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Chapter Cne

INTRODUCTION
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ce programs "OKFTLxSSiL"’“u inthe late nineteen-
echoed. in milder form. much of the criticism

meniaior of the wo

tance tha Tp-nxe Ce

=15, un'w‘fced. Some orcanizauoiwai features were judgez,. undesirable

which, in my view. seamed desirable. Many of the proposed changes

sesmad certain not ts produce the desired results. What seemed

2f, was a sense of the organizational setting in which

e. { wanted to extend the discussion of

ing atthe organization from inside its

- the organizational environment had con-
described in the official and unofficial ¢

evelopment assistance can be summed up
i1 assist nice too often takes the form of unneces-
or o;ects over“. mtez’sive in equipment and

projects has often been
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2 INTRODUCTION

cided with the interests of develoned-country firms in the business of
exporting consulting services and equipment; »1) -:he case of U.S.
bilateral aid, legislative and administrative requirements have been
imposaed which make the program look more like an attezapi {0 sub-
sidize U.S._exports than an =ffort to assist less-developed countries to
grow; {5) the “ugly American’™ type of professional is 2 final coa-
tributor to the problem. because of his tendency to think that his
couniry's way of doing thingsisbest These problems have long been
more vigornasly described by s

sme aidsd "O"""‘"ES as fiorﬁmco n:r},'

hypocrisy. export dumping, ©
sulting and exporting forms,

Based oo these diagnoses.
share of development assistan
institutions in order to ¢k

dar

farences of a bilatecal program; (2}
country trads pelicy be comsidered essental to any aid program
promotiog growth in the less developed world: (3} that donor-

couatrv institutions make difigent attempts to learn how to sirmplify
technology: (4] that procedures for evaluating a proposed project be

:tr"qumei and improved in order to select projects and project

desi gl better suitad to the prierities and resources af the
hired, and that a{i —giving

technicues of development

L . {
j1qeeier 2%ty ar craa) I~ ) - trapbe -
lastiv (8] that developed-country techniciar

i be less “ugly.
What disbrvuox es my study from the above discussiens is my
portraval of the organizational envitonment as playing a central roie

in dotormi_.a g the content of development assistance programs. Isee
organizational factors as respoasible for outcomes that are usually
stmered the result f er things — policy directives. political
presa.ums empxo"er‘ inc project analysis techniques. Other dis-
cussions, for e,\ampie. explain how better analytical techniques im-
prove the quality of project selection. This study, in centrast. focuses
on the overriding influence exerted on project selection by the wayin
which organizational output gets defined. Whereas other stadies
focus on the consiraining effect of policies imposed by the legislative
and executive branches, this study looks at the way in which the

rganization adapts to such constraints and how this adaptation gets
incorporated ianto organizational behavier i‘v"nexe& other studies
stress the problem of insensitive technicians and the need te recruit



ENTROLDUCTION I

and frain better ones, this study explores how the organizaticnal
envircnment itself ativacts the insensitive technician. Whermo Sar
studies guesticn the political motives b@bmn development assis-
tance, this study explores the possibiiity that ganuine motives zet
crossad up by the needs of the organization to g in control over its
environment. Tals study, in short, analyzes assistance programs in
terms of the deterministic nature of their task. ak enviroament, and
organizational design.* [tattempis to find the organizational raticual-
ity that furks behiad much of the behavior ¢ cheveiopment assistance
okgaar"‘txons.

The difficultv of tracing today’s developmen
back to these organizational factors expl
critics have singled out other, more visible causes: bursauc
ficiency, pressure Dy developed-country manufacturer
ment to seli, political paveiis, undeddeveloped-countrv i
technical competence, or masked neocoionialist motive
explanations, unliks those relating to the organizational setiing.
point to highly visible groups who have been known to behave e
other cccasions in the criticized way. These explanstions fif ia wit
one quarter or another. about how

theories, arcepm«i a

rr oo

Some of the a“nbmms Oudhlé’(f above belong solely to the U3,
bilateral program and ifs executor, the Agency for [nternational Da-
velopment{AID). Theattempt to explain AlDY's problems often centers
on the subjection of that agency to the pressurss of pri

groups and to poaching by cother government entities. Most public
sector entities, however, are subject to some form of external bufiet-
that this explanation does not teil us enough about this par-
tia:ﬂ}ar organizatica. One wants to know more about how the organi-
zation dealt with such assaulis — in short, how it coped with the

o
e
w]
!
-
<
[}
—
[
s
13
bd
¢]
i
]
172

¢

e

aotmal pressures of the bureaucratic scene’

e

Fguaily fragmentary is the {inding that AID’s bursaucracy was
insensitive. overlarge, and unadaptive. That is how bureaucraciss
often turn gut to be.® Indeed, when adaptive and innovative behavier
does ccour in an organization. it is often analyzed in terms of the
organizational characteristics that enable the entity 1o overcome ¢
lethargy and resistance to change that is inherent in an 7 burezunza-




NTROCUCTION

N>

cy.” Une wanis 0 know, then, now and why the innovators and
risk-takers in AID were kept from plasing theirrole. Did the agency’s
savironment spurn them” If not. taere is sven more reason LC be

curicus about why the forces «

AlD started cut with sem a public
sector bureaucracy. This cndos ‘meafl, uanoted ‘w D!fai *ots, seemed
part:cularly suited to a task iike ;ieve{op nentassistance — a task that

“Hons Deztor:n d by most
nization may have

su
was far outside the range of the hypical fun
£ ! ir

Q-,;,),\

U.S. gency, in
at it h"d started

with a b@ne &‘zau even orgamzat’on al chance for success.
[ observing AID from withie, oneis taken with th
bilateral {:reign aid organization sib
th»a rest of }*9 government to whict

@
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ant “bilateratiy-
PSS

2 'aZ.f-rh in tnemuttilaterad

roposed for some Hme gs one of the most

sient methods for improving the quality of US. foraign assistance. It
ﬁ

ne
&
ang

is ss;pgc‘sed to rescue the d £y ga vization from the undermining
nfiue £ U.S. political and national security goals, 1S, business
Dressure oG ‘he design of projects and decisions. and congressional
hestility to Toreign aid. Yet, if a certain type of problem behavior is

t
iound in anvy assistance organization, regardiess of its remoteness
from natiosal entanglements. then the vaunted multilatecalization
loes not necessarily make inroads on some of the criticized problems.
The intent of this inquiry, then, is twofold: to explore the unique
character of the Ageucy for Inematioral Development as a public
sector organizaiion. and to analvze certain problems which, although

most visib*e iz the highly bilateral context of are particular agency.
turn out to afflict other types of development assistance organizations
as well The ﬁrst three chapters concentrate on the bilateral AID. The
next three extend the discussion to phenomena pervading both hilat-

eral and multilaterel organizations. The IBRD, or World Bank, has

w
s
be



INTRODUCTION 3

become the most significant lender of development assistance funds
in the aineteen-seventiss, and the IDB is the largest and oldest of the
legmua; devemmment oanks Laoagi of lesser significance. the
tly because of the excellent
d escriniion of its organizati &_'“ironment: the fackson Report,
revealing that it was characterized by seme of the same organizational
proalerm that occurred in {8RD, IDB. .nd AID Though the UNDP
hers from these other TRanizations b tause ' specializes in tech-
and feasibii"" studies. t plavs u important role as
ancesable projects to thess or fanizs cons and, despite its

bas experienced remerkably similer organizational

- eralism, and
regionaiism. va ile IBRD, it is i i larg paft by recipient-
couniry technicians. which i c‘ ces pelitics L:to decisionmaking
in a way that ig disn t from both AID and IBRD. Unlike AID.
morenver, the [DB's contributors are muitinational. alth ough all ar

within the Western hemisphere. Since its largest contributor is the
United States, moreover. the arganization is subject io AlD-like bxiat-

eral forces: but rhes ing
than JO\e in
Th — and the way

5 — are dis-
nizations as

describe them
se [ am interested in
usually considered hi!ateml. Al the same time, |
*inerenees tc show that certaia organizaticnal traits

te varied arrav of {nstitutions dealing with de-

z)od part of me thinking in this book
Latin America program of AID
tate ni nereeﬁ-smﬁps Much of the llus
association. The beok, howsver, is not aboui 3 Latin %F\’e.gra
program. [t is an aztempt {0 say somethi eneral aboutdevelopment
assistance arganiaations. based on a that could only have

[t
x
&
[ 1¢]

ganization. Durin' nd after my AID- Lahn America years, [ had con-
siderable exposure to AID prcvrams in other reg
assistancecrganizations. which h provided anopportunity o checkmy
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5

perceptions. Whare possible, i have incorporated supporting material
from the literature of these other programs and pla es. though I have
not arterapted

d to prove my analysis with systematic data from other
couniTies and other organizations. 1 have aalisted my experience o

concretize and eurich the argumsnt and to lead the rsader up te
propositinns that might otherwise ssem pr PO osterous.

Sinve my original experience with AlD. its appropriations and
personnel have been on the wane, whils ! i 1

3.

cpposite direction. Betwoeen 1867 and i
menis guadrupled, usan?uombu: itk

20 percent. from $2.1 &i I g
its personne! by half, rom 17,800 direci-hire Americans and foreign
nationals in 1968 to 9,400 in 1974, At the same time, the {!
than doubled its professional staff, from :34 to ~.752.9 Asaresulto
these trapsitions. the discussion of AlD in the followiag three chap-
ters may be more relevant o the IBRD than would have been the case
some years agn. At the same time that AlD staris to refreat T

decenialized svstem of resident fleld missiens. for exam

o;

once-cenirali

=d [BRD bagins to loox witl

sstablishing such missions. Other changes hi
=g =y

3 1 Y b - gant TRy Caibe
developmen! assistance curganizalons — wine
WaAning — Such as the 2w Co :
1 < £
$OLC

{acome distributdon. [have dis u;sed

these processe
taxt wherever thev enhance or modily my original amgu m@mt
Finally, most of the decisioamaking discussed in the bo ok refers tc-

sroject lend zmg —tho ,!Gh program Tend ding receives explicitattentioc
on pages 96 and §7. The IDB does ot make program loans. and mos
IBRO activity is concentrated in project lending, with less than &
percent of its 1974 « ;n“_Atr'Pnts in pfocra:o loans. ' Though pro
gram lendi at of AIDY
de 365 to less thar
10 1975. Sector loan
18 ntof the .
pogram in 1 ¢ 5 g pprmck
represents 3 significant attempt to plan at sector rather '3:1{‘ proje

levels, the sector loan is, foacertain extent, no more than a cew way o
stouping individeal projects for presentation purposes. In that

(%]
@O

loans consist ofa

about project ies




technical assistance activities are relevant to my discussion in that
they are often directed toward generating applications for project
fnsncing. [ concentraiz on proiect lending. thersfors. because it ac-
counis for the mal part of resources committed and 4 more thar

"ono‘ﬁiona*e aumber of personnel. As a resuli. the project loaa has

ad much mors influence than the program !can in structuring the
avironment of development assistance o rganizations

el ’r

QO



Chapter Two

HE TASK AND T’*}‘E
ORGANIZATIONAL FIT

The .S foreign aid ageacy was a quits special case of public sector
bureaucracy. 1t had 2 decentralized siructure and small familylike
field missions, in combination »“un a remarkabiy present-oriented

T fc
| irzg. and 2asy access 10 the top. This type of
iR t:;r 1, was suited to organizaticnal tasks which. like
assistance, tend to require 2 more than average amount
tive and ionovative behavior. Certain features of AllJ's struc-
ture and personnel policies. then, seemed to have endowed it with a
high probabiiity of success. This vausual combination of organiza-
tional characteristins, along with an squally unusual task. has oot
atiracted the attention of the analvsts of organizations and bureau-
atic behavior.

Although the agency’s organizeticnsl environmeni was mare con-
ducive than most to adapiation and innovation. criticism of its per-
formance has often focused on its unadaptive and uninnovative be-
havior. The reason the agency’s performance fell short of its seeming
fitness for the task is the subject of the next three chapters. This
chapter describes the special nature of the demands made by the
development assistaace task on a public sector institution and the
almost inadvertent aptness for that task of AIDs organizational
design.

8



THE TASK AND THE ORCANIZATIONAL £T1 g

THE NaTurs oF = Task

Cue of the most distinguishing characteristics of the work of a
tOISiﬂ'l atd agency is its differeniness from that of other governiment
bureaucracies Operating abroad or other money- -speading bureauc-
racies at heme. Like other public works entities, for example, AID has
fospend money on highwavs and } housing. But the typical highway or
Iow-income housing profect it finances M?' turn out wroang if done
“by the book” The highway wili fall a pg t long tefore the end of iis

ad vehicle foad conirol
ople may move into the

service life because of lack of maintenanc
practices in the aid-recipient counTy. ?oor pex
Beusing project only at gunpoint, because 7haz way of iving seems so
alien. Yet the foreign aid ageacy is held accountable if the highway
falls apait or if the 'bousing project remains unoccupied. At the same
time, the agency may be just as censured for using procedures that
Strayed, in the mterest of innovation, from standard technical norms.
Although the uniqueness of the foreign aid agency’s task has been
recoguized and understond.! the crganizational en vironment that
such a task requires has never been specified. Nor has it been under-
stood how the orgacization's inability to provide such an eaviron-
ment can conitributs ‘ust as much to its ineffectiveness as can the
¥ of the &

Ly

’T.:

i fsgstars

pressuses of cutside interest groups. the insensitiv
a

3%

1
nd t'ne esirictiveness of the legislature. W ’ﬁe“

task is different from most, and relatively now. there will be linle
technique to deal with it. The literature oa the sub;ect will be limited,
L’le accumulated emenpure within government wiil be sparse. and
e capacity of other gnvernment entities to carry out their normal
watchdog functions will be meagerly developed. The routine re-
sponse as a form of bureaucratic action will nat work as well as in
most jarge crﬂ@imi.‘ons Familiar problem-solving techniques and
activities will often be insufficient to carry out the task. The problem
may require not only untried techaoiques of solution, but may first

bave (o be sought out and defined —a kind of searching that is alien to
much orofessional training in the developed world.? The task of
developrment assistance, then, involves not only “doing.”” An essen-
tial pertion of it has to do with learning.3

Because of the peculiar nature of the developihent assistance task
the written word will have special importance within ths oioamza‘
Hon. Written chronicles of the ageqcy’s experience and analysis of
what has been done will be needed m 2ueh more then in a home-based

»

2,



10 INSIDE FOREIGN AR

bureaucracy, where sure prescriptions for well-defined problems
abound and where a general literature an how thiags work is usually
available. Hence the agency’s own writing will be an important
of knowledge wiil be buiit up con-

medium through which a body
cerning the task af hand —knowledge that will help the organization
to he less dependeat on the erratic appearance of individuzal innova-
ton.

The special characier of the fnrehm ai(; ahgency's task requires that
T

rji'.n,g vithout fco

'nLcn d% of what v
tions. and for st

U to escape from customary ways of -hm.«,ns
about things. The agency will ased a number of bu eaucrats with a

penchant for this type of oebﬁ*mf and an organizational eaviron-
ment will have to exist to which such t'y“pe‘ are attracted, in which
they can make cohesive and m*orm groups, and in which thev re

able to gain power
Although all this may seem obvious. its practical implications are
ent used io jusify the responsibility of

directly conirary to the argum

developed countriss to aid the less-dev eloped world. For I have been
aying that the ate mosphems of a 1 deveiopment assistance ageacy has
much in commuon with that of a less-develope o country startmg ot

o6 tho nath of devs ‘i e gaps in experience and knowledge

O{ e pir )O’;"’NS [X) 3 COr ‘ESDOHQH"T‘ nase (JE%U““’ wacratic
1 s thai sesm (g grovide an essenilal protection to th
bureaucrat E‘om the uncerainiy and opaqueness of the world about
him. Making things even more difficult for the assistance techaician
or administraior than for his recipient-country counterpart is the facl

that the former lacks the natis and

o

ps

ve perscn's feel for what will work and
what .HH not. Regardless of such difficulties, however. developmen!
assistance was established on the premise that the developed worlc
possessad both the talent and the capital for helping backward coun
tries to develop. Development know-how was speken about as £ 1
were like capital — astock of goods capable of being transferred o
its owners to the less privileged.® But development kn owledgeisto
simply a stock with transferable properiies. The peculiar nature of the
development task makes knowledge a product of the iransfer experi
ence iiself.
This auomemed definition 5f development assistance — where th
frms ferred resource is both input and cutput of the fransier proces

— makes it difficult to provide as cleararation nale for the assistancea

N
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TrE TASK AND THE ORGANIZATIONAL FIT 1

underlies the commitment to transfer capital. For kpnowiadge that is
still ts be learned cannot, by definition. be more ahundant in one part
of the world than in anocther.S The difficulty of reconciling the
ratioaale for development assistance with the need of the assistance
orgarization for | !eammg space can perhaps be atizibuted to the fact
thatour culture “does pot contain coacepts for sitnultaneously think-
ing zbout raticnality and indeterminateness.” In practical tecms,
this difficulty has constituted a significant ;meed'imear to allowing
these organizations to g oge as ruch as they needed to. in order to
maintain cred bility with Congress, public \xamudac gntities, and

siors {in the case of the multiiateral baﬂks,, the organization
could not a':'rmt that it ofter had to thrash arcund for solutions.

Convarsety. the pattechnical solution wasoften pp ed on aproblem
thatmightrequirs another, less charted dppmacﬁ sometimes in an

{ 'e:tunt retreat from the upcertainty of less tried and true

fthe diificulty of accepting and putting into practice the
“ugsner-tea definition of devw Diop'nent assistance is that when prob-
lerns arise, theyareatiributed to the wron g causes —causes that fit the
knowladge-as-stoc xd finition Gfassiszance. Hanaftempt to transfera
stock of knowiadge te i /or hcoes not work well,
the poblem is said to result imperfections in the transfer
mechanisin — inadeguately | clang, counterpeoductive
Sureaucratic procedures. the impingement of forces from without —
rather than frem 20 organizational environment that does not gener-
ate its share of the skill to be ransferred.
A5 a result of this narrow definition of koowledge transfer, the
recommendations that accompany the evaluations of development

assistznce seem to be founded on an ..mf'i;i d f2ith in the ability of
developad-couniry man to cope with less-dev ] d county proo-
lems -— a faith that is very much a resuis Ci th ai sis of the fatlure.

That s, put developed-counicy man in a sfze_m{med organization,
remove counterproductive outside pressures and legislative con-
siraints, rain him to be less ethnocentric, improve the technigues he
mustuse, give him intense raining in these techniques — and he and
his organization will be much better fit to carrv out the task at hand . If,
however, 2 good part ef the task is learning and adapting, then a good
part oithe burden rests on the organizatice and not the individual
will not be better at f‘sx cpment, 0o matter what his trainiag, unl
the organization issetup ina way that requires learning as an output.

4




12 INSIDE FOREIGN AID

The rationale behind development assistance, in sum. causes donor
organizations o surround themselves with a protective aura of tech-
nical competence — an aura which must pe maintained if theyv are to
survive ia their institutional world. This makes it difficultto generate
the experimental environment necessary for their work. {f also tends

Tre OrcanizaTionaL BT

™

The literature of organizations has shown that a certain type of

organizational structure has been most conducive fo the accom-
tishment of a task like development assistance, where “problems
nd requirements for action asise which cannot be broken downand
istributed among specialist roles within a clearly defined hierar-
hy."® The organizational structure indicated is deceniralized. with
uperior-supordinate demarcations blurred, access to superiors easy,
nd considerable responsibility assumed by subordinates. The envi-
roament of AID fits this organizational “ascription well. The ageocy’s
sevgraphical dispersion and small fied missions required a decen-

tralized structure with considerable delagation of responsibility. Cer-

W

0

wr

[

1

tain persoanel polic the same effect. although thev were de-
stgned, as will be s¢ her ind.
The biurring of fines in AID was partly a result of

gaping vacuums of kaowledge anl 1 ricus points in the
organization. To a cansiderable exiant, the agency was peopied with
organizational types who were self-effacing, back-stepping, and
apologatic. One did not often hear an AID professional express pride
at working for the agency or spezXk contemptuousiy of other federal
bureavcracies. {Perhaps the latter is a better measure of an organiza-
tion's seif-confidence.} Professicals at the [BRD. in contrast, would
regularly exhibit amused scorn o. "he technical competence of their
AID or IDB counterparts. Budgst Bureau technicians, too, displayed
an elitist seli-confidence in their organization and a disdain for the
abilities of the government entities they were oversesing. In AID, it
was common for seme of the brightest and most successful profes-
sionals and adsministrators to let i€ be thought that they were looking
for positions elsewhere, even whea they were making no serious
torts to leave, They thus managed to withhold their respeat from the
agency while continuing to work forit. A good part of the characteris-
tic AID humility expressed itself in reiation to Congress. particularly

184



THE TASK AND THE ORGANIZATIONAL FIT 13

atiow levels of the organization and early stages of project design. At
such points, a new idea was more frequently scrapped with “what
would Congress say?” — than adopted with the attitude of “how
could we get this one arouad Congress?”

The newrecruit to the ageacy was often surprised to sit down at his
first meetizgs and discover people who were not intrigued with the
process of economic development, who were ground down and
exhausted by their bouts with developing-country environments, and
who were not curious about the inner workings of their organization’s
successes and failures. They seemed to find a3 certain degree of com-
fort and enjoymeat in each other’s company, eagaging in & kind of
frizndly griping about the “beneficiary” and his world. The in-
agvator. in turn, was accepted almost with relief by his peers and
superiers. since he could often produce what they could not. His job
description, salary grade, or administrative rank did not matter. His
fntrusioas into the territory of sthers would often be requested: or he
would. on his own. step inio the vacuum left by tired or frightensd
collsagues.® What was unique to AID was nota mors than proportion-
ate share of the latter bureaucratic type but rather an extremely chai-

J

lenging aad frusirating task envizonment. The faces of AID probabls
looked about the same as those of any large. home-based faderal

bureaucracy. It was the world the
Hmid
The agency’s decentralized structure and dispersion abroad in

3 4
independent. familylike country missions also contribuied to the
unusual fluidity of vertical and horizoatal movement within the
organization. it was not simply a matter of the smaliness of the
organizational subunits. Their location in a foreign country — often
looked upon by the staff as an alien environment — meant that the
work unif deublad as 2 kiad of social unit. This contributed to a more
casual atmosphere at work, which, in turn, facilitated accessibility. 1
The informality was not necessarily a sole function of deceniraliza-
tien into small independent units. Similar dispersion abroad, in the
embassies of the State Department. producad just the opposite result:
an even more hierarchical environment than in the headquarters
crganization in Washington." [t was the combinatioa of decentraliza-
Hon with other factors. discussed below. that seems to have produced
the less hierarchical result in the case of AID.

Thesystem of decentralized country missions increased the 0PPOI-
tunities for a staff member's mobility not only because of the small,
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familylike nature of the individual unit. Equally important was the
possibility of moving from one mission to the other. The agency’s
encouragement of such rotation through its designation of two-year
“tours of duty” made it possible for the siaff member who could net
get what he wanted in his own mission to fry his fortunes in another
— thereby increasing his expectation of possible promotion or reas-
signment as a reward for his efforts. The constant rotation between
missions meant that positions wers always being vacated and
chances were always occurring to move up. Hence the high rate of
inter-mission and feld-Washington mobility removed one disadvan-
tage of the small vait — the di
sideward, because of the sraliress of the organization.

The high incidence of rotation in AID and the State Department has
usually beea noted because of its unfaverable side: moving people
from one place to another just as they are getting to knowa counav —

£ &<

¢
i

ficulty of moving upward, or even

it
or. pechaps more accurate for AID, allowing them io move. As seen
abowve. however, the rotations that occurred in the agency were nof all
that arhitrary and disadvantagsous. 2 The emmployee himself had con-
siderable interest in moving about, and the most successful ones were

nsually entreated by the country mission o renew their tours rather
than rotate. An imporiani aspect of rofation, then, was that it counter-
balanced the endeacy of a large public sector bursauccacy to offer

iflar

]

-5

cecognition and promotion.

Also contributiag to the possibilities for acticn and power by the
interested AlD innavator was the uniquely present-oriented cast of
the agency's personnel system. The legislative authority for AID's
foreign service persoanel syster {Sec. 625({d] of the Foreign Assis-
tance Act of 1961 as amended] — as well as that of its predecessor
agencies — was based on the Foreign Service Actof 1948 as amended.
AID was enabled by the legislation to employ mast of its professionat
American personnel for overseas service under a rubric little used
til vecently by the State Department’s Foreign Service — narmeiy.
the Foreign Service Reserve {FSR). This category had beea designed
to give the State Department and pre-AlD entities the authority to hire
professionals "o a temporary basis . . . with such specialized skillsas
may from time to time be required”’ (Sec. 401[3] of FSA of 1946). The
time limit imposed on such employment was two poan-coasecutive
five-vear periods {Sec. 322}. In AID’s case, however. the time period
was “the duration of operaticns™ of the agency (Sec. 625[d} of FAA of

¢

1961). [n effect, this allowed the agency to emplov people indetinitely
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without giving them the normal employment security accorded Civil
Service empioyees {e.g., seniority rights and veteran’s preference
during dmes of personnsl reorganizations or reductions), Ff)r,‘an
Service Officers. or even the FSR officers of the State Department.?
Maoreover, unlike the Foreign Service Gfficer, the FSR officer was not
required IG take rigorous entrance sxarms.
‘1) orientation of the foreign aid bursaucracy was exactly opposite
hat of 'h areer Fcreign Service of the Stats Department. Because
has o:fen oeen leveled at the two grouns, as
useful to clarify this significant difference in
ment. Unlike AID, the State Departmen
Forelgn S Aice is imbued with the atmosphere of an elite career
uld t in such a service, critic’sm and inno-
vational behavior su ause of the young offices’s long-run in-
terest in advancing his career.’s Entry is lmited by a tough written
and oral exam. A peridiof initial work well below the level of the
Vouag officersinte ests. aspirations. and talents is the Jsuai rule. The
initial appreaticeship perio r_i 's tslarabie tor the recruit presuma oly

o

5
Jac}
Qo
]

service. ! Asone wo

bZ‘:BJSE hiscar

adiate

vavs been much less
1 o federa! bureauc-

AlD arm‘ its pre

‘Eut*"e Quuﬂf*"‘“‘

of the Foreign Servics.

