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CHAPTER

THE IMPACT OF DEVELOPMENT. ASSISTANCE' ON: INDIA

fihtroduction and Overview

economlc plannlng 1n Indla w&s to attaln a 1b,r e'of growth of

tzflncome 1n order to achleve soclal Justlce. The other obJectlves of =

;ﬁplannedueconomlcadevelopment, stated 1n the Flrst Plan document f

d)was about 360 mllllon. Indla s per caplta 1ncome andhllteracy and j
,feducatlon levels were among the lowest in the world. Its schools and

“educatlonal facilities, roads and rail transport facllltles, electrlc



:tons, and theiproductlon of ‘other modern agrlcultural inputs

*especlally pestlcldes and tractors was nonex1stent'an

ftoyheg’n°for nearly another decade.

,Over;tne past th1rty years much progress has been made toward';gf-
somedof Indla s cr1t1cal economic problems. Between 1951 and

-the‘Indlan economy recorded an average growth rate of. 3 65 percent;

~,Durxng the f1rst five years of planned growth net natlonal ﬁ'b

}product‘at constant pr1ces grew at 3 T percent per year.lehls sl

”ate of growth of 3 l.percent per’year durlng the Second Plan erlOd"v

iand slowed further to & rate of 2.5 Percent per year durlng the pe:”o




ag-it is: wzthwtherorld's largest 91ngle mass of poverty and unemploy 'ﬂi

»t" (Krlshna, 1980 78) While: mnch of the resources. and knowledge
7ﬂneeded to eradicate poverty exist, the failure to increase overall

filndustrlal and economic growth.is "man-made" and "managerlal" (Krlshna -

.].980 ' 85).. I
<

Thls summary indictment of Indlan economic performance does not ff~"

?Tlgnore, or even minimize, the tremendous changes that have occurred

;fln the Indien industrial economy snd in the agricultural sector over 3 7

4§?the past few decades., A wide range of industrial capital goodsvis‘no#fdc_

'h;roduced in India. For example, it has been'noted that between 19554aﬁd}:

978 Indlan lmports fell to a level of between 2 and 21 percent of totalfd

supply in 21 1ndustr1al sectors and exceeded 25 percent’of”the‘


http:growth.is

""1ng of plannlng

1n Ind1a and l9TT,foodgra1n production doubled | The rate of growth of

botal foodgraln productlon achleved durlng that perlod was 2 B percent

per year, which raenks favorably: w1th the growth rates achleved 1n the L

developed world (Sanderson and Roy, 1979 2) ‘ However, 31nce‘popula 1on;
also rose the average yearJy 1ncrease 1n per cap1ta productlon
D 6 percent The hlstory of agrlcultural productlon in. Ind1a seemshto :
be characterlzed by certaln perlods of rau1d growth and other perlods ‘”J
of relative stagnation. Slmultaneously, there have been periods of
optlmlsm and of despair at the foodgrains production performance and lifﬂ
future prospects in India. ‘ |
When India looks ahead on the basis of agricultural productlon ;55*
trends from the recent past - the outlook for agriculture is promlslng.»
T'he amount of land that can be brought under irrigation in the next |

bwo decades can be increased to almost two-thirds of India's present

"ropped land surface. The yields that have been realized under varl"

natlonal demonstratlon programs are many tlmes the actual average ‘

ylelds, especlally for r1ce, corn, and mlllet Ind1a has now a8 well-run.

ultural research and extenslon system wlth a hlgh-callber staff.‘u

And, as RaJ Krlshna pOIntS out "for Ind1a, the gloomy predlctlon of a-

growlng,gap between food demand and food supply, 8 pred1ctlon that some

Lnternatlonal agenc1es publlclze regularly, seems 1n fact to have no',?7

bayls";(Krlshna, 1980:" 83).-

In this transformatlon of the Indlan economy, forelgn asslstanc

has played an important role but India 1tself prov1ded th



‘\evelopment requlrements”“ﬁForeiénfaldito?india‘ﬁaéfingiéﬁ{fiéant;

1dur1ng he Flrst Plan per1od.

The 'era' of aid began with a distinct jump at the beginning of the i

" Second Plan, grew rapidly to a peak at the end of the Third ' ,

“ Plan, held that peak briefly with the drought-induced increase in - ,
~food aid, and then declined rapidly. Thus, large-scale foreign aid - . .
as development assistance was concentrated largely within the ten ..
years of the Second and Third Five Year Plans. (Mellor, 1976: 218)

After this somewhat lengthy introduction and overview of the'Indl

n?economlc scene, the prlmary obJectlve of thls essay may be stated;

ffThe obJectlve is to review the assessments that have been made of ar;ous P

7i_spects of the entlre development aid act1v1ty in Indla. We wlll examlne
:,1ssues related to the magnitude of economlc assistance to Indla, the "‘

4 terms and condltlons of economlc a1d the types of a1d that 13, whethehf

‘proJect a1d or non-proJect ald or a1d 1n the form of agrlenltural com-
‘fmodltles, and the role that forelgn asslstance 1n general has played‘_vuplw
1.1n the overall economic development pollcles of Indla The h1story of

fqald to Ind1a will be examlned. we wlll review the assessments of the_

“pact‘of a1d on rural development strategles that Ind1a has pursued,

ffbeglnnlng‘wlth the Communlty Development program of the early l950s‘and

hald program, pay close ;‘s'
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fllterature that has been surveyed was malnly restrlcted‘tOfartlcles

publlshed 'since 1970 and clted in the Amerlcan Economic Assoc1atlonbs

Index of Economic Issues and the Journal of Economic therature.y Som

~well-knownworkspubllshed prior to- 1970 notably the writings of I 'M‘ d‘

Little (1965), Edward Mason (l96h) Raymond Mikesell (1968) and P.

 Bauer (1961) were also surveyed.; But no exhaustive search wasvmade fb

tionally-known In ,'a.'ﬁ;ééohbms‘tg.‘ The. works

Eunde an AID flnanced project.~ It 1s also noteworthy that Just as the'f



'of a broad—based program of U S economzc ‘and technical assistance to

‘Indla can be dated to the Indo-U S. Technlcal Co-operation Agreement of

?Jenuary 1952 (Hendrlx and~Glr1, 1970' lh2) Under this agreement and sup—

’plemental agreements extendlng to 1970 the U S. provmded economl‘

;technlcal asszstance to more than 150 proJects 1n agrlculture, 1ndust'

'transportatlon, education, health and other flelds. ;" i



of the Indlan people and for”humanltarlan reasons.,_ (Belflgllo 197;'Yh18)'

th'the varlables denomlnated in dollars (Mellor, 1976

”ove@paragraph illustrates one difficulty encountered 1n thls

ffthe;role of foreign aid in Indian economic development. In
study_ngthe amount of aid authorized and/or utilized by India,varlous,:¥;f
authofs provide data or the magnitude of aid either in dollars or in e
}rupees. Bhagwati and Desai (1970) and Bhagwati and Srinivasan (1975)

provide data on foreign aid in rupees and cite as their source the
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‘Government of India's Economic Survey publications. Streeten and Hill

f(l968) also provide data in rupees but they cite as their source the Indian
{Eeutral bank, the Reserve Bank of India. But they also provide some data
in’&ollars citing the World Bank as the source of the data. Harberger
;(i§70) provides data in dollars using AID.publications. Narain and Rao
;(i§63), in an often-cited study on foreign aid and India's economic
development, prepared for UNESCO, provids data in rupees but do not cite
any sources for their data. Howeve., they are careful to point out that
"t is difficult to give a completely unambiguous and meaningful total of
aid that has been received from diverse sources and in diverse forms"

" (Nerain and Rao, 1963: 1). The principal reason for this is that the use
;of}official rates of exchange between the Indian rupee and the currencies
;of the various donor countries may be inappropriate.

- In the First Plan aid authorizations were mede by T countries and
f;oyvfhe World Bank. The T countrles were (in order of size of authorization)
E:fthe U.S., U.S.S.R., Canada, Australia, New Zealand Norway, and Britain.
‘IpSignificant amounts of U.S.S.R. and U.K. aid were utilized and the U.S.
share in total aid utilized by India was nearly TO percent. (U.S. Embassy
in India, n.d.; 19). During the Second Plan period, aid authorizations were
i*prov1ded by l3 countrles and this had increased to 19 countries during the
;:Thlrd Plan.o Wlth the increased number of co.ntries contributing to India's
é;e onomlc development the share of the U.S. in the total aid utilized by
pIndla;fell to 54 percent during the-Second ‘Plan, but rose to nearly 60

- percent during the Third Plan. Thensh

"of;the Soviet Union, which was

.1n31gn1f1cant durlng the Flrst Plan!perlod had increased to just over

75 percent 1n the Second Plan and‘to ‘“r38'percent durlng the Thlrd Plan.,



least one outcome-of Indla-s‘recelV1ng aldvfrom severalvﬁ
“s th adoptlon of a w1de range of technlques and methods in varlous_wafd
ilndustrlal sectors such as metals and machinery production. For example,"
_1n steel meking, the U.K., West Germany, and the Soviet Union- each flnancedr

steel plants in the publlc sector (Bhagwati and Desai, 1970 210) Unllke ‘

‘the 1ndustr1al sector, however, there was some speclallzatlon 1n a1d tov
Indla for the development of the agrlcultural sector. Whlle the u. S.:and, h
to.some extent, Canada, provided both technlcal as31stance and loans and
'grants to specific programs in agrlculture, as. well as financing 1mports“
of fertlllzers and foodgrains, development as51stance from Australia, .

Nev Zealand, Denmark, Sw1tzerland, the Netherlands, and Hungary was largely

1n the f1eld of anlmal husbandry,llncludl‘g;”alry development. Development

“asslstance from the Scandinavlan'countrles (Sweden, Norway, and Flnland)

.was‘largely conflned‘

1shery and forestry sectors.- West Germanyj: :

de s1gn1f1cant contrlbutlonsvto“the area development program, Japan’

exten31on serv1ce, and the U S'S R. to a large mechanlzed

seed 1ndustry.- Indla also recelved slzable asslstance from

1non-off1c1al sources suc. as'the Ford and Rockefeller Foundatlon. »The bulk

‘e-went for the extenslon program of IADP“»whlle
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.Téﬁfm‘Izmi PN'LThe relative 1mportance of Iorelgn resource transfer Indla,' n
i 1951-52 to 1973-Th L , |

Net foreign resource Net forelgn resource transfer

trangfer* CUE ~ ... as percent of
‘ : . o Central
i Total (million Per capita National? " Gross government S

Year . U.S. §) (Uu.S. $) income 1" investment expenditures Imports-
1951=52 335 0.92 1.6 23.7 18.2
1952-53 193 0.52 0.9 - 16.6 13,7
1953-54 87 0.23 0.k 5.8 T2
1954~55 132 0.3k 0L T 7.2 9.6
1955-56 123 .. 0.32 0.6 6.0 9.0
1956-5T7 590 1,48 2.k 26.0 S31.3
1957-58 o 8bro 2,08 . 3.5 L27.2 38,7
1958-59 . 692 .- L.68 2.6 22,3 36.6 -
1959-60 675 1.59 2.5 -18.0 33,4
1960-61 1,007 - 2.33 - 3. . 26.6 Lo, 7
1961-62 903 - N S 3.1 - 2L.1 39.4
1962-63 937 2,07 3.0 CATLT 39.4
1963-64 903 1.96 2.5 ©13.5 - 35.1
196L4-65 1,119 2.37 2.7 15,4 39.5
1965-66 1,267 2.63 - 2.9 15,k 42.8
1966-67 1,229 2.bk9 3.9 .20.8 bbb
1967-68 1,079 2.1k 2.9 -18.0 k0.3
1968-69 T35 .43 0 onllg ~12.3 - 28.9
1969-T0 225 0.L43 7055 3. L 10.T-
1970-T1 132 0.25 - 1043 1.9 SOBR Y0 N
1971-T2 325 0.59 - 0.T 345 13,5
197273 - 120 -0.21 E * oE
1973-Th 534 0.92 0.9 25T $0:

¥Defined as imports less exports. TAt factor cost. INo net foreign resource
transfer. _

Sources: Columns 1 and 6: 1951-52, 1955-56, and 1960-61 to 1973-Tk, Appendix,
Tebles 11 and 12; all other years based on import and export figures in Reserve
Bank of India, Report on Currency and Finance, various issues. Column 2: Based
on population figures published in Economic Survey (New Delhi: Government of
India, Ministry of Finance), various issues. Column 3: Based on data in Estimates
of National Product (Government of India, Central Statistical Organisation),
various issues; and Reserve Bank of India, Bulletin, various issues. Column k:
Based on data in Reserve Bank of India, Bulletin, various issues. (Gross in-
vestmeat for 1951-52 to 1959-60 was estimated by assuming that the average
ratio of net investment to gross investment was the same in that period as in
1960-61 to 1970-Tl. Column 5: Based on data in Economic Survey, various issues;
and Report on Currency and Finance, various issues.

Source: John Mellor. (1976). The New Economics of Growth. Page 219.sAgorneiif-f
University Press, Ithaca, New York. e '




%jalded country 1f one takes sultably deflated measures as ald per caplta
_e(Bhagwatl and Desal, 1970' 180) Several commentators have p01nted out

-that on the basis of fbrelgn assistance per capita Indla ranked v1rt'

"at the bottom of thelllst of ald rec1p1ents. In terms of”ald relatlvevtoh'

The 'eas

'd er caplta.e


http:principa.ly

jTeble 14.2, = Utilization of External Assistance by Indla, as Percentage of Net National Product at L
o ’ Factor Cost, 1951-52 to 1969-T0 - , RS

1951-52 1952-53 1953-5k 1954-55 1955 56 1956-57 1957-58 1958-59 19)9-60 1960-61

‘1.'Losns = 0.8 0.3% 0.2 0.02 0.08 0.25 1.06 1.78 1.2 139
2. Grants- 0.0 012 0.6 0.0 0.28 0.35 0.30 0.19 _»o.zsfgi;o,zz;

‘3. Aesistanee‘under;;°[;
- P.L. 480/665, etc.

k. Total eid

,‘,o_.w : 7’07;19'}].9.'11 o.h0 1’05 o 37;,' ,,.;2347‘14' 12

1.60 2,02  2.21 2“38",_2_37 | 0. o h7,i;f”~‘

0;15 ~0.i0 0.9 0.0 0.6 0.06 0.03 0.03

z3;;A551stanee under LS e U
-+ P.L. 480/665, ete. 0;61" 0.81’ 1,05 1.0T.
L. Total aid ’ T 2,37 2.93 3.35 R

.0.21°0.20

Note: The 1960-61 to 1969-T0 estimates are for the revised NNP.serie
estimates are at the post-devaluation exchange rate.

Source: Economic Survey, annual issues 1966-73, Governmen
Economic Affairs, New Delhi.

Source: J. Bhagwati and T. N. Sr1n1vasan.(l975) Fbrelgn Trade Regimes.;and conomic:Devel pment Indi
Columbia University Press, New York. Pdge ll Ll



iWhereas some authors used the flgures on the lowrlevels of a1d per caplta[ﬂ

;for Ind1a to argue that India should have gotten even more ald other o

commentators have argued that the growth of a1d to Indza durzng her f1rst:"

three five-year plans was exaggerated slnce data on gross 1nflow of ai

concealed the reductlon in the share-ofygrants 1n the total ald flow a

also the deterloratlon 1n the terms and other condltlons of a1

_hat_1f_v1d, sultably ‘deflated,

1s‘low 1tsxeconom1c 1mpact would be expectet

;to,be low., Alone‘among contril tors 1n thls area, Harberger make an}
expllclt attempt 1n argulng that even 1f ald dollars were attrlbut

of SOCl&l yleld more than tw1ce that whlch 15 applled 1n the evaluatlo of_

‘our own federal programs and projects," the contrlbutlon of a1v't' the

natlonal 1ncome of the ald rece1v1ng countrles would be expected to: be_tff

":e t1vely small (Harberger, 1970' 635) Harbe.ger s maln p01n

of the U S.aaldﬂprogram 1n Western Europe under the Marshall

iPlan ‘could" not'be easlly dupllcatedfln the less developed countrles because

imagnltude ' the contribution of Amerlcan; id




TVSt e),'NagarJunasagar (1n
ambali(ln Madhys.: Pradesh state) ‘ Most of :
| qorm of heavy constructlon

endltures for these proJects'

fequlpment, and a maJor part of the rupee ‘e

waS'met by PL k80 loans and grants. In theuarea of power proJects, Indla ﬁ)ﬁ
recelved more ass;stance from the U S than from any other country. The

included. some of India's largest thermal power unlts, 1nclud1ng Bande“;

(equlpmentxfor the -Indian’ rallways._'Tﬁer’S{'aided impfefemeﬁts in




lu ng a»maJor'contrlbutlon‘to the establls‘_en wof grlcultural.

ﬁnlver31tieari The U S. prov1ded funds for the purchase of laboratory
and sc1ent1f1c equipment for several englneerlng colleges. One of Indla s;fff§
nremler engineering schools, the Indian Instltute of Technology at Kanpurﬂv
(1n Uttar Pradesh state) was solely a331sted by the U S., A consortlum.

of several leading Amerlcan unlver51t1es (M‘I T., Cal Tech IllanIS

Instltute of Technology, Carnegle-Mellon, Mlchlgan, and Callfornla)

prov1ded faculty for the Kanpur 1nst1tute.

, The Teacher s College of



ndlan publlc sector has noted that such ald ”as

flnfrastructure, the 1nfrastructur: development could create condltlons

Econduclve to prlvate sector capltal:formstlon. It has also befnvnote

ﬂthat ald empha51s on 1nfrastructure development at least durlngithe flrst

»three plan perlods extendlng up to the m1d-l960$, strengthened the ubllch

'ceutlcals. Sov1et and Eastern-bloc ald had been negllglble in the;Flrs

ven aspfratlons for lndustrlallzatlon

7state owned 011 ref1ner1es 1n Indla 1n the,m1d—l9605'w re:financed by he'
ﬁSov1ethnlon and Rumanla. }w'if”i°t"';w {rely

?Indla resulted 1n the expan31on of the Indlan“publlc sector “beyor



xtended to Ind re'n; ednrepayﬁenttover:f

,pdff he Soviet credi
‘a 2“ear‘perlod beglnnlng one year after dellvery of allp(source-tled)

”machlnery and equlpment for any proJect. The rate of 1nterest charged

fwasT2LS percent per year.. In contrast the rate of 1nterest charged on

‘U.S AID loans between 1961 and 1966 was 0 75 to 1. 0 percent per year for

:the first ten years and 2.5 percent thereafter. Table 14.3 presents

;estlmates of the average maturltles ane 1nterest rates for the‘maJor aid-

31970 lBh) But 1t_1s 1mportant to note .n comparlng aid’ from

aid reqnlrements, but gradually took on the ‘task’ of comprehen51vely

ﬁevaluatlng India's economlc performance.
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;fafie514ﬁ3;ﬂﬂhverage maturity and interest rates on fresh loans
E ‘ ~authorized during the third plan by major donors.

" Grace period Total maturity

. for including Interest
. repayment grace period rate
'f Dehor R v Number of yrs. . Number of yrs. % per annum

. United States

t 35.5 1.86
‘2. United Kingdom 25.0 4.43
3. West Germany 17.3 4.82
4. Japan P 15020 5.84
5. U.S.S.R. S 1240 .. 2.50
6. I.B.R.D. 2.2 5.64
7.. I.D.A. 50.0 -~ 0.75

_Total: all countries/ . C , .
7 institutions 5.8 ' 25.8 3.20

,Notes: 1. The estimates include credits meant for use in the Third
‘Plan, though actual agreements were signed in the Second Plan period.
- 2. The averages have been compiled by weighing the loans by
gize. Source: J. N. Bhagwati and P. Desai. (1970) Planning for
Industrialization: India. Oxford University Press for the Organisati
for Economic Co-operation and Development. Page 184.

16.1-2 psd »gr g

tying, source-tymg, and reverse-tnng. | Pro.ject a:.d) 15'1, d 't

or all: of the 1orelgn exchange cost of an 1dent1f1ab1e proJect. Non-prodect

0 general purpose &ld refers to ald to flnance purchases of spare parts”

d raw materlals, and generallymto support the balance of p”yment,

len-proJect ald may be tled to purchases from a speclflc country“:ource.



Reverse-tylng occurs when repayments of a loan from a speclficufource are

Eimade in theeform.of commodlty exports to that country. A1d from multllateral
"tfree from source-tylng due to the agencles pollcles regardlng
*{global tenderlng[”'

?'5been estlmated that excludlng U, S. commodlty a551stance, s

‘?wwas untled (Bhagwatl and Desai, 1970: 201)

The issue of a1d~ty1ng has generally been approached in termsp:

a}costs of a1d-ty1ng to the rec1p1ent countrles. Bhagwatl and Desa1 no

,costs were substantlal (Bhagwat1 and Desal, 1970 20h) P. Chaudhur1 f.‘i
p‘cltes a study by N Chandra who found that '"the costs of t1ed-a1d for ‘non-
vﬂlproject usesils“of the order of 19 percent, 1nd1cat1ng that the actual

ffamount of forelgn resources transferred through such aid is about one-flfth

}1less than 1ts nomlnal amount" (Chaudhurl, 1979 103). Whlle these d1scus-

.% sions.on h”‘costs of a1d-ty1ng are generally de31gned t° demonstrate that

ru 1extent of resource transfersyfrom a1d»are~cons1derably less than

" .'the’ nomlnal:amounts of such a1d transfers
i hav been much less studled.v’”

The most effectlve fbrm of proc'

ff,to flnance‘the 1mport content of new projects.‘ It 1Sythls aspect of tylng

ththa"canmlead to serlous economlc dlstortlons in that the pattern of

;i 1mports‘of a1d rec1p1ents becomes heavily b1ased toward cap1tal goods for

‘ fnew projects.p Thls 1s apparently what happened in Indla "India has 1n”i
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component. There were many suchdprojects in ndustry andvlnfrastructure

but few in agrlculttre.. Because’of "baslc sympathy" Wlth the Indlans' owni

planned approach to 1ndustr1a11zatlon‘;actlons

and grants tied to SP301f1° PrOJec+s relnforced the growthastrategy of o

Indla ) development efforts (Mellor, l976l;225) Wlth‘hlndSISht

Mellor argued thax the capltal 1nten51ve growth strategy‘was bound o

produce low rates of return'onilnvestment 1n the short r'

1nvestments'1n t.h:r hal'lnfrastructure of 1rrlgat1o‘, po

catlons would not have ylelded hlgh returns untll the complementary nvest-

ments . in e ucatlon and research had been undertahen. _;"

“Aid'Authorization'and Aid Utilization

fSeveral observers have noted the rather long;lags;betweenhthe“authOriza
tlon of aid and its utilization by India during the f1rst one-and-one-half
decades of Indlan planning (Streeten and Hlll 1968 331,: Naraln and

Rao, l963 373 Bhagwati and Desal 1970 187-89) Bhagwatl and Desal

estlmate that durlng the Thlrd Plan perlod the rate‘of utlllzatlon of ald '

wa 1n the range 26 to 53 percent.. Thls lag has obv1ous 1mpllcatlons for_

3eff1c1ency of the &ld program. The prlnclral reason glven for the

slow utlllzatlon of a1d was ,he fact that mostﬂof the a1d was proJect
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and source-tied, and the much-vaunted administrative service in India was
not adequately prepared for the task of detailed project preparation,
programming, and scheduling. However, the trend, at least in the period
1961 through 1967, in the rate of utilization was upward and presumably is
attributable to improvements in project planning and the realization that
the slow utilization of aid has a social cost. Delays in utilization were
‘also due to the shortages of complementary factors and inputs.

Little and Clifford point out that only in 1963-196L4 India began to
;receive large amounts of non-project assistance. However, at the beginning
of 1965-1966 India was suffering one of her worst balance of payments
crises and there was, at the same time, considerable excess capacity in
some industrial sectors due to lack of imported raw materials and comple-
ments. They draw the inference that aid and planningwere still too much
devoted to the creation of output capacity and not enough to promoting
current output or to the rapid completion of the schemes already started.
The end result of this was a low productivity of capital. They also
argue that the central and state government administrative machinery was too
overstrained to deal with the heavy burden of public control and ownership
vhich was assumed by the government (Little and Clifford, 1965: 228-31).

In spite of all this, they still argue that India could (at least in
‘the mid-1960s) have absorbed more aid by improved sectoral and project
 planning and by using more aid for imports of raw materials such as fertilizer.
While arguing that insufficiency of general purpose aid means that the
economy operates below capacity, they argue that insufficiency of aidL ~

resulted in more stringent import and investment controls. In othéf~ﬁdﬁds,‘

something of a vicious circle exists. Administrative controls imply a
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reduced efficiency of the economy which implies that usage,banid«is'ldﬁE
If general purpose aid were increased, some controls could be relaxéd;
especially on imports of current inputs,:which would mean that more aid

would be absorbed and output would grbv;'J  



;Macroeconomac Perspectlve on’ Development Asslstance to Ind1”
The early 11terature on’ the 1mpact of forelgn resource transfers from

Ttheﬂdeveloped 1ndustr1a11zed countr1es to the developlng countrles

B

he 1ncreased

1nve*tment would be expected to yleldz certaln stream‘of 1ncome.. Thls

na1ve v1ew of the process of ec omlc“giowth at least from the perspectlve

of today, somewhat naturally ‘led t¢ rather opt1m1st1c and exaggerated

expectatlons about theipr uct1 ty of a1d. The experlences of the

Marshall Plan in- Europe hortly”after the end of World War II and the

rap1d economlc growth that;had been attalned there tended to relnforce

and»sust 1n~t“ atlons of the early a1d proponents.
But over:tim as the economlcs profess1on began to better understand
; : E

economlc developm=nt process, studies on the impact of

E 1d_on th fdeveloplng countrles alsm grew in sophlstlcatlon.- The role

conomlc growth and domestlc sav1ng Indeed Grlffln andwEnos (1970)
e e S TR * SRRl




‘fbrmatlon and growth) and to the potentlal avallablllty of 1mports (ea51ng

‘th_ trade constralnt) From a'total sample of Lk countrles. Welskopf

.cla591f1es them 1nto th se where there was a blndlng sav1ngs constra1nt~?

or where there was a blndln rade constralnt or a "hybrld 51tuatlon 1nf]f'

;whlch both the sav1ngs and trade constralnts are actlve at the cost of

‘é'dess productlon capaclty" (Welskopf 1972 30) For 17 countrles tha>” 5

5were 1dent1f1ed to be sav1ngs constralned Welskopf eqtlmated sav1ngs

tions‘relatlng GDP total exports and net forelgn capltal 1nflow t

1aggregate"sav1ng. o

'*0;270F + o 812E;
) ( 591) (h 35)

;p.;36) (t-ratlos'are 1n parentheses). The strlklng"aspect of7'hese results

‘1s the strong negatlve and 51gn1f1cant coeff1c1ent~for the forelgn ald



fﬁegative; Wlth dummy

:pooled regre351on




1ndependent variables. Some 1nterest1ng reglon

1n A51a and the Medlterranean countrles.

lower for the Americas and barely 51gn1f1cantﬁA(Papanek 1973 }123\»
Papanek also attempts to estimate aggregate savdngs functlons of the form
relatlng aggregate savings to income per caplta, populatlon; foredgn rf”’
resource 1nflows, prlmary exports, and other exports.c Here the coefflclent

for -aid turns out to be negatlve and hlghly 51gn1f1cant but Papanek arkﬁes

that that mlght be more llkely'due ‘to. exogenous fa*tors affectlng both ald‘

and sav1nga rather than»sagnl ng. a‘causal relatlonshlp betweel the 'w
varlables.
One other example o _a cross-country approach in evaluatlng the‘1mpact

of development a531stance 1s the work by tw

a:.d Holl:.s Chenery and N:Lcholas Carter. “They present' a summary evaluat:.on

of the .interrelations between 1nternal and external pOllCl wand the role
of fbrelgn a331stance in the development experlence

developlng countr:.es (Chener;r and Carter, 1973 h59) ,\Ind:.a 13 among t 'e _'

countrles studled and whlle much detall on the Indlan experlence 1s ost

1n the aggregatlon of sample countrles the cross-country approach has

prov1ded much useful 1nformat10n abou the:developlng countrles.

Chenery and Carter base the1r valuatlon on the proJectlons of growth

and ald made by Chenery and Stroutl(l966) for the perlod 1962-1970 for -
establlshlng a1d requlrements, and estlmates of the actual values of the
parameters 1n the1r model for 1960-1970 The Chenery - Strout proJectlons

were derived from a 51mp11f1ed two-gap model which exaggerates the llkellhood



Dut ‘f thelr total sample of 37 countrles actual GDP growth 1n 25 countrle
oetween 1960 and 1970 was within i l 2 percentage p01nts of the planned

rate of growth in these countrles._ The authors attempt to 1nd1cate the

relatlve 1mportance of "internal" and "external" factors 1n theTS:

growth rate of 5 3 percent per year but also below the actual achleved

growth durlng 1957-1962 of h 3 percent perfyear.

htChenery and Carter dlscover that successful development had led

to 1ncreased ‘supplies of external capltal usually on harder terms

unsuccessful development usually led to a reductlon 1n the a1d5suppll

to those countrles. They flnd that 1n the fast-grow1ng‘countr1es there

vlngs ra ps S

was substantlal sav1ng and 1nvestment even thoug ;marglnaly

“”othgenerally hlgher than predlcted._ But 1n countr1e° of retarded-

the‘prlmary explanatlon £ slow;growth. For example, Tunlsla 1s sa




,fsubstltutlon" and the sav1ngs rate stayed low as a result of“fallure td;,;ﬂ

:fcontrol 1nflatlon.. Sr1 Lanka and Ghana were Judged to‘have 1nadequatel'n
'fadJusted to the slow growth of thelr maJor export products.

;Colombla, the "reductlon in external assistance played a'maJor role in

4ﬂretard1ng growth" (Chenery and Carter, 1973: 464). The foreign.trade
hbottleneck in India, as also in Colombia, was made worse by trade pollclea

‘that discriminated against exports of manufactured goods.

| The "shortfall” of aid to India in 1962-1970 was roughly $6 bllllon;
‘iExports were roughly $0. 5 bllllon short of the Chenery-Strout proJectlons.v
ngSlng simulation experlments on the ‘Chenery-Strout model, the authors Tt
i;conclude that the addition of the lost exports would have added only
-0. 5 percent per year to the 3. 5 percent per year actual growth achieved .
:by Indla durlng the decade. But the projected amount of aid (that is, the‘
;makeup of the $6 bllllon shortfall) would, in the1r v1ew, have ralsed |
?the growthurate to 6.8 percent per year.ﬁ~u3
| ' om these basically theoretlnal modellng exerclses of the rel 1

etween/development assistance. and macroeconomlc varlables we now turn to 4

of brlnglng 1nto use productlve resources already exlstlng 1n the rece1v1ng



1effort begun 1n the Flrst lan but embodled a shlft 1’;prlor1t1es ‘tow d_ -

_1ndustr1a11zatlon, especlally heavy 1ndusfry‘_§The Second Plan was developed

iby Professor P C Mhhalanobls of the Indlan Statlstlcal Instltute on the

_ba51s of a structural model whlch saw the?key"source of growth the capltal

\goods sector and the means of growth a lar, ncrease 1n 1nvestment

ndustrlal capaclty. Desplt thl




impllcatlons of th1 re 3unfortunately, not recelved much~“

the Indlan llterature. However, 1t should be noted that among others,

P.,T Bauer, a vocal anf‘sometlmes str1dent cr1t1c of Indlan planning

‘llcenslng and controls over nearly all sectors of the Indla_ economy The

precarlous forelgn exchange p051tlon towards the mlddle of the Second"

Plan perlod led to strict licensing of 1mports of both capltal good ‘and 5

consumer goods. The exclusion of prlvate enterp}‘sewfrom large areas of

~1ndustr1al act1v1ty (whlch was an outcome of’government 1ndustr1al

pollcy)‘and effectlve exchange controls were prlnclpal deterrants to the

low f prlvate forelgn capltal In the area of agrlculture, the 1nter-

‘sté novement of foodgralns became subjected to restrlctlons and controls

These admlnlstratlve controls have undergone con31derable reflnements

‘and l967 and the’ resultlng 1ndustr1al reces31on, alonglwlth‘the declln ,1



5process‘was. n.dlsarray,for,several years. Thls was ev1denced by a hlatus

A;81nce the beginning of the First Plan the Indian economy h&a recorded
?an average growth rate of between 3.5 and U percent per year. Whlle here

&haze been year-to-year fluctuatlons in the rate of growth t
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;fBetweenll951 and 1961 the pcpulatlon ‘of Indla grew at nearly 2 percent”

)fper”year and thls rate in:fact yaceiéfAﬁéaiféféygsepércdﬁffbépﬁeeh’196

f}'.t.and 1971 (Bhagwat:. and Sr:.n:.va.san,- 1975 7) Prellmlnary data’ from th

?%1981 Census 1nd1cate that bet een 1971 and l981_the rate-"f'growth of

{fpopulatlon was sllghtly above:2 “ercent per year.wk43:

; Indlan performance onJSaVLngs and 1nvestment has been much better than g

gﬂon aggregate or per caplta 1ncome growth Gross domestlc sav1ngs as a’ l',,;

,Ypercentage of gross domestlc product at market prlces has shown a steady

iftrend upward over the past 3 decades rlslng from 13 T percent 1n 1960-1961¢¢

afprlces" (Krlshna, 1980 82) An evaluatlon of th' behav1orTof ‘different

:Qby the‘publlc sector was h6 T,percent of‘the otal i 1980-1981 but was

}fonly‘23 0 percent of the total 1n 1950-1951. However, as RaJ Krlshna has

'the ratio’ f ddedulnvestment to 1ncreases 1n output has

'frlsen steadlly;from‘3;6 1n'the Flrst Plan to 6 2 in the first three years



v{state-governmen  companles had an even lowe 'proflt rate.‘ One of the

'the maln reason or. low rates.

eturn on‘publlo 1nvestment‘seems‘to be 1neff1c1enc&dldlnstead of
:lgeneretlné large surpluses the nubllc sector has become a drag on resources.
gPeople have to be taxed at higher rates year after‘year to finance the
‘ymounting losses and new public investment in pnblio enterprises" (Krishna,
1980: 83). B |
Even though government tax revenue as a percent of GNP 1s hlgh.ln

"Indla, the government has not apparently been able to moblllze sufflclent

:resources to finance its 1nvestment espec1ally after foreign aid

‘fdeclined in the late 1960s. In 1969, all major commercial banks in Ind1a

‘were natlonallzed. And now the flnanclal system 'is compelled by a se,A:e
;iof laws and guldellnes to lend a- hlgh proportlon of 1ts funds to the

’fgovernmentf (Krlshna, 1980 82)

. Development Assistance and the. Forelgn Trade Reglme e 1
5The key reference in reviewing studles on the foreign trade regime is

he study by Bhagwati and Srinivasan (1975), coverlng the perlod 1950-1970

iiwhlch is a careful examlnatlon of Indla's‘forelgn trade reglme in its

‘;1nteract10n w1th domestlc pollclesx:'The authors analyze 1n51ghtfully

‘ithe 1mport and export pollcle und the orelgnhtrade reglme thatlopernted
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1n‘jhe perlod 1956-1966 They examlne the 1nterventlons by the government
1n theﬁforelgn trade sector and the methods by whlch scarce forelgn exchange
Vas allocated in an effort to study the static efficiency effects of the
foreign trade policies., They‘aleo study the growth effects of the

foreign trade'regime by examining‘the question whether the foreign trade-
reg1me had any 1mpact on. the savings effort. The overall conclusion |
reached is that the baslc strategy ‘of industrialization followed by India
was detrlmental to the growth of the economy "by adversely influencing
export performance by wasteful 1nter-1ndustr1al and 1nter-f1rm allocatlon
of‘resources, by permitting and encouraging expansion of excess capacity
andxby blunting competition and hence the incentives for cost-consciousness
and quallty-lmprovement" (Bhagwati and Srinivasan, 1975: 2h5)

R A

he ratlo of exports to natlonal 1ncome in India was low throughout

the”l9505 and 1960s and her share in total world trade fell during that

'perlod. Mellor attributes this relat1vely weak performance to "the choice

/elopment strategy, the nature and condltlons of foreign aid, and the

‘1n1t1al comp051t10n of exports" (Mellor, 1976 192) , All through this
jperlod’Indlan exports remained heav1ly b1ased toward "tradltlonal" items

s tea, Jute manufactures, and cotton textlles.J These commodities

p1te of the rlslng capital intensity of such efforts. According to
;Bhagwatl and Sr1n1vasan, relying on the earlier study by Bhagwati and

Desa1 (1970) the stagnation of export earnings through the 19505 15‘17

"to be largely attr1buted to domestic pollcles whlch frequently led to'?

Ih’sln Indlan tradltlonal exports Zlnadequate expan

'of new exports’ (in" the absence of any export‘promotlon ‘on.that ‘front)"
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(Bhagwati and Srinivasan, pp. 54-55, parentheses in the original). The
accompanying Table 14.4 on "traditional" and "non-traditional" exports
provides data from 1951 to 1974.

The first severe foreign exchange crisis in India occurred soon
after the Second Plan (1956-1961) began. While significant amounts of aid
flowed into India, exports continued tc stagnate, and the resulting
foreign exchange crises led to the imposition of a quantitative-restric-
tions regime in India. The government méde some tentative attempts at
export promotion but nothing much was accomplished. The large inflows of
aid constituted a painless substitute for foreign exchange earned via
exports, and enabled India to maintain a high rate of investment, higher
than what would have been'possible if aid flows were smaller. S .

