of AID support to a governnient organization. The NACF is part of 

the Ministry of Agriculture a ~ d  Fisheries whose responsibility is to provide 

agricultural credit, seeds,  fertilizer, pesticides and herbicides,  and 

agricultural machinery. It is also the government arm for the purchase 

of crops st standard, centrally set prices and quantities (Steinberg, 

Jackson, Kim, Hae-kyun, 1982: G-2). The main criticism of the NACF has 

been its inability or unwillingness to coordi~ate i ts  efforts with the 

ORD (Ban, Moon, Perkins, 1980: 278-9). The organizations have very strong 

hierarchical components, are competitive wtth one another, and are driven 

by a need f o r  imediate  results. On a non-governmental level, U . S .  AID 

helped to reorganize and finance 18,000 cooperatives which are the main 

source of credit to the country's farmers (Libbin, 1970: 20) .  



Thr Japanese had taken E a s u r e s  i n  Korea during the colonial  period t o  

improve pubPfc health. Their measures included compulsory ifinoculation, 

enforcement of quarantines a t  major seaports  and the establrslrment of 

public  hosp i t s l s  i n  each province znd snajor urban areas (Repetto, &%on, 

Kim, Kim, Sloboda, Donaldson, 1981: 198). The colonial  government a l so  

t r i e d  t o  i q r o v e  heal%h candit icns by d r i l l i n g  community wells and develop- 

ing running water systems (Repetto, Kwon, K i m ,  K h ,  Sloboda, Donaldson, 
, , 

Between 1958 and 1966, 10.5% of A I D  grant projec t  assistance was spent 

on health and sanitation ( C o l e ,  Lyman, 1971: 193). A t  ffrst urban sanita- 

Tion was top ~ r i o r i t y .  According t o  Hasan, only 7% o f  all villages had a 

sanitary water supply system i n  1972 (Hasan, 1976: 163). The ear ly  70's 

saw attempts being made Lo improve health by protecting w e l l  w a t e r  from 

contamination (Ban, Moon, Perkins, 1980: 3 1 4 ) .  NCM objective was that 

all villages would have a sanitary water supply by 3981 (Hasan, 1976: 163). 

Family planning and public health occupied a l o w  priority i n  the Korean 

govezament's pricrities. Rhee w a s  opposed to fami ly  planning (Steinberg, 

1980: 32-33). In the late 1950's considerable support was being offered 

by members of the assistance cornunity for f ami ly  planning. In 1958 U.S. 

AID supported a communfty development prograin which encouraged field workers 

t o  discuss family planning with ru ra l  -ril lagers (Re~peto, Kwon, K i m ,  Kim,  

Sloboda, Donaldeon, 1981: 225-226), In 1961, the government announced 

its f lrst  fa~ily planning program ( ~ e p e t t o ,  Kwon, Kim, Rim, SlobaZa, 

Donaldson, 1981: 202). The influence of A I D ,  Planned Parenthood, PopuLition 

Council and UN Fund for Population Activities (UNFPA) was important dur ing 

the early stages of the national family planning policy formation because 



they w e r e  able to supply funding and tecknical expertise, Their influence 

is currently declfning but they have remained the key providers of contra- 

ceptive supplies.  They still support research and advanced training in  

population and family planning (Repetto, Kwn, Rim,  Kfm, SZoboda, 

Donddson, 1981: 257). 

Education 

AID has been a strong supporter of education in Korea. Between 1952 

and 1366, AID provided $100 million to build 23,000 classrooms (Steinberg, 

1982: 29). By the 1960's vzr tual ly  all children in appropriate age groups 

were in primary schools 2nd increasing numbers were going to middle school 

(Ban, Moon, Perkins, 1980: 311). Almost 90% of the farm population was 

literate by 1974. For m a s t  v i l l a g e  children, there w e r e  g r a d e  schools 

withfn walking distance. B u t  i n  order to send a child to middle scfiool, 

high school, or college a family has to  incur the  cost of boarding the 

child i n  the town or c i t y  (wideman, 1974:  275). Through the 1960's t h i s  

was difficult because rural incomes were low. The increase in rural 

middle school, education appears to have coincided wfth the rise in incomes 

in the 1970is (Ban, Moon, Perkins, 1980: 311). 

,Koreans traditionally place a high value an edccation and learning 

(Brandt, Cheong, 1982: 52).  Although AID helped to  builZ schools and 

w a s  interested 19 promoting education, the non-Korean influence on other 

aspects of the education system was  very l i m i t e d  (Steinberg, 1982: 28) .  

Many Koreans were sent overseas for  advanced degrees or t raining.  In a l l  

nearly 3,000 people were sent abroad to the U . S .  for training under the 

AID program (Cole, Lyman, 1971: 279 ) .  Early plznning was done mostly by 

foreigners but after tha t  planning was done mainly by Koreans (Cole, 



Lyman, 1971: 204). This training has been important. me chances f o r  

success of 2 number of projects (irrigation f o r  example) have been 

i-ncreased because K~rean expertise could design appraprfate system. 



When the U . S .  accepted the surrender of Japan in 1945, Souzh Korea 

became. the respansibility of the U.S. It was therefore, the responsibilfty 

of the U.S.  Es help South Korea rebuild after 35 years as Japan's colony. 

With thc departure cf eke Japanese, t h e  U.S. was le f t  with a considerable 

amunt of unowned land and property to dispose of .  Thus, thi: first thing 

the U.S. s e t  out to do vas to rcturn Japanese-held land to Koreans and to 

bring about land reforms. The redistribution of land and the l i ~ t  placed 

on the nunber of hectares owned has in fact rnade rural income levels nuch 

more equitable wer the years .  

A major goal of the U.S. in the early 50's was to maintain South Korea 

11 as a demcracyrc. War broke out between the two sections of Korea i n  19.50 

which led Co massive U . S .  aid in the form of military hardware, salaries, 

food and U . S .  troops {Ban, Moon, Perkins, 1980: 22). The Korean mi1itar-y 

force increased to 700,000, was the fourth largest mtlftary, and was 

heav2ly supported By U.S. a i d  (Ban, Moon, Perkins,  1980: 35). Between 1945 

and 1975 the U.S. provided $13 billion in military and econoaulc assistance 

to Korea, over half of which was military assistance (Steinberg, 1982: 26) .  

g.S. m5litary assistance from the U.S. has besn v e q  fmporta~lt to 

Korea. It has p r ~ ~ d e d  large sums of money directly to the government and 

has allowed the Korean govexnment to divert money to other areas. The war 

in Vietnam was also very helpful ra Korea, although one couldn't really 

classify the gains as aid. "From 1964 increasing U,S.  inv02~emenc in Vietnam 

increasingly brcught wj.ndfal1 profits to South Korea. American use of South 

Korean mercenary trcnps and construction workers, as well as the purchase 

of commodities for the war boosted Korean foreign exchange earnings remark- 

a5ly beginning in 1955," (Wideman, 1974: 273). The Vietnam War provided jobs 
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for K~reans and paid the= in foreign exchange. The Korean army had ru ra l  

roots since it was mainly conseripr [Cole and Lyuen, 1971: 37).  This use 

of rural labor took some of the pressure off land during the 1960's and 

possibly diffused w h a t  might have been a conflict ~ 6 t h  the government over 

its grain pr ic ing  policies.  

In add i t iun  to military assistance, AID began to give large grants to 

South Korea to rsbui ld  its fnfrastrurture which had been heavily damaged 

during the war.  AID also helped to develop previously undeveloped sectors 

like the power industries. The three major areas of D.S.  support between 

1958 and 1966 were transportation, z~anufacturing, and power and these three 

sectors made up over 50X of AID grant project given by sector. Through 

1968, 75% of approved fo re ign  Tnvestment projects were either manufacturing 

and mining, transportation ~r e lec t r i c i ty  projecrs (Cofe and Lyman, 1971: 

396) .  N~ne of these areas fnvolved purely rural problems but all 05  the 

above had very beneficial effects on the rural areas of the cauotty in later 

years. The tim of malsimun afd (until 1965) was the time of least growth 

especially in the rural sector but this was the tine when many improvements 

were made which ultimateiy benefitted rural areas. 

Large amounts of P.L. 480 grajn shipments were given to  Korea as grants 

rintil the late  1960's. This was initially given to prevent starvation 

during arid after the Korean gar when ags ic~ l tura l  production was inter- 

rupted. It was also, however, given to benefit U . S .  farmers who had a 

large surplus of grain and needad to dispose of it. Thi s  grain was given as 

a grant until the late 1960's. The late 1960's marked the end of food grants 

t o  South Korea, but the Korean government continued to import grsZn using forePgn 

exchange to pay for  it. 1972 was a bad year i n  Korea for fanners. That 

coupled with bad hawests worldwide, the 1973 sale of wheat to Russia, and 

t h e  increase in the price of energy and fertilizer made the c o s t  of grain 



inzports t o  Korea higher than ever be£ ore (Wf deman, 1974: 282) . It was 

around that t i m e  t ha t  the Korean government reali.zed that i t  would have t o  

provide more st;pport for the  r u r a l  s ec to r .  

Free P.L. 480 grain allowed t h e  Korezln government: t o  pursue a polfcy 

of urbanizat ion without  t h e  uncer ta inty  of bad harvests as a constra int .  

It zlsa allowed the  government f r e e  reign on grain price manipulation. 

It could pay farmers a t  below production cost p r i c e s  and s t i l l  have encugh 

grain t o  feed its c i t i z ens .  As the P.L. 480 program declined i n  importance 

Korean government anticipated that commercial grain imports would represent 

a se r ious  foreign exchange drain .  This led, under the Park government, 

to stronger programs of ag r i cu l t u r a l  and rural development. The hardening - .  

of tens  and decreased r u r a l  support i n  t h e  1971  election acted as spurs 

t o  the  South Korean government t o  pay more a t t e n t i o n  t o  agricultural produc- 

t i o n  and to improve levels of living in r u r a l  areas. 

AID spent a good deal of i ts  money on infrastructure i n  Korea. After 

a l a g  i n  t h e  6 0 1 s ,  the benefits of this investment were seen by Korean 

farmers. The p u l l  of cities and industry has made r u r a l  Labor scarcer  and 

thus mre costly (Steinberg, 1982: 18). In 1960, 28% o f  the t o t a l  popula- 

tion lived in cities; in 1982, 55% lived in cities. Now there is an actual 

shortage of a g r i c u l t u r a 2  l a b o r  i n  South Korea (Brandt and Cheong, 1982: 

38-39). Improved roads have allowed many farmers who l ive  near cities t o  

grow fruit and vegetables as  cash crops which they market fn the cities 

(Aqua, 1974: 33).  Indus t r i a l i z a t i on  has l e d  t o  a demand f o r  l abor  both 

male and female which has provided a l t e r n a t i v e  occupatfons for people who 

otherwise would Rave been farmers. Develop~ent of electricity, which was 

assisted by AID, has led to improved lifestyles in r u r a l  areas  a s  evidenced 

by the appearance of radios, T.V.'s, rice coakers, electric fans, and 

ref r i g e r a t o r s .  



One must keep i n  d n d  t hz t  the b d l ~  of a id  given t o  Korea was given 

when anti-Cow.mist inspired mi l i ta ry  assfstance w a s  something that t h e  

American people could understand. Infras t ructure  made sense too because 

the Marshalf Plan had successfully helped to rebuild Europe. Education 

, . 

was Important because it taught democracy and i n  general it was felt an - .  

educated populace w a s  be t ter .  Many classrooms were b u i l t  by AID and many 

Koreans were brought t o  t h e  U.S. for post-high school training. Korea 

pursued a development policy which i n  many ways f i t  early aid hopes. 

While it  bas ica l ly  ignored human cons idera t ions  l i k e  welfare and human 

r igh t s ,  f t  built an internal s t ructure  which i n  the long r u ~  benefi t ted i t s  

ci t izens .  When the "basic needst' element to aid became the mode, Korea was 

at a point i n  its development where i t  could af ford  t o  pay more attention 

t o  the "needs" of its ci t izens.  In the rura l  areas, the  NCM (New Community 

Movement) was the Korean counterpart t o  r u r a l  "basic needs" strategy. The 

central government in Seoulwould decide what needed t o  be done and the  

v i l l sge r s  would do it.  These projects  included such things as b u i l d k g  

be t t e r  v i l l age  roads, comunal meeting ha l l s ,  t i l i n g  roofs which had been 

rice thatch,  increased e l e c t r i c  use i n  villages, modern houses, and improved 

healta condi t ions  - all the "basic needs", Thus, r u r a l  development i n  Korea 

has f i t  i n  n i ce ly  with the  swings i n  U . S .  fore ign  a i d  considerat ions .  

Korea is considered one of the major success storfes of the developing 

world. This success is partly a result of uriique aspects. It is homogenous 

and it is a Sinitic society. Chha, Japan and Taiwan are also successes and 

are also S i n i t i c  societies which lea& one t o  th ink  t h a t  perhaps the re  is 

something about the society i t s e l f  which is important for success. Policy 

implementation is felt to be a key fac to r  I n  Korea's success. According 
. . 

t o  Steir~berg,  its pol icy  formulation was probably no be t t e r  and no worse 
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than any o t h e r  developing c o w t r y ' s ,  b u t  its ability t o  f o r n u l a r e  a 

policy and have i t  followed was important (Steinberg,  1982: 4 3 ) .  Orders 

w e r e  given from the central office and they w e r e  carried out exac t l y  as 

d i r e c t e d  at the local  l eve l .  

Korea's h i s t o r y  is a l s o  somewhat unique. Land reform w a s  c a r r i e d  

out  by U.S.  military occupation after Warld War I1 with  relative ease. 

When the  Japanese surrendered t o  t h e  U . S . ,  40% of ~orea's land w a s  

Japanese-owned. This l e f t  a large amount of land unowned which had t o  b 

d i s t r i bu ted .  Landowners had often beea co-opted by t h e  Japanese and 

w e r e  2n no position to resist the reforms. Land ref o m  has been impor t  

to income d i s t r i b u t i o n  i n  Kgrea bu t  it was carried out  under unique c i  

cumstances. The Vietnam War was  also a boon t o  Korea. I t  brought i n  f o  

exchange through purchase of goods but i t  a l so  employed Korean s o l d i e r s  

and workers at a time when a military force of 700,000 could have been a 

problem. The Korean Kar was heavi ly  subs id ized  by t h e  U . S .  as w?s the 

rebui ld ing  process afterwards. Fina l ly  u n t i l  t h e  1 9 7 0 ' ~ ~  a i d  t o  Korea 

w a s  mainly i n  the £ o m  of grants. This meant t h a t  t h e  Korean government 

was v i r t u a l l y  debt free i n  the beginning of t h e  1970's. 

Ic has been diff icult  t o  s e p a r a t e  t h e  impact of A I D  ?rograms i n  terns 

of rural and urban development. X t  has a l s o  been very d i f f i c u l t  t o  figure 

out exac t l y  what ALE d i d  i n  Korea on a project-by-project b a s i s .  G e n e r a l  

information i s  available. A I D  financed i n f r a s t r u c t u r e  early on. Specific 

details about var ious  projects are nuch harder t o  f ind.  Thus the lessons 

.xhich seem t o  come from r u r a l  development i n  Korea a r e  general. ones which 

encompass the whale economy. They are as follows: 



1. Early emphasis on urbanization and industrialization caused a demand 

for agrkcultural produce which in turn stimulated agriculture. More 

emphasis was placed on the urban sector and manufacturing, Agric.tlltura1 

laborers left the countryside to work in cities where incomes were higher* 

This led to a scarcity of labor which is partly responsible for improved 

rural incomes. Urban demand for food also stimulated agricultural production. 

2 .  Free P.L. 480 grairi shipments are not alvays detrimental i n  the long run. 

In the shor t  run, mast people  agree chat the free shipments of grain from 

t h e  U.S.  al towed t h e  Korean government t o  pursue a policy which neglected 

a g r i c u l t u r a l  production and rural welfare. If farmers came up short i n  a 

harvest ,  the Korean government knew it could get free grain from the U.S. 

In the late 1960's the terns of t r a d e  hardened and t he  Korean government 

r e a l i z e d  that it would have t o  spend foreign exchange on grain if harvests 

were poor. F r m  thar time on, the Korean government pursued a pol icy  

which put emphasis on agricul ture.  Basically P .L. 450 shipments bought 

tine during which the government w a s  able t o  concentrate ( succes s fu l l y  i n  

Korea's cse) on i ts  urban export-oriented manufacturing sector. Terms 

of trade fo r  gra in  acted as a caralist for either fgnoring agr icul ture  o r  

aiding it. 

3. "Basic, needs" c a m e  as a result of successful economic p.olic5.e~. The 

Korean economy developed w!.th little consideration for the basic needs of 

the people. Rural people's nzeds were largely 5.gnored before the 1970's when 

the NCM (Saewul Movement) began. Although educa'ion, medical facilities, 

housi~g, etc. were  of sore interest i n  the urban areas, these were not  high 

p r i o r i t y  any place. In rural areas, increased Income has meant improved living 

conditions and the increased income is a result of improved employment oppor- 

tunities. 



4 .  Training abroad seems to have been important. According to Cole and Lyman, 
'--- 

approximtely 3,000 Koreans have been trained abroad, many In the U.S. 

(Cole, Lyman, 1971: 279). We have not seen a systematic analysis of the 

impact of overseas training i n  Korea, but certainly Cole and Lyman and 

Steinberg feel t h i s  was one of the greater impacts that the U . S .  has had 

in Korea. Early planning was done mostly by foreigners. By the second 

round of planning, however, trained Koreans were very involved (Cole, Lyman, 

1971: 204). In his project Tmpact study of Korean irrigation, Steinberg 

concludes that the general success of the p r n j e c t  is the result of policy 

formulation and implementatton by Koreans themselves (Steinberg, Morrow, 

Palmer, Dong-51, 1980: i). In this project the U.S. ~f:ostly provided the 

funding. Training abroad gave Koreans the skills needed to make decisions 

and &dapt policies for Korea. The Park governrent gave these foreign-trained 

people key policy posittons in the government and expected them to encourzge 

long-term development. 



Footnot EE 

- A l l  data c i t e d  i n  this and the subsequent two paragraphs are from 
Mason, K h ,  -- et al, 1980, Chapter 4 except as otherwise noted. This 
chapter also draws heavi ly  on Krueger (1979) . 

- 21 It is perhaps noteworthy that,  even during the very rapid growth years 
from 1960 t o  1978, South Korea never achieved f u l l  control over domestic 
in f fa t fon .  During most of that period, however, the rate of inflation 
was fairly stable, not acce lera t ing ,  and s i g n i f i c a n t l y  below the rates 
of e a r l i e r  years .  South Korea's inflation r a t e  rose  i n  t h e  1970's as 
d i d  rates in the rest of the world. Overal l ,  however, one would judge 
rhe South Korean In f la t ion  experience in the 1970's t o  be no worse than 
that of m a n y  other  countries. 

- 31 Unforrunstely, the nominal interest rare was  n o t  permitted to rise 
as much as the domestic inflation rate in the 197Q0's. By the late  1970's 
the negative real interest rate was  once again an i d e n t i f i a b l e  source 
of major distortion within t h e  system. 

-. 4' A thorough aaalysis of the role of a i d  in Korea's growth over the period 

1945-75 w a s  mderrake~z jofrrely by t h e  Korean Development Institute and 
the Harvard I n s t i t u t e  £0:~ I ~ t e r o a t i o n a l  Development. For a d e t a i l e d  
analysis of the r o l e  of aid in Korea's developnoent, see Mson, Kim,  
et a1 (1980). - - 9  
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ASSISTANCE TO TUWEYA 

An examkation of the h i s to ry  of a i d  t o  Turkey fs i n s t r u c t i v e  f o r  a 

variety of reasons. Turkey has one of the longest histories as a U.S. a i d  

r ec ip ien t  of my country in t h e  w o r l d .  A s  a m e m b e r  of NATO and immediately 

on the Russian border, there are important American strategic and p o l i t f c a l  

i n t e r e s t s  i n  the comtry,  along with  the strong i n t e r e s t  i r r  economic 

development cawerns . 
There Is a l s o  an i n t e r e s t i n g  cont ras t  with Korea, another country whose 

history with foreign assistance i s  surveyed i n  t h i s  volume: from rhe 

perspect ive of the early 196f11s, most observers would have concluded that 

a s s i s t a n c e  t o  Turkey had been highly successful (because of her r e l a t i v e l y  

high r a t e  of economic growth) whereas that t o  Korea had been s o m e w h a t  l e s s  

S O ,  Viewed from t h e  perspective of the 1980's, however, t h e  Korean economy, 

desp i t e  its current problems, has had enormous success i n  achiev:tng develop- 

mental targets and in eliminating any need f o r  concessional finance. By 

contrast, Turkey continues t o  be an a i d  recipient, and her  economic progress 

over the pas t  t w o  decades has been far less imyressive than t ha t  of South 

-7 . -0re.a. 



To understand same dimensions of t h e  a i d  experience i n  Tcrkey, it is 

necessary f i r s t  t o  provide a brief sketch of Turkish ecancmic growth. That 

i s  done Sn Section 14.1. In sect ion 14.2 a h i s to ry  of assistance, and 

i t s  in teract ion w i t h  that growth, is provided. In Section 14.3 the trade- 

and-aid i n t e r r e l a t i o n s h i p  is examined in  somewhat more detail. Section 

1 4 - 4  is  devoted t o  a review of assistance t o  Turkey f o r  agricultural and 

rurai development. The conclusions that  flow frm our review of development 

assistance to Turkey are summarf zed in Section 14.5. 



Turkish Growth Performance 

There have been three strzkinglv srimilar cycles of growth i n  Turkey 

ove-r t h e  period 1950-1982 (Table 14.1) .- I /  An understanding of those cycles 

i s  perhaps the simplest means of providing a sketch of Turkey's growth 

experience, and is simultaneously rrecessary for the a i d  experience. 

It is simplest to s t a r t ,  theref ore, by providing the "styl5zed facts" . , 
. . 

of the cycles ,  and only after that t o  consider  the progress that w a s  made 

during, and the speclal characteristics o f ,  each cycle. Each cycle starts 

with a period during which growth is fa ir ly  rapid, generally as a consequence 

of some external stimulus. These covered the post-war res~ns truc t ion  and 

the commodity price born of the early 1950's; the advent of program afd in 

the earlv 1960's; and the large expaasion i n  output following upon the 

success of the 1970 devaluation. Inflationary pressures z t i s e ,  the exchange 

rate becomes increasingly unrealist ic ,  the government responds w i t h  a variety 

of ad hcc Eeasures to "patch up" t h e  situation, and the economy becomes 

increasingly distorted. Meanwhile, l i t t l e  is done to curb the sources of 

inflationary pressure. The limited actions that are taken, such as imposing 

p r i c e  controls on state economfc enterprises and financing their deficits 

t5rough central bank credits ,  have a f t e n  actually i n t e n s i f i e d  inflationzry 

pressures. 

A s  d is tort ions  mount, either through a rising rate of inflation or through 

increasingly scarce foreign exchange, the rate of economic growth declines. 



Average .knual  
X Increase: 

19 50-60 

Growth and Sectoral Composit ion 05 GNP in Turkey: 1950-1980 
(TL millfon in 1968 p r l c e s )  

Agriculture - 
15,867 

18,998 

20,856 

22,668 

19,507 

21,483 

2 2 , 5 5 3  

23 ,985  

2 6 , 1 8 2  

Industry 

5,054 

5,192 

5,763 

6,872 

7,514 

8,382 

9,192 

10,260 

20,858 

11,250 

11,254 

12,472 

13,017 

14,597 

16 ,225  

17,761 

20,469 

22,196 

24,677 

27,654 

28,032 

30,557  

33,651 

37,711 

40,628 

44,268 

48,387 

51,766 

53,545 

51,050 

4 9 , 5 4 9  

Services 

15,?61 

16,955 

18,844 

21,331 

22,427 

24,097 

Import 
Taxes 



Table 14.1 {ccatirrued) 
GDP N e t  factor 

(purchasers ' income f rom 
prices) abroad 

38,598 - 92 

Average Annual 
% Increase: 

1950-60 

1960- 70 

GNP 
(puxchasers ' 
prices) 

38,506 

43,446 

4 8 , 6 2 1  

54,090 

5 2 , 4 8 0  

56,642 

58,428 

62,935 

65,844 

68,521 

70,869 

72,286 

76,754 

8., 188 

87,619 

90,368 

101,204 

105,460 

112,49 3 

118,594 

125,425 

138,185 

148,476 

156,458 

168,013 

181,383 

195,751 

203,358 

209,183 

208,343 

206,061 

Ind ex 
(1950=100) 

100 

112.8 

126.3 

140.4 

1 2 6 . 3  

147.1 

1 5  1.7 

163.6 

171. O 

177.9 

184. O 

187.7 

199 - 3  

218.6 

227.6 

234.7 

262.8 

273.9 

2 9 2 . 1  

308. O 

325.7 

358.4 

385.6 

406.3 

436.3 

471.1. 

508.4 

528.1 

543.2 

541.1 

535.1 

Populat ion 
Crnillion : 
mid-year) 

20.9 

GNP 
p e r  head. 

(TU 

1 ,842  

2 ,040 

2,220 

2 , 3 9 3  

2,262 

2,369 



Table 14.1 (continued) 

a 
Notes : Includes construction, wholesale and r e t a i l  trade transportation, storage, 

communications, banking, insurance, and related financial activities,  
business ,  social, personel, and governmental services, minus imputed bank 
service charges. 

Preliminary figures (SIS) 

Sources: Turkish State  I n s t i t u t e  of S t a t i s t i c s  ( S I S ) ,  - National Income and 
Expenditures of Turkey, 1948-1972 (Ankara, S I S ,  19731, pp, 36-37, 143; 
S I S ,  Nrkijre Mil le  Geliri, 1962-1977 (Ankara, SIS, n.d.1, Table 5; SIS ,  
S t a t i s t i c a l  Yearbook 1981 (Ankara, SIS, 1981),  Tables 20, 398, pp. 2 9 ,  400. 



And this in turn induces a new reform program. T h e  per iod  surrounding the 

reform program has t y p i c a l l y  been a per iod  of slow growth. In the two 

earl ier  cycles, t h e  reforms were successful i n  s t a b i l i z i n g  the  cconom). and 

reducing the degree of d i s t o r t i o n .  It is still too e a r l y  to pass  judgement 

on the success of the  1950-81 reforms. 

W i t h  t h i s  over ly-shpl i f ied  pa t t e rn  i n  mind, the economic history of 

each of she three su3periods can be b r i e f l y  recounted. The first such 

period,  which began during the worldwide boom of the early 1950ts, ended 

with a devaluation-reform program i n  1958. Turkey's economy had been dis- 

located during the Second World War. The post-war per iod was one of recovery 

spurred by relat5vely high commodity prices f o r  Turkey's exports and by B o i n t  

Four and Marshall Plan a id .  The short-rrm expansion in  real output  as . . 

impressive, with rates of growth of real GW estimated t o  have been almost 

10 percen t  annually Srom 1950 t o  1953. Turkey even became che world's 

largest expor t e r  of whea~ i n  t h e  1951-53 per iod ( s e e  Section 14.4)for 

malysis of t h e  ro le  of aid in the expansion of grain production i n  t h e  

A-iatolean plateau).  

By 1953, however, difficulties were arising as the increase in resources  

permitted by High camod i ty  prices, r i s i n g  real v o l m e s  of exports,  and 

foreign assistance, were nor susta ined.  Inflationary pressarcs  within t h e  

domestic economy mounted. Export earnings fell due to a worsening of the 

terms of trade, to a poor harvest, m.d t o  the  decliae in the real value of the 

'hrkish Lira . ,  

The Turkfsh g o v e m e n t ' s  response wds to f.?t-y szrcharges on imports, 

t o  require impor t  l fcensing,  and t o  permit  r e so r c  t o  supp l i e r s '  c r n d i t s  and 

bilateral arr;mgerr..e-lt.s to finance needed imports. By 1958, however, the 



situation =as desperate. Additional credits became virtually m a v a i l a b 1 ~ -  as a 

result of many arrears i n  indebtedness. There was insuff ic ient  fo;-eign 

exchange avatlable t o  p e r m i t  the  petroleum imports needed t o  harvest the  

crops and t r anspor t  them t o  port. A detraluation-stabi1fzation program 

was f i n a l l y  entered i n t o  w i t h  the IMF and donor countries (see Section 14.2- 

r o r  more a e c a u s ) ,  ana major dOmeStlC economic retonns were undertaken. 

By 1960, the response to the reforms was being felt, and the ground 

was laid for the next cycle, which l a s t e d  o w r  t h e  decade of the i960's. 

During the 1960's growth w a s  rapfd - averaging j us t  under 7 percent annually 

in real terms. From t h e  vantage point of t h e  late 1960's Turks could just 

point with pride t o  their cumulative growth r a t e  since 1953 as being one of 

the highest  i n  the world .  The retardation of the late L950Ts appeared to 

have been a temporary aber ra t ion .  

The 1960's wi tnessed t h e  start of major governmental f~vestment programs 

and in te rvent ion  i n  the economy i n  suppor t  05 development ob jec t ives .  In 

particular, major emphasis w a s  p laced uyon the development of a "moderr_" 

i n d u s t r i a l  sector. Measures were taken t o  encourage the growth of domestic 

indus t ry  (see Sect ion 1 4 . 3  . 

" .. . 
) T h i s  had several effects: (1) it 

- - - .  

placed heavy demands on XEpOrts tor both investment goods and for inter- 

mediate goods ro permit  exkst ing import s u b s t i t u t i u n  activities t o  continue 

producing; (2) it intensified i n f l a t i o n a r y  pressures  w i t h i n  t h e  domestic 

econoniy; (3)  it piaced incentives on production of import s u b s t i t u t e s  at I 
rne expense or expansion or capaclry ro  produce goods Z O r  export. 

Unlike the 1950 's  cycle, t he  cumula~ive effects of these  strains were 

more g r a d u a l  i n  developing. The goverrTenz ac t ed  t o  avoid the extreme 

dis locat ions  of the 1950's. However, by t h e  late 1960's &lays i n  obtaining 
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foreign exchange -md import l i c enses  w e r e  again mounting. The black narket 

exchange rate was  again soaring w e l l  above the c f f  i c i a l  rate and dislocation 

was  emerging i n  many eco~omic  a c t f v i t i e s .  While the rate of economic growth 
I 

slowed down somewhat, ac t ion  was  taken before  d i f f i c u l t i e s  w e r e  severe. I n  -1 

August 19 70 a devaluation-cum-s t a b i l i z a t i o n  program was again announced. 

