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Preface 

The collaboration that led to the writing of this book 
extends back to 1982. Early in that year Anne 0. K ~ e g e r  and Vernon W. 
Ruttan were awarded a contract by the Department of State and the United 
States Agency for International Development (USIAID) to conduct a study of 
the impact of assistance on economic development. A draft report was sub- 
mitted to the State Department and USlAlD at the end of the year. Constantine 
Michalopoulos, chief economist at USIAID at the time, helped to design the 
scope and terms of reference for the project, and Keith Jay, the USIAID con- 
tract monitor, helped to coordinate reviews of the initial draft report (Kmeger 
and Ruttan, 1983). 

The objective of the ~ study was to evaluate, from existing.literature, the - .,.,.,, ' --- 
effectiveness or impact of development assistance. Because of the limited 
study peribd;we had to restrict both our historical perspective and the geo- 
graphic coverage. Fortunately, we were able to draw on the work of a number 
of colleagues: Vasant Sukhatme wrote "Development Assistance, Savings, 
Investment and Economic Growth," Gayl Ness wrote "The Impact of Inter- 
national Population Assistance," Vasant Sukhatme wrote "Assistance to In- 
dia," and Dirck Stryker and Hasan Tuluy wrote "Assistance to Ghana and 
the Ivory Coast." Several graduate students devoted the summer of 1982 to 
identifying and summarizing relevant literature for us. They included Charles 
Adelberg, Marsha Blnmenthal, Susanna Fishel, Mary Forsberg, John Klock, 
Kent Miller, and Arnold Sheetz. 

When the report was completed, we initiated a series of discussions on 
the possibility of writing a more definitive book on the practice and impqct of 
development assistance. By that time KNeger had taken leave from her posi- 
tion as professor in the Department of Economics at the University of Min- 
nesota to assume the post of vice president for economics and research at the 
World Bank. Constantine Michalopoulos left USiAID to join the World Bank 
in October 1982. During 1985 and 1986 Ruttan redrafted a number of the 
report's chapters and worked with the authors of the sector and country case 
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studies to update their chapters. In early 1987, after Krneger had left the 
World Bank, the draft was again reviewed and revised. 

During part of the period when the volume was being prepared a number 
of the other authors were affiliated with USIAID or the World Bank; some 
still are. The views presented here are solely those of the authors and should 
not be interpreted as reflecting those of USIAID, the World Bank, or any other 
institution with which the authors are affiliated. 

We are indebted to Mary Strait and Sylvia Rosen for editorial assistance 
in translating our drafts into a manuscript that could be transmitted to the 
Johns Hopkins University Press. The final drafts were typed and retyped by 
Judy Berdahl, Susan Bifulk, and Marilyn Clement. 



Introduction 

ANNE 0. KRUEGER, 
CONSTANTINE MICHALOPOULOS, 
AND VERNON W. RUTTAN 

Foreign aid is an instrument used by a government to 
strengthen the economy of another country. The first major foreign economic 
assistance program was the Marshall Plan, officially the European Recovery 
Program. It was put together hastily in 1948 to revive the war-torn economies 
of Western Europe. The plan provided $13 billion ($60 billion in 1985 dol- 
lars) through the Organization for European Economic Cooperation (now the 
Organization for Economic Cooperation and Development) over a period of 
four years. It succeeded beyond the greatest hopes of its initiators. By the 
early 1950s the Western European economies had achieved such large gains 
that they were able to maintain rapid rates of growth through their own efforts. 

The Marshall Plan was hardly under way when the developed countries 
turned their attention to problems of economic growth and stability in the 
developing world. The breakup of the colonial regimes, the polarization of 
World War I1 alliances, the aspirations of people and governments in newly 
independent countries, and the threat of both political and economic in- 
stability, particularly in East and South Asia, focused Western attention on 
the economic and security problems of the developing countries of Latin 
America, Asia, and Africa. 

Official commitment by the United States to assist in the development of 
poor countries dates to the fourth point in President Hany S. Truman's inau- 
gural address on 20 January 1949 and to the subsequent passage of the Act 
for International Development in June of 1950. Truman proposed that the 
United States commit itself to "a bold new program for making the benefits 
of our scientific advances and industrial progress available for the improve- 
ment and growth of underdeveloped areas" (Truman, 1949, p. 125; Kennedy 
and Ruttan, 1986).' 

Commitment by the United Kingdom and developed countries of the 
British Commonwealth (Australia, Canada, and New Zealand) began with the 
signing of the Colombo Plan in Ceylon (now Sri Lanka) in January 1950. 
Initially, aid was extended to the successor states of British India. Additional 
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South and East Asian recipient nations were included when the United States 
and Japan later joined the Plan as donor nations. 

The Historical Setting 

The commitment by the United States and other developed countries to 
development assistance was much more tentative than the rhetoric of Tm- 
man's 1949 inaugural address or the initial communiquC of the Common- 
wealth ministers who formulated the Colombo Plan. Substantial resource 
transfers to the developing countries at a level approximating the Marshall 
Plan levels were not achieved until the early 1960s (Little and Clifford, 1965, 
p. 24). As late as 1960 the United States was the source of well over half of 
all development assistance, with most of the rest supplied by four European 
countries to their current or former colonies (OECD, 1985, pp. 92-99). 

By the early 1960s the International Bank for Reconstruction and Devel- 
opment (IBRD, the World Bank) and its associated institutions, the Interna- 
tional Finance Corporation (IFC) and the International Development Associ- 
ation (IDA), were emerging as an important source of development lending 
(Mason and Asher, 1973, pp. 1-35). The articles of agreement for both the 
International Monetary Fund (IMF) and the World Bank had been drawn up 
at the Bretton Woods conference on postwar economic policy in July 1944. 
The founders visualized the IMF as supporting the liberalization of trade and 
payment regimes. The Bank's primary role, at least initially, was to support 
reconstruction rather than development. However, when other institutions de- 
voted to reconstruction came into being, particularly the Marshall Plan and 
the United Nations Relief and Rehabilitation Administration (UNRRA), and 
Bank membership was expanded to include the new postcolonial states, the 
Bank was pushed into taking a more active role in development. 

A variety of motives led to the expansion of bilateral assistance programs 
in the late 1950s and early 1960s. In the United States, the late 1950s became 
a period of rising concern about security because of the perceived threat of 
Chinese expansionism in Asia and concern with the potential impact of the 
Cuban revolution on political developments in other Latin American coun- 
tries. The Kennedy administration argued that the security concerns arising 
from internal turmoil in developing countries, especially in Latin America, 
could best be addressed through faster development and the strengthening of 
economic and political institutions. Based on this premise, the United States 
launched the Alliance for Progress in Latin America and increased economic 
aid worldwide. Expanded commitment by the United Kingdom, France, and 
Belgium followed the emergence and admission into the United Nations of a 
large number of former colonies as independent nations. When the German, 
Italian, and Japanese economies recovered from World War I1 and began 
to compete for new markets, they also initiated programs of financial and 
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technical assistance (Little and Clifford, 1965, pp. 1-50; White, 1974, 
pp. 195-238; OECD, 1985, pp. 39-45). 

Emerging as a major issue on the international agenda in 1960, devel- 
opment assistance was able to draw on the substantial institutional infrastruc- 
ture that had grown up during the 1940s and 1950s. The 1945 commitment in 
the United Nations charter to "employ international machinery for the pro- 
motion of economic and social advancement of all peoples" was followed by 
the creation of a series of U.N. specialized agencies, such as the U.N. Food 
and Agriculture Organization; the U.N. International Children's Emergency 
Fund; the U.N. Educational, Scientific and Cultural Organization; and the 
U.N. Expanded Program of Technical Assistance, a forerunner of the U.N. 
Development Program (Little and Clifford, 1965, pp. 45-49; Mason and 
Asher, 1973, pp. 11-35). 

The major source of experience with large-scale resource transfers 
among governments in the 1940s and 1950s was the transfer of resources from 
the United States to Western Europe under the Marshall Plan. An important 
institutional innovation of the Plan was joint donor-recipient coordination of 
economic aid within a framework of national and regional planning. The 
Plan's success exerted great effect on subsequent development thought and 
practice. The experience seemed to confirm the feasibility of accelerating 
economic growth through large-scale augmentation of international financial 
flows. 

A second major body of experience derived from large-scale financial 
transfers involved support for economic stability and political security in 
countries on the periphery of the Communist bloc. This support was initially 
extended to Greece and Turkey, and subsequently to South Korea, Taiwan, 
South Vietnam, and Laos. The experience in these countries provides some 
of the important lessons regarding tradeoffs between short-term and long-term 
security and development objectives (chapter 5). 

Bilateral technical assistance has a longer history of institutional evolu- 
tion than bilateral financial transfers. It draws on two major bodies of expe- 
rience: (1) the effort by colonial governments to develop their dependencies, 
that is, to make the colonies "pay" or at least avoid the drain on metropolitan 
resources (Mukerjee, 1972; Davis and Huttenback, 1986); and (2) the agri- 
cultural research and technology transfer capacity established by the major 
colonial powers in many of their colonies to support growth of commodity 
exports (Masefield, 1972). During the 1950s several colonial powers, particu- 
larly the British, were providing assistance to develop institutions of gover- 
nance and to manage economic affairs. After independence these institutions 
evolved into programs of development assistance and cooperation (OECD, 
1985, p. 40). 

Official commitment by the United States to a major technical assistance 
effort for the development of poor countries dates, as noted earlier, to the 
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fourth point in President Harry S. Truman's January 1949 inaugural address. 
At the time of Truman's address the United States had already engaged in a 
modest technical assistance effort under the Marshall Plan. It also had ac- 
quired some experience with technical assistance during the interwar and war 
years primarily in Latin America (Click, 1957, pp. 3-43). By 1950 other 
official and unofficial agencies had accumulated substantial experience with 
technical assistance. A strong tradition of technical assistance had been estab- 
lished by religious and some private voluntary agencies in the fields of health, 
education, and agriculture (Maddox, 1956). The Rockefeller Foundation had 
initiated important programs in health, education, and agriculture in Latin 
America during the 1940s (Mosher, 1957). By the early 1960s these several 
traditions of bilateral and multilateral assistance were beginning to merge into 
a common body of experience and doctrine. 

During the early and mid-1960s development assistance became much 
more highly institutionalized. In 1960 a Development Assistance Group, later 
renamed the Development Assistance Committee (DAC), was formed within 
the Organization for European Economic Cooperation (OEEC), which was 
later reconstituted as the Organization for Economic Cooperation and Devel- 
opment (OECD). The World Bank strengthened its capacity for development 
assistance by organizing two affiliated institutions: the IFC, established in 
1956 to strengthen the Bank's capacity to make capital available to the private 
sectors in developing countries, and the IDA, established in 1960 to provide 
the Bank with a "soft loan" fund. The latter was supported by donor member 
"contributions," rather than "capital subscriptions," to countries whose 
economies were not strong enough to justify loans at market or near-market 
interest rates. By the mid-1960s the World Bank was joined by three regional 
development banks-the Inter-American Development Bank (IDB) in 1959; 
the African Development Bank (AfDB) in 1964; and the Asian Development 
Bank (ADB) in 1966 (Mason and Asher, 1973, pp. 578-90). The impetus 
for the regional banks was the perceived need for institutions with special 
sensitivity to regional needs. The World Bank also began to sponsor consortia 
of "donors" for some major aid recipients to improve coordination between 
bilateral and multilateral assistance program activities (White, 1967). 

The 1960s was a period of great optimism about the possibilities of 
development. Academic communities and development assistance agencies 
agreed that large increments of concessionary aid directed to supporting com- 
prehensive development plans would, over a period of several decades, result 
in self-sustaining growth throughout the developing world (Mikesell, Kil- 
marx, and Kramish, 1983, pp. 5,6).  

The U.S. commitment to these goals faltered during the war in Vietnam. 
By the mid-1970s U.S. aid commitments had declined, and they have never 
regained, in real terms, the levels achieved in the mid-1960s. The declines 



Introduction 5 

were more than offset, however, by the commitments of other DAC members, 
by multilateral assistance, and by the Organization of Petroleum Exporting 
Countries (OPEC). 

The 1960s was a decade of unusually rapid growth in the developing 
world. Growth was somewhat slower during the 1970s but still exceptional 
by historical standards. The 1970s was also a period of severe questioning of 
what had appeared to he promising approaches to development assistance in 
the early 1960s. The development community itself challenged what came 
to be viewed as excessive reliance on large-scale capital transfers. One 
group of scholars, led by Ian M. D. Little, Anne 0. Kmeger, Jagdish Bhag- 
wati, and Bela Balassa, stressed the critical importance of liberal trade and 
exchange rate policies to facilitate economic growth (Mikesell, Kilmarx, and 
Kramish, 1983, pp. 17-19). 

Another criticism, from within the aid community itself, was that the 
capital-intensive industrialization policies of the 1960s had contributed to the 
worsening of income distribution in developing countries. To meet the basic 
material and nonmaterial needs of the poorest people in the poorest countries, 
the International Labour Organization, the World Bank, and the U.S. Agency 
for International Development initiated programs to impact directly on em- 
ployment and income distribution. In retrospect, some of the distributional 
concerns appear to have reflected the spillover from domestic political stress 
within the developed countries rather than from analyses of the objective 
changes in the developing countries. 

During the 1970s development assistance was also under almost continu- 
ous criticism from outside the traditional community-from both the radical 
left and the radical right (Ayres, 1983, pp. 11-16, 230-32; Riddell, 1987, 
pp. 129-75). The right emphasized the role of foreign aid in politicizing 
economic activity in less developed countries (Bauer, 1972, pp. 20-22, 
84-88; Bauer, 1981, pp. 131-34; Krauss, 1983; Lal, 1983; Bauer, 1984, 
pp. 38-72; Toye, 1985) and in contributing to the expansion of public sector 
enterprise and employment. Critics alleged that aid strengthens the control of 
the central planning and financial institutions over private sector economic 
activity. Access to external resources, it was argued, tends to obscure the 
burden of economic inefficiency resulting from the poor performance of pub- 
lic enterprise and the distortions resulting from planning and control. 

The critics from the right also pointed to the failure of development as- 
sistance to affect "the prime determinants of material progress [which] are 
people's economic aptitudes, their social institutions, and political arrange- 
ments" (Bauer, 1972, p. 100). While not denying that foreign aid augments 
the resources available to recipient countries, the critics on the right insisted 
that "if a country . . . cannot readily develop without external gifts, it is 
unlikely to develop with them" (Bauer, 1972, p. 100). Some critics on the 
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right argued that while economic assistance is ineffective for stimulating eco- 
nomic development, it does effectively promote political stability in the re- 
cipient country. Other conservatives argued that the short-term perspective of 
donors and the political backlash effects in recipient countries cause devel- 
opment assistance to be as ineffective in achieving the political objectives of 
the donors as it is in achieving the development of the recipient countries 
(Bauer, 1972, p. 126). 

The criticisms of the left were of the opposite nature. Based upon the 
implicit premise that assistance is effective, they emphasized the external, 
rather than the internal, constraints on development. At its extreme, the left 
criticism tended to view development assistance as an imperialist conspir- 
acy-as an instrument designed to reward the political, economic, and bu- 
reaucratic elites of the developing countries for acquiescing in the exploitation 
of their resources and people (Hayter, 1971). 

From a populist perspective, critics focused on the technocratic biases in 
the organization and management of aid resources, on the perverse effects of 
development assistance on the growth of entrepreneurship and institutional 
development, and on income distribution and welfare in the developing coun- 
tries (Griffin and Enos, 1970; Franke and Chasin, 1980). The costs of mod- 
ernization were said to be borne by the poor, and the gains realized by the 
wealthy. In contrast to the critics from the right, the critics from the left saw 
these results as deriving, not from the growing power of the state, but from 
the weakness of the public sector in dealing with both external and internal 
organized interests. 

By the mid-1980s much of the fire and rhetoric of the arguments of the 
1970s had been muted. During the 1980s both development thought and de- 
velopment policy were strongly influenced by the effects of a global recession 
that interrupted a quarter-century of remarkably rapid economic growth in 
both developed and developing countries. 

A convenient marker for the emergence of the new set of concerns was 
Mexico's move to reschedule its debt in August 1982. In 1982 and 1983 al- 
most as many developing countries entered into debt rescheduling negotia- 
tions as in the previous twenty-five years (World Bank, 1984a). 

These debt problems emerged at a time of transition for the international 
economy. For most heavily indebted developing countries, difficulties asso- 
ciated with the reduction in capital inflows, the worldwide recession, and their 
internal economic policies resulted in abrupt slowdowns in growth, if not 
outright declines, in per capita income. Problems of resuming growth and 
debt have continued to occupy the attention of the IMF, the World Bank, and 
other multilateral and bilateral donors. Aid disbursements have grown at a 
slower rate during the 1980s than during the 1970s, although official flows 
have become much more important as private flows to developing countries 
have declined sharply (OECD, 1985, pp. 59-62). 
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Aid flows have been substantially redirected both among regions and 
among countries during the 1980s. In general, financial flows to developing 
countries as a group have fallen sharply. This change reflects primarily the 
drastic reduction in net commercial bank lending, which fell from $36.5 bil- 
lion in 1982 to almost zero in 1987. In Africa the deteriorating economic 
environment has resulted in a shift in aid resources from long-term develop- 
ment projects to either short-term recovery programs or structural reforms 
designed to facilitate sustainable growth in the medium term. A substantial 
increase has occurred in external aid flows to the least developed countries, 
when measured as a share of external receipts, of national savings, or of 
national income. This increased aid flow has been a response more to efforts 
to support policy reform than to specific project opportunities. 

The global economic crisis has contributed to an emerging climate of 
"aid fatigue" on the part of some developed country governments and de- 
velopment assistance constituencies. Development assistance by the United 
Kingdom has declined since the late 1970s. In the United States failure to 
pass aid legislation has frequently led to funding by continuing resolution. By 
contrast, aid levels have continued to increase in Japan and Italy. 

Surveys of puhlic opinion in both the United States and other donor 
countries suggest that public attitudes toward foreign aid programs are in- 
creasingly critical (Rielly, 1983; Mosley, 1985), although respondents consis- 
tently show a deep concern with the plight of needy people in other countries. 
The polls also reveal a deep division between "opinion leaders" and the gen- 
eral public. Opinion leaders indicate less concern than the general puhlic with 
poverty in the developing world, but at the same time they are less skeptical 
about the economic and security benefits to donors and recipients of foreign 
assistance. 

The typical response by the foreign assistance community to puhlic skep- 
ticism about foreign aid is to intensify efforts to persuade reluctant govern- 
ments and the general puhlic that foreign economic assistance is beneficial. 
The most recent official effort is the study by Robert Cassen and Associates, 
Does Aid Work? (1986),2 which was commissioned by the Task Force on 
Concessional Flows (established by the Development Committee, a joint min- 
isterial committee of the boards of governors of the World Bank and the IMF). 
Task force members represented the leading donor nations and some recipient 
countries. 

The official reports typically have been supplemented by studies con- 
ducted by interest groups or public affairs institutes associated with the aid 
effort. These studies are often cast in a reform mode that attempts both to 
blunt the arguments of the more extreme critics of assistance policy and to 
contribute to the debate about assistance policy reform. The recent study by 
Roger C. Riddell, of the United Kingdom's Overseas Development Institute, 
Foreign Aid Reconsidered (19871, is one of the more serious scholarly at- 
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tempts to recapture a middle ground. In the United States the Overseas De- 
velopment Council has issued a number of studies of development assistance 
policy that also are directed to a middle ground (Feinberg, 1986; Lewis and 
Kallab, 1986). 

The Book Plan 

We have grouped the chapters in this study of the effects of development 
assistance into three major sections. Part I focuses on the evolution of devel- 
opment thought and policy. In chapter 2 we provide a guided tour through the 
literature on development thought. The purpose of this excursion is to draw 
the implications of the advances in our understanding of the process of eco- 
nomic development for economic policy. Thus a major theme is to increase 
understanding of the policy environment in which individual economic deci- 
sions are made, although policies are not substitutes for natural resources, 
physical capital, or the quality of a nation's labor force. In chapter 3 we trace 
the evolution of thought on tlevelopment assistance. Not surprisingly, it has 
taken considerable intellectual energy to clarify the role that the transfer of 
resources and knowledge plays in the development of poor countries. 

The focus of part 11 is on how the policies of aid donors and recipients 
influence the effectiveness of assistance. In chapter 4 we examine how the 
macroeconomic and sector policy regimes that prevail in developing countries 
contribute to the erosion or enhancement of development assistance effects. 
Donor policies, the context of development assistance, are an important de- 
terminant of the impact of development assistance. Often, assistance is pro- 
vided to further donor economic or strategic interests. In chapter 5 we discuss 
the donor policies that enhance or reduce the effectiveness of assistance. In 
chapter 6 we trace the evolving system of interaction or dialogue between 
donors and recipients of aid on the policies that accompany the transfer and 
use of assistance resources. Many of the issues discussed in chapters 4-6 
have been the subject of popular critiques of assistance regimes but have re- 
ceived less attention in the professional literature. To write these chapters, we 
drew on our own experience as well as on the available literature. Evidence 
on the macroeconomic significance of development assistance (on savings, 
investment, and growth) is presented in chapter 7. A large body of evidence 
indicates relatively high rates of return to individual projects, but evidence 
from cross-country studies of the differential impact of development assis- 
tance has been less conclusive. 

In part I11 we turn to the sectoral impacts of development assistance. 
Chapter 8 is a review of the evidence on the impact of assistance for the 
development of physical infrastructure: transportation, power, irrigation, and 
telecommunications. In the 1950s and 1960s a very large share of both bilat- 
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era1 and multilateral assistance was devoted to large infrastructure projects. 
Initially, the evaluations tended to he quite critical, although the evidence now 
available permits a more thorough assessment. By the mid-1960s a major shift 
toward assistance to sustain growth in agricultural production had occurred. 
It was followed in the 1970s by an effort to strengthen rural community physi- 
cal and institutional infrastructure. In chapters 9 and 10 we review the evi- 
dence on the impact of assistance to expand agricultural production and to 
improve the quality of life in rural areas. 

One of the newest and most controversial areas of development assis- 
tance has been population policy and fertility control. In chapter 11 Gay1 
Ness assesses the impact of international assistance on national population 
programs. 

Several areas of sector development assistance have not been treated ex- 
plicitly. Among the most important are assistance for the development of fi- 
nancial institutions, assistance for the development of the manufacturing in- 
dustry, and assistance to the education sector. We examine these issues in the 
context of studies of several countries in part IV. 

Part IV comprises four chapters that present five country studies. The 
countries were chosen for different reasons. Chapter 12 discusses assistance 
to India. India is important not only because of its size and the amount of aid 
it has received but also because a great deal of development thought has origi- 
nated in, and has been stimulated by, the country's development experience 
and policy discussions. 

Chapters 13 and 14 discuss assistance to Korea and Turkey respectively. 
Both Korea and Turkey were early recipients of aid. Their responses to exter- 
nal assistance, however, have been quite different. Turkey's per capita income 
was higher than Korea's when they started receiving aid, hut by 1985 Korea's 
per capita income was double that of Turkey. By the early 1980s Korea no 
longer needed concessional finance, while Turkey has again found it neces- 
sary to draw on external assistance. 

Chapter 15 discusses assistance to Ghana and the Ivory Coast. These two 
countries are interesting because of the differences in their development. At 
independence in 1957 Ghana was relatively well developed and had one of 
the highest per capita incomes in black Africa. In contrast, the Ivory Coast 
was far behind Ghana at the time of its independence in 1960, yet twenty 
years later it was far ahead of Ghana. The reasons for the different perfor- 
mances of the two countries are reviewed. 

In part V, consisting of a single, final chapter, we attempt to draw some 
lessons from the development assistance experience examined. We also at- 
tempt to address how useful the lessons of the past may be in the economic 
and political environment that will confront aid donors and recipients in the 
future. 
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Perspective 

In developing this book our shared judgment was that if assistance to 
support economic development in poor countries is to be successful in en- 
hancing the quality of life and the even less tangible dimensions of economic 
and political development, it must be capable of generating the new income 
streams needed to enhance personal and social consumption. This view fo- 
cused our attention on the contribution of aid to enhancing the capacity of 
poor countries to achieve and sustain rapid rates of economic growth. There- 
fore, we tried to extract from the literature what could be learned about the 
economic impact of development assistance and to assess the factors that have 
contributed to the success or failure of development efforts that are measured 
primarily in economic terms. 

In our review of the literature we were impressed by how much of the 
seminal work in the field of development thought and development policy had 
its origins in the 1950s and 1960s. This was the period when development 
thought became the center of interest for scholars, who were attracted by the 
challenge of development policy in terms of both the development assistance 
agencies and the new national governments. 

The body of literature on development assistance and development im- 
pact continued to grow during the 1970s and 1980s. The research units of the 
bilateral and multilateral assistance agencies became important sources of lit- 
erature on development processes, policy, and impact. But there has been no 
new synthesis comparable to the advances of the 1950s and 1960s. Indeed, 
development thought and practice continue to be bound by the theoretical 
insights and policy perspectives that emerged during the 1950s and 1960s. 

In this hook we have drawn some of the implications from the wider 
body of research and experience that is now available. We hope that this 
assessment of the current state of knowledge may provide a basis for a con- 
tinuing dialogue in development thought and practice. 



Part One 

THEORY 



2 

Development Thought and 
Development Assistance 

ANNE 0. KRUEGER 
AND VERNON W. RUTTAN 

Donor agencies have extended foreign assistance from 
one country to another for a variety of motives. Recipients also have had 
different motives for seeking assistance. In both cases, the motives sometimes 
have not been consistent with developmental purposes. The analysis in this 
volume is directed at assessing how effectively aid has supported development 
and examines donors' motives only insofar as they impinge on effectiveness. 

The evaluation of aid effectiveness is possible only if the underlying 
development process is understood. There are two reasons for this. First, 
without such an understanding, assessment of the contribution of aid would 
be impossible. Furthermore, aid constitutes but a small portion even of most 
poor countries' resources and is highly fungible, hence, aid effectiveness 
must be considered within a country's overall growth framework. Our starting 
point in this chapter is the evolution of development thought in relation to 
development policy. 

Until World War 11, growth was not a conscious policy objective even in 
most industrial countries.' Insofar as some governments attempted con- 
sciously to stimulate economic growth, little or no systematic knowledge was 
available to guide their efforts. Furthermore, many now-developing countries 
were colonies until after 1945. As they attained independence and set eco- 
nomic development as a prime objective, economists turned their attention to 
what at the time seemed to be relevant issues and policies. The early devel- 
opment theories were relatively simplisti~.~ As experience mounted, theory 
and policy were altered, and they interacted with experience to build a knowl- 
edge base for understanding the development process. 

The purpose of tracing the evolution of thought about the development 
process is to lay the analytical basis for later chapters. It is also intended to 
assess how far thinking about development has progressed. It would be unfair 
to assess the effectiveness of aid in earlier years without some understanding 
of the thinking about the development process that was prevalent then. 

Economic development, or even economic growth, was not a major 
theme in modern economic thought until well into the 1950s. Development 
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thought, however, has been strongly influenced by the "magnificent dynam- 
ics" of the classical economists, particularly Malthus and Ricardo. Other pre- 
cursors were the members of the German historical school, from List to Som- 
bart, who outlined a series of stages of economic development. These stages 
were little more than simple expository devices and had only a minor impact 
on economic policy. When Marx invested his growth-stage sequence with a 
sense of historical inevitability, he provided the ideology for the forced-draft 
industrialization policies pursued by the Soviet Union. Schumpeter's brilliant 
speculations on the roles of technical change and the entrepreneur in eco- 
nomic growth, of course, were formulated to apply primarily to the already 
advanced capitalist economies (Schumpeter, 1191 11 1934). Three particularly 
important landmarks in the problems of developing economies were Colin 
Clark's massive statistical study, The Conditions of Economic Progress 
(1940), and the studies by Paul Rosenstein-Rodan (1943) and Kurt Mandel- 
baum (1947) on problems of industrial development in eastern and southeast- 
em Europe. 

In the five sections of this chapter, the history of development thought is 
necessarily presented in brief. The first section sketches the state of thought 
as of the early 1950s, when attention was turning to the economic objectives 
of developing countries and how foreign assistance might facilitate their 
achievement. The second section identifies some of the early lessons and in- 
sights. The next section indicates how the simple early paradigms led to a 
more complex appreciation of the development process. Because foreign as- 
sistance is essentially government-to-government and development policy is 
inherently government policy, the fourth section addresses the role of govern- 
ment in development as it is presently understood. The final section provides 
a broad picture of where development economics stands now and some of the 
important questions that stem from our current understandings. 

Early Postwar Development Thought: The Simple Solutions 

The most striking aspects of "underdevelopment," as it was then known, 
were the extremely low income accruing to workers and the remarkable simi- 
larity of economic structures across the developing countries. Substantial pro- 
portions of their populations depended upon subsistence agriculture, and only 
relatively small fractions of their labor forces were engaged in industrial ac- 
tivities. Exports were limited to a few primary commodities, and imports met 
the demand for most manufactured goods. Although many observers com- 
mented on, for example, the needs for public health, education, and technical 
assistance in those countries, emphasis was placed on two factors as primarily 
responsible for low incomes: (1) the very low capital stock per person and 
(2) what were widely believed to be significant "market failures." 
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\ Undoubtedly, the capital stock of developing countries was low relative 
to that of the developed countries. Even casual observation confirmed the lack 
of roads, irrigation, electrical power-generating capacity, communications 
facilities, buildings, and machinery and equipment. It was believed that be- ; 
cause incomes were low, only relatively low savings rates could be expected. 
Low savings rates, in turn, seemed to imply low rates of investment. The 
explanation of underdevelopment as the result of a vicious circle in which low 
incomes led to low savings, which led to low rates of capital formation and 
small amounts of capital for each person to work with and hence low produc- 
tivity, which in turn kept incomes low, generated a policy prescription: find- 
the means to raise the rate of capital accumulation. 

A closely related observation that later was largely discredited tended to 
reinforce the idea that a significant segment of the labor force in developing 
countries was idle. This phenomenon was referred to as "disguised" unem- 
ployment, meaning that farm workers were less than fully employed and 
would willingly work more hours and days were opportunities available. By 
implication, the marginal product of labor was zero, either because some 
workers could leave agriculture and others would work more hours to main- 
tain total output or because idle household members would willingly under- 
take tasks with positive marginal products (Eckaus, 1955). Thus, it was 
thought that not only was capital scarce but the resources complementary to 
capital were, in effect, free goods. Capital accumulation, therefore, should 
have a very high return. 

When the observation that developing countries were predominantly 
rural and agricultural was combined with the perceived lack of capital, the 
development process was viewed as one of "structural transformation"; that 
is, its purpose was to find means to increase the rate of capital accumulation 
so that the structure of economic activity would shift from rural-agricultural 
to urban-industrial activities. In 1940 Colin Clark had provocatively and 
painstakingly classified economic activities as primary, secondary, and terti- 
ary, including: (1) farming and mining, (2) industrial (manufacturing, con- 
struction, and electric power generation), and (3) tertiary or service (e.g., 
health care, education, wholesale and retail trade, finance). Growth was en- 
visioned as taking place as capital stock increased and capital was allocated 
largely to secondary activities and labor (according to this line of reason- 
ing, labor was essentially costless) migrating from primary to secondary 
employment. 

Given such a view of the development process, the question was, how 
could it be achieved? This brought into focus the second factor thought to be 
responsible for low incomes, namely, that many more significant market fail- 
ures occur in developing than in developed countries. It was based in part on 
the belief in the existence of disguised unemployment and in part on the belief 
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that in most developing countries the majority of the poor follow traditional 
patterns of behavior and are unresponsive to incentives. The economic behav- 
ior of peasants was assumed to be essentially irrational. Some commentators 
even asserted that peasants' utility of income was limited and that should 
returns to labor increase, the number of hours per day worked would diminish 
at least proportionately. The belief in pervasive market failure gained support 
from the apparent power of a number of econonlic agents: rural landlords who 
held monopsony power over their tenants and were also moneylenders, which 
made the credit market seem highly imperfect; monopsonistic traders; and 
industrialists who were the sole producers of goods. Entrepreneurship ap- 
peared to be lacking. Distrust of the market and of market mechanisms was 
buttressed by the view that the demand for exports of primary commodities 
was income- and price-inelastic and therefore, the prospects of developing 
countries' export earnings growing rapidly were dim. This "elasticity pessi- 
mism" was widespread, especially when commodity prices fell sharply at the 
end of the Korean War. 

If accelerated capital accumulation is thought to lead to the structural 
transformation that is the essence of development, and markets cannot be 
relied on to function well enough to do the job, then the policy prescrip- 
tion seems to be straightforward: government must become a major actor 
in the economy. In this role, it has the responsibility not only to intervene 
to raise the savings rate but also to allocate the resulting investable re- 
sources among different economic activities. Thus, private economic activity 
must be regulated by government because monopolists cannot be relied upon 
to behave in socially valuable ways. The attention of development econo- 
mists, consequently, focused on (a) devising analytical techniques to deter- 
mine investment allocations across economic activities and (b)  developing 
planning methods and models that could be used as analytical instruments 
to support the policymakers charged with the mobilization and allocation 
of resources.' 

India's prominence among developing countries made it the focus of 
much development thought. Several plans-one by the colonial government 
and one by leaders of the movement for independence-were drawn up before 
independen~e.~ Subsequently, a planning commission was put in place by the 
new government. At the core of the commission's work were the policy mea- 
sures that in the 1950s were widely believed to be conducive to development. 
They included an outline of planned government expenditures on infrastruc- 
tural activities, macroeconomic objectives and projections, and somewhat de- 
tailed specific industry and commodity output targets for the entire economy. 
"Investment" licenses regulated the expansion of productive capacity to en- 
sure that overexpansion in some industries did not occur at the expense of 
others. 

Several points should be noted here, however, because they relate to the 
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beliefs about development policy current at the time. First, had the Indian 
planners trusted the international market, they need not have been so con- 
cerned with detailed output levels; they could have exported those goods for 
which "overcapacity" had been built. Second, the planners envisaged savings 
as within the government's power to raise. And third, the underlying belief 
was that the government would have to carry out or enforce its plans; incen- 
tives to induce the types of economic activity desired received minor atten- 
tion. In fact, import prohibitions provided powerful incentives for domestic 
production, but the planners did not envisage the successful encouragement 
of exports through exchange rate policy or the liberalization of the financial 
system as a major means of inducing savings increases. Incentives were given 
major attention only in those areas in which the government thought it could 
correct market failure; for example, to implement a "small savers" scheme, 
the government established outlets that paid low nominal rates to attract rural 
savings. 

In sum, Indian planning, reflecting the views of the time, relied on gov- 
ernment to raise and allocate resources and to control private economic ac- 
tivity. The economists or policymakers concerned with development never 
considered the fact that these activities might overtax the administrative ca- 
pabilities of the government and/or divert its attention from essential tasks 
and from tasks for which government had a clear comparative advantage. 

During the 1950s a number of attempts were made to extract the lessons 
from the initial implementation of development programs by the developing 
countries and from the financial and technical assistance endeavors of the 
developed countries. Two of these programs, one centered at the Massachu- 
setts Institute of Technology Center for International Studies (MIT-CENIS), 
the other at the National Planning Association and the University of Chicago 
(NPA-Chicago), substantially influenced development thought and develop- 
ment policy in the late 1950s and the 1960s. 

The perspective that characterized the MIT-CENIS study was that the 
economic development of underdeveloped areas requires a deliberate, guided, 
and intense effort over one or two decades to move an economy from stagna- 
tion to development. This view was encapsulated in metaphors such as "big 
push," "take-off," and "minimum critical effort" (Hirschman, 1982; Ros- 
tow, 1985, pp. 36-56). 

The implications of the MIT perspectives were embodied in a series of 
proposals for a dramatic increase in the level of capital transfers to the coun- 
tries of South Asia and Latin America (Millikan and Rostow, 1957).5 If the 
amount of aid to all countries was to be sufficiently large to remove lack of 7 ' 
capital as a bottleneck to growth, then a commitment of $10-12 b i l l i o d  
($42-50 billion in 1985 dollars), in the form of loans or grants, would he 
required over a five-year period. The MIT proposals were influential in shap- 
ing the thinking of the Eisenhower and Kennedy administrations on the role 
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of economic assistance in foreign policy (Rosen, 1985, pp. 101-7; Rostow, 
1985, pp. 3-12, 84-196). 

During the mid-1950s, Theodore W. Schultz, of the University of Chi- 
cago, directed an ambitious study for the National Planning Association on 
the organization and impact of technical assistance in Latin Arner i~a .~  The 
authors of the individual studies took the value of technical assistance as self- 
evident and focused on the policy and administrative reforms needed by re- 
cipients and donors to make technical assistance more effective. A more co- 
herent view did emerge, however, in Schultz's own writing, in which he 
argued that "for poor countries, and for rich countries as well, much and 
probably most economic growth does not come from additional inputs of the 

7 nventional types" (Schultz, 1956a, p. 17). He saw it as coming instead 
from two neglected variables: (a) the quality of people as productive agents, 
and (b) the level of the productive arts-of technology (p. 19). Investment in 
these nonconventional inputs, rather than additional conventional inputs, he 
argued, has permitted some countries to grow rapidly (Schultz, 1956a). By 
the early 1960s Schultz's insights were beginning to be articulated by others 

J' t Chicago, particularly Harry G. Johnson (1963) and Gary S. Becker (1964), 
in what Johnson termed a "generalized human capital" approach.' These 
ideas were formulated more precisely with respect to agricultural develop- 
ment by Schultz in his 1964 book, Transforming Traditional Agriculture (see 
esp. p. 145). 

By the mid-1960s the Chicago and MIT perspectives were beginning to 
converge, largely because of the crises associated with the lagging growth of 
agricultural production in South Asia. A landmark in the convergent perspec- 
tive was the 1964 conference on Productivity and Innovation in Agriculture 
in Underdeveloped Countries, sponsored by CENIS (Millikan and Hapgood, 
1967). After the conference knowledgeable development theorists or practi- 
tioners could no longer assume that a combination of massive capital transfers 
and simple technical assistance was sufficient to generate growth, particularly 
in the agricultural sector, without investment in human capital, development 
of technology consistent with resource endowments, and appropriate eco- 
nomic incentives. 

It was not until two decades later, however, that the insights into the role 
of human capital began to be effectively incorporated into growth theory. In 

d i s  1985 Marshall Lectures, Robert E. Lucas (1988) incorporated human 
capital into a Solow-like growth model that lent itself to the quantification of 
both formal education and learning-by-doing, as well as technical ~ h a n g e . ~  
He went on to show that human capital formation occurs most rapidly in an 
environment in which new goods are continuously being introduced and then 

,+rgued that an export-oriented economy provides the most favorable environ- 
' ment for the continuous introduction of new goods and, hence, for the for- 

mation of human capital. 
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Complications to the Simple Model 

Throughout the 1950s the simple capital-accumulation-cum-market- 
failure view of development was the predominant intellectual basis for devel- 
opment policy and foreign assistance (chapter 3). Many countries experienced 
accelerated rates of growth, especially in contrast with the 1930s and 1940s. 
In most, savings rates rose surprisingly rapidly, thereby permitting a fairly 
sharp increase in the rate of capital accumulation. Nonetheless, a number of 
problems arose. In trying to understand what was happening, development 
economists articulated new insights, although they were not directly inte- 
grated into the simple model until well into the 1960s. 

F ur lines of the new thinking deserve mention here: 
lrst, one cannot simply "transfer resources out of agriculture and into 2 

industry." Evidence had mounted that the neglect of agricultural production 
could severely constrain development. Lewis (1954), Jorgenson (1961), and 
Ranis and Fei (1961) developed "dual economy" theories in which a "mar- 
keted surplus" from agriculture had to increase if development was not to 
falter (Krishna, 1967).Jncreased agricultural output was necessary to support 
the outmigration of labor from agriculture. Early studies of supply response 
demonstrated that production was not so inelastic with respect to price as had 
earlier been thought. Careful analysis of peasant households in developing 
countries had revealed little "disguised unemployment" in case after case; 
productivity was painfully low, and peaks and troughs occurred, but to 
"transfer labor out of agriculture" without a loss in output was simply not 

J" ossible (Krishna, 1967; Behrman, 1968; Askari and Cummings, 1976). In 
other words, agricultural production had to increase in the course of devel- 
opment. Therefore, resolving problems associated with agricultural develop- 
ment was a prerequisite for satisfactory and sustained industrial growth. 

Second, employment issues are at once different from those previously 
considered and somewhat less readily amenable to quick resolution by gov- 
ernment policy. Most developing countries achieved fairly rapid rates of in- 
crease in industrial output in the first years of a conscious development 
strategy. Although the starting base was very low, the annual rates of growth 
(at domestic prices) exceeded 5 percent and often 10 percent in a number of 
countries for sustained periods. Surprisingly, however, industrial employment 
failed to grow at anywhere near the rate of industrial growth, and urban em- 
ployment growth often lagged behind even the natural rate of increase of 
urban population, which did not permit significant outmigration from rural 
areas.hhus it was recognized that capital accumulation alone could not in- 
crease employment or living standards for most of the population. 

Third, the belief in structural rigidities was questioned. The views of the 
Latin American "structuralist" school, led by Raul Prebisch (1959), that 
"structural transformation" was a prerequisite for economic development 
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were especially important in contributing to skepticism about the functioning 
of markets in developing countries; however, empirical examination failed to 
support the structuralist interpretation of inflation. Evidence mounted that by 
and large, inflation in Latin America can be explained by the same monetary 
phenomena and budgetary deficits as in other parts of the world. 

Fourth, when country after country encountered balance of payments 
difficulties, a model of growth was formulated in which foreign exchange, 
alongside capital, was seen as a scarce factor in development. The balance 
of payments difficulties experienced in country after country were gener- 
ated, in large measure, by planners' underestimation of the future growth of 
imports and the overestimation of the rate of growth of exports. Carlos Diaz 
aptly noted that import substitution turned out to be import intensive (Diaz- 
Alejandro, 1965). 

The pervasive "foreign exchange shortage" that became a stylized fact 
of development by the early 1960s led to the development of the influential 
"two-gap" model of development (Chenery and Bruno, 1962; Chenery and 
Strout, 1966). In this formulation, labor remained essentially a free good, and 
capital was still needed for growth; but instead of focusing only on capital 
accumulation, the two-gap model posited a second constraint on output 
growth: imports were needed in fixed proportion to both investment and out- 
put of import substitution industries because newly established factories could 
not operate without the intermediate goods and raw materials that were not 
produced at home. In the two-gap model, export growth was exogenous at a 
predetermined rate, and the domestic savings rate was taken as given. Output 
expansion could occur only with new capital and imports. Depending on the 
parameters for a particular country, either the savings or foreign exchange 
constraint was the limiting factor to growth. Hence, the term "two-gap 
model": a gap existed between domestic savings and investment or between 
foreign exchange demand and supply. At early stages of development, foreign 
exchange, rather than savings, was conjectured to be the binding constraint. 
(The use of the two-gap model in the programming of economic assistance is 
discussed in chapter 3.) 

Each of the preceding lines of thought pointed toward a sector or an issue 
that had been overlooked in the simple models of the early postwar years and 
focused attention on factors in addition to capital accumulation that were 
important in development. Subsequently, the implications for aid policy in 
the two-gap and the Ranis-Fei and Jorgenson models were recognized (see 
chapter 3). 

Toward a More Complex Perspective: Private Behavior 

If early development thought implicitly or explicitly assumed market 
failure and irrational behavior by individual economic agents, the thrust of 
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development ec~n?m.i~s,ev~&$$ce has been the recognition that private he- 
havior is much more rational and responsive to the incentives in the economic 
environment than was earlier thought. When confronted with an apparent fail- 
ure of markets to function as forecast in the 1950s, almost all development 
economists instinctively ascribed the failure to irrational behavior, nonrespon- 
siveness to price, or monopoly behavior of one sort or another (including 
inequality of asset holdings). In contrast, the development economist of the 
1980s is far more likely to inquire why people are behaving as they are, on 
the assumption that their behavior is most likely a rational response to current 
incentives. 

This change in perspective draws on seven interrelated advances in the 
understanding of development processes: (I) the development of the theory 

&f human capital provides an economic rationale for various phenomena pre- 
viously regarded as "cultural"; (2) the mounting evidence that peasant re- 
sponses to market incentives and technical opportunities are more significant 
than had been anticipated; (3) the response of entrepreneurs to incentives for 
industrialization in country after country has eroded the belief in a lack of 
entrepreneurship; (4) if technical change is to become an efficient source of 
new income streams, the new technology must be consistent with the factor 
endowments in the country or region in which it will be used; (5) institutional 
innovation also represents an important source of new income streams; (6) the 
development of the economics of information reveals that the apparent 
anomalies of interconnected factor markets can in fact he efficient market 
responses to the costs of acquiring information; thus even tenancy and share- 
cropping, which earlier had appeared to he inefficient and hence probably 
irrational traditional arrangements, may he rational responses to the difficul- 
ties associated with the high costs of obtaining information or the lack of it; 
and (7) experience with alternative trade regimes indicates that "elasticity 
pessimism" is unfounded, and slow export growth is attributable more to 
supply difficulties than to foreign demand. Let us briefly consider each of 
these seven advances in turn. 

1. In early development economics, low levels of literacy, short life ex- 
pectancies, poor health, and rapid population growth rates, which made the 
challenge of development and raising living standards difficult, were basically 

,,regarded as noneconomic phenomena. This view began to change in the early 
,$' '1960s with the new understanding of the role of human capital in economic 

development (Schultz, 1961; Becker, 1964). The initial simple assertion was 
that acquiring education is an investment, as is the allocation of time and 
effort in job search, migration, or improvement in health. Investment in edu- 
cation covers both the amount of income forgone and the direct costs of 
schooling. Under economically rational behavior, a choice to make this in- 
vestment depends on the higher future income a person might expect to re- 
ceive by virtue of the additional education. 
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The human capital approach is not inconsistent with the view that many 
people will choose more education regardless of the return. But the founders 
of the human capital school insisted that for most people, a positive real rate 
of return is needed to induce more investment in oneself. Thus, the higher the 
return, the greater the number or fraction of an eligible population that will 
make such investments and the higher the investment per person. 

The early work on human capital and its focus largely on individual 
decisions was highly influential in affecting thinking about development. Sub- 
sequent work has extended the analysis to family decision making (e.g., 
choice of family size) (see Binswanger and Rosenzweig, 1984). Such choices 
are recognized now as far more rational economic responses to circumstances 
than was assumed earlier. Quite aside from their welfare implications, poli- 

" cies that ignore the existing incentive framework are likelytobe ineffective. 
The other insight that emerges from the human capital literature is that 

people are as important a resource as physical capital. Even people in devel- 
oped countries who are regarded as unskilled have sizable amounts of human 
capital. Literacy is a virtual prerequisite for most "unskilled labor," and the 

te of return to primary schooling is especially high (Psacharopoulos and 
Woodhall, 1985, pp. 29-71). An efficient means of resource accumulation, $" 
then, is to invest in both humans and machines to the point where the rates of 
return are approximately equal. 

2. The rationality of peasant behavior began to be recognized during the 
1950s. Peasants' responses to changes in the prices of individual agricultural. 
commodities and to prices confronting producers could not be ignored. T. W. 
Schultz's work on traditional agriculture (1964) eventually persuaded many 
development economists that small peasants usually respond rapidly to incen- 
tives. Peasants who refuse to adopt new techniques often have good reasons: 
risks are unacceptably high; soil erosion would quickly result; or a technique 
is not as productive in a local region as officials assume. On the other hand, 
when a potential for change has a demonstrated payoff and acceptable levels 
of risk, peasants adapt very quickly. Thus, in a case where agricultural exten- 
sion agents fail to persuade peasants to undertake the new techniques they are 
recommending, Schultz's presumption is that the agents are ignorant of the 
conditions confronting the peasants, the exact opposite of the earlier presump- 
tion of peasant irrationality. Thus a very different role for government in fos- 
tering economic development is implied (see below). 

3. Although no systematic body of theory was formulated with respect 
to entrepreneur~hip,~ the experience in country after country was that what- 

\ ever the incentive structure erected by the government, private entrepreneurs 
respond to it. When governmental controls are designed to prohibit profitable 
private undertakings, smuggling, gray markets, and other mechanisms for 
avoiding the controls quickly spring up. When import substitution activities 
are made highly profitable, investment in the protected industries increases. 
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And when incentive structures are dramatically altered (e.g., in Korea after 
1960), the rapidity and magnitude of the response surprises all observers. 

4. Technical change also has come to be seen as largely an endogenous 
economic phenomenon. During the initial period, when capital accumula- 
tion was the focus, emphasis was placed on the direct transfer of technology 
(capital-intensive "turn-key plants" and large-scale farming systdms) from 
developed to developing countries. In environments with widely different fac- 
tor endowments the borrowed technology often was commercially viable only 

rather than a source of economic growth. In the case of agriculture, it became 
apparent that peasant farmers in the tropics had access to more productive 

\ when it was protected by high tariffs or other barriers, which made it a burden 

crop and animal technologies only when the new technologies were developed 
in the same agroclimatic and socioeconomic environments as that in which 
the technology would be used.I0 

VHayami and Ruttan (1985), for example, demonstrated that major dif- 
ferences exist between the types of technical change developed for land- 
abundant American agriculture (basically mechanical to augment scarce labor 
on abundant land) and those adopted in land-poor Japan (mostly new chemical 
technologies enhancing the productivity of land). Teece (1977) investigated 
the costs of adopting existing patents in foreign locations and demonstrated 
that the costs are a very significant barrier, often almost equal to those in the 
initial location. The clear implication of this entire line of work is that most 
technical change to increase future earnings streams requires the investment 
of resources and is seldom possible as a "free" or almost-free good. 

5. Greater recognition has been given the role of institutions. Both the 
American institutional school and Marxian ideology had emphasized the con- 
straints on development associated with traditional property, market, and gov- 
ernment institutions (Zingler, 1974). This perspective was pervasive in devel- 
opment economics during the 1950s and 1960s. Beginning in the mid-1960s 
a new view began to emerge: institutional innovations, along with changing 
resource or factor endowments, are a productive source of new income 
streams (Schultz, 1968; North and Thomas, 1970), and modern technical 
change is dependent on the invention of new institutions-the industrial re- 
se.aal_aboratory and the agricu!~ural.expeyjmnnt station. In both the Schultz 
and North-Thomas works, differences and changes in resource endowments 
play a role in the efficient evolution or design of institutional innovations in a 
manner analogous to the design of efficient technical change. 

Access to the knowledge and technology in the developed world requires 
investment in scientific and technical education and in the institutionalization 
of agricultural and industrial research capacity. This institutionalization usu- 
ally must be calculated in terms of decades rather than the traditional three- 
or five-year project cycles of bilateral and multilateral assistance agencies. 
But the developed countries and the assistance agencies must be prepared to 
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make the required investments so that developing countries can have access 
to the very large income streams that become available as the technological 
disequilibria with the developed world are narrowed. 

6. From the perspective of economics of information, the apparently 
irrational market structures observed in many developing countries, as well 
as tenancy and sharecropping arrangements, can be interpreted as rational 
responses to uncertainty and the high costs of information." For example, 
providing a sharecropper fertilizer may not improve the landlord's return, be- 
cause the cost of monitoring its use may be excessive. If, however, the land- 
lord can make a tie-in arrangement with the sharecropper, as a moneylender 
or as a marketer, the result may he advantageous to both parties. 

Not all decisions are entirely rational from an economic perspective, nor 
are all individuals equally responsive to changes in economic incentives; how- 
ever, enough evidence has emerged that people act in their own self-interest 
to cast doubt on the extent of market failure in developing countries and to 
indicate that failure is certainly less pervasive than was earlier thought. Much 
remains to he learned about economic behavior in both developed and deve- 
loping countries, of course, but there is far less basis in the 1980s than in the 
1950s and 1960s to presume that policies for growth should differ signifi- 
cantly between developed and developing countries because of differences in 
the degree of market imperfection. 

7. Experience with alternative trade regimes led to another advance in 
development economics. When commodity prices fell sharply in the mid- 
1950s, the typical policy response was to intensify protection for balance-of- 
payments reasons, often with little regard for the original "industrialization" 
or infant industry aims. The alternative-adjusting incentives to encourage 
exports-was not adopted, partly because of "elasticity pessimism." Domes- 
tic inflation rates exceeding the world rate with fixed nominal exchange 
rates, rising costs of inputs (as imports were prohibited once domestic pro- 
duction started), and sharp increases in demand for imports because of the 
"import intensity" of import substitution resulted in the slow growth of ex- 
port earnings, thus making elasticity pessimism a self-fulfilling prophecy 
(Diaz-Alejandro, 1965). 

Meanwhile, articulation of the concept of the effective rate of protection 
and empirical estimates of high and variable rates of protection in a large 
number of developing countries demonstrated that highly protected industries 
are usually high-cost and inefficient and that growth based upon them can not 
long be sustained (Krueger, 1978). Moreover, the rates of growth measured 
at domestic (protected) prices greatly overstated actual industrial growth be- 
cause of the heavy weight given to protected industries. Conceptual develop- 
ments may by themselves have challenged the dominance of the two-gap 
model later, but in fact the challenge came from evidence derived from the 
analysis of both cross-country and individual country experience on the ef- 
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fectiveness of incentives and a move to "outer-oriented" trade strategies. The 
latter actually consisted in providing incentives to sell on the international 
market at least as great as the incentives for selling on the domestic market. 

The Korean experience was perhaps the most dramatic (chapter 13). Ex- 
ports indeed were responsive to incentives; their failure to grow in the 1950s 
was due more to normal supply responses (emanating from overvalued ex- 
change rates and strong inducements to pull resources into import substituting 
industries) than to any failure of world demand or structural rigidity (Mason 
et al., 1980). The subsequent institution of a series of macroeconomic and 
trade policy reforms, combined with implicit export promotion policies, was 
followed by rapid growth in industrial output, total factor productivity, and 
exports. 

By the 1970s the developing countries as a group were markedly increas- 
ing their share of world exports of manufactures-the most rapidly growing 
segment of the market-and the elasticity pessimism hypothesis was discred- 
ited by experience. The success of the countries that switched strategies also 
provided evidence of the importance of incentives and the responsiveness of 
individuals to them (see Krueger, 1984a). 

Toward a More Complex Perspective: Government Behavior 

In early development thinking, "the government" was assumed to be an 
instrument that could be readily used to promote social welfare without im- 
posing large costs on economic growth. It was seen as a selfless, monolithic 
entity whose objective function was simply to promote the cause of develop- 
ment (on the assumption that it was what people wanted) consistent with the 
social good.12 

Experience and analysis demonstrated that this view is far too simple. 
"Government" consists of various decision makers, many of whom have par- 
ticular interests (rather than some vaguely defined common good) at heart; 
laws and regulations are not automatically and costlessly implemented and 
enforced; pressure groups emerge and divert resources to their own favorable 
ends; and resource constraints narrow the choices available to governments. 

When the understanding of individual behavior improved, the question 
arose whether market failure is as pervasive as was initially believed. As long 
as it was assumed that governments could effortlessly implement a correction 
for market failure, the presumption of government responsibility for eco- 
nomic activity in all its dimensions remained. No one was about to assert that 
any market functions perfectly (in the textbook competitive sense). 

Experience demonstrated, however, that governments are not the perfect 
and costless economic agents that had been implicitly assumed; government 
intervention is often perverse and often has a negative impact on economic 
growth. The considerable analysis of how trade policy actually works in con- 
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trast with the textbook theory of how it might be implemented led some trade 
theorists to enunciate the theory of economic policy in the presence of distor- 
tions, noting in particular that when contrasted with the distorted situation, 
not all policy interventions improve welfare, and to recognize that other man- 
ifestations of government failure (e.g., high-cost parastatals, inconsistent and 
contradictory policies, and rent seeking as a major economic activity) cast 
doubt on earlier assumptions about government behavior. 

The combination of these insights with growing appreciation of individ- 
uals' responsiveness to incentives began a reexamination of the role of gov- 
ernment in the development process." The first line of research (e.g., Krue- 
ger, 1978) focused on how policy, as opposed to intentions, actually worked. 
Trade interventions were so visible and costly that estimates of effective rates 
of protection, domestic resource costs, and other analyses of trade regimes 
onvinced most observers that existing policies were irrational: nothing in the 

infant industry argument (or in optimal tariff theory) could justify the preva- 
lence over several decades of rates of effective protection ranging up to over r 1,000 percent. 

Experience with costly trade regimes led a number of trade theorists to 
develop the second important line of research: the theory of first- and second- 
best policy (see Bhagwati, 1971). In essence, the types of policy instruments 
that had been employed in trade regimes were found to be frequently second- 
or third-best, or even ineffective, in terms of achieving desired results. 
Among the externalities that might justify encouragement to infant industries, 
protection in most cases was likely to he inferior to the direct encouragement 
of an activity such as workers' training or to fail completely (Baldwin, 1969). 

Bhagwati demonstrated the same sorts of principles for other perceived 
distortions: if a factor-market distortion was believed to exist, the first-best 
policy would be to intervene in the factor market; the second-best would he a 
production subsidy; and the third-best, a tariff. Not only were these instru- 
ments unequivocally ranked but it could be demonstrated also that the highest 
attainable level of welfare with a tariff (even at the optimal rate) is below 
the attainable level with a production tax, which in turn is below that achiev- 
able with the first-best intervention (see Krueger, 1986). Production exter- 
nalities and other rationales for intervention could be similarly analyzed; only 
in the case of trade monopoly power was trade intervention a first-best 
instrument. 

When the theory of optimal policy is contrasted with the highly protec- 
tionist trade policies adopted by many developing countries, it is hard not to 
conclude that motives other than the improvement of welfare, as assumed in 
the theory, guided policy formulation and that at best, the theory of optimal 
policy conveniently legitimizes the measures adopted for other reasons. 

Experience with technological transfer led to recognition of the impor- 
tance of institutional changes. But other factors also contributed. Motivated 
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by the spread of'smnggling, tax evasion, and economic activity designed to 
profit by controls, the economics of rent seeking, or "directly unproductive 
activities," was developed. Resources allocated to increasing a claim against 
fixed government licenses were costly and yielded no social (but possibly a 
high private) return. The positive and welfare economics of the economics of 
policymaking, in which public agents are considered to be self-serving, is less 
advanced than the theory of optimal policy design. To date, most development 
economists are convinced that reassessment of many propositions earlier 
taken as givens is in order. One no longer can assume that any textbook policy 
fe.g., tariff, quantitative restriction, food subsidy, credit rationing, or tax) 
works as intended. Nor can it be assumed that they will not in themselves set 
in motion political forces to amend such policies. This view of developing 
countries in which the government is an independent actor, bureaucrats pur- 
sue personal interests, and private interests exchange economic for political 
resources led to the rise of a more sophisticated perspective on government 
behavior. 

Economists working primarily on problems of the developed economies 
in the 1960s and 1970s generated a new "political economy" literature, which 
explored the effectiveness with which legislative bodies and bureaucracies 
translated individual preferences into public policy." Hence, it became clear 
that public sector enterprises (e.g., government bureaus, regional and local 
development authorities, and nationalized industries) could not be expected 
to follow the maximization rules implied by enabling or funding legislation 
or by planning agencies. The behavior of managers of such institutions is 
influenced by their individual objective functions and by the economic and 
political structure and product markets in which they generate and allocate 
resources. 

Beginning in the early 1970s economists and political scientists in the 
field of international development began to explore the implications of rent 
seeking (Krueger, 1974h; Tollison, 1982), corruption (Bhagwati and Hansen, 
1973; Pitt, 19811, and institutional organization (Bates, 1981) for the imple- 
mentation of public policy and the behavior of public institutions. Economic 
historians (North and Thomas, 1970) and development economists (Ruttan, 
1978; Ruttan and Hayami, 1984) explored the implications of differences or 
changes in resource endowments and in levels and rates of growth in demand 
for institutional innovation and development. 

The effect of this new body of theoretical and empirical research was to 
interpret institutional change as largely endogenous, rather than exogenous, 
to national economic and political systems. Institutional innovation and re- 
form influence resource acquisition and at the same time are resource-using 
activities. It is no longer possible to treat institutional change or technical 
hange as disembodied manna from heaven, or as a costless transfer arising 

d u t  of technical assistance or policy dialogue. In both developed and develop- 
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ing economies property rights are costly to design and enforce, market devel- 
opment and exchange consume resources, information is scarce and expen- 
sive to acquire, and policy decisions and implementation draw heavily on both 
political and economic resources. The view that "getting policies right" in- 
volves little more than an exercise of careful analytical skill by planning com- 
missions combined with the enlightened application of "political will" by 
legislative and executive bodies has given way to a more sophisticated under- 
standing of the forces that bear on the formulation and implementation of 
economic po l i~y . ' ~  

The Role of Policy in Development 

The preceding lines of thought leave many questions unresolved and lead 
to a general rethinking of the role of government in development. The conclu- 
sions that stand out clearly, however, center on the importance of policy and 
especially on the avoidance of policies that may have major negative conse- 
quences for development. 

In this section, the implications of current understandings of individual 
and governmental behavior on economic policy in support of development are 
reviewed, and then some of the unanswered questions-we hope future re- 
search will shed light on them-are briefly sketched. 

First, the role of policy. Both the insights into behavior and the distinctly 
different experiences of countries with entirely different policy stances have 
convinced all observers of the overriding importance of policy framework in 
determining the success of development efforts. To be sure, any policy frame- 
work will appear more successful in an environment of the world economy's 
rapid growth, and when more concessional flows and other resources are 
available for augmenting domestic resources. Nonetheless, the differences in 
performance between, for example, Far Eastern exporters and heavily inward- 
oriented Latin American countries both during times of rapid growth in the 
international economy and the worldwide recession of the 1980s are testi- 
mony to this difference. 

The process of development can be viewed as one of accumulating pro- 
ductive resources (both quantitatively and qualitatively, including human 
capital) per person and of increasing the efficiency of resource use. Initially, 

J :  evelopment thought focused on the problem of resource accumulation, on 
1 the implicit assumption that the resources would be efficiently used. Theory 

and practice demonstrated, however, that the efficiency with which resources 

I are employed depends heavily on the economic environment in which private 
'\and public decisions are made. 

That environment has three major, albeit interrelated, components: 
(a)  the physical, institutional, and human infrastructure; (b)  the macroeco- 
nomic framework; and ( c )  the microeconomic incentive structure. Clearly, 
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growth cannot proceed without the simultaneous development of the physical, 
institutional, and human infrastructure necessary to support it. Early insights 
into the necessity for better transport facilities, a more effective communica- 
tions system, a reliable power supply, widespread access to education, puhl<c 
health, enforcement of contract with respect to financial agreements, and so 
on, were valid, but their importance relative to the seemingly more directly 
productive investments in industrial development was often underestimated. 
The infrastructure available at any moment sets an upper limit on economic 
activity; below that limit a weak infrastructure may impose sharply rising 
costs of additional output. No development program can proceed for long if 
it does not provide for expansion of infrastructural capacity. And for some 
purposes (e.g., development of new export industries), neglecting the devel- 
opment of reasonably efficient communications, transport, and financial fa- 
cilities can effectively foredoom whatever efforts may be made. (See, for 
example, Morawetz's [I9811 revealing description and analysis of the com- 
petitive advantages of the Far Eastern textile and clothing exporters over their 
Colombian counterparts.) 

If the importance of infrastructure was recognized but unappreciated, the 
role of macroeconomic policy was almost entirely neglected. High and fluc- 
tuating rates of inflation (especially when nominal exchange rates are held 
constant and only reluctantly altered), low nominal and negative real interest 
rates, and large fiscal deficits that either drain resources from the private sec- 
tor or result in buildups of foreign debt are all deceptive insofar as growth 
apparently can continue for periods of several years even with such policies 
in place. Yet they are inherently unsustainable and their costs mount. When 
the time comes, a balance of payments crisis, a debt crisis, or a rate of infla- 
tion that is regarded by all segments of society as intolerable can wipe out the 
apparent gains of past growth over several years of stagnation or even declines 
in output. 

Finally, microeconomic incentives clearly matter, and matter greatly. If 
the macroeconomic environment is neglected and the infrastructure under- 
appreciated, analysts may be positively wrong about the responsiveness of 
individuals to incentives. Price controls (often imposed to contain inflation) 
lead to gray markets, resource misallocation, and worse. When the controls 
are sustained, savings rates fall and capital takes flight. Where producer prices 
of agricultural commodities have been suppressed, negative output responses 
are much greater than expected (Ghana's loss of share in cocoa and Sudan's 
loss in cotton are but two cases in point of a much more general phenome- 
non). Appreciating real exchange rates result not only in the failure of new 
export activities to grow but also in the decline in exports even of traditional 
commodities when economic rents make continuing production at least pos- 
sible. Credit rationing and implicit subsidies to capital goods imports result 
in the use of capital-intensive techniques and in the failures of productive 
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employment opportunities to increase even in countries in which rapidly 
growing labor forces make such employment growth a political necessity. 

Several lessons are clear, then. The first is to avoid making big policy 
mistakes. This dictum applies as much to large public sector infrastmcture 
schemes as it does to the key macroeconomic variables set by governments. 
Although neoclassical economics may not be "right," it provides areasonable 
guide for many purposes. The hallmark of successful developing countries 
that have made policy mistakes along the way has not been the perfection of 
policy but the avoidance of (and willingness to correct) large mistakes. 

The second is that a foremost consideration for policymakers is to avoid 
letting a key policy instrument generate large conflicts between government 
regulations and private profitability. Government policies put in place to pre- 
vent profitable endeavors or to require unprofitable courses of action by indi- 
viduals are likely to be ineffective. People are always ready to seize opportu- 
nities for evasion, whether legal or illegal, but they in turn generate additional 
government efforts at containment. The result is more complex administrative 
regimes and more profitable opportunities for bureaucrats and private agents. 
Thus, the exchange rate regime must be realistic enough to keep exchange 
controls and import licensing unnecessary or at least insufficiently restrictive. 
Too high a rate of inflation induces significant difficulties with regard to sav- 
ings and often results in capital flight. Suppression of producer prices in ag- 
riculture leads to urban food shortages and negative supply responses. Credit 
rationing, where effective, leads to incentives for the use of capital-intensive 
techniques for those to whom credit is allocated and large decreases in the 
efficiency with which new resources are employed. And encouragement of 
infant industries with high walls of protection and the conferral of monopoly 
positions induces monopolistic behavior, including a mismatch between con- 
sumer demand and types and varieties of output offered, inattention to quality, 
and pricing outputs that lower levels of demand. 

Implicit in these lessons, but important enough to mention in its own 
right, is the growing appreciation of trade and trade policy to further devel- 
opment. High walls of protection not only fail to induce sustainable rapid 
growth (for the reasons cited above) hut also become a stronger disincentive 
to the development of exports than was earlier recognized. For most develop- 
ing countries, development of exports is perhaps the most promising path for 
rapid growth: it permits them to use their scarce capital and abundant labor to 
concentrate on the production of those goods (industrial and otherwise) that 
they can produce relatively efficiently; and given their relatively small domes- 
tic markets, the international marketplace becomes a competitive environment 
that simultaneously permits rapid expansion of efficient entrepreneurs, en- 
courages plants of adequate size to allow economies of scale, and spurs all to 
better performance. 

That much said, there are many areas where understanding is still highly 
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imperfect. A first concern is how to achieve better governmental performance 
in those areas, such as infrastructure, where government has a clear compara- 
tive advantage. Here, the key, perhaps, is understanding the types of institu- 
tional arrangements that induce behavior consistent with good performance. 
When government officials derive power and income from the ability to with- 
hold or delay valuable licenses and permits, they are likely to be less con- 
cerned with the growth objectives intended by the policymakers. An impor- 
tant question, then, is how to create incentive frameworks more consistent 
with the underlying objectives. Research is greatly needed for answers. In 
fact, our understanding of how effective institutions arise and are maintained 
is still very limited. 

A second major area of concern relates to the "economics of transition": 
granting that we know a reasonable amount about an appropriate policy 
framework for development, how does one design a policy for transition? To 
what extent can the dislocations associated with adjustment be minimized, 
and how costly and long-lasting are such adjustments? When politicians are 
unwilling or unable to reform all policy instruments simultaneously, are there 
particular policies that require reform before others? Although some insights 
have come from research and experience (see chapters 12, 13, and 14), re- 
form efforts continue to flounder. 

Analysis of lessons learned to date cannot, however, await further devel- 
opments. Thus the implications of the lessons thus far learned for aid and aid 
effectiveness are discussed in chapter 3. 
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Toward a Theory of Development 
Assistance 

ANNE 0. KRUEGER 
AND VERNON W. RUTTAN 

In chapter 2 the development process is treated pri- 
marily as the domestic response to a developing country's economic and trade 
policies when international financial and other resource flows are largely de- 
termined by market forces. In this chapter the focus is primarily on the eco- 
nomic effects of economic assistance.' Thus the two chapters provide the 
framework for our subsequent discussion of the policies of aid donors and 
recipients and for our review of the empirical evidence thereof. 

Development Assistance Defined 

The analysis and discussion in this study focus on "official development 
finance," or what the public and press typically call foreign aid. The basic 
characteristic of these flows is that they come from official sources and have 
as a primary objective the promotion of the recipients' economic develop- 
ment. Specifically excluded are transfers of private funds from voluntary 
agencies,% assistance provided by the International Monetary Fund (generally 
considered short-term financial transactions, not development assistance), 
military assistance, and official export credits. Although these flows often are 
also called foreign aid, they either are not from official sources or are provided 
largely for reasons other than the promotion of the recipients' development. 
Hence, consideration of their development impact or effectiveness was out- 
side the scope of this study. 

Official development finance as used here includes three major com- 
ponents: 

1. Concessional flows to developing countries from individual donor 
countries, bilateral official development assistance (ODA). To qualify as 
ODA, the flows, in addition to being official and developmental, must be 
highly concessional (i.e., they must have a grant element of at least 25 
percent). 

2. Concessional flows from multilateral development institutions, mul- 
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tilateral ODA. This includes funds from the International Development As- 
sociation (IDA) and by the "soft window" of the regional development banks, 
the assistance provided by development agencies of the United Nations, such 
as the U.N. Development Program (UNDP) and the World Food Program 
(WFP), and the concessional assistance provided by limited membership mul- 
tilaterals established by the European community and by members of the Or- 
ganization of Petroleum Exporting Countries (OPEC). 

3. Near market term loans provided by multilateral development insti- 
tutions, nonconcessional multilateral~7ows. This assistance includes lending 
by the World Bank and by the "hard windows" of the regional development 
banks and the "limited membership" multilaterals. 

As noted above, official development finance may consist, at one ex- 
treme, of a loan at or near market rates of interest and, at the other, of an 
outright grant of convertible currency. One method of comparing assistance 
Rows with widely different terms and conditions is to calculate the differ- 
ence between the amount received and the discounted present value of the re- 
payment stream as a percentage of the original face value (Pincus, 1953; 
Schmidt, 1964). In calculating these "grant elements" the Development As- 
sistance Committee (DAC) of the Organization for Economic Cooperation 
and Development (OECD) has adopted the convention of using a 10 percent 
discount rate, which is supposed to reflect broadly donors' opportunity cost 
of capital. By this convention, loans at 10 percent interest have a grant ele- 
ment of zero, while grants have a grant element of 100 percent (OECD, De- 
velopment Cooperation, 1987, p. 110). 

Aid is provided in a variety of forms from convertible foreign exchange 
(U.S. dollars, Japanese yen, French francs), which the recipient can use to 
cover a wide range of foreign exchange requirements, to much more specific 
and more restricted forms, such as food aid, technical assistance, or "tied 
aid" (according to which the donor requires the recipient to spend the aid in 
the donor's own market). While it is recognized that the value to the recipient 
of these more restricted forms of aid is likely to be less than that derived from 
untied forms of aid (see chapter 3, in practice the fair market value of the 
tied aid or food shipments is usually not estimated; instead, the donor's ac- 
counting of the costs of the aid is the reported aid figure. The result can he an 
overestimate of the value of the aid flow, for example, when food assistance 
is valued at f m  support prices that are well above world prices (Bhagwati, 
1970b) or when equipment purchased in the donor country with tied aid funds 
is more expensive than that available in other countries. 

Another complication can be the classification of loans at market rates of 
interest that c m y  maturities longer than could be obtained commercially. 
When the market rate for such a loan is not observable, the true grant com- 
ponent is difficult to identify, but clearly it would be wrong to treat such a 
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loan as entirely nonconcessional. Recognition of the underlying concesdon- 
ality of such loans is potentially important when evaluating the role of donors 
such as the World Bank, which provide or facilitate such flows. 

Although financial and commodity transfers account for the major share 
of recorded development assistance, donors also provide assistance in a 
number of other forms, some recorded as aid, others not. For example, both 
bilateral and multilateral agencies have supported substantial technology 
transfer and institutional and human capital development programs. These 
activities are sometimes incorporated in programs involving financial flows to 
developing countries; for example, a loan for a water resource development 
project may include components for training personnel and for research. At 
the other extreme are funds provided by a bilateral assistance agency to an 
educational or research institution in a donor country for technology transfer 
or training. While the funds for training and research in the first example 
would be included in official aid statistics, in the second example only the 
official support for individual fellowships to developing country students to 
support study and training would typically be included in the aid statistics. 

Development Flows 

Development assistance is fundamentally a post-World War I1 phenome- 
non. Initially, the United States was the only major provider of economic aid, 
marked most dramatically by the Marshall Plan, enacted in 1948, which was 
followed in the United States by the Point Four program in 1951, the Devel- 
opment Loan in 1957, and the United States Agency for International Devel- 
opment (USIAID) in 1961. During this period assistance was increasingly 
extended to former colonial territories by the United Kingdom, France, the 
Netherlands, and Belgium. The list of donors expanded to include most mem- 
bers of the OECD during the 1960s. The extent of this increase in the role of 
other donors is illustrated by the decrease in the proportion of total aid pro- 
vided by the United States: from almost 60 percent of total bilateral ODA by 
members of the DAC in the early 1960s to only 30 percent by the mid-1970s 
and only 21.5 percent in 1987 (see table 3.1). 

On the multilateral side, the World Bank (formally the International 
Bank for Reconstruction and Development, or IBRD) was created in 1944. 
This was soon followed by the establishment of specialized agencies of the 
United Nations which provided assistance to developing countries. The late 
1950s and the 1960s saw the appearance of several other multilateral assis- 
tance organizations: the Inter-American Bank, the first regional bank (1959); 
the IDA, the concessional affiliate of the World Bank (1960); and in 1956 
three other regional development banks-African, Caribbean, and Asian- 
which promoted economic development in their respective regions. 

Table 3.2 shows the net financial receipts of the developing countries 



Table 3.1. Net D~sbursernents and Burden Sharing of ODA by DAC Member Countries (Current $U.S.) 

1960 1970 1975 1980 1987 

ODA as ODA as ODA as ODA as ODA as 
ODA Share %of ODA Share %of ODA Share %of  ODA Share %of ODA Share %of 
($b) (%) GNP ($b) (%) GNP ($b) (%) GNP ($b) (%) GNP ($b) (%) GNP 

Australia 0.6 1.3 0.38 0.20 2.9 0.59 0.55 4.0 0.61 0.67 2.5 0.48 0.63 1.5 0.33 
Austria' - - - 0.02 0.3 0.05 0.08 0.6 0.17 0.18 0.7 0.23 0.20 0.5 0.17 

Belgium 0.10 2.1 0.88 0.12 1.8 0.46 0.38 2.7 0.59 0.60 2.2 0.50 0.69 1.7 0.49 
Canada 0.08 1.7 0.19 0.35 5.1 0.42 0.88 6.4 0.58 1.08 4.0 0.43 1.89 4.5 0.47 
Denmark 0.01 0.2 0.09 0.06 0.9 0.38 0.21 1.5 0.58 0.48 1.8 0.74 0.86 2.0 0.88 
Finland 0 0 0 0 0 0 0.05 0.4 0.18 0.11 0.4 0.22 0.43 1.0 0.50 
France 0.85 18.1 1.38 0.95 14.0 0.63 2.09 15.1 0.62 4.16 15.2 0.63 6.53 15.7 0.74 
Germany 0.24 5.1 0.33 0.60 8.8 0.28 1.69 12.2 0.40 3.57 13.1 0.44 4.39 10.6 0.39 
Ireland' 0 0 0 0 0 0 - - - 0.03 0.1 0.16 0.05 0.1 0.20 
Italy 0.08 1.7 0.22 0.15 2.2 0.14 0.18 1.3 0.11 0.68 2.5 0.15 2.62 6.3 0.35 
Japan 0.11 2.3 0.24 0.46 6.8 0.21 1.15 8.3 0.24 3.35 12.3 0.32 7.45 17.9 0.31 
Ncthcrlands 0.04 0.9 0.31 0.20 2.9 0.60 0.61 4.4 0.75 1.63 6.0 0.97 2.09 5.0 0.98 
New Zealand 0 0 0 0 0 0 0.07 0.5 0.52 0.07 0.3 0.33 0.09 0.2 0.26 
Norway 0.01 0.2 0.11 0.04 0.6 0.32 0.18 1.3 0.66 0.49 1.8 0.87 0.89 2.1 1.09 
Portugal 0.04 0.9 1.45 0.03 0.4 0.58 0 0 0 0 0 0 0 0 0 
Swcden 0.01 0.2 0.05 0.12 1.8 0.38 0.57 4.1 0.82 0.96 3.5 0.78 1.38 3.3 0.88 
Switzerland neg neg 0.04 0.03 0.4 0.14 0.10 0.7 0.18 0.25 0.9 0.24 0.55 1.3 0.31 
UnitedKingdom 0.41 8.7 0.56 0.45 6.6 0.32 0.90 6.5 0.37 1.85 6.8 0.35 1.87 4.5 0.28 
United States 2.70 57.5 0.53 3.05 44.8 0.29 4.16 30.0 0.26 7.14 26.2 0.27 8.95 21.5 0.20 

Total 4.70 100.0 0.52 6.81 100.0 0.32 13.85 100.0 0.36 27.30 100.0 0.37 41.53 100.0 0.35 

Source: OECD, Development Cooperalion, various issues. 
'1960 data far Austria and 1975 data for Ireland were negligible but positive 



Table 3.2. Total Net Resource Receipts of Developing Countries from All Sources, 1960- I987 

Constant 1983 $US. Blllrons Average Annual Growth Rates (%) 

1960-61 1970 1975 1980 1987= 1960-86 1970-80 1980-87 

I. Official development finance 
A. Concessional 

1. Bilateral ODA 
DAC 
OPEC 
CMEAb and other donors' 

2. Multilateral ODA 
IDA 
UN 
EEC 
Other 

B. Multilateral nonconcessional flows 
World Bank 
Regional development banks 
Other 

11. Pnvate voluntary contributions 
111. Export credits 
IV. Private direct investment 
V. Private lendingd 

VI. Other" 

VII. Total flows (I+II+III+IV+V+VI) 

Memo item: IMF purchases (net) 

Source: OECD, Development Cooperation, various issues. 
'Figures obtained by convening 1987 data in current dollan presented in 1988 review to constant 1983 dollars. 
bCouncil for Mutual Economic Assistance, which comprises Bulgaria, Cuba, Czechoslovakia, the German Democratic Republic, Hungary, Mongolia, Poland, 
Romania, Vietnam, and the Soviet Union. Albania is a nonactive member. 
(The bulk of the assistance in this category is provided by CMEA countries. 
dPrivate lending includes band lending and international bank lending, which in recent DAC reports takes into account short-term debt. For 1980 the total bank 
lending figure provided in the 1985 DAC repon was used in place of the bank sector lending figure to make the estimate compatible with current DAC reporting of - .  
private lending. 
"Includes official bilateral nonconcessional flows. The DAC, however, now includes such flows as part of official development finance 



Toward a Theory of Development Assistance 37 

between 1960 and 1987 from all sources. This table highlights a number of 
important characteristics and changes in financial flows over this period: 

- ODA doubled in real terms (constant prices and exchange rates), with 
much of this growth occurring during the 1970s. 

- In the 1970s members of OPEC became important sources of develop- 
ment assistance, with their aid rising from $1 billion in 1970 to $8 billion 
in 1975. 

- There was a significant increase in the level and relative importance of 
multilateral assistance, both concessional and nonconcessional. The shift 
toward multilateral aid can also he seen in the changing share of donors' 
total aid allocated to multilateral institutions, which increased from only 
6 percent in 1965 to 32 percent in 1977-78. 

- Private hank lending increased dramatically in the 1970s, rising in real 
terms from $9 billion in 1970 to $47 billion in 1980. This in turn led to 
a drop in the share of total net financial receipts accounted for by aid 
flows. In 1960-61 aid represented 60 percent of developing country re- 
ceipts; by 1980 they had dropped to 35 percent of the total. 

- Since 1980, ODA flows have effectively stagnated in real terms. Under- 
lying this overall trend was a relatively strong growth in DAC donors' 
aid, very modest growth in multilateral ODA flows (with the notable 
exception of IDA), and a dramatic fall in OPEC aid. 

- The rapid growth in nonconcessional multilateral flows experienced in 
the 1970s continued (albeit at a somewhat reduced rate) into the 1980s 
as the World Bank in particular was called upon to address the serious 
adjustment problems of the heavily indebted middle-income countries. 

- Despite the stagnation of overall aid flows between 1980 and 1987, the 
precipitous fall since 1980 in net export credits (from $13 billion to 
minus $0.5 billion) and private bank lending (which fell to only $4.2 
billion in 1987) has meant that aid flows again represent over 60 percent 
of developing countries' net financial receipts. 

The importance to different countries of official assistance, and in par- 
ticular ODA, varies considerably. As a group, low-income countries have 
extremely limited access and a b i ~ i ~ y S q ~ ~ ~ ~ i c e ~ ~ ~ o n c e s s i o n a 1  flows; hence, 1 
they depend heavily upon development assistance. Table 3.3 shows that ODA I 
in 1983 accounted for 87 percent of the total net capital flow of the least 
developed countries, 76 percent for the low-income Sub-Saharan African 
countries, and 66 percent for the low-income countries. As one would expect, 
as the level of development increases, the ability to obtain private flows in- 
creases and, correspondingly, the dependence on aid flows decreases. In 1983 
ODA flows to lower-middle-income countries accounted for 29 percent of 
their net financial receipts. For upper-middle-income developing countries the 
figure was only 14 percent. 



Table 3.3. External Financial Receipts of Developing Countries, by Source for Selected Years 
(in uercent) 

~ - 

Official Non- Private Flows Total 
cancessional Flows ($billion in 

ODA - Direct 1986 prices - Multi- Export Investment Financial & exchange 
Total Bilateral Total lateral Credits (OECD) Markets' Otherb TotalC rates) 

Least developed counrries 
1979 76 53 3 2 7 6 2 6 100 11.2 
1983 87 59 5 1 4 I -3 6 100 11.8 
1986 86 58 1 - 1 2 1 4 6 100 12.6 

Low-hcome countries 

1919 66 48 5 4 9 12 3 5 100 32.3 
1983 66 47 8 5 7 6 8 5 100 38.3 
1986 61 44 7 4 5 10 I1 6 100 46.2 

Low-income Sub-Saharan Africad 
1979 60 49 9 6 16 13 3 x 100 8.8 
1983 76 64 19 8 -3 2 6 x 100 7.7 
1986 85 75 13 3 -5 3 4 x 100 7.5 



Lower middle-income countries 
1979 
1983 
1986 

Upper middle-income countries 
1979 
1983 
1986 

Western Hemisphere 
1979 
1983 
1986 

p~ ~ 

Source: OECD, Financing and External Debt of Developing Countries, 1987 Survey (Paris, 1988). 
'International bank lending and bond lending. 
bGrants by non-governmental organizations, private business transactions, estimates of unreported bond lending, and direct investment by non-OECD countries 
"May not total 100 due to rounding. 
dExcludes unallocated ODA, grants from non-governmental organizations, and other private flaws. 
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Table 3.4. ODA as a Percentage of Recipients' GNP 

~p 

All developing countries 1.7 1.2 1.1 1.5 

Sub-Saharan Africa 1.9 2.9 5.0 6.5 
Low-income countries 2.5 3.6 10.1 14.3 
Lower-middle-income countries 0.6 1.4 0.9 1.1 
Upper-middle-income countriesa 3.7 15.5 9.6 10.1 

North Africa and the Middle East 4.2 1.2 1.3 1.2 
Low-income countries 4.6 2.1 5.1 9.0 
Lower-middle-income countries 6.4 3.9 2.6 3.2 
Upper-middle-income countries 3.9 0.7 0.8 0.7 

Asia 1.6 1.3 0.8 1.4 
Low-income countries 1.5 1.4 1.0 1.8 
Lower-middle-income countries 0.7 0.7 0.9 I .6 
Upper-middle-income countries 4.1 1.5 0.1 0.1 

Lotin America 0.5 0.6 0 . 5 .  0.8 
Low-income countries 3.1 2.6 6.9 9.0 
Lower-middle-income countries 0.3 0.9 2.7 4.3 
Upper-middle-income countries 0.5 0.5 0.2 0.3 

Source: OECD, Developmenr Cooperation, various issues. 
Note: The income and regional groupings in this table are those defined by the DAC for ana- 
lytical purposes. 
"The high ratio of this set of countries reflects primarily the very large aid flows relative to 
GNP provided by France to the French Overseas Department and Territories (DOM-TOMS) 
included in this grouping, coupled with the fact that the grouping includes only two "an-DOM- 
TOM countries. 

The table also illustrates an apparent anomaly in the flow of capital to 
low-income African countries during the 1970s. Many of these countries, 

such as Kenya, Sudan, and Zaire, despite their low level of income and rela- 
tively limited capacity to service commercial debt, were able to obtain sub- 
stantial export credits and other loans at market or near-market terms. But 

this relatively extensive use of short-term commercial credit, coupled with the 
often inefficient or nonproductive use of the funds and distorted domestic 

policies increased their debt burden without a commensurate increase in their 
capacity to repay. The result was that with the rise in real interest rates and 
worldwide recession in 1980-83, a serious debt crisis arose in many of these 
countries. The table also highlights the dramatic fall in private lending to the 
middle-income countries in the mid-1980s. 

The importance of aid flows is further illustrated in table 3.4, which 
compares the level of ODA flows with the recipients' GNP. Three character- 
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istics and trends stand out from the table: (1) aid flows on average have been 
modest in comparison with developing country GNP and had declined until 
recently. Their increase to 1.5 percent of the developing world's GNP since 
1983-84 is due to weak growth in these countries in recent periods; (2) for 
Sub-Saharan countries, however, the role of the ODA has increased dramati- 
cally over the last quarter century to a level of 6.5 percent of their GNP, 14.3 
percent for the low-income African countries; in contrast, for low-income 
Asia ODA has been far smaller relative to GNP. 

International Financial Assistance 

A surprising amount of intellectual effort has been required to clarify the 
contribution of aid to the resources available to a recipient country. In the 
1950s critics of aid programs urged a policy of "trade, not aid" (Kaufman, 
1968). An attempt by Harry G. Johnson to clarify the contributions of both 
trade and aid policies led to what at that time was the clearest articulation of 
the contribution of international financial transfers: "As a first approximatio;;? 
aid serves two functions. First, it provides real resources additional to what 
can be extracted from the domestic economy, increasing the total available 
for investment; second, since the resources are foreign, it averts the real in- 
come loss to the country involved in transforming domestic into foreign re- 

I 
sourcesM (Johnson, 1967, PP. 55, 56). i 

Johnson pointed out that increased trade can raise real incomes, first, by 
making possible a fuller utilization of domestic resources, and second, by 
realizing the gains from the specialization or scale economies associated with 
trade. The opening up of additional opportunities to trade differs from the 
provision of additional aid by providing a less developed country with the 
opportunity to realize efficiency gains from the conversion of domestic into 
foreign resources (Johnson, 1967, p. 56). There may, of course, be some 
offsets to the gains. It has been argued that Johnson did not adequately take 
into account the dynamic externalities associated with trade, such as tech- 
nology transfer and learning by doing (Thirlwall, 1976; Karunaratne, 1986). 
Furthermore, critics of foreign aid have noted that the transfer of financial 
resources, unless well managed, can be expected to cause an appreciation of 
the foreign exchange value of the recipient's currency (Krauss, 1983, p. 157; 
McKinnon, 1986). 

THE TWO-GAP MODEL 

Beginning in the early 1950s considerable effort was devoted to attempt- 
ing to estimate the appropriate magnitude of assistance flows. An expert com- 
mittee of leading development economists (Alberto Baltra Cortez, D. R. 
Gadgil, George Hakim, W. Arthur Lewis, and Theodore W. Schultz) ap- 
pointed by the secretary-general of the United Nations (1951) recommended 
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that the developed countries transfer approximately $10 billion annually in 
loans and grants with the objective of achieving an increase in the annual rate 
of growth of per capita income of 1.5-2.0 percent. Yet the primary criterion 
for determining the size of aid flows employed by assistance agencies during 
the 1950s was whether projects could be found that generated a sufficiently 
high rate of return to meet conventional financial criteria. While financial 
resources were often transferred on "soft terms," they were expected to fund 
"hard projects." As a consequence, the size of aid flows would be determined 
by the results of individual project analysis. 

, The most ambitious attempt to make operational the advances in concep- 
tuahzlng the relationship between financial transfer and economic growth was 
the "two-gap" planning model approach developed by Hollis B. Chenery and 
several collaborators during the early and mid-1960s.' In the simpler version 
of the model (see chapter 2) an assumed capital output ratio is used to derive 
the investment rate needed to achieve a targeted output growth rate. A fixed 
relationship between imports and growth of output is also assumed, and ex- 

..* port growth is taken as exogenous, which permits a derivation of the level 
and rate of growth of import requirements. A savings gap occurs when the 
domestic savings rate is below the level necessary to permit the investment 
required to meet the output growth target. Even if savings are adequate, a 
trade gap may emerge when the level of imports that can he financed through 
export earnings is less than the level needed to achieve the targeted rate of 
growth of output. The role of financial assistance is to remove both the sav- 
ings-investment and the import-export gaps by matching whichever is the 
larger of the two gaps (Bruton, 1969). 

Two-gap models employ an implicit phase, or regime, approach to eco- 
nomic development. In the first phase, growth accelerates as rapidly as is 
permitted by skill constraints or other limits to absorptive capacity, as mea- 
sured by investment growth. Although capital transfers during this phase are 
relatively small, technical assistance for project design and implementation 
can be productively employed to partially offset the constraints imposed by 
limited absorptive capacity. In the phases that follow, the structure of the 
economy is modified in order to effectively absorb more external capital. 