From the early 1960s the government began a policy of export subsudies
and licensing preferences. As a result of these policies and due‘to the
expansion of trade with the socialist countries, total export performance
in the Third Plan was considerably better than in the Second Plan. However,
while the export subsidies reduced the average degree of over-valuation of
the Indian rupee, the subsidy policy was "selective, chaotic, and cost-
unconscious.”" The incredible complexity of the export sutsidy policies,
involving exemptions and refunds from sales, customs, and excise taxes,
direct tax concessions, and import entitlement schemes under which eligible
exporters received import licenses carrying high import premia, has been
carefully analyzed by Bhagwati and Srinivasan (esﬁecially pp. 59-75).
The key characteristic of the whole policy milieu was intervention by the
government in a selective manner with little economic rationale. The‘v 
inefficient and indiscriminate export policy was accompeni.d by an eqﬁélly
indiscriminate import policy involving protection to domestic industries.

The policy of export subsidies and increased use of import duties implied



Table 14.4. Indian Exports

Total exports Traditional exports Nontraditional exports

Million U.S5. $  Million U.S. $ Million U.S. $

Year (current) (current) (current)
1951-52 1,503 1,332 172
1955=56 1,242 1,081 159
1960-61 1,349 1,120 232
1961-62 1,387 1,153 235
1962-63 1,4k0 1,221 217
1963-64 1,666 1,350 316
196L4-65 1,715 1,446 269
1965-66 1,692 1,368 325
196667 - 1,5k2 1,217 322
1967-68 1,598 1,214 384
1968-69 1,810 1,242 569
1969-T0 1,884 1,219 668
1970-T1 2,047 1,330 716
1971=-T2 2,001 1,430 663
1972-73 2,431 1,466 971
1973-Th 3,021 1,812 1.208
197L4-T75 L,17h

1975-76 4,672

1976-T7 5,753

1977-78 6,315

1978-79 6,978

1979-80 7,997

1980-81 8,503

Definitions: Traditional exports: food, beverages and tobacco, crude materials,
mineral fuels, animal and vegetable oils and fats, and cotton textures and jute
manufactures. Nontraditional exports: chemicals, manufactured goods other than
cotton textiles and jute manufactures, machinery and transport equipment, mis~
cellaneous manufactured goods, and others.

Sources: 1. John Mellor. (1976). The New Economics of Growth. Page 19k,
Cornell University Press, Ithaca, New York. For data for 1951-52 to 1973-Th.
2. Government of India. Monthly Statistics of Foreign Trade. Various issues
for data after 19Th-T5.

The data from 19T4-T5 are not comparable to data prior t¢ that year. Breakdown
~between traditional and nontraditional exports after i773-T4 are not available.
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saton vhich euluinated in the Juns 1966 devaluation

crop. fallures;; Consumer prlces rose
3 In the publlc m;nd the o

: MBnY

The devaluatlo of the Indla rupee could not have come at a wors

;The crop“fallures of 1965-1966 and 1966-1967 contrlbuteduto th o



:in India. ‘o§§};11‘iﬁ&i5n’e£p§rts remained‘stagnant.fbr nearlybone:and;xA
fone;half years after the devaluation. Bhagwati and Srinivasan argue?i:
after a careful examination of the time lags involved and the entirecd”“'
policy changes that accompanied the devaluation, that even though some

uneconomlc exports d1d fall non-tradltlonal englneerlng and 1ron and steel .

exports 1ncreased after the devaluation. The‘crucial lesson that they

ldraw~from he entire episode is that’ the timing‘of devaluation and

gﬁi_eraliautl - 1s of fundamental 1mportance to 1ts success and should come

1cal fallout from the devaluation was tremﬂndous.: It wasl

; Ald India Consortium.;flt'i B

'became 8 livelykissue 1n partisan politics.A It vas seen as an attempt by

:aid donors to 1nfluence Indian policy.; But because of extremely bad

political timing (foreign pressure came at a t1me when the new government

‘Gandhi was less than 51x months old and was not yet firmly established)

'direlationship between

the ntire episode was seen as a‘disaster for‘the ,

:India and1Western ai!?donors., Bhagwati ‘an¢ Srinivasan contrast this aid

}éi k‘en I 1a and the Sov1et U fon.

The Sov1et Unionls method offevaluatinglits aid" act1v1ty 1n Indi'

:restricted to evaluatlng 1ts aid-flnancedeprojects and d1d not exten
evaluating the wholeﬁ’ g of Indian econ aie. pOllCleS.. This "helped :o |

av01d the kind of adverseﬂ eaction the Western donors provoked"idurlng

the devaluat1 n-liu 1zation episode and indeed this episode«e‘ n‘affected

' he"responsiveness (<) Indian ofticials to the Smithsonian Agreement parity

v;.?5155 footnote ')



The\drop-off 1n forelgn a1d 1n thehearly l9705 and the commodlty and

ffll prlce lncreases in the early 19703 mﬂde exportlng 'a questlon of national

onomlc surv1val" (Dhar, l978 lO3hf‘ Efforts at export promotlon begun

‘agaln 1n l97h dld result 1n lO percent 1ncreases 1n exports in 1975-1976

has been ma1nta1ned s1nce

Indlan 1mports exhlblted a growth and comp051tlon pattern determlned

he development strategy that she .,d Table 14-5 from

) reflect"

Mellor‘(l976) prov1des detalls on 1mports. The data, of course

xthe outcome of an expllclt long term pollcy to establlsh an adequate

t-L:.n. genous capaclty 1n the bas1c ndustr t_fsectors partlcularlygp“; (’

Th‘ fbrelgp_trade balance was con51steatly negatlve slnce external resources

fl. ed the gap between exports and 1mports._,3'

The 1mport substltutlng pollcles that Indla has pursued have led to a

hlghly dlver51f*ed 1ndustr1al structure., A w1de ,ange of capltal goods is

now produced in Indla. ‘For example, it has be :oted that between 1955




Teble 14.5. . Indian Imports

‘Total imports  Traditional imports Nontraditional impo

‘Million U.S. $ ‘Million U.S. $ . "Million U.S. $
Year (current) " (current) - .. (current)
1951-52 1,838 ‘1,526 . 312
1955-56 1,365 1,082 280
1960-61 2,356 1,976 382
1961-62 2,290 1,864 hot -
1952-53 2,377 1,956, k23
1963-6L 2,559 2,10k L6k
196L-65 2,834 12,kk5" 390
1965-66 2,959 12,55 403
1966-67 2,171 2,403, 368
1967-68 2,677 125303 372
1968-69 2,545 12,118 kot
1969-T0 2,109 k29
1970-71 2,179 b5
1971-72 2,416 5h2
1972-73 2,311 532
1973-Tk 3,555 '1,038.
1974-T75 5,666 S
1975=T6 6,084
1976-TT 5,676
1977-78 7,031
1978-T9 8,270
1979-80 1,171
1980-81 .5,838

Definitions: Traditional imports: cereal and cereal preparations, raw cotton
other than linters, chemicals, manufactured goods, machinery and transport equir
ment, miscellaneous manufactured goods, and residual imports. Nontraditional
imports: food other than cereal and cereal preparations, beverages and tobacco,
crude materials other than raw cotton, mineral fuels, lubricants, animal and
vegetable oils and fats.

Sources: 1. John Mellor. (1976). The New Economics of Growth. Page 196.
Cornell University Press, Ithaca, New York. For data for 1951-52 to 1973-Thk.
2, Government of India. Monthly Statistics of Foreign Trade. TVarious issues
for data after 19Th-T5.

The data from 19T4-75 are not comparable to data prior to that year. Bréékdbwn
between traditional and nontraditional exports after 1973f7h are not_avai;gple.



gto (an lmportant) objectlve of Indlan pollcy" (Krlshna, 1980 81, parentheses

iadded) ' That thls pollcy was not llkely to be successful had been noted

?manv years ago by several crltlcs of Indlan plannlng, most notably by y;rf
}Milton'Frledman P T. Bauer (1961) quotes an unpubllshed memorandum
fprepared by Frledman in 1955 for the International Cooperation Admlnlstratlon

5of the u. S. saylng that Indlan economic policy of large investment in fﬁ :

gheavy 1ndustrv.onlthe one hand and in cottage 1ndustry on the other

"threatens an neff1c1ent»use of capltal at the one extreme by comblnln







‘1terature. There are avallable only & :ew studles on thls topl

:ubllc 1nternatlonal development flnanclng 1n Indla.

Thls report ‘aro

) research proJect at Columbla Unlver31ty flnanced by the
Ehe dlrector of the research proJect was Wolfgang Frledmann of . Columbi

Jnlver91ty Law School and the prlnclpal contrlbutors to he ' pro

~eport 1ncluded Dr R. K. Hazar1 of Bombay Unlver31ty

.hat were recelveﬁ for thls sect1on 1ncluded the .one by Adler: an Mlkesell_

$een establlshed are the Industrlal.Credlt and Investment Corporatlon of
[ndla, the Natlonal Indust‘ Development Corporatlon, the Natlonal Small

[ndustrles Corporatlon, the‘State Flnanclal Corporatlon, and the State




Indla. It no_ amounts toi

flnanced publlc llmlted companles and cooperatlve socletles reglstered o

1n ndla. It provlded loans for the‘purchase o ?new machlnery, ,M_%“ T[,

of; ld machlnery, constructlon of factory bu1ld1ngs, and the purchase of-

land for factory sztes, but does not prov1de;f1nance for purchase of raw;l

materlals or for worklng capltal. Most of 1ts loans have gone to sugar,u

naper, cotton textiles, chemlcals, and metal products manufacturers. :
Adler and Mlkesell (1966) have argued that the pollc1€s of the external

agencles prohlbltlng the use of money by sub-borrowers for worklng

capltal has adversely affected the long—term growth of the development:
banks 1n the developlng countrles (Adler and Mlkesell 1966 59)

nUhtll 1955, when the Industrlal Credlt and Investment Coi

Indla was set up, the Industrlal Flnance Corporatlon was the only 1nst1tu-

tional lendfr of long—term 1ndustr1al flnance. The IFC appro hed‘the'

World Bank for funds several tlmes to enable 1t to make forelgnqcurrency
loans but was rebuffed (Columbla Unlver81ty, l96h 225) Adler and Mikesell
po:.nt out that this was due to the doctrJ.naJ.re approach of' the World Bank
group in provldlng flnanclal and technlcal a391stance to. prlvate develop-

ment banks, and the Indlan IFC was a publlc sector,development bank

Uhllke the World Bank group, the U S} Development Loan Fund-Agency for

,Internatlonal Development was
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;ﬁpollcles and made dollar and local currency loans to prlvate public, and

j}mlxed ownershlp 1ndustr1al development banks. The DLF made its first

;loan (of $10 malllon) to the Indian IFC in 1960. ThlS loan was repayable_

‘.1n rupees. In the flrst flfteen years of 1ts exlstence, the Industrlal‘

'ﬂFlnance Corporatlon dlsbursed Rs 878‘malllons and out of thls amount k

eklnto the plcture (Columbla Unlver31ty,


http:1975).is

of mixed publi pr1vate ownershlp. Among the 3 x § the Industrlal

‘use a demand-for—funds/supply-of—funds approach 1n evaluatlng

;the erformance‘of development banks. From a partlcular development

:'s;p01nt of v1ew, the demand for funds ig- deflned as. the value of all'

3proJects'subm1tted to the bank by prlvate sector entrepreneurs per perlod

?of;tlme whlch are evaluated by the bank as economlcally v1able and loan-m

iworthy and whlch the bank stands readj to flnance assumlng it has the
j-necessary funds.‘ The-supply of funds is said to consist of all funds
'vhich the development bank has available for lending, including funds in
;ldnes of credit extended to the banks, funds temporarily invested in
short;term assets, and funds from current amortization payments.

. Kane examlnes the demand for funds defined above, and also the
;supply of funds in ‘his: sample of developing country development banks
‘for the l950s and 1960s. He concludes that the supply of funds was more‘

than adequate,and effective demand for bank funds was the real limit on the

.level of lendlng by the sample development banks. In an earller study'
iAdler and Mlkesell had pointed out that the maJor llmltatlon on the number
fand volume of sub-loans made to prlvate enterprlses 1n developlng countrles
{arose from the demand side rather than from the supply of loanable funds

‘,:.(Adler e.nd Mikesell, 1966 55)

‘17 In evaluatlng the role of development banks 1n the process of economlc

édevelopment ‘an understandlng of the sources of caplt&l supply to the

fbanks 1s essentlal. A Anowledge of where such capltal orlglnates and;a~d'



; hat' processes are necessary for replenlshlng cap1tal 1s mportant
iexplalnlng the relat1ve ‘shortage or avallablllty ofrfun A-relat1vely

;small percentage of development bank financial resources only;lT percent)

Qflnds that the ICICI obta1ned only lS percent of 1ts resources fromrpr ate

fdomestlc sources. The low share of pr1vate domest1c sources 1n the‘supply

fof funds reflects low levels of 1ncome and hence of aggregate savln

‘ountrles. However, avallable prlvate domestlc capltal

from thefcapltal exportlng countrles. VSuch llnes of credlt have

been ‘extended b, the'U S Exlm Bank : Many of th ‘development banks have

“’economlc assastance fundang throug t' predecessor agencles

‘ludlng,counterpart funds.‘ For some_countrles ounterpart funds were

artlcularly 1mportant as'fn Turkey and 1n Ind1a.

he“key element 1n asse551ng the role of development banks in promoting

‘prlvate enterprlse and economlc development is: consaderlng the emergence

ap al,markets 1n the developlng countries. The long-run success of

fth development banksvln becomlng viable flnanclal 1nst1tutlons is t1ed to

5”he‘development of capltal markets 1n developlng c.untrles. DeveloPment

anks flnance thelr customers through both debt and equlty securltles.;ﬁu
tWhen development banks underwrlte the publlc 1ssue of secur1t1es by prlvate

1ndustr1al concerns, they create act1v1ty 1n the capltal market. However,
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;ilf the underwrlter takes up & large frac"“o 1 o 1tyllssue, ’

jthat is a 31gn of weakness in the capltal market And, if the underwriter

'takes up a small fraction of a- new securlty 1 Sue, reflectlon

of the fact that other 1nvestors and funds vailable and.these other ;1ﬁ

‘1nvestors have confldence in the 1ss, ng.corp

lowly n{Indla. Kane p01nts

Thls performance "ralses questlons

averag annualurate of 2 2 percent.

“:AAll Indla Share Price Index declined from 1962 = 100 to ;

LS 1rectedlplann1ng leglslatlon all had the1r effect on. 1nvestor confldence
»Arluate 1ndustry" (Kane, 1974: 177).
t Development banks have also used sales of securltles from thelr;own

e ortfolios to stimulate development of capltal markets.i Thls, accordlng

'{to Kane, was partlcularly important in Turkey and also 1n Indla.

The key concluslon that may be drawn from the above rev1ew 1s that

L;development banks are an 1mportant 1nst1tutlonal 1nnovatlon whose maJor

’?obJectlve' 8 to‘foster growth of prlvate capltal markets and thereby

i?moblllze prlvate capltel for economic development.¢ Ald agenczes have an

;rlmportant-role to play 1n ‘the development:of these term flnence 1nst1tutlon£

;fbecause funds from such agencles and from h publlc‘sector act as "

for ndustrlaludevelopment"
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14.4 ~ Agriculture and Rural Development

'At the time of India's independence Indian agriculture was in a sorry

'stete.‘ Total foodgrain production lhad been stagnant, use of modern inputs
’waeiat a low level, rural life, including education and health in the rural
varees, provided little reason for hope for the vast majority of the popula-
ticn. But in a relatively short period of 30 odd years a great deal has
been accomplished. The agricultural economy in some regions of the country
has been completely transformed. Agriculture continues to dominate the
economic scene of the country accounting for over 40 percent of the gross
‘domestic product in 1979/80. Within agriculture, crop production dominates‘
and within crop foodgrains (cereals and pulses) account for 70 percent of
total crop production. In 1979/80 foodgrains were planted on 77 percent

of the gross cropped area and accounted for 79 percent of the irrigated
area. Rice is India's major foodgrain, accounting (in 1980/81) for over

40 percent of the total foodgrains produced. The second most ﬁmportant

grain is wheat which (in 1980/81) accounted for about 28 percent of total :

foodgrain production.

grain production more than doubled. The rate of growth of total foodgrain'
production achieved between 1951 and 1977 was 2. 8 percent per year, which
ranks favorably with the growth rates achieved in the developed world

V(Sanderson and Roy, 1979: 2). But since population also rose the average.fg



yearly increase in per capital grain production was only 0 6 percent.‘ The,;}
history of agricultural prod ction in India seems to be characterized by

_certain periods of rapid growth and other periods of relative stagnation.,7;ﬂ

'Similarly, there have been periods of optimisuand of despair at the food-:

grain‘production performance and future prospects in India._"

,,;Agriculture in India is in the hands of the private ector

jsense that the day-to-day decisions by tens of of 7farm families :

‘agencies., The ultimate impact of such resources has been: to; alter the SRR

institutional and technological environment,.as wellfa:‘t i}economic,

within which Indian farmers operate. However, it n dswto he emphasized

that neither government of India nor. aid giver 'agricultural development

strategy, at . least in the early years of India s'economic development was”ff

»characterized by a systematic, long term view of the necessary and sufficient

n'rhis is* partly attribut- L

'con ;tions to effect agricultural modernization;

'able to,the inadaquate understanding, from the perspectiv of today, of .

,th“ ecnnomic modernization process., Even soi U. iiateral, and

multilateral assistance to India 8. agriculture ector,madeifundamental

contributions to the growth of that:sector;
| John Mellor has argued that aid donors to India and, presuaably,
elsewhere in the developing world) neglected agricult"e be

preferred projects with a,large foreign exchange componen

such projectsiin industry “‘d‘infrastructure but few in agr

Because of "basic ympathy" withwthe Indian 8 own plannec
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industrialization‘*actions by aid donors on loans and grants tied to specific

projecrs reinforced theygrowth strategy of India s:development'ﬁfforts

on investmen in the short run The mas 'e‘investments in the rura inkrarﬁ

structure‘of'irrigation, power, and communication‘would”not ‘and.indeed g

coul not:‘have;yielded high returns until the complementary‘investments iﬁh

in,education and research had been undc taken.

profession.the complementarityknature offp_ysical inputs and humanicapital
inputs with new inputs embodying new scientific discoveries had not been
clearly and widely appreciated. Tbere was a presumption that investments

‘in physical infrastructure were not only necessary but sufficient to generate
and sustain economic growth._ In agriculture, the payoff to investments in
water, roads, and other infrastructure, and ‘even the payoff to farm decision
‘makers of getting price signals "right" was bound to be low until farmers 5
had access to new science-based seed varieties that could make the most
effective use of the fertilizers and the water. - The locational specificity

of oio-chemical (and also mechanical) technology in agriculture, determined

principally by climate and enviornmental condition',3hj fnot been understood

by many economists ‘and policy makers. The recognition of this locational
specificity of technology implied that little success would be achieved in

fborrowing rechnology from abroad or even from other areas in a country lying

'in different geo—climatic zones. -

'"*’fThese are important lessons to be drawn fromithe present survey of

~asses ments of the impact of development assistance to India s agriculture.



Indian'agriculture performance,jpolicies, and prospects have been extenuﬁvelhff

and intensively studied by many‘scholars. For our purposes only a small

tsample of these studies have been reviewed. Indian agriculture is massive:pgh

and complex and development assistance from a 1ong 1ist of donors ha beengiiﬂs

large on an absolutezbasis.tli} i ik

ust‘asbin the industrial sector, the agricultural sector in Ildia

received aid from a'wide variety of sources.ﬁ However unlike industry, inshﬁﬁ

agriculture there was*greater specialization in the‘aid effort.f While thef%ﬁj

A

U.S. and to some extent, Canada provided assistance to a 1arge numbe Iof

agricultural programs and projects whil ‘so financing food and fertil ze
imports, development assistance from other countries was concentrated in

narrow areas within agriculture.’ Development assistance from Australia,

New Zealand Denmark Switzerland the Netherlands, and Hungary was 1argely ﬂv

in the field of animal husbandry, including dairy development and processinng

of animal products., Development assistance from Norway, Sweden, and

Finland»wasilargely confined to forestry and fisheries.. West Germany made

significant contribution to area development programs, Japan to agriculturalp‘

:extension,wand‘the Soviet Union to mechanized farms India also receivedl

size ble assistance from non-official sources such as the Ford and Rockefeller

_Foundations (Governme of Agriculture, National Commission on Agriculture,x

_1976’\666-67)"

The government of India haS' of,course, devoted substantial'resources

IS

to agriculture. ﬁIn absolute term ‘inve'tment funds allocated to agriculture

'increased over fourteen-fold from the Firs"to the FiftNAPlan,(Sanderson and

Roy, 1979.?t ¥ The allocation of governmentaresources has fluctuated




the Second Plan from 37 percent in the First Plan, this was one measure of f{h

the neglect of agriculture in the Second Plan relative to the irst Plan .

However, if it is born: in mind that some of the plan outlays‘on agriculturef

in the First Plan were for completion of lrrigation projects‘begun even before

the First Plan, then the 37 percent figure for the First Plan is an aberra-v‘

tion and a correction for that aberration reveals that Second'Plan¢ou' ays |

as: a percent of total plan outlays were not much below that for the'First

l960's and 1970 s the expansion in acreage wa an;insignificant source of

increased output the growth in output was achieved by yield increases.~‘

Since 1960 irrigated land has grown in relative;angyhbsolute importance.v

Betweenbl950 and 1975 the total net irrigated area;increased by 65 percent,;

from 20 9 million hectares to 34 5 million hectares. TOver two-fifths of |

that expansion is attributable to major public (canal) irrigation systems

(Sanderson and Roy, 1979' 113) Also, fertilizer consumption has increasedﬁg



Table 14.6. Public Sector Outlays on Agriculture (Billion rupees)

First Plan, Second Plan, Third Plan, Fourth Plan, : Fifth Plan, Sixth Plan,
1950-51 to 1956-57 to 1961-62 to 1969-T0 to . 19T4-T75 to  1978-T9 to

1955-56 1960-61 1965-66 1973-Th 1977-78¢ 1982-83
S 2 of Z of % of . % of % of 4 of

Type of Outlay . Amount total Amount total Amount total Amount total Amount total Amount total
Agricultured 2.17_ 10.8 2.76 6.0 T.25 8.4 19.66 12.4 L45.91 11.7 97.00 1k.0
Major irrigatione b.32f 21,5 L4.20 9.1 6.65 7.7 13.54 8.6 3h. 3& 8.7 T9.25 11.h
Fertilizer and - . S S 7

pesticides -~~~ 0,09 0.4 0.31 0.8 2.25 2.6 L4.93° 3.1 15 55 ,3 9 16.88 2.h
Rural electrlflcatlong . 0,08 o.4 0,75 1.6 '1.53 1.8 T.23 ~h.6, 8. ooh 2.0 flh 50 o 2.1

development1 - 0,82 b1 2,53 5.5 3.64 k.2 3,55 2.2 5;03.' 1.3 6 25;A7p;9w
Total agricultural . ‘ ' s SOEMTRNE I A

outlays 7.48 37.2 10.61 23.1 21.32 24.9 48.91 31.0 108.83 27.7 213 88 °30.8

Total plan outlays 20.13 100.0 L46.0C 100.0 85.76 100.0 157.79 100.0 393.22 100.0 693 80 100 0

Sources: Governmeni of India, Planning Commission, Selected Plan Statistics (New Delhi, 1959)'
Planning Commission, Review of the First Five Year Plan (Delhi: Manager of Publications, 1957); GOI,
Planning Commission, Second Five Year Plan, 6 vols. (Delhi: Government of India Press, 1957); GOI, Plan-
ning Commission, Third Five Year Plan (Delhi: Manager. of Publications, 1961); GOI, Plannlng Comm1551on,
The Fourth Plan: Mid-Term Appraisal (New Delhi, 1971); GOI, Ministry of Agriculture and Irrigation, = -
Directorate of Economics and Statistics, Indian Agriculture in Brief, 13th ed. (Delhi: Controller of '
Publications, 19Tk), and 16th ed. (Delhi: Controller of Publications, 1978) [hereinafter, Indian Agricul
ture in Brief]: GOI, Planning Commission, Draft Five Year Plan, 1978-83 (Delhi: Controller of Publica-.-
tions, 1978). ce

a. First through Fifth Plans, expenditures; Sixth Plan, planned outlays.

b. See footnote 5 to this chapter. . v

c. The Fifth Plan was terminated one year early, figures are for four years. .o

d. Includes minor irrigation. i N T

e. Includes flood control.

f. Includes power.

g. Excludes institutional finance.

h. Estimated.

i. Includes cooperation.

s

Source: Sanderson, Fred and Shyémai Rdy.3 (1979)L"
Institution, Washington, D.C. Page b,




Table 14.7. ' Targets and Achievements of Agricultural Production, 1950 to 1982
e C First Plan, Second Plan, Third Plan, Fourth Plan, Fifth Plan, Sixth Plan, -
' : 1950-51 to 1956-5T7 to 1961-62 to  1969-T0 to  19Th-T5 to, 1978-T9 to i
Ttem . 1955-56 1960-61 1965-66 1973-Th 1977—78a 11982-83
Food grain production - - o - ’ S
(millions of metric tons)
Base year (trend)

- 65.6 ‘ 75,1ﬁ~e ﬁ f'i 96.1 107.1 . 119.5,

Target A129 0 . 125.0° - 1ho 5_1hh 5
Achievement Do I

Actual 125161‘35,'”

Trendb o

Additional 1rrlgatlon
(millions of gross hectares)
Total S B
Target e
Achievement - = 07
Major and medium - -
Target R
Achievement °
Minor ’
Target
Achievement : Cen
Fertilizer Consumptlon (m11—
lions of metric tons of NPK)
Target )
Achievement c
Nitrogen consumptlon
(millions of metriec tons), e ST T T S P EIL 1-S SR
Target : S 0.2 : 0.51 - 1.02 o ,3 20‘f. S '3”h6rfl"'-'
Achievement e 0.1) 0.21 0. 58 ‘ i 83.“T SRR 2 89

05, 211-13, Fifth Plan achievements and Sixth Plan targets, Government of Indla, Plannlng Commlss1on, Draft
of Five Year Plan, 1978-73, pp. 25, 129-30, 135, 137. i
n.a. Not avallable a. Fifth Plan targets are for 1978-79; achlevements for ‘the four years (197h-75 to
1977-78) the Fifth Plan was in effect. b. Trend production substituted for actual foodgrain production . .
to eliminate the effects of weather fluctuations and other temporary factors. Trends are exponential. *~
c. NPK is total fertilizer consumption, by weight of principal nutrients (nltrogen, phosphorus, potass1um)~
d. Does not include potassium. ” R i

Source: Sanderson, Fred and Shyamal Roy. (1979). Food Trends and Prospeefs—ihfindia;i‘The Brookihés°
Institution, Washington, D.C.
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idramatically, especially since 1960.r Between

the First Plan and even before, h re was substantial investm

‘irrigation to increase the productive capacity of the land but the principal

femphasis was on altering people 8 motivations and attitudes towards chanwe.“‘

fThe view implicitly guiding rural development policy was that the Indi‘

}farmer4was a tradition-bound economically unresponsive individual who
flacked the motivation and ability to efficiently utilize the resources -at

‘his disposal. The initial approach to community development was aimeduat’u .

fchanging the attitudes of the rural people toward the use of production- .

6, 26) " The farmer was also seen as being

vincreasing technology (Mellor~.l97

“exploited by landownpys money enders, and traders,and this was sought to

ybe eliminated by attempts at landureform, the creation of government-sponsore

'co-operative credit schem ’ and the development of a co—operative marketing

'structure (Mellor, 1976 L30—8)

Of the efforts at agrarian reform, the abolitionfvf the zamindari' “

lsystem was the most successful (USAID/India,”1982' f)f The land reforms o
of the First Plan increased the proportion offlan in owner-operated systemsr
rfrom 40 percent to 75 percent and lowered the proportion of land worked
?under "undesirable" forms of tenancy from 50 fow12 percent (USAID/India,gg.Jg

‘1982 4) Further attempts at agrarian reform were only partially Successful

’fas re attempts to reduce exploitation of peasants by money lenders.



suchxasiroads and wells education, ‘health cottage industry, the co—operativeh'

movement, the role and status of women, the emancipation of the unto ‘h
able" class, and land reform. The U S. government and the Ford Foundation
providedlnore than $lOO million for the Community Development Plf
between 1951~52 and 1960-61 (Brown, 1971 5)
In the Community Development Program the country was divided into &
"Development Blocks",‘each consisting of roughly 100 villages with a total
population of around 100 000., Two new cadres of Community Development
workers were created - the Block Development Officers and the Village Levelbl"‘
WOrkers.f Government capital was used to finance and train the new staff

and also finance the provision of direct production inputs for agriculture,“]‘fs

including seeds, pesticides machinery, credit, and marketing and storage

facilitix. Foreig' technicians were involvedlﬁn the training of . the new }'Efff

staff. In a relativelyushort period of time over 100 training centers for fuiff

Villag 'Level Wbrkers were set up., However,vin most cases these training

centers were located some distance away from the‘existing agriculturalf?liﬁff




’of available agricultural technology.' Dorris Brown cites a report by_f“

u. S.vagricultural technical study committee for the U S,jTechnical

‘Co-operation Mission in l953 which questionned the effectiveness of then

known yield-increasing technology and which felt that economic incentive
'(such as crop prices) were inadequate to motivate the average Indian farmer”‘
-to produce more. The study committee recommended that the Indian government
re~allocate some of the Community Development funds away from demonstration-,
based extension activity towards agricultural research to discover new |
agricultural technology.

The implications of the report were rejected by the Government of Indiah
and by other supportera of the Pommunity Development Program who felt that

,adequate and effective agricultural technology was available but was not

being used by farmers‘ ’ In 1955,ﬂhowever, a Joint Indo-American Team on

Agricultural Research and*Education re-emphasized the need for improved

agricultural educatio and research and proposed the establishment of agricul-

mtural universities in Indiaﬂsimila to the U S federal-state land grant |

Yunive; itiea. Thia proposal*was accepted by the government of India?and

Ahinitiated in five states in India during the Second‘plan.r”_.,“,,.nl

' By the;late 1950is,fIndia s food situation was precarious and food-

;ggrain imports were‘necessary to supplement domestic supplies.,fIndia slh

i[foreign exchange position was also weak and scarce foreign exchange was lyig’

']being allocated to industrial import-

The tight foodgrain situation

fcoupled with some misgivings about.th veffectiveness of the Community Develop-

¢



o

menmbapproach in raisingtgoodyoutpu;'led th(ugovernment to appoint the

he'Committee issued'“t

Nalagarh Comnittee to studx

situation.

in October 1958. It reit‘ ate theh‘iew‘that the agricultural research

agriculture. In 1959'th

adopted by the government in 1960. ﬂ;

Before we turn to the IADP it is;

for major irrigation works. The Indian government‘s 1976 National Commission'

to the program were "being spread tooathinly over a dide area and no appreci-1

able increases in production were being achieved," (Government of India,

National Commi"ion on';griculture, 1976 35) The National Commission goes

,on to add "under thejCommunity Development“Program there was considerable

‘qnphasis on 'emonstration as the key element in agricultural extension. This

fparticular program has generally been described as a failure. The reasons }”

fusually cited for this include inadequate organization and the inabilit‘}tog]‘

adopt a package approach to. crop production," (Government of Indiainational

Commission on Agriculture, 1976 45)
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whilelthexoutput and productivityigainsfcoming out of the Community-'i;hi

Development Program were small, the program did go a long way to improve
and uplift the village enviromment. As Gary Hunter points out in his

careful study of the administration of agricultural development in India,

the Community Development Program established certain administrative j{;;k;@v
structures which exist even today, and the program created an awareness_
among the rural population that the government, through the personage of
the Village Level Worker, was a source of advice and assistance (Hunter,
l970. 26)

Another observer has pointed out ‘that the program activities. under
Community Development were "useful in bringing about a greater cohesive-'hih
ness in the village or community structure," but since scarce financiall
resources were used to deal with ‘many aspects of village life, and only.

limited attention was given to the improvenent of agricultural productivity,f

this short-sighted view tended to postpone the implementation of sound long-r

range'policies devoted to:developing sources of “dependable technological
or substantiveﬁinputs" for agriculture (Mbseman, 1971 71) /

In a 1970 review of U s. agricultural assistance strategy n India,

of India.: thh of the effort on fertilizers was bound to be unsuccessful




s

While tha

exist.

The primary objective

in production could be achieved in certain areas}by“intensive concentrated

efforts in those areas. ’From over 300 of India s districts, 15 istr.cts
one in each state, were selected for the experiment. The criteria or’

the selection of the districts were: assured rainfall andtirr~gatm

facilities, well organized and operating village institutionsfhet in placefjuf

by the earlier Community Development Program, least vulnerability to natural
hazards, and a high potential for increasing food production in a relatively
short period of time. The aim was’ to~concentrate scarce resources (for

example, fertilizers, pesticides, credit technical water, and farm manage~

ment assistance, etc. ) in the’ more responsive, more 1ikely to succeed

districts., (The above and the next few paragraphs draws heavily on Dorris_ o

Brown ) ’ o
The IADP was assisted by the Ford Foundation, USAID, and the Japanese .
Government.' The Government of India and the state governments provided more

than $30 million for the first five years of the programj(Brown 1971 14) Evenson

and Kislev, however, on the basis of state budget data conclude that until

1975 a total of about $100,million had been spent.;iThey add "It (the program)



lued

cost roughl" onelﬁéif”sgﬁﬁﬁéﬁ' s the. research, céi@i&i&s?iﬁfiﬁ&iﬁ”&é&éﬁé&fes*“‘

’The Crisis of Indian Planning,, Lipton questions ‘the rationale behind ADP, - f

1had been given to determine where thei xpected rate5offréturnionﬁthe;package’

ZOE practices was the highest.

Brown s study cove'ed the'period of the first five years'of IADP.;,ur

}In a preface to his study, S R. Sen calls‘Brown 8 study'an' independent f1~

'evalu tion of the IADP."V Curiousl Sen‘;dds that Brown;was actively involved

in the»implementation of the program as a consultant for seven years.; While
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'this close association with IADP may not haveiaffected Brown 8 objectivity

in evaluating the program, the methodology employed by Brown was subsequently
adopted by many Indian research workers in the field. The Government of
India in its own evaluation of IADP also used the’same,methodoiogicale?su

?

,approach.; ‘

\in‘the country.— Then, he divided the rates of\growth n;the districts during

of cash CTopSs. However, there wa no,significant difference

same district," (Brown,197li?92)"
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?NeVerQheleas;ﬂBrown attributed'importantjconclusions to-tne;iap Xperi-.

‘mén; It helped demonstrate that most Indian farmers operate with econ

rationalitw“lThe TADP experience guided the development of and the diffusion

rof' then-new "Green Revolution" technology. Data from IADP cro: field

tests and‘other special atudies helped government policy makers‘evaluate

;conditions., The”improvements leading to reduction in economic and technicalwh

xchoic errorscanyarise from two source3°" (1) farmers mayfut lize avail

rces in a more cost-minimizing manner, and. (2) there naybe' improvementsﬁ

éin;factor supply efficiency, invluding supply of credit



Qmun their viewvthe test of““he contribution of the IADP program has

village institutions probably implied that the selected districts‘hadﬂless g

economic'slack than the other districts.t if;;~i
Evenson and Kislev set up an econometric estimating equation where thel[
dependent variable is district total factor productivity. The explanatory l'

variables include expenditures on agricultural research in the state in ’

which the district is located-'expenditures on agricultural researchfouts‘ e

the state but within the same geo-climate’region, the»rate of change of”total

factor productivity in the district in: henfiv yea ' Pr10V‘to IADP, o

is used as ‘a proxy measure for -the level of economic slackiexisting t: the :

start of the program.: They also include”an "interaction":

period l960-7l including 7 IADP districts.w Qualitatively
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The IADP effect was picked up by th fcoefficient of the dummy variable for“ﬁ

the;IADPwdistricts which had been introduced;i‘ ’ at] atio
was positive.‘ Also, the coefficient of the pre-IADP productivity index was'l
significantly negative which implied that the higher the early period -
productivity gains, the lower the economic slack at the beginning of the

IADP program, and therefore, the lower the potential for total factor

productivity gains in future periods.h They also examine the interaction‘

between the IADP dummy variable and the agricultural research variables,

and-con_ ude that the IADP prog:am complemented the research inde

to. increased yields, but substituted for research in terms of the contribu-}

In summary, Evenson and Kislev conclude that the IADP program induced

significant increases in the use of modern inputs, especially fertilizer. o

But when these increased inputs are" (netted out" in the total factor ,

productivity computations, thc contribution of the IADP program becomes

modest. And because districts with relatively low economic slack were

chosen, there was a relatively small impact.x The key element was thavaﬂljwt.

‘The crucialrlesson ‘tha can‘be drawn from the IADPVexperience is that”

while the use. of madern inpwys especially fertilizer) expandei, th' payoff ;

in termsnof increased output. was small. The reason for that:was that,since?
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lno new biologi“all o rcesiof permanent income were being produced’(the'Indian “

agricultural research} ystem:was in_its‘infancy), the'marginal productivityv o

vbecame_available. The new biological technology could not be(brought in

was'constrained byﬁa.relatively undeveloped.agricultural science capacity in -

_India. Further, within f;country also there are significant differences in

soils, weather, and environmental conditions and these 1imit the possibilities
for borrowing plant material across different geo-climate zones within a )
country. ,&v.