T h e  response t o  that program was immediate and pronounced: p a r t l y  

because Turkish workers in Europe had been chanxxelfng t h e t r  funds throug5 

informal channels ( o r  holding t h e i r  savings i n  deutschaarks o r  o t h e r  hard 

currencies), and p a r t l y  f o r  other reasons, export earnings and other fo re ign  

exchange r e c e i p t s  rose sharply. Turkey ' s internat f onal reserves  , which  had 

stood at 5-221  million in 1969, rose to a peak of $484 M l l i o n  i n  1973. 

Meanwhile, imposts had risen markedly from $948 ini l l ion in 1970 t o  $2086 

million in 1973, Again, t h e  economy also responded markedlv, as real  GhT 

rose 111.2% in 1971, 7.4% in 1972,  and 5.4% in 1973 (Table 14.22, - - - 

However, this third cycle, which cuJminated i-I the reform program begun 

in Jan~ary 198G, also co~tzdned the seeds .3f i t s  oxm self destruction. The 

i n i t i a l  contributing factcr was  the saccess of the devalua t ion-s tab i l iza t ion  

program itself. The sharp increase j.ri worke'rs' remit tances  and other 

fore ign  exchange cauld not be sufficiently contained by the  Central  Bank 

, . 
of Turkey, A s  a consequence, inflationary pressures were released within 

the economy. The rate of i n f l a t i o n ,  which had fallen CLo an average of 

less than 8 percent i n  the 1960Ps, rose  t o  over 25 percent by 1973. . , 

Although Turkey prodnces very l i t t l e  o i l  and was  thus adversely affected 

by the oil price rise of 1973-74, t h e  Governmect's i n i t i a l  response w a s  ko  

borrow from abroad and to run  down foreign exchange reserves. This se r s t egy  

was moderately successful i n  1974 and 1975. Real GNP r o se  7.4 percent  i n  



Table 14.2, Trends i n  Trade, Development Assistance, and Balance of 
Payments in Turkey : 1950-1980 

CURRENT ACCOUNT 

e V i s i b  les Invis i b  l e s  
-- - NATO 

In£ ras tructure 
Imports Exports Emigrsnts' Other snd  offshore 

(CIF) (FOB) Remiteances tle t receipts Balance 
a 



Tabf e 14.2 {continued) 

Privace - 
Other 

Direct Capital 
Investment Movements 

CAP ITAL P.CCOrUNT 

Project  and PLO Amor- 
Programme 480 t i s a t i o n  

AS dC Imports of debt  
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Table 14.2 (continued) 

OVERALL BALANCE 

Net F M F  N e t  Errors Change in 
P o s i t i d n  Short- t  e m  znd Reserves 
and SDR's C a p i t a l  Omissions (- = Increase) Balance 



Table 14.2 . (coat h u e d )  
a 

Notes : Includes tourism, interest payments, profits transfers and o ther  
invisible transactions: for 1973-80, includes NATO infrastructure 
and offshore receipts. 

Includes  s u p p l i e r s  and commercial credits and direct imparts 
w i t h  waivers. 

C Includes debt relief.  

' For 1967-77, mainly convertible lira accounts. 

Sources : SPO, Yeni Strateji ve K a l k h a  Plani ,  Ucuncu B e s  fil, 1973-1977 
(Ankara, SPO, 1973), p. 52; SPO Dorduccu B e s  P i l l i k  Kalkinma Plan%,  
1979-1983 (Ankara, SPO, 1 9 7 9 ) ,  p .  71;  OECD, OECD Economic Snrveys, 
Turkey 1978 (Paris, OECD, 19781, p .  5 5 ;  Tukiye is B=kasi, Economic 
Xeyorr 1978 (Anybra, Turkiye is Bankasi, 19781, p.  34;  Brfefing,  17 
March 1980, p. 18; SIS, Statistical Yearbook, 1981 (Ankara, SIS, 1981). 

O E D ,  OECD Economic Surveys, Turkey 1982 (Paris, OECD, 1982), pp. 23, 62. 

Singer, Ecnnomic Advance, p.  392. 



I974 and 8.0 pe rcen t  i n  1975. However, the r a t e  of i n f l a t i o n  rcse Zurther, 

a c c e l e r a t i n g  from 1 4  percent in 1973 to 21 percent i n  3975 ,  26 percent in 

1.977, a.zd f i n a l l y  reaching 100 percent in 1980. By rile end of the cycle i~l 

1979 - and despite several "programs" t h a ~  had been announced designed t o  

recrjfy t h e  s i t u a t i o n  - real GNP w a s  declining. In 1980 real GNP stood 

only 5.3 percent above i t s  1976 level--= average rate of increase of less 

than 2 percent arfiually - less than the  rate of growth of population over 

t h e  same period.  

As t h i s  brief description indicates, macroeconomic difficulties have 

plagued the Turkish economy throughout the  per iod  drrring which fore ign  

assistance has been a factor in t he  economy. Although satisfactory economic 

g rowth  rates were achieved f o r  par2  of t h a t  per iod ,  those rates proved 

u n s u s t a i ~ a b l e  because of macroeconomic d i f f i c u l t i e s .  A s  w i l l  be  seen i n  

Sect ion 14.2, much of aid poflcy toward Turkey, e s p e c i a l l y  In the 1960's 

and the late 1970fs,  has been s t rong ly  condit ioned by the presence of those 

d i f f i c u l t i e s .  



Macroperspectives on Assistance 

Turkey i s  one of the o l d s s t  recipients of a i d  and has, throughout 

most of the perrod, been a major recipient of Americsn aid. Even durfng 

the Marshall Plan ?er iod ,  Turkey was a major recipient. There are few 

lessons from that period, however, for development assistance and this  

r e v i s w  therefore starts with the  f i rs t  of the  three cycles. 

Despite the similarit ies  of the cycles i n  Turkish ecofiomic development, 

the role of foreign assistance has been somewhat different  during each. 

During the 1450's, the United Star es w a s  virtually the only donor country 

(until 1958). Host assistance w a s  intended to  be  project assistance. It 

was directed primarily at infrastructure and agricultural devzlopment. 

Dur i~g  the second cycfc, American assistance efforts wexe  generally 

s h i f t e d  toward "program", rather than "project" support. In t h e  case of 

Turkey p r o g r a  assistance war; undertaken in  conjunction with a consortium 

of donor agencies. In t h e  third cycle, American assistance was greatly 

reduced in  scope i n  the e a r l y  1970's in  response, i n  pzrt, t o  the apparent 

success of the 1970 devaluation. It was resumed again in response t o  the 

difficulties encountered by the Turkish economy i n  t h e  late 1.970's. 

In  the 1 9 5 0 1 s ,  assistance centered p r ima r i l y  upon infrastructure. 

Spec ia l  emphasis was given to  the construction of a road network deemed 

I desirable for NATO-military purposes as w e l l  as for economic development. 

I This nationwide network of paved roads has been o f  major significance for 

2 / regional and agricultural development. - 



Infrastructure investment and sther developrtent assistance activities 

3 / were also ~ndertaken in a number of other seetors.- 

For present purposes, however, focus must be  on the igteraction of 

American assistance with the Turkish macroeconomic difficulties of the late 

1950's. h z r i c a n  authorities were well aware of the problems inherent in 

Turkish nacroeconomic policy. Ar! American assistance-sponsored analysis of 

the Turkish macroeconomic problems was conducted by Chenery, Brandow and 

Cohn (1953). It is of interest t ha t  the Turkish reaction t o  the study was to 

refuse permission of the authors tc enter the country. However,  gfven the 

American political inrerests in Turkey, American policy was torn between a 

desire to provide p o l i t i c a l  support t o  the Menderea government and the  d e s i r e  

to have Turkish macroeronornic p o l i c i e s  corrected. 

The consequence was a difficult and tense period in  Turkish-American 

relations. Startfng in 1956, the Menderes government several times requested 

continuation af American project assistance and an American progrm 1o.m 

4 / to provide financing for imports.- 

The American au thor i t i e s  refused those requests based largely on their 

recognition that the Turkish government's pol i c i e s  were ansustainable. By 

the summer of 1958, the Menderes government was willing to accept the 

restrictims placed upon it  under IMF-led consor t im tha t  was clearly 

strongly fnflrienced by the Arnerican position. Whether the change came about 

because of the increased difficult'ies experienced by the Turkish economy 

(there had even been a Turkish mission seeking Rcssian assistarice prlioz 

to that time) or whether the American posit ion softened sorewhat (the Iraqi 

revolution took place two  months prior t o  t h e  s tabi l izat ion plan) i s  an open 



question. But the episode well il?.ustrates the di len ima of assistance in 

t h e  context of strong p o l i t i c a l  i n t e r e s t s  tn t h e  recipient country. 

The 1960's cycle represents  y e t  another t y p e  of experience. By t h a t  

time, the focus of American aid had shifted largely toward "program", 

rather than "proj ect  " , assistance. Although Turkey received assistance f rorn 

several donors the United States was by far the largest soGrce of assistance 

in t h e  ear ly  1960's. But the  United Statest relative importance as a donor 

t o  Turkey dec l ined  sharply in la ter  years as Turkish Associate Membership 

i n  eke EC l e d  t o  s t ronger  economic ties w f t h  the European c o m t r i e s .  The 

dilemma of U . S .  program a i d  to Turkey centered upon how individual donor 

could influence macroeconomic p o l i c y .  The solut ion in the TurHsh case w a s  

t he  formation of a "consortium", which met with Turkish planners and o t h e r  

o f f i c i a l s  t o  discuss budget plans and go Gver the "inport requirements associ-  

ated with it (White, 1967). This led to a focus on overall development 

efforts ,  and particularly on investment plans. The donor agencies w e r e  

concerned with aLlacariona1 issues including the dlscortions caused by 

the t r a d e  regime and the s e c t o r a l  a l l o c a t i o n  of resources. Bargaining, 

however, rended to focus on the degree of emphasis on, and t he  rate of Lnvestment 

in,hport-substitution sectors rather than on t h e  s t r a t egy  -itself. Ferha;zs 

t h i s  was  because, in the  context of the 1960ts, the long-run consequences 

of suck s t r a t e g i e s  were less w e l l  appreciated tha they are today. It is 

also true, however, t h a t  a bargaining process itself implies sore degree of 

"give and take" on both sides, which meant that  the fundamental premises of 

Turkish planning could not be challenged. 

Two other lessons from the experience of the 1960's m a y  be mentioned. 

First, the "progran" emphasis focussed oti investment plans, foreign exchange 



al locat ions ,  and, to a certain extent on the related macroeconomic issues. 

However, since the "foreign exchange shortagey' associated with a g c ~ e n  plan 

was what determined, at least in principle ,  the level of assistarice to be 

extended by the Consortium donors there was some conflict on the part of t h e  

Turkish auchsrities as to  t h e  extent t o  which i t  was in t h e i r  se l f - interest  

t o  rnfrAmize the gap. Secondly, the consortium model was i n  itself somewhat 

uriwielldy. Multiple donors wi th  d i f f e r a t  emphases among themselves probably 

l im i t ed  the effectiveness t h a t  m i g h t  otherwise have been achieved in Influenc- 

ing Turkish policy.  There was also a problem with  delays. The Turkish 

plans first had to be formulated and then discussed w i t h  donors. The 

difficulty of reaching a consensus among all donors on assistance levels 

made the process a difficult one f o r  donors and recipient alike. 

Despite  the above, which may be regarded as "lessons" learned from 

the  1960's cycle, i t  seas likely that the "progranl' approach to  development 

assistance was p r o b s ' l y  a significsn: factor in  limiting the distort ions to 

which the Turkish economy was subject before remedial actions were taken, 

There was a continuing di.alogue between A.I.D. and the Turkish government 

o f f i c i a l s  ( in  which Krueger was occasionally a sideline observer) . There 

w e r e  attempts t o  persuade the Prime Minister and h i s  cabPnet that a change 

in  macroeconomic policies, especially the exchange rate, desirable long 

before the d e c i s i o n  was taken. It  i s  i n  p r i n c i p l e  unknowable whether the 

devaluation of 1970 would have been delayed even longer i n  the absence of 

donor pressure, Wnar i s  clear,  however, is  that remedial action was taken 

in 1970 at a far earlier stage of t.he cycle than in eLther the 1950's or 

the 1970's. 



The third cycle is  i n  a way the m o s t  interesting. With the exception 

of the multilateral Lending agencies, there was far l e s s  involvement of donors 

i n  the process than bad been the case i n  the earlier cycles. A m e r i c a n  assis- 

tance  resumed when sc~:e?e balance of payments d i f f i c u l t i e s  and other symptoms 

of extreme dislocetion reemerged. Then, starting in 1978, there were repeated 

I #  programs" announced t o  stem the d i f f i c u l t i e s .  An IhT stabi l izat ion program 

of 1978 of U.S.  $450 million, combined w i t h  an OECIbconsortium debt re- 

scheduling provided about $1.2  b i l l i s n  aver a two-year period in  balance  of 

payments support. There were, of course, conditions attached to the stabiliza- 

t i o n  program and these were generally underachieved in 1978 and 1979.  

Despite  changes in the exchange rate, the rate of inflation was sufficiently 

high that the real rate becme increasingly overvalued and export earnings 

faltered. 

From hindsight, there w e r e  two major m i s t d c e s  in the 1970's. F i r s t ,  

Turkish borrowing, pr imar i ly  from commercial. sources, in  the mid-1970's 

postponed adjustment thereby making i t  more difficult when i t  did come. 

Second, when the imbalances were finally apparent in  1977 ,  their sevesfty 

was underestimated. The lending to Turkey in  1978 and 1979 d i d  l i t t l e  to  

rec t i fy  t h e  underlying difficulties, whils  s imultane~usly insurfng that 

Turkey would have an even bigger debt-servicing burden when a genuine 

refom of economic pol ic ies  was undertaken in  January 1980. 

It s e e m s  clear t h a t  a major lesson for developmeat assistance i s  that, 

wher, the macroeconmic ~ o l i c y  signals are massively out of line lending to 

support the country in question w i l l  only make the cost of adjustment even 

higher unless suf f i c i ent  remedial actions are undertaken. There is ,  however, 

no widely accepred technique for estimating when the pol icy  chznges are 



sufficient to remedy the mderlyl.ng difficulties. At feast u n t i l  knowledge 

improves, advice on policy reform w i l l  continue to contain a large element 

of judgemenr . 



z rate of inflation i n  excess of the rate ?-n the rest of the world, the 

first symptoro of real d i f f i c u l t y ,  other tPim ::.he rinEPation itself, genera l ly  

ar i se s  in  its balance of payments and i n  mounting debt-service obligations.  

It is therefore inevitable that countries w i t h  expansionary pol ic ies  and 

fixed exchange rates w i l l  seek support from donor corntries and institutions. , ., 

the maeroeconnmf c pol icf  es are approprf ate, such support can be used 

i r r  highly productive w a y s  i n  suppor5 of economic development. When they 

are inappropriate, however, they can be largely dissipated in support of 

p o l i c i e s  which must, at aEy event, be remedied i f  groweh is  t o  resume or 

cont inue . 
The Turkish experience amply demonstrates t h i s .  While m a n y  of the 

individual projects fin!anced by the  United States and o t h e r  donors have had 

a high rate of re turn ,  and more w i l l  have i f  present economic reforms 

succeed, the United States and other donors w e r e  three ttmes caught in a 

weak'bargaining position on economic r e f o m  by their p o l i t i c a l  interest  ;in 

Turkey at tzmes when Turkish macroeconomic policy was unsustainable. In 

the 1960ts, corrective measures were  taken re1 at ive ly  early i n  the cycle. 

In the 1950's and 1970rs ,  however, donors were induced t o  provide support 

(in 1956-58 and again i n  1977-79) despite the fac t  that the underlying 

programs had not been s u f f i c l e n t l y  changed t o  of fe r  promise of great macro- 

economic relief.  



The facr t h a t  t r a d e  can s u b s t i t u t e  for a i d  means that t h e  dangers of 

supporting inappropriate macroeconomic policies inherently affect the trade 

sector of the domestic economy. In the Turkish case t h e  most vtvid i l l u s t r a -  

tion of this l e s son  arises from the cycle of t h e  1960's. Even when broad 

macroeconomic policy was not  hfghly out of line, t h e  facr of an a id  inflow 

helped t o  mask the underlying distortion i n  the trade r e g i m e ,  as between 

import-substitutes and expor ts .  Krueger (1974) has est imated thst w h i l e  

almost a l l  expor ts  were r ece iv ing  only TL9 per U.S. dollar the i m p l i c i t  cost 

of many inport-competing goods was  TL20 or  more pe r  d o l l a r .  

T h i s  s i tuat ion  could not have persisted as long as it did had it not 

been f o r  a i d  f l o w s .  Although aid officials correctly pointed t o  t h e  d i s t o r -  

t i ons  resul t ing from overvaluation they  nonetheless persistee as a major 
, . 

stumbling block t o  expansion of export  earnings. In Turkey's case, this 

d i f f i c u l t y  was compounded by the fact rhar Turkish workers ' redttances 

also provfded a major source of foreign exchange. Nonetheless, a major 

lesson from t h e  Turkish experience is that aid's effecziveness i s  g r e a t l y  

diminished unless  it i s  administered i n  t h e  context  of a f a i r l y  r e a l i s t i c  

exchange rzte and a liberal trade policy. 

The relationship between trade pol ic ies  and a i d  does not end a t  the  

macroeconomic level. It also affects the e f fec t iveness  of a s s i s t a n c e  

at the individual p r o j e c t  and sectoral  level. Two episodes i n  Turkey 

will s e r v e  to i l l u s t r a t e  t h e  Ifnk. The f i r s t  i s  the E r e g l i  Steel works 

and the second is the experience of t h e  Turkish I n d u s t r i a l  Development 

Bank, 

I n  t h e  19601s, when there w a s  atitomatic protection t o  new i n d u s t r i a l  

ac t iv i t fes ,  the E.S. government decided to provide t h e  major part of 

financing f o r  the  Ereg l l  Seeel M i l l .  This w a s  a massive undertaking 

by Turkish standards of the early 1960's. For present purposes, t h e  



fmportslnt pofnt is that the f e a s i b i l i t y  s t u d y  the project used a n t r c i p a t e d  

domestic price, rather than the internat ional  price, to evaluate the  

projecs prospects .  In  t h e  event,  t h e  Eregli  plant bad numerous technjcal  

problems but, In addition, r e s u l t e d  in a substantial increase in the Turkish 

domestic ?rice of steel. The p r i c e  was s o  high that the tinplate cost of 

a l i t e r  can of processed tomatoes i n  T~yrkey exceeded the r e t a i l  price of a 

comparable can in Gemm-y. Thus,  dur ing  the Late 1 9 6 0 ' ~ ~  the development 

of any food canning act iv i t ies  fo r  exports  w a s  unprofttable and hence 

not undertaken. An inappropriate set  of trade policies  induced an i n i t i a l l y  

uneconodc steel m i l l ,  which in tun. prevented the development of more 

economic food processing industries, 

The Turkish I n d u s t r i a l  Development Baak was founded i n  the early 1 9 S O 1 s  

t o  lend money t o  private sector  industrial activit ies.  It received loans, 

primarily from the World Bank, which provided i t w i t h  foreign exchange. 

Because foreign exchagge was scarce i t s  loans  were eager ly  sought by the 

Turkish business community. 

The Bank has undoubtedly made major contributions t o  t h e  economic and 

technical efficiency cf Turkish  industry through i t s  techilical assistance, 

p r o j e c t  appraisal, and other activities, It adopted shadow p r i c i n g  and 

cost benefit  =alysis early i n  i t s  history (chapter 5). However, in its 

first cen gears of existence, its project appraisa l  w a s  based on market prfces. 

P l y  of the p r o j e c t s  which it funded were very profitable at market p r i c e s ,  

but unecon~mic at in te rna t iona l  prices. When the Bank began using i n t e r n a t i o n a l  

prices In its project appraisal ir was able to weed out loan applications 

from same high cost industries. But the p c l i c y  did not induce loan apql i ca -  

t i o m  from those activities (especially for export) that would have been 

profi table  st a realistic exchange rate but were unprofitable a t  the  actua.1 

exchange rate. 



The benefits accruing f r o m  assistance to the Turkish Industrial 

Development Bank were less than they might have been, even when t h e  Bank 

used appropriate apprarisal cri teria,  had Turkish trade and exchange 

rate policies been more realistic* 



There are several reasons why a r e v i e w  of U.S. assistance to agrlcul- 

tural  development in Turkey i s  barticularly relevant. One is that  Turkey. 

along with Korea, was among the earliest reciyients of U . S .  agricultural 

development assist a c e .  U.  S. assistance for agricultural development i n  

Turkey began during World War I1 and continued until 1976. A second 

reason i s  that in the process of acquiring experience in development ass is -  
t 

tance i n  T u r k e y  the U.S. m a d e  almost a l l  of the false starts  and committed 

. - -  
most or t h e  development assistance errors that were possible. In spite of 

the false starts and errors there have been a number of success stories. 

U. S. development assistance has made an important contribution to expansion 

of the agricultural sector's  productive capacity and to the economic well- 

being of rural areas i n  Turkey. 

In this review w e  give special attention to  four areas of development 

assistance: (a) agricultural inputs (tractors and f e r t i l i z er )  ; (b) land 

and w a t e r  development ; (c) agricultural education, research and extension ; 

and (d) wheat production campaigns. (Other rural development programs 

designed t o  improve the quality of l i f e  in rural areas are d i s c u s s e d  i n  

Section14.5.  We devote primary attention to  the U.S. development assis- 

tance programs. Reference is made to the act iv i t i e s  or other donors only 

as their programs interact  w i t h  U . S .  development assistance. The FAO has 

been active in  support of developnent of t he  fo res t ry  sector, i n  the  promo- 



t ion of fertilizer use, in supporting the development of anTmal health and 

production programs and in crop in.troduction and research. The Worfd Bank 

has been active in, soil and water conservation and irrigation development 

and in the development of the livestock industry. 



Agricultuxal Inputs: Tractors and Fertilizer 

After World War 11 use of eractors diffused rapidly i n  Turkey. Pertilizer 

use expanded steadily f r o m  very l o w  levels in the early 1950's to the  mi+ 

1960's. The largest increases in fertilizer use catrte after the introduction 

of the new higher y ie ld ing  fertiii-zer responsive varieties in  the mid-1960's. 

U.S. assistance played a very important role in t h e  rapid post-war introduc- I 
tion sf t ractors.  It played a much smaller d i rec t  r ~ l e  in the growth of 

ferrf l izer  use. 

Tractors: During the Marshall Pian period (1948-52) and during the first 

several years under the Ffutual Security A c t ,  support for agricultural develop- 

men5 represented a very Large share of U.S. agr icu l tu ra l  development assistance 

to Turkey (Wilson, 19 71: 2, 3). An6 a m a j o r  share of this a s i s  tance was in 

support of agriculrural rnechanizatf on (Table 4 . 3 .  Nearly 40,000 tractors I 
.I 

were h p c r t e d  with U . S .  assistsnce during the Marshall Plan Period. After the ! 

mid-1950's assistance by the U P S .  for rnechsnization decf ined but nechanizatlon , 

as 2ndlcated by the growth in tractor numbers laas conttnued (T'abSe 1 4 . 3 ) .  

k major effect of the mechanization effort w a s  to expand the land under 

culeivation. New land was opened. up to cultivation, Wheat production 

increased rapidly during the early 1950's. Almost a11 of the increase in 

w5eat pxoduction during this period was  a result of expansicrg in t h e  area 

cultivated rather than increase in y i e l d s .  





In  s p i t e  of the mechanizati.on programs' initial impact on productfon, 

s u b s t a n t i a l  quest ions  w e r e  raised regarding its longer  run v i a b i l i t y .  A 

1951 mission £ram the Uorld Bank c r i t i c i z e d  t h e  number of tractors b e k g  

imported. The mission esthnated tha t  t h e  number of farms on which t r a c t o r  

cultivation w a s  econorzically viable was only i n  the neighborhood of 10,000 

(IBRD, 1951 ) .  It also seems apparent t h a t  Land w a s  converted t o  co t ton  and 

grain production that should have remained in pasture. In  some areas the 

product ive capaci ty  of rhe new l a n d s  brought under cultivation deteriorated 

rapidly. There were also serlous income d i s t r ibu t ion  effects. Ownership 

of resources at the vi l lage  l eve l  became more concentrated and l a r g e  numbers 

of peasants wzre pushed i n t o  the migrat ion stream (Ankara University Faculty 

of P o l i t i c a l  Science, 1953; Robinson, 1952 aad 1958; M a n n ,  1980). 

It is hard,  i n  retrospect, t o  escape the  conclusioa tha t  a slower pace 

of mechanization in Turkey %odd have been desirable .  Both the negative 

effects of conversion of land use a ~ d  t h e  -impacts of income distribution 

would have been mit igated i f  t r a c t o r  cultivation had been introduced more 

slowly, -4nd there seems l i t t l e  doubt that, in the  absence of external 

assistance, the  pace of mechanization would have proceeded more slowly. It 

also seems apparent that the excessive rate of mechanization and land conversion 

d i d  not represent a failure of analysis. Our r e v f e w  sl;ggests that  very little 

analysis took place. I r  reflected instead an i n t u i t i v e  identification, on 

the part of U . S .  assfstance personnel and t h e  Government of Turkey (GOT), of 

mechanization with the modernization of a g r i c u l t ~ r e  (Cherzery, Brandow and 

Cohn, 1953; Aresvik, 1975: 76-81; Mann, 1980). 



F e r t i l i z e r :  Efforts t o  expand the use  of f e r t i l i z e r  have represented 

a majar focus of several U.S. a s s i s t s n c e  p r o j e c t s .  The Mission's extensive 

ixivclvement i n  f e r t i l i z e r  began with an AID--supported tea-n of s ix  fertilizer 

expe r t s  from the  Tennessee Valley Authority. This team s p a t  two months 

advis ing the State Planning Org=iization i n  the ea r ly  p a r t  of 1.966. Out 

of this association came a de ta f l ed  f e r t i l i z e r  study, the conclusions of 

which were incorporated i n t o  the Second Five Year Development Plan. Since 

the completion of the report ,  t h e  Tur'Esh government: worked t?xtensively w i t h  

ATDinseekfng to develop a suitable f e r t i l i ze r  pro jec t .  In the end, however, 

t h e  Turkish a u t h o r i t i e s  d i d  not s eek  AID fitnancing for any f e r t i l i z e r  project 

although the Mission cont h u e d  t o  work w i t h  the Turkish guverr-ment on 

f s r t i l i z e r - r e l a t e d  questions. 

An A I D  f e r t i l i z e r  advisor spent about f o u r  years  (1967-1971) working 

with the S t a t e  Planning Office, the Ministry of Agriculture, Donath ( the 

Agr i cu l tu r a l  Supply Orgenizat ion) ,  the Agricul tura l  Bank, and Tcrsk.Lsh ind~stry 

t ry ing  t o  coordinate  t h e  development of a  fertilizer industry. The fertil izer 

, . advisor wrote s e v e r a l  reports, which w e r e  w e l l  received by the Turkish govern- 

ment, i n  which he made several recornendations about several p o s s i b l e  areas of 

U.S.  foreign assistance to Turkey, including the following: (I) technical 

ass is tace  i n  helping Turkey develop a plan of reorganizat ion and t h e  es tab l i sh-  

nent of policies for Eertilizer marketing ar,d d i s t r i b u t i o n ;  ( 2 )  technical 

a s s i s t a n c e  i n  developing a sound economic marketing and promotional organiza- 

t i on ;  (3) establishiient of in-comtry t r a i n i n g  programs to help  solve t h e  Turkish 

fertilizer industry's problems. Even without U.S. assistance, the A I D  fertflier 



advisor suggested thar the Turkish government reorganize and consolidate 

a l l  govement  fertilizer functions under on2 organization : production, 

c r e d i t ,  research, s o i l  tes t ing,  marketing and fertilizer production (Hill, 

One major change that took place i n  Turkish agriculture IE the late 

1960's as a r e s d t  of the recomendzti.ons of the U.S, A I D  fe r t i l i ze r  advisor 

was the acceptance by the Govement of the use of nitrogen fertil izer on 

wheat. The excellent r e s u l t s  of phosphate wi.th nitrogen on high y ie ld ing  

wheat varieties encouraged the Government to take a new look at the  situation, 

and to recommend the use of nizrogen on wheat. T h i s  practice was begun with 

the introduction of M~xican wheat in the f a l l  of 1967. 

The results from following the U.S. AID f e r t i l i z e r  advisor's recommendations 

of applying nitrogen 011 high yie1dir.g winter wheat varieties on state farms 

convinced government research workers of the nerit of using nitrogen fertili- 

zers in addition to phosphates. The outcome of these experiences a l so  

resulted in  the first nitrogeE recommendatians for w i n t e r  wheats grown on 

the Anatollan Plateau in the spring of 1969. The mount  of fertilizer used 

fo r  wheat in Turkey increased dramatically after 1966 with the  introduction 

of *the high yie ld ing  winter and spring wheat var ie t i e s  (Table 14.4) - .. 
The government has a virtual  monopoly on the production, import, and 

salc of chemical fert i l izers ,  except for raw materials which can be  imported 

under l i c e n s e  for domestic manufacture. The Agricultural Supplies Organization 

(TZDK) is the pr inc ipal  agency involved i n  the d i s t r i b u t i o n  of f e r t i l i z e r s  t o  

farmers. Successive governments have given prf o r i t y  to  f e r t i l i z e r  imports i n  



-.-.-._ " .- 
Table 14.4, Consumption o f  Commercial i e r t i  l i z e r s  i n  Turkey,  

1950-72 ( t o n s  of n u t r i e n t s )  

Year Nit rogen  - - Phosphorus Pot ass i urn T o t a l  - 

1950-54 5,722 4,708 3,158 13,567 

Note: The f i g u r e s  f o r  t h e  1950-54 p e r i o d  and t h e  1955-59 per iod  a re  
averages. 

Source: FA0 (1950-723, Production Y e a r b ~ o k ;  Government o f  Turkey, Sta te  - 
I n s t i t u t e  of S t a t i s t i c s .  S t a t i s t i c a l  Yearbook o f  Turkey 1973 
f o r  1972 f igures;  fBRD/W@rld Bank (February 18, 19821, Turkey 
I n d u s t r i a l i z a t i o n  and Trade Strategy: Methodological and Statist2cat 
Annex, Vol. 2 f o r  1978 f i g u r e s -  
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the al locat ion of foreign exchange and f e r t i l i z e r  is the  second l a r g e s t  import 

a f t e r  fuel.. A t  the same t h e ,  fertilizers b e n e f i t t e d  from generous govern- 

m e a t  s u b s i d i e s .  