Critics of the two-gap approach generally have interpreted the work by 
Chenery and associates as employing a second stage in which growth is lim- 
ited by the import-export gap (Fei and Ranis, 1968; Bruton, 1969). Chenery 
and Strout insisted, however, that there is no logical necessity for the se- 
quence of savings-investment and trade gaps: "It is not the sequence in which 
the savings constraint and trade constraint become binding but the fact that 
there is not an automatic mechanism to equate the two gaps in the short run 
that lies at the heart of our analysis" (Chenery and Strout, 1968, p. 915). 
Furthermore, they presented a modified version of the two-gap model in 
which the "gap between the gaps" is reduced or eliminated by assuming a 
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more flexible economy and better policy coordination (Chenery and Strout, 
1966, pp. 697-701). This second model has been largely ignored by the 
critics and by development practitioners. 

The two-gap approach was fully consistent with the dominant perspec- 
tive on assistance policy during the 1950s and early 1960s (Millikan and Ros- 
tow, 1957; Rosenstein-Rodan, 1961). The two-gap models were developed at 
a time when the resources available to USIAID and other bilateral and multi- 
lateral assistance agencies were expanding rapidly. Acceptance of the two-gap 
approach to implement assistance policy was facilitated by Chenery's role as 
director of the policy staff at USIAID during the mid-1960s. 

The major criticism of the intellectual perspective that dominated a i m  
I policy in the 1950s and 1960s and, hence, of the two-gap model is based on 1 

the excessively strong focus on the volume of resource flows and the scant 1 
attention to the incentives for efficiency in resource use (Michalopoulos, I 

1975).' The responsiveness of exports to changes in real exchange rates was ' 

not taken into account. Accordingly, in implementation a single factor- 
scarce foreign exchange-was treated as the most important constraint on 
development. Finally, the focus did not adequately take into account the mag- 
nitude or duration of the investments in human capital that were necessary to._, 

\!employ large inflows of financial assistance productively. 
Despite the qualifications that can now he made, the two-gap approach 

remains the most ambitious attempt-even if flawed-to integrate a theory of 
foreign economic assistance and economic development. The two-gap and, 
sometimes, even one-gap models continue to be used by the World Bank to 
estimate long-term needs for capital inflows (Khan, Montiel, and Haque, 
1986; see also chapter 15). Although the shift in emphasis to more policy- 
based lending has made the two-gap model increasingly inappropriate, it is 
not hard to discover an implicit two-gap approach in a good deal of current 
discussion about development policy (Michalopoulos, 1987). 

IMPERFECT CAPITAL MARKETS 

The professional criticisms of the two-gap model during the 1960s cen- 
tered primarily on its limitations as a guide to the programming of financial 
transfers by the bilateral or multilateral assistance agencies. During the 1970s 
other bodies of thought questioned the size of the effect that might be expected 
from financial transfers and the desirability of external financial assistance. 

Arnold C. Harberger argued that it would not he unreasonable to expect 
project loans to developing countries to generate average real rates of return 
above 10 percent-more than double the approximately 4-5 percent em- 
ployed by the United States in its domestic project analysis. If the 10 percent 
rate were applied to U.S. assistance over the 1946-68 period, he went on to 
argue, we would find that the only countries in which our foreign aid may 
have caused a substantial percentage increase in national income were those 
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where political and military motives had resulted in exceptionally high per 
capita aid levels (Harberger, 1972, pp. 634, 635). 

/ A second set of criticisms, advanced in a series of articles and books by 
Peter T. Bauer (1972, 1981, and 1984), focused on the role of international 
capital markets. Bauer argued that external assistance has never been neces- 
sary for the development of any society. To the extent that investment funds 
are required for development, they may be obtained by commercial borrow- 
ing. But those who viewed private capital markets as an effective substitute 
for aid did not address the problem of imperfections in international capital 
markets. These markets, even among the developed countries, are not perfect, 
and the imperfections are magnified in the markets that link developed and 
developing countr ie~.~ Even in situations in which international commercial 
capital is available and projects would yield the necessary returns, in some 
circumstances it would not pay anyone in a recipient country (including the 
government) to undertake a project at commercial terms. Most analysts of aid 
have focused on two reasons: (1) the gestation or payout period of projects 
(e.g., education projects) is too long; and (2) the investor cannot fully capture 
the stream of returns (e.g., investments in roads, ports, and power stations) 
(Krueger, 1986, pp. 65-66; chapter 8). 

If a project's repayments stream is not matched to the earnings stream it 
generates, an investor would not undertake the project unless there were other 
earnings streams (or borrowing possibilities) to service the obligations in the 
project's early years. One might ask, of course, why the country could not 
refinance (or borrow more) to cover debt-servicing obligations in the years 
prior to high returns. In reality, commercial capital flows to developing coun- 
tries typically have had a maturity structure of ten years or less (implicitly 
even less in the late 1970s, when the inflation premium in the nominal interest 
rate rose). Thus, poor countries may be unable to borrow at or near commer- 
cial terms to finance much of their infrastructural investment, despite the pros- 
pect of adequate real rates of return in the long run. A second and related 
difficulty is that many investments in the early stages of development entail 
public financing of activities that have significant externalities and for which 
user charges may not be appropriate. 

These considerations appear to have most relevance for the very poorest 
countries, those with high levels of illiteracy, rudimentary transport and com- 
munications systems, and low savings rates. It must be emphasized that this 
case for concessionality is based on the productivity of these particular in- 
vestments in these countries and .is additional to the case based on need or 
humanitarian motives. 

An unanswered question from critics who argue for the sufficiency of 
private capital markets is whether official flows on commercial terms can 
improve the welfare of both donors and recipients (Mikesell, 1968; K ~ e g e r ,  
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1986). The answer hinges on whether imperfections in the private interna- 
tional capital market preclude it from equalizing (risk-adjusted) rates of return 
between donor and recipient. If returns were higher in developing countries, 
the welfare of both donor and recipient could be improved through official 
flows. The recipient could service its debt and nonetheless have a higher fu- 
ture income stream than would otherwise be possible. Simultaneously, the 
donor could obtain a rate of return equal to or greater than that obtainable on 
other assets. 

Consider the maximization of world welfare in the context of a simple 
two-factor neoclassical model. Even if the usual conditions for economic ef- 
ficiency were met within individual countries, free trade might fail to equalize 
factor returns in the absence of capital flows. Gains in world efficiency, even 
under these conditions, would require the development of institutions to fa- 
cilitate the flow of capital from low-return to high-return countries." 

A first conclusion, therefore, is that official flows on commercial terms 
could hardly reduce world welfare. Indeed, normally they would be expected 
to increase world welfare. This conclusion is based on the assumption that 
development assistance permits incremental investments with real returns at 
least as great as the return to the donor. Another underlying assumption is 
that behavior in a borrowing country is not influenced, at least not negatively, 
by the receipt of official development assistance. Subject to these qualifica- 
tions, official flows on commercial terms would not reduce welfare but would 
increase it if the flows encouraged improved policies or if private markets 
failed, despite the higher real rates of return, to supply the capital (see chap- 
ter 6). 

A second conclusion is that international financial assistance can be par- 
ticularly important in sustaining development momentum during a period of 
financial stress. Debt "overhang" can severely limit a developing country's 
ability to use the private international capital market. For some developing c~ 

I countries, current debts are so great relative to existing income that increases ; 

in future earnings must be tapped to finance their existing obligations. Be- 
cause the private capital markets correctly perceive this claim on future in- 
come, they will not make loans even for new projects that would yield ac- 
ceptable returns (Guttentag and Herring, 1984). This inability to insulate new 
claims from existing debt puts countries in a vicious circle: they cannot restore 
creditworthiness without growth, and they cannot grow until creditwortbi- 
ness is restored. Thus the private capital market may fail despite the rational i, 
behavior of all participants (see Krueger, 1987a and 1987b, for a fuller 
discussion). .d 

In the decade of the 1970s there was increasing concern that achievement 
of higher rates of GNP growth did not translate into widespread improvements 
in well-being. This focused attention on the definition of minimum standards 



46 THEORY 

of consumption of goods and services essential to meet basic needs in such 
areas as food, water, and shelter and on the identification of target groups of 
poor within countries whose consumption levels fell short of the minimum. 
Concern about the persistence of unequal income distribution and widespread 
poverty in the face of rising overall incomes also led to the development of 
aid programs aimed at targeting assistance to the poor (chapter 9). 

This burgeoning interest in income distribution and poverty in both de- 
velopment and aid literature came to an abrupt halt in the early 19SOs as the 
emerging international crisis forced adjustments that resulted in substantial 
reduction of overall incomes and output in many countries. Only recently has 
attention started to shift back on the implications of domestic adjustment pro- 
grams supported by external assistance on poverty and income distribution. 

Also, during the 1960s and 1970s a new literature, drawing on the theory 
of investment in human capital and the implications of that theory for techni- 
cal and institutional change, implied a much more optimistic view of the 
impact of development assistance. The next two sections review the thinking 
on~h~role.oftechnica~ssistance .... . . ~  ~ and . policy-based . ~ lending. 

Technical Assistance to Poor Countries 

A continuing argument within both bilateral and multilateral assistance 
agencies concerns the appropriate role of assistance for investment in physical 
and human capital. In USIAID an intense confrontation took place throughout 
the 1950s and early 1960s between the advocates of capital assistance and the 
advocates of technical assistance-between those advocating aid intended to 
raise output by increasing the supply of capital (often termed "commodity") 
assistance and those advocating aid intended to raise output by changing the 
methods of production (technical assistance) in recipient countries (Wolf, 
1960, p. 61). 

The distinction between aid in the form of financial flows or commodi- 
ties, designed to increase the factors available for production, and aid in the 
form of technical services, designed to change the methods of production and 
enhance the productivity of factors, is conceptually clear within the frame- 
work of neoclassical production economics. In practice, however, it tends to 
be somewhat misleading. 

In theory, technological change implies a possibility of increasing the pro- 
ductivity of existing factors of production. In practice, raising the produc- 
tivity of existing factors frequently requires substantial amounts of new fac- 
tors as well. Technical assistance, viewed as services only, may change 
production possibilities in the static sense of what is known without provid- 
ing the means to change what is done. . . . Similarly, the impact of capital, 
without technical assistance, may raise output by less than would be pos- 
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sible given knowledge of improved methods of using capital. (Wolf, 1960, 
PP. 61, 62) 

The answer, of course, is to view technical assistance and capital assistance J 
as complements rather than alternatives. 

Not until well into the 1960s, however, was a clear intellectual founda- 
tion established for the role of technical assistance. Early programs tended to 
he dominated by a naive "know-how, show-how2'-what today would he 
termed a "technology transfern-perspective. Projects were initiated on an 
ad hoc basis, with little sense of priority or strategy. In the late 1950s sub- 
stantial advances were made in our understanding of the role of technical 
change in releasing the resource constraints on economic growth (see chap- 
ter 2). By the mid-1960s a well-articulated theory of technical assistance he- 
gan to emerge. The core of the theory was what Harry G .  Johnson termed a 
"generalized capital accumulation approach" (see chapter 2). 

The generalized human capital approach has provided an intellectual 1 
foundation for a much broader perspective on the sources of the productivity 1 
gains-the new income streams-that could be realized by a wide range of 
investment in human capital and institutional development. A conceptual 
foundation was established for assessing the relative priorities and the eco- 
nomic gains from technical assistance. Conceptualizing assistance to educa- 
tion as an investment in human capital opened up the issue of variations in 
the rates of return among different levels in the education system. Public 
health and medical care could be conceived of as an industry concerned with 
the maintenance of human capital. Institutional arrangements for supporting 
and rewarding fundamental and applied research could be considered an in- 
vestment in the production of intellectual capital. It became possible to view 
technical assistance for the reform of public finance in terms of institutional 
innovations that would enhance the rate of retum in both material and human 
capital investment. 

These insights were followed by a large body of research that docu- 
mented rates of return to agricultural research (Ruttan, 1982, pp. 237-61), 
agricultural extension (Huffman, 1978), formal and nonformal education 
(Lockhead, Jamison, and Lau, 1980; Psacharopoulos and Woodhall, 19851, 
and health (World Bank, 1980a). Even in areas in which quantitative estimates 
were unfeasible or unavailable, by the late 1960s the human capital perspec- 
tive began to exert a pervasive influence on the thinking of development prac- 
titioners and policymakers. Activities formerly viewed as not directly produc-' 7 
tive were now perceived to be appropriate areas for both development lending 
and technical assistance. The generalized human capital approach also shifted I J a attention from the earlier naive technology transfer perspective to a more se- 
rious concern with assistance for the development of capacity to generate the 
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human capital and to design the new technology needed to sustain technical 
and institutional change. 

The research on institution building and assistance for institutional de- 
velopment (see chapter 2) was also a product of the generalized human capital 
perspective. (A number of such efforts are examined in greater detail in chap- 
ters 10 and 11 .) However, our knowledge of the process of institutional design 
and innovation is far less advanced than our understanding of the effects of 
investment on physical and human capital. Consequently, our ability to draw 
on this knowledge to enhance the productivity of either financial assistance or 
technical assistance remains underdeveloped. 

THE COSTS OF TECHNOLOGY TRANSFERS 

A careful study by Teece of the costs of technology transfer by multina- 
tional firms (1977) provides many useful insights into the specific contribu- 
tions of human capital investment. Earlier, it was conventional to view the 
transfer of technology among countries as almost costless. Teece attempted 
to identify the costs of transferring the relevant "unembodied knowledge" 
over and above the transfer of the material capital by considering four cost 
categories: (a) preengineering technological exchange; (b) engineering costs 
associated with the transfer of process design and engineering; (c) exchanges 
of research and development personnel; and (d) pre-start-up training and de- 
bugging costs. All four cost categories reflect intensive inputs of human capi- 
tal. He also identified several institutional characteristics that influence the 
cost and the success of the transfer: (a) the extent to which the technology is 
completely understood by the transfer personnel of the firm that is the source 
of the technology; (b) the age of the technology and the extent to which it has 
stabilized; (c) the number of firms, and hence the diversity of experience, 
with the technology; and (d) the level or intensity of research and develop- 
ment of physical and institutional infrastructure in the host country. 

Costs are larger when the technology transfer does not involve the close 
institutional collaboration within the multinational firms studied by Teece. 
They will be further magnified if, as suggested in the induced innovation 
literature, the technology must be redesigned or even reinvented (due to dif- 
ferent resource endowments, factor prices, and market opportunities) to make 
the technology economically viable in the host country (Thirtle and Ruttan, 
1987). These costs may be reduced, but not eliminated, by the technical as- 
sistance that is often rendered within the framework of capital lending by the 
multinational banks or bilateral assistapce agencies. 

INVESTMENT IN HUMAN CAPITAL 
A primary rationale for bilateral and multilateral technical assistance is 

that many investments in human and institutional capital have a substantial 
public goods component. Only part of the gains can be captured by the firm 
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that must pay for the technology transfer or will he retained by the country to 
which the new technology is transferred. Mansfield estimated that in the 
United States the private rate of return to industrial research and development 
is equal to only about half the social rate of return (Mansfield, 1977). 

The full gains from more generic investments in education, nutrition, 
and health are difficult to capture by individual households or even by indi- 
vidual countries. There is strong evidence that the social rate of return in 
education substantially exceeds the private rate of return (Schultz, 1971, 
pp. 132-88). Owners of scarce personal assets do not have exclusive private 
use of these assets; it is the value of the assets in a large and complex eco- 
nomic system that makes them most valuable. Significant gains to social in- 
teraction are found above and beyond what individuals can achieve on their 
own (Arrow, 1983, p. 188; Lucas, 1988). The growth of global and political 
interdependence implied a decline in the significance of national boundaries. 
Inasmuch as national boundaries are not coextensive with the scope of eco- 
nomic interdependence, they do not limit the gains of sharing benefits of 
economic growth from investment in human and institutional capital. For ex- 
ample, the export-oriented policies pursued by Japan, Korea (chapter 13), and 
several other East Asian countries have generated much higher rates of return 
to human capital investment than would have been generated by more inward- 
looking policies, and these gains have been shared with the rest of the world 
in the form of lower prices. 

Clarification of the intellectual foundations of investment in human and 
institutional capital broadened the scope of grant and lending activity by both 
bilateral and multilateral assistance agencies in the late 1960s and early 
1970s. The World Bank made its first national educational development loan 
to Tunisia in 1962. In the following decade the Bank's support of invest- 
ment in human capital and institutional development (e.g., health, education, 
agricultural research, and urban and rural development) increased rapidly 
(Heyneman, 1985; Measham, 1986). 

Investment in human capital by bilateral and multilateral donors has 
declined since the early 1980s, however. Assistance agency practice has 
been viewed as less effective in implementing projects to strengthen the in- 
stitutional infrastructure than in implementing projects to strengthen the 
physical infrastructure.' Also, the forms of human capital, the professional 
manpower that is essential for technology and institutional transfer, have risen 
in economic value. As these costs have risen, technology transfer activities 
that make intensive demands on developed country human capital have been 
reduced by both bilateral and multilateral assistance agencies. A third factor 
has been a rise in the major demand for financial transfers associated with the 
slower growth of the developed countries and the debt crisis in a number of 
developing countries in the early and mid-1980s. The tension between the 
theory and practice of the transfer of financial and material resources and 
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assistance for the development of human capital and institutional capacity that 
was so intense in the 1950s has not yet been fully resolved. 

The New Assistance Package and Policy-based Lending 

Although so far financial flows and technical assistance have been dis- 
cussed separately, in practice they may be provided as a bundle. Technical 
assistance for project design has usually been included as part of a major 
infrastructure project or as part of a loan to strengthen a recipient's higher 
education system (Lethem and Cooper, 1983). 

Since the early 1980s, technical assistance has focused increasingly on 
institutional development and policy reform at both the sector and macroeco- 
nomic levels. Perspectives on lending in support of institutional developmen- 
tal and policy reform have varied over time. In the 1960s USIAID engaged in 
intensive bilateral discussions about macroeconomic policies with, for ex- 
ample, India, Brazil, and Turkey (Nelson, 1986; chapters 12 and 14). In the 
1970s, however, USiAID narrowed its focus and concentrated on sector and 
project lending. By the early 1980s the World Bank was assuming a much 

rmore extensive role in policy-based lending than in the 1970s. Evidence was 
growing that poor policies were a major source of poor economic performance 
in many developing countries. L 

The greater emphasis on institutional development and policy reform in 
the 1980s also reflects advances in our understanding of the role of institu- 
tional innovation and policy reforms (see chapter 2). It has become increas- 
ingly clear that very substantial gains in economic performance often are 
available as a result of institutional innovations and policy reforms in the areas 
of macroeconomic trade and price policy. The performance of financial and 
banking institutions is frequently critical to the success of macroeconomic 
reforms. Sorting out the areas that are appropriately organized as public or 
private sector activities is particularly important, and the development of mar- 
kets that provide the incentives necessary to efficiently mobilize and direct 
the efforts of individuals and firms has often paid high growth dividends. (The 
experience with policy-based lending in the 1980s spearheaded by the efforts 
of the World Bank is discussed in chapter 6.) 

The broader perspective on the appropriate elements in a package of 
assistance leads to a more oositive evaluation of the ootential contribution of 
economic assistance to a recipient country's economic development. The view 
that emerged from the evolution of thought on financial transfers emphasized 
the limited growth that could be realized from the simple transfer of financial 
resources. Opportunities to achieve much higher rates of return occur when 
financial transfers are complemented by productivity-enhancing investment in 
human capital and in the institutional infrastructure. Thus, the potential rate 
of return-the potential new income streams-becomes much larger than it 
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could in a situation characterized by simple financial and technology transfer. 
When technical assistance is extended for the development of recipient capac- 
ity for policy analysis and institutional design, constructive dialogue between 
recipients and donors can further enhance the productivity of donor resources 
(see chapters 4-6). 

Nevertheless, the intellectual or  technical capacity of assistance agencies 
and national governments to make effective project decisions is substantially 
limited even when the policy envimnment is favorable. Beginning in the 
1960s, the project-planning staffs of both the donor agencies and the recipient 
governments have tried to incorporate into practice a series of new planning 
and decision tools: social benefit-cost analysis, sector analysis, and comput- 
able general equilibrium models. The assistance agencies have contributed to 
these developments. The World Bank, for example, has invested very sub- 
stantial resources in the development of social benefit-cost analysis (Harber- 
ger, 1987; Lal, 1987). Evaluation units have been established in both multi- 
lateral and bilateral assistance agencies to analyze and feed back into the 
planning and design process the lessons from development assistance. 

In practice, however, sector priorities reflecting national or donor devel- 
opment strategies often have tended to dominate project rate of return calcu- 
lations. Experience suggests that project lending has been most effective when 

J 
both donor and recipient policies have been guided by long-term development 7 
considerations (Leff, 1985; Traxler and Ruttan, 1986 and 1989). The resultsc 
of evaluation studies have carried less weight than anticipated by donor 
evaluation staffs in influencing project design and operation (Cassen, 1986, 
pp. 104-80). 

The debt crisis of the 1980s also has imposed unexpected constraints on 
the objectives-of-policy dialogue. In addition, the slow growth of the world 
economy has provided a less favorable environment for policy reforms than 
the more buoyant environment of the 1970s. The policy reforms involving 
deregulation of domestic markets and an export-oriented trade regime are still 
important, but because the world economic environment is less favorable, the 
growth generated by the reforms may be smaller in the 1980s than in the 
1970s (Bhagwati, 1986). 

The new economic environment in which the assistance agencies have 
found themselves has forced them to deal with a series of new issues and 
complications. The synthesis that emerged with respect to development assis- 
tance theory and practice in the mid- and late 1960s appears less adequate 
from the perspective of the late 1980s than it did in the late 1970s. And the 
new synthesis that has begun to emerge is still incomplete. There continue* -! 
to be general agreement about the relevance of the policy lessons of the i 
1970s-the desirability of maintaining an appropriate real exchange rate, ef- ! J 
fective incentive structures, a high rate of domestic savings, and responsible : 
fiscal and monetary policies. There is also agreement on the need for policies 

_i 
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designed to enhance investment in human capital and the capacity to generate 
productivity growth in both the agricultural and industrial sectors. 

But agreement is still lacking in theory or practice as to how to approach 
medium-term macro-adjustment processes. We understand a good deal about 
the macroeconomic policy environment that is consistent with supply side 
growth policies. Still, our understanding of the domestic and external eco- 
nomic and political forces that induce institutional innovation and reform re- 
mains deficient (chapter 2). The knowledge to prescribe or support the poli- 
cies needed to achieve a transition from the massive disequilibrium that 
characterizes both national and international economic relations represents a 
particularly serious gap in our understanding. The experience of the 1980s 
has made it clear that macroeconomic imbalances that lead to rapid inflation 
have much more detrimental effects on long-run growth prospects than had 
earlier been appreciated. But the linkages between inflation and growth are 
not yet well understood. 

A new synthesis that can adequately accommodate the insights of devel- 
opment theorists and practitioners has yet to emerge.' We will return to this 
issue in the final chapter. 
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In Chapter 2 it is argued that the economic environ- 
ment of developing countries is of overriding importance in determining the 
success of development efforts. Three major interrelated components of this 
environment are identified: the macroeconomic policy framework, the mi- 
croeconomic incentive structure, and the physical, institutional, and human 
infrastructure. Chapter 3 discusses how aid could in principle contribute to 
the improvement of this economic environment. The purpose of the present 
chapter is to summarize the evidence of the interaction between aid and na- 
tional economic policy in the promotion of development based on the country 
studies and other developing country experience. The focus is on tkinterac- 
tions between-aid and macroeconomic policy and. between aid and the micro- 
economic incentive structure. .. - .. ~ 

Economic Policy Experience: A Summary View 

The country studies presented later in this volume show significant dif- 
ferences in the extent to which a developing country's macroeconomic and 
incentive policies effectively support the pursuit of development objectives. It 
is hardly surprising that the effectiveness of aid has also varied considerably. 
Policies have differed both among countries and for the same country over 
time. With respect to macroeconomic policy, the country experience ranges 
from the high inflation, deficit spending, and financial instability of Ghana in 
the late 1970s and early 1980s to the relative economic stability and low 3 
budget deficits experienced by India and Korea in the last few years. In com- 
parison, since the 1950s Turkey has itself experienced several cycles of deficit 
spending, inflation, and massive external imbalances followed by periods of 
stabilization and adjustment. In many respects, the experience of the five _- 
countries -..- studied ... . ,.. .. is . .~ . representatwe . . ...... . . . . offhe-experiEnFiof 'alargee'n'umber of 
developing countries in the postwar penod: Countries as diverse as Argentina, 
Chile, and N ~ w i a  have exhibited this pattern of expansion, inflation, and 
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stabilization at several points during the last twenty-five years. In other coun- 
tries, such as Tanzania, the combination of ineffective macroeconomic poli- 

./ cies and distorted patterns of domestic incentives has led to long-term eco- 
i nomic stagnation. 

This boom-bust syndrome frequently has its origins in the developing 
country's own drive to stimulate development through public sector in- 
vestment. Ambitious but poorly designed investment programs are usually 
launched without the necessary increase in domestic savings and appropriate 
exchange rate management. The effect has frequently been inflation, an ap- 
preciating real exchange rate, and shortages in foreign exchange availability, 
all leading inevitably to a balance of payments crisis, devaluation, monetary 
and fiscal retrenchment, and so on. 

In recent periods, excessive absorption and inflation in many developing 
countries has been linked to large government deficits. These deficits are i 

1 sometimes related to excessive central government investment expenditures, 
i but most frequently they result from inflated government payrolls, as well as 

government subsidy programs. Government subsidies either are explicit (e.g., 
the general food subsidies provided by Sri Lanka to the entire population 
through most of the sixties and seventies) or result from central government 
support to public sector enterprises, which for a variety of reasons are often 
operated at a loss. 

In Argentina, losses in the over three hundred state-owned enterprises 
are estimated at $2 billion annually. These enterprises hold $1 1 billion of the 
country's $46 billion foreign debt and are a major cause of persistent govern- 
ment budget deficits (Choksi, 1986). In Egypt, state-owned enterprises ac- 

/ count for 45 percent of total fixed investment. Most have sustained large and 
j growing deficits, low rates of capacity utilization, and inadequate financial 
; rates of return. These deficits account for about one-third of the national fiscal 
1 deficit (World Bank, 1987, box 7.5). 

At times, major changes in the international environment have produced 
major and often rapid shifts in the economic conditions confronting the de- 
veloping countries. In some cases these changes have been positive, as in the 
case of the commodity price boom of the early 1970s. In other cases the 
changes have been highly adverse: the oil price increases of 1973-74 and 
1979; the economic recession of the early 1980s; and the rise in real interest 
rates and the decline in commodity prices during the 1980s. Again, the mac- 

/ roeconomic performance of individual developing countries in the face of 
/ such economic shacks has depended critically on their own policies of adjust- 

.~. i ment . to . . ~ .  the internationalenvironment (Kmeger, 1987a and 1987b). ... 

With regard to the complex set of policies affecting the incentives for 
production for the home market or for exports, a fairly regular pattern evolved 
early on for most developing countries. In most instances policymakers re- 
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jected the notion of comparative advantage in favor of efforts to pursue indus- 
trialization via import substitution, necessarily involving significant protec- 
tion through trade controls. 

Some protection was initially introduced following a balance of pay- : 
ments crisis. But even then protection often proved not to be temporary, as j 
costs failed to decline over time and industries remained high-cost and un- 
competitive. Policymakers in developing countries were then quickly con- : 

fronted with overvalued exchange rates, usually because they maintained a 
fixed nominal exchange rate while domestic prices increased more rapidly 
than international prices. The problem was often compounded by excessively 
ambitious development plans and/or deteriorating terms of trade. Policymak- ., 
ers responded by adopting quantitative restrictions partly to foster domestic 
industry but more importantly to restrain excess demand for foreign ex- 
change. These quantitative restrictions increased protection well beyond the 
range of products and levels warranted by any infant industry considerations. 
Heavy protection on imports led to high-cost purchased inputs for exporters, 
which, along with the overvalued exchange rate, served as a disincentive to 
exporters, further confounding the problem. , . 

Once in place, restrictions tended to become increasingly severe over 
time, both because of the tendency for export proceeds to rise slowly and 
because of tendencies for increasing currency overvaluation.' Since the de- 
mand for imports rose with efforts to stimulate development, and planners 
tended to underestimate import demands, excess demand for imports also 
increased with time. Instead of altering the exchange rate, authorities in most 
developing countries chose to restrict imports further through increasingly 
severe licensing restrictions (see, e.g., chapter 15 on Ghana). 

The overvalued currency and <~[ri.$tiy$~li$ee~~~g~$t$rn not only dis- / 
couraged exports but also conveyed higher and higher levels of protection to 
domestic producers. This in turn created incentives for the domestic produc- 
tion of many goods, regardless of whether there was any prospect of reason- 
able economic efficiency at any later date. Many domestic producers enjoyed\ / 
virtual monopoly positions as competition from imports was prohibited and I 
restrictions on imports of intermediate goods precluded the entry of domestic 
competitors (see chapter 12). Hence, even in industries in which there might 
have been comparative advantage, the incentives for low-cost production were 
relatively limited. As these policies continued, import substitution progressed 
to ever higher-cost industries both because they were increasingly capital- 
intensive and because the domestic market was too small to permit economi- 
cally sized plants. 

Parallel to, and in part as a consequence of, the heavy protection of 
industry and the overvaluation of the exchange rate, agricultural production 
has been heavily penalized in most developing countries (see World Bank, 
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1986a, chap. 4). Consumer prices of foodstuffs have been kept below world 
market levels, in part because of the desire to cater to the demands of powerful 
urban interests. This has necessitated either significant subsidies or keeping 
the prices to producers low, or a combination of the two. Where producer 
prices have been kept artificially low, governments have attempted to offset 
the problem by providing subsidies to fertilizer and other inputs. By and large 
these efforts at offsetting imperfections in the goods market have not been 
successful in achieving the intended results and in many cases have had un- 
intended adverse income distribution effects. Subsidized credit and inputs 
have had to he rationed, and the benefits typically have accrued to large 
farmers. 

Distortions have also been introduced by governments in the factor mar- 
kets. Interest rates have been controlled in general or for specific sectors, such 
as public enterprises. Frequently interest rates have been negative. In a sample 
of nine developing countries examined in the 1987 World Development Re- 
port, on the average over the period 1970-83 eight had negative real deposit 
rates, and six had negative real lending rates (World Bank, 1987, box 7.6). 
As a consequence of cheap subsidized credit, the capital intensity of produc- 
tion has been encouraged, leading to wasting of scarce resources, as well as 
discouraging savings. 

Distortions are equally frequent in labor markets. The main forms in- 
volve minimum wage legislation, limitation on laying off workers, as well as 
setting of public sector wages at higher levels than for comparable jobs in the 
private sector (Heller and Tait, 1983). 

The degree of distortions in product and factor markets varies consider- / ably among developing countries. Very few economies, such as Houg Kong, 
I 
I have maintained an open trade regime and a distortion-free domestic market 
\ environment. Some countries, such as Korea, Singapore, and Taiwan, origi- 

nally started with a heavily inward-looking distorted policy regime but over 
the last two decades have moved progressively to a policy framework that, 
while not free of distortions, does not significantly bias production toward the 
domestic markets. Many other countries, such as Chile, Turkey, Mexico, 
Nigeria, and Indonesia, have been making significant efforts to reduce eco- 
nomic distortions and improve economic efficiency in recent years. But in far 
too many others serious reform efforts have yet to be initiated. In most cases, 
it appears that inward-oriented countries tend also to have significantly more 
distortions in their factor markets (see Kmeger, 1983). 

.- -~ .- .. . .~. ~  consequences of ineffective macroeconomic policies compounded 
by microeconomic distortions on economic growth have been highly adverse. 
Because of the dislocations caused by increasingly severe balance of pay- 
ments problems, rates of economic growth tended to slow down over time 
until corrective action was taken. Thus, many developing countries experi- 
enced "cycles" of growth. 
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First, a balance of payments crisis would force a slowdown in economic 
activity. Then the situation would become sufliciently desperate that the re- 
gime would he liberalized and the exchange rate altered to a realistic level in 
the midst of domestic recession and acute shortages of imports (often includ- 
ing essential intermediate goods such as petroleum). Then would follow a 
period of slow growth during which export earnings would increase and im- 
port demand would be relatively restrained because of the low level of do- 
mestic incomes. When foreign exchange reserves would start to accumulate, 
the authorities would relax the import regime and/or adopt more ambitious 
spending plans. Either way, imports would boom, domestic production would 
expand rapidly, export earnings would fail once again to keep pace with rap- 
idly rising import demand, and another balance of payments crisis would 
ensue. 

Second, the tendency toward production of ever-higher cost (relative to 
the international cost) goods, with increasingly capital-intensive techniques, 
meant a slowdown in growth as the incremental output-capital ratio fell. Thus, 
both a cyclical growth pattern and a secular tendency for the growth rate to 
decline came to be associated with highly restrictive, import-substitution- 
oriented trade regimes. 

There is extensive evidence that countries with an outward trade orien 7, >Y tation have achieved higher economic growth than countries with inward 
oriented trade regimes (see Balassa, 1984; and Kmeger and Michalopoulos, 
1985). Recently these findings have been extended to a sample of forty-one '- 
developing countries (Greenaway, 1987). It has also been shown that outward 
orientation is positively related to such variables as growth in industrial output 
and employment, the rate of domestic savings, the outputlcapital ratio, and 
growth in total factor productivity. Similarly, in a sample of thirty-one devel- 
oping countries over the period 1971-85 there was evidence that the greater 
the distortion in interest rates, the lower the industrial and aggregate economic 
growth (World Bank, 1987, box 7.5). 

Perhaps nowhere is the contrast in the structure of incentives more vivid 
than in the comparison between Ghana and the Ivory Coast (chapter 15). With 
resource endowments similar to those of the Ivory Coast, Ghana pursued poli- 
cies of heavy industrial protection with a bias against agriculture, which led 
to a series of crises and stagnant growth. In comparison, the Ivory Coast 
pursued a much more evenly balanced set of incentives and until recently 
showed a remarkably strong growth performance. 

Korea, on the other hand, started with an import substitution regime but 
recognized its adverse effects on growth and was able to make a remarkable 
transformation in its economy (chapter 13). The required policy shifts in- 
cluded a move toward a realistic exchange rate (which was then maintained, 
at least with purchasing power parity, at a realistic level to provide adequate 
incentives to exporters), liberalization of the trade regime at least to a point 
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where exporters were enabled to purchase their inputs from their preferred 
supply source at international prices, and a removal of the extreme bias in 

r f a v o r  of import substitution activities. When these policy shifts were under- 
taken, the increase in the efficiency of economic activity was remarkable. 1 Growth rates rose spectacularly, as did the rate of domestic s av ing  However, 

1 the prospective returns on investment were increased so much that additional ? capital, over and above domestic savings, was highly profitable. In the early 
stages of development much of this was provided by aid. As the economy 
progressed, commercial capital flows provided the main supplement to do- 
mestlc savmgs. 

The Interaction between Macroeconomic Policies and Development 
Assistance 

It became aDoarent to eovernments in the 1950s and earlv 1960s. when 
L .  - 

the cumulative difficulties inherent in restrictionist trade regimes had not yet 1 become evident, that their "foreign exchange shortages" constituted an effec- 
! tive constraint on their ability t; undertake investment projects and permit 
! rapid economic growth. In many instances, receipts of aid permitted signifi- 

cantly higher levels of investment in the short run than would otherwise have 
been possible, given available sources of foreign exchange. And given the 
distortionary macroeconomic and trade policies being pursued at that time, 
there can be little doubt that foreign aid permitted growth at rates in excess of 
what would otherwise have been attainable. However, since the dislocation 

I associated with inflation, overvalued exchange rates, increasingly restrictive 
trade policies, and distorted product and factor markets inevitably implied a 
slowdown in growth rates, aid may have postponed the time when govern- 
ments were forced to take corrective actions. 

There have been some cases, such as Taiwan and Korea, in which coun- 
try analyses have concluded that economic assistance made a large contribu- 
tion to economic growth notwithstanding a less than optimal policy setting 
especially at the initial stages essentially because aid was provided in very 
large amounts (see chapter 13; and Jacoby, 1966). Indeed, in Korea it was / only when it became apparent to the government that U.S. bilateral assistance 

I would be substantially reduced that the government initiated a series of policy 
, reforms that formed the basis for a subsequent successful economic perfor- 
I 
1 mance. This does not mean that all foreign assistance during a period of 

! macroeconomic disequilibrium is counterproductive. Many of the infrastmc- 
',, ture projects undertaken in Korea during the earlier period of widespread 

I distortions in macroeconomic policy were essential in permitting higher 
' growth when the policy environment was improved. However, the ample 
1 availability of aid resources in the earlier period prolonged the existence of 
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multiple exchange rates, rapid inflation, and a restrictive trade regime (see 
chapter 13). 

There is also little doubt that the macroeconomic environment in some 
countries, such as Ghana and Tanzania, was so severely distorted during sev- 
eral periods of the 1960s and the 1970s that projects supported by economic 
assistance (as well as those not supported) were not especially productive and 
did not contribute significantly to economic growth (see chapter 15; and Lele, 
1984). In Ghana, for example, the volume of cocoa exports peaked in 1965; 
thereafter, in the face of increasingly severe currency ovewaluation and poli- 
cies by the domestic marketing hoard that further penalized producers, they 
declined to half of that level by 1976 and fell an additional 25 percent by 
1982. Prices received by producers were so low that little replanting was 
undertaken, and both yields and area under cultivation fell over time. In this 
environment efforts by donors to increase agricultural output were doomed to 
fail. In Tanzania the pressure of ineffective macroeconomic and incentive 
policies contributed to a substantial decline in output over a long period in the 
1970s and 1980s. During most of this period Tanzania continued to receive 
considerable assistance, although there were disagreements both among the 
donors themselves and between major donors and the government over appro- 
priate policy directions. 

Donors usually tend to reduce resource levels andlor the scope of assis- 
tance when they perceive that the policy environment has become obviously 
distorted and there are no other overriding political objectives. Aid to Tan- 
zania and Ghana in the late 1970s and early 1980s was ultimately reduced 
substantially because of weaknesses in the policy environment. Similarly, aid 
to countries such as Ethiopia and Campuchea has been concentrated primarily 
on food relief programs to help address famines. There are two reasons for 
such programs: (1) some aid programs, such as education or famine relief, 
can make a contribution irrespective of the policy environment; and (2) con- 
tinued if limited assistance during periods of an ineffective policy environ- 
ment can he used as an instrument of demonstrating continued interest in the 
recipient's development and as a vehicle for the conduct of a policy dialogue 
that over time could lead to a policy environment more conducive to de 1 
velopment. Indeed, following substantial changes in policy direction in the7 1 
mid-1980s a significant flow of aid resources resumed to both Ghana a n d 1  

.. 
Tanzania. 

In practice, bilateral donors have sometimes terminated programs of as- 
sistance ostensibly on the grounds that the economic policies of the recipient 
were not supportive of development. These terminations have often been po- 
litically motivated-in the sense that neither the donors nor the recipients 
found it politically advantageous to maintain an aid relationship-usually fol- 
lowing a coup or a revolutionary change in the recipient c o ~ n t r y . ~  
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Implications of the Incentive Structure for Aid Effectiveness 

The existence of severe distortions in the structure of incentives in de- 
veloping countries has implications for aid effectiveness at various levels. At 
the macroeconomic level, a recent study by De Melo (1987) shows that in a 
general equilibrium setting the output-capital ratio-a crude measurement 
of productivity-was higher for countries with outward-oriented or neutral 
strategies than for countries pursuing heavily distorted inward-looking strate- 
gies. This finding is consistent with other evidence on this issue (World Bank, 
1987). De Melo further shows, however, that the marginal productivity of 
foreign capital is highest in inward-looking inefficient regimes because in 
such regimes there is a very high premium on foreign exchange. This, of 
course, does not imply that priority should be given to providing assistance 
to such countries. Indeed, the opposite is the case: the overall effectiveness 
of a given aid inflow is highest when accompanied by a neutral set of incen- 
tives that do not distort resource allocation. 

At the sectoral level, distortions have led to less efficient resource alloca- 
tion and especially discrimination against agricultural production and export- 
oriented industry. At the project level, distortions have led to the undertaking 
of inefficient activities. 

IMPLICATIONS OF THE INCENTIVE STRUCTURE FOR SECTORAL RESOURCE 

ALLOCATION 

Distortions in the structure of incentives frequently have resulted in as- 
sistance to some key sectors being less effective than it might have been. A 
realistic exchange rate and trade policies are especially critical in the context 
of efforts to promote structural change involving increasing industrial ex- 
ports. In the developing countries that pursued inward-oriented trade policies, 
in comparison with the newly developed import substitution industries the 
traditional export industries were generally at a disadvantage, despite the fact 
that the economic return from their expansion would often have been higher. 
Moreover, the potential that some import-substitution industries undoubtedly 
had to develop into export industries was not fully exploited, again largely 
because of skewed incentives. In many instances (again including India, 
where there was a special export promotion unit within USiAID to assist in 
the encouragement of industrial exports) aid projects were developed to en- 
courage exports. Those projects would have been either more effective or 
unnecessary in the presence of a more realistic exchange rate. 

Aid in support of agriculture has also been rendered less effective 
through the presence of an inappropriate incentive structure and inappropriate 
exchange rate policies. Because in the early stages of development such a 
large fraction of the population is engaged in agricultural production, and 
such a high percentage of the national income is generated by the agricultural 
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sector, many aid programs have been heavily oriented toward raising agricul- 
tural productivity through a variety of means. Many aid projects were de- 
signed to increase production of selected key commodities by subsidizing 
inputs and credit in an effort to make production more profitable and hence 
more attractive (see chapter 9). However, the value of the subsidy entailed in 
these programs was frequently far less than the disincentive effect, or tax, 
inherent in an overvalued exchange rate. In addition, efforts to overcome dis- 
tortions with subsidized credit programs have proven highly ineffective. For 
example, subsidized inputs and credit tend to go to larger, better-off farmers; 
subsidized fertilizer is not used well; and credit is not repaid (Virmani, 1986). 

In India, for example, the overvaluation of the exchange rate in the early 
1960s constituted a tremendous disincentive for producers to grow export 
crops (Bhagwati and Srinivasan, 1975). The relative domestic prices of these 
crops (including tea and jute) were so low that supply failed to grow as rapidly 
as it would have at more favorable prices and India's share of the world market 
fell sharply. Meanwhile, agricultural assistance projects were addressed to 
increasing the supply of these and other commodities. After the devaluation 
of the Indian rupee in 1966 a more realistic exchange rate prevailed. The 
success with raising production during the Green Revolution was partly attrib- 
utable to aid programs and government efforts to stimulate agriculture; how- 
ever, the additional incentives provided by the changing relative prices asso- 
ciated with devaluation were undoubtedly a precondition for success. 

For many countries, especially in Africa, the failure of agricultural pro:? 
\ duction to grow at satisfactory rates was to a significant extent due to the 

relatively low prices producers received for their outputs. That peasants are 
responsive to the incentives they confront and will alter their outputs in re- 
sponse to those incentives is one of the most important lessons from devel- 
opment experience to date (see chapter 9). Relatively low prices were in turn 
a reflection of the exchange rate, compounded by the high relative prices of \ 
manufactured goods encouraged by the trade regime. A more realistic ex- 1 

I change rate and outward-oriented trade policy would have provided substan- 
tially larger incentives to agricultural producers. Assistance to encourage ag- / 
ricultural production had a substantially higher payoff in the presence of I 

! realistic exchange rates and trade pol ic ie~.~ ~ -- 

EVALUATION OF PROJECTS 

In the presence of price distortions arising from product and factor mar- 
ket imperfections, as well as from protection and exchange rate overvaluation, 
it is appropriate to use shadow pricing for factor inputs and "border" (or 
international) prices for evaluating the benefits and costs of individual pro- 
jects. Shadow pricing of labor and capital inputs has been common practice 
among most donors evaluating potential projects. Even when donors are fully 
aware that domestic prices diverge from international prices, however, ad- 
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justment of estimated costs and benefits to take these divergences into account 
is difficult and employs the time of highly skilled individuals whose skills 
could be more productively employed elsewhere. 

In the early aid experience even those adjustments were seldom at- 
tempted. Project evaluation, which is probably one of the areas where aid 
made a considerable long-run difference in improving the abilities of develop- 
ing countries' governments to allocate their internal resources more rationally 
than had earlier been the case, was generally based on existing prices. Limited 
project analysis capability, as well as the desire not to antagonize recipient 
priorities, resulted in donor support for many projects, especially in the in- 
dustrial sector, that were viable only under heavy protection and therefore 
allocated resources wastefully. Examples of such practices abound, but the 
waste was blatantly obvious in such capital-scarce countries as Tanzania and 
Ghana. Indeed, because highly protected industries could not withstand inter- 
national competition, each new protected industry that emerged represented 
more political pressure for continuing protection and made liberalization of 
the trade and payments regime more difficult. In that sense, aid that went to 
financing high-cost production also went to building in pressures to maintain 
the uneconomic system. 

Moreover, when projects that were socially worthwhile hut financially 
unprofitable due to distortions were undertaken, governments had to use 
scarce financial resources to cover the shortfall. Regardless of whether the 
project was undertaken in the private sector (induced presumably by a sub- 
sidy) or in the public sector (which would then incur a loss to be covered by 
other budgetary sources), funding was necessary. There are real resource 
costs associated with such financing irrespective of whether the funding 
comes from diverting existing sources of revenue or from raising additional 
revenues. 

Among the lessons that have been learned by almost all foreign assis- 
tance agencies is the importance of evaluating projects using shadow pricing 
and of using border or international prices. At the same time, it is increasingly 
widely recognized that if the exchange rate is permitted to become signifi- 
cantly overvalued for a protracted period of time and the exchange control 
regime is increasingly restrictive, project evaluation becomes subject to in- 
creasingly wide margins of error, and it becomes increasingly difficult to nn- 
dertake socially profitable but financially unviahle projects. 

Facilitating Change in the Incentive Structure 

Given the significant costs that a distorted structure of incentives gener- 
ates, a possible productive use of aid can be to promote policy reform aimed 
at reducing distortions in the factor and product markets, including the trade 
and payments regime, so as to make resource allocation more efficient. The 
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debt problems faced by developing countries in recent years have focused 
attention on the importance of reducing price distortions as a means of pro- 
moting structural shifts that favor increased production of tradables, as well 
as general improvements in economic efficiency and economic growth. Many 
donors, under the leadership of the World Bank, have emphasized the need 
for developing country reforms in the structure of their policy incentives and 
have provided assistance specifically aimed at encouraging such reforms. 

Many areas of reform have been the focus of World Bank policy lending 
using sectoral and structural adjustment loans (see chapter 6). Particular atten- 
tion is being devoted to pricing reforms in agriculture, energy, and public 
sector enterprises. Tax system, interest rate, and financial sector reforms have 
also been supported in several countries; but perhaps the most frequent target 
of support has been the reform of the trade regime (Michalopoulos, 1987). 
As already indicated, once high-cost import-substitution industries are in 
place, there are political pressure groups supporting the maintenance of poli- 
cies that are uneconomic from the viewpoint of the country's long-run devel- 
opment interests. One of the most difficult political measures to be undertaken 
to which aid can contribute is the thorough reform of the trade and payments 
regime. 

While the payoff from reform of the trade regime is high, there are sig- 
nificant difficulties involved in undertaking it. Those who will eventually gain 
do not necessarily realize it, while all those standing to lose can easily see 
that reform is not in their self-interest. In addition, there is a strong tendency 
to underestimate the general benefits and to fail to recognize the new oppor- 
tunities that reform and more rapid growth will create. Moreover, policymak- 
ers must be able to provide visible proof that the new, liberalized policies will 
be sustained, or individual producers will he hesitant to respond to the new 
incentive structure for fear that it will he temporary. Finally, without some 
source of foreign exchange, policymakers cannot liberalize the import regime 
until exports respond to altered incentives, yet altered incentives cannot be 
achieved until the import regime is liberalized. 

The first and second considerations point to the likelihood that there will 
be political opposition to liberalization and that the longer the benefits of 
liberalization are delayed, the greater and longer-lasting the opposition will 
be. The third point pertains to the need to provide assurances that the new set 
of incentives will he long-lasting. This need is especially important in coun- 
tries where previous reform efforts have proved to be short-lived. The fouah 
aspect relates to policymakers' need to he able to liberalize the regime at a 
time when existing incentives have led to a shortage of foreign exchange-in 
a sense, there is a chicken and egg problem. 

In the absence of support from abroad, reform is inherently risky. In 
order to liberalize imports, policymakers would have to suppress domestic 
demand, which in turn would result in a lower level of economic activity than 
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would otherwise be desirable. Consequently, the resulting recession would 
strengthen the political forces opposed to the liberalization. Meanwhile, the 
absence of sufficient backing and available foreign exchange reduces people's 
willingness to. believe that the new measures are likely to be long-lasting. 
When producers hesitate to alter their behavior, the period of uncertainty and 
transition is increased, which allows more time for political opposition to 
mount (Papageorgiou, Michaely, and Choksi, 1986). 

Many of these considerations apply to reforms in other sectors where 
change is likely to encounter political opposition. The inherent difficulty of 
trade reform and its increasing riskiness in the absence of adequate foreign 
exchange backing, however, provides an exceptionally high-return aid en- 
deavor (Cooper, 1971; Kmeger, 1978). This indeed is one of the fundamental 
justifications for the emphasis on trade reform in the structural adjustment 
lending by the World Bank since 1980 (chapter 6). 

Sufficient backing by the aid donor community can instantly increase the 
credibility of the reform effort; simultaneously it can permit a higher level of 
economic activity during the adjustment period than would otherwise be con- 
sistent with liberalized imports. These two factors together can serve to di- 
minish substantially political opposition to aid and to accelerate producers' 
responses to the altered incentives. Added speed of adjustment, a higher level 
of economic activity, and the greater availability of imports can all he 
achieved through aid.4 

It is important, however, that a government receiving aid for the purpose 
of trade liberalization proceed to carry out the reforms on which the aid is 
predicated. Otherwise the influx of foreign aid would simply permit the con- 
tinuation of policies that support an overvalued exchange rate. Worse yet, 
there is evidence, especially from Africa, that increases in aid would result in 
an appreciation of the exchange rate (Van Wijnbergen, 1986). Such a devel- 
opment would then discourage exports and lead to further pressure on the 
balance of payments, leading to further demands for aid in a vicious cycle 
that can be stopped only through parallel trade reforms. 

An outstanding example of the productivity of allocating foreign aid to 
facilitate policy reform isprovided by the Turkish devaluations of 1958 and 
1980-81. The realignment of policies in both cases was accompanied by an 
increased flow of imports. In the first instance, inflation was reduced from the 
double-digit range to less than 5 percent. Reduced inflation was also achieved 
in the second reform effort, but the end result was a reduction in the rate from 
100 percent to 35 percent. In each instance, export earnings grew rapidly and 
the rate of economic growth exceeded 5 percent in the year following the 
change in policies. By contrast, the Indian devaluation of 1966 was accom- 
panied by little liberalization of imports other than intermediate goods used 
in domestic production. The recession that followed (which was compounded 
by drought) intensified the political opposition to the move. As a conse- 
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quence, the devaluation was not followed by other policy initiatives to change 
incentives and represented only a once-and-for-all change in relative prices 
rather than the beginning of a longer-term, sustained liberalization effort. 

Conclusion 

The above discussion suggests that implementation of sectoral or project- 
specific assistance programs must be undertaken only after a careful assess- 
ment of the recipient's overall economic policies. Not only is knowledge of 
the macroeconomic environment essential for appropriate project evaluation 
but assistance can have enhanced payoffs when undertaken in the context of 
appropriate domestic economic policies. 

There is little question that appropriate relative prices and rewards for __ _ .,,, . - . . . .  .... , 

producers' . .., , ,..,. - economlc actlvrties, represent the most important single induce- 
ment to rational ris'hirce allocation. That implies that foreign assistance de- . . . . . . . 
voted*fo facilit'ating increases in production in sectors where relative prices : 
are depressed by domestic economic policies is far less effective than it would! 
be were relative prices appropriately aligned. By the same token, an important 
role of economic assistance might be as a means of supporting policy reform 
that would improve the structure of incentives and thus the efficiency of re- 
source use and the effectiveness of future aid. 



Donor Policies, Donor Interests, 
and Aid Effectiveness 

KEITH JAY AND 
CONSTANTINE MICHALOPOULOS 

While economic development is often stated as the 
goal of donor economic assistance flows, donors in fact provide such assis- 
tance in pursuit of a wide variety of objectives. Not only is economic devel- 
opment of the recipient at times viewed by the donors as secondary to the 
pursuit of these other objectives but the two can directly conflict on occasion. 
These other donor objectives may include supporting a particular government; 
strengthening cultural ties between donor and recipient; or promoting the 
commercial, economic, or political interests of the donor. Humanitarian mo- 
tivations, such as raising ths consumption level of the poor or providing relief 
in the aftermath of a natural catastrophe, are another important and frequent 
rationale underlying donor assistance flows. While the pursuit of humani- 
tarian objectives can contribute importantly to a country's economic devel- 
opment efforts, the two objectives are not identical and are often pursued 
through different aid instruments. 

1 :  , . Several potential benefits may accrue to either the donor or the recipient 
t I as a consequence of the pursuit of these national objectives through economic 

aid. Frst, the donor or the recipient, or both, may obtain political, security, 
or otKnoneconomic benefits. Large amounts of economic assistance were 
provided by the United States to Vietnam in the 1960s and early 1970s and 
are currently being provided to Israel and Egypt in support of political objec- 
tives. Eighty percent of Soviet and Eastern European aid goes to Vietnam, 
Cuba, and Mongolia in support of friendly governments. The extensive 
French aid to education provided to former-French colonies in Africa and the 
strong focus of OPEC assistance on Arab countries derive in part from cul- 
tural and political considerations. S e c e c .  the donor may obtain specific eco- 
nomic benefits through aid tying, mixed credits (where aid is combined with 
export credits), and similar practices, but at the cost of reducing the real value 
of the aid provided to the recipient. Third, -~ ~ the recipient may benefit because 
the volume of aid that donors are willing to extend in pursuing these nondev- 
elopment objectives is higher than the amount they would have been willing 
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to provide if the economic development of the recipient and improved world- 
wide allocation of resources were their sole objectives. 

Pursuit of nondevelopment objectives-whether political, cultural, or 
commercial-through economic aid can potentially have a seriously detri- 
mental impact on aid effectiveness by affecting (a)  the country allocation of 
the aid or (b),  given the country allocation, how effectively the aid is used. 
Aid effectiveness depends critically on the recipient's policies, but if a donor, 
for example, provides aid in order to pmmote mutual security objectives even 
where the economic policies of a recipient are not conducive to development, 
aid effectiveness is likely to suffer. The costs in terms of aid effectiveness that 
the pursuit of these objectives entails are difficult to quantify. Nonetheless, 
evidence of their presence can be gleaned from the experience of waste and 
inefficiency in aid programs that had been motivated primarily by the pres- 
ence of nondevelopment objectives. 

Donors have an opportunity to pursue national objectives much more 
openly and much more directly through bilateral than through multilateral 
assistance. Nonetheless, donors also may influence the aid practices of mul- 
tilateral aid institutions, making them more supportive of the donors' overall 
foreign policy objectives. 

j In this chapter we first consider the allocation of assistance and its link- 
ages to donors' interests as opposed to recipients' policies and needs. Subse- 
quently we discuss how the pursuit by various donors of foreign policy and 
commercial objectives, primarily through bilateral assistance, tends to impose 
costs and constraints on the attainment of development objectives. This dis- 
cussion focuses on the implications of aid tying and donors' pursuit of com- 
mercial objectives. Next, we examine the evidence that pursuit of nondevel- 
opment objectives has helped augment the volume of official assistance. 
Finally we draw some conclusions about the implications for multilateral and 
bilateral aid of pursuit by donors of nondevelopment objectives through their 
aid programs. 

Principles of Aid Allocation 

Chapters 3 and 4 argue that aid effectiveness is affected by the quality of 
the economic policies of the recipient. In principle, therefore, if donors were 
interested in maximizing the development impact of their assistance, recip- 
ients' policies (present and future) should be an important criterion for 
aid allocation among countries. It has also been argued that on economic 
grounds, particularly in light of the limited availability of such flows, conces- 
sional assistance should be allocated largely to lower-income countries, pro- 
vided of course that they are pursuing appropriate economic policies. If the 
allocation of concessional assistance does not conform to these criteria, then 
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aid would be provided to countries that may not use it effectively or to coun- 
tries where the relative need for scarce concessional flows is far less. 

There is abundant statistical evidence however, that donor interests rather 
than general considerations of efficiency or recipient countries' policies and 
needs, have dominated the country allocation of bilateral assistance. Early 
analysis of the issue showed how historical relationships between donors and 
recipients, as well as domestic political factors in each country, influenced 
the allocation of assistance resources (White, 1974). Cold war considerations 
were an important factor in explaining per capita aid allocation for the United 
States in the 1960s, while trade ties were an important variable explaining 
French and British aid allocations (Wittkopf, 1972). 

Similar conclusions were reached by McKinlay and Little (McKinlay, 
1978; McKinlay and Little, 1977, 1978a, 1978b, 1979) in their investigations 
of the allocation processes of four major donors. They attempted to explain 
the country allocation of aid for the same four donors analyzed by Wittkopf 
(the United States, the United Kingdom, France, and Germany) during the 
1960s, on the basis of two alternative models, one reflecting "recipient need" 
and the other "donor interest." The application of the recipient-need model 
yielded no statistically significant results for any of the four donors. By con- 
trast, the donor-interest model, which contained such factors as strategic, 
political, and trade interests, yielded statistically significant explanations of 
aid allocation. 

More recently, Maizels and Nissanke (1984) confirmed and extended 
these earlier findings. The two authors used again a recipient-need versus 
donor-interest, two-model approach for a larger number of countries, for two 
periods (late 1960s and late 1970s), and for both bilateral and multilateral aid. 
They found that recipient need does not provide an adequate explanation for 
the aid allocation by bilateral donors. However, the balance of payments vari- 
able in their model was significant. This would suggest that aid allocation by 
bilateral donors is responsive to short-term balance of payments problems of 
recipients. But clearly, while this might he helpful, it does not necessarily 
conform to the economic rationale for providing assistance for long-term de- 
velopment. If assistance for balance of payments support is not combined 
with appropriate conditionality with regard to policy reform by the recipient, 
it might permit continuation of the ineffective recipient policies that may have 
contributed to the balance of payments problems in the first instance. 

The authors found that the donor-interest model provided a very good 
explanation of bilateral aid allocation for the period 1978-80 (but not for the 
earlier period). The key explanatory variables for bilateral aid as a whole were 
political and security interests, as evidenced by arms transfers and particular 
regional interests. For the individual donors, different self-interest variables 
were important. For the United States, strategic considerations were most 
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Table 5.1. Percentage Distribution of Total Assistance to Developing Countries, 
by Country Group for Selected Years (Three-Year Average) 

Official Development Assistancea 

OECDIDACC OPECd Multilateral Other Flowsb 

PerCapitaGNP 1973-75 1982-84 1973-75 1982-84 1973-75 1982-84 1973-75 1982-84 

Less than $400 44.4 39.3 23.2 32.8 50.7 68.8 4.4 3.9 
$401-700 11.6 17.8 45.1 12.7E 14.4 12.2 1 4 1  10.2 
Over $701 44.0 42.9 31.7 54.5 34.9 19.0 81.5 85.9 

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1M.O 

Source: OECD, Geographical Distribution ofFimncia1 Flows to Developing Countries, vari- 
ous issues. 
'Total ODA gross disbursements. 
bTotal net receipts minus total net ODA. 
"Includes resources from the European Economic Community Fund. 
dIncludes funds from OPEC-financed agencies. 
'The significant percentage decrease from the 1973-75 period largely reflects the major change 
in thc OPEC aid allocation to Egypt. More recent estimates show little difference from the 
1982-84 period. 

important; for France, links with former colonies; and for Japan, links to 
countries with markets of importance to Japanese exporters. 

Maizels and Nissanke (1984) showed that in contrast, the recipient-need 
model explained country allocations by multilateral aid agencies in both pe- 
riods. Recipient need accounted for three-quarters of the variation in the level 
of multilateral assistance among countries in the 1969-70 period and almost 
all of the variation in the 1978-80 period. Table 5.1 shows that 81 percent of 
the multilateral concessional assistance was channeled to developing coun- 
tries with a per capita income of less than $700 in 1983 dollars, compared 
with 57 percent for OECD bilateral donors and a little over 45 percent for 
OPEC bilateral donors. For the low-income countries (less than $400 per 
capita) the proportions are 69 percent, 39 percent, and 33 percent for multi- 
lateral, OECD, and OPEC, respectively. Among the multilaterals, IDA, 
which accounts for close to one-third of total concessional multilateral flows, 
allocates 95 percent of its total credits to these low-income countries. 

This allocation of the majority of multilateral concessional assistance to 
the low-income countries is reinforced by a generally strong project selection 
process in these institutions that is designed to promote the effective use of 
the assistance allocated to a country. For example, in the World Bank, pro- 
jects must yield at least a 10 percent rate of return before they are funded. 
While most major bilateral donors also carry out some appraisal of their aid 
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projects, in many cases the analysis is less rigorous, the criteria are less quan- 
titative or strict, and the final decision is influenced by a range of other non- 
economic considerations. 

These findings have important implications for aid effectiveness. If the 
country allocation of bilateral aid is determined primarily by donor interest, 
it would be purely accidental if such allocation resulted in the bulk of assis- 
tance going to countries where the economic justification for obtaining such 
assistance was strongest. In the first instance, when bilateral aid programs 
attach little importance to recipients' circumstances and needs in the alloca- 
tion of aid, the likelihood is increased that concessional aid will be extended 
to countries for whom there is little economic justification for obtaining such 
assistance. It could be argued, of course, that despite the large influence 
of donor interests on their aid allocation, bilateral aid is nonetheless pro- 
vided primarily to countries who are pursuing appropriate economic policies. 
There is, however, little evidence that this is the case. Furthermore, while 
an improved policy environment in the recipient country is a prerequisite 
for aid effectiveness-a prerequisite increasingly recognized by donors and 
recipients-most bilateral donors still find it difficult to engage in a meaning- 
ful policy dialogue with aid recipients (see chapter 6). Some donors continue 
to feel that their efforts to influence recipients' economic policies involve 
undue interference in the affairs of another sovereign nation, and some re- 
cipients would indeed argue that a policy dialogue with a bilateral donor is 
unwelcome for precisely that reason. Even those donors who are able and 
would like to c m y  out a policy dialogue-such as the United States-often 
find it difficult to do so because of the fear that disagreement over economic 
issues will threaten other, more important foreign policy objectives. (Evi- 
dence of the difficulties the United States faced in this respect in Turkey is 
discussed in chapter 13.) 

A main reason for the significantly larger allocation of bilateral assis- 
tance to middle-income countries is political (e.g. U.S. aid to relatively ad- 
vanced countries such as Israel, French aid to high-income former overseas 
territories). It is ironic that some of the donors who have shown the strongest 
concern about aid effectiveness in international fora, such as the United 
States, are also prone, because of the influence of a range of noneconomic 
objectives, to allocate bilateral aid to countries, under circumstances that 
might well undermine its overall effectiveness. 

Promotion of Commercial Objectives through Aid 

One of the most pervasive nondevelopment objectives pursued by donors 
through aid has been the promotion of their own commercial interests. Donor 
governments have sought to justify and elicit domestic support for their aid 
programs by arguing that aid serves domestic commercial interests. The pro- 
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motion of long-term, broad-based economic development can serve donors' 
long-term economic and commercial interests, since development tends to 
increase the demand for products and services from industrial countries. 
Commercial interests, however, are often perceived by the donor in a much 
narrower and much shorter-term perspective and pursued through much more 
direct means. Donors have adopted a series of practices, such as direct and 
indirect tying of aid to procurement in the donor country and the extension of 
"mixed credits," aimed at increasing their exports of goods and services to 
aid recipient countries. Other aid practices often followed by donors have 
included the requirement that the assistance be used to finance imports as 
opposed to local costs and to fund capital as opposed to recurrent costs. These 
practices stem in part from donors' desire to promote their own commercial 
objectives and in part from legitimate development considerations. They 
have, however, a variety of implications for aid effectiveness in promoting 
development. 

DIRECT TYING 

The most direct and most obvious mechanism used by donors to increase 
the commercial impact of their aid programs has been the tying of assistance 
(a) by source, requiring the recipient country to use the foreign assistance to 
purchase goods and services in the donor country, or ( b )  by end use, speci- 
fying the project, product, or sector to which the assistance will be allocated. 
Often both forms of tying are used together and are combined with more 
indirect measures to promote donor commercial interests. 

Aid tying by source has been used by all bilateral donors. Approximately 
46 percent of DAC bilateral ODA provided in 1985-86 was tied, while an- 
other 7 percent was classified as partially untied. In 1976 the corresponding 
figures for tied and partially untied bilateral aid were 53 percent and 10 per- 
cent, respectively. 

Table 5.2 indicates the extent to which each DAC donor reportedly has 
untied its aid program. It is generally believed, however, that some assistance 
technically classified as untied, effectively remains tied to the donor country 
in practice. In Germany, for example, only 26 percent of the bilateral assis- 
tance was classified as tied in 1981, yet the DAC estimates that 60 percent of 
German assistance was used to purchase German goods and services. Simi- 
larly, while only 16 percent of Sweden's bilateral assistance was classified as 
tied, it was estimated that almost half resulted in procurement of Swedish 
goods and services (OECD, Development Cooperation, 1983). By way of 
comparison, Germany captured only 10.5 percent of the total World Bank 
equipment procurement that was undertaken in developed countries over the 
fiscal period 1981-85 based on international competitive bidding; Sweden's 
share of this equipment procurement totaled 1.4 percent. 

In contrast, since 1973, donor contributions to the multilateral develop- 
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Table 5.2. Percentage of DAC Assistance Classified as Untied 

Percentage of Donor's Percentage of Donor's 
Total ODA Bilateral ODA 

Classified as Untied Classified as Untied 

1985186 1985186 
1973= Average 1976b AverageC 

-- ~~ 

Australia 
Austria 
Belgium 
Canada 
Denmark 
Finland 
France 
Germany (Federal Republic) 
Italy 
Japan 
Netherlands 
New Zealand 
Noway 
Sweden 
Switzerland 
United Kingdom 
United States 

DAC average 

Sdurrr OECD. Uevelup,n~~,,r Coopr,alio,z wrLc,ur ir \u<r.  

)Thz 1973 ticurcr for the Cnilcd KinxLm ,nJ NL.U Zcalalld ma) he unJcnutzJ, nn:c 

"Data for Austria, France, and Switzerland are for 1985 only; more recent estimates are avail- 
able only for a few countries and show little change. 

ment institutions and the subsequent lending by these institutions have largely 
been untied. As a result the increase in the proportion of donor aid channeled 
through multilateral institutions during the 1970s contributed to the decline in 
the overall portion of donor assistance that was tied. 

Most donors also reinforce their source tying by specifying what the 
assistance will be used for. The effort to specify use can be based on sound 
developmental reasons, but it can also he abused in order to support commer- 
cial objectives. A donor may allocate assistance to specific sectors, subsec- 
tors, or projects that (1) involve the potential export of goods or services from 
its domestic industries that the donor believes are competitive or  wants to 
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assist; (2) will increase the supply of commodities that are important to the 
donor; or (3) provide the basis for significant future sales with or without 
future donor assistance. 

These sectors or projects may not always represent the highest develop- 
ment priorities of the country. One example from the early 1980s was a pro- 
posed port development in Sudan at a time when Sudan was facing very se- 
rious financial problems. This proposed project was supported by a pledge of 
German assistance specifically linked to the port development. It was, how- 
ever, viewed by most other donors and multilateral agencies to be of low 
priority because the additional port capacity would not be needed for many 
years and thus the rate of return on the project would be low. Only after 
extensive discussions did the Sudanese government agree to delete this project 
from the investment plan because of its low priority. 

Another example is the Majes water diversion and irrigation project in 
Peru, started in the early 1970s. In 1977 it was estimated that the costs of this 
massive project exceeded U.S. $23,000 per hectare and over U.S. $30,000 
per beneficiary family. Originally this project was turned down by both the 
Inter-American Development Bank and the World Bank on the grounds that 
it was not economically viable. The economic planning staff of the British aid 
agency likewise advised rejection, but pressure from other government de- 
partments resulted in their funding it because of the expected commercial 
benefits to a British construction firm. A subsequent evaluation by the British 
aid agency demonstrated few such benefits, however, and in a 1979 report, 
the World Bank identified this as one in a series of nonproductive public 
investments contributing to the growing financial deficit and inflation in Peru 
(Independent Group on British Aid, 1982, p. 14). 

Germany in the late 1970s provided special support through its aid pro- 
grams to its ship and railway equipment industries, which were then experi- 
encing difficulties through a specific budget allocation representing 10- 15 
percent of its assistance budget (Arnold, 1982, p. 25). 

The choice of the form of assistance can also affect the level and type of 
donor exports generated. An obvious example is food aid. Food aid programs 
have included among their multiple objectives the movement of surplus do- 
mestic agricultural commodities and the establishment of longer-term com- 
mercial markets for the donor. 

There are few areas in development assistance policy more controversial 
than that of food aid impact. Criticisms have focused on four major points: 
(1) food aid can have direct price disincentive effects for local producers; (2) 
it may cause a change in long-run consumer preferences from local to im- 
ported goods; (3) i t  may encourage or enable the recipient government to 
neglect agricultural production and investment; and (4) it can create economic 
and political dependency. These points are most typically raised in the case 
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of wheat and rice sales, which are seen as displacing (particularly in the face 
of distorted domestic farmgate prices) soybean, millet, and other domestically 
grown products (Isenman and Singer, 1977).' Others have argued that the 
volume and type of commodities shipped typically reflect donor availabilities 
and may not match the specific priorities and requirements of the recipient 
(Miyamoto, 1974). Similasly, it has been noted that despite the fact that such 
food shipments may derive from donor surpluses, the existence of donor price 
support programs, plus the requirement that the commodities be shipped on 
donor vessels, can result in raising the cost of such commodities to levels 
much higher than world market prices. In a study of aid to Indonesia, Miya- 
mot0 found that the cost of commodities provided under the U.S. PL 480 
program over a three-year period was on average one-third more than if the 
same commodities had been purchased commercially from a low-cost pro- 
ducer. Other restrictions associated with food aid include the requirement that 
imports of food aid be additional to commercial food imports and that the 
funds accruing to the recipient country government from the sale of food aid 
commodities be assigned to designated purposes (Ahbott and McCarthy, 
1982). It should be noted, however, that while in principle restrictions asso- 
ciated with food aid can yield a net welfare loss to the recipient, available 
evidence suggests that donor restrictions are circumvented where possible by 
food aid recipients, so that the net effects of aid are not usually detrimental. 

In the debate on food aid a broad, gradual shift can be discerned from an 
unqualified criticism toward a more positive analysis of conditions that must 
be met in order to avoid disincentives or to replace them with positive incen- 
tives. In their study on the impact of food aid, Clay and Singer (1982) note 
that it has at times faced a Catch-22 set of criticisms. For example, if food 
aid is given in the form of staple products actually consumed by the popula- 
tion, it is criticized for directly competing with local production. If different 
commodities are supplied (wheat or rice in place of traditional maize, millet, 
or sorghum), then food aid is said to wean people away from traditional do- 
mestically grown products and to create a demand for recurrent imports in the 
future. 

Criticism of food aid is especially severe when the displacement of local 
production leads to a shift toward export cropping, which is said to result in 
neglect of domestic basic needs, increased instability, and greater depen- 
dency. Some studies have countered this criticism, arguing that more detailed 
and more empirical country work would show the advantages rather than the 
disadvantages of the production of foreign-exchange-earning crops in pro- 
moting overall development (Hillman, 1981). They also point out that al- 
though the shifts in taste away from traditional staple foods may go hand in 
hand with food aid, they are not necessarily causally connected. Finally, the 
discussion of disincentive effects on government policy often alleges urban 
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bias or antisocial bias in government policy; it is by no means clear whether 
the criticism is of the impact of food aid as such or of food aid's being used 
in the framework of such policies. Here, it is interesting to note that concern 
with disincentives has broadened from the simple market effect on the local 
producer to the wider effect on government policies and priorities with a focus 
on effectiveness of aid. 

The main conclusion that can be reached from this analysis of food aid 
is that such aid obviously can promote donors' commercial objectives while 
posing potential problems to the development objectives of recipients. But the 
development value of food aid depends crucially on the policies of the recipi- 
ent governments, with countervailing incentive factors such as the long-run 
effect on productivity and demand and the impact of additional resources be- 
ing important elements. 

INDIRECT TYING 

Donors shape their assistance programs in order to pursue commercial 
objectives in a number of additional less direct and less readily identifiable 
ways. Donors frequently require that technical services, involving, for ex- 
ample, teachers or consultants funded with aid funds, be obtained from the 
donor country. It can also create delays. Hendra (1987) cites the example of 
a Canadian agricultural project which was delayed more than two years while 
the Canadian aid agency searched for Canadians qualified to fill two positions 
on the project team. This component of the aid program has in fact been 
viewed by some as an employment service for the donor. Donor country tech- 
nicians are often very expensive relative to similar experts available either 
within the country or from other sources. In recognition of this fact, most 
technical assistance is provided in grant form. Other services, including ship- 
ping and insurance, have also often been tied; for example, 50 percent of the 
goods procured in the United States under U.S. assistance programs must be 
shipped on U.S. vessels. 

Project design work done by donor country experts and firms can be an 
advantage to these firms or other firms in the donor country even where the 
subsequent project or procurement may not be funded by or tied to the donor 
country. This advantage may result from the technical specifications incor- 
porated in the design or from the contacts, name recognition, and so on, 
developed in these  preparation^.^ If the tying of technical assistance results 
in an inferior project design, a bias toward capital goods, or the purchase 
of higher-cost or lower-quality inputs or encourages the undertaking of 
low-priority projects, it will correspondingly reduce the effectiveness of 
assistance. 

Second, donors' allocations of bilateral assistance among countries may 
be dictated by commercial considerations (Cunningham, 1974). Donors who 
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wish to use their assistance as a means of promoting their commercial inter- 
ests may provide higher amounts than otherwise justified to countries that are 
not normally significant markets for their exports; or if a donor's assistance is 
untied, it may direct its assistance to countries that are normal commercial 
markets in an effort to increase the potential exports generated by the assis- 
tance. Country allocation can also be influenced by a donor's interest in access 
to specific imports. For example, access to imports of strategic minerals from 
Zambia and Zaire has often been mentioned in USiAID congressional testi- 
mony as one of the considerations in U.S. assistance allocations to these coun- 
tries. Similarly, with its aid program, Japan has supported activities aimed at 
increasing the supply of raw material imports from East Asian countries.' The 
net result can be that the country allocation of the donor's assistance differs 
substantially from one based solely on a judgment of the best economic allo- 
cation of concessional assistance. 

MIXED CREDITS 

In recent years donors have engaged increasingly in the use of "mixed 
credits." These involve the combining of concessional assistance funds with 
commercial trade credits as a means of winning export contracts by reducing 
the financing cost of the transaction. In many respects mixed credits are a 
specific form of tied aid. Until the late 1970s, mixed credits were a very small 
part of the overall concessional assistance or export credit programs of most 
donors. A major exception was France, which used mixed credits as a stan- 
dard aid mechanism. In the late 1970s and early 1980s. however, there was a 
proliferation of ad hoc as well as formal mixed credit programs as major 
donors started using mixed credits to promote export sales and to counter 
mixed credit offers of other donors. 

Data on actual mixed credit transactions are incomplete and generally of 
poor quality, reflecting differing definitions and inadequate reporting. Avail- 
able data do, however, point to a substantial increase in the use of mixed 
credits in the early 1980s. While mixed credits were estimated to total less 
than $250 million in 1975, during the three-year period 1983-85 a total of 
$6.7 billion in associated financing transactions was reported by twelve DAC 
donor countries4 The amount of ODA used in support of these associated 
financing transactions totaled $2.7 billion. France has been by far the largest 
user of this financing technique, accounting for 52 percent of the DAC total, 
followed by Italy with 11.5 percent and the United Kingdom with 10 percent. 

Irrespective of motivation, this rapid expansion in the use of mixed cred- 
its has resulted in increased concern among donors regarding the justification 
of mixed credits and their impact on both trade and the development effective- 
ness of donors' aid programs (OECD, Developmental Cooperation, 1987, 
p. 68). Mixed credits can distort both international trade and development 
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assistance programs. The distortion of trade flows occurs when the more fa- 
vorable financing terms, resulting from the combination of concessional aid 
with the export credit, shift the contracting decision away from an otherwise 
lower bidder or when the known availability of such financing discourages 
other competitive suppliers from bidding.5 

From a development perspective, since mixed credits are based largely 
on commercial considerations (the prospect of a commercial sale and in some 
cases the gain of a preferred market position), they can reduce the overall 
development impact of a donor's program by shifting the allocation of aid 
flows much as tied aid does. Commercial transactions and trade competition 
are far greater in the more advanced developing countries. Pressures are there- 
fore generated to extend mixed credits to middle- and high-income countries 
and to shift aid allocations away from the low-income country recipients, 
which tend to have the highest needs and greater economic justification for 
obtaining concessional assistance. 

The potentially distortive effects on aid allocation of engaging in mixed 
credits are illustrated by the report by the Independent Group on British Aid. 
This report concludes that the quality of British official assistance was diluted 
by its support of mixed credits. The report cites specific examples in which 
because of pressure from commercial interests, British ODA, was extended 
to high-income countries, such as Mexico, that were not otherwise eligible to 
receive British ODA, and commitments to mixed credit transactions were 
made before any appraisal was carried out by the aid agency (Independent 
Group on British Aid, 1982). The recent provision of concessional aid funds 
by Japan to Turkey for a second Bosphoms bridge could also be argued to be 
an example of a mixed credit resulting in the allocation of scarce concessional 
resources to a high-income country. 

Mixed credits can also result in a shift of funding away from priority 
development activities to imports or projects having a lower development pri- 
ority or, in some cases, to projects that are incompatible with a country's 
resource endowments.6 Mixed credits often involve capital- and import- 
intensive projects such as transportation, telecommunications, and power 
generation. While many such projects are undoubtedly economically sound, 
the emphasis placed on these type of projects increases the potential that low- 
priority projects will be undertaken because they happen to fall within these 
commercially promising (for the donor) areas. For the same reason, mixed 
credit financing tends to be biased against projects and programs with low 
import content, such as rural development projects or primary health care, 
and projects that involve a large component of local-cost financing. For ex- 
ample, on average for the period 1981-83, energy accounted for 30 percent 
of mixed credit financing transactions, industry and transport for 20 percent 
each, food and agriculture for 10 percent, and health and social infrastructure 
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for only 2 percent. Four recent mixed credits to Thailand involved an oil re- 
finery, a national fertilizer company, railway modernization, and mass-transit 
buses  all, 1985). 

Supporters of mixed credits argue that they promote development objec- 
tives by increasing the level of concessional assistance that their legislative 
bodies are willing to provide or by increasing the level of nonconcessional 
flows, such as export credits. They also argue that mixed credits can improve 
the quality of export credits by (1) bringing the judgment and monitoring of 
aid agencies to bear on export credits extended to developing countries and 
(2) providing more favorable financing terms for middle-income countries 
that are no longer major recipients of scarce ODA but to whom some conces- 
sional assistance flows are still justified. Opponents, however, argue that 
many of these effects could also he achieved more directly and more effec- 
tively through the direct provision of a limited amount of aid rather than 
through the use of mixed credits, which have the potential for distorting aid 
and trade. Furthermore, there is little specific evidence that ODA bas been 
increased or "stretched" by this use. 

QUANTIFYING THE COSTS OF TYING FOREIGN ASSISTANCE 

The potential costs of aid tying have long been recognized. During the 
late 1960s and early 1970s a number of studies attempted to measure the cost 
of tying to the recipient (Haq, 1967; Bhagwati, 1970b; Bhagwati and Desai, 
1970; Colaco, 1973; OECD, Development Cooperation, 1973 ; Miyamoto, 
1974). India has received perhaps the greatest attention (see chapter 12). Most 
of these studies analyze the direct costs of tying in an individual country or 
for a series of individual transactions within a country or sector by seeking to 
measure the increase in the direct cost of procurement resulting from the tying 
requirements. 

Indirect factors such as the proportion of total external resources avail- 
able to a country whose aid is tied by source, the existence of monopolistic 
practices among suppliers in the donor country, and the availability and terms 
of financing in international capital markets can affect the overall cost of aid 
tying (Colaco, 1973). For example, monopolistic practices can produce ad- 
ditional shipping expenses for goods procured with tied aid.' Several authors 
have pointed to the importance of the administrative costs incurred by the 
recipient in implementing tying procedures (Bhagwati, 1970b). In India these 
costs have been seen by these authors as a potential contributing factor to the 
setting up of a costly exchange control regime. In many countries, including 
India, tying requirements have been seen as slowing aid disbursements (see 
chapter 11). 

None of the studies provide an estimate of the global costs of tying. At 
most, the authors use the results of specific case studies as a foundation to 
speculate on the overall impact of the practice. The quantitative estimates are 
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best treated only as suggestive of the magnitude of the costs of aid tying rather 
than as precise values. However, it is interesting to examine a few of the 
results. 

One approach has been to try to identify the potential excess cost of tied 
aid by looking at the spread of bids on IBRD loans and IDA credits (Bhag- 
wati, 1970b; Colaco, 1973). The hypothesis of these studies is that aid tying 
provides an opportunity for monopolistic pricing. If the range of bids, from 
the highest to the lowest, on international tenders is very large, the potential 
for abuse and higher procurement prices from a tied source is correspondingly 
large. Colaco found evidence that there was in fact a very wide range in the 
bids on individual tenders. He also found that prices paid for transformers 
financed with tied aid were close to domestic prices in the recipient countries, 
which are typically far above international prices because of the high protec- 
tion prevailing in developing countries. 

On the other side of the equation, the information gathered by Colaco 
indicates that suppliers are generally aware of the range of prices that their 
competitors will charge; as a result, the very existence of international com- 
petitive bidding can lead to cost economies. Bhagwati, however, noted that 
where the possibilities of substitution are very limited, even an international 
tender may be ineffective in getting the lowest rates. 

Haq also looked at the potential of monopolistic pricing in tied aid pro- 
jects. His study, which analyzed specific transactions in Pakistan, showed that 
the quotations offered by the suppliers were often higher if the suppliers knew 
that tied credit was involved and came down considerably once it was made 
clear that the supplies would be financed against cash or untied credits. In a 
sample of twenty development projects, a comparison was made between the 
lowest quotation from the tied source and the lowest quotation from interna- 
tional bidding. The overall result was that the weighted average price for those 
twenty projects was 51 percent higher from the tied source. 

Basing their estimates on such analyses, some of the authors speculated 
that tying imposes a cost of 15-20 percent of the total aid provided to the 
recipient (Pearson Commission, 1969). The conclusion of Haq's study for 
Pakistan shows that the tying of foreign credits raised the average price of 
procurement for Pakistan by about 12 percent; but some results have shown 
very high costs, such as the commodity-specific studies for India, which es- 
timated that the excess cost of nitrogenous fertilizers was as high as 80 percent 
(Haq, 1967). 

Despite this evidence, there is some uncertainty regarding the actual suc- 
cess of the donors' tying efforts. A 1972 Overseas Development Council re- 
port (McKitterick and Middleton, 1972) directly questioned the degree to 
which aid-tying efforts in practice actually "tied" the aid and, correspond- 
ingly, the reported costs of such practices to developing countries. The report 
noted that to the extent that recipients have the capacity to shift procurement 
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among alternative sources, they can mitigate much of the potential cost of 
tying by purchasing from the donor commodities that would normally be pur- 
chased from that donor in any event. In contrast, a 1972 Rand Corporation 
report found that "the current tying procedures are quite effective in generat- 
ing additional U.S. exports from the various aid recipients. In 1969, approxi- 
mately 90 percent of U.S. development loan assistance dollars came back to 
the United States in the form of additional exports. In fact, many countries 
spent more on additional exports from the United States than they received as 
aid. These results indicate that the tying program has been considerably more 
effective than was previously thought" (Cooper, 1972, p. iii).8 

Recently there has been little quantitative analysis of the costs of tying. 
It could be argued that given the notable reduction over time in the proportion 
of donor aid that is classified as tied, it no longer constitutes a significant 
development issue. Nonetheless, donors continue to tie a considerable portion 
of their bilateral assistance, typically 40-60 percent; and as noted earlier, 
numerous indirect mechanisms are utilized by donors to effectively increase 
the extent to which their assistance is tied even where it is classified as untied. 

Commercial and Foreign Policy Objectives, Aid Effectiveness, 
and Aid Volume 

It is recognized that aid tying and the donors' pursuit of multiple foreign 
policy objectives through economic assistance introduce distortions that un- 
dermine the effectiveness of aid. But it is often argued that such practices 
should be tolerated because they result in a higher volume of economic assis- 
tance than would be forthcoming if the economic rationale discussed earlier 
were the sole reason for aid (see chapter 3). Thus recipients may get less 
development impact per dollar of nominal aid that they receive, but they get 
much more aid in total, and hence their development in the end is more ade- 
quately supported. 

This argument does not imply that similar and even higher amounts of 
assistance may not have been justified in principle on economic grounds 
alone. Rather, support for economic aid by different segments of legislative 
bodies and ultimately the public is based on various and sometimes conflicting 
motivations-foreign policy, humanitarian, and economic. Political support 
from all of these groups is needed for approval of the overall package. As a 
consequence, the argument has been that if the only objective pursued through 
economic assistance were the economic development of the recipient, the 
level of assistance approved would be substantially reduced, despite the eco- 
nomic merits of the case. 

There is no question of the importance of nondevelopment considera- 
tions in providing strong support for specific components of the donors' assis- 
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tance programs. It is hard to imagine, for example, that in the absence of 
surplus disposal and market development objectives the volume of U.S. food 
aid would have been as high. At the same time, humanitarian motivations and 
the support of private voluntary organizations (PVOs) have been instmmental 
in the provision of substantial amounts of food aid and in the food distributed 
under Title I1 of the PL480 program which is distributed in developing coun- 
tries by the PVOs. The volume of economic assistance channeled through the 
USIAID Economic Support Fund to countries such as Israel and Egypt, and 
before that to Vietnam, is much higher than could be justified on economic 
grounds alone. There is also some evidence that tying of assistance to domes- 
tic procurement has been important for sustaining support for significant 
levels of assistance in some donor countries, for example, France, Germany, 
and Japan. 

It is, of course, difficult to determine what an appropriate level of eco- 
nomic assistance would be if one were to provide such assistance solely on 
the grounds of its desirability in furthering the development of the recipient, 
along the rationale discussed in chapter 3. This is a moot point because in 
practice, foreign policy and other considerations always play some part in 
affecting aid levels. Donor governments have tried to forge coalitions among 
groups with widely divergent motivations in order to muster the support 
needed for legislative approval of the overall economic assistance packages. 
The problem is that while initially such motivations might raise the total vol- 
ume of assistance, they also tend to introduce considerations that reduce its 
effectiveness. When this becomes apparent, it undermines public support for 
all foms  of assistance and over time may result in aid levels much lower than 
would otherwise result. 

Financing of Local and Recurrent Costs 

Over the last two decades the bulk of donors' aid has been extended to 
finance solely the foreign exchange component of programs or  project^.^ The 
foreign exchange funding limitation has been based on two major considera- 
tions in addition to commercial motivations. First, there is a perception that 
donors can more directly and effectively alleviate a foreign exchange con- 
straint by funding the foreign exchange costs of the project or program. There 
is often also a desire by donors to ensure that the recipient has a serious 
commitment to a particular project. One way of demonstrating this com- 
mitment in the eyes of the donors has been to have the recipient contribute 
a share of the project costs, typically that portion involving financing of 
local costs. 

Donors have also traditionally financed primarily the capital costs of pro- 
jects and have provided only limited funding for recurrent costs. Donors view 
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financing recurrent costs in general, and maintenance in particular, as financ- 
ing for current consumption rather than investment. Also, as evidence of com- 
mitment to the project, the recipient is expected to assume the financing of 
recurrent costs upon program completion or after a specified period. This, 
plus the fact that recurrent costs, such as teacher salaries, road maintenance, 
and the like, involve primarily local cost financing, makes most donors reluc- 
tant to provide such financing. This donor preference for financing capital 
costs can foster excessive capital intensity especially in developing countries, 
where distortions in factor markets result in an excessively low price of capital 
relative to labor (Tendler, 1975). 

Maintenance is a continuing problem faced by most developing coun- 
tries, especially with respect to roads and other physical infrastructure (see 
chapter 8). Particularly severe problems have developed in many countries in 
Sub-Saharan Africa. In most cases these problems are the result of ineffective 
policies in the recipient countries. Many face substantial difficulties in raising 
revenues from general taxation. Often, user charges are not imposed or are 
not high enough even in cases where the services provided do not fall within 
the bounds of "public goods." Overambitious investment programs are often 
accompanied by inadequate provision for recurrent cost financing in central 
government budgets. For a variety of reasons, situations have arisen in Africa 
and elsewhere in which the government faces such a budget stringency that it 
is unable to finance the recurrent costs of existing development projects al- 
though the stream of future returns to recurrent inputs is much higher than 
that of new development projects (USIAID, 1982d). 

Donors' priorities can contribute to this problem. First, donor emphasis 
on financing capital costs limits the flexibility of recipients, since for many 
recipients foreign aid is both a large proportion of new capital formation and 
greater than their own budgetary resources allocated to recurrent expendi- 
tures. This contributes to misallocation of resauces if the expected return on 
recurrent inputs is higher than on new capital equipment. Second, the prolif- 
eration in low-income countries of capital projects, each of which calls for 
the government to finance the projects' recurrent cost requirements over time, 
can easily exceed any likely revenues available either through user charges or 
through general public revenues available to the recipient's government. The 
result is projects that are poorly maintained or poorly utilized or in some cases 
abandoned. 

Making Foreign Assistance More Effective 

Any attempt to make foreign assistance more effective in realizing de- 
I 

velopment objectives will need to find ways to deal with the negative effects I 

that the pursuit of other donor objectives has had on their aid program. Two ] 
actions that would help would be a further untying of bilateral aid and the 
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reduction in the use of mixed credits. A shift of aid to favor multilateral 
assistance (which does not have many of these problems) would accomplish 
the same objective. Efforts have also continued over the course of the last two 
decades to reform foreign assistance. Progress, however, has been slow. 