Simultaneously with the IADP program to which AID, Ford Foundation,,{f‘

and other agencies made significant contributions, there was underway in {7

.India -

important institution—building program whic was to lay the founda-

tion for abscience-based agriculture>in‘India.~ This institution huilding

to serve agriculture received substantial assistance from the U S AID

'and from the Ford and Rockefeller Foundations

» The physical facilities'- i

»for agricultural research and the scientific cap it' to produce a stefdy =

stream of‘scientific knowledge and methods applicable tovlndian"onditionsij

_Kimportant prerequisite for sustaining agriculture i’ Indi'

Aor even sense of purpose within the agricultural research SYStemig.l,hfl_,
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"very striking effort spanning more than a decade," the"Rockefeller Founda-s
tion, the Ford Foundation, the U S government, and other agencies provided

scientists and technicians, financed the foreign training of Indian gf

scientific personnel and provided the basis for a. growing and rigorous

research establishment._ Hellor characterizes the early American effort to .

lntroducexa system of agricultural universities patterned after American i

land‘grant niversities asva;fheavy-handed approach to technical aid" which,

vfortun tely, succeeded only when it was properly adapted to Indian conditions

by Indian'administrators (Mellor, 1976: 225-29)

The Indian agricultural research system in its present organizational .
form is of recent vintage which only underscores its rapid progress. S.;
Randhawa,_in his highly readable history of the Indian Council of Agricultural
Research, published on the occasion of the fiftieth anniversary of the ICAR

notes and mentions individuals who played a key role in the effectiveness of |

‘aid assistance efforts inlIndia (Randhawa, 1979) He singles.out the h‘

contributions of Dr._Frank<

fParker ("a real . friend of‘Indi_}with a,,"

passionate concern for its people and their agriculture") who was the chief ‘

;fertilizer resources in India (Moseman, 1971 73)

e In recent years most observers of the Indian agricultural research

‘é&éi ‘bcharacterize it as one of high caliber relative to?that.of mosi;other
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developing countries and even¥compared to that of someldeveloped countries._

For instance; Ruttan says that the systen in India "i‘ clearly one of the ;

half-dozen most signific: t ‘ational agricultural research systems in the;:

colleges. Six U S._universities under USAID—financed contracts‘in the

in Indian agricultural universities; ;ii;f,f_‘f

'started functioning in Uttar Pradesh_state in 1960 |

yhigher rafe of agriculturalf rowth. Randhawa argues that the‘. utstanding

achievement (of the agricultural research establishment) is attainment of

self-sufficiency in food by the country," (Randhawa, 1979 iii parenthesiS'
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5‘Mosr of the increasekin the prOdUCtion °fffereals has occurred :fter

1965 and is, of course, du rprincipally to he introduction of  the highd

(Rand) wa, 197‘ ';reface; vi)

mwThe investments in agricultural research in India have yielded very.

n terms of agricultural productivity.; As Rutt.( has hownvabove

in Chapter»lO,lthe results of a large number of studies of the contribution

of»agricultural research to productivity growth from both high and low income
countries indicate high rates of return to investment in agricultural research.

The studies on India also indicate high rates of return ‘to investment in |

agricultural research (Evens and Kislev, 1975 Evenson and Jha, l974 Karam

Singh 1974 and Kahlon,‘et al=al977) The results of these studies are cited

in:Chapter 10.,3;;,__v_kyd
| 1 Evenson and Kislev, Randhawa, and others have also argued thatgonek"'
measure of the maturity of institutions to sustain agricultural development

is the quality and quantity of rhe scientific output of the scientists in

the research system.' A proxy measure of scientific output is _he number of

books, monographsﬁ and journal articles being produced byvthe scientists

Randh a rovides a list of all such publications since 1929.‘f_f'“

12 bookszor monographs had been published between 1941 and 1950 4 published'

between/l9Sl and 1960 38 publications, between 1961 and11970 76 p lica-

tions‘land between l97l and l978 59 publications. Randhaw also,points out




ngricultural Sciences, the Indian Journal of Animal Sciences,»Indian Farming,

Indian Horticulture, and a Hindi language magazine called Kheti. Evenson pih
and Kislev show that between 1948 and 1968 the number of publications by

research workers in India (some of whom may have been non-Indian) grew rapidly.

There was. a shift over time away from7comm rcial crops such as sugarcane

~and cotton toward foodgrains.»._‘”'“

The present position of agricultural research in Indi provid

1foundation for a relatively promising outlook‘:or Indian_agriculture

fassistance played a crucia ‘role'“ ‘the davelopm

which:must be one'of the greatest successes of_aidﬁlffort by the U.s

Food Aid Impact Studies

'fduring her First Plan period. Foodgrain prices. were stabletdurlng that period.

fBut from the beginning of the Second Plan (1956-57 to 1960-61),India spfo d‘

ﬂimports'began to increase.w The lagging agricultural production and - a”growing

;foreign exchange crisis compelled the Government of India to en er int an

L

gagreement with the U S for the import of foodgrains. Since thatifirst gree-

jment several other agreements and supplementaries were signe :

lcountries. The agricultural commodities thatgwere shipped to ndia were wheat,




"tive effects of food aid do increased imports of foodgrains resu
misdirection of investment by reducing the incentive to invest to raise

domestic production. The other focus of these studies addresses the question.

does control over the uses of local currency proceeds of PL 480 sales provide

a means of influencing development policies of recipients by the U S ’

As Isenman and Singer point out in the discussion of the above issues

‘ the'direct purposes of food aid hawe often been overlooked (Isenman and Singer,

1”Food aid provides food for the hungrv, especially target groups
: like children. It provides financing for specific government development
Y h_in the rural and other sectors. Food aid can - be used to build

7up=food stocks which ‘can then be used to moderate price increases. Food aidv’




recent monograph—lengthfstudy on "the effects of food aid programs on develop-

ment, producer and consumer welfare agricultural progress, and fiscal structure

in recipient countries;twith special reference to India. There have»also.been

.numerous journal articles dealing with the impact of PL 480 on India,'the most

‘recent;of which is the “'“‘by I“enman and Singer (l977)

”C“The first to express some concern about the possible negative effects of
agricultural commodity aid on the recipient countries was T W. Schultz (1960)
Others disagreed with him by either denying that there was: any production ﬁf»
hresponsiveness to changes in price or that even. if there was such responsive-

ness, it would be small (Rogers, et al l972)

'fff Mann (1967) developed an econometric model to measure the price’

duction effects of PL 480 imports on the Indian economy.ﬁ His mode‘Aconsisted

of a supply equation, a demand equation, an’ income-generation equation,

clearing identity.‘

cereals under PL 480 of one pound; ssulted 1

1about 0 5 pounds of cereals per capita..

Outputvtende‘ to rise in,later ears

“so that the depressing impact on output was reduced to about 0"3 pounds per‘u

'capita in the long run., Mann measured only the direct impact of PL 480

:import9° the indirect impact via the effect of readily available food on R
vplanners attitude to agriculture was not estimated

' "Shortly after Mann s study,Streeten.and Hill examined the PL 480 issue

‘(1968) They did not attempt to estimate an econometric model but relied on
Qa commonsense approach.a They argued that the growing size of U S. food ship-

vments was entirely contrary to U S.,aid philosophy since it undermined Indian
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self-reliance and‘"India s determination to tackle its agricultural problem

l ":(Streeten and Hill 1968 342) Though weather plaved a’ role in the

ser

wea, performance of'agriculture, at 1east in l967 India had not hit upon a :

combination of policies to ensure ‘a high and sustaine .rate of‘growth_in

'agriculture. They also argue that during India s Third Plan funds arising

from PL 480 aid financed over 10 percent of public"evelopmental 'utlays._

'Since the Indian government was aware of theldangers in: excessive deficit

on agricultural production via'its effec onifarmer incentives, Streeten and\

Hill argued that the‘evidence linking;va480 imports and lower evels of

'cereal production is."strong but circumstantial.ff’“

to the conclusion that sizeable food aid tog ndia wouldgc tinje, butﬁthat;ﬁ}

food aid should be used to stockpile cereals.

by Rogers, Srivastava, and Heady (1972) Srivastava, t al built a. multi_?i‘

equation econometric model similar to that of Mann, except thatvtheyvinclude'v

an additional equation to separate cereal purchases on.. the open,market from

those in the government-run concessional market at subsidized rrice 'thheir

conclusions are stated as follows.(f"Each kilogram of PLJ480‘cereals isﬂ

estimated to have depressed production of cereals by 0 027841 kg.,

450 480 metric tons.‘f im; rts, production wasfdepressed bv__2'600’tons over a

lé-year period with the: major impact coming asia: resultlof th first‘anda‘g_f
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:vsecond round of=price changes.‘ Comparing our estimates of multipliers with

cu ‘lative impact of distribution through¢a‘differentiated market

"is about one-tenth the impact with a non—differentiated market" (Srivastava, et al,

o policy implication of this;,ij that the "“’ative impact of PL 480 im-

_'ports on domestickprices and supply can be significantly reduced if the commodities

distribution of PL 480 grain "hasjdepressed domestic prices in the open market

,by only 0 02 percent" (Srivastav}.,et al 1975 51)

f One further interesting finding of the authors mav be noted becausefit;is
important to appreciate ‘the inter-regional variability in’ the availability of

food. Beginning in the late 1950's and continuing since then, the countryﬂwas

divided into food zones and movement of grain across zones was restricted. é"

The idea behind this institutional arrangement was to enablc.the governmentrto

" procure excess foodgrains from surplus zones and distribute them in“the deficit
:zones through the fair price shops. But since government procurements fell _

‘far‘short of the distribution requirements, PL 480 cereals were used to change

}ithe distribution of cereals between the states. Srivastava, et al finds that
'""the release of PL 480 food aid through the fair price shops has improved the
"interregional distribution of cereals in India" (Srivastava, et al 1975 54)

. Isenman and Singer (1977) eschew an econometric model formulation in Q;

Hfavor of a: commonsense view onkthe;impact of food aid. Between l957 and 1971
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large quantities of food aid (mainlyaln the form of wheat) were provided t‘“"""'""

"India f"‘i"ﬁ"’ & "vwi’fiAVf""ﬁ'""'f n on! ‘.L ear ,of the food aid period'
,1960/61 to 1962/63 did the relative pric of food fall below that in the

reference or benchmark years of 1955/56 to l957/58 In analyzing the‘impact

of these changes in prices on: yields,_they conclude "there is surprisingly

little.evidence of any systematic""etrimental effect on yields" of thl,reduce;;zi"

| 234)“'

tionfin,t‘e relative price of foodgrains (Isenam and Singer, l977ﬂ

Quite,apart from these impacts on prices and yields, food aid

role in providing resources to the government.: Isenm : an_JSinger,
argue that food aid provided resources equal to 10 percent or more of gross

investment in the Indian economy in*the first half of the 1960's.‘ Earlier,f

Streeten"and Hill had argued that "during theuThird Plan funds arising from PL

s

480 aid financed over lO percent:of ‘ blic?developmental outlay. PL 480 aid

accounted for 56 percent of the external assistance to public outlay.i Because

of the dangers of too much deficit'financing and of the unpopularity of higher

taxes, the Indian government has had"an interest in making PL 480 imports o

and""ales as 1arg;:as possible to raise funds to finance its plans" (Streeten

').'

fby the food:aid'which India received.n Such food aid enabled the government



,"to maintain large subsidized food distribution programs while, in: the eyes of

,many analysts, not adequately addressing some basic questions of foodgrai‘,;;

production and distribution" (Isenam and Singer, 1977: 213) On the otheri&f
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ASSTSTANCE 10 KOREA-

08 the case scuttos ndersaken £n this quvey, Souch Fores Feprasents |

_strates the extreme difficulty involved in attemptin_f(especially
during the aid process itself) to assess the influence of aid donors on

the macroeconomic policies of the aid recipient.

‘* Because of the uniqueness of the Korean: experience and the lesson3f

fthat are involved for the assessment of aid generally: this3

ocuseslheavily on the aid experience during the years 1933‘to'l965 &These. e

uwere the years during which aid was an’ extremely : factor in the

South Korean economy and the years during which the South”Korean economy’gw;;

was transformed from a dependent, relatively slowly-gvowing economy with»:i

numerous distortions into the most rapidly growing economy in the entire.ff

world. Section 15. l provid‘s a brief outline of the economy s structure"

and growth during the years under review, and also brings the reader quickly

up»to‘date as \o later developments.~ Section-15 2 covers the aid relationship

during that period and the lessons that nay be learned about the macro-;;:g;ffj,

economic role of aid in the development process. Section 15 3 covers the

relationship berween‘trade and aid in the Korean economy during the years
under review.~ Section 15 4 finally, covers assistance to agricultural

. and rural development._



215?iﬁ Economic Growth in So’th Koreaﬁf

vKorea was a Japanese colony until 1945 when\1> was Alperated Dy toe..

ilitary forces.: The upheaval a?sociate with the end of colonialﬂﬁ

ﬂlied;

;tatushwas economically difficul' Thevrateyof inflation prior o’the

rapanese withdrawal was in excess of 100 percent a month.f Most busi‘es es“

vere Japanese-owned Normal trading ties were disrupted ‘_In the Korean:

.ase, these difficulties were reinforced by partition of t

:eninsula.‘ South Korea was the predominantly agricultural part of the:

~ountry ; It had relied heavily on the nor‘h,fo"supplies of electri ;power

ﬂﬁdi ,y manufactured goods. '

Reconstruction efforts dominated the 1945-1950 period. These ng y

1 distribusion;ofpland which left a relatively egalitarian distribution‘(uf

&ithi he}rural sector.l Major resources were devoted to developing the
(orean ducational system.; During the Japanese period all education had

:ee“,in the‘;apanese language.“ Few Koreans had been educated beyond high

large'part to the relatively sizable flows of ’id under the military

government (until 1948) and by the U S.fEconomic Cooperation Administratior

(ECA) aftetfthe founding of the Korean Republic in 1948. -.-”*g’

By 1949 Atheremwas a major debate within the American administration

and:Congress over the future of South Korea and of American assistance to

that country., Although assistance wasxcontinued, it was at a substantia113

lower level than had been recommended by ECA. While the debate was still

unresolved in the late spring of 1950 North Korean forces invaded South
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wen more devastated than it had been in 1945.f Most‘of the progress that:iﬁi

“fThe“orean War”also left some other»legacies which proveA damaging

Amon these were a hig rate.

Inflationary pressure was associated with both (a) the strains
hat.had een pu 'upon domestically available goods when the demand for th
welled unde. pressures of war and (b) the purchasing power of the foreign ff

dlitary forces while supplies dwindled because of the warlqb'w'

ith a high‘rate: frinflation (which was in ‘excess of 50 percent in’1953 0

o’1957) was. au elaborate eystem Of GXChﬂnse control and' “1tip1; exchange;if

During the Korean warﬁ:the American;government had naturally wished

o‘enable theiryforces serving‘in South Korea to buy goods and services "ilf'

ocally. jTo‘do”so; it was necessary to purchase Korean currency from the
orean government., Negotiations over the exchange rate at which these
wurchases would be made in the context of rapid inflation, combined with

he Korean exchange control system which was necessarily partly underminedlf
y the emergence of a black market ‘resulted very quickly in a- multiple ey

xchange,rate system., By August 1953 nominal exchange rates varied from'v
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The;reconstruction period in South Korea after 1953 started with an

vextreme'macroeconomic imbalance. "he imbalance was partly offset during

;the‘l9503 by sizable inflows of American aid (see Section 15.2). Three
Astructural features were particularly important for the dramatic difference
lin the Korean economy during the l9505 and the l9605.‘ ;' | | |
| The Korean economy, like that of most developing countries was pre- ;,rf
_dominantly agricultural in the l9503. Mason, Kim, t al., estimate that :d;{
44 percent of GNP originated in agriculture in l9<3-55 with only 13 6 ;j:fjv-

percent in industry. / Even for the l960-62 period agriculture accounted

for 49 9 percent of GNP and industry (including construction and“ til,

only l8 2 percent of GNP.J Hence, while there was some change in theﬁ

relative importance o"primary and secondary industry, structural ransforma-

tion was relatively slow during the“l9505c'ff7;»*ffﬁ :

' Second, private consumption accounted for 80 percent of GNP in thei

’1953-55 period,’while investment accounted for only 11. 2 percent of GNP.?, ;'
5The average S ;~ ' *“te 13 estimated to have been only 2 9 percent
‘ Foreign savings (primarily aid--see Section 15.2) accounted for 8 3

'”':,of GNP. This was almost three-quarters of investable resources.«fr-

fIndeed“ in l956 net domesticfsaving was negative (See Krueger (l979), hﬂ;‘




TahleLSZ) Moreover, the situation was relativelyLunchanged byil960xd

for rapid growth that a postwar reconstruction periodvalways presents Korean 3

economic growth during the 1953-60 period was relatively slow (Tablerl5 1) -Kit
Secondly, foreign exchange difficulties, which arose. from the continued reluc-
tance of the authorities to devalue the currency in the face ot rapid inflasviy
tion and the desire of the government to increase its aid receipts, led to=J

the continuation of the complex system of multiple ex hange rates and strin-EV

gent import licensing.u The inefficiencics associated with the foreign exchange

shortage itself the multiple ex ange rxte syst'l, anlithe inevitable f‘j"'

corruption that surrounded its‘administration were certainly responsible for

the diversion of resources from the export sector and the consequent failure

af resources from the export sectnr and the consequent failure of export” |

=arnings to grow significantly. In turn, the pull of resources into import-
*ompeting sectors resulting from the sizable margin of domestic over foreign_“
>rices was accompanied b pronounced inefficiencies. ‘These phenomena were, of

.ourse, a large part of the explanation of the relatively slow growth

~eferred to above and documented in Table 15 l.~ 1:L,wtf'*"f

‘Statting in the late 1950 's;. a series of policy reforms was undertaken.

\ first step was a general tightening‘ofgmacroeconomic policies - monetarv
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beﬁféé Mason, Kim, et al (1980),_The Economic and Social Moderniza-.
o tion of the Republic of Korea (Cambridge Harvard University;
Press): Table 12. R e




unification of the exchange rate systemrg:The purchasing—power—parity

effectiveﬂexchange rate for Korean exports, which was 223 8 in 1955::rose :

to 319}6 in 1960., This repnesented a massive 42 percent increase in,real ,_lff

receiptsiper dollar of commodities exported. And it probably represented
a- much greater increase per dollar of value added in’ export production. i
The exchange rate reform was accompanied by the installation of additional,,7~=
export incentives, including export subsidies, access to subsidized crndit,zuﬂi
and rights to import goods without payment of duty.kh_yb

"“Despite the fact that the new government was not initially able to 15"}’f'

cont :n*the rate of inflation, it maintained the export incentives through,

changes.in the subsidy rates between formal devaluations. Throughout the

1960's and into the early 1970 s, exporters could be assured that, regard-af.I

less_of the rate of domestic inflation, the real return on their exports

'ould be,protected"

Y export-oriented drive led him, snd the entire government, tobasso- ‘1"

-;he‘achievements with the success of the e ort drive.

Before turning to measures of the degree of , ccess, some other policy_

gmeas res should be noted.;*in¥1964 budgetary reforms were undc*taken, which
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Combined with budget&ryp‘ form were interest rate reforms

41964>interest rates charged on‘loans were subject to Ceilings set’ bywthe"u3h

‘government. NaturallYT’ here*was excess demand for credit at these’ ubL,

'sidized interest rates:(although there was also a very active curb"market

'at much higher rates of interest),.and'the government was. a key facto int

influencing banks in their alloration of~ credit.» The governmentn s’ ability

to steer credit had been an important A .trument in encouragingﬁexports

subsidy element in loans fromuthe banking system.s(

: »K». -

These, then;,were the major reforms. In a survey such as this; it isfi
necessary to pass over many more minor actions that were undertaken almost
‘continuously which permitted the efficiency of the economy to grow rapidly.
There was a liberalization of the import system._ Customs and other pro-

cedures surrounding export and import regulations and entitlements were

streamlined yThe government itself was a major actor in the transformation;

,keep the capacity of ports,,commu'_ ations, and transport"'



‘,vucky in the weather. Both 1960 an fl962

Bd 1964 however, success was beginning to be apparent._ The only

,question in‘most observers minds was how long such a rapid rate of economic f

;could be sustained. It was sustained over a per ,d ?f more ”han4w

"15 years, resulting in a complete transformation of the structure ‘and

fperformance of the Korean economy.

From one of the poorest countrieskin the' ate 950 s as,meas ed by

'per capita income, Korea became one o the;richest

The shar of,agriculture*

;in GNP fell from 37 to 16 percent (despite he' fac 'that agricultural utput;,

jgrew at the very satisfactory rate of 4‘4 percent ann» lly-in‘thei1960 s)

hover the 1960 to 1980 period.{ The share of industry'rose,from 20 tol4l'

fpercent (with that of manufacturing rising from ,4 to 28 percent) Even

lmore striking was that the ratio of g“tss domestic investmenjiin GNP rose |

hfrom ll percent in 1960 to 31 percentiin 1980

while :exporcs ‘f S

to. 37 Per,ent of GNP-”?ﬁfiﬁ}ﬂY;i’{L@i:°



‘fﬁﬁi”ﬁiéti? ndicators of Korean Growth Durin-‘
R ‘average annual rate ‘of growth)tﬁ

Industry

;prfce Mason, Kim, et al (1980), The Economic and Social Modernization
e of the Republic of Korea (Cambridge: Harvard University Press):
Table 12.
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had ‘previously been: regarded ‘as, unattainable.; Korea has’ few;natural resourcese

; ddle East), and sustain the momentum of ecouomic growth The“

growth,of; ealyGDP in South Korea is estimated to have been 8 6 percent in
| 960! and 9 5 percent in the 1970'9., AlthOugh the economy is -currentl

facing some severe difficulties (1arge1y as a consequence of the fail re o”;_f:“.

maintain the real exchange rate and;ihe rea1 interest rate during theélate h'

1960's, combined with a premature decision to develop heavy industry), the

lessons for aid originate in the rqnarkable change in Korean economic policies;

'a“d e°°n°mic performance between the 1950's and the 19e.o's; =

hat'is the subject of Section 15”2.
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The Role Of ‘ALd in Korean Econonic Growth

Ad about 77 percent of all savingsl(with foreign savings in g

total accounting for 88 percent of all savings. "The period of Korean

8rwyth was one . of a gradual reduction_ofrthe importanceof‘ai'.(WhiCh nade

th returns from increasing domestic savings,less than they;wouldvhav

othe ’ise been)

Once the Korean potential for rapid'growth had been amply‘demonstr ed,

Korea was able to obtain foreign’resources on'the'private international. e H"Qﬂf

capital market, and thus to enhance her growth rate by foreign borrowing.:
Even in the 1965-74 period foreign borrowing accounted for 42 percent of E
gross fixed capital formation, although capital formation as a percent of
GNP had risen from 10.5 percent in the 1953-62 period to 22 7 percent of

GNP over the 1965-74 period. Thus, once the transformation to rapid growth:}pfff

was well under way, South Korea could rely on the external capital market

for additional resources'so that profitable investment opportunities cou1)~ J.ff

be exploited beyond those financable with domestic savings., e
ff There faiH two important questions on which the

experienc° sheds some light. The first is whether

'dﬁ:'manifestly ill advised domestic policies, \oreign donorsﬂ

contribute in any manner conducive to economic development.ﬂaThe

-secondsgi ' tﬁe, role of foreigngdonors in ‘th dialogue.» Since

foreign donors, cannot have“ ro "?Zunless ithey r;}ei ;ﬁ, fact
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‘.7 Table 15.3,. . Ratios of Aid Imports and .
R .. Net Foreign Saving to GNP,
 Total Imports, and Fixed
" Capital Formation. =~ .

B 1953-62° .~ 196364 : - 1965-74
AVR’vti'yas to-GNP of: L L
".Y"‘Tb“tal imports. + '  11-7‘ S S 718,
 Fixed capital formation: - . 105 2.
Foreign savings B S T
~ Aid imports s

| 3:’;":"26_7_‘ o ‘

Ratios to Total Imports of: - .
Foreign savings. o 78

~ Aid imports 69
Ratios to Fixed Capital Foﬁhition
 Foreign savings. .88

" Aid iinports LT L5

Source: Derived from Tables 43-and 44, 1+ -0 70 T e

_Source: Mascn, Kim, et al (1980), The Economic

L and Social Modernization of the Republic
of Korea (Cambridge: Harvard University
Press): 185.
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'able '15.4 Aid-Financed Imports’.

)Relativevto Total"w :

Imports ...
;($ UsS. and 7.of
total imports)

Aid-Finunced Tmoorss

T “Total “US. Share
; Gravt*  Loan® Grunt® Loan
Torallmports Amt. % Amt. % Amt. % Amt. % -
71953 © .345.. ° 201 58 71 59
1954 243 149 61 132 54
1955 341 233 68 215 63
‘ 386 320 83 .. - 30479 oo
©85.. . 369 .83
823140 83
Civiaa0 2
63
1232, 55
.{w  £[39,1;
15 _ 1;’:1.0.(1‘,.
9.7169...9 107 6
9101 .5 82 4
7519378 51 2734 o1
3 342 14 5 0 19 8
1 2245 2 0 123 '3
0 186 3 1 9 2 0
© 348 5 |

‘Souru Suk Tai Suh, Import Substitution and Economic Development in Korew, -
(Korca Development Institute, December 1975), pp. 221-222, U.S. grant .ud SRR
is from BOK, Fconomic Statistics Yeurbook. R

otes: YTotal grane aid includes Jap.m«.s» grant funds from 1965 on, o
. QULS. grane aid includes cechnical assistance coats in addition to commodity |mports.
" ©Loan aid includes loans from international organizations and public bllatcral loan:.

Source: Mason, Kim, et al (1980), The Economic and

Social Modernization of the Republic of
Korea (Cambridge: Harvard University Press):

206..



-7 Percent of Fixed

. Capital Formation
" Foreign Aid
Saving - Imports

o107 79.

.68 .48
LT 66

1 '..U::T e 10,6:‘

Fixed Capital
-Formation .

1953 =
1954
1955 .
'1956 .
1957 . 7 -
1958 o
1959+
1960 i
1961 o
1962

Avenage.
1953-1962°

1963
1964 .
16s, _ .

Average
1963-1945_

’ $&§6n; Kim, et al (1980), The Economic and Social Modernization
 $bf‘the Republic of Korea (Cambridge: Harvard University Press): 207.




negotiators ' ful 1 y

‘difficulties associated with the excess-demand multiplv

rate,3 inner-oriented ,}that the

‘following. There -little‘doubt that,

,negotiatorsaawon,‘concesaions from the .

fCole and Lyman, 1971) Because the United States was political

;o the maintenance of the South Korean government, the bargaining%power

.nherent in the American_position was relatively weak.‘f“;

ﬂ;Thus, an’ observer, as.o. 1958 or 1959 might have concluded-wit, some

ustification that American aid policies were erroneo caus theyxorean

overnment was following inappropriate economic poli' el

'retation seems to have some further support in that hevpolicy reforms that

rere undertaken in 1960 seem to have originated largely in a consensus among

he Korean intelligentsia that changes were nec' the country was to’

ave any}reasonable}future@ But the discussion_within Korea was certainly




furthered and to ‘some extent stimulated by the fact that th“:United States

had,'as a policy decision, announced that aid levels could not be expectedx
to increase and would, indeed, gradually decline.’ Given Korea s,dcpendence
on raw: material imports, that prospect threw into sharp relief th propos

tion that only sustained growth of export earnirgsrwouldppermitf

vSecondly, there is a major important, but unanswerable quea-'

"wtraining in the United: tatea of many Koreans in the U

States. Their influence in the discuasion is unknown.

Indeed it is extremely difficult in any situation to document or

measure the ways in which ideas are;transmitted. It was certainly the at


http:earnir.gs

lthat it was internal Korean political discussion in support of policy

{changes that was the immediate impulse for change. But it does not follow
‘that earlier discussions had had no effect. The importance of the' policy

'dialogue is further supported by the fact that in the early 1960'5 Ame

‘economists associated with aid were intimately involved.: in: later stages ofhWn:
therdialogue and policy reform. Certainly, the budget and credit reforms ;;f
of 1964 were worked out with the collaboration,of‘American‘economists |
financed by USAID (Mason, Kim, et al, (1980): 330). Later tariff liberaliiae':
tion was. accompanied by the same sort of collaboration between Korean o

‘policy makers and consultants provided by USAID.

i“It thus seems impossible to reach a firm conclusion on7?the

and thatgforces

aome_influence,

vfavoring -reforma“ were strengthened by u. S. aid. Hhe"

fAmerican pressures is more problematic. The safest conclusions are:

(l) that American aid in the 1950's did not reduce the probability that
lpolicy reforms would be undertaken; (2) given the political interest of the _
fﬁnited States in South Korea, it is remarkable that the American authori-
itieaftook as strong a position as they did with regard to Korea's economic
:poliCies; (3) there was surely some donor influence on the intellectual
batmosphere that prevailed when a political consensus was finally reached;

(4) a contemporary observer could not, from the vantage point of 1958 or P

-1959 have perceived any influence of American aid on Korean policies and

1(5) the fact that American aid officials already had experience in,

;understood some- aspects’of he Korean e ”d@&?pigééq;gﬁéa in



influencing. their success.‘ Without prior experience in the orean

' believing tthéan

.raffecting

: '~‘_‘che 1956-60 period. Undoubtedly .some f}‘i

wfvalue in paving the way for the success of the export-oriented drive;’

’This was certainly true of the educational reforms and assistance t

ducation undertaken under U S auspices in the 1940 s and 1950'



'vernments#nreJundertaking” i1145dvised

;economic policies than is program support. But even this conclusion must'f;’l’

;be qualified. The policy dialogue in Korea in the 1950's centered around o
?the'level of program lending to ~support the import program, and not

'around individual projects. Whether the same intangible influence on the'f

'climate of opinion could have been realized under project-only 1ending is
,fcertainly an open question. Possibly, in the absence of further evidence,
‘_the safest policy prescription for a donor confronted with a potential

; recipient whose domestic economic policies are suspect is to have a relatively

fhigher proportion of prodect aid rhan for recipients whose domestic'pol

{are deemed conducive to growth.3"
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associated with overall budgetary and monetary policy: and'the exchange con-

trol regime which provided the wrong gnals*for resource allocation within

the domestic economy.ifﬁ,faﬁ

For the 1955-63 and the 1963-75 periods, the fraction of output
growth attributable to export ‘expansion, import substitution and domestic,
demand expansion has been calculated by Mason, Kim, et al (1980) Table

29) ,According to their estimates import substitution accounted for about

26flircent”of manufacturing output expansion in the earlier period, and

7 percent in the later period. By contrast, export expansion accounted

for,about ‘9 percent of (slower) growth in the former period and 39 percent
in the latter. These results are confirmed by every other indicator of

Korea s -economic performance' within tradables, and especially withingthe

manufacturiug sector, resources were allocated in radically different

directionsiin the import-substitution years than they were under hi expc

pr tionﬁstrategys [f.j ,

In’ the former period;,foreign assistance:really substituted for,foreign

exc ange earnings - especially when, form of program aid.;ﬂfn

it‘could not contribute as significantly't development prospects.’ as

7had more appropri liﬁies'been in place.\;l”

the atter.period, foreignyassistance (to'an ever.decreasing degree) and
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'aubsequenrly foreign borrowing permitted the Koreans to take advantage of
highly profitable projects sooner than would otherwise have been the case.
| While it therefore permitted a higher rate of investment than would other-
wise«have been possible, given the domestic savings rate, it did so;inna

'highly productive manner.

;“Som fof the Korean investments financed through aid in the 1950 s -3

Pespec lly‘in the import substitution sectors such as cement - had very

gio of return. The lesson for aid that derives from this is that

fone cannot divorce sectoral assiatance programs even if they are 1;

3“ x;.._,tered under project 1end1ng. from overall macroeconomic policy

*considerations. ‘As is discussed in Chapter 8 of Volume I. of this su}if;f

it is vitally important that the assessment of individual projects be:

undertaken only in the context of appropriate estimates of the inte

prices (as contrasted with the domestic prices) of outputs of various_‘

-:alternativeaprojects.



einvested in irrigation,‘and'in research to breed'higher-yielding‘cold

iresistant rice varieties, an‘:the; also introduced chemical fertilizerS“f‘i

!(Steinberg, 1980 14) They also developed an agricultural extension servicesy

pthat was viewed as par £ theycoercive administrative machinery by the’f;;vﬂV

,Korean farmers. It w4 abolished at the end of World_war II (Steinberg, ?'fﬁ

'1980 14) Rice production during the colonial perio increased but a" ‘

fper capita consumption of polished rice dropped from llltS_kg to 80 2 kg

(Steinberg, 1980"14) | | SRR
By the end of the Korean War in 1953, the Korean countryside had been
ravaged, Japanese-bnilt infrastructure was inoperable, and a heavy influx
,of refugees from the North had put enormous pressure on an already strained
‘food situation. The division of Korea meant a loss for South Korea of heavy
findustry, major coal deposits and almost all power capacity (Cole, Lyman,
;1971 18) Food prices increased by 1007 and all industrial production was

ycurtailed (Cole Lyman, 1971: 18). In the Japanese scheme of development

;foerorea, the North was to have been Japan's source of manufactured goods

fand.the South was to have been a source of food for the island. Although

:the Korean economy had become integral in the Japanese economy, they were ‘i_‘»

fnot necessarily integrated within Korea.~ Thus,‘the division left South

lKorea"it' an agricultural system to rebuild andxlit'le industrial capacity ;:‘
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The Rhee government which was in power from 1947 until 1960 sought to .

maximize aid and counseled ministries to understate Korean harvests
,‘(Cole, Lyman, 1971: 79). His objectives were to rebuild the infrastructure
and industrial capacity which had been destroyed by the war, to maintain

a strong military, and to improve private consumption levels within the
linits of domestic. production and available foreign assistance (Cole, Lymangﬁ
| l971: 164). The Rhee'government's program for development favored the urhan,
sector over the rural sector. Because of the large shipments of P.L. 480
grains, it was able to set prices often at below production costs without }d

worrying about drops in,the level of production.

President Park, the next major leader after Rhee, sought to neutra ze ;
‘ relations with Japan in an effort to open up new non-U S. sources ‘of erternal
financing (Cole, Lyman, 1971 38). The Park government also adopted a more |
positive approach to agricultural development. Low interest agricultural

‘credit was increased by 30 times over the pre~1961 average and the govern-f;f

‘ment offered to take over the high interest loans taken on by farmers»in7ﬁ»¥é

bao years to relieve thqn of excessive debt (Cole, Lyman, 1971: 39) By

e

'1970-71 Korea had to ‘pay for all P.L. 480 shipments in dollars, causing 5

‘grain imports to become a drain on foreign exchange (Steinberg, 1980 16)éfhw

,‘iIn the election of 1971 Park barely beat his opponent 1arge1y because PR

fffhis rTural support had eroded. Thus, from the early 70's the agricult iea L

ff%sector in Korea was to get much more emphasis. Even. after P L. 480'terms)
’?ifor grain imports hardened Korea continued tovimport grin. In FY 1972' .
480 grain loans to South Korea came to approximately $222 mi Llion (Wideman,»

"1974 281-282). But, in 1972 there was a grain shortage in Korea. This |

bad harvest, compounded by sharply rising world grain prices, forced Korea



to pay more than $100 million more for grain than they had had to in the previous
year (Wideman, 1974: 282). This was a drain on foreign exchange, . S

The New Community Movement (Sae-maul Undong - which hereafter will be

denoted as NCM) was an attempt in the early 70's to improve ‘the lot of the
farmer after the 1971 election. Its purpose was to modernize and improve|
village life through self help and government grants.and encouragement.

Its beginning coincices with an excess of cement production in 1971 which

led to the donation of 300 bags of cement to each village in the country for,
community projects. (Steinberg, 1980:17). Roads, bridges, and community
meetingunlaces were built. Rice straw thateh roofs were replaced with cement
tiles and hedges around houses were replaced with cement walls (Park 1982:
40). Village roads were improved and conditions were generally upgraded..
Moral suasion was used in villages to assure complete participation and
fvillages were encouraged to compete with one another for approval. Along
5with the NCM, however, came a change in government pricing policy. Prior‘m-w,
.to the Park government's policy, grain prices were frequently below the ~
f"cOSLs of production (Steinberg, 1980: 15). In the 60 s until 1971, the ff?if

”purchase price of rice covered production costs with a small margin (Steinberg,

1980 16)‘ By the end of the 1970's farmers;had a government rice support:;‘”

[price tha:_was over two times the world market price (Stelnberg, 1980 16)

;Land Reform
| ' South Korea has ‘a land area of about 98,000 square Lllometers and a
-population of over 38 000 000, making it one of the most densely populated

fcountries in the:world, (Wbrld Development Report, 1982: 111). The U s'“;

- provided supp_ for a major 1and reform in the 1940's and 1950 8. ""I'he

L{reform’evolved dn two stages The first stage involved confiscating apanese-

to_gorean ownership._;Theaseeon ep-
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limiting hOIdings to approximately threijhecfardd (Steinbers, 1980 115 A

- a result of this program, the distribution fjwealthwisfconsidered reas‘ ably -

lequitable.' "On the average...an 80 percent or so‘decline in income of the top‘>
”’4 percent was matched by a 20 to 30 percent increase in income of the bottom 80
‘percent who had been tenants or owner-tenants before 1948 if total farm output
:before and after the reform was about the same," (Ban, Moon, Perkins, 1980:
291). In 1945, 48.4% of the land in Korea was either totally orvpartially“
owned, versus 48.9% that was rented; in 1965, 93.07% of the land was either‘3
totally or partially owned versus 7% that was rented (Ban, Moon, Perkins;
1980: 286). Land reform was facilitated by the fact that there was a lack

of class unity among the landlords. Some had conspired with the Japanese

and consequently were in-no position to oppose redistribution.