F e r t i l i z e r  prices have been subsidized in t h r e e  ways. F i r s t ,  by d i s t r i b u t -  I 
Ing the comercia1 product at below cost directly t o  i nd iv idua l  farmers and 

f arrners' cooperaf ives: second, by providing credit at subs id ized  rates f o r  

the  ourchase cf aqricuLtural inputs including fertilizers; and t h i r d ,  by 

subsidizing domestfc man.lxfactu-rers. The o f f i c i a '  p r i c e  of ammonium nitrate I 
(26% N) was fixed from I975 to 1979 at TI, 1400 per ton despite the fact  I 
that the currency w a s  r ap id ly  d e p r e c i a t i n g .  Bv 1979 sulisidies ts  fertilizers 

amounted to between 50% and 80% of product: cost. In 1980, retail p r i c e s  1 
or' fertilizers were ral.sed and s u b s i d i e s  to fertilizers were reduced to 

2 0 4 5 %  of the product cost-  Nevertheless, subsfdies  to fertilizer remain 

of cost reducing innlovations in IfZDK's fertilizer ha~dlrng 2nd d i s t r i b a e i m ,  _I 
.I 

J 
network. 

Fertilizer consumption has increased very. rapidly i n  part because 

substantial, amunring to about TL 35 b i l l i o n  (U.S. $460 million) i n  1980. 

The government i n d i c a t e d  i t s  intenfion t o  phase out the remaining subs id ies  

on fer t i l izers  over the next five years, concomitant w i t h  the  introduction 

farmers have purchased it much below c o s t .  R t  t h i s  l o w  price,  excess demand 1 
! 

1 

condi t ions  have prevailed, and therefore a non-price allocation mechanism I 

has been used ZO d i s t r i b u t e  fertil izer to farmers and t o  s p e c i f i c  crops. There 
I 

has been an uneven distr ibat i .on of available suppl ies .  A World Rank simula- 

t ion  based on its agricultural sector model for Turkey ind ica ted  substarrtial 

malallocation of f e r t i l i z e r  use among crops and regions due to pr i c ing  

po l l c f  e s  (World Bank, 1982,  Vol, 2, 2 52). 



In retrospect it seems ddoubfuul t ha t  subs id ies  were a necessary induce- 

sent to more intensive fe r t i l i ze r  use. Before t h e  introduction or' the new 

wheat varieties there was l i t t l e  economic return to higher levels of fertilizer 

use on most crops, When the new f e r t i l i z e r  responsive varieties were intro-  

duced, t h e  economic incentive f o r  f e r t i l i z e r  use w a s  very large. The primary 

effect of f e r t i l i z e r  subs id ies  w a s  to d i s t o r t  use patsems. 



Land and Water Development 

Both the U.S.  A I D  (and its p r e d e c e s s o r  agencies) and t h e  IJorld Bank 

have provided substantial assis t m c e  for land and water development in Turkey. 

The Seyhan Project - a large multi-purpose f l o o d  control and irrigation 

6 / project w a s  a major focus of a s s i s t a n c e  by both agencies for over 30 years.- 

The project is of interest because i t  i l lustrates  the difficult problems 

that both institutions have faced repeatedly i n  the development cf large 

mtrlti-pu.rpose projects,  Many of these problems have centered around the  

d i f f i cu l t i e s  of articulating the irrigation phases of t h e  project w i t h  the 

power and f l o o d  control p'rases, 

I n  1948 the  Ministry of f u b l i c  Works commissioned a design study for 

the Seyhan Project. In 1950 a request w a s  made f o r  a loan from the World 

Bank for the constxruction of the Seyhan Dam. An economic study was also 
, , 

commissioned to support the loan  app l ica t ion .  In spire of serious reses- 

vations by the bankts own survey mission the bank agreed to particfpate in 

the financing of the construction of t h e  dam. The loan agreement was signed 

in 1952, The d m  and hydroelectric plant  were c m ~ l e t e d  5n the early 1960's. 

In  s p i t e  of the fact that the r e a l i z a t i o n  of a l l  three abjectives of 

the project was necessary for the projece to be economiczlly viable ,  it was 

no= u n t i l  1958, after the darn was comple ted  and the hydroelectric plant 

cane on l i n e ,  that a design study for the irr igat ion and drainage phase was 
, , 

conmissioned. ?&en the i rr igat ion studies were completed in 1961 it was  

est imated that the cost of the irrigation phase of the proj cct w~uld cost  

:-rerab times as much as the cost of the hydroelectric and flood control 

e .. md i t  d i d  not include the even 2arger cost of on-farm land and 

. .. . 
I. . , , I  

L -, ~.o;rment work that would have to be carried out in order  t o  reakfze 



the irrigation bene f i t s .  It w a s  not until the  early 1980's t h z t  a large 

port ion of the i r r i g a t i o n  system w a s  completed. It seems apparent that 

during much of the period between 1950 and 1980 the pro jec t  was  qare of a 

burden t o  the Turkish economy than a source of growth. 

Based on i t s  experience in t he  Stage I phase of the Seyhan Projec t ,  t he  

Bank dec ided  that special a t t e n t i o n  needed t o  be given t o  an in tens ive  

extension effort i n  order t o  ensure effective u t i l i z a t i o n  o f  drainage and 

i r r i g a t i o n  f a c i l i t i e s  once construct ion was completed. The  extension 

services provided by existing government agencies w e r e  thought t o  be rela- 

t i v e l y  &ef f ectf-ve . The new "trrazning and v i s i t "  program, developed with 

t h e  assistance of a specialist consul tant ,  Mr. Daniel Benor, differed from 

t h e  existing program i n  seve ra l  respec ts  : i t  -offered more intensive assistance 

t o  farmers; ac t i v i t i e s  of the different  agencies were coordinated under a 

single program; i t  used village level "contact" workers, cmract  workers 

were t r a i n e d  at regular sessions acd  made scheduled visits t o  farmers; 

t h e  contact workers w e r e  backed up by a hierarchy of s p e c i a l i s t s ;  i t s  

autonmy enabled it t o  concent.rate on f a r m  t r a i n i n g  r a the r  than on data 

col>ection. The success of the t ra infng  and visit (T & V) system i n  t h e  

Seyhan Project  area led to i t s  adoption i n  severa l  other Bank assisted 

projects. It has a l s o  served as a model f o r  Bank-sponsored extension programs 

i n  a number of other countries (Benor cmd Harrison, 1977: Chapter 10). 

The i n i t i a l  response by the government of Turkey w a s  less en thus ia s t i c  

than that  of the  Bank. The T & V system w a s  expensive f o r  the governmeat to  

operate and maintain. T5ere w a s  considerable animasity by the  regular 

extension agency to spec ia l  implementation un i t s .  Following completion af 

1 Bank assistance t o  t h e  project t h e  personnel connected with the T h V system 



were reabsorbed into the regular extension service or left government service. 

The longer-run demonstration effect may, however, have been r a t h e r  substm- 

t i a l .  In 1981 the Ministry of Agriculture announced that t h e  T & V systezn 

would be i n s t i t u t e d  nationwide over t h e  next f i v e  years. T f i l s  w i l l  require 

a doubling of extension personnel, Assistance agency advisors ,  including 

Bank personnel, have expressed concern as to whether such an intensive . . 

system w i l l  be cost-effective.  

Subs tant fa l  U.S. assistance was a l so  d i r e c t e d  toward strengthening the 

capacity of the Turkish government to ensure more effec t ive  utilization of 

its investment i n  land and water resource development. This involved the 

assistance in the establishment o f  a Department of Land and Warer Resource 

Development (Devlet Su Is leri  - DSI )  i n  tSe Ministry of Public Works modeled 

on the U .S. Bureau of Reclamation. A second agency - TOPRAKSU - modeled on 

tire U . 5 .  S o i l  Conservation Service, w a s  established in the Ministry of Agricul- 

ture  in 2960 and l a t e r  moved t o  the  Ministry of Village Affa i r s  i n  1964. 

It was orsanized t o  assist fanners with problems of s o i l  and water management. 

Aid funding w a s  provided t o  t r a i n  DSX and TOPRAKSU staff '  and to finance 

i r r i g a t i o n  development and s o i l  conservation investments by farmers. 

Both the  DSI and T O P W S U  progz-as w e r e  designed t o  be n a t i o n a l  i n  

scope. Major e f f o r t  was placed on t h e  trainfng of personnel. ,4n internal 

AID eva lua t i on  in t h e  late 1960's indicated that DSI has become a highly 

professional  and technolagiczlly p ro f i c i en t  zgency. 

T O P W S U  resources were, however, concentrated primari ly  i n  two major 

State Pro j  ect Areas (Seylran and Gediz) . In these two areas a force account 

approa.ch to land and water development - financed by the government and 

carried out by TOPRAZCSU - was developed. This proved eff ec.tive in bringing 

rap id  on-farm development withi3 the project  areas but it d id  nothing f o r  



the  ,development of the m o r e  Ihan a m i l l i o n  hectares of i r r iga ted  land 

ou t s ide  State T r o j e c t  areas. The f o r c e  account approach (Seyhan strategy) 

w a s  s t rcngly  supported by the World Bank and the European Investment Bank 

because it seemed t o  promise rapid realization of the i r r igae icn  potential  

in the S t a t e  Project:  areas. It was criticized by the  US/AID because it 

d i d  nothing f a r  the development of the rnore than a mi.llion hectares cf 

irrigated land outside the State Project areas (US/ATD, 1969:  Mmn, 1972). 

Thus, by 1970 it w a s  becomhg increasingly c l e a r  t h a t  after t w o  decades 

of very s u b s t a n t i a l  inves trnent i.2 fac i l i t ies  and i n s t i t u t i o n  briilding , Turkey 

s t i l l  had not developed the capacfty t o  e f f e c t i v e l y  deliver i r r i g a t i o n  v a t e r  

t o  farmers and t o  assist then i n  making e f f e c t i v e  use of the  water exce?t 

in a few s t a t e  inaaaged proj ects. There was a m a j o r  imbalance in DSI and 

TOPRAKSU capacity. The capacaty of PSI f o r  the design ar,d construction of 

i r r i g a t i o n  fac i l i t i e s  exceeded t h e  czpacity of TOPRAKSU to manage the 

delivery of water and provide technical assistance f o r  development and use 

7 1 of w a t e r  at che farin level.- 

In 1969 U . S .  A I D  assisted in the deve'opment or" z new "On-Farm Water 

Development Project"  designed to (a) increase TOP3AKSUFs capacity to carry out 

on-farm w a t e r  development and (b) support  t h e  development of p r iva te  sector 

capaciry t o  carry o u t  on-farm developrne~~t outside of tile s ta te - run  water 

8 /  pro j ect areas .- An i n i t i a l  pilot demonstrat ion of t h i s  new approach, car r ied  

out i n  the Izmir region, was regarded as highly successful (Efann, 1972 ;  OECD, 

19 74:  26). The d i f f u s i o n  of t h e  new "Izmir  model" was, however, slowed by 

(a) shor tage  of credit to farme-rs, contractors and equipment supp l i e r s  and 

(b) the limited engineering and agrononic capacity of T O P M S U .  

The i n i t i a l ,  although partial success of the new project has provided 

Turkey w i t h  t w o  models - t h e  Sephan " i n t e ~ s i v e "  model and the more "extensive" 
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Izinir model - of w a t e r  resource development. The following comparisons 

have been made of the two madels (Mann, 1972) :  

(1) The older Seyhan model resulted i n  rapid and k t e n s i v e  develcpment 

i n  some s t a t e  managed pro jec t  areas  but i ts impact was more can- 

str&ned by budget l imitat ions.  Since the Izmir model draws much 

n o r e  heavily on private than public resources,  budget limitations 

are a l e s s  serious constraint. There has been delinking of the 

pace of irrigarim developmerit frcm t h e  size of the TOPRA,YSU budget. 

(2) Returns to public investment are higher  under the Izrnir model s i n c e  

most of t h e  cos t s  of Land development are borne privately, The 

cost to the government i s  only f o r  the technical  ass is tance.  

(3) T h e  Izmir model i s  more labor i n t e ~ s i v e .  Greater use  was made of 

local  resources .  It provides mor2 employment and greater oppor- 

tunity f o r  the development of local p r i v a t e  sector entrepreneurship. 

( 4 )  The Izmir strategy has had more f avorab le  c l i s t r ibu t iona l  e f f ec t s .  

There was a tendency in t h e  Seyhan P r o j e c t  for large farmers to 

receive a relatively large share  of the land development subsidies 

and technical assistance. In t h e  Lzmir approach publ i c  resources 

w e r e  spread m o r e  broadly. 

In view of the, frequent df screpancy between i n i t i a l  project proj  ect ioas  

and longer-tern project accomplishments it i s  probably premature to accept 

a l l  of the claims regarding the  s u p e r i o r i t y  of the Imir rnode1. l  What 

can be said is that Turkey has acconplished, over a pe.riod of 30 years ,  

the institutionalization of s u b s ~ a n t i a l  capacity t o  develop, implement, 

and mmage land and w a t e r  resource development activities. There is also 

at lecst a presumption that t he  availability of two competing models, each 

with soma7hat d i f  f ere$ strengths and weaknesses, may became important 

f ac to r  leading t o  Setter bureaucrat ic  performznce. Finally, it does appear 

Q\ 
d I 



that  Turkey has, during the las t  decade, begun to realize some of the rerurns 

from its m a j o r  ilzvestrrients in both the large multi-purpose water resource 

development projects  and its smaller inves tme~.ts in land and water develop- 

m e n t  ori tside of the major  project areas. 



AgrPcultoral Education, Research and Extension 

A third major area c2 assistance by the U . S .  AID agencieswas t o  , . 

strengthen Turkish capacity i n  agricultural education, extensien and re- 

search. It w a s  clear, in t h e  early 1 9 5 O 1 s ,  that Turkish agricultural educa- 

t ion,  extension and research institutions were exceptionally weak. Turkey 

did not establish a Ministry of Agriculture w c i l  1931. A n  extensim 

service was not established until 1943- Agricultural research was highly 

fragmented and tLe research s y s m  was t yp ica l ly  staffed by technfcians 

rather than sc ient i s t s .  

Extension: Assessments by ts. S . technical assistance missions 5n the 

e a r l y  1950's suggested an opportunity for substantial short-run gains in 

agricultural production by strengthening agricultural extension. In i t i a l  

efforts to  strengthen agricultural extension foc~tsed on the training and 

technical assisrance to strengthen extension capacity at the field level 

(Borron, 1 9 6 4 ) .  L a t e r  ez fo r t s  were focused on extension planning and 

adminisZration. 

By thc mid-196OVs, however, it  seemed clear that the exeension develop- 

m e n t  effort had been mach less successful than anticipated. Mcch of the 

frustration m d  lack of accwlpl i sbent  has been attributed to  the inability 

to resolve the differing conceptions of the ro le  of extension held by the 

Turkish bureaucracy and the U.5. advisors. In the Turkish v i e w  agricultural 

extension agents were regarded as part of the staff of the country administra- 

tor (the Kapakan) and responsible primarily f o r  regul.atary and administrative 

functions. The object ive of U.S. technical assistance was to reform the system 

t o  make it primarily responsible for  carrying out t h e  educational and tech- 

nology transfer function of thz Ministry of Agriculture. By the mid-1960's 



these issues remained unresolved and U.S.  assistance effort w a s  r ed i r ec t ed  

toward the strengthening of a g r i c u l t u r a l  s e r v i c e s  and the direct support of 

agricultural production. 

One response t o  t he  limited success  achieved in t h e  program t o  strengthen 

a g r i c g l t u r a l  extension w a s  t5s search f o r  a new approach ZG p-roviding 

services t o  farmers. In 1966 the U.S. AID and t h e  GOT i n i t i a t e d  an Inte-. 

gra ted  Agr i cu l t u r a l  Sen-ices P ro j ec t  on a p i l o t  basis i n  D e n i z l i  Province 

in southwestern Turkey (Wilson, 1971). The objec t ives  of the  p ro j ec t  w e r e  

(a) to nove a g r i c u l t u r a l  planning t o  the  provincial and county l e v e l s  and 

(b)  t o  acsieve fnter-agency coordinat ion f o r  a g r i c u l t u r a l  development 

activities at  the local  level. Three major a c t i v i t i e s  w e r e  initiated under 

the p i l o t  pro jec t :  (a) the development of a coordinated support  system 

that would integrate t h e  supplies and se rv i ces  necessary t o  i n c r e a s e  agr icu l -  

tural production; {b) t o  make ava i l ab l e  increased s q p l i e s  of fertilizer and  

credit, better seed and breeding s tock ,  and improve land and w a t e r  manage- 

m e n t ;  (c) local t e s t i n g  and eva lua t ion  of new technology. Although many of . 

the individual sub-projects w e r e  effectfve i n  Tncreasing production,  the 

proj e c t  w a s  not able t o  e s t a b l i s h  t h e  coordinaf ion among a g ~ n c l e s  necessary 

f o r  an in t eg ra t ed  approach t o  a g r i c u l t u r a l  development, In June 1970 AID 

terminated suppcv t f o r  the In tegra ted  Agricultural Services  Project and 

initiated a new pro jec t  t o  d e a l  w i t h  t h e  pzoblems t h a t  r e su l t ed  i n  the 

l im i t ed  success of the Denizli Project  - lack of p o l i c y  and pzanning coordj.na- 

t i o n  a t  t h e  n a t i o n a l  . leve l .  

There are some i nd i ca t ions  that i n  t h e  early 1980Ts,  t h e  government 

of Turkey was  beginr?i?g to face up Z u  the problem of the 
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ineffectiveness of its agricultural extension system - weaknesses 

that had long concerned both the World Bank and the U.S. aid  agency. 

A decision has apparently beezt made to i n s t i t u t e  the training and vf s l t  

(T & V) system, first developed during Phase TI of the  Seyhan Project 

as the pattern f o r  all extensf an work. 

Agricultural research: During the 1450's and 1960's the U.S. assistance 
, , 

, , , . program w a s  much less actively involved in strengthening the Turkish agricul- 
, . 

fural research system than in  strengthening t h e  Turkish extension service. 

Research, Like extension, tended t o  b e  fragmented moag the several 

departmknts and agencies with a g r i c u l t u r a l  program activ9ties. Although 

the ineffectiveness of a g r i c u l t u r a l  research was recognized by both the GOT 

and U.S. AID, the first development assistance project In support of research 

w a s  not tqlemented untbl 1963 (U .S .  AID, 1965). This i n i t i a l  project had 

as its objective the provision of techriical assistsnce for the reorganization 

of the Turkish agrtcultural research systern. It was cmplemented by a 

second project designed to  strengthen agricultural planning and economic 

research (U-S .  A I D ,  1968) . Neither project was able to overcome the 

obstacles of the fragmented approach that continues t o  characterize 

Turkish agr icu l tu ra l  programs. 

A sanewhat m o r e  successful ef for t  in s ~ ? p o z t  of agr icu l tu ra l  extension 

and research w a s  the establishment, w i t h  U.S.  AID support, of Ataturk 

University in eastern Turkey. Begirming i n  1955 the U . S .  AID provrded 

support, through a contract with the University of Nebraska. The University 



included an extension training institute and an agricultural experiment 

station. By the early 1970's the new university appeared to b e  effectively 

ins titutional-ized (Wilson, 1971) , 

Wheat Product ion Campaijps 

13 the late 1360's and e a r l y  1970's A I D  s h i f t e d  its development assis- 

tance support away from generalized ins t i tu t ion  bui lding to direct support 

f o r  agr icul tura l  producrion. During this period support for agricultural 

training, research and extension continued. B u t  the support was directed 

togard the achievement of much m o r e  speclfic production objectives than 

the programs of the 1950's and 1 9 6 0 ' s .  This shift in emphasis was associated 

with ti-e demonstrat'on of the dramatic y i e l d  increases that  were po ten t i a l ly  

feasible from the  in t roduc t ion  and/or development of new high y ie ld ing  

10 / 
wheat varieties.- 

The pote i l t i a l  of t h e  new wheat varieties was first demonstrated in 

Turkey in 1465. The U.S. AID imported seed from two varieties d e v e l o ~ e d  i n  

Mexico - Sonora 64, and Lema Rojo. IZec planted by a farmer near Adana 

on Turkey's Yediterranean coast ,  yields i n  the 4.0 tons per  hectare range - 

roughly double t h e  y i e l d s  of the b e s t  local wheats - vere cbtained. On 

the bases of somewhat broader experience in 1966 t h e  Turkish  Minlstry of 
, , 

Agriculture decided to undertake larger scale disseminatfon of the new 

wheat varieties in the  1966/67 season. Economic and Zechnical assistance 

from U.S. A I D  was abtafned (a) t o  import 22,000 tons of Mexican seed to be 

planted in the Eediterxanean, Aegean and Mamara r e g i o n s  and (b) r o  conduct 

an educatj-ma1 program to acquaint farmers with the production practkes  

needed to obtain high y i e l d s  from t h e  neE seeds. The product ion campaign 



involved higher rates of f e r t i l i z e r  app l i ca t ion ,  better seedbed prepara t ion ,  

and more e f f e c t i v e  weed cont ro l .  

The economic results of t h e  Mexican varieties were highly  favorable. 

A s tudy by the Agr icu l tu ra l  Planning and Economic Research Department of t he  

, . Turkish Minist ry  of Agr icu l ture , showedtha t  net income from land and manage- 

ment p e r  hec t a re  increased i n  the  f i r s t  year (1967-68) about 150 percent w i t h  

the introduction of the new technology (see Table 14.5). T h e  Mexican wheat 

import program probably had one of the  most f avorabf e cost-benef i t  r a t i o s  

of any U. S. AID program t o  Turkey (Arsvik: 164). 

There were a l so  =any i n d i r e c t  benefits from the program. A number of 

agencies (Agricultural Bank, Government Supply Agency, Soils Products Office, 

State Farms, and  o thers )  learned t h a t  by cocrdinatfng their e f f o r t s  i n  

support  of the wheat production campaign, they could each demonstrate 

program success. There were m a j o r  improvements i n  the  t echn ica l  capacity 

and morale i n  the Turkish Extension Service Itself. The  staff  became m o r e  

cooperat ive and w i l l i ~ g  t o  change their techniques and procedures and to 

revamp t h e i r  education appraach. The fact that they had something of value 

t o  demonstrate t o  farmers induced greater i n t e r e s t  kn f i e l d  demonstrations. 

By t he  early 1970's w h a t  was  missing i n  Turkey fo r  w i d e r  success w i t h  

the Mexican wheats was l o c a l l y  developed replacement varieties that had high 

y ie ld ing  potenzial  and adequate disease r e s i s t ance .  A s  a result, t h e  produc- 

t i o n  p o t e n t i a l  of t h e  Mexican wheat v a r i e t i e s  reached a maximum and then 

stagnated. A cooperative research program w i t h  CIMMYT and the Rockefeller 

project was working on t h e  devdlopment of such "replacement v a r i e t i e s " ,  

bu t  b e t t e r  v a r i e t i e s  d i d  not becoxe available unril 1975-76 (CIMMYT Spring 

1976). Nonetheless, t h e  2 lan t ing  of Xexican 77arieties on 600,000 hec t a re s  



Table 14.5. Income and Cost Comparisons of Mexican 
Whsat and a Native Variety Grown in 
Denizli Province of Turkey, 1967-68 

Mcxican Wheat Native ificat - 
N u d e r  of f a r m s  
Hectares per f a r m  

Costs per hectare (dollars) 
Family labor 
Hired labor 
See2 
watera 
f e r t i l i z e r  
Power arid implements 
Interest (7-0 percent] 

~ o t a l ~  

Produc t ion  and income 
G r a i ?  (kilograiis ) 3,643 1,572 
Price per kilograri (in 10 

kurus) 8.68 9.89 
Total value (dollzrsl 323.44 155 - 4 3  
Ke t income (dollars 1 197- 80 79.56 

a & ~ u s t  of the producers d i d  no t  use i r r i g a t i o x  f o x  
wheat. 

b ~ t  including land rental. 
. =From land sad managzrnent. 

Note: Data for Mexicw wheat are simple averages 
f o r  three varieties: Scper-X, Lerna Rojo 65, and Renjmo 
62. Thc n a t i v e  variety (G73-44)  is one of t h e  bctter 
n a t i v e  varicf j  es for th is  area. mllrlr values arc CO:- 

verked fro3 T u r k i s h  lira at ~ i i n f  Ti, per d c l l ~ r .  

Source: Oddvar Aresvik (1975), The Agrical.tural Development 
of Turkey (New York: Praeger): 167. 



of land annually during the early and mid-1970's help raise average wheat 

yie lds  i n  Turkey from 1 ton t o  1 .8  tons per  hectare between 1966 and 1978. 

The widespread adoption af the Mexican wheats i n  coastal Turkey under- 

scored how r a p i d l y  farmers would respond t o  profitable new ideas- However, 

wh5le the  coastal regions  had benefhtted from the Mexican wheats, the 

Anatolian Plateau ,  with three quarters of S'urkey's wheat land, was unaffected 

because it requires cold-tolerant winter wheats. The introduct ion in Turkey 

of the Turkish Government-Rockefeller Foundation-AIPsponsored program for 

developing high-yie lding winter wheat varieties, which has 'been re ferred  to  

as the "High-Yielding Idincer Wheat Projec t  ," coincided with the program f o r  

the introduction of Mexicm spring-type varieties. However, the winter 

w h e a t  program was much m-ore modes t  and w a s  developed more gradually 

( Johson ,  1971). 

In 1970 a program was initiated by the Turkish l l fn is t ry  of Agricul- 

ture, with support from A I D ,  t o  increase winter wheat yields in selected 

provinces of the hatoliar, Plateau and Thrace, Most wheat scientists 

believe tha t  the factor which most seriously lkits  wheat production in the 

dry areas of Trrrkey i s  the management of the s o i l  during the fzllow period 

and the  subsequent managersent of the wheat crop. This was  recognzzed at an 

early s t a g e ,  s i n c e  t h e  t r a d i t i o n a l  summer fallow t f l lage  method produces 

relatively low unit yields md sharp variations i n  anrru.al production. By 

1974, t h e  Turkish znd Rockefeller Foundation sc ient is ts  of the Wheat Project 

were able to recommend a s e t  of practices that  they fe l t  confident would 

give farmers y ie lds  of at least 2,000 kg per hectare in a11 years except 

XI/ those of unusually l o w  rainfall.-- The extension service put out 10- 

hectare demonstrations of the recommendations i n  10 l o c a t i 0 * ~ ~  in Arrkara 

Province in 3974/75 .  These trials y ie lded  2,530 kg per hectare while adjacent 



farmersT f i e l d s  averaged 1,810 kg per  hec t a r e .  The demonstrations were 

expanded to f i v e  provir,ces in 1975/76 and seven more provinces were added 

i n  1976/77. 

Charles Mann, a Rockefeller Foundation economist assigned t o  t h e  wheat 

p w j e c t ,  found that all demonstrator fanners (those who used t h e  recammended 

set of practices) "realized substantially higher  returns than d i d  farmers 

w h v s e  f i e l d s  served as controls (Mann, 1976: 15). The recommended prac t i ce  

cost only 25 percent  more than usual farmer 's  p r a c t i c e s ,  but 0utpu.t increased 

s o  much t h a t  the  r a t i o  cf hcreased benefits t o  increased costs averaged over 

5 1 5 0  I. Mann t en ta t ive ly  cnncltrded that the impressive y i e l d  increases 

zppear to be due not to large amounts of costly physical inputs but rather 

to modest amounts of a d d i t i o n a l  inputs combined w i t h  b e t t e r  management. 

The success of the wheat programs cauld not  have occurred without a 

m s j o r  comitment  by t he  GOT. :%%en t h e  Project was  begun, s eve ra l  dozen 

government w h e a t  s c i e n t i s t s  were prozptly t r ans fe r r ed  t o  It. The Government 

provided offices and experimental land at the Ankara Agricul tura l  Research 

Institute, The Government also established regulations that permi t t ed  

foreign s c i en t i s t  trainees t o  enter and leave Turkey easily. It maintained 

a favorable price r a t i o  between wheat and agricultural inputs that  created 

incent ives  f o r  farmers t o  find ways to expand t h e i r  wheat production. 

The Gcqernment of Turkey-Rockefeller Foundation Wheat Pro jec t  resulted 

i n  a major reorganiza t ion  of wheat research i n  Turkey. One improvement was 

t h e  P r o j e c t ' s  gathering of s c i e n t i s t s  with  different s p e c i a l t i e s  into a 

mul t id isc ip l inary  s ta f f .  Plan t  pathologists worked c lose ly  w i t h  t h e  breeders 

ro select r e s i s t a n t  strains. Another change was t h e  creation of a truly 

n a t i o c a l  wheat improvement program. The P r o j e c t  provides  f o r  11 research 



stations in rhe major wheat-gxowing areas of Turkey. There are three 

principal b r e e d k g  s t a t ions - - two  -ia Ankara and Eskisehir for winter wheat 

and one fn E E ~ T  gar  spring whezts The eigh, remaini.ng stat ions are largely 

s-4 rc~lng azxd kestisg siees, In a22%klon, of f-statioo tests are performed 

on <n-me?si f ie lds  and of 5-sesscx S e e d i n g  nurseries are operated f o r  spring 

r~Qeat. P~slc fiu " t ~  rtegstat3.o~ af bi-iaat research f s an .&qnual rrreeting at 

Ankara during r~h2::h t.7hea.E sc ie~ t i s t s  from a i l  of the experbents1 stations 

review the year's rza~1t.s and plan the next year's work, 

Shortly a f t e r  rhe Brwject w a s  es t ab l i shed  fn 1970, a major e f f o r t  w a s  

made t o  upgrade the capacity of the  s c d e n t i s t s  engaged i n  wlxsat research. 

Six scientists went to the U.S, to study f o r  advanced degrees and three 

were enrolled in C I M T ' s  nine-month in-seniice t ra in ing course i n  Mexico. 

Since then, most scientists have been sent to the CIMMYT t ratning program 

f irst .  At C I M T  the scientist works in the f i e l d  alongside i t s  staff  

members, gzining first-hand experience i n  one of the worldvs largest crop 

improvement programs, After  returning t o  Turkey and working f o r  a time, 

some are sent abroad again for graduate studies. 

BY 1976, 2 2  Turkish  na t iona l s  from the Wheat Project had compl.eted 

Master's degrees, mostly at Oregon State University. T w e n t y e i g h t  Turks 

had completed the CIMMYT wheat t ra in ing  program. The P ro jec t  envisions the 

implementation of its training program in three s t e p s .  F i r s t ,  the Pro jec t  

trains and national- and provincial-level wheat specialists. These special- 

ists will then t r a i n  county extension agents and vi l lage technicians f o r  

local work; the local agents w i l l  in t u r n  carry on the farmer training 

program, T h i s  "filtering down" process of education, has only worked slow7,y. 