UNTYING AID 

The costs associated with aid tying have produced repeated calls for in- 
ternational action to reduce and eliminate such practices (Task Force on lnter- 
national Development, 1970). Most donors, however, believe that tying rep- 
resents an important aspect of their aid program in parliamentary and public 
debate regarding the merits of aid and aid budget levels. Therefore, a major 
reduction in aid tying has been seen by many donors to be politically feasible 
only in the context of a multilateral effort in which all major aid donors would 
agree to reduce mutually the incidence of tying in their aid programs. During 
the 1970s two separate efforts were undertaken under the auspices of the DAC 
to negotiate a multilateral untying agreement for bilateral aid. Both efforts, 
however, were unsuccessful. 

While these multilateral negotiations failed, agreement was achieved in 
1974 on a more limited form of untying which permitted the developing coun- 
tries to be eligible sources for procurement under otherwise tied development 
loans. This represented a positive but small step in reducing the overall level 
of untying. Shifts in the nature of donor assistance programs, such as the 
increased direct funding of local costs and the increased provision of program- 
type assistance, including extensive use of cash grants by the U.S. aid pro- 
gram, have produced some reduction in the overall tying of assistance. In 
addition, bilateral donors through the DAC have continued to explore ways to 
improve the aid procurement process. In 1986 agreement was reached on a 
set of principles governing procurement practices for official development 
assistance (OECD, Development Cooperation, 1986, annex I). 

Given the political problems of visibly untying bilateral aid, the surest 
way to reduce the overall incidence and cost of tied aid may be to increase the 
share of multilateral assistance (which typically is untied) in the donors' over- 
all assistance programs. In the early 1980% however, there has been an ap- 
parent reversal in the previous trend toward increased multilateral aid. 

REDUCING THE USE OF MIXED CREDITS 

The concern over the potential impact that a proliferation of mixed credit 
transactions could have on both trade flows and development programs has 
led to a number of international actions. In the late 1970s the OECD estab- 
lished a set of basic guidelines governing the terms and conditions of OECD 
export credits. The basic focus of this arrangement was the reduction of the 
use of subsidized export credits. Some general provisions dealing with "tied 
aid credits" were also incorporated. The intent of these provisions was both 
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to increase the transparency and to reduce the potential advantage of the 
mixed credit to the initial offering country and thereby discourage its use. 

Reporting under this arrangement, however, remained incomplete, and 
some donors sought to avoid the requirements by structuring the transactions 
to fall technically outside the guidelines. Reflecting concerns over the increas- 
ing pressure to use aid resources to support mixed credits, in June 1983 the 
DAC adopted guidelines governing the use of "associated financing." 'O And 
in 1985 and again in 1987 the OECD further tightened the tied aid credit 
provisions." 

It is too early to assess whether these guidelines will have any significant 
impact on the level or type of mixed credits provided by donors. Nevertheless, 
one apparent result of these efforts has been the generation of an improved 
flow of information to the OECD on the mixed credit actions of donors. 

IMPROVING OTHER DONOR PRACTICES 

Donor practices with respect to financing only imports or capital costs 
are frequently well-intentioned, but as noted above, they have tended to limit 
the effectiveness of donors' assistance. In addition, with greater attention fo- 
cused in the 1970s and 1980s on assistance to agriculture, health, education, 
and population-all sectors involving aid activities with significant local cost 
components-relaxation of donor local cost financing limitations has increas- 
ingly been seen as necessary. In 1977 the DAC developed guidelines for local 
cost financing in bilateral programs. According to the guidelines, donors 
agree to take measures to meet shortfalls for developing countries that desire 
to promote programslprojects with large local cost components but in spite of 
determined efforts are unable to mobilize all the required resources internally 
(OECD, Development Cooperation, 1977). The conditions under which local 
cost financing would be encouraged depended in part on evidence of self-help 
efforts by the recipient in the form of savings and tax revenues and in part on 
whether the activities focused on the "social" sectors, whose output could be 
expected to address the basic human needs of the poor. 

Reflecting this understanding, donors currently are permitting more ex- 
tensive financing of local costs than a decade ago. The pressures for tying of 
aid put some limits to this flexibility, however: instead of purchasing local 
currency directly, at times donors have developed mechanisms to provide im- 
ports through aid and then utilized the local currency proceeds from the sale 
of those imports to provide local cost financing for other, unrelated project 
activities. While the practice avoids some of the most obvious distortions that 
result from limiting funding to foreign exchange components of the aid- 
funded project, it also introduces administrative complexities and further com- 
plicates the policy dialogue with the recipient. 

In recognition of the problems generated by financing only capital costs, 
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some changes in donor policy either have been implemented or are under 
consideration. For example, in a policy paper on recurrent costs (USIAID, 
1982d), USIAID indicated a willingness to fund a "portion of recurrent costs 
of host country projects through a variety of mechanisms at the project, sec- 
toral or macro levels for a period up to ten years, provided the country agrees 
to shoulder an increasing share of total costs over this period" (p. 19). In 
addition, this policy also requires that these recurrent costs have a higher 
development impact than new investment, that the recipient be unable to un- 
dertake the recurrent cost financing, and that the recipient undertake a pro- 
gram of policy reform that would enable it to meet recurrent cost financing 
needs in the future. 

The World Bank has also provided recurrent cost financing (1) by financ- 
ing for a time the recurrent costs of projects it has helped undertake; (2) by 
financing projects intended to overcome the backlog of deferred maintenance 
and to improve future maintenance; (3) by special emergency or rescue opera- 
tions associated with drought and other emergencies; and (4) as pan of sec- 
tor loans. 

In addition to greater flexibility in the financing practices of individual 
donors, perhaps what is needed most to address this problem is improved 
donor coordination. Such coordination is necessary to assure that decisions 
about financing of individual projects are not taken in isolation and without 
regard to the overall implication of such projects for recurrent cost financing 
by the recipient. 

Conclusions and Implications 

This chapter suggests various ways whereby the pursuit of foreign policy 
objectives through bilateral assistance by various donors tends to compromise 
economic development objectives. Our analysis suggests that the more domi- 
nant political and commercial objectives are, the less effective economic as- 
sistance is likely to be. Although the evidence is open to some interpretation, 
it also points strongly to the conclusion that the pursuit of commercial inter- 
ests does reduce the overall effectiveness of donor assistance programs. The 
size of this effect is not known, however, and will vary among donors, pro- 
grams, and country-specific situations. 

Bilateral donors have recently made significant improvements in their 
assistance programs by becoming more flexible in the financing of local and 
recurrent costs. Equally encouraging have been the recent efforts to limit the 
use of mixed credits. But in most donor countries the provision of bilateral 
assistance continues to be motivated by complex foreign policy and commer- 
cial objectives that tend to undermine its development effectiveness. 

The multilateral assistance agencies have been much less affected by 
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such considerations and are able to allocate the resources available more in 
keeping with the pursuit of development objectives. Moreover, multilateral 
institutions engage in international competitive bidding in the procurement of 
goods and services financed through their aid. This practice contrasts with the 
utilization of direct and indirect aid-tying mechanisms used by most bilateral 
donors in the pursuit of their commercial objectives. Thus, on these grounds, 
and other things being equal, this chapter suggests that aid through multilat- 
eral institutions would tend to be more effective than bilateral assistance in 
support of development. 



Interaction between Donors 
and Recipients 

KEITH JAY AND 
CONSTANTINE MICHALOPOULOS 

The key conclusion of chapter 4, on the interaction of 
the aid process with development in recipient countries, is the crucial impor- 
tance of "getting the policies right." As shown in that chapter, many aid 
projects and programs had their effect reduced or offset by policy incentives 
or structures inimical to development. In terms of growth prospects and per- 
formance, no amount of foreign assistance can substitute for a developing 
country's internal policies and incentives for increasing output and improving 'I! the efficiency of resource allocation. Similarly, in chapter 5, it is shown that 
donor aid policies also reduce the effectiveness of aid even when the recipi- 
ents' objectives and policies are geared to promote development. Since the 
effectiveness of economic assistance is affected by both recipient and donor 
policies and since there is ample reason to believe that these policies, which 
almost always address multiple objectives, are not optimally designed to 
maximize aid effectiveness, in most cases there is an important role for 
donor-recipient policy dialogue to strengthen the effectiveness of economic 
assistance. 

The need for a dialogue derives fundamentally from the fact that both 
donor and recipient governments are accountable for the funds transferred. 
That is, they usually have to demonstrate to their publics that the aid funds 
have been utilized effectively. In some extreme circumstances there may be 
no need for donor-recipient interaction over donor practices or recipient poli- 
cies. For example, if donor practices were guided solely by the motivation to 
promote the economic development of the recipient, and the recipient's poli- 
cies were known to be most favorable for the attainment of development ob- 
jectives, there would be little need for donor-recipient dialogue aimed at im- 
proving aid effectiveness. At the other extreme, if donors were uninterested 
in the economic development of the recipient, and the recipient used the eco- 
nomic assistance provided inefficiently or to pursue nondevelopment objec- 
tives, there would appear to be little motivation for either to talk about aid 
effectiveness. But in most cases, given the need for accountability and the 
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imperfections in policies on the part of both donor and recipient, there is a 
need for a dialogue. 

How this dialogue is conducted and how effective it is depends on a 
variety of factors. The provision of official economic assistance is by defini- 
tion an act involving sovereign governments directly or indirectly (through 
multilateral institutions). This implies that the process of determining what 
the aid will be used for, how closely it matches the donors' and recipients' 
objectives, and how effectively it is utilized involves a complex and delicate 
interaction between donor and recipient that depends on their power relation- 
ship and contains elements of collaboration as well as coercion. Political con- 
siderations obviously condition and frequently constrain both the donors' and 
the recipients' conduct of the dialogue. Furthermore, given the politically 
sensitive nature of the dialogue and the need for confidentiality, it is fre- 
quently very difficult to evaluate its effect on policy change in either the donor 
or the recipient country. 

The discussion so far has focused on individual donors and recipients. In 
practice, there are a variety of donors each with a variety of objectives in 
providing assistance to individual recipients. Aid can be more or less effective 
depending on the extent to which donors coordinate their efforts in support 
of recipient development objectives. Uncoordinated aid efforts can lead to 
conflicting policy advice, wasteful duplication, and general confusion and 
inefficiency. 

The first part of this chapter focuses on the conduct and constraints to 
the policy dialogue, drawing primarily on examples from the country studies. 
The second part discusses aid coordination both at the country level and more 
broadly. 

Donor-Recipient Policy Interaction 

Aid effectiveness needs to be measured in terms of results, that is, its 
contribution to stimulating economic growth and improving the welfare of the 
recipient. Whether official flows tend to promote these development objec- 
tives will depend in part on the recipients' policies. Donors have the capacity 
to influence recipients' policies through various means for better or worse. 

INFLUENCE, LEVERAGE, DIALOGUE, AND CONDITIONALITV 
The use of aid to influence the recipient country's economic policy im- 

plies an initial divergence of views between donor and recipient over various 
aspects of the latter's economic policy.' The objective of donor influence is 
the reduction or elimination of the initial disagreement so as to produce con- 
vergence in donor and recipient views. Note that in the course of a dialogue 
it is possible for both the donor and the recipient to change their views about 
the latter's economic policy. There is no presumption that donors know best, 
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although in some cases the dialogue may contain a true technical assistance 
component when recipients have limited institutional capacity to analyze the 
implications of policies they do or could pursue. 

Influence can be viewed as a continuum: at one extreme, the donor might 
have complete control and impose its will on the recipient; at the other ex- 
treme, the donor would have no capacity to affect the course of the recipient's 
policies. The concept of an influence continuum can be used to analyze the 
concepts of leverage and policy dialogue. "Leverage" is the capacity to have 
one viewpoint prevail over the other. This capacity may not always be the 
donor's: the recipient may get its way in areas of economic policy in exchange 
for a commitment that it will take some action favorable to the donor in some 
other area, for example, defense or security. 

"Dialogue" is the process through which either or both viewpoints about 
the recipient's policies or the donor's practices may change to bridge the initial 
divergence between the two. The donor may convince the recipient through a 
dialogue that a policy change advocated by the donor is in the recipient's 
interest. By using leverage, the donor may induce the aid recipient to follow 
certain policies, not because the recipient concurs with the donor's views, but 
because if it does not, the donor might terminate aid, or if it does, the donor 
might extend additional aid. 

Leverage is frequently exercised by the donor, contingent on the recipi- 
ent's agreeing and adhering to certain conditions in the conduct of policy. 
"Conditionality" is thus understood to refer to the conditions attached to the 
extension of economic assistance and to the consequences for the flow of this 
assistance if the conditions are not met. 

In some cases the recipient may agree to undertake certain policy steps 
that it would have taken anyway. This may be done to satisfy the donor's 
desire to have certain "conditions" attached to the lending or to address the 
problem of internal opposition to proposed policy action in the recipient coun- 
try by shifting the onus for the possibly unpopular measure to the foreign 
donor. Cases of such "phantom" leverage are frequent. 

In practice, it is difficult to distinguish between leverage and dialogue. 
Even in the most friendly and continuous policy dialogue the recipient may 
be conscious that in the event of disagreement the donor has the option to 
terminate assistance. On the other hand, explicit and strict conditioning does 
not mean that a dialogue that will pmduce a meeting of minds is impossible. 
Indeed, it is difficult to visualize a pure leverage case in which no dialogue 
has occurred. 

Focusing attention on the availability of leverage and conditionality as a 
means of influence can be counterproductive. Potential leverage, usually 
linked to the possible size of the aid program, can facilitate policy dialogue 
but is neither a sufficient nor a necessary condition for its success. On the 
other hand, a good understanding of the determinants of economic policies in 
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developing countries is a necessary condition for any policy dialogue to 
occur. 

THE CONDUCT OF THE DIALOGUE: LIMITS TO DONORS' INFLUENCE 

The effectiveness of donors' efforts to influence recipients' economic 
policies hinges critically on donors' understanding of why recipients' eco- 
nomic policies are ineffective. It would be far easier to correct policies if their 
shortcomings were due primarily to misinformation or ineffective design or 
implementation. But economic policies in most countries are responsive to a 
number of domestic political interests-agriculture, protectionist lobbies, la- 
bor unions-that make it impossible to adhere to such clear-cut efficiency and 
development objectives. In addition, most developing countries have memo- 
ries of a colonial legacy under which the colonial powers determined domestic 
economic policies. Such a historical legacy has several consequences that 
must be borne in mind whenever the question of influencing domestic eco- 
nomic policies arises. 

Fist, any attempt by foreign (and especially Western) countries to influ- 
ence domestic economic policies is regarded with suspicion and resentment 
and can be viewed as tantamount to an effort to reassert colonial status.2 
Second, living standards did not rise appreciably during the colonial period 
in most colonies. Since the colonial powers generally did not pursue activist 
or interventionist economic policies, market-oriented policies advocated by 
donors concerned with the efficiency of resource allocation may be regarded 
as too laissez faire and thus as designed to prevent growth. Third, in many 
developing countries the predominant business group has historically been a 
minority-the whites and Indians in Africa, the Chinese in much of Southeast 
Asia. A major problem for policy formulation in many of these developing 
countries is that political power is in the hands of one identifiable national, 
racial, or ethnic group, while economic power is regarded as being held by 
another identifiable but minority group. Pursuit of policies that will enhance 
the productivity and profitability of the private sector is therefore often per- 
ceived as advocacy of minority interests. Regardless of the extent to which 
the "right" economic policies might in the long run benefit all groups in 
a particular society, the political sensitivities engendered by the minority- 
majority problems, and by memories of the colonial legacy, impart to eco- 
nomic policy a sensitive political dimension for which there is probably no 
counterpart in most developed countries. 

To say that there are strong, and possibly emotion-based, political pres- 
sures surrounding economic policy formulation in developing countries is not 
to say that donors cannot or should not attempt to influence policies. How- 
ever, as demonstrated by the Indian devaluation experience in 1966 (see be- 
low), there are limits-which may vary from country to country and from 
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time to time-to the extent to which donors may influence recipient country 
policies. Furthermore, some efforts to influence country policy may be 
counterproductive. 

Bilateral assistance, particularly by the larger donors, is sometimes pro- 
vided under a tacit understanding or as an explicit condition for certain actions 
by the recipient outside the economic field, such as the provision of military 
bases. In such circumstances the potential for an effective policy dialogue 
with the recipient on economic issues can be for all practical purposes non- 
existent. In other cases the volume of bilateral assistance is determined pri- 
marily on the basis of political considerations. For example, there is a tacit 
understanding about the relative size of U.S. economic assistance to Egypt 
and Israel. In such cases, the dialogue with the recipient, if there is one, is 
not over the size of the assistance that can be productively used but rather, 
given the size, over how it can best be allocated between sectors and uses. In 
such an environment the staff members of the donor assistance agency are 
in a weak position to conduct a dialogue about the effectiveness of assistance 
programs. This constraint has not always been prohibitive. There have been 
cases in which a significant policy dialogue has occurred, notwithstanding the 
basic prior commitment to provide the aid. The leverage, however, has been 
typically less. 

It is possible that "correct" advice, either given in too strong a dose or 
pushed too far, can lead (or even force) policymakers to move in the opposite 
direction. Moreover, adoption of a "correct" policy can lead to the downfall 
of a politician or a government and bring into power political leaders whose 
policies are even more antagonistic to efficient resource allocation and growth 
than those prevailing when the initial policy advice was given. The recorded 
instances of such reactions are numerous. Among the countries included in 
the case studies in this volume, Ghana, with its 1971 devaluation, may pro- 
vide the best example (chapter 15). By any economic criteria, a realignment 
of the relative prices of tradable (and especially exportable) and nontradable 
goods was probably called for, and the government was persuaded to devalue 
the cedi. The political reaction, however, was so strong that the government 
was overthrown, and the devaluation was reversed within a period of months. 

India's 1966 devaluation is illustrative of more subtle and more problem- 
atic aspects of donor efforts to influence domestic economic policies (chapter 
12). There can be little doubt that the rupee was overvalued in 1966. There is 
also no doubt that the government was essentially reluctant to devalue and 
decided to do so only under considerable foreign pressure, which was effec- 
tive because there were significant amounts of concessional aid administered 
by a consortium of donors. The amount of the devaluation was apparently 
selected with a view to choosing the minimum amount that would satisfy the 
donor countries. That amount was probably smaller than would have been 
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desirable on economic grounds; nonetheless, it was large enough to generate 
a domestic political reaction that seized upon "foreign interference" as a ra- 
tionale for protest (Bhagwati and Srinivasan, 1975). 

The vehemence of that protest left as a legacy the conventional wisdom 
in India that devaluation is not a viable political action in almost any circum- 
stance. For present purposes, the lesson is really a question: Were donors wise 
to push for a devaluation, which in any event was probably too small to be 
optimal, under circumstances in which the government was reluctant, and 
whose unpopularity could be blamed on foreigners? There is no ready answer 
to that question, and country experiences vary widely. For example, at about 
the same time, donors engaged in a policy dialogue with Indonesia that re- 
sulted in a successful series of reforms, including the significant devaluation 
of the rupiah. Clearly, the Indian economy would have been significantly 
worse off in the short run had the rupee remained as overvalued as it was. The 
fact that there is no definitive answer to the above Indian devaluation question 
is illustrative of the difficulties surrounding policy advice determined in the 
context of a sensitive political environment. 

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

Dialogue leads to an acceptance of policy advice as being in the recipi- 
ent's own economic development interest. The potential for dialogue, how- 
ever, is not well correlated to the strength of the potential leverage as mea- 
sured by the size of the aid program. A large donor who has little useful to 
offer in terms of specific policy suggestions may find it difficult to engage in 
any significant policy dialogue. At the same time, economic policies adopted 
solely because large donors insist on them are not likely to be implemented 
forcefully and may well result in the recipient's failure to meet its commit- 
ments. Economic policy reform will be lasting only if the host government 
accepts and fully supports it. 

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

It is thus desirable, in all circumstances and to the extent possible, that 
recipients reach their own conclusions and not feel that they are undertaking 
policy reforms under duress. In order to accomplish this, donors usually at- 
tempt to strengthen the position of host country advocates of specific policy 
measures. It is often assumed that this strengthening may tip the balance of 



Interaction between Donors and Recipients 95 

whatever internal debate is going on in favor of the donor's advice. However, 
the opposite outcome is also likely, with resentment of the pressure by donors 
being channeled to their domestic "allies" even when the policy reform has 
the expected results. And when the policy change is adopted but fails to 
achieve its intended objectives, as in India's case, the internal position of 
those who supported the donor's view is badly compromised. 

These thoughts on the conduct of macroeconomic policy dialogue apply 
to some extent in other areas as well, for example, in the context of sectoral 
policies or budgetary allocation decisions. There are important linkages as 
well as important differences, however. For example, dialogue over the con- 
ditions that would make a particular power project cost-effective may quickly 
lead to broader issues, such as those related to utility pricing policy, role of 
parastatals, or general energy policy. However, the symbolic importance at- 
tached to macrovariables, such as the exchange rate, often makes the dialogue 
on such macrovariable issues more sensitive politically than that on the 
smaller or less visible, but potentially important, sectoral policy issues or 
issues involving specific budgetary allocations. Donors' efforts in support of 
a sector or suhsector can influence such allocations by strengthening a par- 
ticular minister's hand in dealing with the ministry of finance or planning in 
the allocation of domestic resources for specified activities. While the fungi- 
bility of resources suggests that such influence may be illusory, claims are 
made frequently by aid administrators that they were successful in exerting 
such influence. Their typical argument is that budgetary resources, while fun- 
gible in principle, in fact are not. The weaker the ministry in charge of the 
budget, the less fungible the funds and the greater the donor's influence. 

Bilateral and Multilateral Policy Dialogue 

Some fonn of policy dialogue has been present in almost all donor- 
recipient relationships. Considerable use of leverage was introduced in the 
1960s through a number of operations of the U.S. bilateral assistance pro- 
grams. The most controversial one was the conditioning of resumption of 
U.S. and multilateral economic assistance to India on the devaluation of the 
rupee in 1966. 

In India, the overvaluation of the exchange rate in the early 1960s con- 
stituted a tremendous disincentive for producers to grow export crops (Bhag- 
wati and Srinivasan, 1975). The relative domestic prices of these crops (in- 
cluding tea and jute) were so low that supply failed to grow as rapidly as it 
would have at more favorable prices, and India's share of the world market 
fell sharply. Meanwhile, agricultural assistance projects were addressed to 
increasing the supply of these and other commodities. After the devaluation 
of the Indian rupee in 1966 a more realistic exchange rate prevailed. The 
success with raising production during the Green Revolution was partly attrib- 
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utable to aid programs and government efforts to stimulate agriculture; how- 
ever, the additional incentives provided by the changing relative prices asso- 
ciated with devaluation were undoubtedly a precondition for success. 

While the devaluation was much needed, it was ill-timed and undertaken 
in the face of substantial domestic opposition. The reform process was soon 
to be undone by both economic and political processes and to have a signifi- 
cant and lasting adverse effect on donor-recipient relationships. 

Other early cases of donor-recipient dialogue, such as Colombia and 
Korea, were much more successful. Colombia achieved substantial develop- 
ment success in the 1970s, attributable to effective domestic policies sup- 
ported by significant amounts of aid, and a constructive policy dialogue. For- 
eign assistance also made a contribution to the development of public sector 
institutions and economic policymaking (Currie, 1984). Similarly, in Korea 
the long-run policy dialogue between Korean officials and U.S. aid officials 
in the 1960s had a positive impact on the Korean government's willingness to 
formulate and implement development policy (chapter 13). Finally, the Ivory 
Coast, in sharp contrast to Ghana, is an example of a country that in the 1970s 
achieved substantial progress based on relatively effective and distortion-free 
economic policies supported by advice and assistance especially from France 
and the World Bank (chapter 15). 

For a variety of reasons, multilateral institutions and, in particular, the 
World Bank have been urged by bilateral donors to take the lead in conducting 
a policy dialogue with aid recipients. Their nonpolitical nature, their com- 
paratively stronger analytical capabilities on macroeconomic issues, and their 
command of significant financial resources have given such institutions 
opportunities to carry on an active policy dialogue with a number of aid 
recipients. 

The World Bank's program of Structural Adjustment Lending (SAL) and 
Sectoral Adjustment Lending (SECAL) offers a number of recent examples 
of policy dialogue and foreign assistance lending involving policy condition- 
ality. This program started in 1980 and has been developing rapidly (see table 
6.1). By the end of fiscal year 1987, 121 adjustment operations, frequently 
called policy-based loans, to forty-two countries had been approved. 

Policy-based loans have been extended to countries at various levels of 
development, some to low-income countries, such as Malawi, others to more 
advanced economies, such as Turkey and Mexico. The design of the reform 
programs was directly related to the current economic situation in these coun- 
tries. The countries either were facing severe macroeconomic problems or 
had major problems looming on the horizon. All countries were finding it 
difficult to adapt to the changing international environment. Most were expe- 
riencing debt servicing difficulties resulting from a large debt overhang. These 
difficulties were often compounded by a whole range of country-specific do- 
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Table 6.1. Trend in Nonproject Lending Commitments by the World Bank 
($ millions) 

FY 
1979-80 FY 1985 FY 1986 FY 1987 

All countries 
Total lending 10,746 14,384 16,319 17,674 
Sector adjustment, program, and struc- 

tural adjustment lending 403 1,638 3,100 4,118 
As percentage of total 3.8% 11.4% 19.0% 23.3% 

Low-income countries 
Total lending 3,430 5,931 6,261 6,913 
Sector adjustment, program, and struc- 

tural adjustment lending 153 37 1 650 658 
As percentage of total 4.4% 6.3% 10.4% 9.5% 

Highly indebted countries 
Total lending 4,114 4,993 6,251 6,690 
Sector adjustment, program, and struc- 

tural adjustment lending 76 745 2,050 2,382 
As percentage of total 1.8% 14.9% 32.8% 35.6% 

Source: World Bank. 

mestic problems, including institutional inflexibilities, uncontrolled expan- 
sion of the public sector, and excessive protection of the industrial sector. 

Although the structural adjustment programs varied considerably in the 
specifics of design, the underlying adjustment strategies were similar. They 
emphasized structural change in three critical areas: (a) improving the struc- 
ture of incentives for exports in order to ease the adjustment process and 
contribute directly to economic growth; (b)  greater use of market forces and 
more realistic pricing in domestic and foreign trade so as to improve the effi- 
ciency of resource use and enhance the competitiveness of producers; and (c)  
better management of public sector operations so as to raise economic and 
social returns on public spending and reduce public sector deficits. More re- 
cently, World Bank programs also are starting anew to pay much greater at- 
tention to the impact of these adjustment measures on the poor. 

The experience with the Bank's policy-based lending is frequently too 
recent to evaluate fully. It is also difficult to disentangle the impact o i  Bank 
assistance from that of IMF credits, which also contained substantial condi- 
tionality and were frequently put in place in parallel with Bank assistance. 
Nonetheless, several lessons can be drawn. First, there has been some disap- 
pointment. In almost all operations reviewed the process of preparing, legis- 
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lating, and executing policy reforms was difficult to implement. The capacity 
of governments to implement reform measures was usually inadequately as- 
sessed, and often the Bank was over optimistic as to the degree of the govern- 
ments' commitment to and understanding of the reform measures. Another 
important element is the deterioration of the world economic environment in 
the early 1980s, with the result that the impact of the structural adjustment 
programs in many countries has heen below expectations. 

Second, in spite of the delays and difficulties, many of the loans have set 
in motion a worthwhile reform process, with significant impact on both the 
governments and the Bank. The reviews of past loans show that in most coun- 
tries they have played a major role in focusing the attention of governments 
on structural problems and the links between various policy instruments. The 
Bank has helped borrowers to identify the nature of their problems and for- 
mulate strategies. This was particularly important in countries with limited 
analytical capability to perform that task themselves. 

Third, and one of the most important lessons of the Bank's experience, 
the process of policy reform must he internalized in the country as quickly as 
possible so that the reform program is designed by the country itself and 
integrated into its longer-term development program. This can be done by 
seeking the active participation of relevant parties in diagnosing problems and 
seeking solutions. The experience has shown that results have been best where 
from the beginning the government's active participation was sought in de- 
signing the program and in formulating solutions, such as in Turkey or Chile 
in the 1980s (Michalopoulos, 1987; World Bank, 1988). 

As many observers have also concluded, "the dialogue is most effective 
when the donor can persuade the recipient to move further along a path on 
which it already wants to go" (Cassen, 1986, p. 89; see also Nelson, 1986). 
A challenge to prevailing vested interests or political convictions can be im- 
plemented only when there is a crisis. But when the crisis abates, commit- 
ments tend to be abandoned if they are not internalized. 

This review should not suggest that donors always know best. Indeed, 
the evidence, frequently from Africa, is quite mixed. In Tanzania donors pro- 
vided the bulk of the resources needed for an industrialization effort under- 
taken in the context of seriously distorted incentives that led to significant 
waste and inefficiency (Lele, 1984). A study directed by Uma Lele notes "the 
relatively small role donor assistance seems to have played in the growth that 
has in fact occurred" in six African countries and attributes it to the fact that 
"a large amount of donor assistance was allocated with the best of intentions 
to types of activities that have little effect on growth." Many "new" donors 
have underemphasized the importance of investment in human capacity; and 
assistance has been characterized by unwarranted orientation to the food crop 
sector, where a balanced food and export crop approach is of critical impor- 
tance (Lele, 1988, p. 117). 
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The Forms of Assistance That  Facilitate Policy Dialogue: 
Program versus Project Aid 

One of the oldest dilemmas of foreign assistance centers around the ques- 
tion whether it should take the form of program or project aid. "Program aid" 
is provided as general support for a country's overall development objectives 
and thus is destined to finance additional imports, while "project aid" sup- 
ports particular investment activities in the recipient country. There are also 
several mixed forms of assistance. Sector aid focuses on particular sectoral 
objectives but can be composed of a series of linked projects; or it can pri- 
marily involve nonproject assistance, such as budget support to a particular 
ministry; or it can be a mixture of both. Depending on its composition, sector 
aid can thus he more or less projectized. At present, according to the DAC, 
roughly 28 percent of bilateral donor assistance is identified as program-type 
assistance. By contrast, despite the increase in World Bank program-type 
lending noted above, only 11 percent of multilateral aid was classified as 
program-type assistance (see table 6.2). 

There are, of course, significant variations in the level of program lend- 
ing provided by individual donors (see table 6.3). The United States, for ex- 
ample, traditionally has provided a substantial level of its assistance in non- 
project form, reflecting the significant role of food aid and security-related 
assistance. Only 37 percent of its aid is identified with specific projects. In 
contrast, Japan, Germany, and France provide 82, 81, and 77 percent of their 
aid in project form. In the case of France, this reflects in part the large pro- 
portion of the French aid program that funds French teachers in developing 

Table 6.2. Percentage of Aid Commitments by Major Purpose, I987 

DAC Multilateral 
Bilateral ODA Assistancea 

Social infrastructure 
Education 
Health 

Economic infrastructure (Transportation, energy) 
Production 

Agriculture 
Other 

Program-type assistance (Program aid, food a~d, 
debt relief, emergency aid) 

Other (Administrative expenses, multisector, 
unspecified) 

p~ 

Source: OECD, Development Cooperation. 1988 
'Concessional and nonconcessional. 



100 DONORS AND RECIPIENTS 

Table 6.3. Sectoral Allocation of Bilateral ODA Commitments, 1987 
- ~p ~p 

Sector- 
allocated Assis- 
tance as a Per- 

centage of Total 
Economic Social Bilateral 

Infrastructure Infrastmcture Agriculture Othera Assistance 

Australia 
Austria 
Belgium 
Canada 
Denmark 
Finland 
France 
Germany 
Ireland 
Italy 
Japan 
Netherlands 
New Zealand 
Noway 
Sweden 
Switzerland 
United Kingdom 
United States 

Total 

Source: OECD, Development Cooperation, 1988. 
BIndustry and other production. 

countries. In the cases of Germany and Japan, the large proportion of their 
programs allocated to sector activities reflects in part a strong emphasis on 
the funding of basic infrastructure activities. 

These estimates are only rough indicators of the nature of the assistance 
given. Over time the distinctions between program and project aid have 
blurred. The World Bank, for example, has extended a variety of project loans 
for export development or with a sectoral orientation that has very clear non- 
project dimensions. Such loans are extended in support of broad economic 
policy reform, such as in interest rates, trade controls, and so on, and are fast- 
disbursing, since financing of current imports frequently accounts for a sig- 
nificant proportion of the total loan. In Sub-Saharan Africa at present the 
Bank has recognized the need for assistance in support of the maintenance 
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and rehabilitation of existing capital projects rather than new projects. Such 
assistance may be packaged by donors as a sector loan or as a project, but it 
clearly involves significant nonproject elements. 

Early thinking about assistance focused on the proposition that by fi- 
nancing particular projects, donors could influence the investment programs 
of a recipient country along preferred lines. The difficulties with this general 
defense of project aid lie in the fungibility of resources. Unless a donor fi- 
nances a project that would not otherwise be undertaken, the donor's decision 
to undertake project A will simply permit the government to undertake what- 
ever was the marginal project on its list of preferred investments. If a recipient 
country knows that the donor believes that more resources should be devoted 
to a particular sector-agriculture, for example-the recipient can simply 
cut down its own planned expenditure on that sector and encourage donor 
projects in it. 

Another argument contends that many donor-financed projects have had 
an important component of technical assistance in them that could not have 
been transmitted in the absence of the projects. For that reason, project aid at 
times may be preferred to program aid. It is for this reason that recent World 
Bank program-type lending has often been accompanied by specific related 
technical assistance activities. 

It can be argued that program aid, as an alternative, can be based upon 
an examination of the overall set of policies that a particular country under- 
takes. The difficulties with this argument are several. First, as already seen, 
there are often important political reasons why a donor (especially a bilateral 
donor) has an interest in good relations with the country; as a result, cessation 
of or severe cutbacks in assistance because of disagreement over economic 
policies are difficult if not impossible. Second, while donors can negotiate 
over a government's overall economic policy, the domestic political sensitivi- 
ties discussed earlier are an important limit to such negotiation. Third, the 
judgment issues raised earlier become exceptionally important under program 
lending. 

On the other hand, there are certain advantages to program-type aid in 
the context of influencing recipient macroeconomic policy. Program aid is a 
flexible instmment. It can be quickly disbursed, it can be increased or de- 
creased at the margin or delayed in timing, and it can be released in tranches. 
One can therefore support economic policy changes as they occur, as well as 
monitor their implementation. Project assistance, by contrast, cannot be 
turned on and off easily, and its potential leverage on economic policies is 
correspondingly weaker. 

Finally, program aid is more relevant to a discussion of macroeconomic 
policies or even of sector development strategy. It is much more difficult to 
develop a policy dialogue on macroeconomic issues on the basis of projects 
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in individual sectors whose links to macroeconomic policy are tenuous how- 
ever large the projects. Also, project aid tends to be administered by minis- 
tries with sector responsibility-for example, agriculture-but with very 
little responsibility for macroeconomic policy. In contrast, program aid ne- 
gotiations typically involve ministry officials responsible for determining 
overall macroeconomic policy. Thus program aid is unquestionably the supe- 
rior form if it is considered desirable to attempt to use leverage to change 
macroeconomic policy and condition assistance through time-related perfor- 
mance criteria. If influence is to he exerted primarily through discussion and 
exchange of ideas rather than through specific loan conditioning, the choice 
between project and nonproject aid is more equivocal. Also, there may be 
some policy issues of importance outside the macro sphere that could be ad- 
dressed through the sector or project mode. 

Some bilateral donors are devoting a significant portion of their resources 
to nonproject lending. In some cases, however, this is taking place without an 
effective policy dialogue. One reason for this failure to use this type of lend- 
ing to promote a dialogue is that while a number of these donors have empha- 
sized the importance of the policy dialogue in principle, in practice they have 
extended nonproject aid in support of broad political objectives and with little 
concern about policy conditioning. 

There is probably no ideal balance between project and nonproject aid. 
Indeed, with the traditional programlproject distinction blurred, it is hard to 
argue at present that program loans are in some way categorically better in- 
struments in support of policy reform or that project lending is less fast- 
disbursing. Given the political constraints surrounding bilateral aid (and the 
technical assistance components of many aid projects), it may well be that 
a combination of program and project lending is appropriate, with program 
lending increasing in importance during periods when governments are un- 
dertaking genuine and sustained efforts at policy reforms. Clearly, in cases 
where the policy environment is very distorted only project assistance ought 
to be considered, and only in activities least affected by these distortions. In 
short, the appropriate mix depends to a large degree on the objectives pursued 
through the loan, the structure of the loan, and the policy dialogue between 
donor and recipient. 

In the final analysis, donors are now moving in the direction of creating 
multiple and flexible assistance instruments that involve combinations of what 
traditionally were considered program, project, and technical assistance ac- 
tivities. And they are trying to tailor the combination to the relative needs of 
recipients, with technical assistance components emphasized in low-income 
countries and nonproject elements emphasized in circumstances where for a 
variety of reasons there is relatively greater need for such assistance compared 
with traditional project financing. 
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The Coordination of Development Assistance 

"Aid coordination" is a broad and imprecise term. It can encompass 
activities from general discussions in international fora on broad principles of 
development cooperation and assistance policy, to country-level discussions 
between donors and recipients regarding development constraints and pro- 
grams, to very narrow and concrete actions by several donors and a recipient 
concerning specific project or sector assistance. This lack of precision, cou- 
pled with the implicit positive connotations attached to the terms "coopera- 
tion" and "coordination," has meant that donors have traditionally expressed 
public support for the general concept of coordination. But practical interest 
in the issue by donors has varied greatly over time. Donors have had divergent 
views regarding the appropriate type, nature, or intensity of such cooperation, 
and at times there has been active resistance by some donors to anything but 
the most general nonoperational forms of coordination. 

COORDINATION INSTITUTIONS 

The first donor aid coordination group, led by the World Bank, was con- 
vened in response to a foreign exchange crisis in India in 1958.' Subsequently 
a permanent aid group was established for India, and a similar arrangement 
was made for Pakistan in 1960. Also in 1960 the leading industrial-country 
aid donors established the Development Assistance Group, reconstituted as 
the Development Assistance Committee (DAC) in 1961, as a forum for con- 
sultations among donors on major aid questions. One of the major issues at 
that time was burden sharing. The United States and the United Kingdom 
encouraged other developed countries to develop or expand their aid pro- 
grams. A second concern was to improve aid effectiveness. 

During the 1960s and 1970s the number of aid donors, recipients, and 
assistance activities expanded dramatically, as did the complexity of many of 
the development issues confronting both donor and recipient. This rapid ex- 
pansion also brought with it the increased potential that the projects, pro- 
grams, development emphasis, and policy advice provided by an individual 
donor would needlessly duplicate, he inconsistent with, or prove detrimental 
to the aid efforts of other donors andlor the overall development effort of the 
recipient (Pearson Commission, 1969). One response to this potential was the 
expansion of the numher of aid coordination groups, although they remained 
basically limited to the larger developing countries, and the formation of a 
variety of other aid coordination mechanisms. 

While improved aid coordination has become a standard agenda item in 
international discussions of development issues, it often has been one of low 
priority. In the last few years, however, the importance attached to effective 
aid coordination has increased, reflecting (1) the serious economic problems 
faced by the developing countries; (2) the increased importance attached to 



104 DONORS AND RECIPIENTS 

the implementation and maintenance of sound economic policies; (3) the slow 
growth and uncertain prospects about the future levels of economic assistance; 
and (4) increasing evidence of the costs associated with an absence of effec- 
tive aid coordination, including the distortion of the recipient's investment 
program, a proliferation of donor projects, a rapid expansion in the recurrent 
costs required to support donor projects, an increased administrative burden 
on the recipient, and a failure to avoid conflicting or duplicative activities or 
the provision of contradictory advice. 

Investment can be distorted as a result of a donor's desire to identify 
projects that match its own commercial interest or its own development em- 
phasis. Even where the sector or project makes sense in isolation, a lack of 
coordination among donors can result in an imbalance in the distribution of 
investment if a large proportion of the donors decide Independently to focus 
on the same sector or issue, as donors have also been caught up in develop- 
ment fads. This potential for distortion can be reinforced by a lack of control 
or coordination within the recipient's own government. Ministries in some 
countries have had fairly broad authority to work with individual donors to 
develop projects of special interest to the particular ministry with little effec- 
tive review or screening of these ministry-supported projects against an over- 
all investment plan for the country. 

Rapid proliferation of projects, reflecting the preference by most donors 
to fund projects can strain the financial and human resource capacity of re- 
cipients to implement, monitor, and maintain these projects. This problem 
has been particularly severe in a number of African countries. For example, 
a review of donor programs in Kenya revealed that there were approximately 
600 active projects by 60 donors on the books in Kenya. Similarly, the UNDP 
estimated that there were 188 projects by 50 donors in Malawi, 321 projects 
by 61 donors in Lesotho, and 614 projects by 69 donors in Zambia (Morss, 
1984). 

Recipients also often face a wide array of differing assistance procedures 
and requirements; for example, the project identification and selection pro- 
cess, the contracting procedures (including forms and specifications), and the 
monitoring and accounting procedures can differ significantly among donors. 
Recipients need to use scarce administrative talent to understand and comply 
with each donor's individual aid process. 

Finally, a failure to coordinate can result in donors' supporting projects 
or programs that are in conflict, directly or indirectly, with those of another 
donor. For example, one donor may be supporting the increased production 
of a commodity that another donor is encouraging the government to diversify 
out of. It may also result in a failure to identify and undertake projects in 
which joint action would he highly desirable, given the differing resources of 
each donor, or projects whose scale exceeds the support ability of an indi- 
vidual donor. When a donor's project or program dlrectly or indirectly in- 
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volves a recipient's economic policies, a lack of communication can lead to 
conflicting policy actions. 

BENEFITS FROM COORDlNATlON 

Coordination of aid programs can serve a variety of purposes, including: 
1. Facilitation and improvement of the flow of information. This can 

include the development and exchange of information on (1) the nature, level, 
and distribution of donors' assistance and their assistance policies; (2) basic 
economic and technical conditions that can assist in the identification, struc- 
turing, and implementation of development projects; and (3) the recipient 
countries' economic policies, performance, and development plans. The DAC 
has played a key role in developing and disseminating information on donor 
assistance programs, particularly those at the global rather than the project 
level, while the World Bank, along with the IMF, has played a major role in 
developing information on the economic constraints, policies, and prospects 
of individual developing countries. 

2. Providing a mechanism for project-level coordination. Exchanging 
information on current and proposed assistance projects, as well as project 
experience (e.g., evaluation results), helps donors avoid problems and iden- 
tify areas in which joint activity or cofinancing with other donors or the pri- 
vate sector may prove beneficial. 

3. Stimulating and improving the dialogue on recipient country eco- 
nomic policy. An increasing number of donors are turning to coordination 
efforts as a means of assuring that policy issues are being addressed seriously 
and coherently and that the program, project, and policy advice from each of 
the donors supports needed policy improvements more effectively. This is 
seen as particularly important for bilateral donors, for whom the ability to 
engage individually in an effective policy dialogue may be very limited. 

4. Increasing the quantity and quality of aid. On the recipient's side, an 
important outcome of the coordination process can be increased aid. It also 
can provide a country with an opportunity to lay its case before the donors. 
Coordination efforts may also reinforce peer pressure among donors, which 
may stimulate additional flows or agreements on improved aid policies and 
procedures. 

5. Increasing the public support. On the recipient's side, coordination 
efforts may provide, via statements and actions by donors, a vehicle to gen- 
erate support domestically for necessary but painful policy measures. On the 
donors' side, the demonstration that they are actively coordinating their assis- 
tance efforts can help build constituents' support for aid. 

BARRIERS TO EFFECTIVE COORDINATION 
Despite what might appear to be an area in which agreement would be 

easy, aid coordination has often been a controversial issue for both donors and 
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recipients. Some developing countries view increased donor coordination as 
detrimental to their own interests. Furthermore, a recipient may view a lack 
of coordination to be in its interest if it believes that it can use this lack of 
coordination to (a)  increase the level and quality of aid or (b)  achieve an 
allocation preferable in its view to that which would likely occur through joint 
donor action (e.g., playing donors off against each other to achieve a better 
deal) (Arndt, 1979). 

Some donors believe that aid coordination, particularly when it is related 
to policy dialogue, constitutes an unacceptable level of interference in the 
recipient's sovereignty. In other cases it is avoided because of basic disagree- 
ments among the donors regarding aid practices, policies, and philosophy. 
Donors may also be reluctant to share detailed project information, on the 
grounds that such information interferes with the achievement of their own 
commercial objectives. Finally, most donors are not willing to relinquish con- 
trol over their assistance efforts. 

Effective aid coordination requires both financial and human resources 
for the careful analysis of issues and to carry out the logistics involved in any 
coordination effort. These staff and financial costs fall on both the recipients 
and the donors. For some of the low-income countries, these human and fi- 
nancial costs may be viewed as a serious constraint. For many of the smaller 
and poorer developing countries, this, coupled with previous limited interest 
of many donors and recipients, has meant little country-specific coordination 
effort until recently. 

It has often been argued that aid coordination is most effective when it 
becomes an ongoing, "on-the-ground" process. Most aid donors, however, 
do not have an extensive network of in-country missions staffed by personnel 
with in-depth country-specific knowledge. This makes the development of an 
ongoing process of in-country coordination that extends beyond the periodic 
consultative group meetings more difficult. 

1MPROVlNG COORDlNATION 

Economic assistance policies, programs, and performance are discussed 
in a wide range of generalized as well as specialized fora. The most continu- 
ously and extensively involved has been the DAC. Aid policies and practices 
have been debated in other fora, especially the development organizations of 
the United Nations, hut these debates have rarely involved specific practical 
aspects of these issues. 

At the level of the individual country, the consultative groups (CGs) 
sponsored by the World Bank have constituted the main mechanisms for aid 
coordination. Since the first aid consortium group was established for India in 
1958 close to forty countries have had one or more of these aid group meet- 
ings, and most of the groups are still active. In recent years in particular there 
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have been both an increase in the frequency of CG meetings and significant 
expansion in the number of countries with CGS.~  

The value of these efforts varies. On the positive side, the World Bank's 
economic analysis, the recipients' presentations of their development plans, 
and the donors' presentations of their current and prospective assistance ef- 
forts have often been valuable sources of information for donors and recipi- 
ents alike. This exchange of information can be particularly valuable for 
smaller donors, who may have limited resources to undertake their own 
analysis. 

Consultative groups nonetheless have not been immune from criticism 
including that they offer an opportunity for ganging up on recipients and force 
policy advice on recipients that is counterproductive. The experience of Bang- 
ladesh in 1971-72 is viewed by some as such a case. A number of Bangla- 
deshi economists, including members of the planning commission, felt that 
donor representatives at the consortium, who had less experience and less 
expertise, were forcing the Bangladesh government to make unwise economic 
decisions-"too often exhibiting arrogance combined with authority derived 
from their being representatives of agencies and interests with large re- 
sources" (Faaland, 198 1). 

The other major country-oriented aid coordination mechanism comprises 
the UNDP-sponsored "roundtables." These are normally held in-country and 
generally have been less formal, had greater U.N. involvement, and been 
more focused on program and project issues than on overall economic prob- 
lems, a major focus of many of the CGs. The roundtables, although not totally 
new, have only recently become a significant mechanism for country-level aid 
coordination. The increased role derives from a decision made during the 
1981 U.N. Conference on Least Developed Countries that these countries, 
most of whom did not at that time have formal country assistance coordination 
mechanisms, should organize aid coordination groups to provide them the 
opportunity to present and discuss with donors their economic situation and 
development plans for the purpose of increasing donor support. Subsequently, 
there has been a significant expansion in both CGs and roundtables for these 
low-income countries. Reports on the initial set of these meetings were mixed. 
Not only was it a new process for many of the recipients but often the recipi- 
ents and donors had different views regarding the purpose of these meetings. 
At least initially, many recipients viewed them as aid-pledging sessions, while 
most donors wanted the emphasis placed on the analysis of the recipients' 
economic policies and  problem^.^ 

In some circumstances the effective coordination of development efforts 
requires the coordination of aid activities in a number of countries within an 
area or region. These efforts have included not only the regular meetings of 
the regional multilateral development banks but also a number of specific 
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regional consultative mechanisms, such as the Colombo Plan, the regional 
CGs for the Caribbean and Central America, and the Club du Sahel in Africa. 

Increasingly, continuing "on-the-ground" coordination between donors 
and recipients is perceived as a particularly desirable form of coordination 
where it can be developed and maintained effectively. Reflecting the increased 
support for this on-the-spot coordination, agreement has been reached in a 
number of recent aid group meetings, particularly for Sub-Saharan African 
countries, to strengthen their existing in-country arrangements or establish 
new ones. The willingness of these developing countries to support this type 
of detailed and ongoing coordination effort points to a positive shift in the 
attitude of these governments toward aid coordination. 

The tasks of these in-country groups vary depending on the specific cir- 
cumstances. In Kenya, for example, until recently the focus was on the pro- 
longed drought situation and its related food crisis, hut attention has now been 
shifted to the formulation of a program to strengthen the country's national 
agricultural research system. In Mali the focus is on the health and population 
sector, although nonproject aid and structural adjustment are also receiving 
attention. In Senegal in-country coordination encompasses a large number of 
sectors, including agriculture, water supply, maritime fisheries, industry, edu- 
cation, and tourism. It is also interesting to note that in countries such as 
Malawi (transport and agriculture) and Sri Lanka (water supply and sanita- 
tion), coordination meetings have led to an agreed division of labor among 
donors, including co-financing of projects by donors. 

The World Bank-led Special Program of Assistance for low-income 
debt-distressed countries in Sub-Saharan Africa initiated in late 1987 also 
illustrates this increased level of coordination. Some of its key features are: 
( I )  the exchange of documentation among donors; (2) the participation of 
bilateral donors on selected World Bank missions; (3) regular biannual multi- 
donor meetings as well as special meetings on individual countries and issues; 
and (4) work on standard procurement and disbursement procedures. 

It is difficult to gauge the effect that aid coordination efforts have had on 
aid effectiveness. The foregoing discussion points to a number of general 
conclusions, namely, that the absence of aid coordination can seriously reduce 
the benefits of development assistance efforts; that the experience with aid 
coordination efforts has been mixed, and in some cases the efforts have been 
judged to have been of limited value; and that increased importance has re- 
cently been attached to improved coordination by both donors and recipients. 
Whether this focus on coordination is sustainable and whether it can overcome 
the resistance of both donors and recipients to move beyond the exchange of 
information to the effective coordination of programs and efforts to increase 
the development impact of donor assistance remains to be seen.6 
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The Impact of Development 
Assistance: A Review of the 
Quantitative Evidence 

CONSTANTINE MICHALOPOULOS 
AND VASANT SUKHATME 

The economic impact of development assistance can 
be assessed at both the microeconomic and the macroeconomic level. At the 
microeconomic level the contribution of aid can be assessed by examining the 
rate of economic return of individual activities, usually specific projects, such 
as the building of a multipurpose dam or a highway financed by aid. There 
have been a number of studies using this approach. By and large these evalua- i tions have shown that average rates of return on multilateral assistance proj- , 
ects have been rather high (see below). 

As noted in chapter 3, aid can affect macroeconomic growth in several 
ways. At the simplest level, aid represents foreign savings. If these savings 
are additional to domestic savings, and if they are channeled to domestic 
investment, then in the context of a simple model of capital accumulation aid 
has the potential to stimulate growth. Foreign aid also provides access to im- 
ports of goods and services. As a result, it has been argued, aid can promote 
growth if growth is subject to a foreign exchange constraint (see chapter 3). 
Most of the studies of the impact of aid on growth focus on these rather simple 
notions. 

Aid, however, is typically a small pnnion of domestic capital formation, 
savings and other macroeconomic variables in most countries. Thus it cannot ) 
he expected to have a significant impact on growth (Harberger, 1972). The 
small size of aid relative to other macroeconomic aggregates, as well as con- 
ceptual and empirical shortcomings in many of the analyses, has contributed 
to many inconclusive findings about the relationship of aid to growth. 

The purpose of this chapter is to summarize these findings of past re- 
search on the relationship of aid to economic performance both at the micro 
and at the macro level. First, some of the findings of project-based analyses 
of aid effectiveness are reviewed. Next, the evidence of the relationship of aid 
to domestic savings is analyzed. This is followed by a discussion of analyses 
of aid's contribution to growth in the context of a foreign exchange constraint. 
Subsequent sections focus on some additional broad linkages between aid, 
capital formation, productivity, and output growth. The final section draws 

PREVIOUS PAGE BLANK 



112 DONORS AND RECIPIENTS 

some tentative conclusions about the current understanding of the aid-growth 
relationship and explores some possibly useful areas for further analysis. 

Rates of Return of Aid Projects 

Rate of return analyses have been commonly employed in analyzing the 
effectiveness of aid resources both in the appraisal phase of potential projects 
that are candidates for receiving assistance and in the evaluation of completed 
projects. Since most foreign assistance has been extended in support of spe- 
cific projects, donors, especially the multilateral institutions, wish to assure 
themselves to the extent possible that the resources they provide are allocated 
to activities with a positive and substantial potential rate of return. The World 
Bank, for example, will not normally finance projects with an ex ante calcn- 
lated rate of economic return of less than 10 percent. Similarly, ex post 
evaluations of aid have tended to focus on the rates of return of projects fi- 
nanced in part or in whole by aid institutions. 

Past empirical analysis strongly suggests that projects financed through 
multilateral aid in developing countries generally have yielded high rates of 
economic returns. The simple average real rate of return on the projects fi- 
nanced by IBRD loans in the 1960-80 period has been estimated to be 17 
percent. Those undertaken through IDA credits show an 18 percent simple 
average rate of return. The weighted average rate of return on projects fi- 
nanced by IDA credits has been higher, about 21 percent (World Bank, 
1982a). One possible explanation why larger projects have, on average, 
higher rates of return is that many smaller projects involve innovative or ex- 
perimental activities. Typically, undertaking smaller projects involves greater 
risk, and their rates of return show greater variation and are smaller on 
average. 

Other multilateral agencies have had similar experience with their pro- 
jects. The Asian Development Bank (1984) reports that 97 out of 139 projects 
financed through its resources were generally successful in achieving their 
aims, and the remainder partially so. Projects financed by the Inter-American 
Development Bank (1982 and 1983) have had similar results.' Since the bulk 
of assistance from these institutions over the periods evaluated has been in the 
form of projects, it could be argued that the activities supported by assistance 
from these institutions have made a positive direct contribution to the recipi- 
ents' development. 

Less is known about the projects financed by bilateral donors. About 
30 percent of such assistance consists of nonproject aid, and there have been 
fewer systematic evaluations of rates of return by projects financed by bilat- 
eral donors (see table 6.2). 

A study by Peterson (1983) also examined the marginal rates of re- 
turn on development assistance contributed by multilateral aid agencies, the 
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OECD, and centrally planned economies. He used a production function ap- 
proach to estimate marginal rates of return on development assistance capital 
based on cross-sectional data for seventy-seven developing countries over the 
1961-77 period. The capital stock data were divided into three components: 
capital financed from domestic resources, capital transfened from market 
economies and multilateral agencies, and capital transferred from centrally 
planned economies. The various land variables and the environmental vari- 
ables were shown to be relatively unimportant in explaining total or per capita 
GNP growth. What was important was reproducible capital-both human and 
physical. Peterson computed a 56 percent marginal rate of return on capital -- ~ 

... .~ 
acquired from market economies and multilateral agencies~and a 15 percent 
marginal rate of return on capital financed out of domestic resources. In strik- 
ing contrast, the rate of &turn on capital contributed by centrally planned 
economies was estimated to be negatjve. 

It is tempting to use the results of these analyses of rates of return on 
projects, especially those financed by multilateral assistance, to support the 
conclusion that economic assistance has been successful in promoting eco- 
nomic growth in the recipient countries. Such a conclusion is not always 
valid. Project evaluations, ex ante or ex post, represent partial equilibrium 
analyses, based on the assumption that projects do not substantially affect 
behavior in the rest of the economy. Such an assumption may not be war- 
ranted. Moreover, rate of return analyses usually do not take into account 
externalities, both positive and negative, which may have important effects 
on overall development. Positive learning-by-doing effects of foreign aid proj- 
ects on developing countries' human resources cannot be evaluated through 
this approach either. Finally, foreign-financed projects may have higher rates 
of return on average; but they might have been undertaken in any case, and 
foreign aid might simply have permitted the undertaking of other activities 
with much lower rates of return. Thus for a variety of reasons, it is desirable 
to explore the impact of aid in a wider setting. 

Development Assistance and Savings 

A number of writers examined the link between aid and savings by con- 
sidering savings functions of the f o m  S = f(Y,F), where S = domestic 
savings, Y = gross national product, and F = foreign capital inflows. Then, 
using cross-sectional data from a number of countries, a regression equation 
relating Y and F to S is estimated using ordinary least squares. 

The results of early cross-country regression analyses were conflicting 
(see table 7.1). They showed that a dollar of capital inflow in the early 1960s 
may have "led" to anywhere between a reduction of $0.82 and a marginal 
increase in domestic savings. Areskoug (1969) and Griffin and Enos (1970) 
argued that foreign assistance contributed little, if anything, to economic 



Table 7.1. Results of Cross-Country Regressions of Domestic Savings on  GNP, Capital Inflows, and Exports of Developing Countries 

Study 
Number of Dependent Constant GNP Capital Inflow Exports 
Countries Variable ( K )  ( Y )  ( F )  FIY (XI R2 

Griffin, 1962-64' 32 SI Y 11.2 

Griffin, 1962-64' 13b SI Y 16.1 

Griffin, 1960a I F  S 0.1716 -0.6702 
(0.005) (0.204) 

Weisskopf, 1957-63 17d S 0.183 -0.227 
(65.9) (-5.3) 

Rahman, 1962 3 1 SI Y 0.1427 

Gupta, 1962 50  SI Y 0.1108 
(0.0088) 

Sources: M .  Anisur Rahman, "Foreign Capital and Domestic Savings: A Text of Haavelmo's Hypothesis with Cmss Country Data," Review of Economics and 
Staristics 50 (1968): 137-38: Keith L. Griffin, "Foreign Caoital, Domestic Savings and Economic Develooment," Bulletin of the Oxford Universirvlnstilute of - . 
/ i .~,8~rn,is  a,z.l Srrrr,~u:c 32 I M ~ !  19701. 99- 1 I 2  Kdnhdn)3 I Gupla, ' h,rc.~gn C*pll3 .$nd Dot,.e.l~, S1\,t,~e, .\TI,[ of lli.~\c~lm., , 1 I ) p ~ l l ~ : ~ a ~  ~ l t h  Llrol>- 
Ct,unlr) Ih lu  ;\ Cl~!~>nlcnI,'' Krvir.t> .,I t<o,r,rrzil.c .,,8d Sru,nrri<, 52 (015) 197U) 214 Ih ,  l l l u m ~ ~  E \Vctsrkupf. ' ' I  he Impaa .,I l:dnc,:n Capllal lnll<,u 6," 

Domestic Savings in Underdeveloped Countries," Journal of Internalionol Economics 2 (Febmary 1972): 25-38. 
'Griffin does not specify whclher the figures in parentheses are t-statistics or whether they are significantly different from zero 
bAll in Asia. 
=All in Latin America. 
*A pooled sample. 
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growth and domestic savings. Griffin and Enos, on the basis of cross-sectoral 
evidence from fifteen countries in Latin America for the 1957-64 period, 
concluded that "the general tendency is that the greater the capital inflows 
from abroad, the lower the rate of growth of the receiving country" (Griffin 
and Enos, 1970, p. 318). Their explanation was that governments receiving 
aid often refrain from raising taxes but expand consumption after aid begins, 
and so do private entrepreneurs who receive loans from abroad (Griffin and 
Enos, 1970, p. 321). As a result, there is a decrease in domestic savings as a 
percentage of GNP. Similar conclusions were reached by Weisskopf (1972a 
and 1972b) using a two-gap model for seventeen developing countries. On 
the other hand, Gupta, in a cross-sectional study of fifty developing countries 
(1970), found no relationship between capital inflows and domestic savings. i 

Differences in the samples of countries examined caused substantial 
differences in the estimated coefficients, suggesting that the capital inflow- 
savings relationship may be different in different countries or different policy 
regimes. According to the Chenery-Eckstein study of savings behavior in six- 
teen Latin American countries in the 1950-64 period (1970), for instance, a 
dollar of foreign trade deficit "led" to between a $1.15 reduction in domestic 
savings in Panama and a $0.64 increase in Bolivian domestic savings2 These 
studies had limited implications for assistance policy, since they did not iden- 
tify the structural factors or the policy regimes that resulted in the large vari- 
ation in savings impact. 

Analyses of the capital inflow-savings relationship for the same country 
over time have provided somewhat greater insight into the factors involved. 
Pakistan's experience with foreign aid in the 1951-70 period, discussed by 
Islam (1972), throws some light on the apparent instability of capital inflow- 
savings or aid-savings relationships in developing countries. Essentially, 
Islam concludes that the major influences on the savings rate over time were 
institutional reforms, changes in the terms of trade, and the government's 
fiscal policy rather than the volume of aid. 

In the end, what does all of this effort to relate aid to domestic savings 
truly mean? Some of the early results should not be taken seriously as evi- 
dence of the impact of aid on development. First, they suffer from conceptual 
problems. In terns of the national income accounting identities, savings is 
defined as the difference between national income and consumption. A capital 
inflow, whether in the form of aid or private flows associated with an import 
surplus, increases available resources and can be expected to add to both 
consumption and investment. But an increase in consumption with national 
income given would imply lower savings. Similarly, to the extent that aid goes 
proportionally more to low-income countries, which have lower domestic sav- 
ings rates, an inverse relationship between aid and savings based on a cross- 
country statistical analysis may reflect nothing more than donor decisions to 
assist the more "needy" countries, or countries with poor economic perfor- 
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mance. Thus it may not be surprising when a simple analysis of the relation- 
ship between aid and savings yields a negative relationship between the two 
(Halevi, 1976). 

In light of these conceptual shortcomings, it is not surprising that other 
studies using similar techniques showed that the inverse association between 
capital inflow and domestic savings is not a peculiarity of the aid-recipient 
countries. In a cross-country regression estimate of a savings function from a 
sample of sixteen developed and fifty-four developing countries, Singh (1975) 
found an inverse and significant correlation between savings rates and capital 
inflows. This should not surprise observers of recent U.S. experience, in 
which large foreign borrowing has been accompanied by low domestic sav- 
ings rates. 

In any economy, if aggregate demand exceeds domestic output or, 
equivalently, domestic savings is less than investment, there will be a current 
account deficit. The causality, therefore, could run from the direction of the 
domestic economy to the current account deficit or surplus, rather than the 
other way around. In a situation where capital inflows and domestic savings 
are simultaneously determined, it is very difficult to assert that one "causes" 
the other. This point is illustrated by a statistical analysis undertaken by Over 
(1975) based on the earlier work by Griffin (1970). 

Finally, a savings function must explain savings behavior by both the 
public and the private sector. None of the functions estimated in the 1970s 
explain savings behavior. The theoretical foundation of such functions is es- 
pecially weak, since savings or investment is seen solely as an alternative to 
consumption rather than as a way of redistributing consumption in a temporal 
sense. 

In addition to these conceptual problems, the early analyses used the 
current account deficit as a proxy for aid-clearly a poor substitute when 
other capital flows are present as they clearly were in many of the countries 
considered. In the case of India, in which Weisskopf (1972a and 1972b) found 
a negative and significant correlation between capital inflow and savings, and 
Bhagwati and Srinivasan (1975) found a negative but statistically insignificant 
association, Chaudhuri (1978) found a marginally significant positive corre- 
lation between foreign aid and domestic savings. 

In summary, most of the analyses of the relationship between aid and 
savings based on cross-country or time series data are conceptually flawed, 
and the empirical results are weak and contradictory. In our view they do not 
suggest that aid as such systematically leads to declines in the domestic sav- 
ings effort of recipients. Domestic macroeconomic policies will be the pri- 
mary determinant of how a capital inflow and aid are absorbed. Statistically 
this will show up as differences in the savings rate-but this is an ex post 
observation that may have little to do with the impact of the inflow itself on 
the domestic savings rate. A variety of macroeconomic policies would need 



The Impact of Development Assistance 117 

to be investigated in order to trace the effect of aid on domestic savings and 
overall economic growth. It is extremely difficult to design meaningful econo- 
metric indicators for such policies that can be tested through cross-country 
models. In any case, the effect of aid may he small, because while aid can be 
an important component of domestic capital formation in some countries over 
some periods, on average it has been quite small. 

Development Assistance and the Foreign Exchange Constraint 

Given the extensive attention paid to the role of aid in relieving a foreign 
exchange constraint, especially in the 1960s, very little empirical evidence 
exists to support the hypothesis that development assistance indeed plays such 
a role. There are various reasons why any empirical testing of the foreign 
exchange hypothesis will yield inconclusive results. First, the foreign ex- 
change constraint concept is fundamentally a planning one (see Chenery and 
Strout, 1966). Ex post, there is equality in the observed foreign exchange and 
savings gaps. This makes it methodologically difficult to test hypotheses 
about the impact of foreign aid in relieving one constraint or the other, which- 
ever may have existed ex ante.' 

Second, there are some cases in which large inflows of aid, essentially 
of a program type, have occurred in response to a perceived need to shore up 
the very shaky balance of payments position of a country in which a donor 
has a special foreign policy interest. Sometimes this shoring up has been done 
through bilateral aid, hut more recently it has been done in the context of 
multilateral assistance to highly indebted countries. It could be argued that in 
such cases, the influx of assistance either permitted the implementation of an 
adjustment program with positive long-term growth effects or enabled a re- 
cipient to avoid a significant domestic retrenchment that would have adversely 
affected growth. But because assistance of this kind is frequently extended to 
countries with low overall growth, any positive effect that aid may have had 
in averting a crisis does not show up in cross-country analyses. Also, where 
aid was extended, sometimes in massive amounts, in support of donors' non- 
economic objectives hut in the absence of good economic policies in the re- 
cipient country, it tended to have little impact on growth either in the short or 
the long term. 

Perhaps because these reasons are well understood, few efforts attempt 
to isolate the foreign exchange dimension of economic assistance and relate 
it to country economic performance. The only empirical analysis that we have 
discovered is an old effort by Massell, Pearson, and Fitch (1972). Their analy- 
sis was not strictly an evaluation of the role of economic assistance in reliev- 
ing a foreign exchange constraint as defined in chapter 3. Instead, they simply 
distinguished three components of foreign exchange: exports of goods and 
services, net public foreign capital inflows, and net private foreign capital 
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inflows. Using both lagged and current values of these variables, they con- 
cluded that the three types of foreign exchange receipts bad markedly different 
effects on annual gross fixed capital formation, GNP, and aggregate imports 
of goods and services. In terms of overall impact, private foreign capital in- 
flows were judged to have the greatest impact on all three of the above indi- 
cators of development. Public foreign capital (most of which was foreign aid) 
resulted in a smaller net increase in imports and in investment and was "quite 
ineffective in stimulating GNP." 

These results, as noted earlier, are not strictly a test of the foreign ex- 
change constraint hypothesis. The study also suffers from some of the same 
shortcomings as the early studies of the relationship between aid and savings, 
namely, an absence of a clearly specified analytical framework within which 
the statistical relationships are explored. The lack of relationship between 
exports and GNP and other domestic variables is rather surprising in light of 
the strong relationship uncovered in other, similar studies of the issue (see 
Michalopoulos and Jay, 1973 and Balassa, 1978). Finally, the strong link 
between private flows and GNP, in contrast to the absence of a link between 
public flows and GNP, may he due to the sample. Several countries in the 
sample were receiving significant amounts of foreign aid to shore up shaky 
balance of payments positions; a number of others did not rely much on aid 
but, because of their strong economic performance, were able to attract sig- 
nificant private capital inflows, which in that period were primarily in the 
form of direct private investment. Thus the direction of causality could again 
be in question. It is not necessarily true that private flows result in good 
performance; rather, strong economic performance attracts more private capi- 
tal, while aid is sometimes used to bail out had performers. 

On balance, the obvious and hence popular links between foreign aid, 
foreign exchange availability, and economic development are difficult to dem- 
onstrate and indeed may not exist in many cases. In most countries, the size 
of economic assistance is small relative to foreign exchange availability; the 
countries' own policies are more important than aid in determining their bal- 
ance of payments situation. In the light of all these difficulties, it would seem 
that other lines of inquiry that do not focus on the foreign exchange dimension 
may he more effective in gauging the impact of economic assistance on 
development. 

Development Assistance, Capital Formation, and Growth 

Paralleling the analyses of aid in the context of savings and foreign ex- 
change constraints, another series of studies, similar in conception, has been 
undertaken that attempts to relate aid to capital formation and output growth 
in developing countries. Two sets of analyses can be distinguished: first, 
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simple investigations that implicitly assume that if a positive relationship be- 
tween aid and capital formation is found, aid can be presumed to make a 
positive contribution to growth; and second, broader studies in which output 
growth is related to capital formation, from domestic and foreign savings, as 
well as other variables, such as labor, export growth, and so on, in various 
combinations of cross-country and time-series analyses4 

Studies by Heller (1975) and Halevi (1976) are characteristic of the first 
set of analyses. In an econometric study of public fiscal behavior in eleven 
aid-recipient African countries in the 1960s, Heller found that on average 
$1.00 of official loans increased investment by $1.39.5 Halevi examined the 
relationship between long-term capital inflow in the aggregate and in its com- 
ponents, private and public investment and consumption, for forty-four coun- 
tries also in the late 1960s. When all variables were expressed in per capita 
terms, he found a positive and significant relationship between long-term 
capital in the aggregate and private and public capital inflows and investment. 
He also found that tong-term capital was positively related to public con- 
sumption. He concluded that there was a significant link between long-term 
capital inflow, investment, and growth but that clearly such capital inflow also 
tended to increase public consumption. 

It is useful to recall in this connection that while in national account 
terms aid and other foreign capital inflows are treated as additive to domestic 
savings, a good deal of aid is indeed provided with the intention of raising 
consumption, public or private. In a more recent cross-country study of the 
aid-investment relationship, Lavy (1985) argued that foreign aid falls into two 
general categories. A part of foreign aid is more unanticipated, transitory and 
of a "relief" nature, such as drought-related food transfers, medical and refu- 
gee relief, and balance of payments crisis support, which can be considered 
to augment consumption. The second category of aid is intended for devel- 
opment purposes, is more permanent, and is anticipated from previously ne- 
gotiated commitments by donors. Using a cross-country estimate, he con- 
cluded that most anticipated foreign transfers tend to he invested. 

Most studies in the second set of analyses examine the direct impact of 
capital inflows and aid on developing countries' growth in the context of a 
neoclassical framework, with growth in capital and labor inputs explaining 
output growth. However, they disaggregate between domestic and imported 
capital and other variables that aim to capture other aspects of developing 
country performance, especially those indicative of efficiency in resource al- 
location. The basic equation used in such models is Y = f(K,, K,, L). 

Michalopoulos and Jay (1973) showed in the context of such a model 
that labor inputs (L), foreign capital inflow (K,), and capital formation from 
domestic savings (K, )  were positively related to output growth (Y) using 
cross-country analyses for thirty-nine developing countries in the 1960s. They 
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also showed that the growth of exports was an important additional explana- 
tory variable of GNP growth, even after the effects of labor and capital inputs 
were considered; they attributed this to the overall economic efficiency of 
countries with good export performance. These results were subsequently 
confirmed and extended by Balassa (1978) to cover a different range of coun- 
tries and later periods. In both cases the indications were that the effect of 
capital inflow on output growth, while positive, was small, indeed smaller 
than the impact of domestic savings. 

These results are similar to Papanek's (1973b) findings. He also used 
cross-country analyses to examine the relationship between GNP growth and 
aid, other capital inflows, and domestic savings. His analysis did not include 
labor inputs or other "efficiency" indicators; on the other hand, he distin- 
guished between aid and other capital inflows. His conclusions were that sav- 
ings and foreign inflows explained about one-third of GDP growth in his sam- 
ple of Asian, African, and Latin American countries. Some interesting 
regional differences in the estimated equations were also observed. For ex- 
ample, "savings and foreign inflows, and especially aid, have the most un- 
equivocal impact on growth in Asia and the Mediterranean countries . . . 
coefficients are distinctly lower for the Americas and barely significant" (Pa- 
panek, 1973a, p. 123). 

Finally, in a survey article, Mosley (1980) attempted to determine 
whether the relationship between foreign aid inflows, income, and savings 
estimated using 1960s or earlier data would hold over different samples and 
different time periods, as well as whether a lag structure would improve the 
results. Using data from the 1970% he estimated by two-stage least squares a 
model of lagged response of GNP to aid for a sample of less developed coun- 
tries stratified by income level. The coefficients of determination for the equa- 
tions where growth of GNP is the dependent variable were generally very 
low. Only "between 4 and 25 percent of growth in LDCs in the 1970's is 
explained by domestic savings and capital flows from abroad." "This poor 
explanatory performance is not surprising," he added, "given the number of 
other variables that can influence growth . . . but it does suggest that the 
investment1GDP ratio, once seen as an over-ridingly important determinant 
of growth in LDCs, must no longer be seen in this way" (Mosley, 1980, 
p. 82, emphasis in the original). 

In a more recent investigation (Mosley, Hudson, and Harrell, 1987) us- 
ing a cross-country specification reminiscent of those by Balassa (1978) and 
Michalopoulos and Jay (19731, no significant statistical relationship was 
found between GNP growth and aid as a percentage of GNP. There was little 
improvement in the results when various subgroups of developing countries 
or various subperiods were used. A positive relationship (statistically signifi- 
cant only at the 5 percent level) was shown for Asia in the 1970s and early 
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1980s, while a negadve relationship for all developing countries was present .. 
in the 1960s.Xike the previous analysts, Mosley, Hudson, and Harrell found : / 
that export growth was the only factor that seemed to be consistently strongly .,' 
correlated with developing country performance. 

Productivity Growth and Policy Reform 

The weakness of the results on the link between aid and growth obtained 
through cross-country analyses reflects the weakness of both the concepts and 
the data utilized, as well as the fact that aid in many cases is a small pmpor- 
tion of investment. An important additional reason for these weak results has 
been that the methodologies employed to examine the aid-growth relationship 
have been inadequate. Their inadequacy arises from their focus on a narrow 
range of characteristics of economic assistance, especially its role in aug- 
menting savings, investment, and foreign exchange availability, a range that 
omits some important dimensions of aid that in theory could have significant 
effects on growth. 

Two of these appear in principle to be of potential significance: aid's 
impact in raising total factor productivity, as well as its role as a catalyst in 
promoting policy change that leads to greater efficiency and growth. Growth 
in factor inputs typically explains only a small portion of many developing 
countries' growth. Improvements in factor productivity in many cases have 
been shown to play an even more significant role in promoting growth (Che- 
nery, Robinson, and Syrquin, 1986). 

Aid programs can and do aim to improve the recipient's factor produc- 
tivity through the introduction and spread of new technology, through train- 
ing, and through managerial and other improvements. Aid, of course, can 
also support or promote policies leading to inefficient resource allocation, 
with adverse effects on productivity. 

In the past, analyses of aid have tended to treat all forms of aid as one 
and to treat all aid as capital inputs. In a sense, aid is that. But that treatment 
does not capture the effects of aid on productivity growth, and thus there is a 
presumption that on this count at least the benefits from aid have been under- 
estimated. The important potential of aid in raising factor productivity was 
recognized in the recent study by Mikesell, Kilmarx, and Kramish (1983). 
They did not attempt to explore systematically the effect of assistance activi- 
ties in raising productivity; to do this requires a disaggregation of aid by type. 

Most aid programs consist partly of technical assistance efforts. The ob- 
jectives of these activities are to raise productivity by introducing new, more 
productive technologies, training, and improvements in management, all of 
which can have an impact on ~mproving productivity. While in theory these 
activities can have a significant positive impact on development, this impact 
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is not readily measurable. This is in part because their effect is diffused among 
sectors, in part because they often are provided in the context of, or become 
a part of, a capital project. 

There is substantial evidence that the technology transferred to develop- 
ing countries through the technical assistance efforts of aid agencies in agri- 
culture, especially in the introduction and spread of the high-yield varieties 
of wheat and rice, has greatly contributed to the rapid expansion of agricul- 
tural output (chapter 9). Similarly, recent information about the effects of the 
international effort to eradicate onchocerciasis suggests that this technical as- 
sistance activity can have significant long-term effects not only in improving 
health but also in raising the productivity of a significant portion of the popu- 
lation in Central and West Africa.' There are many such examples. However, 
there is a dearth of information systematically evaluating the effect of techni- 
cal assistance activities in raising productivity in individual countries or in 
individual sectors across countries. 

Training is another significant component of assistance programs. Eco- 
nomic returns to projects involving human resource development in develop- 
ing countries typically have been shown to be quite high (Psacharopoulos, 
1985). But there is limited information relating to the aggregate effect of 
training in raising productivity in the recipient nations. 

It should be noted that some of the more vocal critics of aid implicitly 
suggest that aid has the effect of reducing rather than increasing productivity 
growth. The essence of one of Peter Bauer's (1968) main criticisms of aid 
practices is that aid bas tended to strengthen the role of the public sector in 
development and to support public enterprises that have tended to be ineffi- 
cient. Another argument has been that aid has tended to tilt the investment 
patterns of recipients toward sectors with long-term or lower payoffs (Griffin 
and Enos, 1970). This would also translate into reduced productivity growth. 

There are, of course, many examples of individual public sector enter- 
prises that are inefficient, some of which have been supported by aid agencies. 

r The argument that aid activities directly result in lower rates of return does 
1 not stand up to systematic scrutiny, as shown, for example, by the IDA ret- 
', rospective study (World Bank, 198Za). 

In general, evidence about how aid promotes low efficiency and thereby 
lower productivity has not been compiled systematically. Nor has the evidence 

/been analyzed vitb the objective of determining the effects that aid may have 
! had in the same countries through technical assistance or through the intro- 
/ duction and spread of more productive technology, training, or other mecha- 
i nisms that tended to raise factor productivity. It would appear that an impor- 
1 tant area of future inquiry on the impact of assistance should be its effects on 

productivity at the country level. 
In addition to stimulating productivity growth directly, aid can also be a 

catalyst for improved policymaking that promotes growth of the recipient 
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country; or it can provide the underpinning for the continuation of ineffective , 
policies. Recipients' policies in turn may well be the most important factors ' 
differentiating good growth performance from bad (see chapter 4). Again, of ; ,,,. 
course, this is a very difficult effect to quantify. In general, neither aid's con- ! ' 
tribution in raising total factor productivity nor its contribution to policy 
change is amenable to the simple cross-country or time-series analyses that 
have characterized investigations in this field. 

The question of the catalytic effect of aid in promoting improved eco- 
nomic policies and more efficient allocation of resources lies at the heart of 
the controversy about its effectiveness in promoting growth. While there is 
unanimity on the preponderant role of developing country policies in deter- 
mining growth, there is little agreement on whether aid practices have tended 
to play a positive or a negative role in promoting better economic policies and 
improved allocation of resources in recipient countries. On balance, World 
Bank experience in the 1980s suggests that aid has played a positive role: the 
economic performance of countries that received a number of adjustment 
loans which were conditioned on policy reforms, was on the whole better than 
the performance of countries which received no such loans-although the 
former faced substantially less favorable external conditions (World Bank, 
1988a and World Bank and the UNDP, 1989). 

Summary and Conclusions 

Analyses of rates of return of projects financed by foreign assistance, in 
particular by multilateral institutions, provide clear evidence of aid effective- 
ness at the microeconomic level. This evidence, however, cannot be used to 
argue about aid effectiveness at the macroeconomic level. The cross-country 
evidence is ambiguous. At best it suggests that the macroeconomic impact of 
aid on growth has been positive but modest-a finding not unexpected given 
the relative importance of aid as a capital input in total savings and invest- 
ment. This evidence is tainted by conceptual ambiguities and data short- 
comings. On the other hand, there is certainly no systematic evidence that aid 
has been detrimental to growth. 

The nature of aid's contribution depends on the nature of the aid pro- 
vided. Most analyses suffer from the drawback of lumping all aid together, 
when it is well known that there are great differences between the potential 
impact of, for example, a road project, a loan in support of major policy 
reform, and a program of technical assistance designed to introduce a new 
technology. The lumping together of all types of aid has also focused attention 
on the role of aid as a capital input. This tendency has resulted in neglecting 
to evaluate aid's impact on raising productivity and, as such, has possibly led 
to a general underestimate of the positive effects of aid. 

Finally, whether a country takes advantage of the potential that aid in its 
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many dimensions offers clearly is a function of a country's own economic 
I policies, as well as the limitations imposed by donor policies. Both the eco- / . . .  

nomlc pollc~es and the donor-recipient relationship are country-specific and / can best he examined in a single-country context. It is only through intensive 
of these issues that further insights on the macroeconomic effects of 

to be developed. 



Assistance for Infrastructure 
Development 

CONSTANTINE MICHALOPOULOS 

In the past three decades a significant portion of eco- 
nomic assistance to the developing world has concentrated on physical infra- 
structure, primarily transportation, power generation, and distribution, as 
well as irrigation and telecommunication. This emphasis was much greater in 
earlier periods. For example, roughly 75 percent of World Bank lending be- 
tween 1946 and 1961 was for transportation and electric power generation; 
however, the proportion of World Bank lending to infrastructure fell to about 
32 percent in 1985. 

Emphasis on Infrastructure Development 

The reasons for the earlier emphasis on infrastructure development can 
be found in a combination of theoretical perceptions about the development 
process and pragmatic aspects of international development cooperation and 
administration. On the theoretical side, it was thought that the absence of 
transportation, power, and other infrastructure was an important barrier to 
economic development for a variety of reasons: (1) a certain minimum of 
infrastructure is a precondition to any economic activity and essential to the 
transformation of subsistence economies to market economies; (2) infrastruc- 
ture activities generate significant external economies and as such can provide 
stimulus to other economic production; (3) the presence of indivisibilities 
and scale economies in these activities made them attractive candidates for 
investment in the eyes of supporters of the "big push" doctrine, such as 
Rosenstein-Rodan. 

Infrastructure activities were also considered appropriate targets of eco- 
nomic assistance by international donors. Since they were thought to require 
large amounts of capital for efficient operation, and in keeping with the early 
thinking about the role of capital in development (see chapter 2).  it followed 
that external resources would be required to supplement those of the develop- 
ing countries. Their import intensity made them attractive targets for inter- 
national donors that normally financed only the import component of invest- 
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ment. And since they were usually in the public sector, it was easier for 
donors to obtain commitments on related local currency financing and subse- 
quent maintenance. 

The appropriate technology for the projects was thought to be available 
from international engineering and consulting firms, which could be relied 
upon to implement the projects efficiently. Finally, the projects appeared to 
lend themselves more readily to accurate economic calculation of their future 
costs and benefits. 

The decline in the proportion of economic assistance devoted to infra- 
structure over time is owing to several factors. In the first instance, because a 
number of projects were financed, it was concluded that some of the develop- 
ing countries' needs had been filled. Notwithstanding the significant infra- 
structure needs present in many parts of Africa and elsewhere, the developing 
world as a whole today has more developed infrastructure systems than thirty 
years ago. This is especially true of such sectors as multipurpose dams, 
railroad systems, or trunk roads. This is largely a result of the efforts of 
international donors. At the same time, the balance shifted because of chang- 
ing perspectives about the nature of the development process and the priority 
to be attached to other sectors, for example, agriculture or human resource 
development. The balance shifted also because some problems arose in im- 
plementing projects, and there were resulting shifts in the nature of the infra- 
structure projects themselves. The lessons that can be drawn from this expe- 
rience are outlined below. 

LINKAGES TO OTHER SECTORS 

The notion that infrastructure development would alone lead to expan- 
sion of economic activity was never seriously espoused in development prac- 
tice. For example, aside from the historical experience in North America, 
which suggested that much infrastructure followed rather than preceded de- 
velopment, it was clear quite early that (1) a variety of other constraints (e.g., 
human capital, organization, technology) needed to be addressed simultane- 
ously to stimulate the growth process; and (2) unless capital infrastructure 
was fully utilized, huge costs in capital-the very factor that was extremely 
scarce in developing countries-would be entailed. 

The potential benefit of new infrastructure in stimulating development is 
undeniable. A USiAID evaluation showed that where new roads made trans- 
port possible for the first time, costs were greatly reduced. In one case, haul- 
ing prices were reduced by a factor of 15 (Anderson and Vandervoort, 1982). 
Similarly, new road projects substantially improved prices received by farm- 
ers and reduced prices paid for inputs such as fertilizer. Improved transport 
also permitted farmers to diversify cropping patterns to include more perish- 
able cash crops and to increase the land area under cultivation. However, 
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these improvements in agriculture would not have been as pronounced or even 
occurred at all in the absence of the complementary introduction of new tech- 
nology through agricultural research and extension, the development of credit 
institutions, and the improved utilization of water resources. 

Similar examples of linkages between other types of infrastmcture pro- 
jects and related productive activities can he listed. One of the key questions 
is the degree to which planning of sequences of investment decisions is nec- 
essary to maximize the efficiency of investment both in infrastructure and in 
related activities. 

Complementarities put a premium on the design of integrated programs 
involving detailed sectoral plans of economic activities linked to the infra- 
structure projects. Over time the high expectations about the contributions of 
detailed planning to development have been tempered by two factors: (I) the 
realization that human resource limitations in developing countries place se- 
vere constraints on effective planning and (2) a greater appreciation of the 
importance of market signals in informing decisions about investment allo- 
cation. As a result, donors have tended to eschew the big, complex infrastmc- 
ture projects or, where these have been undertaken (the Mahaweli project in 
Sri Lanka, for example), to phase activities so as to minimize capacity under- 
utilization and to keep infrastmcture development in step with expansion of 
other economic activity. 

THE "BIG IS BEAUTIFUL" SYNDROME 

The capital and import bias of infrastructure projects, especially in ear- 
lier periods, has been well documented (see Tendler, 1975). Imported com- 
ponents typically account for 60 percent of power project costs. Electric 
power generation, port facilities, railway systems, and trunk roads all tend to 
be subject to economies of scale over a significant range of output. They also 
tend to be capital-intensive. In earlier days of aid giving, distorted factor 
prices in developing countries that have tended to favor capital over labor 
combined with perverse incentives among donors and aid recipient adminis- 
trators who have favored import-intensive and larger projects to produce a 
heavier emphasis on capital-intensive infrastructure than was warranted. 

The capital-intensity bias and the size bias derive from a related set of 
factors: the technology developed by international engineering and consulting 
firms has usually been geared to factor proportions in developed countries and 
typically has been more capital-intensive than appropriate in a developing 
country context. Its incompatibility frequently has been disguised, however, 
by factor price distortions in developing countries. The bias extends both to 
factor proportions used in the provision of the service and to the technology 
used in constmction. Furthermore, there is an administrative bias in aid giv- 
ing toward large projects; the effort of organizing, obtaining the necessary 



128 SECTOR ASSISTANCE 

internal approvals, and overseeing the implementation of a single $100 mil- 
lion power project is much smaller than the comparable effort required to fund 
ten $10 million projects. 

The market distortions in developing countries and their impact on im- 
port-intensive development were discussed in chapter 4. On the donor side, 
as noted in chapter 5, aid regulations have frequently limited donors' contri- 
butions and financing solely to the import component of specific projects. 
Thus, for very different reasons, there has also been a coincidence of forces 
that has tended to bias project design toward import intensity in all projects 
and has been of considerable importance in infrastructure projects. 

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

The shift to less capital-intensive and more divisible modes is manifested 
in (1) the reduction of the share of railway transport relative to roads in gen- 
eral (from 50 percent through 1961 to 6 percent in 1962); (2) the increase in 
the share of rural feeder roads relative to main arteries (for example, in 
1975-77 the former represented 93 percent of the mileage built with World 
Bank assistance, compared with 38 percent in 1965); (3) greater emphasis on 
irrigation in secondary and tertiary canal building and water management and 
conservation as compared with headworks construction; and (4) experimental 
work in the development of mini-hydro projects and alternative sources of 
renewable energy. 

The question of adapting and using more labor-intensive technology in 
construction has attracted considerable attention, especially in road transport 
projects. The possibility of labor substitution in other types of infrastructure, 
for example, power generation, has appeared to be quite limited, however. 
Labor-based construction methods can save costs of road building as well as 
help relieve the employment problem in developing countries. Starting in 
1971, the World Bank initiated a research and application program for labor- 
based construction of civil works, especially roads in a number of countries, 
including, Kenya, Honduras, Chad, and Lesotho. The main conclusion of this 
effort is that labor-intensive methods are both technically feasible and eco- 
nomically justifiable for many construction activities. Its economic justifica- 
tion is affected by a variety of factors, including wage levels and technical 
specification, but a determining factor often is the attitude of a country's po- 
litical and technical leadership toward labor-intensive technology (World 
Bank, 1978). 
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Though local conditions vary widely, the World Bank estimated in the 
1970s that the general range for a wage below which highly labor-intensive 
techniques save money is $2.50 a day, and between $2.50 and $4.50 when a 
mix of labor and equipment emphasis is called for (Tendler, 1979% pp. 1-21, 
USIAID projects in Kenya and Colombia that used such techniques were con- 
sidered successful (Anderson and Vandervoort, 1982, p. 9). Even where some 
intermediate or mixed technology may be more appropriate to urban and ar- 
terial roads, labor-based construction is clearly appropriate to rural roads, 
partly because they are less likely to be paved and because they are shorter 
and thus more suitable for piecemeal and decentralized methods. 

Cost savings are often offset by other factors. A USIAID summary 
evaluation reported four projects that had aimed to use labor-based methods, 
hut two of these were scrapped when the high cost of maintaining schedules 
became cvident The delays were caused primarily by a lack of time and 
manpower needed to organize and supervise unskilled workers. 

Equipment-intensive arterial projects ate administratively "clean," that 
is, they usually are managed by a single contractor and cohere in space and 
time. Overhead on labor-intensive projects consists more often of training and 
supervision than of equipment. Many work teams or small contractors are 
likely to be involved, and schedules follow seasonal availability of labor 
rather than time costs of idle equipment (Tendler, 1979a). High use of staff 
from the development agency is considered a source of delay in changing to 
labor-using methods (Anderson and Vandervoort, 1982, p. 9). This is a gen- 
eral issue not limited to aid-financed activities. In a general analysis of labor- 
saving technology in Indonesia, Timmer found the constraint on staff time in 
the recipient government to be a source of bias toward capital-intensive proj- 
ects whether or not aid was involved (Timmer, 1975). 