There is»considerable debate over the short-term effects of land redis- -

tribution and reform but there ‘seems to be a concensus that 1ong-term effects

5have been positive; ~Perhaps the moat positive effect has been in the politi—

ﬂcal arena.' Redistribution of land has been successful in diffusing what

‘is often a major source of friction in rural areas - 1andlordltenant tension.

.While there are omeifarmers who are better off than others and some who
Abenefit more from government policies or improved techniques, rural income
hin Korca is distributcd fairly equitably. Rural incomes are correlated with

farm sizes but farm sizes have been maintained pretty much at a standard

small size by law. There is the possibility in the future that this might

’change for demographic Treasons. Young Koreans have been migrating to thei
:‘cities, 1eaving the old men and women to run the farms

fSteinberg, sale of land will p‘w



1980: D-5).

Land Development

U.S. AID has played a part in‘land development in Sonfnfknf

early 60's the Korean government promoted a land development program whichk;

| aimed at adding 157 more agricultural land to the country"
fhillsides and tideland areas and by making irrlgation and other improvements

“on existing farmlands (Cole and Lyman, 1971: 91).

"The increasing demand for fruits and other crops at this time

in addition to PL 480 support for the land reclamation

program, provided strong incentive for accelerating the expansion
of cultivated upland. From 1960 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
declining at rates of 0.98 percent and 0.37 percent per year

from 1968 to 1973 respectively. This indicates that additional
cultivated land brought about by reclamation was not enough to
compensate for that converted for urban development, industrial
sites and highway construction. (Ban, Moon, Perkins, 1980: 51-53)

(See Table 28, Ban, Moon, Perkins, 1980: 81).

The land reclamation project was a labor intensive prOJect, supported;
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TPL 480 assistance for new land development ended in»1967. AID was critical
of the Korean government's failure to develop an adequate land -use and develop-

ment policy and recommended that future assistance be limited to advisory

services (Ban, Moon, Perkins,~1980' 83) It is not entirely clear why thisvﬂ

program lasted only about 5 years.‘ There were problems with the program.e~dd"
It was difficult to decide who should get the improved land. It was- unclear
whether the food-for—work programs actually had any long-term benefits to~‘“

the workers. They often provide short-term employment and food for the
’laborers but often the long-term benefits of improved roads, etc. accrue to o
othera; There was alao some- indication that some of the improved land was‘
not:all,that great in,terms;of productivity. .

AID has also been involved in irrigation in Korea.;'lrrigation reduces
the uncertainty of weather conditions and also.is good for double-cropping.
Manv.agencies, including the World Bank and AID, nave been involved in irriga-
tion in Korea.; Table 15.6 - below shows the expansion of irrization in ,

Korea over, the years. [;”"v

: Table 15.6.”  The Expansion of Irrigation of
PR T Paddy Fields (1,000 hectares) -

Irrigated Non-Irrigated |
Benefited -
o by Completely
‘Total Paddy  Irrigation Irrigated”  Partially ~ Rain
Acreage Assaciation Area Irrigated  Ficld
19527 1,226.3 183.7 351.3 2788 4126
195 1,093.2 197.8 340.8 2794 2752 ¢
1960 1,202.9 236.4 392.7 2855 2833
1965 1,198.9 281.2 421.1 2987 . 1979}
1970 11,1835 304.1 543.7 223.2 .1126
1974 1,268.9 309.1 583.5 2886 87.8

- 1975 1,276.6

Sources: NACF, Agricultural Yearbook 1961, 1968, 1975: MAF Ycarbooh of "('
Agncullun and Forestry Statistics 1952, 1961..976 ' e

Source: Ban, Moon, Perkins (1980), Rural : :
Development (Cambridge, Harvard Univeraity
. Press):



' In the irrigation project which began 1n 1974 which AID provided financ-

jing:for, project design and implementation were largely Korean (Steinberg,
Morrow, Palmer, Dong-il, 1980: i—lii). In the "lessons learred" section of
}thelKorean irrigation monograph, the main lesson seems to be that the project
wes successful because It was'designed by Koreans to neet their specific"
needs (Steinberg, Morrow;_?elnergnDongéii;_l98Q4v12914;~ghapter 10)?;ii

" RURAL INCOMES

Land reform after‘World War‘IIfbfetneiﬁ;S. leveledvrnral incomes in
Korea and redistributed wealth in the rursl sector. Korean land reform
linvolved much more expropriation thar compensation and when compensation
’was made to a landlord, it was often made in the form of bonds which were.

essentially worthless (Ban, Mbon, Perkins, 1980: 287) By 1957 an estimated

«1.5,million farmers had acquired some 2.5 milllon acres oslland on which

fithey'had formerly been tenants or farm workers all’bu the largest and

;the 1930'3 (3an, Moon, Perkins, 1980: 301). fTh‘oug ut the “Rhee period,

fproduction of rice 1943.1975,,,v'
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Table 15,7. Government Purchase Prices and Market
T . Prices versus Cost of Production for
. Rice, 1948-1975 :
(won per 80 kg)

wrchase Cost of Market®
Lo Price Yroduction Price AlB - AlC
Year - (A) (B) (€ (%) (B
1948, 2.47 3.72 7.10 663 34.8
1949 2.67 6.71 13.21 399 202
1950 16.40 15.88 5230 103.6 314
1951 £ 65.37 n.a. 157.50 - 415
1952 200.62 329.09 447.50 61.0 44.8
1953 200.62 330.94 350.00 60.6 57.3
1954 308.33 330.94 581.00 93.2 531
1955 390.56 838.44 962.00 46.6 40.1
1956 1,059.00 1,134.00 1,591.00 934 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 1,368.00 814 77.4
1960 1,059.00 1,313.00 1,687.00 80.7 62.8
1961 1,550.00 1,377.00 1,768.00 112.6 87.7
1962 1,650.00 1,422.00 2,801.00 1163 58.9
1963 2,060.00 1,373.00 3,470.00 149.7 59.4
1964 2,967.00 1,936.00 3,324.00 153.3 893
1965 3,150.00 2,672.00 3,419.00 117.9 92.1
1966 3,306.00 2,495.00 3,750.00 132.5 88.2
1967  3,590.00 2,735.00 4,280.00 131.2 83.7
1968  4.200.00 3,403.00 514000 123.4 817
1969 5,150.00 3,565.00 5.784.00 1445 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 6,578.00 12,175.00 173.0 93.4
1974  15,760.00 7,959.00 17,821.00 198.0 88.4

1975 19,500.00

Sources: MAF, Crain Statistics Yearbook 1967-1975.
MAF, Cost of Production Survey, 1967-1975,

Narar I AvamhanTannary ausraoe nricot.

;Source‘ Ban, Moon, Perkins (1980):~tY::Rural Development
A (Cambridge'~Harva : s‘ity Press) 240.‘.‘




15

“The: f480 Role in Agricuy>
“($-U.S. millions) R

Total Total - PL480 Total ~ pL4s0 . Other

C:a:‘ln PL04‘;0 + Grain Cotton Cotton e PL 480
Year  Imports Aid . Imports Imports . Imports: . . Imports
1955 6.4 - - . 20.1 ‘ e -
1956 31.2 33.0 20.0 25.0 4.3
1957 84.3 45.5 33.0 26.9 - 10.7
1958 51.1 47.9 46.9 31.7 _ 0.5
1959 17.5 114 4.3 30.8 0.1
1960 20.6 19.9 19.2 28.6 - 0
1961 n.a. 44,9 22.6 n.a. 0.8
1962 40.1 67.3 344 34.2 1.6
1963 107.2 96.8 62.6 38.2 2.5
1964 60.8 61.0 28.0 37.3 2.5
1965 544 59.5 29.7 40.8 0.1
1966 61.3.. 38.0 ‘ 11.2 42.8 - Of
1967 76.6 44,4 7.9 49.3 - 2:.4
1968 129.3 559 273 49.1 40
1969 250.3 74.8 31.6 52.0 4,2
1970 244.8 61.7 : , 33.0‘ i 62.7 | 13
1971 304.0 33.7 .- 1800 84.2 - ;‘0
1972 2827 =R 85.5 -
1973 444.1 - e 1124 .-

Sources: BOK, Jconomic Statistics Ycarbook:. and EPB, Ko e Stad:lical Yearbooks.

Source: Ban, Moon and Perkins (1980), Rural Development (Cambridge.-‘x.
Harvard University Press): 30. _
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In the early 1970's the Korean government changed its pricing policy.
1t was no longer getting free P.L. 480 grain from the U.S. and grain imports
became a potential drain on foreign exchange. The 1971 election demonstrated
to Park that his rural constituency was eroding and something had to be done.
In 1969, the Korean government instituted a two price rice and barley
pricing system whera they would pay relatively good prices to the farmers but
would also subsidize urban grain prices. As farmers' incomes rose and the
urban grain prices were kept down, the costs of these subsidies were carried
as anoverdraft on the central bank which increased the money supply and thus
fuélgdrinflation-(Steinberg, Morrow, Palmer, Dong-il, 1980: F-3).
| The change in grain price policy, along with general improvements in
rufal conditions and urban demand for food qnd rurél labor, created favorable
cqﬁditions for rural laborers in the 70's. According to the government in
£19?6,‘tﬁe annual income for the rural household surpassed that of the urban
household (Kihl 1979: 135). According to South Korea's Ministry of Agricul-
' ture 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 bet:ween 1960 and 1971 has been about 45.5% (Aqua, 1974: 28). In 1971
},rural households were paying higher prices for food purchases (about 67 more)

‘urban households although they paid somewhat less for housing and clothin

| t;h’“ '
: (Aqua,;1974 -28). Steinberg found in his project report on irrigation that

,al residents believed that thelr standard of 1iving would be higher in

_'the cities“(Steinberg, Morrow, Palmer, Dong-il 1980: D-a), and that few

wouldflike to see their children become farmers (Steinberg, Mbrrow,

'Dens:i.,ls.ﬁ:;?ap; 5.
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"The booming prosperity and industrialization of the urban areas and
the rapid growth of the Korean economy created unusually favorable conditions
for the growth in both agficulture and fishing," (Brandt, Cheong, 1982:46).
Farmers who live near cities and have access to improved transportation
systems, can grow vegetables and fruits and market them in the cities wﬁich
has apparently been profitaﬁle. Their land is also worth considerably
more as a result of improved transportation and easy access to the city
market. The demand for labor in the urban industrial areas due to the
improved manufacturing sector has caused many to leave ruralareas in search
of beéter opportunities. Today there is an actual sho;tage of agricultural
labor in South Korea (Brandt, Cheong, 1982:38-39). Increasingly, farming
is done by womeé and older men (Wideman, 1974:286). Korea is increasingly
being urbanized and the agriculture sector is declining‘significantly as
a percent of national.incoﬁe and as an employment sector. According to the
~U.N., South quea has exhibited one of the lacgust urban-rural growth
differentials in terms of migration in the years between 1950 and 1970. In -
1915, 3.1Z% of Koreans lived in urban areas of 20,000 or more. By 1940, 16.02
of Koreans lived in urban areas of 20,000 or more. In 1955, 24.57 lived in;:
urban a;eas of 50,000 or more and by 1975 48.47% lived in urban areas of 50;606
or more (Kihl, 1979: 153).
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Transportation

U.S. AID took an early interest in transportation in Korea. The major :

impetus for this interest was the Korean War in the early 1950's. Paved
roads made moving troops and supplies much easier and proved much less wear- -
ing on machinery. Thus, good roads facilitated military actions in Korea.
Another reason for this interest was to rebuild roads that were destroyed
by the Korean War. During the period from 1954-63, the U.S. provided 18.92
'of the funds invested in highwey construction with the bulk of aid going‘
to paving and a lesser share going to bridge building (Ban, Moon, Perkins,
1980:148). Cole and Lyman's estimates of aid to the transportation sector
vary slightly (1958-1966 - 26.1% of ald went to transportation sector) but °
transportation is also the largest share of aid by‘anyysector (Cole, Lymani:
1971:193). | o |
Although major concern in the 50's for road building was either to

, facilitate nmilitary maneuvers or to rebuild that which was destroyed by war,

in the 60's the major consideration ‘became uniting the country for commercial
reasons. In the beginning of the 60's, it was clear that the lack of ade-
‘quate transportation facilities was the real bottleneck to growth (Hasanm,
’f1976 :31). The railway network has been modernized and expanded by the develop-
ment of roads and coastal shipping hag been even more rapid and led to a

substantial redistribution of passenger and freight traffic away from the f

railroads (Hasan, 1976:31). In the early 60's.there were 4 000 buses in the,

whole country, most of which were in the city of Seoul and a few other cities

(Ban, Mbon, Perkins, 1980 315) The development of the transportation ;1
sector refl« ts the elvlyﬁinferesthin urban areas at the expense of the

rural areas.l‘?
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The main impetus for transportation planning has been to link*import'nt‘
_cities within the ‘country but it wasn't until 1969 that construction Ofﬁ,.LJJ
expressways to link major c1ties began. By 1977, 44Z of national inter-i:‘
city roads were paved (Ban, Mbon, Perkins, 1980:148). The interest in |
rurel roads and non-linking roads didn't really begin until the 70's.'

_ln 1971 only 0.05% nf all roads in Korea were paved and 33% of all villages
did not even have access roads that could accomrodate small trucksu(Wideman,
974:275). |
_ The'NCM, which was a Korean government initiative and'hadllittle to
1&0 with aid was the main impetus for improving roads within and around
‘vvillages in the early 1970's. Bad roads were seen as a critical restricting
.factor for introducing labor-saving machinery and equipment because pawer {l
tillers with attached trailers were difficu:t to move on narrow village roads.

‘Thus, farmers were unable to purchase labor-saving devices (Park 1982: 34 39)

- Road construction has been advantageous to Korean ‘farmers for several
ireasons. In areas where transportation is good and access to the city is
easy, tne price of land has gone up considerably (Park, 1982:62). Also the
growth of market.crops in the late 60's is in large part due to highway
construction (Ban, Moon, Perkins, 1980:154). The improvement of rural
roads and their hook-up into the national "highway" system, enabled fermers
to reaeh the markets easier. By producing crops like winter vegetables .
and fruits they were able to circumvent the goveniment's control of grain

prices and grow crops year round for the city markets.
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Ueilities

The Japanese in Korea had developed North Korea as the major manufac- }
turing region while South Korea's role was food production.A The division
of Korea in 1953 meant a loss for South Korea of heavy industry, major coal
deposits, and almost all developed power cap#city (Cole, Lyman, 1971:18)
Whatever power capacity South Korea ha& was probably heavily damaged by
the war. Between 1958 and 1966, the ﬁpower" sector was the third largest
category of AID grant project assistance, comprising 11.5% of the total
amount given in grants to Korea (Cole, Lyman, 1971:1935; Early impetus
was to provide power for urban industrial areas and it wasn't until 1965
that a rural electrification program actually began (Béq, Moon, Perkins,
1980:144). The provinces with the largest urban areaskhéd'the earliest
and highest rates of rural electrificacion. In‘1964;”122 of rural house-
-iholds had electricity; in 1974 612 had electricity (Ban, Moon, Perkins,
'(1980' 145). The large use of electricity in rural areas rose from negligible
lcvels in the late 1940's to 25.2 million kwh in 1962 to 56.6 milliqnjkwh£?;~
*in 1973 (Ban, Moon, Perkins, 1980:99). : . R

 Under the NCM,_rurainélectrificatidh was an objective. The géalyéf’i{

government policy was fhat by 1977, 90% of rural households would have
access to electricity (Hasan, 1976:108). Part of the push fo; rural
electrification programs comes from the hope of establishing small work-
shops ‘in the countryside to provide profitable work for farmers in the'slééﬁ
season. These workshops would produce handicraft goods for export and by;iff

PR LTSI

1976, the government hoped to be earning $480 million in foreign excha\'e

from these exports (Wideman, 1974:300). A major problem with tnis schem

is the cyclical demand for labor in rural areas and the shortage: of lab

in general.



Current Inputs
Throughout the 1950 s and into the 1960'

”;ﬁU’S *assistance“played a

. 'dominant role in imports of current inputs to farming such as pesticides,

b‘fertilizers, and new seed varieties.

.-These imports must be credited with pféviaiﬁg much‘offthe'impetus for
agricultural growth during this time.- Pesticide and fertilizer use jumped

: substantially during these years.} From 1953 to 1959, aid financed two-

'thirds of the nitrogen fertilizer used in Korea. An even greater proportion
of the phosphorus and potassium inputs were provided through foreign assistance
(Ban, Moon, Perkins, 1980: 104). While the average compounded rate of annual
expansion from 1946 to 1973 was 0.53 percent for land, 0.34 percent for lahor
used, and 1.37 percent'fOr fixed capital, the same measure for current inputs

was 8. 59 percent (Ban, Moon, Perkins, 1980: 53). "For the whole period

1945-19 ‘l nput grew ‘at an annual rate of 1.94 percent and total

"productivity at l 44 percent. Therefore, according to this method of estima-

‘iﬁﬂfThe critical growth in current input use can te directly linked to the
foreign assistance to Korea. Through the end of the 1960" s, Korea was the |
main recipient of U.S. fertilizer assistance. The contribution of U.S.
shipments verses domestic production has already been noted in the previous
discussion and in Tablev5.9, During the 1970s as Korea established a

domestic fertilizer industry, they received AID loans to help finance these

projects. "The AID risk guarantee program also helped encourage private
investment in fertilizer plants,” (Libbin 1970: 20). Given the demands on

foreign exchange, without the contributions of foreign assistance programs
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the supply of fertilizer and other current inputs would have been a smallu,

fraction of the actual levels and the transition to self-sufficiency would

have been much more difficult.

Nearly all of the fertilizer available came from imports. Without -
American aid fertilizer consumption would have been cut to a small fraction
of the level of actual use during this period. In 1952, for.example, aid
financed imports of 98,100 metric tons of fertilizer while Korean foreign
exchange financed only 33,200 metric toms. During 1953, the aid component
was even more important. Aid-financed imports came to 111,000 of the 112,000
metric tons of fertilizer imported in that year (Ban, Moon, Perkins, 1980:
102-104).

. The absence of such aid to agriculture would have greatly.decreased
"If the amount of uitrogen had been cut from

prodoction. Perkins'estimetes,

80 to 40 kilograms per hectare, for example, grain output may have fallen by

,well over half a million tons (10 percent or more of total grain output),"

(Beo, Moon, Perkins 1980: 101).
",The critical role played by current inputs to agriculture during this
‘time is noted by Krueger who states, "iotal agricultural output grew at an

annual compound rate of 2.09 percent from 1945 to 1953, with an annual rate’

of increase of inputs of 1.50 percent. Input increases, therefore, accounted

for ahout 72 percent of output increases," (Krueger 1979: 17). Apparently,

the growth in fertilizer input, made possible through foreign assistance,

.:?H‘_be croditcd for a major portion of the agr1CUItura1 growth through 1953.
The~average annual support level for chemical fertilizers was $43.2 million
for 1956 to 1960 (krnﬂger 1979: 112).

- Chemical fertilizers remained the single largest category of non-project ‘

‘nual support level for chemi-""f

support during the 1960 to 1965 period.‘ Thef



j115;3§f°

’c#i}gé;tilizers during thisvtime averaged $33.6 million; But tﬁfoﬁghout.
‘thé21960's domestié fertilizer production increased so that by 1970 qugQ}
Achiévéd a gelf-supporting level of fertilizer pfodﬁéﬁion‘and ac:uallf7béf
came a net exporter as shown in Téble.15;9.‘: 'Agéiéfaﬁégﬂinﬁtﬁis aréé‘G;;t
then no longer necessary. N R
Several ‘problems with the distribution of these aid-financed fertilizer
imports should be noted. First, the Korean government priced the fertilizer
well below its theoretica; mérket valué. This made distribution through
the free market impossible and the government resorted to a program of ration~
ing. The government's distribution program was chaotic and often failed to
deliver the fertilizer at the proper time or to the proper place. For this
rea#on, farmers were often forced to resort to dealing in thg black markets
whére prices reached levels of two to three tines those of the government.
Second, farmers were frequently reluctant to use the available fertilizer

'zesources of phosphorus and potash at any price. The positive relationship”

between the use of these nutrients and crop yiclds was not as immediately
evident to the farmers as with the use of nitrogen. The reaction of ;he
farmers points to the need to conduct appropriate extension programs in con-

junction with an increase of fbfeign—funded agricultural 1inputs.

The introduction of new higher yielding strains of seeds for cereals

nd vegetables increased potential agrlculturai output substantially. The
nternational Rice Research Institute transferred the "Tong-il" (IR-667) and
"Ynshin" rice seed varieties to Korea in the early 1970s. The first demon-

stration plots for the Tong~1l seed were established during the 1970-71 rice

40:p¢rcent using the improved seed.
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Table 15.9.  Imports and Exports of Chemical’
T Fertilizer, 1951-1975. .

Imparts {1,000 retzic tons) Exports
AID Financed  Korea Forcign Excharige (1,000 metric tons

i N P K N P K ofall nutrients)
11951 439 193 O 54 0 0 0
1952 911 O 70 332 01 O 0
1953 . 89.9 136 2.7 0.6 64 0 0
1954 954 502 19 187 © 0 0
1955 1277 282 88 187 O 0 0
1956 1573 538 81 509 4.2 04 0
1957 1439 685 6.5 365 116 0 ()
1958 1717 66.8 50 755 151 0.7 0
1959 1024 555 6.0 765 116 20 0
1960 1997 S52 . 73  na. na.  na 0
1961 1387 744 168 414 64 O 0
1962 1.5 158 O 114 241 0 0
1963 4 1130 291 1613 51 O 0
1964 04 1315 327 849 7.2 28 ‘0
1965  27.7 161.8 821 1458 3.9 3.7 [
1966  18.8 164.2 136.5 1562 52 56 o
1967 5.6 179.1 1109 1272 6.1 64 9.2
1968 19 705 684 1111 3.0 101 115
1969 0.8 46.5 216 351 2.2 581 45.7
1970 (] (] 0 24 24 19 55.8
1971 0 0 0 16.2 122 63.2 82.4
1972 0 0 0 113 10.1 934 88.0
1973 0 0 0 9.8 13.2 106.3 27.2
1974 0. 0 0 2.8 26.1 1223 o
1975 0 0 0 9.9 35.0 196.0 0.5

Sokicu.' MAF, Yearbaok of Agriculture and Forestry Statistics, various ycars.
USOM/K, Rural Development Program Evaluation Report, Korea, 1967,

p. 82,

Korean Teaders Association, Statistical Yecarbook of Forcign Trade (1959
through 1975 cditiuns). All phosphate festilizers imported were convested
to nutricnt (P} at a sate of 207%. Compound fertilizer, both exports and
imports, was assumcd to be 22.22-11.

" Source: Ban, Sung Hwan, Pal Yong Moon, Dwight

H. Perkins (1980), Rural Development,
Studies in the Modernization of the
Republic of Korea: 1945-1975 (Cambridge,
Mass.: Harvard University Press).
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Research and Extension

Korea has had a long history of agricultural research. Its earliest,vJ

official demonstration station was established in 1906 and experimental

improvements in rice were conducted throughout the Japanese colonial_periodkgf
(Steinberg, Jackson, Kim, Hae-kyun, 1982: 4). After WWII until the oO’s;zliilx
the system was neglected partly because it was remembered by farmers es :

being a coerciva vestage of.colonial power. In 1962 the agricultural research
system was reorganized and the Office of Rural Development (ORD) was established
with the backing and financial suppoxt of AID. The Office of Rural Development
‘is"one of three main divisions of the Ministry of Agriculture and Fisheries. |
Its purpose is to do agricultural research, to provide training and extension
to farmers (Steinberg, Jackson, Kim, Hae-kyun, 1982: G-2). AID was not
responsible for setting up the organization of this research system since

it had already been in effect. What AID provided was funding to expand and

improve research facilities, to create a larger research network,nen ’to"'

provide increased training both to farmers and to extension worker

Merketing and -Credit

The National Agricultural Cooperative Federation (NACF) is another example'
of AID support to a government organization. The NACF is part of the Ministry
of Agriculture and Fisheries whose responsibility is to provide agricultural ‘
credit, seeds, fertilizer, pesticides and herbicides, and agricultural L
machinery. It is also the government arm for the purchase of crops at stendard
centrally set prices and quantities (Steinberg, Jackson, Kim, Hae~kyun, 1982:"
G-Z)rr_Thekmeinbcriticism of the NACF (besides the fact that it is called a .
coOperative end in fact functions more like an arm of the government) has been

its inability to coordinate its efforts with the ORD (Ban, Moon, Perkins,‘l980

278-9) The organizations have very strong hierarchical compouents, are s



| cooperatives which‘are‘th,

(Libbin, 1970:20). R LS R L E ;'

Health (sanitation, family planning, moderm medicine, nutrition)

The Japanese had taken measures in Korea during the colonial period“toffv
improve public health to increase the productivity of the Korean labor force;.i
Their measures included compulsory inmoculation, enforcement of quarautines .
at major seaports and the establishment.of public hospitals in each province
and major urban areas (Repetto, Kwon, Kim, Kim, Sloboda, Donaldson, 1981: 198).
The colonlal government also tried to improve health conditions by drilling o
community wells and developing running water systems (Repetto, Kwon, Kim,,‘ 4
Kim, Sloboda, Donaldson, 1981: 198) | |

Between 1958 and 1966, 10. SA of AID grant project assistance was spent

on health and sanitation (Cole, Lyman, 1971 193) As with other problems,

urban sanitation was top priority.:fAccording to Hasan, only 72 of all vil—

lages had a sanitary water supply system in 1972 (Hasan, 1976: 163) The early
0's saw atte.ats being made to improve health by protecting well water R
from contamination (Ban, Moon, Perkins, 1980:314). NCM. obJective was that

: all villageq would have a sanitary water supply by 1981 (Hasan, 1976: 163)'

Family planning and public health werxe in fact very minor programs 1n

the Korean government' s priorities - in fact Rhee, who was president until ‘h

1960, was opposed to family planning (Steinberg, l980 32-

33)#, In the late;;ti

,1950'8 considerable support’was being offered by‘memher of;the’foreign

helpful' ecause the Minister
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‘of Health was forced'tofresign‘in.the early 1960's because he supportea
family planning.' U.S. }ID supported a community development program which
started in 1958 which encouraged field workers to discuss family planning
with rural villagers with whom they worked (Repetto, Kwon, Kim, klm, Sloboda,
Donaldson, 1981 225—226) In September 1961, the government announced a .
family planning program (Repetto, Kwon, Kim, Kim, Sloboda, Donaldson, 1981.‘
‘202) The influence of AID, Planned Parenthood, Population Council and UN

Twund for Population Activities (UNFPA) was important during the early stagesi

of vhe national family planning policy formation because they were able to g;

supply'funding and technical expertise. Their influence is currently declin-

in -but they have remained the key providers of contraceptive supplies. They

also still support research and advance training in population and famiLy -
planning (Repetto, Kwon, Kim, Kim, Sloboda, Donaldson. 1981:257). Abortion ,
was not legalized until 1973 but it was a common practice especially 1n /

‘the 'urban areas.

" "The development of a black market for abortion during the
Korean War was important. Strong biases against abortion and
‘11Jegitimate births prevailed in Korean society but the biases
against illegitimacy were stronger. Thus, abortion bename
socially justified with the increasing incidence of illegitimate
pregnancies during the war. Contact with the West through
American troops intensified with the Korean War. These socio-
political changes constitute the major forces that cleared the
path f'or lower fertility," (Repetto, Kwon, Kim, Kim, Sloboda,
Donaldson, 1981: 25).

B
£

Bi ‘h rates have, howewve., gone down naturally through perceived demographic ‘

marriage often tesults in fewer births per vomen.
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As is often the case, "rodern" medicine has been mainly concentrated

in thehcities. In 1970, about half of Korea's townships were without a
‘qualified doctor (Breidenstein, 1974:251). In 1967, of 8,060 registered
doctors in Korea, less than 3,000 were working in rural areas (Breidenstein,
1974:267). In 1970 there were 12 doctors in Seoul for every 10,000 people
versus 2-3'dootors in rural areas for the same number of people. (Breidenstein,
1974:267). OfoS 400 hospitals and clinics, 2,500 were in Seoul in 1970
(Breidenstein, 1974 267) | Although modern medicine has not made much
vprogress in rural areas there were traditional health centers and herbal
doctors which served rural needs (Ban, Moon, Perkins, 1980: 314). Rural health
has improved somewhat over the years. TB and parasite diseases are still
widespread in rural Korea (Ban, Moonm, Perkins, 1980: 311) but by the 1970's
infant death had fallen to less than half that of the late 1940'5 {Ban,

Mbon; Perkins, 1980' 312). The numberhof hospitalizations per 1,000 populatioh

in rural areas appears to have doubled between 1963 and 1974 although the

rate is still below'that of th urban areas (Ban, Moon, Perkins, 1980: 314).

Eighty percent‘of ‘doctors’an QOAtof nurses are still concentrated in urban

areas (Wide/an “';’ﬁ cording to Wideman, many of the doctors and -

nursesﬂhgye;kqej,ééﬁﬁiﬁb?§§§§F93sarq}fgreign exchange (Wideman, 1974: 275),:%5q




Nutrition

SomeiSpecialists have commenfed éfiéiéa;i;fﬁﬁﬁﬂﬁ{?iéi&ﬁ*ié&él inf

rural, relative to urban dwellers:
"The average daily calori.: intake of city dwellers is 2,646,
whereas the peasants averase 2,511. While this does not
indicate undernourishmenc for peasants, other studies show
that protein content is much higher in urban than in rural
diets," (Wideman, 1974: 276).

Wideman claims that this difference was the result of government policiesi

which would have been impossible without U.S. AID and P.L. 480 shipments‘:

(Wideman, 1974: 281~283). Measurement of caloric intake is notoriously

diffieult 'in rural households. And Steinberg disagrees that nutrition iséﬂ

a very telling indicator of relative wealth in Korea. In a survey take

by Steinberg (Steinberg, Morrow, Palmer, Dong-il, 1980: 13, D-3 D-4)

enhanced income has little impact on autritional standards of members ofgif

the family and no positive impact on infant nutrition. Instead rising

incomes were universally regarded as a means of upward social and economi

mobility directed to the cities through higher education for children{iil'
while Steinberg admits that P.L. 480 may have depressed incomes in rural
areas nutritional standards are not a relevant measure of the P, L.,480
effect. "The impression was gained that television and electric fan .wer

ranked higher than nutrition and consequently that the satisfactio; of

basic needs wouldnbeKseen“differently by ’illagers and developmen
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Education

In the 1930's less than half of the rural population’was:l{

~anything except the Korean alphaﬁéﬁ (B;ﬁ,fﬁdoﬁ;ffétk_ "f19§dk,3li3:;1ﬁﬁénf[i
: the’U.S. took over administration dfbKoreé éfféf;ﬁofid WafiiI; itfééﬁ abont.
rebuilding and "democratizing" the educational system (Krueger, 1979: 22).
AID was very interested in education. Between 1952 and 1966, AID gave
- $100 million to build 23,000 classrooms (Steinberg, 1982:29). By the
1960's virtually all children in appiojriate age groups were in primary
schools and increasing numbers were going to middle school (Ban, Moon,
Perkins, 1980:311). For most village childfen, there were grade schoolsh
within walking distance but sénding a child to.?iddle school, high éck;ol,
.or college required that the family be prepared to board the child in the
_town or city (Wideman, 1974:275). Through khe 1960's this was very difficﬁl
because tural incomes were so poor. The big spurt in rural middle school
education appears to have coincided with the rise in incomes in the 1970's
(Ban, MSbn, Perkins, 1980:311) because of the expense of sending a child
to board at a school. According to Hasan, almost 90% of the farm population
' &83{1iterate in 1974. 75.8% of the rural population went to primary school,

iiZl;B%,wént to middle school, and 6.5% went to high school or college.

,ffKoreans traditionally place a high value on education and learning

?(Bf?ﬁd;; Cheong, 1982:52). Longer periods of schooling, more frequent

Bnéﬁmption of meat, and the recent acquisition of raéios, televiéions,

rice cookers, and electric fans were regarded as indicators of improved
>conditions_of.life in rural areas (Steinberg, Morrow, Palmer, Dong-il, 1980:
9). Farmers clearly felt that education was the key to success and made
sacrifices to provide their children with the best educations they could

afford.
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‘Although AID was very interested in educationm, the non-Korean influence
on education was very limited according to Steinberg (Steinberg, 1982:28),
Many Koreans were sent oveiseas for advanced dégrees or training. Whgn Pafk
became president, he rewarded young weil trained men with key policy'posi—
tions. Rhee had rewarded political supporters with policy appointments.
Early plénning was done mostly by foreigners but after that planning wag
done mainly by Koreans, a number of whom had completed training programs
abroa&, especially in the U.S. (Cole, Lyman, 1971:204). 1In all nearly 3,000
persoas in education, the bureaucracy, and the business communiti vere seﬁt
to the U.S. for training under the AID program following the Korean War

(Cole, Lyman, 1971:279).
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Women

Little information seems to exisﬁ on ﬁomeﬁ in rﬁfa1 Kéféa:"It sééﬁs.
likely that the role of women has chatged in Korea in the last 30 years or
so. After World War II, AID helped rebuild the educational system and
"democratized" it by incl;ding women in the system and by making education

universal (Krueger, 1979: 22). Women have had access to higher educa-

tion in increasing numbers, possibly because it improves their prospects

for marriage. Many young women migrate to the cities in search of a better
life than they think they could have in the rural areas. "Some mothers
maintained that they especially wanted their daughters to ge; out of agricul-
ture because it was so hard and all young unmarried women interviewed by
Steinberg were adamant that they did not want to marry a farmer," (Steinberg,
Morrow, Palmer, bong—il, 1980: D-5).

The “industrialization policies of the Korean government have created a
demand in cities for both young men and women. Perceived job availability
in urban areas has led many able-bodied people to leave the farms. Increasing-
ly farming is done by women and older men (Widemah, 1974: 286)-. Women farm
workers increased from 37.3% of the total farm workers in 1963 to 43.1% in
1971 (Wideman, 1974: 287). The gender specificity of cultivation tasks has
led to an absolute rise in demand for female labor, and, given the decline
in male-~-typed tasks, a rglative rise as well (Steinberg, Morrow, Palmer,
Dong-il, 1980: 8). Womg§ §:éd§t;11 paid less than men are and are put out ..

of work occasionallyibyvthe iht:oduction of new techniques (Table 15.10). .
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Tableflﬁ?lo. Rural-Urban Wage Differenéiéiéﬁfﬁ;iggfaﬁ&?ﬁgﬁgiéé;yf

1959-1975
3) ' (4) . 5)
Monthly . - K
Monthly Wage in Adult Female
Wage in Textile Farn Wage Per N
Manu fac- Muanufac- Month (daily g '

Year turing turing X 26) 1)I(2) - (3)/(4)
1959 2,350 1,930 1,562 0.96" 1.24
1960 2,330 '2,290 1,543 0.97 148
1961 2,610 2,470 1,677 098 147
1962 2,780 2,460 1,828 0.97 1.35
1963 3,180 2,330 2,366 0.89 1.200
1964 3,880 3,440 3,224 0.78. 1.07
1965 4,600 4,060 3,666 0.83 1.11
1966 5,420 4,670 4,290 0.85 1,09
1967 6,640 6,050 5,382 0.87 1.12
1968 8,400 7,090 6,760 0.88 1.05
1969 11,590 9,110 8,216 1.00 1.11
1970 14,561 11,223 10,192 1.01 1.10
971 17,349 13,124 12,272 1.00 1.07
1972 20,104 15,837 14,352 1.00 1.10
1973 22,330 18,322 16,120 1.01 1.14
1974 30,209 25,756 20,748 1.06 1.24
1975 38,220 36,675 31,255 27,144 1.04 1.15

Sourzes: (1) and (3) CPB, Korea Statistical Yearbooks, and BOK, Lconomic Statistics Yearbooks.
&2; and {4) NACF, Agricultural Yearbooks and MAE, Yearbook of Agriculture und Forestry Statistics. The average number of
ys warked per month in manufacturing was about 25, whereas in the textile industry it was about 26 days.

Source: Ban, Moon, Perkins (1970), Rural Development (Cambridge:
Harvard University Press): 78.
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Many reforms in developing countries adversely affect womenj&iﬁﬁd#ﬁ?L i[
realizing it. Women's work in rural areas has increased oygrftﬁé:j;arsbut '
much of it is unpaid. The grbwth of almost universal prihaffréchool educa-
tion in rural areas has increased the amount of work that womén do. More
children go to school which causes their participation in household chores
and farm jobs to decrease. Women often have to do the work formerly dome
by children. Labor camps of the NCM often required women to feed the
workers which also increased their workload {(Tinker, 1982:11).

Fertility control has clearly benefitted women. The better-off a farm
family is, the fewer children the family tends to have. This has been |
largely because they see education as the key to success ana it cbsts money
to send children off‘for higher educatioﬁ. fhus, they perceive fewer
educated children as being as useful as4more uneducated children (Steinberg,
Morrow, falmer, Dong-il, 1980:D—35. The "fewer educated child:eﬁ" h£§5:i:

been possibie because of improved health standards.
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15.5 3 ) " é';éﬁie Conclusions’

When the U.S. accepted the surrender of Japan in 1945 “South Korea
became the responsibility of the U.S. It was therefore, tne~responsib111ty
of the U.S. to help South Korea rebuild after 35 years as Japan's colonyr
With the departure of the Japanese, the U.S. was left with a eonsiderable

amount of unowned land and property to dispose of. Thus, the first thing -

the U.S. set out to do was_to return Japanese-held land to Koreans and to

bring about land reforms. The redistribution of land and the limit placed_‘
on the number of hectares owned has in fact made rural income levels much
more equitable over the years. 2

A major goal of the U.S. in the early 50's was to maintain South Kbreau'
ae~a."democracy". War broke out between the two sections of Korea in 1950 '
_whieh led to massive U.S. aid in the form of military hardware, salaries,
'food and U.S. troops (Ban, Moom, Perkins, 1980:22). ‘The Korean military
‘Eoroe- increased to 700,000, was the fourth largest military, and was
heavi). cupported by U.S. aid (Ban, Moon, Perkins, 1980:35). Between 1946 '
and 1975 the U.S. provided $13 billion in milltary and economic ussistanoe 
to Korea, over half of which was military assistance (Steinberg, 1982: 26) .