O{ht; things, put together
v disper”eﬁ torsign assistance
cnational Ceoperation Ad-
ministraticn, the Developoment Loan Fund, "Pa Jd for Peace Pro-
gram, and the local currency-lending activities of the Export-Import
Bank. The agency’s aititudes about personnel corre esponded to the
magnner in which it had committed itseli to dewbg mentassistance —
as if it ware a task like the Marshall Plan, sowething that could be
terminated with success in a five- or ten-vear period. “I den’t think it
wiii happen for 16, 15, 20 years perhaps,” said the agency’s adminis-
trator in 1863, in response (0 a question about whether the program
would terminate after some specified period. “*But it certainly will
terminate in many places before then, and it may terminate com-
pietely before then. The personnsl system that is used must be com-
patble with the possibility of terminating any part or all of the
program which may not last too long.”*7 Of course, the placing of a
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terminal date on the assistance commitrnent may have been more a
political maneuver on the part of aid propoaents than a realistic
aasessment of what would happen. Aid proponeants were said to have
calcuiated that Congress would never authorize the funds unless i
was promised that the program wmui 1 eventually come to an end,
sooner tather thaz later.!® Whatever the case may have been, it was
aiways clear to the agency that i{s existence wosild corne into question
by Congress as soon as the ead of that temporary peciod came near.
The agerry dn could aot honestly promise a long-term career to

C"‘ :J

'nlike the State Department, it was not interested
in enirance exams. Whereas the separateness of the State Depart-
ments Foreign Secvice personne!l system was meant {o serve the
purpose of creating an elite career corps. the reasans for a separafe
foreign aid personoel system were just the opposiie: fo be able o get

S

already Tained and experienced people fast and af the same time be
free of the Civil-Service-type employment obligations to them. ¥

In 1963, more than haif of the agency’s overseas staff {1800 cut of
3360 Foretgn Ser\nr? Reserve positions) had limited-tenure ap-
pointments, meaning that they would gain tenure after an initial trial
period of ar “ururx length oaly with theagency’s specific approval.??

I

Moreover, almost half of the ageney's Arcerican personne! abmad in

1968 were not direct-hire: they wers sither on loan from other go
ernment agencies or on contract — and hence were emploved for
timited periods of time. Finally. the agency did not request anthority
to include its personnel 1n a career system until 1966 because, accord-
ing toils own rationale, it was engaged in a temporary task.”™ All this
seems rather unusual behavior for a public sector bursaucracy which
has been criticized for having been ossified and unadaptive.

The career horizon of the foreign aid emplover and emplovee, thea
was atypically short. People were expected to perform immead 1a;ely
and be rewarded immediately. In conirast to the Foreign Service
there was no time for. or valie placed upon, rising up from thet oettom
and getiing oue’s experience that way. The emploves expected hisjob
te bestow na him immediately the responsibility and discretion that
his experience merited. People tended to find their levels on their
own — without as much resorting to formal reassignments, promo-
tion, recrganizations, or job redefinitions as in otherfederal bursauc-
racies. Those who could not cope gravitated toward more secure
“paper-pushing’” functions. and those who were interested “took
over” very soon after entering. The unusually short-term career hori-
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zon of the agency and its employ2es meant that the fear of stepping
cutof line, and of what it would do to one’s career, did not pervade the
organization the way it did the Forsign Service. At the least, such fear
was 1ot a constraining element for those who were interested in
experimenting or changing existing practices.

The reiative absence of hierarchy and excessive preoccupation
with promotion in AlD must have had a positive effect on the agency's
ability to carty out its task. Iis overseas techricians, that is, could
pexicrm best if they got cutinto the culture of the country where they
worked and got to know its people. If they were preoccupied with
rising up in the ranks, however, they would consider it important to
spead more tme with those who would help their ascendancy moves
~— iLe., other Americaas. The type of activity that fed to promotion in
the more rank-oriented Foreign Service of the State Department. as
one observar has pointed out. had little to do with the ability o speak
foreign languages and develop social relations with host country
actionals. or with the knowledge of foreign cultures and nolitical
patierns. Specifically. “the important social contacts for the Ameri-
can diplomat who wishes to rise in the hisrarchy are those with other
Americans, both im';o:tam Amernican visitors and members of the
American mis - Too much association with natives is likely to
iavalvesome st gh ng of this relationship to other Americans. and is,
consequently. Hkely
and ease of prometion. in conirast, must have besn an 1mponant
iiberating factor. in the sense that overseas emplovees would not ba
sacrificing so much in terms of caresr opportunity by spending Hime
with the people of their host country.

ALD appeared to be unique, then, in setting the scene for a dedi-
cated. risk-courting corps of technicians clever encugh to pursus the
goalsoftheirorganization and at the same fime defend it from attemp-
ted incursions from the outside. The organization was fitted out with
someatyypical characteristics. which seemed, almost fortuitously, just
what was :Lew‘-s-d for the atypical task at hand. This potential for
‘healthiness in the AID envi roamept stands ocut eveg more clearly
when \,oncastpd with the analyses of lack-cf-innovation problems in
the fwture-oriented ranks of the State Depertment.®

The State Departmeat, interestingly, resorted more and more to the
reserve category originally used meinly by AID and predecessors,
rather than the more elitist career-oriented Forsign Service Gifice
category. In 1988, FSR accounted for 28 percentof the total number of

sia
i
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o retard “"‘JKH’)LI\uA 2 AID's fluid environment
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new FS0 and FSK appointments, and 38 pecrcent in 1951; 2 in 1968,
FSR's wers 36 percent of the iotal number of FSO and FSR staff
members. The Herter Report stated that the FSR category had become
“the primary vehicle for obtaining needed skills at intermediate and
higher professional ievels in the State Deparment.” Indeed, recent
evaluetions of the State Department’s Foreign Service recommended
that sgme of its “creativity” oroblems be remedied by medifying the
recruitmentsysiem in a way 1at made itlook more like AID’s tempo-
rary foreign service. The Stat’ Department Task Force on the Stimula-
tica ofCreativity recommended that the departmen. allow officers “to
be released fer up to ¢ yzars to pursue brisf careers eisewhere in
government and in other professions . . . with provision to return to
the Service without prejudice to their careers.”?% An articie in the
journal of the Foreign Service Officer’s Association recommended the
end of the FS3 career service and its replacement with the recruit-
meat of experieaced professionals.?” In sum, the State Departmant’s
elite Foreign Service, ia attempting to deal with its own lack of
tnpovation and adaptiveaess. was advocating personnel changes
which would make the service more like the non-eliist AID.23
Although [ have character zad ihe agency’s pfesent-oriented per-
sonnel system as desi ‘)3, maost of the atteatioa focused on this
system was of a critical naturs. Asearly as 1982, for example. areport
on foreign affaics persoanel concluded that “the failure to establish a
recognized career service and professional status for persons engaged
in fo eign assistance work” was the main cause of difficulty in recruit-
ing high quality personnel.®® in 1965, the Foreign Service Journai
editorialized: “If there is one agency in the foreign affairs field in
which greater administrative flexibility. unity and order in persongel
matters are required, i is certainly AID. Many officers are on limited
FSR appointmesnt. No permanect appointmments to AD’s career ser-
vice have been made since 1361. There is a hodge-podge of personael
systeros with FSQO, FSR, FSR {limited}, AD (A dministrai*’e’y Deter-
mined}, and Civil Service ratings, derived from a variety of isgislative
sources. " [n 1968, a report commissioned by the American Foreign
Service Association said that the major coatribution of “the able and
dedicated staff of AID and its predecessor agencies” o American
foreign policy was “all the more significant” because this personnel
“has been dsnied coverags  a stable personnel system.”3 Ia
19689 the agency was complal to the Congress that i*s lack of 2
career system and ifs § mpora_rv status were obscacles io recruit-
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ment.3? The agency’s rate of turnover was sad tobe higher than that of
othergovernment agencies — 235 percent as compared to 20 percent —
and this allegedly reflected the general level of emplovment inse-
curiiy >3

The Agency’s temporary status was criticized for its effect no tonly
on stafi recruifment and morale but also on the organizatioa’s ability
to carry outits unigue task. “It is perhaps inescapabie.” said the repert
of a congressional Cor"mlftw evaluating AID perscnnel admisisita-
ticnand operaticns, “that the 11astv mannerin which it was gecessary
forthiscountry to organize and staff the successive foreign assistance
programs and to continue changing programs and key personnsl to

meet changing conditions, would eventually create a large. amor-
phious. unstable ageacy, which would provide one of the most serious
handicaps in carrying out the complex foreign assistance pro-

LN

grams.” > Likewise, an ex-member of the Nine Wise Men, President

Kennedy's ad hoc adviyory commirtee on Latin American policy,
> b4

recounted that the Alliance for Progress operated “as if it were iikelv

to

o out of business at any moment. . .. As a result ... it functens
disorganized ministry in a poor agd 'Dac"ward country.”’? The
m a tack of t:: use of

. may aot have had as positive

v actually kave caused the kind of

d iﬂp ment of adaptive, innovative
behavior —qnd may explain to a certain extent why the agency was
pot biessed with more of such behavior. Security is necessary to

3
ensure the potential experimenter that he can take unpopular stands,
sometimes fail. and go out on a limb without losing his job. jus: as
important. such security facilitates the formation of informal STOUDS
within the organization, for employees feel less need to compete with
their colleagues “when pro .L«,tions and dismissals depend on
explicit and openly announced standards. 36

Plecemeal organizational approaches and frequent changes, how-
ever. do not necessarily bring on the tvpe of inadequate performance
that AiD critics have described. After all, stable and long-lived gov-
ernment bureaucracies with secure personnel systems have been
criticized for the same lack of adaptive behavior and experience, but
the shertcomings have been attributed in these cases to excessive

1

security and stability. Therigidity ofthe Fareign Ssrvice, inthe works
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cited above, is seen as a consequence of the fact that it is an age-cld
eatrenched organization, insuiated from the forces of change by the
timelessness of its velues and career svstem.

An example of the potentally positive resulls of organizational
cewness and iosscurity is the Latin American experience with au-
tonomous state companies — the so-called mixed companies. The
evo‘;uticn of this particular organi zﬂ(ror}al form in the public sector
has in many cases oastzﬁ"eff a sigaifican bwaxtnroi_g'z for govern-
ment action in developing couniries. The mixed company successe
however, weare based on the same organizational charactedstics
which were considerad to have caused the problems of AID. That is,
the successiul mixed compsries frequently started out without much
structiure or security, made up of the better personnel of the govern-
ment ministries from which they had broken away. Their ability to
free themselves of particularly cumbersome civil service aad pro-
curecment procedures was of major importance, especially in that this
atlowed rapid hiring and the paving of atiractive salaries. The success
of these new organizations, then, was theis very newness, their man-
aing by persons who had previsusly worked in the same branch of the
public sector, and their breaking away from the more constraining

aspects of government bureaucracy.
Although the analogy between the mixed com

compb aly fitting. it at least shows

tional di orc’er and “temporariness’ ob iGus” expl -aatioas for
the problems of AID. Indeed, ane af the reports that criticized the
'*nperznaneat nature of AID’s perscnnel system suggeste < elsewhere

that career stability was probably not a desirable feature for the per-
songel system of an organization carrying outatask like development

assistance:

The requirements of AID's program preclude 2 permanent career service
because the needs for specialized personnel abroad change every vear.

Better personnel will be obtained by hiring perscus for temporary tours of
duty. They will be forced to identify with their peofession. . . . The decisive
resson not to include these bpec‘aims in an AID career system is that, in the
main. the career contexts anc career lovalties of the best professionals lie with
their professioas and the whole range of activities with which those profes-
sions are asseociated. An association with AID. even if it could be made
permanent, would not atiract very many of the best professicnals to spend
most of teir working Hves overseas, {ar from their professional colleagues

and the stimulus of professional association’”

|4

additicn, itseems that the insecurity cfthe AID personnel system
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as it existed on paper kad not been reflected in the amount of firing
and “removal of deadwood” that one would expect. The Herter Re-
port suggested that the temporary “‘reserve” designation of AID
foreign service officers was really “a misnomer in tecms of its origi-
nally intsrded use as a temporary hiring device” because Forsiga
Service Reserve appointments in AID ¢could be made for the duration
of the agency’s operations. In the State Departiment. iz contrast, such
appointments were limited to a given pericd of Hime Hence, “a
supstantial portinn of AID's Reserve officers have beep with the
Agency and its predecessors for many years. . .. Clearly, the Agency
has a substantial nucleus of what amount to career persoanel even in
the absence of a formally constituted career service.”8 .
Any government job offers what might be called informal security
— as opposed to the formal security of being a member of a particular
federal bureaucracy. The civil servant who disdnguishes himself ina
governmeat job automatically becomes highly eligible in the eves of
other government entifies. He is noticed and may receive job offers
from these eatities, especiaily if his workinvolves contact with them.
Thus, if his agency is on the waae, this typs of person is usuaily inan
excellent position to find a good place in another government bureau.
Someagencies are looked upon by ambitious young professicnals asa

apportunitiss in the

5w o esrablicsh their reniifabio { [T
WAY 10 251@0usk thelr reputelions 1or ruture

politicat, business, or governmeat world. AID in particular
sidered this way, especially by lawvers. pardy because of th:
possibilities for mobility described above.3?

Finally. the AID eavironment was an insecure ones only inrelatioa
to other Civil Service departments. With respect to the private sector,
the AID employee was still considerably more secure. There was a
significant difference. moreover, batween the reaciion of the ambi-
Hous or competent bureaucrat and that of the less competent one fo
threatened persoanel reductions. The latter lived through such
periods with great fear, much falk of what would happen, and re-
seximent st the insecurity of the work 2avironment. The former, in
corfrast, would sometimmes even welcome the rumors of personael
reduction because of the opportunity “to get rid of deadwood,” or
they would pay the rumors littie head, secure in the knowledge that
they would not be touched. Or, when the program was theeatened
with complete demise, they wouid joke 2bout the fact that the only
result would be “a changing of pyms” for the agsncy — and that
they expected to take the same place in the neviy-initialed entity,

B 2
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whatever form it might take.*?
in conclusior, one has to lock beyond the obvious explanation of
chaos and insecurity iv order fo find the reascos for 21D problems.
Chaos and insecurity may have been an integral part of an organiza-
tdonal environment that was better equipped than mest for coping
ta

a
with the job of devolapment assistance.



Chapter Three

THE MISFIT

Certain development assisiance problems are commoniy explained
in terms of the ethnocentricity of the dsveloped-wond '[Pchnidaq his
lity to meet the challenge

howsthat AlD's structure

dble that certain problems

e would have surfacad in

insznsifivity to other cultures. and hisinabi

of new situations. This (,h

and *&sk snvircnment m
3

any
arganizat ¢ osroduce learning; the organi-
zational level at iea.mmc behavior was required was much

lower, or at aiffere ) pmnts than in a more typical government
bureaucracy; and the tvpe of person recruited for these positions was
no diiferent from those recruited for similar-level and similar-
function positions in a home-based burszaucracy, where routine be-
havicr at these levels is more functional.

BOTTOMHEAVINESS

AID differed from home-hased government bureaucracies in thata
major inpuf into the program iau to come from those outside it either
the recipient governmeats or other local borrower groups. This cru-
cial beneficiary input into the p:oauciion of development agsistance
was made at t 1e organization’s far-flung cutposts — the counfrv
missions — rather than in coa}unctien with headquarters personnel
in Washington. Recipient-country technicians, in short, usually

23
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worked side by side with AID counterparis who were far removed,
geographically and hierarchically, from positoans of power. This
geographical distance almost fortuitously bestowed discretion on the
AID field technician. He had considerable latitude in making deci-
cions about project design and in accepting or ejecting suggestions
rom the recipient about such design. [t was not only decentralization
ind dependency on recipient-country input that caused this greater
iscreticn; equally important, the state of knewiedge in the field of
evelopment precluded the pessihility of defining problems and
asks in a standardized way at the organization’s apex.

Because most of the daily interaction between borrower govern-

0

£ 3.

~~

ment and lending agency occurred geographically distant from
Washington headquarters — and with the outposts of the organiza-
tinn rather than with its center — the “botiom levels™ were very
important in the designing of loan programs. The organization, there-
fore, was forced to be paticularly reliant on its lower ranks for
adaptive and ianovative behavior. Yet these were the levels least
likely to produce such behavior. The job position was asually techni-
cal and nonadministrative, occupied by a person who was accus-
tomed. by rank or by profession. to 4dealing with routine problems by
wayv of rouline responses.t

Wk
VealsSiby

straints on AlD action were lmposed by other federal entities charged

with gversesing ceriain aspects of the foreign aid program. The de-
gree to which these constraints were exercised was very much de-
pendent on changing power constellations, on changing degrees of
suppott from the exscutive, and on changing economic conditions
{such as balance-cf-payments improvements). The institutionaliza-
tien of these constraints in the hands ofother federal oifices endowed
these bodigs with a degree of informal conirol over AID. The way they
exercised this contrel was often unpredictable: it could change witha
change in personnel, and its exient was frequently revealed to the
encyv in particular cases only after a complex pracess of negotiation
andbargaining. {See chapter 4 for further discussion of these poinis.)
Because of the nature of these ouiside consiraints and their deter-
mination by events in Washington, it was a:ificult for the technician
living in the field to have an up-tc-date idea of what he could “get
away with.” If the mission had been accustomed te getting a lashing
from Congress ot the Treasury on a particular issue in the past. then

<
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the technician would tend te avoid that approach automatically —
eveq if it was most economic from the aided couniyy’s point of view,
and even though. unbeknownst to him. it may have been clear to
AID-Washington officialdom thal the constraining entity was cur-
reatly in amore lenient mood. Although the Washingtorn staff attemp-
ted to mainiain a continvous low of current information te the mis-
sioas, it was difficult to prevent a kind of safe-for-all-occasions,

problem-aveiding behavior at the outpost level. Moreover, the preoc-
ciupation of the Washin;,tvq staff with its interagency sttuggles cut
deeply into the time it had to work on substantive pelicy problems.
Hence Washingion was aot completely free to become interested and
involved in policy issues arising from the fieid, even if such issues
were regularly brought to its attention. Robert Wood describes a
somewhat similar phenomenon occurring between the executive of-
fice staif and the executive agencies:

Ope ational matters flow to the top — as central staffs become engrossed in
o

subduing oullying bursaucracies — and policy-mading emerges af the boi-
tom. Al the top minor problems squeese out major oues. and i nmwf‘uais
iower doy v the em‘w'ons who have the time for Lo“eCULn md schisf-
making take up issues of fundamenial ohilosophical and pelitical signifi-
cance.?

x\ds’z iazton administrator cou

avoiding bahavior that might underlie many of the te«:“zmcai deci-
sions embodied in the design of a project. Even though he mighthave
been willin g {u ight for an issue with an outside agency — or even
though he mighthave known that preveiling moeods had changed —it
was di?fxcult for him to be aware of past rejections of optimum choices
at technical levels far removed Fom bim in space and rank.

In sum, AlDYs task differed significantly from that of 2 home-based
moaeyspending bureaucracy in two ways, both of which tended to
place an excessive burden on the organization’s lower levels for
innovative and adaptive behavior. First. the beneficiary of the pro-
gram was farawayand. at the same time, was a crucial and unpredict-
able contributor to the organization’s output. Second, the nature of
the organization’s work was less undersiood than that of a home-
based bursaucracy. so goals were not easily transiatable into
problem-salving tasks. Thus while the decentralized structure of AID
and its intimate country missions contributed !o the ease of mobility
and operation within the Drganivatzovw de eniralization also tended
to inhibit the very type of behavior needed for the task at hand.
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HeAPQUARTERS AND FFiD

Cne more aspect of AID’s decenizalization tended to impede the
growin of an adaptive organizational environment: the friction be-
tween headquarters and field. which often stifled the exchange of
information and help. In the average AID couniry mission
“Washington™ was gripsd about as the source of a merciless flow 05
requests for reporting, an unreasonable setter of time deadlines. a
faraway bureaucracy with g0 comprehension of the problems of
working with developing-country institutions with ao sense of dead-
line. Missions often talked of Washington not as their harassed ally,
manning the front Hines ofdefense against the rest of government. but
as one o hnem harassers
Vashington, in turp, often talked of a mission as if it were a stum-
ling, wayward lamb, which could not follow the simplest instruc-
tio os and got itself iato unbefievable messes. ““f doa't know what
they’ve been doing down there all this time!” was an oft-heard com-
ment of exasperation in Washington. In a similar vein, the AID Ad-

‘,1

CD‘

ministrator co"lmenr‘“d ina congressional hearing that mission per-
sonnel ‘get what is commonlv* ferred to in cur agency as ‘localitis’,

and they may verv well be pushing programs. projects, and policies
which a cooler judgment, a beoader vision. indicate ars not ali that

Washinsgion-mission irritation can be classed as the
bqhdubhno and banier characteristic of most decen-
talized organizations.® Nevertheless, each partv's distrust of the
other’s competence and comprebension tended to produce a self-

protective and devious quality in the missicn’s dealings with
Washington and z correspondingly impatient and unanalytical at-
titude in Washiogton toward problems eacountered in the field. Asa
result, there were many mission-level problems that Washington did
not h“ar about. Though some of these unaired problems cencerned
relatively rainor issues, they were nevertheless impaortant because of
their role in the “from-the-ground-up” evolution of practices and
policies. [n sum, the pari of the organization which had greater
farniliarity with the coastraints of other entities, greater power to deal
with them. and a valuable sverhead of multi-country experience, was
2ot brought to bear as rouch as it should have been on the important

activities carriad out by its less knowing, more fearful branch
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COHESIVENESS ABROAD

In attempting to describe the agency’s problems in carrying out i
task, sne cannot neglect the effects of placing a self-contained protes-
sional and social group in a foreign country. The cliquishness of
Americans abroad — or, for that matter, any diplomatic group in a
foreign country — is well known. Less documented is the effect that
such immigrant groupings seem o have on the professional life of the
bureaucrat living abroad. Technicians working out of AID field mis-
sions were often surrounded by an aura of professional cutdatedness,
isolation, and bureaucratic timidity.S This professional atmospheare
seemed to be part of a general “immigrant’ style of lifs, rather than the
simple result of professionals being separated from libraries. col-
ieagues, and organizations which, like Washington headquarters, had
more of an overview of development experience. The professional
outdatedness seemed to go aleng with the slightly passé clothing of
the AID emplovees and their wives, the lack of involvement m what
was happening in their host country or home country, and a kind of
folksiness associated with an earlier. smalltown America.

These American AID groups abroad remind one of the “fragments”

described by Louis Hartz in his analvsis of the evolution of countries
colonized from .:,i'JOpP “‘.\'hen part of a. . . nation is uetached from
the wholenf it and hurled outward onto new soil.”” he writes, it loses

o v
the stimulus toward change that the whole provides. [t i_apses into a
kind of immobtlity.” Although the fragments reflect every

the social and political changes occurring in the -'noLher country,
“thev evince alike the immobilities of fragmentation. . .. There is a
stifling of the future as well as an escape from the past. and it is at the
heart of the process of fragmentation that one is determined by the
other.”’® Like these same fragments. the American foreign aid groups
located sbroad seemed te exhibil fraces of their mother-country
civilization without having any of its motive energy. An ex-AlD
adminisirator makes remarkably similar observations about the U.S
Foreign Service abroad, in commenting ou the alooiness of Foreign
Service Officers toward AID people and programs. “Few foreign
service officers were truly comfortable with the proselytiziag thrust
of the Alliance [for Progress]. Having spent years abroad, relatively
out of touch with the burning issues of political reform, civil rights
and povertyat homae, professionally trained tc hold aloof from domes-
tic politics, they were aiienated from the reform spicit of their own

2y

culture.
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My analogy with the Hartz description stops at the point where the
very process of being exiricated from the mother country gives the
fragmeant. as he says. the freedom to evolve. “By extricating the
European ideclogies from the European battle, by cutting short the
processofrenewal which keeps that battle going. they[the fragrents]
permit precisely that unfolding of potentialities which the Cid Werld
denies.”® The Americans abroad, however, did not seem to develop
@0t even possess the Hartzian potential resulting from their detach-
i
meat.

The distinct nature of the AID “fragrment” abroad can be better
understond by referting to our knowledge of immigrant groups. The
two groups. of course, are basically differsat: AID employess came to
the new country with a secure job and knew they would one day
return home. while immigrant groups have usually faced great
employment insecurity, knowing they had ao alternative but to make
a way in the new country. The relevance of the comparison, however,
lies in the fact that cliquishness in the two groups has been judged in
totally differeat ways. The stigmatization of immigrants by the soci-
ety around them. and the coasequent sticking together of alien
groups, has been considered a source of strength in the literature on
imunigrants. This cutcast status has been pointed to as & partial ex-
planation of the contribution that such groups have made 1o the

development of 2 country.® The American foreign a ‘irmmigranis,”

in coafrast, are laken to task for sticking together, and their clannish-
ness is feit to impede their contributicn to the host country.