Paved roads, usually technology- and capital-intensive, are not just ad- 
ministratively clean; they are technically clean as well. They are easier to 
maintain than unpaved roads, and they can generally accommodate any kind 
of traffic that might want to use them. The standards of curvature, gradients, 
alignment, and so on, by which they are built are often important for reasons 
of safety and vehicle operating costs. 

When feeder roads are upgraded, the job is easier if they were originally 
built to standards appropriate to paved roads, but without the paving. Effort 
may be duplicated if they must be "rebuilt" when the time comes to pave 
them. In the case of the Tanzam penetration road, an estimated $2 million out 
of a total of $5 million in paving costs could have been saved by paving the 
road as it was built rather than later. However, even in a case of such "clear" 
savings, discounting future costs and benefits may lead to the conclusion that 
if the improvement is not needed now, the extra expense is not justified. In the 
Tanzam example, if the paving had been delayed by just three years and the 
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discount rate were 15 percent, the eventual cost would have been less than 
the cost of the improvement. 

Sometimes the stigma of low standards is attached to labor-intensive 
construction, whether donor-financed or local, since contractors, engineers, 
and-not incidentally-administrators inevitably will be more familiar with 
the equipment-using methods. The goal of fostering labor-intensive construc- 
tion can thus become a task in institution building when capital-intensive 
methods are entrenched. New personnel may have to reach decision-making 
levels, and political support may need to he developed.' Tendler suggests that 
donors seek out institutional environments more compatible with the goals 
and means represented by labor-based technologies. "All the persuasion and 
technical assistance of donor organizations dedicated toward the adoption of 
labor-based techniques will count for little if there are no forces in the institu- 
tional environment which also dictate that approach" (Tendler, 1979a, p. 43). 

It may be a good idea to turn to local entities, many of which are already 
familiar with labor-intensive methods and less exacting standards. This ap- 
proach would also have the advantage of mobilizing local participation and 
local decision making, which could provide greater motivation, especially for 
much-needed future maintenance work. Or the responsibility can go to some 
national agency with nontechnical priorities. In either case, a new administra- 
tive apparatus may need to be developed, requiring many lessons and proce- 
dures to be relearned. 

Postconstruction Issues 

Problems of appropriate technology, design, and implementation in in- 
frastlucture projects are frequently overshadowed by issues that arise after the 
projects have been completed. The main difficulties arise in two areas that are 
in part interrelated: pricing of services and maintenance, and benefits to 
recipients. 

PRICING 

Several problems of pricing can be identified. First, there are problems ' 

of arbitrary pricing of services, resulting in prices that are usually too low to 
recover the cost of providing the service and cover the capital costs of the 
project as well. Second, there are problems of efficiency in resource allocation 
when countries consciously use pricing policies (especially of public utilities, 
including transport) to subsidize users either to stimulate a particular eco- 
nomic activity or to promote income distribution objectives. Third, there are 
general financial problems of institutions established with donor support 
whose low overall charges do not assure their financial viability. These prob- 
lems spill over to the maintenance problems discussed below. They also have 
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resulted in requests for supplementary donor assistance to shore up ailing 
institutions. Finally, there are technical issues surrounding the establishment 
of user charges for particular services in the context of rural settings. 

Examples of inappropriate rates that have led utilities to financial diffi- 
culties abound. For example, in Uganda there were very strong debates within 
the Uganda Electric Board (UEB) when the World Bank required the UEB to 
raise its electric power rate in order to allow the UEB to meet its debt pay- 
ments and achieve financial soundness. The Bank also required reforms to 
reveal the board's financial status accurately (Friedmann, Kalmanoff, and 
Meagher, 1966, p. 411). 

In Latin America autonomous public corporations evolved, sometimes 
through donor pressure, to operate infrastructure and related sectors. "Such 
corporations have been favored because of their more businesslike attitudes 
and greater immunity from political pressure than regular government depart- 
ments" (Friedmann, Kalmanoff, and Meagher, 1966, p. 439). 

Public utilities are vulnerable to government regulation in times of rapid 
inflation, when the regulated sector may be a convenient place to hold down 
at least some price increases while the utilities' own operating costs are rising 
because of inflation. This was the case in Brazil, where the power company 
was foreign and so was particularly likely to draw fire. In other cases public 
corporations became convenient places to provide additional employment, ir- 
respective of its effect on overall efficiency and costs. 

Some glaring inefficiencies in differential pricing were demonstrated by 
the experience of railroads in the 1960s. In many developing countries the 
railroads had a monopoly on hauling and were used by the governments, to 
their advantage, for development and other political goals. Rate systems were 
often extremely distorted, and when competition from road transport became 
available, the traffic paying artificially high rates deserted, leaving the rail- 
roads with customers expecting the artificially low rates to continue. For po- 
litical reasons, governments were often reluctant to remedy the rate distor- 
tions. Capital investments suffered, leading to further deterioration of the rail 
system and the seeking of additional assistance from international donors to 
shore it up. 

The promotion of rural electrification and the importance of proper water 
management in lural areas have raised questions of metering and water 
charges. Disadvantages of electricity metering are its high cost and the utili- 
ties' weakness in the area of distribution. Flat rates, however, which are fa- 
vored by developing countries, tend to result in an effective subsidy to the 
wealthier users by the poorer users, since the wealthier use more power. A 
possibility suggested by Tendler (1979b, pp. 7-9) is to base charges on ap- 
pliances in the home or some other index that does not require constant 
monitoring. 
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The subsidization of rural enterprise by reducing electric rates is also con- 
troversial. The World Bank has opposed this practice on the grounds that the 
businesses affected spend only a small portion of their income on electricity 
and can afford to pay rates that cover costs (World Bank, 1975, pp. 27, 46). 
The World Bank also has opposed the use of declining block rates, especially 
in rural areas. It does, however, suggest pricing below average cost in the 
initial years of a project because as demand expands later, average cost will 
decrease, and the early below-cost pricing helps to promote usage during the 
first years of a project. Since costs are inevitably higher in less dense rural 
areas, prices should he higher there on average (World Bank, 1975, p. 52). 

As a consequence of insufficient pricing and other practices, in the early 
1980s a large number of public corporations in many developing countries 
faced mounting deficits, which contributed to the overall public sector fiscal 
deficits that characterized many developing countries during the period and 
especially those that were heavily indebted. For example, one study reported 
that "in Argentina, the 353 state-owned enterprises lose an estimated $2 bil- 
lion annually and have borrowed about $1 1 billion of the country's $46 billion 
foreign debt; they are a root cause of the inflationary budget deficits. In Ni- 
geria, by the beginning of the 1980s, there were around 70 non-commercial 
and 110 commercial federal public enterprises, many of which required ex- 
tensive financial support to cover operating losses" (Choksi, 1986, pp. 8-9). 
The report goes on to argue that in these and other countries improved public 
enterprise performance in such sectors as railway, electric, and water utilities, 
port, and so on, should be an essential part of reforms aimed at restoring the 
growth momentum of these economies. Indeed, a number of World Bank 
structural and sectoral adjustment loans had been conditioned on such reforms 
(see chapter 6). 

In recent periods, the World Bank and other international donors have 
generally stressed the importance of financial viability of all public enter- 
prises, including public utilities providing infrastrucNre services. This means 
the introduction of user charges that cover both the fixed and the variable costs 
of the services provided. Whereas there has been general improvement in the 
practices of many developing countries as they relate to the financial viability 
of institutions providing infrastructure services, a lot remains to be done. 
Progress has been perhaps much more limited in the provision of irrigation 
services. Robert Repetto argued in a recent study that "financial discipline 
over investment decisions in public irrigation systems is structurally weak, 
fanner to international banker; because no party-except the general tax- 
payer-is seriously at risk. At the same time because rents are so large, the 
pressures for new investment (as opposed to efficient utilization or mainte- 
nance of existing resources) are strong" (Repetto, 1986, p. 21). 

Repetto went on to argue that irrigation water is a saleable commodity 
and that segregation and measuring individual use is not so costly that water 
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needs to he treated as a public good (p. 30). However, because of existing 
vested interests by farmers and public authorities, no effective systems of user 
charges have been implemented. As a consequence, there is a tendency hoth 
for overinvestment in new systems and for waste and inefficiencies in existing 
systems. Repetto also noted that some donors treat irrigation projects differ- 
ently than other infrastructure. For example, USIAID does not demand that 
governments recover the capital costs of the project it helps finance. The 
World Bank, although it calls for recovery of capital costs attributable to 
irrigation, has not always insisted on user charges. 

In summary, the current broader financial crisis facing many developing 
countries has brought greater attention to the question of efficiency in the use 
of the infrastructure investment that they have put in place-frequently with 
the assistance of external aid-and it has also raised questions about ways to 
improve hoth donor and recipient policies that have a direct hearing on the 
effectiveness of economic assistance provided in this sector. 

MAINTENANCE 

A related issue that impinges on the effectiveness of economic assistance 
to infrastructure is that of assuring proper maintenance of infrastructure pro- 
jects once completed. This problem has been acute over the years, and im- 
pressions are that it is not improving significantly. 

Typically, donors are loath to provide financing for maintenance or other 
recurrent costs over an extended period. While there is usually a pmvision for 
financing of some maintenance costs, there is a presumption that the recipient 
should pick up the financing of maintenance and other recurrent costs either 
upon completion of the project or after a specified period. This approach rests 
on the premise that this is the best way to assure the commitment of the aid 
recipient to the project. Donors also view financing recurrent costs in general 
and maintenance in particular as providing financing for current consumption 
rather than investment-something they like to avoid. Such financing also 
involves primarily local cost financing, which for a variety of reasons not all 
donors are willing to provide (see chapter 5). 

On the recipient side, provision of maintenance funding is usually inade- 
quate, notwithstanding commitments to donors. In cases where user charges 
can he used to defray costs, charges are frequently too low and thus put a 
squeeze on maintenance services; in cases where user charges are not readily 
feasible, funding from general revenues cannot be obtained because tax re- 
venues are usually scarce and maintenance costs are given lower priority than 
construction costs. There are several hypotheses as to why maintenance is 
given lower priority than construction in developing country resource alloca- 
tion although the benefit-cost ratio in such activities is often very high. First, 
new construction in general, and construction of roads in particular, is politi- 
cally more attractive. Second, it appears that construction represents more 
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technically challenging and interesting tasks for highway department officials 
and engineers. 

As a consequence of both recipient and donor policies, infrastructure 
maintenance in many developing countries is in dire straits. The primary ef- 
fect is the poor state of repair of many of the roads built with international 
assistance only a few years earlier. This is a frequent observation in evalua- 
tions and a usual complaint of communities in the areas served by the 
projects. 

The secondary effects of poor maintenance vary. Sometimes aid reci- 
pients are led to "overbuild," paving roads before traffic warrants it because 
paved roads require less maintenance. And when they do deteriorate and he- 
gin causing problems, paved roads must often be "rebuilt," offering the 
chance to appeal for capital assistance and satisfying the bias of highway 
departments toward construction activity. On the other hand, underbuilding 
has also been a problem, perhaps traceable to the same roots. In a desire to 
maximize construction given available funding, developing countries may 
build many substandard roads and let those that turn out not to be useful 
simply fall apart. The inadequacies of those that are used can be justified 
politically for improvement-a construction activity (Tendler, 1979a, pp. 48, 
50-51). 

Donors have not yet found an answer to the maintenance problem. Per- 
haps the answer lies in finding institutional linkages that will tie maintenance 
to construction. In the case of road building, one way to do this is to have the 
community that benefits from a road he responsible and empowered for main- 
taining it. If the community also helps with construction, the skills needed to 
maintain it, as well as a sense of responsibility for it, can be fostered at the 
same time. Or a person who lives along the road may be put in charge of 
maintenance, given simple tools, and paid a monthly fee after verification that 
maintenance work is done. This "line-man" system was used in the past in 
presently developed countries. 

Other policy recommendations (e.g., by USIAID) include making out- 
side financing contingent on the country's maintenance of the project. The 
host country's maintenance capabilities would be increased by (I) including 
agencies clearly responsible for maintenance in the planning and evaluation 
processes, (2) including maintenance as a topic in the planning and evalua- 
tion processes, and (3) promoting increased community involvement (Ander- 
son and Vandervoort, 1982, pp. 46-48). 

In addition, it is clear that a lack of donor coordination in financing 
capital projects exacerbates the problem. A variety of donors in several Afri- 
can countries have agreed to undertake capital projects, each with an allegedly 
strong commitment by the recipient to finance recurrent costs upon the proj- 
ect's completion. In many cases, the total recipient commitments are so large 
as to exceed any likely available revenues either through user charges or 
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through general public revenues to the recipient government. There is a need 
for a coordinated look at the balance between capital and noncapital assistance 
in individual countries in order to prevent significant deterioration of the in- 
frastructure being put in place a few years hence. 

The Distribution of Benefits 

The relative capital intensity of many donor-financed infrastructure ac- 
tivities has made it quite clear that with some exceptions, such as the impact 
on agricultural production, infrastructure construction and the provision of 
services are of limited value in directly raising employment and labor in- 
comes. Thus the direct impact of such investment in raising the standard of 
living of the poor, whose main income-generating asset is their own labor, is 
likely to be limited. Their benefits are expected to result indirectly from the 
economic activity stimulated by infrastructure investment. For example, the 
building of a dam is expected to stimulate increased agricultural production 
and rural incomes through irrigation. The construction of a road would de- 
crease transport time to marketplaces, permit the expansion of perishable cash 
crop sales, and result in similar increases in agricultural incomes. In addition, 
some explicit efforts have been made over the years to improve the standard 
of living of the rural poor through rural public works and rural electrification 
programs. 

In the 1970s, concerns were raised in developing countries and among 
donors that the benefits of growth in many developing countries were not 
spread widely and that limited progress was being made in addressing the 
basic needs of the poor. These concerns focused frequently on the distribution 
of the indirect benefits resulting from infrastructure projects. Results of recent 
evaluations on the impact of roads and rural public works and rural electrifi- 
cation that shed some light on this issue are discussed below. One conse- 
quence of these more recent evaluations is a more favorable perspective on 
the income distribution effects of rural infrastructure (Ahmed, 1988). 

ROADS 

Rural roads reflect the bulk of recent road building efforts by donors. 
Their construction is more labor-intensive, and to the extent that rural com- 
munities tend on the average to have lower incomes than urban centers, there 
may be a presumption that these roads tend on the whole to have a stronger 
direct positive effect on the p w r  than previous donor efforts focusing on ma- 
jor arterial construction. However, this is only a judgment, since there is no 
empirical evidence in support of it, especially evidence that evaluates the 
effects of major urban transport networks on farm income or on urban job 
creation. 

The key issue that has been raised about rural roads is the extent to which 
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the relatively better-off fanners capture a disproportionate share of the eco- 
nomic benefits of such transport because of their position in the local power 
structure and their better access to complementary inputs. The distributional 
impacts of several USiAID road projects generally depended on many other 
factors, such as land tenure and simultaneous government efforts to spread 
modem agricultural technology (Anderson and Vandervoort, 1982). The poor 
benefited from rural roads, but unless the communities reached by the roads 
had secure and stable land tenure, the well-off benefited more. In Honduras 
the roads were part of a package including land reform, cooperatives, agri- 
cultural services, and credit, and small farmers were the main beneficiaries. 
Similarly, the roads permitted better access to health care and increased the 
willingness of teachers to work in rural areas, thus resulting in direct benefits 
to the poor. 

The analysis by Anderson and Vandervoort (1982) showed, however, 
that some compensatory effort may be required to keep projects from increas- 
ing income inequality. More affluent farmers are more able to take advantage 
of opportunities by changing more rapidly to the more advanced technologies, 
purchasing complementary inputs, and acquiring information, because (a)  
they are not as constrained by cash requirements and are perceived as more 
creditworthy and (b)  they frequently exercise considerable control over local 
or central government administration. 

Women benefited along with men from increased mobility. They may 
also have gained more freedom owing to access to the modern amenities. In 
Liberia, however, improved income opportunities at major resource centers 
drew men from their families, and increased cash cropping drove subsistence 
fanning, often done by women, back from the roads into the bush. 

Roads were universally seen as beneficial even by people displaced by 
subsequent results. This favorable view is easy to understand: immediately 
after road construction come more visitors, new things to buy, broadened 
opportunities, more exciting weekly markets, and, often, rising agricultural 
income. The harmful effects, such as accelerated deforestation and lower nu- 
trition, often follow more slowly and are harder to connect to the mads; and 
roads symbolize development and progress to most people (Anderson and 
Vandervoort, 1982). 

RURAL ELECTRIFICATION 

The benefits of electrification are already largely available to urban con- 
sumers in developing countries. Projects in the past helped to provide the 
capacity to meet growing demand or to overcome shortages. In addition, there 
was considerable effort to increase rural electrification. Various rural electri- 
fication projects placed emphasis on different goals; some emphasized house- 
hold consumer benefits, while others concentrated on stimulating economic 
activities (World Bank, 1975; Tendler, 1979b, p. 4). 
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US/AID programs, for example, focused to a greater extent than the 
World Bank on household consumer benefits. This orientation resulted mainly 
because USIAID's electrification projects were promoted and implemented 
largely by the National Rural Electric Cooperative Association (NRECA), 
which evolved its approach from experience with rural cooperatives in the 
United States in the 1930s. The consumer orientation was reinforced by the 
perceived success of the electrification of the countryside in the Philippines, 
a program that was intended to help the government resist subversive influ- 
ences (Tendler, 1979b, pp. 4-5). It should he noted, however, that USlAID's 
evaluation of the Philippine project indicated that the expected economic 
benefits, even if realized (which they were not), would not alone have justified 
the project. 

World Bank policy suggests that while some attention should he given to 
nonquantifiable benefits such as improvement in the quality of life, the bene- 
fits are likely to be less important in the case of electrification than in certain 
other sectors, such as water supply or education. Alternative sources of light 
and energy, though generally inferior, are available even in the poorest re- 
gions; thus electricity is not considered as much of a necessity as some of the 
other benefits. 

Limited experience in some countries, for example, El Salvador, indi- 
cates that economic returns to rural electrification projects can be signifi- 
cant-with internal rates of return in excess of 10 percent. In this connection, 
it appears that village demand alone often is not sufficient to yield such a 
return. It is only when there are demands for farm uses and by agroprocessing 
industries that economic returns are substantial. This appears to be a critical 
factor in determining the economic returns of such projects. 

RURAL PUBLIC WORKS 
In an effort to promote more labor-intensive infrastructure development, 

several donors, including USIAID, have supported rural public works pro- 
grams in a number of developing countries. Rural public works programs can 
be defined as public sector activities undertaken using labor-intensive tech- 
niques with two primary objectives: (1) generating new employment and in- 
come opportunities among low-income groups and (2) creating productive 
assets, usually in infrastructure. 

Experience with such programs has been mixed. Thomas and Hook un- 
dertook an extensive review of developing country experiences in this area in 
a USIAID manual in 1977 (Thomas and Hook, 1977). They concluded that 
although rural works are useful means of alleviating unemployment and pro- 
moting rural development, they result in only temporary alleviation of these 
problems. Rural works can stimulate and augment agricultural and rural de- 
velopment programs, but they are not substitutes for them. Also, rural works 
programs can be more useful in some developing countries than in others. 
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The common characteristics of countries that have used works programs 
successfully are: 

- High population density relative to arable land. Countries such as Indo- 
nesia, Bangladesh, and Korea have used these programs effectively, 
while in much of Africa and the Middle East population densities are too 
low for successful implementation of these programs. 

- Agricultural dependence and instability of agricultural output. In Tunisia 
and Morocco rural works made a major contribution when carried out in 
the context of fragile economies and yearly fluctuations in grain output. 

- Availability of administrative competence. Where administrative com- 
petence has been lacking, for example, in Afghanistan with its Provincial 
Development Program in 1971-72, programs have suffered from poor 
administration and low-quality projects. 

Thomas and Hook suggest that in general, well-financed, effectively ad- 
ministered programs might succeed in absorbing up to approximately 10 per- 
cent of estimated rural unemployment (depending, of course, on the size of 
the program and the number of unemployed). Cost-benefit studies of mral 
works programs show that they can be productive in rigorous economic terms. 
They can also become inefficient, as a result of poor planning and implemen- 
tation. Experience suggests that even though rural works programs generally 
are not capable of any major redistribution by themselves, they can have mod- 
erately redistributive effects in conjunction with other redistributive efforts. 

Conclusion 

In many developing countries aid has made significant contributions in 
helping create much needed infrastructure. In some countries, such as Korea 
and India, aid-assisted infrastructural development has led to the establish- 
ment of substantial national capacity to construct and manage infrastructure. 
This capacity has indeed permitted these countries to compete internationally 
and become exporters of engineering and construction services. 

During the last decade numerous studies have documented the strong 
positive impact of rural infrastructure investment on both the level and distri- 
bution of income in rural areas. Part of the positive impact is due to the direct 
impact on agricultural production; part is due to the more efficient functioning 
of input and product markets; and part is due to the multiplier effects of the 
income generated both during the initial construction phase and later through 
the impact of agricultural production and marketing on the demand for labor. 

Early problems with the use of inappropriate technology in aid-assisted 
infrastructure development have abated significantly in recent years. Despite 
recent progress, pricing problems however, continue in many countries. They 
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are especially worrisome in the area of water charges because of the impor- 
tance of effective water management for both agricultural development and 
environmental protection. Finally, maintenance issues continue to be of im- 
portance especially in Africa and require greater coordination between aid 
donors and recipients. 



Assistance to Expand Agricultural 
Production 

VERNON W. RUTTAN 

Development assistance programs have made major 
investments in African, Asian, and South American countries with the objec- 
tive of directly expanding agricultural production. The evidence that can be 
drawn from the literature on the effect of such investments is reviewed here.' 
Particular attention is given to land and water resource development, agricul- 
tural research, agricultural extension, land tenure reform, and agricultural 
credit markets. In addition, the implications of the macroeconomic sector 
policies pursued by the governments of developing countries to expand agri- 
culhiral production and the efforts of donors to influence those policies are 
discussed. 

Land and Water Resource Development 

During the 1950s and 1960s, investment in land and water resource de- 
velopment was given a major claim on the budgets of many developing coun- 
tries and apportioned a significant share of the investment portfolios of the 
bilateral and multilateral assistance agencies. A strong presumption in the 
development literature of that period was that investments in transportation, 
communication, power, irrigation, and related physical infrastructure were a 
necessary precondition for economic growth (chapters 2 and 8). 

Since the early 1970s the assumptions underlying the concentration of 
investment in large infrastructure projects have been under continuous attack. 
The view that a short period of intensive investment in physical infrastructure 
and basic industries was a prerequisite to self-sustained growth was replaced 
by emphasis on human capital, institutional innovation, and policy reform 
(see chapter 2). Nevertheless, support for land and water resource develop- 
ment by assistance agencies expanded rapidly during the 1970s and is ex- 
pected to rise even more rapidly during the 1985-2000 period (Cassen, 1986, 
pp. 124-28; Repetto, 1986). 

Land and water resource development projects fall under three general 
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headings: (a) irrigation, (b )  new lands, and (c) intensification. A review of 
the aid experience in each area follows. 

By the late 1960s the World Bank had participated in the financing of 
approximately fifty projects having a substantial irrigation component. The 
most dramatic were a series of "big dam" gravity irrigation projects, such as 
the Gezira scheme in Sudan; the Aswan High Dam in Egypt; the Indus Basin 
Project in Pakistan; the Lower Mekong River scheme, involving Thailand, 
Cambodia, Laos, and Vietnam; and the Bhakra Nagal project in India (Otten 
and Reutlinger, 1969). 

The early experience with gravity irrigation projects was disappointing. 
Otten and Reutlinger's study of the eight ongoing irrigation projects in the late 
1960s indicated that implementation took longer and was more extensive than 
originally anticipated (Otten and Reutlinger, 1969, pp. 5-6). By the mid- 
1960s it appeared to be increasingly difficult to find projects that met even the 
"soft" benefit-cost criteria employed by the multilateral and bilateral assis- 
tance agencies (Clark, 1967; President's Science Advisory Committee, 1967). 
Many completed projects were not generating sufficient benefits to cover even 
operating and maintenance costs (Small, Adriano, and Martin, 1986, p. 45). 

More recent irrigation development evaluations suggest a somewhat 
more positive perspective than the earlier evaluations. In a number of coun- 
tries, including Korea, India, Mexico, Pakistan, and Turkey, the big dam 
irrigation projects constructed in the 1950s and 1960s facilitated the rapid 
diffusion of the Green Revolution rice, wheat, and maize technology (Hert- 
ford, 1970a and 1970b; Traxler and Ruttan, 1986; chapters 12, 13, and 14). 
In Asia, it is estimated that irrigated land now under cultivation plus newly 
irrigated land will account for one- to two-thirds of the growth in agricultural 
production from 1985 to 2000 (Repetto, 1986, p. 3). World Bank evaluations 
of more recent irrigation projects have shown both low costs of employment 
generation and high rates of return (Cassen, 1986, p. 125). 

A second area in which assistance agencies have been active has been 
the opening up of new lands for settlement. Snch projects often have been 
conceived as a method to reduce the population pressure on older settled 
areas. In Peru, development of the interior areas on the eastern slope was 
undertaken to reduce the population pressure on the Andean highlands. In 
Indonesia, transmigration to the outer islands was undertaken to reduce the 
population pressure on Java. Snch projects usually required the substantial 
commitment of aid for credit and technical assistance. 

The experience with new settlement projects typically has been quite 
unsatisfactory. When a series of twenty-four new land development schemes 
carried out in Latin America during the 1950s and 1960s was analyzed, the 
author concluded: "Few spheres of economic development have a history or 
reputation for failure to match that of government sponsored colonization in 
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humid topical zones" (Nelson, 1973, p. 265). The record was one of consis- 
tent discrepancy between initial projections and results and of grossly over- 
estimated internal rates of return. In Africa, where land settlement projects 
frequently were coupled with tractor mechanization schemes, there was also 
a consistent record of failure (Eicher, et al., 1970). In spite of over three 
decades of experience, the most recent evaluations conclude that land settle- 
ment projects have been costly relative to the number of persons settled, con- 
tinue to suffer from low productivity, and are often characterized by high rates 
of desertion (Oberai, 1988, p. xv). More recently, land settlement schemes 
have come under increasing scrutiny not only because of their poor economic 
performance but also for their environmental impact (World Commission on 
Environment and Development, 1987). 

A third pattern of land and water resource development, the intensifica- 
tion of production on lands already being cultivated, has meant investment at 
the individual farm or local community level in land leveling, drainage, pump 
irrigation, and other improvements leading to more effective soil and water 
management. This pattern of development, which has emphasized improved 
productivity on lands already cultivated, has been relatively successful. A 
particularly interesting example is the rapid expansion of tube well irrigation 
in both East (Indian) and West (Pakistan) Punjab (Falcon and Gotsch, 1968). 
Initially, tube-well development proceeded less rapidly in East Punjab be- 
cause of constraints on the drilling of tube wells in canal command areas. 
When these restraints were lifted and the policy was directed toward a system 
of coordinated ground water-surface water development, there was a rapid 
growth in the number of private tube wells. Falcon and Gotsch estimated that 
the additional water accounted for about half the increased output in West 
Punjab and more than one-third of the increase in crop output in East Punjab 
between 1953-54 and 1965-66. 

Experience with attempts to achieve greater intensification on currently 
cultivated land offers some useful guidelines for land and water development 
to assistance agencies and national governments. One lesson is that the per- 
formance of public systkms can be improved if incentives are built into the 
design of project management. When, for example, operation and mainte- 
nance revenues are returned directly to the irrigation agencies or to the water- 
user associations that purchase water in bulk, performance levels tend to im- 
prove. A second lesson is that greater efficiency in water use results with the 
introduction of an efficient area-based or volumetric pricing system that re- 
lates user costs to the cost of supplying the water (Bowen and Young, 1986). 

The Indus Basin Project in Pakistan is a useful illustration of a develop- 
ment that involved the three elements discussed above: major infrastructure 
investment, new land development, and intensification of production. It also 
depended upon continued collaboration of the two major development assis- 
tance agencies, the World Bank and the USIAID. The realization of the po- 
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tential for benefits to the project was delayed as a result of problems that had 
not been fully appreciated during the initial design and construction phases.% 

The Bank played a major role in negotiating the treaty that settled the 
disputes between India and Pakistan over rights to Indus Basin waters. The 
treaty was followed with commitments by donors and the government of Pak- 
istan of over $2.5 billion for construction of the project. It became apparent 
in the 1950s that these irrigation investments were not realizing the projected 
benefits. The irrigation infrastructure design and water management practices 
were oriented toward maximizing the area irrigated rather than toward achiev- 
ing optimum crop yields through more intensive water application. Water loss 
through canal seepage and evaporation was excessive. 

To correct the waterlogging and salinity problems, USIAID and the 
World Bank supported a number of major efforts to improve water manage- 
ment. The initial effort in the 1950s was a USIAID-sponsored Salinity Con- 
trol and Reclamation Project (SCARP); it used large public tube wells to 
lower the ground water level by pumping water up and returning it to the 
surface canals. 

By the early 1970s it was clear from the more accurate measurement of 
the sources of water loss that the SCARP approach was much less effective 
than early judgments had indicated. Even more water was being lost in the 
water delivery system than had been anticipated. These findings led to the 
support by USIAID of a major program to upgrade the quality of water deliv- 
ery and to improve crop and water management practices. These efforts were 
quite successful: water losses were significantly reduced, cropping intensity 
increased, and crop yields were improved. Yet crop yields on irrigated land 
in Pakistan continue to remain low, even by Asian standards. Among the 
responsible factors appear to be the limited success in the development of 
replacement varieties of wheat and rice; the persistence of commodity market 
and land tenure institutions that dampen incentives to produce; the failure to 
develop efficient water pricing mechanisms; and the failure to invest in the 
education and health of the rural people. 

During the 1970s a distinct shift occurred in land and water resource 
development efforts by the aid donors. They increased attention to efficiency 
and equity in project implementation and management and required more 
careful analysis of both the technical and the economic aspects of (a)  the 
transmission of water to fanners' fields, ( b )  the allocation of water among 
farmers, and ( c )  the efficient on-fatm use of water. For example, the World 
Bank's standard package for in~proving water delivery in India, which tradi- 
tionally emphasized improvements in delivery structures, now shows greater 
concern for how the main systems are actually being managed (Wade, 1982, 
p. 171). A similar shift in emphasis has been made by USIAID. Several recent 
USIAID and World Bank irrigation evaluations have cited management as the 
major limitation on project effectiveness (Berry, Ford, and Hosier, 1980; 
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Steinberg et al., 1980; Benedict et al., 1982; Wade, 1982). Thus USIAID has 
placed greater emphasis on training for irrigation system managers and on 
more efficient performance of existing projects. 

The importance of effective management for system efficiency is illus- 
trated by USIAID project evaluation studies in Korea and Sudan. The Korean 
project was an attempt to achieve efficient and equitable delivery of water to 
farms in an intensively cultivated area (Steinberg et al., 1980; chapter 13). 
The following factors were important to the success of the project: (1) the 
project had available to it an effective Korean engineering and management 
staff; (2) the organization of institutions supplying inputs and services was 
effective; and (3) the farmers were organized into strong Farm Land Improve- 
ment Associations that were able to take responsibility for managing water 
distribution and collecting irrigation fees and, furthermore, to bring pressure 
to bear on their members for efficient water use and on system management 
for effective performance. 

In contrast to the Korean project, the Rahad Project in Sudan exemplifies 
a project with many problems. It was undertaken to develop underutilized 
water resources and to extend intensive crop production into an area that had 
not been farmed intensively in order to expand the production of export crops. 
In 1982 farmers in the Rahad Project had just completed their fourth growing 
season; the record shows that cotton yields declined with each year and in- 
comes were lower than those required to break even. Among the causes for 
the decline identified by the evaluation team were inadequate administration; 
labor shortages; highly mechanized production, which weakened the linkage 
between worker incentives and farm management decision making; and in- 
sufficient or inappropriate delivery of water (Benedict et al., 1982, pp. iii, 
17. C-51. . , 

The importance of effective farmer representation in planning and man- 
aging irrigation systems has been emphasized in recent literature (Small, 
1982; Wade, 1982). When farmers did not get water in Rahad, they had no 
effective mechanism for dealing with the inefficient system management. In 
Korea, on the other hand, a strong farmer organization acted to reinforce 
effective management. Farmers' experiences contain valuable information 
that cannot be duplicated by expensive engineering personnel; furthermore, 
the opportunity cost of farmers' resources is less than that of civil service 
technical staff. 

The response by assistance agencies and national governments to the 
poor performance of land and water development projects often has been at- 
tempts to strengthen design and construction performance and to improve 
project technology and management. These efforts are important, even though 
poor project performance frequently is due more to deficiencies in public 
policy that encourage rent seeking by contractors, project bureaucracy, and 
project clients (Repeno, 1986). Thus the solution to poor performance should 
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have priority at the level of institutional innovation and reform, an area in 
which assistance agencies have not demonstrated great success. 

Agricultural Research 

The capacity to develop and manage agricultural technology is recog- 
nized as one of the most important variables accounting for differences in 
agricultural productivity among  nation^.^ The returns to investment in land 
and water resource development typically are low unless it is accompanied by 
efforts to advance the technology of crop and livestock production. Countries 
that rely primarily on borrowed agricultural technology rarely develop the 
capacity to manage the borrowed technology in a manner capable of sustain- 
ing agricultural development. 

Unfortunately, the location-specific nature of agricultural technology, 
particularly the biological and chemical technology required to sustain in- 
tensive crop and livestock production, was not widely recognized in the 
agricultural assistance programs of the 1950s. Support for improvement in 
agricultural production technology was dominated by an "extension," or 
"technology transfer," orientation. 

THE EMERGENCE OF THE INTERNATIONAL INSTITUTE MODEL 

Between the mid-1960s and the early 1970s the international research 
and training institute model emerged, in the perception of the international 
aid agencies, as the most effective way to organize the scientific capacity 
needed to generate technical change in agriculture in developing countries. 
The international institute model drew on the experience of two historic tra- 
ditions: that of the great tropical research institutes, which played an impor- 
tant role in increasing the production of such export commodities as rubber, 
tea, sisal, and sugarcane; and that of the Rockefeller Foundation and the Ford 
Foundation in Mexico and the Philippines. 

The complex of international agricultural research institutes evolved 
directly from two organizations: the International Rice Research Institute 
(IRRI) and the International Center for Improvement of Maize and Wheat 
(CIMMYT), established by the Rockefeller Foundation and the Ford Foun- 
dation in 1960 and 1966, respectively (see table 9.1). 

During the late 1960s the two foundations collaborated again to establish 
the International Institute of Tropical Agriculture (IITA) in Ibadan, Nigeria, 
and the International Centre for Tropical Agriculture (CIAT) in Palmira (near 
Cali), Colombia. With these two new centers, it became apparent that the 
financial requirements of the system would soon exceed the capacity of the 
foundations. As a result, consultations among the Ford and Rockefeller foun- 
dations, the World Bank, the Food and Agriculture Organization, and the 
United Nations Development Program (UNDP) in 1969 and several informal 



Table 9.1. The International Agricultural Research Institutes 

Core 
Date of Budget 
Initia- for 1988 

Center Location Research Coveraxe tion (000,000) 

IRRI (International Rice Re- 
search Institute) 

CIMMYT (International Center 
far the Improvement of Maize 
and Wheat) 

IITA (International Institute of 
Tropical Agriculture) 

ClAT (International Centre for 
Tropical Agriculture) 

CIP (International Potato Centre) 

WARDA (West African Rice 
Development Association) 

Los Banos, Rice under irrigation, multiple 
Ph~lippines cropping systems; upland rice 

El Batan, Mexico Wheat (also triticale, barley); 
maize (also high-altitude 
sorghum) 

Ibadan, Nigeria Farming systems: cereals (rice and 
maize as regional relay stations 
for IRRI and CIMMYT); grain 
legume (cowpeas, soybeans, 
lima beans); root and tuber 
crops (cassava, sweet potatoes, 

yams) 
Palmira, Colombia Beef; cassava; field beans; swine 

(minor); maize and rice (re- 
gional relay stations to 
CIMMYT and IRRI) 

Lima, Peru Potatoes (for both tropical and 
temperate regions) 

Monrovia, Liberia Regional cooperative effort in 
adaptive rice research among 
I3 nations with IITA and IRRI 
support 

Worldwide, special emphasis 1960 25.7 
on Asia 

Worldwide 1966 24.3 

Worldwide in lowland tropics, 1967 21.8 
special emphasis on Africa 

Worldwide in lowland tropics, 1968 24.1 
special emphasis on Latin 
America 

Worldwide, including linkages 1971 15.3 
with developed countries 

West Africa 1971 4.6 



ICRISAT (International Crops Hyderabad, India Sorghum; pearl millet; pigeon Worldwide, special emphasis 1972 24.6 
Research Institute for the peas; chickpeas; farming sys- on dry, semiarid tropics, 
Semi-Arid Tropics) tems; groundnuts non-irrigated farming. Spe- 

cial relay stations in Africa 
under negotiation 

ILRAD (International Labora- Nairobi, Kenya Trypanosoiasis; theileriasis Mainly Africa 1973 13.1 
tory for Research on Animal 
Diseases) 

IBPGR (International Board for FAO, Rome, Italy Conservation of plant genetic ma- Worldwide 1974 6.0 
Plant Genetic Resources) terial with special reference to 

crops of economic importance 
ILCA (International Livestock Addis Ababa, Livestock production system Major ecological regions in 1974 17.4 

Ccnmr fur Africa) Ethiopia tropical zones of Africa 
IFPRI (International Food Policy Washington, D.C. Food policy Worldwide 1975 8.3 

Research Institute) 
ICARDA (International Centre Lebanon; Syria Crop and mixed farming systems West Asia and North Africa, 1976 18.7 

for Agricultural Research in research, with focus on sheep, emphasis on the semiarid 
Dry Areas) barley, wheat, broad beans, and winter precipitation zone 

lentils 
ISNAR (International Service The Hague, Strengthening the capacity of na- Worldwide 1980 6.5 

for National Agricultural Netherlands tional agricultural research 
Research) programs 

Sources: John G. Crawford, "Development of the International Agricultural Research System," in Resource Allocation and Productivity in National and inter- 
nation01 AgriculturalResearch, ed. Thomas M. Arndt, Dana G. Dalrymple, and Vernon W. Ruttan (Minneapolis: University of Minnesota Press, 1977), 
pp. 282-83; and for 1988 budget data, the Secretariat for the Consultative Group on international Agricultural Research, World Bank, Washington, D.C. 
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meetings in January 1971 led to the formal organization in May 1971 of the 
Consultative Group on International Agricultural Research (CGIAR). The ini- 
tial membership comprised the World Bank, FAO, and UNDP as sponsors, 
nine national governmenls, two regional banks, and three foundations. By the 
mid-1980s membership bad grown to over forty. 

The leadership of the Consultative Group is now centered at the World 
Bank, which provides the chairperson and the secretariat. Technical guidance 
is supplied by the Technical Advisory Committee (TAC), which was estab- 
lished by CGIAR. FA0 provides the TAC secretariat. Technical matters, such 
as new institute initiatives and program changes at existing institutes, are re- 
ferred to TAC for review before action by CGIAR. TAC develops draft policy 
statements on priorities within the system for CGIAR's consideration; it has 
the authority to initiate investigations and to suggest program changes to 
CGIAR. Since 1976, TAC has been charged with the responsibility to orga- 
nize comprehensive quinquennial reviews of the programs of the several in- 
ternational research centers and with the periodic analysis of programs that 
have common elements, such as cropping systems or mechanization research. 
CGIAR-supported expenditures rose from only $34.5 million in 1974 to over 
$200 million in the mid-1980~.~ 

STRENGTHENING NATIONAL AGRICULTURAL RESEARCH SYSTEMS 

By the mid-1970s it was clear that the productivity of the international 
agricultural research system was severely constrained by the limited research 
capacity of many national systems and that the adaptation and dissemination 
of the knowledge and technology generated at the international institutes was 
dependent on the development of effective national systems (Evenson, 1977). 

The outreach programs of the international institutes, even when work- 
ing through networks, such as those in international wheat research and the 
inter-Asian corn program, did not have the capacity to strengthen national 
systems. The regional commodity networks played an important role in en- 
abling institutes to conduct research and to test materials and methods under 
diverse ecological conditions, but they could not assume a larger role without 
diverting effort from the institutes' research programs. By the mid-1980s only 
a few national systems (e.g., in India, Brazil, and the Philippines) had devel- 
oped the managerial and professional capacity to effectively absorb, trans- 
mit, and adapt the knowledge and technology that were becoming available 
through the international institutes and developed countries' research systems 
and the stronger developing countries' institutions. 

With the emergence of a consensus on the importance of strengthening 
national agricultural research systems, serious weaknesses have become ap- 
parent in the donor agencies' methods of supporting the development of na- 
tional research systems and in the policies pursued by national governments 
to develop their national agricultural research systems. Among the problems 
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are the following: (a) excessive investment in research facilities development 
relative to scientific staff; (b) excessive administrative burden, combined with 
inadequate identification of priorities; (c) experiment station location deci- 
sions based on political rather than scientific consideration; (d) lack of con- 
gruence between research resource allocation and economic importance of 
commodities in regions; and ( e )  cycles of development and erosion of capac- 
ity in a number of national systems (Ruttan, 1981 and 1986h). 

RETURNS TO INVESTMENT IN AGRICULTURAL RESEARCH 
The results of a large number of studies of the contribution of research 

to productivity growth from both developed and developing countries are 
shown in table 9.2. Some skepticism has been expressed about the results of 
the rate of return estimates. The presentation of the early hybrid corn and 
sorghum studies in the form of "external" rather than "internal" rate of re- 
turn estimates resulted in considerable confusion in the interpretation of the 
estimates. The review of literature summarized in table 9.2 impresses one 

Table 9.2. Summary of Studies of Agricultural Research Productivity 

Study 

Annual In- 
ternal Rate 

Time of Return 
Country Commodity Period (%) 

Index number 
Griliches, 1958 
Griliches, 1958 
Peterson, 1967 
Evenson, 1969 
Barletta, 1970 
Barletta, 1970 
Ayer, 1970 
Schmitz and Seckler, 

1970 

Ayer and Schuh, 1972 
Hines, 1972 

United States 
United States 
United States 
South Africa 
Mexico 
Mexico 
Brazil 
United States 

Brazil 
Pen! 

Hybrid corn 
Hybrid sorghum 
Poultry 
Sugarcane 
Maize 
Wheat 
Cotton 
Tomato harvester, 

with no compen- 
sation to displaced 
workers 

Tomato harvester, 
with compensa- 
tion of displaced 
workers for 50% 
of earnings loss 

Cotton 
Maize 

Hayami and Akino, 1977 
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Table 9.2. Summary of Studies of Agricultural Research Productivity (continued) 

Annual In- 
ternal Rate 

Time of Return 
Study Country Commodity Period (%I 

Hayami and Akino, 1977 
Hertford et al., 1977 

Pee, 1977 
Peterson and Fitzharris, 

1977 

Wennergren and 
Whitaker, 1977 

Pray, 1978 

Scobie and Posada, 1978 
Pray, 1980 
Regression omlysis 
Tang, 1963 
Griliches, 1964 
Latimer, 1964 
Petenon, 1967 
Evenson, 1968 
Evenson, 1969 
Barletta, 1970 
Duncan, 1972 
Evenson and Jha, 1973 
Cline, 1975 

(rev. Knutson and 
Tweeten, 1979) 

Bredahl and Petenon, 
1976 

Japan 
Colombia 

Malaysia 
United States 

Bolivia 

Punjab (Brit- 
ish India) 

Punjab 
(Pakistan) 

Bolivia 
Bangladesh 

Japan 
United States 
United States 
United States 
United States 
South Africa 
Mexico 
Australia 
India 
United States 

United States 

Rice 
Rice 
Soybeans 
Wheat 
Cotton 
Rubber 
Aggregate 

Sheep 
Wheat 
Agricultural research 

and extension 
Agricultural research 

and extension 
Rice 
Wheat and rice 

Aggregate 
Aggregate 
Aggregate 
Poultry 
Aggregate 
Sugarcane 
Crops 
Pasture improvement 
Aggregate 
Aggregate 

Research and 
extension 

Cash grains 
Poultry 
Dairy 
Livestock 
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Table 9.2. Summary of Studies of Agricultural Research Productivity (continued) 

Annual In- 
ternal Rate 

Time of Return 
Studv Countw Commoditv Period (%) 

Kahlon et al., 1977 India 
Evenson and Flores, Asia- 

Asia-inter- 
national 

Flores, Evenson, and Tropics 
Hayarni, 1978 

Philippines 
Nagy and Funan, 1978 Canada 
Davis, 1979 United States 

Evenson, 1979 United States 
United States 
United States 
United States 
Southern 

United 
States 

Northern 
United 
States 

Western 
United 
States 

United States 

Aggregate 
Rice 

Rice 

Rice 

Rice 
Rapeseed 
Aggregate 

Aggregate 
Technology-oriented 
Science-oriented 
Science-oriented 
Technology-oriented 

Farm management 
research and agri- 
cultural extension 

Sources: Robert E. Evenson, Paul E. Waggoner, and Vernon W. Ruttan, "Economic Benefits from Re- 
search: An Example from Agriculhlre," Science 205 (1979): 1101-7, copyright 1979 by the American 
Association for the Advancement of Science; Yujiro Hayami and Vernon W. Runan, Agrieulti~rdDevelop- 
ment: An Internntional Perspective, 2d ed. (Baltimore: Johns Hopkins University Press, 1985). pp. 63-66. 
'Returns to maize research only. 
bRetnrns to maize research plus cultivation "package." 
ELawer estimate for thirteen-year and higher for sixteen-year time lag between beginning and end of output 
impact. 
dLagged marginal product of 1969 research on output discounted for an estimated mean lag of five years 
for cash grains, six years for poultry and dairy, and seven years for livestock. 
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with the increasing sophistication displayed by the authors of more recent 
studies in response to the limitations of some earlier studies. The effects of 
more careful model specification, more complete measurement of costs, and 
greater caution in estimating benefits appear to have resulted in a downward 
bias in a number of recent studies (see Ruttan, 1982, pp. 252-54). 

Despite the deficiencies in research organization and management noted 
above, almost all the studies indicate high rates of return to investment in 
agricultural research, well above the 10- 15 percent (above inflation) that pri- 
vate firms consider adequate to attract investment. It is hard to identify many 
private or public sector investments that generate more favorable rates of 

Agricultural Extension 

Publicly supported agricultural research systems were firmly established 
in a number of European countries and in North America and Japan during 
the latter half of the nineteenth century. Extension services to transfer new 
agricultural technology to farmers were set up somewhat later, typically dur- 
ing the first quarter of this century. 

Research and extension services also were established by national gov- 
ernments and colonial regimes before World War I1 in a number of countries 
in Latin America, Asia, and Africa. The extension services often were quite 
different from the North American model. In many colonial countries they 
were directed to the needs of the expatriate-managed plantation sector. They 
often petformed regulatory functions as well as educational and related tech- 
nology transfer activities. 

THE CHANGING ROLE OF AGRICULTURAL EXTENSION IN 

DEVELOPMENT ASSISTANCE 

When the United States became involved in development assistance dur- 
ing and after World War 11, developing or strengthening extension programs 
became a major focus (see chapters 12 and 14). U.S. development assistance 
personnel and many U.S. scholars were convinced that inefficient resource 
allocation among "irrational, tradition-bound" peasants who were "burdened 
by the yoke of custom and tradition" was a major constraint on agricultural 
development. There was also a perception that the enormous differences in 
levels of productivity between developed and developing countries could be 
overcome by technology transfer. These perspectives led to an "extension 
bias" in agricultural development assistance policy during the 1950s.6 This 
bias was particularly strong in the early U.S. development assistance pro- 
grams in Latin America (Mosher, 1957; Rice, 1974). 

By the mid-1960s considerable disillusionment with the impact of agri- 
cultural extension programs had set in. Agricultural technology was much 
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more location-specific than had been anticipated. And a new generation of 
scholars began to look upon peasants in developing countries as "poor but 
efficient" (Schultz, 1964). The attention of development assistance agencies 
and administrations and the flow of development assistance funds shifted from 
support of agricultural extension programs to agricultural research. 

Concern with the effectiveness of technology transfer programs linking 
the new knowledge and the new technology emerging from agricultural re- 
search resulted in renewed attention to the problem of agricultural exten- 
sion by the mid-1970s. This shift was reinforced by a new set of concerns 
with equitable access to technology and the need to strengthen communal 
 institution^.^ 

A NEW FOCUS ON EXTENSION 

By the early 1980s the World Bank had replaced USIAID as a major 
source of assistance for strengthening national agricultural extension systems. 
This focus on agricultural extension by the Bank owed much to the imagina- 
tion and energy of the Israeli extensionist Daniel Benor. From the initial suc- 
cessful effort in the Seyhan Irrigation Project in Turkey (see chapter 141, 
Benor evolved the "training and visit" (T&V) extension model. Programs 
modeled on the T&V system were implemented in Bangladesh, Burma, In- 
donesia, Nepal, Sri Lanka, and Thailand with World Bank   up port.^ 

The basic technique employed in the T&V method is "a systematic pro- 
gram of training of the Village Extension Worker (VEW) combined with fre- 
quent visits by him to farmers' fields" (Benor and Harrison, 1977, p. 19).9 A 
highly regimented schedule requires the VEW to be involved one day each 
week with intensive training related to the specific information that he or she 
must convey to farmers. The VEW is responsible, in turn, for visiting each 
relatively small group of contact farmers once a week for a half-day or once 
a fortnight for a full day. 

Although support for the T&V system has often been enthusiastic, the 
system has not escaped criticism (Lowdermilk, 1981). Typically, the criti- 
cisms have focused on (a) organizational constraints, including the organi- 
zation and training requirements of the system and the rigidity of the T&V 
model; and ( b )  the contactfarmer, regarded by some critics as a major source 
of bias in the distribution of benefits from the system. Despite the extensive 
experience with the T&V system, it has only recently begun to receive the 
kind of thorough evaluation accorded earlier assistance for the development 
of the agricultural extension programs. 

RETURNS TO INVESTMENT IN AGRICULTURAL EXTENSION 
To assess the effect of extension programs, particularly as they influence 

the development process, some significant differences should be noted be- 
tween the extension investment patterns in LDCs and DCs. Extension pro- 



Table 9.3. Trends in Numbers of Research Scientists and Extension Workers, 1959-1980 
-- 

Ratio of Extension Workers 
Research Scientists' Extension Worken to Research Scientists 

RegioniSubregion 1959 1970b 1980 1959 1970' 1980 1959 1970 1980 

Western Europe 6,251 12,547 19,540 15,988 24,388 27,881 2.56 1.94 1.43 
Northern Europe 1,818 4,409 8,027 4,793 5,638 6,241 2.64 1.23 0.78 
Central Europe 2,888 5,721 8,827 7,865 13,046 14,421 2.72 2.28 1.63 
Southern Europe 1,545 2,417 2,686 3,330 5,704 7,219 2.16 2.36 2.69 

Eastern Europe and So- 
viet Uniond 17,701 43,709 51,614 29,000 43,000 55,000 1.64 0.98 1.07 
Eastern Europe 5,701 16,009 20,220 9,340 15,749 21,546 1.64 0.98 1.07 
Soviet Union 12,OM) 27,700 31,394 19,660 27,251 33,454 1.64 0.98 1.07 

North America and 
Oceania 8,449 11,688 13,607 13,580 15,113 14,966 1.61 1.29 1.10 
North America 6,690 8,575 10,305 11,500 12,550 12,235 1.72 1.46 1.19 
Oceania 1,759 3,113 3,302 2,080 2,563 2,731 1.18 0.82 0.83 

Latin America 1,425 4,880 8,534 3,353 10,782 22,835 2.35 2.21 2.68 
Temperate South 

America 364 1,022 1,527 205 1,056 1,292 0.56 1.03 0.85 



Tropical South 
America 

Caribbean and Central 
America 

Africad 
North Africa 
West Africa 
East Africa 
South Africa 

Asiad 
West Asia 
South Asia 
Southeast Asia 
East Asia 
China 

World total 

Source: M .  Ann Judd, James K .  Boyce, and Robert E. Evenson, "Investing in Agricultural Supply: The Determinants of Agricultural Research and Extension 
Investment," Economic Development and Cullurol Chonge 35 (October 1986): 77- 113, tables 1 and 2. 
'Research scientists estimates include only workers with advanced degrees. An attempt has been made to include only research workers engaged in production- 
related agricultural research; research on postharvest technology, for example, is not included in these estimates. 
b1970 data are an average of 1968 and 1971 data. 
'1974 data are used when more recent data are not available. In other cases, the 1980 data arc averages for 1974-80. 
dData far extension workers are estimated. 
CExcludes China, for which data on extension warken were not reported. 



Table 9.4. Summary of Returns to Extension Studies 

Study Country Time Period Type of Shldy Conclusion 

Patrick and Kehr- Brazil-eastern 1968 Production function Extension (number of direct contacts of farmers 
berg, 1973 with extension agents during the study year) 

had positive but generally not statistically sig- 
nificant effects on value added in farm 

Evenson and Jha, India 
1973 

production. 
1953-54 to Productivity change Extension (index of maturity of extension pro- 

1970-71 gram) contributes significantly to agricultural 
productivity change only through interaction 
with research programs. Investment in exten- 
sion programs yields a 15-20 percent social 
rate of return. 

Huffman, 1974 United States-Corn 1959-64 Allocative ef- Extension (days, average for 1958 and 1960, al- 
Belt ficiency, located to crops by agents doing primarily ag- 

production ricultural work) and education are substitutes 

Mohan and Evenson, India 
1975 

in inducing optimal nitrogen fertilizer usage 
on hybrid corn. The marginal value of exten- 
sion time on this one decision is estimated at 
$4.48 per hour of extension agent time allo- 
cated to crops, or a social rate of return of 
1.3 percent. Total social return from enhanced 
decision making suggested to be in excess of 
16 percent. 

1959-60 to Productivity change The Intensive Agricultural Districts Program 
1970-71 (presence vs. absence) contributed to more 

rapid agricultural productivity change. The 
social rate of return realized on the investment 
was 15-20 percent. 



Huffman, 1976 United States- 1964 Production function 
Iowa, North Caro- 
lina, Oklahoma 

Maoch, 1976 and Kenya-Vihiga 
1978 (a western 

division) 

1971 Production function 

Halim, 1977 Philippines-Laguna 1963-73 Production function 
Province 

Huffman, 1977 United States-Corn 1959-64 Allocative 
Belt efficiency 

Evenson, 1978 United States 1949-71 Productivity change 

Extension (agent days allocated three years ear- 
lier to craps and livestock activities by agents 
doing primarily agricultural work) contributes 
significantly to level of agricultural produc- 
tion. The marginal product of extension is 
$1,000-3,083 per day. 

An index of crop-related extension contact with 
male and female farm operators during the 
last year contributes significantly to corn 
(maize) yields. Extension and education are 
substitutes in corn production; extension inter- 
acts positively with the rate of nitrogen fertil- 
izer application on male-operated farms 
(1978). 

An index of extension contact with farms, de- 
rived by weighting frequency of contact over 
previous five years, contributes positively and 
significantly to agricultural production. Mar- 
ginal products imply a "relatively high return 
of extension contact." 

Same as for Huffman, 1974, except marginal 
value of extension time on this one decision is 
estimated at $600 per day of extension agent 
time allocated to crops, or a social rate of re- 
hlrn of 1 lo  percent. 

Extension (expenditures on applied farm man- 
agement research and on applied agricultural 
engineering research are combined with ex- 
oenditures on extension activity and deflated 
by number of commodity subregions) interacts 
negatively with education and positively with 
applied research. The internal rate of return 
on extension expenditures is 1 LO percent. 



Table 9.4. Summary of Returns to Extension Studies (continued) 

Study Country Time Period Type of Study Conclusion 

Huffman, 1978 United States- 1964 Praduction function Extension is measured as days allocated to 
Iowa, North Caro- crops, livestock, and planning and managing 
lina, Oklahoma farm businesses and as days allocated to the 

separate components. Emphasis is placed on 
holding constant factors that may be corre- 
lated with the extension variables. Marginal 
product of extension is sensitive to output mix 
(livestock vs. crop), ranging from very large 
to negative values. Crop extension performs 
better than other components. 

Pudasaini, 1981 Nepal-Bara and 1979-80 Production and Extension (contacts with farmers during the 
Gorkha districts profit functions study year-in rice, wheat, sugarcane, or 

total farm in modernizing Bara; in rice, 
wheat, maize, or total farm in more traditional 
Gorkha had positive or negative but generally 
not statistically significant effects on the indi- 
vidual crop output, value added, gross reve- 
nue, or profits of the farms of both districts. 

Feder, Lau, and T & V system in 1979-80 to Production function; Rateof return of approximately 15 percent to in- 
Slade, 1987 northwest India 1982-83 output supply and cremental investment in extension. 

input demand 
functions 

Source: Wallace E. Huffman, "Assessing Returns to Agricultural Extension," American Journol of Agricul- 
IuralEconomics 60 (December 1978): 973. Updated and adapted for this study by Vernon W Ruttan. 
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grams have expanded at a much slower rate than research programs in the 
most highly developed geographic regions but at relatively high rates in Af- 
rica, Latin America, and Asia (Judd, Boyce, and Evenson, 1986, p. 4). The 
developing countries spend more on extension than on research, whereas the 
developed countries spend much more on research than on extension (see 
table 9.3). 

Evidence on rates of return to extension is much less adequate than in 
the case of research. Table 9.4 summarizes the findings of major studies of 
rates of return to extension. In general the results suggest modest but positive 
rates of return. While the estimated rates of return to extension are below 

'-''"I 
those to research, this should not be interpreted as negating the importance of ! 
pitblic extension programs. In many cases, the high rates of return to research I 

would not have been realized in the absence of effective extension programs. 
, j 

The low rates of return to extension do emphasize the importance of continu- 
ing experiments in the organization and management of extension programs. 
This area is one in which institutional innovation may have a relatively high 
payoff. 

Land Tenure Reform 

Tenure reform has been viewed as essential to the mobilization of labor 
resources and the generation of productivity growth in both liberal and Marx- 
ist development perspectives. In the early post-World War I1 period economic 
logic and economic history combined to produce a remarkable unity in doc- 
trine that a predominant owner-cultivator system allocates resources more ef- 
ficiently and makes a greater contribution to national economic growth than 
does any other system. 

The analytical support for this position drew on a tradition that extends 
back to the classical economists and was confirmed bj Marshall (Jaynes, 
1984). It was reexamined again within the framework of the Hicksian neo- 
classical theory of the firm in the 1940s and early 1950s (Schultz, 1940; 
Johnson, 1950; Drake, 1952; Georgescu-Roegen, 1960). The resulting major 
conclusion on the relation betweentenure and productivity was that "there ? 

I 
is no substitute, from the standpoint of sheer productivity, and irrespective ; 
of sociological considerations, for an owner-operated agricultural system" 

' 

(Drake, 1952, p. 549). 
This perspective led to the major emphasis on land reform by the inter- 

national development assistance agencies after World War 11. The U.S. com- 
mitment to land reform as an instrument of political and economic policy was 
canied out in Japan in 1947 under the authority of the Supreme Commander 
for the Allied Powers (SCAP). Its success was an important factor in U.S. 
support for land reform in other countries of East Asia in the early 1950s and 
in Latin America, under the Alliance for Progress, in the 1 9 6 0 ~ . ' ~  
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During most of the post-World War I1 period the analytical deductions 
were consistent with historical experience. The land reform instituted in Ja- 
pan, Taiwan, and Korea has been widely interpreted as supporting the propo- 
sition that an agrarian structure of extremely small owner-cultivator family 
farms could be economically viable, reasonably efficient, and capable of sus- 
taining rapid increases in agricultural productivity. Contemporary experience 
in developing countries outside Asia, however, did not provide the same de- 
gree of support for the historical generalizations (Ruttan, 1969). 

THE NEW LAND TENURE ECONOMICS 

The lack of consistency between the logical deductions and the empirical 
observations regarding the efficiency of alternative land tenure institutions 
gave rise in the late 1960s and 1970s to a "new land tenure economics," 
which attempted to explore the economic rationale for the persistence and 
relative efficiency of share tenancy. The catalyst for these economics was 
Stephen N. S. Cheung (1968 and 1969). His analysis led to the conclusion 
that tenure reform is both unnecessary and redundant; and he implied that a 
more appropriate approach would be to focus on the development and reform 
of property rights. 

Cheung's work was followed by an explosion of literature cast within 
the new land tenure economics paradigm. These works, however, led to sub- 
stantial qualification of Cheung's conclusions (Binswanger and Rosenzweig, 
1984, p. 23).11 The major implication of the literature on the land tenure 
concepts is that the persistence of sharecropping rests on a combination of 
factors, such as the difficulty of solving the labor and management incentive 
problems in a direct labor management system and the persistence of imper- 
fections in input and product markets. 

In the inferences drawn from the modeling exercises of the new land 
tenure economics what options are implied for improving the welfare of work- 
ers and tenants and the efficiency of the farming system? The answer is the 
development and reform of more effective land, credit, and other factor mar- 
kets. The models also confirm that in an environment characterized by under- 

i developed factor, credit, and product markets, a land reform leading to an 
owner-operator system will contribute to greater efficiency in production than 
other tenure forms. Thus, the formal analysis brings us back full circle to the 

\ more intuitively derived policy implications of the pre-Cheung "old land ten- 
ure economics." 

LAND REFORM IN LATIN AMERICA 
The literature on the new land tenure economics has a peculiarly Asian 

flavor. Land reforms were carried out in Asia with the expectation that re- 
forming labor and tenure relations through elimination of intermediaries, reg- 
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ulations of rental arrangements, and transfer of ownership rights to the tiller 
would achieve both equity and productivity objectives. 

A very different flavor characterizes the literature on land tenure reform 
that has risen out of the Latin American experience.'Weither the practice nor 
the theory of land tenure reform in Latin America has given much weight to 
the achievement of productivity objectives through the transfer of land own- 
ership to the tiller. Instead, land transfers have been looked on as a means to 
satisfy the land hunger of the peasants and thereby to reduce the threat of 
social and political instability in the countryside. Growth in production was 
expected to be achieved through the modernization of property rights, invest- 
ments in physical infrastructure, and the development of market institutions. 
These reforms continue to be directed primarily at converting the hacienda or 
estate sector into a modern, large-scale farming sector. 

Clearly, in a large number of Latin American countries the land reforms 
have successfully removed some of the most obvious sources of inefficiency-,.- 
and exploitation associated with the traditional hacienda system. There appear \ 
to be relatively few areas, however, where the land reforms have been accom- 
panied by the policies needed to sustain productivity growth in the small-scale ! 
peasant sector and even fewer areas where the reforms have succeeded in 
resolving the problems of equity in the agrarian structure. .- \ 
FUTURE DIRECTIONS OF ASSISTANCE FOR LAND REFORM 

The dramatic transformations in land tenure relations instituted in Asia 
and Latin America since World War 11 have largely been completed. Even so 
severe a critic of Latin American agrarian structure as de Janvry conceded 
that "today, procapitalist estates with rent in labor services have, for all prac- 
tical purposes, disappeared in Latin America. Those with rent in kind remain 
important only in some Central American countries and parts of Brazil. . . . 
As a result . . . these transitional reforms . . . can be considered successfully 
terminated . . . but the publicized goal of expropriation and redistribution 
toward formation of a reform sector has generally been held to a mini- 
mum. . . . Since large-scale farms in the commercial sector, with the full 
backing of state services, tend to be highly efficient . . . the family or coop- 
erative farms created by expropriations of these lands will generally not be 
able to ensure delivery of an equivalent net surplus on the market . . . without 
a drastic redesign of agrarian policy toward servicing peasants" (de Janvry, 
1981, pp. 221,222). 

The situation in Asia is quite different. Societies there had no choice hut 
to look to small-scale family farms as the source of future productivity 
growth. Even the larger farms, outside of a very limited plantation sector, 
tend to be small by international standards. Very little land has been left in 
large enough units to support a redistributive reform; thus the technical and 
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institutional infrastructure must be so developed that it is capable of sustaining 
productivity growth on small farms. 

In most Asian countries the model of agrarian development that is evolv- 
ing in response to demographic pressures and economic growth seems likely 
to resemble the system that has emerged in Japan, Taiwan, and Korea since 
World War 11. Latin America seems most likely to follow the pattern that 
emerged in the U.S. South, in which a plantation system evolved into a mod- 
em farming sector and the surplus labor was absorbed by a growing industrial 
sector. In both patterns of development the evolution of a more efficient sys- 
tem of property rights, if pursued, could continue to make a modest contri- 
bution to the enhancement of equity as well as efficiency in agricultural 
production. 

Agricultural Credit Markets 

The development of agricultural credit markets and the provision of ag- 
ricultural credit have been major activities in agricultural development pro- 
grams by USIAID, the World Bank, and the several regional development 
banks. Prior to the 1970s a large share of the development assistance devoted 
to agricultural credit programs was directed to Latin America. Since the early 
1970s the support of the development of agricultural credit institutions has 
been directed more heavily toward Asia and Africa. In this section I review 
some of the lessons from the experience of the 1950s and 1960s and then 
discuss the implications of the large programs of the 1970s. 

CREDIT PROGRAMS OF THE 1950s AND 1960s 
Funds for credit activities made up a relatively large part of externally 

financed agricultural programs in Latin Ameri~a. '~  "In the ten years 1960 to 
1969 the Agency for International Development (AID), the Inter-American 
Development Bank (IDB), and the World Bank group (IBRD) provided . . . 
agricultural credit worth approximately $915 million in Latin America" 
(Adams, 1971, p. 163). In the case of USIAID, over half the total direct 
assistance to agriculture in Latin America went into credit activities. In addi- 
tion, USIAID helped to channel to agricultural credit institutions substantial 
amounts of "counterpart funds" and "local currencies" resulting from pro- 
gram loans and PL 480 sales in several countries. IBRD stressed livestock 
loans; IDB tended to support colonization and farm settlement programs; and 
USIAID emphasized technical assistance to credit institutions, supervised 
credit to family-size farms, and general expansion of loans to agriculture. 

During this period, the organization of rural credit markets in Asia and 
Africa differed sharply from that of rural credit markets in Latin America. 
Studies of credit markets in Asia and Africa indicated that informal credit 
systems (private individuals, moneylenders, and merchants) provided a large 
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part of the total rural credit, perhaps over 80 percent in many areas. The data 
suggested a much smaller role for informal credit in Latin America. 

During the mid- and late 1960s the data and analysis that became avail- 
able raised serious questions concerning the assumptions on which the credit 
programs of the 1950s and 1960s had been based (Bottomley, 1963; Blitz and 
Long, 1965; Long, 1968a and 1968b; Adams, 1971; Bottomley, 1975). Elas- 
ticity of supply or savings in rural areas tended to be grossly underestimated. 
Savings and capital formation by peasant farmers were shown to be respon- 
sive to profitable investment opportunities. In the Philippines, for example, 
capital formation was more rapid in areas of new settlement and on farms 
engaged in the production of commodities experiencing rapid growth in pro- 
ductivity (de Guzman, 1964). Taiwan was quite successful in the 1950s and 
1960s in mobilizing voluntary savings by raising interest rates. This experi- 
ence was repeated in Korea in the late 1960s (Adams, 1978). 

The most obvious effect of the failure to maintain positive real rates of 
interest in credit markets was the exaggeration of credit needs and the erosion 
of the purchasing power of credit portfolios. Other effects include the concen- 
tration of credit in the hands of relatively few users; the failure of fragmented 
financial markets to allocate financial resources efficiently; the undermining 
of the vitality of financial markets; and the politicization of financial markets. 

The experience of the Associa~Iio de Crkdito e Assistencia Rural 
(ACAR) in Brazil illustrates some of these effects. ACAR was established in 
1948 under the joint sponsorship of the state of Minas Gerais and the Ameri- 
can International Association.14 In 1960 ACAR became an independent and 
solely Brazilian agency. It began as an experimental effort to test the convic- 
tion that a program of supervised credit, similar to that developed by the U.S. 
Farm Security Administration, would lead to both better living conditions in 
rural areas and increased agricultural production. During the first few years 
the program included four activities: supervised credit, general farm and 
home extension education, medical care and health education, and distribu- 
tion of materials. Approximately 80 percent of the total activity in the early 
years was accounted for by supervised credit and general extension. 

A 1957 evaluation by Mosher concluded that the ACAR program had 
exerted a substantial impact on the levels of living and the agricultural re- 
sources of the families with whom it had worked. The program had not, 
however, had a measurable impact on agricultural production in Brazil, the 
state of Minas Gerais, or "even the Municipalities (counties) in which the 
program has operated" (Mosher, 1957, p. 71). Later evaluations by Wharton 
(1960) and Riberio and Wharton (1969) confirmed the contribution of the 
ACAR program to the welfare of the individual families who participated in 
it. It was particularly effective in reaching small farmers, and it established 
an enviable record for effective administration and flexibility in response to 
the changing needs of the farmers it served. As an example of a combined 
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package of supervised credit and extension the ACAR program was clearly 
one of the models in the developing world. 

At the same time, the performance of the ACAR program as an instru- 
ment of agricultural development was disappointing. Part of the difficulty 
centered on the issue of concessionary credit. The nominal interest rate 
charged on ACAR loans ranged from 6 percent to 8 percent. The annual rate 
of inflation in Brazil fluctuated between 15 percent and 25 percent in the 
1950s and averaged slightly more than 30 percent during the 1960s. @ven 
such rates of inflation, persons securing ACAR loans were, in effect, receiv- 
ing very substantial income transfers through the negative real rates of interest 
in the formal credit market. The interest rate subsidy reinforced the incentive 
resulting from exchange rate distortions for ACAR farmers to overinvest in 
capital assets. 

The ACAR program illustrates three important problems that have con- 
tinued to plague credit development programs: (1) The policies that were 
adopted to reduce the cost of credit to farmers were inconsistent with the 
development of institutions capable of mobilizing savings in rural areas. (2) 

d The policies designed to give more equitable access to credit have induced 
lenders to bias their lending activity toward the more affluent of the eligible 
clientele. (3) Research on similar supervised credit programs suggests that the 
costs of extending and servicing users' loans often run upwards of 20 percent 
of the value of loans extended; defaults and inflation add further to the erosion 
of the financial resources allocated to supervised credit programs. 

AGRICULTURAL CREDIT PROGRAMS IN THE 1970.5 
Selective credit programs directed toward particular sectors, regions, or 

classes have been an important component of national development and donor 
assistance programs (Fry, 1988, pp. 398-418). Support for the development 
of agricultural credit systems has been an important component of donor as- 
sistance portfolios. USlAID support for agricultural credit programs since 
the early 1970s has leveled off or possibly decreased. During this same pe- 
riod agricultural credit has become more important in the portfolios of the 
World Bank. 

Until fairly recently, surprisingly little research was directed toward 
evaluating the results of agricultural credit programs. USIAID's very compre- 
hensive Spring Review of Small Farmer Credit (USAID, 1973b) contained 
about sixty papers describing credit programs. However, no paper systemati- 
cally assessed the effect at the farm level of the credit programs. Since the 
mid-1970s the number of impact studies has increased. A critical review by 
David and Meyer (1980) identified several common features of the credit pro- 
grams: "Borrowers had larger farms than non-borrowers. . . . Operating ex- 
penses and investment per hectare were higher for borrowers, but production 
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differences were less marked. Moreover, net farm income per hectare, when 
reported, was roughly the same" (p. 207). 

CREDIT SYSTEM VIABILITY 

During the 1980s interest in evaluating the viability of the specialized 
farm credit institutions (SFCls) supported by external donors has grown. A 
common feature of these programs has been the provision of credit to farmers 
at subsidized rates of interest and access to concessionary rediscount lines 
from central banks. This practice has driven a wedge between the mobiliza- 
tion of rural savings and the provision of credit on favorable terms to farmers. 
Thus the specialized farm credit institutions are dependent on the continuation 
of donor or national government support for their existence (Bourne and Gra- 
ham, 1984). When such support is withdrawn, the capacity of the agency 
erodes. A "natural history" of the performance pattern of specialized farm 
credit institutions developed by Van Pischke (1980) is outlined in figure 9.1. 

It is quite remarkable that the lessons learned from the more recent farm 
level and credit system impact studies tend to confirm the lessons learned 
from the 1950s and 1960s studies of the ACAR program. Among these les- 
sons are the following: 

- Credit is fungible. Subsidized production credit can he and is used to 
sustain current consumption levels, to invest in consumer durables, and 
to invest in land and relatively low-productivity capital inputs. 

- When credit is made available at below-market interest rates (sometimes 
at negative real rates), it must be rationed by lenders. When credit is 
rationed, it flows to the larger borrowers. Programs designed to subsidize 
credit for the poor end up making loans less available to them than if a 
market rate of interest were charged. 

- Subsidized credit projects often contribute to a decline in the viability of 
agricultural credit institutions. If agricultural credit institutions are to be 
viable, they must solve both the problem of credit mobilization and the 
problem of credit access. Excessive concern with the issue of credit ac- 
cess has made it impossible to solve the problem of mobilizing voluntary 
financial saving. 

Why, if these lessons have been apparent for so long, have both bilateral 
and multilateral assistance agencies engaged in such rapid expansion of sup- 
port of specialized agricultural credit institutions during the 1980s? The an- 
swer must be found in the economics and politics of development assistance 
(Adams and Graham, 1981; Kane, 1984). From the donor's perspective, less 
effort and less skill are needed to transfer money at below-market rates to 
national agricultural credit institutions than to provide almost any other form 
of development assistance; it is technical assistance-extensive rather than 
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Pischke, "The Political Economy of Specialised Farm Credit Institutions," in Borrowers andLendew: RuralFi- 
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technical assistance-intensive. Similar advantages exist from the perspective 
of the recipient country. Because money is fungible, it provides the recipient 
country with foreign exchange with very few effective constraints on its use. 
Furthermore, lending money at below the market rate of interest, particularly 
when it can he divorced from a simultaneous savings mobilization effort, also 
requires relatively little skill by LDC institutions. And the political advantages 
of concentrating benefits in the hands of larger borrowers may out number the 
disadvantages: the benefits of the subsidy are highly concentrated, and the 
costs are both hidden and diffuse. 

Macroeconomic and Sector Policy 

The success of assistance to expand agricultural production is strongly 
influenced by the macroeconomic and agricultural sector policies pursued by 
the governments of developing countries (see chapter 5). Production decisions 
by farmers in most developing countries typically are influenced by a complex 
matrix of input subsidies, product market interventions, and biased exchange 
rates. Often, irrigation water, fertilizer, and pest control chemicals are subsi- 
dized, and product prices are held below international market levels by par- 
as tad  or state trading organizations, export taxes, or subsidized food im- 
ports. The monetary and fiscal policies pursued by many developing countries 
often have resulted in severely overvalued exchange rates, which discourage 
exports and encourage the import of agricultural commodities (Hayami and 
Ruttan, 1985, pp. 383-88; Killick, 1985; World Bank, 1986b, pp. 61-109; 
Bautista, 1987. See chapter 15 for a discussion of the effects of a combination 
of bias in sector policy and distortions in monetary, fiscal, and trade policy in 
Ghana). 

During the 1980s the bilateral and multilateral assistance agencies have 
made modest progress in encouraging reforms in macroeconomic policies that 
have corrected some of the worst distortions in exchange rate bias against the 
agricultural sector (chapter 7). It has been much more difficult to use either 
policy dialogue or leverage to influence reform in the prices of inputs or prod- 
ucts. The gains from distortions in input and product markets are often so 
deeply embedded in the political structure that the political cost of reforms is 
high (Bates, 1981). This does not mean thatmodest progress cannot be 
achieved. 

In Pakistan, for example, the World Bank used the dialogue that pre- 
ceded the signing of a 1982 structural adjustment loan to obtain an agreement 
to phase out fertilizer subsidies. Implementation has been slow, however, 
because of disagreement over how to calculate the degree of subsidization. 
Nevertheless, fertilizer prices have been raised, and the cost of the subsidy 
has been reducy. The Bank and USIAID also have encouraged the formation 
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and supported the organization of an Agricultural Prices Commission. It is 
responsible for providing the data and analysis needed to support agricultural 
commodity price policy. The commission is an attempt to institutionalize the 
economic information and analytical capacity needed to set input and output 
prices more systematically, in relation to domestic and international market 
forces, rather than a step toward true liberalization of agricultural commodity 
markets (Traxler and Ruttan, 1989). 

Some Conclusions 

In reviewing the literature on the impact of assistance to expand agricul- 
tural production through programs and investments in (a) land and water de- 
velopment, (b)  agricultural research, (c)  agricultural extension, (d )  land ten- 
ure reform, and ( e )  agricultural credit markets (the development of product 
market institutions, including cooperative marketing organizations, and price 
support or stabilization programs are not discussed), perhaps the most striking 
observation that emerges is that of the continuous cycling of program priori- 
ties and thrusts. Most program areas experienced one or more such cycles. 
Extension programs, for example, were emphasized in the 1950s, were de- 
emphasized in the 1960s, and emerged as a major area of development assis- 
tance again in the 1970s. Assistance for agricultural research emphasized the 
building of national systems in the 1950s and 1960s, the development of the 
international system in the 1970s, and a new emphasis on strengthening na- 
tional systems in the late 1970s and 1980s. 

A second striking feature of the programs is the failure to learn from 
failure. Credit programs are one striking example; the failure to achieve effec- 
tive articulation between the engineering aspects and the management and 
policy aspects of irrigation is another. 

Despite these problems, the rates of return to several areas of investment, 
when effectively carried out, are very high. The payoff to agricultural re- 
search typically has been very high, and the payoff to land and water devel- 
opment, particularly in situations where rapid technical change is also under 
way, also has been high at times. 

The reform of land tenure arrangements and the development of effective 
rural credit institutions are important for agricultural development. Both areas 
are subject to severe program distortions resulting from the bias in the distri- 
bution of political resources. Opportunity for effective assistance by external 
agencies in these areas is highly dependent on indigenous demand for eco- 
nomic and political reform. 

A major theme that emerges from the review of assistance to agricultural 
development in this chapter and in the several country studies (chapters 
12-15) is the dynamic interrelationship of technical and institutional change. 
Technical changes capable of generating large new income streams at rela- 
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tively low cost have been an essential condition for the success of agricul- 
tural development programs. Similarly, investments in physical and institu- 
tional infrastructures have been essential to enable countries to realize the 
contributions to economic growth opened up by advances in agricultural 
technology. In the absence of technical change, incentives for physical and 
institutional infrastructure investment have been weak. Unfortunately, devel- 
opment assistance agencies have given inadequate attention to the institutional 
design needed to assure political as well as economic viability of infrastruc- 
ture investments and institutional reform; this continues to represent a major 
source of failure in assistance for agricultural development. 



Improving the Quality of Life 
in Rural Areas 

VERNON W. RUTTAN 

Programs designed to improve the quality of life in 
rural areas are a continuing concern for national governments and develop- 
ment assistance agencies. Prior to World War 11, programs to raise living 
standards in the developing world were initiated by private voluntary agen- 
cies, the health and labor agencies of the League of Nations, and national and 
colonial governments (Mosher, 1976; Holdcraft, 1978; Moris, 1981). Since 
World War 11, external assistance to improve the quality of life in rural areas 
has gone through two cycles. During the 1950s, programs were organized 
under the rubric "community development"; they gave way during the 1960s 
to programs designed to support expansion of agriculture; then, with the 
1970s, assistance returned to the earlier emphasis on programs of "integrated 
rural development" and activities directed to meeting "basic human needs." 

The rise and decline of these two program thrusts are traced in this chap- 
ter. The accomplishments and the limitations of the community development 
movement of the 1950s and the rural development and basic needs orientation 
of the 1970s are identified, and some lessons from this experience are drawn 
for the programming of development assistance.' Other contributions to rural 
development are discussed in chapter 8 (infrastructure development) and 9 
(agricultural production). Population assistance programs, examined in chap- 
ter 11, also have important implications for the quality of life in rural areas. 
The programs discussed in this chapter differ from those in other chapters in 
that they focus more directly on meeting the basic needs and improving the 
quality of life of rural people. 

The Rise and Decline of Community Development 

The objectives of the community development programs initiated in the 
early post-World War 11 period were both economic and political. They held 
forth the promise of building grass-roots democratic institutions and contrib- 
uting to the material well-being of rural people, but "without revolutionary 
changes in the existing political and economic order" (Holdcraft, 1978, p. 14). 
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Community development was viewed as a process that (a) requires the 
direct participation of people, (b)  employs democratic processes, and (c) ac- 
tivates and/or facilitates the transfer of technology to community residents to 
enable the more effective solutions of common problems. The process of re- 
alizing community goals was itself important. It was "rooted in the concept 
of the worth of the ind~vidual as a responsible, participating member of soci- 
ety . . . [and] was designed to encourage self-help efforts to raise standards 
of living and to create stable, self-reliant communities with an assured sense 
of social and political responsibility" (Holdcraft, 1978, p. 10). 

A project initiated in 1948 in Etawah District in Uttar Radesh, India, 
was the model and inspiration for many other community development pro- 
jects and p~vgrams.~ Multipurpose village-level workers were employed by 
the project to initiate self-help approaches to increasing agricultural produc- 
tion and strengthening rural infrastructure. In 1952 the Indian government 
used the Etawah model as the basis for a major national ~ r a l  development 
effort. Unfortunately, the national government did not have the technical or 
bureaucratic capacity to adopt "the painstaking approach to developing a par- 
ticipative administrative structure able to respond to bottom-up initiatives 
which had been the key to the Etawah project's success" (Konen, 1980, p. 3). 

The community development movement expanded rapidly during the 
1950s. By 1960 over sixty nations in Asia, Africa, and Latin America had 
launched national or regional programs. By the mid-1960% however, com- 
munity development was being deemphasized by both development assistance 
agencies and national governments. The decline in support was due to disil- 
lusionment when political leaders in the developing countries and officials of 
assistance agencies found that community development was unable to meet 
either economic or political development objectives. The programs were criti- 
cized for failing to improve the economic and social well-being of rural 
people. A related criticism, one that was seldom stated explicitly, however, 
was that successful programs set in motion political forces that could not be 
easily controlled by center authorities. 

The global food crisis triggered by crop failures in South Asia in the 
mid-1960s shifted the attention of both national governments and develop- 
ment assistance agencies away from community development to a narrower 
focus on enhancing agricultural production. This shift was reinforced during 
the late 1960s when the potential of the new seed-fertilizer technology became 
apparent. Thus bilateral and multilateral assistance agencles redirected their 
support toward strengthening agricultural research, extension, credit, and in- 
put supply systems (see chapter 9). 
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Integrated Rural Development 

After a decade of relative neglect, rural development again emerged near 
the top of the development assistance agenda in the early 1970s. A major 
symposium, Agricultural Institutions for Integrated Rural Development, was 
convened in Rome by FA0 in 1971, and in 1973 the president of the World 
Bank pledged that organization's resources to improving the productivity and 
welfare of the rural poor in the poorest countries (McNarnara, 1973). Inte- 
grated rural development now became an increasingly important focus of ef- 
forts in bilateral and multilateral development assistance programs.' 

The integrated rural development approach drew on a complex of often 
mutually contradictory intellectual and ideological perspectives: Even rapid 
growth of income in rural areas did not assure either availability of social 
services and amenities or equitable access to them. "Systems thinking" about 
institutional design and program implementation came to the fore with the 
recognition that rural development depends on the interaction of a large num- 
ber of interrelated activities. And disillusionment with technocratic and bu- 
reaucratic approaches to rural development led to reemphasis on local partici- 
pation and to the resource mobilization themes of the earlier community 
development movement. 

A common assumption of both the bureaucratic and populist approaches 
to development programs in the 1970s was complementarity among the sev- 
eral sectoral components of development. Widely different definitions of in- 
tegration were adopted. By some definitions, the integrated delivery of ma- 
terials (seeds, fertilizer), credit, and extension, as in the Puebla project in 
Mexico, was sufficient. But it was the inclusion of "equity components" in 
the integrated approach that distinguished the "new style" rural development 
programs from the more traditional programs, which had been designed to 
increase agricultural production. To fit the new concerns with rural poverty, 
agricultural production projects were often modified by including new activi- 
ties, such as rural education, farn-to-market roads, potable water, health ser- 
vices, and family planning (Tendler, 1982). A number of observers found 
Mashers's (1976) classification useful for developing a typology of rural de- 
velopment projects (see fig. 10.1). 

The village development program pioneered by the Bangladesh (for- 
merly Pakistan) Academy for Rural Development at Comilla was a particu- 
larly influential model for other rural development programs." The academy 
was established in 1959 as a training center for public officials who were 
responsible for rural development programs. The program evolved out of an 
effort by the staff to understand rural development processes in Comilla Dis- 
trict, where the academy is located, and to use development activities in Co- 
milla villages as a training laboratory. The program involved (a) developing 
a two-tiered village and !ham, or township, cooperative system; (b)  inducing 
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Fig. 10.1. Elements in various integrated projects of agricultural or rural develop- 
ment. Source: Arthur T. Mosher, Thinking About Rural Development (New York: 
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cooperation among public agencies in labor-intensive resource development 
activities, particularly irrigation, drainage, and roads; and (c) developing the 
capacity of local governments to coordinate and direct the departments re- 
sponsible for civil administration and development (agriculture, water, health, 
education, etc.). 

The Comilla program was clearly successful when it was evaluated in 
terms of diffusion of more productive agricultural technology, mobilization of 
local resources for village improvement, and development of cooperative in- 
stitutions. The latter proved to be capable of generating modest savings and 
were successful in partially replacing traditional moneylenders as a source of 
credit. They also became effective channels of technical information on rice 
production practices, health practices, and farm and cooperative management 
between the villagers and technicians at the thana center. Many cooperatives 
also became capable of managing capital investments, such as tube wells; 
handling the distribution of inputs, such as fertilizer, insecticides, and seeds; 
and organizing such services as tractor plowing. Roads, irrigation, and drain- 
age were improved. In the areas where such changes occurred the value of 
farm output increased, incomes of owner- and tenant-cultivators grew, and 
land values rose in response to the greater productivity and higher incomes. 
Furthermore, the experience gained in the Comilla thana influenced rural ad- 
ministration and development in a number of other thanas in East Pakistan. 
After independence the government of Bangladesh announced that the Co- 
milla project would become the model for a national rural development pro- 
gram. The program that was actually implemented, however, is described 
more accurately as "cooperative development" than as rural development. 

The Comilla experience and similar experiences in other countries have 
led some observers to question why it is so easy to identify a number of 
relatively successful small-scale or pilot rural development projects but so 
difficult to find examples of successful rural development programs, or of 
programs in which pilot projects have made the intended transition into gen- 
eral practice (Caiden and Wildavsky, 1974; Ruttan, 1975). 

One reason that pilot projects tend to be reasonably successful is that 
they are able to draw on a level of professional resources and political and 
bureaucratic support that simply is not available when they are generalized to 
the regional or national level (Sussman, 1982; Wunsch, 1986; Coben, 1987). 
Furthermore, when successful projects are extended on a regional or national 
scale, they often become mechanisms for imposing centrally mandated pro- 
grams on communities rather than instruments to enable communities to mo- 
bilize their own resources for development. Few projects listed in table 10.1 
made a sustained effort to strengthen that capacity of local governments. Part 
of this failure was due to the lack of understanding by assistance agency 
personnel of the difference between deconcentrated administration and decen- 
tralized governance-between locating the administrative offices of center 



Table 10.1. Examples of Integrated Rural Development Projects 

Project Components or Activities' 
Sources 

Time of Outside Infra- Inputs Family 
Project Country Period Assistance Credit Extension Marketing structure Supply Health Education Planning Other 

Bicol River 

CADU 

Comilla 

Hellmand 
Valley 

Invierno 
Kigoma 

Lilongwe 
Puebla 

Vicos 

Vihiga 

Philippines 

Ethiopia 

Bangladesh 

Afghanistan 

Nicaragua 
Tanzania 

Malawi 
Mexico 

Peru 

Kenya 

1967- Swedish Inter- 
national De- 
velopment 
Agency 

1959-65 Ford 
Foundation 

1975- USiAID 
1974- World Bank: 

United 
Kingdom 

1968-78 World Bank 
1967-73 CIMMYT; 

Rockefeller 
1952-67 Cornell 

University 
1970-76 USiAID and 

others 

X 

Trained 
selected 
villagers 

X 

Trained 
selected 
villagers 

X 

x 

X 

X 

Proposed 
wlnutrition 

Y 

X 

Y 
X 

X 

X 

Proposed Resettlement 
Tenure reform 
Research; water 

x Research 

Irrigation; re- 
search and 
housing 

y Nutrition 
Water; 

resettlement 

Research; crop 
insurance 

Land tenure 

.r Rural; industry 
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* x  = project provides these components; y = project coordinates these inputs, which come from outside sources. 
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ministries at the provincial or district level and strengthening the capacity, 
particularly fiscal and administrative, for governance at the local level (Ron- 
dinelli, 1982; Mawhood, 1983, pp. 1-5). Local governments rarely become 
fully effective instruments of development if their powers are restricted to 
enforcing laws, collecting taxes, and administering programs mandated at 
higher levels of government. 

The Basic Needs Perspective 

In 1973 the U.S. Congress instructed USlAID to direct its efforts to 
meeting the basic needs of the poorest people in the developing countries 
(U.S. Congress, House of Representatives, 1973). In 1974 the United Nations 
World Food Conference adopted a declaration calling for the eradication of 
hunger and malnutrition by 1985 (United Nations, 1975). There followed 
specific program design proposals by the International Labour Organization 
(ILO) at the 1976 World Employment Conference (International Labour Of- 
fice, 1977). These proposals and their program implications have been elabo- 
rated by staff members of the ILO, the World Bank, and USIAID.5 

The basic needs approach was a radical departure from conventional de- 
velopment strategy. Growth objectives were replaced by consumption targets 
(Streeten and Burki, 1978). And the consumption targets were translated into 
specific program goals, such as a life expectancy of sixty-five years or more; 
a literacy rate of at least 75 percent; an infant mortality rate of fifty or fewer 
per thousand births; and a birth rate of twenty-five or fewer per thousand 
population (Grant, 1978). 