P l a n t  breeders in the Wheat P r o j e c t  make over 5,000 crosses each year  

and test the  crosses by pass ing them through several generations of selection 



at different s t a t i o n s  around  he country. The tes t s  i n  diverse ecologica l  

zones provide data on disease r e s i s t a n c e  and o v e r a l l  a d a p t a b i l i t y  of the 

l i n e  that would take years to equal i f  testing were r e s t r i c t e d  t o  the s t a t i o n  

ar which t h e  o r i g i n a l  s e l e c t i o n  was made. In  addi t ion ,  the  nationwide test- 

ing gives s c i e n t i s r s  at one s t a t i o n  access t o  the b e s t  l i n e  from elsewhere. 

I n  February 1982, the Turkish Ministry of Agriculture, with the  assis- 

tance of the Rockefeller Foundatton and CIMMYT, completed a comprehensive 

review of the 12-year old cereals project and made plans for t he  future 

direc t ion  of the Project under  solelv Turkish ausp ices  (Mann and Wright, 

1982).  The P r o j e c t  was unanimously judged to be highly successful .  It 

represents t h e  f i r s t  importznt denonstration of the Creen Re-~o lu t ion  i n  

rainf ed agriculture. Turkish w h e a t  product ion notyet?. from a~=.proxZzakeiy 

10 million tons per year at the s t a r t  of t h e  Pro jec t  ia 1970, to five 

consecutive years sf zver 16 rnil.lion tons. About 50 percent of Turkey's 

present w h e a t  area, both  ixxigated and rainfed, is planted with high-yielding 

varieties,  and Turkey again became a wheat exporter i n  t h e  mid-1970's 

(Worla Bank, February 1982 : 244-293 ; Xyrop (ed. f , 1980 : 154). In addi t ion  

t o  the  success on the production side, the project has also provided a model 

f o r  research organization and management t h a t  has now been extended to all 

of ~urkey's agricultural research. 

The projects  success does not  me=, t h a t  t h e r e  are not cmt inu ing  

problems that need t o  be resolved. The p r o j e c t  review noted some: 

( I )  There is an inadequare pipeline of w.11-trained young scientists, 

This has  'been exacerbaced by a drop i n  overseas training opportuni- 

ties under the A I D  "new directions" guidelines. The Turkish Gowern- 

ment w i l l  need to fund nore of i t s  own s c i e n t i f i c  trair-ing. 



(2) The Project has not developed effective research teams fn several  

important areas : (a) t h e  high potential Cukurova (southwest) ; the 

southeast (a huge area which has experienced very l i t t l e  yield 

change i n  t h e  p a s t  25 years) ; and (c)  eastern Turkey, which has also 

Lec3n relatively unaffected by the improved technology. 

(3) L - i e c t i v e  working relat ionships had been a t t a i n e d  a t  the height  of 

t h e  Project between the extensian s e r v i c e  and the wheat research 

groap. There had been a team of subject matter spec i a l i s t s  who 

had been ass i s t ed  by the =tension service t o  work with the research 

group. They functioned quite effectively in organizing farmer 

demo~s t r a t ions  and t raining the extension service. Several years 

ago a number were e i t h e r  h i r ed  away by World Bank Projects or 

relocated w i t h i n  t h e  extension service. This resul ted  in a sub- 

stantial breakdown i n  comunica t ion  between research and extension. 

( 4 )  The Project  has Seen unable to hold economists in the research 

team. The Project's recent agronomic experiments have n o t  been 

analyzed from an economic point of v i e w .  On t h e  pos i t ive  s ide ,  

there is w13e recognition of the need for an economics dimension. 

Economists could be transferred r o  the  Project f ran  ocher Government 

agencies, but hFther to  the bureaucratic obstacle of such a move 

has not beai,. surmounted. 

( 5 )  Turkey progressed from a wheat importer to an exporter of szbstantial  

quantities of wheat with very Iitt le s t ruc tu red  planning of national 

pol i c i e s  to address  the problems and ~ p p o r t u n i t i e s  created by 

becoming a surp lus  produces. h%eat producrion i n  excsss of domest ic  



needs presents several po l i cy  opt ions.  These include : export 

bread wheat and f lour; export  durum wheat, semolina, and pasta; 

s h i f t  some wheat area t o  o t h e r  c r o p s  (such as forage oa the plateau) ; 

or decrease the area of w h e a t  pxoduc t im in the coastal zones thus 

f ree ing  areas f o r  a l ternat ive  crops. There s t i l l  is not a close 

r e l a t ionsh ip  between the research group and the macro-policymakers. 

One problem, f o r  example, is that t h . e  cereal qual i ty  price 

differentials establ ished by the Cereals Purchasing C f  f ice were 

inadequate t o  encourage production of export quality grain.  



14.5 Assistance t o  Improve the Quali ty  of Life i n  Rural Turkey 

U.S. assistance for rural dearelopment has been d i r e c t e d  primarily to 

programs designed to provide d i r e c t  input  for a g r i c u l t u r a l  production,  

(mchinery, fertilizer, water) and t o  s t rengthen  the i n s t i t u t i o n s  whose 

purpose was to provide direct support f o r  a g r i c u l t u r a l  production ( a g r i c u l t u r a l  

research and extension). To the extent that these programs have resulted Tn 

improvemezlts in rural incomes they have also r e su l t ed  in the :-nprovment in 

the q u d i t y  of life i n  r u r a l  areas. U.S .  assistance has also been d i rec ted  

toward improvements i n  rural education, rurs l .  hea l th ,  family planning and 

nut r i t ' i~n .  Yne resources  directed t o  these a c t i v i t i e s  have been smaller than 

f o r  support of agricultural production and less attention has been given to 

impact evaluacicn. 

Rural education: &ring the late 1950's and 1958's U.S. as s i s t ance  

has been provided f o r  educa- iona l rlsnr~.ing, f o r  school  design and construc- 

t i o n ,  and for mass 1iter;l.c; programs. Durinq the late 1960's attention 

shifted more heavily toward the support of technical education and the noderni- 

zacion of cniverslry level education. 

It was c l e n r  <n t h e  ear ly  1950's that the low level of rural l i t e r a c y  

represented a major cbstacle t o  improvements both i n  the e f f i c i ency  of agricul- 

t u r a l  production and t o  improvements i n  the  q u a l i t y  of r u r a l  l ife. Two 

literacy projects  - the  Literacy Training in the Armed Forces Project (1959- 

62) and the Adult Edtxcati.on Resources Development P r o j e c t  (1960-65) - were 



regarded as reasonably success fu l .  But mral educar5zi and l i t e r a c y  projects 

w e r e  apparent ly  not  as effective i n  capturing the  interest o r  support of the 

Turkish educational bureaucracy as the later programs t o  reform and develop 

higher  education (Price, July 1970)-  

Rural *a l th  and f m i l y  planning: Several U. S. A I D  sponsored studies, -~ 
beginning with a survey by the Populatfon Council i n  1963, ind icated  t h a t  

a h igh  percentage of t h e  ?apula t Ion,  in both urban and r u r a l  areas and i n  

a l l  economic classes had favorable attitudes t o w a r d  family pfmn2ng methods 

but lacked apy rop r i a t e  information and technology. 

Since the mid-1960's U . S .  A I D  has made several loans to support inte- 

gra ted  famliy planning and rural health programs I Much of t h t s  supper: was  

directed to t he  more disadvantaged areas of eastern Turkey. One of the more 

interesting results of these programs w a s  t h e  demonsfration of reinforcement 

resulting from inzegra t fng  t h e  h e a l t h  and family planning educatton w i t h  

l iceracy iaprovement programs (U. S .  AID,  1 9 7 4 ) .  

N u t r i t i o n :  Early efforts reward nutrition Improvement focused an home 

economies, educat ion and extension. Between t h e  mid-1950's and t h e  early 

1970's support  for food imports w a s  provided through the PL 480 program. 

School feeding programs were also developed with PL 480 support. There 

hss not, however, been any strong integrated a~proaclr  t o  nutrition pl-fng 

0;. n u t r i t i o n  programs on t h e  p a r t  of ei ther t h e  U.S. AID o r  t h e  GOT. 



Some Conclusions 

During much of its history, American economic assistance to Turkey 

has been confronted with d i f f i c u l t  trade-offs betweea economic 2nd political 

ob j ect Tves, A t  several critical per lods  p o l i t i c a l  concerns clearly l i m i t e d  

ed economic the a b i l f t y  of the assistance program to pursue ac.curately diagno., 

reforms. In retrospect the f a i l u r e  Co carry out needed monetary, fiscal 

axd trade reforms, p a r t i c u l a r l y  in the late 195OVs, and the late l970's, 

serfously weakened the Turkish economy. A s  a result the Turkish government 

is now in a vsaker pos i t i on  to pursue either ecmomic or political objec- 

'ives than i f  the  ref oms, that eventually became necessary, could  have 

been carriee G=;; i n  a more appropriate and t ine ly  manner. 

There is a generzl presmption, based on the Turk:;.sh experience, that 

a s u b s t a n t i a l  "program" component in the development assistance package 

can represent a useful instrur,ent f o r  inducing effective dia logue  about 

development -pa l icy  between donors and r e c i p i e n t s .  The p o l i c y  dialogue 

between donors arid the  Government of Turkey during the mfd and late 1960's 

was an important factor in assuring that  the reforms mdertaken toward the 

end of the 1960's g r ~ w t h  cycle were both earlrier and more effective than 

the more befated reactims to the cycles cf the 1950's and 1970's .  

A closely related lesson is that when rnacroecanomic p o l i c y  is resulting 

in severe economic distortions lending to support the country i n  question is 

borh costly and unproductive unless effective remedial acticns are taken 



simultaneously. When macroeconomic p o l i c i e s  are i n a p p r o p r i a t e ,  a s s i s t ance  

resources w i l l  be la rge ly  dissipated u n t i l  the remedial p o l i c i e s  are 

accepted and implemented. This conclusion must be tempered by a recognition 

t h a t  t he re  are no widely accepted techniques f o r  determining whether p a r t i c u l a r  

policy changes w i l l  b e  adequate. U n t i l  knowledge improves, advfce on pol icy  

reforms w i l l  continue t o  be weighted heavily by judgement. 

There are a lso  some rather s t rong  conclusions that have emerged f r o m  

our review of a s s i s t ancz  t o  a g r i c u l t u r a l  developneizt in Turke- . One is ~ k ? t  

a l l o c a t i o n  of development assistance funds for the  purchase of material 

i n p u t s  such as rractors and f e r t i l i z e r  rarely amounts t o  a highly productive 

use of the resources a v a i l a b l e  f o r  development assistance. A t  best, such 

material transfers are an i n d i r e c t  method of overcozing fore ign  exchange 

limitations. When appropriate, t h e  econo~cic  incent ives  e x i s t  for t h e  use of 

such i npu t s  they will b e  rapidly adopted by farmers even in the absence of 

subs id i e s .  

A second lesson t h a t  both the. U.S.  A I D  and the World Bank should have 

learned i n  Turkey i s  that bui ld ing  the physical i n f r a s t r u c t u r e  f o r  i r r f g a t i o n  

developmen2 i s  much s impler  than bui ld ing  t h e  institutional i n f r a s t r u c t u r e ,  

In re t rosp2c t  both the  thJor2d Bank's commitment t o  physical  Trifrastructure 

development and t h e  U5AiD commitment t o  i n s t i t u t i o n a l  infrastructure develop- 

ment i n  support  of land and water  development appear highly  success£ ul. 

8u t  t he  economic r e tu rns  t o  both e f f o r t s  would have been g r e a t e r  i f  atten- 

tion had been given e a r l i e r  t o  the  i n s t i t u t i o n a l  innovations needed t o  

real ize the production potential  opened up by t h e  physical i n f r a s t r u c t u r e  

development. 



A third lesson is t h a t  I n s t i t u t i on  building proceeds most e f f ec t ive ly  

where such ef forts  are xotivated by an opportunity for high economfc returns. 

This is  the lesson of the wheat programs. Generalized efforts t o  re fom 

and develop effective agricultural extension and agricultural research 

programs were largely ineffective unti l  the new high yielding wheat varieties 

offered the possibility of very large gains from in s t i t u t i one l  -Lnnovatlon. 

We have also been impressed  that the impact of development assistance 

efforts 5as often appeared math more impressive a decade or nore afcer 

completion than in the development cmr>le_t-ion reports. A major contribution 

of all development  effort  is the building of human cap i ta l  through learning 

by doing. Many o f  the younger professionals who have participated in pol icy  

development and in project planning and managemer,t became, later in t he i r  

careers, the architects of the reforms that  are leading t o  more effective 

macroeconomic and sector development p o l i c i e s  and t o  more ef fect ive  program 

design and management. 



Foctnotes 

For a fuller account  of the economic h i s t o r y  of Turkey i n  the years 
since the Second World War, see Hale (19811, Hershlag (13681, and 
Krueger (1974) . 

There  is some reason t o  believe that the Turkish cons t ruc t ion  activi 
now going on i n  t h e  Middle E a s t  may OWE t h e i r  origins t o  U.S.-suppor 
conszruction a c t i v i t i e s  of the earlier pears. While such a conjectur 
cannot be documented, it can plaus ib ly  be argued t h a t  the experience 
gained fn those endeavors was invaluable  f o r  the  development of Tur 
enterpreneurs.  

See s e c t i o n  14.4 f o r  an analysis of ass i s tance  t o  the a g r i c u l t u r a l  sec tor .  
I n  the early 1950ts ,  a parallel  ernphasis to that on roads  was f o r  ag r i cu l -  
rural  mechanization. It should be noted that there have been many worth- 
while pro j  ects i n  individual.  sectors which are not covered here. For 
exarple, American assistance t o  the educational secror of t h e  Turkfsh 
economy has had a large number of in tang ib le  payoffs, but evalrtation of 
those payoffs i s  o u t s i d e  t h e  scope of this survey. See Sheetz (1982) 
for a survey of t he  l i t e r a t u r e  on some of those aspects. 

American aid d i d  not cease. Project a i d  continued but the America 
government simply refused an add i t iona l  program loan. From 1948 t o  
1958, United States economic aid Co Turkey t o t a l l e d  $764.6 m i l l i o n  d o l l a r s ,  
of  which $172 mil l ion  was PL 480 commodity akd (Burke, 1977).  

T h i s  sect ion draws on a nuch nore  complete set of notes and b i b l i o g r a p h f c a l  
references prepared for t h i s  project by Sheerz (1982). It has &so benefit- 
t e d  frm the  very complete bibliogranhy by Gorun and Some1 (1979). 

The review of the development of the  Seyhan P r o j e c t  p re sen ted  i n  this 
section i s  based l a r g e l y  on I B E E  (1951) , US/AID (19691, and Ni_lson 
(1970) . 

T h i s  imbalance has become almost a c l a s s i c  syndrome i n  large s c a l e  i r r i g a -  
tion develogment. It has been much e a s i e r  t o  develop the engineering 
capacity f o r  t h 2  design and construction of irrigation systems than t o  
deveiop the institutfonal i n f r a s t r u c t u r e  needed t o  e f f e c t i v e l y  d e l i v e r  
and use  t h e  water and t o  maintain the system. See Chapter 10. 

During the 1970's the US/AID has given increased attention t o  cn-farm 
water development and use in a nurriber of countries (Easter, 1982). 

The US / A I D  provided support f n r  The "On-Farm Fjarter k v e  lopment Prof ect" 
only from 1969-1975. There was a decline En support by the Turkish govertlzrii- - 
in t h e  l a t c  3970's. T h i s  t r end  has been reversed i n  the 1980's 
(World Sa;rk, 1981: 291-2931, Vol. 2.  
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The opportunity t o  r e a l i z e  the potential gains frm y i e l d  increases l e d  
t o  a similar refocusing of research and extension efforts i n  a number of 
countries ( s e e  Wortman and C m i n g s ,  1978: 186-2261, 

A general outline of the recommendations of the Wheat Project for the 
Anatolim plateau included the following : 

(1) special. t i l l age  practices during the fallow season; 
(2) planting seed of a high  y ie ld ing  variety treated for d i s e a s e  and 

insect control; 
(3)  ear l y  planting w i t h  a deep furrow drill where there  1s moist  soi  l 

for seed germination; 
(4) adequate f e r t i l i z a t i o n  with nitrogen and phosphorus ; 
(5) early herbicide application in the spring. 



Selected References - Assistance t o  Turkey - 

Ankara University Faculty of P o l i t i c a l  Science (3953), Economic and Social 
Ef fec t s  of Farm Mechanization (Ankara: University of Ankara). 

Aresvfk, Oddvar (1975), The Agricultural Development of Turkey (New York: 
Praeyer) . 

Benor, D a n i e l  and James Q.  Barrison (19771, Agricul tural  Extension: The 
Training and V i s i t  Systan (Washington, D.C.: The World Bank). 

Burke, Mary P a t r i c e  ( 1 9 7 7 1 ,  United S t a t e s  Aid t o  Turkey: Foreign A i d  and . :  

Foreign Polic17 (U~iversSfv of Connecticut), Ph.D. Thesis. 

Chenery, R. B. , George Brandow and Edwin Cohn (39531, Turkish Investment and 
Economic D e v e l o p m e n t ,  U.S. Foreign Operations Administratton Spec ia l  
Miss ion to Turkey, (Ankara) , D e c e m b e r .  

FA0 (1950-72), Product ion Yearbook, (Rome: Food a d  Agriculture Organizatim 
of the  United Nations). Published annuallyl 

Gorun, Goler and Kut lu Somel  (19741 , -8 ib1 io~ra~h-y  of Econom&s of Agriculture 
i n  Turkey, 1960-1975 (Ankara, Turkey: Middle E a s t  Technical University, . , 
Economic ar,d Soc ia l  Research Institute), Working faper No. 1,  January. 

Hale, W i l l i a  (2981), The P o i i t  ical and Econcmic Development of Modern 
Turkey (New York: St. Martins Press) .  

Hershlag , 2 .  Y. (P968), Turkey and the. Challenge of G r o w t h  (Netherlands, 
F. J. B r i l l ,  L e i d e n )  . 

I 

Hill, John M. (1969), Xecmmendari~ns and F r o j  ec_tions f o r  the Turkish Fertif izer 
Industry (Ankara: U.S.  Agency f o r  L n e e r n a t i o n a f  Development). 

- 'i 
I 

I 
Horton, C. R. (1964) , Pro jec t  His tory and Analysis Report : Agricul tura l  

Extension (Ankara: U.S. Agency f o r  I n t e r n a t i o n a l  Development), TOAIDA- 
716,  October 27. 

IBRD (195L), The Economy of Turkey: 2 . ~  Lhalgsis of Recommendation for  a 
Development Program (Baltimore: The Johns Hopkins Univers i ty  Press). . I 

I 
L B R D / W O ~ ~ ~  Bank (February 18, 19823, Turkey Indust r ia l iza t ion  and Trade 

Strategy: Methodological and Statistical Annex, VoP. 3, 2 ,  3 
(Washington, D.C.). 

Johnson, Harvey P. B. (f971), High Yielding Winter "heat  f o r  Turkey: 
A Progress R e p o r t  (Ankara: U.S. Agency for International Development). 

Krueger , Anne 0.  (1974) , Foreign Trade R e g i m e s  and Economic Development : - .*... 
Turkey (New York: B a t  tonal  Bureau of Economic Research) . - 



Mann, Charles (19721, Formulating a Consistent Strategy Toward On-Farm 
Land Development in Turkey (Ankara: U . S .  AID,  Economic Staff Paper 
Discuss ior. Paper 8 ) .  

Nann , Charles (1976) , "Turkey' s W h e a t  Research and Training Project ," 
CIMMYT Today (Spring) .  

M a n ,  Charles (1980) , " ~ f  fects of Government Policy on Income Distribution : 
A Case Study of Wheat Production in Turkey," i n  Polif  ical Economy of 
lacome Distribution, e d s . ,  Ergun Ozbudun and Avdin Ulusan (New York: 
B o h e s  and Meier: 197-245) . 

Mann, Charles a d  B i l l  C. Wright (19821, Turkish Cereals Project Review 
(Ankara) , unpublished paper. 

Nyrop, Richard (ed.)  (19801, Turkey, A Country Study (Washington, D-C.: 
American TJnivers ity) . 

OECD (1974), Agricultural Pol icy in Turkey (Paris). 

?rice, E. Frank (July 1970), AID Educational Assistance to Turkey 1957-70 
(Ankara: U.S. AID). 

Robinson, Richard D. (1952) , "Tractors i n  t h e  Village - A Study i n  ~urkey,"  
Journal of Farm Economics 34 (November): 451-462. 

Robinson, Richard D .  {1958), "Turkey's Agrarian Revolution and the Problem 
of ~rbaniza t ion ,"  Public Opinion quarterly 25 ( F a l l ) .  

Shee tz ,  Arnold (19821, ?om Notes on Agricultural and Rural Development 5n 
Turkey ( S t .  Paul: University of Minnesota), August, mimeo. 

"Turkey's Wheat Research and T r a i n i r ~  Project" (Spring 19761 , CIMMYT Today, 
pp. 1-18. 

Turkish Coverment , State Inst i tute  of Stat i s t i c s  , S m a r y  of Agricultural - 
St at is t ics , published =nually. 

U. S .  A I D  (1965), Technical Assistance Project History and Analysis Report: 
Agricultural Research (Ankara : U. S . Ag8tmcy for Tntez-nat ional Development) , 
TOAIDA-820, November. 

U. S .  AID (1967) , Technical Assistance Project Hist an<i kmalys is  Report : -.--- --- 
Agricultural Planning and Economic Research (hkara : U. S .  Agency for -- 
International Development), TOAIDA-1397, February 1.5. 

U. S . A I D  (1969) , Water Resources Management and Development : Technical 
Assistance Project H i s t o r y  and Analysfs Re~ort (Ankara: U . S .  Agency 
f o r  International Development) , TOAIDA-571, December 16. 

U .S .  AID (1974), Tec'nnfcal Assistance P r ~ j e c t  History and Analysis Report: 
Family Planning and Rura l  Health Services @akara: U . S .  Agency for 
International Development). 



White, John Alexander (19673, P l e d g e d  t o  .Development (London: The Overseas 
Development Institute) . 

Wortman, S t e r l i n g  and Ralph W. C m i n g s ,  Jr. (P978), To Feed Thfs World: 
The Challenge and the Stratege (Baltimore: The Johns Hopkzns UnTvezsfty 
Press) . 

Vi. Isan, John R. (August 1971), A. I .D. Assistance to Agriculture in Turkey 
(Ankara, Turkey : U. S . Agency for Xnternat ional  Devef opment) . 

Wor Id Bank (1981) , Turkey ; Public Sectar Investment R e v i e w ,  3 Voi. 
(Washington: World Bank) , December. 

World Bank (1982), Turkey: Industrialization 2nd Trade Strategy, 3 VoL. 
(Washicgton, D. C. : World Bank), February. 



ASSISTANCE TO GHANA A I D  IVORY COAST* 

15.1 AID in a Historical Context 

15.2 A Macrc~econorn-ic Assessment 

15 .3  Pro jec t  4id for Agricultural 
and Rural  Development 

5 The Economic Pol icy  Environment 
and Fore ign  A i d  

15.5 Some Conclusions 

Page 

15-4 



CHAPTER 15 

ASSfSTAh'CE TO GHANA AND IVORY COAST 

The experience of Ghana and the Ivory Coast with respect to the 

impact of development assistance could hardly be more varied. A t  independence 

in 1957, Ghana had a well esta5lished export sector, Including cocoa, 

tfmber, and minerals, which permitted t h e  accmularion of substantial 

foreign exchange reserves. Its physical infrastructure and educational 

establishment were reasonably w e l l  developed and its per capita income 

was the highest in black Africa, Twc and one half decades later, the 

Shanaian economy w a s  i n  ruins, with cocoa exports cut i n  half ,  a black market 

exchange rate fifteen t h e s  the official rate, an extensive and complex 

system of trade and exchange controls, and real per capita income substantiaZly : j 
1 

below the level 25 years earlier.  Foreign aid by this time was almost totally 

ineffective in stimulating development because of the absence of an appropriate 

pol icy enviroment,  
< I 

The Ivory Coast, on the other hand, began its history as an 

independent nation in  1960 far behind Ghana in roads, schools, agricultural . . 

production, per capita income, and practically every other indicator of. 

development. By the early 2 9 8 0 ~ ~  however, the Ivory Coast had one of the 

best rureP 5nZrastructures in Africa, had made substantial  progress in 
. . 

educating and improving the health of its populatfon, had a relatively 

w e l l  developed and diversified agricultural sector" and had experfenced 



an annual average growth of real per capita income over the period of 

close to 3 percenr. Co~cessional forefgn a f d ,  whlch w a s  fairly Zmporrant 

in the early years after independence, had become much less s3 by the 1980s 

as the Ivory Coast was  able t o  finance more of it- development out of its 

own resources and by borrowing from abroad on commercial t e r n .  

The difference between the experiences of these two nedghborf ng 

countries is the subject of this  paper. A major thesis is that the 

effectiveness of foreign aid has been conditioned in each Lnstance by the 

economic policy environment in whici-i the aid has been adminfstered. This 

policy environment had been the result of m a y  factors. Initially It was 

strongly influenced by the opposing directinas taken by t h e  tm leaders, 

Kwame Nkrumah and Felix Roupouet-Boigny. Whereas Ghana chose the path 

of socialism and state control, the Ivory Coast saw the role of the state 

more as one of influencing the private sectors and taking the investment 

lead only where necessary. A second factor affecting economic policy has 

been the p o l i t i c a l  turnoil tha t  has characterized Ghana in comparison wLth 

a relatively hZgh degree of political stability in the Ivory Coast. Finally, 

there has been an important difference i n  the degree of openness of the ~ w o  

countries t o  foreign trade ,  investment, and financial flows. 

A second major them is that u n d c  the r ight  circumstances foreign 

aid can be very effective in promoting and enhancing the impact oEpolicy 

reform. This is especfally t rue if given in ch& form of program assistance 

in support cf broad sectoral or nacroeconomic policy changes, but project 

aid can also be useful in helping to identify issues and i n  developing the 

mutual trust and confidence necessary for major reforms. The contrasting 

experieaces of Ghana and the Ivory Coast fn this respect are remarkable. 

The next section of this paper discusses foreign assistance to  Ghana 

and the Ivory Coast within the hist~rical context of development in these 



two countries. This is followed by a macroeconomic assessment of forsign 4 
aaa ana i t s  contrlbution t o  growth through the transfer of resources :I 

awarlavle ror lncreaslng mvestment and improving the balance of payments. -a 
The role of foxefgn aid i n  fac i l i ta t ing  the transfer of specific 

tech 

examtned, with special emphasis on agriculture and rural development. 

Follovfng this ,  there is  an analysis of the economic policy environment i 

each country and of how foreign a i d  has been used to help improve that 

enviroliment. A f ina l  section summarizes the pr inc ipa l  conclusioes of the 

analysis. 
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15.1  id in a Histm-ical Context 

Foreign aid in Ghana and the Ivory Coast must be seen within the 

historical context of development in these two countries. Much of t h i s  

development Za Ghana occurred durlng the colonial period, though not 

all of it was due to the initiatives of the colonial The rapid 

expansion of cocoa farming prior to World War I, for example, occurred 

spontaneously without substantial government intervention (Hill 1963). 

Furthermore, investment was financed largely out of local resources since 

it was a basic policy of the British goverment that colonies should be 

financially self-sufficient. Nevertheless, there was major investment 

. , 

tn infrastructure and an important beginning in the provision of rducatfon 

and health services, paid for largely out of export earnings from cocoa. 

With the depression and decline in world cocoa prices during the 19306, 

however, most of this investment came to a halt. 

Development in the Ivory Coast during this period was much less 

important than in Ghana. Cocoa was a relatively minor crop at this tlme 

and coffee, which contributed most to exports after World War I, was largely 

inthehands of European planters many of whom did not survive the depression. 

Like the ~ritish, France also contributed little to its colonial empire 

during this period. Since Ivory Coast exports were not nearly as well 

developed as those of Ghana, few resources were available for investment 

in infrastructure and human services. 

The Post-World War 11 Colonial Period 

World War IT marked an important turning point for the Ivory Coast. 

France at l a s t  abandoned i t s  policy of f inancial  self-sufficfency in its 

colonies and created in 1946 an overseas development fund, the Fonds 

d'Investfssem9nt pour le Dsveioppement Economique et Social (FIDES). From 
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1946 to 1959, this fund provided close to 70 b i l l i o n  CFA francs in grants. 

Of this, about 9 percent went d i r e c t l y  into agriculture, 29 percent was  

for bridges and roads, and 37 percent was used for construction of the port  

at Abidjan. The FIDES w a s  succeeded i n  1959 by the Fonds d'Aide et de 

Coopgratfon (FAC). FIDES and FAC grants were managed by the Caiss? Centrale 

de Coope'ration Economique (CCCE), which also  provided loans and advances 

as well as sometimes taking an equity position for its own account. These 

public capital flows total.ed almost 40 billion CFA francs by the end of 

1958 ( I v o r y  Coast 1960: 238-40).  

This aid was inst~wr~ental in improvin~ infrastructure i n  the Ivory 

Coas;. O f  greatest importance was the  opening of the  Vxidi Canal ond the  

construction of a protected, deep water port ae Abidjan. Some progress 

was also made in road-construction, By the end of 1958, there were over 

10,000 km of all-weather roads, compared with less than 4,000 km in 1947. 

Only 600 km of these were paved, however, and many villages were not served 

by feeder roads of any kind  (Ivory Coast 1960: 118). Educat lonai  and 

health facilities and personnel, especially of local origin,  were also very 

meager. On the other band, agricultural research had been undertaken 

i n  the I v o r y  Coast for nlany years by a number of French research 

institutes. 

Ghana also benefitted fronr foreign assistance resulting from the 

Cbzlonial Development and Welfare Act  that was  passed during the interuar 

p e d o d ,  Ghana's first Ten-Yeas Development Plan, published in 1946,  

c a l l e d  for the expenditure of about one million pounds, one third of which 

was t o  be finance6 thraugh Colonial Developme~~t and Welfare grants, another 

third f r o m  the London capital market, and the last third out of domestic 

surpluses. These were boomfng years for cocoa, however, and the accumulation 

of reserves soon led to a series cf plan reformulations t o  increase the 



level of investme,it. Despi te  this, the government at  the time of 

independence in 1957 held about f 250 m i l l i o n  i n  foreign exchange reserves 

(Hymer 1971: 166, 67). Foreign aid a t  t h i s  Lime thus offered r e l a t i v e l y  

l i t t l e  in comparison with Ghana's own resources.  This windfa l l  for the 
i 

c o l o n i a l  and post-independence governments was poss ib le  because of the 
' I ( 1  

decision not t o  transfer the p r o f i t s  from high cbcoa prices back t o  the .I 

farmer. Instead, the Cocoa Marketing Board accumulated these as sterling 
' I 

balances held abroad. 