The reason for this striking difference in the two valuations of
cliquishness is perhaps o be found in the type of contribution atiri-
buted to each group. The immigrant groups are studied, and their
cohesiveness emphasized, when they have made a contribution that
arose from their differeniness —¢.g., the successful infroduction of
vew type of product, such as the cultivation of fruits and vegetables in
Brazil by the Japanese Cliquishness. in other words, made it possibie
to cope with an alien environmest and maintain differentness — and.

iniurn, to institutionalize some aspect ofthat differentness into a new

productive activity,
The foreign aid group abroad. in contrast, was not supposed to

distinguish tiself professionally and culturaliy by being different. On

the contrary, the more i got to know the professional and cuitural
landscape of the host country. the better it was supposed to be able to
carry out its assignment. Nevertheless, insulation from the foreign
culture and social cohasiveness are, as in the case of the imrmigrants,
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usefzi ways of coping with a new environment. In contrast to the case
of the iram¥grants, ko wever, the cohesiveness and alienation that
heiped the foreizga ald group to cope with its new environment were
hrghly sniithotical to the produciive ceatribution that the group was
eqpef tex to make. In other words, the problem of AID Americans
ss par se, but the fact that cliquishness had
ssicnal effects in this particular organiza-

and alienation of a foreign
up cope with the distuption
. justas imporiant, the morale
be imnaroved coasiderably
each othar about “‘the bene-
e function of relieving employee
om contact with clients, and it helps
frg:.ia:zano emplovees by provid-
ion. Although such griping is functional
is q}smncfzonm with respect to the
eneficiacy. At the same time that
a:rmte social cohe-
selings Gf hostil-
.Ina
fa wellare agency) B&“ comments that

2

o e
(o]

utapplicants .. immunized interview-
it lict {with clients] as discuptive,
= to ireat clienis less considerately and therefore
cliznts more likely.” ? A perfectexample of these

& tion to e beneficiary is the statement of
Iy about moraie ia the cou:trv missioqs

vid uals tend to bendxe better tOWdfd each
e is s}arer- hardship or shared cultural apartness.
ike making do with ~>arce suppties or exposure ¢
stimulate intramural comit."? ) -
. the alienatisn of Americans abroad not only served to help

ther: and their families adjust to a strange land but also plaved an
important role in buiiding social cohesion and relieving tension in
ﬁ: orcaﬁization for which they worked. Neadiess tosay, when aliena-

on is functional in an emplevee’s work and non-work world, it wiil
be reinicrce in one 'vond because of its functionaliiy in the other.

-
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Secial cohesiveness and alienation of a groug such as U.S. govern
ment personnel abroad, then, is a perfectly predictable phenomeron
As in the case of immigrant groups, it has beea a healthy way o
coping with the disruption and sitangeness of living in a nsw world
It has helped overcome the tension and competitiveness of a public
sector organization requiring considerable contact with beneficiaries.

This discussion is ironic in light of the basic mtionale underlying
the use of country missions rather than the svstem used by organiza
tions such as the IBRD and IDB. which domiciled their staff in ¢
amiliar world {Washingion} from which they were sent out ot
eriodic field missions. The country mission approach was based or
the belief that development assistance involved mare than routine
ut-and-dried transfers of capital, and that such efforts could be
successful only if institutional and experieuntial factors were broughi
to bear on the design of development projects. This could be done
only through the technician with a feel for the country. constan
exposurs to its problems, and familiarity with iis pxmasmm nals —
specificallv. by having the technician live in the assisted country.
am convinrpd ” said an Alliance for Progress administrator at a conr

o

e

oy

O

gre
exteat we doa zood job. it is because
we have our peopie in the ield.

They fe&‘Ey et to xnow e
ituation. know the pro which the
fraveling missioa that con afte
six weeks never really can. it oft knowl . xhat b C‘(GFOuPd
from being present, com etty imaginative ideas sometimes

about how to tackle some very complicated problems.” P

There is no doubi that this unigue aspect of AID siruciure some
dmes resulted in project proposals and design features that strayec
iaudably from established practice. proposals which one would neves
have expecied to emerge from the institutional environment of the
Washington-based [BRD or [DB. However, the possibility that suck
inventiveness might have become the norm in AID was probably
completely obviated by the effects of establishing an “immigran
group”’ abroad with the directive to merge with the society at large.

it is difficult to say which is the lesser evil: the technician residing
abroad, whose work is adverseiy affected by the habit of social aliena
tion through which he and his family have adjusted — or the techni
cian based in Washington, who makes forays into the fisld with ¢
briefcaseful of techniques and net much feel for the possibilities an¢
limitations of the country he visits. One advantage of residence in the
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homeacountry, at least, is that a general aliepation femthecultureone
works in is not a functional part of one’s existence.

THE ADDED INDUCEMENT TO WORK ABROAD

Much criticism has been leveled at the extra allowances, Post E
change (PX). and cther privileges that have enabled Auxelzcaas
abroad to live well, and conspicuously so. ”{"{‘e privileges and al-
lowances availables to the AlD empicvee abroad —and to a somewhat

State De parrm.ent smplovee — were roughly the

o~

iesser extent, the

following: access to the Army PX; 2 housing aliowance, in the form of
a ceiling. which covered .E and utilities; APO {Army Post Cffice}

privileges, which made it possible for Pmplov ses abroad to clrcum-
vent the mail system of the host country, and o import goods duty-
free rom all aver the world: the loan and iree maintenance by AID of

furniture, stove, refrigerator, air conditioner. washing machine, and
dryer; the right to organize a liquor pool. whereby liguor could be

pmcaa.»ef at approximately one-third U.S. retail price; governmeant

edical care in case of accident; one free round frip per vear for sach
in U.S. schools: and several other allowances
Jwhoseavailability was dependent

uepenuent enusciied
{education, hardship. transfer

[s1¢} 'var* cui 3r clrcumstances.
I by the Overseas Atlow-

ances and Bi.‘ferential Act of 1380 {‘Of .covering American

ermmeontcivilian pf‘fbdﬂﬂt?l&[}f‘;‘ﬂd ail
Act of 1345 as amended. They were meant “to improve and
strengthen the administration of overseas activities of the Govern-
ment by . .. providing a means for more effectively compensating
Government employess for the extra ¢osis and hardships incident to
their assignment overseas . . {and by] {facilitatin g for theGovernmen

the recruitment and retention of the bes
civilian service overseas™ {Sec. 181 of OD

sometimes provided “to offset the difference betw

Hiving at the post of assignment {o the Pmpiowe ina fnfezon area and
the cost of living in Washington, District of Columbia™ {Sec. 22101} of
ODAA). The education allowance was meant to defer the cost of
obtaining such elementary and secondary educational secvices “as
are ordinarily provided without charge by the public schools in the
Ungited States” (Sec. 221{A]). The living quarters allowance, in the
ase where government furnished guarters were not provided, was

0
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meant to cover the costs of “rent, k2at, light, fuel, gas, eleckicity, an
water” {Sec. 211{2}]}. As the State Department’s Task Force Study o
Perquisites reported. “Living querters abhroad is. thus. ap addsd i@
ceative for overseas service.” The system of perquisites, the tas
force explained. was meant to “enable the emplovees serv ing over
sezs [0 enjoy. at no additional cost to themseives, the same quality ¢
public service and amenities enjoyed by other Ainericans [at home
There is no justification for the employee suffesing uanecessary f
nancial or other hardships when an adequate perquisite system coul
aileviate such hardship.™™s

Even if one admits that it is necessary to offer some kind of induce
ment to make pecple work awoaﬁ it is obvious that these particula
verquisiies were not equivalent to a purely financial inducemen
Rather, they amounted to a distinat <t"’e of living that could not b
traded in, if the employee preferced ancther style, for cash. It is voni
that 2n employer would have gone about the task of seeking pe
whe were interested in living abroad. who got along well in forei ig
cuitures, and who could learn the language, by helding out
promuise that the new employees woald be abie to live just as
were at heme.

just as ironic is the fact tha
l.O tl.[ L“>" S \I‘
the bost oo

~eulture by

benelis™ for their roughly equivalent value in cash. In 1368, an AIT
professicnal v-"it'ﬁout dependents. earniag $16,500 annually iz Rio de

fameire, was eatitled to reimbursement for housing and utilities ex
penditures at araie of $2400a vear If he spent less, he receivad less. §
1974, ann AID professional with two children, sarning $19,300 i
Quito. Ecuador, was entitied to a housing allowance of $4100. T

allowances vary considerably with salarv, city, and number of deper
dents, though hese two ditferent cases show the same proportion: the
cash value of the benefit alone. if completely used, would amount i«
22 percentof the salary. Adding this to the monetary velus of the P¥
and APO privilegss, as well as other aliowances such as that for
education, one can see that the AID perquisitss represented a poien
tial addition of much more i‘} 22 percent to an empioyee’s overseas
salary. This increment was remarkably high, given the fact that if
cculd not be traded in for cash b those who could not use it to 1ts
fullest or by those who preferred spending their money on something
else.

=

~
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The PX privilege was a good example of the contradiction inherent
in the AID perquisites. The PX, after all, was av invention of the
American armed forces, meant o provide for personnel stationed in
an admittedly difficult envircnmeat. or at least one in which frisadii-
‘aess was not required for the proper execution of an assignment. The
PX was mseant not only to provide certain food, drug, and household
items that were not avaiiable in the host conr;try but also to compen-
sate the serviceman for the unpleasantmess of the environment in
which he was obliged to serve. Hence the PX also offered nonessential
items, like cameras, which heiped make the serviceman's lsisure
hours more pisasant; likewlse, the Exchange carried ltems that. al-
though easily obtainable on the tocal market. were perhaps not of the
quality to which the American was accustuznei Finally, many PX
items sold at prices substantially below U .S. retail prices, letalonethe
prices on the local market. Hence the PX cffered a substandal finan-
cial saving to those who had to buy certain items, as well as asubstan-
tial incentive to buy to those who otherwise might not have bought at
all.

Ie contrast to the armed forces, AD officers and technicians were
supposed to view the host country as an envirgoment which one got
to know and like — or. at least, understand — in the course ofcarrying
outona’s Drof.ossfonai responsibilities. Yelthe PX enabled its users to

insulate themselives from an important part of the culture around

them by *eliu ving them of the need to deal with its food, iis domestic
appliances, its housekeeping materials, and the socializing experi-
ence that goes along with the acquisition of these items. Moregver, the
availability of PX products, and their consumpton-inducing prices
encouraged the Amecican employee abroad to buy American raxher
than locai products; it facilitated a level and gquality of consumption
far beyond what was possible for most local residents, in addition to
being beyond the purchasing power of comparable families in the
Ugited States.

The coaspicucus PX consumption of AID Americans abroad, need-
less to say. aroused host-country resentment and skepticism. Thus the
PX ended up transforming a poteniially friendly environment into a
hostile one. The very faci that PX facilities were offered by the
emplover could net help but add to the employee’s latent fear thathe
was starting out in an unamenable environment. On the one hand, the
emplover advised his new recruits prefusely about the necessity, and
even fun. of getting along in the host country culture; on the other, be
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provided comprehensive facilities for staying at arm’s length from
that culture and irresistible price incentives to do so. The employer’s
implicit admission of sympathy for those who found the local culture
distasteful or uncomfortable was more effective in forming the
employee’s feelings toward his work environment than the panoply
of orientation programs. weicome kits. informational pamphlets, and
lectures which told the aew AID emplovee and his family how ta get
to know. be seasitive to, and take part in the life of, the host country. It
is e wonder, then, that AID Americans abroad were criticized for
being cla'mish and insensitive to the world around them; the ageacy
had created strong incentives to be that way.

k_nt’cxsm f‘fhe PX abroad has usually focused on the “ugly Ameri-
can™ who centered his material exisience around the products of that
institution. [ am saving, in contrast, that the very policies of the aid

organization brought out the “ugly” in the American abroad or at-
tracted the more “ugly’ of the Americans to its ranks. Locating the
blame in otganizational policy rather than in the Amerdcan makes it
possible to be a little more ')ptlﬂ’}iSCC about the chances for improve-
ment. [t also reveals he fuvhu of the common recommendation that

i 3 \mericans. ot saturate them

E : i

family. of course, the higher was the progortion of the breadwinner's
salary required for expescditures on th AlD-provided or AID-
subsidized ittems — housing, food, toiletries. children’s clothing,
household appliances and materials. kaueed onesometimes LIPBIJG__
AID emplovee say he would continue to “stay in the field” uati his
children were grown cather than go Dack to AlD-Washington or
another U.S.-based jcb, even if this meant constant uprooting and
even if he didn't really like the field. (Employees assigned ¢t
Washington nermally get no perguisifes inaddition to base salary)

The “iancentive to work abroad” of AID’s speciai allowances and
privi 38\195 then. amounted to moere of an iocentive to people with
certain preferance petteras or family sizes. The employee who valued
insu ation from the culture of the host countzv, or who had a large
family, received a higher real salary than the person who placed less
value on PX products and high-standard housing, and who had a
smaller family. The latter type could notcash inthe vnused part of his
housing allowance or the amounnt of PX spending or 2P0 ordering he
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did not do.™ Family size, of course, was not relevant to the Agency’s
needs. The preference patterns, hgwe rer, were precisely thosa which
the agency did not need or w i which it tried in its orientation

programs 0 modify.
There was one principai administrative reasoa for AID to favor the

provision of PX facilities, housinz comboi ‘fum ture, a'lc

&

appliances: cost 81‘(‘*1")!1’11‘38 that could

use of facilities abroad by military, Af

ve cost lPss

r hizh local
Lanﬁes cost
bmzsezmld

ixties 5{946{*{*‘19599(0@0 migs fscai—:mtoeff,ct
The number of AID personnel at a new or expanded mission often
outnumbe d &mervm i government personael aiready located at a

1" These expenditure economies, however. were prob-

ablv outuw ,:grei by the cosis to the organization »f attracting and
refaining a iess suiiable fype of sigff o '

AlD aed all

recnmmendations for
ble that the agenoy was not taken to task

umprovement, it is remarka
for paying less, in real terms. to its cdvemamus and adaptive techni-
cians than to its security-seeking, foreignes-avoiding ones. The Task
Force Study on Perquisites cited above. for example, did nottouchan
any of the considerations discussed here. Indeed. the “most contro-
versial and emotionally significant fissue! that the Task Force under-
teok to study” was that having io do with the sale of perssonal auto-
mobiles at a profit by U.S. government emplovees overseas. '

The perquisite system was one of those rare problem situations
where an cbvious and easy alternative sxisted: providing the added
inducement to work abroad in purely monatary form, In fact. mone-
tary inducement isalready used by the agency, in the form ofa “post
differential” for some cities. The pObL Gzﬁerentzm is a percentage
increment to salary that is granted when certain aspects of life at the
post are considered zf&cuii; inGuayaquil, Ecuador, forexample, the
post differential is 2¢
inducement far AlD emp

nt. Thus the concent of a purelv mon tar
oyeas 1s not new, although its coexistence

o

oo
oo
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with the other perquisites described above results in an inducement
sysiem that is not mopefary.

ConNCLUSION

Although the foreign aid agency was well-maiched in some ways
with its task environment. some aspects of its pecformance revealed a
serious mismatching.'® The newness of its task aad the uncertainty of

ts task enviroament were best handled by a decentralized organiza-
tmn with less formal procedures. substantial points of contact with
the enviroament, the possession of discretionary power by thoss
having such contact, and an ability on their part to influence policy
and improve their position ia tha organization. As shown above, AID
seemed to have ail this. But decentralization across national bound-
aries brought with it the undesirable result Ofrrau ileua&ou from
the eavironment a functional aspect of or gan nondi life. The
agency itself, of course, added to the preblemiby resorting to a systam
of perguisites that reinforced tendencies toward alienation.

The need for 2 large beneficiary input, along w:th the uacharte

nature of the task. made desirable and pos b the possession of
considerable diseretion by the far-flung agents of the orgar izat'_ou.
f.ike decentralization. howevar, discretion in this setting had its

ing meambers of the crganization

drawbacks. The discretion-ho ii
were. by virtue of rank and geographic location, the type of bureau
officials least likely to adapt and innovate. Again, the problem was
exacerbated by the perverse incentives of the perquisite system.

A multilateralized, donor-couniry-based institution — staffed with
well-recruited and well-trained technicians — would not necessarily
do away with the dilemmas of decentralization apd discretion. The
IBRD exeinplifies this sort of institution, but its professionals have
heen po less subject to criticism than those of AID for adherence to
tragitional thinking ?¢ Among development assistance organizations,
however, the IBRD is coasidered the best in engineering and
sconomic analysis of projects. Perhaps its location in the developed
world has much te do with this particular combination of narrowness
and excellence. {n this developed-world setting, away from the task

snvironment, the mo{esciona; receives more respect, rewards, and

support for being goo d at applving existicg techniques of problem-
solving. As has been seen : b ve, however, such technigues do not
necessarily generate iea:mug about new ways of doing things. Thus
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while organizational location in the developed world may be neces-
sary for bringing together and maintaining a certain kind of profes-
sional competence, it has an important drawback. Such location may
make the acquisition of the requisite organizational skills difficult,
because it almost eliminates intellectual tension with the task envi-
roament.



Chapter Four

THE INSTITUTIONALIZATION
OF QUTSIDE CRITICISM

well known that, from the start, the S foreign aid program

was subjected to coastant criticisin. expressed in congressional hear-

énfm and investigations. GAC audis. m U(‘Kxabﬂ(’ jcurnalism. and
; v

3 Fol:
ar in‘i:eresis wers being jecpardized by tha toesign aid program
i ] als iy at byitss v""‘lpaih‘ r2rs, but
xploring tha effects of the major part of the
crificism: that w i’u i+ vLemmed from tue unpopularity of foreign aid.
The excessive amount of critical atteation focused oa the program
has varicus explanations. Foreign aid was never popular with the
American public; its proponents made unrealistic claims about what
could be accomplished in order to push it through Congress; and it
was politically safe for a politician to criticize the program, since
nongof its activities lay in the constituencies of coileague politicians.
The program’s unpopularity resulted in a series of executive resizic-
iions and amendments io the foreign assistance legislation which
limmited considerably the agency’s room for maneuver, and were often
contrary to the program’s goals.® These constraints, along with a lack
of strong exscutive support for the agency, crealea a kind of year-
round gpen season on the agency for other government agencies
acting in their own interesis or expressing the wishes of private
nterest groups.
The agency’s vulnerability to such incursions was increased by the
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fact that it, unlike domestic money-spending bureaucracies, had no
constituency. American equipment suppliers, for example, were not
the constituency one would expect them to be. They did not appear
aineng iose autside interest groups who supported the foreign aid
bil} when it was annually reviswed by the Cangress. Theugh U.S.
equipment sales to AlD-financed projects were publicized by the
agency in the localities where the equipment was manufactured, this
was more a defease against accusations that foreign aid drains U.S.
dollars away from American goods than the reporting back to a
taithful constituent. When the Senate voted down the foreign aid hill
for the first ime in history, in 1971, The Wall Street fournal carrizd an
aticle entitled “U.S. Firms Push to Get Aid Bill Resurrected’* {No-
vember 3). The article turned out, hewever, to he a description of the
companies and equipment that had received AID financing in the
past, aad it seemed to be based cn an agency information release. The
Hileofthe articles, then, may have beea closer to wishful thinking than
fact?

AlDYs beneficiaries —— the aid-receiving countries — were outside
tbe American political system, and hence could not be drawn upon
for the politicking necessary to gain congressional support or for the
heil-raising necessary to prevent threatensd appropriations cuts. This
meant. in turn, that the program was unusually dependent on a
substantial investment of the executive’s power and prestige.> This

tvpe ot executive support was chronically absent, as noted above, so
that the foreign aid program had neither the normal beneficiary
source of support nor the executive backing to compensate for that
deficiency. Finally, the constant criticism of AID, and the latter’s
vulnerability, made it very difficult for the agency to carry nut its task.
1n 1970, the AID Administrator reported that he had been surprised by
wo things after getting to kaow his organization. One was “the fact
that we have as many good people as we have,” and the second was
hisdiscovery of “an agency that is so largely oriented toward defend-
ing itself against critics.”™*

The unpogalarity of foreign aid and the impact of this unpopularity
on organizational performance ware recognized to some extent in the
official evaluations of the program. Thus some of the recommenda-
tons for change were aimed at insulating the organization from the
sffects of this unpopularity. The proposals for multilateralization and
for converting the aid agency into abank, for example, wsre based en
an explicit recognition of the enfity’s vulnerability to saccessful at-
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tack by other arms of government.s Lass explicitly, they were meanito
counteract the weakness caused by a chronic absence of strongexecu-
tive support during those times when the organization had to do
battle with other governrment entities.

It has been generzally recognized that criticism of the foreign aid
pingram weakened the agency and kept it from doing what it wanted
to do. Less understood is the fact that the process of living with
crificism profoundly affected what the agency waated to do and vwhat
it was capabie of doing. Although official and other evaluations of
foreign aid have sometimes admitted to the debi hratxla effects of
criticism, thev do not trace its institutionalization to the poiat where
one can see that such criticism accounts in part for fauity perfor-
mance. Before elabarating, I would like to make a few additional
observaticas about the nature of the criticism and the reasoos for it

AUDITING THE UNKNOWN, AND Bab BENEFICIARY FEEDBACK

AID had the same problems as any federal burssucracy with money

tospend: the pressure to commit resources; the use of project analysis

rationalize decisions already taken rather than to arrive at deci-
sions: the drumrzing up of business {i.e., the creation of proief‘ts)
ce; and a i

3

havior caused pactly by the conspicuousness of raistakes

ents anxious to keep themselves in exists
b

and the less visibie. less well-defined standards of success. Such
mone, penuzuc bursaucracies are supposad o be kept in check by
the independent eves of watchdog groups like coagressional inves-

tigati ng commitiees, the General Accounting Office, and the Office of
M:macemeﬁ' and the Budget. This system of checks is considered a
healthy and necessary counterbalance to a government agency’s
natural inclinaticn to spend for the sake of epending. o pursue
project mixes cut of joint with the national interest or its duwn declased
goals, or to place first priority on justifying the existence of the
organization. Although the system of checks mayhave been criticized
in some instances for opening the door to undesirable poelitice! influ-
ences. or for its harmful sniping by audit-minded evaluators wha do
not uaderstand the substance of a program, the principle of the
system kas been gensraily accepted as necessary to a weil-functicn-
ing pubiic sector.

The nature of the task of a bureaucracy that spends money outside
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the country is so different from that of its domestic counterparts that
control of it may be quite difficult within the svsiem generally
applied 1o home-based public ageacies. The inciplent state of know-
iedge about the development process and development assistance
techniques — compared to the more advanced development of know-
ledge and standards concerning problems confranted by home
bureaucracies — means that there are few clear conceptions of what is
rignt, what is wrong. and what is incoasistent with the foreign aid
cality's declared goals. Hence the technique of watchdogging a de-
velopment program is. in a certain sense. just as underdeveloped as
the knowledge about how to heip countries develop.® Yet the same
auditors. evaluators, and investigators who check the activities ofthe
home buresucracies are eanlisted to check those of the foreign-
speading bureaucracy, using the same criteria of judgment and
evaluation that have been developed through their domestic experi-
ence. Thus the foreign aid program is often subject to irrelevant and
harmiu! criticism ard, perhaps more important, frequently does not
receive criticism and coatrol in areas whers it is. in fact, making
mistakes.

The distant location of the foreign aid bureaucracy’s consttuency
and projects removes the s

ene of action from the watchdog entities
world of experience. i

)
v do not have a feel for this other world they
must check up on. and hence have 2 hard time judging what is an
acceptable degree of failure, what is an inevitable and unimportant
type of problem, what is a reasonable explanation of a problem and
what is devious. what raises suspicions and what does not — the kind
oifeel that helps guide these investigators through their work on the
home bureaucracies.

The watchdogs seem to compensate for their jack of familiarity
with the world in which foreign aid projects are built by making a
stricter and more comprehensive application of routine check-and-
balance criteria — as if to make up for the loss of one sense faculty by
the increased use of another. This increased tigorousness. of course,
only emphasizes the inapplicability of such criteria to areas outside
the domain for which the criteria were devised. The agency, in turn,
balked at the “unrealistic performance and implementation stan-
dards” imposed not only by the GAQ, the congressional internal
inspection staff, the inspector general of the AID DIOZGrain process,
anid the Office of Management and the Budget, but by the agency’s

gy
et




42 INSIDE FOREICN AD

own auditors. “Application of 1.S. construction and performance
standards to less orderly under-developed country settingfsl.” the
agency complained to Congress, “creates considerable counkry fric-
tion, discourages innovation and penalizes justifiabie risk-taking by
AID; {it] holds the Agency to a publicly damaging standard of
accountability.””

Another reason the agency was vilaerable to snipiag by the watch-
dog entities relates to the unusually large share of its work that was
coniributed by its beneficiary, the reciptent-country borrower institu-
tion. The recipient was partially responsible for designing the pro-
jects to be financed. mobilizing local political support for budgstary
appropriations for local currency costs. and providing the local in-
stitutional averhead. professional capacity, and sheer will that was
essential for carrviag out a project. Hence the aid organtzation was
extremely dependeat on the public it served, but that public was both
institutionally and politicaily outside its control. At the same time.
however, the agency was held completely accountable by the watch-
dog entities for the quality of its ouiput, even though such a large

portion of that quality was bevond its control. When the agency tried

toexplaina problemas the resultofthe failure ofthe recipient country
to do its share. the watchdog entity would tend to dismiss the re-
sponse as excuse-making.

For a moneyv-spending hureaucracy operating outside thecounlry,
in sum, the checks and balances of watchdog entities came iato play
in a peculiarly counterproductive way. AID, inherently vuinerable to
harsh criticism. became more and more preocrupied with protecting
itself from the watchdogs. retreating under the safe cover of close
adherence to standard procedures, and fearing the exposure that
might result from risk-taking and experiment.