Advocates of the basic needs approach did not argue that either material 
or nonmaterial needs can be improved easily. They held that achieving basic 
needs would require intervention by national governments to redirect both 
production and consumption goals and to reorder the content and direction of 
development assistance agencies' activities. But they also insisted that a basic 
needs strategy could contribute more to efficient growth than traditional assis- 
tance programs and that expenditures on education represent an investment in 
economic growth. Furthermore, they insisted that expenditures directed to 
improving nutrition and health and to reducing population growth rates also 
should be viewed as high-payoff investments (Johnston and Clark, 1982) and 
that intervention to raise both the material and nonmaterial components of 
consumption improves the well-being of the poor more efficiently than do the 
slower processes of technical assistance and institution building (Streeten and 
Burki, 1978, p. 139). 

A fundamental premise of the basic needs approach is that high levels of 
basic needs achievement can be realized at relatively low levels of per capita 
income. The experiences of Cuba, China, Kerala, and Sri Lanka frequently 
have been cited as successful. In Sri Lanka, life expectancy at birth rose 
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from 46 in 1945-47 to 64 in 1973-75; infant mortality declined from 182 
per thousand in 1945-49 to 65 per thousand in 1965-69; and literacy in- 
creased from 68 percent in 1953 to 81 percent in 1969. These improvements 
were achieved in an economy in which per capita income was below $200 
(1974-76 U.S.) (Grant, 1978, pp. 16-26). 

Boutras-Ghali and Taylor's (1980) attempt to model the implications of a 
basic needs strategy for Egypt helps to clarify some of the implications of 
moving rapidly toward the achievement of basic needs objectives. Their 
analysis suggests that a basic needs strategy would he less capital- and import- 
intensive than policies presently being followed; that meeting basic needs in 
rural areas would be less capital- and import-intensive than in urban areas, 
although a further shift of resource use toward the service and government 
sectors would he required; and that prices of capital goods and agricultural 
commodities would rise relative to the generalprice level. To achieve basic 
needs program objectives without substantially sacrificing economic growth 
objectives, over half of Egypt's foreign exchange requirements would have to 
he supplied by foreign donors' and workers' remittances. 

Efforts to model the implications of basic needs strategies in the Philip- 
pines and Korea produced a rather surprising conclusion: improvements in the 
domestic terms of trade for agriculture were more powerful than some direct 
consumption interventions in shifting the distribution of income and con- 
sumption to favor the poor (Adelman et al., 1979). 

How did the basic needs perspective influence the organization of rural 
development programs? In the case of the projects supported by the World 
Bank and other donors, the effect was to include more of the activities listed 
in the lower half of figure 10.1. 

i One problem faced by the World Bank rural development projects in East 
I Africa after the early 1970s was that they were more complex in design and 

\ objectives than earlier projects; they included many more productive and so- 
cial service activities than had been considered feasible at earlier stages (Lele, 
1979, p. 234). Lele also noted that their targets were often so ambitious they 

_1_.".__._ 

could not be supported within ifiekxisting technical and administrative capac- 
~. . 

ity, and successful projects were difficult to replicate when governments and 
_, 

donors attempted to.-expand-them into national programs. The Bank re- 
sponded to these difficulties by allocating more resources to support rural 
development training and planning and by giving greater attention to moni- 
toring, implementing, and evaluating project accomplishments. 

A second problem faced development assistance agencies attempting to 
incorporate basic needs objectives into rural development programs, namely 
the difficulty of reconciling (a) a commitment to the objectives of mass par- 
ticipation in local decision making and of building institutions capable of 
mobilizing local resources for development with ( b )  the donor objectives of 
achieving measurable improvements in basic needs indicators within the rela- 
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tively limited time span between program initiation and evaluation. The result 
frequently was that the participation and mobilization goals were supplanted 
by bureaucratic approaches to program delivery (Soedjatmoko, 1978; Cernea, 
1979; Uphoff, Cohen, and Goldsmith, 1979). 

A third issue has been the opportunity costs-the opportunities for- 
gone-as a result of the basic needs and rural development reorientation in 
aid programming. A serious negative effect of the "new directions" mandate 
in Africa was USIND's decline in support for the development of advanced 
training and for. agricultural research: In the.l95Ds.,a!d 1960s a ~ery '~romis -  
ing beginning .~ . . was made to organize faculties ar build colleges of agriculture 
in Ni~rLa ,  Kenya, Tanzania, M&yi, Si<=_a.bpne, and Uga_nda. -__ During the 
1970s USIAID support for higher education was reduced or dis~ontinued.~ 
Suppori for the development of agricultural research capacity was also ad- 
versely affected. The reorientation of assistance programs must bear some 
responsibility for the absence south of the Sahara in the late 1980s of the 
agricultural training and research capacity that is needed to sustain the growth 
in agricultural production demanded of agricultural producers. 

There is a danger in overemphasizing the conflict between equity and 
productivity in program objectives or between efficiency in program design 
and delivery and mobilization of local economic and political resources for 
development. They are among the most difficult problems for any society to 
resolve.' Indeed, the capacity of a society to resolve these contradictions is a 
relatively sure indicator of political development. 

Evaluating Rural Deielopment Programs 

How effective have efforts been to deliver integrated packages of ser- 
. ~ -. 

vices to rural communities? B-%ause. the integrated rural development and 
basic needs perspectives and programming are relatively recent, reliable em- 
pirical measures-of the effectiveness of such programs are scant. Since the 
early 1980s, however, USIAID has engaged in an intensive effort to evaluate 
a number of programs. In this section, then, the assessments of a number of 
projects designed to improve rural roads, rural water supplies, and rural health 
are reviewed.% 

RURAL ROADS 

An important set of development projects in which activities have been 
directed away from primarily providing services in favor of mobilizing local 
resources has occurred in rural road building and upgrading. In 1982 USIAID 
completed a three-year study of the effectiveness and influence of rural road 
projects that it had sponsored in Asia, Africa, and Latin America (USIAID, 
1982e). Project effectiveness was judged by two standards: (a) actual length 
of the road constructed, its cost, and time required, compared with projec- 
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lions; and (b)  the degree of sustainability of project activities in terms of 
maintenance and continued rural road constmction after USIAID dispersed 
all project funds. Project influence was measured by "the degree to which 
the project attains broader project purposes and goals" (p. iv), as well as 
any other intended or unintended effects (i.e., social, political, economic, 
environmental). 

Although most rural road projects studied by USIAID evaluation teams 
were still operational, maintenance was generally neglected as a result of both 
donor and host country policies. Often, overoptimistic estimates of costs and 
completion time led to cost overruns. Many critical effects on land tenure, 
agricultural production and pricing policies, environmental quality, and the 
transport industry were overlooked. In particular, it was found that the "en- 
gineers who ran highway departments . . . were more attached to roadbuild- 
ing . . . than to maintenance" (p. v). Furthermore, "where road selection 
was centralized, there was a tendency to specify uneconomically high design 
standards and to overemphasize primary roads at the expense of rural roads" 
(p. 7). Tendler (1979, pp. 42-43) found that placing the road selection deci- 
sions at the local level produced a higher ratio of unpaved to paved roads, and 
the design standards were more appropriate to the low-traffic volumes found 
on rural roads. 

In the evaluations of USIAID projects in Sierra Leone, Colombia, Li- 
beria, Jamaica, the Philippines, Thailand, Honduras, and Kenya only one 
clear-cut case of success based on project sustainability was found: the Ac- 
celerated Rural Development (ARD) program in Thailand, begun in the early 
1960s to foster internal security through economic development. Typically, 
in an ARD project, seasonal cart tracks are upgraded into all-weather dirt 
roads to link villages and small towns to the national road network, and po- 
table water and minor irrigation works are developed. The three complemen- 
tary efforts contribute to the development of the basic physical infrastructure 
needed for the development of rural communities. 

In the Thai ARD program administration was decentralized. The local 
institutional development necessary for project sustainability was encouraged. 
Donor grants provided equipment and training directly to provincial organiza- 
tions. The national ARD office contributed to the planning, design, construc- 
tion, and maintenance of rural roads and village water facilities. Provincial 
organizations were also supported, under the leadership of their provincial 
governors, in the development of staff to coordinate the planning and imple- 
mentation of rural development programs within the provinces. Road project 
guidelines provided for continuing maintenance of rural roads by local ARD 
organizations until traffic levels exceeded the engineering capacity of their 
organizations. At that time arrangements were made for the maintenance re- 
sponsibility to be taken over by the national highway department (USIAID, 
1980a). 
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RURAL WATER SUPPLY 

In community water supply projects, more so even than in rural road 
projects, the systems evaluated as most successful were those built by mohi- 
lizing local resources and maintained and supported by local associations of 
users. Various technologies, from hand-dug wells with locally manufactured 
hand pumps in Tanzania to diesel pumps and gravity systems in Kenya, Thai- 
land, Tunisia, Peru, and Panama, were found to be reliable in the evaluation 
study conducted by USIAID (1982h, p. 16). These evaluations focused on 
the relations between reliability and the beneficial effects of water systems. 
Equity of access, distribution of benefits, and interrelationships between wa- 
ter supply quality and health were major concerns. The evaluations demon- 
strated that a system tended to be more successful when communities contrih- 
uted to its costs (US/AID, 1982b, pp. 24-26, 33, 37-38). When the users 
paid the full costs of operation and maintenance, no system was found to be 
unreliable. Furthermore, participation by the majority of a community tended 
to ensure equitable access. 

The following conditions were found to be associated with project suc- 
cess: (a) tariff structures and payment schedules that resulted from discus- 
sions and where acceptable to the community; (b)  the formulation of a local 
users group to set management policies and determine local priorities; and (c) 
a water supply organization able to support and maintain the equipment used. 
Also, projects were most likely to succeed when (a) the technology chosen 
represented an incremental improvement over the existing level and could 
offer the prospect of further step-by-step progress; (b)  technologies used for 
projects did not exceed the logistic and technical support capability of the 
institution; and (c) diversity of equipment, which makes for problems in pro- 
curement and supply of parts, was limited (USIAID, 1982b, p. 37). It was 
noted as well that when institutional support was inadequate, project success 
could be assured if private sector sources of equipment, supplies, and exper- 
tise to service communities were available. Fuahermore, the evaluation teams 
concluded that providing a method for insuring community contribution and 
involvement in the maintenance of the system was important to project 
success. 

HEALTH PROGRAMS 

Evaluating of health care activities in developing countries is more dif- 
ficult conceptually and methodologically than evaluating the effects of rural 
roads or utility projects. The earlier view of expenditures on health as welfare 
was superseded by the view that improved health and nutritional status con- 
tribute to the quality of a society's human resources and to national goals of 
economic and social development (Johnston and Meyer, 1977; Schultz, 1980; 
Johnston and Clark, 1982, p. 117; chapter 2). Very substantial disagreement 
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remains, however, over the methodology that is most appropriate for evalu- 
ating the operation and performance of programmatic health  project^.^ 

The available reviews of health program effectiveness permit a few gen- 
eralizations about program organization and effect. 

1. Health and nutrition are intimately related. Programs designed to 
achieve health objectives are likely to be ineffective in those communities in 
which a substantial proportion of the population is malnourished. Successful 
and sustained programs of nutrition intervention are difficult to achieve, how- 
ever. Supplemental feeding programs that cannot he sustained from domestic 
or even local resources rarely result in more than a temporary reduction in 
malnutrition. In rural areas the most effective instruments for improving nu- 
trition are the agricultural research, extension, and marketing programs that 
expand the availability and reduce the prices of basic staples and generate 
higher incomes for agricultural producers. In both rural and urban areas, sus- 
tained increases in nutrition are difficult to achieve without programs that 
simultaneously generate growth in employment and income. 

2. Mass campaigns (e.g., those that led to the dramatic decline in ma- 
laria and the virtual elimination of smallpox) have enabled developing coun- 
tries to achieve significant improvements in health status and declines in mor- 
tality rates at very low cost. The widespread diffusion of the oral rehydration 
techniques for reducing infant death rates from diarrheal disease is a dramatic 
example (Johnston and Clark, 1982, pp. 126-34). However, few opportuni- 
ties remain for rapid gains from the use of diffusion techniques in mass public 
health or immunization programs. Opportunities depend on new advances in 
biomedical research. Although the application of genetic engineering may 
speed the rate of advance in new disease control techniques, it is unlikely that 
the gains will he as rapid as they were during the 1950s and 1960s. when 
techniques used in the developed countries could be readily transferred to 
developing countries. 

3. The incremental gains in health that will become available, whether 
donor-assisted or based primarily on national resources, depend on the devel- 
opment of more effective community health care systems. Evidence indicates 
that the viability of such systems is greatest when the programs can draw on 
effective community participation and local resources. In a number of coun- 
tries, the capacity to organize health services to take advantage of low-cost 
paramedical and village-level health workers has been an important factor in 
putting the costs of health services within reach of urban and rural communi- 
ties. Unfortunately, the "physician-hospital" fundamentalism of the medical 
profession often prevents or hinders the duplication of successful demonstra- 
tion or pilot projects (Korten, 1975, p. 26). Evidence exists that the integrated 
delivery of nutrition, health, and family planning services enhances the po- 
tential for simultaneously achieving reductions in child mortality and im- 
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provements in family health (Taylor et al., 1975; Johnston and Clark, 1982, 
pp. 148-54). but the addition of family planning to ongoing public health 
services has reduced the effectiveness of family planning at times because it 
is given low priority in integrated programs that are dominated by traditional 
health ministry administrations (Simmons and Phillips, 1987). 

Strengthening Local Organizations 

The preceding review of community and rural development programs 
indicates that success depends largely upon the degree to which the energies 
and supports of the local communities are mobilized. This observation is not 
new: a century and a half ago Alexis de Tocqueville noted that "the art of 
associating together" was an important factor in the economic and political 
vitality of American communities. The mobilization of resources for rural 
development requires the strengthening of three interrelated sets of local or- 
ganizations: the fiscal and administrative autonomy and capacity of local gov- 
ernments; local membership organizations; and local political organizations.I0 

The body of doctrine derived from the experience of local development 
programs poses severe problems for external development assistance agen- 
cies. The planning and management instruments developed for the more effi- 
cient delivery of bureaucratic services are in direct conflict with the ap- 
proaches that are most useful in the development of institutional capacity to 
mobilize local resources. The literature is replete with examples of the de- 
struction of local institutional capital by program and project designs-of 
well-functioning systems for local resource management institutions that were 
replaced by inept and often corrupt bureaucratic resource management or pro- 
gram delivery systems (Esman and Uphoff, 1984, pp. 239-46). 

The unresolved contradictions between central management and local 
development are compounded by the conflict between central governments 
and local communities over access to the limited resources available for de- 
velopment. It is frequently asserted that local physical and institutional infra- 
structures-rural roads, rural water, schools, and health services-are too 
costly for central governments to maintain. Yet when we examine how the 
governments allocate resources, we must question whether the problem is in 
fact the costs of rural development programs. Even in societies that have 
achieved relatively high levels of development, the services needed to gener- 
ate higher incomes or to improve the quality of life in rural communities often 
rank relatively low among national priorities. 

Some Conclusions and Lessons 

Perhaps the most striking impression that emerges from this review of 
the literature on rural development is the cycling of both intellectual perspec- .- . . . . .  
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tive and program content (Rondinelli, 1985). The shift of doctrine has been 
. . . . . . , , . . 

,more extremethan that of program content. Community development pro- 
grams of the 1950s differed from the rural development programs of the 1970s 
by the doctrinal shift to "basic needs" and "integrated" approaches. How- 

/- ,---.. 
ever, what was hailed as the panacea in the 1970s c i n e  undeiicriticism by the 
development assistance agencies in the 1980s." 

The personnel of development assistance and national planning and de- 
velopment agencies exhibit remarkable creativity in transforming enthusiasm 
for "new directions" into incremental changes in program activities. There 
has been a continuing tension between the proponents of physical infrastruc- 
ture development and institutional infrastructure development; between the 
designers of programs to supply commodities and services to rural commu- 
nities and the designers who emphasize institutional innovations that will 
enable rural communities to mobilize their own resources of development. 
The advocacies of alternative approaches within the development agen- 
cies-"seeds and fertilizer" versus "health and sanitationm-rise and decline 
in response to external rhetoric and political pressure. 

! 
A clear inference from the literature is that the efficient delivery of bu- 

j reaucratic services to rural communities is very dependent o n B 1 3 o r g a -  

/ nizationatthe.comn&level. Rural communities, operating either through -- 
I the formal structure of local government or through informal or voluntary 1 . . .  

mstltuttons, must be able to (a) interact effectively with the central institutions 
that are responsible for delivering services to local communities; (b)  provide 
feedback to the agency management on program performance; and (c)  mobi- 
lize sufficient political resources to provide incentives for effective bureau- 
cratic performance (Korten, 1982; Swanberg, 1982; Montgomery, 1988). 

The success of many rural development pilot projects has been due to 
relative intensity in the use of human resources for organization, manage- 
ment, and technical assistance. This intensity could not be sustained, how- 
ever, when attempts were made to generalize the pilot projects to national 
or regional development programs. Directors of pilot projects tend to have 
access to the higher decision-making levels of government and to have the 
administrative freedom to tailor programs precisely to local resource endow- 
ments and capacities. These advantages frequently are sacrificed to admin- 
istrative convenience when the projects are generalized (Sussman, 1982, 
pp. 29-68). A highly centralized administration usually is not receptive to 
uncontrolled experiments with program content and delivery methods to meet 
the diverse needs of individual rural areas. 

i The attempt to interpret recent development experience leads to a series 
of four generalizations that are essential to the viability of any large-scale 
rural development effort: 

1. Rural development program activities must be organized around ac- 1 . . .  , tlvltles and services that have relatively well-defined technologies or meth- 
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odologies and ohjective~.'~ It is important that such activities and services 
become simultaneously available to the rural communities but not necessarily 
administratively integrated. 

2. Rural development program activities must be organized to use the 
relatively low-quality (and inexperienced) human resource endowments that 
are available in the areas. The use of high-cost human capital must he exten- 
sive rather than intensive. 

3. Effective implementation of rural development programs is depen- 
dent, to a substantial degree, on developing the institutional capacity to mo- 
bilize the available limited political and economic resources in rural commu- 
nities. In societies in which rural administration has a strong control 
orientation, the political and economic conditions necessary for rural devel- 
opment rarely will be met. 

4. Welfare in the rural areas of most developing countries is at least as 
much aproblem of the level of output per person as of distribution. The search 
for new sources of income growth must continue to be sought in both techni- 
cal and institutional change. 

The structural characteristics of most rural communities, and of the so- 
cieties of which they are a part, continue to prevent them from obtaining 
access to many development opportunities that are potentially available. In a 
society in which the distribution of political resources is strongly biased 
against rural people it is difficult to mobilize the bureaucratic resources 
needed to make rural development programs effective. 

The authoritarian political systems in many developing countries, to- 
gether with the urban elites that support them, often are so caught up in ac- 
cumulating and husbanding the available limited political resources at the cen- 
ter that they are unable or unwilling to risk the emergence of multiple centers 
of political power that might result from the more effective organization and 
mobilization of rural development. The characteristic that distinguishes such 
states is not the intensity of effort with which they attempt to bring rural 
people into the political process but the skill with which they maneuver to 
keep them out (Esman and Uphoff, 1984, pp. 35-38; Rondinelli, 1985, 
p. 235). In such societies, institutional innovation is strongly biased toward 
reinforcing the existing distribution of economic and political resources. 



The Impact of International 
Population Assistance 

GAYL D. NESS 

International population assistance is a relatively re- 
cent phenomenon. It resulted from concern with the high rate of population 
growth in the Third World and has been aimed primarily at reducing growth 
through fertility limitation policies and programs. The assistance has been 
limited in amount, narrow in scope, and highly controversial, and its effect 
has varied. In global terms, the influence of this assistance can be judged to 
have been substantial on population policy and marked but varying on family 
planning programs. The effect on fertility itself has been mixed and only 
indirect. In specific bilateral cases, population assistance activities show some 
of the most striking successes and most smashing failures to be found in the 
field of foreign assistance. 

Population Assistance 

A general description of the character and amount of international popu- 
lation assistance is a necessary prelude to considerations of its effects. Evalu- 
ating the performance of population assistance programs, however, is perhaps 
more difficult, both conceptually and empirically, than evaluating other sec- 
toral programs. Nevertheless, the indications are that a general positive judg- 
ment is warranted. 

RECENCY 

International economic development assistance has been prominent on 
the world scene since the end of World War 11. During these four decades the 
world's industrial nations have channeled billions of dollars in grants, loans, 
and technical assistance to virtually all the world's less developed countries 
for economic, education, and social development. 

Population assistance is a much more recent activity. The International 
Planned Parenthood Federation, the Population Council, the Ford Foundation, 
and the Swedish government began to provide small amounts of assistance 
for population activities only in the late 1950s. Neither the United States nor 
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the United Nations provided funds for population activities until 1966. Even 
then, the assistance was modest in amount and limited to a few nations. A 
notable expansion in funds and activities has occurred only since the mid- 
1970s. Thus the experience in population assistance has been far less than in 
all other sectors. 

AMOUNT 

Since its very small beginnings, total international population assistance 
from the mid-1950s through 1985 amounted to about $5.6 billion. It currently 
runs just under $500 million per year. By contrast, total economic assistance 
(ODA and OPEC) through 1985 amounted to over $550 billion and currently 
is about $35 billion per year. Thus population assistance constitutes only 
about 1.5 percent of total annual economic assistance.' 

Population assistance has grown rapidly since 1975. Before then, total 
assistance amounted to only about $1.5 billion. Another $1.8 billion was 
added in the next five years, and then the amount jumped to about $2.3 billion 
for the five-year period 1981-85. Thus about three-quarters of all intema- 
tional population assistance was allocated in one decade, roughly, with as 
much as half in the last five years. An assessment of the effect is difficult, 
consequently, because not enough time has elapsed to judge how mature pro- 
grams work in various settings and what effect they have had. 

The sources of population assistance follow the general patterns of over- 
all development assistance. The United States has been the largest single do- 
nor, hut its proportion of total assistance has gradually declined over the past 
decade or more. As with the rest of development assistance, the majority of 
funds have come from less than a dozen industrial countries. Between 1965 
and 1980 the United States provided about 55 percent of all population assis- 
tance. Sweden holds second place with 10 percent. Seven other countries that 
together provided about one-quarter of the total are, in descending order of 
contributions, Norway, Japan, the United Kingdom, Canada, the Nether- 
lands, West Germany, and Denmark (Ness, 1979; Herz, 1984). More re- 
cently, Australia increased its population assistance substantially, and in 
October 1982 Italy announced that it would allocate 1 percent of all its devel- 
opment assistance to population activities. 

The relatively small number of countries providing population assistance 
simplifies some of the accounting problems. First the OECD and more re- 
cently the United Nations Fund for Population Assistance (UNFPA) have 
undertaken annual assessments of all population assistance. The UNFPA has 
been especially effective in developing a standard accounting framework, but 
it has not solved the problem of determining exactly what population assis- 
tance is conceptually. Basically, we are left with accepting whatever donor 
nations record it to be. Some years ago the OECD recommended a more 
precise accounting of the amount and impact of population assistance by 
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counting the funds received by the host countries (Hankinson, 1972), but as 
yet there is no systematic procedure for this accounting. 

SCOPE 

About two-thirds to three-fourths of all international population assis- 
tance in the less developed countries has been used to support national family 
planning programs and the provision of equipment (e.g., vehicles and surgical 
instruments), contraceptive supplies, and some recurring program costs (e.g., 
staff salaries, training, and international travel). Biomedical research (the 
search for better contraceptive methods), basic data collection (support for 
national population censuses and population surveys), and information, edu- 
cation, and communication activities have accounted for most of the rest of 
the assistance. Small amounts have been allocated consistently to basic social 
science research (especially on the determinants of fertility) and to confer- 
ences and promotional activities aimed at producing more effective population 
policies. 

The goals of population assistance have been somewhat broader and 
hence a source of some controversy. The USlAID Office of Population, when 
it was under the direction of Dr. R. T. Ravenholt, tended to focus on the 
narrow goal of contraception distribution and fertility limitation. The UNFPA 
mandate is much broader and includes raising awareness of population prob- 
lems and assisting member nations to cany out whatever population policies 
they adopt. The narrower goal makes assessment of effects somewhat easier 
because one can ask what assistance has done to reduce fertility; the broader 
goal makes such assessment much more difficult. All international programs 
engage in many varied activities. The mix of specific donors for these activi- 
ties also varies. 

The mix of activity support has followed trends determined largely by 
the stage of policy development in each host country. The external funds of 
countries with official antinatalist policies have gone largely to support na- 
tional family planning programs. The assistance of countries without such 
policies has gone for data collection, social science research, and policy 
analysis. 

These conditions have varied markedly by region. For example, Asia 
developed antinatalist policies and family planning programs prior to the 
surge of international assistance. Thus, family planning has absorbed most 
population funds since the beginnings of assistance programs to Asia. In most 
Latin American countries, before antinatalist policy decisions in the early 
1970s, assistance went largely to data collection; by mid-decade, family plan- 
ning accounted for more than half of all population assistance. Until the early 
1980s the majority of assistance to Africa was for data collection, population 
censuses, and surveys on which to base fertility limitation pol ic ie~.~ From 
1980 to 1985 both the amount and scope of population aid to Africa expanded 
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greatly, with substantial increases to both private and public family planning 
programs. 

One deviation from this pattern is the case of China. Antinatalist policy 
was proposed in China following its first Communist census of 1953. For the 
next twenty years the policy vacillated between anti- and pronatalism, follow- 
ing the ideological swings from economic growth to revolutionary aims (Ness 
and Ando, 1984, chap. 3). Since the early 1970s China has pursued a vigor- 
ous program of fertility limitation, all without international population assis- 
tance. Only recently has China become a major recipient; a major item of 
current support is a population census. 

Although the major emphasis on support for family planning programs 
facilitates the assessment of the effect of foreign assistance, the distinct re- 
gional differences in the mix of activities and goals caution against any simple 
global evaluation. 

Controversy and Ambivalence in Population Assistance 

International population assistance always has been embedded in a great 
deal of controversy. Until 1966 key Western nations blocked the inclusion of 
population in U.N. technical assistance programs, and the U.S. government 
refused to provide assistance for fertility limitation during the same period 
(Symmonds and Carder, 1973). Even after the United Nations and the United 
States decided to assist population activities, controversy continued and even 
increased occasionally. It surfaced clearly in the 1974 Bucharest World Popu- 
lation Conference: Third World nations resisted the family planning programs 
promoted by Western nations and argued that "development is the best con- 
traceptive." What was needed to address the problem of rapid population 
growth was a New International Economic Order rather than family planning 
programs (Isaacs, 1981). 

By the time of the 1984 Second International Conference on Population 
in Mexico City this line of controversy had largely subsided, but another rose 
to take its place. For the most part donors and recipients now accepted the 
argument that socioeconomic development and family planning programs 
have complementary roles in reducing fertility and population growth. The 
official U.S. position at Mexico City in 1984 represented a radical reversal 
from its position at Bucharest a decade earlier (Finkle and Crane, 1975 and 
1985). The new U.S. position held that the effect of population on economic 
growth is neutral; where its effects are considered detrimental, they can be 
reduced through more rapid economic development. The new U.S. prescrip- 
tion for solving the population problem was for governments to remove suh- 
sidies and controls and get out of the way. Furthermore, U.S. population 
assistance has come under attack from the New Right, which opposes abor- 
tion, despite the fact that U.S. population assistance does not include abortion 
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assistance and deliberately distances itself from abortion aspects of the na- 
tional family planning programs that it does support. Nonetheless, this new 
opposition forced the United States to withdraw assistance to the International 
Planned Parenthood Federation, the leading private international organization 
in this field. By 1986 the position hardened further, leading the United States 
to withdraw all funding to the UNFPA. 

Controversies over population assistance programs also arise in recipient 
countries with ~nultiethnic populations. Political tensions arise when different 
ethnic groups fear that fertility limitation policies are aimed at altering ethnic 
balances.' International assistance programs inevitably become involved in 
such domestic controversies. 

These patterns of controversy and ambivalence present a generalized ob- 
stacle to international assistance programs and inevitably determine the level 
and type of effect assistance programs can have. That is, other things being 
equal, it can be expected that population assistance programs will have a 
greater positive effect in homogeneous than in mnltietbnic populations and 
that they will have a greater effect where the controversies are less, rather than 
more, salient politically. Although brief, this discussion illustrates the diffi- 
culties in assessing the effect of foreign assistance. Unforeseeable, exogenous 
conditions affect all forms of international assistance, but they are especially 
troublesome in population assistance, owing to the controversial nature of the 
problem. 

Population Program Evaluation 

The evaluation of international population assistance programs presents 
a number of thorny conceptual issues. On the input side is the question what 
should be included as population assistance. For example, we could include 
the full range of economic assistance: health, education, agriculture, and in- 
dustrial development assistance programs all can be seen as affecting popu- 
lation.& On the output side is the question what population conditions pro- 
grams are intended to affect. Population planning, for example, may include 
policies and programs related to fertility, mortality, migration, or population 
distribution (Finkle and McIntosh, 1980). 

MEASURING THE INPUTS 

Some simplification is necessary if we are to understand the scope of the 
problem. As a start, we can focus on the influence of donor-defined intema- 
tional population assistance on those current national policies designed to 
limit fertility. But even this limited approach does not eli~ninatc all problems. 
There remain accounting problems on the input side, conceptual problems on 
the output side, and logical problems in determining effects. The lack of stan- 
dardized accounting practices also means the presence of errors in counting 
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population assistance resources. A few examples must suffice to illustrate the 
range of problems. 

Prior to the establishment of international population assistance pro- 
grams, resources often were provided for population censuses, but they were 
not counted as population assistance. Now they constitute a distinct account- 
ing category, and in some cases the amounts are substantial. The links be- 
tween census assistance and the desired outcomes on which effects are as- 
sessed are not at all clear, although the census assistance is pan of the data on 
which judgments are based. It does not seem likely, for example, that the 
census assistance currently provided to China will directly affect fertility limi- 
tation programs or fertility, but those funds still will be counted as inputs for 
assessment purposes. In Africa the situation is quite different: the massive 
flow of funds to census activity there probably will lead to formal policy 
decisions on programs to limit fertility. 

A similar inflation of population assistance is seen in the World Bank 
loans for population activities in the 1975-85 decade. For the most part these 
loans were for the construction of primary health care facilities supporting a 
range of activities not all of which affect population programming directly or 
significantly. If these funds are counted in the assessment, assistance pro- 
grams will appear far less cost-effective. There are many similar accounting 
problems on the donor side, all of which argue for some caution in the use 
of simple causal models to assess the effect of international population 
assistance. 

In order to understand the influence of foreign assistance on the output 
side, fertility limitation programs must be disaggregated into three major 
components: (a) the process of policy formulation, marked by the adoption 
of an antinatalist, or fertility limitation, p o l i ~ y ; ~  (b )  the organizational imple- 
mentation of that policy, marked not only in the formation of national family 
planning programs but also in such legal changes as removing restrictions on 
contraceptive imports and distribution or changing the legal and actual age of 
marriage; and (c )  the effect on fertility, which usually is assessed in any of 
three ways. Family planning programs work by first recruiting acceptors for 
the new contraceptive methods. Program acceptors, along with acceptors of 
nonprogrammatic methods (either market distributions or use of some tradi- 
tional fertility limiting beha~ior) ,~ affect the prevalence rate, or the proportion 
of eligible couples who actively practice contraception. Finally, there is the 
effect on fertility itself, which can be assessed by various statistics, such as 
the decline of the crude birth rate or of the total or age-specific fertility rate. 

All these steps in the implementation process vary in such factors as 
timing and strength, and foreign assistance can be assessed against any or all 
of them. The steps in the process are causally connected theoretically and 
empirically. Thus the effect of any one step can be expected indirectly to 
affect steps further down the line. That is, an effect on policy can be expected 
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to have indirect effects on both program formation and fertility decline, and 
an effect on programs alone can be expected indirectly to affect fertility de- 
cline as well. The connections between the steps are not fixed, however, and 
there is much room for variation. A strong policy statement may be followed 
by very weak programmatic action, or a strong program may turn out to have 
little new or independent effect on actual fertility. 

The causal connections, however, are theoretically clear and empirically 
established. Policy decisions affect large-scale public health programs as well 
as some aspects of private market distribution. An official decision for an 
antinatalist policy opens both networks to the flow of modern contraceptives; 
a negative decision keeps these networks more or less closed. When a deci- 
sion is made for an antinatalist policy, it becomes possible for administrators 
to construct programs and for foreign governments to engage in direct tech- 
nical assistance for the programs. Thus policy formation makes a difference. 
Another implication is that foreign assistance that helps to establish a fertility- 
limiting policy also can be credited with some indirect effect on whatever 
fertility decline ensues. 

The linkage between family planning programs and both prevalence rates 
and fertility decline has been the subject of much ideological and method- 
ological debate and of some measurement (World Bank, 1984b; chapters 6 
and 7). The demand side argument is that the effect of economic development 
on such factors as child survival, the value of children, and the economic 
alternatives for women is that people want fewer children. When they desire 
fewer children, they will find ways to limit fertility. Without broad economic 
changes, the demand for children remains high, implying a low demand for 
fertility limitation. Under such circumstances, family planning programs or 
the mere provision of services has little effect. 

The family planning, or supply, argument holds that there is already a 
substantial unmet demand for fertility limitation and that meeting this demand 
will essentially increase the desire for further assistance.' Supply-side propo- 
nents acknowledge that economic conditions tend to have greater weight in 
fertility determination; but they still hold that the evidence supports the argu- 
ment that programs have an independent, significant effect on fertility decline. 
A major mechanism by which programs work is to reach populations that are 
isolated by terrain, poverty, or ignorance. A striking case for the family plan- 
ning argument comes from Matlab Thana in Bangladesh, where a model pro- 
gram has reduced fertility in the absence of any other effective economic 
development (World Bank, 1984b, pp. 144-45). 

The logical problem is how to establish the causal link from foreign 
assistance to population policy adoption, program implementation, or fertility 
decline. It is not sufficient, for example, to show that family planning pro- 
grams affect fertility and then to argue that foreign donors should be credited 
with some positive influence because they assisted the programs. A brief ex- 
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ample illustrates the dangers of this not uncommon line of reasoning. Rosen- 
zweig (1981) reviewed microlevel studies in India and Columbia that indi- 
cated that where family planning is present, fertility and child mortality are 
reduced. Before foreign donors take comfort from this conclusion, however, 
the Population Council experience in Bohol in the Philippines should be re- 
viewed (Williamson, 1982). An integrated family planning and maternal and 
child health project there had no effect on fertility and was even associated 
with an increase in infant mortality. Inasmuch as this program was almost 
completely foreign-designed and funded, it is possible to conclude that for- 
eign assistance did not affect fertility and actually increased infant mortality. 
Although I do not accept this conclusion, it cautions me to focus specifically 
on the link between foreign assistance and population programming in assess- 
ing the effect. 

ASSESSING THE IMPACT 

Very few serious attempts have been made to examine the influence of 
foreign assistance on the overall process from policy formation to fertility 
decline. The OECD has provided a series of excellent reviews of international 
population assistance, beginning with the results of an international confer- 
ence in 1968 (OECD, 1968; Wolfson, 1983). The reviews discuss overall 
problems of such assistance with sensitivity and clarity, but they do not un- 
dertake systematic and comprehensive assessments of its effects. The Austra- 
lian National University's Development Studies Center published a volume on 
international aid in which Gavin Jones (1979) explored international popula- 
tion assistance. He gave a historical review of the controversies and of the 
flow of assistance, and he made a spirited defense of such assistance; he did 
not, however, provide a systematic assessment of the effect of that assistance 
on population processes. A series of more critical assessments of population 
assistance were put forward by Demerath (1976) and Bondestam and Berg- 
strom (1980), but these works are more ideological than systematic attempts 
to assess effects. 

Ness and Ando (1984) developed a path-analytical model of the policy- 
program-fertility process for twenty-one Asian countries and addressed the 
issue of foreign assistance influence. Some of their results are shown in the 
path diagrams in figures 11.1 and 11.2. They first developed what they call a 
"political-ecological perspective" on the process of population change in 
Asia, which leads to the assessment of both political and ecological influences 
on the three-part process: policy formation, program implementation, and 
fertility decline. They argued that for Asia this process was driven largely by 
internal national conditions, with little direct pressure from foreign assistance. 
Figure 11.1 shows the outcome of the statistical estimation of their hypothe- 
sized process. It supports the view that the strength of the political-adminis- 
trative system combines with population density to affect the timing of the 
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Pig. 11.1. Path diagram of the determinants of crude birth rate decline, family plan. 
ning program effort, and antinatalist policy decision for twenty-one Asian states, 
1960-1975. 
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Fig. 11.2. Path diagram of the determinants of crude birth rate decline, family plan- 
ning program effort, external financial assistance, and antinatalist policy decision for 
twenty-one Asian states, 1960-1975. 
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antinatalist policy de~ i s i on .~  The strength of the family planning program or 
policy implementation was determined by the timing of the policy decision 
combined with the level of socioeconomic de~elopment.~ Finally, the rate of 
fertility decline was determined by the strength of the family planning pro- 
gram combined with the level of socioeconomic development. 

Into this basically closed-system, national model Ness and Ando added 
a measure of foreign population assistance-the total amount of population 
assistance per capita received from all donors between 1965 and 1975. The 
results of this estimation (fig. 11.2) support the following interpretation: 
Strong political systems in Asia came to antinatalist decisions largely from 
internal efforts to promote economic development and social justice. They 
mobilized resources internally and bad a substantial influence on the direction 
of reducing fertility and population growth. The weaker political systems re- 
lied more on external assistance, which flowed more freely after the nations 
themselves made their antinatalist policy decisions. The foreign assistance 
also had some direct effect on fertility decline, although how this actually 
worked is still uncertain. Foreign assistance had a positive but quite weak 
influence on family planning program strength. (The regression coefficient 
from foreign assistance to program strength in fig. 11.2 is positive, not statis- 
tically significant.) 

A more extensive study of twenty-four Asian countries from 1952 to 
1980 showed similar results (Ness, Johnson, and Bernstein, 1983; Ness, 
1984). Annual per capita population assistance from 1960 to 1980 shows no 
significant statistical relation to contraceptive acceptor or user rates or to rates 
of fertility decline. Another step in this analysis used program efficiency ra- 
tios (acceptors or users per staff or per funds) to indicate the level of program 
performance. When the level of socioeconomic development was controlled, 
per capita foreign population assistance showed no statistically significant re- 
lation with this measure of program performance. In that same study, indi- 
vidual countries showed great variance in the relationship between foreign 
assistance and fertility decline. Indonesia and Thailand, for example, had 
high levels of foreign assistance, rising efficiency ratios, and rapid fertility 
decline, whereas the Philippines had high foreign assistance, declining effi- 
ciency, and low fertility decline. In essence, country conditions were more 
important than the simple volume of foreign assistance in determining 
outcome.'O 

In Asia, then, it appears that foreign population assistance supported 
whatever the stronger political systems already were doing in the way of fer- 
tility reduction, and the assistance helped the weaker systems to do what they 
were not fully capable of doing themselves. This is, to be sure, only one of a 
number of possible interpretations of the results of the multiple regression 
analysis, but it is supported by the more detailed examination of cases iden- 
tified as multivariate outliers. The interpretation cannot be taken as fully 
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conclusive, although it is one of the few attempts to develop a theory of for- 
eign assistance and population planning and to test the theory with quantita- 
tive data. 

Other assessments of the effect of international assistance rely more on 
specific case analysis. They tend, however, to focus on the more successful 
cases, showing how they have been successful, rather than on the causes of 
the equally impressive failures. Two studies in Southeast Asia illustrate the 
positive side of this argument (Haaga, n.d.). A USIAID evaluation of the 
Indonesian program (Heihy, Ness, and Pillshury, 1979) was specifically con- 
cerned with the USIAID influence on that program. The evaluation accepted 
the general evidence that the Indonesian program indeed bad a positive impact 
on contraceptive use and a depressing effect on fertility, primarily in East Java 
and Bali. It found that USIAID had developed a low-profile program in In- 
donesia that supported the efforts of local elites to move the program out from 
its clinic base to the villages. USIAID's major contribution was to develop an 
administrative process that moved money rapidly from Jakarta to the prov- 
inces, thus stimulating local leadership to adapt the general aims of the pro- 
gram to local conditions. For various reasons that now appear to be largely 
historical accidents, USIAID was able to support strong local initiative to 
build an effective program. 

USIAID also undertook an assessment of the Thai family planning pro- 
gram (USIAid, 1980b), in which it found distinct positive effects from the 
foreign assistance. In this case, apparently USIAID's decision to finance con- 
traceptive supplies at a level at which they could be provided free to the rural 
poor was largely responsible for the positive effect. Knodel and Bennett 
(1984) were able to show that the provision of free contraceptives tapped a 
new clientele and did not simply lead previous contraceptive users to shift to 
the free supplies. 

Two points should be noted from these two evaluation reports: 
1. There was no cumulation from one to the other. That is, the findings 

of the Indonesian evaluation could have been treated as hypotheses to he 
tested in Thailand, but they were not. The Thai case constituted a separate 
evaluation, focused on itself. The reports permit inferences to he made, hut 
they missed the opportunity for a cumulative and continuous assessment of 
the manner in which foreign assistance can affect fertility and fertility decline. 

2. Perhaps more important, each evaluation shows that the foreign assis- 
tance encompassed various activities, including long-term training of local 
staff, support for local planning, operational and research institutions, and 
program support closely tailored to the immediate needs of each country. 
Both countries had the advantage of having foreign and local staff who were 
technically competent and strongly committed to producing success in pro- 
gram performance. In neither case was the support short-lived, nor did it 
produce quick results. Further, in both cases population assistance was merely 
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one element in a large program of support for development activities, al- 
though the support for family planning was of a special type. 

A similar evaluation of the family planning program in the Philippines 
(Family Health Care, 1977) produced less hopeful results from the perspective 
of foreign assistance. Again, the cumulative and comparative potential of the 
evaluation was not realized because the evaluation focused only on the Phil- 
ippines. It found that the family planning program itself was deficient in lead- 
ership, management, and influence on the rural poor. It also could have noted, 
however, that this failure occurred despite the massive amounts of foreign 
assistance received for population planning. Ness and Ando (1984), for ex- 
ample, found that between 1965 and 1975 the Philippines received more 
absolute funds and far more per capita funds than either Thailand or Indone- 
sia. The contrast between the failure in the Philippines and the successes in 
Indonesia and Thailand has gone unanalyzed in the agency's evaluation stud- 
ies. The findings from the three countries do, however, fit the theoretical 
arguments and empirical analysis by Ness and Ando. In effect, they argued 
that foreign assistance has little if any real initiative power; it can help strong 
programs that are supported by political leaders (Thailand and Indonesia) but 
cannot produce either program strength or program support by itself (the 
Philippines). 

The Philippine program provides additional evidence on the conditions 
of both success and failure in international population assistance. USIAID 
was among many donors that often urged the Philippines to move their pro- 
gram from the clinic out to the villages. Lessons from Indonesia and Thailand 
were in this case being deliberately transferred by a donor to the Philippines. 
The external stimulus supported some Filipino elites who also were convinced 
that services should be provided at the village level. The result was an out- 
reach program modeled on the successful Indonesian program. Put in place in 
1977, the outreach program has shown some striking successes (Laing, 1981; 
Herrin and Pullum, 1981). Service provision was overcoming barriers of dis- 
tance, cost, fear, and ignorance among the rural poor. Contraceptive preva- 
lence rates increased in many areas, and where they were not rising the meth- 
ods were shifting from less reliable to safer contraceptives. Foreign donors 
paid a large share of the cost of the outreach program." After fifteen years of 
assistance, foreign assistance appeared to be showing a substantial influence 
on Philippine population growth rates. 

Success proved elusive, however. In the early 1980s political and admin- 
istrative changes in the Philippines turned out to he decidedly antipathetic to 
family planning.12 From 1982 on, the budget of the Population Commission 
was cut, drastic leadership changes proved highly disruptive, and serious at- 
tempts were made to turn the orientation from family planning service provi- 
sion to primary- and secondary-level population education programs. The new 
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government of President Coraz6n Aquino has proclaimed itself almost pro- 
natalist. Foreign donors can claim some credit for the advances in policy and 
program made during the last half of the 1970s, but it would be inaccurate to 
hold them responsible for more recent setbacks. 

AN EVALUATION AGENDA 

Lacking more comprehensive and more detailed analysis of the effects 
of foreign population assistance, we can only suggest the ways in which this 
assistance can influence the three stages of population planning. If definitive 
statements are not produced, at least a set of questions or an evaluation agenda 
that would move in this direction can be established. 

The first problem is to promote the formulation of an antinatalist policy 
decision. There has been a great deal of relatively modest and inexpensive 
activity in this direction. Support for international organizations, such as the 
United Nations, with its full schedule of conferences, constitutes one of the 
most effective types of policy promotion activities. Even the internal deci- 
sions that were made in Asia were strongly supported by international assis- 
tance to development planning activities in general and to the regional orga- 
nizations that convened conferences and technical meetings on the planning 
process (the Economic Commission for Asia and the Far East [ECAFE] and 
the Economic and Social Commission for Asia and the Pacific [ESCAP]). As 
development planning matured, it almost inevitably produced decisions for 
fertility limitation activities. This has been true in capitalist, socialist, and 
mixed political economies. 

Before the United Nations and the United States became major popula- 
tion donors, the role of promoting policy decisions was played with intelli- 
gence and sensitivity by several private foundations. The Ford and Rocke- 
feller foundations, the Population Council, and the International Planned 
Parenthood Foundation all played active roles. They convened small meetings 
of national elites, produced papers identifying the implications of rapid popu- 
lation growth, and provided support for decision makers from high-fertility 
nations to travel and study. Comparable roles are being played today by inter- 
national agencies in USIAID's Rapid project and the U.N. Parliamentarians 
project. They are part of various travel, conference, and training projects that 
primarily influence the current and future elites of the high-fertility nations. 
The funds involved are small, but the influence appears to be substantial. It 
should be noted, of course, that the influence now only appears to be sub- 
stantial; we have no systematic evaluation of the processes of policy formation 
to establish the type and amount of influence coming from international popu- 
lation assistance. 

A more definitive assessment of the effects of foreign assistance on 
policy formation is complicated by the strong two-way relationship between 
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foreign assistance and policy formation. Foreign assistance to strategically 
placed elites has produced some policy decisions, but those decisions have 
also produced or increased the flow of foreign assistance to the recipient coun- 
tries. Modest support for travel and information flows can help to produce 
policy decisions. Then, when the policy decisions are made, the way is open 
for a larger flow of foreign assistance to support program activities with much 
larger absorptive capacities. 

Foreign assistance also can strengthen existing family planning pro- 
grams. The most visible form of this support is through commodity provision. 
Contraceptive commodities constitute a substantial cost for any national pro- 
gram, and the shortage of supplies is often an obstacle in weak programs or 
weak political-administrative systems. In such cases, international population 
assistance has had a positive influence. It is only a slight exaggeration to say 
that today no national program need experience shortages of contraceptive 
supplies. The world community or the major population donors appear to be 
ready to meet virtually any need, either for imports or to assist in establishing 
local production capacities. Here again, the foreign support is available but 
can be realized only when a national program management sees the need and 
makes the proper requests. 

In addition to commodity support, foreign assistance helps to build fa- 
cilities (especially World Bank loan assistance), train personnel, provide spe- 
cialized technical assistance (for activities from warehousing to service statis- 
tics), purchase needed equipment, and sometimes even to pay staff salaries. 
It should be relatively easy to assess the influence of international population 
assistance in this area. We need only ask how much financial support has gone 
to family planning programs and for what kinds of activities and then deter- 
mine whether there is any relationship between this type of support and the 
strength of the individual family planning programs. There are, to be sure, 
intractable problems in distinguishing the effect of foreign assistance from 
that of domestic support. 

Although major donors in the population field are few, their numbers and 
diversity still present a difficult problem in assessing the effects of assistance. 
In individual field situations, there is often a great deal of cooperation and 
collaboration among donors and, at the same time, competition and lack of 
coordination. In either case, with more than one donor, distinguishing which 
specific donor actions have been responsible for either the successes or fail- 
ures of a given program is often difficult. The Indonesian and Thai evaluations 
(see above) noted the cooperative action of donors but did not go beyond 
general statements of relative effects. 

Finally, the links from foreign assistance to fertility limitation are espe- 
cially difficult to identify in a systematic manner. Many indirect effects are 
readily apparent. Assistance to education tends to raise female school atten- 
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dance, which raises the age of marriage, supports the acceptance of contra- 
ceptives within marriage, and thus tends to reduce fertility. The task is long 
and tortuous, however, and many of the elements are only loosely connected. 
Much the same can be said for health assistance, especially for the type that 
attacks infant mortality. Assistance for sewage, for clean and abundant water 
supplies, for increased agricultural production, or for specific nutrition pro- 
grams often leads indirectly to the decline of infant mortality and, in turn, 
tends to increase the demand for contraceptives. This, too, is a long and 
to~tuous task with many loose connections, rendering it almost impossible to 
undertake a reasonable assessment of the effect of assistance on fertility. 

Conclusion 

In the assessment of international assistance on population, and espe- 
cially on family planning and programming, much confusion, uncertainty, 
and controversy reigns. There is little hard and systematic comparative analy- 
sis that could provide more effectively grounded, if not definite, answers. It 
is possible, however, to make a number of tentative summary judgments, 
partly impressions from observations of a number of cases, partly suggestions 
from the few systematic evaluations that have been made, and partly questions 
that remain to be answered. 

1. Foreign assistance probably has been most effective in the formation 
of antinatalist policy decisions. Here, relatively modest funds supporting the 
information flows directed at national elites have helped to sharpen percep- 
tions of the urgency of the population problem and to identify both its local 
dimensions and the points at which some effective leverage can be gained by 
creating national family planning programs. 

2. Assistance to family-planning programs, or policy implementation, 
can be more massive and have a profound influence by making supplies and 
services available, especially to the poorest of the poor-poor rural women. 
Where family planning programs have been successful in producing wide- 
spread fertility decline, that success has been largely owing to their success in 
reaching the rural poor. If the political will and administrative capacity of the 
host government are high, foreign assistance can have a substantial influence; 
if both are low, even large amounts of foreign assistance may almost totally 
lack effect. 

3. The effect of foreign assistance on fertility is far easier to identify 
when it flows through direct programs. Foreign assistance to general social 
and economic development or to sector programs in areas such as health, 
education, or agricultural production cannot yet be shown to affect fertility 
directly." These are, of course, important aims in international development 
assistance in their own right, and they need not be defended by reference to 
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their influence on fertility. Support for agricultural development, for health, 
or for education has consistently been far greater in magnitude than support 
for population programs. But if fertility decline is a policy aim, the foreign 
assistance that will have the most directly discernible effect appears to be 
direct assistance to fertility limitation programming. 
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COUNTRY CASES 
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Assistance to India 

VASANT SUKHATME 

India became an independent nation in August 1947. 
Soon thereafter its government embarked on a series of plans to achieve rapid 
economic growth and social justice. The country's overall pattern of growth 
has been strongly influenced by the series of plans undertaken since then. 
Although the nation provided most of its own developmental resources, for- 
eign assistance played an important role. In evaluating the effect of foreign 
assistance the unique characteristics of the Indian economy, its size, and its 
political climate should be kept in mind. 

At the inception of India's first Five Year Plan in 1950 the total popula- 
tion of the country was about 360 million. Per capita income and literacy and 
education levels were among the lowest in the world. Schools and educational 
facilities, roads and rail transport facilities, electric power and irrigation ca- 
pacity, credit and finance institutions, and other components of the infrastruc- 
ture were at an early stage of development. 

Over the past forty years, however, significant economic progress has 
taken place. Growth in GDP has averaged between 3.5 pcrcent and 4 percent 
per year. The average growth rate was more than twice that recorded in the 
fifty years preceding Indian independence, although it was less than the 
planned target rates and less than the growth achieved in most other develop- 
ing countries. Between 1965 and 1980 and again between 1980 and 1985, 
India's growth rate was less than the average rate attained by the group of low- 
income countries, including China (see table 12.2). With a population growth 
of about 2.3 percent per year between 1965 and 1980 and somewhat less 
between 1980 and 1985, India's relatively low rate of long-run growth has 
meant a slow increase in per capita income. 

Phenomenal changes have occurred in India's enormous agricultural 
economy. Foodgrain production has shown a sustained upward trend, yet 
the annual rate of growth-about 3 percent per year between 1950 and 
1980-was below that for China, Pakistan, and many other countries in Asia. 
The record of India's agricultural performance has been marked by periods of 
rapid growth and other periods of relative stagnation. Great change has also 
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occurred in the industrial economy of India, but the growth rate of 4.1 percent 
per year between 1965 and 1980 and 5.4 percent per year in 1980-85 has 
lagged considerably behind the average for all low-income countries. Efforts 
have been made to promote industry by imposing stringent controls on the 
growth of industrial capacity and on imports, but the results are, essentially, 
a high-cost industrial structure with considerable inefficiencies. 

India's slow overall rate of growth has meant little progress in eliminat- 
ing poverty or reducing income inequalities. The country is still poor. Income 
shares of the bottom 20 percent and the top 20 percent of households have 
changed little since the early 1960s, but they are no worse than those in many 
upper-middle-income countries. Yet life expectancy at birth in India (in 1985, 
fifty-six years) is higher than the average for all low-income countries, ex- 
cluding China, which is an increase of more than ten years in the last two 
decades. The infant mortality rate has fallen by more than 40 percent in the 
last two decades and is now lower than the rate in Pakistan or other low- 
income countries but higher than the rate in China. 

The story of India's economic performance and its interaction with for- 
eign economic assistance is complex. The primary purpose of this chapter is 
to consider certain selected aspects of the entire development assistance ac- 
tivity in India, such as magnitude, sources, types, and terms, in order to 
understand and assess the role of foreign assistance in the country's overall 
economic development. 

The History of Aid to India 

Early observers of and early participants in assisting India usually cited 
various reasons for the aid. They included the sheer size of the country, the 
great poverty and low levels of living among most of its population, the high 
infant mortality rates, and the low education levels. Much of this literature 
recognized the geopolitical aspects of the aid program, such as the economic 
rivalry with China, and how the aid served the foreign policy interests of the 
Western powers in Asia. 

From a relatively modest beginning at the start of its First Plan, India has 
received more aid, in aggregate, from more countries than any other develop- 
ing countrv. Scholars who studied the role of foreign assistance in India oro- - &. 2~~~ 

vided some data on thc magnitude of the aid in rupees and in dollars (Narain 
and Rau. 1963; Strcetcn and Hill, 1968: Bhngwati and Dcsai, 1970; Harber- 
ger, 1972; Bhagwati and Srinivasan, 1975). The choice of currency units is 
somewhat arbitrary and depends on the data sources; the important point, 
however, is that it is difficult to give accurate totals when the list of donor 
countries and agencies exceeds two dozen and credits and loans have been 
provided in a number of different currencies. It is also difficult, given the 
changes in the exchange rate between the rupee and other foreign currencies 
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and the changes in the terms and conditions of the aid. including the extent 
of aid tying, to construct a unique price index to calculate the purchasing 
power of aid rupees. However, it does seem clear that aid reached a purchas- 
ing power peak in the years 1964-66 (Lipton, Toge, and Cassen, 1984, p. 7). 

During India's First Plan, external assistance authorizations were made 
by the United States, the Soviet Union, Canada, Australia, New Zealand, 
Norway,, and the United Kingdom. lndia used about Rs 2 billion in assis- 
tance-a little less than 6 percent of the total investment in lndia during that 
period.' The U.S. share in total aid used by India was nearly 70 percent. 
During the Second Plan, the U.S. share fell to 54 percent, but it rose to nearly 
60 percent during the Third Plan. The Soviet Union's share was insignificant 
during the First Plan period but increased to just over 5 percent during the 
Second Plan and to over 8 percent during the Third Plan. In the period 
1966-69 members of the Aid India ConsortiumZ provided over 90 percent of 
the total aid used by India during that period, whereas the Soviet bloc's share 
was about 6 percent. In the Fourth Plan period (1969-74) the Soviet bloc's 
share was about 8 percent, and consortium members still provided over 90 
percent of the total aid used. Between 1974 and 1979 the share of the consor- 
tium members fell to about 76 percent when there emerged a new group of 
donors: Iran, Iraq, Kuwait, Saudi Arabia, and the United Arab Emirates. Be- 
tween 1979-80 and 1982-83 the Soviet bloc's share fell to less than 
2 percent and that of the consortium rose to over 90 percent of the total aid 
flowing into India. 

Table 12.1 shows the relative importance of foreign assistance in India. 
The utilization of aid is given as a percentage of India's net national product, 
gross domestic capital formation, imports, and central government capital 
expenditures. In the early years of development foreign assistance represented 
a small percentage of India's net national product, hut by the mid-1960s it had 
risen to over 4 percent; in recent years it has been about 1.5 percent. In the 
early 1960s aid utilization was over one-third of central government capital 
expenditures; this ratio fell to about one-sixth in the early 1 9 8 0 ~ . ~  

Several observers pointed out that on the basis of per capita foreign as- 
sistance India ranked at just about the bottom of the list of recipients. In terms 
of aid relative to existing levels of national income per capita, India fared a 
little better. Implicit in the use of deflated measures of aid is the view that if 
aid, suitably deflated, is low, its economic impact can be expected to be low. 
I. G .  Patel argued that there are "many special characteristics about India 
which imply that the role of foreign aid in Indian economic development is 
likely to be particularly limited" (1968, p. 19). Among the "special charac- 
teristics" were India's size, political makeup, and uneven economic progress 
among the various states and regions of the country. Alone among contribu- 
tors in this area, Arnold Harberger made an explicit attempt to estimate the 
additions to income that occur in aid-receiving countries from projects fi- 
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Table 12.1. Utilization of Aid in India. 1961-1962 to 1982-1983 

Utilization of Aid as a Percentage of 

Central Govern- 
Net National Gross Domestic men1 Capital 

Year Product Capital Formation Imports Expenditures 

1961-62 2 42 13.89 33.67 27.40 
1962-63 3.00 15.05 40.72 30.00 
1963-64 3.48 17.34 47.94 32.90 
1964-65 3.62 17.78 53.64 33.69 
1965-66 3.74 17.44 54.80 36.10 
1966-67 4.74 21 05 54.45 42.00 
1967-68 4.26 21.43 59.54 48.31 
1968-69 3.16 15 43 47.28 38.51 
1969-70 2.71 13.10 54.13 31.96 
1970-71 2.31 10.78 48.43 26.63 
1971-72 2.28 9.89 45.70 24.18 
1972-73 1.65 7.43 35.68 17.40 
1973-74 2.05 9.12 35.05 24.60 
1974-75 2.21 8.76 29.08 27.48 
1975-76 2.97 10.87 34.96 30.93 
1976-77 2.40 9.05 31.51 26.49 
1977-78 1.71 6.95 21.43 18.56 
1978-79 1.50 5.29 17.84 13.91 
1979-80 1.53 5.18 14.80 17.21 
1980-81 2.04 7.08 17.21 21.00 
1981-82 1.55 5.32 13.88 16.68 
1982-83 1.68 - 15.67 - 

Sources: Government of India, Economic Survey, 1975-76 to 1984-85 (New Delhi: Govern- 
ment of India Press, 1976-85); idem, BasicSra~is~icsRelaiing to rhe Indian Economy, 1975 to 
1984 (New Delhi: Controller of Publications 1975-84). 

nanced by aid transfers. He argued that even if aid dollars were attributed "a 
rate of social yield more than twice [that] which is applied in the evaluation 
of our own federal programs and projects," the contribution of aid to the 
national income of the aid-receiving countries would be expected to be rela- 
tively small (Harberger, 1972, p. 635). 

Aid flows to India were small relative to its population and its income. 
But aid was and continues to be important to the nation's development: it 
financed a significant though declining share of gross domestic capital for- 
mation, imports of plant and machinery, and central government capital ex- 
penditures; it permitted significant imports of foodgrains during years when 
India's own food production was tight; it contributed importantly to the agri- 
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cultural sector's ability to generate new knowledge and techniques to enhance 
the food production capability. I show later in this chapter, however, that the 
effectiveness of the aid was blunted by the trade and industrialization policies 
that India adopted. 

U.S., Soviet Bloc, and Other Aid to India 

The U.S. government provided its first technical assistance to India in 
1950. In 1951 the United States made an emergency wheat loan of about $190 
millon (repayable in dollars) to help alleviate food shortages caused by the 
widespread crop failures of 1950. But the beginning of a broad-based program 
of U.S. economic and technical assistance dates to the Indo-U.S. Technical 
Cooperation Agreement of January 1952 (Hendrix and Giri, 1970, p. 142). 
Under this and supplemental agreements extending to 1970, the United States 
provided economic and technical assistance to more than 150 projects in ag- 
riculture, industry, transpoaation, education, health, and other fields-nearly 
all sectors of the Indian economy. 

The following brief description of the sectors and projects aided conveys 
the scope of the U.S. contribution. Between 1950 and 1971 it was greater 
than the combined contribution from all other sources. Slightly over 50 per- 
cent of the total of about $4.5 billion was for food assistance. After the U.S. 
"tilt" toward Pakistan in the 1971 India-Pakistan conflict, U.S. development 
assistance to India fell sharply. Even so, between 1972 and 1985 the total new 
obligations entered into amounted to about $2.7 billion, of which food aid 
represented about $1.8 billion (USIAID, U.S.  Overseas Loans and Grants, 
various issues). From 1982 to 1985 U.S. development assistance to India 
amounted to less than $100 million annually. 

The United States financed fertilizer plants (Tromhay); irrigation projects 
(Hirakud in Orissa, Kosi in Bihar, Nagarjuuasagar in Andhra Pradesh); ther- 
mal power units (Bandel in West Bengal, Chandrapura in Bihar, and Satpura 
in Madhya Pradesh); locomotives, wagons, and coaches for the Indian rail- 
ways; improvements in India's national highway system; airplanes for India's 
international airline; and numerous other industrial projects. In addition, 
funds were provided for the purchase of laboratory and scientific equipment 
for several institutions of higher education (e.g., the Indian Institute of Tech- 
nology at Kanpur [Uttar Pradesh] and the All India Institute of Medical Sci- 
ences in New Delhi) and the establishment of agriculNral universities. 

The hulk of U.S. aid went to the Indian public sector, which led at least 
one observer to note that "such aid has increased the resources of the public 
sector relative to the private sector and has enabled the government to pursue 
policies which have tended to restrict the activities of private investment and 
have tended to discourage a larger inflow of foreign private capital" (Tansky, 
1967, p. 113). However, the Indian private sector was not neglected: the 
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United States assisted several private sector firms under the provisions of the 
Cooley amendments to the use of PL 480 counterpart funds. The proportions 
of public and private sector aid were determined largely by the industrial 
policy that India adopted and the role assumed by the public sector in the 
industrialization strategy. 

In contrast, Soviet aid went predominantly for projects in the heavy in- 
dustrial sector, such as steel plants at Bhillai (Madhya Pradesh) and Bokaro 
(Bihar); an antibiotics plant at Rishikesh (Uttar Pradesh); a coal mining ma- 
chinery plant at Durgapur (West Bengal); a thermal power plant at Neyveli 
(Tamil Nadu); oil refineries at Barauni (Bihar) and Koyali (Gujarat); and a 
heavy electrical plant at Ranipur (Uttar Pradesh). All were in the public sec- 
tor. Inasmuch as Soviet bloc aid never rose significantly above 8 percent of 
the total aid to India, it is unlikely that Soviet assistance resulted in any state 
sector growth over and above what the domestic economic policy would have 
accomplished. Nonetheless, it is noteworthy that Soviet assistance also went 
to such sectors as petroleum and pharmaceuticals, which in the early years of 
Indian planning were dominated by the private sector. Further, Soviet aid was 
provided in areas for which Western assistance was not forthcoming (e.g., the 
steel plant at Bokaro). 

A few other major projects also are identified with specific aid givers. A 
steel plant at Durgapur (West Bengal), a fertilizer plant at Naharkatiya (As- 
sam), and a paper mill at Hoshangabad (Madhya Pradesh) were among the 
major projects receiving British assistance. Japanese assistance, which began 
in the Second Plan period, included two major activities: the fertilizer project 
at Baroda (Gujarat) and the Kiribum (Orissa) iron ore project. Among non- 
government aid givers, the Ford Foundation played an important role in estab- 
lishing the Uttar Pradesh agricultural university and the Indian Institute of 
Management at Ahmedabad (Gujarat), and the Rockefeller Foundation sup- 
ported the Indian Council of Medical Research and the Central Rice Research 
Institute. 

The World Bank and India 

The first World Bank loan to India was made in August 1949 for the 
Indian railways and was followed soon after by a loan for the importation of 
agricultural machinery for a land reclamation project. In 1952 the Bank made 
the first direct loan to a private sector firm-the Indian Iron and Steel Com- 
pany. Two years later the Bank participated in the fornation of the Industrial 
Credit and Investment Corporation of India (ICICI), with a loan of $10 mil- 
lion. By the end of the First Plan the Bank had loaned India about $120 
million. After the Aid India Consortium was organized in 1958, Bank lending 
to India rose quickly; and the entire Bank Group's commitments to India ex- 
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panded rapidly again after the founding of International Development Asso- 
ciation (IDA) in 1960. 

Mason and Asher, in their monumental history of the World Bank, ar- 
gued that lndia influenced the Bank as much as the Bank influenced India. 
Within the Bank, the thinking on how economic development takes place and 
how development can be assisted was influenced by the Bank's lending ex- 
periences in various countries and regions. The lending experience in India, 
where the economy was becoming mired in extensive controls on agricultural 
prices, interest rates, external accounts, and protection to domestic industry, 
pushed these development issues more to the forefront of the Bank's thinking 
on its role in the development process (Mason and Asher, 1973, pp. 457-73). 
The creation of IDA was due, at least indirectly, to the search by lndia and 
several other developing countries in the 1950s for an international agency to 
provide long-term credits to poor countries. Several other observers also 
noted that lndia played an important role in liberalizing the World Bank's 
outlook on two major aspects of development assistance strategy: the project 
versus program lending issue, and the private sector-public enterprise debate 
(Jha, 1973, p. 99; Veit, 1976, p. 176). I. G .  Patel, an important figure in 
Indian economic affairs, noted "the difficulties we had in the early 1960s, for 
example, in persuading the World Bank that rural electrification, even though 
not so economic in the short-run, was important and deserved World Bank 
assistance. Later, in the early 1970s, the World Bank had begun to criticize 
us for not devoting enough attention to rural electrification!" (1986, p. 215). 

Its experience with lndia offers an important case study of the World 
Bank's attempt to use leverage to influence the economic policies of a borrow- 
ing country (see also chapters 5 and 6). Until 1963 or so the Bank's influence 
on India was not significant at the macroeconomic policy level, only in the 
technical, economic, and other aspects of particular Bank projects. Toward 
the middle of India's Third Plan (1961-66), however, the Bank proposed, 
and the Indian government accepted, a comprehensive study of the causes of 
the slow pace of Indian economic development. This was the report of the 
Bernard Bell mission to India, which was released in early 1966. The report 
was critical of some aspects of Indian economic policies, mainly in the areas 
of agriculture, quantitative controls on imports, and foreign exchange. Sev- 
eral policy discussions were conducted between Bank officials and their In- 
dian government counterparts, although, as I. P. M. Cargill pointed out, sev- 
eral policy alternatives of the Bell report already had been formulated and 
considered by the Indian government (1973, p. 91). The devaluation of the 
Indian rupee in 1966 (see below) was said to have followed pressure by the 
Bank. But here again Cargill noted (p. 92) that the Indian government had 
considered devaluation and related changes in trade and exchange policies 
before the Bell report. Nevertheless, the Bell report underscored the need for 
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measures to improve the economic environment facing the Indian agricultural 
sector. 

The Bank also played an important role from 1951 on in resolving the 
dispute between India and Pakistan over waters of the Indus River system 
(Mason and Asher, 1973, pp. 595-610) and reaching a settlement among all 
parties in 1960 after long and protracted negotiations. Both Mason and Asher 
(1973) and Veit (1976) commented that the Bank's leverage was strengthened 
by the promise of substantial funds to both countries to exploit the water 
resources. Shortly after the Indus Water Treaty was signed, and then again in 
1966 and 1968, the Bank and IDA financed further development of the river 
water system. 

Until the end of 1985 total Bank loans to India amounted to $6.8 billion, 
and IDA credits, to $12.7 billion (Government of India, 1985, p. 20). The 
government report on external assistance stated cryptically that program as- 
sistance "has been totally stopped since 1976-77 and since then the entire 
assistance from the World Bank Group is tied to projects" (p. 21). The proj- 
ects financed were in nearly all sectors of the Indian economy: agriculture, 
irrigation, dairy development, rural and urban drinking water supplies, popu- 
lation and nutrition programs, fertilizer, oil, gas, railways, and telecom- 
munications. At the end of 1985 a total of 130 projects were in progress. The 
magnitude of lending and the number and variety of projects financed obvi- 
ously is not irrelevant to the leverage issue. At the project level, as opposed 
to the broad framework of macroeconomic policy, the Bank's influence has 
ensured efficient conduct. But there also have been disagreements on projects; 
for example, the Bank's technical standards on road projects were unaccept- 
able to India (Jha, 1973, p. 100). 

The Bank Group has played an important role in India in institution 
building to serve development. IDA support to India's urban planning and 
development agencies (e.g., the Calcutta Metropolitan Development Author- 
ity) was important in strengthening the nation's ability to cope with urban 
growth. Since the mid-1970s the Bank has supported the "training and visit" 
extension system (T&V) to replace the community development-derived sys- 
tem of multipurpose village-level workers (see below). The World Bank and 
IDA are now the biggest donors to India, contributing about 60 percent of the 
total assistance in 1982-83. 

The consortium led by the World Bank was a useful institutional inno- 
vation from the point of view of the donors as well as from that of India, even 
though it did not completely replace bilateral aid relations. The Consortium 
members expected that "their aid to India would be put to good use" and that 
the Indian government would pursue effective policies to promote growth; 
from the Indian side, there were expectations that "so long as reasonably 
effective policies were pursued, the international community would continue 
with financial support of India's development program" (Cargill, 1973, 
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pp. 90-91). Consortium members expected joint concerted action to influ- 
ence Indian economic policies; in reality, however, aid leverage was never 
very large or onerous, and usually it was in line with Indian thinking. 

Aid Tying Issues 

In the early years of the foreign aid program the issue of tied aid, includ- 
ing project tying, source tying, and reverse tying, was frequently raised by 
various observers in India and other countries. Project aid, for example, is 
tied aid in that it is given to cover part or all of the foreign exchange cost of 
some identifiable undertaking. Nonproject or general-purpose aid comprises, 
for example, financing for purchases of spare parts and raw materials and, 
generally, support for the balance of payments; nonproject aid may be tied to 
purchases from a specific country source. Reverse tying occurs when the re- 
payments of a loan from a specific source are made in the form of commodity 
exports to the country of the source. Aid from multilateral bodies is usually 
free from source tying because of their policies regarding global tendering. 
Project and source tying may occur when donors judge that the condition will 
lead to quicker and more efficient use of the aid and, simultaneously, enable 
the project so financed to be identified with the donor. When aid is used to 
finance the import content of new projects, the pattern of imports can become 
biased toward capital goods for new projects (see chapters 4-6). 

The issue of aid tying generally has been approached in terms of costs to 
the recipient countries. Several authors concluded that these costs were high 
(see, e.g., Bhagwati and Desai, 1970; and Chaudhuri, 1978). The true extent 
of resource transfers was about one-fifth less than the nominal amounts of the 
transfers. Unfortunately, the lack of available information makes it difficult to 
give an accurate historical account of the extent of aid tying and, hence, of 
the actual transfer of real resources. However, some investigators have noted 
broad changes over time in the extent of source tying by donors in relation to 
total aid flows. About two-thirds of the bilateral loans to India during the 
Second Plan period (1956-61) were source-tied, and this proportion in- 
creased during the Third Plan period (1961-66) to 83 percent (Balasubra- 
manyam, 1984, p. 174). However, the long-term trend has been toward a 
gradual untying of aid. Of India's thirteen main bilateral donors, eight have 
untied 60-85 percent of their assistance; only Japan and the United Kingdom 
give less than 40 percent of their aid untied (Lipton, Toge, and Cassen, 1984, 
p. 18). 

It is also difficult to document the consequence on the nominal volume 
of assistance arising from recipients' attempts to untie aid. T. W. Schultz 
provides one telling example: "Sweden recently offered India a generous 
training grant in forestry. After two years of negotiations, however, the Indian 
government was unable to eliminate the tied condition that Sweden insisted 
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upon, and the grant was for that reason not accepted. Weaker countries do not 
do what India did" (1981, p. 132). 

The early years of the foreign aid program in India were marked by 
concerns with the rather long lags between authorization of aid and its use 
(Narain and Rao, 1963; Streeten and Hill, 1968; Bhagwati and Desai, 1970). 
These lags arose essentially because much of the aid was project-tied and 
source-tied, and India's much vaunted administrative service was not ade- 
quately prepared for detailed project preparation, programming, and sched- 
uling, a task that became bigger with the increasing assumption of public 
control and ownership. Aid utilization rates are affected by a number of fac- 
tors, among them the availability of complementary factors and inputs, the 
use of import licenses for capital goods, and the length of the gestation pe- 
riods during project design. 

The rate of utilization of external assistance has not been uniform. Bhag- 
wati and Desai estimated the rate to be in the range of 26 percent to 53 percent 
during the Third Plan period. In the Fourth Plan years (1969-74) utilizations 
outpaced authorizations, and during the Fifth Plan (1974-79) aid authoriza- 
tions reached Rs 98.4 billion but utilization was only Rs 72.6 billion. From 
1979 to 1983, utilization of external assistance amounted to about two-thirds 
of the total authorizations of Rs 114.9 billion (Government of India, Eco- 
nomicSurvey, 1983-84, 1984, table 7.1, p. 152). Unfortunately, it is difficult 
to ascertain with any confidence to what extent recent trends in the rate of aid 
utilization are due to the relaxation of donor practices on aid tying and to what 
extent they are due to improvements in project procedures, changes in Gov- 
ernment of India policies on imports of capital goods, or changes in project 
composition. 

A Macroeconomic Perspective on Development Assistance to India 

The impact of development assistance depends on various factors, among 
them the share of foreign aid in the receiving country's total investment, al- 
though assessing the contribution of aid to productive capacity is difficult. 
The efficiency with which aid is used depends fundamentally on the economic 
environment within which it is employed. An assessment of its effect can be 
attempted only in conjunction with an assessment of the receiving country's 
economic policies. 

India's formal planned development began in 1951. The development 
strategy, at least in industry, was basically in place by the beginning of the 
Second Plan (1956-61); it was to use publicly sponsored industrialization to 
achieve self-reliant growth. The Industrial Policy Resolution of 1956 very 
carefully defined the various spheres of public and private sector activity. 
Much of heavy industry and equipment, rail and air transport, electricity gen- 
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eration, mining, shipbuilding, and telecommunications became the exclusive 
responsibility of the public sector. 

The policy also included the use of controls and licensing to allocate raw 
materials, increase industrial capacity, allocate foreign exchange, and control 
imports. The exclusion of private enterprise from large areas of industrial 
activity and effective exchange controls were principal deterrents to the inflow 
of private foreign capital. These administrative controls have undergone con- 
siderable refinements and adjustments, even periods of relative liberalization, 
but they still pervade nearly all spheres of economic activity. 

India's inward-looking industrialization strategy led to a diversified in- 
dustrial structure. This does not mean that the full implications of the devel- 
opment strategy were understood by the policymakers in India or, for that 
matter, by the aid givers abroad, however. The government recognized to 
some extent that the development of the capital goods industries was not 
likely to provide substantial direct labor employment. To compensate, it de- 
cided to develop the cottage and small industries sector. The policy has not 
been entirely successful, however. According to Krishna, "The volume of 
unemployment keeps growing, contrary to an important objective of Indian 
policy" (1980, p. 81). That this policy was not likely to succeed was noted 
early by several critics of Indian planning, most notably Milton Friedman. 
Peter T. Bauer quoted an unpublished 1955 memorandum prepared by Fried- 
man for the U.S. International Cooperation Administration in which he con- 
cluded that the large investment in heavy industry as well as in cottage indus- 
try "threatens an inefficient use of capital at the one extreme by combining it 
with too little labor, and an inefficient use of labor at the other extreme by 
combining it with too little capital" (Bauer, 1961, p. 59). 

Since the beginning of the First Plan the Indian economy has recorded 
an average growth rate of between 3.5 percent and 4.0 percent per year. Year- 
to-year fluctuations have occurrep, but the rate has not risen or fallen on any 
sustained basis. Table 12.2 compares Indian economic performance with that 
in selected developing countries for the periods 1965-80 and 1980-85. In 
relation to the economic performance of those other countries, India's perfor- 
mance on savings and investment has been much better than on aggregate or 
per capita income growth. Gross domestic savings as a percentage of gross 
domestic product showed a steady upward trend, from about 10 percent in 
1950-51 to 14 percent in 1965 and 21 percent in 1985. The public sector's 
share in gross domestic savings was 18.9 percent in 1950-51, 23.2 percent 
in 1960-61, 17.6 percent in 1970-71, and about 21 percent in 1981-82. 
The rate of gross domestic investment as a percentage of GDP also has risen 
over the past three decades. Although the ratio of added capital to increases 
in output rose steadily, investment in the public sector has had a very low rate 
of return, essentially because of inefficiency. 



Table 12.2. Some Economic Indicators: India and Selected Developing Countries 

GDP Agriculture Manufacturing Gross Domestic Gross Domestic Percentage of Labor Force in 
Growth Rate (%) Growth Rate (%) Growth Rate (%) Savings investment 

Per Capita (90 of GDP) (% of GDP) Agriculture Industry 
GNP 1965- 1980- 1965- 1980- 1965- 1980- 

Country (1985 $) 80 85 80 85 80 85 1965 1985 1965 1985 1965 1980 1965 1980 

India 270 3.8 5.2 2.8 2.7 4.4 5.6 I4 21 18 25 73 70 12 13 
China 310 6.4 9.8 3.0 9.4 9.5 12.4 25 34 25 38 81 74 8 14 
Pakistan 380 5.2 6.0 3.3 2.1 5.3 10.1 13 5 21 17 60 55 18 16 
Sri Lanka 380 4.0 5.1 2.7 4.0 3.2 5.5 13 13 12 25 56 53 14 14 
Philippines 580 5.9 -0.5 4.6 1.7 7.5 -1.2 15 13 21 16 58 52 16 16 
Turkey 1,080 6.3 4.5 3.2 2.6 7.5 7.9 13 16 I5 20 75 58 11 17 
Brazil 1,640 9.0 1.3 4.7 3.0 9.8 1.2* 27 22 25 16 49 31 20 27 
Mexico 2,080 6.5 0.8 3.2 2.3 7.4 0.0' 21 26 22 21 50 37 22 29 
SouthKorea 2,150 9.5 7.9 3.0 6.3 18.8 9.0 7 31 15 30 55 36 15 27 

Sources: World Bank, World Development Repon, 1987 (New Yak: Oxford University Press, 1987); idem, World Development Report, 1988 (New York: Oxfard 
University Press, 1988). 
'1980-86. 
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The increases in saving and capital formation did not result in rapid eco- 
nomic growth, however. Strict licensing and controls on the growth of indus- 
trial capacity and direct quantitative controls on imports bred considerable 
inefficiency in the use of scarce resources. There is some evidence of declines 
(over the period 1959-79) in total factor productivity in several industry 
groups (e.g., metal products, petroleum products, wood and cork manufac- 
tures, rubber products, chemical products, and nonelectrical machinery) and 
of rising capital output ratios in nearly all industry groups (Ahluwalia, 1985, 
pp. 131-32). 

Development Assistance and the Foreign Trade Regime 

Bhagwati and Srinivasan (1975)4 examined the Indian government's in- 
terventions in the foreign trade sector from 1950 to 1970 and the methods by 
which scarce foreign exchange was allocated in order to ascertain the static 
efficiency effects of the foreign trade policies and their effect on growth. The 
investigators concluded that the basic strategy of industrialization (detailed 
industrial targeting and licensing, coupled with strict import licensing) was 
detrimental to the growth of the economy "by adversely influencing export 
performance, by wasteful inter-industrial and inter-firm allocation of re- 
sources, by permitting and encouraging expansion of excess capacity and by 
blunting competition and hence the incentives for cost-consciousness and 
quality-improvement" (p. 245). The industrialization and trade policies rein- 
forced each other by effectively eliminating domestic and foreign competition 
and, hence, the incentives for efficiency. 

With its low ratio of exports to national income throughout the 1950s 
and 1960s, India's share in total world trade fell as exports remained heavily 
biased toward "traditional" items (e.g., tea, jute manufactures, and cotton 
textiles). Because these commodities were believed to have poor export 
growth prospects, the government's policy of import-substituting indnstrial- 
ization was reinforced despite the rising capital intensity of the policy. 

The first severe foreign exchange crisis occurred soon after the Second 
Plan (1956-61) began. Although significant amounts of aid flowed into India, 
exports continued to stagnate, and the resulting foreign exchange crises led to 
the imposition of a quantitative-restrictions regime. The government made 
some tentative attempts to promote exports, but very little was accomplished. 
The large inflows of foreign aid became a painless substitute for foreign ex- 
change earned via exports, and India was able to maintain a higher rate of 
investment than would have been possible if aid flows had been smaller. 

Beginning in the early 1960s the government followed a policy of export 
subsidies and licensing preferences that reflected selective intervention with 
little economic rationale. However, the subsidies reduced the average degree 
of overvaluation of the Indian rupee. Export subsidies and increased use of 



Table 12.3. Some External Sector Indicators: India and Selected Countries 

Merchandise Manufactured Average Annual Growth Rate (%) Total Long- 
Trade, I985 Exports term Debt Long-term 
($ millions) ($ millions) Expaas lmpons Outstanding, 1985 Debt Service 

as % af Ex- 
Country Exports Imports 1965 1985 1965-80 1980-85 1965-80 1980-85 $Millions %of  GNP ports, 1985 

India 10,260 14,608 828 5,890 3.7 4.6 1.6 2.2 29,743 15.0 12.7 
China 27,327 42,526 1,021 13,380 5.5 8.8 8.0 17.6 7,O2Oa 2.6 7.Sb 
Pakistan 2,740 5,890 190 1,73 1 4.3 2.4 0.5 3.9 10,707 31.7 30.0 
Sri Lanka 1,333 1,832 5 398 0.5 7.3 -1.1 1.5 2,914 49.2 14.7 
Philippines 4,629 5,459 43 2,534 5.7 -2.1 2.9 -5.9 16,559 52.1 19.5 
Turkey 8,255 11,035 11 3,849 5.5 25.3 7.8 10.1 18,180 35.4 32.1 
Brazil 25,637 14,346 134 8,911 9.4 6.6 8.3 -9.1 91,094 43.8 34.8 
Mexico 21,866 13,459 165 7,129 7.7 10.1 5.7 -11.3 89,010 52.8 48.2 
South Korea 30,283 31,129 104 27,669 27.3 13.0 15.2 9.8 35,756 43.0 21.5 

Sources: World Bank, World Developmenr Repon, 1987 (New York. Oxford University Press, 1987); ldern, WorldDevelopmenz Report, 1988 (New York: Oxford 
University Press, 1988). 
'Public and publicly guaranteed only. 
b1986. 
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import duties led to a gradual de facto devaluation that culminated in the 
formal devaluation of the Indian rupee in June 1966. This move effectively 
rationalized and unified the multiple exchange rates that had emerged from 
the myriad subsidies and controls on exports and imports. It was the begin- 
ning of a new phase in which export subsidies were eliminated and import 
duties were reduced. 

The political fallout from the devaluation was heavy. Within India it was 
viewed as an attempt by the Aid lndia Consortium to influence policy, hence 
the aid relationship with the Western aid donors deteriorated. Yet the Indian 
government had thoroughly considered the devaluation of the rupee and the 
related changes in trade and exchange rate policies before the Bell report. If 
anything, "the actual timing of the devaluation came as a surprise to the 
World Bank" (Cargill, 1973, p. 92). 

The devaluation and other export promotion measures of the late 1960s 
contributed importantly to Indian export performance from 1970 to 1985. The 
oil price increases of the early 1970s and the drop in external aid made an 
export drive imperative. Between 1970 and 1975, exports grew, in current 
prices, over two and one-half times, and they more than doubled between 
1975 and 1982. Yet the quantum index of exports in 1980-81 was only 80 
percent above the 1970-71 figure. In fact, India's share in total world exports 
fell steadily after 1970 to only 0.4 percent in 1981. 

To a large extent, the growth and composition pattern of Indian imports 
has been determined principally by development strategy, particularly the 
policy of establishing an adequate indigenous capacity in the basic industrial 
sectors (e.g., machinery and transportation equipment). Consequently, the 
import share of mineral fuels and lubricants increased rapidly after 1970 with 
the rise in oil prices. Periods of liberalized trade have been brief and tentative 
at best, relying heavily on quantitative restrictions. Currently, a cumbersome 
scheme of export subsidies, quotas, and licenses as the main instruments of 
import control continues to characterize the trade regime, and India remains 
a relatively closed economy with slow economic growth. 

Table 12.3 provides some comparative external sector data for India and 
a number of other countries. The data reflect the outcome of an inward- 
looking development strategy that has resulted in both export and import 
growth at much lower rates in lndia than in most other countries in the com- 
parison group. India's debt situation also reflects India's reluctance in the past 
to borrow from private capital markets abroad. What is more important, how- 
ever, in the light of recent attempts at trade libefalization and relaxation of 
controls on investment, there is potential for India to accelerate its growth by 
increasing borrowings in private capital markets abroad, which should also 
permit greater capacity utilization of existing plant and equipment and fuller 
use of India's skilled and unskilled labor resources. 
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Agriculture and Rural Development 

At the time of independence Indian agriculture was in a sorry state. Total 
foodgrain production was stagnant, use of modern inputs was low, and the 
quality of rural life held little hope for most of the population. Since then, 
some regions of the country have been completely transformed. Agriculture 
still dominates the country's economy, accounting for about one-third of the 
gross domestic product in 1985. The percentage of the total agricultural labor 
force is about 70 percent, not much lower than it was in 1965. About 70 
percent of total crop production is in foodgrains: nearly 40 percent in rice and 
about 33 percent in wheat. 

Foodgrain production has risen over 3 percent per year, from about 50.8 
million tons in 1950-51 to about 150 million tons in 1985-86, which ranks 
favorably with the growth rates achieved in the developed world, yet the per 
capita increase was only about 1 percent per year. From 1965 to 1980 the rate 
of growth of Indian agricultural output exceeded that of all low-income coun- 
tries except Pakistan and China. During 1980-85 the growth rate in India was 
at the level of the earlier period and was less than one-third that of China but 
higher than that of Pakistan and even that for lower-middle-income countries 
(World Bank, 1987, p. 204). Foodgrain production grew largely as a result of 
increases in acreage during the 1950s but as a result of yield increases during 
the 1960s. Net irrigated area grew about 26 percent between 1950-51 and 
1965-66 but about 44 percent between 1965-66 and 1980-81. Irrigation 
increased the wheat area over fourfold between 1950 and 1980, and the rice 
area, about 60 percent. Fertilizer consumption (in kilograms of plant nutrient 
per hectare of arable land) more than tripled between 1970 and 1982. 

Growth rates of agricultural output for various subperiods depend, of 
course, upon the selected end years. For example, T. N. Srinivasan (1979) 
found that food output grew more or less uniformly between 1950 and 1978, 
with no evidence of either acceleration or deceleration after 1967-68. Bar- 
dhan (1984, p. 11) noted that despite impressive gains in wheat output and 
yields after 1967, the overall rate of growth was not accelerated after the 
Green Revolution of the late 1960s. The pace of oilseed and fiber production 
slowed after 1967, and the output of pulses, an important source of protein, 
was essentially stagnant between 1970 and 1982. 

The government and international donor agencies devoted substantial re- 
sources to agriculture; the ultimate effect has been to alter the economic, 
institutional, and technological environment of Indian farmers. Agriculture is 
in the private sector in India in the sense that day-to-day decisions rest with 
millions of farm families. Neither the Indian government nor aid givers have 
had a systematic, long-term view of the conditions essential to effecting ag- 
ricultural modernization. The presumption was that investments in physical 
infrastmcture were not only necessary but sufficient to generate and sustain 
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economic growth, a view that is partly attributable to the inadequate under- 
standing, from our current perspective, of the economic modernization pro- 
cess. Even so, the U.S. and other bilateral and multilateral assistance to Iu- 
dia's agricultural sector was fundamental to the growth of that sector. 

Like the industrial sector, the agricultural sector in India received aid 
from various sources; however, the aid to agriculture was more specialized. 
The United States and, to some extent, Canada financed food and fertilizer 
imports as well as a large number of agriculture programs and projects, 
whereas other countries concentrated on narrow areas within agriculture. De- 
velopment assistance from Australia, New Zealand, Denmark, Switzerland, 
the Netherlands, and Hungary went largely to animal husbandry, including 
dairy development and processing of animal products; Norway, Sweden, and 
Finland aided primarily forestry and fisheries; West Germany contributed sig- 
nificantly to area development programs; Japan aided agricultural extension; 
and the Soviet Union assisted a large mechanized farm in Suratgarh. Sizable 
assistance was also provided by the World Bank and IDA and by nonofficial 
sources, such as the Ford and Rockefeller foundations. 

IDA commitments for agriculture and rural development between 1961 
and 1982 totaled nearly $4 billion, about 40 percent of total IDA agricultural 
commitments. The credits went to nearly every segment of agriculture (e.g., 
irrigation, flood control, agricultural credit, food storage, and research and 
extension), with the majority going to irrigation and agricultural credit. The 
Indian seed industry, both public and private sector firms, was supported by 
IDA, and with FA0 and the World Food Program, IDA played an important 
role in the phenomenal growth of milk production between 1970 and 1985. 

India's government has devoted substantial resources to agriculture, from 
Rs 7.2 billion in the First Plan to over Rs 61.3 billion in the Fifth Plan and 
Rs 97.5 billion in the Sixth Plan, in current prices. The allocation of resources 
has fluctuated among the various plan periods but consistently has been over 
20 percent. 