U.S. military assistance from the U. S has been very important to o
Korea. It has provided large sums of money diractly to the government and
has allowed the Korean government to d1vert monay to other areas. The war
in Vietnam was also very helpful to Korea, although one couldn't reallyl.e
classify the gains as aid. "From 1964 increasing U.S. involvement in Yietnam
increaaingly brought windfall profits to South Korea. American use of South
Korean mercenary troops and construction workers, as well as the purchase
of commodities for the war boosted Korean foreign exchange earnings remark~

ably beginning in 1965," /Wideman, 1974:273). The Vietnam War provided jobs
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for Koreans and paid them in foreign exchange.. TheﬁKorean army had rural

roots since it was mainly conscript (Cole and lbman,1197l 37) This use;ﬂ
- of rural labor took some of the pressure off land during the 1960's and .
Apossibly diffused what m1ght have been a conflict ‘with the government over
its grain pricing policies.

In addition to military assistance, AID began to give large grants to
South Korea to rebuild its infrastructure 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 U.S. support between

1958 and 1966 were transportation, manufacturing, and power and these three
‘sectors made up over 50% of AID grant project given by sector. Through
1968, 75% of approved foreign “investment projects were either manufacturing
and mining, transportation or electricity projects (Cole and Lymam, 1971:
196). None of these areas involved purely rural problems but all of the
above had very beneficial effects on the rural areas of the country in later
years. The time of maximum aid (until 1965) was the time of least growth
especially‘in the rural sector but this was the time when many improvements
were made which ultimately benefitted rural areas.

Large amounts of P.L. 480 grain shipments were given to Korea as grants

until the late 1960's. This was initially given to prevent starvation

} during and after the Korean War when agricultural production was inter-
_rupted. It was also, however, given to beneflt U.S. farmers who had a
11arge surplus of grain and needed. to dispose of it. This grain was given as a grant
until the late 1960's. The late 1960'5 marked the end of food grants to South
Kbrea, but the Korean government continued to import grain using foreign
exchange to pay for it. 1972 was a bad year in Korea for farmers. That
coupled wlth bad harvests worldwide, the 1973 sale of wheat to Ru531a, and ;

the increase in the price of energy and fertilizer made the cost’ of grain
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imports toikorea higher than ever before (Wideman, l974:{282) CTIEw

around t.iat time that thie Korean government realized that:itivould{have 0
provide more support for the rural sector. .
Free P.L. 480 grain allowed the Korean government tofpursue a policy f
of urbanization without the uncertainty of bad harvests as a constraint
It also allowed the government free reign on grain price manipulation.j
It could pay farmers at below production cost prices and still have enough
grain to feed its citizens. As the P.L. 480 program declined in importance B
Korean government anticipated that commercial grain imports would represent
a serious foreign exchange drain. This led, under the Park government,
to stronger programs of agricultural and rural development. The hardening
of tems and decreased rural support in the 1971 election acted as spurs
'to the South Korean government to pay more attention to agricultural produc-ff
gtion and to improve levels of living in rural areas. | g
AID qpent a good deal of its money on infrastructure in Korea. Afterr
ia lng in the 60's, the benefits of this investment were seen by Korean
farmers. The pull of cities and industry has made rural labor scarcer and
1thus more costly (Steinherg,.1982;18). In 1960, 28%Z of the total popula-
:tionilived in cities; in 1982, 552.1ived in cities. Now there is an actual
shortage of agricultural labor in South Korea (Brandt and Cheong, 1952:'
38;39). Improved roads have allowed many farmers who live near cities to
grow fruit and vegetables ag cash crops which they market in the citiea ,.
(Aqua, 1974:33). Industrialization has led to a demand for labor both o
male and female which has provided alternmative occupations for people who'
otherwise would have been farmers. Development of electricity, which was.
assisted by AID, has led to improved lifestyles in rural areas as evidenced

by the appearance of radios, T.V.'s, rice cookers, electric fans, and

refrigerators.



One must keep in'mind[ﬁﬁé ‘bul f§f eidigiVeﬁ'to Korea was given

when anti-Communist insﬁi?eéf iiifég;:eeeieeeneeewas'something that the
American people could.uhderefeﬁeibiihfrastructure made sense too because
the Marshall Plan had euccessfully helped to rebuild Europe. Education
was important because it taught democracy and in general it was felt am
educated populace was hetter. Many classrooms were built by AID and many
Koreans were brought to the U.S. for post-high school training. Korea
pursued a development policy which in many ways fit early aid hopes.
While it basically ignored human considerations like_welfare and human
rights, it bullt an internal structure which in the lang run benefitted its
citizens. When the "basic needs" element to aid becam= the mode, Korea was
at a point in its development where it could afford to pay more attention
to-the “needs"'of its citizens. In the rural areas, the NCM (New Community
Movement) was the Korean counterpart to rural "basic needs' strategy. The
central government in Seoul would decide what needed to be done and the
villagers would do it. These projects included such things as building
better village roads, communal meeting halls, tiling roofs which had been
rice thetch increased electric use in villages, modern houses, and improved

vhealth conditions - all the "basic needs". Thus, rural development in Korea

.’icelf with the swings in U.S. foreign aid considerationms.
Korea;is considered one of the major success stories of the developing
Thbe'success is partly a result of unique aspects. It is homogenous
and it isva Sinitic society. China, Japan and Taiwan are also successes and
are also Sinitic societies which leads one to think that perhaps there is
something about the society itself which is important for success. Policy
implementation is felt to be a key factor in Korea's success. According |

to Steinberg, its policy formulation was probably no better and no wqrse]ﬁuﬁ;,¢



.than any other developing country S, but its ability to formulatkya

‘policy and have it followed was important (Steinberg, 1982f343

were given from the central office and they were. carried out exactl‘ as
directed at the local level. i

Korea's history is also somewhat unique.: Landnreform'wasvcarriedi
out by U.S. military occupation after World War II with relative ease
When the Japanese surrendered to the U. S., 40/ of Korea s land was ;‘

Japanese~owned. This left a large amount of land unowned which had to be

distributed. Landowners had often been co-opted by the Japanese and thus},fir
were in no position to resist the reforms.; Land reform has been important

to income distribution in Korea but it was carried out under unique cir-
cumstances. The Vietnam War was also a boon to Korea. It brought in foreign
exchange through purchase of goods but it also employed Korean soldiers

and workers at a time when a military force. of 700,007 could have been anl”i

problem. The Korean War was heavily subsidized by the U. S. as was. the!”(

5rebuilding process afterwards., Finally until the l970's,,aid to Kore

.was mainly in the form of grants. This meant that

fwas virtually debt free in the beginning of the 1970'

It has been difficult to separate the impact ofyAID ‘programs

_of rural and urban development. Ic has also been very difficult,_omfigureﬁfn

out exactly what AID did in Korea on a project-by—project basis.” General o
information is available. AID financed infrastructure early on. Specific‘f

i%Thus the lessons‘

details about various projects are much harder to findl

~which seem to come from rural development in Korea are'general ones which

'iﬁThey are as follows
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1. Early emphasis on urbanization and industrialization caused a demand

for agricuitural produce which in turn stimulated agriculture.e More

emphasis was placed on the urban sector and manufacturing. Agricultural
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

ltrural' ncomes.' Urban ‘demand for food also stimulated agricultural production.

Free P L. 480 grain shipments are not always detrimental in the long run.

ffIn the short run, most people agree that the free shipments of grain from

he U S.‘allowed the Korean government to pursue a policy which neglected.ug
: agricultural production and rural welfare. If farmers came up short in aj45

~ harvest, the Korean government knew it could get free grain from the U S.i}

uIn the late 1960's the terms of trade hardened and the Rorean government

realized that it would have to spend foreign exchange on grain if harvest
were poor. From that time on, the Korean government pursued a policy'

‘:'which put emphasis on agriculture. Basically P L.‘ 480 shipments bought_v

rntime during which the government was able to concentrate (successfully‘inf{f

_Korea s case) on its urban export-oriented manufacturing sector. Terms i
%of trade for grain acted as a catalist for either ignoring agriculture orfl}
g;aiding it.

f:3. "Basic needs" came as a result of successful ecomomic policies. The

 Korean economy developed with little consideration for the basic needs of_; 4
the people. Rural people's needs were largely ignored before the 1970's(uhen
‘the NCM (Saemaul Movement) began. Although education, medical facilities,‘housidg,

fsetc. were of more interest in the urban areas, these were not high priority

.‘any,place.‘ In rural areas, increased income has meant improved living con- e

dgincome is a result of improved empJoyment opportunities.



4. Training abroad seems to have been important. According to Cole and Lyman,
approximately 3,000 Koreans have been trained abroad, many in the U S.a |

(Cole, Lyman 1971: 279) “We have not seen a systematic analysis of the

impact of overseas training in Korea, but certainly Cole and Lyman and li*?fn

Steinberg feel this was one of the greater impacts that the U.S. haéfhed‘in r

Korea. Early planning was done mostly by foreigners.‘ By the second round
of planning, however, trained Koreans were very involved. (Cole, Lyman 1971 204)
is progect imnacr studv nf Forean irrigation, Steinberg concludes that the

fgeneral ‘success of the project is the result of policy formulation and
implemeatation by Koreans themselves. (Steinberg, Morrow, Palmer. Dong-il 1980:1)
-ln this project the U.o. moqtly provided the funding. Training abroad gave

‘Koreans the skills needed to make decisions and adapt policies for Korea.

'%The Park government_gnve thcse foreign~trained people key policy positions

ﬂﬁiQ;QhV;gqyerngent;”nd ected; hem to ‘encourage long-term development.



‘Footnotes

1/ 'A11 data cited in this and the subsequent two paragraphs are frbm‘ :
‘Mason, Kim, et al, 1980, Chapter 4 except as otherwise noted. This

chapter also draws heavily on Krueger (1979).

- It is perhaps noteworthy that, even during the very rapid growth years

from 1960 to 1978, South Korea never achieved full control sver domestic
inflation. During most of that period, however, the rate of inflation
was fairly stable, not accelerating, and significantly below the rates
of earlier years. Jouth Korea's inflation rate rose in the 1970's as
did rates in the rest of the world. Overall, however, one would judge
the South Korean inflation experience in the 1970's to be no worse than
that of many other countries.

Unfortunately, the nominal interest rate was not permitted to rise:

as much as the domestic inflation rate in the 1970's. By the late 1970's
the negative real interest rate was once again an identifiable source

of major distortion within the system.

A thorough analysis of the role of aid in Korea's growth over the period
1945-75 was undertaken jointly by the Korean Development Institute and
the Harvard Institute for International Development. For a detailed
analysis of the role of aid in Korea's development, see Mason, Kim,

et al, (1980).
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CHAPTER 16
'ASSISTANCE TO TURKEY#*

"An examination of the history of aid to Turkey is instructive for a
‘variety of reasons. Tufkey has one of the longest histories as a U.S. aid
recipient of any country in the world. As a member of NATO and immediately
on the Russian border, there are important American strategic and political
interests in the country,.along with the strong interest in economic
development concerns.

There 1s also .an interesting contrast with Korea, another country whose
history with foreign assistance is surveyed in ﬁhis volume: from the
perspective of the early 1960's, most observers would have concluded that
assistance to Turkey had been highly successful (because of her.relatively
high rate of economic growth) whereas that to Korea had been somewhat less
so. Viewed from the perspective of the 1980's, however, the Korean economy,
despite its current problems, has had enormous success in achieving develop-
mental targets and in eliminating any need for concessional finance. By
contrast, Turkey cqntinues to be an aid recipient, and her economic progress
over the past two deéades has beenufartless impreésive than that of South

Jorea.
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To understand some dimensions of the aid‘expéfience in Turkey,viﬁiiéjfﬂ 
necessary first to provide a brief sketch of Turkish economic growth.‘ Th;§jE
is done in Section 16.1. In section 16.2 a history of assistance, and'  f,€':
its interaction with that growth, is provided. In Section 16.3, thé‘tfaéé-'
and-ald interrelationship is examined in somewhat more detail. Sectién |
16.4 is devoted to a review of assistance to Turkey for agricultural and
rural development. The conclusions that flow from our review of development

assistance to Turkey are summarized in Section 16.5.



16.. Turkish Growth Performance

"” Tﬁéfe have been three strikingly similar cycles of growth in Turkey
over the period 1950-1982 (Table 16.1).% An understanding of those cycles
is perhapsvthe simplest means of providing a sketch of Turkey'g growtﬁ
experience, and is simultaneously necessary for analyzing the aid experience.

It is simplest to start, therefore, by providing the "stylized facts"
of the cycles, and only after that to consider the progress that was made
during, and the special characteristics of, each cycle. Each cycle starts
with a period during which growth is fairly rapid, generally as a consequence
of some external stimulus. These covered the post-war reconstruction and >
the commodity price boom of the early 1950's; the advent of program aid in
the earlv 1960's; and the large expansion in output following upon the
success of the 1970 devaluation. Inflationary pressures arise, the exchange
rate becomes increasingly unrealistic, the government responds with a variety
of ad hoc measures to "patch up" the situation, and the economy becomes |
increasingly distorted. Meanwhile, little is done to curb the sources of
inflationary pressure.. The limited actions that are taken, such as imposing
price gontrols on state eccnomic enterprises and financing their deficits
through centrai bank credits, have often actually intensified inflationary
pressures
As distortions mount, either through a rising rate of inflation or through

increasingly scarce foreign exchange, the rate of economic growth declines.



Table 16.1.

1950
1951
1952
1953
1954
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971
1972
1973 .
19741¥Ff
1975
1976
1977
1978
1979
1980

Average Annual
% Increase:

1950-60
1960-70
1970~-80
1950-80

16-4

Growth and Sectoral Composition of GNP in Turkey
(TL million in 1968 prices) S .

Agriculture

As 7 A9;2 
GNP Industry GNP  Services

- 1950-1980

As %
GNP

[mport
Taxes

15,867
18,998
20,856
22,668
19,607
21,483
22,553
23,985
26,182
26,258
26,836
25,549
26,740

29,344

29,224

28,101

j37,9}
38.6

41.2 5,054 13%1, 15,761

an sam L9 16,95

42.9 5,763 . 11, s;( | 18,844
419 6,872 0 127 21,331
37.5° 4.3, 22,427

40,155
44,389
21.0 46,874
219 50,862
23.3 54,070
2.3 58,692
22,1 62,99

2 103,659
24,5 103,998
24,0 103,968

8.3 6.7
9.6 6.8
5.9 5.9
7.9 6.5

1,915
2,390
3,275
3,339
3,106
2,950
2,399
2,298
2,078
3,039
3,025
3,206
3,961
4,142
4,102
4,061
4,643
4,883
4,952
4,333

4,355

4,421

. 4,965
;5,023
5,223

5,651

3. 6,213
6,434

.6 5,364

4,450
3,613
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Table 16.1 (continued)

GDP Net factor GNP Populat GNP
(purchaser income fror (purchasers Index (millio per head

prices) abroad prices) (1950=100) mid-ye (TL)

1950 38,598 - 92 38,506 100 20.9 1,842
1951 43,536 - 89 43,446 112.8 21.3 2,040
1952 48,738 -117 48,621 126.3 21.9 2,220
1953 54,210 -120. 54,090 22,6 2,393
1954 52,655 174 52,480 23,2 2,262
1955 56,912 -270. 56,642 ©023.9 2,369
1956 58,763 =335 58,428 244 2,394
1957 63,417 -422 62,995 1253 2,490
1958 66,308 463 65,844 126.0 2,532
1959 169,373 -852 - 68,521 26.7 2,566
1960 71,391 =522 70,869 27.5 2,577
1961 172,619 334 72,286 28.2 2,563
1962 77,030 -276 76,754 28.9 2,656
1963 84,291 103" 84,188 29.7 2,835
1964 87,782 -163. 87,619 30.4 2,882
1965 90,078 +290 90,368 31.2 2,896
1966 100,629 +576 101,204 31.9 3,172
1967 105,158 +302 105,460 32.7 3,225
1968 112,190 +303 112,493 33.6 3,348
1969 118,168 +426 118,594 34.4 3,447
1970 123,949 1,477 125,425 35.3 3,553
1971 135,181 3,004 138,185 ' 36.2 3,817
1972 144,063 4,414 148,476 37.1 4,002
1973 150,428 6,029 156,458 38.1 4,106
1974 163,237 4,776 168,013 - 39.0 4,308
1975 177,761 3,623 181,383 401 4,526
1976 193,207 2,544 195,751 " 40.9 4,784
1977 201,577 1,781 203,358 41.8 4,869
1978 207,314 1,869 209,183 42,6 4,906
1979 205,487 - 2,857 208,343 43,5 4,786
1980 203,896 2,165 206,061 bbb 4,637

Average Annual
Z Tneranae:

1950-60 6.3 3.4
1960-70 s 3.3
1970~80 Y51 2.7
1950-80 5.7 1




Table 16.1 (continued)

a
Notes:

Sources:

Includes construction, wholesale and retail trade transportation, sforage,
communications, banking, insurance, and related financial activities,
business, social, personal, and governmental services, minus imputed bank

service charges.

Preliminary figures (SIS)

Turkish State Institute of Statistics (SIS), National Income and
Expenditures of Turkey, 1948-1972 (Ankara, SIS, 1973), pp. 36-37, 143

SIS, Turkiye Mille Geliri, 1962-1977 (Ankara, SIS, n.d.), Table 5; SIS,
Statistical Yearbook 1981 (Ankara, SIS, 1981), Tables 20, 398, pp. 29, 400.




And this in turn induces a nen reform program. The period‘surroonding the
reform program has typically been a period of:slow growth. In:the two
earlier cycles, the reforms were successful in stabilizing the economy and
‘reducing the degree -of -distortion.- It-is-still too'eeriy to‘pass'judgementj"d
on the success of the 1980-81 reforms. : .

With this overly-~simplified pattern in mind the economic history of
each of the three subperiods can be briefly recounted., The first such
period, which began during the worldwide bos~ ‘. of the early 1950's, ended
with a devaluation-reform program in 1958. Turkey's economy had been dis-
located during the Second World War. The post-war period was cne of recovery
spurred by relatively high commodity prices for Turkey's exports and by Point
Four and Marshall Plan aid. The short-run expansion in real output was
impressive, with rates of growth of real GNP estimated to have been almost
10 percent annually from 1950 to 1953. Turkey even became the world's
largest exporter of wheat in the 1951—53 period (see Section 16.4 for an. -
analysis of the role of aid in the expansion of grain production in the

Anatolean plateau).

By 1953, however, diffionitiésfyere'erising as the increase in resources

permitted by high commodity pfiééé;’éiéing real volumes of exports, and
foreign assistance, were not sustained. Inflationary pressures within the
domestic economy mounted. Export earnings fell due to a worsening of the
terms of trade, to a poor harvest, and to the decline in the real value ofttne

Turkish Lira.

The Turkish government s response was to improve surcharges on. imports

to require import licensing, and to permit resort to suppliers' credits and

bilateral arrangements to finance needed imports. My 1958, however, the
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‘situation was desperate._ Additional credits became virtually unavailable as a“%

"result of many arrears in indebtedness{? There was insufficient foreign

'exchange available to permi‘ thejpetroleum imports needed to harvest the ﬁf”

fcrops and transport tnem to: portJ‘ A devaluation-stabilization program

vwas finally entered into with the IMF and donor countries (see Section 16 2

'for more details), and majo ,domestic ‘economic reforms were undertaken. gff

t;By 1960 thexr sp e reforms was being felt and ‘the ground

‘was laid for the next'cycle hic lasted over the decade of the l960's. ,.f:a??

. ‘During the 1960's grow ; ave- aging"“just“ under 7 percent annually

.in real terms i From the vantage point of'th 1ate‘1960's Turks could justly ff'f

hpoint with pride to their cumulative growth rate iéSSvas'being'one of.‘

‘the highest in the world. The retardation ‘of :the:late 950 s appeared to

'have been a temporary aberration.

The 1960's witnessed the start. of major governmental investment programs if*

,‘,and intervention in the economy in support :of development objectives. - In
‘gparticular, major emphasis was p1aced upon the development of a "modern |
i_industrial sector. Measures were taken to encourage the growth of domesti:
industry (see Section 16.3 below). This had several effects: (l) itﬂ
p1aced heavy demands on imports for both investment goods and for inte

'mediate goods to permit existing import substitution activities to continue

: producing, (2) it intensified inflntionary pressures within the domestic

,d(3) it placed incentives on production of import substitute at -

Pthe expense of expansion of capacity to produce goods for export.

,Hnlike the 1950's cycle, the cumulative effects of thes mstrainsfwere’

};most gradual in developing.: The government acted to avoi



he‘black market

,foreign exchange and import licenses were again mounti”g.

‘exchange rate was again soaring well above the official ate ’nd“dislocation

’was emerging in many economic activities. Whileﬂthe -ate of" economic growth

Again, the economy also responded markedly, as real ‘GNP

.4% in 1972 and 5.4% in 1973 (Table 16. 2)

7

lrose;lO 2% in 1971:
However, this third cycle, which culminated in the reform program begun :;
‘in January 1980 also contained the seeds of its own self destructionm. The
initial contributing factor was the success of the devaluation-stabilization'i
‘Program itself._ The sharp increase in workers' remittances and other: S

»foreign exchange could not be sufficiently contained by the Central Bankf

of Turkey._ As a: consequence, inflationary pressures were released within

"‘-7This strategy

,was moderately successful‘in 1974 and 1975 eal GNP rose 7 4 percent in




Table 16 2’“

'crends in; Trade, Development Assistance, and Balance of
“Pavments’ in' Turkav: *-1950-1980 - ~ S N

CURRENT ACLOUNT

~ Visibles Invisibles - NATO
- 'Infrastructure
Imports Exports " and’ offshore
(CIF) (FOB) receipts g

Balane’

1950 286 263 - -1 -
1951 402 3L - -6 =
‘1552&; 2556 1 gy e IR X
1953 533
1954 478
1955 498
1956 407
1957 © 97
1958 315
1959 470
1960 468"
1961 510
1962 622
1963 688 -
1964 537
1965 572
1966 718
1967 685
wes 760
1969 8oL
1970 948
1971 W11
1973 2086 1317
197 7T 1532
1975 4738 1401
1976 5129 1960
977 5797 1753
1978 4599 2288 -
1979 5069 2261
1980 7909 2910
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Table 16.21(continued)
: S CAPITAL ACCOUNT

+"Direct Capital Programme 480 .  tisation Capital
[nvestment ~ Movements A1d°© ~ Imports: . of'debt _Inflow

Other Project and PLO . »ﬂf?Aﬁofﬂj

Ligg -
123
145
155
126
106
173
128
+136
an
129
.
199
270
149
160
172
‘169
215
249
315
345
275
433
250
578
535
1518
‘1184
" 782
2325

103
2L 13-

348
236
1162
733
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Table 16.2 (continued)
UVERALL BALANCE

‘Net IMF Net Errors Change in
Position Short-term and : .Reserves ‘
and SDR's  Capital = Omissions - = Increase) ~ Balarce -

"7 ‘127 30 40"
s 2 29




‘e

Table 16.2 (continued)

Notes:

“Sources:

Includes tourism, interest payments, profits transfers and other
invisible transactions: for 1973-80, includes NATO infrastructure

and offshore receipts.

b Includes suppliers and commercial credits and direct imports

with waivers.

. Includes debt relief.
d For 1967-77, mainly convertible lira accounts.

SPO, Yeni Strateji ve Kalkinma Plani, Ucuncu Bes Yil, 1973-1977
(Ankara, SPO, 1973), p. 523 SPO Dorduncu Bes Yillik Kalkinma Plani,
1979-1983 (Ankara, SPO, 1979), p. 71; OECD, OECD Economic Surveys,
Turkey 1978 (Paris, OECD, 1978), p. 55; Turkiye is Bankasi, Economic
Report 1978 (Ankara, Turkiye is Bankasi, 1978), p. 34; Briefing, 17
March 1980, p. 18; SIS, Statistical Yearbook, 1981 (Ankara, SIS, 1981).

OECD, OECD Economic Surveys, Turkey 1982 (Paris, OECD, 1982), pp. 23, 62.

Singer, Economic Advance, p. 392.
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1974 and 8.0 percent in 1975. However, the rate of inflation rose further,
accelerating from 14 percent in 1973 to 21 percent in 1975, 26 percent in
1977, and finally reaching 100 percent in 1980. By the end of the cycle in
1979 - and despite several "programs" that had been announced designed to
rectify the situation - real GNP was declining. In 1980.real GNP stood
‘only 5.3 percent above its 1976 level--an average rate of increase of less
'ﬁthan-2 percent annually - less than the rate of growth of population over
gthe game period.

" As this brief description indicates macroeconomic difficulties have
kplagued the TLtkish economy throughout the period during which foreign
assistance has been a factor in the economy. Although satisfactory economic
growth rates were achieved for part of that period, those rates proved

unsustainable because of macroeconomic difficulties. As will be seen in‘f

3Section 16.2, much of aiu policy toward Turkey, especially in the 1960 s

“and the “late’ 1970'5, has been atrongly conditioned by the presence o“those
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16.2 . Macroperspectives on Assistance

urkeyfisfone of the oldest:recip hroughoutf‘

mos wof the period been a major recipient of American aid

the Marshall Plan period, Turkey was a major recipient.t There are few
lessons from that period, however, for development assistance and this
review therefore starts with the first of the three cycles.

Despite the similarities of the cycles in Turkish economic development,
the role of foreign assistance has been somewhat different during each.

During the 1950's, the United States was virtually the only donor country

(until 1958) Most assistance was intended to be project assistance. It

_was directed primarily at infrastructure and agricultural development.
During the second cycle, American assistance efforts were generally

»shifted toward "program", rather than "project" support. In the case of

fTurkish program assistance was undertaken in conjunction with a consortium
’of donor agencies. In the third cycle, American assistance was greatly
‘reduced in scope in the early 1970'5 in response, in part, to the apparent

success of the 1970 devaluation.a It was resumed again in response to thi

difficulties encountered by the Turkish economy in the late 1970 s.ﬂ_;’“
In the l950's, assistance centered primarily upon infrastructure.

opecial emphasis was given to the constru tion of a road network deemed '

desirable for NATO-milirary purposes asrwell as for economic development. '

This nationwide network of paved roads has been of major significance forlfl

regional and agricultural development.gghi{
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. Infrastructure investment and other development assistance activitiesjhiﬁﬁ
were also undertaken in a number of other sectors.é- . |
For present purposes, however, focus must be on the interaction of

American assistance with che Turkish macroeconomic difficulties of the late
1950's. American authorities were well aware of the problems inherent in
Turkish macroeconomic policy. An American assistance-sponsored analysis of
the Turkish macroeconomic problems was conducted by Chenery, Brandow and
~ Cohn (1953). It is of interest that the Turkish reaction to the study was to
refuse permission of the authors to enter the country. However, given the
American political interests in Turkey, American policy was torn between a
‘desire to provide political support to the Menderes government and the desire
‘to,have Turkish macroeconomic policies corrected.

| The consequence was a difficult and tense period in Turkish-American
relations. Starting in 1956, the Menderes government several times requested
»continuation of American project assistance and an American program loan

Jito provide financing for importS'E/

'wfiThe American authorities refused those requests ased largely on their |
;recognition that the Turkish government 5 policies were unsustainable. By |
ithe summer of l958 the Menderes government was willing to accept the
restrictions placed upon it under an IMF-led consortium that was clearly

. strongly influenceduby the American position. Whether the change came about |

fbecause of thj ncreased difficulties experienced by the Turkish economy :

r,(there had even been Turkish mission seeking Russian assistance prioro,p
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question. But the episode well illustrates iiic dilemma of assistance in
the context of strong political interests in the recipient country.

‘The 1960's cycle represents yet another type of experience. By that
time, the focus of American aid had shifted largely toward "program",
rather than "project", assistance. Although Turkey received assistance from
‘several donors the United States was by far the largest source of assistance

in the early l960's. But the United States' relative importance as a donor

‘to‘Turkey.declined sharply in later years as Turkish Associate Membership

o V‘Caled to stronger economic ties with the European countries. The -
dilemma of U. S. program aid to Turkey centered upon how an individual donor.
7cou1d influence macroeconomic policy. The solution in the Turkish case was:
the formation of a "consortium", which met with Turkish planners and other
officials to discuss budget plans and go over the "import requirements associ—'
_ated with it (White, 1967). This led to a focus on overall development
efforts,‘and particularly on investment plans. The donor agencies were
concerned with allocational issues including the distortions caused by

the trade regime and the sectoral allocation of resources. Bargaining,'
however, tended to focus on the degree of emphasis and the rate of investment
in import-substitution sectors rather than on the strategy itself.v Perhaps

'this was. because, in the context of the 1960 s, the long-run cousequences f;“
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allocations, and, to a certain extent on the related macroeconomic issues

However, since the "foreign exchange shortage' associated with a given plan

was what determined, at least in principle, the level of assistanceitnf

extended by the Consortium donors there was some conflict on the part'of the
Turkish authorities as to the extent to which it was in their self-interest

to minimize the gap._ Secondly, the consortium model was in itself somewhat
unwieldy. Multiple donors with different emphases among themselves probably

limited‘the effectiveness that might otherwise have been achieved in influenc-

'in" Turkis policy.’ There was also a problem with delays.3 The fact that o

Turk lans~first had to be formulated and then discussed with donors

ifficulty of reaching a consensus among all donors on assistance levels
made the process a difficult one for donors and recipient alike. -fﬁi-

o Despite the above, which may be regarded as "lessons" learned from

'the 1960's cycle, it seems likely that the "program" approach to’ developm 1t

as stance was probably a significant factor in limiting the distortions to

\which the‘Turkish economy was subject before remedial actions were taken.

: as a continuing dialogue between A.I.D. and the Turkish government '

’officials (in which Krueger was occasionally a sideline observer). There £

attempts to persuade the Prime Minister and his cabinet that a. change:,;.

devaluation of 1970 would have been delayed even longer in th":absence of

donor pressure. What is clear, however, is that remedial actio’ was aken_,f

,in 1970 at a far earlier stageaofzthe cycle than in either .h,;195 ‘s_ ru‘éi”

‘the 1970 8o



16-1Y

The third cycle is in a way.the most interesting. With the exception
of the multilateral lending agencies, there was far less involvement of donors
in the process than had been the case in the earlier cycles. American assis-
tance resumed when severe balance of payments difficulties and other symptoms
of extreme dislocation reemerged. Then, starting‘inil978, there were repeated
"programs" announced to stem the difficulties.n'An}lﬁFfstabiliZation program

of 1978 of U.S. $450 million, combined with an. OECD-consortium debt re-

scheduling provided about $1 2 billion over‘a'two—year period in balance of

'payments support. There were, of course, conditions attached to the stabiliza
tion program and these were generally underachieved in 1978 and 1979 o
Despite changes in the exchange rate, the rate of inflation was sufficiently’
highfthat the realirate became increasingly overvalued and export earnings
‘faltered. pp.bv | |

From hindsight there were two major mistakes in the 1970's. First,\td‘
Turkish borrowing, crimarily from commercial sources, in the mid-l970' e
postponed adjustment thereby making it more difficult when it did:come’:

Second, when the imbalances were finally apparent in 1977, their sewerity




L6-20

sufficient to remedy the underlying difficuities. At least until knowledge

improves, advice on policy reform will continue to contain a large element

of judgement.
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farises in its balance of payments and in mounting deb service obligations.
It is therefore inevitable that countries with expansionary policies and
fixed exchange rates will seek support from donor countries ~und institutions.n

When the macroeconomic policies are appropriate, such support can be used

in highly productive ways in support of economic development. When they"

are inappropriate, however, they can be largely dissipated in suppor

“a h‘ h rate of return,,and,more wi11 hav ”if pre‘ nt econcmic eforms
'_succeed, the United States and other donors were hree times caught in a

weak bargaining position on economic reform by their’political interest in

- Turkey at times when Turkish macroeconomic policy was unsustainable.t In'*
the 1960's, corrective measures were taken re]atively early in the cycle.

In the 1950's and 1970's however, donors were_induced to provide‘support

(40 1956-58 and again in 1977-79) despite the act that th ~und 1“1n”'
;fprograms had not been sufficiently changed to offer: promise of :great macro-

economicnrelief.,,,»-;?



sector of*the domestic economy.» In the urkishr se the most. vividfillustra-

tion. of this lesson arises from the cycle f“the 1960' Evenkwhen broad:ﬁf

macroeconomic policy was not highly out of{line the fact of an aid inflow ;’

helped to mask the underlying distortion in ti rade.regime, as between .

import-substitutes and exports. . Krueger 1974):has estimated that whilelv
yalmost all exports were receivin: onlrxTL9 U‘S‘.dollar the implicit cos =

of manyvimport-competing goods was: TL20: or: more\per dollar._::

hl,:ituation could no

isuvd as long as it did ha

fbeen for‘aid flows.a Although.aid officials correctly pointed to the distor—f;

10 ;theyvnonetheless perSistedv”s.\?”“"

ﬁstumbling block to expansion of export earnings,' In Turkey s‘case this

difficulty was compounded by the fac that Tur”ish worxers, re

also‘provided a major source of foreign exchange. Nonetheless ‘a major'* o

‘lesson from the Turkish experience, effectivenesst

1diminished unless it is administered in the ‘context - of a fairly realistic

’ate and a liberal trade policy.l‘

Thelrelationship between trade policies and aid does not end at the~;j

}macroeconomic level. It also affects the effectiveness of assistance

zat he‘individual project and sectoral level. Two episodes in Turkey ﬁ e

!Qil;fh rve to illustrate the link. The first is the Eregli Steel works

fand the second is‘the‘experience of the Turkish)Industrial Developmenﬂn_‘jff5

ion tofnew industrial

In the 1960 s, ‘when there was automatic yrotect



not undertaken.; An inappropriate set o “trad policies induced an initiallyﬁﬂ

ftechnical efficiency of Turkish industry rhrough its technicauiassistance,'gl

?project appraisal and other activities.' It adopted?shadow pricing'an 3fl

°cost benefit analysi“sarly in its history (Chapter 6 ) However in its '

"first ten years off.'existence, its project appraisal was based on market prices.
iMany of the projects whi;h it funded were very profitable at market prices,

fbut uneconomic at international prices., When the Bank began using international
fprices in its project appraisal it was able to weed out loan applications
?from same high cost industries., But the policy did not induce loan applica-x

:tions from those activities (especially for export) that would have been

fprofitable at a realistic exchange rate but were unprofitable at the actual K

*exchange;rate..qg_,.,



: The”benefits accruing from assistance to the Turkish Industrial

Development Bank were less than they might have been, even when the Bank

used appropriate appraisal criteria, had Turkish rrade and exchange

rate policies been more ealistic. _,’;;;[,;



Turkey began during World War II and continued ntil‘1976.:?

reason is that in the process of acquiring e Xp ience in development assis-f
tance in Turkey the U S. made almost all of the false starts ‘and committed

most of the development assistance errors that were possible. In spite of

the false starts and errors there have been a number ot success stories.. e
U_Sf*development assistance Has made an important contribution to expansionf

ofithe gricultural sector s productive capacity and to the economic well-’t

and (d) wheat production campaigns., (Other } L

tan e‘programs.‘ Reference is made to the activities‘or'other,donors only if

been active in support of development of .the forestry sector, in the promo--



tion of fertilizer use, in s'pp rting‘ he develoi'ent/of animal health and

op'introduction and researc The“World Bank

| production programa and‘in

has been active in soilbandjwate conaervation and irrig ‘ion_development

and in the development of the liveatock industry ‘



'ég;ﬁcultural Inputs' Tractors and Fertilizer

After World War II use of tractors diffused rapidl “in Turkey. Fertilize

:use expanded steadily from very Iow levels in the early 1950 s»to.the mid-f‘
‘l960's. The largest increases in fertilizer use came after the introduction
:of the new higher yielding fertilizer responsive varieties in the mid-l960“s.‘
U.S; agssistance played a very important role ‘n the rapid-post-war introduc-"
tionwof tractors. It played a much: smaller direct rolezin.the-growth of
fertilizer use. | o |

‘ Tractors. During the Marshall Plan period (1948—52) and during the first
several years under the Mutual Security Act, support for agricultural develop-
'ment represented a very large share of U S. agricultural development assistance
to Turkey (Wilson, 1971 2, 3) And a major share of this assistance was in

support of agricultural mechanization (Table 16 3) Nearly 40 000 tractors” ,

were imported with U S. assistance during”the Marshall Plan Period. Afterfthe

mid-l950's assistance by the U S for mechanization declined but mechanization,

feed _ow'otherﬁpurposes. Wheat production increased,rapidly during the“
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able 16.3. Mechanization fn Agriculture

1965 lom  lom 1980

Tractors ('000)

Area: cultivated: with
tractors (mn. ha.)

Draught animals
('000 pairs)

Area-cultivated?hﬁfﬁi

draught animals = : -
(mn.. ha.) '

Total-cultivafea
area - ‘. s

SbﬁF&ééi Turkish Government, State Institute of Statistics, Summary of |
ven 0 Agricultural Statistics. Published annually.

OECD (1974), Agricultural Policy in Turkey.