Overal l ,  the level of development: i n  Ghana at the end of the co lon ia l  I 
per iod was considerably higher than i n  the Ivory Coast. A t  the time of il 

independence, per cap i ta  GDP at  marker prices was $181 in Ghana compared 

with $157 in the Ivory Coast a t  o f f i c i a l  rates of exchange. Ghana, with : 1 

only three-quarters of the land area of the  Ivory Coast, had three t i m e s  :I 
'i 

the length  of roads.of which near ly  4,000 km were paved. The primary 
. . . . 

school  enrollment r a t io  i n  1960 w a s  59 percent  in Ghana compared with 

46 percent in the Ivory Coast (World Bank 1976). 
I 
I 

i 
From Independence to 1966 ,I 

I 

This w a s  a c r i t i c a l  period for both Ghana and the Ivory Coast. During 
I 

I 

these years ,  the leaders of each country created the p a r t i c u l a r  ideo log ica l  I: 

and pol icy  framework in which development was to take place. Strategies 

were formulated and tHe first steps towards implementzition were undertaken. 

These proved s o  econonically disastrous i n  Ghana that Nkrumah w a s  deposed 

i n  1966, leaving a legacy of debt and distortions from which the country \ 

has ye t  t o  recover. I n  the Ivory Coast, on the ocher hand, 1966 marked the 

turning point  from a period of strong, concentrated economic management to 

one in which decision-making became much nore d i f f u s e d  and decentralized 

in keeping with the growing complexity of t h e  economy. 



Ghana under Wkrumah embarked on a radical structural transformation 
. . 

of the economy, giving priority to import-substituting industrialization 

and capital-intensfve, stare-managed agricultural development. There was 

haby  emphasis on socialist ideology, decreased exsernal dependence, 

Ghanaiamfzation of the economy, and the public sector as the leader in 

promoting development. The Ivory Coast, in contrast, concentrated more 

on small-farm agriculture and exports, created an atmosphere conducive to 

private for9ign investment in industry, and maintained close l i n k  to 

France, the European Economic Community, and neighboring francophone 

countries. The state was active in influencing and promoting development, 

but as a partner with rather than a replaceme~lt for the private sector 

(Berg 1971). 

From 1960 to 1964, Ghana received $68 million in net foreign aid from 

OELr) countries and multilateral institutions, of which $18.53 million was 

in the form of grants, primarily from the United States and the United 

Kingdom. Official bilateral  loans, mostly from the same sources, amounted 

to $29.82 ndllfon and loan repayments equaled $1.38 million. Multflateral 

borrowing t o t a l e d  $25.6 million, primarily from the World Bank, and 

repayments amounted to $4.74 million (OECD 1966). 

The Ivory Coast received $70.16 million in grants during the same 

period, of which $34.34 million were from France znd the rest from the 

European Development Fund. Official bilateral loans during this period 

equaled $82.26 million, two-thlrds of which were  fro^ France. Total 

official capital  flows during the first five years of independence thus 

totaled $152.42. (France 1976: 139). This was over twice the amount 

teccived by Ghana from these sources. 

These aid f lows,  however, are only partial. In Ghana's case, they 

do not include the numerous bilateral arrangements made with'eastsrn bloc 



countries, some of which contained concessianaE elements. N 3 r  do they include 

direct French budget subsidies for agricultural research, mineral exploration, 

and technical assistance. If a l l  of these were Pncluded, the figure for the 

total foreign aid received by the Ivory Coast from 1560 to 1964 would be 

considerably greater. 

The contribution of this aid was heavily influenced by the course 

of development in each of the couneries. Gross domestic product in the 

Ivory Coast, for example, increased i n  real r e m  at an amual rate of about 

six t o  seven percent; i n  Ghana it  increased at only two to three percent. 

Low rates of inflation and balance of payments surpluses in the Ivory Coast 

contrasted with rapid price increases and hountlng deficits in Ghana. 

With exports stagnant, i m p o r t s  r i s f n g ,  snd foreign exchange reserves ' 

fa l l ing ,  the government of Ghana resorted to  short term suppliers' credits 

and to  deficit financing, borrowing heavily from the banking system and 
. , 

social securlty fund. A t  the b e g i ~ ~ n i n g  of 1966, consumer 

prices in Ghana w e r e  75 percent higher than %n 1960 and 

apcr ted  goo& e r e  in very short  supply due to import quotas and excharge 

controls. As a result, Tndustrial and other  enterprises, which w e r e  heavily 

dependent on fnrparts of capital  equipment and intermediate goods, were 
I 

forced to operate substantially below capaci~y because of their inability 

to acquire these inputs (Berg 2971: 188). In addit ion,  large sums had 

been allocated to prestige products w i t h  very law rates of return, 

Mast significant for t h e  future, Ghana by 1966 had acquired an 

enornous m3ium- and long-term external debt of about: $500 million, wheras 

i t s  foreign exchange reserves had fallen from $481 million in 1957 to $50 

mfllfon at the time h%rumahVs government f e l l .  About 80 percent of t h i s  

debt consisted of cost ly  suppliers' credits. Debt service obligations rose 

to 20 percent of exports in 1965 and were estinated at 25 percent in t h e  
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folljwing year. I2 addition, the system of import quotas and exchange 

controle, introduced to try to reduce imports in the face of an overvalued 

exchange rate, was a bureaucratic nfghtmare and gave rise to severe 

distortims in domestic prfces. 

The development strategy of the Ivory Coast was conceived during 

the first six years after independence. A key man in this process was 

Raphael SalZer, an Antillean with considerable experience in Africa, who 

served as the first Minister of Finance, Econom2e Affairs, and Planning. 

This was an extremely powerful position and enabled Saller to put h i s  

"pragmatic, modern, l iberal and disc ipl inedY'  stamp on the economy with the 

full approvaP of the 'President (Woronoff 1972: 201). The incentive code 

to encourage private foreign investment, which had been adopted in 1959, 

was revtsed in 1962. f e  provided tax holidays, guaranteed the transfer 

of capital, and provided for repatriation of profits. Foreign trade and 

domestic marketing were left in private hands, and government investments 

in industry gerrerally involved minority participation. Public enterprrses 

were created primarily for infrastructure development, to expand housing 

and the provision of utilities, and to introduce new crops such as rubber 

and oil palm into agriculture (Woronoff 1972: 204). 

It was perhaps In the area of economic planning that the Ivory Coast 

was most innovative as an African nation. A series of Codss ions  de 

D$veloppement, composed sf public and prfvate representatives were created 

to determine production targets, desireable reforms, and the general 

orientation of their respective sectors. On the basls of this information, 

a Comitg 'IntermfnistSrid du Dsveloppement examined the broad economic - 
situation and established the general framework for development and the overall 

rats of growth. Frequent contacts between government and the private sector 

were also maintained through the Conseil Economique et Social and the - 



Chambers of Commerce, Industry, and Agriculture. Using these guidelines,, . . . 

technical elaboration of the Plan was carried out by the vas t  Ministry of 

Finance, Economic Affairs, and Planning, with heavy input from French 

technical assistants. The plan was then incorporated into annual development 

budgets detail ing how money and manpower would be used in a given year, 

As part of the planning process, numerous studies were carried out,  which 

provided a sol id foundation for the plannfng process. The government was 

therefore we13 placed to direct the country's development efforts (Woronoff 
, .. , . 

In 1966, the economic super-ministry was d i v i d e d  into separate 

Miaistries for Finance and Economic Affairs and for Planning. Substantial 

power was retained by Plan, however, since it continued to have primary 

responsibility for managing the  special developnent budget (~udget ~phcial 

d'1nvestissement et d'Equipement, or BSTE), funded by earmarked receipts 

from taxes, duties,  loans, and surpluses from the s tate 's  operating budget. 

The prior1tj .e~ laid down by S a l l e r  were retained,  but there began t o  be a 
I 

decentralization o f  authority that  has continued u n t i l  today. 

Fron 1967 to the Present 

By the time the Nkrumah government w a s  replaced an.! econoznic decision- 

making i n  the Ivory Coast became more decentralized,  the basic pattern of 

economic development in these two countries was pretty much establ ished.  

These first years of independence thus proved to be critical for a much 

longex period of time. 

Ghana -- 
Ghana s ince  the Nkrumah era has been characterized by succeeding 

phases of devaluation, import l i be ra l f za t i cn ,  austerity, inflation, and 

pol i t ica l  turmoil. The real value of exports ( i n  1968 prices) fe l l  from 

398 million cedis in 1966 t o  154 million cedis i n  1977. From 1970 to 1977, 
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this  value declined at an annual rate of 10.6 percent. Cocoa and its 

products comprised 71 percent of the value of those exports from 1974 to 

1978, and cocoa production decreased from 538,000 metric tons in  1965 to 

265,000 tans in 1979, primarily as a result of a 50 percent decline in the 

real value of the producer price after 1953. 

'fie K C  government devalued the cedi by 30 percent i n  1967 and 

rescheduled the country's short-term debt.  h austerity program and a br ie f  

increaae in cocoa prices in 1967/68 permitted a liberalization of the 

exchauge control system. Imports rose, but were nor taxed adequately, and 

investment programs designed during the per iod  of  high cocoa prices were 

continued 

collapsed 

after prices declined, putting pressure on demand. The system 

an?  usf fa's civilian government elected in 1969 moved towards 

a massive devaluation of 80 percent in late 1971. Before the devaluation 
. , 

could have effect ,  the government w a s  replaced by a military coup of the . . 

National Redemption Council (NRC). The NRC proceeded to revalue the ced i  

so that the final devaluat ion  was only 40 percent .  Debts w e r e  uni lateral ly  

. . 
rescheduled, and sorne'short-term debts ,  purportedly incurred under irregular 

, . 
circumetances, were repudiared (Leith 1974:  5 - 8 ) .  This prompted the 

, , 

donors to begin negotiations on an overall settlement. This was not reached, 

however, until 1974. 

The NRC managed during its early years to  curb demand for imports 

through strict,  less corrupt licensing. Imports remained inflexible, however, 

due to arbitrary l i cens ing  procedures. Inflation accelerated and the cedi 

became incre~singly overvalued. It was devalued agafn in 1978 f r o m  1.15~/$ 

to 2.75c/$ but continued to depreciate on the black market until by mid-1982 

the rate was  about 35~/$. By this time, the government's budget was almost 

totally out of control, with t.he d e f i c i t  being financed by borrowing from 

the central bank, lending to an annualized increase iu the money supply of 



261 percent and triple digit inf lat ion.  In kcember 1981, the civilian 

government fnsksl led by Jerry Rawlings after his ~usting of the NRC in 1979 

was once again replaced by the military [Economist Intelligence Unit 1982(1). 

10-12). 

The major form of foreign assistance that Cnana received following 

the Nkrumah period w a s  debt relief. A series of early bilateral agreements 

culminated, in March 1974, i n  a m u l t i l a t e r a l  arrangement cal l ing for repayment 

of the debt ,  after a 10 year grace p e r i o d ,  i n  36 equal installments, with an 

interest rate of 2.5 percent. The grant element of thfs  repayment scheme was 

est imated at the t i m e  at $178 million, or 61 percent of the present value of - 

the debt relief .  In fact,  rising world inflation considerably increased 

the relative importance of rhe grant element. 

Gross official disbursements ~o Ghana averaged about $48 nillion a 

year during 1967-69, buc few new loan comitments were made until 1974 

because of the outstanding debt dispute .  Public  transfers receivzd by 

Ghana at that time in the form cjf grznts and technical assistance equalled 

about $30 millkon a year (Appendix Table A-1) . By the end of the 1970s, 

Ghafia was again receiving a substantial amount of foreign assistance, as 

shown i n  Table 15 .1 .  Approximately 60 percent of chis was bilateral in 

nature, mostly from Vest Gemany, the United Kingdom, and the United States .  

Of the $581 million in investment grants and loans received during 1977-80, 

18 percent was  in  the form of grants and 62 percent i n  the form of 

development loans with a grant element of at least 25 percent. As a result 

of debt rescheduling, the debt service averaged only about 3 to 4 percent 

c f  the tatal value of exporrs. 





Ivory Coast 

The Ivory Coast economy after 1966 became increasingly diversified. 

The share of primary production in total (;DP continued to dec l ine  during 

th i s  period from 34 percent in 1966 to 24 percent in 1977. Even within 

agriculture there was a marked increase in the production and export of a 

range of crops i n  addftfon t o  coffee and cocoa. These included palm o i l  

and kernels, coprah, rubber, bananas, pineapples, and cotton. Real annual . 

growth of GDP remained high, but declined from 7 . 3  percent i n  1965-70 to 

4.9 percent in 1975-78. Prices also accelerated from 4 . 2  percent per annum 

in 1965-70 t o  17.7 percent in 1975-78, though this  may be attr ibuted more 

to worldwide inflation than to growth in the domestic money supply. Gross 

Domestic Investmznt roatinued ro increase at a rapid rate, rising from 

20 percent of GDP in 1966 to 29 percent in 1978. 

Nevertheless, there were some disturbing trends. The balance of 

taade, which  had been in  surplus in every year prior to 1971, movcd into 

def i c i t  during the 1970s. There was also evidence that the  Tvory Coast 

was runniog out of its most profitable investments in agriculture and 

Import-substituting industry and w a s  having Zo accept lower r a t e s  of return. 

Greater decentralization in decision-making was creating problems of 

coordinat io~  aad government control of foreign borrowing by parascatal 

enterprises. A t  about the same r i m e ,  the government undertook some very 

c o s t l y  investments i n  the southwest region of the country, i n  the Kossou 

dam and its area of resettlement, and in some large sugar complexes in the 

north. This necessitated substanZial additional foreign borrowing, much 

of it at relatively high conrmercfal fnterest rates. As a resul t ,  the disbursed 

outstanding external debt of the Ivory Coast rose from $256 million in 

1970 to $2,667 million in 1978. Preliminary estimates put it at $4 ,062  

million in 1980. The debt service ratio rose from 6 . 7  percent i n  1970 



to 14 percent in 1978, w i t h  preliminary estimates for 1980 at 23 percent. 

The capacity of the Ivory Coast to continue borrowing from abroad had reached 

This is especially important because foreign assistance was increasingly 
r 

in the form of relatively hard loans rather than concessionary grants.. During 
. . 

1960-66, grants comprised 49 percent of project-related official capital 

flowa, and loans had a large concessionary element. From 1967 to 1373, 

however, grants amounted t o  only 11 percent of these flows (Appendix 

Table A-3). In 1977-80, as shown in Table 15.2, out of $907 millioa in 

official flows related to investment, only 9 percent was in the form 05 

grants and 31 percent In the form of development ioans with a grant element 

in excess of 25 percent. The increasingly hard terms app l i ed  t o  these flows 

was a sign of the  creditwor~hiness of the Ivory Csast, as well as of the 

parceptbon among international donors and lenders of its lack of need for 

concessionary aid. One result was t h a t  the Ivory Coast paid out $131 million 

in debt service payments during this period, reducing net capital inflows 

to $776 million. Technical assistance, however, was valued at $304 

millfon, giving an overall net official flow for the four years of $1,080 

million. 





15.2 A Macroeconomic Assessment 

Prom the macroeconomfc point of view, fcreign aid is seen as Eilliw 

a resource gap that permits a country to attain higher levels of tnvesrment 

or t o  import more goods required for development. A rigorous f omhat ion  

of th i s  view fs the "two-gap model" of the demand for foreign aid (Chenery , 

and Strout 1966). In this formulation, the ability of a country to use I - 

foreign aid is determined by the following parameters: the capacity to 

sbsorb investment, the target rate of growth, the ratio of savings to 

income, the capital-output ratio, the marginal gropensfty to import, and 

the rate of growth of exports. The model asswe; that these parameters are 

fairly constant over extended periods of time and that during any 

particular period there will be an ex ante gap both between investment and -- 
savings and between imports and exports. The role of foreign aid is to 

fill the larger of these two gaps, permitting the country to grow as rapidly 

as it can. absorb investment funds, or when that is no longer an important 

constraint, t o  grow at its desired target rate, 

The two-gap model has been crftfzed on many grounds (Fei acd Ranis 

1968; Burton 1969). There is the question, for example, of what happens to 

the smaller gap when the larger has tee= filled since ex post the two must - 

be equai, This does nor pose any fundamental problem since, should the 
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larger gap be f i l l e d ,  the smaller gap can always be made larger by increasing 

consumpticn, using capital less efficiently, importing more consumer goods, 

or decreasing the growth rate of exports (Chenewy 1969). 

Xuch =ore serious is the issue af how the ex ante gaps can be measured -- 
when only the ex p o s t  gap is actually observed. S-bnce foreign a i d  is  - 

r 

always limited, it is highly unlikely that i t  will be suff tc ient  i n  any 

particular instance t o  fill the larger ex ante gap. This means that - -- 
accommodation will have, t o  be madetb? lewering the target growth rate, 

increasing the rage of domestic savings, making more efficient use of 

capital, decreasing thci marginal propensity to import, or increasfag exports. 

%at we view in the data, therefore, i s  not so much the demand for  fareign 

aid as it is the result of compromise because the supply of a i d  is 

inadequate to satisfy ex ante demand. -- 
A third criticism of the two-gap model is that it ignores the fact 

that the parameters of the model are variables amenable to policy change. 

The target rate of growth, for example, is obviously a policy variable- 

The savings rate and capital-output ratio can bq altered by tax and 

interest rate gnficy and by encouraging the establishment of financial 
. . 

intsm.edfaries. The .marginal prcpensity t o  import and the export growth 

rate are both influenced by trade and exchange rate pol ic ies .  Foreign 

aid could be used, therefore, to avoid d i f f i c u l t  pollcy choices such as 

devaluation. The counter-argunent, af course, is t h a t  policy change is 

econonically and p o l i t i c a l l y  very d i f f i c u l t  i n  any case and that foreign 

azd, if appropriately employed, can reduce those difficulties and make 

policy change feastble. Program a i d ,  far example, nay be highly usefui 

in moderating the adverse short-run imgact 05 devaluation (Krueger 1978). 

This question will be dzscussed later in the section on aid's relation 

to polfcy change, 



A statistical analysis was conducted to test the s t a b i l i t y  of the 

principal parameters of the two-gap model i n  Ghana and the Ivory Coast 

using data from the national accounts for I960 through 2977 (World Bank 

1976: 104, 105, 132,'1?3; World Bask 1980: 86, 87, 112, 113). Estimates 

were made of the marginal propensity to save, the marginal propensity to 

import, the growth rzite o f  exports, and the incremental capital-output 

ratio using the following equations: 

S/P = a .f b Y/P . . . . (I) 
M/P = c .e d Y/P . . . . (2)  

18 (X/P) = lg A + e T . . . . (3)  

 YIP)^ - (Y/P)t-l = f + g (Lt - -Lt-l) + 

h ( I / P ) ~ - ~  . . . . ( 4 )  

where S is gross national savings (excluding net current transfers) 

P is the GDP deffrtor 

f is gross domestic product at market prices 

M is import of goods and nonfactor services 

X is exports of goods an6 nonfactor services 

T fs time (year) 

2 / I is the gross domestic investment- 

L is the sgricultural labor force 

t is the year to which the relevant values of the var5abIes refer. 

mere t does not appear, all. variables in the equation refer to the 

same year.  

b is the marginal propensity to save 

d is the marginal propensity to import 

e is thz growth rate of exports 
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h is  the marginal change i n  the increments1 capital-output ratio 

holding labor constant, 

The results of these regressions are given i n  Table 15.30 

The major econometric pr~blem posed by the regression results i s  positfve 

serial correlation in several instances, shah: by relatively low values 

of the Dubin-Watson statistic. This  i m p l i e s  that some of the estimates 

are Biased, given the small sample of observations. The Sias  is  not 

particularly disturbing, however, because the conclusions drawn from 

the analysis are very rough and therefore insensitive to  large errors 

in the estfmatee, 

Most important among these conclusions is  the  high degree of 

responsiveness o f  savings and Imports t o  changes i n  income i n  the Ivory 

Coast compared with Ghana, This is shown by the  large and statistl .cally 

highly sfgnifizant slope coeff ic ients  for equations (1) and (2) in  the 

Ivory Coast compared with the same coefficients for  Ghana. The Ghanaian 

savings coefficient i s  not significantly different from zero and the 

imports coefficient i s  negative,  reflecting the major influence of 

trade restaictions and exchange controls. There was, in fzct ,  a steady 
. . 

reduction of the ratio of impcrts t o  income from .35 i n  1960 to  -08 
. . 

in 1977. . . 

The growth rate of exports for Ghana, shown i n  equation ( 3 ) ,  . ,, 

. . 
is also  negative, though not s ignif icantly  so. For the Ivory Coast, 

th i s  growth rate is posit ive  and fa i r ly  high, but its standard error I s  

also quite large and there is very high pas i t ive  serial correlation, 

shown by the Low value of the Dubin-Watson statistic. Tile regressfan 

results 3re thus quite d i f f i c u l t  t o  interpret given the limited number 

of years for whfch data are available. Thjs should n o t  obscure the fact, 

however, that the real value of exports for the Ivory Coast practically 
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Table 15.3. Regression Results f o r  Key Macroeconmic Parameters 

0.814 0.057 
(I. 289) (0.0601 

0) 8.501 -0.185 
( 2 . 2 4 2 )  (0.184) 

1[3 1 1.397 -0.016 
(0.270) (0.0251 

(4 1 1.150 O.Cl1 , 

(0,472) ( .001) (0.309) 

Ivory Coast 
(13 -0.130 0.190 

(0,107) (0.026) 
(2) -0.387 0,460 

(0  -074) (0.018) 
(3) 0.256 0.051 

(0.121) (0.054) 

(0,101) (0.115) 

Notes r a 
Figures in  parentheses are standard errors of the coefficients. 

Coefficient of detelmiaation adjusted for the nunber of degree 
freedom. 

Win-Watson statistic. 



t r i p l e d  fron 2960 to 1977, generating Xwcreesinp, amnrints of foreign 

excb-ange with whlch t o  finance the rapidly i-isfng level of imports .  

With labar held constant, the influence of investment on changes 

i n  output, shown by the second slope coefficient in equation (41 ,  ap-pears 

to have been rregative in Ghana, In the  Ivory Coast, rhe results suggest 

no statisticafly significant relation. The reasons for this are unclear. 

They may have to do w i t h  che particular lag structure used in the equations, 

or there may be other statistical anomalies. 

In any event, some in s igh t  into the relationship between income and 

Investment i n  Ghana m y  be: gained by looking at Table 15.4, which shows average 

annual rates of growth sf the real value of output and In-estment over 

each of the past three decades. During th l s  per icd ,  the growth rate af 

output s t ead i ly  declined but remained positive. The growth of fnvesrmnt, 

on the other hand, was quite rapid during the 1950s but became increasingly 

negative after fndependence. By the 197Qs, gross investment averaged only 

8.9 percent of GDP, and net investment may even have been negative. 

Cerrainly this was true in the cocoa industry, where replanting had ceased 

and trees were ropidly going out of production because of their dvanced 

age. The decline in iavestment was associated mure with restrictions on 

iaports sf capital goods and replacement parts than w l t h  the. relatively 

modest drop in domestic savings that occurred. The binding constraint an 

development in Ghana from a macroeconomic point af vlev, then, was foreign 

exchange rather than resources for investment. This w a s  clearly related 

i t o  stagnatioq in the -export sector. It was also due to the Eaflure 

of foreign aid and capital inflows to fill t he  ex ante foreign exchange -- 

g a p ,  which was undoubtedly much larger than the ex post excess of domestic - 
investment over domestic savings. 



Table 15 

Source : 



The reasons for thls difference between the ex ante and e x p a s t  -- 
foreign exchange gaps were multiple. They had, first of all, to do with 

the basic  constraints that existed on the totaf amount of foreign a id  made 

available by donors and haw thar a i d  was parceled among countries. Second, 

Ghana's debt problem greatly complicated its access t o  loans, whether 

connnetcial or concessionary. Only after its debt was rescheduled in 2974, 

was ft p o s s i b l e  for Ghana once again t d  have access to the international  

capital market and to concessionary financfng on a large scale. Finally, 

there remained the  critical question for donors as t o  whether o r  not foreign 

a i d  in Ghana would contribute t o  f i l l i n g  the gap in such a way t ha t  t h i s  

would lead ts increased investment and economic growth. 

The situation i n  the Ivory Coast w a s ,  of course, quite different. 

The real value of exports grew at an average annual rate during the 1960s 

of 5+5 percent, and th i s  increased t o  5 . 8  percent from I970 to 1977. The 

r e a l  value of imports grew even more rapldly, at 6.8 and 11.0 percent per 

annum during each of these respective periods,  because of o f f i c i a l  borrowing 

and private capital infl.ows. As s result ,  the real value of domestic 

investment increased at 12.7 percent per  year during the 1960s and 12.1 

percent  annually fro= 12170 to 1977 (World Bank 1380: 113). 

This favorable picture, however, may be changing. A s o p h i s t i c a t e d  

two-gap macroeconomic model has been estimated for t k  Ivory Coast by 

the World Bank (den Tuinder 1978: 160-86). The conclusions resulring 

from the use of t h i s  model to analyze the effects of the 1976-80 plan over 

the 1980s suggest thar despite its past  success, the Ivory Coast i s  now 

havfng to invest in projects tha t  y i e l d  a lower rate of return. Further- 

more, without substantial policy changes, the Ivorian economy is unlikely 

to be able to generate sufficient domestfc resources to finance the 

iwestment required by its growth targets. Since tax revenues in r e l a t ion  

to inconre are already high i n  comparison with  other countries, additional 



sevrtgs wS51, unlike the past, have to be generated by the  prlvaze sector. 

In addit ion,  recent increases in foreign borrowing cannot be sustained 

because of rising debt service payments and their potential for lowering 

the Ivory Coast's credit ratings abroad. 

The. major implications of this simulation exercise are: (1) that the 

Ivory Coaat has in the past been constrained more by domestic savings than 

by exports; (2) that it has been hfkhly successful, however, in generating 

a large amount of savings in the public sector and in mabilLzing additional 

resources from abroad; but (3) that  t h i s  strategy already is becoming more 

d i f f i c t i l t  and will continue to do so i n  the future, If plan targets are 

to be achieved, therefore? either addittonal foreign aid will have to be 

fcrthcomfng or the parameters of the model w i l l  have to change. 



15.3 Projec t  Aid f o r  Agr i cu l tu ra l  and Xural  Development 

Host foreign assistance 18 offered fn the form of specific projects 

embodying technical-organizational packages in the design of which donors 

usually play a very signiffcant role. With this form of aid, the resource 

transfer may be of less importance than the package i tse l f ,  though the 

hast government's acceptance of the  project i s  generally conditional upon 

t9e donor furnishing the bulk of the financing. In effect, the donor buys 

%he right to influence how its resources are to be used to prosnote 

development. The effectiveness of this form of aid is thus measured 

by the degree to which project objectives are attained. 

This sectfon examines the effectiveness o f  project aid in prowking 

agricultural and rural development i n  Ghana and the Ivory Coast. It 

begins w i t h  a historical overview, fallowed by a descriptior, of foreign 

asshtance programs and projects i n  the rural sector of the two countries.- 

X discussion of the constraints on project design and iinplementation then 

precedes the concluding section, which assesses  the usefulness of 

p n j e c t  assistance in an unfavorable p o l i c y  environment. 



Ghana 

Cocoa, the mainstay of the Ghanaian economy,was introduced in  the 

lalrer part of the 19th century. With scant assistance from the colonial 

administration, cocoa grew to become the princfpal =port, with 270,000 mt 

being shipped abroad in 1935 (Gordon 1974: 2 1 ) .  I n  1947, the 

Ghana Coc0.a Harketing Board (CMB) was established to st-abilize farmer 

incsmes and real prices through the operation of a buffer stock and by 

shielding domestic prices from those on the world market. This yie lded 

substantial public savings since on average one-half of export receipts 

were withheld as taxes or (=MB surpfnses, permitting the accurnulatian of 

large stexl'ng reserves. W ~ r l d  prices w e r e  sufficiently high, however, 

so that strong Incentives could also be offezed to farmers, k%e'rL the result 

that production averaged 320,OGO mt  from 1954/55 t o  1964165, an increase 

of 40 percent, over the previous decads.  World prices continued to f luctuate ,  

however, and, as seen in Table 15.5, ~hana's export earnings varied as w e l l .  

Until the m2d-19608, though, shortf al. 1s were compensated by drawing on 

the  country's large reserves. 

Starting with the seven year plan in 1961, the Nkrumah regime 

emphaeized rapld, state-led industrialization. The government had l i t t le  

confidence in private, small-scale agriculture and felt that agricultural 

productivity and output could only be increased through large co l l e c t fve ,  

motoxizod farms. By 1956, there were 135 s t a t e  farms and about 35 ~r'oxkers' 

Brigades employing a t o ta l  of 21,000 salaried workers. The results of 

these projects were dfsappointing. The program cost $21 d l f i o n  in  

capital expenditures, hpoxted  farm equipment, and current operating 

exyenses, while output wzs valued at: only $4 million   oro on of f 1972: 



Table 15.5. World Prices, Production, Exports, and Export Receipts 
of Cocoa 

World pricesa Production Exports Export Recefpts 
($ /UOO'mt> (000 n i t )  (000 mt) (million $) 

- 

1950-54 3185 230.1 225.5 719.2 

1955-59 2643 254.3 233.3 616.6 

19 60-64 1722 649.7 410.1 708.7 

1965-69 209 1 389.8 375-8 785.8 

b 
1970-74 2398 403.6 380.7 912.9 

1975-77 3751 . 360.0 339.6 b 1273. 8b 

Source: IBRD Commodity Trade 1980: 36. 

Notes: a In 1979 corlstant prices, Spot New York. 
b 
Estimate. 



There were no government programs t o  a s s i s t  the s m a l l  farmer. 

Indeed, government po&fcy penalized smallholder sgriculture. Activities 

of the extensSon servfce, which were crucial to the cocoa subsector, w e r e  

suspended i n  1962 for  about 5 years fMcMurtry l974: 219). In addition, 

marketing services were further centralized. The CMB purchssing monopoly 

was extended to other crops and private licensed buying agents (LBA) 

w e r e  replaced by the United Ghana Farmers Council {UGFC), which reduced 

the marketing systemas flexibility and increased its costs. 

l%e  government,'^ ambitious development and industrialization plan 

ccinclded with a slump fn world cocoa prices i n  the early 1960s. To 

maintain its export revenue needed for -growing Import requirements,Ghana 

cut ' the  cocoa producer price. By 1965/66, the nominal farmgate price of 

cocoa was only one-half of the 1951/52 price (Bateman 1974: 318-319). 