Even before substantial investments were made in irrigation to increase 
the productive capacity of the land, a principal emphasis was on altering 
people's motivations and attitudes toward change. Implicit in India's rural 
development policy was the view that farmers are tradition-bound, economi- 
cally unresponsive people who lack the motivation and ability to efficiently 
use the resources at their disposal. The first, and by far the most ambitious, 
effort to tackle the tremendous task of raising income, productivity, and qnal- 
ity of life in the rural population was the community development program 
(see also chapter 10). Begun in October 1952, the program was a multipur- 
pose, broad, frontal attack on every aspect of village life: agriculture, physical 
infrastructure (e.g., roads and wells), education, health, cottage industry, co- 
operative organizations, the role and status of women, emancipation of the 
"untouchable" class, and land reform. The U.S. government and the Ford 
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Foundation provided more than $100 million for the community development 
program between 1951-52 and 1960-61 (Brown, 1971, p. 5). In terms of 
resources, the outlays for the program were only about one-fifth of those for 
major irrigation works. 

Several observers of the community development program concluded 
fairly early on that a rapid increase in agricultural production could not be 
achieved by relying on available agricultural technology. A U.S. Technical 
Co-operation Mission recommended in 1953 that the Indian government real- 
locate some community development funds away from demonstration-based 
extension activity to agricultural research on new agricultural technology. 
This recommendation was also stressed in 1955 by a Joint Indo-American 
Team on Agricultural Research and Education and in 1958 by the govern- 
ment's own Nalagarh Committee. Although the output and productivity gains 
due to the community development program were small, the program went a 
long way toward improving village environments and establishing certain ad- 
ministrative stluctures that still function. 

The focus of policy shifted in the early 1960s with initiation of the Inten- 
sive Agriculture District Program (IADP), created to increase output rather 
than improve conditions of rural life. The IADP demonstrated how to achieve 
rapid increases in production in certain areas by concentrating scarce re- 
sources (fertilizers, pesticides, water, credit, technical and farm management 
assistance, etc.) in the more responsive districts, that is, those more likely to 
succeed. The IADP was assisted by the Ford Foundation, the United States, 
and the Japanese government. The Indian government and the state govern- 
ments provided more than $30 million for the first five years of the program 
(Brown, 1971, p. 14). Evenson and Kislev (1975, p. 106) estimated that a 
total of about $100 million was spent on the program up until 1975, about 
one-half the amount directed to research activities for improving crop produc- 
tion in the entire country during the 1960s. 

In the IADP experiment the use of modern inputs (especially fertilizer) 
expanded, yet the increase in output was small. The reason is that no new 
biological sources of growth in production had been generated by the Indian 
agricultural research system, which in its infancy focused research on ways 
to reduce the risks arising from drought and pests, for example, rather than 
on raising yields. Increased use of fertilizer and other modem inputs did not 
yield large increases in output until new seed varieties that could effectively 
respond to new chemical nutrients became available. New biological tech- 
nology could not be brought in from abroad because of the location specificity 
of such technology. India's relatively undeveloped agricultural science capac- 
ity constrained the adaptation and development of more appropriate tech- 
nology. Further, significant differences in soils, weather, and environmental 
conditions limited the possibilities for using new plant technology across dif- 
ferent geoclimatic zones even within India. 
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Simultaneously with the IADP program there was under way an impor- 
tant institution-building program that was to lay the foundation for a science- 
based agriculture in India. This program received substantial assistance from 
the Rockefeller Foundation, the Ford Foundation, the U.S. government, and 
other agencies that provided scientists and technicians, financed the foreign 
training of Indian scientific personnel, and laid the basis for a growing and 
vigorous research establishment. The technological capacity to produce new 
sources of permanent income was achieved by a combination of critical po- 
litical leadership in lndia and a long-term commitment of financial and human 
resources from donors (Lele and Goldsmith, 1989). The physical facilities for 
agricultural research and the scientific capacity to produce a steady stream of 
scientific knowledge and methods applicable to Indian conditions are an im- 
portant prerequisite for sustaining agriculture (see chapter 9). The program 
has made rapid progress. 

The Indian agricultural research system has been characterized as one of 
high caliber relative to those of most other developing countries and even 
those of some developed countries. Ruttan described the system as "clearly 
one of the half-dozen most significant national agricultural research systems 
in the world in terms of resources employed and level of scientific activity" 
(Ruttan, 1982, p. 95). The Indian Council of Agricultural Research coordi- 
nates and guides the country's agricultural research and education; thirty-two 
central research institutes and seven soil conservation research and training 
centers are under its jurisdiction. There are now twenty-one agricultural 
universities, seventy-three agricultural colleges (including those at the agri- 
cultural university campuses), and twenty-one veterinary colleges. During 
the 1960s six U.S. universities under USIAID-financed contracts assisted in 
developing the teaching, research, and extension programs in the agricul- 
tural universities; the first such university started functioning in Uttar Pradesh 
in 1960. 

In a general sense, scientific personnel and capital and current expendi- 
tures are the inputs for the agricultural research system. The output is new 
knowledge. Whether it is embodied in new but conventionally defined pro- 
duction inputs or whether it serves to alter existing input combinations, the 
knowledge must be treated as a production input that affects the productivity 
of agriculture. The outstanding achievement of the agricultural research estab- 
lishment has been the attainment of food self-sufficiency by India. Most of 
the increase in the production of cereals occurred after 1965, mainly owing 
to the introduction of the high-yield varieties of wheat, rice, and maize and 
their adaptation to Indian local environmental conditions. The agricultural 
scientists "were not the mere recipients of this (plant) material but they lm- 
proved it significantly" (Randhawa, 1979, p. vi). The investments in Indian 
agricultural research have yielded very high returns in terms of agricultural 
productivity (see chapter 9). 
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The cumulative effect of the government's commitment to providing in- 
puts, agricultural credit, the timely distribution of modern seed varieties, and 
the management of water resources, along with its price policy, is a relatively 
promising outlook for Indian agriculture. Foreign assistance played a crucial 
role in the development of the agricultural research system and of the infra- 
structural support for agriculture in India; it is one of the great success stories 
of the international donor community. 

Food Aid Impact 

Bilateral and multilateral aid to India for agricultural and industrial de- 
velopment was considerable, but it did not generate the kind of controversy 
or debate that food aid did. During the First Plan India imported significant 
amounts of food only during the first year, 1951-52. Foodgrain prices were 
stable during that period. From the beginning of the Second Plan (1956- 
61), however, India's food imports began to increase. The trend of agricul- 
tural production was upward, but fluctuations occurred; consequently, in the 
absence of adequate stocks of food or foreign exchange, the government en- 
tered into an agreement with the United States for assistance for the import of 
foodgrains. 

The era of food aid opened with the U.S. Agriculture Trade and Adjust- 
ment Act of 1954 (PL 480). As PL 480 was originally enacted, food could be 
provided to recipient countries under three titles: Title I shipments were sold 
to recipient countries for local currency, which was accumulated by the 
United States in the recipient country and used to meet U.S. expenses there; 
Title I1 covered food donations for school meals and work programs; and Title 
I11 allowed the barter of U.S. food for strategic goods needed by the United 
States. For India, Title I shipments amounted to nearly 90 percent of all PL 
480 shipments. Between 1955 and 1976 India received the most food aid of 
any country under PL 480: over 50 million tons of agricultural commodities, 
only slightly less than the combined shipments to Pakistan, South Korea, 
South Vietnam, and Egypt (Shenoy, 1974, p. 32; Isenman and Singer, 1977, 
p. 231; Tarrant, 1980, p. 247). The commodities included wheat, rice, maize, 
milo, cotton, dairy products, tobacco, and soybean oil. Wheat shipments 
dominated the program. U.S. food aid to India was about $2.4 billion between 
1950 and 1971, about 53 percent of all U.S. aid to India during that period. 
From 1972 to 1985, U.S. food aid to India was about $1.8 billion, about 
69 percent of total U.S. aid to India in that period (USIAID, U.S. Overseas 
Loans and Grants, various issues). 

The nature and magnitude of these shipments, especially in the mid- 
1960s, and their effect on the development of the agricultural sector and on 
the overall economic development of India, especially whether food aid im- 
ports acted as a disincentive for domestic producers by depressing the price 
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below the price that would have ruled in the absence of the aid, have been 
studied extensively. A related focus was whether the availability of food im- 
ports reduced the recipient's efforts to improve its agricultural situation by 
causing a misdirection of investment away from agricultural improvement. 

T. W. Schultz (1960) was the first to express some concern with the 
possible negative effects of agricultural commodity aid on recipient countries. 
He provided the classic argument that other things remaining unchanged, food 
aid imports, by adding to domestic supplies, lower the price and hence, given 
a positively sloping supply curve of agricultural products, lower agricultural 
output. Others disagreed with him: they denied that production responded to 
changes in price; if such responsiveness was present, it was small (Mann, 
1967; Streeten and Hill, 1968; Rogers, Srivastava, and Heady, 1972; Srivas- 
tava et a]., 1975; Isenman and Singer, 1977). Isenman and Singer found little 
systematic evidence of the detrimental effect of that food aid on yields. 

Between 1956 and 1960 Title I food aid amounted to about 3 percent of 
India's gross domestic production of foodgraius. The largest shipments oc- 
curred from 1965 through 1967, when food aid amounted to nearly 9 percent 
of India's own production of foodgrains (Isenman and Singer, 1977, p. 231). 
Food aid to India was tied aid: India could not untie it by shipping out the 
food. Food aid was repayable in rupees if not in dollars. Its grant equivalent 
was not the same as its nominal value, which was itself distorted because of 
its valuation at U.S. domestic farm support prices, which exceeded world 
prices. Even so, food aid played an important role in providing resources to 
the government. Isenman and Singer (1977, pp. 235-36) estimated that food 
aid equaled 10 percent or more of gross investment in the Indian economy in 
the first half of the 1960s. At a time when the government's investment effort 
and nonagricultural output were increasing, the availability of food aid re- 
strained wages growth and offset the risk that the investment program would 
worsen the food situation in the inevitable years of low rainfall. 

The basic developmental strategy of the Indian government during the 
Second and Third plans, with its emphasis on import-substitution industrial- 
ization and the creation of infrastructure, was supported by the food aid India 
received. The aid, essentially a short-term solution to the problem of disas- 
trous harvests caused by the weather, helped to feed millions of poor people. 
India was not neglecting a long view on food and agriculture. The share of 
agricul~re in total plan outlays during the First Plan (itself somewhat over- 
stated owing to the inclusion of projects begun earlier) was larger than during 
the Second or Third plan; over the long haul, however, the share of agriculture 
in plan outlays has not varied very much and has been consistently over 20 
percent. Actual expenditures for agriculture, in nominal and in real terms, 
during the Second and Third plans were substantially higher than during the 
First Plan. Large investments were made in major and minor irrigation pro- 
jects, flood control, fertilizer, rural electrification, and community develop- 
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ment, undertaken to increase food output. Agricultural research and institu- 
tion building also were under way. The Indian government and the donors 
could not have foreseen the development, adaptation, and rapid spread of the 
new rice and wheat varieties that were appearing during the years of the big- 
gest food aid shipments. Ultimately, then, even in the absence of food aid, it 
is unlikely that the basic thrust of India's development strategy would have 
changed. 

Conclusions 

Foreign aid to India has been small relative to her population and com- 
pared with her GNP. But the aid financed significant shares of India's gross 
investment and imports, for example, over one-sixth of gross domestic capital 
formation and one-half of imports during the 1960s. Subsequently, the pro- 
portions dropped to around 6 percent of gross domestic capital formation and 
about 15 percent of India's imports. Foreign aid sustained the growth of both 
industrial and agricultural capacity in India, the food aid playing a crucial role 
during years when the food situation was tight. 

Furthermore, foreign aid brought policy dialogue at the micro project or 
sector level and at the overall macroeconomic policy level. The policy lever- 
age exemd by U.S. foreign aid was, in Indian eyes at least, heavy-handed. In 
fact, the devaluation of the rupee in 1965-66 generated considerable resent- 
ment toward the United States and other Western donors. Since that low point, 
the aid relationship has evolved to one of greater mutual understanding and 
respect. 

India is now self-sufficient in food, and aid represents less than 2 percent 
of India's national income. The biggest donors are the World Bank and IDA. 
India has developed considerable expertise in formulating policy. There is 
increasing recognition that the effectiveness of aid can increase only with 
more meaningful dialogue between India and the Bank Group on both the 
sector and overall policy levels. 

Although India remains a poor country, impressive growth has occurred 
in physical infrastructure and production capacity in many sectors, and the 
educational, research, and financial institutions are strong. In agricultural sci- 
ence, medicine, and general engineering both the institutions and the person- 
nel are of high quality. It is true that most of the resources in education and 
research came from within India, but foreign aid had a key role in developing 
the infrastructure and the institutions necessary for economic growth. Still, 
given the industialization and trade strategies pursued by India, the effect of 
the inflow of foreign resources was at best modest. 

Economic assistance for agriculture and rural development financed mas- 
sive investments in the rural infrastructure of irrigation, power, roads, and 
communications. These investments could not have yielded high returns with- 
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out the complementary investments in education and research. Biochemical 
and, to a lesser extent, mechanical technology in agriculture is highly loca- 
tion-specific. Thus the increased use of fertilizers and other modern inputs 
did not yield large increases in output until new seed varieties became avail- 
able. Similarly, massive investments directed to changing peoples' attitudes 
and motivations were ineffective as long as inadequate attention was paid to 
the development of new sources of income and economic incentives provided 
for the users of these new inputs. Aid for agricultural research and education 
was spectacularly successful because it was properly adapted to Indian con- 
ditions by Indian administrators. Here, again, the success that seems apparent 
now was less so earlier. 

Much has been learned from the Indian experience by the Indians, the 
economics profession generally, and the donor agencies. The task remains to 
improve and strengthen institutions, raise productive efficiency, and provide 
employment opportunities for India's millions. Ultimately, India's future eco- 
nomic performance will depend upon its internal and external economic 
policies. 



Assistance to Korea 

ANNE 0. KRUEGER 
AND VERNON W. RUTTAN 

In terms of overall development, South Korea is the 
most successful of the countries studied in this survey. It illustrates the ex- 
treme difficulty of assessing the influence of external aid on the development 
policies and achievements of aid recipients.' 

Because of the uniqueness of the Korean experience and its lessons for 
the assessment of aid generally, this chapter focuses on the period 1953 to 
1975, the years when aid was a very important factor in South Korean devel- 
opment and the economy was transformed from one that was dependent and 
relatively slowly growing, with numerous distortions in its incentive struc- 
ture, into the most rapidly growing economy in the entire world. After briefly 
outlining the economy's structure and growth during and after the years under 
review, we describe the aid relationship and the lessons learned therefrom. In 
the following sections we discuss the relationship between trade and aid; and 
assistance to agricultural and rural development. 

Economic Growth in South Korea 

Korea was a Japanese colony until 1945, when it was liberated by the 
Allied military forces. The upheaval that followed was economically difficult. 
When Japan withdrew, the monthly rate of inflation was in excess of 100 
percent. Most businesses were Japanese-owned, and normal trading ties were 
disrupted. These difficulties were worsened by partition of the Korean penin- 
sula in 1945. 

The 1945-50 period was dominated by reconstruction. Major resources 
were devoted to developing the Korean educational system. A relatively egali- 
tarian land reform that transferred land to the tiller was successfully accom- 
plished. The American military government and the U.S. Economic Coopera- 
tion Administration (ECA) were instrumental in accomplishing both the land 
and the educational reforms. By 1948-49 the South Korean economy was 
beginning to revive, because of the relatively large transfer of resources by 
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the military government (until 1948) and by the ECA (after 1948). 
By 1949 the future of South Korea, and of economic assistance, was 

hotly debated in the U.S. administration and Congress. The debate ended in 
late spring 1950 with the beginning of the Korean War. The United States 
provided massive assistance throughout the war years (until 1953), most of it 
in military equipment and supplies (including food) essential to waging the 
war. The end of hostilities in August 1953 found the Korean economy even 
more devastated than it had been previously. Most of the progress between 
1945 and 1950 was undone, and the economy's infrastructure-roads, ports, 
and schools-was severely damaged. Among the longer-term legacies of the 
war were a high rate of inflation (in excess of 50 percent per year from 1953 
to 1957) and an elaborate system of exchange control and multiple exchange 
rates. 

The reconstruction period in South Korea started with an extreme mac- 
roeconomic imbalance that was partly offset by sizable inflows of U.S. aid 
during the 1950s (see below). Suh (1986) estimated that between 1954 and 
1959 approximately 70 percent of all reconstruction investment was financed 
by foreign assistance primarily from the United States. Three structural fea- 
tures were particularly important for the dramatic difference in the Korean 
economy during the 1950s and the 1960s: 

1. Like the economies of most developing countries, the Korean econ- 
omy was predominantly agricultural in the 1950s. In 1954 the primary sector 
accounted for over 50 percent, and manufacturing for only 5.3 percent, of 
GNP (tahle 13. Even in 1962 the primary sector accounted for 45.3 per- 
cent of GNP, and manufacturing for only 9.1 percent. In short, despite some 
change in the relative importance of primary and secondary industry during 
the 1950s, structural transformation was relatively slow. 

2. Ptivate consumption accounted for 80 percent of GNP in 1954, while 
investment accounted for only 11.9 percent. The domestic savings rate was 
low. Foreign savings, primarily aid, accounted for 5.3 percent of GNP. In- 
deed, net domestic saving was negative in 1956 (see Krueger, 1979, table 
52). The situation was still relatively unchanged by 1962: domestic savings 
were lower-3.3 percent-and foreign savings higher as a percentage of 
GNPthanin 1954(table 13.1). 

3. Foreign aid was very important. Imports doubled in relation to GNP 
between 1954 and 1964, reaching 15 percent of GNP by the early 1960% 
while exports rose from only 0.8 percent to 2.0 percent. 

Thus, despite the opportunities for rapid growth in the postwar recon- 
struction period, Korean economic growth from 1954 to 1962 was relatively 
slow. The inefficiencies associated with the foreign exchange shortage and the 
multiple exchange rate system, with the inevitable corruption surrounding its 
administration, diverted resources from the export sector, and consequently 



Table 13.1. Major Indicators of Korean Economic Growth, 1954- 1982 

Average Annual Growth Rate (%) 

1954 1962 1972 1982 1954-62 1962-72 1972-82 1962-82 

1. Population (millions) 
2. GNP (1975 constant billion won) 

Primary industry 
(Share of GNP, %) 

Manufacturing 
(Share of GNP, %) 

Social overhead and services 
(Share of GNP, %) 

Per capita GNP (1975 constant won) 
Per capita GNP (1975 constant dollars) 
Per capita private consumption (1975 constant won) 

3. Exports and importsa 
Commodity exports, f.0.b. ($ millions) 
Commodity imports, c.i.f. ($ millions) 
Share of manufactured exports in total (%)b 

Ratio of commodity exports to GNP(%) 
Ratio of commodity imports to GNP(%) 

4. Investment and savingsa 
Share of gross domestic investment in GNP(%) 
Share of manufacturing investment in total fixed 

investment (%) 
Domestic saving rate(%) 
Foreign saving rate(%) 

Source: Kwang-suk Kim and Joon-kyung Park, Sources of Economic Growth in Korea: 1963-1982 (Seoul: Korea Development Institute, 1985). 
'Based on current price data. 
bThe Ministry of Commerce and Industry's estimates reported in Economic Planning Board, Major Stotisrics of Korean Economy (Seoul, 1982), p. 217 
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export earnings failed to grow significantly. Instead, resources were drawn to 
the import-competing sectors, where the margin of domestic over foreign 
prices was sizable. 

Starting in the late 1950s a series of policy reforms were undertaken. 
The first step was the general tightening in 1958 of macroeconomic poli- 
cies-monetary and fiscal-in response to reduced aid levels. A pronounced 
slowdown in the rate of inflation ensued from an average of 36 percent for the 
1953-57 period to 3.8 percent for the years 1958-60 (Mason et al., 1980, 
table 19). 

The second step was the liberalizing of economic policy (Balassa, 1985). 
A massive devaluation and a consolidation of the exchange rate system took 
place. The purchasing-power-parity effective exchange rate for South Korean 
exports rose from 223.8 won per dollar in I955 to 319.6 in 1960, an increase 
of 42 percent in real receipts per dollar of commodities exported! The ex- 
change rate reform was accompanied by the installation of additional export 
incentives (e.g., subsidies, access to subsidized credit, and rights to import 
goods duty-free). Although the South Korean government was unable initially 
to contain the rate of inflation, it maintained export incentives through 
changes in the subsidy rates between formal devaluations. Exporters were 
assured throughout the 1960s that whatever the domestic inflation rate, their 
real return on exports would be protected. After his election in 1963, Presi- 
dent Park was almost single-mindedly committed to economic growth. The 
initial success of the export-oriented drive led him, and the entire govern- 
ment, to associate the reforms with the export successes. 

Other policy measures should also be noted. In 1964 budgetary reforms 
substantially reduced the government's deficit from about 5.2 percent of GNP 
in 1962 to 0.6 percent by 1965. This drop, along with credit reforms, gen- 
erated a markedly lower rate of inflation: about 10 percent annually, half 
the 1960-64 rate.3 Interest rate reforms followed. Earlier the government's 
ability to direct credit had been an important instrument in subsidizing various 
producing sectors-initially fanners and import-subsidizing industries, sub- 
sequently export industries. 

Conditions after 1965 cannot be described as those of a fully free market. 
Yet the rate of interest to domestic savers increased substantially-from 
12 percent to 26.4 percent-and bank lending rates rose markedly. In each of 
the first three years after the interest rate reform, savings deposits in commer- 
cial hanks doubled and the ratio of savings deposits to GNP rose from 
3.8 percent in 1965 to 21.7 percent in 1969 (Suh, 1986). This rise, combined 
with the substantial reduction in the rate of inflation, significantly increased 
the cost of credit to borrowers and greatly reduced the subsidy element in 
loans from the banking system.' 

Some of the other reforms that permitted the economy to grow rapidly 
were a liberalization of the import system and streamlining of the customs 
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Table 13.2. Indicators of Korean Growth, 1960-1970 (Average Annual %) 

Year PTimary Sector lndustry Services Exports GNP 

Source: Edward S. Mason et sl., The Economic ondSociol Modernimtion of the Republic of 
Korea (Cambridge: Harvard University Press, 1980), table 12. 

and other procedures surrounding export and import regulations and entitle- 
ments. The government itself was a major actor in the transformation, since 
it maintained the capacity of ports, communications, and transport to deal 
with the rapid increase in volume. Perhaps most significant was the govern- 
ment activity in the economic sphere: almost single-mindedly it facilitated the 
export drive, the hallmark of South Korea's dynamic economy. 

Some indicators of the transformation are given in tables 13.1 and 13.2. 
The annual data (table 13.2) show that the first few years of the export drive 
were "successful" only in hindsight. Real GNP growth during the early 1960s 
was not significantly different from that of the late 1950s. The only real 
change apparently was in the rate of export growth. The overall rate of eco- 
nomic growth was adversely affected by the poor crops of 1960 and 1962. By 
the mid-I960s, however, the possibility of successful development and self- 
sustaining growth was beginning to he apparent. In most observers' minds the 
question still was how long the rapid rate could be sustained. As it turned out, 
it was sustained for more than twenty years and completely transformed the 
structure and performance of the Korean economy. 

There was a dramatic change in economic structure between the early 
1960s and the early 1980s. The share of the primary sector in GNP fell from 
45.3 percent in 1962 to 19.2 percent in 1982 despite the fact that primary 
sector output grew at the very satisfactory rate of 3.9 percent annually. The 
share of manufacturing rose from 9.1 percent to 34.2 percent during the 
same period. Even more striking was the rise in the ratio of gross domestic 
investment, from 12.8 percent of GNP in 1962 to 26.2 percent in 1982. Dur- 
ing the same period exports rose from 2.0 percent to 31.8 percent of GNP 
(table 13.1). 



Assistance to Korea 231 

Productivity growth has been a greater source of economic growth in 
South Korea than in most developing countries. In their very careful study, 
Kwang-suk Kim and Joan-kyung Park found that growth in the conventional 
factors of production-labor and capital-accounted for 55.4 percent of the 
growth in output between 1963 and 1982, and the nonconventional fac- 
tors.-scale economies, advances in knowledge, and reallocation of resources 
from low- to high-productivity sectors and education-accounted for 44.6 
percent (1985, pp. 166-67). 

By any standard the South Korean story is one of success, to a degree 
previously regarded as unattainable. South Korea has few natural resources. 
The oil price increase and commodity price boom of 1973-74 affected the 
economy to a greater extent than in many other countries. The government, 
nonetheless, managed to pass on the price increases, encourage domestic sav- 
ing, respond with new export activities (e.g., construction in the Middle 
East), and sustain the momentum of economic growth. The rate of growth of 
real GNP in South Korea was 9.1 percent between 1962 and 1972 and 7.7 
percent between 1972 and 1982 despite some severe difficulties. In the late 
1960s the real exchange rate was not maintained; in the 1970s the real interest 
rate and the premature decision to develop heavy industry created problems; 
and again in the late 1970s difficulties were associated with massive expan- 
sion of some heavy industries, the second oil price increase, depreciation of 
the exchange rate, and the political uncertainties following the assassination 
of President Park (Balassa, 1985). However, the real rate of growth exceeded 
7 percent, and the rate of inflation averaged less than 4 percent in 1982-84 
(Korea Development Institute, 1984). 

The lessons for development assistance policy originate in the remark- 
able change in South Korean economic policies and economic performance 
between the late 1950s and the mid-1960s and in the role U.S. aid played in 
the process. The latter is the subject of the following section. 

The Role of Aid in Korean Economic Growth 

The roles played by foreign assistance in Korea are summarized in tables 
13.1 and 13.3. U.S. economic assistance, which included both large resource 
flows and substantial technical assistance, was most important in the 1950s, 
when aid-financed imports accounted for 69 percent of total imports and aid 
represented about 77 percent of all savings (with foreign savings accounting 
for 88 percent of all savings). The period of rapid Korean growth in the 1960s 
was accompanied by a gradual reduction in the importance of aid, which 
made the returns from increasing domestic savings less than they would have 
been otherwise. 

The early 1960s represented an important transition period in donor- 
recipient relations for Korea (Cole, 1980). Before 1961 the United States had 
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Table 13.3. Aid-financed Imports Relative to Total Imports, 1953- 1975 ($U.S. and 
Percentage of Total Imports) 

Aid-Financed lmports 

Total U.S. Share 

Granta Loanb GrantC Loan 
Total 

Year Imports $U.S. % $ U S .  % $ U S .  % $ U . S  % 

Source: Edward S. Mason et al., The Economic and Social Modernirnlion of the Republic of 
Korea (Cambridge: Harvard University Press, 1980), p. 206. 
'Total grant aid includes Japanese grant funds from 1965 on. 
bLoan aid includes loans from international organizations and public bilateral loans. 
W.S.  grant aid includes technical assistance costs in addition to commodity imports. 

been the only major source of development assistance. The Park government 
made a successful effort initially to diversify its sources of donor support in 
part because of Korea's cool relationship with the U.S. government immedi- 
ately following the 1961 coup. The U.S. government used aid leverage to 
induce Park to schedule elections in 1963 (Steinberg, 1985, p. 23). The cur- 
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rency reform of 1961 was initiated without consultation with the United 
States, and the 1962-66 Five Year Plan was formulated with only limited 
foreign advisory assistance. The joint U.S.-Korean Economic Coordination 
Commission did not meet from 1961 to 1963 (Steinberg, 1985, p. 24). 

The World Bank made its first loan to Korea in 1962. The normalization 
of relations with Japan, vigorously opposed by student demonstrators, added 
Japan as a donor in 1965. The World Bank was encouraged to form a consul- 
tative group for Korea to coordinate donor support, and the group's first meet- 
ing was held in 1966. The Asian Development Bank became a donor in 1968. 
Subsequently, multilateral aid grew rapidly. Meanwhile, U.S. bilateral assis- 
tance to Korea, except for a small amount of PL 480 lending, was terminated 
in 1974. 

A second major transition in donor-recipient relations occurred in 1984. 
Following its thirteenth meeting, the Consultative Group for Korea was dis- 
solved because, as the official communiquC put it, "its role as a forum for aid 
coordination and enhanced mobilization of external capital for (South) Ko- 
rea's development is now being fulfilled by the (South) Korean Government" 
(Ensor, 1984, p. 99). 

The dissolution reflected substantial change in donor assistance to Korea. 
Most bilateral assistance had been phased out by the early 1980s (conces- 
sional loans from the International Development Association had been phased 
out earlier), and World Bank project-related loans had been largely replaced 
by structural adjustment and sector loans. 

After its potential for rapid growth was amply demonstrated, South Ko- 
rea was able to obtain increasing flows of foreign resources on the private 
~nternational capital market and, thus, to enhance its growth rate by foreign 
borrowing. Even in the 1965-74 period foreign borrowing accounted for 42 
percent of gross fixed capital formation, although capital formation as a per- 
centage of GNP rose from 10.5 percent in the 1953-62 period to 22.7 percent 
over the 1965-74 period. Thus, South Korea could rely on the private exter- 
nal capital market for additional resources to exploit profitable investment 
opportunities beyond the level permitted by domestic savings and conces- 
sional foreign loans. 

The South Korean experience sheds some light on two important ques- 
tions: (a)  If domestic policies are ill-advised, can foreign donors contribute 
in a manner conducive to economic development? and (b)  What is the role of 
foreign donors in the dialogue on domestic economic policy? Given that for- 
eign donors have a role only when they contribute aid, the second question is 
discussed first. 

When the United States was a major donor of aid during the 1950% the 
dialogue with the Korean authorities centered on appropriate levels of aid and 
Korean policy choices. The first economic plan, designed to promote recovery 
from the effects of the Korean War and to establish long-term growth and 



234 COUNTRY CASES 

structural objectives and policies, was prepared with U.N. assistance by 
Robert R. Nathan and Associates. Subsequent plans, through the early 1960s, 
were based on substantial official U.S. technical assistance. 

In the 1950s the American negotiators fully recognized and repeatedly 
pointed out the difficulties associated with the excess-demand, multiple- 
exchange-rate, and inner-oriented policies followed by the Rhee government. 
The negotiators gained limited concessions from the Rhee govemment (e.g., 

i 
to devalue the won and to try to raise tax revenue or lower expenditures); 

1 however, the overall strategy of the Rhee government was to maximize the 
I I gap between domestic resources and expenditures for foreign aid to fill (Cole 
; and Lyman, 1971, p. 79). Because the United States was politically com- 

mitted to the maintenance of the South Korean govemment, U.S. bargaining 
power was relatively weak. 

An observer might have concluded that U.S. aid policies in 1958 or 1959 
were ineffective because of Korea's inappropriate economic policies. This 
view might have gained support from the 1960 policy reforms (after the over- 
throw of the Syngman Rhee government), which the Korean intelligentsia 
deemed necessary if the country was to have a reasonable future. The position 
announced at that time by the United States was that aid levels could not be 
expected to increase and, indeed, would gradually decline. Because Korea 
was dependent on raw material imports, that prospect threw into sharp relief 
the proposition that only the sustained growth of export earnings would permit 
rising levels of imports, a necessary condition for further growth of the 
economy. 

These facts alone do not prove that aid donors, especially the United 
States, did not influence the policy changes that facilitated South Korea's 
success. Several considerations point in the other direction. In the immediate 
postwar period (to 1956) aid had been absolutely essential to the maintenance 
and subsequent recovery of the Korean economy. There is substantial evi- 
dence that economists with the U.S. aid mission participated in the discus- 
sions leading to the stabilization program of 1952-59, the precedent of the 
major reforms of 1960-64. U.S. assistance had financed the training of many 
Koreans in the United States, but their influence in the discussions is difficult 
to determine; certainly, the immediate impulse for policy change was internal 
Korean political discussions. The importance of the US-Korean policy 
dialogue is further supported by the intimate involvement in the mid-1960s 
of American economists associated with USIAID. They collaborated with 
Koreans in working out the budget and credit reforms of 1965 (Mason et a]., 
1980, p. 330). Later tariff liberalization was accompanied by the same sort 
of collaboration between Korean policymakers and consultants provided by 
USIAID. 

It is impossible to reach a firm conclusion on the degree to which donor 
influence contributed to the policy reforms. The forces favoring reforms 
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clearly were strengthened by U.S. aid. Whether the reforms would have been 
undertaken in the absence of U.S. pressures is more problematic. The safest 
conclusions are that (a) U.S. aid in the 1950s did not reduce the likelihood of 
the policy reforms; (b) given the U.S. political interest in South Korea, it is 
remarkable that U.S. authorities took such a strong position on Korea's eco- 
nomic policies; (c) surely some donor influence on the intellectual atmosphere 
prevailed when a political consensus was finally reached; (d) a contemporary 
observer could not have perceived, from the vantage point of 1958 or 1959, 
U.S. aid influence on Korean growth policies; and ( e )  because U.S. aid offi- 
cials already had experience in the Korean economy and understood some 
aspects of it, they were in a uniquely favorable position to assist in the con- 
tinuation and furtherance of the policy reforms. While an attempt to analyze 
what might have been the fate of the reforms in the absence of significant 
external support would be purely speculative, the donor presence was cer- 
tainly a positive factor in influencing their success. It is doubtful whether that 
influence could have been as constructively employed without prior experi- 
ence in the Korean economy. 

There remains the question of the value of assistance during the 1950s. 
It is almost unimaginable that political and economic stability could have been 
maintained without concessional assistance in 1953-55, when Korea was re- 
garded as completely uncreditworthy in the private capital markets. The criti- 
cal question, therefore, centers on the product of aid during the 1956-60 
period. Undoubtedly, some aid had a very low return. Aid financing of im- 
ports led to distortions of various kinds. However, the considerable invest- 
ment in infrastructure (see Mason et a]., 1980; and below in this chapter) 
surely was valuable in paving the way for the successful export-oriented 
drive. This conclusion certainly is true of the educational reforms and assis- 
tance to education supported in the 1940s and 1950s by the United States. All 
observers point to the availability of a literate labor force as an important 
prerequisite for the degree to which Korea could capitalize on policy reforms. 
In the 1950s the rate of growth in the Korean economy was constrained by 
the availability of essential infrastructure (e.g., power, railroad and port ca- 
pacity). Some of the infrastructure investments of the 1950s initially may have 
been less than optimally employed, but they certainly permitted a more rapid 
acceleration of growth in the 1960s than would have been possible otherwise. 
Furthermore, the experience gained in infrastructure construction in the 1950s 
and 1960s enabled Korea to become a major exporter of construction services 
to the Middle East in the 1970s and early 1980s (Kim, 1988). 

If any lesson can he drawn from this experience, it may be that infra- \ 
structure projects enhancing a society's potentially productive resources 1 
probably are a wiser form of aid than program support when governments/ 
undertake ill-advised economic policies. But even this conclusion must be 
qualified. The policy dialogue in Korea in the 1950s centered on the level of 
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program lending to support the import program, as well as on individual proj- 
ects. Whether the same intangible influence on the climate of opinion could 
have been realized under project-only lending is an open question. In the 
absence of further evidence, possibly the safest policy prescription for a donor 
confronted with a recipient whose domestic economic policies are antidevel- 
opmental is to support a higher proportion of project aid than one would for 
recipients whose domestic policies are deemed conducive to growth. 

Trade and Aid in Korea 

Korea's success is so intricately linked to the trade sector tbat much of 
the relationship between trade and aid has been discussed already. Certainly, 
the major factors retarding Korean growth in the 1950s were the excess de- 
mand associated with overall budgetary and monetary policy and the trade 
and exchange controls, which gave the wrong signals for resource allocation 
in the domestic economy. 

Mason et al. (1980, table 29) calculated the fraction of output growth 
attributable to export expansion, import substitution, and domestic demand 
expansion for the 1955-63 and the 1963-75 periods. They estimated that 
import substitution accounted for about 26 percent of manufacturing output 
expansion in the earlier period and 7 percent in the latter 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. In tradahles, and 
especially in the manufacturing sector, resources were allocated in radically 
different directions in the import substitution years than under the export pro- 
motion strategy. 

In the former period, foreign assistance actually substituted for foreign 
exchange earnings, especially when it was in the form of program aid. As 
such, it could not contribute as significantly to development prospects as 
would have been possible if more appropriate policies had been in place. In 
the latter period, foreign assistance (to an ever-decreasing degree) and, sub- 
sequently, foreign borrowing permitted Koreans to take advantage of highly 
profitable projects sooner than would have been possible otherwise. Conse- 
quently, despite the domestic savings rate, a higher rate of investment oc- 
curred in a highly productive manner. 

Some Korean investments that had been financed through aid in the 
1950s, especially those in import substitution sectors, such as cement, had 
very low rates of return. The lesson here is that one cannot divorce sectoral 
assistance programs, even those administered under project lending, from 
overall macroeconomic policy considerations. The assessment of individual 
projects must be undertaken only in the context of appropriate estimates of 
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international prices (as opposed to domestic prices) of outputs of various al- 
ternative projects. 

Another important lesson is found in the relationship of trade, conces- 
sional aid, and private capital flows. In the early stages of development coun- 
tries are unable to borrow commercially because their general capacity to 
generate foreign exchange earnings is limited and the highly productive in- 
vestments (e.g., in education, roads, and ports) have long gestation periods 
and cannot be financed readily by user charges. At this stage, concessional 
assistance may be the only way to lay the groundwork for later development. 
Yet later, when growth is centered on the tradable sectors of the economy, 
country's ability to borrow commercially increases, and concessional aid no; 
longer can contribute so much to the development process. 

Agricultural Development 

U.S. assistance to agriculture and rural development in Korea took sev- 
eral forms: supplies and money for reconstruction; the food the population 
needed; the design and implementation of land reform; and the provision of 
capital and expertise to rebuild damaged infrastmcture. U.S. assistance also 
supported the import of essential agricultural inputs, such as fertilizer. When 
the Korean economy improved, U.S. assistance shifted to development and 
helped to finance a domestic fertilizer industry, to reclaim and improve land, 
to train people, to promote public health, to expand research and extension 
activities, and to create marketing and credit institutions. 

At the end of the Korean War, the Rhee government helped to restore the 
economy by rebuilding the infrastructure, developing industrial capacity, 
maintaining a strong military, and improving private consumption levels 
within the limits of domestic production and available foreign assistance (Cole 
and Lyman, 1971, p. 164). Agricultural production and rural development 
were relatively neglected (Cole and Lyman, 1971, p. 79). Large shipments of 
PL 480 grains allowed the government to set rice prices below world market 
levels and even below production costs without too much concern with the 
level of production. 

When the Park government tried to consolidate its political position after 
May 1961, it was impelled, at least initially, to adopt policies that were more 
favorable to the agricultural sector. Two major initiatives were undertaken in 
the early 1960s: government programs in the area of agricultural input sup- 
plies, commodity marketing, and agricultural credit were consolidated in a 
National Agricultural Cooperative Federation (NACF); and the research and 
guidance (extension) activities of the Ministry of Agriculture and Fisheries 
were combined in an Office of Rural Development (ORD). 

In the early 1970s the Park government was motivated to adopt policies 
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even more favorable to the rural sector. The PL 480 program had changed in 
the late 1960s from a grant program to a program of hard currency (through 
concessional) loans. The government responded in 1969 by initiating a two- 
price system for barley and rice. Farm prices were raised, and prices to con- 
sumers were subsidi~ed.~ These actions were not adequate to stem the rural 
areas' disenchantment with the Park government policies, however. When the 
1971 elections confirmed the disaffection, the government initiated a series of 
new programs. Commodity prices were again raised, investments in rural in- 
frastructure were increased, and the Saemaul (New Community) Movement 
was initiated (Steinberg, 1985, pp. 46,47). 

The Saemaul Movement was a highly organized, centrally directed effort 
to mobilize farmers on a national scale (Ban, Moon, and Perkins, 1980, 
p. 275). Following the election, Saemaul distributed three hundred bags of 
cement to each village in the country for community improvements. The en- 
thusiasm elicited by the gesture was so great that President Park put the weight 
and prestige of his office behind the movement (Steinberg, 1982, p. 17). 

Village improvement efforts intensified from 1972 to 1975, and in- 
creased emphasis was placed on improving agricultural productivity and rural 
incomes. Saemaul objectives were achieved with small amounts of external 
resources, considerable moral suasion, and overt political pressure. Both the 
ORD and the Ministry of Home Affairs (MHA) vied to mobilize local re- 
sources, and the MHA emerged as the coordinating agency of the Saemaul 
Movement. By the mid-1970s the agricultural and rnral development pro- 
grams had become so pervasive that they dominated almost every aspect of 
rural life. Early activities supported by USIAID, such as youth and commu- 
nity self-help projects, rural road improvements, extension of electricity and 
water supplies to rural areas, and better-quality rural education, were ab- 
sorbed by the movement. However, neither the United States nor other donors 
assisted the Saemaul program directly. 

In retrospect, Korea has achieved an exceedingly rapid structural trans- 
formation. In 1960, prior to the reforms in economic policy, 60 percent of the 
labor force was employed in agriculture; by 1980 that figure was only 35 
percent. During this period, industrial policy became more export-oriented 
and agricultural policy became more protectionist. Nominal rates of protec- 
tion for most agricultural commodities had been strongly negative during the 
1950s, but the reforms of the early 1960s brought prices that on balance were 
relatively undistoned. By the early 1970s nominal protection levels averaged 
above 50 percent, and by the early 1980s, above 100 percent. This transition 
was interpreted by Anderson and Hayami (1986, pp. 21-24, 34-49) as 
a political response to the rapid structural transformation that dramatically 
lowered the agriculture sector's comparative advantage relative to the indus- 
trial sector in spite of rapid growth in both land and labor productivity (see 
fig. 13.1). 
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LAND PRODUCTIVITY 

Fig. 13.1. Land and labor productivities in Korean agriculture, 1946-1980 (1946 = 

100). Source: David I. Steinberg, Sung-Hwan Ban, W. Donald Bowles, and Maureen 
A. Lewis, Korean AgriculturalServices, USIAID Pmject Impact Evaluation Report 
No. 52 (Washington, D.C., 1984), p. B-17. 

In the following sections the role of aid in the evolution of the individual 
programs is described. 

LAND REFORM AND LAND DEVELOPMENT 

Between 1945 and 1953 the government of Korea, with technical and 
economic assistance from the United States, undertook a major land reform 
program. The first stage was the distribution of land that had been under 
Japanese control or ownership; the second stage, completed at the end of the 
Korean War, was the breakup of the larger Korean Yangban (gentry) estates. 
Thus, the number of families owning all or part of the land they farmed rose 
dramatically, from 48.4 percent in 1945 to above 90 percent after the reform 
(Ban, Moon, and Perkins, 1980, pp. 285-86). 

However debatable the short-term effects of land redistribution and re- 
form on production may have been, the political effects were clearly positive. 
In Korea, class tensions between rural landlords and tenants were diffused, 
and the distribution of income and wealth in rural areas became relatively 
equitable. By the early 1980s, however, the structure of land ownership that 
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emerged from the land reforms had become an obstacle to growth in output 
and productivity in the face of a declining farm population and a smaller rural 
labor force. 

U.S. assistance also played a major role in land and water resource de- 
velopment in South Korea. In the early 1960s the Korean government pro- 
moted a land development program that aimed at adding 15 percent more 
agricultural land to the country by reclaiming hillsides and tideland areas and 
by making irrigation and other improvements on existing farmlands (Cole and 
Lyman, 1971, p. 91). The land reclamation project was a labor-intensive ef- 
fort supported by large quantities of U.S. PL 480 food aid. The latter was 
distributed as payment in kind to the hundreds of thousands of rural workers 
employed on the project. The newly developed land was divided among these 
workers or added to landholdings smaller than a certain size (Cole and Ly- 
man, 1971, p. 91). PL 480 surplus food served as payment in kind to rural 
workers engaged in land reclamation and other agricultural projects (Ban, 
Moon, and Perkins, 1980, p. 80). 

In general, the land reclamation project was relatively successful in 
meeting its objectives (employment generation and land reclamation) but less 
so, according to USIAID criticisms, in terms of management and benefit-cost 
criteria. There were also accusations of corruption and mismanagement (Ban, 
Moon, and Perkins, 1980, pp. 79-86). The result was the end of large-scale 
PL 480 assistance for new land development in 1967. 

Donor experience with irrigation development support in Korea has been 
somewhat more successful. Between the early 1960s and the late 1970s the 
area irrigated increased from 682,000 to 1,122,000 hectares, and the ratio of 
irrigated to nonirrigated paddy land rose from 56 percent to above 85 percent. 
External support was provided by the World Bank, the Asian Development 
Bank (ADB), the U.N. Food and Agriculture Organization (UNIFAO), and 
USIAID. World Bank funding went primarily to multipurpose irrigation and 
hydroelectric projects, whereas USIAID supported smaller-scale projects pri- 
marily (Steinberg et al., 1980, app. H). 

Early projects were characterized by substantial cost overmns stemming 
from inflation and exchange rate adjustments. However, by the mid-1970s 
Korea had achieved substantial capacity to plan, develop, and manage irriga- 
tion. A 1980 review of USIAID support for small-scale irrigation develop- 
ment during the years 1974-78 concluded that the primary contribution of 
USIAID was the resources to speed up the project's completion. The project, 
evaluated primarily in terms of meeting its rice production and farm income 
objectives, was regarded as a success by the review team even though no 
formal benefit-cost estimates were made. Two factors were considered to be 
particularly important in realizing the project objectives: (a)  the growth of 
capacity by government institutions to design, supervise, and staff the sub- 
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projects and (b)  the focus of the project on a single element-irrigation-in 
an environment in which other complementary elements were already in place 
(Steinberg et al., 1980, pp. 2-15). 

MARKETING AND CREDIT INSTITUTIONS 

When the first Republic of Korea government succeeded the U.S. mili- 
tary government in 1948, it inherited a system of compulsory grain collection, 
controlled farm and consumer prices, and food rationing. The administration 
continued these policies initially and assumed an active and interventionist 
position in agricultural input, commodity, and credit markets. The latter were 
a badly organized system of rural financial associations (Ban, Moon, and 
Perkins, 1980, pp. 201-4, 234-38). The administration's authority was en- 
hanced by large imports of PL 480 grain throughout most of the 1950s. The 
food marketing and financial institutions were regarded by both domestic and 
foreign observers as plagued by inefficiency and corruption. 

A series of efforts were made during the 1950s to reorganize and reform 
the marketing and credit institutions. Controls were relaxed, limited free mar- 
ket transactions were allowed, and the rationing system was modified. Addi- 
tional reforms, based on U.S. mission recommendations, were carried out in 
the mid-1950s. 

In 1961 the government under President Park took steps to reform and 
consolidate the agricultural supply, marketing, and credit systems. A National 
Agricultural Cooperation Federation (NACF) was established to merge the 
functions of the cooperative associations, which supplied production inputs 
and handled the marketing of agricultural commodities, and those of the Ko- 
rean Agricultural Bank (opened in 1956), which extended credit to farmers. 
The new organization undertook to remedy such deficiencies as inadequate 
grain storage facilities, limited supplies and poor distribution of fertilizer and 
seed, and insufficient short- and medium-term credit (Steinberg et al., 1984, 
app. C ) .  

The NACF was not a cooperative in the traditional Western sense. It was 
designed to control as well as to support the rural economy. The organiza- 
tional structure permitted the government to participate in every aspect of 
commercial activity relating to agriculture. At the village level, the primary 
cooperatives were the only source of fertilizer, agricultural chemicals, and 
institutional credit. Farmers were required to purchase one or more shares in 
order to have access to the village cooperative services. Although the NACF 
corrected many of the abuses in the earlier system, excessive centralization 
contributed to the severe losses realized by the stabilization program during 
the 1970s. 

U.S. assistance supported a series of reorganizations and reforms from 
the late 1940s through the early 1970s. Despite less than adequate documen- 
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tation, the record suggests that USIAID participated in the funding of storage 
facilities, the organization and financing of credit programs, and the support 
of marketing activities; it also provided technical assistance and administra- 
tive personnel. The technical assistance seems to have exerted a significant 
impact on policy development and program implementation. In the following 
sections the input supply and commodity price policies pursued by the Repub- 
lic of Korea and USIAID are discussed more fully. 

THE FERTILIZER INDUSTRY 

From 1945 into the 1960s U.S. assistance was the major funding source 
for the import of current inputs used in farming, such as pesticides, fertilizers, 
and new seed varieties (Ban, Moon, and Perkins, 1980, p. 100; Steinberg 
et al., 1984, app. B). Throughout the 1950s and into the early 1960s USIAID 
financed between two-thirds and three-fourths of all nitrogen fertilizer im- 
ports. An even greater proportion of the phosphorus and potassium inputs 
were provided through foreign assistance also (Ban, Moon, and Perkins, 
1980, p. 104). In the 1960s five fertilizer plants were constructed. Three were 
operated by the public sector (Korean Government Chemical Company) and 
two by the private sector. The public sector plants were constructed using US1 
AID loans as a joint venture with U.S. firms, the other two with loan guar- 
antees that attracted private sector investment. Although the industry initially 
was criticized as relatively inefficient, it aided agriculture, and perhaps more 
important, it became a source of trained personnel who later played an im- 
portant role in the development of the Korean petrochemical industry. By the 
late 1960s Korea was a net exporter of nitrogen fertilizer. USIAID assistance 
for fertilizer imports terminated after 1969 (Ban, Moon, and Perkins, 1980). 

The role of fertilizer and other technical inputs was critical in the expan- 
sion of agricultural production. Between 1946 and 1973 agricultural output 
grew at an annual rate of 3.41 percent. "For the whole period (1946-73) . . . 
about 57 percent of total production growth is attributable to the increase of 
inputs and the remaining 42 percent to improvement in productivity" (Ban, 
Moon, and Perkins, 1980, pp. 57,60). 

Some problems occurred with the distribution of aid-financed fertilizer 
imports. During the 1950s and well into the 1960s the government priced 
fertilizer well below the open market price, which made distribution through 
the free market impossible. Fertilizer was rationed, and distribution by the 
NACF was chaotic and undependable. Black market prices reached two to 
three times the official price level. In the 1960s USIAID encouraged the pri- 
vatization of fertilizer distribution but with little effect. Reforms during the 
late 1970s brought prices closer to market levels and made distribution more 
effective; consequently, the black market in fertilizer was largely eliminated 
(Ban, Moon, and Perkins, 1980, pp. 108, 109). 
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AGRICULTURAL RESEARCH AND EXTENSION 

Research to improve rice production was conducted throughout the Japa- 
nese colonial period (Steinberg et al., 1982, p. 4). Agricultural research and 
extension were neglected after World War 11, partly because farmers and plan- 
ners associated them with the coercive policies of Japanese colonialism. 
When USIAID provided assistance to the Ministry of Agriculture and For- 
estry to support agricultural extension activities as part of a broadly based 
community development program in the 1950s, a substantial amount of 
the aid was diverted to other purposes (Ban, Moon, and Perkins, 1980, 
pp. 269-71). 

In 1962 the agricultural research and extension system was reorganized. 
The ORD was established as a separate, independent agency attached to the 
Ministry of Agriculture and Forestry, with the backing and financial support 
of USIAID. Its mission included both agricultural research and the extension 
or transfer of technology to farmers (Steinberg et al., 1982, p. G-2). The 
initial USIAID contribution was primarily for expanding and improving re- 
search facilities, creating a larger research network, and providing more train- 
ing to both farmers and extension workers. In 1973 a new USIAID project 
supported additional overseas training of research personnel, resident and 
short-term expatriate advisory services, and strengthened library and com- 
puter facilities. 

The ORD has evolved into a remarkably effective agricultural research 
and extension organization, what the Koreans called Rural Guidance. Its most 
dramatic achievement was the development, in cooperation with the Interna- 
tional Rice Research Institute, of the high-yield, fertilizer-responsive Tong-il 
("unification") rice variety. Tong-il was released in 1972, and by 1977 it was 
adopted in over half of the rice area in Korea. Rice yields rose from 3.3 metric 
tons per hectare in the early 1970s to over 4.5 metric tons per hectare in 1979 
(Steinberg et al., 1982, app. C). 

The effectiveness of the Rural Guidance system in promoting the rapid 
diffusion of the new Tong-il variety also contributed to a disastrous drop in 
rice production when Korea experienced colder than normal weather in 
1979-80. The yield of the Tong-il variety declined from 5.5 metric tons per 
hectare to 4.9 metric tons per hectare in 1978 and 4.6 in 1979. In retrospect, 
a political commitment to self-sufficiency in rice production, combined with 
a highly centralized guidance and input supply system, clearly resulted in 
excessively rapid diffusion of the Tong-il variety into areas where it was ill- 
suited, as well as into areas where it had a clear advantage relative to other 
varieties. 

At least two important lessons can he learned from the Korean research 
and extension system: (a) the integration of research and extension in a single 
administrative organization contributes to the effectiveness of both research 
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and extension; and (b) a system in which decisions are centralized and little 
opportunity is provided for the feedback of farmers, extension workers, and 
scientists to influence program design can effectively disseminate inappropri- 
ate as well as appropriate technology (Steinberg et al., 1982; Burmeister, 
1985). 

Despite these qualifications, it is clear that in about twenty years Korea 
has developed an effective system for the generation and transfer of agricul- 
tural technology. During 1973-80 agricultural output grew at a rate of 5.4 
percent per year. Total productivity-output per unit of total input-grew at 
3.3 percent per year and accounted for approximately two-thirds of the growth 
of total output (Steinberg et al., 1984, p. B-16). 

Clearly these gains were achieved as a result of complementary advances 
in agricultural technology, institutional development, and agricultural price 
policy. The effects of these developments on agricultural production and in- 
come in rural areas was largely realized after the assistance programs had 
been substantially reduced or phased out. The most convincing evidence of 
the success of the assistance programs has been the ability of the Korean 
government and the Korean people to carry out the reforms needed to sustain 
agricultural production. 

Rural Development 

U.S. assistance played an active role in developing the physical and in- 
stitutional infrastructure for rural areas, especially roads, utilities, health, and 
education. They have had a direct influence on the quality of life in rural areas 
and an indirect effect on agricultural production and incomes. 

RURAL ROADS 

Before World War I1 only a small number of Korea's rural roads or  major 
highways were paved. Overland traffic was both difficult and expensive. As- 
sistance for road improvement was initiated after the Korean War in order to 
repair the roads damaged during the war. U.S. aid provided earth-moving 
vehicles, paving equipment, and technical advice. By 1960 the national and 
provincial highway system was restored to about the same level as at the end 
of World War 11. From a long-term development perspective, the emergence 
of a construction industry with substantial technical and managerial capacity 
was perhaps of equal significance (Ban, Moon, and Perkins, 1980, p. 148). 

Shortly after assuming office, the Park government initiated a massive 
highway construction program. In the 1970s this effort was complemented by 
intensive rural road construction and improvement to further the Saemaul 
Movement. USIAID was no longer supporting highway and road construction 
in Korea, but both the World Bank and the Asian Development Bank made 
substantial funding available. (The Seoul-Pusan expressway, however, was 
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conslructed against the advice of the World Bank and without World Bank 
assistance.) 

The effects of the rural roads program on rural incomes and development 
were highly positive. Farmers were able to reach expanding markets for the 
more labor-intensive. higher-valued perishable commodities that were a re- 
sult of rapid urban-industrial development (Ban, Moon, and Perkins, 1980, 
p. 154; Park, 1982, p. 67). The improved rural road network also facilitated 
education beyond the level of the village primary school, and transportation 
to middle and high school by bicycle and school bus became common (Stein- 
berg, 1985, p. 12). 

The road program has not been without critics, however. There have 
been frequent charges that the southwest region, a center of political opposi- 
tion to both the Rhee and Park governments, was discriminated against in 
donor support for transportation, other rural infrastructure development, and 
industrial decentralization. Steinberg noted in his review of regional discrimi- 
nation that donor lending was provided to "those areas that made sense eco- 
nomically. Such lending was designed neither to alleviate income differences 
nor to correct past deficiencies. And it accomplished neither" (1985, p. 52). 

UTILITIES 

The Japanese had developed the north, where most power was generated 
in Korea, as the major manufacturing region and the south as the food pro- 
duction region. Between 1958 and 1966 the power sector was the third largest 
category of USIAID grant project assistance in South Korea, comprising 11.5 
percent of the total amount of grants (Cole and Lyman, 1971, p. 193). The 
provinces with the largest urban areas had the earliest and highest rates of 
rural electrification. Use of electricity in rural areas rose from negligible lev- 
els in the late 1940s to 25.2 million kilowatt-hours in 1962 and to 56.6 million 
kilowatt-hours in 1973. In 1964 only 12 percent of rural households had elec- 
tricity (Ban, Moon, and Perkins, 1980, p. 144). A major objective of the 
Saemaul program was to raise the percentage of rural households with access 
to electricity to 90 percent by 1977 (Hasan, 1976, p. 108). 

The push for rural electrification programs also came in part from the 
hope of establishing a rural industrial structure to provide employment oppor- 
tunities. The Saemaul industrial program subsidized the location of factories 
in mral areas-over five hundred between 1973 and 1977. Within a few years 
one-third ceased operation and most of the others operated at less than full 
capacity. The failure of the program was caused by a lack of adequate atten- 
tion to economic, as opposed to political, considerations in program design 
and location decisions. Industrial decentralization has been less successful in 
Korea than in Taiwan (Steinberg, 1982). 
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HEALTH 

Japanese measures to improve public health during the colonial period 
included compulsory inoculation, enforcement of quarantines at major sea- 
ports, and establishment of public hospitals in each province and major urban 
area. Other measures to improve health conditions were the drilling of com- 
munity wells and development of running water systems (Repetto et al., 1981, 
p. 198). 

Between 1958 and 1966, 10.5 percent of USIAID grant project assis- 
tance to Korea was spent on health and sanitation (Cole and Lyman, 1971, 
p. 193). At first urban sanitation was a top priority, but as late as 1972 only 
7 percent of all villages had a sanitary water supply system (Hasan, 1976, 
p. 163). A major effort was made during the 1970s through the Saemaul 
program to raise rural health through improvements in rural water supplies 
(Ban, Moon, and Perkins, 1980, p. 314); the objective was a sanitary water 
supply for all villages by 1981 (Hasan, 1976, p. 163). 

Family planning, a low-priority item of the Korean government before 
1960, was opposed by President Rhee personally (Steinberg, 1982, p. 32). In 
1961, however, the administration formally initiated a family planning pro- 
gram. The influence of USIAID, Planned Parenthood, the Population Coun- 
cil, and the United Nations Fund for Population Activities (UNFPA) was high 
during the early stages of planning because these agencies supplied funding 
and technical expertise. Their role declined, but they continued to be key 
providers of contraceptive supplies, and to support research and advanced 
training in population and family planning (Repetto et al., 1981, p. 257). The 
crude birth rate declined from 43 per thousand population in 1960 to 23 per 
thousand population in 1982 (World Bank, 1984b, p. 257). 

EDUCATION 

Korea had a relatively high level of elementary education and literacy at 
independence, and the demand for higher education grew explosively. During 
the colonial period 45 percent of Korean school-age children had attended 
primary schools, but few had gone beyond that level. 

The U.S. assistance program provided $100 million to build twenty-three 
thousand classrooms between 1952 and 1966 (Steinherg, 1982, p. 29). By 
the 1960s virtually all children in appropriate age groups were in primary 
schools, and increasing numbers were going to middle schools (Ban, Moon, 
and Perkins, 1980, p. 31 1). By 1974 almost 90 percent of the farm population 
was literate. For most village children, grade schools were within walking 
distance, but middle schools, high schools, or colleges were located only in 
urban centers. For many rural families the cost of hoarding a child in the town 
or city was prohibitive. The increase in rural middle school education appears 
to have coincided with the rise in farm incomes in the 1970s (Ban, Moon, 
and Perkins, 1980, p. 31 1). 
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Much of the investment in Korean institutions of higher education has 
been generated by the private sector. Assistance by USIAID for the develop- 
ment of the College of Agriculture of Seoul National University, through a 
contract with the University of Minnesota in the late 1950s, was one of the 
few exceptions. In the 1950s and 1960s, however, USlAID sent large num- 
bers of Koreans-nearly three thousand persons in education, the bureau- 
cracy, and the business community-to the United States for training (Cole 
and Lyman, 1971, p. 279). Assistance agencies played an initial role in edu- 
cational planning, but after that planning was done mainly by Koreans (Cole 
and Lyman, 1971, p. 204). 

Few developing countries illustrate the contribution of human capital to 
economic growth more effectively than Korea (see chapter 2). Education and 
improvements in knowledge account for almost one-fifth of Korean economic 
growth between 1963 and 1982 (Kim and Park, 1985, pp. 165-75). Human 
capital investment has been particularly important in Korea's emergence, 
since the late 1970s, as a major exporter of capital goods and related services, 
including manufacturing plants and equipment, overseas construction, tech- 
nology exports and licensing, and consulting services (Westphal et al., 1984). 

Some Lessons from the Korean Experience 

A number of issues in this review are not developed as we would have 
liked. For example, we concentrate very heavily on the period from Korean 
independence until the termination of U.S. assistance in the early 1970s. the 
period during which many of the preconditions for subsequent rapid devel- 
opment were established. Thus we largely neglect the later contributions of 
other bilateral and multilateral donors. Despite these omissions, a number of 
important lessons can be drawn from the experience of development assis- 
tance in the support of economic development in Korea. 

One of the most important lessons is that it is a mistake to attempt the 
premature assessment of the effects of assistance. From the post-World War 
I1 and Korean War recovery periods until the early 1960s, external assistance 
was clearly essential to Korea's economic and political viability. In the early 
1960s there was still considerable skepticism that Korea could emerge as an 
economically and politically healthy entity, even with continued U.S. assis- 
tance (Cole and Lyman, 1971, p. 1). 

Another conclusion is that the long-run policy dialogue between Korean 
officials in policy, planning, and sector development and U.S. assistance 
agency officials and their consultants had a positive effect on the South Ko- 
rean government's capacity to formulate and implement development policy. 
External advice was frequently rejected. The emergence of a professional elite 
with the capacity for policy analysis and dialogue and with confidence in its 
ability to mobilize domestic political and economic resources for development 
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was partly a product of a dialogue that was both pervasive and continuous 
for almost a quarter-century. It contributed to the effective use of the even 
larger multilateral and private resource flows that became available after the 
mid-1960s. 

The Korean experience also holds some lessons for the effectiveness of 
donor assistance during a period when a government persists in pursuing 
"wrong" economic policies. The substantial infrastructure investments that 
were made in transportation, communication, and land and water develop- 
ment sustained development until the policy environment became more favor- 
able in the 1950s and the 1960s. Even during the 1950s, however, partial 
reliance on program lending was both an opportunity and an incentive for 
meaningful policy dialogue. When the policy environment changed in the 
1960s and 1970s, both bilateral and multilateral donors found it productive to 
devote a larger share of their portfolios to sector and program loans. 

A further lesson from the Korean experience demonstrates the efficiency 
of economic incentives to generate economic growth. The Korean approach 
to reducing investment, savings, and import constraints in the 1960s was a 
sharp departure from the conventional wisdom of that time. Private savers 
responded to high interest rates; farmers responded to the more favorable 
domestic terms of trade; and the industrial sector responded to the more real- 
istically priced foreign exchange. A result was even more rapid mobilization 
of both domestic and foreign resources than had been anticipated. But the 
Korean experience offers no support whatsoever for the view that successful 
development can be achieved merely by freeing markets from the distortions 
caused by public intervention. The Korean government has continued to play 
an important role in institutional reform, technology development, and the 
rationalization of economic organization. It also has retained a major role in 
resource allocation decisions. 

A number of lessons are specific to the agricultural sector: 
1. There is no support from the Korean experience for the conventional 

view that agricultural development is a precondition for industrial develop- 
ment. "Agriculture has been a major beneficiary of Korean economic growth, 
hut not a major cause of that growth" (Ban, Moon, and Perkins, 1980, p. 31). 
The role of agriculture in Korean development is consistent with the view that 
after the initial stages of industrial development, the emphasis in policy to- 
ward agriculture should shift from surplus extraction to surplus creation and 
to the generation of demand linkages with the rest of the economy (Adelman, 
1984, p. 937). 

From the late 1940s until the early 1970s the large U.S. food assistance 
program in Korea was effective in making food available to consumers on 
relatively favorable terms despite the South Korean government's failure to 
adopt policies capable of generating growth in agricultural production. A les- 
son we should have learned from this experience is that a food assistance 
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program administered with the primary objective of restraining increases in 
food prices to consumers in an inflationary environment can have large dis- 
incentive effects on agricultural production. In the case of Korea, the effect 
of food assistance was to dampen farm commodity prices and thus probably 
to depress the rate of return to assistance efforts designed to support agricul- 
tural production. 

2. Perhaps a most important lesson is that a small-scale, labor-intensive 
owner-operator system of agriculture can achieve both a high rate of growth 
in productivity and output and an equitable distribution of the gains from 
growth when it is supported by a prior land reform and by public investment 
in physical and institutional infrastructure."he post-World War I1 land re- 
form was an important element in creating a progressive rural structure. The 
support for land development and technical inputs was essential to achieving 
a reasonably rapid growth in agricultural production despite the regressive 
commodity pricing policies pursued by the South Korean government. 

3. A commodity pricing policy that provides incentives to agricultural 
producers can play a critical role in inducing the rapid adoption of yield- 
increasing technology and in improving rural incomes. Pricing incentives 
became particularly important in Korea when advances in agricultural tech- 
nology released the constraints on agricultural production and enabled farm- 
ers to respond to higher prices by using higher levels of purchased inputs. 
The large investments in education were important in enabling rural people to 
take advantage of the agricultural growth and nonagricultural employment 
opportunities that became available. 

4. Higher incomes are not a sufficient condition for improvements in 
welfz~re or quality of life in rural areas. Incomes in rural areas rose during the 
1970s as a result of rapid progress in agricultural technology and more favor- 
able agricultural commodity prices. In this environment the Saemaul Move- 
ment played an important role in facilitating improvements in rural health, 
education, housing, and other aspects that contribute to the quality of life in 
rural areas. 
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Turkey, a member of NATO and an immediate neigh- 
bor of the Soviet Union, has been the object of important U.S. strategic and 
political interests as well as strong economic development concerns since 
World War 11. The country has one of the longest histories of any nation as a 
U.S. aid recipient. The history of aid to Turkey is instructive for a variety of 
reasons. In this chapter we examine, if somewhat cursorily, Turkey's eco- 
nomic growth since the early 1950s and the interaction of the economic assis- 
tance with that growth. Following that we examine the interrelationship of 
trade and aid and then discuss assistance for agricultural development and for 
rural development. 

Turkish Growth Performance 

Turkey's postwar economic development shows three strikingly similar 
hut characteristically different cycles of growth.' The pattern was as follows. 
Each cycle started with a period during which growth was faidy rapid, gen- 
erally as a consequence of some external stimulus: the postwar reconstruction 
and commodity price boom of the late 1940s and early 1950s; the initiation 
of planning in the early 1960s; and then the large expansion in output follow- 
ing the initial success of the 1970 devaluation. Each cycle was also beset with 
difficulties: inflationary pressures, increasingly unrealistic exchange rates, 
various ad hoc measures by the government to patch up the situation, and 
finally, severe distortions in the economy. Little was done during the cycles 
to curb the sources of inflationary pressure, and when limited actions were 
taken, such as imposing price controls on state economic enterprises and fi- 
nancing their deficits through central bank credits, often the inflationary pres- 
sures were intensified. 

As distortions mounted at the end of the cycles because of either a rising 
rate of inflation or increasingly scarce foreign exchange, the rate of economic 
growth declined. The decline in turn induced a new reform program. During 
the periods of reform growth was typically slow. In the first two cycles the 
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reforms successfully stabilized the economy and reduced the degree of distor- 
tion. It is still too early to pass judgment on the success of the reforms of the 
1980s to control inflation, reduce the balance of payments deficit, and stimu- 
late economic growth. 

This overly simplified pattern of the cycles makes the economic history 
of Turkey from 1950 to 1980 easier to understand (table 14.1). The first cycle 
started during the worldwide boom of the early 1950s and ended with a de- 
valuation reform program in 1958. Turkey's economy had been dislocated 
during World War 11; the postwar recovery was spurred by relatively high 
commodity prices for exports and by Point Four and Marshall Plan aid. Tur- 
key even became a major exporter of wheat in the 1951-53 period (see be- 
low). The short-run expansion in real output was impressive; the rates of 
growth of real GNP are estimated to have been almost 10 percent annually 
from 1950 to 1953. 

By 1953 difficulties arose, however. The increase in production asso- 
ciated with higher commodity prices, rising real volumes of exports, and 
foreign assistance could not be sustained, and inflationary pressures within 
the domestic economy mounted. Export earnings fell due to a worsening of 
the terms of trade, a poor harvest, and the decline in the real value of the 
Turkish lira. 

The government's response was to levy surcharges on imports, to require 
import licensing, and to finance needed imports by permitting resort to sup- 
pliers' credits and bilateral arrangements. Nevertheless, the situation was des- 
perate by 1958. Additional credits were virtually unavailable because of many 
arrears in debt service payments. Insufficient foreign exchange prevented im- 
portation of the petroleum needed to harvest crops and transport them to port. 
Finally, a devaluation-stabilization program was entered into with the Inter- 
national Monetary Fund (IMF) and donor countries (see below), and major 
domestic economic reforms were undertaken. 

By 1960 the economy was responding to the reforms, and the ground 
was laid for the next cycle, which lasted throughout the decade of the 1960s 
and included the first Five Year Plan period (1963-67). Growth was rapid, 
averaging just under 7 percent annually in real terms. From the vantage point 
of the late 1960s Turks could justly point with pride to their cumulative 
growth rate since 1953 as one of the highest in the world. The retardation of 
the late 1950s appeared to have been a temporary aberration. 

The 1960s also witnessed the initiation of major government investment 
programs and interventions in the economy to support development objec- 
tives. In particular, the development of a "modern" industrial sector was a 
major emphasis. Measures were taken to encourage the growth of domestic 
industry (see below); however, the expected support for this program from 
the Organization for Economic Cooperation and Development (OECD) aid 
consortium failed to materialize (Fry, 1971, p. 316). The combination of an 



Table 14.1. Growth and Sectoral Composition of GNP in Turkey, 1950-1980 
(TL millions in 1968 prices) 

Agriculture Industry Services' Net Factor Popula- GNP 
Income Index tion (mil- per 

As % As % As % Import from (1950= lions, Head 
Year Amount GNP Amount GNP Amount GNP Taxes GDPb Abroad GNPb 100) midyear) (TL) 

1950 15,867 41.2 5,054 13.1 15,761 40.9 1,915 38,598 -92 38,506 100.0 20.9 1,842 
1955 21,483 37.9 8,382 14.8 24,097 42.5 2,950 56,912 -270 56,642 147.1 23.9 2,369 
1960 26,836 37.9 11,254 15.9 30,276 42.7 3,025 71,391 -522 70,869 184.0 27.5 2,577 
1965 28,101 31.0 17,761 19.6 40,155 44.4 4,061 90,078 +290 90,368 234.7 31.2 2,896 
1970 32,870 26.2 28,032 22.3 58,692 46.8 4,355 123,949 +1,477 125,425 325.7 35.3 3,553 
1975 40,889 22.5 44,268 24.4 86,953 47.9 5,651 177,761 +3,623 181,383 471.1 40.1 4,526 
1980 46,766 22.7 49,549 24.0 103,968 50.5 3,613 203,896 +2,165 206,061 535.1 44.4 4,637 

Average Annual Percentage Increase 

Sources: Turkish State Institute af Statistics, National Income andExpendilures of Turkey. 1948-1972 (Ankara 1973). pp. 36-37, 143; idem, Tiirkiye Milli Geliri, 
1962-1977 (Ankara, n.d.), table 5; idem, Statistical Yearbook, 1981 (Ankara, 1981), tables 20 and 398. 
alncludes construction, wholesale and retail trade; transpanation, storage, communications, banking, insurance and related financial activities; business, social, 
personal, and zovernmcnt services minus imputed bank service charges. 
bPurchasen' prices 

24a. 
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ambitious plan with limited external support had several effects: (1) it placed 
heavy demands on imports for both investment goods and intermediate goods 
to permit the continued production of existing import-substitution activities; 
(2) it intensified inflationary pressures within the domestic economy; and (3) it 
increased incentives for production of import subst~tutes at the expense of the 
capacity to produce goods for export. 

Unlike in the 1950s cycle, the cumulative effects of these strains in the 
1960s developed gradually. The government acted to avoid the extreme dis- 
locations of the 1950s; nevertheless, by the late 1960% delays in obtaining 
foreign exchange and import licenses were again mounting. The black market 
exchange rate again soared well above the official rate, and dislocations were 
emerging in many economic activities. Although the rate of economic growth 
slowed somewhat, compensatory actions were taken before difficulties be- 
came severe. In August 1970 a devaluation-cum-stabilization program was 
announced again. 

The response was immediate and pronounced. Partly because Turkish 
workers in Europe had been channeling funds through informal channels (or 
holding savings in Deutschmarks or other hard currencies) and partly for other 
reasons, export earnings and other foreign exchange receipts rose sharply. 
Turkey's international reserves-$221 million in 1969-rose in 1973 to a 
peak of $484 million. Meanwhile, imports also rose sharply: from $948 mil- 
lion in 1970 to $2,086 million in 1973. Again the economy responded mark- 
edly: real GNP rose 10.2 percent in 1971, 7.4 percent in 1972, and 5.4 per- 
cent in 1973. 

The third cycle, which culminated in the reform program starting in 
January 1980, also contained the seeds of self-destruction. Unlike the second 
cycle, it was characterized by massive foreign deficit financing and rapid in- 
flation. The initial contributing factor was the success of the devaluation- 
stabilization program itself. The sharp increabe in workers' remittances and 
other foreign exchange was not effectively contained by the Central Bank of 
Turkey. As a consequence, inflationary pressures were released within the 
economy. The rate of inflation, which had fallen to an average of less than 
8 percent in the 1960s, began rising again in 1973. 

Although Turkey produces very little oil and thus was adversely affected 
by the oil price rise of 1973-74, the government's initial response was to 
borrow from abroad and to raid its foreign exchange reserves. This strategy 
was moderately successful in 1974 and 1975; in fact, real GNP rose 7.4 per- 
cent in 1974 and 8.0 percent in 1975. However, the rate of inflation rose even 
more-to 21 percent in 1975, 26 percent in 1977, and up to 96 percent in 
1980. (Inflation declined subsequently-to 41 percent in 1981 and 26 percent 
in 1982.) By the end of the cycle in 1979 real GNP was declining despite 
several "programs" designed to rectify the situation. In 1980 real GNP stood 
at only 5.3 percent above its 1976 level-an average rate of increase of less 
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than 2 percent annually and less than the rate of population growth over the 
same period. 

Macroeconomic difficulties obviously have plagued the Turkish econ- 
omy throughout the period during which foreign assistance has been a factor 
in the economy. Although satisfactory economic growth rates were achieved 
for part of the period, the rates proved unsustainable because of macroeco- 
nomic difficulties. The following section shows that much of aid policy to- 
ward Turkey (especially during the 1960s and late 1970s) has been strongly 
conditioned by those difficulties. 

Macroeconomic Perspectives on Assistance 

Despite the similarities of the cycles in Turkey's economic development, 
the role of foreign assistance in each was somewhat different. During the 
1950s (until 1958) the United States was virtually the only donor country. 
Most aid was intended to be project assistance and was directed primarily at 
infrastructure and agricultural development. 

During the second cycle U.S. funds were supplemented by assistance 
from several European donors and the World Bank. At that time assistance 
shifted to program rather than project support. In the third cycle U.S. assis- 
tance was greatly reduced in scope partly as a response to the apparent success 
of the 1970 devaluation. Assistance was resumed again, however, when the 
Turkish economy encountered difficulties in the late 1970s. 

In the 1950s assistance centered primarily upon infrastructure, especially 
the construction of a nationwide road network that was deemed desirable for 
NATO-military purposes as well as economic development; it has been of 
major significance for regional and agricultural development. Infrastructure 
investment and additional development assistance activities were undertaken 
in a number of other  sector^.^ 

Here, however, our focus is the interaction of U.S. assistance and the 
Turkish macroeconomic policy of the late 1950s. U.S. authorities were well 
aware of the problems inherent in the policy. As early as 1953, when a U.S. 
assistance-sponsored analysis of Turkish macroeconomic problems was cun- 
ducted by Chenery, Brandow, and Cohn (1953), the Turkish reaction was to 
refuse permission for the authors to enter the country. However, because of 
U.S. political interests in Turkey, U.S. policy was tom between the desire to 
support the Menderes government politically and the desire for reform in 
Turkish macroeconomic policies. The consequence was a difficult and tense 
period in Turkish-American relations, hut U.S. aid did not cease. Starting in 
1956 the Menderes government several tlmes requested continuation of U.S. 
project assistance and a U.S. program loan to provide financing for imports.' 

American authorities refused those requests because they perceived the 
Turkish government's economic policies to be unsustainable. By the summer 
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of 1958 the Menderes government was willing to accept the restrictions 
placed upon it under an IMF-led consortium. Whether the change came about 
because of the increased difficulties experienced by the Turkish economy 
(earlier a Turkish mission even had sought Soviet assistance) or because the 
U.S. position softened somewhat (the Iraqi revolution took place two months 
prior to the stabilization plan) is an open question. Still, the episode illustrates 
the dileulma of assistance in the context of strong political interests in a re- 
cipient country. 

The 1960s cycle represents yet another type of experience. The focus of 
U.S. aid shifted largely toward program rather than project assistance at that 
time. Although Turkey received assistance from several donors, the United 
States was by far the largest funding source early in the decade. But the 
relative importance of the United States as a donor declined sharply in later 
years when associate membership in the European Economic Community led 
Turkey to stronger economic ties with European countries. The dilemma of 
U.S. program aid centered on how one donor could influence macroeconomic 
policy. 

The solution was the formation of an aid consortium to meet with Turk- 
ish planners and other oficials to discuss budget plans and associated import 
requirements (White, 1967). Donor agencies were concerned with allocation 
issues, such as the distortions caused by the trade regime and the sectoral 
allocation of resources. Bargaining, however, tended to focus on the level of 
investment and the rate of return in import substitution sectors rather than on 
development strategy. In the context of the 1960s, perhaps, the long-run con- 
sequences of such policies were appreciated less than they are today. Al- 
though the bargaining process implies some degree of give and take on both 
sides, it was understood by the members of the consortium that the funda- 
mental premises of Turkish planning and the dominant role of state economic 
enterprises could not be challenged. 

Two other lessons from the experience of the 1960s deserve mention. 
First, the program emphasized investment plans, foreign exchange alloca- 
tions, and, to a certain extent, related macroeconomic issues. Inasmuch as 
the "foreign exchange shortage" associated with a given plan was what de- 
termined, at least in principle, the level of assistance from the consortium 
donors, the Turkish authorities were somewhat in conflict over the extent of 
their self-interest in minimizing the gap. Second, the consortium model itself 
was somewhat unwieldy. Multiple donors who differcd concerning what 
should he emphasized probably limited their effectiveness in influencing 
Turkish policy. Delays were another problem. The Turkish plans had to be 
formulated before they could he discussed with donors. But the process of 
reaching a consensus of donors on assistance levels was difficult and compli- 
cated for donors and recipients alike. 

The program approach to development assistance quite likely was a sig- 
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nificant factor in limiting the distortions to which the Turkish economy pre- 
viously had been subject. In the continuing dialogue between USIAID and 
the Turkish government officials (Kmeger was occasionally a sideline ob- 
server) attempts were made to persuade the prime minister and his cabinet 
that a change in macroeconomic policies, especially in the exchange rate, was 
desirable long before a decision was reached. In principle it is impossible to 
know whether the devaluation of 1970 would have been delayed even longer 
if donor pressure had been absent. What is clear, however, is that remedial 
action was taken in 1970 at a far earlier stage of the cycle than in the 1950s. 

The third cycle is in a way the most interesting. Except for the multilat- 
eral lending agencies, donors were far less involved in the process than they 
had been earlier. U.S. assistance resumed only with the re-emergence of se- 
vere balance of payments difficulties and other symptoms of extreme dislo- 
cation. Consequently, starting in 1978 repeated "programs" were announced 
to stem the difficulties. An IMF stabilization program of U.S. $450 million in 
1978, combined with an OECD consortium debt rescheduling, provided Tur- 
key with about $1.2 billion in balance of payments support over a two-year 
period. The conditions attached to the stabilization program were generally 
underachieved in 1978 and 1979. Despite changes in the exchange rate, the 
rate of inflation was sufficiently high that the real rate was increasingly over- 
valued and export earnings and workers' remittances faltered further. One 
Turkish economist characterized the period as one of export prevention rather 
than import substitution (Akat, 1983). 

From hindsight, two major mistakes were made in the 1970s: (1) Turkish 
borrowing, primarily from commercial sources, postponed adjustment in the 
mid-1970s, thereby making it more difficult when it did come; and (2) the 
severity of the imbalances was underestimated when they finally became ap- 
parent in 1977. In 1978 and 1979 the loans did little to rectify the underlying 
difficulties, and they increased the debt-servicing burden when Turkey under- 
took a genuine reform of economic policies in January 1980. 

Clearly, a major lesson for development assistance is that making loans 
to a country when the macroeconomic signals are massively out of line only 
makes the cost of adjustment higher unless sufficient remedial actions are 
undertaken. Unfortunately, there is no widely accepted technique for estimat- 
ing when policy changes are sufficient to remedy underlying difficulties. At 
least until our knowledge improves, advice on policy reform must continue to 
contain a large element of judgment. 

Trade and Aid in Turkey 

In any country that maintains a fixed exchange rate when its rate of 
inflation exceeds the rate in the rest of the world, the first symptom of actual 
difficulty (other than the inflation itself) generally arises in its balance of 
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payments and mounting debt service obligations. Inevitably, therefore, coun- 
tries with expansionary policies and fixed exchange rates will seek support 
from donor countries and institutions. If the macroeconomic policies are ap- 
propriate, such support can be used productively to support economic devel- 
opment; otherwise the support may be largely dissipated by the policies that, 
in any event, must be remedied if growth is to resume or continue. 

The Turkish experience amply demonstrates this conclusion. Many in- 
dividual projects financed by the United States and other donors have had a 
high rate of return, yet on three occasions when the Turkish macroeconomic 
policy was unsustainable, all donors were caught in a weak bargaining posi- 
tion on economic reform because of their political interest. In the 1960s, 
corrective measures were taken relatively early in the cycle. In the 1950s and 
1970s, however, donors were induced to provide support (1956-58 and 
1977-79) despite the failure to change underlying programs sufficiently to 
promise great macroeconomic relief. 

The fact that aid can be a substitute for trade means that supporting 
inappropriate macroeconomic policies can affect the trade sector of the do- 
mestic economy in fundamental ways. In the Turkish case the most vivid 
illustration of this lesson is the cycle of the 1960s. Even when broad macro- 
economic policy was not highly out of line, the aid inflow helped to mask the 
underlying trade distortion between import substitutes and exports. Kmeger 
(1974a) estimated that whereas most exports sold for only TL 9 per U.S. 
dollar, the implicit cost of many import-competing goods was TL 20 or more 
per dollar. 

Had it not been for aid flows, this situation could not have persisted as 
long as it did. Aid officials correctly pointed to the distortions resulting from 
overvaluation, yet they persisted in supporting this major stumbling block to 
the expansion of export earnings. The difficulty was compounded by Turkish 
workers' remittances; they also were a major source of foreign exchange. 
Nonetheless, a major lesson from the Turkish experience is that the effective- 
ness of aid, particularly program aid, is greatly diminished unless it is admin- 
istered in the context of a fairly realistic exchange rate and a liberal trade 
policy. 

The relation between trade policies and aid does not end at the macro- 
economic level. It also may distort the effectiveness of assistance at the indi- 
vidual project and sectoral level. Two cases in Turkey illustrate the link: the 
Eregli steel mill and the Turkish Industrial Development Bank. 

In the early 1960s, when protection for new industrial activities was 
automatic, the U.S. government decided to provide the major financing for 
the Eregli steel mill. By Turkish standards at the time, the mill was a massive 
undertaking. For us, the important point is that the project used the anticipated 
domestic steel price in the feasibility study to evaluate the prospects. The 
Eregli plant had numerous technical problems. In addition, it substantially 



258 COUNTRY CASES 

increased the Turkish domestic price of steel. Indeed, the price was so high 
that in a liter can of processed tomatoes the cost of the tinplate alone exceeded 
the retail price of a comparable can of processed tomatoes in Germany. Thus, 
during the late 1960s the development of food canning for export was unprof- 
itable and hence was not undertaken. In sum, an inappropriate set of trade 
policies fostered an initially uneconotnic steel mill that in turn prevented the 
development of an efficient food-processing industry. 

The Turkish Industrial Development Bank (TSKB) was founded in the 
early 1950s to lend money to private sector industrial activities. It received 
loans, primarily from the World Bank, which also provided foreign exchange. 
Because the latter was scarce, TSKB loans were eagerly sought by the Turkish 
business community. Over the years the TSKB undoubtedly has made major 
contributions to the economic and technical efficiency of Turkish industry 
through its technical assistance, project appraisal, and other activities; it 
adopted shadow pricing and cost-benefit analysis early in its history. How- 
ever, during its first ten years it based its project appraisals on market prices. 
Many projects that it funded were very profitable at market prices but uneco- 
nomical at international prices. When the TSKB finally began using interna- 
tional prices in project appraisals, it was able to weed out loan applications 
made by some high-cost industries. However, the policy did not encourage 
loan applications from those activities (especially for export) that would have 
been profitable at a realistic exchange rate but not at the actual exchange rate. 
The benefits accruing from assistance to the Turkish Industrial Development 
Bank were less than they might have been (even when the TSKB used appro- 
priate appraisal criteria) had Turkish trade and exchange rate policies been 
more realistic. 

Assistance for Agricultural Development 

A review of U.S. assistance to agricultural development in Turkey is 
particularly enlightening for several  reason^.^ Turkey, along with Korea, was 
one of the first aid recipients. The experience proved valuable as assistance 
programs expanded. Although the United States made almost every false start 
and committed most of the development assistance errors possible, some suc- 
cesses were achieved. Indeed, U.S. development assistance has been an im- 
portant contribution to the agricultural sector's expanded productive capacity 
and to the economic well-being of Turkey's rural areas. 

We focus here on assistance to (a) agricultural inputs (tractors and fertil- 
izer); (b)  land and water development; (c)  agricultural education, research, 
and extension; and (d) wheat production campaigns. The activities of other 
donors are discussed primarily as their programs interacted with U.S. devel- 
opment interests. The United Nations Food and Agriculture Organization 
(FAO) actively supported development of the forestry sector, fertilizer use, 
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development of animal health and production programs, and crop introduction 
and research, and the World Bank actively supported soil and water conser- 
vation, irrigation development, and the development of the livestock industry. 

AGRICULTURAL INPUTS: TRACTORS AND FERTILIZER 
After World War I1 the use of tractors and fertilizer spread rapidly in 

Turkey. Fertilizer use started from very low levels in the early 1950s and 
expanded steadily until the mid-1960s. The largest increases in fertilizer use 
followed the introduction of the new higher-yield, fertilizer-responsive crop 
varieties in the mid-1960s. U.S. assistance played a very important role in the 
rapid postwar introduction of tractors but a smaller direct role in stimulating 
fertilizer use. 

Tractors. During the Marshall Plan period (1948-52) and during the first 
several years under the Mutual Security Act, suppoxf for agricultural devel- 
opnlent represented a very large share of U.S. economic development assis- 
tance to Turkey (Wilson, 1971, pp. 2,3), most of it for agricultural mechani- 
zation (table 14.2). Nearly forty thousand tractors were imported during thc 
Marshall Plan period alone. Although U.S. assistance for mechanization de- 
clined after the mid-1950s, mechanization, as indicated by the growth in trac- 
tor numbers, has continued. A major effect was to expand the land under 
cultivation. 

Despite the mechanization program's initial impact on production, there 
are substantial questions concerning its longer-run viability. A 1951 World 
Bank mission criticized the number of tractors being imported; it estimated 
that tractor cultivation was economically viable for only about ten thousand 
farms (IBRD, 1951). Also, much of the land converted to cotton and grain 
production should have remained in pasture. In some areas the productive 
capacity of the newly cultivated lands deteriorated rapidly. Income distribu- 
tion was also distorted. At the village level the ownership of resources became 
more concentrated, and large numbers of peasants were pushed into the mi- 
gration stream (Robinson, 1952 and 1958; Mann, 1980). 

In retrospect, it is hard to escape the conclusion that a slower pace of 
agricultural mechanization in Turkey would have been desirable. The nega- 
tive effects of both the conversion of land use and the effects of income dis- 
tribution would have been mitigated if tractors had been introduced more 
slowly and more selectively. Unquestionably, external assistance was partly 
at fault. Furthermore, the fault stemmed, not from a failure of analysis, but 
from the dearth of analysis. Both U.S. assistance personnel and the Turkish 
government identified mechanization with the modernization of agriculture 
(Chenery, Brandow, and Cohn, 1953; Aresvik, 1975, pp. 76-81; Mann, 
1980). 

Fertilizer. The expansion of fertilizer use was a major focus of several 
U.S. assistance projects. The U.S. assistance programs' extensive involve- 
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Table 14.2. Mechanization in Turkish Agriculture, 1950-1980 

Tractors Draft Aoimals 

Area Area Total Area 
Cultivated Cultivated Cultivated 

Number (million Number (million (million 
Year (thousands) hectares) (thousand pain) hectares) hectares) 

~ - 

Sources: Turkish State Institute of Statistics, SummO).y ofAgriculturol Stotisrics, various annual 
issues; Ministry of Agricultural, Forestry and Rural Affairs, General Directorate of Agricultural 
Affairs; OECD, Agricultural Policy in Turkey (Paris, 1974); World Bank, Turkey: Industrioliia- 
tion and Trode Strategy: Methodological and Stofistical Annex. (Washington, D.C., 18 Feb- 
ruary 1982). 

ment in fertilizer began with a USIAID-supported team of six fertilizer ex- 
perts from the Tennessee Valley Authority. In early 1966 this team spent two 
months advising the Turkish State Planning Organization; the result was a 
detailed fertilizer study whose conclusions were incorporated into the second 
Five Year Plan. The Turkish government worked extensively with USIAID to 
develop a suitable fertilizer project hut in the end did not seek USIAID fi- 
nancing for any fertilizer investment project. USIAID continued to work with 
the Turkish government on fertilizer-related questions, nevertheless. A US/ 
AID fertilizer adviser spent about four years (1967-71) working with the 
State Planning Office, the Ministry of Agriculture, the Agricultural Supply 
Organization (TZDK), the Agricultural Bank, and Turkish industry to coor- 
dinate the development of a fertilizer industry (Hill, 1969). A major change 
occurred in Turkish agriculture in the late 1960s following the USIAID fertil- 
izer adviser's recommendations: the Turkish government accepted the use of 
nitrogen fertilizer on wheat, and the results achieved on state farms from 
applying nitrogen on high-yield winter wheat varieties convinced research 
workers of the merit of using nitrogen fertilizers in addition to phosphates. 
As a result the first recommendations for applying nitrogen to winter wheat 
grown on the Anatolian Plateau were made in spring 1969. After the intro- 
duction of the high-yield winter and spring wheat varieties, the amount of 
fertilizer used for wheat in Turkey increased dramatically. 