The agency was also vulnerabie because it served as a target —ina
way that the State Department never couid — for criticism of United
States foreign policy. Wherever large amouants of money are being
spent, there will be an unavoidable minimum of misspeading, ineffi-
ciency, and graft. The number of possible mistakes in a program like
AID’s. therefore, will be much greater than in the State Department,
simply because the latter does not have to build projects and rely on
cutsiders for essential inputs. The State Department, under criticism,
could at least attempt to close ranks. AID, in contrast, was exposed ot
all sides: the ohjects on which it had spent money were outin the open
for anyone who waated to see. and persons outside the agency who
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had worked an its projects were around for questioning. The under-
taking by the U.S. government of a large foreign aid program in the
ainetzen-sixties, then. brought on fo the political scene a more tan-
gible target than the State Departmeni for the i ng dissatisfaction
th U.S. foreign policy.

As ooted above, AID. uniike domestic bureaucracies, had no
domestic constituents oz whom it conld count for political suprort.
Tials meant that ﬂw agency was deprived of an important source of
s place a tvpe of criticism which was

a

1 and received in |
in the organizatica's internal efforts to promote ch ange and
imnovation. Thatis, when the foreign aid beneficiary felt that AID was
giving him shortsheift, he muttered under his breath and teed the line
instead of “writing to his Congressman.” telling the newspapers,
organizing action groups. or seeking alliances with sympathetic
gioups inside the bureaucracy. He accepted something unaccepiable

as the price of getting tur\,‘gn assistance. and grumbled resentdfully.
THe agency was deprived, in other words. of constructive negative
feedbeck fom its DF;:l‘-;‘i'lCi s because they were outside the political
system. fusi vating fechnician in AID could not
| »ﬂg him argue the case for change
wi;':n:n e connnas of his own organizatica. AID. therefore, had ihe
wacks it was se-

ccriticized by the bencficiary and at the sames time

worst of ‘mfﬁ uf‘"'(b in relation to beneficiary

was 'mt able to enlist these critics as allies in ;attemp‘s to bring about
interzal change. A eaiv criticism-prone by nature, the foreign aid
organization received its beneficiary criticism in a form that was not
usables

Foreien assistance legislation placed a series of constraints on AID
action in the name o fp otecting certain private or public U.S. in-
terests. Although the harmfulness of this type of constraint has been
recognized, as mentonad above, little attention has been paid to the
institutional form it Lock and how it affected the agency’s work,
independeat off'he specific contentof the constraint. The government
entity charged with policing the legislative constraint frequently
ended up having a power over the arganization considerably greater
than the original constraint intended — a power that spread info areas
where the policing agency may have had no authority or experience.
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The constraint itself, thea, posed one type of problem for the agency;
an almost completely zqd ependent problem was the power over AID
gained by the policing entity in the {orm of its {the fermer’s) daily

presence — actual, exoecied, or feared —on the agency s work scene.

"L

A

Although interbureaucratic struggle and atternpted incursions by
ae public sector agency inio the teiritory of another are typical, we
ve seen that the foreign aid agency was peculiarly unequipped for
th strugzle. Asaresult, ittoo often gave in fo the desires of the other
entity or altered its decisions tc aveid expected incursions. Needless
tc sav, this brought oa even more bullying from the cutside. An
from the Treasury Department illusirates the point. [take the
exampie from the Treasury rather than the Commerce Department oz
the Congress, because considerable attention has already been paid tg
the disruptive effects of the pressures of private interest groups
exertad on AID through the latter two. The Treasury, in contrast, was
charged with protecting the public rather than the private interest
i.e., policing activities in any sector which were thought to have axn
agverse ﬁaq on the halance of payments. Constraints imposed by the
Treasury in the name of protecting the U.S. belance of pavments. foi
came down hard on private bus teresis as well as oc
Treasury as e amp . then. tilust ow AlD was under
o -ermmment that createc

= 1 pressures of private

Treasury, along with the Budget Bureau. had whatamounted tc
sower aver all AID projects. This power was based partially or
T3 t ive proceduce established by President Johason in 1965

e president, on advice of the Treasury and Bureau of the
~as \:em‘had o approve all AID projects over 85 million {this
s later changed to $10 million}. Merzover, AID was sup
to consult with the Treasury, the Commere Depariment, the
Xpori- 'muc-r* ‘Eank and the 5ta\~ﬁ D@partment before appromng any
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ee {orm ded forin Spcnon 204 ofme Foreign Assistance Ac .
1961 as amended). Although the stetutory directive to consult with
; sther departments did net confer formal veto powe
. praciice of AID administrators i recent vears has been &
arrive at a consensus with these depariments before approving ¢
the Treasury had vetc power over all Al
hority was based on, among cother things. it
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respoasibility for the U.S. balance of payments. It watched aver the
amount of local-cost financing in a proposed AID loan in order to see
that there was no more of such tinancing than was allowed by law, o¢
than was absolutely necessary. Local costs, unlike doilar costs tied to
purchases of U.S. exports, were considered to result in a net cutflow
of U.S. dollars.'? (Since 1970, the strictures on local-cost financing
have been relaxed somewhat, as discussed in chapter 6.

The Treasury held considerable discretion in the exercise of iis
respousibilities because the severi ty ofbalance of payments problems
vasied and the conditions under which local-cost financing was per-
missible left considerable room for interpretation. In the process of
evaluating a proposed project including lacal-cost financing, there-
fore, the Treasury might have objected te the project on the grounds
that it was not “a good project” and hence was unworthy of the
local-cost financing which, on purely procedural grounds, might
bave been justified. For example, the Treasury threatened for several
weeks to veto an agricultural project involviag the AID guarantee of
financed sales of land to peasants because it considered the project
“politically risky.” This type of judgmeni, of course, falls within the
purview of the State Department, if not AID itself. The State Depart-
ment. kowever, had not considered it necessary o exercise its veto
power in this case, and had already approved the project. Although
the Treasury grudgingly approvad the project inthe end. after several
weeks of the informal teleghone bargaiuing that ofien precedes the
meeting at which votes are taken, it nonetheless did so with the
admonition that AID had “better not do somethins like that agzain.”
Needless to say, the Treasary had neither the authority nor the experi-
ence to decide on such a question.

Another exarmple of bureaucratic intrusion relates *~ e misch-
criticized “additionality” procedures. which wese watched over by
the Treasury and Commerce departmunts. The procedures. dating
from 1564, were part of the program to alleviate the U.S. balance of
payments deficit. Additionality sought to go beyond the concept of
tied aid by requiring that U.S. aid financing result in recipient-
country imports from the U.S. above and beyond what would have
been imported through normal commercial channels, without aid.
The procedures included special provisions written into a number of
loan agreements requiring that funds be used only for imporis in
excess cf the recipient country’s normal marxating requirements (.o,
fertilizer}, the inclusion of U.S. export promaotion as an explicit
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criterion for selecting cap.al projects and commodities for AID
financing, the favoring chapitai projects with potential for foliow-up
orders. and the use of “negative” and “pusitive” lists. [a 1967. AID
started using positive lists *hich limited commodities that could be
imporied undec AID progra.n loans to specific calegories. “For the
most part.” testified AID Administrator Gaud to the Congress, “post-
tive lists are made up of commodities in which the United States is
relatively less competitive, and which we would otherwise be un-
likely to export in any great volume. .. . All of these efforts [to ensure
additionality] except the removal of discriminatory barriers are te-
strictioas on the operation of free market forces.”*

Additionality was resented and criticized within AID. It reguired
the imposition of restrictive procedures on recipient-country import
systems. {t put AID in the embarrassing position of c-ncourag ng freer
trade practices in the recipient country on general economic grounds
while simultaneously enforcing additionality procedures which
amounted to a protection of those American industriss least compeli-
tive in world trade. ©* i mmplirated and slowed down the disburse-
ment of funds. A great deal of AID time was required to comply with
the Treasury's demands that the ageacy prove that “additional” im-
ports had actuslly occurred. that measuies were heing taken to in-
creas such imports. or Jﬂt AlD-financed L.S. imports had not taken
S. impoerts.

nonfinanced

e )1 norm ities o

ace
Altheou g :\LD complained for years about the tncursions of Lhﬂ

ur
addition al ty story was made pubhc &ﬂd pressure applied by outszde
sources that rah “came — and itcame almost immediately. A highly
critical article on the subiect eppeared in the New York Times, '’ the
president of Colombia complained personally to the president of the
United States,™ and twentv-one Latin American nations together
condemaed the procedures in a report presented publicly to the
American president by the foreign minister of Chile. s Iy mediately,a
presidential directive ordered that additicnality procedures be
dropped. The move was announced publicly as a significant conces-
ion by the United States at the annual meeting of the lnter-American
Economicand Soctal Council in Trinidad in juneof 1909. “We wish to
reduce to the extent possible,” Secretary Mever said, “requirements
and pract es axtraneous to development which can impair the qual-
itvof our assistance. In this regard, the President has authorized me to
say that effective immediately the present practice of applying so-
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cailed ‘additicpality’ requirements to U.S. aid will be discontin-
ued.”* Notwithstanding this ceremonious and high level approach
to the end of additionality. AfD missions received instructioss from
headquarters a few months later that they had been advised by the
Treasury that it would continue “to take additionality considecations
1ato account” in decisions coacerning the approval of projects.

In suim, a significant and long-fought-for presidental directive
seeking to protect the foreign aid program would he transgressed ia
day-to-day operations. This was the simgle result of the bureaucratic
power over AID that had been gained by the Treasury in the exercise
of its mandate to protect the U.S. balance of payments. AID had to
“live with” the Treasury. as well as the other government depart-
ments with watchdog mandates, regardless of the scope of the
specific directives that entitled the other ageacies to authority over
A_{D'Y/

Living witH CRITICISM

Criticism and intrusion affected the agency’s performance by
hanging the AID techunician’s concept of what he wanted te do. Ore
€ the best ways to illustrate this result of living with ather govern-

mentageacies is to cite the text ofan unclassified AID memo concern-

ing a proposed loan. In arguing the case for a proposed
loan for long-distance microwave equipment, the country mission in
Brazil pointed out that the loan would result in major purchases of
U.S. equipment. These purchases would otherwise have not taken
place, it was argued, because the American equipment was 10 to 26
percent higher in cost than that of Eurcpear or Japanese suppliers.

The Mission drew EMBRATEL's and the GOB's [ Covernment of Brazil]
attention fo the fact thet AID financing terms would more than offset the price
disadvaniage on the basis of present value comparisons with the shorter
European credits . . .. Because of the higher price of the U.S. equipment and
the lack ofadequate export financing, U.S. suppliers wauld nct be competi-
Hve without the proposed AlD loan. Also. elecommunications sales engen-
~der repeat orders because of the need to standardize on a few types. of
equipment. Thus. this loan would significantly serve the commercial in-
terests of the U.S. by increasing exports of this equipment in the future.’8

{n skort, the concessional terms of the loan would compensate for
the higher cost of the American equipment; and. in the bargain, the
Brazilians decided at a later date to buy the equipment from the
Japanese, partly because of the better prices.
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The notable aspect of this document in termos of the discussion here
is noi’ that a staternent was made identifying the foreign aid program
xplicitly with U.S. business interests, but that the passage quoted

~as not given some kind of confidential classification. The writers of
the staternent did ot think it necessary to conceal this consideration,
express it in veiled language, orclassify it. Afterall the statement was
a perfect plece of “evidence™ for critics who considered the aid
program a U.S. export subsidy in disguise and thought that foreign
aid technicians were working hand in hand with U.S. business
gTOUDS.

Such “cotlusion” is usually expected to take the form of behind-
doors conversations and agreements never comsmitted to paper, cer-
tainly not unclassified paper. Yet, this type of statement exists in one
of smany such documents available to the public. revealing goals that
are directly countrary io the aims of the aid program. [t is ironic that
those who criticize U.S. foreign aid as an arm of U.S. imperialism
have relied on infrequently leaked confidential documents or exposés
of ex-officials in order to document their accusatious, when so much
“evidence” exists in more easily OD'a‘f{ldu!e form.’®

How can one explain the openness of such a siatement, given the

(t)
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12 corresponding fendency to “Coverclassify” what it wrote? The
angwer is quite simple. To the AID bure ucra’: s eyes, the cited state-

agency's hyperseasitivity to critivism, its fear s¥the writtea word. ana
N .
b

e

ment served the purpose of warding off criticism rather than bringing
it down on the ace'}(.y ‘s head. It was nota case of collusion with U.S.
business, bu! of pleasing the Treasury on balacce-of-payments
grounds and the Department of Commerce on export-promotion
grounds. Concern over the Treesury and the Department of Com-
meree, in sum, blacked out the ability oi the drafters to perceive their
own organization’s goals. This uncharacteristic absence of protective
concem is perhaps best explained by conciuding that the one thing
the agency did rot have to worry about was the accusation that it was
subverting its own goals. Despite all the criticism heaped upon the
. Agency, criticism of this particular type wasrare. Or. more accurately,
although this type of criticism had been directed at the foreign aid
orogram from various quarters for some time, it was never the cause of
real or threatened reductinns in appropriatioas,?® of meddling incur-
sions by other government agenciss, or threatenad vetoes of project
proposals by the Treasury, State Departiment. Comrmerce Department.
and Export-Import Bank Although this type of criticism existed, #t
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came from sources outside the coantext of the agency’s bureaucratic
strugzle to survive — i.e., from the recipient countries, the academic
community, and, most streauously yet least known to foreign aid
critics, from within the agency iiself

The criticism of AID emanating from other governmen! entities
singled out verious factors. GAQ audit reports, congressional in-
quiries, hearings, and debaies on appropriations chronicled items
such as inefficiency, lack of proper auditing, misspeading of funds.
incompetence, hostile or other unappreciative behavior by recipiant
countries, aggravation of U.S. balance of pavments problems. de-
creases in the U.S. exportshare of aided country markets. and damage
to specific U.S. business groups. AID, ir short. was never called on the
carpet by these entities for designing peojects that were optimal for
American interests and suboptimal or economically irrational for the
couniTies being assisted in their sconomic development.

The quoted document. then, shows hew AID institutionalized its
toleration of criticism by corming to identify with the very interests of
the bureaucratic entiies which it was trving to fend off. One might
say that the agency experienced a strange case of “displacernent of
goals.”" Goal displacement esually refers o the substitution ofeads by o
means: for example, an organization’s procedures may be observed so
strictly that iis stated goals are defeated. In the case of AID. what doas
the displacing is not the agancy’s own means. converted into ends,
but the goals that belong to cutside entities with interests counter to
the agency’s. The calculated attention paid by the agency to the goals
of others can. of course, be interpreted as the means i ap end:
conforming to the Treasury’s interests, for example, would help the
agency make loans. But [ am talking about somethiog different —
namely, the uncalculated, unrecognized replacement of goals by can-
tradictory ones. This is carried to the point where the bureaucrat, as in
the case cited above, no longer knows that he is transgressing his
organization's original goals and comss to identify easily with the
alien ones. v

There was a significant difference, then, between the specific legal
constraints placed on the agency’s action and the institutional form
these constraints teok. The AID bureaucrat unknowingly came to
serve other masters. This explains, in part, the lack of innovative and =
adaptive behavior in theagency. It was not merely a case of wanting to
be adaptive and inpovative and feeling oaeself constrained from
coing so. Gften, one simply did act want to adapt — or even think of

(s}
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adapting — because one’s goals had become attached i3 concerns
other than economic development. The organization’s goals. in sum,
had been overcome by the struggzle to survive in a hostile environ-

ment.?t

Tar WriTTEN WORD

In AID. as in mqny bureaucracies, one was urged or required to put
many things “io writing.” Moreover, if ooe held a minority pesilion
on a particular issug. one’sstand would sem ; tze
wded with only if it were comu u;.i*" } to official pag;er,
tof a low-ranking technician would suddenly ta‘(
mporiancea being putin writing and distributed liberally within
i c*“' meetings would be baxied to recognize aad
o's dissent. and considerable effort would be

le, if he were not conceded to, to bring h im to a compromise
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g behind it

Some;‘ﬂes the mere writing of a reply would be enough, bursau-
cratically, to contend with i
frontation between disagresing parties, no grappliag with the issus,
and no attempt to come to agresment. The p‘fobiem wouid be put fo
restin the file by putting the response in with it as if the dissenter had
never existed in real life. This might happen when the dissent, or the
dissenter, did nothave enes ugh supporters in positions of power. The
powsr of the written word in these instances was its overcoming of
dissent by deflecting it into channels where it could be disposedef. In
such cases, the written word drained the dissenter of power, since he
had entered a game in which it would be easy for the other side tc
claim a false victory.

e issue. There would be no verbal con-

abcut verbal cor*frontatlom and grappiing with issues. '1 is usuail
happeaned when the written dissent. which had previously gone up-
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heeded, attracted the interest of otherwise uninvolved superiors. In
this case, the written word conferred real power on the dissenter.
Writing was mlportan_, then. not only because it was required. but
because it could be an instrument for gaining recognition and lever-
age. Writing was of special imporfance 1o the agency, moreover,
because of the newness of the task and the corresponding lack of a
literature on how to go about it.

Although the dissenting ALD technician vmuea the written wor
aninstrument for being heard. he had. at the same time. a considera-
ble fear of it. His fear was based oa the repercussions that his writing
might evoke from superiors. For writing what he considered a
strai ghtiorward description of a problem or a balanced evaluation of a
project.an AlD technician might be remonstrated with, “What would
Cengress or the GAO say if they got hold of that!?” The techaician
himself. moreovar, had been made aware of the real and expected
critical scrutiny of AID by other government entities. He knew of the
possible harmful repercussions on the organization that his openness
might cause. in the form of reprimands. more covstrain ring directives.
an ensuiag decrease of flexibility, and ultimately, the specter of it
creased public hostitity leading to reduced appropriations. In trying
to putdescription ordissent dov.-n on paper. the AlD techni

. .
vight someday beused by &

3
aas

to betray his agency

The AID technician, then. sat before the typewriter with a sense ot
the power of his words and his respoasibility for articulating his
ideas, along with a tremeadous fear of his own writing. When he
wanted fc make a written contribution, he was constrained by the
feeling that he might be betraying his organization or the people
around him. Weords were toned down, thoughis were twisted, and
argurments were left out, all in ocder to allaviate the uncomfortable
feeling of responsibility for possible bet rayal. The writing was

finished with & sense of frustration at no* having articulated an argu-
ment as fucidly. honestly, and convincingly as possible. Such a situa-
tion musthave resulted in a certain atrop*ly of the capacity for written
communicaticn — and, inevitably, for ali communication through
language. 2

The writing p oblems described here are characteristic. to some
extent, of most public bureaucracies. AID was different, however,
because the Geoclapulcaf distance between headquarters and the
field, as well as beiween field offices themselves. made the written
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waord necessary for communication. Writing was necessary, in shorl
forthe actual veiating of things, in addition to its standard bureaucrs
tic function of recording verba! agreemenis. At the same time. how
ever, writing was risider in AID because of the excessive vulnerabilit

of the agency to criticism.

The nature of the writing problem in AID and the reasous for it za
be better understood by comparing it to the writing of the Stat
Departmment’s Fersign Service Officers in the field. Foreign Servic
writing was aiso characterized by forced resiraini and veiled lan
uzzage. Feared repercussion was due in thiscase to inaccurate analysi
ton-steongly worded disagreement. A flair for writ
eless considered a valuable talent in the Foreig
[ the officer’s work, after all, amounted to journalisn
iding of political events, describing the person
le politician, conveying e atmosphere of

s narrative talent wauld oftes
oted by his colieaguss. and such {acility at writing
in promotion.” Writing was a much more functiona

Service Officed’s job than it was for the Al

citudes toward writing were a result of the di
ionin the two ageacies. (o th

one wrote as a dis

20 COMMUNIC

ctally at lower

ate observer of a strange and unpredictable world. Even if it did rio
bear oa a current policy decision, the well-written account was com
mended. [n the AID mission, in conirast, one took to the typewrite
not to describe the world outside but to bring considerations to bea
on decisions in one’s own organization. One discussed what the
organization and its projects were doing, and what they had done s
the past. AID writing, in short, was much more self-involved tha
writing in the State Department. where one did not have to worty tha
the people being described would ever read what was written abou
them or their country. In AID writing, one rarely saw the lingering
descripiions. theamused disdain. or the adjectival abundancecharac-
weristic of Foreign Service reports. The AID technician was writing
about the doings of himself, his colleagues, and his superiors.
As a conseguence of these differences, State Bepartment files con
arich chronicling of political events as they unfold in importan
and unimportant places abroad. In AiD. in contrast, there is a paucits
of good reports on the valuable development experiences livec

oo
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through by the organization’s personnel. Ironically, the State De-
partment is often said o overdo the chronicling of events, in relation
& its need for such mput in decisionmaking. > The foreign aid pro-
gram, incontrast, had a profound need, which it could not fulfill, for
inside writing about what it did.



Chapter Five

THE ABUNDANCE
OF DEVELOPMENT ASSISTANCE

t appears to anvone who has spent much time in a development
assistance organization that people are making decisions as if aid

funds were abundaant. How can this be. when everyone eise knows
tow truly scarce development assistance is? How can this happe:

when the borrower counirv is constantly facing problems caused by

en one of the major

o is to alleviate problems caused
by this kind of scarcity? — when lending institutions have made
painstaking attempis to prevent this from happening? Are donor
organizations simply promoting their own growth, in Parkinsonian
ashion, appealing to conscisnce-arousing arguments in order to
squeeze more money for themselves out of their sponsors?

The answer tc these questions lies in the organizational faciars
described in this and the foilowing two chapters. Aid scarcity and
abundance both exist, if one defines each with respect to different
contexts. The more familiar scarcity of developmentassistance refers
o aggregate amounts of resources required and supplied —a scarcity
expressed in the well-known estimates of forelgn exchange orsavings
“gaps”;in the calculationsof development assistance as a percentage
of the denor country’s national product; and in the target growth rates
proposed as necessary for recipient countries to achieve “seif-

sustaining growth " which are cates that require a certain level of
g gro . e rates that reqguire 2 o

Peop

utside assistance.

o

2
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The less conspicuous “abundance,” in contrast, refers to the in-
stitutional environment in which the capital transfer takes place. As
will be shown below, the donor agencies have certain goals, proce-
dures, and standards of performance gs organizations which inad ver-
tentiy conribute to a tacit concepiion of the supoly of development
assistance funds as unlimited. Given the real scarcity ot development
assistance in aggregate terms, this organizationat ambience of zbun-
dance ~esults in a highlv inefficient allocaticn of resources.

My purpose in drawing the distinction between aggregaie scarcity
and orgaaizational abuadance is not simply to show that organiza-
tions are worlds uate themselves. whose actions may or may not be
related o the goals they are suppased to be serving. Rather, [ want to
show how the “inside” conception of development assistance as
abundaat evoived while the rest of the world was perceiving it as
scarce; how this conception has adversely affected the performance of
donor organizations; and how it has coafributed significantly to prob-
lems which are usually traced to other causes.

The “abundence probiem™ has two different causas, which rein-
force each other substantially: the limitation of financing to mainly
the fereign-exchange or import costs of projects, an c’ the pressure on
denor organizations to lend all the resources theyv can command. The
fimancing of o v import costs is a policy problem. am‘ henne of

more obvious resolution. The organizaticnal problem
nature ofa bureaucratic ,;henomvnon wiich is leltL;t to modifyand
mmight require radical change in the institutional form of development
assistance. The aid reripient, strangely enough, alss participates in
tbe perception of assistance as abundant. and thus contributes inad-
ertently to the pr ob em performance of donor organizations.

One of the most well known of the policy constraints placed on
AlID’s actions was thatrequiring the agency to finance only the foreign
exchange or lmport costs of a project. This policy has received rauch
attention and criticism. and as a resuit it has been modified to a
certain extent {see chapter 6 for a discusson cf this question]. It has
received part of the blame for overly large projects and their corre-
spondingly high equipment or import components. Whetner or aot
the policy will be modified even more in the future. it has at least been
sighted as a problem«causer and given its share of the blame for bad
performance.

It is surprising to discover that as this particular policy has been
changing. the tendency toward large import-intensive projects seems

i

more 1a the

(4)

.
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to have continued unabated. Morsover, the tendency is as strong — if
not stronger —in multilateral organizations like the World Bank. This
teads one to suspect that the policy counstraints of the U.S. program
may not be the proper culprit in this particular problem. Since the
same cutcome OCCurs (n organizations living with policy constraints
quite different from the bilateral AID. and since the probiem persists
despite the medification of the policy. nne suspects that the policy of
ficancing import costs might not account on its own for the sirength
of the bias toward large capital projects.

The problems caused by the policy of financing import costs have
already been chronicled in the literature of foreign development
assistance: there is a tendency for hoth donor and recipient to gravi-
tate toward projects with high foreign exchange components, or large
projects whose foreign exchange component may be small as a per-
centage butis farge in absolute value, or project designs that require
more imported equipment than others. or to encourage the importa-
tion of equipment that could be made in the recipient country.? In
short. foreign exchange items are selacted over local currency items
as if the former were less scarce.

This reselt occurs {n conjuaction with a less obvious and less
remarked upon buresucratic phenomenon that favors large projects

over smali ones. The output of this ps r
organization, that is, seems to have bewn defined in terms of
amount of rescurces successfully trausferred during any period;
inputis thestafi work. measured in time, necessary to transfera given
amount. {f one is financing projects. the staff input on any particalar
project will obviously ot increase proportionately with the amount
of money to be lent. for there are organizational economies of scale in
the size of the financing. A larger project requires less staff time per
dollar transferred than a smaller one. so there is a tendency for the
financing organization to gravitate toward larger projects.® This ten-
dency exists. mereover, even in organizaticns not under the pressure
of an annual appropriations funding mechanism — i.e.. the need to
~getrid of the money™ before the end of a fiscal year. The phenome-
non is just as characteristic and problematic in the multilateral or
bank-type lending institutions so frequently proposed as a better
substitute for U.S. bulateral lending.