In real t e r n ,  the decline was even more severe as inflation accelerated 

from about 2 percent i n  1960-63 to over 20 percent in 1965 (LeTtlh 1974: 

93). Output, h~wever , continued to  rise unt i l  the 1964f 65 bumper harvest 

of 549,000 mt,in response to plantings in the 1950s. No additional 

planlings occurred thereafter and plantations were allowed to deteriorate. 

By the time the National Liberation Council replaced the Nkrumah regime 

in 1956, cocoa exports had declined and food productfon'had dropped 

drastically. 

Administrations after 1966 sought t o  redress the distortions 

accumulated over the early years of independence. All governments espoused 

the objective of self-sufficiency i n  food and industrial crops and the 

rehabil i tat ion of the cocoa subsector. Increasing funds w e r e  allocated 

to the agricultural sector. The agrfculturaf extension service was 

razstablished in 1967/68. Operation Feed Yourself (OFY), launched in 



1972,sought to raise food production. Because of distrust of zhe 

innovative capacity of the small farmers and the overvalued c g d i ,  which 

-wde imparted inputs artificially cheap, OFY stressed motorized, large- 

scale production techniques. Motor services (land clearing, plowing, 

and combine harvesting) were heaviiy subshdized  for these farms, as 

were fntemediate fnputs such as seeds, fertil izers; and insecticides. 

hera l l ,  about 100,000 ha were put under mechanized cultivation, but 

yields remained low and economic costs very high (Winch 1976). 

In the meanti=, there was an acute scarcity of agricultural inputs 

for the smfl  farmer. Furthermore, iinpnrt res tr ic t ions  on consumer goods 

resalted in few of ~hese reaching the countryside, and those that did 

were  very expensive, Cocoa farmers, already suffering from low producer 

prices, began to shift toward foodcrop production and to neglect their 

plantations. The age of cocoa trees rose, but l i t t l e  replanting occurred. 

Production declfned by about 3 percent per annum from 1965/66 to 1932J73,  

and fell  further by about 5 percent per annum to 230,000 mt in 1981/82 -- 
3 / 

the fawesr since the late 1950s.-- Ghar~a, which'held the largest share 

of the world cocoa market in 1 8 6 3 / 6 4  through 1972/73 at 30 percent, dropped 

in the late 1970s to third place behind  the ivory Coast and 3razil. 

Ivory Coast 

The developmnt of export oriented agriculture in the Ivory Coast 

dates back to the early c ~ l o n i a l  period a t  the turn of t he  century. 

Rubber, palm products,and timber, the f i r s t  export crops, were lazer 

replaced in importance by cocoa and coffee during the interwar p e r i o d .  



30 1940, the Ivory Coast exported about 45,000 mt of cocoa and 15,000 mt 

of coffee (Hermann 198%: 77). A decade later, local  coffee trees w e r e  

ssverely attacked by tracheomycosis, and were replaced by rob~sta 

varieties imported from the Belgian Congo. Timber exploitation expanded 

after World.War 11, afid a t  the time of independence in 1960, coffee,  

cocoa, and timber had become the mainstay of the Ivorian economy, accounting 

f o r  85 percent of the count~y's export earnings. 

Three po l i c i e s  were che key to t h e  success of agriculture in the 

Ivory Coast. Zhe first w a s  the decision to build transport infrastructure 

opening up zones of unexploited potential at lowered transport costs. 

Equally %wortant was the estab'lishment of crcv specific agricultural 

research Institute8 Born r'he developmen:, test ing,  mPtiplication,and 

dissemination of adapted varieries and technologies. Finally, coffee 

and cocoa prduczion was  supported through the operations of stabilization 

funds established in 1956. 

The Ivorian government after independence continued the 

colonial strategy of export orientation and development: base on agriculture. 

In addition, however, t he  government sought to broadez exports 

by diversifying away from c o f f e e ,  cocoa, and timber into 

other export crops such as palm products, pineapples,and cotton. Research 

remained in %e domafn of sectoral agricultural research institutions. 

Extension of the new technologies, however, was delegated to autonomous 

regional authorities,  (e.g., Autcrftg de l a  VallSe du Bandama, Autoritg 

pour 1'Amenagement.de la Re'gion dii Sud-Ouest) or to crop speci f ic  development 

agencies (SociScEs de DSveloppeaent, or SODE). 

An ambitious o i l  palm nrogrzm, aided by the World 

Bank, was begun in 1962 and sought to develop 63,000 ha of plantations by 



1 9 7 0 . ~ '  As shown in Table 15 .6  outpar grew from ?90,000 mt i n  1963163 to 

707,090 mt in 1471-74. The growth of output of pineapples during 

the 1960-74 period was abozt 24 percent per annlrm,zand cotton 

production in  the drier areas t o  the north increased by 21 percent per 

year. 

The traditional export products -- coffee, cocaa, and timber - 
expanded a t  a slower rate. By 1970, the exploitation of timber resources 

was progressing more rapidly than regeneration, and reserves were being 

depleted.  To sustain the levels of timber output, the government embarked 

upon an investment program in the San Pedro area to open up the hitherto 

unexploited tracts of the southwest. Coffee production continued to 

expand, but at only 3 percent per annum, reaching 258,000 mt in 1971-74. 

Production o f  cocoa grew more rapidly, a i d e d  hy a large replanting and 

rehabi l i ta t ion  program. 

Urbanization accelerated after  independence, and nattonal food 

requirements ' t r ip led  in ten years. Even though food production increased 

more rapfdly than population growth, urbanization and rising incomes 

placed large ?,rid increasing demands on food productivity. Food imports, 

perceived as threarening the positive trade balance, became a major concern 

for government. Rice production was promoted to  substitute against  

imports and t o  generate addit ional  incorns i n  the n~rth. The f i r s t  =for 

investments were for mili and irrigation construction. Fertilizer, seed, 

and extension services complenented the program. 

The 1973 drought and the commodity price boom of 1973-74 led to a 

major reassessment o f  Ivorian objectives. Concern ever growing and 

increasingly expensive food imports, especi~lly rfce, and over fluctuating 

export earnings resulted in greater importance being attached to the 

red~ction and eventual elimination of food impores as a central  national 
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T a b l e  35.6. Production of Key Agricultural Products in 
t h e  Ivory Coast  (1960-1974) 

Product 19 60-63 1971-74 % Increase 

. Palm Clusters (mt) 230,188 705,737 10 

Pineapples (mt) 23,142 192.790 2 4  

Timber (000 2) 3,470 4 , 6 6 4  4 

Coffee (mt) 184,477 2 5 8 , 4 0 9 ~  3 

Cocoa Cmt) 91,965 199,829 8 

Cotton (mz] 8 , 0 9 4 ~  55,933b 21 

Source: La Cote dVIvoire En Chiffres, Edition 1975-77.  

Notes: a 1972-75 

' 1959/60-19621'63 to 1971/72-1973/74 



objective, P ~ B  rfce imports rose to over 1G0,000 mt per year In the 

early 1970s and world prices quadrupled, the Ivorian government accelerated 

its investment in swamp and irrigated paddy production. As an added 

incentive to producers and to aid fznners in the north, prices were 

increased sharply. In 1975-76, with new investments , higher produces 

prices, and demaxid danpened by a consumer prS.ce hike, the Ivory Coast 

becaple self-sufficient . The subsidies  on local ly  produced ' rf c e ,  inputs, 

infrastructure, and services were a great fiscal burden, however, and the 

rice development agency, which began amassing large debt s ,  was eventually 

disbanded in 1977. 

Questionable investments were also mdc in sugar production, which 

received the largest chunk of public investment funds between 1971 and 

1980 -- 21 percent of the total (Hennann 1981: 121). Production targets 

of 135-150,000 r n t  by 1980 were established despite anticipated high 

costs in relation to world market prices. 

Foreign Assistance in the  Rural  Sector 

In the 1960s, forefgn assistance stressed capital development projects 

such as irrigation, roads, ports, and power facilities. World 3ank lending 

to the agricultura1 sector consisted mainly of irrigation projects. Bank 

policy shifted in the early 1970s, however, towards maintaining the 

momentuE of the green revolution to feed the developing countries and to 

increase the incomes of the poor (World Bank, Agricultural Sector 1972: 

MtNamara 1973). Bilateral donors followed a simllar transition. Whereas 

AID had been concerned in th? 1960s primarily with infrastructural aid 

and balance of papeats assistance, the "New Directions7' mandace of 1973, 

and the subsequent "Basic Needs" philosophy shifted United States' aid to 

the "pocrest of the poor" and to small-scale projects with better distributfonal 

effects. The h is tory  of forefgn assistance to Ghana and the Ivory Coast 

followed th i s  worldwide d i r e c t i o n .  
F L  



Ghana 

Through 1966, most foreign assistance i n  Ghana was allocated t o  

capital-development gro-jecto and to assisting Nkwmah1s industrialization 

policy. The World Bank had no projec~s  in the rural sector, while AID,, 

Ehe largest donor, funded an agricultural extension and production 

project. The objective of AID strategy was to assist Ghanaian 

production programs through price supports, subsidfzed input deliveries, 

and credkE programs. Technical assistance and management training were 

isipartant cmponents of this strategy. 

'The first World Bank Cocoa Project to Ghana was initiated in 

1970. This called for 20,000 ha of cocoa to be rehabilitated and 15,000 ha 

of new trees planted over a five year period. Asked by the government to 

assist Pn revitalizing the extension service, AID revamped the Agricultural 

Extension and Production Project to  emphasize extension and input: delivery 

aspects, Further resources w e r e  d i r e c t e d  to health and population projects. 

Significant amounts of PL 480 and about $30 million in program assistance 

were ale0 made avaclabke. 

ilhe unilateral repudiation of part o f  ~hana's forefgn debt by the 

3RC in 1972 resulted in a sharp drop i n  foreign assistance to  Ghana, With 

the exception sf few bilateral donors ( e . g . ,  ~anada) ,  disbursement against 

existing projects continued but no additZonal projects were desSg,ned. 

From 1972 to 1974, donors awaited major macroeconodc policy reforms before contin- 

uing their assistance programs. AID, no longer the largest donor, 

relied on World Bank leadership and minimized its involvement: i n  policy 

questions (AID 1975, '401. I: 3 4 ) .  The World Bank funded a Sugar 

Rehabflitation Project and deafgned a Rice Development Project in the north 



that was never funded. AID sought to influence policy indirectly through trainfng ok 

I management. After 1972, the Economic Development Management Project end various 

other  trainfng projects gained importance i n  USAID'S portfolio (AID 

1975, Vol. I: 24). 

When Ghana's external debt was successfu~ly  rescheduled i n  1974, 

and long term stabi l izat ion  seemed a likely prospect,  project  assistance 

increased signfficantly. Agricultural and integrated rural  development 

I projects predominated. Four World Bastk Projects totalling $51 million 

(Cocoa 11, Oil Palm, Livestock Develcpment, and Upper Region Integrated 

I Rural Development) were approved. US objectives, in line with the 

Cbngressional mandate, sought to ensure that "the poor majority have more 

adequate incomes and greater access to health care services of suff ic ient  

quality" (AID 1975, Vol. I: 21-22). The basic approach of better 

delivery of i n p ~ ~ t s  and services, stronger planning and management, and 

development of local institutions focused on a specif ic  region was 

I maintained for a l l  three sectors  of AID involvement -- agriculture, 

heal th ,  and family planning. 'i%e large Managed Inpues and Delivery of 

I Agriculrurzl Services (MIDAS) P r o j e c t  illusrrates thfs comprehens2ve 

approach. The project was comprised of imports and distribuffon of 

I fertilizers, seed m l t i p l i c a t i o n  and distribution, extension services, 

rural cre<it, management training, studies of the marketing structure,and 

a number of other components. 

By 1977, economic mismanagement i r t  Ghana had resulted i n  tr iple-  

digit inflation, a severely overvalued cedi, and cumbersome import 

licensing procedures. Macroeconoraic distortions crested an undesirable 

incentive structure favoring carruption, s m g g l i n g ,  and arbitrage. 

The environment being no longer conducive to development, donor assistance 



progr- began t o  be scaled d m .  As existing projects come ta completion 

even today, both multilateral and b i l a t e r a l  donors are reducing t h e i r  

assistance programs to Ghana. 

Ivory Coast 

Until 1967, the Ivory Coast rel ied heavily on bilateral, especially 

French, foreign assistance. Of an estfmated total of about $260 million 

between 1960 and 1967, France contxfbuted about $135 million in funds, 

personnel, and commodities, compared to $33 million from the US and $93 

million from a l l  multilateral donors (France 1976: 189: Ap?eadix 

Table A-5). 

Donors ' programs supporVed the government 's policy of rapid, 

export-oriented growth. In the early 1960'8, infrastructural projects, 

training, studies, resource surveys,and research projects were important, 

France, for Znstance, financed one-half of the agricultural research 

agencies, to  which i L  also furnished substantfal technical personnel. 

In addition, a series of regional socioeconomic studies and resource 

surveys were also funded. Top-level tachnfcal and managerial personnel 

were sent from France to assfst the Ivorian government in its program of 

rapid economic growth, The presence of top-level administrators and 

technicians, and the large financial support lent by France, undoubtedly 

accorded France an important influence on policy d e c l s i o ~ s  and aided i n  

the establishment of a stable and conservative economic environment. 

By 1968, the Ivory Coast had built  up an impressive infrastructure 

of ports, roads, and power networks. The government's emphasis on agriculture 

as the'principal source of growth was lent support by increasing projec t  

aid. Donors' assisted the expansion of traditional export crops, 

as  w e l l  as  the diversification program that sought t o  vide3 the country's 

foreign exchange base. 



ProJect identification was facilitated by extensllve studies and 

sutveys which analyzed the country's comparative advantage. Agricultural 

project financing increased rapidly from the mid-1960s. T'he World &ink 

group funded the first of over 25 agrfc~lzural projscts iii 1959. During 
f 

1968-81, of the $710 ioPllion i n  aid extended by the World Bank, one- 

quarter was for tIie agricultural sector. This included cocoa, rubber, 

oil palm, coconut, and cotton production projects. In the mid-1970s, the 

Eank's program towards integrated rural development projects (North-' 

eastern Savannah Project, Center West Project, etc.). 

hgrican assistance in the post-1967 period declined to  $23.3 

million in AID projects and other economic assistance, and $7 in Pf, 480 

assfstanre from 1968 to 2981.This is not surprising since, with sound 

ineernationalexedit~~rthine~~ and aper capita GI@ of $1200 in 1980, the 

Ivory Coast no longer met the congressional mandate conditfsns. On the 

other hand, the  EX-IM Bank extended $255 million i n  various loans during 

the 1965-81 period. 

Project aid proceeded satisfactorily until  the late 1970s when the 

Ivorian government attached increasing Importance to rcgional development 

and t o  foodcrop production, thus ntovi.ng away from traditional,  comparative 

advantage sectors into those ~ d t h  lower rates of return. The decreas- 

ing return on fnvestmenr coincided with the oil crisis, and was 

soon followed by a drop i n  coffee and cocoa prices. The Ivorgan public 

investment program for 1978 w a s  planned 6uring the 1976/77 coffee and 

cocoa boo=. Over $2 billion was allocated, 40 percent from external 

sources. Available funds were used f o r  scme bad investments (the sugar 

complexes, rice production), to meet r i s i n g  public recurrent 

expendftures, and for projects with long gestation periods (education and 



hesrltb). The Ivory Coast:*s debt service had r i sen  to 25 percent by 1980. 

and the need for structural readjustment was recognf zed. 

Constraints on Project Design and I~nplementacion 

Ghana 

Two broad types of pkajects have been financed in Giiana's rural sector. 

Directly produccfve investments include various cocoa, of1 palm, r i c e ,  

=d livestock projects. A t  the other extreme are projects with an 

indirect impact on production, such as those involving health, education, 

and training.' Integrated mral development projects, like the World 

Bank's Upper Region Project and USAIE'S Hanaaed Inputs and Delivery of 

Agricultural Services (MIDAS) Project, have sought to incorporate elements 

from both ends of the spectrum. 

Few, i f  any, projects i n  the rural sector have succeeded in attaining 

their targets in Ghana. This  is particularly true of the d i r e c t l y  

productive projects. The World Bank's Eastern Region Cocoa Project, 

for example, set as its  goal ehe replanting of 15,000 ha and the 

rehabilitation of an additional 20,000 ha. By the end of 1973/74, one 

year before foreign financing ended, only one half of the acreage had 

been planted, while only 29 percent of the target 20,000 ha had been 

rehabilitated. 

Sfmilar problems faced the MIDAS project, USAID's major integrated 

rural development project  in Ghana. Whereas the project's stated goal was 

to increase agricaltaral prsd~ction on small holdings through better 

input distribution, a 1979 mid-project evaluation stared tha t  "the 

prefect fa i l ed  to deliver agricultural inputs such as fertilizer, seeds, 

credit, and technical servlces t o  small farmers" (Hess and Biney 1979). 



A common constraint to design and implementation of zll Ghanaian 

projects has been the lack of a clear overall rural development pdan to-guide 

donor partisipation (AID 1973: 1). In addition, rapid staff , 

turnovers of upper and middle level. Ghanaian management have hindered 

co~~tmctive dialogue. These problems have been further compounded by 

the rapid rate of inflation and the overvaluation of the cedi. In 1977, 

inflation reached 6O percent, and thereafter exceeded 100 percent each 

year (AID 1981: 8). In the face of a constant official rate of exchange, 

this led to an increasingly overvalued currency. Imported Inputs and 

tradable outputs were underpriced in relation to local currency expenditures 

and the opportunity cost of labor. Furthemre, local operating expenses 

of projects ant2 donor missions, when converted to dollars at official 

exchange rates, became prohibitively expensive>' The World Bank Oil 

Palm Project, for example, was appraised at $22.5 million in 

1975 but cost $53-3 million in 1982 due to infZation, Price distortions 

encouraged people to take advantage of differentials in order to suppfe- 

ment their meager incomes. Managerial Inefficiency and corruption became 

entrenched. Donors complained frequently that projects could not "keep 

good g@op1en (North 1982). 

A number of specific problems also constrained the successful 

implementation of projects in Ghana. The government's cocoa price policy, 

for example, inadequately reflected production costs.  In 1975, the 



producer price was the equivalent of 0.59 Ec/kg, whereas the breakeven 

price was estimated at about 3.73 to 0.88 Nc/kg. A t  those prices farmers 

were ~lrtr'illing to maintain and, at times. t o  harvest their  fa=. They 

of course did little replanting. Shortages of consmer goods and farm 

inputs a l so  reduced farmers' real purchasing power. Not surpris ingly ,  

even though cocoa was very profitable at  economic prices (Stryker 1975:  

2 1 1 ,  farmers switched to privately more profitable foodcrops. The average 

age of trees in the meanttme increased so thar,by 1978, 85 percent of the 

cocoa trees were estimated to be 16 years or older.  

To arrest the rapid dec l ine  i n  cocoa production, the Limann 

government tripled the producer p r i c e  to 12 Nc/kg in 1981 (Economist 

Intelligence Unit 1982 (1): 10)- Even at. 1 2  ~ ~ / k g ,  however, t h e  Ghanafan 

cocoa producer received less than half t h e  price to Ivorisn producers. 

As a result, about 50-60,000 m t  of Ghanaian cocoa are currently being 

smuggled annually to the  Ivory Coast and Togo. 

Pricing and avai labi l i ty  of prfmary factors of productfon has also 

biased the types of techniques employed. Ghanaian exchange rate policy 

has favored capital intensfve, mechanized production technfques. Due t o  

the overvalued cedi,  imported equipment appears less expensive thart 

locally procurred labar services. This Bias is compounded by the  

government's decision to apply no duty on mechanized equipment imports. 

Mechanized services are also strongly subsidized by the government, 

with subsidies ranging from 70 to 90 percent of costs. Pet s tud ies  have 

shown that whereas capital-intensive technfques are f inanc ia l ly  attractive.  

they are economically l eas t  profitable (Winch 1976:  9 2 ) .  



The Ghanaian government has also heavily subsidized other 

a g r i c u l t u r a l  inputs. The subsidy an fertilizer was 77 percent in 1974 

and 56 percent fn 1981, while che subsidy in 1975 on sprayers and 

insecticides was 80 and 90 percent respectively. At these subsidized 

prices, however, insufficient inputs could be suppl ied .  In 1972, only 

8,000 of the required 11,000 m t  of fertilizer were de l ivered  (Gilbert 

1972: 7). Imparts of insecticides and sprayers also declined. 

Insecticide suppl:es averaged 205,450 gallons in 1957-64, but only 137,900 

gallons In 1964-74. Between 1978 and 1975, sufficient insecticides were 

made available to spray only 15,000 hectares, or about 9 percent of the 

total land area each year. The World Bank Cocoa ~ r o j e c t ' l ~ i a d  very few 

cutXasses which it could supply" and a "limited quantity of gammalin~20" 

to spray farms. Pruners and sprayers were "on order" (Christfan 1974: 

11). 

projects also suffered from inadequate local support services. 

Ghanaian seed muPtiplication farms had a rota1 annual production capacity 

of 1.65 million cocoa pods in 1976, enough to replant 20,000 ha per year, 

or less than 1 persent of the cocoa area. Even the declining demand 

for seedlings could not be met. The Eastern Cocoa Project requested 

250,000 pods in 1972/73 but received only 150,000,enough for 5,400 of 

t h e  planned 8,000 acres (Christian 1974: 11-12). 

In Ghana, it has not been the price of the h p u t  that has limited 

consumption but the "lack of an effective system of ... importation and 
distribution" (Gilbert 1972: 8 ) .  The foreign exchange constraint has limited 

the quanrtty of inputs imporred. Agricultural inputs have not received 

p r i o r i t y  Fn foreign exchange allocation. when funds have been allocafed, the 

licensing procedure h a s  been cumbersome, susceptible t o  c o r r u p t i o n ,  and subject 

to long delays. Due t o  the lack of fuel and spare parts, transport of 



inputs upcountry to the project areas has been delayed. Relative 

scarcity induced by the subsidized prices has necessitated elaborate controls 

to ensure Input use by the target groups. But since sprayers in 1875 

cost 30 NC'in Ghana, and coaparable sprayers cast the equivalent of 700 NC 

in the Ivory Coast, smuggling of project inputs has been prevalent. Credit, too, 

has beensubsidized.  In AID'S MIDAS Project, rural credit has been made available 

at 8-12 percent. But i n f l a t i o n  since 1977 has exceeded 100 percent, s o  

the real rate of interest has been strongly negative, Whether the  c r e d i t  has been 

used for its intended productive ends under such circu~stances is 

doubtful. 

Finally, institutfonal weaknesses have hindered project success. 

Various government agencies involved f n agriculture have w e n  overstaffed , 

poorly trained and motivated, and underequipped. Recurrent administrative expendi- 

tures have been high.  The CMB w i t h  a staff of about 50,OOG had in 1982 an 

estimated 4,000 NC in administrative expenditures per ton of cocoa 

(Economic Intelligence Unit 1982(2): 16). 

In the face of these  difficulties, it has been extremely difficuZt 

to desigr, and inplement prsjects successfully. Infrastructure projects have 

become enormously expensive as local costs have mounted vith the 1 ncreasfngly 

overvalued exchange rate. AID has corlcentrated instead, in recent years, 

on training projects designed to improve the  human resource base upon 

which future development wlll depend, But i t  i s  estimated that as much 

as  half of the participants subsequently emigrate from Ghana in  search 

of more remunerative employment elsewhere. Furthermore, training and 

education projects have difficulty in meeting recurrent expenditures. In 

Ghana AXD has covered about 90 percent of t h e  operating coszs of t r a i n i n g  

projects. 



Ivory Coast 

The economic performance of the Ivory Coast, which is heavily 

reliant on its rural sector, has been one of the f e w  successes of 

independent sub-saharan AfrLca. Not surprisingly, most rural development 

projects have artained the ir  objectives. Most commercial crops grown 

in the forest zone, for example, atta-fned or exceeded their production 

targets in the 1971-75 Plan. Large investments in ill-planned pro jec t s  

financed chiefly by external borrowing, however, later led to structural 

imbalances in the Ivorian economy. 

The factors that resulted in the structural difficulties of the 

economy also acted as constraints on the  design and implemenration of 

externally firra~ced projects. One constraint stands out in particular 

In its des ire  t o  develop the re lat ive ly  poor northern savannah region, 

the Ivory Coast moved away from its traditional comparative advantage 

in high rainfall crops produced in the south. Large amounts of resources 

were transferred nor th  through production projects tha t  w e r e  h a s t i l y  

selected and poorly prepared. Not only was there a shift towards the north,  

bu t  there was an inappropriate se lect ion of crops afid techniques. 

The Ivorian government planned, through the construction of twelve 

irrigated sugar complexes, to produce 600,000 mt of sugar, Of t he  

public investment planned for 1976-80, 35 to 40 percent was to be allocated 

to sugar production. Since Ivorian demand was estimated a t  100,000 mt, 

one-half d l l i o n  tons of sugar would have had to be exporzed. As the 

world sugar price declined, the number of sugar complexes was decreased 

to six, with 470,000 r n t  of sugar output. Capital costs were very h igh ,  

and overruns not oniy resulted in pa r t i a l  completion of projects but 

they a l so  severely affected gro jec t  pr~fitability (den Tuinder 1978: 35). 
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As designed,the complexes were capital intensive, used sophistieatexl 

technology, and would have few linkages with the rest of the Svorian 

economy. Total production costs were estimated a t  $ .23/lb,  whi le  1980-85 

world prices were projec ted  at $. 10/lb. It was unclear where the surplus 

of sugar could be exported and how the difference between the world 

price arid domestic cost of production would be financed. 

Coteon, whfch seems t o  be a reasonably p r o f i t a b l e  crop for the 

north, at first failed to reach its overoptimistic production targets. 

The coeton program has, however, successft~l ly employed animal traction 

technology in an integrated regional development se t t ing .  Under the 

guidance of CIDT, the development agency for the north, c o t t o n  and 

foodcrop production has been expanding steadily. 

The objeetivesof the rice programwere to gain food self-sufficiency, 

to transfer income to the north, and t o  diversify production. Bnth price 

and investment policy were heavily employed. About 21 b i l l i o n  CFAF, 

or 6-15 percent of total  public investment for the 1976-80 plan, w e r e  

allocated to developing the rice sub-sec tor. Wkereas the program achieved 

success -- producing large quantities of rice, the costs were very high. 

Rice projects generally involved cos t ly  irrigated and mechanized schemes 

w2th a high share of imported inputs (Humphreys 1981: 102). To be 

privately profitable, these required protection against lower cost 

$worts. As discussed  earlier, this was accompliehed primarily by raising 

the producer price and incurring public marketing losses. This was not 

only financially, but a lso  economically,unprofitabfe since the rice 

program was an inefficient means of  saving foreign exchange (Humphrzys 

3981). Unsound projects could not be sustained over the longer sun 

through p u b l i c  subsidies, and the system collapsed. 



The second major constraint on projects has been the  absorptive 

capacity of the Ivory Coast ,  Successful planning, design, and 

Pmplementation of projects requires flexA'tle and s k i l l e d  adud~tfstraeion. 

As the Ivsrian economy has grown In complexity, centralized state- 

operated or supported.programs have become more d i f f i c u i t  to manage. 

A governmental reorganization occured in the 1970s to allow for greater 

decentralization of decf.slon making and to render ministries more responsive 

an6 effective in impLewnting policy, but ski l led  Ivorian rnanagtrs, though 

grrPwing %n number, are still in short supply. 

Donors were faced with similar constraints in realizing the 

objectives of their programs, -4s project selection beesme less obvlnp-1~ 

and as the Ivorian government's 05jectives grew in camp2exfty, the 

importance of plannfng became evident. Without effective plannfng of 

sectoral and intra-sectoral resource allocation, bad inveszment choices,as 

inthe case o f  the sugar complexes, diverted scarce human and f-inancial 

. resources into i n e f f i c i e n t  activities. 

Similarly, price policy has led to important miaaliacations of 

resources, reducing the e f fec t t~eness  of fo re ign  assistance. Tile large 

rice progran of the  1970s absorbed labor, land, f z e i g n  and domestic 

capital ,  and nanagerial skills from other, more profitable uses, As 

another example, coffee and cocoa prices are currently bath msintained 

at 250 cFAF/Lg, even though coffee is  more costly ro produce and its 

price has recently been higher on world markets. 

Finally, public enterprises have played a crucial role i n  the 

success of project design and implementation. The Ivory Coast has used 

these enterprises  i n  relatively high risk agricultural programs and to  

further its  efforts t o  promote Ivorianizaticn. But over time, the public 

enterprises have became overstaffed and bureaucratic. At the same time, 



many publdc enterprises have lacked the f l ex ib i l i t y  and aGtanomy to 

increase their operating efficiency. Thus donors desiring t~ participate 

in those sectors where these public development agencies are involved 

have been increasingly confronted with high administrative costs and 

inefficiency. 

Forefgn Assistance as an Unfavorable Pol icy  Environment 

As the previous discussion suggests, t k i 2  impact foreign assistance 

is likely t o  have depends critScally on the economic policy environment 

of the recipient country. Foreign assistance t o  the rural sector 

of a severely dis torted  economy, as in Ghana, is generally ineffective 

as a means of achieving e i t h e r  donor or host country gcals. In many 

instances, it is simply a resource transfer to the government and to that 

segment of the Ghanaian population benefitting f r ~ m  the officially 

sanctioned economy. 

This tends to encourage the design of projects that are impervious 

to the distortions and inefficiencies introduced by government policy, 

Local expenditures are dnfmized since they are kuch more expensive at 

the ovewalued exchange rate than purchases i n  foreign currency. These 

enclaves, such as the Volta River aluminum project, replace projects 

with greater linkages to the local economy and beneficial distributive 

ef f ecte. 

A t  the other extreve are the integrated development projects 

designed with the view that a single ccupo9ent is nore likely t o  f a i l  

than a comprehensive package that ma5ntains a critical momentum. D e s p i t e  

its s i z e ,  however, rSe HPDAS project could not overcome the constraints 

facing isolated projects with more l i m i t e d  o k j  ectives . Administrative 

and managerial capacity proved insufficient t o  coordinate elements 



of the project. The import l i cens ing  mechanism -- even though the 

project was exonerated -- delayed imporrs of goods and inputs. Lack 

of transport equipment sl~wed shipments upcountry. Conra roae ut en 

annual rate of over LOO percent due to i n f l a t i o n .  

Infrastructure projects, such as the  construction or rebuilciing of 

roads. have the advantage rhat their success does not depend on government 

incentives t o  producers. In maly instances, they can benefit the m a r k e t  

economy outside the public sector. But they suffer from the same problems 

as other projects with respect to implementation, and they are particularly 

susceptible t o  cost  overruns t o  the  extent they require large expenditures 

An local currency. 