Fertilizer consumption increased very rapidly, in part because prices 
were heavily subsidized by the Turkish government. Excess demand condi- 
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tions have prevailed, consequently, and a nonprice allocation mechanism has 
been used to distribute fertilizer to farmers and to specific crops. Unfortu- 
nately, available supplies are distributed unevenly. A World Bank simulation 
based on its agricultural sector model for Turkey indicated substantial mal- 
allocation of fertilizer use among crops and regions due to the pricing policies 
(World Bank, 1982b. vol. 2, p. 252). In retrospect it is doubtful that subsidies 
were needed to induce more intensive fertilizer use. Before the new wheat 
varieties were introduced there was little economic return to higher levels of 
fertilizer use on most crops; with the new fertilizer-responsive varieties the 
economic incentive for fertilizer use has been was very great. Thus, the pri- 
mary effect of fertilizer subsidies was to distort use patterns. 

LAND AND WATER DEVELOPMENT 

Both USIAID (and its predecessor) and the World Bank have substan- 
tially assisted land and water development in Turkey. For over thirty years the 
Seyhan Irrigation Project, a large hydroelectric, flood control, and irrigation 
undertaking, was a major focus of funding by the two agenc ie~ .~  The project 
illustrates all the difficulties inherent in such large-scale, multipurpose ven- 
tures. At Seyhan the problems stemmed from the coordination of the irriga- 
tion phase with the power and flood control phases. 

Prior to requesting funds for a dam from the World Bank, the Turkish 
Ministry of Public Works authorized a two-year design study (1948-50). The 
Bank, however, made its own economic study. Despite serious reservations, 
the Bank agreed to help finance the construction, and work on phase 1 (power 
and flood control) began in 1952. Although at the very beginning of the pro- 
ject the attainment of all the objectives was deemed necessary for the under- 
taking to be economically viable, phase 2 (irrigation and drainage) was not 
begun until phase 1 was drawing to a close. 

The irrigation and drainage studies estimated the cost of phase 2 to be 
several times that of phase 1; this estimate, however, did not include the even 
larger expense of on-farm land and water development, which was essential 
to realizing the irrigation benefits. In the early 1980s, when a large portion of 
the irrigation system was operational, it was apparent that the Seyhan Project 
had been more of a burden to the Turkish economy than a source of growth. 

Because of the long delays attendant on completion of phase 2, the Bank 
insisted upon an intensive extension effort to ensure effective use of the irri- 
gation facilities as they were completed. A "training and visit" (T&V) pro- 
gram was developed with the assistance of Daniel Benor, an Israeli extension 
specialist. Unlike existing programs, it offered more intensive assistance to 
fanners; coordinated the activities of the different agencies; instituted regular 
sessions to train village-level "contact" workers to make scheduled visits to 
fanners; and backed up the contact workers with a hierarchy of specialists. 
T&V was so successful that the Bank made it part of other projects (see 
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chapter lo), and it has become a model for Bank-sponsored programs in many 
other countries (Benor and Harrison, 1977; chapter 9). 

To strengthen Turkey's capacity to increase farmers' effective use of the 
land and water resources under development, the United States in 1960 helped 
to establish a Department of Land and Water Resource Development (Devlet 
Su Isleri, or DSI) in the Ministry of Public Works (modeled on the U.S. 
Bureau of Reclamation) and TOPRAKSU (modeled on the U.S. Soil Conser- 
vation Service) in the Ministry of Agriculture, Forestry and Rural Affairs. 
USIAID funding was extended to training DSI and TOPRAKSU staff and to 
financing investments in soil and water development by farmers. By the late 
1960s the two new agencies had become highly professional and technologi- 
cally proficient. 

TOPRAKSU resources were concentrated in the Seyhan and Gediz proj- 
ect areas, where a state-managed (force account) approach to land and water 
development effectively generated o n - f m  development. Although both the 
World Bank and the European Investment Bank strongly supported the force 
account approach, USIAID was critical of it because it neglected the million- 
plus hectares of irrigated land outside the project areas (USIAID, 1969b; 
Mann, 1972). Indeed, by 1970 it was clear that Turkey still could not deliver 
irrigation water to farmers outside the state-managed project areas. Further- 
more, DSI's capacity to design and construct irrigation facilities exceeded 
TOPRAKSU's capacity to manage the delivery of water and to provide tech- 
nical assistance at the farm leveL6 

To increase TOPRAKSU's capacity for on-farm water development and 
to enlarge the private sector's capacity to serve farmers outside the project 
areas, USIAID assisted in the development of a new On-Farm Water Devel- 
opment Project.' The pilot demonstration in the Izmir region was regarded 
as highly successful (Mann, 1972; OECD, 1974, p. 26). Unfortunately, the 
limited credit available to farmers, contractors, and equipment suppliers and 
TOPRAKSU's less than adequate engineering and agronomic capacity ham- 
pered the diffusion of the so-called Izmir model. 

Mann (1972) compared the advantages of the Seyhan and Izmir models 
and overall gave the latter higher marks, for the following reasons. First, 
despite rapid and intensive development, the effect of the older Seyhan model 
was constrained by government budget limitations. In contrast, the Izmir proj- 
ect, by drawing heavily on private funding, was able to spread public re- 
sources more broadly and to separate the pace of irrigation development from 
the size of the TOPRAKSU budget. Second, in the Izmir model most land 
development costs were borne privately; the government supported only T&V 
assistance. The returns to public investment were higher. Third, the Izmir 
model was more labor-intensive, made greater use of local resources, gener- 
ated more employment, and provided greater opportunity for the development 
of local private entrepreneurship. Finally, the distributional effects of the Iz- 
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mir strategy were more favorable because public resources were spread more 
broadly in Izmir-type projects. In the Seyhan Project large farmers tended to 
receive a relatively large share of the land development subsidies and techni- 
cal assistance. 

Turkey has institutionalized a substantial capacity to develop and manage 
land and water resource activities over the period of thirty years. The experi- 
ence with the Seyhan and Izmir projects contributed to the experience that 
has led to better bureaucratic performance. Over the last decade Turkey seems 
finally to be realizing returns from its major investments in the multipurpose 
water resource projects and from its smaller investments in land and water 
development outside the major project areas. 

AGRICULTURAL EDUCATION, RESEARCH, AND EXTENSION 
Turkey established the Ministry of Agriculture in 1931 and the extension 

service in 1943 and first undertook agricultural research in 1950. In the early 
1950s, however, these areas were exceptionally weak, research was highly 
fragmented, and the staff members were technicians rather than scientists. 

Following assessments by U.S. technical assistance missions in the early 
1950s, efforts were made to strengthen agricultural extension by focusing on 
training and technical assistance at the field level (Horton, 1964) and, later, 
on extension planning and administrati~n.~ In the mid-1960s the development 
of extension services still lagged, perhaps because of the different concepts 
held by the Turkish bureaucracy and the U.S. advisers. In the Turkish view 
extension agents were part of the Kaymakam ("county administration") staff 
and had regulatory and administrative functions, hut in the American view 
extension services were supposed to reform the county system so that it would 
carry out educational and technology transfer functions for the Ministry of 
Agriculture. 

In 1966 USIAID and the Turkish government initiated an Integrated Ag- 
ricultural Services Project on a pilot basis in Denizli Province, in southwest- 
em Turkey, to move agricultural planning to the provincial and county levels 
and to coordinate the various agencies for agricultural development at the 
local level (Wilson, 1971). The Project's three major activities were (a) co- 
ordinating a support system to integrate the supplies and services needed to 
increase agricultural production; (b)  increasing supplies of fertilizer and credit 
and improving seed, breeding stock, and land and water management; and (c)  
testing and evaluating new technology locally. Despite increased production 
in many individual programs, the integrated approach to agricultural devel- 
opment was never achieved. USIAID terminated support in June 1970. US1 
AID'S efforts to strengthen extension services by improving on-farm water 
management in the Izmir region continued (see above), hut the national agri- 
cultural extension services showed little improvement. 

In the early 1980s Turkey again confronted the problem of an effective 
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agricultural extension system because of World Bank and USIAID concerns. 
The decision was made then to adopt nationally the T&V system that had 
been tested in the Seyhan area. 

During the 1950s, research, like extension, was fragmented among sev- 
eral departments and agencies. Both the Turkish government and USlAlD 
recognized the weakness of agricultural research, but the first assistance proj- 
ect in support of agricultural research, with the objective of reorganizing the 
Turkish agricultural research system, was not initiated until 1963 (USIAID, 
1965). A second and complementary project was the strengthening of eco- 
nomic research and agricultural planning (USIAID, 1967). Bureaucratic op- 
position was strong, however, and both projects failed. Turkish agricultural 
research programs remain fragmented. 

A more successful undertaking was USIAID's support for the establish- 
ment of Ataturk University in eastern Turkey. Beginning in 1955 USiAID 
provided support, through a contract with the University of Nebraska, for an 
extension training institute and an agricultural experiment station. An external 
review commissioned by USIAID in the early 1970s concluded that the new 
university appeared to he effectively institutionalized (Wilson, 1971). 

WHEAT PRODUCTION CAMPAIGNS 

In the late 1960s and early 1970s USIAID shifted its development assis- 
tance to the direct support of specific agricultural production objectives. 
(Some funds still were channeled to training, research, and extension, how- 
ever.) This shift followed the demonstration in 1965 of the dramatic possihili- 
ties of new high-yield wheat varietie~.~ Seeds of two varieties developed in 
Mexico (Sonora 64 and Lera Rojo) had been tried out by a farmer on the 
Mediterranean coast; his yields of about 4.0 tons per hectare were roughly 
double the yields of the best local wheat. Large-scale demonstrations fol- 
lowed when USIAID provided economic and technical assistance (a) to im- 
port twenty-two thousand tons of the seed for planting in different regions and 
(b) to educate farmers in the necessary production practices for obtaining high 
yields: higher rates of fertilizer application, better seedbed preparation, and 
better weed control. 

A study by the Agricultural Planning and Economic Research Depart- 
ment showed that net income from land and management per hectare in- 
creased about 150 percent in the first year (1967-68) with the new tech- 
nology. The cost-benefit ratio of the seed import progranl probably was the 
highest of any USIAID program to Turkey (Aresvik, 1975, p. 164). 

Many indirect benefits followed. A number of agencies (e.g., the Agri- 
cultural Bank, the Government Supply Agency, the Soils Products Office, and 
State Farms) learned that they could demonstrate program success by coordi- 
nating their support for the wheat production campaign. Furthermore, tech- 
nical capacity and morale in the Turkish Extension Service improved, and the 



Assistance to Turkey 265 

staff responded by changing their techniques, procedures, and education ap- 
proach. Having something valuable to disseminate generated greater interest 
among farmers. 

The widespread adoption of the Mexican wheats in coastal Turkey un- 
derscored the rapidity with which farmers can respond to new technology. 
However, the Anatolian Plateau, which comprises three-quarters of Turkey's 
wheat land, was unaffected. It requires cold-tolerant winter wheats. A pro- 
gram sponsored by the Turkish government, the Rockefeller Foundation, and 
USIAID-the High-Yielding Winter Wheat Project-developed some high- 
yield winter wheat in time to introduce it during the same season as the Mexi- 
can spring-type varieties (Johnson, 1971). By 1974 Turkish and Rockefeller 
Foundation scientists were able to recommend practices that would give farm- 
ers yields of at least 2,000 kilograms per hectare in all years except those with 
unusually low rainfall. The recommendations were demonstrated on ten lo- 
cations in Ankara Province in 1974-75; the trials yielded 2,530 kilograms 
per hectare, as opposed to 1,810 kilograms per hectare in adjacent fields. 
Modest amounts of additional inputs combined with better crop management 
appeared to account for the yield increases. A subsequent analysis suggested 
that not all practices in the recommended package were profitable, however 
(Somel, 1979). 

The High-Yielding Winter Wheat Project led to a major reorganization 
of wheat research in Turkey. Scientists with different specialties joined multi- 
disciplinary staffs; plant pathologists worked with breeders to select resistant 
strains; and a truly national wheat improvement program was created with 
eleven research stations: three breeding stations (two for winter wheat and one 
for spring wheat) and eight selection and testing sites. 

In February 1982 a comprehensive review judged the wheat project to be 
highly successful (Mann and Wright, 1982).1° It was the first important dem- 
onstration of the Green Revolution in rainfed agriculture. Turkish wheat pro- 
duction moved from approximately 10 million tons per year in 1970 to six 
consecutive years of over 16 million tons. About half of Turkey's present 
wheat area, both irrigated and rainfed, is planted with high-yield varieties, 
and as of the mid-1970s Turkey again became a wheat exporter (Nyrop, 1980, 
p. 154; World Bank, 1982b, pp. 244-93). The project also is a model for re- 
search organization and management for all of Turkey's agricultural research. 

Assistance to Improve the Quality of Life in Rural Turkey 

U.S. assistance for rural development has been directed primarily toward 
providing direct input for agricultural production and strengthening institu- 
tions that directly support agricultural production (agricultural research and 
extension). To the extent that these programs have raised rural incomes, they 
also have increased the quality of life in mral areas. In addition, U.S. assis- 
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tance has been directed toward improving rural education and health, family 
planning, and nutrition. The resources for these activities have been smaller 
than those for support of agricultural production, and less attention has been 
given to evaluating the effects. 

RURAL EDUCATION 

During the late 1950s and 1960s U.S. assistance supported educational 
planning, school design and construction, and mass literacy programs. In the 
late 1960s attention shifted to supporting technical education and modernizing 
university-level education. Clearly, the low level of rural literacy in the early 
1950s was a major obstacle to improvements in both the efficiency of agricul- 
rural production and the qudlity of rural life. Two projects--Literacy Training 
in the Armed Forces (1959-62) and Adult Wucxrion Resources Ucvclopnlcnl 
(1960-65)-were reasonably successful. Rural education and literacy pro- 
jects, however, apparently captured less interest or support from the Turkish 
educational bureaucracy than did the later programs to reform and develop 
higher education (Price, 1970). 

RURAL HEALTH AND FAMILY PLANNING 

Several US/AID-sponsored studies, beginning with the 1963 survey by 
the Population Council, indicated that a high percentage of the population 
(both urban and rural and representing all economic classes) had favorable 
attitudes toward family planning methods but lacked appropriate information 
and technology. Since the mid 1960s US/AID has made several loans to sup- 
port integrated family planning and rural health programs, especially in the 
more disadvantaged areas of eastern Turkey. One interesting result was dem- 
onstrated by the reinforcement resulting from integrating health and family 
planning education with literacy improvement (USIAID, 1974). 

NUTRITION 

Early efforts to improve nutrition focused on home economics, educa- 
tion, and extension. From the mid-1950s to the early 1970% food imports 
were supported through the PL 480 program. School feeding programs also 
were developed with PL 480 support. However, no strong integrated approach 
to nutrition planning or nutrition programs has been devised by USlAID or 
the Turkish government. 

Some Conclusions 

During much of its history, U.S. economic assistance to Turkey has been 
confronted with difficult tradeoffs between economic and political objectives. 
At several critical junctures political concerns clearly limited the pursuit of 
accurately diagnosed economic reforms by assistance programs. In retro- 
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spect, the failure to cany out needed monetary, fiscal, and trade reforms, 
particularly in the late 1950s and the late 1970s, seriously weakened theTurk- 
ish economy. If necessary reforms could have been carried out in a more 
appropriate and timely manner, the Turkish living standard would be higher 
and the Turkish economy would now be stronger. 

Major attention has been given to program assistance in this review, even 
though project and technical assistance were dominant in the 1940s and 
1950s. Infrastructure assistance during this period was important to later de- 
velopment. The Turkish experience suggests that even when project aid is the 
dominant form of assistance, a substantial program component is useful to 
induce effective policy dialogue between donors and recipients. The dialogue 
between donors and the Turkish government during the mid- and late 1960s 
helped to ensure that the reforms undertaken toward the end of the 1960s 
growth cycle were carried out both earlier and more effectively than the be- 
lated reactions to the cycles of the 1950s and 1970s. 

A closely related lesson is that when macroeconomic policy results in 
several economic distortions, lending is both costly and unproductive unless 
effective remedial actions are taken at the same time. When macroeconomic 
policies are inappropriate, assistance resources are largely dissipated until the 
remedial policies are accepted and implemented. This conclusion must be 
tempered by a recognition that we have no widely accepted techniques for 
determining whether particular policy changes will be adequate. Until knowl- 
edge improves, advice on policy reforms must continue to be weighted 
heavily by judgment. 

Other rather strong conclusions have emerged from our review of assis- 
tance to agricultural development in Turkey: 

1. Allocation of development assistance funds for the purchase of ma- 
terial inputs (e.g., tractors and fertilizer) rarely is a productive use of devel- 
opment assistance. At best, material transfers are an indirect method of over- 
coming foreign exchange limitations. When appropriate economic incentives 
exist for the use of such inputs, they are rapidly adopted by farmers even in 
the absence of subsidies. 

2. Both US/AID and the World Bank should have learned in Turkey that 
building the physical infrastructure for irrigation development is much sim- 
pler than building the institutional infrastructure. In retrospect, both the 
World Bank's commitment to physical infrastructure development and US1 
AID'S commitment to institutional infrastructure development to support land 
and water development appear highly successful; but m both cases the eco- 
nomic returns would have been greater if attention had been given earlier to 
the institutional innovations that were needed to realize the production poten- 
tial of the physical infrastructure development." 

3. Institution building is most effective when it is motivated by potential 
high economic returns. This is the lesson of the wheat programs. Generalized 
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efforts to reform and develop effective agricultural extension and agricul- 
tural research programs were largely ineffective until the new, high-yield 
wheat varieties offered the possibility of very large gains from institutional 
innovation. 

The effect of development assistance often appears to be much more 
impressive a decade or more after completion. A major contribution of all 
development efforts is the building of human capital through learning by do- 
ing. Many young professionals who participated in policy development and 
project planning and management became, later in their careers, the architects 
of the reforms that currently are leading to more effective macroeconomic and 
sector development policies and to better program design and management. 
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Assistance to Ghana and 
the Ivory Coast 

J. DIRCK STRYKER 
AND HASAN A. TULUY 

The economic impact of development assistance has 
been very different in Ghana and the Ivory Coast. At independence in 1957 
Ghana had a well-established export sector, which permitted the accumulation 
of substantial foreign exchange reserves. Its physical infrastructure and edu- 
cational establishment were reasonably well developed, and its per capita in- 
come was the highest in Africa south of the Sahara. Two and one-half decades 
later the Ghanaian economy was in ruins, with cocoa exports cut in half, a 
black market exchange rate many times the official rate, an extensive and 
complex system of trade and exchange controls, and real per capita income 
substantially below the level at independence. Foreign aid by this time was 
almost totally ineffective in stimulating development. 

The Ivory Coast at independence, on the other hand, was far behind 
Ghana in terms of roads, schools, agricultural production, per capita income, 
and practically every other indicator of development. By the early 1980s, 
however, the country bad one of the best rural infrastructures in Africa, had 
made substantial progress in the education and health of its population, had a 
relatively well-developed and diversified agricultural sector, and had experi- 
enced an average annual growth of real per capita income of close to 3 per- 
cent. Concessional foreign aid had declined in importance as the Ivory Coast 
financed its development out of its own resources and by borrowing abroad 
on commercial terms. 

By the mid-1980s the economic situation in the two countries had once 
again substantially changed. In 1983 Ghana began a major process of struc- 
tural reform that drastically improved its potential for effectively utilizing 
foreign aid. The Ivory Coast, on the other hand, found itself saddled with a 
fixed exchange rate and resorted increasingly to import restrictions in order 
to correct its balance of payments and to protect its domestic industries. This 
biased incentives against exports and toward the production of nontradables 
and import-competing goods, both of which had limited potential for future 
growth. 

The difference between the experiences of these two neighboring coun- 
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tries is the subject of this chapter. A major thesis is that the effectiveness of 
foreign aid was conditioned in each instance by the economic policy environ- 
ment in which that aid was administered. This policy environment was the 
result of many factors. Initially it was strongly influenced by the opposing 
directions taken by the two leaders, Kwame Nkrumah and Felix Houphouet- 
Boigny. Whereas Ghana chose the path of socialism and state control, the 
Ivory Coast government saw the role of the state more as one of influencing 
rather than as one of controlling the private sector. A second factor until 
recently was the political turmoil that characterized Ghana in comparison with 
relative political stability in the Ivory Coast. Finally, the Ivory Coast was 
more open than Ghana to foreign trade, investment, and financial flows. 

A second theme is that foreign aid can be very effective in promoting 
and enhancing the impact of policy reform. This is especially true if aid is 
given as program assistance in support of broad sectoral or macroeconomic 
policy changes, but project aid can also help to identify issues and to develop 
the mutual trust and confidence necessary for major reform. 

Aid in a Historical Context 

Foreign assistance to Ghana and the Ivory Coast within its historical 
context is the subject of this section. This is followed by an assessment of 
aid's macroeconomic contribution to growth through the transfer of resources 
for investment and improving the balance of payments. The role of foreign 
aid in facilitating the transfer of specific technical-organizational packages in 
the form of projects is then examined, with special emphasis on agriculture 
and rural development. Following this is an analysis of the economic policy 
environment in each country and of how foreign aid has been used to improve 
that environment. A final section summarizes the principal conclusions of the 
chapter. 

THE PRE-WORLD WAR I1 COLONIAL PERIOD 

Foreign aid in Ghana and the Ivory Coast must be seen within the his- 
torical context of development in these two countries. In Ghana much of this 
development occurred during the colonial period, though not 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. Furthermore, investment was financed 
largely out of local resources, since a basic policy of the British government 
was that colonies should be financially self-sufficient. Nevertheless, there was 
major investment in infrastructure, and an important beginning was made in 
the 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. 
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Development in the Ivory Coast during this period was much less impor- 
tant than in Ghana. Cocoa was a relatively minor crop at this time, and coffee, 
which contributed most to exports until well after independence, was largely 
in the hands of European planters, many of whom did not survive the depres- 
sion. Like the British, France also contributed little to its colonial empire 
during this period. Since Ivory Coast exports were not nearly as well devel- 
oped as those of Ghana, few resources were available for investment in infra- 
structure and human services. 

THE POST-WORLD WAR I1 COLONIAL PERIOD 

World War I1 marked an important turning point for the Ivory Coast. 
France at last abandoned its policy of financial self-sufficiency in its colonies 
and in 1946 created an overseas development fund, the Fonds d'Investisse- 
ment pour le D6veloppement Ecouomique et Social (FIDES). From 1946 to 
1959 this fund provided grants worth close to 70 billion CFA francs. Of 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. FIDES 
was succeeded in 1959 by the Fonds #Aide et de Coop6ration (FAC). FIDES 
and FAC grants were managed by the Caisse Centrale de Coogration Econo- 
mique (CCCE), which also provided loans and advances and sometimes took 
an equity position for its own account (Ivory Coast, 1960, pp. 236-40). 

This aid was instrumental in improving infrastructure in the Ivory Coast. 
Of greatest importance were the opening of the Vridi Canal and the construc- 
tion of a protected, deep water port at Abidjan. Some progress was also made 
in road construction. There were only six hundred kilometers of paved roads 
by 1958, however, and many villages were not served by feeder roads of any 
kind (Ivory Coast, 1960, p. 118). Educational and health facilities and staff, 
especially of local origin, were also very meager. On the other hand, agricnl- 
rural research was well established in a number of French research institutes. 

Ghana also benefited from foreign assistance resulting from the Colonial 
Development and Welfare Act, passed during the interwar period. Ghana's 
first Ten Year Development Plan, published in 1946, called for the expendi- 
ture of about £ 1 million. These were booming years for cocoa, however, and 
the accumulation of reserves soon led to a series of plan reformulations that 
increased the level of investment. Despite this, at independence in 1957 the 
government held about £250 million in foreign exchange reserves (Hymer, 
1971, pp. 166-67). Foreign aid thus offered relatively little in comparison 
with Ghana's own resources. This windfall for the colonial and postinde- 
pendence governments was possible because of the decision not to transfer 
the profits from high cocoa prices back to the farmer. Instead the Cocoa Mar- 
keting Board and the government accumulated these earnings as sterling bal- 
ances held abroad. 

Overall the level of development in Ghana at the end of the colonial 
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period was considerably more advanced than that in the Ivory Coast. At the 
time of independence, per capita GDP at market prices and official rates of 
exchange was $181 in Ghana, compared with $157 in the Ivory Coast. With 
only three-quarters of the Ivory Coast's area of land, Ghana had three times 
the length of roads, of which nearly four thousand kilometers were paved. 
The primary school enrollment rate in 1960 was 59 percent in Ghana, com- 
pared with 46 percent in the Ivory Coast (World Bank, 1976). 

 OM INDEPENDENCE TO 1966 
The years from independence to 1966 were critical for both Ghana and 

the Ivory Coast. During this period the leaders of both countries created the 
ideological and policy frameworks in which development was to take place. 
Strategies were formulated and the first steps toward 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 not yet fully recovered. In the Ivory Coast, on the other hand, 
1966 marked the turning point from a period of strong, concentrated eco- 
nomic management to one in which decision making became more diffused 
and decentralized in keeping with the growing complexity of the economy. 

Under Nkrumah, Ghana embarked on a radical structural transformation 
of the economy, giving priority to import-competing industrialization and 
capital-intensive, state-managed agricultural development. There was heavy 
emphasis on socialist ideology, decreased external dependence, Ghanaiani- 
zation of the economy, and the importance of the public sector in promoting 
development. The Ivory Coast, in contrast, concentrated more on small-farm 
agriculture and exports, created an atmosphere conducive to private foreign 
investment in industry, and maintained close links to France, the European 
Economic Community, and neighboring Francophone countries. The state 
was active in influencing and promoting development, but as a partner rather 
than a replacement for the private sector (Berg, 1971). 

From 1960 to 1964 Ghana received $68 million in net foreign aid from 
OECD countries and multilateral institutions, of which $18.53 million was in 
the form of grants, primarily from the United States and the United King- 
dom. Official bilateral loans, mostly from the same sources, amounted to 
$29.82 million, and loan repayments equaled $1.38 million. Multilateral bor- 
rowing totaled $25.6 million, primarily from the World Bank, and repay- 
ments amounted to $4.74 million (OECD, 1966). 

The Ivory Coast received $70.16 million in grants during the same pe- 
riod, of which $34.34 million was 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 aid to the Ivory Coast 
was therefore more than twice the amount received by Ghana. 

These aid figures are only partial, however. In Ghana's case, they do not 
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include the numerous bilateral arrangements made with Eastern bloc coun- 
tries, some of which contained concessional elements. Nor do they include 
direct French budget subsidies to the Ivory Coast for agricultural research, 
mineral exploration, and technical assistance. 

The contribution of this aid was heavily influenced by the course of de- 
velopment in each of the countries. Gross domestic product in the Ivory 
Coast, for example, increased in real terms during this period at an annual 
rate of 6-7 percent; in Ghana it increased at only 2-3 percent. Low rates of 
inflation and balance of payments surpluses in the Ivory Coast contrasted with 
rapid price increases and mounting current account deficits in Ghana. 

With exports stagnant, imports rising, and foreign exchange reserves 
falling, the government of Ghana resorted to suppliers' credits and deficit 
financing. At the beginning of 1966, consumer prices in Ghana were 75 per- 
cent higher than in 1960, and imported goods were in very short supply owing 
to import quotas and exchange controls. As a result, industrial and other en- 
terprises that were heavily dependent on imports of capital equipment and 
intermediate goods were forced to operate substantially below capacity (Berg, 
1971, p. 188). In addition, large sums had been allocated to prestige projects 
with very low rates of return. 

Most significant for the future, by 1966 Ghana had acquired an enormous 
medium- and long-term external debt of about $500 million, whereas its for- 
eign exchange reserves had decreased to $50 million. About 80 percent of 
this debt comprised costly suppliers' credits. Debt service obligations rose to 
25 percent of exports in 1966. In addition, the system of import quotas and 
exchange controls, introduced to reduce imports in the face of the overvalued 
exchange rate, was a bureaucratic nightmare and gave rise to severe distor- 
tions 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, who served as the first minister of finance, economic affairs, and plan- 
ning. This was an extremely powerful position that enabled him to put his 
"pragmatic, modern, liberal and disciplined" stamp on the economy with the 
full approval of the president (Worouoff, 1972, p. 201). The incentive code 
to encourage private foreign investment, which was adopted in 1959 and re- 
vised in 1962, provided tax holidays, guaranteed the transfer of capital, and 
allowed for repatriation of profits. Foreign trade and domestic marketing were 
left in private hands, and government investments in industry generally in- 
volved minority participation. Public enterprises were created primarily for 
infrastructure development, to expand housing and utilities, and to introduce 
new crops such as rubber and oil palm into agriculture (Woronoff, 1972, 
p. 204). 

It was in the area of economic planning that the Ivory Coast was most 
innovative. Several development commissions, comprising public and private 
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representatives, were created to determine production targets, desirable re- 
forms, and the general orientation of the respective sectors. On the basis of 
this information, a Comitt Interminist6riel du Dtveloppement examined the 
broad economic situation and established the general framework for develop- 
ment 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 Chambers of Commerce, Industry, and Agriculture. Using 
these networks, technical elaboration of the plan was carried out by the Min- 
istry of Finance, Economic Affairs, and Planning with heavy input from 
French technical assistants. The plan was then incorporated into annual de- 
velopment budgets. Numerous studies provided a solid foundation for the 
planning process (Woronoff, 1972, pp. 206-8). 

In 1966 the economic superministry was divided into separate ministries 
for finance and economic affairs and for planning. Substantial power was 
retained by the planning ministry, since it continued to have primary respon- 
sibility for managing the development budget-the Budget Special d'lnves- 
tissement et d'Equipement, or BSIE-funded by earmarked receipts from 
taxes, customs duties, loans, and surpluses from the state's operating budget. 
The priorities laid down by Saller were retained, but a decentralization of 
authority began that has continued until this day. 

FROM 1967 TO 1981 
By the time the Nkrumah government was replaced and economic deci- 

sion making in the Ivory Coast had become more decentralized, the basic 
pattern of economic development in these two countries was well established. 

Ghana. Ghana after Nkrumah was characterized by succeeding phases 
of devaluation, austerity, import liberalization, inflation, tightened import and 
exchange controls, and political turmoil. The real value of exports (in 1975 
prices) fell from N$1,249 million in 1966 to Ne486 million cedis in 1983. 
Production of cocoa decreased from 538,000 metric tons in 1965 to 173,000 
tons in 1983, primarily as a result of a 58 percent decline in the real value of 
the producer price over the same period (Stryker, 1988). 

The National Liberation Council (NLC) government devalued the cedi 
by 43 percent in 1967 and rescheduled the country's short-term debt. An 
initial austerity program and a brief increase in world cocoa prices in 1967- 
68 permitted some relaxation of exchange controls, but as imports rose, lax 
macroeconomic policies and ambitious investment programs put pressure on 
aggregate demand and the balance of payments. The system collapsed, and 
Busia's civilian government, elected in 1969, moved toward a devaluation of 
80 percent in late 1971. Before the devaluation could take effect, the govern- 
ment was overthrown by the National Redemption Council (NRC). The NRC 
proceeded to revalue the cedi, so that the final devaluation was only 40 per- 
cent. Debts were unilaterally rescheduled, and some supplier credits, pur- 
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portedly incurred under irregular circumstances, were repudiated (Leith, 
1974, pp. 5-8). This prompted the donors to begin negotiations on an overall 
settlement. 

The NRC managed during its early years to curb the demand for imports 
through strict, less cormpt licensing. Inflation accelerated, however, and 
the cedi became increasingly overvalued. It was devalued in 1978 from 
1.15 NU$ to 2.75 N$l$ but continued to depreciate on the black market until 
by 1981 the rate was about 26 N$i$. By this time the government's budget 
was almost totally out of control. This led to an annualized increase in the 
money supply of 261 percent and triple-digit inflation. In December 1981 the 
civilian government installed by Jerry Rawlings after his ousting of the NRC 
in 1979 was replaced by the military (Economist Intelligence Unit, 1982, 
no. 1, pp. 10-12). 

'The major form of foreign assistance that Ghana received following the 
Nkmmah period was debt relief. A series of early bilateral agreements cul- 
minated in March 1974 in a n~ultilateral arrangement for rescheduling on con- 
cessionary terms. The grant element of this repayment scheme was estimated 
at 61 percent of the present value of the debt relief, though rising world infla- 
tion subsequently increased its relative importance. 

Gross official disbursements to Ghana averaged about $48 million a year 
during 1967-69, hut few new loan commitments were made until 1974 b e  
cause of the outstanding debt dispute. Public transfers received by Ghana in 
the form of grants and technical assistance equaled about $30 million a year. 
By the end of the 1970s, on the other hand, Ghana was again receiving a 
substantial amount of foreign assistance (see table 15.1). 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 loans received during 1977-80, 18 percent was in the form of grants, 
and 62 percent was in the form of development loans, with a grant element of 
at least 25 percent. As a result of rescheduling, the debt service averaged only 
about 3-4 percent of the total value of exports. 

Ivory Coast. The Ivory Coast economy became increasingly diversified 
after 1966. The share of primary production in total GDP declined from 34 
percent in 1966 to 24 percent in 1977. Even within agriculture there was a 
marked increase in the production and export of a range of crops in addition 
to coffee and cocoa. These included palm oil and kernels, copra, ~ b b e r ,  
bananas, pineapples, and cotton. Real annual growth of GDP remained high 
but decreased from 7.3 percent in 1965-70 to 4.9 percent in 1975-78. Rices 
accelerated from 4.2 percent per annum in 1965-70 to 17.7 percent in 
1975-78, more because of world inflation than because of growth in the do- 
mestic money supply, which was constrained by the Ivory Coast's memher- 
ship in the West African Monetary Union. Gross domestic investment rose 
from 20 percent of GDP in 1966 to 29 percent in 1978. 
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Table 15.1. Official Foreign Capital Flows for Ghana, 1977-1980 
($ millions) 

Grants 
Investment 23.7 29.4 31.7 20.0 
Technical assistance 29.2 37.5 35.4 44.9 

Total 52.9 66.9 61.7 64.9 
Loans 

Concessionary 47.3 55.7 114.6 140.9 
Other 19.0 34.1 34.9 30.5 

Total 66.3 89.8 149.5 171.4 
Debt service 13.1 15.4 20.6 22.9 

Net official flows 106.1 141.3 196.0 213.4 

Source: OECD, GeographicalDisrriburion of Financial Flows to Develogirtg Countries (Paris, 
1981), pp. 82. 83. 

There were some disturbing trends nevertheless. The balance of trade, 
which had been in surplus in every year prior to 1971, moved into deficit 
during the 1970s. The Ivory Coast also appeared to be running out of its most 
profitable investments in agriculture and import-competing industry. Greater 
decentralization in decision making created problems of coordination and 
government control of foreign borrowing by parastatal enterprises. At the 
same time, the government undertook some very costly investments. This 
necessitated substantial foreign borrowing, much of it at relatively high com- 
mercial interest rates. As a result, the disbursed external debt of the Ivory 
Coast mse from $256 million in 1970 to $4,062 million in 1980, and the debt 
service ratio increased from 6.7 percent in 1970 to 23 percent in 1980. The 
capacity of the Ivory Coast to continue borrowing from abroad had reached 
its limit. 

This was especially important because foreign assistance to the Ivory 
Coast increasingly took the form of hard loans rather than concessionary 
grants. This was a sign of the creditworthiness of the country as well as of the 
perception among international donors and lenders of its lack of need for 
concessionary aid. During 1960-66 grants constituted 49 percent of project- 
related official capital flows, and loans had a large concessionary element. 
From 1967 to 1973, however, grants amounted to only 11 percent of these 
flows (France, Ministhre de la Coopiration, 1976, p. 134). In 1977-80 out 
of $907 million in official flows related to investment, only 9 percent was in 
the form of grants, and 31 percent was in the form of development loans, with 
a grant element in excess of 25 percent (see table 15.2). One result was that 
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Table 15.2. Official Foreign Capital Flows for the lvory Coast, 1977-1980 
(.$ millions) 

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 
Concessionary 42.4 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: OECD, Geographical Dislribulion of Financial Fiows to Developing Countries (Paris, 
1981), pp. 108, 109. 

the Ivory Coast paid out $131 million in debt service during this period, 
reducing net capital inflows to $776 million, plus another $304 million in 
technical assistance. 

The Ivory Coast also encountered problems in raising the level of do- 
mestic savings. During the early years following independence the export 
sector was a source of growing government revenues in the form of export 
taxes and the profits of Ule Caisse de Stabilisation et de Soutien des Prix des 
Produits Agricoles (CSSPPA), the lvory Coast's export stabilization fund. In 
addition, a broadening tax base and direct financial participation in profitable 
enterprises enabled the government to benefit from the growth of the econ- 
omy's formal sector. As the structure of exports evolved, however, and as 
new investments became less profitable, there was less room for expansion of 
public revenues. Taxes were already high in relation to income in comparison 
with other countries, so additional savings had to be generated by the private 
sector. This required, however, the development of appropriate financial 
institutions. 

WM 1982 TO THE PRESENT 

In 1982 the Rawlings government faced massive budget deficits, spiral- 
ing inflation, very low export earnings, minimal foreign exchange reserves, 
and a huge foreign debt. Its immediate response was to cut back public spend- 
ing, reduce the money supply, crack down on smuggling, and tighten foreign 
exchange controls. At first it appeared that the new government would regu- 
late economic activity closely and pursue a strategy of self-sufficiency and 
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autonomy rather than negotiate agreements with the IMF and the World Bank 
to undertake major reforms in return for substantial program lending. As pres- 
sures on the government tightened, however, it relented in August 1983 and 
signed IMF standby and compensatory financing facility arrangements total- 
ing $382 million. Other donors quickly fell in line with offers of further grants 
and loans. 

In return for this aid, Ghana agreed to a major package of reforms. In 
October 1983 the multiple exchange rate that had been established earlier was 
unified at 30 N$/$, and thereafter the country pursued a policy of periodic 
adjustment, which in September 1986 was institutionalized into a biweekly 
foreign exchange auction. Prices, wages, and interest rates also were substan- 
tially raised and allowed to move more freely. Import reshictions were de- 
creased, and tariff rates were simplified and lowered. The budget deficit was 
also drastically reduced, so that the rate of inflation fell from 123 percent in 
1983 to LO percent in 1985. 

The result was a significant revival of economic activity as real GDP 
increased by 8.6 percent in 1984, 5.1 percent in 1985, and 5.3 percent in 
1986. Government revenues as a proportion of GDP rose from 5.5 percent 
in 1983 to 10.4 percent in 1985. Export earnings expanded by 12 percent in 
1985. Nevertheless, the process of structural adjustment had just begun, as 
much work was required to repair the damage inflicted on the economy over 
the previous two and one-half decades (Stryker, 1988). 

By the mid-1980s it was becoming increasingly apparent that there were 
substantial structural imbalances in the Ivory Coast economy. One of the most 
important of these was the rigid exchange rate adhered to by the Ivory Coast, 
along with the other members of the West African Monetary Union. Domestic 
inflation and a deterioration in the terms of trade after 1972 led to appreciation 
of the real value of the official exchange rate in relation to the equilibrium 
rate vis-a-vis the Ivory Coast's major trading partners. This was especially 
harmful for industrial exports, to which the country was turning increasingly 
in order to sustain its economic growth (Michel and Noel, 1984, p. 88). Ef- 
forts to solve the problem through the use of an export subsidy proved to be 
administratively difficult and financially expensive. 

Industrial exports suffered not only from overvaluation of the CFA franc, 
hut also from the bias against exports introduced by the system of industrial 
incentives. Much of the industrial growth that occurred during the 1960s and 
1970s was in import-competing activities that benefited from high rates of 
effective protection. In addition, just when the Ivory Coast was forced to turn 
to nonregional markets because those within West Africa were becoming satu- 
rated, the European and other industrial countries became increasingly pro- 
tective of their own industries (Myfelka, 1984, p. 167). As a result, aid do- 
nors once again placed emphasis on agriculture and agroindustry even though 
the most profitable opportunities in the sector had already been exploited. 
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The Ivory Coast in the mid-1980s also remained highly dependent on 
foreign capital and expertise. Over fifty thousand French lived in the country, 
many of them for a number of years, where they occupied key positions in 
both the public and private sectors. In addition, the industrial sector was 
heavily dominated by foreign capital and decisional authority, rendering it 
vulnerable to any sign of political instability or to a change in the exchange 
rate or monetary regime. 

A Macroeconomic Assessment 

In the two-gap model, foreign aid supplies the resources that permit a 
country to attain higher levels of investment or to import the goods required 
for development (Chenery and Strout, 1966).2 The ability of a country to use 
foreign aid is determined in this model by the capacity to absorb investment, 
the target rate of growth, the ratio of savings to income, the capital-output 
ratio, the marginal propensity to import, and the growth rate of exports. These 
parameters were estimated for Ghana and the Ivory Coast using data from the 
national accounts for 1960 through 1981 (World Bank, 1976, pp. 132-33, 
1980b, pp. 112-13; and 1983, pp. 94-95; Stryker, 1988). The results of 
these regressions are given in table 15.3.' Most important among the conclu- 
sions of this analysis is the high degree of responsiveness of savings, and 
especially imports, to changes in income in the Ivory Coast compared with 
Ghana. This is shown by large positive and statistically highly significant 
slope coefficients for these parameters in the Ivory Coast compared with the 
same coefficients in Ghana. The Ghanaian savings coefficient is not signifi- 
cantly different from zero, and the import 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 0.34 in 1960 
to 0.14 in 1981. 

The growth rate of exports for Ghana, shown in equation (3) in table 
15.3, is - 2.5 percent, which is significantly different from zero. In contrast, 
the growth rate of exports for the Ivory Coast is f 6 . 9  percent, which is also 
highly significant. The real value of Ivory Coast exports increased by almost 
four times from 1960 to 1981, generating large amounts of foreign exchange 
with which to finance the rapidly rising level of imports. 

With labor held constant, the influence of investment on changes in out- 
put appears to have been negative in Ghana and nil in the Ivory Coast. The 
reasons for this are unclear. They may have to do with the lag structure used 
in the equations, or there may he other statistical anomalies; on the other 
hand, these results may occur because investment in both countries, and es- 
pecially in Ghana, was unproductive. 

Some insight into the relationship between income and investment in 
Ghana may be gained by looking at table 15.4, which shows average annual 
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Table 15.3. Regression Results for Key Macroeconomic Parameters-Ghana and 
the Ivory Coast 

- - 

Slope 
Equation' Coefficientsb RZF DWd 

Ghana 

(1) 0 144 0.091 0.950 
(0.082) 

(2) -0.343 0.508 1.912 
(0.072) 

(3) -0.025 0.441 0.635 
(0.006) 

(4) -7.012 -0.671 0.157 2.256 
(3.274) (0.389) 

Ivory Coast 
(1) 0 250 0.795 0.703 

(0.028) 

(2) 0.425 0.979 0.963 
(0.014) 

(3) 0.069 0.947 1.021 
(0.004) 

(4) 0.273 -0.016 0.021 2.731 
(0.198) (0.087) 

"The regression results apply to the parametem of the following equations: 
S I P = o + b Y I P  (1) 
MIP = c + d YIP (2) 
log (XIP) = Ig A + e T (3) 
(Yip), - (Yip),., = f + g (L, - L,_,) + h (lip),., (4) 
where S = gmss national savings (excluding net current transfers) 

P = the GDP deflator 
Y = gmss domestic product at market prices 
M = imports of goods and nonfactor services 
X = exports of goads and "anfactor services 
T = time (year) 
I = gross domestic investment 
L = the agricultural labor force 
t = the year to which the relevant values of the variables refer. Where t does not ap- 

pear, all variables in the equation refer to the current year. 
b = the marginal propensity to save 
d = the marginal propensity to import 
e = the growth rate of exports 
h = the incremental capital-output ratio holding labor constant. 

bFigures in parentheses are standard erron of the coefficients. 
rCoeficients of determination adjusted for the number of degrees of freedom. 
dDurbin-Watson statistic. 
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Table 15.4. Average Annual Growth Rates of Gross Domestic 
Product (GDP) and Gross Domestic Investment (GDI) for Ghana, 
in Constant Prices (%) 

1950-60 1960-70 1970-81 

GDP 4.1 2.2 -0.3 
GDI 8.9 -3.1 -4.3 

Source: World Bank, World Tables: 1980 (Baltimore: Johns Hopkins 
University Press, 1980). p. 86. 

rates of growth of the real value of output and investment over the past three 
decades. During this period the growth of output declined steadily and be- 
came negative during the 1970s. The growth of investment was quite rapid 
during the 1950s but became increasingly negative after independence. Dur- 
ing the 1970s gross investment averaged only 5.7 percent of GDP, and net 
investment was probably negative, especially in the cocoa sector, where re- 
planting ceased and trees were rapidly going out of production because of 
their advanced age. The decline in investment was associated more with re- 
strictions on imports of capital goods and replacement parts than with the 
drop in domestic savings that occurred, since gross savings actually increased 
as a share of gross investment from 62 percent during the 1960s to 85 percent 
during the 1970s. The binding constraint on development in Ghana from a 
macroeconomic point of view, therefore, 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 foreign exchange gap. 

The reasons for this were multiple. They had to do, first of all, with the 
overall constraints that existed on the total amount of foreign aid made avail- 
able by donors and how that aid was distributed among countries. Second, 
Ghana's debt problem greatly complicated its access to loans, whether com- 
mercial or concessionary. Only after this debt was rescheduled in 1974 was it 
possible for Ghana once again to have access to foreign capital on a large 
scale. Finally, for donors there remained the critical question whether foreign 
aid would lead to increased investment and economic growth given the gov- 
ernment's inflationary macroeconomic and restrictive trade policies, which 
contributed to an overvalued exchange rate and a sustained decline in exports. 

The situation in the Ivory Coast was quite different. During the 1960s 
the real value of exports grew at an average annual rate of 5.5 percent, though 
this declined to 5.0 percent from 1970 to 1981. The real value of imports 
grew even more rapidly during these periods, at 6.8 percent and 9.8 percent 
per annum respectively, because of official borrowing and private capital in- 
flows. As a result, the real value of domestic investment increased at 12.7 
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percent per year during the 1960s and 12.1 percent annually from 1970 to 
1981 (World Bank, 1983, vol. 1, p. 95). 

After the mid-1970s this picture changed. A two-gap model estimated 
by the World Bank for the Ivory Coast to analyze the effects of the 1976-80 
plan during the 1980s suggested that the Ivory Coast economy would he con- 
strained more by domestic savings than by exports (den Tuinder, 1978, 
pp. 160-86). The country was having to invest in projects that yielded a 
lower rate of return than in the past, and the Ivory Coast government was 
unable to generate the domestic resources in the public sector required to 
finance the investment required by its growth targets. In addition, increases 
in foreign borrowing could not be sustained because of rising debt service 
payments and their potential for lowering the Ivory Coast's credit rating 
abroad. Substantial policy changes were required, therefore, to encourage 
private savings and lessen dependence on foreign borrowing. 

Project Aid: Agricultural and Rural Development 

Most foreign assistance is offered in the form of specific projects em- 
bodying technical-organizational packages in the design of which donors usu- 
ally play a very significant role. The resource transfer may be of less impor- 
tance than the package itself, though the host government's acceptance of the 
project is generally conditional upon the donor's furnishing the bulk of the 
financing. In effect, the donor buys the right to influence how its resources 
are to he used to promote development. The effectiveness of this form of aid 
is measured by the degree to which project objectives are attained. 

This section examines the effectiveness of project aid in promoting ag- 
ricultural and rural development in Ghana and the Ivory Coast. It begins with 
a brief historical overview of rural development, followed by a description of 
foreign assistance programs and projects in the rural sector of the two coun- 
tries. 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. 

THE HISTORY OF RURAL DEVELOPMENT 

Ghana. Cocoa, the mainstay of the Ghanaian economy, was introduced 
in the latter part of the nineteenth century and quickly grew to become the 
principal export (Gordon, 1974, p. 71). In 1947 the Ghana Cocoa Marketing 
Board (GMB) was established to stabilize f m e r  incomes and real prices. 
This resulted initially in substantial public savings even though world prices 
were sufficiently high that strong incentives could also be offered to farmers. 
As world prices fluctuated, however, Ghana's export eamings also varied (see 
table 15.5). Until the mid-1960s, shortfalls were compensated by drawing 
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Table 15.5. Average World Price and Ghana's Production and Export 
Receipts of Cocoa, 1950-54 to 1980-84 

Exporl 
World Prices" Productionb ReceiptsC 

Period ($IM.T.) (OW M.T.) ($ millions) 

1950-54 3.01 1 230.1 693 
1955-59 2,604 254.3 662 
1960-64 1,770 444.6 785 
1965-69 1,971 389.6 768 
1970-74 2,041 418.0 853 
1975-77 3,690 330.8 1,221 
1980-84 2,236 218.4 488 

'In constant U.S. dollars, from World Bank, Commodity Trade and Price Trends 
(Baltimore: Johns Hopkins University Press, 1986). p. 49. 
bFrom J. Dirck Stryker, "A Comparative Study of the Political Economy of Agricul- 
tural Pricing Policies: Ghana-Final Draft Report" (Somerville, Mass.: Associates 
for International Resources and Development, 1988, Photocopy). 
CE~timated by multiplying world price times production. 

down the country's large reserves, but thereafter these fluctuations presented 
successive governments with formidable problems. 

The Nkmmah government bad little confidence in small-scale agricul- 
hire; it felt that agricultural output could only be increased through large mo- 
torized 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 local capital 
expenditures, imported farm equipment, and current operating expenses, but 
output was valued at only $4 million (Woronoff, 1972, pp. 186-87). 

Government policy on balance penalized smallholder agriculture. Ac- 
tivities of the extension service, which were critical for the cocoa subsector, 
were suspended in 1962 (McMurtry, 1974, p. 219). The GMB marketing 
monopoly was extended to other crops, and private licensed buying agents 
(LBA) were replaced by the United Ghana Farmers' Cooperative Council 
(UGFCC), which reduced the purchasing system's flexibility and increased its 
costs. 

The government's ambitious development and industrialization plan co- 
incided with a slump in world cocoa prices in the early 1960s. To maintain 
its revenue needed for growing capital expenditures, the government cut the 
cocoa producer price. By 1965-66 the nominal farmgate price of cocoa was 
only one-half of the 1951-52 price (Batemen, 1974, pp. 318-19). In real 
terms the decline was even more severe. as inflation accelerated from about 
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2 percent in 1960-63 to over 20 percent in 1965 (Leith, 1974, p. 93). Few 
additional cocoa plantings occurred thereafter, and plantations were progres- 
sively allowed to deteriorate. 

Administrations after 1966 sought to redress the distortions of the early 
years of independence. All governments espoused the objective of self- 
sufficiency in food and industrial crops and the rehabilitation of the cocoa 
sector. Additional funds were allocated to agriculture, and the agricultural 
extension service was reestablished in 1967-68. Mechanized services were 
heavily subsidized, as were intermediate inputs such as seeds, fertilizers, 
and insecticides. Most of these inputs, however, went to large, mechanized 
farms for which yields remained low and economic costs were very high 
(Winch, 1976). 

In the meantime, there was an acute scarcity of agricultural inputs for 
the small farmer. Furthermore, import restrictions on consumer goods re- 
sulted in few of these reaching the countryside, and those that did were very 
expensive. Cocoa farmers continued to suffer from low producer prices and 
were unwilling to maintain, and at times even to harvest, their farms even 
though cocoa would have been very profitable at undistorted prices (Stryker, 
1975, p. 21). Production of cocoa declined by about 3-5 percent per annum 
from 1965-66 to 1983-84. 

Ivory Coast. Export-oriented agriculture in the Ivory Coast dates back to 
the turn of the century. Rubber, palm products, and timber, the first export 
crops, were replaced in importance during the interwar period by cocoa and 
coffee. Timber exploitation expanded after World War I1 and independence in 
1960, accounting with coffee and cocoa for 85 percent of the country's export 
earnings. 

Three policies were key to the success of agriculture in the Ivory Coast. 
One was the construction of transportation infrastructure, opening up zones 
of unexploited potential. Equally important was the establishment of crop- 
specific agricultural research for the development, testing, seed multiplica- 
tion, and dissemination of new varieties and technologies. Finally, coffee and 
cocoa production was supported through the operations of the stabilization 
funds established in 1956. 

After independence the Ivorian government continued the colonial strat- 
egy of development based on agricultural exports. In addition, the govern- 
ment sought to broaden these exports by diversifying into other crops, such 
as palm products, pineapples, and cotton (see table 15.6). Research remained 
the domain of specialized agricultural research institutions, but extension of 
the new technologies was delegated to autonomous regional authorities and 
crop-specific development agencies. 

Immigration and urbanization accelerated after independence, and na- 
tional food requirements tripled in ten years. Even though food production 
increased more rapidly than population growth, urbanization and rising in- 
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Table 15.6. Production of Key Agricultural Products in the Ivory Coast, 1960-1974 

Product 

Percentage 
Increase per 

1960-63 1971-74 Annum 

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) 9 1,965 199,829 8 
Cotton (mt) 8,094b 55,933b 21 

-- - - 

Source: Ivory Coast, Ministhre du Plan, La Cdte d'lvoire en Chiffres, Edition 76 (Abidjan, n.d.). 
'1972--75 
b1959-60 to 1962-63 and 1971-72 to 1973-74. 

comes placed large and increasing demands on the food sector. Food imports, 
perceived as threatening the positive trade balance, became a major concern 
for the Ivorian government. 

The 1973 drought and the commodity price boom of 1973-74 strength- 
ened this concern. Increasing food imports, especially of rice, and fluctuating 
export earnings resulted in greater importance being attached to the reduction 
of these imports as a central national objective. As rice imports rose to over 
one hundred thousand metric tons per year in the early 1970s and world prices 
quadrupled, the Ivorian government accelerated its investment in swamp and 
irrigated paddy production. As an added incentive to producers and to aid 
poorer farmers in the north, prices were increased sharply. Production rose 
significantly, but at arelatively high cost, and the subsidies on output, inputs, 
infrastructure, and services were a major fiscal burden. Questionable invest- 
ments were also made in sugar production, which received the largest chunk 
of public investment funds between 1971 and 1980 (Hermann, 1981, p. 121). 
High production targets were established despite costs well in excess of world 
market prices, and the sugar industry became a major financial drain. 

FOREIGN ASSISTANCE IN THE RURAL SECTOR 

In the 1960s, foreign assistance stressed capital development projects 
such as irrigation, roads, ports, and power facilities. World Bank lending to 
the agricultural sector consisted mainly of irrigation projects. Bank policy 
shifted in the early 1970s toward maintaining the momentum of the Green 
Revolution to feed the developing countries and to increase the incomes of 
the poor (World Bank, 1972). Bilateral donors followed a similar transition. 
Whereas the United States Agency for International Development (USIAID) 
had been concerned in the 1960s primarily with infrastructnral aid and bal- 
ance of payments assistance, the "new directions" mandate and the "basic 
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human needs" philosophy of the early 1970s shifted aid to small-scale pro- 
jects that would help the poor (chapter 10). 

Ghana. Until the 1970s 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 USIAID, 
the largest donor, funded an Agricultural Extension and Production Project, 
which assisted Ghanaian production through price supports, subsidized input 
deliveries, and credit programs. Technical assistance and management train- 
ing were also important components of this project. 

The first Wodd Bank rural development project was initiated in Ghana's 
cocoa sector in 1970. This was soon followed by a sugar rehabilitation pro- 
ject. About the same time, USlAlD revamped the Agricultural Extension and 
Production Project to emphasize institutional areas such as extension and in- 
put delivery. Further resources were directed by USIAID to health and popu- 
lation programs, and significant amounts of PL 480 aid were 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. When Ghana's 
external debt was rescheduled in 1974 and long-term stabilization seemed a 
likely prospect, project assistance increased significantly. Four World Bank 
projects emphasizing agricultural and integrated rural development were ap- 
proved. U.S. objectives sought to ensure that "the poor majority have more 
adequate income and greater access to health care services of sufficient qnal- 
ity" (USIAID, 1975, vol. 1, pp. 21-22). The basic approach of improved 
delivery of inputs and services, stronger planning and management, and de- 
velopment of local institutions was maintained for all three sectors of USIAID 
involvement-agriculture, health, and family planning. The Managed Input 
Delivery and Agricultural Services (MIDAS) Project, for example, comprised 
the importation and distribution of fertilizers, seed multiplication and distri- 
bution, extension services, rural credit, management training, studies of the 
marketing structure, and a number of other related components. 

By 1977, however, economic mismanagement had created a highly dis- 
torted incentive structure with abundant opportunities for corruption and 
smuggling. Donor assistance programs were scaled down as existing projects 
came to completion. Only after Ghana and the IMF reached agreement in 
1983 was this trend reversed, as donors sought to develop the projects ueces- 
sary to relieve infrastructure and institutional bottlenecks. 

Ivory Coast. Donor programs supported the Ivory Coast government's 
policy of rapid, export-oriented growth. In the early 1960s, infrastructure 
projects, training, studies, resource surveys, and research projects were im- 
portant. French technical and managerial personnel assisted the Ivorian gov- 
ernment in its development program. This, together with its financial support, 
accorded France an important influence on policy decisions and helped to 
establish a stable and conservative economic policy environment. 
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By 1968 the Ivory Coast had built up an impressive infrastructure of 
pons, roads, and electrical power networks. The government's emphasis on 
agriculture as the principal source of growth was lent support by increasing 
levels of project aid. A number of donors assisted the expansion and diver- 
sification of export crops. The World Bank group, for example, funded the 
first of over fifteen agricultural projects in 1969. During 1968-81, of the 
$710 million in aid extended by the World Bank one-quarter was for agricul- 
ture. This included cocoa, rubber, oil palm, coconut, and cotton production 
projects. 

American assistance in the post-1967 period declined to $23.3 million 
in project and other economic assistance and $7 million in PL 480 aid from 
1968 to 1981. This is not surprising, since with sound international credit- 
worthiness and a per capita GNP of $1,200 in 1980, the Ivory Coast no longer 
met the requirements of the congressional mandate. On the other hand, the 
Export-Import Bank extended $225 million in loans during 1968-81. 

Project aid proceeded satisfactorily until the late 1970s, when the gov- 
ernment began to emphasize regional development and foodcrop production, 
thus moving away from the Ivory Coast's areas of comparative advantage. 
Foreign aid devoted to rice production, the sugar complexes in the north, 
development of the southwest, and the region surrounding the Kossou Dam 
in the center yielded much lower returns than had earlier investments in cof- 
fee, cocoa, timber, and other export crops. 

CONSTRAINTS ON PROJECT DESIGN AND IMPLEMENTATION 
Ghana. Two broad types of projects have been financed in Ghana's rural 

sector. Directly productive investments include cocoa, oil palm, rice, and 
livestock projects. At the other extreme are projects with only an indirect 
impact on production, such as those involving health, education, and train- 
ing. Integrated ma1  development projects, such as the World Bank's Upper 
Region Project and USIAID's MIDAS Project, have sought to incorporate 
elements from both ends of the spectrum. 

Few, if any, projects in the ~ r a l  sector of Ghana have succeeded in 
attaining their targets. This is particularly true of the directly productive proj- 
ects. The World Bank's Eastern Region Cocoa Project, for example, set as its 
goal the replanting of fifteen thousand hectares and the rehabilitation of an 
additional twenty thousand hectares. 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 targeted twenty thousand hectares had been rehabili- 
tated. The MIDAS Project, designed to increase agricultural production on 
small holdings through better input distribution, experienced similar results. 

A common constraint on the design and implementation of projects was 
the lack of a clear overall rural development plan to guide donor participation 
(USIAID, 1973a, p. 1). In addition, rapid staff turnovers of upper- and 
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middle-level Ghanaian management hindered constmctive dialogue. These 
problems were relatively minor, however, compared with those created by the 
rapid rate of inflation and overvaluation of the cedi, which made it extremely 
difficult to maintain the real value of the producer price for cocoa given rising 
marketing costs and claims by the government on public revenue. Imported 
inputs were also underpriced in relation to the cost of nontradahles such as 
labor, and local operating expenses of projects, when converted to dollars at 
official exchange rates, were prohibitive (North, 1982).4 Price distortions en- 
couraged people to take advantage of these differentials in order to supple 
ment their meager incomes. Managerial inefficiency and corruption became 
entrenched. 

Distorted prices and limited availability of inputs biased project tech- 
niques away from the directions originally intended. Ghanaian exchange rate 
policy, for example, favored capital-intensive, mechanized production tech- 
niques, since with the overvalued cedi imported equipment appeared to be 
less expensive than locally procured labor services. This bias was com- 
pounded by the government's decision to apply no duty on imports of mecha- 
nized equipment. Mechanical services were also highly subsidized by the 
government, with direct subsidies ranging from 70 percent to 90 percent of 
costs. These capital-intensive techniques, while financially attractive, were 
the least profitable economically (Winch, 1976, p. 92). 

The Ghanaian government also heavily subsidized other agricultural in- 
puts that frequently were obtained with foreign aid. The direct subsidy on 
fertilizer at the official exchange rate was 77 percent in 1974 and 56 percent 
in 1981, while the subsidy on sprayers and insecticides in 1975 was 80-90 
percent. When overvaluation of the exchange rate is also taken into account, 
these subsidies were much higher. At these subsidized prices, insufficient in- 
puts could be supplied to satisfy demand (Gilbert, 1972, p. 7; Christian, 
1974, pp. 11-12). 

The foreign exchange constraint was especially important in limiting the 
quantity of inputs that could be imported. Agricultural inputs did not receive 
priority in foreign exchange allocation. When funds were allocated, the li- 
censing procedure was cumbersome, susceptible to corruption, and subject to 
long delays. Owing to the lack of fuel and spare parts, transport of inputs to 
project areas was delayed. 

Relative scarcity induced by subsidized prices necessitated elaborate 
controls to ensure input use by target groups. But since, for example, sprayers 
in 1975 cost N$30 in Ghana and the equivalent of Ne700 in the Ivory Coast, 
smuggling was widespread. Credit, too. was subsidized. Rural credit was 
made available through USIAID's MIDAS Project, for example, at 8- 12 per- 
cent rate of interest. But with rapid inflation, the real rate of interest was 
highly negative. That the credit was used for its intended productive ends is 
very doubtful. 



Assistance to Ghana and the Ivory Coast 289 

Finally, institutional weaknesses, often accentuated by macroeconomic 
mismanagement, hindered project success. Government agencies involved 
in agriculture were overstaffed, poorly trained and motivated, and under- 
equipped. Recurrent administrative expenditures were high. In 1982 the Cocoa 
Marketing Board, with a total staff of over one hundred thousand employees, 
spent an estimated N$11,000 per ton of cocoa for marketing and administra- 
tion, compared with the producer price of only N$12,000 per ton. 

Given these obstacles, it was extremely difficult to design and implement 
productive projects successfully. USIAID concentrated instead on training 
projects intended to improve the human resources base upon which future 
development would depend. Up to one-half of the training participants sub- 
sequently emigrated from Ghana, however, in search of more remunerative 
employment elsewhere. Furthermore, training and education projects had dif- 
ficulty in covering recurrent costs, and USIAID ultimately had to pay about 
90 percent of these costs. 

After the Economic Recovery Programme was launched in 1983, condi- 
tions for successful project implementation improved considerably. By 1986, 
for example, the exchange rate was no longer a major problem. Nevertheless, 
there renlaiued a serious shortage of trained and experienced managers, and 
the institutional structures necessary for successful development were not yet 
in place. 

Ivory Coast. The economic performance of Ivory Coast agriculture was 
for many years one of the few successes of Sub-Saharan Africa. Not surpris- 
ingly, many rural development projects attained or surpassed their objectives. 
Most commercial crops grown in the forest zone, for example, reached or 
exceeded their production targets during the 1971 -75 plan period. Neverthe- 
less, large investments in ill-planned projects, financed chiefly by external 
borrowing, later led to difficulties in implementation. 

One constraint in particular stands out. In its desire to develop the rela- 
tively poor northern savannah region, the Ivory Coast in the 1970s moved 
away from its comparative advantage in crops that were mostly produced in 
the higher rainfall areas of the south. The Ivorian government planned, for 
example, to construct twelve irrigated sugar complexes in the north capable 
of producing 600,000 metric tons of sugar. Since Ivorian demand was esti- 
mated at 100,000 metric tons, one-half million tons of sugar would have had 
to be exported. Yet total production costs were estimated at twenty three cents 
pcr pound, while 1980-85 world prices were projected at ten cents per 
pound. It was never clear, even at the later reduced capacity of 470,000 metric 
tons, where the surplus of sugar could be exported and how the difference 
between the world price and the domestic cost of production would be 
financed. 

The objectives of the rice program were to achieve self-sufficiency, to 
transfer income to the north, and to diversify production. Both price and 
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investment policy were used to achieve these objectives. Whereas program 
targets were attained-producing large quantities of rice-the costs were 
very high, involving irrigated and mechanized schemes with a large share of 
imported inputs (Humphreys, 1981, p. 102). To be privately profitable, these 
schemes required protection against lower-cost rice imports. This was accom- 
plished primarily by raising the producer price and incurring public marketing 
losses. This was economically as well as financially unprofitable, since the 
rice program was an inefficient means of saving foreign exchange. Unsound 
projects could not be sustained over the longer run through public subsidies, 
and the rice development agency was disbanded. 

The second major constraint on projects was the absorptive capacity of 
the Ivory Coast. Successful planning, design, and implementation of projects 
requires flexible and skilled administration. As the Ivorian economy grew in 
complexity, centralized programs operated or supported by the state became 
increasingly difficult to manage. A government reorganization occurred in the 
1970s to allow for greater decentralization of decision making and to render 
ministries more responsive and effective in implementing policy, hut skilled 
Ivorian managers, though growing in number, remained in short supply. 

Donors were faced with similar constraints in realizing the objectives of 
their programs. As project selection became less obvious and the Ivorian gov- 
ernment's objectives increased in complexity, the importance of planning be- 
come evident. Without effective planning of sector and intersector resource 
allocation, bad investment choices, such as the sugar complexes, diverted 
scarce human and financial resources into inefficient activities. 

Finally, public enterprises played a crucial role in project design and 
implementation. The Ivory Coast used these enterprises in relatively high-risk 
agricultural programs and to further its efforts to promote Ivorianization. But 
over time these enterprises became overstaffed and bureaucratic. At the same 
time, many of them lacked the flexibility and autonomy to increase their op- 
erating efficiency. Thus donors participating in sectors where public devel- 
opment agencies were involved were increasingly confronted with high ad- 
ministrative costs and inefficiency. 

PROJECT AID IN AN UNFAVORABLE POLICY ENVIRONMENT 

As the previous discussion suggests, the impact that project aid 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 
such as Ghana's is generally ineffective as a means of achieving either donor 
or host country goals. In many instances it is simply a transfer of resources 
to the government and to that segment of the population benefiting from the 
officially sanctioned economy. 

Donors have attempted to design projects that are impervious to the dis- 
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tortions and inefficiencies introduced by government policy. Local expendi- 
tures are minimized, since these are much more expensive at the overvalued 
exchange rate than purchases in foreign currency. The Volta River aluminum 
project, for example, imported capital and intermediate inputs directly from 
overseas, bypassing the government's system of procurement. These proj- 
ects may work, but they replace projects with greater linkages to the local 
economy and beneficial distributive effects. 

At the other extreme are the integrated development projects designed 
with the view that a single component is more likely to fail than a comprehen- 
sive package that maintains a critical momentum. Despite its size, however, 
the MIDAS Project could not overcome the constraints facing isolated proj- 
ects with more limited objectives. Administrative and managerial capacity 
proved insufficient to coordinate elements of the project. Even though the 
project was exonerated, the import licensing mechanism delayed imports of 
goods and inputs. Lack of transport equipment slowed shipments upcountry. 
Costs increased owing to the fact that local cumncy prices were rising at an 
annual rate of over 100 percent. 

lnfrastrncture projects, such as the construction or rebuilding of roads. 
have the advantage that their success does not depend on government incen- 
tives 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 ovemns to the extent that they require large expenditures in local 
currency. 

Most successful are the human resource projects (health, training, and 
education). The objective of these projects is to reach the people as directly 
as possible while minimizing dependence on government decisions. Although 
delays, cost ovemns, and partial completions were encountered in Ghana, 
these projects were regarded by USIAID as a comparative success. Neverthe- 
less, cost recovery was low, and many trainees left Ghana to work elsewhere. 
Some of them may return, however, now that economic conditions have im- 
proved. In addition, their remittances have for years been an important source 
of foreign exchange to the private sector, if not always to the Ghanaian 
government. 

The Economic Policy Environment and Foreign Aid 

The analysis thus far stresses the remarkable difference in the experience 
since independence of Ghana and the Ivory Coast. Despite a substantial in- 
flow of foreign aid, Ghana for many years witnessed a steady deterioration in 
nearly all of its macroeconomic indicators, in large part associated with a 
severe shortage of foreign exchange. The Ivory Coast, on the other hand, until 



292 COUNTRY CASES 

recently experienced high rates of growth, low rates of inflation, a strong 
currency with little or no overvaluation, and the ability to borrow on intema- 
tional capital markets as a substitute for concessionary aid. 

At the project level Ghana had any number of problems, including poorly 
managed state farms, low prices to private producers, inefficient public trad- 
ing agencies, and costly input subsidies. At the same time, inflation and the 
increasingly overvalued exchange rate raised the cost of project expenditures 
in local currency to prohibitive levels. While projects in the Ivory Coast also 
had problems, most of these were relatively isolated and were at no time as 
important as those in Ghana. 

Over the past few years the situation in the two countries has changed 
rather markedly. The most fundamental changes have taken place in Ghana, 
where there have been substantial reforms in price and exchange rate policy. 
The need still remains to rebuild the infrastructure and institutions damaged 
by years of waste and neglect, but the current policy environment is the most 
propitious since independence for encouraging a resurgence of economic 
growth and development. Within the Ivory Coast, on the other hand, the mag- 
nitude of the structural disequilibrium has become increasingly clear, and 
though this does not begin to match that which characterized Ghana prior to 
1982, it threatens to slow Ivorian growth in the future. 

A major thesis of this chapter is that the experiences of Ghana and the 
Ivory Coast with respect to their ability to mobilize and make effective use of 
foreign aid is explained primarily by differences in their economic policy 
environments. The next section summarizes these environments and how they 
have influenced the effectiveness of foreign assistance. This is followed by a 
discussion of the role of foreign aid in improving the policy environment. 

THE IMPACT OF THE ECONOMIC POLICY ENVIRONMENT 

ON THE EFFECTIVENESS OF FOREIGN AID 

The economic policy environment is the set of laws, decrees, regula- 
tions, and other legal or administrative devices that establishes the economic 
framework in which producers, processors, traders, and consumers, whether 
public or private, operate. This framework comprises taxes, subsidies, in- 
veshnent regulations, import quotas, exchange controls, regulated prices, and 
a host of other policy variables. All of these alter the profitability, from a 
private point of view, of economic activities. While some policies are linked 
with specific projects, most need to be understood at the sector or macro- 
economic level. 

Of major importance in this respect are the policies a country establishes 
that govern its economic relations with other nations. These influence domes- 
tic prices relative to those on world markets, create differences between pri- 
vate market and official exchange rates, detennine the availability of imported 
goods and services, affect flows of labor and capital across international fron- 
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tiers, and act in numerous other ways to relate one country's economy to that 
of the rest of the world. 

Ghana. Ghana's economic policy environment for many years was char- 
acterized above all by shortages of foreign exchange and a system of impo~t 
and exchange controls, which as a result of mounting inflation fed by govern- 
ment deficit spending led to an increasingly overvalued currency despite sev- 
eral devaluations and attempts at liberali~ation.~ One result was artificially 
low official prices for tradable agricultural products, especially export crops 
such as cocoa. In addition, the government was heavily dependent upon cocoa 
exports as a source of tax revenue, further depressing the official price to 
producers. The combined effect of the overvalued exchange rate and the direct 
taxation of cocoa exports was producer prices that were below world market 
prices at the free trade, equilibrium exchange rate in every year but two over 
the period 1958-84. In many years the producer price was less than 50 per- 
cent of the equivalent world price, especially after 1975, as distortions in the 
incentive system were accentuated (Stryker, 1988). 

Equally important was the effect of import and exchange controls on the 
prices and availability of consumer goods purchased by farmers in rural areas. 
The supply of these goods was severely restricted, with priority being given 
instead to imports of capital and intermediate goods and to basic foodstuffs 
consumed in the cities. As a result, there was a severe shortage of consumer 
goods in the countryside, and those that were available were sold at very high 
prices. 

Beginning in the late 1960s the Ghanaian government tried to offset this 
disincentive by offering subsidies on credit and the purchase of agricultural 
inputs, such as seeds, fertilizers, insecticides, and machinery services. These 
subsidies were in addition to those created by the overvalued exchange rate at 
which the external prices of imported inputs were converted to domestic cur- 
rency. The subsidies were a financial burden on public supplying agencies, 
encouraged inappropriate techniques and crops in which Ghana does not have 
a comparative advantage, and discouraged the distribution of agricultural in- 
puts by private traders. Furthermore, severe shortages of the inputs, resulting 
from import restrictions and management problems, biased their distribution 
toward larger, more prosperous farmers and created uncertainty as to their 
availability. 

Projects succeeded only where they were insulated from these problems 
by operating as enclaves with minimum linkages to the rest of the formal 
economy. Even where projects in the agricultural sector were able to procure 
inputs without difficulty, however, these were often diverted from the project 
area and smuggled outside of Ghana. 

In the face of stagnant export earnings and rising agricultural imports, 
the government tried to promote the production of food and other import 
substitution crops through trade policy. Distribution of imported rice through 
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established wholesale and retail traders, for example, was ostensibly made at 
officially regulated prices, but restrictions on imports and lack of enforcement 
of offrcial prices resulted in large quantities' being sold at higher prices. Tbe 
free market price of rice in Accra in 1972 was 77 percent higher than the c.i.f. 
price; by 1983 it was over 20 times higher (Stryker, 1988). 

Although trade policy tended to protect domestic production of import- 
able crops, exchange rate policy worked in the opposite direction, since 
overvaluation reduced the prices of these products relative to those of non- 
tradables. The combined effect of trade and exchange rate policy was mixed, 
hut on balance it tended to favor domestic production of rice, especially after 
1970, as the economy became increasingly distorted. The incentives for local 
farmers to produce rice thus were strong as long as it could be sold to private 
traders. 

The government was also concerned, however, about supplying urban 
areas with food at low prices. For this purpose, Nkrumah created the Food 
Marketing Corporation, which later became the Food Distribution Corpora- 
tion (FDC). Ostensibly this agency was responsible for implementing guar- 
anteed minimum prices designed to cover production costs, especially for rice 
and maize. In fact it was often obliged to sell at prices that were insufficient 
to cover its operating costs in order to keep retail prices to consumers at low 
levels. As a result, the FDC incurred heavy financial losses. In most years, 
moreover, market prices were higher than the minimum prices offered by the 
FDC, so that buying was difficult. Even when the minimum price was above 
the market price, buying operations were limited by lack of funds and storage 
space. Thus the influence of this agency on.domestic marketing of food was 
of little importance at best and detrimental at word, since large producers and 
Agricultural Development Bank borrowers were at times required to sell at 
low official minimum prices. 

At the same time that government policy in Ghana strongly discouraged 
cocoa exports but at times encouraged domestic food cultivation through re- 
strictions on imports, it offered positive incentives to industry through import 
quotas and high tariffs. In addition, the Capital Investment Board provided 
tax holidays and exemptions from duties and other taxes on inputs. 

A useful way of comparing the incentives offered in different agricultural 
and industrial activities is to examine effective rates of protection (ERPs). 
ERPs measure the incentives applicable to both outputs and inputs and indi- 
cate the extent to which policy permits domestic value added to diverge from 
its level in the absence of protection. Table 15.7 shows the ERPs for 1972, a 
year in which overvaluation of the cedi was not very great following its de- 
valuation in late 197 1. 

The ERP values are essentially as expected. That of cocoa, Ghana's ma- 
jor export crop, is negative, showing the system's bias against this sector. The 
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Table 15.7. Effective Rates of Protection for Selected Agricultural and Industrial 
Activities in Ghana. 1972 

Activity ERP Activity ERP 

Cocoa -0.5 Wood and wood products 2.9 
Maize 0.7 Fiber and paper products 1.3 
Rice 0.7 Chemicals 0.7 
Cotton 1.8 Nonmetallic mincral products -2.4 
Processed fond 1.4 Basic metal products 0.6 
Textiles and clothing 15.5 Fabricated metal products, 
Footwear 1.1 machinery, and equipment 7.4 

Source; Scott R. Pearson, Gerald Nelson, and I. Dirck Stryker, "Incentives and Comparative 
Advantage in Ghanaian Industry and Agriculture" (N.p., 1979, Photocopy), pp. 38-40. 

ERPs for maize. rice, and cotton are positive at fairly low levels, reflecting 
restrictions on agricultural imports, which led to high prices on the private 
market. Effective protection of industry was much greater, however, partly 
because there was less political resistance to restrictions on imports of manu- 
factured goods compared with foodstuffs. The ERP for nonmetallic mineral 
products is negative, not because protection was negative, as was true for 
cocoa, hut because it mas so strongly positive that resources were misallo- 
cated to the extent that value added measured at world prices was negati~e.~ 

Although comprehensive data are not available, it is clear that the policy 
distortions shown in table 15.7 were accentuated after 1972. The producer 
price for cocoa divided by the rural consumer price index, for example, de- 
creased by 66 percent from 1972 to 1983 (Stryker, 1988). Consumer goods 
in rural areas in many instances became unavailable at any price. With accel- 
erating inflation, the cedi became increasingly overvalued, raising subsidies 
on inputs to the few who gained access to them and increasing local currency 
project costs. At the same time, restrictions on food and other imports in- 
creased their domestic prices on the free market, further biasing the structure 
of incentives against the export sector. By the beginning of the 1980s the 
result was a highly distorted economy in which incentives for black market 
operations, smuggling, and corruption were so great that any foreign aid proj- 
ect channeled through the formal public sector was unlikely to succeed. 

Ivory Coast. In contrast to the economic policy environment of Ghana, 
the Ivory Coast's was one in which these kinds of distortions were minimal. 
First, the CFA franc was rigidly linked with the French tranc and remained a 
convertible currency without exchange controls on current account. Second, 
until the late 1970s the use of quantitative import restrictions was unimpor- 
tant, implying that the relation between domestic and world prices of tradable 
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Tab'e I S 8  Effective Rates of ~ ~ t ~ ~ b ~  hr 
Activities in the ivory c,,,~, 1972 Agricultural and l,,dustrial 

Activity ERP 
_Z 

Coffee ERP -0.4 
Cocoa Edible oils, soap -0.4 Milk products 1.5 
Palm Pmducts -0.1 
Copra Tobacco 

0.0 
-0.1 Textiles and clothing 0.2 

Pineapples -0.3 Footwear 1.5 
Bananas -0.3 
Cotton Lubricants 

1.8 

Rice 
-0.4 Chemical products 1.2 

0.3 
Maize Rubber products 

0.8 
0.4 Cement 0 0  

Grain milling 2.7 Transport equipment 0 0  
Processed foods 0. 
Beverages Metal transformation, machinery 

0.2 
-0.4 Paper products 0.8 

Sources: 1. D -0.2 
lmk ~tryker, Gamy P,-, .. 

d ' lvOi~"  (N.P., 1975, ph Incitations et co> 
OmOPy), ladle A: J. Dirck Strykei '.y,tern 

Reg. 
els en C6te 

%ect-Ivoq Coast.. =hap. 2, 
M~SS.: A~~~~~~~~~ . On0mic Incentives and c 0s" in Agriculture= (somerville, ~onal 

Resources and D ~ ~ ~ I ~ ~ ~ ~ ~ ~ ,  1977 M. 
'meo), tables 5, 7. 

goods was determined primanly by 
the operations of the csspp~ and of agricultural products, by 

and the C a h r  de P l g u a t i o n ,  m i d  Ihe bias 
was less than in Ghana. coffee and cocoa were taxid but Ihe 

Prlor1y given by the governm 
a f l i ~ ~ h r a l  development kept thA sector 

from being squeezed too hard. F 
OU?* tariffs were generally moder- ate, 

mtes Ofprotect~on were higher Dan nominal rates he- cause of low d . 
utles On Intermediate inputs and becaw benefits from Ihe 

lvOry 
i n y t m e n t  code. Finally, allhough input subsidies were hardly 

BbSent fran lvorlan agricultural policy, they were much less himant than 
In Ghana. 

The lesser degree of d .  
'stonions in the Ivory Coast economy 

lith mat Ghana can be seen by looking at table 15.8. A I ~ ~ ~ ~ ~ ~  crops 
the ivory Coast were 

and food grains were Protected these distor were less w e r e  than in ~h~~~ F~~~~~~~~ . 
, Industry in the Ivory coast received substantiaJh less protection than in ~ h ~ ~ ~ ,  The net impact of Lese 

distortions w 
as Ihat the rate was overvalud by an l5 Percent in 1972. ~ h ,  

until the mid-1980~. degm OverVaI~.3ti0n did not increase 
F .  'Om 'Irne 

p a I ' t i ~ U I ~ p ~ l i ~ y  distOnions had an ad- 
verse YPact On Ihe effe~tl~eness of foreign a i d  ore of the most 

of these' ducussed ealiel', Was the sham increase in 
of the ofi . c ~ a l  price 
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offered to rice producers. This diverted large quantities of paddy from on- 
farm consumption and the private market to publicly operated mills that were 
required to sell to wholesalers at a price that did not cover their costs. The 
result was financial disaster for the public agency concerned. 

More generally, during the last half of the 1970s there was a sharp de- 
cline in the productivity of public investment resulting from high-cost proj- 
ects, not only the sugar complexes and the Kossou Dam, described earlier, 
but also several higher education projects and some excessive investment in 
highways. Much of this investment was financed by foreign borrowing on 
fairly hard terms. As a result, debt service obligations rose sharply just as 
coffee and cocoa earnings were declining. The resulting balance of payments 
crisis contributed to the growth of import licensing and quantitative restric- 
tions, which in turn resulted in an overvalued exchange rate and an increase 
in the bias against exports. 

THE ROLE OF FOREIGN AID IN POLICY REFORM 
The role that foreign aid can play in promoting and enhancing policy 

reform has become increasingly recognized (chapter 6).  To some extent this 
can be accomplished at the project level, hut more often it requires structural 
adjustments that are sectoral, if not macroeconomic, in nature. The history of 
foreign aid in Ghana and the Ivory Coast offers illuminating examples. 

Aid donors generally establish with host country governments certain 
understandings and preconditions considered necessary for the success of a 
particular project. These may involve institutional changes, better accounting 
practices, reduced input subsidies, higher producer prices, and any number 
of other reforms. Frequently compliance with these conditions has an influ- 
ence not only on the project concerned but also on other projects in the same 
sector. This, plus political factors, may make agreement difficult and require 
extended discussions over a relatively long period of time, during which mu- 
tual confidence needs to be established. 

As an example, the World Bank and the government of the Ivory Coast 
continued to discuss the issue of fhe producer price of rice for several years 
after the original project was first rejected. The government agreed in prin- 
ciple that a new policy was needed in order to eliminate the producer subsidies 
hut argued that this would have to come about through inflation, since a re- 
duction in the producer price was politically unacceptable. The Bank financed 
further studies but would not go ahead with a production project as long as its 
implementation was thought to worsen, rather than to improve, problems in 
the rice subsector. Nonetheless, the Bank's continuing involvement was 
thought to he useful if it could help to improve policies and institutions or to 
identify projects that would meet the needs of the subsector. A dialogue was 
thus maintained, though it became increasingly apparent that the agricultural 
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policy problems were not limited simply to rice but extended across the sec- 
tor. The rice issue was finally dealt with, therefore, as part of an overall 
approach to policy reform. 

The USIAID-financed MIDAS Project in Ghana also offers some useful 
lessons. At the time the project was prepared in 1973-74 agricultural inputs 
and services were being supplied to farmers by the Ministry of Agriculture, 
with credit being handled primarily by the Agricultural Development Bank. 
These inputs and services were offered either free or at highly subsidized 
prices, but they were in very short supply because of foreign exchange sbort- 
ages and because the ministry's capacity to manage a complex input distri- 
bution system was very limited. The MIDAS Project was designed to over- 
come these constraints by financing the foreign exchange costs of the project 
and by establishing autonomous agencies to handle distribution. The govern- 
ment agreed, in turn, to reduce or eliminate input subsidies. 

Success with the MIDAS Project was highly uneven. The Ghana Fertil- 
izer Company was established to import, blend, bag, and distribute fertilizers, 
but complications developed, partly because of deep vested interests, and the 
ministry continued to supply fertilizers at subsidized prices, primarily to in- 
fluential larger farmers. On the other hand, the Ghana Seed Company was 
successfully established, and the seed subsidy was eliminated. The project 
was reduced in scope, however, from the national level to a single region, 
which decreased the impact it might have had on national policy. 

These are two examples, but they suggest some important lessons. First, 
changes in economic policy are often very difficult because of vested interests 
and political pressures. The leverage offered by donor financing of projects is 
seldom great enough to overcome these obstacles. Second, policy changes do 
not come quickly and often involve a long period of dialogue and building of 
mutual trust. Finally, economic policy issues extend beyond the domain of a 
particular project and require a sectoral or macroeconomic perspective on 
foreign aid. 

Ghana. The experience of both Ghana and the Ivory Coast suggests the 
importance of taking a comprehensive approach to policy reform and of de- 
signing foreign aid programs that can reinforce this approach. At the end of 
the Nkrumah period, for example, Ghana had serious macroeconomic diff- 
culties because of mounting inflation, growing budget deficits, a deteriorating 
balance of payments, and rising debt service obligbtions. With assistance 
from the IMF, a stabilization program was undertaken by the NLC govem- 
ment, 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 
through credit and budgetary restraint. Although the exchange rate was de- 
valued in 1967 from 0.714 to 1.02 N$/$, relatively little attention was other- 
wise paid to removing the distortions resulting from overvaluation of the ex- 
change rate, import and exchange controls, the tariff structure, the credit 
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system, and the government's monopoly on the distribution of agricultural 
inputs (Gilbert, 1976, pp. 290-94). By 1969, when the Busia government 
took over, the economy was more stable and functioned more smoothly than 
three years earlier, but inflation had increased the distortions in relative prices, 
and long-term prospects for Ghana's economy were little improved. 

In retrospect, it appears that the stabilization program of the post- 
Nkrumah era was too short-term in nature, partly because economists at that 
time were not fully aware of the serious effects that distortions could have on 
the allocation of resources and long-term development. In addition, the po- 
litical situation may not have permitted more fundamental reforms without 
increased program aid to soften the blow to Ghana's urban population. Yet 
donors were unwilling to commit this level of aid, and the administrative 
machinery in Ghana was hard pressed to utilize the aid that was made avail- 
able without a significant liberalization of procurement-tying provisions. Un- 
tied drawings on the IMF were made but were inadequate by themselves. 
World Bank loans were also available, but only for projects, which meant a 
slow process of identification and preparation. Finally, the contribution of 
debt rescheduling was limited because this was predominantly the responsi- 
bility of government export and investment credit guarantee agencies in the 
donor countries, and these were unsympathetic to broader foreign policy and 
development concerns (Gilbert, 1976, pp. 333-37). 

By late 1971, however, this situation had changed. The Ghanaian gov- 
ernment and the Consultative Group of donors, under the chairmanship of the 
IMF and the World Bank, had decided to shift away from the IMF-led stabi- 
lization program of 1966-69 and to combine broad-based economic reform 
and liberalization of the economy with large-scale balance of payments sup- 
port and a generous rescheduling of the medium-term debt. The total package 
of external assistance required for commitment in 1972 was estimated at $150 
million. The U.S. contribution was envisioned at $30 million in program 
loans, with direct U.S. involvement in policy questions being replaced by the 
establishment of the World Bank as the principal external economic policy 
advisory agent (USIAID, 1975, vol. 1, pp. 34-35). 

The cedi was devalued in late 1971, but the rest of the reform program 
was cut short by the military coup in January 1972. The NRC, which came 
to power at that time, partially reversed the devaluation, repudiated much of 
the debt, imposed restrictions on private foreign investors, provided large 
subsidies for "essential" commodities, and othenvise undermined the reform. 
Donors and creditors, awaiting resolution of the debt issue, held up on their 
assistance plans. 

There was another opportunity to deal comprehensively with policy re- 
form in Ghana following the settlement of the debt situation in 1974. The 
donors appeared ready to commit over $100 million, and professional mem- 
bers of the World Bank staff were assisting Ghanaian economic policy and 
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planning ministries. On the other hand, after the experience of the early 
1970s, the government was more interested in concrete projects than in 
macroeconomic policy issues. Furthermore, the interests of the donors were 
shifting away from program loans toward projects that were particularly likely 
to aid the poor, especially in rural areas. These projects, however, took an 
especially long time to prqpare in relation to the quantities of resources being 
transferred. Finally, there was a serious lack of coordination among donors, 
who frequently competed for projects rather than worried about structural 
reform. The opportunity for a change in economic policy was thus missed, 
and the situation in Ghana continued to deteriorate. 

Another stabilization program was attempted in September 1978 with a 
58 percent devaluation, an austerity budget, and a standby agreement with the 
IMF, but this program was abandoned following the coup d'etat of June 1979. 
By this time, the correlation between devaluation and coup d'ktat was deeply 
embedded in Ghanaian minds, and attempts at austerity measures alone 
proved useless in the face of massive price distortions (Morrison and Wolgin, 
1980). 

Successful reform was instituted in Ghana only with the return to power 
of Jerry Rawlings in 1982. Yet movement toward reform was anything hut 
clear during the first one and one-half years, as the new regime toyed with the 
possibility of going it alone. Throughout this period, however, discussions 
with the IMF and the World Bank continued, leaving the door open for the 
possibility of major structural adjustment. It was clear that substantial pro- 
gram and project lending would be forthcoming if agreement with these insti- 
tutions was to he reached, but the specter of devaluation and its political 
consequences still held sway. Finally, political and economic pressures on the 
Rawlings government tightened to such an extent that it agreed to a program 
of reform. Once underway, these reforms were monumental in relation to past 
efforts, and within two or three years they had eliminated most of the serious 
distortions in the economy. 