IBRD/World Bank (February 18, 1982), Tfurkey Industrialization
and Trade Strategy: MethodologjcaI and Statistical .uinex
Vol. 3.
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4imported. The mission estimated that the number of farms o;,whichﬁtractor

cum Vﬂation was economically viable was’ only in the=neighborhood of 104000
(IBRD, 1951) It also seems. apparent that land was. converted to cotton and'ﬂ
grain production that should have remained in pasture. In some: areas the 5",;

productive caoacity of the new Iands brought under cultivation deteriorate

rapidly. There were also serious income distribution effects. Ownership

of resources ‘at “the: village level became more concentrated and large numbers_f'
of peasants were pushed into the migration stream (Ankara University Facultyﬂ4

'of Political Science, 1953; Robinson, 1952 and 1958; Mann, 1980).

It is hard,. in.retrospect, to escape the conclusion that a slowe;“pac

of mechanization in Turkey would have been desirable. Both the negative

effects~of conversion of 1and‘use and the impacts of income distribution

a- failure of analysis. Our review suggests that very.little

mechanization ‘with the modernization of agricultureﬁ(Chenery vBrandow and.,d“fid

Cohn,"'“1953 ' Aresvik, 1975: 76-81; Mann, 1980



Fertilizer'

the completion of the report\ th Turkish government worked extensively with B

AID:hxseeking to develop a suitableffer ilizer‘project. In the end, however,f

the Turkish authorities did not seek AID financing for any fertilize' proj tf

although the: Mission continued to work with the Turkish government on

fertilizer-related questiOns.'Jua

An AID fertilizer advisor spent abOut four years (1967-1971) working’

with the State Planning Office, thexMinistry;of Agriculture, Dona‘im (theur ﬁ}

Agricultural'Supply Organization), thi Agricultural Bank and TurkishTindustry

ofka.fertilizer industry. The fertilizer

advisor wrote leveral reportsjgwhich were well received by the Turkish govern-.

ment, in which he made:several reocmmendations about several possible areas of
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adViSQf suggested that the Turkish government reorganize and'consolidatéf}
all government fertilizer functions under one organization:'5production;*
credit, research, soil_testing, marketing and fertilizer.per?éfi‘

1969) .

was the acceptance by the Government of the use of nitrogen fertilizer on
wheat. ‘The excellent results of phosphate with nitrogen on high yieldin

wheat varieties encouraged the Government to take a new look at the situation, :

and togrecommendtthezu offnitrogen on wheat. This practice »begun,with‘;7

zers in addition to’phosphates. The outcome of these_experiences also




Tabié?i&?#ﬁ ﬁfﬁﬁﬁégﬁﬁfh:”fof Commerc1al Fert1l1zers 1n Turkey,
T .11950=72 ons of nutr1ents)

Yearfﬁﬁ

'N1trggen ~'  PhosEhorus fﬁﬁ%gsﬁﬁaﬁff

1950-54 s, 722: ,__,_4),,708 -

1955-59 ]2?’3 65‘{;1 S
1964 e
‘9693‘{2"\{?’

1972

1978

Note'i The f1gures for the 1950-54 per1od and the 1955-59 per1od are
" averaaes.

Source: FAO (1950-72), Production Yearbook; Government of Turkey, State
Institute of Statistics. Statistical Yearbook of Turkey 1973
for 1972 figures; IBRD/World Bank (February 18, 1982), Turkey
Industrialization and jrade Strategy: Methodological and Statistical
Annex, Vol. 2 for 1978 figures.




fact that the currency was rapidly depreciating. By 1979 subsidies t -
fertilizers amounted to between 607 and 80% of product cost.
In 1980, retail prices of fertilizers were raised and‘subsidies to

fertilizers were reduced to 20—45% of the product cost. Nevertheless

(u. S $460“million) in 1980. The government indicated its’ intentilon'to- phasef

conditions have prevailed and therefore ‘a non-price allocation mechanism }fh

~has been used to distribut ertilizer to farmers and to specific crops.b There

has been an uneven distributionnof/available supplies. A World Bank simula-?E

tion based on itﬂ‘agricylturalviector model for Turkey indicated substantial

malallocation of ertilizer use among crops'and regions due to pricing

policies (WorldaBankv l982 3
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wer a,nec‘eés’ary- induce=:i:

nent;to__ intensive EEttilizer use.' Before the- ntroduction o _the:ne
wheat varieties there was little economic return»to higher levels of‘fertilizer
use: on: most crops. Whenrthe new fertilizer responsive varieties were intro—

duced, the economic incentive for fertilizer use was very large. The‘primary

effect of fertilizer subsidies.was to distort use patterns.



Land and Water Development

Both the U.S.. AI.D‘ (an 1
have: provided substantial assistance for land and“water:development.i' Turkey

The Seyhan Project -'a.large.multi-purpose flood control and irrigat' o

project was: a major focus of assistance by both agencies for over'30 ears:
The project is of interest because it illustrates the difficult pro_ ems«

that both: institutions have  faced repeatedly in the- development ofﬂlarge

multi-purpose projects. Many of these problems have'centere

An economic study-was als

eyhan Dam.,

‘water,developmentvwork that would hav¢'to be'carried out in order to realizeﬁ
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services provided by existing government agencies were thought to“bevrela-fV

tively ineffective,, The new "training and visit" program, developed with
the. assistance of a»specialist consultant Mr. Daniel Benor, differed from

the. existing program in several respects' it offered more intensive assistance:

to farmers; activities of the different agencies were coordinateddunderﬁ
single program, it used village level‘ contacj

e: scheduled visits to farmers,};.;h.

were trained at regular sessions and mad

the: contact workerS\were ackedfup by a ,ierarchy of specialists- its o

autonomy enabled it toi»oncentrate on farm training rather than on. data

collection. The success.mf the’training and visit (T & V) system in the

Seyhan Project area led to i s adoption in several other Bank assisted

projects. It has also served as. a model for Bank-sponsored extension programs

. 19‘77 - Chapter \10)

in a number of oth r

The initial responselby the government of Turkey was‘less enthusiastic

than that of the Bank. The T & V system was expensive for the‘government to :

operate and maintain. There was considerable animosity by{ the regular

extension agency to special &mplementation units. Following completion of

Bank assistance to the project the personnel connected with the T & V system,”ﬂ
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were reabsorbe'“into the regular extension service or left government service.

The longer- , “oweve . have been“rat er substan—. *

tial..,I ,1981 the Ministry of Agriculture announced that the T & V system

would‘be A _tituted nationwide over the next five years._ This will require -

agdbu liing: of.extension~ 1. Assistance agency advisors, including
Bank personnel have expressed.concern as to whether such an intensive |

system\will be cost-effective.

Substantial U S. assistance was also directed toward strengthening the

capacity of the Turkish government to ensure more effective utilization of

its. investment in land and water resource development.‘ This involved\the f"
assistance in the establishment of a Deparrment of Land and Water Resource »;

Development (Devlel Su Isleri - DSI) in the Ministry of Public Works modeled

',‘.

l-ﬁTOPRAKSU - modeled on*

on the Uf S.. Bureau«.'of Reclamation., A se ynd:agency.

the U S ﬁSor Conservation'Service,_was'established intthe Ministry of'Agricul-

ture: in l960*and later moved to the Ministry of Village Affairs in l964.,~_

It wag:. organized to assist farmers with problems of soil and water management.

irrigation development and soil conservation investmentsnby farmerjf £

| BOth the DSI and TOPRAKSU prOgrams'%:re esigned to beknational in }f;i~

scope. Major effort was placed on the training of personnel.} An internal

AID evaluation in the late l960's indicated that DSI has become a highly

professional and technologically proficient agency.

TOPRAKSU resources were, however, concentrated primarily”inftwo major

State Project Areas (Seyhnn and Gediz) In these two areas a.force account
approach to land and water development - financed by the government and
ycarried out by TOPRAKSU - was developed.: This proved effective in bringing

rapid on—farm development within thebproject areas but it did nothing for
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the‘development‘of the more than a million‘hectares’of‘irrigated 1andv

outside le-Project ar "‘ :The' orce account'approach (Seyhan,wtrategy)

was strongly_supported'byvthe World Bank and the European”Investment Bank

becau "o/: seemed to promise rapid realization of the irrigation potential

in th ‘State’ Project areas. It was criticized by the US/AID because it ey :H“_

did noth "g,for the development of the more than a million hectares of

irrigated land outside the State Project areas (US/AID, 1969 Mann, 1972)

Thus, by 1970 iL was becoming increasingly clear that after two decades

of very substantial investment in facilities and institution bnilding, Turkey |

still had not developed the capacity to et ectively deliver irrigation water |
to farmers and to assist them in making effective use of the water except e

in a few state managed projects. There was a major imbalance in DSI and

TOPRAKSU capacity. The capacity of DSI for the design and constructionfof

irrigation facilities exceeded the capacity of TOPRAKSU to manage the::

Development‘Project" designed to (a) increase TOPRAKSU's capacity to- carry"out .

on-farm water development and (b) support the development of pr'vate sec T

capacity to carry out on-farm development‘outside'of the state-run water

project,areas."l An initial pilotA'emonstration of this new approach, carried

out. in the Izmir region, was regarded as highly successful (Mann, 1972‘ OECD,;,

1974 26) : The diffusion of the new "Izmir model" was, however, slow b

(a) shortage of credit to farmers, contractors and equipment{"uppliersian

(b) the limited engineering and agronomic capacity of TOPRAKSU

The initial although partial success of the new project has provided

Turkey with two models‘ggﬂhe Seyhan "intensive" model and the more "extensive
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: 1der Seyhan model resulted in rapid»and in ,nsive‘deve’opment

-’in‘some state managed projﬁct areas but“its_impact was more con-

ned by budget 1imitations. Since the:-zm‘r‘model draws much |

.?more-heavily on: private than public resources,budget 1imitations o

are a fess serious constraint. Therevhas been delinking of thef} g

‘pace’ of irrigation development fromfthe size of th”kTOPRAKSU budget;ﬁ

Re 1rns: to!publi Hinvestmentdare higher under the_Izmir model sincepf

.Tmost of‘th \costs of“land development are borne privately.v,'“

cost;to the g ernment‘is only for the technical assistance.»
The Izmir model_is more 1abor intensive.. Greater use was made of ﬂjf

’l:It provides more employment and greater oppor ,T;fi

tunity forlthe'development of local private sector entrepreneurship.‘
‘:(Q; ?The Izmir strategy has had more favorable distributional effects.‘

There was a tendency in- the Seyhan Project for 1arge farmers to

freceive a relatively 1arge” hare of the 1and development subsidies

';°}and technical assistance._

Infthe Izmir approach public resources

were spread mor fbroadly..;{fh

In view of(whe'frequent discrepancy betwee initial projectﬁprojections

and longer-term projectﬂacvomplishments it is pro.

1“ prematurepto ac Upt

all of the claims regarding the superiority of *he Izmirgmodeljgj:}vi'\,

with somewhat differed strengths and weaknesses, may become an important

factor leading to better bureaucratic performance. Einally,"t?doesgappear>,




from its- m‘ o ; invest:m nts in bot:h the la ge mul i-purpose water_ resource

develo ment: projects and its smaller invesltment:sv:in arlanb ‘and; water develop i

ment outside o : ‘t:he majyor project ‘re g,
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bicatsured Biveacion, Sesearch wd rcamsion

did not establish a Ministry of Agriculture until 1931.

‘ Anaextension

service was- not established until 1943. Agricultural resear

fragmented and the research system was typically staffed by technicians

rather than scientists.;,<v

Extension.t Assessments by U S technical assistance mission in the

early 1950'5 suggested an;opportunity for substantial short—run gaiﬁ E

(Horton, 96 ) Later efforts were focused on, extension7ﬁ
administration._
ahowever, it seemed clear that the,extension develop- ‘f

ment effor had been much less successful than anticipated.‘ Much of the

frustratio and;lack o accomplishment has been attributed to the. inability ch

Turkish:bureaucracy a }VQ“. advisors., In the Turkish view agriculturalf.

extension agents erelﬁegarded as part of the"tafffo ;the’country administra—

tor. (the Kaymakan)band responsible primarily fo regulatory'and administrative

functions., The objectiveloftU S ‘technical’a. istance ‘was tonreform the system

‘to make itmprimarily responsible for carrying u_wthe educational and tech-v-V

nology transfei unctiol of the Ministry of A diculture.; By the mid-l960'
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these issues remained unresolved and U.S. assistance effort was redirected

toward the strengthening of agricultural services and the direct support of~“ﬁ
agricultura] production.

One response to the limited success: achieved in: the program to strengthen i

agricultura] extension was the search:for avnew"approach to providing
services to farmers. In 1966 the U S AID and the GOT initiated an Inte-
grated Agricultural Services Project on a pilot basis in Denizli Province

in southwestern Turkey (Wilson, 1971) The objectives of the project Were R

(a) to move agricultural planning to the provincial and county levels and'"
(b) to achieve inter-agency coordination for agricultural development u

activities at the local level. Three major activities were initiated under p

the pilot Loject" (a) the development of a coordinated support system

that would integrate the supplies and services necessary to increase agricul-'v
tural production, (b) to make available increased supplies of fertilizer and .
redit, better seed and breeding stock, and improve land and water manage-

ment' (c) 1ocal testing and evaluation-of new technology.l Although many of

the individual sub-projects were effective inLincreasing production, the

project was not able to establish th coordination,,y agencies necessary f:'

for an integrated approach to agricultural development.; In June 1970 AID ;:fr%

terminared support for thl IntegraLed Agriculturxl Svrvices Project and ,fh‘i*




as the: pattern for all extension work. 4: fj

Agricultural research: During thef; f .

program was much less actively involved injs‘rengthening‘the Turkis agricul;ﬁ

tural research system than in strengthening the Turkich extensi;

Research, like extension, tended to be fragmented among the several
departments and agencies with agricultural program activities.,:Although
the ineffectiveness of agricultural research was recognized by both the‘GOT

and U S AID, the first development assistance project in support of researchv

was not implemente" until 1963 (U S. AID, 1965). Th:i'i- initial pro‘ ect: ifhad E

as'itS'obje 3v“the provision of technical assistance for'the reorganizationﬁt

of thexTurkish agricultural research system., e was complemented,by a »fg“‘:

secondfproject designed to strengthen agricultural planning andﬁeconomic ~%ftv-

research'(

U S. AID 1968) Neither project was able to overcome the

obstacles of.the fragmented approach that continues to charag_erize :
Turkish agricultural programs

A somewhat more successful effort in support of - gricultural extension y

and research was. heyestablishment, with U S AID: uppor of.Ataturk

University in eastern Turkey. Beginning in 1955 the U S ‘jjAID‘ provided

support:,through a contract with the University of Nebraska. The University



included an extension training'institute and’an agricultural experiment’

.p

stationa By the eariy 1970\_:

ins;tiitutionalizedz (w~ilson- 197’.!.)

Wheat. Production‘Campaigns o

In the late 1960 '8 and ear_y 197 I bf ted 8- d
tance: support away from generalized institution budlding to direct supportia"
for agrioultural production. During this period Support for agricultural
training, research and extension continued. But the support was directed
toward the achievement of much more specific production objectives than
the: programs of the 1950's-and‘l960 s. This shift in emphasis was associated

with the demonstration of the dramatic yield increases that were potenti”lly

feasible,from the introduction and/or development of new high yielding

wheat varietie

f potential of the new wheat varieties was: first demonstrated in

Turkeyfin 1965. The U S. AID imported seed from twoxvarieties developed in ﬁ

'onora 64, and Lema Rojo. When planted by a- farmer near Adana ;féf”

on Turkey s Mediterranean coast, yields in‘th 4f tons per hectare rangf“

roughly dOuble the yields of the best local wheats were obtained. ,T”

the bases of somewhat broader experience in 1966 he Turkish Ministry,

Agriculture decided to undertake larger scale dissem nation o the new

wheat varieties in the l966/67 season. Economic and technica .assistance.



l.nvolved higher rates: of fertilizer: application, better seedbed preparation, =~

andv morv' effect

conomic re' ults_ 'f he Mexican varieties were highly ’ avorable.‘ e

A s'tudvbyv the Agricultural Planning and Economic Research Department of the

Eurkish Ministry Of Agriculture showed that net- income from land and manage-'diii
pent. per hectare increased in the first year <1967-68‘) about 150 percent with\
:he introduction of the new technology (see Table 16 5) _ The'MExican—wheacv %nf;

meort program probably had one of the most favorable 'co 't—benefit ratios

.ooperative and. willing to change' their technique ‘and” procedures and to‘

revamp their education approach.» The fac tha they adf;something of value ,

to demonstrate to farmers induced greater interest in field demonstrations. e

By the early J970 s what was 'lmissing »’i Tur eY For wide

the Mexican wheats was »locally develope 3 replacement varieties that ha’_t high, 1

Vieldin :"potential: and adequate disease resistance. As:a. resu“t’,: the 'v'p'roduc-fi;f o

tion potential‘”ofﬁ the Mexican wheat varieties reached a maximum and then

stagnated. % ‘A cooperative research program with CIMMYT and the Rockefeller "_

:roj ect was-’-working on. the development of such "replacement varieties

:ut better varieties did not become available until 1975—76 (CIMMYT Spring

1976) Noneth less, the planting of Mexican varieties on 600 000 hectares



'ﬁTab1e516u5 ‘Income and Cost Comparisons of Mexican
o " Wheat and a Native Variety Grown in
Denizli Province of Turkey, 1967-68

Mexican Wheat Native Wheat

Number of farms T _‘ , 55 44
: Hectares per farm ,~"‘ 3.2 2.5

Costs per hectare (dollars)
Family labor
Hired labor
Seed
watex?
Pertilizer
Power and implements
Interest (7.0 percent)
TotalP

Production and income
Grain (kilograms)
. Price per kilegram (in 10
kurus)
- Total value (dollars)
. Net income (dollars)®

" 3Most of the producers did not use«;rrigatxon~forrf‘
wheat. S :
. Dot including land rental.

CFrom land and management.

‘ Note: Data for Mexican wheat are simple averages
‘ for three varieties: Super-X, Lerma Rojo 64, and Penjamo -
62. The native variety (073-44) is one of the better
native varieties for this area. Dollar values arc con-
'verLed from Turkish lira at nine TL per dollar. —
Source: Oddvar Aresvik (1975), The Agricultural Developmentﬂ
of Turkey (New York: Praeger) 167. )




believe that the factor which most seriously limits wheat production in the%:

dry areas of Turkey is the management of the“soi durinjfthe fallow period

and the subsequent management of the wheat crop This'was recognized at anEf

early stage, since the traditional summer‘fallow tillage method produces

relatively low unit yields and sharp variationskin}annual production.' By

1974, th Turkish and Rockefeller Foundati'_ scientiSts of the Wheat Project :

were able to recommend a set of practices that they felt confident would

give Earmers yields of at least 2, 000 kg per hectare in all years except o

11/

those of unusually low rainfall.y. The extension service put out lO—

hectare demonstrations of the recommendations in lO locations in Ankara

Provinceiin-l974[75. These trials yielded 2 530 kg per hectare while adjacent



fﬁrmers"fieldsiaveraged l 810 kg per hectare. The?demonstrationsawerefﬂﬁ»'.*

| expanded to five provinces in l975/76 and seven more provincesvwereﬁaddedﬂyf'h

iCharles’Mann, a Rockefeller Foundation economist assigned to the wheat ?

”:prﬂ: found that all demonstrator farmers (those who used the recommended

;ﬁset 0 practices) "realized substantially higher returns than did farmers

thh Ce 'ields served as controls'(Mf‘n, 1976 15) , The recommended practic

;f;cos‘ only:25 percent more than usual’farmer s practices, but outpu‘ increasedf

fﬂso uch that the ratio of increased benefits to increased costs aver‘ged over{

5} 5:to 1:' Manntentatively'concluded that the impressive yield increases

Liappear to be due not to large amounts of costly physical inputs but rat:
t to modest amounts of additional inputs combined with better management.kfl

The success of the wheat programs could not have occurred wi iout a {kfj

jfmajor commitment by the GOT., When the Project was)begun, several dozen

“;government wheat scientists were promptly transferredzto it.”fThemGovernment f7.

prrovided offices and experimental land at the Ankara Agricultural(Research

“'Institute.« The Gov& ment also established regulations\,hat permitte'x

ﬁfforeign scientist trainees to enter and leave Turkey easily. It maintainedff

ffa favorable price ratio between wheat and agrlcultural inputs that created

The Government of Turkey-Rockefeller Foundation Wheat Project resulted -

f,in a major reorganization of wheat research in Turkey. One improvement was

ffthe Project s gathering of scientists with different specialties into a

ltidisciplinary staff. Plant pathologisfs worked closely with the breeders‘

,ffto‘select resistant strains.p Another change was the creation of a: truly

gfnational wheat improVement:prv~e«'




stationlqin“th’ major wheat-growing areas'”'fTurkey.

principal b eeding stations--two inlAnkar and' Eskisehir for winter“‘heat

and. one in\Izmir for spring wheat.g The eight remaining‘stationsyar‘

selecting and testing sites. In addition,“

on. farmers fields and off—season breedingﬁnurseries are operate”:

wheat.r Basic to the integration of,ih at“resehrch is an ankrwf'“““

to the U S to study for advanced degrees and three were nrolled i ‘CIMMYT:s1

\,

nine-month in-service training course in MExico. "most scientistsi

have been sent to the CIMMYT training program first._ At CIMMYT the scientist
works . in the field alongside its staff members, gaining first-hand experiencei
in ome of the world 8. largest crop improvement programs.n After returning

to Turkey and working for a time, some are sent abroad again for graduate'*?f

studies.__’

By 1975’ 22:Turkish nationals from the Wheat Projec "had comP:J

Master s degrees, mostly at Oregon State University
had completed the CIMMYT wheat.training programlgfyy

KFirst the Project

implementation of its training program in three steps__
traius and national— and provincial-level wheat specialists.ﬂ These special?%7
ists will then train county extension agents and village technicians for :;J
local work' the local agents will in turn carry on the farmer training

program. ;

Plan breeders in the Wheat Project make over 5 OOO crosses each year

and‘testfth_,hrosses by passing them through several generations of selection


http:integration-.of

Jat different stationsfarOund the’country“*‘“wa“”' ts in“ddi

ﬂzones provideudata on disease resistance and overallkadaptabilit

In February l982, the Turkish Ministry of Agriculture, with:the'assis-,;f;
;tance of the Rockefeller Foundation and CIMMXT, completed a comprehensive if“-’

treview of the 12-year old cereals project and made plans for the future SR

i of the Project under solely Turkish auspices (Mann and Wright,

¥1982)_ fThe Project was unanimously judged to be highly successful. Itk

frepresents the first important demonstration of the Green Revolution in

}rainfed agriculture. Turkish wheat production moved from approximately fg;

lO million tons per year at the start of the Project in 1970, to five

'w“futive Years of over 16_million tons.‘ About’SO percent of Turkey'

fpresent wheat area, both;irrigated~and‘rainfed,_ s planted with high;yieldingifj

jvarieties, and Turkey again became a wheat exporter in the mid-l970 8

‘](World Bank February 1982 244-293 Nyrop (ed ), 1980 154) *’"”In addition

';to the success on the production side, the project has also provided a model .

dfor research organization and management that has now been extendeduto ayl

;of Turkey s agricultural research.

The projects success does not mean that there arebnot continuing

lproblems that need to be resolved. The project’review noted some'

(l) There is an inadeQuate pipeline ofvwell—trained Young scientists“*?f

This has been exacerbated by a drop in overseas training opportunif:

ties under the AID "new directions‘ guidelines.‘ The Turkish Govern-

';3d~f ment will need to fund more of its own scientific training. }fldféfr
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(2) ?ThefProject hasfnot developed effective research teams in several

\ f"igh pot ‘tial Cukurova (southwest) the

,southeast (a‘huge'area which has experienced very 1ittle yield

fchangevin the past 25 years), and (c) eastern Turkey, which has alsof?

be 5relatively unaffected by the improved technology. ,

fkliffEffective working relationships had been attained at the height of

‘btf*the Project between the extension service ‘and: the wheat research
‘group. There had been a team of - bject matter specialists who'
:had been assisted by the extension service to work with the researchg}

‘group., They functioned quite effectively in organizing farmer

;demonstrations and training the extension service.. Several years

‘ago a number were either hired away by Worlo Bank Projects or i:ﬁ ,f'{

‘relocated within the extensi n service. This resulted in a sub-5:ﬁ'h
stantial breakdown in communication between research and extension.
(4)*‘The Project has been unable to hold economists in the research

,team.; The Project s recent agronomic experiments have not been

analyzedvfrom an economlc point of view.ﬁ On the positive Side’-i;:v

.there is wide recognition of the need for.an economics"dimension.bg,_

5Economists could be transferred to'thkar jec from otherVPovernment

1agencies,:but hitherto the bureaucratic obstacle of such a move |

:ha‘ notzbeen surmounted.

‘(slifTurkey progressed from a wheat importer to an exporter of substantial
”‘quantities of wheat with very little structured planning of national
lpolicies to address ‘the problems and opportunities created by |

;becoming a surplus producer Wheat production in excess of domestic



Jﬁrelationship between the research group and the macco—policymakers. .

EROne problem, for example, is that the cereal quality pricev?fﬁ;*uv

ffdifferentials established by tbe Cereals Purchasing Office werej~j5

if/nadequate to encourage production of exporf quality grain



16:5 Assistance to Tnprov the Quality of Life i Rural Tuskey

”~”U“Sr ascdstance for rural development has beentdirectedf’rimarily to: &t

programs.designed to provide y
(machinery, fertilizer, water)gand;to etrengthen the institutioos whose
purpose was to provide direct eupport for agricultural proluction (agricultural
research and extension). To the extent that these programs have resulted in
improvements in rural incomes they have also resulted in the improvement in |
the quality of life in rural areas. U.S. assistance has also been directed
toward improvements in rural education, rural health, family planning and
nutrition. The resources directed to these activities have been smaller than
for support of agricultural production and less attention has been given to
impact evaluation.

Rural education: During the late 1950's and 1960's U.S. assistance

has been provided for educational planning, for school design and construc-
tion, and for mass literacy programs. During the late 1960's attention
shifted more heavily toward the support of technical education and the moderni-
zation of university level education.

It was clear in the eariy 1950's that the low level of rural literacy
represented a major obstacle to improvements both in the efficiemcy of agricul-
tural production and to improvements in the quality of rural life. Two
literacy projects - the Literacy Training in the Armed Forces Project (1959?‘

62) and the Adult Education Resources Development Project (1960-65) - were
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regarded as reasonably successful. But rural education and Li rag

were apparently not as effective in éapﬁﬁfiﬁgjﬁhé rel;
Turkish educational bureaucracy as the iaté;5§f63;amsu;qn:ef9;g and: develop: .

higher education (Price, July 1970).

Ruzal health and family planning: Several U.S. AID sponsored ‘studies,
beginning with a survey by the P0pula;ion:douncixlin 1963, indicated that |
a high percentage of the population, in both urban and rural areas and in
.ail economic classes had favorable attitudes toward family planning methods
-but'lacked'appropriate information and technology.

Since the mid-1960's U.S. AID has made several loans to support inte-
grated family planning and rural health programs. Much of this support was
directed to the more disadvantaged areas of eastern Turkey. One of the more
interesting results of these programs was the demonstration of reinforcement
resulting from ‘integrating the health and family planning education with
literacy improvement programs (U.S. AID, 1974).

Nutrition: Early efforts toward nutrition improvement focused on home
: économics, education and extension. Between the mid-1950's and the . .rly
1970's support for food imports was provided through the PL 480 program.
School feeding programs were also developed with PL 480 support. There SR
‘has not, however, been any strong integrated approach to nutrition plénning~::

fo:Jﬁhtrition'programs on the part of either the U.S. AID or the GOT;_?'
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.Séme Conelusions:

‘Dﬁiﬁﬁg muchlof its:history, American economic assistance to Turkey
has been confropted‘with difficult trade-offs between economic and political
objectives. At several critical periods political concerns ciearly limited:
the ability of the assistance program to pursue accurately diagnosed economic
reforms. In retrospect the failure to carry out needed monetary, fiscal
and trade reforms, particularly in the late 1950's, and the late 1970's,
seriously weakened the Turkish economy. As a result the Turkish government
is now in a weaker position to pursue either economic or political objec—-
tives than if the reforms, that eventually became necessary, could have
been carried out in a more appropriate and timely manner.

There is a general presumption, based on the Turkish experience, that
a substantial "program" component in the development assistance package
can represent a useful instrument for inducing effective dialogue about
development policy between donors and recipients. The policy dialogue
between donors and the Government of Turkey during the mid and late 1960's
was an important factor in assuring that the reforms undertaken toward the
end of the 1960's growth cycle were both earlier and more effective than
the more belated reactions to the cycles of the 1950's and 1970's.

A closely related lesson is that when macroeconomic policy is resulting
in severe economic distortions lending to support the country in question is

both costly and unproducﬁive unless effective remedial actions are taken
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simultaneously. When macroeconomic p°11?¥§57gféfiﬁh?ﬁfésfiéeéi;ﬁséiétgﬁ¢é~’&
resources will be largely dissipated Qnﬁii gﬁe'£;ﬁédiéi’poliéiés‘arebk

accepted and implemented. This conclusion must be tempered by a recognition
that there are no widely accepted techniques for determining whether particula:
policy changes will be adequate. Until knowledge improves, advice on policy
reforms will continue to be weighted heavily by judgement.

There are also some rather strong conclusions that have emerged,from( '“ .

our review of assistance to agricultural development in Turkey. One is'ﬁhgﬁiii
allocation of development assistance funds for the purchase of material
inputs such as tractors and fertilizer rarely amounts to a highly productive
use of the resources available for development assistance. At best, such
material transfers are an indirect method of overcoming foreign exchange
limi:ations. »When appropriate,vthe economic incentives exist for the use of
such inpuﬁs théy wiil be rapidly adopted by farmers even in the absence of
subsidies. |

A second lesson that both the U.S. AID and the World Bank should have
learned in Turkey is that building the physical infrastructure for irrigation
development 1s much simpler than building the institutional infrastructure.
In retrospect both the World Bank's commitment to physical infrastructure
development and the USAID commitment to institutiénal infrastructure develop~-
ment in support of land and water development appear highly successful.
But the economic returns to both efforts would have been greater if atten— |
tion had been given earlier to the institutional innovations needed to
realize the production potential opened up by the physical infrastructﬁré!

development.
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A third lesson is that institution building proceé65 ¢b§f~égfgégfﬁéf§;
where such efforts are motivated by an opportunity for high;éébﬁbgixg
This is the lesson of the wheat programs. Generalized efforts td réf;fmr”;xﬁ
and develop effective agricultural extension and agricultural research‘
programs were largely ineffective until the new high yielding wheat varieties

offered the possibility of very large gains from institutional innovation.

We have also been impressed that the impact of development assistance.. j

"efforts has often éppeared much more impressive a decade or more after
completion than in the development completion reports. A major contribution
of all development effort is the building of human capital through learning
by doing. Many of the younger professionals who have participated in policy
development and in project plauning and management becamé, later in their
careers, the architects of the reforms that are leading to more effective
macroeconomic and sector development policies and to more effective program

design and management.
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Footnotes

For a fuller account of the economic history of Turkey in the jears
since the Second World War, see Hale (198l1), Hershlag (1968), and
RKrueger (1974).

There is some reason to believe that the Turkish construction activities
now going on in the Middle Eas~ may owe their origins to U.S.-supported
construction activities of the earlier years. While such a conjecture
cannot be documented, it can plausibly be argued that the experience
gained in those endeavors was invaluable for the development of Turkish
enterpreneurs.

See section 17.4 for an analysis of assistance to the agricultural sector.
In the early 1950's, a parallel emphasis to that on roads was for agricul-
tural mechanization. It should be noted that there have been many worth-
while projects in individual sectors which are not covered here. For
example, American assistance to the educaticnal sector of the Turkish
aconomy has had a large number of intzngible payoffs, but evaluation of
those payoffs ig outside the scope of this survey. See Sheetz (1982)

for a survey of the literature on some of those aspects.

American aid did not cease. Project aid continued but the American
government simply refused an additional program loan. From 1948 to :
1958, United States economic aid to Turkey totalled $764.6 million dollars,
of which $172 million was PL 480 commodity aid (Burke, 1977).

This section draws on a much more complete set of notes and bibliographical
references prepared for this project by Sheetz (1982). It has also benefit-
ted from the very complete bibliography by Gorun and Somel (1979).

The review of the development of the Seyhan Project presented in this
section is based largely on IBRD (1951), US/AID (1969), and Wilson
(1970).

This imbalance has become almost a classic syndrome in large scale irriga-
tion development. It has been much easier to develop the engineering
capacity for the design and construction of irrigation systems than to
develop the institutional infrastructure needed to effectively deliver

and use the water and to maintain the system. See Chapter 10.

During the 1970's the US/AID has given increased attention to on~farm
water development and use in a number of countries (Easter, 1982).

The US/AID provided support for the "On-Farm Water Development Project"

only from 1969-1975. There was a decline in support by the Turkish government

in the late 1970's. This trend has been reversed in the 1980's
(World Bank, 1981: 291-293), Vol. 2.
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10/ The opportunity to realize the potential gains from yield increases led.
to a similar refocusing of research and extension efforts in a number of
countries (see Wortman and Cummings, 1978: 186-226).

11/

A general outline of the recommendations of the Wheat Project for they,‘
Anatolian plateau included the following:

(1)
(2)

(3)

(4)
(5)

special tillage practices during the fallow season; ‘ :

planting seed of a high yielding variety treated for disease an
insect control; i

early planting with a deep furrow drill where there is: moist’soilﬁf’
for seed germination;

adequate fertilizaiion with nitrogen and phosphorus'

early herbicide application in the spring.
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'HAPTER 17

The experience of Ghana and the Ivory Coast with respect to thg] '
1mpac£ of development assistance could hardly be more varied. At independeﬁce
in 1957, Ghana had a ééll established export sector, including cocoa,
‘timber, and minerals, which permitted the accumulation of substantial
foreign exchange reserves. 1Its physical infrastructure and educational
establishment were reasonably well developed and its per capita income
was the highest in black Africa. Two and one half decades later, the
Ghanaian economy was in ruins, with cocoa exports cut in half, a black market
exchange rate fifteen times the official rate, an extensive and complex
system of trade and exchange controls, and real per capita income substcntially
below the level 25 years earlier. Foreign aid by this time was almost totally
inefferctive in stimulating development because of the absence of an appropriate
policy environment.

The Ivory Coast, on the other hand, began its history as an
independent nation in 1960 far behind Ghana in ;oads, schools, agricultural
production, per capita income, and practically every other indicator of
levelopment. By the early 1980s, however, the Ivory Coast had one of the
best rural infrastructures in Africa, had made substantial progress in

aducating and improving the health of its population, had a relatively

vell developed and diversified agricultural sector, and had experienced



an annual average growth of real per capita‘income‘over thehperiod of"lﬁ
close to 3 percent. Concessional foreign aid, which was fairly important;f*{

in the early years after independence, had become much less so by the~1980s{f

as the Ivory Coast was able to finance more of its development out of its

own: resources and by borrowing from abroad on commercial terms

The: difference between the experiences of these two neighboring -
countries is the subject of this paper. A major thesis is that the Sl
effectiveness of foreign aid has been conditioned in each instance by the'{;‘

economic policy environment in which the aid has been administered. Thiss:gf

policy environment had been the result of many‘factors.' Initially it wa!sz:

strongly influenced by the opposing directions taken by the two leaders ’f"‘

Rhama Nkrumah and Felix Houpouet-Boigny. Whereas Ghana chose‘the path

of socialism and state control. the Ivory Coast sawsjhe role of the state~

more as one of influencing the private sector. andﬂtaking the investment

lead only where necessary. A second factor affecting economic policy has K

’

been the political turmoil that has characterized Ghana in comparison with -

a relatively high degree of political stabilit in the Ivory Coast.i Final‘

there has been an important difference in the degree of‘openness of'the two;f

countries to foreign trade, investment, ahd financial flows.
A second major theme is that under the right circumstances.foreign

aid can be very effective in promoting and enhancing the impact of policy

reform. This 1s especially true if given in the form of program assistance"

in support of broad sectoral or macroeconomic policy changes, but project
aid can also be useful in helping to identify issues and in developing the
mutual trust and confidence necessary for major reforms.‘ The contrasting
experiences of Ghana and the Ivory Coast in this respect are remarkable. |
The next section of this paper discusses foreign assistance to Ghana

ard the Ivory Coast within the historical context of development in these iif
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tw6>éaggﬁfié§. This is followed by a macroeconomic assessment of foreign
aidnahd;itslcontribution to growth through the transfer of resources
available for increasing investment and improving the balance of payments.
The- roie of foreign aid in facilitating the transfer of specific
technical-organizational packages in the form of particular projects is then
examined, with special emphasis on aé;iculture and rural development.

Following. this, there is an analysis of the economic policy environment in:

each”éountijgnd.of how foreign aid has hkeen used to help improve that

' EA fina1 section summariz:s the principal conclusions of the:.gf
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17.1 Aid in a Historical Context

Foreign aid in Ghana and the Ivory Coast must be seen within the
historical context of development in these two countries. Much of this
development in Ghana occurred during the colonial period, though not

1/

all of it was due to the initiatives of the colonial government.= 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 6f local resources since
it was a basic policy of the British government that colonies should be
financially self-sufficient. Nevertheless, there was major investment
in infrastructure and an important beginning in khe provision of education
and health services, paid for largely out of export earnings from cocoa.
With the depression and decline in world cocoa prices during the 1930s,
however, most of this investment came to a halt.