Probably mcst successful have been the human resource projects 

(health, training, and education), whfch are only ind irec t ly  productive. 

The objective of these projects has been to reach the people directly, 

rather than passing through the government. While delays, cost overruns, 

and partial competitions have been encountered, these projects  are regarded 

as a relative success in Ghana by AID. Nevertheless, cost recovery is 

law, a ~ d  as many as one-half of the successful trainees are believed 

to have left Ghana to work i n  neighboxing countries. One can only hope 

that these  people will soaeday return when conditions in Ghana improve. 

It may be argued rhat ultimately foreign assistance should develop 

people and not governments, and thus human resource projects wish long 

gestation periods and f e w  djrect quantifiable f inancial  benefits are 

justified in cases like Ghana. The beneficiary of human resource 

projects will be able  t o  earn higher income, and may, if he has migrated, 

even remit some funds to his family in Ghana. The difficulty, however, 

is that without quantifiable benefits there is no benchmark for evaluating 

the des freabi l i ty  of these projects. 



The Economic P o l i c y  3nvisonment and Foreign A12 

The analyses thus.  far hats shown a remarkable difference i n  the 

experience since independence of the t w o  neighboring countries, Ghana 

and the Ivory Coast. Ghana, despite a substzntfal inflow of foreign 

aid, haa seen a steady deterioration i n  nearly a l l  f, +S macraeconomf c 

indicators such as GDP per capita, real investment, imports, inflation, 

and t h e  black market rare of exchange. The critical constraint on I t s  

development seems to have been a severe shortage of foreign exchange. 

The Ivory Coast, on the other hand, has experfenced high rates of growth 

of invectment, domestic savings, exports, capital inflows, and per 

capita income. Inflation has been relatively low and l inked grimaxily 

to that of the rest of the world because of the country's openness. 
- ,  - ' .  

The CFA franc has been strong w j t h  little or no overvaluation, and, 

until recently at least, the country has increasingly been able to borrow 

on the inrernational capital market, replacing concessionary a id .  

At the project level, Ghana has experienced any number of problems. 

The choke of promoting mechanized fa& during and after the Rkrumah 

period proved disastrous, Low producer prices, especially for cocoa, 

have discouraged farmers and reduced their incentives t o  participate 

in projects. Efforts to establish public agencies for the col lect ion 

and distribution of food have been costly and have interfered with the 

development of private marketing. Input subsfdies,  including the 

Snf luence of the overvalued c e d i ,  have created f inanc ia l  problems f o r  

public distribution agencies, encouraged smuggling of inputs to neighboring 

countries, discouraged private d i s tr ibut ion  of inputs,  and bel le f i t ted  

disproportionately those w i t h  sufficient influence t o  gain access t o  

scarce eapplies.  Inflation and the increasingly overvalued exchange rate 
% t 

*?p>ic. - . - d '  



have raised the cost  of project expendistures ir local currency to 

prohbbitPve levels. While projects in the Ivory Coast have also had 

problems, these have been relatively tsalated, at leas t  unt i l  recently, 

and have at no time taken on the  proportfons of those in Ghana. 

A major thesis gf this  paper is that the varied experiences of Ghana 

and the Ivory Coast w i t h  respect to their a b i l i t y  to mobilize anti ma32 

effectkve use of foreign aid are to be explained primarily by the 

differences in  their economic policy environments. These differences 

have not been isolated and particular but rather have been systemic 

and general. This section describes those environments and how they have 

influenced the effectiveness of fareign assistance. Thereafter, the 

Aistorfc role of foreign aid in improving the econodc policy environment 

in each of the two countries is examined. 

The Impac~ of the Po l i cy  - Environment on the  Ef f ecttveness of Fo:,.eign Aid 

The economic polfcy envtronxlcnt i s  the set of laws, decrees, 

rcgulatfons, and other legal or administrative devices that establish the 

ecorromic framework in which producers, traders, and consumers, whether 

public or private, operate. 912s framework consists of tax rates, 

aubaidies, investment regularfons, imost quotas, exchange cantrals, 

regulated prices, and a host of other "policy constraints". A 1 1  of these 

alter the profitability a i  desireability, from a private point of view, 

of econaonic eztivities. 

Of major tmportance, in this respect, are the economic p o l i c i e s  a 

country establishes that govern its economic relations with the rest of 

the vorfd. These influence darnest3c prices relative to those on world 

markets, create differences between private market and official exchange 

rates, deterane the availability of imported goods and services, affect 



flows of labor and capital  across fnternationai frontiers, and act in 

nmnexous other ways to relate one country's economy t o  those of the 

rest af the world. 

~hana's economic policy envfroment has been characterized above 

all by shortages of Eorefgn exchange and a system of import and exchange 

controls, which as a result of mounting inflation has led to an increasingly 

7/ over~alued currency despite several devaluations and attempts at liberalization..- 

One result has been artificially l o w  official prices for agricultural 

products, e ~ p e c i a l l y  export crops such as cocoa. Xn addition, the 

gorverxment has been heavily dependent on cocoa exports as a source of 

tqy revenue, further depressing the official price to producers. 
. , 

Equally important has been the effect of impart and exchange 

controls on the prices and availability of consumer goods purchased by 

farmers in rural years. The supply o f  these goods has been severely 

restricted, with priority being given instead to imports of capi ta l  and 

Intermediate goods and to basic foodstuffs consumed in the c i t ies .  As 

a result, there has been a severe shortage of consumer goods in the 

countryside and those that have been available have been sold at very 

high prices. The farmer, therefore, has suffered in two ways: the prices 

received for his export crops have been low, and the prices paid for 

consumer goods, when available, have been high. 



Since the late 19608, however, the Ghanaian government has tried 

to offset this disfncentlve by offering subsidies on credit and on 

agricultural inputs, suck'hs seeds, fertilizers, insecticides, and 

machinery services. These subsidies have been facilitated by the oves- 

valued exchange rate at which the external prices of imported inputs 

are converted to domestic currency. Nevertheless, the subsidies have been 

a financial burden on public supplying agencies and to some extent have 

encouraged inapproprfate techniques and crops i n  which Ghana does not 

have a c ~ m p a r a t i v e  advantage. In addition, the subsidies have strongly 

d.'..;csuraged the distribution of agricultural lnputs by private traders. 

Fhrthemxe, severe shortages of the inputs, resulting from import 

restrictions and management problems, have biased their distribution 

towards larger, more prosperous farmers and have created uncertainty as 

to their availability. 

Projects have succeeded only where these have 'been eacablished TF- 

such a way as to be insulated from these probleqs. The Volta River project 

for example, was set up essentially as an enclave, importing capital  

and intermediate goods directly from abroad and bypassing the government's 

system of procurement. On the other hand, even when projects i n  the 

agricultural sector have been able to procure inputs without difficulty, 

these have had to be sold at subsidized prices that were substzntially 

b e l o w  prices on the private market or in neighboring countries. Diversion 

sf the inputs from the project area and smuggling outside of Ghana have 

thus been strongly encouraged, enriching those able t o  gain access t o  

to the inputs. 



At the same time that export crops has been discouraged, the 

Ghanaian government has t r i e d  to promote the  production of food and other 

import substitution crops. A key mechanism for  accomplishing this has 

been its import policy. For imported rice, for example, tariffs and 

the margin of the Ghana National Trading Corporation equalled 66 percent 

of the c.i.f. value of imports i n  1972.  Distribution of this rfce through 

established wholesale and retail  traders w a s  ostensibly made a t  officially 

regulated prices, but restr ic t ions  on imports and lack of enforcement of 

official prices resulted i n  large quantities of rice Seiag sold a t  

higher prices. The free marker price of rice i n  Accra in 1972, in fact, 

was 2 . 3  times the c.f ,f .  price. Obviously, incentives for domestic 

farmers to produce rice were strong as long as t h a t  rice could be 

marketed by private tradexs. 

The government, however, w a s  mere concerned about supply in^ urban 

areas with food a t  l o w  prices .  For this purp' l se ,  the Food Marketing 

Corporation w a s  created under Ykruinah. This w;rs l a t e r  merged wfrh the 

Task Force Distribution Unit to  create in 1971 the Food Distribution 

Corporation. In 1975, t h i s  sta te  agency took over the Marketing Division 

of the Grains Development Board. Ir? addition, the Rice Mills Unit, which 

had been part of the Grains Development Board, was made an autonomous 

body under the Ministry of Agriculture. 

Ostensibly these agencies have been responsible for implementing 

guaranteed minimum prices deslgned to cover production cos ts ,  especially 

for rice and maize. In fact, rhey have been obliged to sell at maximum 

prices that are insufficfenr to cover their operating costs in order 

to keep retail  prices to consumers at low levels. As a result, they 

have incurred heavy financial losses. I n  mcst years, market prices 



Pave been higher than the minimum prices offered by these agencies so 

that buying has been difficult. Even when the minimum price has been 

above the market price, buying operations have been limited because of 

lack of funds and st,arage space. Thus the influence cf the state  trading 

agencPes on domestic marketing of food has had l i t t l e  importance at  bes t  

and at worst has been detrimental since large producers and Agricultural 

Dev~lopmcnt Rank borrowers ha-.re a t  times been requfred to  sell to these 

agencies at the o f f i c i a l  minimum price. 

A t  the same t i m e  that government policy in Ghana has discouraged 

the production of export crops, it has offered positive incentives, 

in general, to industry. Import quotas and high tariffs, for example, 

have protected industrial firms from import competition. Eion-traditional 

exports have enjoyed bonuses on their export earnings. In addition, the 

Capital  Investments Board has provided tax holidays and exemptions from 

dutfes and other taxes on inputs. These beneffts have been of limited 

value t o  foreign equfty-holders, however, because remittances of profits 

and dividends have been blocked by exchange controls. 

A useful way of comparing the incentives offered in different 

agrlcuItural and industrial activities is  to examine the effective rate 

of protection (ER-P) in each. This measures the incentives applicable 

to both outputs and inputs and thus indicates the extent t o  which policy 

permits actual value added to diverge from its level in the absence of 

protection. The results are shown i n  Table 15.7 for 1972, a year in whicl .  

the overvaluation of the cedi was not very great following its devaluation 

in late 1971, bur the values of the ERP are essentially as expected. 

That of cacoa, Ghana's major export crops, is negative, showing the system's 

bias against t h i s  sector. The ERPs for maize, rice, and cotton are 



Table 1 5 . 7 .  Effective Rates of Protection (ERE') for Selected 
Agricultural and Industrial Activities in  Ghana, 
19 72 

ERP Activity ERP Acslvity 

Cocoa -0.5 Fiber and Paper Products 1 . 3  

Maize 0-7 Chemicals 0.7 

Riee 

Cotton 

Processed Food 

Textiles and Clothing 15.5 

Footwear 1.1 

Wood and Wood Products 2.9 

Nonmetallic Mineral Products-2.4 

Basic Metal Products 

Fabricated Metal Products, 7.4 

Machinery & Equipment 

Source: Scott R. Pearson, Gerald C. Nelson, and J. Dirck Stryker, 
?1 Incentives and Comparative Advantage in Ghanaian Industry and 
Agriculture," August 1979, pp. 38-40 and calculations of the 
author. 



positive at fairly rnodest levels. This primarily reflects the effect 

of restrictfuns on agricultural fnports, lesdfng t o  i n f l a t e d  prices on 

the private market. Effective protection of indussry is in general 

much greater, uartly because there is less political resisterrce t o  

restrictions on imports sf manufactured goods compared d t h  foodstuffs,  

The E W  for nonmeta.llic mineral products is negative, not because 

protection is negative, as i s  true of cocoa, but because i t  is so strongly 

positive that resources are misallocated to such an extent that value 

8 / added measured in world prices is negative.- 

Although comprehensive data are not available, it is clear that 

the policy distortions show in Table i5 .7  have became accentuated since 

1972. The producer price for cocoa d i v i d e d  by the national consuEer 

price index, for example, decreased by 37 percent from 1972 to 1979. 

In rural areas, cofisumer goods prices rose even faster, and in many 

instances the goods w e r e  not available at any prfce. As a resul t  of 

inflation the ccdl depreciated rapidly on the black market, making 

agricultural input subsidies for the favored few who could obtain  t h e m  

even greater. In addition, the requirement on t h e  part o f  t h e  donors to 

convert foreign exchange to cedis at the official rate of exchange 

Implied that the cost of local purchases rose enormously, making most 

projects prohibitively expens ive .  At the same tIm, restrfctions on food 

and other imports raised their domestfc prices on the free market, further 

biasing the structure of incentives against the export sector. By the 

beginning of the 1980s, the result was a highly distorted economy i n  which 

the incentives for black market dealing, smuggling, and corruption were 

so great that almost any projec t  cilanneled through t h e  pub l i c  sector was 

unlikely to succeed. 

! 



Ivory Coast 

In contrast t o  Ghana, the Ivory Coast's economic p o l i c y  environment 

has beec m e  i n  which t h e s e  kinds 05 d i s t o r t i o n s  have been minimal. 

First, the CFA. franc has been rigidly linked with the French franc and 

has remained a convertible currency without exchange controls on current 

account. Second, the use of quantitative import restrictions has been 

minimal, implying that the relation between domestic and world prices of 

tradeable goods has been determined primarily by tariffs and, for agricultural 

products ,  by the operat ions  of the Caisse d e  S t a b i l i s a t i o n  et de Soutien 

d e s  Prix des Produi ts  Agricoles {CSSPPA), charged with staki l iz ing producer 

przces of the major cash craps, and the Caisce de Perequation, responsible 

for s t a b i l i z i n g  the prices of rice and some other basic f o o d s t u f f s  

(den Tuinder 1978: 4 2 ) .  Third, the bias towards industry has been less 

than in Ghana, Coffee and cocoa have been taxed ,  but the priority given 

by the government to agricultural development has kept it from squeezing 

that sector too hard. Fourth, import tariffs have, in general, been 

moderate, though effective rates of pro tec t i on  have been Iligber because 

of low duties on intermediate input s  and because of benefits from the 

Ivory Coast's investment code. Finally, though input subsidies have hardly 

been absent from ivorian agricultural pol icy ,  they have been mucl. leas 

prcrnounced than i n  Ghana. 

The lesser degree of distortions i n  the Ivory Coast economy compared 

to t h a t  of Ghana can be seen by looking at effect ive rates of protection 

(ERP) fn Table 15.8. Although cash crops in  the Ivory Coast have been tax& 

and food grains protected, these distortions have been less severe than 

i n  Ghana. Furthermore, industry i n  the Ivory Coast has received 

substantially less protection than i n  Ghana. The neb impact of these 

distortions w a s  such as to csusc the exchange rate to be overvalued by 

an csrimared 15 percent in  1972. . ' ;Jx . 1.' 



Tab1 e 15.8. Effect ive Rates of Protec t ion  (ERP) for  Selected 
Agricultural and Industxial Activitfes in the 
Ivory C o a s t ,  1972 

Activity ERP Activity ERP 

Coffee -0.4 E d i b l e  O i l s ,  Soap 1.5 

Cocoa -0.4 Milk Products 0.0 

P a l m  Products . -0.1 

Copra -0.1 

Pineapples -0 .3  

Tobacco 0 . 2  

Texziles and Clothing 1.5 

Footwear 1.8 

3 ananas -0.3 Lubricants 1.2  

Cot ton -0.4 Chemical Products 0.8 

Rice 

Maize 

Grain Milling 2.7 

Processed Foods 0.1. 

Beverages -0.4 

Rubber Products 

Cement 

Transport Equipment 0,2 

Metal Transformation, 0.8 
Machinery 

Paper Products  -0.2 

Source: J. Dirck  Sirpker,  Carry Pzrrsell, and Terry Munson, "Incitations 
et ~ & t s  R ~ ~ F S  en C o t e  dqvoire ,"  Play 23, 1975, Table A, and J. Dirck Stryker 
"Western Africa Regional Project:,,Tvory Coast -- Econonic Iccencives and 
Costs bc Agriculture (fkapter 111, A p r l l  1 4 ,  1977, Tables 5 and 7. 
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Nevertheless, particular policy distortions have existed froxi t2.m 

t o  time that have had an adverse impact on the e f fect iveness  of foreign 

aid .  One of the most notable of these,  discussed earlier, was the sharp 

increase in 1974 o f  the o f f i c i a l  price offered to rice producers. '$his 

diverted large quantities of paddy f r o a  on-farm consuaption and the private 

market to p ~ b l i c l y  operated mills that w e r e  required to sell to 

wholesalers a t  a price which did not cover their costs, The result was 

overflouing public storage facilities and financial disaster f o r  the 

publ ic  agency concerned. A rice production and milling project that 

was being considered f o r  financing at the time by the World Bank was 

abandoned as a r ~ s u l - t  cf t h i s  untenable situation. 

Pbre gerrerally, there was during the last hal f  of the 1930s a 

sharp decline in the prorkctivity of public investment resulting from a 

series of high cost projects. Those involving the  sugar complexes 2n the 

north were discussed above in the section on ~ ~ r i c u l t u r e  and R w a l  

Development. In addition, there were several very cost ly  hfgher education 

projects and some excessive investment in highways. Much of t h i s  program 

was financed by foreign borrowing on fairly hard terns. As a result, 

debt service obligations rose sharply just  as coffee and cocoa earnings 

were d e c l k i n g ,  threatening the country's pace of development. With 

growing fiscal problems, too, e s sent ia l  services  such as those i n  agricultural 

extension were also threatened. There vzs, therefore, a s t rong  need for 

structural readjustment and for better planning and preparation of 

investment p r o j e c t s .  

The R o l e  of Foreign A i d  i n  Policy R e f o r m  

The role  that  foreign aid can play In promoting and enhancing 

the impact of policy reform has become increas ingly  recognized./ To some 



extent this  can be accomplished at  the project level, but more often it 

requires structural adjustments that are at least  sectoral,  if not 

nsacroeconomic, i n  nature. The history of foreign a i d  i n  Ghana and the 

Ivory Coast offers some illuminating examples. 

Policy Refom and Project Aid 

Ajld donors generally establish with host governments. certain 

understandings and preconditions considered as necessary for the success 

of a particular project. These may involve institutional changes, better 

accounting practices, reduced input subsidies, higher producer prices, 

and any rouaber of other reforms. Frequently, coxplfance w i t h  th~se 

conditions has an influence not only on the project concerned but also 

on other projects i n  the same secror, This, plus pol i t ica l  factors, 

may make agreerrrent d i f f i c u l t :  and require extende2 discussions over a 

relatively long period of t i m e ,  during which mutual confZdence needs to 

be esrabl~shed.  

As an example, the World Bank and the government of the Ivory Coast 

continued t o  discuss the . i ssue  of the producer price for rice for  several 

gears after the original project was f i r s t  re jected.  The government agreed 

i n  principle that a new pol icy  was needed i n  order to  eliminate the producer 

subsidies but argued that this would have t o  come about through inflation 

since a reduction in the producer price w a s  pol i t ica l ly  impracticable. 

The %nk financed further studies but wculd not go ahead w i t h  a production 

project as long as its implemenratior, was thought to  worsen, rather than 

to improve, the problem i n  the rice sub-sector. The Bank's continuing 

involvenent was nonetheless thought to be useful. i f  it could help inprove 

policfes and institutions or identify projects t h a t  would meet the needs 

of the sub-sector. A dialogue was thus mafntained, t.hough it became 



increasingly apparent that the agricultural-policy problens were not 

limited simply to rice bue extended across tf.w entire s e c t o r .  The rice 

issue w a s ,  therefore, f i n a l l y  dealt w i t h  as part of the overall approach 

to policy reform discussed below. , . 

In Ghana, the Managed Input Delivery and Agricultural Services 

(EIDAS) project, financed by A I D ,  a lso  offers some useful lessons. At 

the t ime the pxojecc w a s  prepared, in 1973134, agricultural inputs and 

services were being supplied t o  famess by the Ministry of Agriculture, 

with credit being handled primarily by the Agricultural. Development Bank, 

These inputs and services w e r e  offered either f o r  free or at highly 

subsidized prices but were generally in very short supply because of 

foreign exchange shortages and because the ~inistsy's capacity to manage 

an input distribution system was very Limited. The MIDAS project: was 

designed to overcome these constraints by fPnancing the foreign exchange 

costs of :he project and by e s t a b l i s h f n ~  autonomous agencies to handle 

distribution. Another major goal was to reduce or eliminate input 

Success w i t h  the MIDAS project has been hfghiy uneven. The ~hana 

Ferti l izer Campany was established t o  import ,  blend, bag, and distribiice 

fertilizers, but conpllcations developed, partly because of deep vested 

Interests, and the Ministry continued ro supply fertilizers at subsidized 

prices, primarily to larger farmers with influence.  On the other hand, 

the Ghana Seed Company was successfully established and the seed subsidy 

was eliminated. The project was reduced in scope, however, from the 

national level  tc a sfngle region. This has subsequently reduced t h e  

impact it might have on national p o l i c y .  



These are but two examples, but they suggest some Important Iessons. 

First, changes i n  economic policy are often very d i f f i c u l t  because of 

vested interests and p o l i t i c a l  pressures. The leverage offered by donor - a 

financing of projects is seldom great enough t o  overcome these obstacles. 

Seccnd, policy changes do not come quickly and of ten  involve a long 

period of dialogue and bui ld ing  of mutual trust. T h i s  5s difficult or 

impossible if there are frequent changes i n  personnel by the host govern- 

ment or lack of a long-term commitment on the part of donors. Fioally, 

economfc policy issues of ten  extend beyond the domain of  a particular 

project, requiring a sectoral or macroeconomic perspective on foreign 

afd. 

A Comprehensive Approach to  Pol icy  Reform 

The experfence of both Ghana and the Ivory Coast suggests the 

importance of takirrg a comprehensive approach to  policy reform and 

designing foreign a i d  progra~ns that can rednforce t h i s  approach. 

Cnma 

At the end of the Nkrumah period in  1966, Ghana w a s  i n  serious 

macroeconomic difficulties xirh mounting inflation, growing budget 

deficits, a deteriorating balance of payments, and rising debt service 

obligations. With ass is tance  fxom the  IkT, a s t a b i l i z a t i o n  program 

w a s  uadercaken by the  National Liberation Council (NLC) government, 

which used external  aid and short-term debt r e l i e f  to  rnaintsin Ghana's 

capacity to import at  the sarne t i m e  rhat aggregate demand was reduced 

through credit ccnsfraints and a tight budget. Although the exchange 

rate w a s  devalued fa 1967 from 0.714 t o  1.02 cedis per dollar, r e l a t i v e l y  

l i t t l e  attent ion was otherwise paid t o  removing the dis tor t ions  result ing 

from overvaluation of the exchange rate, import and exchange controls ,  



the tariff structure, the credit system, and the  government's monopoly 

on the distrfbusion of agricultural inputs (Gilbert 1976: 290-94) .  

By 1969, when the Eusia government took over from the NLC, the economy 

was more stable a d  functioned more smoothly than three years earlfer, 

but inflation had eroded the effects of devaluatfon, and the long term 

prospects for  GP-.anzvs economy w e r e  l i t t l e  improved. In retrospect, it 

appears that the stabflization program of t h e  post-Nkrumah era was too 

short-term fn nature, partly because economists at that tine were not 

fully aware of the serious e f f e c t s  that distortions such as existed in 

Ghana could have on the allocation of resources and long-terr! development. 

In addftfoa, the political situation probably would not have permitted 

nore fundamental reforms without substantially more program abd to soften 

the blow to Ghana's urban population, Pet  donors w e r e  unwilling t o  

commit that level of aid and the administrative machinery in Ghana was 

hard pressed to utilize the new aid that was made available without a 

signiffcant l iberal izat ion of procurement-tying provisions. Untied 

drawings on the IMF were extensively made but were inadequate by themselves. 

World Bank loans were also available, but only f o r  projects,  requiring 

a slow process of project identiflcation and preparation. Finally, the 

contribution of debt rescheduling was  l i m i t e d  because t h i s  was pre- 

dominantly the responsibi l i ty  of government export and investment c r e d i t  

guarantee agencies in the d ~ n o r  countries, whlch were uns-ppathetfc to 

broader foreign p o l i c y  and development concerns (Gilbert 1976: 333-37). 

By late  1971,  however, t h i s  situation had changed very substantially. 

The Ghanaian government and the Consultative Group of donors, under the 

chairmanship of the IMF and the World Bank, had decfded to shift away 



fro= the IW-led stabilization program of 1965-69 and to combine 

broad-based economic reform and Liberalization of the economy with 

large-scale balance of payments support and a generous rescheduling of 

the medium-term debt. The total package of external assistance required 

for committment in 1972 was estimated at $150 million. The US contribution 

was envisibx~ed as $30 million in program loans, with direct US involvement 

in policy questions being minimized by the establishment of the World 

Bank as the principal external economic policy advisory agent (Agency for 

International Development: 1975, Vol. 1, 34-35>. 

The cedi was devalued in late 1.971, but the rest of the refom 

program was cut short with the military coup ir? January 1972. The 

National Redemption Council, which came to power at that time, partially 

reversed the devaluation, repudiated much of the debt, imposed restrfctfons 

on private foreign investors, provided large subsidies for "essential" 

commodities, and otherwise undermined the structure of refom. Donors 

and creditors held up on their assistance plans awaiting resolution of 

the debt issue. 3nder the threat of complete repudfation, negotiations 

were entered i n to .  They lasted two years during which foreign aid 

continued at only minimal levels. 

There was ancther opportunfty to deal comprehensively with the issue 

of policy reform in Ghana following the settlement of the debt situation 

in 1974. The donors appeared to be ready to com~i t  over $100 million, 

and prafeasional members of the World Bank staff were assisting Ghanaian 

economic policy and planning ministries. On the other hand, after the 

experience of the early 1970s, the government was more interested in 

concrete projects than in macroeconomic policy issues, Furthermore, 

the interests of the donors were shifting away from program loans tawards 



projects that w e r e  particularly likely to a i d  the poor, e s p e c i a l l y  i n  

rural areas. These types of projects took an especially long time to  

prepare i n  re lat ion to  the q u a n t i t i e s  of resources being transferred. 

Finally, there w a s  a serious lack of coordination among donors, who 

frequently competed for projects rather than worried about structural 

reform. The opportunity for policy reform was thus missed, and t h e  

economic situation in Ghana continued to d e t e r i o r a t e .  

Another stabilization program was attempted i n  September 1978 wlth 

a 58 percent devaluation, an austerity budget, and a stand-by agreement 

wlth the IMF, but th i s  program was abandoned following the coup d'etat 

of June 1979. l3y this time, the correlation between devaluations and 

coups d'etat w ~ s  deeply embedded in Ghanaian minds, and attempts at 

austerfty measures alone proved u s e l e s s  i n  the face of massive price 

distortions (Morrison and Wolgin 1980). 

Ivory Coast 

The use of foreign a i d  t o  support polfcy reform i n  the Ivory Coast 

w a s  i n  startling contrast t o  the experience i n  Ghana. The World Bank 

began project lending in the late 29&Os, and by 2481 had made 41 loans 

and credits, m s t l y  i n  agriculture and complementary infrastructure. 

Although the economic pol icy  environment in ?he Ivory Coast was far 

superior to that in Ghana, a number of problems, d i scussed  e a r l i e r ,  were 

beginning t o  appear by the mid-1970s. Many of these were i d e n t i f i e d  in 

the Bank's 1977 basic economic report and in its reviews of external 

borrowing and Cnvestment policies and programs between 1978 and 1980. 

The government responded well to the Bank's advice during this period,  

reducing the s ize  of the pubLTc investment program and the external 

borrowing to finance it. In  a d d i t i o n ,  the government began to  seek the 



Bank's advice in devising a longer-term approach to the restructuring of 

the economy and the institutional framework to manage the process. This 

was a natlonal consequence of the years af dialogue that had taken place 

at the project level over varlous aspects af economic policy. 

The result was a World Bank Structural Adjustment Loan (SAL) which 

responded to the government's programs for wide-scale reform, including 

impxo-red econ~mfc management of agriculture and industry,  as well as a 

revised rgle for public enterprises. This loan of $150 million complemented 

an IMF Extended Fund ~ a c i l i t ~  (EFF) program and paved the way for further 

lending by private banks and bilateral donor agencies to cover the 

expected external payments gap aver a period of several years. Prtor to 

approval of the loan, the Ivorian government undertook a number of specific 

policy reforms, including eliminating cash subsidies on cocoa and Powering 

the producer price of rice. Under the terms of its EFF agreement, the 

government also agreed to limit its borrowings of less than 12 years 

maturity. Further refo-nns included increasing budgetary discipline, 

centralizing public finances, strengthening the Ministry of Agriculture's 

capacity for sectoral planning and for project prepsration and implemntatlon, 



Some Conchs ions 

The major canclusion of this  comparative analysis of the 

impact of development assistance in Ghana and the Ivory Coast is that 

foreign a i d  is unlikely to be effective i n  achieving either donor or 

host country goals in the absence of an economic policy environment that 

is reasonably conducive to long term development. This  is true regardless 

of whether aid is seen as a transfer of resources or as a means of 

implementing project packages involving a combination of capital ,  

tzchnalagy and amagerial knowhow. When the policy environment is 

severely distorted, as it has been in Ghana on several o-casions, it 

is difficult t o  f i n d  any type of foreign assistance that can be success- 

fully implemented, except possfbly for some training and investment i n  

huntan capital  that may prove valuable sometime in the future. 

The donors cannot be absolved of responsibility simply because 

the existing policy envornment is inappropriate ,  however, since foreign 

aid can play an effective role in altering that environment. There w e r e  

several occasions over the past two decades when that might have been the 

case in Ghana, but each time the oppcrtunity was last. At y i s t s t ,  there 

was excessive focus on short-term stabilization through control of 

demand d t h o ~ r  enough attention to  eliminating the fundamental distortions 

that were restrict ing supply, Later, after the debt settlement, donors 

concentrated an designing projects to afd the poor,  oblivious t o  the 

fact that the poor could never benefit if the entire economy was running 

downhill. Throughout Ghana's history since independence, there have 

been deep misunderstandings on both sides. 

 eve^ in the Ivory C o a s t ,  where both projsct and program aid were 

highly effective during the 1960s and early 19709, pro jec t  aid was first 



seen as &he means t o  inprove ehe p o l i c y  environment threatening to 

retard growth i n  the latter half of the 1970s. Soon it became apparent, 

however, that the problems were sectoral or macroeconomic in nature 

and that it was fnapproprtate to deal with t h e m  a t  the projec t  level -- 
even though experience with projects  had helped to ident i fy  these problems 

and to  build the mutual trust and confidence to overcome them. Ultimately. 

i t  was medium-term program assistance from both the  IKF and t h e  World 

Bank that was found to be most useful in undertzklng the srructural 

reforms necessary to promote development over the longer term. 