The definition ef arganizational output in terms of resources trans-
fFerced may be seen as one source of the problem, since it can cause a

quantity-at-any-cost approach to the task at hand. Yetthatis precisely
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the way the task is defined in the development assistance business, a

point [ return to later. Suffice it to say here that this conception of

output pervades the standards of procedure, the incentive system. the

career motivations. and the work environment of the foreign assis-

ance entity. Part of the problem, of course, is a result of raits that are

und in many public secter bureaucracies. just as substantial a part is
waique o the foreign assistance organization.

Analysts of development assistance have recognized to a certain
extent the problem of organizational econemies of scale in project
lending and the resuiting siowness in resource flow and bias toward
larger projects. To deal with the problem, they have recommended a

- sireammlining of procedures or. less commonly, a par’xal or complete
abandonment of the project mechanism in favor of “program loans.”
These are large loans for general commeodity imports, based on a
negotiated agreement with the reciplent country as to the steps it will
take in fiscal and monetary policy: they require close monitoring by
the denor of the recipient’s performance in these areas. Both the
pragram loan mechanisi and the recornmendatioss for sireamlining
the project lending mechanism can be seen as atterapts to overcome
the sfowness of the present resource flow.> The measures are not
usually defended on thess grounds, however, nor are they always
proposed as a response to this particular problam. ngrezm ?:ending,
for example. is wsually presented as a more integrated and com-
prenensive “‘planning’ approach fo development assistance and
economic development than the “hit-or-miss’” project system.?
Streamlined procedures are usually proposed as solutions to prob-
terns of recipient-country irritation. bureaucratic red tape, over-
sophisticated techricai choices. and inudequately sensitive
techaicians.

Although these iafter factors are no doubt problematical in their
own right. the particulzr phenomenon Tam discussing has been left
somewhat in the shadows. T"! it is, although the problems caused by

rganizational econcmy of large projects and by the financing of
mainly impoert costs nave each been rtecognized separately; it has
never beea shown how the combination of the two has pervaded the
nvironment of the donor and borrower organization. Before discus-
sing this guestion at greater length, it is tmportant to stop here and
describe more precisely the decisionmaking that makes development
assistance funds look abundant and leads to large projects with large
import compoenenis. The following section provides some detailed

r-r) —*
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exampies of this kind of decisionmaking. Chapter 6 shows how the
policy of financing mainly import costs contributes to the perception
of abuncance. pariicularly in the borrower: and chapter 7 examines
the nrcan‘ﬂno ral phenomena which coniribute to that perception in

r

¢ {ending institution.

ABUNDANCE ¥ ACTION. SonE EXAMPLES

¢ type of organizational behavior | want to illustrate is Guite
usive. Development assistance institutions do not deliberately pur-
sug impori-maximization policies or favor large projects. To the con-
trary. they carefully screen proposed projects to make sure that the
design is most efficlent under given coaditions. Moreover. whea
deciding to finance a specific project, they ofien require ot encourage
the Do:row er country to undertake general policy measures that will
fimitits foreign exchange requirements or stimulate local production.
Similerly. barrowers do not devise public investment programs that
purpossly maximize foreign exchange components and large pro-
j:acf* 6ot do they deliberately pass up local producers to import the
aid-financed good. The mechanism [ want to iHustrate, mther, oper-
atss alu@>f invisibly in both lender and borrower influencing in-
ing factor groportions. where to buv.
¥, what to bui igto build it. and when. Hence it is
necessary o descend to the level of small decisionmaking, of subor-
2 ther than superiors. in order to discover the workings of the
echanism and to understand the probiems it causes.

numerabie decisions

g

The Turbine-Generator Story

In 1967. a state-owned power company in southern Brazil ap-
proached the AID mission in Ric de Janeiro shout financing for a
250-megawatt. 3110 million hydroelectric power piant, Passo Real.

The installation of four 63-megawatt units was to be staggered ove
seven years in accordance with demand projectioas, the last itwo cinits
constituting peaking capacity.® The AID mission was interested in
investigating the possibility of a {oan for approximatelv $18 millioq,
bui “leil that seven years was too long a period in which to stretch out
ican disbursements.”® The mission therefore explored thealternative
- financing the instaliation of enly twe of the four units, amounting
to 123 megawatis. it was decided, however. that this alternative
fit reduce the atfraction of AID financing of the project since the
installaticn of 125 megawatts weuld require only two turbine-
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generating machines.”” [n short, the foreign exchange compeoaentofa
32 5-megawalt project would bs too low {a lion}
cptimal length of time for phasin
ity would be too loag?

In an attempt to make the pr(}ject more e

year. and Unit Z\f‘ 1 b\ two vears.”® _‘
following section.) Moreove
ment to be imported for a ’)«‘J‘ mezawal
miliion worth of items which coul {
amount. 37 million was to b "Qr imanrtad

i
hmxever tba? the generator a'1d turbine manufacturers would prob-
ably resist, through their manufacturers’ association, the attempt to
import the eguipment.

Although the borrowing company did not mind buying both types
of equipment in Brazil, it knew that this would mean $7 million less
ahighlv-prized tvpe offinancing forits proiect. It wouid have to ma
1»9;)«;3? effort to raise those funds on the locai :
Be a difficult task. of course. given the fact that aeither a private nor
pubiic capt narket exi £

Lixe manav state-spors anlerprizes. more-

veloping couniries
over. the company had had difficulty in generating its own capital

funds because of the political G"}‘Cu; ties of obtaining rats increases.
Finaily. it had already exhausted official domestic foan possibilities
when it obtained a $35 million local-cost-equivalent loaa from the
official development bank. Tt must have been clear to the company.
then, that it had a much better chance of gatting the prolect undertak-
en in the first place if it were to instail the 230 megawatis all at once,
and if it were to import as many of the turbines and generators as
oossible.

Oa the turbine-generator question. the following seguence of
events-occurred. Ina few previous similarcases in which the Brazil-
ian capiial goods indusiry might have been able to supply a signifi-
cant amount of a financed project’s equipment r@quxrc,mems the
mission had suggested that the borrower pursue a “fifty-fifty” bar-
aining approach with the industrial association tepresenting theix

pital goods industry (ABDIB}. with respecttoany oq”?r\mentop the

Q Q

pcrt list which could be produced locally.i* In this case, the mis-
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sion suggested to the poewer company that because locally manufac-
tured turbines had a higher import co-tent {roughliy 50 percent) than
did the generators, an agreement be sought with ABDIB to buy the
generators in Brazil and the turbines abroad. {The 250-megawalt
project required two generators and two turbines.)

Although the company had originally stated that it was not averse
to buyving all the equipment in Brazil. it accepted the AID suggestion.
since it knew that the probability of obtaining a greater amount of
firancing would thereby be considerably increased. Whea broaching
the subject to ABDIB, however. the company found that the turbine
manufacturers were not willing to accept an arrangement in which
thev iost and the generator manufacturers won. [t was then suggeste
by the mission that the turbine order and generator order each be
ted egually between Brazil and the United States, ia order to
avaid the vetoof the local manufacturing group that got nothing. The
company, however, consideced this solution difficuli to

3

2

\
~cept:i- would mean separate maintenance, raining. and spare parts

fo~e1.. ~rand of equipment. Hence the company sought to convince

AZIt - allow the generators to be purchased in Brazil and the

however. and so a aew

v devised by them and the power company.

e formula, the turbines could be imported, but the
o

‘ith a Brazilian firm. The local firm’s contribution to

the cquipment would have to be greater than a certain
hich would be fixed according to the past expecience of
ine manufacturers in coliaboration with foreign firms.
-3s rouch dehate over what the Srazilian percentage should
he. The turbine manukb-cturers argued for a precise figure, rather than
a rangs, > ¢ of their belief that the senior U.S. partner in such a
venture vould concede *them only the lowest extremity of any range.
The gower company and {3 angineering consultant firm [also present
at the meetings and the subsidiary of a U.S. engineering consulting
firm} argued {or a lower percentage expressed as a floor rathesthan a
range, fearing that a higher fixed percentage would saddle the U.S.
senior partner with an intclerable degree of inflexibility. Discussion
alsoranged over whether the percentage should be expressed in terms
of value or in terms of quantity »f compornant parts. The value ap-
proach was mistrusted oy both sides as an racentive for the U.S. or
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Brazilian firm to iaflate its costs in order to win a bigger share of the
fixed value percentage. The component-paris solution was consi-
dered extremely complex: would an estimate be based on the weight
or pumber of the Brazilian-rnade parts in past Brazilian turhine pro-
duction?

Another problem was that Brazilian terhine manufacturers’ past
relationships had besn with European producers — as subsidiaries.
affiliates, or licensees — and thev were not pleased with the idea nfa
forced partnership with an unkocwe U.S. firm. The terms of the
collaboration were finally agreed upoa. although grudgingly. Several
menths later. afier the loan had been approved and signed. and
bidding was onened, considerable delay and trouble occurred be-
cause of the requirements concerning Brazilian participation placed
on the bidding U.5. firms.

I reserve comment on this example until the end of the sectioa.
Suffice it to say at this point that an unfortunate aspect of the bar-
gaining process described is that price does not enter as une of the
bargaining variables.’ Since iocal costs cannot be financed by
foreign aid loans. competitive bidding between the local and foreign
producer is not possible. Unlike the competitive bidding which the
bargaining process replaces. price has no relevance; the buver (the
borrower) and the supplier{local industryv) are concerned not with the
cost of what they are buving and selling but rather with dividing up
the markst in a way that wiil win them the foreign financing. Gf
course. the borrower will conduct separate competitive biddings for
its local and foreign purchases subsequent to the bargaining process.
But price considerations have stifl not been allowed to impinge upon
the foreign-domestic purchase decision.

Even though local industry has been brought to a bargainiag table
in these cases, it has not been encouraged or forced to us> price as a
bargaining tool. This is an important missed opportunity in a de-
veloping couniry where local industry is often characterized by
oligopolistic high-cost patterns that frequently originate in, and are
perpetuated by, protective tariff policy. Donor entities themselves
often criticize the high-cost structure of local industry as develop-
ment-stifling, and they exert pressure on borrower-country govern-
ments to make policy changes which allow the “fresh winds of com-
petition” io sweep the iocal manufacturing scene

Local industry does not resort fo price as one of

-ty

Fe et
tne instrurnents for
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bargaining its way through this particular situation probably because
of the unusual form that such price competition would take. That is,
all parties invelved kasw roughly what amoeunt of foreign exchange
would have to be consumed by the project in order to make it worth-
while for a foreign loan. Thus if one local producer of a certain item
did geta partof the local share ofthe pieby offering to reduce his price
relative to foreign price, then some other local producer would lose
his place in the fixed local share.

[n other words. the price cutter’s gain is not made at the expense of
the foreign preducer of the same good, who is absent, unknown to the
local producer, and not expected t¢ exercise powers of oligopolistic
retaliation. Rather, the loser turns out to be the highest-cost {relative
to foreign price} local producer of another item to be bargained upon.
He is a member of the price cutier’s own association. and his product
{thelcser's) i likely to be noncompeting or even complementary — as
in the case of the turbines and generators. This may explain why the
bargaining process described has not evolved on its own into a col-
luding variation of competitive bidding. For the price cutter hurts a
feliow producer. even though the latter’s noncompeting gnod lies
sutside the normal concermn of an oligopolist's market-dividing pur-
suits. This particular bargaining process. then, spreads the pall of
oligopolistic pricing beyond its usual domain—or. at least. blocks an
incentive for local industry to cut its prices.

2 financing procedure that results insuch an ad hae bargain-
ing group, and given the often nligopelistic nature of the local indus-
Ty invoived. it is unfortunate that once the donor organizations
violated the market mechanism. they could not go one stes further
They might have used this cumbersome vehicie of market-dividing to
infroduce price incentives as criteria for determining which local
industries would compose the local share ofthe pie: the lenders could
hzve agreed to sirike from the import list those items of lowest price
relative to foreign price. They might have thereby reconstituted the
warkings of competition in a rather bizarre way. perhaps even more
efiective than traditional competitive bidding where circumvsntion’
is easily achisved by oligopolistic bidders. {nstead, the opposite oc-
curred: the structure of foreign lending encouraged local collusion on
the projects it financed by providing reasons and occasions for local
producers — many of them antagonistic to each other — to come

together and lsarn how to divide up 2 market amicabiy.
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The Size of the Power Plant

I draw heavily for examples on the power project in southern Brazil,
not because it is unigue, but because it iccinctly d‘uscras.es 2
general poenomenon [ observed &t one stage ¢ ther in vartous
donnr—*’inanced DZOiPCtS {refer to ancth i

case.
it was mentione
that the power com
megawatls within
at the same time
for only 125 meg‘

reviewing of demand forecasis and co

st civo' the f‘entpr«outn re
“‘Tef“

TN
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of the financing entities, the [BRD. It was hoped, finally. that this
experience would help the Brazilian power sector i0 become self-
sustaining in planning for the future needs of its power syster.

During the period when the mission and the power Company were
examining the 125-megawatt question. it became known that the
CANAMBERA report would recommend the immediate installation of
only 125 megawalts at Passo Real — rather than the 256 megawatts
favored by AID. CANAMBRA would further recommend that when
peakxing capacity became necessary. it would be most economicaily
installed not at Passo Real but at Passo Fuado. another site that had
been worked on SDoradmadx in previous years. Upon learning of the
impending CANAMBRA recommendation, the mission and the
poOwWer company quqested that CANAMBRA and the Ministty of
Mines and Energy consider changing their recommendation ta th
following: {1} install the peaking capacily at Passo Real instead of
Passo Fundo, and (2} explore the feasmzmv of including the addi-
tional 123 megawatis fpeal\ms capacity along with the original
izstailation of 1235 megawatts at Passo Real.

The justification accompanying this request was that | {
would be awiigble in cae fu'rm swin for all 250 megaw

1]

ture i‘dfp w ')md eatail the up
i at would be much mo
incrermeandal investment rkmu-red to add two more seis of

f generators
and turbines to the already oxis g installation at Passo Real; and (3)

the inevitable delays that were hound to accompany the loan applica-
tion: procedure and subsequent constructmr} would most likely bring
the Pusso Real project into service at about the same time for which
the need for peaking capacity was projected.
The requested change was respoaded to affirmatively by
ANAMERA and the ministry after a three- or four-month delay,
Rich intense discussion and dissension took piace among
overnment power enginegers and economists asked to anaivze the
eaiest. Some felt that the change was not justified by the demand
orscast, that the second 125 megawatts of capacity would therefore
stalled before it was needed, and that they were being pressured
minisiry to provide a “spurious’ technical justification for the

al
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cha“g i order to obtain foreign assistance that would be a polit
feather in the ministry’s cap. Others felt that the difference betiveen

he aificiency of the two alternatives was not great enough to override
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the consideration that financing would be available in one lomp sum
for one alternative and not for the other.

in justifying the change, the AID loan paper rec o'nmeuded that Lhe
ioan agreement require AID approval of any future decision by the
company to undertake construction at Passo Fundo. The requirament
was desired because Passe Fundo, like Passo Real. was a favored
project in state politics, and it was likely that the staie-spoansorad
power company would be subject to political pressures to undertake
it. Moreover, the company had a leag history of su brwatmrx to public
works politics. {t was in a weak financial position bec-use of its
gverextension in coastruction of doubtful projects nd because it had
not been aliowed by the state government to charge a rate high
enough {0 cover its costs. The AID loan for 256 megawatts at Passo
Real was eveatually approved and signed. Shertly thereafter, the
company decided to apply for & ioan ior Passo Fundo. which it
cbiained two years later from the [nter-American Development Bank.

Suppose the story of the decision to iastall 250 megawatts at Passo
Real had come to the atteation of outside observ Budget Bureau
economusts, Congressmen, Peterson or Rockefeller report-writers,
students of development assistance, muckraking journalists, sym-
pathetic development techniclans, critical Latin Americans. [t conid

have been looked upca as fotaliv reasonable. because of the accom-
panying demand and engineering justifications; or it could have been
cited as an example of inefficiency, incompeteace, or dishonesty on
the part of the parties involved. This is exacily the type of criticism
that has been leveled at development assistance programs. with the
accompanying recommendation that the quality of personnel be im-
proved, better technigues of analysis be developed, and the program
be better protected from the pressures of U.S. manufacturing groups
interested in selling products abroad {e.g., doubling the size of Passo
Real almost doubled the amount of U.S. equipment imported).
From an organizational point of view, however, all parties involved
werenctonly acting quite efficiently, but they wereeven pursuing the
stated goals of the institutions to which they belonged: they had
selected an altercative that could be justified technically, and their
solution favored the cause of development — given the constraints
imposed upon them.' From AlYs point of view, the larger project
kad more chance of being shegherded through the agency and ap-
proved. [t represented a more efficient use of the agency’s administra-
tive capacity, since ouly import costs could be financed and since the
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loan application procedure and subsequent project monitoring was
elaborate and time-consuming. For the power company. the doubling
of the size of the proisct and the premature ms!anaflou of the third
and fourth units was a smell cost to pay for the correspoading in-
crease in the prohability of ebizining financing for the first 125

megawatis a;:d for the ser(md two units which would have to be

instziied sooner or later. For the Brazilian government - trving to
ration its scarce domestic resources among competing invesiment
demands inarapidly growing public sector — any form of financing

for Passo Re:i would te welcomed, since it would eliminate one
source of dem '14 for public investment funds.

The costs to the economy of this type of decision are obvious: {1} in
a oapitai-scarce counfry, a jump-sum investment was being made
when the demand forecasts and the technology of the project o fered
the opportunity for staggered development — an opportunity seldom
i projects. whose technoliogical indivisibility

encountered in ap ital p
frequently resuits i CSH}, excess capacity for some time; {2) a state
i nake off a hmor}’ of financial prob fems and

projects was encouravﬂd 0 ur!t*ﬂrta;'(e 3

of expediency. there was tampering with a k‘/meermv nftmrm* to

1 i planning into the powersscior—the
idered vital fo the protection of elecisic
sures to build uasound pro-
educed the credibility of the
planning attempt in the f Brazilians engaged in it. It
reduced the credibiitvoft edeveiop ntentities who. despite their
anning effort. were the first to

c
jects. 1'1» tampering, needless to s
e or t

5
M

promotion and financiag of t
subject it to the ¢ pressures 1 was meant (o resist.

Omne impoertan tqruesticn has been glossed over: Which decision was
best froma strictly technical pointof view — the 125 megawatts or the
230 megewatts. the arbmes manufactured in Brazil or those made
abroad? As can be gathered from the siocy, a respectable technical
defense could be made for both decisions in both cases, without
recourse {0 arguments concerning private and social costs. In the
turbinecass. any p ob lem of local inexperience could have been dealt
with, as is normally done, by requirirla performaﬂce bonds andlor

>
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represented a moving-about among technically respectable alterna-
tives, goaded by the incentives and disincentives of foreign assistance
procedures. {n this instance. the goad was the decrease in the “"price”
of using imported equipment. triggered by the knowledge that the
amountoftheloan and the probability of obtaining it would be greater
if more equipment were imporied.

The cne and only techaical choice rarelvexists. This is particularly
apparent in developing counfries, where knowledge about how
things work is incipient, and where uscertainties are greater about
the future and about rescurce availabilities costs, and returns. Even
though few technicians would argue this point. technical choices are
aevertheless frequently defended as if they were the one and ooly
solution; correspondingly, project analysis technique is looked upon
as the path leading to that unique solution. The more that instituticns
must justify their choices publicly. the more ohscured are the under-
lying factors that tip the scales in one direction or anothasr, and the
more prevalent is the impression that there is such an absolute as the
“irue” technical choice. Contributing to this impression is the em-
phasis glaced by donors on cosi-bensfit analyses and engineering

iving for technical exceilencs emphasized in i
mendations of efficial reports on development assistance implies that
the more sophisticated the engineer and the economist. and the more
eifort that is devoted to devising sharp instruments of analysis, the

Michelangelo's statement that the art of sculpture consists of chisel-
ing awav at an amorphous block of marble until one “discovers” the
perfect form embedded in it. Alsu implicit in the recommendaticns
for better-designed cost-benefit analyses and more sophisticated
economists is the belief that the resulting choices will come ts ap-
proximate the rationality that would have been spoataneously gener-
ated by the workings of a Smithian hand in a perfectly competitive

But as the last two exampies show. there are nc rock-bottom truths
waliting to be uncovered by project analysis techaiques. Buving the
turbines or even the generators abroad was technically justifiable. just
as was their purchase at home. To buy the equipment abroad. how-
svar involved a lost apportunity to assist the local manufacturing
sector in doing what it had not done before. Local purchase would

" 1

have made it possible for local industry. the next time around, to build
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a 76-horsepower Francis turbine by itself. Likewise, the decisions to
install 250 megawatis instead of 125, and to execute the project in five
vears instead of seven, were as technically justifiable as their oppo-
sites. But the 230-megawa.i, five-year decision meant a greater cost,
economically and institutionaily. It involved a meddling by assis-
tance entities io recipient-country decisionmaking and increased
skepticism about the use of analytical techniques in project selection.
The policies and organizatopal structure of development assistance,
however, had determined that the “true” techaical decision lay in
importing the equipment and building tke plant jarger and faster.

Highway Maintenance Equipment, and the Earth vs. Rockfill Dam

Another brief example concerns the designing of a $31.5 million
highway maintenance equipment loan for the three southern states of
Brazil. The equipment list drawn up by AID mission engineers was
based ou an equipment-per-mile ratio higher than that in the United
States.t6 From a technical point of view, the justification was sound:
{1} the roads s be maintained were ia such poor condition that a
major catching up would be necessary before routine U.S.-type
maiatenance could be carried out; {2} rainfall was heavier than in the
United States; {3} tratfic on earth and gravel roads was much heavier
than U.S. traffic; {4} legal axle loads exceeded those in the United
States, thus requiring heaviec maintenancs; and (5} Brazilian main-
tenance personnel were less skilled thas their U.S. counterparts.
Moreover, the program was based on the goal of “optimum mainten-
ance” for a {arge percentage of the roads — i.e., maintenance of the
road at its origineal design standards and performance. By the tHime the
roads were in a condition good encugh for simple routine mainten-
ance, it was said. much of the equipment would be spent and re-
placement could be scaled down to a level consistent with routine
maintenance.

Meedless to say, the techuical logic of the solution excluded other
important considerations. For example, was “optimum mainten-

ance” a desirable goal in a country with much less capital than the

United States, where this stasdard was formulated? Also. would
faltering maintenance divisions in highway departments with a peo-
chant for construction be able to absorb such a massive dose of naw
equipment and such a spurt in the intensity of their maintenance? Or
would some of the abundantequipment be siphoned off into highway
construction, as had happened in other maintenance loans, thus
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reinforcing the vicious circle of construction-without-maintenance?

There was no reason for the AID engineers or their counterparts in
the Brozilian state highway departments to he ancouraged or forced to
include these considerations in their reasoning. As far as their organi-
zational context was concerned, the more equipment the betfer. For
the borower entity the larger the equipment list, the better the
chances for getting financing. For the lender entity, the chances for

“produciag’ a given amount of capital transfer would be greater with

alarger equipment list. Asusual, the positive correlation between the
siza ofa loan and the possibility of obtaining or making it was related
to the imported equipment list through the policy of financing maialy
forsign exchange costs: maintenance was more equipmeant-intensive
than construction. which requires much more local expenditure on
materials and laboz and equipment was an importable item, espe-
cially i it were sophusticated, and hence unlikely to be produced
locally.

One clearly sees the large-project large-import bias in the file
memoranda that chronicle the evolution of this loan. Early in the
negotiations between the torrower states and the local construction
equipment manufacturers’ association [GEIMEC). it was argued by
GEIMEC that the original impart list should be reduced from $35.5
millica to $11.7 miliion 1o eliminate imported item:
produced by local tndusity. The AID mission falt, however, that “this
would place too great a burden on the {three] states to finance their
share of the program which already includes the purchase of other
Brazlian manufactured equipment.”*” A transfer of items trom the
Import to the local-purchase list, in short, would mean less AID
financing to the borrower. 18

In g draft letter to GEIMEC, AlD argued that “the currently proposed
equipment purchase program as medifiad by GEIMEC's recommen-
dations would seriously strain the highway budgets of the three
states. ... it may be necessary for the states to negotiate with the
Sindicaio [GEIMEC] and national ind ustry on areasonable division of
procurement between imports and national production which recog-"
nizes the limited financial resources of the states.”!® AIYs “basic
strategy” on the equipraent objected to by GEIMEC was “‘to remain
firm on large items and bend on smeller ones if necessary, so as not to
place an undue burden oa financial capacities of states.” 2 It was in
the interest of AID and the southern states, in sum, to get as much
equipment in the loan, and as much locally produced equipment on

y
e
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the import list, as possible. Thix interest was nota matter of policy but
of the necessity to “‘produce” :s organizations.

The last brief example is taksn, again, from the Passo Real hyds
electric project. During the tize that AlD and the power compaay
were working on the loan apvication, ap engineering design frm
contracted by the power com; uny was studying the feasibility of a
rockfill dam as opposed to a . earth dam. [t looked as though the
difference between the two alternatives would turn out to be marginal
in terms of cost, and that in engineering terms. either choice would be
feasible. AID was aware that the decision had not yet been made, and
it had also been informed that a rockfill dam woald require a consid-
srably larger amount. and a different type. of heavy construction
machinery than the earth dam. It was known, moreover that local
construction firms did aot have an equipment fleet large enough for,
or suited to. that particular task. If the rockfill alternative were
selected, then, it would be nzcessarv for the local contractors to
acquire about $5.5 million of heavy coastruction machinery. most o
it not made in Brazil.