Development in the Ivory Coast during this period was much less
important than in Ghanz. Cocoa was a realtively minor crop at this time
and coffee, which contributed most to exports after World War I, was largely
in the hands of European planters many of whom did not survive the depression.
Like the British, 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 II Colonial Period

World War II marked an important turning point for the Ivory Coast.
France at last abandoned its policy of financial self-sufficiency in its
colonies and created in 1946 an overseas development fund, the Fonds

d'Investissement pour le Développement Economique et Social (FIDES). From
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1946 to 1959, this fund provided close to 70 billion CFA francs in grants.

0f this, about 9 percent went directly into agriculture, 29 percent was

for bridges and roads, and 37 percent was used for construction of the port
at Abidjan. The FIDES was succeeded in 1959 by the Fonds d'Aide et de
Coopération (FAC). FIDES ard FAC gfants were managed by the Caisse Centrale
de Coopération Economique (CCCE), which also provided loans and advances B
as well as somecimes taking an equlty position f;r its own account, These;
public capital flows totaled almost 40 billion CFA francs by the end of

1958 (Ivory Coast 1960: 238-40).

This aid was instrumental in improving infrastructure in the Ivory
Coast. Of greatest importance was the opening of the Vridi Canal and the
construction of a protected, deep water port at Abidjan. Some progress
was algo 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, hoﬁever, and many villages were not served
by feeder roads of any kind (Ivory Coast 1960: 118). Educational and
heaith facilities and personnel, especZally of local origin, were also very -

meager. On the other hand, agricultural research had been undertaken
in the Ivory Coast for many years by a number of French research
ingtitutes.

Ghana also benefitted from foreign assistance resulting from the
Colonial Development and Welfare Act that was passed during the interwar
period. Ghana's first Ten-Year Development Plan, published in 1946,
called for the expenditure of about one million pounds, one third of which
was to be financed through Colonial Development and Welfare grants, another
third from the London capital market, and the last third out of domestic
surpluses. These were booming years for cocona, however, and the accumulation

of reserves soon led to a series of plan reformulations to increase the
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level of iuvestment. Despite this, the government at the time of
independence in 1957 held about £ 250 million in foreign exchange reserves
(Hymer 1971: 166, 67). Foreign aid at this time thus offered relatively
Ittle in comparison with Ghana’s.own resources. This windfall for the
colonial and post-independence governments was possible because of the
decision not to transfer the profits from high cocoa prices back to the
farmer. Instead, the Cocoa Marketing Board accumulated these as sterling
balances. held abroad.

Overall, the leve; of development in Ghana at the and of the colonial
period was considerably higher than in the Ivory Coast. At the time of
independence, per capita GDP at market prices was $181 in Ghana compared
with $157 in the Ivory Coast at official rates of exchange. Ghana, with
only three-quarters of the land area of the Ivory Coast, had three times
the length of roads,of which nearly 4,000 km were paved. The primary
school enrollment ratio in 1960 was 59 percent in Ghana compared with

46 percent in the Ivory Ccast (World Baik 1976).

From Independence to 1966

This was a critical period for both Ghana and the Ivory Coast. During
these years, the leaders of each country created the particular ideological
and policy framework in which development was to take place. Strategiss
were formulated and tle first steps towards implementation were undertaken.
These proved so economically disastrous in Ghana that Nkrumah was deposed
in 1966, leaving a legacy of debt and distortions from which the country
has yet to recover. In the Ivory Coast, on the other hand, 1966 marked the
turning point from a period of strong, concentrated econcmic management to
one in which decision-making became much more diffused and decentralized

in keeping -—'th the growing complexity of the economy.
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Ghana under Nkrumah embarked on a radical structural transformation
of the economy, giving priority to import-substituting industrialization
and capital-intensive, state~managed agricultural development. There was
heavy emphasis on socialist i&eology, decreased external dependence,
Ghanaianization of the economy, and the public sector as the leader in
promoting development. The Ivory Coast, in contrast, concentrated more
on gsmall-farm agriculture and exports, created an atmosphere conducive to
private foreign investment in industry, and maintained close links to
France, the Eurcpean Economic Community, and neighboring francophone
countries. The state was active in influencing and promoting development,
but as a partner with rather than a replacement for the private sectdr
(Berg 1971).

From 1960 to 1964, Ghana received $68 million in net foreign aid from
OECD countries and multilateral institutionr,, 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 million and loan repaywents equaled $1.38 millicn. Multilateral
borrowing totaled $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 and the rest from the
European Development Fund. Official bilateral loans during this period
equaled $82.26 million, two-thirds of which were from 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
received by Ghana from these sources.

These aid flows, however, are only partial. In Ghana's case, they

do not include the numerous bilateral arrangements made with eastern bloc
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countries, some of which contained concessional elements. Nor do they include
direct French budget subsidies for agricultural research, mineral exploration;
and technical assistance. If all of these were included, the figure for the
total foreign aid received by the Ivory Coast from 1960 to 1964 would be
congiderably greater.

The contribution of this aid was heavily influenced by the course
of development in each of the countries. Gross domestic product in the
Ivory Coast, for example, increased in real terms at an annual rate of about
8ix to seven percent; in Ghana it increased gt only two to three percent.

Low rates of inflation and balance of payments surpluses in the Ivory Coast
contrasted with rapid price increases and mounting deficits in Ghana.

With exports stagnant, imports rising, and foreign exchange reserves
falling, the government of Ghana resorted to short term suppliers’ credits
and to deficit financiné, borrowing heavily from the banking system and
social seéurity fund. At the beginning of 1966, consumer

prices in Ghana were 75 percent higher than in 1960 and
imported goods were in very short supply due to import quotas and exchange

controls. As a result, industrial and other enterprises, which were heavily
dependent on imports ?f capital equipment and intermediate goods, were
forced to operate substantially below capacity because of their inability

to acquire these inputs (Berg 1971: 188). 1In additdion, large sums had
been allocated to prestige products with very low rates of return.

Most significant for the future, Ghana by 1966 had acquired an
enormous medium- and long-term external debt of about $500 million, wheras
its foreign exchange reserves had fallen from $481 million in 1957 to $50
million at the time Nkrumah's govermment fell. About 80 percent of this
debt consisted of costly suppliers' credits. Debt service obligations rose

to 20 percent of exports in 1965 and were estimated at 25 percent in the
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following year. In addition, the system of import quotas and exchange
controls, introduced to try to reduce imports in the face of an overvalued
exchange rate, was a bureaucratic nightmare and gave rise to severe
distortions in domestic prices.

The development strategy of the Ivory Coast was conceived during
the first six years after independence. A key man in this process was
Raphael Saller, an Antillean with considerable experience in Africa, who
served as the first Minister of Finance, Economic Affairs, and Planning.
This was an extremely powerful position and enabled Saller to put his
"pragmatic, modern, liberal and disciplined" stamp on the economy with the
full approval of the President (Woronoff 1972: 201). The incentive code

to encourage private foreign investment, which had been adopted in 1959,

was revigsed in 1962, It 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 generally involved minority participation. Public enterprises
were created primarily for iInfrastructure 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 Commissions de

Développement, composed of public and private representatives were created
to determine production targets, desireable re.orms, and the general
orientation of their respective sectors. On the basis of this information,

a Comité Interministériel du Développement examined the broad economic

situation and established the general framework for development and the overall
rate of growth. Frequent contacts between government and the private sector

were also maintained through the Conseil Economique et Social and the




17-10

Chambers of Commerce, Industry, and Agriculture: Using these guidelines,
technical elaboration of the Plan was carried out by the vast Ministry of
Finance, Economic Affairs, and Planning, with heavy input from French
technical assistants. The plan was then incorporated into annual development
budgets detailing 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 solid foundation for the plaaning process. The government was
therefore well placed to direct the country's development efforts (Woronoff
1972: 206-8).

In 1966, the economic super~ministry was divided into separate
Ministries 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 development budget (Budget Spécial

d'Investissement et d'Equipement, or BSIE), funded by earmarked receipts

from taxes, duties, loans, and surpluses from the state's operating budget.
The prioritics laid down by Saller were retained, but there began to be a
decentralization of authority that has continued until today.

From 1967 to the Present

By the time the Nkrumah government was replaced and economic decision-
making in the Ivory Coast became more decentralized, the basic pattern of
economic development in these two countries was pretty much established.
These first years of independence thus proved to be critical for a much
longer period of time.

Ghana

Ghana since the Nkrumah era has been characterized by succeeding
phases of devaluation, import liberalization, austerity, inflation, and
political turmoil. The real value of exports (in 1968 prices) fell from

398 million cedis in 1966 to 154 million cedis in 1977. From 1970 to 1977,
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this value declined at an annual rate of 10.6 pe;cent. Cocoa and ite
products comprised 71 percent of the value of those exports from 1974 to
1978, and cocoa production decreased from 538,000 metric toms in 1965 to
265,000 tons in 1979, primarily as a result of a 50 percent decline in the
real value of the producer price after 1963,

The NLC government devalued the cedi by 30 percent in 1967 and
rescheduled the country's short-term debt. An austerity prograﬁ and a brief
increase in cocoa prices in 1967/68 permitted a liberalization of the
exchange control system. Imports rose, but were not taxed adequately, and
investment programs designed during the period of high cocoa prices were
continued after prices declined, putting pressure on demand. The system
collapsed and Busia'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 was replaced by a military coup of the
National Redemption Council (NRC). The NRC proceeded to revalue the cedi
go that the final devaluation was only 40 percent. Debts were unilaterally
rescheduled, and some 'short-term debts, purportedlr incurred under irregular
circumstances, were repudiated (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 licensing procedures. Inflation accelerated and the cedi
became increasingly overvalued. It was devalued again in 1978 from 1.15¢/$
to 2.75¢/$ 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 the deficit being financed by borrowing from

the central bank, lending to an annualized increase in the money supply of
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261 percent and triple digit inflation. 1In chehber 1981, the civilian
government installed by Jerry Rawlings after hiévousting of the NRC in 1979
was once again replaced by the military (Economist Intelligence Unit 1982(1).
10-12).

The ﬁajor form of foreign assistance that Ghana received following
the Nkrumah period was debt relief. A series of early bilateral agreements
culminated, in March 1974, in a multilateral arrangement calling for repayment
of the debt, after a 10 year grace period, in 36 equal instaliments, with an
interest rate of 2.5 percent. The grant element of this repayment scheme was
estimated at the time at $178 million, or 61 éercent of the present value of
the deb; relief. In fact, rising world inflation considerably increased
the relative importance of the grant element.

Gross official disbursements to Ghana averaged about $48 million a
year during 1967-69, but few new loan commitments were made until 1974
because of the outstanding debt dispute. Public transfers received by
Ghana at that time in the form of grants and technical assistance equalled
about $30 million a yéar (Appendix Table A-l1). By the end of the 1970s,
Ghana was again receiving a substantial amount of foreign assistance, as
shown in Table 17.1. Approximately 60 percent of this was bilateral in
nature, mostly from West Germany, the United Kingdom, and the United States.
Of the $581 million in investment grants and lcans received during 1977-86,
18 percent was in the form of grants and 62 percent in 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

of the total value of exports. -
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Table 17.1. Official Foreign Capital Flows for Ghana,

1977-80

($ million)

Grants
Investment
Technical Assistance
Total

Loans
Concessional
Other
Total

Debt Service

Net Official Flows

Source: Appendix Table A-l.

1977 1978 1979 1980
23.7 29.4  31.7  20.0
29.2  37.5 35.4  44.9
52.9 66.9 67.1 64.9
47.3  55.7 114.6 140.9
19.0 34.1 _34.9 _30.5
66.3 89.8 149.5 17L.4
13.1  15.4  20.6 22.9
106.1 141.3 196.0 213.4
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Ivory Coast
The Ivory Coast economy after 1966 became increasingly diversified.

The. share of primary production in. total GDP continued to decline during
this period from 34 percent in 1966 to 24 percent in 1977. Even within
agriculture there ﬁas’a~marked increase in the production and export of a
range of crops intaddition to coffee and cocoa. These included palm oil
and kernels, coprah, rubber, bananas, pineapples, and cotton. Real annual
growth of GDP remained high, but declined from 7.3 percent in 1965-70 to
4.9 percent in 1975-78. Prices also accelerated from 4.2 percent per annum
in 1965-70 to 17.7 pércent in 1975-78, though this may be attributed more
to worldwide inflation than to growth in the domestic money supply. Gross
Domestic Investment continued to 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, moved into
deficit during the 1970s. There was also evidence that the Ivory Coast
was running out of its most profitable investmenks in agriculture and
import-substituting industry and was having to accept lower rates of return.
Greater decentralization in decision-making was creating problems of
coordination and government control of foreign borrowing by parastatal
enterprises. At about the same time, the government undertook some very
costly investments in the southwest region of the country, in the Kossou
dam and its area of resettlement, and in some large sugar complexes in the
north. This necessitated substantial additional foreign borrowing, much
of it at relatively high commercial interest rates.. As a result, 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 in 1970
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to 14 percent in 1978, with preliminary estimates for 1980 at 23 percent.
The capacity of the Ivory Coast to continue borrowing from abroad had reached
its limits.

This 1s especially important because foreign assistance was increasingly
in the form of reIatiGer hard loans rather than concessionary grants. During
1960-66, grants comprised 49 percent of project-related official capital
flown;.and lgans had a large concessionary element. From 1967 to 1973,
however, grants amounted to only 11 percen: of these flows (Appendix
Table A-3). 1In 1977-80, as shown in Table 17.2, out of $907 million in
official flows related “o investment, only 9 percent was in the form of
grants and 31 percent in the form of development loans with a grant element
in excess of 25 percent. The increasingly hard terms applied to these flows

was a sign of the creditworthiness of the Ivory Coast, as well as of the

perception among international donors and lenders of its lack of need for
concessionary aid. One result was that the Ivory Coast paid out $131 million
in debt service payments during this period, reducing net capital inflows

to $776 million. Technical agsistance, however, was valued at $304

million, giving an overall net official flow for the four years of $1,080

million.
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‘ Tablie 17.2. Official Foreign Capital Flows for the
L ‘Tvory Coast, 1977-80 >
Q@ mi114An)

1977 1978 1979 1980

Grants
Investment 17.4 11.8 24,1 25.1
Technical Assistance 57.3 61.6 83.7 101.4
. Total 74.7 73.4 107.8 126.5
Loans
Concessional 62,4 73.3 67.8 100.0
Other 136.2 117.8 102.3 188.4
Total 178.6 191.1 170.1 288.4
Debt Service 22,2 29.7 34.5 44.8
Net Official Flows 231.1 234.8 243.4 370.1

Source: Appendix Table A-2.
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A: Macroeconomic Assessment

Theoretical Perspective

hb}{;i#tém{the macroeconomic point of view, foreign aid is seen as filling
f;;£é39ﬁrée gap that permits a country té attain higher levels of investment
siitd import more goods required for development. A rigorous formulation
of this view is the "two-gap model" of the demand for foreign aid (Chenery
and Strout 1966). 1In this formulation, the ability of a country to use
foreign aid is determined by the following parameters: the capacity to
absorb investment, the tdrget rate of growth, the ratio of savings to
iﬁcome, the capital-output ratio, the marginal propensity to import, and
the rate of growth of exports. The model assumes 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, to grow at its desired target :ate.
The two-gap model has been critized on many grounds (Fei and Ranis
1968; Burton 1969). There is the question; for example, of what happens to
the smaller gap when the larger has 6een filled since ex post the two must

be equal. This does not pose any fundamental problem since, should the
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larger gap be filled, the smaller gap can always be made larger by increasing
consumption, using capital less efficiently, importing more consumer goods,
or decreasing the growth rate of exports (Chenery 1969).

Much more serious is the issue of how the ex ante gaps can be measured
when only the gilgggg'gap is actually observed. Since foreign aid is
always limited, it is highly unlikely that it will be sufficient in any
particunlar instance to fill the larger ex ante gap. This means that
accommodation will have to be made- by lowering the target growth rate,
increasing the rate of domestic savings, making more efficient use of
capital, decreasing thé marginal propensity to import, or increasing exports.
What we view in the data, therefore, is not so much the demand for foreign
aid as it is the result of compromise because the supply of aid is
inadequate to satisfy'gi‘gggg_demand.

A third criticism of the two-gap model is that it igncres 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—outpuﬁ ratio can be altered by tax and
interest rate policy and by encouraging the establishment of financial
intermediaries. The marginal propensity to import and the export growth
rate are both influenced by trade and exchange rate policies. Foreign
aid could be used, therefore, to avoid difficult policy choices such as
devaluation. The counter-argument, of course, is that policy change is
economically and politically very difficult in any case and that foreign
aid, 1f appropriately employed, can reduce those difficulties and make
policy change feasible. Program aid, for example, may be highly useful
in moderating the adverse short-run impact of devaluation (Krueger 1978).
This question will be discussed later in the section on aid's relation

to policy change.
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Statistical Analysis

A statistical analysis \:as conducted to test the stability of the

principal parameters of the two-gap model in Ghana and the Ivory Coast

using data from the national acchrunts for 1960 through 1977 (World Bank

1976: 104, 105, 132,°133; World Bank 1980: 86, 87, 112, 113). Estimates

were mivia of the marginal propensity to save, the marginal propensity to

import, the growth rate of exports, and the incremental capital-output

ratio using the following equations:

S/P=a+b Y/P eess(l)
M/P =~ c +d Y/P veee(2)
1g (X/P) = 1g A + eT veee(3)

(¥/R), = (¥/P), = £+ (L, ~Ly ;) -

wherefslis
- P'is

Y 18

M is

X is

T 1is

I is

L is

gﬁ is

t-‘

b X/P)y ’ | | coee(l)
gross national savings (excluding net current transfers)
the GDP deflator
gross domestic product at market prices
import of goods and nonfactor servicés
exports of goods and nonfactor services
time (year)
the gross domestic investment-g/

the agricultﬁral labor force

the vear to which the relevant values of the variables refer.

'j‘ﬂhere 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 1s the growth rate of exports
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h is the marginal change in the incremental capital-output ratio
holding labor constant,
The results of these regressions are given in Table 17.3.

The major econometric problem posed by the regression results is positive
serial correlation in several instances, shown by relatively low values
of the Dubin-Watson statistic. This implies that some of the estimates
are biased, given the small cample of observations. The bias is not
particularly distuzbing, however, because the conclusions drawn from
the analysis are very rough and therefore insensitive to large errors
in the estimates.

Most important among these conclusions is the high degree of
responsiveness of savings and imports to changes in income in the Ivory
Coast compared with Ghana. This is shown by the large and statistically
highly significant slope coefficients for equations (1) and (2) in the
Ivcery Coast compared with the same coefficients for Ghana. The Ghanaian
savings coefficient is not gignificantly different from zero and the
imports coefficient is negative, reflecting the major influence of
trade restrictions and exchange controls. There was, in fact, a steady
reduction of the ratio of imports to income from .35 in 1960 to .08
in 1977.

The growth rate of exports for Ghana, shown in equation (3),
is also negative, though not significantly so. For the Ivory Coast,
this growth rate is positive and fairlf high, b;t its standard error is
algso quite large and there is very high positive serial correlation,
shown by the low value of the Dubin-Watson statistic. The regression
results are thus quite difficult to interpret:given the limited number
of yeérs for which data are available. This should not obscure the fact,

however, that the real value of exports for the Ivory Coast practically
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Table 17.3. Regression Results for Key Macroeconomic Parameters

b
Equation Conatanta Slope Coefficients® R2 pw®
Ghana
(1) 0.814 0.057 =0.006 1.578
.(1,289) (0.060)
2 8.501 -0.185 0.112 1.046
(2.242) (0.104)
3) 1.397 -0.016 -0.035 1.734
(0.270) (0.025)
(4) 1.150 0.011 -0.452 0.947 1.125
(0.972) ( .001) (0.309)
Ivory Coast
(1) -0.130 0.190 0.753 1.890
(0.107) (0.026)
(2) -0.387 . 0.460 0.975 0.945
(0.074) (0.018) _
(3) 0.256 0.051 -0.006 0.128
(0.121) (0.054)
4) 0.118 (0.001) (0.043) 0.850 2.427
(0.101) (0.000) (0.115)
Notes:

a Figures in parentheses are standard errors of the coefficients.

Coefficient of determination adjusted for the number of degrees o
freedom. '

¢ Dubin~Watson statistic.
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tripled from 1960 to 1977, generating increasing amounts of fofeign
exchange with which to finance the rapidly rising level of imports.

" With labor held constant, the influence of investment on changes
in output, shown by the second slope ccefficient in equation (4), appears

to- have been negative in Ghana. In the Ivory Coast, the results suggest

no statistically significant relation. The reasons for this are unclear.
They may have to do with the.part;cular lag structure used in the equations,
or there may be other statistical anomalies.

In any event, some insight into the relationship between income and
investment in Ghana méy be gained by looking at Table 17.4, which shows averag
annual fates of growth of the real value of output and investment over

each of the past three decades. Dﬁring this period, the growth rate of

output steadily declined but remained positive. The growth of investment,
on the other hand, was quite rapid during the 19508 but became increasingly
negative after independence. By the 19703, gross investment averaged only
8.9 percent of GDP, and net investment may even have been negative.
Certainly this was true in the cocoa indugtry, where replanting had ceased
and trees were rapidly going out of production because of *heir advanced
age. The decline in investment was assoclated more with restrictions on
imports of capital goods and replacement parts than with the ;elatively

modest drop in domestic savings that occurred. The binding constraint on

development in Ghana from a macroeconomic point of view, then, was foreign
exchange rather than resources for investment. This was clearly related
to stagnation in the export sector. It was also due to the failure |

of foreign aid and capital inflows to fill the ex ante foreign exchange

gap, which was undoubtedly much larger than the ex post excess of domestic

investment over domestic savings.
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:ﬂﬁﬁme 17.4. Aveéage=Annual Growth Rates of Gross Domestic
S Product. and Gross Domestic Investment for
Ghana in Constant 1968 Prices (%)

1950-60 1960-70 1970-77
GDP 4.1 2.1 0.4
GDI 8.9 -3.2 -8.6

Cqurce: World Bank 1980: 86.
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The reasons for this difference between the ex ante and ex post
foreign exchange gaps were multiple. They had, first of all, to do with
the basic constraints that existed on the total amount of forsign aid made
available by donors ard how that aid was parceled among countries. Second,
Ghana's debt problem greatly complicated its access to loans, whether
commercial or concessionary. Only after its debt was rescheduled in 1974,
was it possible for Ghana once again to have'access to the international
capital market and to concessionary financing on a large scale. Finally,
there remained the critical question for donors as to whether or not foreign
aid in Ghana would contribute to filling the gap in such a way that this
would lead to increased investment and economic growth.

The situeavion in'the Ivory Coast was, of course, quite different.

The real value of exports grew at an average annual rate during the 1960s

of 5.5 per:ent, and this increased to 5.8 percent from 1970 to 1977. The
real value of imports grew even more rapidly, at 6.8 and 11.0 percent per
annum during each of these respective periods, because of official borrowing
and private capital inflows. As a result, thg real value of domestic
investment increased at 12,7 percent per year during the 1960s and 12,1
percent annually from 1970 to 1977 (World Bank 1980: 113).

This favorable picture, however, may be changing. A sophisticated.
two-gap macroeconomic model has been estimated for the Ivory Coast by

the World Bank (den Tuinder 1978: 160-86). The conclusions resulting

from the use of this model to analyze the effects of the 1976-80 plan over
the 1980s suggest that despite its past success, the Ivory Coast is now
having to invest in projects that yield a lower rate of return. Further-
more, without substantial policy changes, the Ivorian economy is unlikely
to be able to generate sufficient domestic resources to finance the
investment required by its growth targets. Since tax revenues in relation

to income are already high in comparison with other countries, additional
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savings will, unlike the past, have to be generated by the private sector.
In addition, recent increases in foreign borrowing cannot be sustained
becauée of rising debt service payments and their potential for lowering
the Ivory Coast's credit ratings abroad.

Thevmajor implications of this simulatioﬁ exercise are: (1) that the
Ivory Coast has in the past been constrained more by domestic savings than
by exports; (2) that it has been highly successful, however, in generating
a large amount of savings in the public sector and in mobilizing additional
regsources from abroad; but (3) that this strategy already is becoming more
difficult and will continue to do so in the future. If plan targets are
to be achieved, therefore, either additional foreign aid will have to be

forthcoming or the parameters of the model will have to change.

PROJECT AID: AGRICULTURE AND RURAL DEVELOPMENT
Most foreign assistance is offered in the form of specific projects
embodying technical-organizational packages in ' he design of which donors
usually play a very significant role. With this form of aid, the resource
transfer may be of less importance than the package itself, though the
host government's acceptance of the project is generally conditional upon

the donor furnishing the bulk of the financing. In effect, the donor buys
the right to influence how its resources are to be used to promote
development. The effectiveness of this form of aid is thus measured

by the degree to which project objectives are attained.

This sectton examines the effectiveness of project aid in promoting
agricultural and rural development in Ghana and the Ivory Coast. It
begina with a historical overview, followed by a description of fofeign
asslstance programs and projects in the rural sector of the two countries.
A discussion of the constraints on project design and implementation then

precedes the concluding section, which assesses the usefulness of

project assistance in an unfavorable policy environment.
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17.3 The History of Rural Development

Ghana

Cocoa, the mainstay of the Ghanaian economy,was introduced in the
latter part of the 19th century. With scant assistance from the colonial
administration, cocoa grew to become the princigal export, with 270,000 mt
being shipped abroad in 1935 (Gordon 1974: 71). In 1947, the
Ghana Cocoa Marketing Board ((MB) was established to stabilize farmer
incomes and real prices through the operation of a buffef stock and by
shielding domestic prices from those on the world market. This yielded
substantial public savings since on average one-half of export receipts
were withheld as taxes or CMB surpluses, permitting the accumulation of
large sterling reserves. World prices were sufficiently high, however,
so that strong incentives could also.be offered to farmers, with the result
that production averaged 320,000 mt from 1954/55 to 1964/65, an increase
of 40 percent over the previous decade. World prices continued to fluctuate,
however, and, as seen in Table 17.5, Ghana's export earnings varied as well.
Until the mid-1960s, though, shortfalls were compensated by drawing on
the country's large reserves.

Starting with the seven year plan in 1961, the Nkrumah regime
emphasized rapid, state-led industrialization. The government had little
confidence in private, small-scale agriculture and felt that agricultural
productivity and output could only be increased through large collective,
motorized farms. By 1966, there were 135 state farms and about 35 Workers'
Brigades employing a total of 21,000 salaried workers. The results of
these projects were disappointing. The program cost $21 million in
capital expenditures, imported farm equipment, and current operating

expenses, while output was valued at only 34 million (Woromoff 1972:

186~-187).
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Table 17.5. World Prices, Production, Exports, and Export Receipts
of Cocoa

World Prices?® Production Exports Export Receipts

($/000'mt) (000 mt) (000 mt) (million $)

1950-54 3185 230.1 225.5 719.2
1955-59 2643 254.3 233.3 616.6
1960-64 1722 449.7 410.1 708.7
1965-69 2091 389.8 375.8 785.8
1970-74 2398 403.6 380.7° 912.9°
1975-77 3751 360.0 339.6° 1273.8°
Source: Commodity Trade 1980: 36.

Notes: % In 1979 constant prices, Spot New York.

b Estimate.
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There were no go~vnment programs to assist the small farmer.
Indeed, govermment policy penalized smallholder agriculture. Activities
of the extension service, which were crucial to the cocoa subsector, were
suspended in 1962 for about 5 years (McMurtry 1974: 219). In addition,
marketing services were further centralized. The CMB purchasing monopoiy
was extended to other crops and private licensed buying agents (LBA)
wer2 replaced by the United Ghana Farmers Council (UGFC), which reduced
the marketing system's flexibility and increased its costs.

The government's ambitious development and industrialization plan
coincided with a slump in world cocoa prices in the early 1960s. To
maintain its export revenue needed for growing import requirements,Ghana
cut ‘the cocoa producer price. By 1965/66, the nominai farmgate price of
cocoa was only one~half of the 1951/52 price (Bateman 1974: 318-319).

In real terms, the decline was even more severe as inflation accelerated
from about 2 percent in 1960-63 to over 20 percent in 1965 (Leith 1974:
93). Output, however, continued to rise until the 1964/65 bumper harvest
of 549,000 mt, in response to plantings in the 1950s. No additional
plantings occurred thereafter and plantations were allowed to deteriorate.
By the time the National Liberation Council replaced the Nkrumah regime
in 1966, cocoa exports had declined and food production had dropped
drastically.

Administrations after 1966 sought to redress the distortions
accumulated over the early years of independence. All governﬁents espoused
the objective of self-sufficiency in food and industrial crops and the
rehabilitation of the cocoa subsector. Increasing funds were allocated
to che agricultural sector. The agricultural extension service was

reestablighed in 1967/68. Operation Feed Yourself (OFY), launched in
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1972, sought to raise food production. Because of distrust of the
immovative capacity of the small farmers and the overvalued cedi, which
made imported inputs artificially cheap, OFY stressed motorized, large-
scale production techniques. Motor services (land clearing, plowing,
and combine harvesting) were heavily subsidized for these farms, as
were intermediate inputs such as seeds, fertilizers, and insecticides.
Overall, about 100,000 ha were put under mechanized cultivation, but
yields remained low and economic costs very high (Winch 1976).

In the meantime, there was an acute scarcity of agricultural inputs
forr the small farmer. Furthermore, import restrictions on consumer goods
resulted in few of these reaching the countryside, and those that did
were very expensive. Cocoa farmers, already guffering from low producer
prices, began to shift toward foodcrop production and to neglect their
plantations. The age of cocoa.trees rose, but little replanting occcurred.
Production declined by about 3 percent per annum from 1965/66 to 1972/73,
and fell further by about 5 percent per annum to 230,000 mt in 1981/82 --
the lowest since the late 19508:1/ Ghana, which held the largest share
of the world cocoa markét in 1963/64 through 1972/73 at 30 percent, dropped'
in the late 1970s to third place behind the Ivory Coast and Brazil.

Ivory Coast

| The development of export oriented agriculture in the Ivory Coast
dates back to the early colonial period at the turn of the century.
Rubber, palm products and timber, the first export crops, were later

replaced in importance by cocoa and coffee durihg the interwar period.
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In 1940, the Ivory Coast exported about 45,000 mt of cocoa and 15,000 ﬁti? 

of coffee (Hermann 1981: 77). A decade later, local coffee trees were ”

severely attacked by tracheomycosis, and were replaced by robusta

varieties imported from the Belgian Congo. Timber exploitation expanded ”

after World War II, and at tiae time of independence in 1960, coffee, 7

cocoa, and timber had become the mainstay of the Ivorian economy, accbdﬁﬁiﬁg

for 85 percen:c of the country's export earnings. o
Three policies were the key to the success of agriculture in the

Ivory Coast. The first was the decision to build transport iﬁfrastructu:ék

opening up zones of unexploited potential at lowered transport costs. .

Equally important was the establishment of crop specific agriculturali;f,fl

regsearch institutes for the development, testing, multiplication,and f; ijf

dissemination of adapted varieties and technologies. Finally, coffeé:ﬁ?*fﬁ

and cocoa production was supported through the operations of stabiligééié;;
funds established in 1956. e
The Ivorian government after independence continued the
colonial strategy of export orientation and development base’ohi;é¥;¢q;;q¥g.
Iﬁ‘addition, however, the government sought to broaden exportsv “;df §
by diversifying away from coffee; cocoa, and timber into
other export crops such. as palm products, pineapples,and cotton. ‘Ré§;aréﬁﬁ
remained in the domain of sectoral agricultural research institutions.: :
Extension of the new technologies, however, was delegated to autonomous

regional authorities, (e.g., Autorité de la Vallée du Bandama, Autorité

pour 1'Amenagement de la Région du Sud-Ouest) or to crop specific developmént

agencies (Sociftés de Développement, or SODE).

An ambitious oil palm nrogram, aided by the World

Bank, was begun in 1962 and sought to develop 63,000 ha of pl@hﬁaﬁipns[ﬁigg
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1970.%/

As shown 1in Table 17.6, output grew from 290,000 mt in 1961-63 to
707,000 mt in 1971-74., The growth of output of pineapples during

the 1960-74 period was about 24 percent per annum,é-/and cotton

production in the drier areas to the north increased by 21 percent per
year.

The traditional export products == coffee, cocoa, and timber =~
expanded at a olower rate. By 1970, the exploitation of timber resources
waa progressing more rapidly than regeneration, and reserves were being
dzpletel. To sustain,the levels of timber 6ut§ut, the government.embarked
upon an investmert program in the San Pedro area to open up the hitherto
unexploited tracts of the southwest. Coffee production contipued to
expand, but at only 3 percent per annum, reaching 258,000 mt in 1971-74.
Production of cocoa grew more rapidly, aided by a large replanting and
rehabilitation program.

Urbanization accelerated after independence, and national food
requirements tripled in'ten years, Even though food production increased
more rapidly than population growth, urbanization and rising incomes
placed large and increasing demands on food productivity. Food imports,
perceived as threatening the positive trade balance, became a major concern
for government. Rice production was promoted to substitute égainst
imports and to generate additional income in the north. The first major
investments were for mill and irrigation construction. Fertilizer, seed,
and extension services complemented the program.

The 1973 drought and the commodity price boom of 1973-74 led to a .
major reassessment of Ivorian objectives. Concern over growing and} :
increasingly expensive food imports, especially rice; and 6ver fluctuatiné 

export earnings resulted in greater importance being attached to the

reduction and eventual eliminaticn of food imports as a central national
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Table 17.6. Production of Key Agricultural Products in
the Ivory Coast (1960-1974)

Product 1960-63 1971-74 Z Incre
‘Palm Clusters (mt) 290,188 705,737 10
Pineapples (mt) 23,142 192,790 24
Timber (000 m>) 3,470 4,669 4
Coffee (mt) 184,477 258,409 3
Cocoa (mt) 91,965 199,829 8
Cotton (amt) 8,004° 55,933P 21

Source: La Cote d'Ivoire En Chiffres, Edition 1976-77.

Notes: a 1972-7¢

b 1959/60-1962/63 to 1971/72-1973/74
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objective. As rice imports rose to over 100,000 mt per year in the
eafly 19708 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 farmers in the north, prices were

increased sharply. In 1975-76, with new investments, higher producer
prices, and demand dampened by a consumer price hike, the Ivory Coast
became self-sufficient., The subsidies on locally produced rice, inputs,
infrastructure, and services were a great fiscal burden, however, and thé
riée development agenéy, which began amassing large debts, was eventually
disbanded in 1977.

Questionable investments were also made in sugar production, which
received the largest chunk of public investment funds between 1971 and
1980 -- 21 percent of the total (Hermann 1981: 121). Production targets
of 135-150,000 mt by 1980 were established despite anticipated high
costs in relation to world market prices.

Foreign Assistance in the Rural Sector

In the 19608, foreign assistance stressed capital development projects
such as irrigation, roads, ports, and power facilitjes. World Bank lending
to the agricultural sector consisted mainly of irrigation projects. Bank
policy shifted in the early 1970s, however, towards maintaining the
momentum of the green revolution to feed the developing countries and to
increase the incomes of the poor (World Bank, Agricultural Sector 1972:
McNamara 1973). Bilateral donors followed a similar transition. Whereas
AID had been concerned /n the 1960s primarily with infrastructural aid
and balance of payments assistance, the "New Directions' mandate of 1973,
and the subsequent "Basic Needs'" philosophy shifted United States' aid to
the "boorest of the poor" and to small-scale projects with better distributional
effects. The history of foreign assistance to Ghana and the Ivory Coast

followed this worldwide direction.
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Ghana

Through 1966, most foreign assistance in Ghana was allocated to
capital development projects and to assisting Nkrumah's industrialization
policy. The World Bank had no projects in the rural sector, while AID,
the larzest donor, fuﬂded an agricultural extension arid production
project. The objective of AID strategy was to assist Ghanalan
production programs through price supports, subsidized input deliveries,
and credit programs. Technical assistance and management training were
important components 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 in revitalizing the extension service, AID revamped the Agricultural
Extension and Production Project to emphasize extension and input delivery
agpects. Further resources were directed to health and population projects.
Significant amounts of PL 480 and about $30 million in program assistance
were also made available. |

The unilateral repudiation of part of Ghana's foreign debt by the
NRC in 1972 resulted in a sharp drop in foreign assistance to Ghana. With
the exception of few bilateral donors (e.g., Canada), disbursement against
exlsting projects continued but no additional projects were designed.
From 1972 to 1974, donors awaited major macroeconomic policy reforms before contin-
uing their assistance programs. AID, no longer the largest donor,
relied on World Bank leadership and minimized its involvement in policy
questions (AID 1975, Vol. I: 34)., The World Bank funded a Sugar

Rehabilitation Project and designed a Rice Development Project in ghéiﬁbﬁth”
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that was never funded. AID sought to influence policy indirectly through traiﬂing of
management. After 1972, the Economic Development Management ProjecF and various
other training projects gained importance in USAID's portfolio (AID
1975, Vol. I:  24).

When Ghana's external debt was successfully rescheduled in 1974,
and long term stabilization seemed a likely prospect, project assistance
increagsed significantly. Agricultural and integrated rural development
projects predomin%ted. Four World Bank Projects totalling $51 million
(Cocoa II, 01l Palm, Livestock Development, and Upper Region Integrate&
Rural Development) were approved. US objectives, in line with the
Congressional mandate, sought to ensure that '"the poor majority have more
adequate incomes and greater access to health care services of sufficient
quality" (AID 1975, Vol. I: 21-22). The basic approach of better
delivery of inputs and services, stronger planning and management, and
development of local institutions focused on a specific region was
maintained for all three sectors of AID involvement -- agriculture,
health, and family planning. The large Managed Inputs and Delivery of
Agricultural Services (MIDAS) Project illustrates this comprehensive
approach. The project was comprised of imports and distribution of
‘ertilizers, seed multiplication and distribution, extension services,
rural credit, management training, studies of the marketing structure,ahd;‘
3 number of other components.