Ivory Coast. The use of foreign aid to support policy reform in the Ivory 
Coast was at first in sharp contrast to the experience in Ghana. The World 
Bank hegan project lending in the late 1960s and by 1981 had made forty-one 
loans and credits, mostly in agriculture and complementary infrastructure. 
Although the economic policy environment in the Ivory Coast was far supe- 
rior to that in Ghana, a number of problems, discussed earlier, began to ap- 
pear by the mid-1970s. Many of these were identified in the ~anli ' s  1977 basic 
economic report and in its reviews of external borrowing and investment poli- 
cies and programs between 1978 and 1980. The government responded well 
to the Bank's advice during this period, reducing the size of the public invest- 
ment program and the external borrowing with which to finance it. In addi- 
tion, the government began to seek the Bank's advice in devising a longer- 
term approach to the restructuring of the economy and to the institutional 
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framework with which to manage the process. This was a natural consequence 
of the years of dialogue that had taken place at the project level related to 
various aspects of economic policy. 

The result was a World Bank Structural Adjustment Loan (SAL) that 
responded to the government's programs for wide-scale reform, including im- 
proved economic management of agriculture and industry, as well as a revised 
role for public enterprises. This loan of $150 million complemented an IMF 
Extended Fund Facility (Em) program and paved the way for further lending 
by private banks and bilateral donor agencies to cover the expected external 
payments gap over a period of several years. Prior to approval of the loan, 
the lvorian government undertook a number of specific policy reforms, in- 
cluding diminatin cash subsidies on cocoa planting and lowering the pro- 
ducer price of rice. Under the terms of the EFF agreement, the government 
also agreed to limit its borrowings of less than twelve years' maturity. Fur- 
ther reforms included increasing budgetary discipline, centralizing public fi- 
nances, strengthening the Ministry of Agriculture's capacity for sectoral plan- 
ning and for project preparation and implementation, reforming the public 
enterprise sector, and improving the industrial incentives system. 

Although the distortions in the Ivory Coast's policy environment were 
not nearly as great as those in Ghana prior to 1983, the reforms involved in 
restmcturing the economy were also much less fundamental. Most important, 
the CFA franc remained rigidly linked with the French franc, and import 
policy continued to be quite restrictive. This maintained the bias of the incen- 
tive structure against exports. 

Principal Conclusions 

The major conclusion of this comparative analysis of the impact of de- 
velopment assistance in Ghana and the Ivory Coast is that foreign aid is un- 
likely to be effective in achieving either donor or host country goals in the 
absence of an economic policy environment that is conducive to long-term 
development. This is tme regardless of whether aid is seen as a transfer of 
resources or as a means of implementing project packages involving a com- 
bination of capital, technology, and managerial know-how. When the policy 
environment is severely distorted, as it was in Ghana, it is difficult to find any 
type of foreign assistance that can be successfully implemented, except pos- 
sibly some training and investment in human capital that may prove valuable 
in the future. 

These two case studies also suggest that macroeconomic, trade, and ex- 
change rate policies are especially critical in establishing an environment con- 
ducive to development. The distortions in Ghana associated with inflation and 
an overvalued cedi severely impeded the rational allocation of resources and 
prevented projects from achieving their objectives. The Ivory Coast economy, 
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which was constrained more by domestic savings than by foreign exchange, 
performed much better over most of the period because domestic prices were 
not severely distorted in relat~on to those in the world market. Nevertheless, 
the magnitude of these distortions increased in the Ivory Coast toward the end 
of the 1970s. By the mid-1980s, in fact, there was greater flexibility in the 
Ghanaian than in the Ivorian economy because of the different exchange rate 
policies pursued by the two countries. 

The historical experience in the two counties also demonstrates that the 
donors cannot be absolved of responsibility simply because the existing policy 
environment is inappropriate, since foreign aid can play an effective role in 
altering that environment. There were several occasions over the past two 
decades when that might have been the case in Ghana, but until 1983 the 
opportunity was always lost. At first there was excessive focus on short-term 
stabilization through control of demand without enough attention to eliminat- 
ing the fundamental distortions that were restricting supply. Later, after the 
debt settlement, donors concentrated on designing projects to aid the poor, 
oblivious to the fact that the poor could never benefit if the entire economy 
was running downhill. Only by 1983 was there sufficient awareness of the 
need to link fundamental reform of the price and incentives structure with 
substantial amounts of program aid. This, coupled with the absence of viable 
alternatives for the Rawlings regime, plus the ongoing dialogue with the IMF 
and the World Bank, finally permitted the reform package to he put into place. 

Even in the Ivory Coast, where both project and program aid were highly 
effective during the 1960s and early 1970s, it was project aid that was first 
seen as the means to improve the policy environment that threatened to stall 
growth in the latter half of the 1970s. It soon became apparent, however, that 
the problems were sectoral or macroeconomic in nature and that it was inap- 
propriate to deal with them at the project level-even though experience with 
projects had helped to identify these problems and to build the mutual trust 
and confidence necessary to overcome them. Ultimately, it was medium-term 
program assistance from both the IMF and the World Bank that was most 
useful in supporting structural reform. Whether that reform will be sufficient 
in view of the distortions in the Ivory Coast economy that still persist is a 
question for the future. 
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In 1975 World Bank president Robert McNamara 
noted that there had been twenty-five years of development effort and decided 
to commission a study of how the experience contrasted with expectations of 
the 1950s. To almost everyone's surprise, when David Morawetz reviewed 
the record he found that success with economic development had been far 
greater than even the most optimistic forecasts in the 1950s (Morawetz, 
1977). Although forecasters had been very wrong in their forecasts of which 
countries would succeed or fail, they had generally underestimated the rate of 
economic progress that was actually achieved by the developing countries as 
a group. A decade later a second study, commissioned by the Task Force on 
Concessional Flows, established by the governors of the World Bank and the 
International Monetary Fund, again addressed the question, does aid work? 
and concluded, most of it, yes! (Cassen, 1986, p. 13). 

Despite this, there has been aid fatigue. Whether such fatigue is war- 
ranted is clearly questionable, especially in light of the fact that official de- 
velopment assistance has typically represented less than 2 percent of the GNP 
of the developing countries. Moreover, successful aid recipients (such as Ko- 
rea) stopped receiving aid, while countries that experienced slower rates of 
growth became larger aid recipients. Indeed, the recent switch in emphasis 
from aid to South Asia to more aid to Africa once again underscores the point 
that aid is usually destined for countries and regions experiencing the greatest 
economic difficulties. 

That much said, it remains true that much has been learned about the 
development process in the forty years of aid experience. In some instances 
it was experience with aid that led to the learning; in other cases experience 
with development taught lessons useful for aid. And both aid experience and 
development experience have interacted with the development of thought 
about aid and development in the academic community. Clearly, a great deal 
more remains to be learned. In this final chapter we attempt to assess the 
lessons from the evolution of thought about aid that appear to be the most 
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important, as well as to pinpoint those areas in which it seems likely that the 
next major lessons will be learned. 

Lessons from Macroeconomic Assistance Policy 

The most important lesson learned about economic development, and 
therefore about the role of assistance, is the significance of the overall mac- 
roeconomic environment for economic growth. Over the past thirty years ap- 
preciation of the importance of the appropriate trade and exchange rate poli- 
cies, of fiscal and monetary policies, and of the overall incentive structure 
provided by government policies has increased continuously. Even the expe- 
rience of the 1980s has caused a further appreciation of the importance of 
macroeconomic policy. 

Experience indicates that the macroeconomic setting is an important de- 
terminant of the success of sectoral and project assistance. In countries where 
the macroeconomic framework is appropriate, real rates of return to invest- 
ment projects tend to be high; in countries where the framework is inappro- 
priate, they tend to be low. When assistance is in the form of input subsidi- 
zation, which implicitly offsets currency overvaluation, much of the impact 
is simply to offset other policies. Although we focus here on macroeconomic 
issues, it should be recalled that microeconomic issues are exceedingly im- 
portant for the effectiveness of individual development projects and sectoral 
assistance. 

DOMESTIC ECONOMIC POLICY AND THE EFFECTIVENESS OF DONOR ASSISTANCE 

The effectiveness of economic assistance has been strongly conditioned 
by the economic policy environment of the host country. It is now generally 
conceded that economic assistance to Korea and Taiwan was much less effec- 
tive in generating income growth during the 1950s and early 1960s, when 
these countries were pursuing import substitution policies, than after they 
made the transition to outward-oriented industrial policies (chapter 13). The 
contrasting role of domestic economic policy on the effective use of devel- 
opment assistance is illustrated in a particularly striking way in the case of 
Ghana and the Ivory Coast (chapter 15). Following independence, Ghana in- 
troduced extensive government regulations and controls. The Ivory Coast 
adopted a more modest role for the state, viewing its role as influencing and 
guiding rather than replacing private sector decision making. 

It would he a mistake to view the contrast between Ghana and the Ivory 
Coast as simply too much or too little planning or too much or too little direct 
public participation in economic affairs. The intervention of the Ivory Coast 
in its sugar industry was almost as damaging as the intervention of Ghana in 
its oil palm industry. The contrast is between (a) a misguided attempt to 
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determine and control the supply and demand of private goods across a wide 
spectrum of economic activity in Ghana and (b)  a program that provided 
reasonable incentives for private economic activity along with investment in 
physical infrastructure and services directed toward enhancing the produc- 
tivity of the private sector in the Ivory Coast. In addition, Ghana's successive 
delays in correcting overvalued exchange rates, its repression of the prices of 
agricultural commodities, and its establishment of parastatal enterprises in 
industry distorted its domestic infrastmcture investments and led to exces- 
sively high capital output ratios in infrastructure, agricultural, and industrial 
development projects (chapter 15). It was only when significant reforms were 
introduced in the 1980s that Ghana's economic progress resumed. 

Our reviews of country experience, and other analyses that we have 
cited, demonstrate in particular the close linkages between trade policies and 
the effectiveness of development assistance. There is firm evidence that an 
outward-oriented strategy and rapid growth of exports have been integrally 
associated with rapid economic growth. There are three reasons for the posi- 
tive impact of an outward-oriented strategy. First, it permits countries to take 
advantage of comparative advantage, whether based on resource endowments 
or on technology development. Second, it prevents some of the costly mis- 
takes often associated with heavy protection or related factor and product 
market distortions. Third, it forces governments to adopt policies that lead to 
better economic performance by the private sector (Kmeger, 1984b, p. 264). 

External development assistance has been very important at times in pro- 
viding the economic and technical assistance needed to facilitate the transition 
to outward-oriented policies. Aid-financed infrastructure has also been impor- 
tant in permitting economies such as those of Korea, Brazil, Taiwan, and 
Turkey to respond to the incentives that were designed to encourage the tran- 
sition to an export-oriented economy. Nonproject aid has been helpful in sup- 
porting developing countries' efforts to restructure their economies and pur- 
sue more liberal trade policies. Economists associated with both bilateral and 
multilateral development assistance agencies were also influential at times in 
the policy analysis and discussions that led to the policy reforms. 

While foreign assistance has therefore been very positive in setting the 
stage for effective growth when policies are conducive to it, it has also pro- 
vided some countries with the resources needed to perpetuate inefficient eco- 
nomic policies. This has been especially true when aid has been motivated by 
noneconomic policies. Certainly, for Korea in the 1950s, aid permitted the 
perpetuation of an inefficient set of economic policies. The relatively poor 
performance of the Korean economy was in large part a result of inappropriate 
trade, exchange rate, and other domestic policies. When these policies were 
altered in the 1960s. growth accelerated despite lower levels of assistance. 
American experts financed by the U.S. aid agency played an important role in 
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the discussions that led to the monetary and fiscal reforms of the mid-1960s. 
The conclusion that the effectiveness of assistance in generating eco- 

nomic growth is severely weakened in the absence of appropriate economic 
policy on the part of the recipient country poses severe policy problems for 
donors. A variety of assistance activities can be effective in an environment 
characterized by a favorable policy regime and substantial administrative ca- 
pacity. The absence of these conditions severely limits the range of effective 
assistance activities, as illustrated by the Egyptian experience in the 1970s 
and 1980s. These deficiencies are often more pronounced, however, in the 
poorest countries where there may be strong equity arguments for providing 
development assistance even if it is less than fully effective. In such situations 
assistance can be more productive if focused on selected project development 
activities that will establish the foundations for growth if a time comes when 
it is politically and economically feasible for the recipient country to adopt 
more effective development policies. 

POLICY DIALOGUE AND AID EFFECTIVENESS 

In addition to the overall macroeconomic environment, two other factors 
influence the effectiveness of economic assistance: (a) the degree of conver- 
gence in the views of aid donor and recipient countries concerning the latter's 
economic policies; and (b) the importance of economic development objec- 
tives relative to other donor and recipient motivations in decisions concerning 
the nature and allocation of economic assistance. A convergence of views on 
the recipient's economic policy can occur only in the context of a donor- 
recipient aid dialogue. 

How much impact policy dialogue associated with development assis- 
tance negotiations actually has on host country development policy is ex- 
tremely difficult to determine. The impact may be quite large during a period 
when the host country is experiencing economic or political stress, as in Ban- 
gladesh immediately after independence, or during a period when both the 
donor and host governments share common political and economic objectives. 

Policy dialogue between assistance agencies and the government of Tur- 
key during the late 1960s appeared to be very influential in bringing about 
policy reforms that avoided an extreme crisis (chapter 14). In the 1970s 
French technical assistance personnel played an important role in guiding both 
macroeconomic and sector economic policy in the Ivory Coast along rela- 
tively efficient lines (chapter 15). At times inept or excessive donor pressure 
for reform has been counterproductive; India's 1966 devaluation (chapter 12) 
and Ghana's 1971 devaluation (chapter 15) are such examples. 

With the events of the 1980% emphasis on policy reform has come in- 
creasingly to he a focal point of concern for countries caught in heavy debt- 
servicing obligations and also for the development assistance community. It 
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is far too early to assess the effectiveness of structural adjustment lending by 
the World Bank and of the International Monetary Fund's support of the 
heavily indebted countries. It is clear that some countries have been more 
receptive to the multilateral institutions' advice than have others. Even when 
recipients have been receptive, there have been difficult issues as to the extent 
and timing of needed reforms. Additional problems have arisen when a re- 
cipient country's progress has been much slower than was thought feasible 
when the reforms were initiated. It will be some years before the lessons 
associated with the approach of the 1980s can be definitively assessed. 

A number of factors appear to influence the effectiveness of donor agen- 
cies' efforts to engage in constructive dialogue concerning a recipient coun- 
try's macroeconomic policies. One is the recipient's commitment to policy 
reform; in the absence of such commitment it is exceedingly difficult to en- 
gage in meaningful dialogue. A second is the ability of both donor and re- 
cipient to bring substantial professional capacity and experience to the policy 
dialogue. A third is whether the donor agency is in a position to provide 
adequate nonproject aid during the period of transition to support the policy 
objectives agreed on by donors and recipient. Finally, no amount of policy 
dialogue or conditionality will be effective unless there is broad agreement 
within the recipient country on the reform objectives. When a large number 
of bilateral and multilateral donor agencies are involved in nonproject lend- 
ing, policy coordination to achieve consistency among the several donor and 
recipient policy objectives often becomes exceedingly difficult (Cassen, 1986, 
p. 313). 

When donor interests strongly influence the flow of aid resources, the 
effectiveness of policy dialogue is reduced. Donors find it extremely difficult 
to utilize policy dialogue to promote better policy in the recipient country 
when the representatives of that government are aware that the security or 
trade interests of constituencies in the donor country cany more weight than 
the policy reform objective. 

The competing pressures between politically dictated support of particu- 
lar countries and the desirability of policy reform to achieve development 
goals create a very difficult environment for development assistance. The pub- 
lic constituencies for assistance within donor countries often demand evidence 
that the assistance is effective in meeting aid objectives. At the same time, 
the more narrowly based constituencies concerned with security and trade 
objectives, both within and outside the donor governments, bring pressure on 
the assistance agency to direct resources to achieve the noneconomic objective 
favored by their pmicular interest groups. 

Policy dialogue in the 1980s has been carried out in a somewhat more 
constructive environment than in the past. Both donor and host country po- 
litical leaders and constituencies seem to be aware that policy dialogue and 
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influence are inherent in the donor-recipient relationship and that the policy 
framework is a critical determinant of success in achieving development oh- 
jectives. It is also possible that some bilateral donors have acquired a more 
sophisticated understanding of the limitations of leverage in pursuing ideo- 
logical or political objectives in the recipient country. Nonetheless, non- 
economic factors still are an impolrant element of bilateral programs. As a 
consequence, there is a stronger presumption that multilateral aid, which is 
not as burdened with these constraints, is likely to be a more effective vehicle 
for a policy dialogue and for supporting economic development. 

THE INFLUENCE OF ASSISTANCE ON NATIONAL ECONOMIC GROWTH 
Measurement of the macroeconomic impact of development assistance 

represents a continuing theoretical and empirical puzzle. It seems clear that 
in relatively few instances has the flow of development assistance been large 
enough to significantly influence aggregate growth rates. This conclusion 
holds even if rates of return to the resources transferred in the fonn of devel- 
opment assistance are several multiples of the rates of return that the same 
investments would e m  in the country providing the assistance. It is possible 
that the literature we have reviewed underestimates the impact of development 
assistance on growth; however, the evidence available supports a conclusion 
that development assistance has made a positive contribution to growth. 

Generalizations regarding the effects of economic assistance on national 
economic growth are, however, complicated by the complex economic and 
political objectives of both the donor and the host country (chapters 4-6 and 
12). Where donor country political ohjectives have dominated economic de- 
velopment objectives, as in the case of U.S. assistance to Korea in the early 
1950s and recent U.S. assistance to Egypt, expectations regarding the impact 
of assistance on economic growth should be relatively modest. It seems ap- 
parent that this conflict in ohjectives is a major source of the difficulty in 
drawing generalizations regarding the impact of development assistance on 
growth rates. 

A second reason why it has been so difficult to develop empirical evi- 
dence on the impact of development assistance on national growth is that 
except for short periods, the flow of official development assistance has gen- 
erally been small compared with the sum of national and commercial resource 
flows available to sustain development. Aid flows have contributed impor- 
tantly to initiating or sustaining the momentum of growth at critical periods, 
such as in India between 1957 and 1967 and Korea in the late 1950s and early 
1960s. Turkey in the late 1970s and Chile in the early 1980s are more recent 
examples. But there have also been failures, such as Ghana in the 1960s and 
Tanzania in the 1970s. 

A third reason why it is so difficult to estimate the impact of aid is that 
bilateral donors often provide support for those countries faring least well 
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economically. Poor economic performance can and has caused political prob- 
lems in poor countries, and official economic assistance has often been ex- 
tended because of the political and strategic interests of the donor. There is, 
therefore, often an identification problem. If countries faring poorly are more 
likely to receive aid, any effort to assess the impact of aid must sort out 
performance as a cause of aid from performance as a result of aid. This is an 
extremely difficult task. 

For those countries whose economic policies appear inimical to growth, 
there is evidence from specific country cases and from sector studies that 
development assistance has been most effective in generating growth when it 
has been focused on those investments that enhance productivity growth. In- 
vestment in agricultural research has been one such investment (chapters 9 
and 13). Development of the professional capacity for investment planning 
and for economic policy is another (chapter 14). (The implications of devel- 
opment assistance for sector economic policy are discussed in greater detail 
in the following section.) 

Thus, while it is not possible to document fully the positive contributions 
of aid to growth, it is also exceedingly difficult to find well-documented in- 
stances of aid having a negative impact on overall growth-though surely 
there have been many cases of specific inefficiencies and counterproductive 
interventions. Our analysis supports the conclusion of the Cassen Commis- 
sion report (Cassen, 1986, pp. 294-326) that the focus of discussion on aid 
should be, not on its provision in principle, but on ways of improving its 
effectiveness. 

Lessons from Assistance for Sector Development 

We have already stated the overriding lesson for sector assistance: if 
overall macroeconomic policy is severely distorted, the effectiveness of sector 
and project aid will be greatly diminished. If, for example, exchange rate 
overvaluation greatly reduces the real return to agricultural producers, assis- 
tance to subsidize fertilizers and other inputs can at best offset part of the 
harm, but this will surely he a less desirable way of assisting agriculture than 
policies to restore producer prices to more realistic levels. 

In this section, we draw some lessons from sector assistance experience. 
We draw from our reviews of major assistance program areas (chapters 8- 11) 
and from the country studies (chapters 12- 15). 

PHYSICAL INFRASTRUCTURE DEVELOPMENT 

During the 1950s and 1960s large-scale investment in transport facilities 
(roads, railroads, ports, and airports) and multipurpose resource development 
projects (power, flood control, irrigation) occupied a very prominent place in 
both bilateral and multilateral development assistance portfolios (chapter 8). 
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Many of these activities made substantive contributions to the development 
of the recipient countries; some, however, became a burden on the develop- 
ment process. We have presented examples of such projects in the case studies 
on India, Turkey, and Ghana (chapters 12, 14, and 15). A number of factors 
contributed to the low returns realized from such projects. Project cost over- 
runs were often substantial, the time required to complete the projects was 
often much greater than projected in the planning studies; the technology and 
scale of such projects were often incompatible with the level of technological 
development in the rest of the economy; failure to consider the implications 
of exchange rate distortions led to investments that were excessively capital- 
intensive or entirely inappropriate; returns to infrastructure investment were 
delayed and reduced by inappropriate policy regimes. 

Disappointment with the flow of benefits led to severe criticism of large 
infrastructure projects. In the Seyhan Project in Turkey, for example, the land 
and water development programs of the 1950s and 1960s did not exert a major 
impact on production until the 1970s (chapter 14). In Pakistan the Indus Basin 
Project placed such a large burden on both donor and recipient resources that 
many other public and private investments that could have generated higher 
returns were precluded (chapter 3). In Korea the payoff to transportation in- 
vestments made during the 1950s was relatively low until the period of rapid 
growth in the late 1960s and 1970s (chapter 13). In India returns on large 
infrastructure and industrial projects were dampened by failure to invest in 
appropriate technical education (chapter 12). 

Over the last several decades both technical and economic aspects of 
project planning and evaluation have become more sophisticated. Much has 
been learned, and the methodology and practice of benefit-cost estimation 
have been developed and applied more widely. Planning and implementation 
capacity in the aid-recipient countries has improved. The large errors of the 
1950s and 1960s are being made much less frequently. And in many countries 
a broader, more balanced portfolio of projects embracing technical and pro- 
fessional training, research and development, and other complementary in- 
puts has been able to overcome the constraints that have dampened the returns 
to infrastructure project investment in the past. 

It now appears possible to take a positive view of lending for infrastruc- 
ture investment, especially in connection with agricultural development. Fur- 
thermore, it appears that in a number of countries the enhanced capacity for 
infrastructure planning and development means that the assistance agencies 
can reduce the attention and resources devoted to the detail of project planning 
and implementation. This should free their staffs to give greater attention to 
the considerations of macro and sector policy that will influence the economic 
viability of infrastructure project investment. 



Some Lessons from Development Assistance 313 

DEVELOPMENT OF FINANCIAL INSTITUTIONS 

We do not have a chapter devoted to the development of financial insti- 
tutions. However, our chapter on development assistance to India (chapter 12) 
and the chapter on assistance to agricultural production (chapter 9) are useful 
in interpreting the results of assistance for the development of financial 
institutions. 

In India, as in a number of other countries, both USIAID and the World 
Bank contributed to the establishment of several public and private develop- 
ment financial institutions. These institutions have become important sources 
of development finance. They have not, however, developed into effective 
institutions for mobilizing private domestic savings. Their resources continue 
to come primarily from external assistance or from government sources. The 
lending policies pursued by such institutions, particularly lending at below 
market rates of interest, have been a barrier to effective mobilization of pri- 
vate savings. 

Efforts to assist in the development of agricultural credit institutions par- 
allel the experience of industrial development credit institutions (chapter 9). 
Such institutions have been effective in making credit supplied by donor agen- 
cies and national governments available to farmers. They have made impor- 
tant contributions to the support of commodity production campaigns. Studies 
of the experience of such programs also indicate that their development as 
effective credit institutions has been limited by an almost universal tendency 
to make credit available at below market rates of interest. The effects of such 
policies have been widely documented (chapter 9): (a) subsidized credit is 
frequently diverted from production to consumption uses and from agricul- 
tural to nonagricultnral investments; (b)  when credit is available at below 
market rates of interest, it must be rationed, and when rationed, it tends to 
flow to the larger borrowers; (c) the wedge between market and institutional 
interest rates has made it difficult for rural credit institutions to become effec- 
tive in mobilizing rural savings for development. 

In view of the substantial body of evidence accumulated over several 
decades on the deficiencies of subsidized credit programs, one of the clear 
lessons of aid is the ineffectiveness of subsidized credit for assisting the poor 
or enhancing agricultural productivity. In light of this experience it is puzzling 
why subsidized credit programs continue to occupy a prominent role in the 
portfolios of many bilateral and multilateral donor agencies. Perhaps the most 
important lesson from assistance for the development of financial institutions 
is that the development community has refused to learn from experience. 

RETURNS TO AGRICULTURAL RESEARCH 

Agricultural research has consistently achieved rates of return among the 
highest available to either national governments or development assistance 
agencies (chapter 9). These high social rates of return reflect substantial un- 
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derinvestment in agricultural research. Underinvestment by both the private 
and the public sector reflects the large spillovers that transfer the gains from 
the public and private suppliers of technology to producers, and from produc- 
ers to consumers. 

Sustained growth in agricultural production capacity requires 8 careful 
articulation of public and private sector support for technology research and 
development. The development of public sector institutions capable of train- 
ing agricultural scientists and technicians is essential. Countries that have 
been successful in sustaining rapid technical change in agriculture have found 
it necessary to develop sufficient public sector capacity in agricultural te- 
search to enable them to develop and adapt agricultural technology suited to 
their own resources and institutional environments. India's relatively sophis- 
ticated agricultural research system has been an important factor enabling 
India to confound much of expert opinion and achieve self-suffic~ency in food 
grain production in the late 1970s and early 1980s. Assistance by the U.S. 
aid agencies and by private foundations played an important role in strength- 
ening India's capacity in agricultural education and research (chapter 12). 

Those countries that have attempted to rely primarily on borrowed tech- 
nology have rarely developed the capacity to adapt and manage it in a manner 
capable of sustaining agricultural development. The public sector generally 
has been most effective in the development of biological technology for crop 
and animal production. In contrast, the private sector has been relatively ef- 
ficient in most countries in embodying new knowledge in technical inputs 
(machines, fertilizer, pesticides, seeds) and in marketing agricultural supplies 
in comparison with the public sector or parastatal organizations. 

RURALDEVELOPMENTPROGRAMS 

The implementation of community and integrated rural development pro- 
grams has been a continuing challenge and a source of frustration to devel- 
opment assistance agencies (chapter 10). The development of rural commu- 
nities represented an important program thrust of both private and official 
development assistance in the 1950s. The integrated rural development thrust 
of the 1970s represented a renewed commitment to these same objectives. Yet 
the gap between the hopes for such programs and program accomplishments 
has remained large. 

A review of the literature suggests that one of the major sources of dis- 
illusionment with the results of assistance to community development on the 
part of donors is a lack of consistency between the dynamics of community 
development processes and the imperatives of donor assistance. Successful 
rural development programs tend to be (a )  small in geographic scope and slow 
to implement; (b)  intensive in demands on ptofessional and administrative 
capacity; (c)  difficult to assess within the framework of conventional cost- 
benefit analysis; and (d)  difficult to monitor and inspect. Donors, on the other 
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hand, are under pressure to undertake large projects with measurable short- 
mn accomplishments. They are more comfortable in dealing with projects that 
are (a) capital- and import-intensive; (b)  amenable to cost-benefit or cost- 
effective project analysis; and (c)  easy to monitor and evaluate. 

A second source of disillusionment has been the difficulty of achieving 
consistency between the local self-help and resource mobilization philosophy 
of rural development programs and the objectives of donors to achieve mea- 
surable improvements in basic human needs indicators. This difficulty led to 
a program drift toward delivery of services to local communities and a neglect 
of the economic and political reforms necessary to achieve effective mobili- 
zation of community resources. It also tended to result in a decline in program 
performance when donor resources were phased out. Improvements in the 
level of services often have not been complemented by growth in the com- 
munity resources necessary to sustain the services. There is now relatively 
good documentation, much of it from USlAID program evaluation studies, 
that success in local resource mobilization is an exceedingly important factor 
in accounting for continued program viability following the phasing out of 
donor support. 

Although development assistance agencies have found it difficult to 
achieve success in programs designed to enhance the quality of life in rural 
areas, one cannot conclude that there is an inherent conflict between growth 
and equity objectives in rural development. Indeed, the literature suggests 
that these objectives are potentially highly complementary (Cassen, 1986, pp. 
45-68). The constraint on the effectiveness of development programs has 
been due to the complex interaction between political and economic devel- 
opment at the local level that is required to generate effective demand and to 
sustain that demand. 

FOOD AID 

The issue of food aid is discussed in chapter 5 and in several of the 
country studies (chapters 12 and 13). During the 1970s and into the early 
1980s, food aid declined both absolutely and as a share of development assis- 
tance. U.S. food aid declined fmm almost 90 percent of total food aid by 
members of the OECDIDAC in 1965 to little more than half in 1980. Yet 
because of the diverse motives that sustain its use (surplus disposal and hu- 
manitarian assistance) and its ambiguous impact on recipient countries, it has 
remained a source of controversy in the countries that both supply and receive 
food aid. While it provides a net transfer of resources, it may easily result in 
a disincentive to agricultural development unless recipients pursue appropri- 
ate policies. 

Food aid has been widely criticized and defended (Isenman and Singer, 
1977; Clay and Singer, 1985). During the 1950s large shipments of food aid 
enabled the Korean government to set rice prices below market levels. The 
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effect was to severely depress incentives to Korean farmers (chapter 13). In 
India food aid played an important role in meeting food needs between the 
mid-1950s and the late 1960s. It provided resources equivalent to 10 percent 
of gross investments in the Indian economy and appears to have had few 
negative effects on food grain production (chapter 12). 

There is very little disagreement that as an in-kind income transfer food 
aid tends to be less valuable to the recipient country than a financial transfer. 
How much less valuable depends on its fungihility; and this in turn depends 
on the instihltional arrangements and policy framework within which it is 
handled in the recipient country. There is also general agreement that in the 
past the disincentive effects of food aid have been greater and the development 
assistance impact has been smaller than they might have been if food aid 
programs had been designed more carefully to achieve development objec- 
tives. The continued availability of food aid does raise the question whether 
policies and programs can be designed to use it more effectively for develop- 
ment assistance in the future. 

ASSISTANCE TO HEALTH AND FAMILY PLANNING 

There has also been growing recognition among development assistance 
agencies of the potential for high rates of return in other areas of human 
capital investment. In this volume we do not attempt to review the history or 
effectiveness of development assistance in the area of health services; how- 
ever, we do review assistance to family planning (chapter 11). 

Substantial assistance for family planning began only in the mid-1960s. 
While it is premature to draw many lessons from this experience, it does 
appear that assistance for family planning has had a major impact on the 
development of national capacity for population planning in a number of de- 
veloping countries. Assistance in this sector has had a major impact on the 
development of family planning programs, particularly in a number of Asian 
countxies. Since the late 1970s, assistance for family planning has also begun 
to have a significant impact on fertility rates. 

A review of development assistance to Turkey also suggests that besides 
the well-known fact that integrating health with family planning programs 
helps the attainment of objectives in both areas, the integration of population 
and health with literacy programs resulted in increased effectiveness of all 
three programs (chapter 14). 

Support for family planning programs has been controversial in both 
donor and recipient countries. This has caused external support by donors 
such as the United States and Sweden to waver and has resulted in the erosion 
of commitment in recipient countries such as the Philippines. The evidence 
seems clear that foreign assistance to population programs can have only lim- 
ited success in the absence of strong political and administrative commitment 
in recipient countries. It has been effective in providing technical and material 
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support where there has been a strong commitment on the part of the host 
government. 

HUMAN RESOURCE DEVELOPMENT 

Both development theorists and the development assistance agencies 
were slow to recognize the importance of investment in education and in other 
forms of human capital for economic growth (chapters 2 and 3). In the early 
literature the dominant view was that education and health programs should 
be considered primarily as enhancing consumption rather than as productive 
investments. It was generally held that such programs should be subordinated 
to the goal of expanding production until the country had achieved a substan- 
tial increase in the level of per capita income. 

As evidence indicating high rates of return to education began to accu- 
mulate, perspectives began to change. The U.S. development assistance 
agency made major investments in university development in the 1960s. The 
World Bank made its first educational loan in 1963; by 1980 it had financed 
over two hundred educational development projects. Initial emphasis was 
placed primarily on scientific and technical education because of it3 obvious 
complementarity with infrastructure, industrial, and agricultural development 
projects. Continuing research has indicated, however, that the highest rates of 
return often are at the primary level and decline as the level of educational 
attainment increases. Evidence from a large number of studies suggests that 
returns at all levels of education are substantially higher than the rate of return 
levels that development assistance agencies use to justify investment in many 
other project areas (Psacharopoulos, 1984). 

In light of the growing recognition of the importance of education, it is 
unfortunate that there has not been enough experience with the evaluation of 
assistance to education to warrant a full-scale review in this volume. A pre- 
liminary review of the literature indicated that studies of the economic return 
to education have given little attention to the role of aid. Studies of aid to 
education have given little attention to economic impact. 

There are a number of important unanswered questions. Some relate to 
the relative importance and efficiency of formal primary and secondary edu- 
cation in developing countries. There is as yet little evidence that the devel- 
opment assistance agencies have been especially effective in attempts to im- 
prove the efficiency of primary and secondary education programs. This 
stands in sharp contrast to the contributions that both private and official as- 
sistance have made to the modernization and reform of higher education in a 
number of countries. One of the more important deficiencies, for example, is 
that we have not been able to document the impact on individual developing 
countries of the very large numbers of professionals and scientists who have 
been trained with aid support in the developing countries. Yet we are aware, 
when we visit the countries that have made substantial progress, that many 
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leaders in the private sector, in higher education, and in government service 
have received support for their training through development assistance. 

AID INSTRUMENTS 

Most governments are open to a policy dialogue that can take place at 
different levels and through the use of various aid instruments. After vigorous 
debates about the merits of project and program aid, the evidence suggests 
that there is an appropriate role for each (Singer, 1965; Mason and Asher, 
1973, pp. 229-94). A careful reading of the literature leads to the conclusion 
that an effective assistance program will include in its portfolio both program 
and project assistance. 

At one extreme, nonproject aid can play an important role in legitimizing 
a donor-recipient dialogue concerning the elements of the macroeconomic 
reform package. A level of professional capacity on the part of both the donor 
agency and the recipient government that commands the respect of both sets 
of participants in the policy dialogue is an essential element. There have been 
situations in which donors have forced inappropriate or inadequate policy 
reforms on reluctant recipients, not because of the weight of the donor policy 
analysis, but because of the need for assistance on the part of the recipient. 
And there have also been situations in which the recipient countries have 
accepted, in principle, highly appropriate donor policy recommendations but 
have failed to articulate the rationale for the policies within their own political 
and bureaucratic environment, with consequent program failure. 

At the other extreme, project assistance is most appropriate when di- 
rected toward fairly specific physical, human, and infrastructure development 
projects. Transportation, communication, and sanitary and irrigation facilities 
are prerequisites for both rural and urban development. Primary education and 
health facilities and agricultural research and technology transfer capacity are 
essential. The capacity to construct and maintain the physical infrastructure 
and to staff and manage the institutional infrastructure is basic to the devel- 
opment process. These capacities are acquired slowly, over a generation or 
more rather than during a single plan period. Project assistance can contribute 
to the development of the basic physical and institutional infrastructure even 
in environments in which governments have limited political or economic 
capacity to implement appropriate macroeconomics in sector policies. But 
donor assistance can also be overdone. There are situations in which donor 
project assistance has exceeded recipient capacity for project management. 
In a number of countries it appears that project assistance has contributed 
to the fragmentation and even the disintegration of the capacity for local 
governance. 

The difficulty of providing effective sustained support for institutional 
development within the traditional development assistance project mechanism 
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can be illustrated in the case of agricultural research. In a number of countries 
assistance for the development of national agricultural research systems has 
contributed to the rapid development of professional capacity and facilities. 
But too often the period of rapid development has been followed by the 
erosion or collapse of the research system's capacity when external project 
support has declined (chapter 9). Similar examples could be drawn from 
other areas. 

There is now a substantial body of literature suggesting that the project 
approach has, under a variety of circumstances, contributed to a cycle char- 
acterized by the development and subsequent erosion of institutional capacity. 
The reason is that external project assistance often provides an alternative to 
the development of internal political support. National program directors have 
frequently found that the generation of external support requires less intensive 
entrepreneurial effort than does the cultivation of domestic political support. 
Development assistance agencies have given too little attention to how to pro- 
vide development assistance in a manner that will strengthen rather than 
weaken the domestic political support for programs that donors place high 
priority on in their assistance efforts. 

Many assistance activities incorporate features of both program and pro- 
ject assistance. The World Bank, in particular, is now undertaking a signifi- 
cant number of such "hybrid" activities. The key issue is not which type of 
assistance in principle is superior but rather which combinations of assistance 
forms can best promote development objectives in specific country settings. 
As a result, specific rules limiting or setting target allocations of different 
types of assistance in bilateral or multilateral institutions are distinctly inap- 
propriate. The same is true for overall targets on local cost financing or gen- 
eral rules on financing solely foreign exchange components of projects. 

ASSISTANCE IN AN UNSTABLE ENVIRONMENT 

One of the most difficult problems of development assistance policy is 
how to provide effective assistance in an unfavorable political environment. 
Should the development assistance community simply conclude that where 
the environment for development assistance is so adverse, assistance should 
be discontinued until a political and administrative environment emerges that 
is more conducive for efficient use of development assistance? 

There are at least some tentative indications From the experience of the 
countries studied in this review and in other literature (Brokensha, Warren, 
and Werner, 1980) that there are a number of areas where it is possible for 
development assistance to be at least moderately "policy proof"-where 
assistance can be designed to make an effective contribution in spite of 
(a) the limited effectiveness or even perversity of the policies pursued by 
national governments and (b) the absence of a realistic chance that govern- 
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ment will improve the policy setting in the foreseeable future. These activities 
fall under the broad headings of investment in human capital and community 
infrastructure. 

One finding that comes across strongly is the high rates of return to 
investments in human capital, particularly education and health, under a wide 
range of circumstances. It is quite clear that education represents a high- 
priority investment. There are few development success stories, either in ag- 
ricultural or industrial development, in societies in which a large share of the 
population is neither numerate nor literate. There is also evidence, though 
perhaps less strong, that the loss of productivity caused by poor health can be 
very large even in poor societies. Among the major costs of poor health are 
the high birth rates needed to offset high death rates under conditions of high 
infant mortality and the high dependency rates associated with chronic illness. 

A second area of investment that is essential for both rural and urban 
development is the development of communal institutional and physical infra- 
structure. A network of farm-to-market roads is essential if even the least 
developed area is to move very far beyond local self-sufficiency in commodity 
production. An adequate water supply and adequate waste disposal are essen- 
tial to the achievement of even minimal improvements in health. The devel- 
opment of institutions of local government that enable communities to mobi- 
lize their own resources for development and that can induce efficient delivery 
of bureaucratic services is essential. 

Programs to achieve the minimum levels of investment in human capital 
and in community infrastructure do not need to draw heavily on external re- 
sources. Institutional innovations that provide incentives for local units of 
government to mobilize indigenous labor and material resources should be 
encouraged. Most of the resources needed to support institutional develop- 
ment or reform can be mobilized at the local or regional level. Such programs 
are usually regarded as desirable even by national governments that do not 
have the bureaucratic capacity, or that are too cormpt, to effectively imple- 
ment larger-scale agricultural or industrial development projects. In many 
cases such programs may be more effectively carried out through either ex- 
patriate or indigenous private voluntary organizations rather than through di- 
rect administration by bilateral or multilateral assistance agencies. 

In addition to the immediate benefits, there are substantial longer-term 
benefits from strengthening the capacity of provincial and local institutions to 
manage and sustain investments in human capital and community infrastruc- 
tures. Development of local institutional capacity can also contribute to the 
development of political. bureaucratic, and technical skills necessary for more 
efficient and responsive national political regimes. When a more effective 
national regime does emerge, the local institutional infrastructure needed to 
sustain rapid development is in place-as in Korea after the fall of the Rhee 
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government. Finally, considerable experimentation is often necessary to cre- 
ate viable institutions capable of sustaining the necessary investment in hu- 
man capital and community infrastructure. A period of trial and error is often 
necessary to develop systems that are sustainable in terms of community eco- 
nomic resources and compatible with local cultural endowments. 

ECONOMIC ASSISTANCE AND POLITICAL DEVELOPMENT 

The view that development assistance is a useful complement to other 
elements of donor political strategy-that its primary rationale is to strengthen 
the political commitment of the aid recipient to the donor country or to the 
West-has been a consistent and at times dominant theme in the motivation 
for development assistance (Ruttan, 1989). The strengthening of the capacity 
of Western Europe to resist external aggression and the enhancement of the 
political appeal of centrist pofitical forces were major motivations for the 
Marshall Plan. Strategic concerns were a prominent feature of the Kennedy 
administration's Alliance for Progress in the early 1960s. The Carlucci report 
(Carlucci Commission, 1983), commissioned by the Reagan administration, 
insisted that the foreign security and economic cooperation programs of the 
United States are mutually supportive and interrelated and together constitute 
an integral part of the foreign policy of the United States. The commission 
urged that effoqts be made to enhance the complementarity between the 
achievement of political or strategic objectives and the economic development 
in the recipient country. A common assumption in the earlier literature was 
that Western-style democratization and bureaucratization would be in the in- 
terest of both the donor and the recipient. But the study of political develop- 
ment has provided few guidelines for policymakers or practitioners who 
would guide political development along mutually advantageous lines. 

There is an interesting dichotomy in the research literature about the use 
of foreign assistance in the pursuit of domestic economic and strategic inter- 
ests. There have been many attempts-and this book is an example-to 
evaluate the economic and social impacts of economic assistance in develop- 
ing countries. The security rationale has not, however, been subject to nearly 
as rigorous theoretical or empirical analysis. The single background paper on 
the effectiveness of military assistance prepared for the Carlucci Commission 
asserted a positive linkage between U.S. security assistance expenditures and 
security interests while admitting that the evidence to support the assertion is 
"elusive." This is not to suggest that empirical support cannot he provided to 
support the political and strategic self-interest arguments. It is simply to argue 
that in spite of assertions to the effect that the results of security assistance 
have been at least as successful as efforts to promote economic development 
(Huntington, 1970171, p. 170), little convincing evidence has appeared in the 
professional literature on development assistance. 
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Changes in Assistance Policy 

The lessons we have been able to draw from the past are likely to he of 
considerable relevance for the future. In the early 1980s two trends emerged 
in donor assistance, with potentially conflicting impacts on aid effectiveness. 
The first is that in the case of the United States an increasing share of assis- 
tance has been provided through instruments such as USlAID's Economic 
Support Fund, which by their very nature tend to emphasize strategic and 
foreign policy objectives rather than economic development. The second is 
the rise in the role of policy-based assistance in the form of sector and struc- 
tural adjustment lending in both the multilateral and bilateral aid programs. 
This aid is designed to induce and support reforms in sector policy- 
agricultural price policy, for example-and in macroeconomic policy. 

The increasing share of U.S. bilateral assistance provided with explicit 
strategic and foreign policy objectives undermines broader U.S. efforts to 
raise the effectiveness of all aid provided by the international community in 
support of development. The U.S. government has been at the forefront of 
such efforts at the international level (such as, for example, the Development 
Committee's Task Force on Concessional Assistance). Part of this U.S. con- 
cern has been motivated by a genuine interest to raise aid effectiveness; part 
of it has been a tactical response to deflect international criticism that the 
volume of U.S. aid relative to its GNP has been quite low by comparison with 
other donors. Whatever the motivation, the capacity of the United States in 
providing leadership in international efforts to raise aid effectiveness is un- 

emphasize the use o f s s t m -  

-"-. 
pol~cy reform is not new. During the 

1960s USIA~D participated in dialogue about macroeconomic policy with 
recipient governments such as Brazil, India, and Turkey and experimented 
with allocating performance conditions to assistance agreements. During the 
1970s, however, USIAID narrowed its focus and concentrated more of its 
resources on sector development in areas such as agriculture, health, and edu- 
cation (Nelson, 1986). From the outset the World Bank funded projects al- 
most exclusively. The effect of the global recession of the early eighties and 
the debt crisis that has faced a large number of developing countries has been 
to propel the Bank to rapidly increase the share of its lending in the form of 
sector and structural adjustment loans. USIAID has also expanded its sector 
and structural adjustment lending under the Economic Support Funds, but the 
effectiveness of such lending in promoting policy reform has been under- 
mined in countries where U.S. strategic interests dominate the aid programs. 

This change inte jects an entirely new set of criteria into the evaluation 
of assistance programs. Joan Nelson has emphasized that "the core task of 
policy-based lending in support of adjustment is to create and sustain com- 
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mitment (to reform) rather than to press for specific measures at a particular 
moment" (Nelson, 1986, p. 72). This involves efforts to bring about sus- 
tained institutional change in recipient countries rather than change in physi- 
cal facilities, technology, or even human capital. This is a challenging task. 
Neither the recipient countries nor the donors have as much experience in 
moving from the existing policy distortions to a sound macroeconomic regime 
characterized by an appropriate real exchange rate, appropriate incentive 
structures, adequate rates of domestic savings and investment, and respon- 
sible fiscal and monetary policies as they have in designing specific projects. 
The political and economic costs associated with such a transition also are 
often substantial and could bear unequally on different economic sectors and 
social classes. 

r There is little doubt that a policy reform effort is needed. There is simply 
no alternative. Without such an effort, supported by international aid re- 
sources, the developing countries' economic prospects will be very gloomy 
indeed. The recognition of the importance of policy reform in improving aid 
effectiveness is the necessary first step. What needs to follow is a concerted 
effort by donors and recipients to design effective reform programs that also 
take into account the social and economic costs of transition. Experience sug- 
gests that this will not be easy; it will require a willingness to experiment, as 
well as patience in getting results. The latter may be difficult for donors, 
especially those that suffer from significant aid fatigue. But the difficulties 
that the donors face in bringing about needed reforms and structural change 
in their own economies should serve as a useful reminder not to be excessively 
critical of developing countries that are attempting similar reforms within a 
weaker institutional structure and a more fragile political environment. 



Notes 

1. Assistance for economic development was provided by the United States to a 
number of developing countries as parl of the postwar reconstruction effort. From the 
end of World War I1 until 1950, economic assistance was provided to Japan and Korea 
under the Anny program for Government and Relief in Occupied Areas (GARIOA) 
and to the Philippines under the Philippine Rehabilitation Act and the Philippine Mili- 
tary Assistance Act, both 1946. Economic and military assistance for Greece and 
Turkey was initiated according to the Truman Doctrine, which stressed the contain- 
ment of Soviet expansionism, and the Greek-Turkish Aid Act of 1947. Aid to China 
was included in fhe Foreign Aid Act of 1947, which authorized the Marshall Plan, and 
the China Aid Act of 1948. When the Chinese Nationalist government fell in 1949, 
the funds initially intended for China were redirected to South and Southeast Asia 
(Wolf, 1960, pp. 11-72). We identify Truman's 1949 inaugural address and the 1950 
Act for International Development as the beginning of the official long-term commit- 
ment to economic assistance to poor countries because the earlier commitments were 
shon-term responses to particular concerns. For a useful survey of the political aspects 
of U.S. foreign assistance policy see Pastor, 1980, pp. 251-84. For examples of early 
mst-World War I1 assistance to French and British colonies see chanter 15. 

2. The international donor consortia authorized earlier studies by the Commis- 
sion on International Development (hereafter Pearson Commission, 1969) and the In- 
dependent Commission on International Development Issues (hereafter Brandt Com- 
mission, 1983). National assistance agencies responded similarly to challenges in 
assistance policy. In the early 1980s the Reagan administration also commissioned 
several internal and external studies (Commission on Security and Economic Assis- 
tance [hereafter Carlucci Commission], 1983; Krueger and Ruttan, 1983; Mikesell, 
Kilmarx, and Kramish, 1983). 

2. Development Thought and Development Assistance 

The authors are indebted to T. N. Srinivasan and Ramon Marimon for comments 
and suggestions on an earlier draft of this chapter. 

1. One notable exception was Turkey, where economic development became a 
major objective of government policy in the 1930s. During the intenvar period, the 

PREVIOUS PAGE BLANK 



326 NOTES TO PAGES 13-22 

Soviet Union was the most dramatic example of a nation attempting to mobilize its 
economic and political resources to generate economic growth. Other developing 
countries, in Latin America and Thailand, for example, were not colonies, but the 
conscious pursuit of development there was not a primary objective of government 
until after World War 11. 

2. Two very useful sources of development thought in the 1940s and 1950s are 
Williamson and Buttrick, 1954; and Aganvala and Singh, 1958. The origins of aca- 
demic interest in foreign economic development have been reviewed by Simpson 
(1976) and Arndf (1981 and 1987). 

3. For a review of development planning theory and practice as viewed from the 
early 1960s see Waterston, 1965. His book was conlmissioned by the World Bank to 
evaluate the methodology and experience of plan formation and implementation at a 
time when the "planning ideology" still dominated much of development practice. 
However, Waterston warned that "even a casual examination of the results achieved 
from development planning in most less developed countries indicates that they are 
falling short of what is reasonable to expect. The record is so poor-it has been 
worsening in fact-that it has sometimes led to disillusionment with planning and the 
abandonment of plans" (p. 4). 

4. For a fuller account of Indian planning experience see chapter 12. See also 
Bhagwati and Desai, 1970; and Bhagwati and Srinivasan, 1975. 

5. The MIT perspective was first articulated by Millikan and Rostow in a paper 
prepared for a small foreign policy conference of thinkers associated with the Eisen- 
hower administration in 1954. That draft was subsequently enlarged and published in 
1957 (Millikan and Rostow, 1957). 

6 .  For the published results see the monographs by Maddox (1956), Schultz 
(1956b), Glick (1957), Maddox and Tolley (19571, Mosher (1957), Rottenberg 
(19571, and Samper (1957). 

7. The generalized human capital approach reflects, in part, a dissatisfaction with 
the treatment of technical change in the growth-accounting approach of the mid-1950s. 
Schmookler (1952), Ruttan (1956), Solow (1957), and Denison (1962) had demon- 
trated that a very large part of output growth in the developed market economies could 

be accounted for, not by the growth of labor and capital inputs, but by productivity J growth, growth in output per unit of total input, termed "total factor productivity." 

8. For an earlier attempt to incorporate human capital invesment into growth 
theory see Uzawa, 1965. Uzawa's was a two-sector model in which one sector pro- 
duced capital goods, including human capital, and a second sector produced consump- 
tion goods. He assumed a linear technology in the education sector and constant re- 
turns to scale in the consumer goods sector. The model has no tendency for growth 
ates to converge. The Lucas model, in contrast, incorporates a positive externality in 

d h e  education sector and increasing returns to education in the production of consumer 
goods. We are indebted to Stephen L. Parente for the comparison of Uzawa and Lucas. 

9. Numerous studies were conducted during this period of the ethnic and reli- 
gious origins and psychological and educational characteristics of entrepreneurs. 
Schumpeter placed entrepreneurship, along with technical change, at the center of the 
development process. Influenced largely by the literature from psychology, sociology, 
and anthropology, many development economists during the 1950s viewed lack of 
entrepreneurship as a major constraint on the development process (Brozen, 1954). 
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The most ambitious attempt to incorporate the factors contributing to the development 
of entrepreneurship in development theory was by Hagen (1962). He did not, however, 
contribute much more than a checklist of social and psychological attributes charac- 
terizing entreprenel~rs in different societies at different times. Subsequently, he implied 
that little can be said beyond the fact that a disproportional number of entrepreneurs 
emerged from cultural minorities that were excluded from elite roles in traditional 
soc' ties (Hagen, 1980, pp. 215-31). 

10. Yuj~ro Hayami and Vernon W. Ruttan identified three levels of technology / .. 
transfer: (a) material transfer, the simple transfer of new materials such as seeds, 
machines, and techniques; (b) design transfer, the transfer of designs, blueprints, and 
formulae; and (c) capanty transfer, the transfer of scientific and technical knowledge 
and personnel and the development of domestic research and development capacity. A 
country finds it difficult to caoture more than a small share of the gains from technical - 
change until it has achieved substantial capacity to adapt, redesign, and design tech- 
nology suited to its own factor endowments and socioeconomic environment (Hayami 
and Ruttan, 1985, pp. 260-62). 

11. See Stiglitz, 1986, for an excellent survey of the current state of the econom- 
ics of information literature as it applies to development. 

12. This view is a direct extension of the welfare economics approach to the 
reform of public policy in the 1940s and 1950s. It is illustrated by Abba P. Lemer in 
his classic, The Economics of Control (1944, p. 6), and reinforced by Samuelson 
(1948). 

13. For a fuller discussion of the changing perception of the role of government 
see Lal, 1983, and Srinivasan, 1985. 

14. Within welfare economics itself an "institutional design" perspective began 
to emerge in the work of economists such as Hurwicz (1972) and Reiter (1977). Initial 
contributions to the new oolitical economv literature included work bv Downs (1957). . .. 
Buchanan and Tullock (1962), Olson (1965). and Niskanen (1971). 

15. In the 1960s USIAID funded several major research projects designed to 
provide insight into the process of institution building and political development (e.g., 
land tenure. aericultural credit markets. international trade reeimes. and rural devel- . - - 
opment). The two major institution building research projects were centered at (a) the 
Universities of Pittsburgh and Indiana and (b) Purdue University, North Carolina State 
University, and the University of Missouri. For an early conceptual paper see Esman, 
1962; and the papers in Thomas et al., 1972. A major weakness of the institution 
building approach is that it focuses on bringing about institutional innovations with the 
guidance of technicians and planners. According to Esman, it is "an elitist theory with 
an implicit social engineering bias" (1962, p. 27). The literature on political devel- 
opment gave greater attention to endogenous development in politics and administra- 
tion; by the late 1960% however, much of the intellectual excitement and scholarly 

J ommitment of the field had evaporated. Much af the political development literature 
of the 1960s is brought together in Braibanti, 1969. 

3. Toward a Theory of Development Assistance 

The authors have benefited from comments by Henry Bmton, Hollis Chenety, 
Nathaniel H. Leff, Ramon Marimon, Constantine Michalopoulos, and Jo Ann Paulson 
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on an earlier draft of material in this chapter. Keith Jay provided the information on 
aid flows. 

1. This chapter draws very heavily on an earlier paper by Anne 0 .  Krueger 
(1986). We have also benefited from Riddell, 1987, pp. 85-101. 

2. Prirate donors, usually motivated by humanitarian concerns, contribute to 
private voluntary organizations, which in turn undertake humanitarian or development 
assistance programs. Some nongovernment organizations (NWs) also receive cash, 
services, and commodities from official sources. In the early 1980s NGOs were pro- 
viding about $2.3 billion a year in aid, compared with about $32 billion of official 
concessional flows. For more detail see Bolling and Smith, 1982: and Gorman, 1984. 

3. See the series of articles by Chenery and Bruno (1562); Adelman and Chenery 
(1966); Chenery and MacEwan (1966); and Chenery and Strout (1966); and clarifica- 
tions of the model by Chenery and Strout (1968); Fei and Ranis (1968); Bruton (1969); 
and Chenery (1969). The key papers by Chenery and his collaborators and subsequent 
reflections on the two-gap approach have been reprinted in Chenery, 1979. See also 
the review by Mikesell, Kilmarx, and Kramish (1983). 

4. Much of the professional criticism of the two-gap approach in the 1960s was 
based on either the presumption or evidence that the world-even the developing 
world-could be more adequately understood through a neoclassical perspective than 
through a structural disequilibrium perspective (Fei and Ranis, 1968; Bruton, 1569). 
In his critique of the two-gap approach, Bruton insisted that the emergence of either a 
savings or a trade gap could be voided with policies that included appropriate pricing 
of home goods and impons, encouragement of investment in human capital, and ca- 
pacity for technology development. He did not question, however, the propriety of 
either financial or technical assistance during the initial phases of development. 

5. A substantial body of literature documents the incomplete integration among 
national financial markets. Recent dehate on this issue was stimulated by Feldstein and 
Horioka (1980). However, dehate continues over the relative importance of lack of 
integration in financial and goods markets. For a recent review see Frankel, Dooley, 
and Mathieson, 1986. 

6. Evidence that rates of return to capital are, in fact, higher in the less developed 
than in the developed countries has been the subject of substantial disagreement. 
Lower than anticipated returns have been attributed to inadequate investment in physi- 
cal and institutional infrastructure andlin human capital. For a review see Leff, 1975. 

7. A World Bank staff report noted that the Bank engages in two types of project- 
related technical assistance. "Engineering TA . . . receives more financial support and 
is the more successful of the two types" (Lethem and Cooper, 1983, p. 15). This view 
is not shared by all observers (Annis, 1586). 

4. Recipient Policies, National Development, and Aid Effectiveness 

1. For a summary of estimates of protection in developing countries see World 
Bank, 1987, box 5.3, and sources cited therein. 

2. Even in such instances a certain amount of assistance motivated by humani- 
tarian considerations and extended usually through private voluntary organiiations 
(PVOs) has frequently continued (e.g., the economic assistance provided by the 
United States to Ethiopia during the 1983 famine). 
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3. In other cases, for example, in Kenya and Malawi, the fundamental problems 
were related to land policy. Donors that devoted significant resources to agricultural 
development found that without reform in this politically sensitive area, the payoff in 
terms of increased agricultural production was generally quite meager (Lele and Mey- 
em, 1987). 

4. It should also be noted that use of economic assistance for this objective 
would usually require that it be in the form of program rather than project aid (see 
chapter 6) .  

5. Donor Policies, Donor Interests, and Aid Effectiveness 

I .  The value of food aid to developing countries was challenged in an early 
article by Theodore W. Schultz (1960). Schultz's critique generated a large body of 
academic literature but had only a marginal impact on development assistance policy. 
For a somewhat more favorable review of the literature on food assistance and in-depth 
analysis of this issue see Isenman and Singer, 1977. One point made in the article is 
that where food aid represents for the donor a method of surplus disposal, this assis- 
tance may to a significant extent be additional to the donor's other aid budget re- 
sources. For a discussion of the administrative problems in using food aid as a tool of 
development see Garzon, 1984. Some of the same type of distortions can result from 
non-food commodity aid. Hendra (1987) cites an example of Canada supplying to 
Bangladesh potash instead of desperately needed untied fertilizer grants (p. 267). 

2. Far example, in describing the U.S. Trade and Development Program (a com- 
ponent of the U.S. assistance program), the Chairman of the Development Coordina- 
tion Committee states in his 1984 annual report (International Development Coopera- 
tion Agency, 1984, p. 207) that the "TDP provides grants to developing countries for 
project planning services conducted by American firms for major development proj- 
ects which represent significant markets for the exportation of U.S. goods and ser- 
vices. When feasibility studies are carried out by U.S. entities, U.S. contracton are 
more likely to be selected to undertake the downstream projects." 

3. A 1975 policy statement by the German cabinet also indicated that "the Fed- 
eral Government will endeavor to harmonize the German interest in ensuring supply 
of raw materials for the German economy with the interest of the developing countries 
in increasing their exports and expanding their raw material processing industry" (Ar- 
nold, 1982, p. 24). 

4. "Associated financing" is the term used by the DAC for the combination in 
law or in fact of concessional flows with nonconcessional flows in a single trade trans- 
action where either or both are effectively tied to procurement in the donor country. 
The majority of these are credits that associate ODA flows with export credits, that is, 
mixed credits (OECD, Development Cooperation, 1984). 

5. In the early 1980s mixed credits involved only 1 percent of overall developed 
country trade with the developing world and 3 percent of total export credits to the 
develooine countries. Their small amount relative to total trade does not. however. . - 
mean that their impact is necessarily negligible: in specific country circumstances and 
in specific sectors, mixed credits can significantly affect trade flows. 

6. This is most likely to occur in recipient countries where there are significant 
domestic policy and price distortions and where there is a lack of an internal mecha- 
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nism to adequately monitor the use of external resources and assure that they are 
utilized in support of the country's investment priorities. These conditions are most 
likely to be present in the lower-income countries, many of which do not yet have a 
central control mechanism over the use of aid flows, with line agencies often negoti- 
ating directly with donors. 

7. The additional costs involved can be considerable. The U.S. shipowners are 
known to have charged freight rates up to three times the open-market rates quoted by 
other comvanies for aid-financed shioments. The excess freight on PL 480 shinments. - 
however, is covered by the United States, rather than by the recipients, in the budget 
(Bhagwati, 1970b). 

8. By comparison, the report estimates that the U.S. share of exports procured 
through untied U.S. aid would have been 25-27 percent, assuming the same geo- 
graphical distribution of aid (Cooper, 1972, p. v). 

9. The practice has also been pursued by multilateral donors, even though they 
do not share the motivation of bilateral donors to promote exports. 

10. In these guidelines donors agreed (1) not to provide an associated financing 
package with a grant element of less than 20 percent; (2) to confine their use to priority 
projects and programs that are carefully appraised against development standards and 
criteria; and (3) to tailor the terms of associated financing to the economic situation, 
stage of development, and debt-servicing capacity of the recipient country. The objec- 
tive of setting a minimum permissible grant element was to eliminate low-cost (in 
terms of the volume of concessional funds needed to support the credit) mixed credits. 
It was hoped that if the minimum cost of promoting a commercial transaction through 
a mixed credit were high enough, it might act as a deterrent to their use. 

11. In 1985 the minimum grant element was raised to 25 percent, and a twenty- 
day prior notification requirement for credits with a grant element of 25-50 percent 
was established. In 1987 agreement was reached to raise the minimum grant element 
to 35 percent. 

6. Interaction between Donors and Recipients 

1. This section draws on the concepts discussed in USIAID, 1982a. 
2. Past militaq occupation can also influence the willingness to engage in policy 

dialogue. For example, until recently Japan has been viewed as being generally reluc- 
tant to be involved in policy dialogue because of its perception that Asian countries, 
where most of its aid has traditionally gone, would object because of memories of 
World War 11. 

3. Initially referred to as the Meeting on India's Foreign Exchange Needs, by 
1960 it had become known as the Aid-India Consortium. This early history of the aid 
consortia is discussed in detail by John White (1967). 

4. These country-specific aid coordination mechanisms between donors and re- 
cipients go by a variety of labels, including "aid groups," "donor meetings," "con- 
sortia," and "consultative groups." The terms "aid group" and "consultative groups" 
are used here to refer to these country-level aid coordination efforts. While most of 
these aid coordination groups are sponsored or supported by the World Bank, several 
have been sponsored by others, for example, Indonesia by the Netherlands, Turkey by 
the OECD, and country-chaired donor conferences in Zimbabwe and Malawi. In a few 
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cases the IMF has taken the lead in organizing a meeting of donors as part of an effolt 
to develop a stabilization program. 

5. In response to some of the identified shortcomings of the early roundtable 
meetings, changes in format have been made. According to the United Nations, these 
format changes seek to increase the emphasis on policy reforms, exercise more selec- 
tivity in the choice of countries and participants, improve the analysis and in-country 
follow-ups, provide better preparation and organization, and achieve better coordina- 
tion with the World Bank (United Nations, 1986). 

6. Kjellstron and d'Almeida, 1986, contains an overview of the increased level 
of donor and recipient aid coordination in recent years in the small African counhy 
Togo. 

7. The Impact of Development Assistance 

1. It is not clear what precise methodology was used in reaching these conclu- 
sions. Sometimes rates of return analyses were used; at other times more qualitative 
measures were employed. 

2. See also Leff, 1968; and Stewart, 1971. 
3. For a discussion of the limitations of the two-gap model see chapter 3. 
4. For the sake of completeness, one should also add a third line of inquiry, 

studies on the links between aid and self-reliance (Dacy, 1975; Grinols and Bhagwati, 
1976). These studies are partially based on earlier aid-savings studies and conse- 
quently suffer from the same kinds of methodological problems. Some of their empiri- 
cal simulations yield results that with hindsight appear peculiar. For example, Grinols 
and Bhagwati estimate that Korea's level of savings could take over two hundred years 
to recover from the declines it is supposed to have sustained as a consequence of the 
large influx of assistance Korea received in the 1950s and 1960s. 

5. See Heller, 1975, table 4, p. 440. 
6. Another recent investigation of aid also reached the same conclusion (Landau, 

1986). However, this study is plagued by some of the same serious data shortcomings 
present in earlier efforts. Landau concluded that foreign aid, which he defines as offi- 
cial u~equited transfers from the IMF's International Financial Statistics, was not 
related to the economic growth of developing countries: moreover, private transfers 
(using data from the same source) were. However, the statistics used included only 
official grants, which account for a very small proportion of total economic aid, 
roughly 15 percent. Similarly, private transfers include emigrant remittances plus 
transfers from PVOs, which also represent a very small portion of private capital flows 
to developing countries. It would be hard to postulate any relationship between the 
variables thus estimated and GNP growth in developing countries. The results cer- 
tainly show nothing about the relationship or contribution of official or private capital 
flows to developing countries' growth. 

7. Onchocerciasis, or river blindness, is a parasitic disease prevalent in West 
Africa and is transmitted to humans by the bite of the female blackfly. The Onchocer- 
ciasis Control Program (OCP) is a multidonor, twenty-year, single-disease control pro- 
gram initiated in 1974. An epidemiological evaluation prepared in 1984 showed that 
in 90 percent of the control area there was no significant infection of children born 
since the program began. By opening up 15 million hectares of tillable land in the 
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former onchocerciasis-endemic areas, OCP has improved opportunities for increased 
agricultural productivity. 

8. Assistance for Infrastructure Development 

1. Indeed some institution building in donor countries may also be needed. Some 
years back USIAID set up a pioneering, but unsuccessful, program in a U.S. engi- 
neering school to develop curricula based on labor-intensive techniques appropriate 
for road construction in developing countries. 

9. Assistance to Expand Agricultural Production 

Mary Forsberg and Kent Miller assisted in the preparation of this chapter. The 
section on agricultural credit markets was reviewed by Dale Adams. 

1. This chapter draws very heavily on two earlier reviews: Hayami and Ruttan, 
1985, pp. 416-33; and Rutlan, 1986a. 

2. For a more complete treatment of the history of the Indus Basin Project see 
Falcon and Gotsch, 1968; Nulty, 1972; Gotsch and Brown, 1980; Johnson, 1980; 
Painter et a]., 1982; USIAID, 1982~; and Traxler and R u m ,  1986. 

3. This section summarizes material treated in considerably more detail in two 
previous reviews: Arndt, Ddlrymple, and Ruttan, 1977; and Ruttan, 1982. Other use- 
ful studies include Moseman, 1970; Piileiro and Trigo, 1983; Judd, Boyce, and Even- 
son, 1986; and Banm, 1987. 

4. During the 1970s a large body of critical literature viewed the international 
agricultural research system and the Green Revolution seed-fertilizer technology, 
which was developed at the international agricultural research institutes and cooperat- 
ing national research centers, as a source of unequal income distribution in rural areas. 
For a review of this literature and an assessment of the income distribution conse- 
quences of the new biological technology see Hayami and Ruttan, 1985, pp. 336-62. 
The conclusion of this assessment is that the development and diffusion of biological 
technology that generates increased output per hectare has been an imponant factor in 
offsetting the tendency toward worsening income distribution arising from the growing 
population pressure on the land. 

5. The contribution of research to increased agricultural productivity has been 
studied primarily by two methods. The estimates listed under the "index number" 
subheading in table 9.2 were computed directly from the costs aid benefits of research 
on, for example, hybrid corn. The calculated returns represent the average rate of 
return per dollar invested over the period studied, with the benefib of past research 
assumed to continue indefinitely. Benefits include those retained in the form of higher 
incomes to producers or those passed on to consumers in the form of lower food prices. 
The studies listed under the "regression analysis" subheading use a methodology that 
permits estimation of the incremental return from increased investment rather than of 
the average return from all investment. Because regression methods are used, the 
significance of the estimated returns from research can be tested statistically. The 
objective of the regression procedure is to estimate that component of the change in 
productivity that can be attributed to research. 
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6. Albert H. Moseman (1970, pp. 69, 71) argued that the "extension bias" was 
based partially on the successful transfer of hybrid corn technology from the United 
States to Western Europe under the Marshall Plan. This transfer was successful be- 
cause the climate in Western Europe is reasonably close to that in the corn-producing 
areas of the United States, and there was indigenous human capital in the form of 
agricultural scientists and technicians in Europe to conduct adaptive research. 

7. Despite the deemphasis on extension, in the mid-1970s USIAID was continu- 
ing to allocate close to $100 million per year for the support of agricultural extension 
activities (Stavis, 1979, p. 12). For a discussion of the concerns that led to the new 
emphasis on extension see Feder, lust, and Zilberman, 1985. 

8. For a description of the T&V system and obstacles to its effectiveness see 
Benor and Harrison, 1977; and subsequent reviews by Stavis (1979); Lowdermilk 
(1981); Cernea, Coulter, and Russell (1983); and Feder, Lau, and Slade (1987). 

9. Benor suggests selection by the extension worker in consultation with local 
officials. This may be the best way of choosing contact farmers who are most in line 
with the T&V system's criteria for socioeconomic status, credibility, influence, and 
role in the community. However, Anne Van de Ban, of the Agricultural University, 
Netherlands, expressed her concern that "too often the contact farmers are those farm- 
ers who are interested to cooperate with the extension service. This means that these 
are farmers with a better education and more resources than the average farmer. In 
such a situation it is not sure that the other farmers will follow their example" (quoted 
in Lowdermilk, 1981, annex 3). For case studies of the operation and impact of T&V 
programs in several Asian countries see Cernea, Coulter, and Russell, 1983. 

10. Much of the history of U.S. support for land reform in East Asia can be 
written around the remarkable career of Wolf Ladejinsky (Walinsky, 1977). For re- 
views of the land reform efforts and accomplishments of the 1950s and 1960s see 
Feder, 1965; Raup, 1967: Ruttan, 1969; Warriner, 1969; Montgomery, 1972; and de 
Janvry, 1981. 

11. For reviews of the new land tenure literature see Binswanger and Rosen- 
zweig, 1984; and Jaynes, 1984. For important contributions to the reevaluation of the 
literature see, e.g., Bardhan and Srinivasan, 1971; Stiglitz, 1974; Newbery, 1975; Bell 
and Zusman, 1976; Reid, 1976; Rosenzweig, 1978; Bell and Zusman, 1980; and New- 
bery and Stiglitz, 1979. 

12. A remarkable feature of the Latin American literature is the almost complete 
failure to confront the arguments of the new land tenure economics. See, e.g., the 
literature reviewed by Feder (1965), Dovring (1970), Eckstein et al. (1978), and de 
Janvry (1981). There has been almost a complete lack of reference to African experi- 
ence in the theoretical and empirical debates about land tenure economics and policy 
(Robertson, 1987). 

13. This section draws very heavily on the major review of agricultural credit 
programs conducted by USIAID in 1972 and 1973 (USIAID, 1973b); the review of 
the materials prepared for the USIAID agricultural credit review by Donald (1976); 
and the discussion of agricultural credit programs by Hayami and Ruttan (1985). 

14. Information on ACAR is drawn from Mosher, 1957; Wharton, 1960; and 
Ribeiro and Wharton. 1969. 
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10. Improving the Quality of Life in Rural Areas 

This chapter was prepared with the assistance of Charles Adelberg. The author is 
indebted to Michael Cernea, Brady Deaton, David Korten, Michael Patton, and Nor- 
man Uphoff for comments on an earlier draft. 

1. This chapter draws on two earlier reviews: Ruttan, 1975 and 1984. The volu- 
minous literature on rural development and basic needs programs almost defies any 
attempt at a comprehensive review or evaluation. For example, Holdcraft (1978, 
pp. 61, 62) listed eighteen community development bibliographies; the Moris (1981) 
review of rural development literature contains over thirteen hundred references; and 
the Comell University Rural Development Committee catalogued over seventy re- 
search monographs and papers. Much less attention has been given by development 
assismce agencies to programs to enhance the quality of life in urban areas; see, 
however, Tolley, 1987. For a discussion of the similarities and differences in the imple- 
mentation of poverty-oriented rural and urban development projects see Tendler, 1982. 

2. For a history of the Etawah Project see Mayer, 1958; and Sussman, 1982. 
Neale (1985) reviewed the history of community development in India. The commu- 
nity development movement was strongly influenced by American domestic and Brit- 
ish colonial experience. For a comparison with the "animation rural" strategy for 
promoting rural modernization in French Africa see Uphoff, Cohen, and Goldsmith, 
1979, pp. 13-31. 

3. See Masher, 1976; Lele, 1979; Montgomery, 1988; and Cohen, 1980 and 
1987, pp. 13-38. Other projects that have received widespread attention and analyses 
include the Chilalo project (CADUIARDU) in Ethiopia and the Puebla project in Mex- 
ico. The Chilalo project has been carefully reviewed by Cohen (1987). For a critical 
review of the Puebla project see Redcliff, 1983; for a more positive view see Swan- 
berg, 1982. For a history of the evolution of poverty-oriented rural development pro- 
grams at the World Bank see Ayres, 1983, pp. 409-36. The integrated approach to 
rural development programming had been developed and tested by the Bank in a num- 
ber of locations prior to 1973 (Lacroix, 1985). 

4. See Raper, 1970; Haq, 1973; Khan, 1974; Stevens, 1974; and Khan, 1979. It 
is somewhat surprising that the very successful Saemaul (New Village) Movement in 
Korea received so little international attention (see Park, 1981; Douglass, 1984; Wang, 
1984; and chapter 13). 

5. See Chenery et al., 1974; Ghai et al., 1977; Crosswell, 1978; Streeten and 
Burki, 1978; and Streeten, 1979. Within the World Bank there were two major doc- 
trines on the approach to poveny alleviation: the redistribution with growth school, 
associated with Hollis Chenery; and the basic needs school, associated with Mahbuh 
ul Haq and Paul Streeten (see Ayres, 1983, pp. 76-91). 

6. Bruce Johnston reported that "as late as 1979 the AID Mission Director in 
Tanzania responded to a request from the Minister of Agriculture for more advanced 
degree training by asserting that AIDIWashington preferred projects that benefit the 
poor in the shortest amount of time possible" (Johnston et al., 1987, p. 190). 

7. Judith Tendler argued that this problem is particularly difficult in rural areas, 
where the projects "focus on the production activities of the rural poor in agricul- 
ture-credit, inputs, planting practices. Rural projects therefore involve the domain 
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of the elite as landlords and employers of the rural poor-whereas urban projects do 
not" (Tendler, 1982, p. iii). 

8. For a more detailed analysis of the initial set of USIAID project impact evalua- 
tions see Wunsch, 1986. 

9. The evaluation literature can be classified under two broad headings. One 
body of literature focuses primarily on process evaluation; it emphasizes planning, 
monitoring, and impact and is largely the product of research in psychology and so- 
ciology. Its greatest use has been in the field of education. The second body of litera- 
ture emphasizes the relationship between program inputs and outputs; it emphasizes 
the use of cost-benefit and cost-effectiveness methodologies and is largely the product 
of research in economics. For useful reviews see Little and Mirrlees. 1969: and Free- 
man, Rossi, and Wright, 1980. The effective integration of these two bodies of evalua- 
tion methodology remains underdeveloped (see Dunlop, 1982). 

10. In this section I draw very heavily on Esman and Uphoff, 1984; and Korten, 
1987. In their work, Esman and Uphoff emphasize the role of local membership or- 
ganizations. For a discussion of local governance see Mawhood, 1983; for adiscussion 
of the problems of financing regional and local governance see Davey, 1983. 

1 I. See, e.g., the New York Times article by USIAID director Peter McPherson 
(1986). 

12. Lele and Meyers (1987), in their review of rural development programs in 
East Africa, note that a common source of poor performance in World Ban!-spon- 
sored rural development projects has been the "expansion of projects to additional 
areas without clear evidence of technologies appropriate to these areas" (p. 13). 

11. The Impact of International Population Assistance 

1. The basic figures on population assistance are taken from OECD annual re- 
views and the United Nations Fund for Population Assistance (UNFPA). The World 
Development Report, 1984 (Wodd Bank, 1984b) includes a lengthy discussion of 
population issues, with data on amounts, sources, and policies on international assis- 
tance; see also Hen, 1984, for the background paper used in the Development report. 
Total development assistance figures are taken from OECD annual reports and the 
World Bank development reports. Because all figures are in current dollars, they over- 
state considerablv the maenitude of real international assistance: however. the ratio of ~ ~ , - 
population assistance to total economic aid is not affected. 

2. For a fuller analysis of these regional differences see Ness and Ando, 1984, 
chap. 2. 

3. Ethno-political tensions relevant to population policies are reported, for ex- 
ample, in India (Frankel, 1977), Sri Lanka (UNIESCAP, 19761, and Malaysia (Ness, 
1976). where the antinatalist policy was reversed in 1982 with the unspoken aim of 
increasing the Malay population. The list easily could be expanded. 

4. Various development assistance programs affect fertility, for example, through 
raising levels of socioeconomic development (Rosenzweig, 1981). They also affect 
mortality, but these effects generally are considered to be results of health programs. 
Few development programs attempt to affect migration or population distribution, but 
many are concerned with problems of urbanization (Kuroda, 1987). 
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5. It is important to recognize the profound policy revolution that such adoption 
represents. Throughout human history virtually all governments have been pronatalist. 
Thus the recent shift to antinatalism as official policy is a revolutionary change. There 
is also something of a revolutionary character in the focus on reducing maritalferfilify. 
In the past, whenever a community or government attempted to regulate population 
growth, it was usually either by encouraging outmigration or restricting marriage, 
almost never by direct intervention (Ness and Ando, 1984, chap. 2). Yet today the 
majority of international funds for population assistance go to national family planning 
programs and are direct attempts by government to reduce marital fertility. 

6. In a number of countries the use of such traditional methods as withdrawal or 
abstinence constitutes a substantial proportion of the contraceptive behavior practiced 
by couples. See, for example, Laing, 1987, for recent evidence on the Philippines; 
Viaria and lain, 1976, on India; and Population Information Program, 1985, for World 
Fertility Survey collections of data on this issue. 

7. For evidence of program effects see, for example, Freedman and Berelson, 
1976; Srikantan, 1977; Berelson and Mauldin, 1978; Rosenzweig, 1981; and Ness and 
Ando, 1984. For dissenting opinions see McNicoll and Singarimhun, 1982; and Her- 
nandez, 1984. 

8. Evaluations of programs in Indonesia (Heiby, Ness, and Pillsbury, 19'79), 
Thailand (USIAID, 1980h), and even the Philippines (Laing, 1981) show clearly that 
moving family planning outlets to the villages and directly reducing the costs of 
contraceptives was in large part responsible for the increase in acceptors and preva- 
lence rates. The measure of political-administrative system strength used an expert- 
completed grounded coding device combining three different dimensions that had been 
identified in prior theoretical and empirical work: the strength of the central govern- 
ment; the commitment to national economic development; and the capacity for moni- 
toring social and economic change. The intercoder reliability of this instrument was 
found to be high. 

9. The level of socioeconomic development used an index of three conditions in 
combination: infant mortality, per capita GDP, and female school enrollment. The 
strength of the family planning program was taken from a measurement developed by 
Lapham and Mauldin (1972) and updated by Freedman and Berelson (1976). 

10. Note that in these studies there was no attempt to assess the source, character, 
or quality of the assistance. Foreign assistance was measured by volume alone. More 
rigorous and systematic studies should assess character and quality to identify the 
dynamics of effect. 

11. According to our most recent estimates, the Philippines have received a total 
of about $135 million in external assistance since 1962. From I977 to 1980, when the 
outreach program was in operation, foreign assistance averaged more than $15 million 
per year, compared with an annual average of just over $10 million in the six preceding 
years. 

12. Robert Hackenberg, personal communication to the author. Accounts of 
various changes and the dismption in Population Commission leadership appear in 
various issues of the Far Eastern Economic Review and in local Philippine under- 
ground newspapers. 

13. This is not to argue that such effects do not exist. On the contrary, there are 
strong arguments favoring such effects. My point is that systematic studies do not now 



NOTES TO PAGES 205-226 337 

exist to show them. Further, given the highly complex nature of the relationship, a 
conclusive demonstration of the independent influence of foreign assistance on fertility 
through other development programs may be impossible to find. 

12. Assistance to India 

The author is indebted to Anne Kmeger, Constantine Michalopoulos, Vernon 
Ruttan, and T. N. Srinivasan for detailed and helpful comments on earlier drafts of 
this chapter. 

1. Government of lndia sources and documents on the inflow of external assis- 
tance report data on "authorizations" and "utilizations" of external assistance. Donor 
agencies report data on "commitments" and "disbursements." Aid authorizations rep- 
resent aid commitments, whereas aid utilizations reflect actual transfer of resources. 
In the following discussion and in the data reported in table 12.1, the Government of 
India's Economic Sumey was the primary source, and the discussion is in terms of aid 
utilizations. 

2. The lndia Consortium came into being in response to India's 1958 foreign 
exchange crises. By the eady 1960s the term consortium was being used for annual 
meetings devoted to the coordination and "pledging" of assistance in support of In- 
dia's development program. A Pakistan consortium was framed in 1960. By the early 
1970s there were donor consortia for approximately twenty developing countries, sup- 
ported by over thirty bilateral and multilateral donors (Mason and Asher, 1973, 
pp. 510-28). 

3. The data in table 12.1 are not strictly comparable with those reported in either 
Mellor, 1976 (p. 219), or Bhagwati and Srinivasan, 1975 (p. 11). but they are consis- 
tent with them in highlighting the "era" of aid until the late-1960s. 

4. Bhagwati and Srinivasan, 1975, is the standard reference on the foreign trade 
regime in lndia for the period 1950-70. 

13. Assistance to Korea 

The authors indebted to David C. Cole, Young-Iin Kim, Paul W. Kuznets, and 
David I. Steinberg for comments on an earlier version and to Mary Forsherg and Kent 
Miller for assistance in preparing the first draft of this chapter. They also are indebted 
to the Korea Rural Economics Institute for permission to reprint material from the 
earlier version (Ruttan and Kmeger, 1986). 

1. The contribution of economic assistance to economic growth in the Republic 
of Korea has become the subject of a massive literature. A seminal early work was the 
assessment of the interplay between development assistance and Korean economic and 
political development by Cole and Lyman (1971). It was followed by a series of stud- 
ies on the economic and social n~odernization of Korea, undertaken with support from 
USIAID, the Harvard Institute for International Development, and the Korea Devel- 
opment Institute. The individual studies were by Kim and Roemer (1979); Krueger 
(1979); Mills and Song (1979); Ban, Moon, and Perkins (1980); Cole (1980); Jones 
and SaKong (1980); McGinn et al. (1980); Mason et al. (1980); Repetto et al. (1981); 
and Cole and Park (1983). The University of Hawaii Press published a series of spe- 
cialized studies by staff members of the Korea Development Institute, edited by Chuk 
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Kyo Kim (1977a, 1977b, 1980a. 1980b). Other important studies focused on income 
distribution (Adelman and Robinson, 1978), local institutions and rural development 
(Aqua, 1974), price policy (Brown, 1973), and growth and structure (Kuznets, 1977). 
The USIAID Office of Evaluation conducted a number of internal studies. includine a - 
review of the Harvard-Korea Development Institute studies (Steinberg, 1982 and 
1985) and specialized studies of development assistance in the areas of irrigation 
(Steinberg et al., 1980), agricultural research (Steinberg et al., 1982), health (Dunlop 
et al., 1982), and rural services (Steinberg et al., 1984). For a review of more recent 
economic growth see Dombuscb and Park, 1987. 

2. Data cited in this and the subsequent two paragraphs are from table 13.1 and 
from Mason et al., 1980, chap. 4. This section also draws heavily on Krueger, 1979. 
For a detailed study of the sources of economic growth in Korea for the 1963-82 
period see Kim and Park, 1985. 

3. Even during the very rapid growth years, 1960 to 1978, South Korea never 
achieved full control over domestic inflation. During most of that period, however, the 
rate of inflation was fairly stable and significantly below the rates of earlier years. The 
inflation rate rose in the 1970% as did rates in the rest of the world, but overall the 
South Korean inflation experience in the 1970s must be judged as no worse than that 
of many other countries. 

4. Interest rate subsidies were continued for exporters and farmers. The nominal 
interest rate was not permitted to rise as much as the domestic inflation rate in the 
1970s. By the late 1970s. however, the negative real interest rate once again was an 
identifiable source of major distortion within the system. 

5. For a more detailed discussion of Korean rice price policy from the Japanese 
period to the early 1970s see Moon, 1977. 

6. Korean data showing comparable incomes for urban and rural households 
must be interpreted with caution. Urban households are smaller than rural households; 
in addition, the published series on urban and rural incomes omit higher-income sala- 
ried professional and government workers. The data are most appropriately interpreted 
as indicating that farm household incomes were approximately equal to the incomes 
of urban wage earner households (Steinberg et al., 1984, p. 2). This in itself is a 
remarkable achievement. In most developing countries growth of nonfarm employ- 
ment is restrained by wage rates in manufacturing that are about double those in agri- 
culture (Fields, 1985, p. 368). During the 1960s the incomes of the lowest 40 percent 
of both urban and ~ r a l  households increased as a result of the labor-intensive indus- 
trial development policy, productivity gains, and more favorable agricultural com- 
modity policies; a slight decline occurred during the 1970% however. Suh (1986, 
pp. 24-27) attributed the worsening of income distribution in the 1970s in part to the 
greater emphasis on capital-intensive industrial growth. 

14. Assistance to Turkey 

The initial draft of this chapter was prepared with the assistance of Susanna Fishel 
and Arnold Sheetz. It has benefited from critical reviews by Charles K. Mann, Kutlu 
Somel, and Erinc Yeldan. 

1. For a fuller account of Turkey's economic history following World War I1 see 
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White, 1967; Hershlag, 1968; Kmeger, 1974a; and Hale, 1981. The analysis of the 
effects of development assistance presented in this chapter extends through 1980, to 
the time when Turkey embarked on a major stabilization program and simultaneously 
began reforming its domestic incentive structure. As of 1985 the reforms were con- 
tinuing. The period 1980-84 was characterized by relatively rapid economic growth. 

2. The Turkish construction activities now going on in the Middle East owe their 
origin at least in part to US-supported construction activities of earlier years, which 
led to the development of Turkish entrepreneurs. See below for an analysis of assis- 
tance to the agricultural sector. In the early 1950s not only agricultural mechanization 
but roads were emphasized. Many worthwhile projects in individual sectors (e.g., 
U.S. assistance to Turkish economics education, which has had numerous intangible 
payoffs) cannot be covered here; for greater detail see Sheetz, 1982. 

3. Project aid continued, but the U.S. government simply refused an additional 
program loan. From 1948 to 1958, U.S. economic aid to Turkey totaled $764.6 mil- 
lion, of which $172 million was PL 480 commodity aid (Burke, 1977). 

4. A much more complete set of notes and bibliographieal references were pre- 
pared for this project by Sheetz (1982). We also have benefited from the very complete 
bibliography by Gorun and Some1 (1979). 

5. This review of the development of the Seyhan Project is based very largely on 
IBRD, 1951; and Wilson, 1971. 

6. It is much easier to develop the engineering capacity for the design and con- 
struction of irrigation systems than the institutional infrastrucNre needed to deliver 
and use water and to maintain the system (see chapter 10). 

7. During the 1970s USIAU) gave increased anention to on-farm water devel- 
opment and use in a number of countries (Easter, 1986, p. 2). USlAlD supported the 
On-Farm Water Development Project from 1969 to 1975 only. Turkish government 
suppon declined in the late' 1970s but was reversed in the 1980s (World Bank, 1981, 
vol. 2, pp. 291-93). 

8. U.S. agricultural assistance programming showed a strong extension bias dur- 
ing the 1950s and 1960s. The assumption was that peasant resistance to innovation 
was a more important barrier to productivity growth than the lack of productive agri- 
cultural technology (see chapter 2; see also Moseman, 1970, pp. 66-67). 

9. A similar refocusing of research and extension efforts occurred in a number 
of countries (Wortman and Cummings, 1978, pp. 186-2261, 

10. The review also identified some continuing problems: (a) an inadequate pipe- 
line of well-trained young scientists; (b) no effective research teams in several impor- 
tant wheat producing areas; (c) the difficulty of maintaining effective working relation- 
ships between the extension service and the wheat research group; (d )  failure to hold 
economists in the research team; and (e) little structured planning of national policies 
to address the problems and opportunities created by becoming a surplus producer. 

11. This comment should not be interpreted as excessively critical of develop 
ment assistance practice. We noted in chapters 2 and 3 that development thought did 
not begin to adequately consider the role of human capital investment and institutional 
innovation until well into the 1960s. 
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15. Assistance to Ghana and the Ivory Coast 

1. Stephen H. Hymer has argued that the colonial government's investments and 
policies in Ghana were largely unproductive and may even have retarded growth of the 
economy (Hymer, 1971, p. 129). 

2. For the several criticisms of the two-gap model see chapter 3. 
3. The major econometric problem posed by the regressiorr results is positive 

serial oorrelation in several instances, shown by relatively low values of the Durhin- 
Watson statistic. This implies that some of the estimates are biased given the small 
sample of observations. The bias is not particularly disturbing, however, because the 
conclusions drawn from the analysis are very rough and insensitive to large errors in 
the estimates. 

4. U.S. government per diem in Ghana ranged in thc fall of 1982 from $130, 
when local staff housing was provided, up to $283 with hotel accommodations, com- 
pared with $88 in Abidjan, Ivory Coast (U.S. Department of State, 1982, pp. 3-41, 

5. Part of this section is draivn from Pearson, Nelson, and Stryker, 1979, which 
summarizes the literature available on the Ghanaian incentive system in the mid-1970s 
and analyzes a substantial body of new data. For a discussion of the origins of this 
system and the changes in it that took place over time see Stlyker, 1988. 

6. The effective rate of protection can be written as 

Value Added in Domestic Prices 
-1. 

Value Added in World Prices 

If value added in world prices is negative but value added in domestic prices is posi- 
tive, the ERP is less than - 1. 
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