If the exira expenditure for constructicn equipment could be in-
cluded as part of the financing. from AID's point of wlew. the
project loan wouid be larger and therefore more desirable. Arrange-
ments could be made whereby the power company would buy the

equipmentand leaseor sell it tu the contractors; the lease or sale price,

of course. would havs to reflect the lower depreciation and intsrest
costs permitted by the faverable terms of the AID loan (6 percent. five
vears gracs, 25 vears amortization). At this juncture, AlD advised the
engineering firm of the pessibility of inciuding the construction
equipment in the loag, if the decision were for a rockfill dam. The
firm, in turn, incorporated this consideration into the cost calcula-
tions for the two alternatives: the equipment input into the rockfill
alternative was priced ia accordance with the favorable terms of the
AID loan, while the cost of the earth dam was calculated at the prices
aormally charged by local contractors for their individually pur-
chased equipment — prices which embodied much higher deprecia-
tion and interest costs than thoseallowed by the termsofthe Al loan.
When. the design firm completed its feasibility study, the rockiill
alternative was chosen as the most economic. AlD increased its pro-
iected loan to the power company by $5.5 million for purchase of
construction machinery in the United Siates. )

The rockfill dam decision was techaically flawless. Moreover, the
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favoring by all parties involved of a capital and foreign-exchange-
intensive coosiruction technigue was perfectly raticnal, for the addi-
tonal foreign exchange component associated with this technigue
increased considerabiy the possibitity of obiaining financing for the
project. The only factor that was missing from these considerations
was a sense of the country’s capital and foreign exchange scarcity, a
consideration which was overridden by the wz “reign e umaﬂge
was perceived in this organizational world and ™ -2 primacy of th
questicn as t6 whether the project would be financed at all.

ConCLUSION

The complex detail of my examples is the only way to convey how
the foreign exchange financing of projects. combined with the or-
ganizational desirability of large projects, affects economic
decisionmaking. just as important. the details reveal that this imposi-
tion of private and social costs on theeconomy of the aided country is
actinfticted unilaterally by the donor eatity. tut iscollaboraied upon
by the damaged parties — the borrower, the local government {(when

it is distinct from the borrower), and the Iocal producer {o the case of
the turbines. {or example, the borrower ong' rally told mission tech-
afcians that it would just as soon buy the equipment at home. By the
end of the negotiations. when it becams I {'7 t xor;ai purchase
would jeopardize the loan itself or decrease its s ze, e Borrower was
then arguing that the specifications required for this mrﬁcviar fur-
bine could not be met by Brazilian industry or could not be met on

time.

Local industry’s “collaboration™ in such cases is influenced by the
fact that it is likely to benefit from the undectaking of a public works
project because of the considerable local expenditure generated by
such projects — regardless of hew many orders are lost to imports.
Hence the manufacturers’” association is willing to give in on some
items, atlowing them to be imported and thus seeming to act against
the verv interests it was formed to protect. To local industry. justas in
the caseof the borrower, the decision about whether individual orders
for equipment are to be placed at home or abroad is secondary to the
basic question of whether or not the project will be undertaken at all.
in developing countries, that question is frequently determined by
whether or not foreign financing is obtaiged.

The above examplies show that considerable resentment was gen-
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erated between local manufacturing groups and the donor organiza-
tion by the haggling that took place between the borrower and these
groups. often over sums that were insignificantin relation to the total
amount of the loan (e.g.. the cumbersome bargain struck over the
turbines would add $1.5 millicn o a 523 miilion loan). During the
meeting at which the final turbine arrangement was hammered out,
the local manufactucers grumbled thronghout about how develop-
ment assistance biddings — wheiher AID, IBRD, ot [DB — were
alays “fixed" to make developed-couniry manufacturers win cut.
Various past projects were menticned in evideace. Ou the one hand,
then, Eocai manufacturers express virulent criticism of development
assistance to theic colleagues and countrymen. characterizing itas an
unfzu hypocritical pregram serving denor-country business. On the
other hand, however, the hurt groups puchm deny beiag burt, or
will oot support public allegations to that effect, because they will
always benefit to some extent from any public works project. Hence
the donor organization is severely and publicly criticized by benefici-
ary groups and at the same time is oot able 1o enlist these critics as
aliies in its internal attempts to change the criticized procedures.?

O 1€ uUEbthﬁ remains. Are the storiss aad lessons of this rﬁu:)[}
to Ai*)? Certainly. in a smaller or less-developed
d :

1e

0ot have bee local manufaciurers te con eqd SG

f‘.l

bitterly for the ¢ i ectric power project described in this chapter. The
manufacturing sector of such countries is not likely to be significant
enough to require any decision about whether to import. The stories
teldin this chapter, however, tllustrate a decisionmaking process that
does not require a well-developed local industry inorder to go wrong.
Projects can stiil be too big. domestic sources of supply neglected, and
relative factor scarcities disrespected. without the existence of 2
domestic manufacturing indusiry. In fact, the somewhat atypical
existence of a large equipment-manufacturing sector in Brazil may
have made it possible to get a glimpse of the preblematical decision-
making in the first place. In a couniry less deve lcped than Brazil, the
neglected domestic supplies, the simpler techn,zuc-as, or the smaller
projects would be quite difficult to find. They would not be embodied
in bypassed persons, groups, or industries, and they would not have
the ardentspokesmen thata developed manufac{uring sector has. The
Brazilian setting, then, was perhaps one of the few where the process
of neglecting better alternatives could be so cleagly observed. >

I3
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Chapter Six

FINANCING IMPORTS

The obvicus cause of some of the problems outlined above is that
developmen! assistance entities tend to limit their hna:‘cmg to the
foreign exchange camgvnents of projects. The U . aid program is
{ i rtLt maost of its projec

actives in the fal
ture, ed ‘f:&i’.()[l. health. and, more re-

" Ny

assistance. The IBRD's Articles of Agreement limit financing to '(he
forsign exchange cost of projects. though with some exceptions;
fareim xchange costs account for about 73 percent of its financing.
DB can be somewhat more liberal about iocal currency financ-
ing. since it can draw on the local-currency contributions of its
mamber-borrowers; nevertheless, only about 25 percent of its financ-

ing goes foward ocal costs ?
The policy of financin’, oaly import costs is & separate issus from
that of t;i g aid to doior-counay exports, with which I am not
here. Even though the United States has “untied” itsaid to
the extent that it allows procurement of aid-financed goods in some
third countries, these funds stiii finance oaly import costs.3 The IBRD
and the IDB sllow for some bidding by local suppliers on certain items
and are prepared to finance the items if the recipient-couniry
73
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bidder wins. Though thiese organizaticns have in recent years al-
lowed a 13 to 25 percent price advantage to the recipieni-county
bidder. this action has not resulted in significant aid-ficanced pus-
chases from recipient-couniry industry. Though I refer in what foi-
icy of fipancing only import costs.” then, it should he

lows to the “goll
understood that some local-cost financing is allowed by all dogoz
organizations. and t‘mt the U.S. prograsn has become less resirictive
in this area. Asthe data show, however, the major part of deveiopment
assistance financing goes for import costs.

The tendency toshy away from financing the
a project has a long history originating in the [
able to eastern European goveraments during t

general, development assistance designers tead to th
cosis of finansed projects are befter taken care of by

couniry. Local-cast expenditure is considered o be ia
tored and more sutiect to possible diversion to was!
foreign exchange costs. Foreign exchange, moreeve
scaccity less easily remecisd thaa a shortag

latter. it is felt. can be dealt with by the rec
improvement of tax-collecting adminisiratic
policy. Such steps will prove. accoedin
borrower country is genuinely o":m'“l*' 2

for which it is seeking assistance 5
considered problemaiic fo the ﬂ\teqt thaa it may carry v
tially inflationary effects.

Whether or unt these justifications are valid {see pages 79-83), the
result is that the availability of project financing for only {oreign
exhhanae costs causes the priorities of recipient countries to almost
invisibly rearrange themselves around foreign-exchange-intensive

iects and encourages maximization of the foreign exchange com-

nt of any desired project. Thus aithough development financing

at concessional terms is supposed to help recipient countries over-
come their foreign exchange scarcity. the form of the financing
" nevertheless creates an inceative to increase uanecessarily the de-
mand or that scarce exchange. Such demand is increased bevond
what it would be if the financing for projects were offered, for exarm-
pie. on a perceniage-of-the-total-cosi basis, regardless of the distribu-
tion between local and foreign exchange; or if financing were pro-
vided as generai budgetary support for a previously Geterm;nr—d mix
of public sectorinvestments. As the last chapter’s examples show, the

pro
pon
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availability of development assistance for the financing of only the
foreign exchange costs of projects has just as significant an offect oa
the decisionmaking of the donos institution as it has on the countriss
seeking financing. This chapter focuses on the sffect on the borrower

d the foliowing chapter on the donor.

Before proceeding, [ briefly summarize the flaws in a process
whereby aid-recipient countries economize on the use of domestic
savings relative to aid-provided foreign exchanze. The process un-
dermines the planning and execution of econcmic des dr" ment
priozities in both the borrowing country and lending institution by
infroducing a constraint which seriously coaflicts w;h rtain de-
velopment goals. The very logic of development tending is to encous-
age econocmic rationality in decisionmaking and to discourage “ir-
responsibility” and its syndrome of exmavagant capital projects. But
development assistance incentives make the extravagant project the
most rational cheice fora developing country to make. The incentives
cause the smaller project to be left out, even though it may have a
better chance of being absorbed by the sconomy.

£ a country is arranging its public sector budget in order o
maximize the amount of ?'xr-"foryovrhﬂvo.-a-'!smo projects and the
amoun?u« forai gn exchange spenﬂn iny particular project. then itis
not giving adequate emphasis ask ‘-‘ anneling as much

nomy. One o
riave >tmemm( am-—

investment demand as is s
major development benefits of
the generation of demand for focal pro
public invesiment program a=nurates type of demand for inter-
mediate goods and capital that is unique; its long term and large scale
cause certain production possibilities to cross the threshold of finan-
cial feasibility. The piecemeal and short-term nature of private sector
demand. in contrast. can leave untouched many of the preduction
possibilities still to be activated in a developing country.

Another problem caused by the availability of foreign financing
solely for foreign exchange costs is the resulting increase in the
borrower counfry’s curreat and future foreign exchange require-
ments; this. in turn. exacerbates the stifling character of the foreign
exchange bottleteck on the couniry’s attempts to progress. The prob-
lem does not result from the fact that foreign exchange financing is

supplied in the first place; rather. the availability of the financing
exci"sw-‘.o’v for fureign exchange cosis (1) leads to an increase in th
fareign exchange component of a proposed project that normally

-H;»—A
U‘
M

uction — is thus forfez ed. A
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would pot have occured, (2] increases the proportion of foreign

exchange intensive projects in the government’s public sector in-

vestment program, and (3} increases future demand for foreign ex-

change because of the need for spare parts and replacement equip-

ment to service the financed project. The last is particularly costly,

since these expenditures normally do not qualify for development
assistance.

The structure of cevelopment lending. then, increases unnecessar-
ily the burden on the borrowers future pavments balances and
eacourages the type of irrational decisionmaking said to be character-
istic of underdevelopment. At the same time that development
assistance incentives are attracting large projects, assistance advisers
are irying te stamp out monetary and fiscal irresponsibility and en-
courage a foreign exchange policy that will bring the borrower coun-
trv’s import demands within the bounds of its export earnings. Given
the difficultiss and serious cosis to a develeping-country government
of faithfully pursuing such a stahilization policy. these unnecessary
additions to foreign exchange needs are certainly undesirable.

Another countzrproductive effect of the project lending situcture
has to do with a set of attitudes also considered part of the underde-
velopment syndrome. Addiction to the foreign-made product is
common among developing-country elites. Even when the foral
product reaches or surpasses the quality of the imporied one. the
consumer often continues to prefer the import. The economic his-
tories of developing countries often characterize depressions, wars,
and other drastic import-blocking catastrophies as blessings in dis-
guise: while distuptive, they forced the adarnant consumer to try the
locai product and get used to it. Although the discussion of
developing-country p eference~ for imports usually centers on lux-
ury and other censume gooeds, trese irmport preferences are often just
as prevalent in the ramtal and intermediate-goeds sector.

To the extent that the preference of the intermediate-goods con-
sumer for the imported good prevails, the repercussions of an invest-

" ment project will be forgone by the local economy. The development
assistance project thus bears some anzslogy to the underdevelopad-
country railway that leads directly from a foreign-owned mining site
to the coast, instead of traversing the country and picking up inputs
and dropping off outputs along the way. Both aid project and railway
have only minor repercussions on the economy.

Local industry’s tes to foreign suppliers. combined with resistance
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to local procurement even wher cost and quality are favorabls. pose
one of the important institutiotal obstacles to self-sustaining growth.
Bevelopment assistance adds to the problem by making it easier and
mere efficient to look for designs and products abroad rather than at
kome. Thus, the self-help rat nals {or nat financi
costs may in reality turn out to have a “self-hurt” e
proposinc that local DTOGu"’S b favored indiscrimina t ut rather

at development assistance not be made available at che oost of
neglecn g existing posuaz:mps for resource use. for public saving,
and for the devising of soluticas that work well in the recipieat

country.

o that the pelicy of finagcing enly terelsn excnange caosis leads to
impori-intensive projects, it induces Lap;ta;—maeaswe cheices as
weall. Embedied in imperted equipment is the relative iabor scarcity
of the developed world from which it came. Tiaus. even if one decreed
that development assistance \‘v”‘uid finance only §ab0r—using
technologies and projsct mixes, if wo 'r'd be di rr‘cu}t to find them,
tried and proven. in the e
velopment assistance came (o the co%lu%*on some vears ago thai
‘i;here was no pooi of 'abr)* smg and ¢ ; i R

lnddgﬁ‘uﬂ cmm?rm.\, Avﬁ@ﬁlu @
intensiiy of aided projects was the re
cal arts. and not ¢f the policy of financing o

More recently, howsver, studies of specific in dustrles or technol-
0gy decisions have started to appear, showing that many labor-using
technologies are in use and working efficiently in developing coun-
tries.” These working technologies were in existence, but were passed
over, when decisions were made to adopt the more capital-intensive
choice for the foreign-financed project.® Of course the newly discov-
ered old technologies would not have involved the amount of import-
ing required by the developed-world technologies. The decisicn to
subsidize imports rather than total project costs, then, was an inad ver-
teat decision to faver capital-using choices. The labor-using aiterna-
tives wers not passed over purpesely. They sitnply were not relevant
to the decisions of denor and recipient about how to put together a
financeable project or program.

Much of the literature of economic development has evolved i
respoase tointense interest by development assistance organizations
and an almost desperate search on their part for the right ways te go

aly por*s.
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about economic development. The imprint of this consumer demand
for kmowledge is verv noticeable in the subject matier and policy
or‘eutcao of the literatuee in this fleid. The policy of financiag only
nporis, then, may have coniributed to the lateness of the literature in
smmbhng npon labor-using technologies that were working well. It
was not that such research was discouraged; rather, there was no
urgent demand for this tyvpe of finding. More recently, in conirast,
empiov"‘xpnt~c:eaqng strategies have taken on cenmral tmportance in
development assistance strategies and. as a result. an ab'mr*am‘e of
iiterature on the matter has appeared. In that this new conceril is aot
explicitly related to the local-cost financing question, however. it has
had little impact cn it. {The reasons are discussed in the conclasion o
chapter 7.}
The influence of the policy of
sot only in he choice of technology

“
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. activities that are usually more sing or complementary to labar

use: operational costs as opposed to investment. and decentralized
programs as opposed to centralized on ake highways, for exam-
ple. Highwayv construction was for a iong time one of the favored

recipients of development assistance. although in recent vears the

donor world has made a ffort to reduce that favor
Developing-country rmo: s keir poor maintenance. For
this reason. the highway consiructioa ioan documents of aid organi-

s

zatlons usuaily paid standard obeisance tc “the maintenancs prob-
fem,” and required ““that the borrower maintain its road system
adequately.”® To this end, imported maintenance equipment and
censulting services were sometimes included in the construction
loan. But even when maintenance -vas financed as a separate project,
mostof the exnenditure went taward imperted highwayv maintenance
equipruent and consulting services and was based on develaped-
world combinations of machines and men — &5 in the AID-tvpe loan
discussed on pages 68-70. The ongoing operafing expenditures for

maintenance, mainly labor and fuel. would customerily fall ouiside
the scope of the financed items. \'!aintenam* uld also lese out in

the atlocation of scarce budgetary resources in the re cipient country,
precisely because of its “dependence on current budget expeaditure
for which foreign financing is generally not a“ailab‘ie, and its relative

n. e

lack of glamor compared with new constructio
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The fact that adequate current budgstary resources usually got
diverted from maintenance was the principal cause of the mainten-
ance problem in the first place. The donor worid’s response to the
probiem, however, was not to finance the aciivity iiself; rather, it tried
to gain assurances from the borrower “that adequate curreat budgst-
ary resources [would be] devoied to this purpose.” The problem,
then. couid aever be adequately dealt with by import-financed con-
sruction or maintenance loans, for the financing procedure excluded
both expenditures that were direcily labor-usingaond expenditures for
items tike fuel that were complementary to labor use. Operating and
local expenditures, in snort. were outside the reach of a program
accustored to financing imports.

The financing of operations and decentralized expenditures is
made difficuit not only by a policy of financing only import costs. It
also runs counter to an organizational economy inherent in large
projects. the subject of the following chapter. [ interrupt the discus-
sion here, then, until the large-project question is dealt with in the
next chapier. n the conclusion, I comment at leagth on the donor
world'srecognition of the capital bias problem and the attempt is deal
with it
N

FOREIGN ASSISTANCE AS A SUBSTITUTE FOR DOMESTIC SAVINGS

implicit in the rtonaie for financing oaly import costs is the
assumpdon that when abundant foreign exchange project financing
is dangled before the eves ofa capital-scarce country, the latter will be
highiy motivated to raise the complementarv domestic rescurces for
the project on its own — something it might never have done without
theincentive of a foreign exchange lean. Just as important, according
to the rationale. the necessity of financing the local-cost portisa of a
project forces the developing ceuntry to improve iis fiscal policy.
provides it with the experience of carrying out a specific revenue-
raising effori. aad gives it the knowledge that such an effort can
succeed. This try at “self-help”™ by the borrower is considered a
benefit in itself, above and beyond the new public sector services to be
supplied by the financed project.

tis important to make clear the fallacy in the rationale, since it is
one of the important justifications for the foreign-exchange-oniy and
project approachss to development assistance.®! The rationale is
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based on the explicit assumption that aid-supplied foreign exchange
is perceived by recipieat countries as a complement to domestic
resources. Yet itis clear from the examples of the last chapter that the
availability of development assistance in this form causes borrower
couniries to perceive such forsign exchange as an alternative to the
raising of doimestic revenues.?

A developing-country governiment seeking an increase ia the flow
of domestic saving to the public sector will meet with political and
admigistrative difficulties. Even if such efforts are successful. the
government raust nevertheless pay serious political costs in terms of
the publicire that will be provoked by increased taxes or the t will of
prominent businessmen and politicians affected by crackdowns on
income tax collections. Achieving a forsign assistance loan, in con-
trast, is in no way fraught with political difficulties expected to arise
in the course of seeking the loan or as a result of obtalning it. CGa the
contrary, the winning of foreign financing represents the stamp of
approval by the international credit community, and thus it is of
considerable political bensfit to a developing-counitry government. it
is likely, then, that the domestic rescurces mobilized for an aid-
firanced project may not be truly additional. but are simply diverted
from other programs. Such rescurces mayv comprise public sector
investment mixes which have been rearranged so as to minimize the
self-halp content. with the hope of maximizing the supply of foreign
assistance.'?

The perception by the borrower country of donor foreign exchange
as an aifernative rather than a complement to domestic rescurces
applies even more to the individual borrower eatity. The latier has no
responsibility for the monetarv and fiscal policy of ks country and
thus need net be concerned aver the repercussions of his investment
decisions on that policy. The borrower euntity, that is. sees foreign
assistance funds as the investrment capital it seeks rather than as
scarce foreign exchange. The borrower government, in contrast, is
concerned with the supply of foreign exchange as related to the
expected demand for it. This concern will, at the least, place some
upper limits on the tendency to rearrange public investment mixes in
tmport-intensive ways.

Strange as it may seem. the borrower entity tends to perceive the
supply of foreign assmeﬂ e as virtually infinite. Despite general
knowledge that the total supply of such funds is exceedinglyscarce in

veo

relatioatothe needso ;f* developing world, the individual borrower
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nevertheless sees the world as if he were an atomistic consumer in a
perfectly competitive market: the amount of assistance financing he
seeks is an insignificant perceniage of total world supply, and any
single purchase {aloan} by him oranother “consumer™ will not, in his
eyes, significantly alter that supply or its price. As in any perfectly
competitive copsumer market, the goods (foreign financing) are his
for theasking, as loag as he can pay the “price.” In his eyes, the price
is the putting together of a project proposal which gqualifies for such
financing. Part of the qualification, of course. is a foreign exchange
component large enough 0 make the project worthy of consideration
by the lendiang institution.

Although rationing criteria may be applied to development assis-
tance hy the donor agency on political, se Gfal, or regional grounds,
this does not change the borrower's perception of such funds as in
infinite supply. The applicant, usuaily well-informed of such ration-

g criteria, incorporates them into his concept of the qualified pro-

ject. If the criteria exclude him. he does not seek financing. Hence
thase borrowers who v for foreign assistance financing are aiready 2
setf-screened group who think they can “pay the price.” ¥ they fail to
obtain a loan, they think it is because their project is ot adequate
rather than because the su; financing is in any way limited.'®
Part of the reason that the borrower considers the supply of fosei

assistance exchangeasabuadant. insum. is because he relates itto th
size of the siagle demand he is making.

Contrast this percetv °d infinite supply of foreign exchange 1avest-
ment capital to the way the borrower locks at the supply of public
finenciag in his own country. The public sector borrower in a de-
veloping country has no access to the private capital market or to
public bond flotations, since such avenuss of public finance normally
do not exist. Moreover, a major part of the government budget is
committed to unavoidable current expenditures. for which the bor-
rower’s project capital does oot qualify. What remains is the public
sector investment budget and the credit of official development
banks, if the latter exist. The individual borrower's demands for
financing, ia short, represent a much larger proportion of the ex-
pecizd supa'y of domestic financing than of the total suppiv of
foreign assistance funds. Hence his perception of domestic supply as
acutely i te.

Contributing to this perception of domestic capital as scarce in
relation to foreign assistance capital is the location in the borrower's

~l
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own land ofthe source of supply, theallocation process, and the other
contenders. The borrower is completely familiar with the way official
domestic capital has been allocaied in the past, with the various
oubiic personages contending for part of that supply, and with the
fact that the cumulative demands for financing always turn out to be
sreater than official funds forthcoming. The borrower knows that a
process of elimination will occur, and he is acquainted with the
peonle who do it and how it is done. He knows that his gain of official
capital will be at the loss of another contender. with whom he is
probably acquainted. He knows that a “qualified” project will not be
ancugh to secure him funds on the domestic capital market and that
he will also have to politick vigorousty. bargain, make payoffs, and
assuage losers. la other words, familiarity with the world in which
domestic capital is contended for countributes to the public borrower’s
perception ef an acutely flaite supply of domestic capitel. Conversely,
part of the perceived infinity of the supply of foreign assistance
capital has to do with the individual berrower’s distance from the
world of foreign assistance suppliers and othec borrowers —how they
proceed. who loses, and what rationing criteria are applied. In the
eyes of the single borrower. the vasiness of this latter universe makes
the supply of capital flowing from it seera infinite.

fodividual borrowers. one would think, would stll consider the
two sources of financing as complements: the easy-to-get [with a
qualified project) foreign financing, compiemented by the harder-
to-get domestic financing. But, because foreign assistance financing
discriminates between local and foreign project costs, this is not true.
Since such aid limits itself to import expenditures, the borrower sees
foreign and domestic credit as substitutes for each other, rather than
complements, over a wide range of items. One can minimize demand
for the scarce good — domestic credit — by moving to the import List
some items which could be procured locally, thereby maximizing
demand for the “more easily attainable™ foreign assistance.t®

Because the horrower knows that both the minimurm project size
and foreign exchange component that will provide access to foreign
financing are considerably higher than for official domestic credit, he
wiil glad!y tailor his project size and composition to these exigencies.
The sum total of numerous potential borrowers with this same per-
cepton acts as a magnet on the selection of a project’s components
and on the arrangement of 2 nublic sector investroent program. [t
atiracts imported items and repels local anes, and it draws toward the
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center of priority those public sector projects with higher foreign
exchange components.

The net self-help result of the availebility of foreign exchange
project financing, in coaclusion. may be that couniries shufile their
domestic priorities in favor of the types of local-cost expenditures that
are complementary to foreign-exchangs-intensive public investment
programs.'® The availability of foreign assistance, ia sum, has caused
txe borrower country to quite mtionally switch around iis priorities
and increase the foreign exchange componeaat of its public secter
investment projects in order to get more investment out of thesame
amournt of domestic reveaue.