By 1977, economic mismanagement in Ghana had resulted in triple- |
ligit inflation, a severely overvalued cedi, and cumbersome import

licensing procedures. Macroeconomic distortions created an undesirablé,;ﬁf

Incentive structure favoring corruption, smuggling, and arbitragg.w,.“

[he environment being no longer conducive to development, donor assistance
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programs began to be scaled down. As existing projects come to completion even today,
both multilateral and bilateral donors are reducing their assistance

programs to Ghana.

Ivory Coast

Until 1967, the’Ivory Coast relied heavily on bilateral, especially
French, foreign assistance. Of an estimated total of about $260 million
between 1960 and 1967, France contributed about $135 million in funds,
personnel, and commodities, compared to $33 million from the US and $93
million from all multilateral donors (France 1976: 189: Appendix
Table A-5).

Donors' programs supported the govermment's policy of rapid,
export-oriented growth. In the early 1960's, infrastructural projects,
training, studies, resource surveys, and research projects were important,
France, for instance, financed one-half of the agricultural research
agencies, to which it also furnished substantial technical personnel.

In addition, a series of regional socioeconomic studies and resource
surveys were also funded. Top-level technical and managerial personnel
were sent from Friance to assist the Ivorian government in its program of
rapld economic growth. The presence of top-level administrators and

technicians, and the large financial support lent by France, undoubtedly‘5‘&5”

accorded France an important influence on policy decisions and aided inif'
the establishment of a stable and conservative economic environment i

By 1968, the Ivory Coast had built up an impressive infrastructure
of ports, roads, ‘and power networks. The government s emphasis on agricul
as the principal source of growth was lent support by increasing project
ald. Donors' assisted the expansion of traditional export crops, ’
as well as the diversification program that sought to widen the °°Pn£?9;:

foreign exchange base;



L7-37

Project identification was facilitated by extensive studies and
surveys which analyzed the country's comparative advantage. Agricultural
project financing increased rapidly from the mid-1960s. The World Bank
group funded the first of over 15 agricultural projects in 1969. During
1968-81, of the $710 nillion in aid extended by the World Bank, one-
quarter was for the agricultural sector. This included cocoa, rubber,
oil palm, coconut, and cotton production projects. In the mid-1970s, the
Bank's program towards integrated rural development projects (North-'
eastern Savannah Project, Center West Project, etc.).

American assistance in the post-=1967 period declined to $23.3
million in ~ AID projects and other economic assistance, and $7 in PL 480
asgsistance from 1968 to 1981.This is not surprising since, with sound
international creditworthiness and aper capita GNP of $1200 in 1980, the
Ivory Coast no longer met the congressional mandate conditions. On the
other hand, the EX~-IM Bank extended $255 million in various loans during
the 1968-81 period.

Project aid proceeded satisfactorily untiltthe late 1970s when the
Ivorian government attached increasing importance to regional development
and to foodcrop production, thus moving away from traditional, comparative
advantage sectors into those‘h with lower rates of return. The decreas-
ing return on 1nves§¢§ﬁ£;“¢$1hcided with the oil crisis, and was
soon followed by a drop in coffee and'cocoa prices. The Ivorian public
investment program for 1978 was planned during the 1976/77 coffee and

cocoa boom. Over $2 billion was allocated 40 percent from external

sources. Availablevfundsj 'sed for some bad investments (the sugar N
complexes, rice oroduction 0 ‘meet rising*public recurrent

expenditures, and for projects with;long gestation periods (education and;i



health). The Ivory Coastds debt service had risen'to 25 percent by 1980‘
and the need for structural readjustment was recognized.

Constraints on Project Cesign and Implementation

Ghana

Two broad types of projects have been financed in éhana's rural sector
Directly productive investment= include various cocoa, oil palm, rice,
and livestock projects. At the other extreme are projects with an
indirect impact on production, such as those involving health, education,
and training.’ Integrated rural development projects, like the World
Bank's Upper Region Project and USAID's Managed Inputs and Delivery of
Agricultural Services (MIDAS) Project, have sought to incorporate elements
from both ends of the spectrum.

Few, if any, projects in the rural sector have succeeded in ettaining
their targets in Ghana. This is particularly true of the directly
productive projects. The World Bank's Eastern Region Cocoa Project,
for example, set as its goal the replanting of 15,000 ha and the
rehabilitaticn 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.

Similar problems faced the MIDAS project, USAID's major integrated
rural development project in Ghana. Whereas the project's stated goal was
to increase agricultural production on small holdings through better

input distribution, a l979 mid-project evaluation stated that "the

project failed to.. deliver agricultural?inputs.Such as fertilizer, seeds,

credit, and technic lrservices;to smally‘armers" (Hess and iney 1979)
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A common constraint to design and implementation of all Ghanaian
projects has been the lack of a clear overall rural development plan to-gﬁide
donor participation (AID 1973: 1). 1In addition, rapid staff
turnovers of upper and middle level Ghanaian management have hindered
constructive dialogue. These problems have been further compounded by
the rapid rate of inflation and the overvaluation of the cedi. In 1977,
inflation #eached 60 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 increa;ingly overvalued currency. Imported inputs and
tradable outputs were underpriced in relation to local currency expenditures
and the opportunity cost of labor. Furthermore, local operating expenses
of projects and donor missions, when converted to dollars at official
exchange rates, became prqhibitively expensive;é/ The World Bank 0il
Palm Project, for example, was appraised at $22.5 million in
1975 but cost $53.3 million in 1982 due to inflation. Price distortions
encouraged people to take advantage of differentials in order to supple-
ment their meager incomes. Managerial inefficiency and corruption became
entrenched. Donusrs complained ffequently that projects could not "keep
good people" (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
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producer price was the equivalent of 0.59 N¢/kg, whereas the breakeven
price was estimated at about 0.73 to 0.88 N¢/kg. At those prices farmers
were unwilling to maintain and, at times, to harvest their farms. ‘lhey

of course did little replanting. Shortages of consumer goods and farm
inputs also reduced f;rmers' real purchasing power. Not surprisingly,
even though cocoa was very profitable at economic prices (Stryker 1975:
21), farmers switched to privately more profitable foodcrops. The average
age of trees in the meantime increased so that,by 1978, 85 percent of the
cocoa trees were estimated to be 16 years or older.

To arrest the rapid decline in cocoa production, the Limann
government tripled the producer price to 12 N¢/kg in 1981 (Economist
'Intelligencg Unit 1982 (1) : 10). Eveﬁ at 12 N¢/kg, however, -~ which
traded at 35 N¢/$ on fhe black market -- the Ghanaian cocoa producer
received less than half the price to Ivorian producers when comparison is
made at the black market exchange rate of 35 N¢/$. As a result, about
50-60,000 mt of Ghanaian cocoa are currently being smuggled annually
to the Ivory Coast and Togo.

Pricing and availability of primary factors of production has also
biased the types of techniques employed. Ghanaian exchange rate policy
has favored capital intensive, mechanized production techniques. Due to
the overvalued cedi, imported equipment appears less expensive than
locally procurred labor sefvices. 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. Yet studies havef;_
shown that whereas capital-intensive techniques are financially attfacﬁ;ﬁé;i'

they are economically least profitable (Winch 1976 . 92).
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The Ghanaian government has also heavily subsidized other
agricultural inputs. The subsidy on fertilizer was 77 percent in 1974
and 56 percent in 1981, while the subsidy in 1975 on sprayers and
insecticides was 80 and 90 percent respectively. At these subsidized
prices, however, insufficient inpute could be supplied. Lln 1972, only
8,000 of the required 11,000 mt of fertilizer were delivered (Gilbert
1972: 7). Imports of insecticides and sprayers also declined.
Insecticide supplies averaged 205,450 gallons in 1957-64, but only 137,900
gallons in 1964-74, Between 1970 and 1975, sufficient insecticides were
made available to spray only 15,000 hectares, or about 9 percent of che
total land area each year. The World Bank Cocoa Project "had very few
cutlasses which it could supply" and a "limited quantity of gammalin 20"
to spray farms. Prunere and sprayers were '"on order" (Christian 1974:
11).

Projects also suffered from inadequate local support services.,
Ghanailan seed multiplication farms had a total annual production capacity
of 1.65 million cocoa pods in 1976, enough to replant 20,000 ha per year,
or less than 1 percent 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 lS0,000,ennugh for 5,400 of
the planned 8,000 acres (Christian 1974: 11-12),

In Ghana, it has not been the price of the input that has limited
consumption but the "lack of an effective system of ««. lmportation and

distribution" (Gilbert 1972: 8). The foreign exchange constraint has limited

the quantity of inputs imported. Agricultural inputs have not received

priority in foreign exchange allocation. When funds have been ¢

to long delays. Due to the lack of fuel and spare parts, transport'df';"
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inputs upcountry to the project areas has been delayed. Relative
scarcity induced by the subsidized prices has necessiﬁated elaborate controls
to ensure input use by the target groups. But since sprayers in 1975
cost 30 N¢ in Ghana, and comparable sprayers cost the equivalent of 700 Ne¢
in the YIvory Coast, smuggling of project inputs has been prevalent. Credit, too,
has beensubsidized. In AID's MIDAS'Erqject, rural credit has been made available
at 8-12 percent. But inflation ginéé/1977/has exceeded 100 percent, so
the real rate of int;rest has beenlétfqéé}Y}ﬁegative. Whether the credit has been
used for its intended productive endsgﬁgdér such circumstances is
doubtful,
Finally, institutional weaknesses have hindered project success.
Various government agencies involved in agriculture have been overstaffed,
poorly trained and motivated, and underequipped. Recurrent administrative expendi-
tures have been high. The CMB with a staff of about 50,000 had in 1982 an
estimated 4,000 N¢ in administrative expenditures per ton of cocoa.
(Economic Intelligence Unit 1982(2): 16).
In the face of these difficulties, it has been extremely difficult
to design and implement projects successfully. Infrastructure projects have
become enormously expensive as local costs have mounted with the increasingly
overvalued exchange rate. AID has concentrated instead, in recent years,
on training projects designed to improve the human resource base upon
which future development will depend. But it is estiuated 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 AID has covered about 90 percent bf the operating costs of trainingk,

projects.
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Ivory Coast

The economic performance of the Ivory Coast, which is heavily
reliant on its rural sector, has been ore of the few successes of
independent sub-saharan Africa. Not surprisingly, most rural development
projects have attained their objectives. Most commercial crops grown
in the forest zone, for example, attained or exceeded their production
targets in the 1971-75 Plan. Large investments in ill-planned projects
financed chiefly by external bor;owing, however, later led to structural
imﬁalances in the Ivorian economy.

The factors that resulted in the structural difficulties of the
economy also acted as constraints on the design and implementation of
externally financed projects. One constraint stands out in particular
In its desire to develop the relatively poor northern savannah regionm,
the Ivory Coast moved away from its traditional comparative advantage
in high rainfall crops producad in the south. Large amounts of resources
were transferred north through production projects that were hastily
selected and poorly prepared. Not only was there a shift towards the north,
but there was an inappropriate selection of crops and techniques.

The Ivorian government planned, through the constrﬁction of twelve
irrigated sugar complexes, to produce 600,000 mt of sugar. Of the
public investment planned for 1976-80, 35 to 40 percent was to be allocated
to sugar production. Since Ivorian demand was estimated at 100,000 mt,
one-half million tons of sugar would have had to be exported. As the
worid sugar price declined, the number of sugar complexes was decreased
to six, with 470,000 mt of sugar output. Capital costs were very high,
and overruuns not only resulted in partial completion of projects but

they also severely affected project profitability (den Tuinder 1978: 35).
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As designed, the complexes were capital intensive, used sophisticacedn ;fi
technology, and would have few linkages with the rest of the Ivorian
economy. Total production costs were estimated at $.23/1b, while 1980*853

world prices were projected at $.10/1b. It was unclear where the 5¢;p1§§;

of sugar could be exported and how the difference between the worldQ

price and domestic cost of production would be financed.

Cotton, which seems to be a reasonably profitable CIQPQEQ; the

allocated to developing the rice sub-sector. Whereas the?progran achievedi
success =-- producing large quantities of rice, the costs were very high
Rice projects generally involved costly irrigated and mechanized schemes;:
with a high share of imported ipputs (Humphreys 1981: 102). To be |
privately profitable, these required protection against lower cost

imports. As discussed earlier, this was accomplished primarily by raising

the producer price and incurring public marketing 1osses

only financially, but also economically,unprofitabl since thefrice??f~f

program was an inefficient means of saving foreign exchangetfHumphreys
1981). Unsound projects could not be sustained over the longer run

through public subsidies, and the system collapsed



17-45

‘d'The second major constraint on projects has been the absorptive
capacity of the Ivory Coast. Successful planning, design, and
implementation of projects requires flexible and skilled administration.,

As the Ivorian economy has grown in complexity, centralized state-

operated or supported’'programs have become more difficult to manage.

A governmental reorganization occured in the 1970s to allow for greater ;
decentralization of decision making and to render ministries more responsive
and effective in implementing policy, but skilled Ivorian managers,vthough h

growing in number, are still in short supply.,-..[r

Donors were faced with similar constraints in realizing the

objectives of their programs. As projec bselection became less?obvious

and as the Ivorian government 8 objectives grew in. complexity,v

importance of planning became evident. Wit: -e,‘ective planning of -

sectoral and intra-sectoral resource allocation, bad investment choices as y

in the case of the sugar complexes diverted scarce human and financial s

resources into inefficient activities

Similar,y“ prlce policyy}as led: ogimportant misullucutions of

resources‘f
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many public enterprises have lacked the flexibility and autonomy to
increase their operating efficiency. Thus doncrs desiring to participate
in those sectors where these public development agencies are involved
have been increasingly confronted with high administrative costs and

inefficiency. '

Foreign Assistance as an Unfavorable Policy Environment

As the previous discussion suggests, the impact foreign assistance
is likely to have depends critically on the economic policy environment
of the recipient country. Foreign assistance to the rural sector

of a severely distorted economy, as in Ghana, is generally ineffective

as a means of acaleving either donor or host country goals. In many . - ke

instances, it is simply a resource transfer to the government and;:o;tﬁe.
segment‘of the Ghanaian population benefitting from the Offieieiiy;
sanctioned economy. | |

This tends to encourage the design of projectsnthat are,impervioUSu.

to the distortions and inefficiencies introduc by government policy. ;qx

Local exoenditures are minimized sinceﬁthey are.much more expensive at

2te than purchaees inmfo ‘ign currency.A 1hese

andt?éé!?ésﬁrial@ capaciey P?czved:,i.n.sqff,irciens}ft;évrs=,.° rdinate elements :
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of the project. The import licensing mechanism -- even though the
project was exonerated -- delayed imports of goods and inputs. Lack
of transport equipment slowed shipments upcountry. Cousts roge at un'
annual rate of over 100 percent due to inflation.

Infrastructure ﬁrojects, such as the construction or rebuilding of
roads, have the advantage that their success does not depend on government
incentives to producers. In many instances, they can benefit the market
economy outside the public sector. But they suffer from the same problems
as other projects with respect to implementation, and they are particularly
susceptible to cost overruns to the extent they require large expenditures

in local currency.

Probably most successful have been the human resource project§£ '¢:
(health, training, and education), which are only indirectly pfbduc;i§ég, ¢‘7
The objective of these projects has been to reach the people difécﬁly;-,.
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. Nevertheiess, cost recovery isg'gf }"

low, and as many as one-half of the su¢¢e55fnl’;rainegs‘gre’bgliéved!ﬂ

the desireability of these‘projnct
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17.4 The Economic Policy Environment and Foreign Aid

The analyses thus far has shown a remarkable difference in the
experience since independence of the two neighboring countries, éhana
and the Ivory Coast. Ghana, despite a substantial inflow of foreign
aid, has seen a steady deterioxatien in nearly all its macroeconomic
indicators such as GDP per capita, real investment, imports, inflationx,
and the black market rate of exchange. The critical constraint on its
development seems to hava been a severe shortage of foreign exchange.
The Ivory Coast, on the other hand, has experienced high rates of growth’
of investment, domestic savings, exports, capital inflows, and per
capita income. Inflation has been relatively low and linked primarily
to that of the rest of the world because of the country's openness.
The CFA franc has been strong with little or no overvaluation, and,
until recently at least, the country has increasingiy been able to borrevii;f
on the international capital market, replacing concessionary aid. i
At the project level, Ghana has experienced any number of problems;v

The choice of promoting mechanized farms during and after the Nkrumah

period proved disastrous. Low producer prices, especially for cocoa,

have discouraged farmers and reduced their incentives to participate "ix

in projects. Efforts to establish public agencies for the collecti

and distributian of food have been costlyvand'have interfered with_the

Input~subsidies,‘including the L

influence of the overvalued cedi have created financial problems !ur

public distribution agencies, encouraged smuggling of inputu to neighboringf]
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have raised the cost of project expendistures in local currency to
prohibitive levels. While projects in the.Ivory Coast have also had
problems, these have been relatively isolated, at least until recently, v,”
and have at no time taken on the proportions of those in Ghana.
A major thesis f this paper is that the varied experiences of Ghena'
and the Ivory Coast with respect to their ability to mobilize and make
effective 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 ti'e effectiveness of foreignvessistance., Thereafter, the
historic role of foreign aid in improving the economierolicy environment

in each of the two countries is examined.

The Economic Policy Environment and Its Impact on t eafffeétiveneSSEbff

Foreign Aid




17-50

flows of labor and capital across international frontiers, and ac
numerous other ways to relate one country's economy to those of thev‘pA“
rest of the world.
Ghana

Ghana's economic policy environment has been characterized above

all by shortages of foreign exchange and a system of import and exchange

controls, which as a result of mounting inflation has led to an increasingly

One result has been artificially low official prices for agricultural
products, especially export crops such as cocoa. In addition, the

govermment has been heavily dependent on cocoa exports as a source of“~t

tax revenue, further depressing the official price to producers.h’
Equally important has been the effect of import and exchange
controls on the prices and availability of consumer goods purchased by
farmers in rural years. The supply of these goods has been severely
restricted, with priority being given instead to imports of capital'and};,;f
intermediate goods and to basic foodstuffs consumed in the cities. ‘ASl:f o

a result, there has been a severe shortage of consumer. goods in. thel;Q” e

countryside and those that have been available have been sold at very

high prices. The farmer, thereforel has'suffereduin

7/

overvalued currency despite several devaluations and attempts at liberalization:-
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Since the late 1960s, however, the Ghanaian government has triedy
to offset this disincentive by offering subsidies on credit and on
agricultural inputs, such'as seeds, fertilizers, insecticides, and
machinery services. ?hese subgidies have been facilitated by the over-
valued exchange rate at which the external prices of imported inputs
are converted to domestic currency. Nevertheless, the subsidies have beer
a financial burden on public supplying agencies and to some extent have
encouraged inappropriate techniques and crops in which Ghana does not
have a comparative advantage. In addition, tha subsidies have strongly
discouraged the distribution of agricultural inputs by private traders.
Furthermore, severe shortages of the inputs, resulting irom import

restrictions and manaéement problems, have biased their distribution ‘,“fﬁ

towards larger, more prosperous farmers and have created uncertainty as‘

to their availability. . | 4
o Projects have succeeded only where these have been established?in:fi

such a way as to be insulated from these problems. 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. 0n the other hand even when projects in the |

agricultural sector have been able to procure inputs without difficulty,?é

these have had to bA ‘ subsidized prices that were substantial

below prices on the ‘privat market;or in neighboring countries _Diversion

of the inputs from the projec area and smuggling outside of Ghana have f}

thus been strongly n urlge_, enriching those able to‘ ain: iccess to"f;~

to the inputs.w
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At the same time that export crops has heen discouraged; :ﬁé°'
Ghanaian government has tried 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 in 1972, Distribution of this rice throug
established wholesale and retail. traders was ostensibly made at officiall
regulated prices, but restrictions on imports and lack of enforcement of
official prices resulted in large quantities of rice being sold at
higher prices. The free market price of rice in Accra in 1972, in fact{f
was 2.3 times the c.i.f. price. Obviously, incentives for domestic =

farmers to produce rice were strong as long as. that rice could be

marketed by private traders.J ﬂf
The government however, was more concerned bout - snpplying urban

areas with food at low prices. For this ou )u

Corporation was created under Nkrumah,ua

Corporation. “In 1975 this state agency to
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have 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 storage space. Thus the influence of the state trading
agencies on domestic marketing of food has had little importance at best
and at worst has been detrimental since large producers and Agricultural
Development Bank borrowers have at times been required to sell to these
agencies at the official minimum price.

At the same time that government policy in Ghans hss 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; Non-traditionai.,7:

exports have enjoyed bonuses on their export earnings.-‘In addition, the fd}f
Capital Investments Board has provided tax holidays and exemptions from ,efﬁ‘

*duties and other taxes on inputs.» These benefits have been of limited

ivslue to foreign equity-holders, however, because remittances of profits
fand dividends have been blocked by exchange controls( |

A useful way of comparing the incentives offered in differ_




17-54

Taﬁié“i7f7:f‘Effective Rates of Protection (ERP) for Selecte
T Agricultural and Industrial Activities in Ghana
1972

Activity ERP Activity ERP

Fiber and Paper Products 1.3

Cocoa

Maize Chemicals a’>0;i :ﬁA
Rice Nonmetallic Mineral Products-é;éiﬁ{;
Cotton i Basic Metal Products 0.6 ;?5

Procgéhedffaodff Fabricated Metal Products, 7.4

Téitilééféﬁdf?ibﬁ Machinery & Equipment

Source: Scott R. Pearson, Gerald C. Nelson, and J. Dirck Stryker,
hney "Incentives and Comparative Advantage in Ghanaian Industry and.
Agriculture," August 1979, pp. 38-40 and calculations of the
author. ‘
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positive at fairly modest levels. This primarily reflects the effect

of restrictions on agricultural imports, leading to inflated prices on

the private market. Effective protection of industry is in general

much greater, partly because there is less political resistence to
restrictions on imports of manufactured goods compared with foodstuffs.
The ERP for nonmetallic mineral products is negative, not because
protection is negative, as is true of cocoa, but because it is so strongly
positive that resources are misaliocated to such an extent that value

added measured in world prices is negative.g'

Although comprehensive data are not aVé11§b¥9$;iF;is clear that

the policy distortions shown in Table 17'75 ‘6ﬁe-eccentuated since
1972, The producer price for cocoa divided by the national consumer“
price index, for example, decreased by 37 percent from 1972 to 1979.

In rural areas, consumer goods prices rose even faster,,ehd in mahy:rip

instances the goods were not available at any price. As a resultfoffi“

inflation- the cedi depreciated rapidly on the black mnrket. makinp

agricu'tural input subsidies for ‘the favored fcw who cuuld obcain‘chem

projects prnhibitively expensive.‘ At the same time restriction
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Ivory Coast

In contrast to Ghana, the Ivory Coast's economic policy environment

has been ore in which‘these kinds of distortions 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 bpeen determined primarily by tariffs and, for agricultural |
products, by the operations of the daisse de Stabilisation et de Soutien

des Prix des Produits Agricoles (CSSPPA), charged with stabilizing produce
prices of the major cash crops, and the Caisse de Perequation, responsible
for stabilizing the prices of rice and some other basic foodstuffs

(den Tuinder 1978: 42), 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 protection have been higher because

- of low duties on intermediate inputs and because of benefits from the

Ivory Coast's investment code. Finally, though input subsidies have hardly -
been absent from Ivorian agricultural pgligy,‘they have been much less :

pronounced than in Ghana.




Table IZLB. Effective Rates of Protection (ERP) for Selected
~ . Agricultural and Industrial Activities in the
Ivory Coast, 1972

Activity ERP Activity ERP
Coffee -0.4 . Edible Oils, Soap | 1.5
Cocoa 0.4 Milk Products 0.0‘
Palm Products Tobacco 0;2;&
Copra Textiles and Clothing 1.
Pineapples Footwear

Bananas " Lubricants

Cotton Chemical Products~*‘i

Rice Rubber Producté%_f?

Maize o Cement | '

Grain Millin ' Transport Eqnipmenc ;

n;Metal Transformation,

Prqqgssed;Fons ‘
SR e . Machinery

Beverages :
- ' Paper Products

Source: J Dirck Stryker, Garry Pursell, and Terry Munson, "Incitations -
et Couts Réels en Cote d'Ivoire," May 23, 1975, Table A, and J. Dirck: Stryker
"Western Africa Regional Project: \Ivory Coast -- Ecomnomic Incentives and:.
Costs in Agriculture (Chapter II) April 14 1977, Tables 5 and 7 ‘
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Nevertheless, particular policy distortions have existed from'time'Jﬁf

to time that have had an adverse impact on-the effectiveness of foreign |
aid. One: of the most notable of these, discussed earlier, was the sharp
increase in 1974 of the official price offered to rice producers. jIhis“

diverted large quantities of paddy from on-farm consumption and the pf;%&téf{*‘

market to publically operated mills that were required to sell ch;_f,gﬁ, ke

wholesalers at a price which did not cover their costs. The;resultbuasf;*"'“

overflowing public storage facilities and financialvdisasterifo‘?the
public agency concerned. A rice production and miii;ﬁé:é- 3&”
was being considered for financing at the time byvthe;ﬁorld Bank'was
abandoned as a result of this untenable situation. v

More generally, there was during the last half of the 19703“

sharp decline in the productivity of public investment resulting from\a

series of high cost projects. Those involving the sugar co
_north were discussed above in the section on Agriculture and Rural'“”t
Development. In addition, there were several very costly higher education:

projects and some excessive .nvestment in highways. Much of this programh}l '

was financed by foreign borrowing on’ fairly hard terms As a result,

debt service obligations rose sharply 1ust as coffe

Lwere declining,wthreatening thezcountryls'pace o

fgrowing fiscal problems, too, essential se _ ‘those in agricultural

*extension were also threatened There was, therefore,,avstrong need for ,f°

structural readjustment and for better planning and preparation of

:investment projects.

'[ The Role of Foreign Aid in Policy Reform

The role“thatvforeign aid can play in promoting and enhancingﬂif

the impact of;policy;reform has become increasingly ,eeosni?edfgngqiéoﬁéﬂ



since:a‘reduction in the producer pric was politically impraeticable;.~;"'

The Bank financed further‘ tudies but would :not " go'ahead with a production

project as long as its implementation was thought to worsen, rather than"f

to improve, the problem in the rice"su' hector. The Bank's continuing

involvement was nonethelﬂgs thought totb ' seful if it could help improve ;{;

policies and institutions or. identify projects that would meet the needsr

of the'sub-sector.*;A;dialogue was:thus maintained
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¥wit credit being handled primarily by the Agricultural Development Bank.

_»nputs and services were‘o‘fe'ed either for free or. at highly

Lsubsidized prices but were generally'in very short supply because of

Jforeign xchange shortages and-because the Ministry s capacity to manag

an input distribution syste was Jeryrlimited

'lThe MIDAS projec):

idesigned to overcome ‘thege constraints by‘financing the foreig .exchange P

distribution.» Another*msjo goaliwas to, reduc

"subsidies.:f o



These are but two examples"“ ﬁ““tﬁay”‘&ggast”-Saa“iaﬁafﬁaaei”éggéagz

aid ;

‘A Comprehensive Approach to Policy . Reform'iif"

,obiigétidnélvAWith 'ssistance from the IMF a stabilization program s

was undertaken by:the National Liberation Council (NLC) government,
which used external aid and short -term debt relief to maintain Ghana's
‘Capacity to import at the same time that aggregate demand was reduced

ethrough credit constraints and a tight budget.‘ Although the exchange h/f?




the tariff structure, the credit system, and the gdvérnmeﬁf's‘ménéﬁéi o

or the distribution of agricultural inputs (Gilbert 1976: 290-945

By 1969, when the Busia government took over from the NLC, the economy:

was more stable and functioned more smoothly than three years earlier

appears that the stabilization program of the post-Nkrumah era ‘was . to

short-term in nature, partly because economists at that time wer

fully aware of the serious effects that distortions such as existed 1in.

Ghana could have on the allocation of resources and long-term de‘ lopmen

In addition, the political situation probably would not have permitte

more.fundame'tal reforms without substantially more programhaid to softe

‘fchairmanship of the IMF andrthe World Bank had'decided ‘to shift . awav
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from thevIMF-led stabilization program of 1966 69 and to combine

broad-based economic reform and liberalization of the economy with
large-sqale 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 contributi<

'was envisibned as $30 million in program loans, with direct Us involve;nnl

fin policy questions being minimize bytthe establishment of the ‘World

Bank as the principal externa' e nomic p licy advisoryivg

iInternational Development'“ 1975 Volfﬂl 34-35)

The cedl was devaluefi‘

&the debt issue. Under the threat,of complete repudiation negotiations

iefPeriencedof che’eAEiy.i9705;féhe goVéfnnéﬁtT Aé'abresinféfesféd°infx;:-f
*concrete projects than in macroeconomic policy issues.v Furthermore,

~the interests of the donors were shifting away from program loans towards



projects that were particularly likeﬂy to aid th '

rural areas.

These types of projects tooklan especially ‘long time to.

economic’situation in Ghana continued to deteriorate.
Another stabilization program was attempted in epﬂember 1978 with

a 58 percent devaluation, an austerity budget, and a.stand-by agreement

aith the IMF, but this program was abandoned following the coup d'etat

of June 1979., By this time, the correlation betwee evaluations and

.oups d etat wasydeeply embedded,in Ghanaia pminds,‘andﬁattempts at .




Bank' ;in;devis';g'a longer-term approach o the restructuring of:

the economy ‘and" thevinstitutional:framework to manage the pro ¥y
was a. ';consequence of the years of dialogue that had taken lac
at the project level over various aspects of economic policy.

Vw?result was a Wbrld Bank Structural AdeSthnt Loan;(SAL which

reaponded to the government s programs for wide-scale reform ’

imr oved economic management of agriculture;and industry as:well as’a:

revised role for public enterprises. ‘This oan £ $150 milli’

an IMF Extended Fund Facility (EFF) program andipaved» he wayv”or further

lending by private banks and bilatﬁhal don agencies

cover the



17.5 ;Some :Conclusous

The major conclusion offthis comparative’analysis offth‘w'm”‘ o

impact of development assistance in Ghana and th Ivory Coast 1is:that
foreign aid is unlikely to be effective in achievingleit'er:donor,or
host country goals in the absence of an economic policy environment that
is reasonably conducive to long term development. This 1s true regardlessﬁ
of ‘whether aid is seen as a transfer of resources or as a means of T
implementing project packages involving a combination of capital,
technology and managerial knowhow.“ When the policy environment is
severely distorted, as it has beenkin Ghana on several occasions,’ it
is difficult to find any type of foreign assistance that can be success_
fully implemented. except possibly for some training and investment in
human capital that may prove valuable sometime in the future.

The donors cannot be absolved of responsibility simply becaua

the existing policy envornment is inappropriate. however, since foreign




and_;hatiif{vaétihappgop:;qtg;to;&éa .Vifhith? at pgfp?6j§¢£5ié§el -

evéhfﬁhéﬁéh;é*péfiéﬁ@éﬁﬁiﬁh prqjng” _byidentifj;theSé problems_\
1t "Ggch@§ £hem. Ultimately, f
he IMF and the World

iseful in ’hderfﬁkingatﬁéﬁaffﬂéthtal‘5{  ¢L§;

reforms 'écéssary4pojpromote”devel¢pmgntfover;the“lbngerlterm



- 40-50,000 mt are smuggled to Togo and the Ivory ‘Coast each year jj] :

=’ “The World Bank, Accelerated Development in Sub- Saharan Africa
' l,Agenda for Action, Washington, 1981: 121—33 ‘

Footnotes .

Stephen H. Hymer has argued that the colonial government's investments
and policies in Ghana were largely unproductive and may even have re-
tarded growth of the economy (Hymer, 1971: 129).

The incremental capital-output ratio (ICOR) would more appropriately
b: estimated ‘using investment net of depreciation. Unfortunately, dat
on depreciation are unavailable so that gross investment is used inste:
This should result in a downward bias in the estimated coefficient of
I or an upward bias in the estimated ICOR. o

Production is in fact higher than 230,000 mt since it is estimated tha1

(Economist Intelligence Unit, 1982: 12).

By the late 1960's, oil palm was the Ivory Coast's major investment .
project taking 45 percent of all public agricultural investment. Rice
investments during the same period (1967-70) comprised 17 percent,
while cocoa, a traditional export received only 8 percent of total inV1
ment. e

‘From only 23,000 mt in 1960-63, pineapple production grew to‘193,000Vﬁ

mt in 1971-74. One-third of the output was exported as fresh fruit, .
mainly to France, and the rest, or about 150,000 mt, was processed at -
three local plants for exports as canned product.

Per diem in Ghana ranged in the fall of 1982 from $l30 when local staﬂ
housing was provided up to $283 with hotel accommodations, compared to
$88 in Abidjan, Ivory Coast (Standardized Regulations, Section 925,,w;
October 1982: 3-4). , ST e

“Part of this section is drawn from Pearson, Nelson, and Stryker (l979)
" which summarizes the literature available on the Ghanaian incentive
~system at the time of the mid-1970's and analyzes a substantial body

. of new data. :

- The effective rate of protection can be written as:

Value Added in Domestic Prices
Value Added in World Prices

“If value added in world prices is negative but value added in domestic
l}prices is positive, :he ERP is less than minus one. : L

An RS




APPENDIX TABLE A-1

OFFICIAL FOREIGN CAPITAL FLOWS FOR GHANATﬁ5“¢5""G* )i
N e ($ million) :

C1971°.91972 1973 1974 1975 1976~ . 1977 71978

'af’GRANTS

e Investmeﬁt
Technical ssistancc
Total

‘LOANS o
" Concession
Othera
Total

Gross Officiul Flow
Debt Service :
Net Official Flows

141:3;'196;0.f213?4ﬁf

. Source: OECD 1978: -80= 81 nd’ OECD 1981' 82-83

ey-LL



APPENDIX TABLE A-2

OFFICIAL FOREIGN CAPITAL ‘FLOWS FOR THE IVORY COAST (1971—1980)
R A ($ million)

[1§7iv7§i972 1973 1974

GRANTS "~ - AR : R
Investment: 10.0° - 34.5 13.6 25,2  16.8-
Technical'Assistance 23,8 3 ‘ :

Total <. 33.8

‘ Concessional 23,2 - :
Total _ 7 1 323;2;[; livas

Gross Official Fl
Debt Service ‘
Net Official Flowslwvv

~Source: . OECD 1978:110;111 and OECD 1981: 108, 109.

:yogg. ?TFE'P?Eiod“ =76 does




APPENDIX TABLE A->

'TDTAL AID RECEIVED BY THE IVORY COAST (1960-1973)
(million CFAF)

1964 1965 1966 1967 1968 1969 1970 1971

2354 10584 2006 680 976 1044 2392 970  S045 " 2840
37 62 49 15 3 13 12 5 19 .8

- 2101 3750 34640 7196 17435 18257 21425 :31646
- 51 85 97 . 87 88 95 . 8L. 92

45107 © 4430 35616  8240. 19828 19227 26470 . 34486

Z Etom France ~ 83 57 26 15 27 26 19 - 15

lotal in $
(nlllion)

'22.2 7.2 169 18.0 146.5 315 65.2 .59.4  B82.9 103 4

FOREIGN TECHNICAL ASSISTANCE PERSONNEL IN THE IVORY COAST (1960-1972)

1960 1961 1962 1963 1964 1965  1%6 1967 1968 1969 1970 1971

YTOTAL NUMBER OF PERSOWNEL 1300 1215 1355 1432 1484 1692 1772 1936 2373 2577 2849 2966
; Z from: France f‘j‘ 96.9 -  95.5 95.2 95.0 95.0 94.0 89.1 - . 88.5 88.5 87.3 86.9 86.3

‘7'tée. Thg Republic of Ftance Hinistry of Cooperation, Cate d'Ivoire; Données Statistigues sur- les Activités Ec:nomiques, Culturelles,
. . et Saciales; Paris," Janvier 1976 (p. ]39)

Kiiras

100, constaht,dollarg‘

/ L=l




“AHER ECONOMIC AID
JIAL
. \m Loans
“NCLRRATIONAL -
bosoRs
“03LD BANK GROUP .

seess

ﬂ'

S.mzcé: U.S. Department of State, AID,";II__

- USAID and ite predecessor l;cnd.(
: Later Food for ?-.:.ce (PL 480)
o 'V Te Includes some OPIC direct losns.

APPENDIX TABLE A-4

: US OV"ISEAS LOA.\IS AD GIAN'I'S AND ASS1STANCE FROM INTERNATIOMAL OIGANIZATIQIS ‘1'0 cnm (1958‘ "‘931)

. ., OILIG-\.IONS AMD LOAK AUTHORIZATIONS IN § MILLION (cul’l’lnt)

. 1980 1981 (1958-%
—— -— Total
©710.0 5.0 $254.9¢

"1961 '196*;. 1963 1964 1965 1966 1967 1963 1969 1970

Wz;.:.g_ﬁs:v.r_o 160 05 1.0 LS 239 193 4S5 1.7

B W I 2 18,7 19.0 $150.0C

0.7 0.6 2.0 0.8 7.0 8.6 4.2 191 121 ]
0.7 0.9 0.7 1.2 11 11 14
2.7 s ¢ :

e 18 1.8 §28.5
fzz;s: 5.8 $433.4(
il - e
- $693.7C. -

- $398.%¢




APPENDIX TABI.B A=

(1961-51)

. INTERNATIONAL ‘
‘DORORS

" WORLD BANK GROUP

sﬁurce. u. 5. Dep-rtneut of snt Am. u.S. Onueu l.nm .M cun’ 9

"“g" I.ISAm and lt- predew-or .gencl-

b hter Food (or Penco (P‘L uc)
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