Footnotes 

Stephen H. Hymer has argued that t h e  colonial. government's invesments  
a d  policies i n  Ghana were l a r g e l y  unproductive and may even have re- 
tarded growth of the economy (Hymex, 1971: 129). 

The increment a1 capital-outpnt ratio (ICOR) would more appropriately 
be estimated using investment net of deprecia t ion.  Unfortunately, data 
cn depreciation are unavai lable  s o  that gross investment is used instead. 
This should result in a downward b i a s  i n  the estimated coefficient of 
I o r  an upward b i a s  i n  t he  estimated ICOR. 

Production i s  i n  fact  higher than 230,000 mz since it  is estimated that 
40-50,000 m t  are smuggled t o  Togo and the Ivory Coast each year 
(Economist ~ n t e l i i g e n c e  ITnit , 1982 : 12) .  

By the  l a t e  196UTs, o i l  paln was the Ivory Coast's major investment 
proj ect taking 45 percent of a l l  p u b l i c  agricultural investment. Rice 
investments during the  sane perLod (1957-70) comprised 17 percect, 
w h i l e  cocoa, a t r a d i t i o n a l  export received only 8 percent of t o t a l  invest- 
ment. 

From only 23,009 m t  i n  1960-63, pineapple production grew t o  193,000 
mZ i n  1971-74. One-Zhird of the output was exported as f r e s h  fruit, 
mainly t o  France, and the rest, or about 150,000 m t  , was processed at 
t h r e e  local p f m t s  fo r  exports as canned product. 

Per diem i n  Ghana ranged in the f a l l  of 1982 f r o m  $130 when local staff 
housing w a s  provided up t o  $283 wi th  h o t e l  accommodations, compared to 
$88 i n  Abidjan, Ivory Coast (Standardized Regulations, Sect ion 92.5, 
October 1982: 3 - 4 ) .  

Part of this sec t ion  is drawn from Pearson, Nelson, and Stryker (P979),  
which summarizes the literature avai lab le  on the Ghanaian incentive 
system a t  the t l m e  of the  mid-1970's and analyzes a s u b s t a n t i a l  body 
of new data. 

Tne e f f e c t i v e  rate of protection can be w r i t t e n  as: 

Value Added i n  Domestic Pr fces  - I 
Value Added i n  World Pr i ces  

Tf value added i n  world prices is negative b u t  va lue  added i n  domestic 
p r i c e s  i s  positive, the  ERP i s  less than minus one. 

The World Bank, Accelerated Development i n  Sub-Saharan Africa:  An 
Agenda f o r  Action, Washington, 1981: 121-33. 



APPENDIX TABLE A-1 

OFFICIAL FOREIGN CAPITAL nOWS FOR GHANA (1971-1980) 
($ mil1ior.t) 

GE?ANTS 
Investment 8.4  5 . 7  4.6 10.0 5.9 18,O 23.7 29.5 31.7 20,O 
Technical Assistance 15.9 14 .9  17.6 19.7 25.9 27.4 29.2 37 .4  3 5 . 4  4 4 . 9  
Total. 24.3 20.6 22 .2  29,7 31,8 45.4 52.9 66.9 6 7 . 1  64.9 

LOANS 
, C B  ~ ~ ~ t w i o n a l  

irt.l~e s a 

To\ :1 

Gross Of f i c f  a 1  Flows 62.2 6 3 . 9  4 6 . 3  4 3 . 6  133.6 74.5 119.1 156.7 216.5 236 .3  
Debt JV -vice 5.3 5.4 5 . 3  7.1 7.9 10.5 13.1 15.4 2@,6 22,9 

Net Of 1 tr La1 Flows 5 6 . 9  58.5 41.0 36.5 125.7 64.0 106.0 141.3 196.0 213.4 

Source: OECD 1978: 80-81 and OEW 1981: 82-83 

Note: a 
Other official flows are not reported for 1971-1976. 





APPENDIX TMLE A-3 

TOTAL ATD RECEIVlB BY W E  IVORY COAST (1960-1973) 
(mil lion CFAP? 

GRANTS 
X of Tota l  

LOAE?S 
% of Total 

TOTAI. 
91 froa France 

Total in $a 
( m i l l i o n )  

FOREIGN TECHNTCM. ASSISTANCE PERSONNEL IN THE IVORY COAST (1960 -1972) 

1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 1971 1 9 7 2  
--..-- ------ __I-II-.---- -_- ----.- - -.--- 

TQTAI. NUMBER OF PERSONNEL 1300 1215 1355 1432 1484 1692 1772 1936 2 3 7 3  2577 2849 2966 3 6 l l  
% from France 96.9 95.5 95.2 95.0  95.0 94.0 89.1  88.5  88.5 87.3 86.9 8 6 . 3  85.1 

S o u r c e :  The Republic of France, Ministry of Cooperntion, C6te dlIvoire; DonnGesl StarL~t j .ques  sur Les Act iv ir .6~  Ec3nomiques, Culturelles, 
et Sdciales, Paris, Janvier 1976 (p .  139). 

Note: a 
1967-69 = 1 0 0 ,  cons tant  dollars. 
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Appendix A 

Allocation of Development A s s i s  tame t o  Five Countries 

The primary purpose of t h i s  Appendix is to present the broad trends Tn 

development assistance t o  t h e  f i v e  countries selected f o r  the country . , 

studies - India, Korea, Turkey, Ghana ard Ivory Coast. 

I n  Section A-1 overall trends i n  U.S. economic assistance w i t h  other  

a s s i s t ance  t o  a l l  developing countr ies  is prwented .  This is followed in 

Sections A-2 to A-6 with (a) a camparison of trends Tn assistmce fron 

m u l t i l a t e r a l  organiz.ations w i t h  t r ends  in U.S. b i l a t e r a l  assistance 2nd (b) 

t rends in U. S .  assistance by the several assistance categories. 

I n  Section A-7 trends i n  11.2. b i l a t e ra l  and multilateral assistance 

f o r  1970-81 7nd projec t ions  f o r  1982-85 are preseneed. . . 



A. 1. Assistance to Developing Countries from a l l  Sources 

T o t a l  official concessional and nonconcessional flows f r o m  developed 

to developing countries increased from $19 b i l l f a n  in 1970 tc nearly $89 

billion in 1980. Total net resource receipts in the form of nonconcessional 

flows compared to that of official development assistance (ODA) rose from 

1 / approximately 57% in 1970 to over 65% i n  a l l  years since 1976.- 

Developmen= Asslsrance Committee (DAC) stat is t ic2 '  of the 1970' s 

consistently show the U.S. w i t h  the highest absolute amounts of ODA to 

developing coun t r i e s  and multilateral agencies i n  comparison with a l l  other  

DAC members. However, the U.S. compares poorly ainong 9A.C members  in terms 

of OEA as a percentage of GNP. The U.S. stays consistently around -25% 

of GNP, while the composite average of a l l  DAC countries is .35%. Comparing 

t o t a l  official acd pr iva te  net flows repor ted  for 1980, the U.S. ranked 

1 4  among 1 7  count r ies .  

The graph which follows and the subsequent country tables u t i l i z e  AID 

daraeq' These data are more useful in making country level comparisons of 

assistance provided by the U.S. and multflateral agencies, They exclude 

some amounts of U.S. assistance that are included in ODA but are not country- 

specific. Assistance from multilateral organizations excludes 3.S. assistance 

- L e w i s ,  J. P. (1981), Development Co-operation (Paris, 1981 Review, OECD) , 
(November): 172. 

Includes 17 members of tha Organization of Economic Co-operation and 
Development (OECD) that provide economic assistance. The DAC data 
exclude all m i l i t a r y  assistance. 

- 3' AID, "U.S. Overseas Loans and Grants," various years 1973-1981. 



through capital subscriptions, contributions or other mechanisms channeled 

through these agencies. 

O.S. economic assistance attained high levels relative to US GNP and 

the budget durfng the years 1946-1$52. The bulk of this a i d  was channeled to 

countries in need of post-World War I1 relief and Marshall Plan assistance. 

h r i n g  the Mutual Security Act period,  1953-1961, total O.Sa economic a s s i s -  

tance declined absolutely,  Flowever, it was still larger than multilateral 

aid. Assistance from multilateral organizations was one quarter of t o t a l  T3.S. 

econoaic assistance during this period, and less than U.S. economic assistance 

in the form of FL 450 loans. nrough the 1960's and 1970'5, and into the 

198OPs, U. 3 .  forefgn economic assistance has fluctcated from year to year, but 

has increased moderately overall in n o m k a l  terms. PL 480 loans have con- 

sistently remained in the 1.9-1.5 billion range durIng this period. By con- 

t ras t ,  assistance from international organizations increased moderately during 

the X95Urs, exceeding U.S. economic assistance by the early 1970's. Since 

then, it has risen very rapid ly ,  totalling approximately 2502 of t o t a l  U.S. 

economic assistance in 1981. 



A l l  Countries : A Comparison of U. S. Economic h s i s t m c e  w i t h  Other Assis- 
tance f rnn  International Organizations. (U .S .  economic assistame includes 
both b i l a t e r a l  m d  multila~eral assistance. Assistance from multilateral 
organizations excludes U.S. a s s i s t a n c e  channeled through mu3cilateral 
agencies. ) 
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I - TOTAL U.S. ECONOMIC AID I 

..-, OTHER ASSISTANCE FROM 
I I MULTILATERAL ORGANlZATlOhaS 

--- U.S. AID EXCLUDING FOOD I FOR AACE LOANS 

Source: U.S. Overseas Loans arid Grants and Assistance from International Organiza- 
tions : Obligations and Loan Authorizations, i973, 3978, 1981. U. S. 
Agency for In te rna t iona l  LIevelopment, Washington, D.C. Organizations 
included : In te rna t iona l  Bank f o r  Reconstruct ion and Development ( I R m ) ,  
In te rna t iona l  Development Ass oc ia t iog  (IDA) , Internat ional  Finance Corpora- 
t ion  ( I F C ) ,  Asian nevelopment Bank (ADR) ,  African kvelol;lment Bank (AFDB), 
Inter-American Development Rank ( I I I R ) ,  Un i t ed  Nations Development Program 
(UKDP), European Economic Community (EEC), and o the r  United Nations programs. 



Assistance t;o India 

Multilateral orgznizationsv assistance to India remained at a level 

of one-third o r  less of U . S .  b i l a t e r a l  assistance t o  Indiz throughout the 

1950's and until the late 1960's. After a large decline in 1968, assistance 

from multilateral organizations picked up during the period 1969-1971. 

In 1972, m u l t i l a t e r a l  assistance- overtaok U.S. bilateral assistance, which 

by - - that time had fallen sharply. 1973 marked the beginning of a rapidly  

increasing trend i n  assistance from multilateral organizatiofis which has 

continued ever since. In 1981, assistance from mttltilaterai organizations 

was eight times greater than U.S.  b i l a t e r a l  assistance. 

Although some aid in the form of technical assistance and emergency 

r e l i e f  was provided by the U.S. government t o  India  during 1948-52, the 

beginning of a broadly based program of U.S. bilateral economic assistance 

to India began after the fndo-U.S. Technical Cooperation Agreement of 1952. 

During the  1950's and into the 196OVs, economic assistance increased 

great ly .  It peaked In 1966 a t  approxinate!~ $900 million, in large part 

due to a disastrous harvest necessitating greatly increased PL 480 grain 

shipments. Assistance continued t o  b e  significant until rhe early 197OVs, 

though slowly decl ining f r o m  '1::68 m~cil 1971. 

Loans rather than grants predominated throughout the period 1953- 

1971- A s i g n i f i c a n t  por t ion  of these loans were repayable in local cur-- 

rency. The bulk of these local currency obligations were cancelled 5y the 



U.S. government i n  1974. - I/  FL 480 loans were discontinued in 1972-73, and 

restarced in 1974, but at a much reduced level compared to the 1960's and 

I early 1970's- Development assistance, a large part of economic assistance 

from 1953-71, was very small or non-existent hetween 1972 and 1978. Grants 

rather than loans became the largest percent gf f ~ : e i r .  3l.d since 1972, 

reflecting the importance of PL 45G Title If and t e c k ~ i c z 1  assistance activi- 

t ies,  

1/ Development assistance loan progran was re int roduced in 1979 and continues - 
go the present. The fluctuating bilateral assistance levels to India 
reflect primarily the state of foreign polfcy relations between the two 
countrie~ rather than India's development needs or capacfty to u t i f i z e  
assistance effectively. 



India: A Comparison of U - S .  Economic Assistance with Other Assistance f ron  
International Organfzations. ( U . S ,  econornlc assistance includes both bi- 
lateral and multilateral assis tance.  Assistance f r o m  mul t i l a t e rz l .  organiza- 
tions excludes U.S. assistance channeled through multilateral agencies.) 

KEY 

- I - TOTAL U.S. ECONOMIC AID 1 
i 

. i O f  HER ASSISTANCE FROM 
- MULTILATERAL ORGANlZATlONS I 

I --.- U.S. AID EXCLUDlNG FOOD 

- i FOR PEACE LOANS 

YEAR 
Source: U.S. Overseas Loans and Grants and Assistance from International 

0r~anizzt ion.s  .-- : Obligat ions m d  Loan Authorizations, '"73, 197c 
8 1  U . S .  Agency f o r  International nevelopnent, Washington, P,C. 
Organizations incl-uded: LSFUI, IDA, IFC, A.TI13, AFTIB, II?B, ITPP, EEC, 
and other L3. (For f u l l  r i t l e s  see page 4 ) =  





A. 3. .Assistance to Korea 

l<~ltilateral. orgarrizatio-irs' assistance to Korea, negl igf i le  through- 

out the 1950's and most of the 1960fs,  began rising r z y i d l y  in 1968. In 

1973, multilateral a i d  levels surpassed those of the U.S. b i l a t e r a l  
. . 

assistance, which had been r e l a t i v e l y  stable until then. AID'S b i l a t e r a l  
... 

assisrance terminated i n  1374, although FL 480 lending continued until the  

end of the  decade. Since 1975, multilateral assPstance, in  contrast to 

U.S. bilateral assistance, has rfsen greatly. It peaked in 1979, but  

remained high In 1980 and 1981. 

U.S. b i la tera l  assistance to Korea was almost a l l  i n  the form of 

grants through the 1950's and predominantly in thc form of grants until 

the late 196OVs, Oevelopmenz a i d  w a s  greatest both in absolute amou~t 

and as a percentage of 'coral a i d  during :he 10 years fol.lowing the Korean 

War. It was aimed a t  rebuilding infrastructure and general productive 

capacity,  but l f t t i e  attention was d i r e c t e d  to agricultural. development 

until the  1960's. 

PL 480 T i t l e  1 assistance was i n i t i a t e d  in tlL A 1950's and grew to 

sigoificant level in the late 1960's and early 1970's mostly in the farm 

of loans rather than grants. The peak i n  1972 reflects a shortage of gra in  

due ta drought. U . S .  bilateral assistance, relatively stable in total 

amount through 1973, declined greatly in 1974 and 1975, w h e n  the program 

was phased out. Smaller aclourrrts of PL, 480 assistance were extended through 

the 1980's both as a gesture of political good will and as a result of 

U.S. d~nestic p o l i t i c a l  pressures for a food a52 program. 
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Korea: A Comparison of U.S. Economic Assistance with Other Assistame from 
International Organizations. (U. S. economic as s i s t ance  includes  both 
bilateral and multilateral a s s i s r a c e .  Assistance from multilateral 
orgsn iza t ions  excludes U.S. a s s i s t a n c e  channeled threugh multilateral 
agencies. ) 

YEAR 

- TOTAL U.S. ECONOMIC AID 

QTWER ASSISTANCE FROM 
MULTILATERAL ORGANiZATlONS 

,,, U.S.  aro EXCLU~ING FOOD 
FOR PEACE LOANS 

Source : U. S . Overseas Eo&ns =d Grants and Assistance from International  -- 
. Q r g a ~ i z a t i o n s  : OblrLgations and ~ ~ a n '  Authorizations, 1973, 1978, 

1.981. U. S . Agency f sr I n t e r n a t i o n a l  Develo*;ment, IJashington, D.C. 
Organizations included: I B R D ,  IDA,  IFC, ADB, AFDR, I~B,-LXDP, EEC, 
and o the r  UN. (For f u l l  t i t l es  see page 4 ) .  



, ,  . 

U . S . Foreign Assist m c e  by Category : Korea. 

1 '52 '54 '56 '58 960 I '62 '64 '66 '68, 470972 '74 '76 '78 1980 I 1946 '" 1 
YEAR 

I A.I.D. AND PREDECESSOR AGENCIES I 
I Grant t Grant - --- 
I Loan + Loan 

I 5 FOOD FOR PEACE I 
Title TI :Es=on ReBief. 

b'ol Relief Agency 
' E c ~ n  Deveiaprnant [Grant] 

Title 5 :Grant 

Title 3 : Loan 

PEACE CORPS 

I Grant 
! I 

OTHER ECONOMIC ASSISTANCE 
Grant 

I 
Loan I 

Source: U. 5. Overseas Loms and Grants and -4ssistazce f rorn 
Internatijnal Or~anizations: Obligatians and Loac -. 
A~~thor iza t ions ,  1973, 1978,  1981. U.S. Agemy for 
International Development, Washington, D.C. 
Organizations included: XBRD, IDA, IFC, APB, APPB, 
I D B ,  UNDP, EEC, and other G?. (For fu;l titles 
see page 4).  



A. 4. Assistance to Turkey 

Assistance from multilateral organizat ions to Turkey was v i r t u a l l y  . . , . 

. .. . . 

non-existent u n t i l  t h e  early 1960's. From then on i t  g r e w ,  overtaking U . S .  , .  . 

b i l a t e r a l  a s s i s t ance ,  on average, during t h e  per iod  1969-1971. It continued 

t o  rise s t e e p l y  through the  19701s, w i t h  a decline only during t h e  years 

1976-1978. During t h e  1973-1978 p e r i o d ,  t h e  assis tance from m u l t i l a t e r a l  

orgatrfzations contrasted greatly w i t h  U . S .  and other  donor b i l a t e r a l  

a s s i s t ance ,  which w a s  greatly reduced durinp this period. During this 

p e r i o d ,  Turkey a l s o  borrowed heavfly from ccmercial sources. Ineffective 

economic p o l i c i e s  resulted -jm severe balance of payment difficulties and 

ocher symptoms of extreme disXocation i n  t h ~  'zconomy in  t h e  lace 1970's. 

A t  that t i m e ,  intematicaal donors under U . S .  leadership mobilized a 

s i g n i f i c a n t  increase both i n  bilateral and m u l t i l a t e r a l  assis tance.  

U. S . b i l a t e r a l  assistance t o  Turkey began w i t h  the Marshall Plan, 

19$9-1952, and increased throughout the 195Qts until the late 1960's. 

Dv-ring the 19507s, m o s t  assistance of the project type aimed pr imar i l y  

a t  infrastructure and agricu5tural development. Also m o s t  of t h e  a3.d was 

i n  the form of grants. Through the  1960's there w a s  emphasis toward 'gprogram'' 

rather than "project" aid and most development a s s i s t a n c e  was i n  t h e  form of 

loans. PL 450 cmcess iona l  loans were a l s o  greatest during t h i s  period, 

i n  particular during 196'1-1964, and 1969-1971. Average annual. level  of U.S. 

bilateral assistance declined slowly d u r i n g  the 1960's. The development 

ass i s t ance  program was actually terminated i n  1973 0x1 t h e  b e l i e f  t h a t  Turkey's 

economy was  sufficiently s t rong  that i t  no longer needed ODA. Turkey thus 

became one of t h e  earlv AID "graduates". U.S. bilateral assistance t o  

Turkey had t o  be r e s t a r t e d  i n  1979 and expanded i n  1980, when d i f f i c u l t i e s  



ia the Turkish ecanorny once again became apparent. Assistance duslng t h i s  

later period has been in the form of ESF loans - a l l  in a progran mode. 

Turkey thus has t h e  dubious disCinct ion of having been one of the few 

"graduatestP whose economic s i tuatf  on deteriorated so badly after "gradua- 

t f on1' that a new program had to be started. 



Turkey: A Comparison of U . S  E c o n o m i c  Assrstance with Other Assistance from 
In ternat ional  Organizations. (U. S . economic assistance includes both bi- 
lateral and multilateral sssistwce. Assistance fran multilateral organiza- 
tions excludes U.S. assistance channeled through multilateral agencies.) 

YEAR 

KEY I 
1- - TOTAL V.S. ECONOMlC AID 

..- OTHER ASSISTANCE FROM / MILIiLATERAL O R G A N I Z O N S  

,,, U.S. AID EXCLUOlNG FOOD I FOR PEACE LOANS 

Source : U. S . Overseas Loans and G r a n t s  and A s s i s t a n c e  f r a m  International 
Organizations: Obligations and Loan Authorizations, 1973, 1978, 
1981. U . S .  Agency for International Development, Washington, D.C. 
Or~an iza t ions  included: IBKD, IDA, IFC, ADB, AFDB, I P B ,  'LTNTrP, EEC, 

V 

and orher UN. {For f u l i  t i t l e s  see p a g e 4 ) .  



U.S. Foreign Assistance by Category: Turkey. 

YEAR 

FOOD FOR PEACE 

Title IE :€can Reti~i,  
Vol Relief Agency 
Ecbn Bevelopment [Grant] 

PEACE CORPS 

-Grant 

OTHER ECONOMIC ASSISTANCE 

Source: U.S. Overseas Luans and Grants a d  Assistance from 
In ternat ional  Organizations : Obligations and Loan 
Authorizations, 1973, 1978, 1981, TJ, S .  Agency f o r  
International  Developmcat , Washington, D . C. 
Organizations included : I B D ,  I D A ,  IPC, ADB , AFDB , 
I D B ,  UNDP, EEC, and other LT. (For full t i t l e s  
see page 4 ) .  



A. 5. Assistance to  Ghana 

Assistance f rom multilat era1 organizations t o  G'nana increased great23 

during the 19701s, on average, compared t o  the 1960's. The greatest assis-  

tance levels were  reached i n  19 75-197 7 ,  following the rescheduling of .. . 

Ghana's debt in 1975. A comparably large annual mount of assistance from 

multilateral organizations occurred in  1980. 

U. S .  bilateral assistance, by cantrastr, was greater on average during 

the 1960's than during the 1970's. The relatively erraric changs in the 

amounts and composition of development assistance reflects the lack of a 

clear development plan, especially related to the rural sector,  to guide 

donor participation i n  G f i a n a k a n  development. Nevertheless, there has been 

a r is ing trend i n  donor aid during the yeoars 1973-1980. PL 480 concessionary 

loans, greatest i n  the late 1960's and early 19701s, have risen again 

since 1979, partly because fai lures i n  economic pol icy have reduced t h e  

likelihood that other  types of assistance would be especially productive. 

Redressing past failures i n  U.S.  bilateral economic assistance to  Ghana, 

development assistance more recently has concentrated on training projects 

designed t o  improve the human resource base upon which future development 

w i l l  depend. 



Ghana: A Comparison of U . S .  Economic Assistance with Other Assistance f rom 
Internar ional  Orga:.Lzat ions. (U. S . economic assistance includes both bi- 
lateral and m u l t i l a t e r a l  ass is tance.  Assistance from multilateral organiza- 
t ions excludes U. S .  assistance channeled through multilateral agencies .) 

YEAR 

I - TOTAL U.S. ECONOMIC AID I 
I 

I ......... OTHER ASSISTANCE FROM 

I MULTILATERAL QRGAN1ZATIONS 

---- U.S. A 0  EXCLUDING FOOD 
FOR PEACE LOANS 

Source: U.S. hexseas Loans m d  G r a n t s  3nd Assistance from International 
Organizations : Obligations and Loan Authorizations, 1473, 1978, 
1981. 5.S. Agency f o r  International Developnenr, IJashlngton, D.C. 
Organizations included: 'IBRE, I D A .  IFC, ADB, AFDB, IDB. LTDP, EEC, 
and o t h e r  LZ. (For f u l l  t i t l e s  see page4) .  



U. S .  Foreign Assistance by  Category : Ghana. 

FOOD FOR PEACE 

Title II :Econ Relief, 
Val Relief Agency 
€con Oevslopment fGrantl 

-Grant 

Of HER ECONOMiC ASSISTAN~E 

Source: -. U. . Overceas L o a n s  and Grants and Assistance from 
Internat ional  Organizations : Obligat ions and Loan 
Aufhorizat ions,  1973,  1978, 1981. U. S . Agency for 
International Developmenr, Washington, D . C .  
Orgaxi.zations Included : I B R D ,  I D A ,  I F C ,  ADB, AFDB, 
IaB, LTCP, EEC, and o t h e r  IN. (For full titles 
see page 4 )  . 



Assistance to Ivory Coast 

, . 

Assistance from multilaterai organizations to the  Ivory Coast has 

been fncreasingly significant in recent years. By contrast U.S.  bilateral 

assistance has alw >s been very small. There is no resident AID mission, 

In earlie1 .;%Mi L' 2 Lo- levels of assistance reflected in part U.S.  

pos~cy LJ ILL' &issfstance levels to Pzanco-phone Africa where it w a s  

cons'dese, ",la,'- French bilateral  assistance would take the level. In later 

perroc??, it was believed that the Ivory Coast had reached levels of EZevelop- 

m e n t  that  parm2tted adequate access to international private capital  f l o w s  

a d  zo ionger needed concessional assistance. The Ivory Coast and Turkey 

ba.vep sLql1~  - levels .-f per capita income and access to  private capital, 

Eawever, rr. contrast to Turkey the Ivory Coast has neither encountered 

the balance of payments d i f  f i cu l f i e s  nor does it comnand the foreign policy 

interest that necessitated resumption o f  U . S .  assistace to Turkey i n  

recent periods. 



Ivory Coast : A Comparison of k .S. Economic Assistance with Other A s s i s t a n c e  
frm International organizations. (U.S. ecor,omic assistance includes brith 
h i l a te ra l  and multilateral ass-tstance. Aysiscance from multilateral organiza- 
tions excludes O.S. assistance channeled through m~ltilateral agencies.) 

I - TOTAL U.S. ECONOMlC AID 
1 I ..- OTHER ASSISTANCE FROM 

I MULTILATERAL ORGANIZATIONS 

1 --- b . S .  AID EXCLUDIN_O F M O  
! FOR PEACE LOAN3 

Source : ii. S. Overscns Loans and - C m n i s  and Ass istanctk F r o m  TntcrnationnL 
Orpanixat ions : r;hl i ~5 t  ions and T.oan Authorizaf ions, 1973, 1978. 
1981 C . S .  Agency f o r  Irrernational Development, Washington. P.C. 
3 r g a n i z a r i o ~ s  incloded: IRRT),  IDPI ,  IFC, ADB. WDR, I D B ,  t nDP ,  'IEC, 
and other  LT. (For f u l l  t f t l e s  see page 4 ) .  



Source : U.S.  Overseas Loans and G r a n t s  and Assistance from 
In ternat  ioilal Orgmizat  iocs : ~ b l i & t  ions and Loan 
Auth~rizations, 1973, 1978. 1991. 'I.'. S . Age-ilcp f o r  
I n t  ernatiorral Development, Washin gt up, F. C . 
Organizat i ~ n s  i nc luded :  JBRD,  IDA,  TFC, AE3, AFT%, 
I D B ,  mDP, EEC, and other  bhT. <P?r fcli titles 
see page 4 ) .  

U . S .  Foreign Assistance by Category: Ivory Coast. 

A 

E YEAR 

FOOD FOR PEACE 

Title II :€con Rstief, . 
Vol Relief Agency 
Ecen Development (Grant3 

Titie I: Grant 

PEACE CORPS 



A.7.  U . S .  Ass i s t - r~ ice  Trends 

Total  U.S. foreign aid has generally risen in absolute d o l i a r  terms 

I during the last decade (1970-1981). Budget estkatea show this trend 

contifiues through FY 1985 but a t  a l o w e r  rate. The percentage of to ta l  

foreign aid allocations by category a l s o  shows t rends.  MultiZateral 

assistance, less than 1C% of total fo r e ign  a i d  in 1970,  increased to m o r e  

than 20% dur izg  1976-1978, but has declined to less than 20% since then. 

Development assistance, t h e  largest category of foreign aid during the 

early 1970Psp hzs dec l ined  to about one-fifth of the t o t a l .  Food aid  has 

sham a similar dec1is.a.. By conr.r-ast,-the Economic Support Fund has m o r e  

t h ~ n  do~bled in relative importance as a part of U.S, foreign aid, and is 

estimated to be around oee-third of the total in FY's 1982-1985. Xilftary 

assistance has generally fluctuated. 1974 and I975 are the years of 

highest relative importance, reflecting greater assistazce to South Viet- 

nam and Israel, at tha t  time. 



l?ooreign A i d  !:odgeL hy &teRory, I'Y 70-85 
(outlnvs, s i l l l o n s  o f  d o l l a r s )  

I . 1:r:ononlic slid 17l1rancial A S ~ ;  I s t  ;~,i,*r. 

F lu l r i l a te ra l  As? istarice 

In te rna t iona l  F i n a l ~ c i a l  
tnstitutions/Multilnt~~ral 
Ileve l o ~ ' m ~ ~ i  t Hanks 224 201 276 724 446 569 902 875 858 683  7 8 4  955 1,109 1,253 2,366 1,316 

[ n t e r n a ~ i o ~ i a l  Organizations 213 129 196 186 168 115 250 143 230 199 - , 2 4 3  336 250 2 2 4 - 2 3 3  238 --- -- -- -- -- 
S ~ t h t o t a l :  ? tul t iLatcral  

Asslstatrce 337 330 472 510 614 6 8 4  1,045 1,125 1,085 882 1,027 1,291 1,359 1,477 1,599 1,554 

5 i l . a teca l  Development Assistance 
Ileveloprnent Assistance (A :I)) 
Pobl ic  Law 480 - Food Aid 
Peace Corps 

B i l a t e r a l  S t ra teg ic  Assistance 
Economic Support  Fund/  

Secrlri ty S u p p o r t  
hss i s t  alce/Peacekeepinp, 
Operations 

Refugee Assistance 
Indochina Post-War 

Keconstruc t i o n  
Assistance 

Subtotal: Non-Military 
RJ.latera1 Assistance 

O f f s e t t i n g  Receipts/Otl~er - -  -14 . -72 - -7 - -257 -- -128 - -55 -- -301 -- -366 __ -345 - -304 -- -311 - -357 - -398 -451 -476 -494 - - --- 
Sub t o t a l ,  Economic and 

F inanc ia l  Assistance 2,875 2,812 3,178 2,563 2.740 3,559 3,215 3,734 4,628 4,744 5,626 6,297 6,748 7,064 7,402 7,335 
., 

- .  . . .  . .  - .  . -. . . -  
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