T POLICYMAKER AND THE PROECTMAKER

How can the foregoing discussion be reconciled with the fact that
foreign exchange scarcity looms large in the daily preoccupations of

¢ macroeconomic pelicymakers of the borrower country? Govern-
mentofficials facing foreign sxchange shortfalls must notonly decide
upon the appropriate counteracting policy measures. but must also
calculate the political and economic costs that are associated with
almost every one of such measures. They are constantly threatened
with the cost of purswing pelicies that coasume too much foreign
exchanee and. at the same time. thev must payv the politice! costs

asscciated with foreign-exchange-saving
Foreign exchange scarcity is just as much preseat ia the decision-

MEasurss.

making coatext of the borrower-country macroeconormic policy-
mzker as it is absent in the mind of the project designer or promoter.
The costs to the finance minister associated with foreign exchange
exiravagance and the measures io counteract it do not exist for the
projectmaker. [ndeed. as indicated above, the using up of foreign
exchange by the peojectmaker is often associated with benefits rather
than costs {the increased possibility of outside firancing). The two
levels of decisionmaking must, of course, be tangent at some point.
The finance or planning minister, superior in power and responsihil-
ity to the projectmaker, must impose his sense of scarcity on the sum
total of govemment-sponsored expenditures. As pointed out before,
however, the numerous decisions that go into this sum tetai are
buried deeply within it; the rejected desigsns and the rejected projects
are usually out of sight. It would be physically impossible for a
fimance minister to review cach bundle of decisions, moreover, re-
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arranging it according to his sense of foreign exchange scarcity. And
{inally, itis because of this very sense of scarcity that the policymaker
considers foreign exchange financing, even if it is embodied in pro-
jects, as desirable.

The coexistence in the aid-recipient country of decisioamaking
based on two radically different conceptons of foreign exchange
scarcity is remarkable. [t has probably gzone unnocted for several
reasons.. First, the responsibility of coping with foreign exchange
scarcity. in contrast to that of formulating projects, is a function of
those higher up in borrower-country and lender insttutions. The
actions and pronouncements of thess functionaries are much more in
view than those of the projectmakers. Moreover, policies meant to
deal with foreign exchange scarcity have extensive and highly visible
repercussions ia the financial and political world of a developing
country. Covernment officiais frequently explain this foreign ex-
change problem to the public in their attempts to justify the hardships
they are imposing with such policies. An awareness of this sc city
therefore comss to penetrate the public's ungerstandiog of develop-
ment ana development assistance groblems. The projectmaker’s de-
cisioas, in contrast, rarely have such visibl extensive effects on
the public. Wheasuch effects are cleariy traceable. a5 in the case of the
local producer who is passed cver in favnr of a foreign supplier, the
vl ustificatioa for the action
tend o take plaze behind closed doors and at very low levels of the
decisionmaking structure, as illustrated by the turbine-geperator
story of the last chapter.

{n other words, an action taken ox the grounds of foreign exchange
scarcity at the macroeconemic level is perceived by the actioniaker as
such.is felt by thnse affected as such. and is publicly justified as such.
At the project level, however, the effect of an individual action based
on the perception of relative foreign exchange abundance is not
visible at the moment the decision is taken; it has significant effect
only in the form of a sum total of many individual decisions.
Moreover, the projectmaker is hardly even aware that he has placed 2
relatively “abundant” valuation on foreign exchange, let alone that
this valuation is influencing his decisionmaking. This is in direct
contrast to the macroeconomic policymaker, whose job it is to act on

kis perception of foreign exchange scarcity.l?
Iy x fwd tol o
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Chapter Seven

THE ORGANIZATIONAL ECONOMY
OF LARGE PROJECTS

The development assistance programmer of imacroeconomist is
concerned with thesupply of aid funds as related to total needs. based
on his projections of estimated foreign exchange and savings “gaps”
in the developing counfries. Or, he may look at the supply of de-
velopment assistance funds as a functice of the developed world’s
ability to pay — ihat is, in relation io what those funds could be if
donor countries would back their commitment to assistance with a

certain percentage of their national income. Either way of lookin

yie}

therelative supplyofthesefunds gives a prognosis ofacute scarcity.

The supply of funds as sesn from within the donor organization, in
contrast, is perceived in relation not to total estimates of need and
supply but to the amount of work or time required o commit ths
funds avaiable. By job definiticn, the member of a development
assistance organization is charged with finding worthy prejects for
the funds available. His perception of the supply of these funds is
reiated to the availahility of financeable projects. Because iong delays
and considerable work accompany the putting together of project
proposals, there may be fewer financeable projects, at any given
momwment in time, than funds available. From the employee’s pointof
view, the scarce commodity is frequently the project rather than the
funds.

The bureaucral’s perception of foreign exchange supply in a de-
velopment assistance organization encompasses not only rescurce
85
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quantities but also the process in time by which the resources are
transferred. By considering organizational iasks and procedures
along with total Funds, one opens the door to 2 discussion of both the
organizational world of development assistance, and the standards of
career performance by which the individual c‘lides hisactionsand is
judged by his superiors. This chapter. then, is distinct from the previ-
cus discussion of the effects of a particular policy. I want to show here
how the workings of indepeﬁdant bufm cratic phencmena merge
with and reinforce the effects of that policy.

it is generally recognized that the trap:fer of a given amount of
Jevelopment assiua.nce takes a loog time under the various methods
of ransfer that have been tried until now. This happens because of
administrative complexities on both sides; because developing coun-
try governments may 0ot be institutionally equipped to produce the
kind of bureaucratic output required to qualify for and later monitor
such assistance; and because the borrower does not have the profes-
stonal rescurces to provide the kind of project analysis {engineering,
econcmic. financial) that could go into & hopper out of which donor
organizations wo uid make selections. All these factors make up what
is uF'lefaL; referred te as “absorptive capacitv” of the bi)f":"‘)'\"

ountyy, aithough it is clear that the modus operandi of the dor
institation itself contribntes to the limitations nnrescurce absotption.
Less obvious than the “low abso e capacity’ of aid-recipient

couniri tthe stowness of tescurce transfer has on the
natuie of the leild.mg institution. Much of the initiative agd work
involved in generating public projects in developing countries has
been ransferred gradualiy from its usual location — a country’s
public sector institutions — to the lending institution. On the one
hand. this is an Inadvertent result of the donor organization's at-
tempis to lessen delay in the rate of resource transfer. On the other, it
also represents an explicit recognition by the lending {nstitution that
he borrowsr’s difficulty in generating “aidworthy’’ projects is part of
the very underdevelopment that foreign assistance is supposed to
help change. Much of the development agency’s effort, then, is de-
vited to working out project design with the borrower. For the sarme
reason. much of the ageacy’s staff ime is spent drumming up future
hasiness — exploring possibilities for projects with berrower gov-
ernments, suggesiiv. > ways of preparing project ar“pfications, or mak-
ing its own evaluation of sectors in which ¢

s

' ts
for tending are



THE GRGANIZATIONAL ECONCMY OF LARCE PRQIECTS 37

favorable {e.g., adequate railes in electric power) and then looking
closely ai those sectors fo: possible projects. Indeed, the IBRD origi-
naily hoped to stay away Trom such project generalion activities, but
found, eventua;i_v. that it could not:
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Money Moving

The bureaucratic jargon of the donor orgagzization reflects the 4iffi-
culty with which rescurces flow, In AfD. for example, one heass talk
zis te Vmeve 2 certain amot
, after obtaining a

somuch @ ﬂey how a:e:z an
I

aboui “moving monev’: how u;geat i
of funds within
ioar authorization, at havmg "‘maved"
administrator is at

for an AID adminis
the major accom :
during his atﬂ wWar Q‘ship at Al
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t of hom)r tor
“moved miilicns of doll

ove thelr worth and can distinguish themselves further by
i ecently appoinied
agriculteral proiect which, al-
lacked the host governmen z’s participation
(1 aot bave the support of the official entity which
was suprosed to administer it. He was fully aware of this problem, he

said, but o pul the project through “this year,” and
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ntil the host government got in-
rse of action as irrespounsible.
ragsure to commit resourtes that is

exerted on a donor organizaticn from within and without and (21 the
standards of individual emplovee performance within such a
bureaucracy. which place high griod tvan theability to move money.?
A donor organization’s sease of mission, then, relates not necessarily
to economic develepment but 16 the commiiment of resouizces, the
meoving of money. Theindividual knows that his career in the institu-
fioa will be very much determined by his abilities in Luis area.
The money-moving environmeat is ot unique io € eveiopment
assistance entities. If is eacountered in many bureaucracies funded by
annual government appropriations.® Zvea if an agency does noi iose
the funds it is unable to use up by the end of the fiscal vear, congra
sionel appropriativns committess will nevertheless consider such
leftavers to be evidence that the agency deoes not need as muchas it is
asking for in subsequent budgets” Heacs the pressurz fo spend
money during the course of the ﬁ%ai vear, since one never knows if
the natural thythm of commiticent will turn out to be slower than the

4]
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annual rate of appropriation. Under such pressuge, an agency’s an-
raal appropriation will inevitably be perceived by its emplovees as if
it were a fixed source of supply with no alter: ative use — no oppor-
funity cost — and hence no scarcity value. {nieed, such funds have
negative opportunity costs in the sense that ift* e funds are not spent,
the agency will incur “costs™ in the form of £:oblems with Congress
the next Hime around.

AID had its own version of the end-ofthe- fiscal-yea

»,
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amount of activity in Washington and the {izld missions increased
considerably in the mcenths preceding June 38
the field into hurryving up its loan papers and sent its technicians, if
necessary. to help out. In the field. there was a Rurty of meetings,

phone callsto the borrower imploring him to complete his part of the
documentation, and overtime work by secretaries and their bosses,
with drafts of loan papers being fed to the typist page by page.
Sometimes a mission would drag its feet on the preparation of a loan
paper during the year and submit it to Washington strategically close
to the june 30 deadline. A “desperate” Washington might give “less
of a hard time” when reviswing the {oan paper and asking for
changes, because of the scarcity of staff revisw time caused by the
irgton
-june

iast-minute increase in papers. Hence the cf

approval ofa problematic project
30 rusih when nonapproval o
vear. had to be weighed agai:
uncommited funds.

The processof committing funds abroaed entails much greater delay
than spending them at home. For this reascn, annual congressional
reviews and appropriaticns hamper the administration of a foreign
spending program to a greater extent than that of a dornestic one.
Because of this greater difficulty of commiiting funds smoothly, the
pressure to move money in a foreign spending program is comme-
spondingly greater than in dowmestic programs. The near impossibil-
ity of administering an intelligent forzign aid program on the basis of
annual congressional reviews and appropriations has been recog-
nized for some time. Since the {ate nineteen-fifties. foreign aid sup-
porters have requested. to no avail. thatappropriations forthe U.S. aid
program be authorized on a multi-year basis or that the program be
given authority to borrow.

oo

S

We know, then, that varicus f
o all annually and legisiatively funded public institutions. it comes

Bate
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as quite a surprise, therefore, to find that the monev-moving atmos-
phere of the U.S. aid program exdsts at the [BRD and IDB as well,
despite the fact that these institutions are not asnuaily beholden to an
appropriation process. The two organizations, moreover, have en-
gaged in an informal competition with each other for project borrow-
ersin Latin Armerica by offering concessious to the potential borrowes
on financing terms and encouraging their own technicians to heip get
the borrower before the other bank did.? Tronic, in a world of de-
velopment assistance scarcity, but perfectly undersiaadable in terms
of the monev-moving phenomenon. indeed. some of the IBRD-IDB
compsetition followed oxn the heels ofanncuncements by both instifu-
ticas that they would increase their lending significantly {a doubling
bv the [BRD, a 30 percent uncrease by the 1DBL.Y To accomplish this
desired leap forward in rescurce transfer. the IBRD doubled its profes-
sional saff in less than Bive years. Some of its long-term professionals,
who prided themselves on belonging to a development assistance
elite, complained about the remarkable increase in the numberof new
faces in the building. the mounting pressureto push projects through.
and the possibie sansifice in the quality of bank decisionmaking. “The
Rank is becoming like AID! complained a project engineser, referring
to the [BRI's traditional scorn for the quality of AID sngineering and

Bk

A

same vein. many ALD technictans, who had

eccnemic analysis. Inth
BRD or IDB because of the increased level of
ities compared to the decreased appropria-
tions for the former. reported with surprise that the pressures o move
money at these institutions were fust as great as in the program from
which they came.

in sum, the existence of money-moving behavior at the develop-
ment assistance hanks, as distinguished from the appropriation-tied
U.S. aid program, makes the explanaticn of the phenomenon more
difficult. [t cannot be attributed to the fact thata government bureauc-
racy is appropriaied a lump sum with the implicit admonition to get
rid of it by the end of the year.

How OrcanmzaTional Outeet IS DEriNED

Perhaps some clue to the explanation of the money-moving syn-
drome in development assistance entities, and the corcllary absence
ofasense of scarcity in decisionmalking, can be found in the standards

by which development institutions judge their performance and are
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judged by the outside world. Whatever the reason, the single most
desired and most nohced type of organizational performance relates
to the quantitative estimates of aggregate needs for development
assistance. How does the donor's contribution stand in relation to
total estimated need, vnce the conizibution of other suppliers is ac-
counted for? How can the entity’s share in total supply. and its
contribution toward increasing that toial, be dramatically increased?
This quantitative standard of performance, and the often difficuli-to-
achieve target figure to which it istelated, creates in the donor entities
a type of self-pressure toward speading moaey that is justas effective
as the continucus threat of congressicnal vear-end questions about
why a total appropriation could not be speat.

The estimates of total capital needs for development assistance in
relation to supply seem tc have been the implicit standard by which
doror organizations have guided their behavior and judged their
performance. The Pearson Report, as a typical example, suggests that
the ohjective of development assistance ought to be relatad to “a
global target rate of growth in GNP for developing counties, from
which the assistance requirement is deduced (pags 124). Or, as put

less sympathetically by an AlD administrator in Scuthsast Asia, “The
missing link inthedevelopment of the Third World was the 1 percent
of theg

3

Anvy step toward lncreasing total supply of development assistance

ross national product of industrialized nations.”" %

funds almost automatically qualifies as the right step. The organiza-
tional problems attending the transfer do not get much atteation.™
The insufficiency of iotal supply usuailly gets prime space in the
reports on development problems, with discussions about why aad
how that suppiv should be increased. how the burden should be
divided between countries. and what the best estimate of need might
be. 12 By the same token, the annonncements about development assis-
tance that carty the most political impact and drarna — excepting
those related to scandal — have to do with significant increases or
cutbacks inaggregate funds, rather than with the contentof programs.

How has it ‘happened that aggregate estimates of development
assistance needs have come to play a primary role in the way de-
velopment entities judge themselves and are judged by others? To
same extent, the quantitative measure has gained its supremacy by
defaudt. Other definitisns of success and fatlure of development assis-
tance efforts have been hard to come by. The problem is not uncom-
mon in other public sector monsy-speading programs where the
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difficuity of defining performance leaves a vacuum cfien filed by
Career concerns such as risk aversion. The problem of definition in
development assistance is pasticularly acute opcauseof‘ha relatively
short history of this sector of public finance. the und erdeveloped
nature of the literature in the field, and the location of d6'7eiepment
programs in faraway places.

Another reason for me overbearing presence of the total quantity
bencnmark is that the developmeat assistance oroblem has suail
beea defined in terms of the relative insufficiency of the awosunt of
funds supplied — just as most foreign policy problems heve gravi-
tated to definitions in terms of i“ac equate protection against the
communist threat. Whether communist threat or inadequaie iotal
amounts. these were the definitions that produced results in terms of
public support. People have heen told thac the developmeat assis-
tance probism is one of inadequate supply: this is how funds have
been appropriated and otherwise raised, and this is the definition
around which development administrators have fashioned their
careers.

This is not to say that funds are adequate. Rather, the overshadow-
ing of the urganizational problem by the supply probiem has kept
people from recognizing the inability the currently structured
system — or the pr )gosed. treamlined versions of it — to accoraplish
the kind and amo unt of resource frans

Another cause, and perhaps effect. of the i 1eglect of the organiza-
toral question is that the most respected economists who have
turned their attention to deve iop ,eqt assistance have unii! recantly
incused oo macroeconomic questions: the sstimation of £ toreign ex-
change and savings gaps. the rw:ai and monetary effects of assistance
injections, the estimation of total needs for development assistance,
and the effects of development assistance on the developing world’s

uture foreign debt obligations.'® The economic research unit of AID,
with which some of these economists were associated for brief
perieds of time, also concentrated on this type of guestion. Research
was never carried out, for example, on the effects on local industry of
local versus foreign procursment, the demand-generating aspect of
aid-financed public sector preojects, the sconomic effects of aid-
linanced penjects on the regions in which they were located, or other
tepics of this sort.

A notable exception to the development assistarce economist's
lack of attention to noa-macraeconomic gquestions has been the

-
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economic research unit of the IBRD. ¥ A majorconcernof thisunit hes
been the application of shadow prices te project analyses as a way of
correciing the capital and foreign exchange biases caused by the
pricing of capital in these and yses at the artificialy low terms of the
IBRD iloans. The bank’s presents a significant
confribution toward refinement of the technigques of project analysis
and teward corraction. for d:ai tical parp'asas\ of a distortion of the
1t landing itself.
annot reach a significan
rof daveloa'menf
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public of private probiems has value to an organization, the recogni-
tion and discussion of such problems within the institution will be
facilitated. Where disciosure to the publicis expected to have harmiul
effects, as in the case of the development assistance transfer problem,
then this type of problem is not caly concealed from outsiders but is
also neglected in private. Instead of combating theoutside world fr
its position of :mw*egec’. inside mow!%ge. he ent
tavaded by the outside world
mining progress and failure.
1 have been trying to offer an explanation of why Qaveiopment
e

o

assistance institutions and their members act in certain ways. tathe
than to show how they think or talk. Frequectiy. the ::“guznent focuses
lesson what people do. think, or say, than oo what they donotdo. do
not think. and do notsay. L have tried to find out why certain problem
are not perceived as problems, rather than to argue that people or their
institutions are aware of and ignore these problems. { baveattempied
to show that some inefficient decistonmaking occurs because of per-
fectly rational individual responses to organizational configurations
—and not that decisions are mad» inignorance, ordespite knowledge
hat they contr ad ot policy eopie do not 'zalk about
certain things. certain preblems do not get the \mc' of attention

v

necessary o make tl'a'em surface and ¢

THE ECONOMIC ANALYSIS AND SELECTION OF PROECTS

We have seen so far that the generic slowness of transferring re-
sources through present methods of project lending combined with
the policy that limits development assistance to impart costs have
acted together to diminish the supply of projects available for de-
velopment financing. This diff Cuitv in generatmg flow of finance-
able projects. in turn. has had negetive repercussions on the status of
economic criteria in the design and Se'iect on of projects.

Economic analysis thrives on scarcity, on the need to ration re-
sources in-scarce supply armong competing claims. When competing
claims do not exist and funds are not perceived as scarce, then the
economist’s skill is no longer functicnal. The administrator is not
dependent on him to find out how to ration, in the way that he (the
administrator) is dependent oan the engineer to teil him the Dest
iacation for a dam. Even where there is litile sense of resource scarci-

v, however, one finds that the economist’s servic
_reasingiy by publicentities. He is still needed to helphis agency. not

4
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necessarily to make decisions, butto get projects approved. Forin the
world of project approval and raising of funds, development capital is
supposed to be scarce. and thus projects are supposed o meet
eccnomic criteria. Yet when aiternatives are few or nonexistent in
institutional reality. then economic criteria can have no more force
than the moral injunction to be good: one “ought” to avoid economic
misallocation, even though one does not have to. Needless to say. the
moral imperative to be economic can have little punch in a world
where the most compelling absoclute is that money shall be spent. 7

The foregoing explains in part why so much economic analysis of
projects in development assistance and other public sector entities
either amounts tc a post hoc rationalization of decisions already
taken. or is not allowed to focus on the relevant alternatives. and
hence almost always comes out in favor of the project in hand. Asa
paricipant in Pakistan! development decisi.ns wrote: “First the
technical people design the project, then theeconomists and planners
evaluate it. The technical agencies formulate the scheme according to
their lizhts. and it returns to the planning authority as a finished
proiect report. Then the planners set about the work of evaluation. At
thisstage. thev are faced with a virtuai fait accompli " ® In such cases
economic analysis is facilitating increased bureaucratic output by
hefping get projecis approved. rather than showing how to allocate
scace resources.

The recognition of the second-class positioa of eaconeimics in deci-
sions regarding proiect design and approval underlies the frequent
recommendation of evaluators that technigues of economic analysis
be improved to fit developing-country contexis and that criteria of
economic fitness be move rigorcusly imposed inside donor organiza-
tons. While such analyiical improvement always helps, it does not
affect the second-class citizenship of the econorist. [t does not
change him from zn anr.oying moral preacher to a scientific knower.
o the attempt to bestow irst-class status ou economic considerations,
the most refined techniques of analysis cannot substitute for a setting
in which development financing looks scarce and competing claims
abuadant. from within the organization’s walls.

In a way.  am sayving that the slowness of penject lending flows is
notcaused by rigorous project evaluation but by the nature of the task
at hand, the organizational traits of the entities carrying out the task.
and the constraiois within which these entities must work.
Thoroughness in this case is not necessarily the cause of slowness,
butin a certain sense is the result of it. The delay of present transfer
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methods, one might say, has allowed for the tirne-consuming luxury
of rigorous evaluation in a manner somewhat reminiscent of Parkin-
son’s Law. ¥ As if to complete a vicious circle, the poor quality of
bureaucratic output resulting from the difficulties of transfer has
generated the demand for increased rigor in economic analysis and
selection of projects. Rigor, then, seems to have become just as much
an extension of bureaucratic delay and compiexity as a source of
improvement of the quality of decisienmaking.?®

This reasoning cuts across the traditional dichotomy of slowness;
thoroughness versus hasteiwaste. This is because the perceptica of
capital abundance within donor organizations relates not to absoiute
amounts of capital needed and supplied but to therate at which these
amounts are supplied and demanded through time. A speeded-up
resource transfer — brought about. forexampie. by a larger supply of
projects — might lessen the distorted perception of capital as rela-
tively abundant, and hence eliminate one source of the inefficient
decisionmaking emanating from the doncr world.

I do not recommend the abandonment of rigor in economis
analysis. Rather, [am suggesting that the rigor acwexisting —and the

- i 1 £85 mimd o : 3 .
aded in the official reports — is not

DO
moeunts of i1 recomme
uch of the burden for producing good-

enuine. Too m
put s placed on the technology of analyvzing
and screening project proposals. Some of this burden could be trans-
ferred to the incentives and disincentives which influence the actions
of the doaor organizations and operaie independently of the screen-
ingtechaslogy. Such ashifting of the burden would not only facilitate
an improvement in the quality of development assistance but would
be Likely to turn technicues of analysis into more effective instru-
ments of bureaucratic production than thev are aow.

AVOIDING ABUNDANCE

Program lending can be seen as an atternpt ig get around the
abundance problem, though it usuaily is not justified that way {see "
2}. By significantly reducing the number of decisions

page 37 above)
to be made per dellar transferred, the program loan seems to have
the potential for eliminating abundance decisionmsking. [t changes
the lending decision from a microsconomic oze 1o a macreeconomic

one. depending on sweeping judgments about the country's
economic performance or peteatial and its political perfor-
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mance. Hence the program loan decision has more political weight
and visibility and is taken at a higher level in the organization th
the decision to finance a project. This type of loan decision, one
would think, would lie outside ths envircnment of abundance and
not be subject to its perverss economic incentives. The mechanism
runs into different problems. however, precisely because of the high-
level and politically significant intrusion into recipient-country
governing that it occasions.?

[t was the political difficulties of program leading that led tws of its
critics to propose another mechanism for development transfers.2?
The Hirschman-Bird tax credit proposal would have allowed indi-
vidual taxpavers a credit to invest in the developing country and
project of their choice. Although theé proposal was designed as an
antidote to program lending problems. it can also be seen as a direct
onslaught on the srganizational problems of project lending. {t re-
solves the organizational problem by circumventing it: the individa-
al's choice in the “free market” of projects and countries completely
replaces the distorted “prices” of the organizational world in deter-
mining wha gets what. The organizational apparatus suggested by
the authors to administer the program, however, looks just as vilner-
able to the problems described here. The tax credit proposal and
ptogram loan mechanism. in sufn. suggest the kind of approach that
might make inroads into the organizar
proaches have their own sericus

ral problem in development

Q
g)

assistarce. Unfortunat a
failings, which cancel out their poteatial for curing the organizational
piohien.

One may ask, at this point. why the organizetional problem cannot
be cured immediately with the economist’s swiftand powerful stroke:
the return of allocational decisionmaking to its proper place in the
free market. After all. that solution was hinted atin my description of
the tax credit proposal. Much of the bad decisionmaking decribed
until now, that is, shouid be curable by raising the price of develop-
ment assistancecapital to its scarcity valueand letting the market take
over toe decisionmaking. From this point of view, it is the subsidized
price of development lending. rather than policy or organizational
variables. that is causing the problems of too much equipment, too
many imports, and projects that are too big. Indeed. it was the recogni-
tion that this subsidized price was cansing distortions which led the
IBRD to introduce such correctives as shadow pricing the cost of
capital Iabor, and foreign exchange in cost-benefitanalvses, or insist:
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ing that loan covenants for revenue-earning projects guarantee the
charging of rates that will cover costs.® These measures were meant
to carry fﬁe burden of ensuring efficient allocations of development
capital, lieu of a nonsubsidized price for that capital. Such
Lechmques could be seen, howsever, as an elaborate and ineffective
way of getting at an allocational inefficiency that might have been
easily eliminated with a simple “liberation’™ of price.

it has been argued. in the same vein. that the availability of sub-
sidized development capital makes it less likely that developing

countries will confront the inadequacies of their own financial mar-
kets, thus creating a vicious cycle of foreign assistance and financial
underdevelopment. McKinnonsuggesis tha» forusm assistance in the
form of a purchasing market for market-priced recipient-couniry se-
curities might help break this cycle and its cosre>ponctm5 depen-
dency. [t would decentralize assistance decisicnmaking by taking it
right out of the crganization and putting it into the hands of the
recipient-couniry entrepreneurs. where it should function most effi-
ciently.>

Is this where the logic of my argument is leading? No, and for the
same reason that my analvsis of development assistance does not
- for it. The price analysis of t' develop-
. though of considerable value, tells us little

orms of dealing with allocational decisions.
The organization, in such analvses.is a pmmxe being threugh which
the market transmits its signals, functioning as invisibly as price —as
in the tax credit scheme. By the same token, the organization is not
very apparent in the above-described scheme for liberating develop-
ment assistance prices from their subsidized levels. The proposal
suggests that recipient-country public institutions. for example,
could spread risks by providing guarantees on debt issues by domes-
tic enterprises; thereby expediting a flow of development assistance
portfolic capital. These guarantees could be provided to “berrowers
whase viability and con":zbu(.r.on to devalopment had been thorough-
v researched.”’® The selection and “‘thorough researching” of the
borrower, however, implies a very visible organizational entity mak-
ing decisions that are. by definition. outside the marketplace. In this
price approach to the question, then, the organization appears only
dimly through a parenthetical clause and a passive voice. In my

center on the price Chars

analysis, theorganization is as central and potentacharacteras price.

1 do not deny the power of the analytical lens of price. My own
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organizationa! discussion is shot through with the determianism of
price-like signals. Nevertheless, the free-market-price soiution of this
problem leaves things incomplete 2% as do the remedies proposed at
the beginning i this volume. The concluding argument of the next
Chapter should clarify better why this is so.

CONCLUSION

What would happen if development assistance eantities financed
foreign and local costs, witheout discrimination, in their project
loans? This proposal, by the way, was mnade twenty years ago by IBRD
economists precisely on }* grounds that it would hzlp move
money.?” As the result of uch a change. of course, money-moving
behavior would not disappear. Projects would continue to tend to-
ward bigness, because of adrrli strative scale economies, and pro-
jects that otherwise might be considered mearginal would continug to
be financed. Removing ths constraint. neverthelcss, would have im-
portant positive effects, since the pelicy of finaning only imports
{eeds and btreng&xeas the phenomencn of money-moving. Imported
zquipmeant. for exampie. vould lcse the ““cheapness” it now has. and

rt rather than buv local not be encouc

the tende ¢ L ;
aged to such an exteni. Even though caguz! extrevagance caused by

monev-moving would continus. the extension of the extravagance (o
tocal costs would represent a significant advantage over the cusgrent
system since it would mean an increase for local industry of the
particularly growth-stimulating type of demard that is characteristic
of public secter iovestmesnt programs. This result, at the jeast, is
consistent with the goals of development assistance. The capital
extra x‘agance that now takes place, in contrast. hinders the develop-
meat efforts of local industry in the recipisnt country. If one is stuck
decisionmaking. then. the nondiscriminating
ance may be less bad than the currsnt dis-

with money-movin
form of capitai extr
criminating one.
~Tolook upen local costs wi
also give more chance to the labor-: using choices discussed above. In

a
)
av

th the same favor as foreign ones might

0

fact. the donor world has expressed considerable concem about the
capital bias of is choices and the income-regressive development
peaths of many of its recipients. This concern has led not to a reconsid-~
raticn of the import-cost palicy, butto a strong emphasis on income
distribution zmd emplioyment problems in recipient countries. The

oror world has made a counsiderable effort during the ninsteen-

+:
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seventies to retool itself for lending in agriculture, heaith, and educe-
tion — sectors in which the possibilities for large. equipment-
inténsive projects happen to be not as great. Bul if donor organize-
tions were not able to take advantage of the myriad labor-using oppor-
tunities in, for example, highway lending® then they may be no
better able to meet the challenge in these other sectors. As tt e evi-
dence has shown, capital emphases are quite possible in these sectors,
though they may not be as glarieg: tractors instead of simpler imple-
ments, imported tubswells instead of simpler local ones. school
buildings without teachers. educational television equipment 2 The
vew bias, then. and the extensive research and adaptation that goes
along with it, may turn out to be a tortuous and unproductive way of
trying to get at developing-country reality. Abandoning the practice
of financing mainly foreign exchange costs might have been a less
complicated antidote to the capital uas. even though the monev-
moving causes of big-project f nzacing would stili remain.

Interesiingly, the attempt of donor arganizatons (o shift from a
capital to a labor bias is, like similar shifts before it, a respense ic
problems posed mainly within the confines of the donor warld. Oaly
peripherally did the recipieat countxy participate in this learning
process-and change of heart 1a\'ino instead the role of responder io
trends in development thin k ng. To the xtent thet the new concern
for income distribution was born cutside the mistakos and straggles
of the developing world, then. t may not “take” very well

Perhapsit is not fair eraccurate to present the new income disoribu-
tion moves of the donor worla in such a cold light. Much of the
change was inspired by a genuine concern with income inequalities
and the seeming lack of progress in this area. Radical politics in the
developed world, moseover, brought donor organizations under at-
tack for fipancing status quo governments and abetting social stagna-
tion. Finally. the new concern with income distribution represents a
commendable ability to lsarn from past experience, an admission of
sotxe ignorance about how development occurs, and a vow to find out
moreabeout it. Applying the theory of unbalanced growth to organiza-
tons instead of economies, one could say that the new concern for
income distribution represents an organizational reactionto an “ex-
cess supply” of capda. emphases in the past. In this light, both the
bias of the past and that of the present might be explained as the
normal dynamics of healthy organizational growth.

The temptations of capital-intensive bigness may be so irresistible
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in transpert. pawer. and other infrastructur 2 projects that abstinence
fram these sectors will turn out to be a cood thing. The new and avid
devetion to smplovment-creation and the less dazziing g oppertunitias
for capital bias \n agriculture, education, and health ma ay together be
strong encugh to turn the tide agam" tne continuing large-project
biases of the organizational environment. At the same time. it is
difficult to see how a directive to sursue labor—usmg strategies can be
as powerful in guiding choices as an organizational setting which
continues to emit strong signals in favor of large, capital-intensive
projects. Even if the policy of financing mainly imports were e
maved, the organizaticnal snvironment described ia this chapter
would {ive on

l’-t- \,:
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output was defined. At the same time. fhis

]
response was out of keeping with the organization’s development-

was seen in chapter 6 that it was perfectly rational for the borrower
country. inconfrontiag tha foreign assistance scene, to make resource
allccation decisions as if foreign exchange were abundant in celation
tn domestic resources. This perception led to inefficient uses of scarce
resources — whica was one of the probiems that development assis-
tance was supposad to ameliorate. Again, it was seen in chapter 4 that

the U.S. foreign 1id agency was perfecily reasonabie in giving high
priority t¢ U.S. export promotion in its decisionmaking because this
approach was basic to its survival ia the institutional world of the
federal governmsat At the same time. this priority was directly
contradictory to the foreign aid objective of promoting private sector
development in the borrower country. Finally, it was seen inchapter 3
vat decentralizetion was 2 fitting organizational approach to a task
ike developmentassistance. At the same time, decentralization made
lienation from the borrower-country environment fuactional. In
hort, inadequacies of development assistance programs ceuld be
nderstood ac the results of rational organizational responses to the
ssistance task and task environment. What made sense for the or-

02

[ I o AR ¢ T Bt C,".
b

oS



CONCLUSICN 103

ganization coutravened its gbjectives.

True. development assistance performance also reflected policies
ana political pressures impinging on the organization from without
— such as the cutside criticism discussed in chapter 4 and the policy
cf financing only import cosis discussed in chapier 5. But these other
forces might have been contained if the organizaticnal factors dis-
cussed in this volume had not propeiled as istance orograms in the
same problematic direction. These organiza onal d lemmas make it
difficult to conceive of a development assistz 1cz or -anization along
“urrent or proposed lines that would be abi: to carry out its task
vithout generating the elements of its own unsatisfactory pssfor-
mance.

Muchof the organizational behavior described in this volume isofa
type that privale firms engage in to gain contral over uncertain task
envirenments. These organizations do certain things. that is, when
faced with a'high degree of uncertainty ia the world from which they
get their inpuis or into which they sell their outputs.t As the study of
private firms has shown, organizations &y to gain control over parts of
g their random occurrences

o

ancertain task enviroaments by brin

within the reaim of forecasting predictability. Control may be gained

s creating a new crganizstion out of that uacertain envirsament —
g ca

that is. by integrating vertically This vertical exteasion inte the
eaviroanment outside an organizstion is considered most desirable
when the techaslogy of the product is *long linked. with each activity
dependent on the one preceding it and providing a needed input to
the one following.™™?

in deveiopment assistance, one of the highly uncertain elements of
the organization’s task environment is the beneficiary’s input, as
peinted out in chapter 4. The erratic nature of this supply can be
tiighly disruptive ofthe organization’s “production process,” leading
to the tendency for pubiic sector project generation to be transferred
from the borrowsr government to the lending institution. This taking
over of project generation by development assistance institutions is ..
like the backward vertical integration of firms in the private sector.
The organization expands “backward” ints the task environment and
starts to “manufacture” project applications itself. it thereby lessens
the high degree of uncertainty of the environment from which it must
get its inputs, assuring itself of a more reliable source of supply.

During the nineteen-sixties, for example. the IBRD made certain
policy changes in favor of financing pre-investment or feasthility
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studies. This extension of its activities beyond capital project finan-
ciag “evelved out of its interest in finding and financing projects that
it could regard as technically scund, economically viable, and of high
priority for the develeping couniry.”3 These pelicy changes can also
he sesn as an aitempt to gain sorne control over the insHtutional
mechanism by which inputs are made. Indeed. it was not only the
uncertainty of the recipient.counizy environment which the bank was
seeking to diminish by such a move; it was also the uacertainty of the
already established procedures for generating feasibility studies in
the developed world — mainly, the UNDP. What was originally con-
ceived of as a rational division of labor between donor organizations
— feasibility studies taken care of by the UNDPaand investment by the
IBRD — turned out te be unworkable for the latter arganizaticn
because of the importance for its production process of a smooth flow
of one of its major inputs. project applications. The UNDPs pre-
investment studies, that is, were considered by the [BRD as “almost
iotally devoid of the financial data and analvses that are needed for
faalinvestment decision. "* The [BRD. in sum, moved in the direction
of backward vertical integration in order te increase its control over
the supply of projects submiited to it

Program loans can also be seen as an attempito reduce uncectainty.
By agreeing on a fiscal and monatary program with the borrower
country aad reviewing that programalong the way, the donor organi-
zation reducss uncertainty about whether the product can be “sold.”
Theorganization also puts itseif in a betler position to judge whether
this particular consumer will be gualified to come back another time
for more. By taking actions akin to forward integration. then. the
assistance sntity gains greater conirs! over the smooth disposal of its
product and, in the bargain, engineers a greater number of “bulk”
sales.

Anecther contingency-reducing action taken by a denor organiza-
tion was the [BRD's sirong emphasis on the creation of autonomous
agencies, or mixed companiss, to carry out and administer the public |
sector projects it financed in recipient countries. The mixec com-
pany, it was said, would be more {inancially sound and business-
lika.> At thesame time, howsever, thisorganizational forn reprasented
an; attempt to reduce the difficulties ofan uncertain task environment
by integrating “forward,” for a mixed company could be mare re-
sponsive than a government ministry to the standards of the donor
organization. The existence of the mixed company as loan “con-
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sumer’ increased the probability that funds would be properly used
and the project well run.

The large project provides the donar organization with a control
very similar to that of the mixed company. In addition to the organiza-
tional economies discussed in the last chapter, the iarge project also
provides more certainty over the“sale’ of the organization’s product,
justas the mixed company centralizes decisionmaking in one gmup
of geople. the biz project centralizes projectactivity in one place. Just
as the mixed company is organizationally separate from the rest of
government, so the big project is usunally physically separate from
what is happening in the rest of the country. An IBRD report on
labor-intensive metheds for highway coastruction projects cited as a
disadvantage of such methads the inability to contain project activity
in one place. “Unlike dam construction,” it said, “where work is
concentrated in one place for several vears, read construction camps
must be moved every 3-% months; this is much more expensive fora
lasge labor force than fora few pieces of equipment.”® The big project,
of course. was never explicitly justified on such grounds, even though
the preference for mixed companies was. Both forms, however. pro-
vide the same benefits of self-containedness and insulation.

The policy offinancing only import costs can alse be understond in
terms of the quest for certainty over the sale of one’s product. To the
extent that {oreign exchange costs are embadisd in tangible goods
rather than services, they can be seen with the eye and are therefore
more amenable to control. To the extent. moreover, that these foreign
exchange funds finance equipment imports rather than other inter-
mediate goods, there will be more expenditure accounted for by a
giveu physical volume; one glance will he able o encompass rmore of
the financing. “This emphasis on equipment financing.” wrote the
[BRD in justifying its handiing of the highway maintenance problem
with equipment icans, “ meant relatively quick disbursement of loan
funds and limited project supervision problems.””” Even if the fi-
nanced imports are services from the donor world, they are more
controllable than recipient-country services through the better grasp
cne has of the workings of the institutions of ene’s own culture. The
poiicy of financing imports, then, makes sense in terms of the need for
coatrol over the flow of a product out of the organization. Like the
centrol provided by thebig project, the financing of imports increases
certainty for the doncr organization at the same time that it conirib-
utes 1o the bigness and capital intensity of projects.
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All these instances cfcontingency reduction have been justified by
donor organizations on other grounds: the finaacing of pre-
investment studies was meant to train recipients in the ways of
planning and to increase the absorptive Vaoaczt} Jﬂe recipient
country; program loans would tie development assistance more
closely to a cocuntry's economic performance; the crea t ion of mixed
companies would assure the lending institution that expensive capi-
tal projects financed by them would be administered by competent
groups which were organizationally less vulnerable to political
meddling; the policy of financing mainly foreign exchange costs
seemed the maost efficisat way fo administer an assistance program
and also inducad recipient countries io raise theirown financing. The
spirit of these justifications is best summed up by an official of the
World Bank:

¥
te

ta the preparation of a large cumber of lending operations it was soon
discovered that governments ... found it difficult to meet the domestic
investmen! expsnditures evea when the Bank was ready to finance the
forsign exchange cost. Therefore i had to teke an interest in the fiscal
cerformance of borrowing governments, in the financial operations of
revenue-vielding projects and in attempts to supplement fiscal revenues
through bovrowing operations by governments and governmeni agencies

All these explanativas, of course. have their own validity. They
must also be recognized. however, as atternpts to gain some control
overan extremely aziric-d: task environment by incorporating parts of
it. At this peint, the analogy to the private firm’s solution to an
uncertain task environment runs into trouble: the envircnment that
one is shaping into a reliabie supplier of inputs. or coasumer of
outputs, is another country. This shaping is itkely to involve the
destiny of 2 whole sector of that country’'s ecosomy. {t may attach to
the economy a ceriain development strategy that, though best for
reducing donor-organization uncertainty, wili hinder the pursuit of
development.

The creation of a mixed company, for example, may not aiways be
the most desirable choice when investigating a certain sector. It has
been argued, for example, that a decentralized decisionmaking ap-
paratus in agriculture might result in better choices than the centrali-
zation involved in creating a single company:

A commoen response of World Bank and other donor agencies [to the problem
of uasctlstac orv performance of government field stalf in agriculturs at the

local level] nas been to rp‘\ o admnrs:fatz e arpangements aimed at by-
passing the problem. Thus. the implementation of a;d financed projecis
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frequently involves the creation of a semiautonomous organization. usually
with a considerable complement of forsign zxperts. rather than relying on
existing field organizations. . . . It is plausibie to argue, howsvar, that agricul-
tural development obiectives couid be advanced much more effectively by
measures to raise the level of performance of the existing organizations and
feld stalf

Such decentralization may be more likely 5 produce agricuitural
deveiopment projects thatare in harmony with the human and physi-
cal rescurce endowmmenis of a given region. A decentralized Heid
organization may also be more likely to avoid tabor-displacing deci-
sions or to recognize and deal with labor displacement as it oceurs.
Gu the one hand, then. centralization of invesiment activity in a
mixed company provides certainty and control for the donor ocgani-
zation. Ou the other hand. it can result in choices that are wrong not
only for the economy involved but for the goals of the donor pDrogram
itself.

o

decentralization is ofien more com-
inshodt. it {s more
iz harmony with the new emphases of the donor warld in employ-
ment creation and income redistribution. A study of 2 rura} works

program in fndonesia shows how decentralized decisionmaking on
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specific projects acconnted for much of the success of the program.
The nature of employment problems was seasonal and thare were

a i
“joint benefits to be derived from labor-intensive rural invesi-
menis.”? Agothec study poiated out that aon-foodgrain agricultural
commodities. which play an important role in consumption as ia-
comes rise. have received suprisingly little attention in development
plans. “Many of these preducts are highly labour intensive. .. . The
preduction opportunities are often hroadly diffused geographically,
facilitating aregional balance in labour use. "1t A study of agricultural
gquipment in India and Pakistan suggested that the redesigning of
relatively sophisticated equipment into simpier forms could signifi-
cantly rednce the necessity for joint action by farmersand thus make
this technology more adcessible to small farmers. 12 A study of agricul-
tural emploviment possibilities in developing countries recom-
meanded the decentralization of agricultural research as the only way
fo get cesearch crganizations to come up with location-s pecific crop
recommendations and technologies. In genecal, as the latter study
points out. more decentralized efforts may often be the only way to
make labor-intensive schemes work.'> Decentralization: then, is cae
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kind of program design that mignt help a donor organization further
its new goals. Yet the otganizatios maynotbe able to avail itself of this
2lternative because of its need to gain certainiy over iis environmeat.

':\»:« priority now being given by donor world to emgplovment

I fed
and income distributon proc‘ems is, in a sense, a grand design for
i the kind of history described in this volume. Yet a whole
ready-existing approaches to the probiem may be out of
the primacy of the organizational quest for certainty
environiment. This nead may Dredude project designs that

12t finance casts ii bor or costs complementary

s local costs; that invelve many small projects rather

ne targer one; and that involve projects stretched over time aad
-eatrated at one poiat. An obsarver of agricul-
istance in Fast Africa writes an excellent sum-

o
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¢ "aecrupxed with capital and developmeat expeadi-
i projects and with the creation of special DT059C1 rganim-
ative neglect of recurrent expenditure and of prr) TETIHIES
mpiemented h cugh °\'svn'§, aeﬂd oraﬁm,,auons T
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The search {or employment and income-distribution straiegies,
then. may be doomead fo run up against the organization’s morg basi

function smaoothly. At the least, the new concern for

impulses to f
employment and income distribution should be recngnized as. o
some extent, an attempt of the donor world te escape ifs own organi-
zational consiraiats, and not oaly as a search for knowledge where
there is none.

Since development assistance fnvolves countiies, not compantes,
there will be political constraints to the backward and forward expan-
sion of donor organizations. Incorporation of parts of ong’s surround-
ings beyond certain limits is not politically feasible, ne mafter bow
much the organization needs to reduce the uncertainty of the worid
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around it The attempls of a donor organization to better conirol its
environment will come to look like, or even turn into, the imperial-
istic behavior of a developed country. Whether or not development
assistance is laspired or subverted by imperialistic motives. the logic
ofthe organizational sceae will. onits own. lead the assistence eutity
i look as if it were acting that way.

This organizational logic does not only lead to an explanation of
“#mperialistic” activity by donor organizations. it also throws light
on: the dependency problem of Third World coun tries. Dependency
results from the fact that decisions affecting a ration's destiny are
itly made outside its borders, usually by multinational corpor-
s.Interms of my analvsis. the inability of dosor arganizations to

ve with uncertainty in their task snvironment also leads to depen-
dency on the part of recipient countries. That is, the more that doror
organizations areable to itnpose orderon the outside decisioamaking
that affects theiv product. the better they can perform their task Inso
doing, however, they bring dependency io those whose Cecision-
making has been so ordered. Seen in this light, dependency is the
result not aecessarily of design but of an organizaticn's attempis to do
well. The difficalties that organizations have in living with certain
types of outside uncertainty. then. can be seeq as lrading tothe worst

Py

or on one side of the donoe-

of both worlds: imperiaiistic beha
e
L

€0

levalopmenta ace organization. insum. cannot help but
look at the recipient world as an unceriain snvironmeat to be mas-
fered through vertical integration. But this is the same world that the
developing country sees as the stageforits owndevelopment. Whatis
uncertainty te the donor organization is sovereignty to the borrower
country. What is an intolerably slow pace of beneficiary input to
project generation for the donor organization is, for the recipient
country. the groping that is normal to the process of growth. In short,
the space needed by a developing country {o grapple with and take
charge of iis destiny is turned into anathema for the donor organiza-
Hon, simply because that organization is dependent on the bene-
ficiary worid for 2 smooth fow of inputs and cutputs.

When one looks at the development assistance problem in this way,
the key {o iis resolution seems obvious: what is needed is a setiing in
which the uncertainty of the recipient world does not threaten the
organizational bealth of the donorentity. [f donor orsanizations could
somehow gain independence from the pace and quality of recipient
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government activity, then they would not be so compelied to impose
their srdet on that world. The breaking of this stroag organizational
need for control weould not merely diminish the expansionisi tenden-
cies of assistance activity. Such a change would also cut recipient-
couniry decisioamaking loose from much ofits developed-world bias
and eliminate some of the costs to developing countries of exploring
homegrown apgroaches.
My solution is simple only in terms of its logic. Morve difficultisthe
task of thk}n@ up organizational ot natioaal relationships that
wouid fit the r;uah.zca*x' us set focth hers and, at the same time, allow
a subs tafma‘ transfer of development Cantd‘ T‘noug‘n this task is
difficult, it should be noted that my conclusioas about developr
assisiance are notas pessimistic as those ascribing ifs ma;’equacies G
imperialist determinism. The latter sav that the donor world needs
the recipient world in order o maintain its own rate of growth.
According to this logic, any assistance aitempts by the donor world
will be guided by that need to expand. no matter how noble the
professed motives. My analysis, in contrast, allows for the possibility
that the professed motives may be genuine. and that what gets in the

5

ent

way is an institutional framework rrmt 1rﬂppls~ he organization to get
better contro! over its environment. [ ascribe pro HPm results to an
sanizatlonal, rather than a historical, r‘r:\efm m. Gne hopes that

former would be more subject to engbterzed manipulation than
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7. Downs, Inside Bureaucracy. p. 204. His chapter 16 discusses the conditions
under which innovatioa and recepd vity to change may occur.

8. Inaddition to the literature cited above, see paricularly Edward S. Masoa and
Robert E. Asher, The World Bank Since Bretton Woods {Washirgton, D.C.: The Brook-
ings Institutioa. 12731 Sidney Deil. The inter-4 merican Development Bank: A Study
in Development Financing (New York: Praeger, 19721 fokn White, Reglonal Dex
ment Banks: The Asian, African and Inter-American Banks {(New Yock: Prasger,

Q. Data are for the fiscal vears 1967 and 1974, IBRD datz are from A anual Report,
1274, and iociede credits of the {nternational Development Association {IDA), the soft
ican window of the IBRD. 1J 5. data are for economic assistanceand are from U_S., Con-
ess, Aporopeiations. Foreign Assistance and Belcfed A . Appropriations for
374, part 2. Hearings Before the Subcomamittee oa Foreign Operaticas aad Related
Agencies, 63d Cong.. 1stsess.. 14 June 1973.0. 88: 1974 appmpriaticn fgurs Tom J.S.,
Congress, Houseof Representztives, Commitee op Appiopriatinas, £
and Belated Programs, Appropriatons for 1975, 94tk Cong., 1st sess.. H. Rep. 8433
AID personnet data from U .S.. Congrass. House Comsmiltes ou Appropriations, Foreign
Assistonce Appropciations for 1375, part 2. Hearings Befoce the
Subcommittee on Fuceign Operarinns and Releted Ageacies. 93d Conyg.. 2d sass., 3 june
574, p. 2206,

10. Program loan expenses were 5235 millico ouiof $4.311 miilica. See [BRD. An-
miiaf Report. 1974,

i1. House Comimittes on Appropriatioas. Foreign Assisiance and Related Agea-
cies. Approoriations for 1375, part 2, pp. 131, 163,
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Row, 1962}, pp. 178-79).

3. In the fleld of pubiic administraticn. for example. Esman and Moatgomery re-
commendad that future centures in techoical cooperaticn “roncentrate on experimen-
tal activiiiesfor which there are no readily evailable standard solutions. in which the
United States and local paiticipants can engage in solving tmportant developmental
oroblems through a cooperative learning process” (Miltog ] Esman aad foka O
Montgomery, “Systems Approach o Technical Cooperation.” Public Administration
Reviaw 29 {Septemberidctober 1969% 514} [talics mine.

4. Por insta
Aid, Influencezad Foreign Policy . p. 7% " Tec istance may be directed towards
.. .ap immediate increase in the siock of skifls. by oroviding ‘exgpertts’ who will doop-
erational jobs” {Aagus Maddison. Foceign Skills end Technical Assisigace in
Economic Development{ Paris: Development Centre of the Urganisation for Economic
Co-aperation and Developruent, 19851 pp. 12-13. as quoted in Mason and Asher, World
Bank Since Rretton Woods).

5. Discomiornt with the “transfer concept’” of development xmow-how is also ex-
pressed in A Study of the Capacity of the United Nations Development System {The
Jackson Report), vol. 2. p. 164,

5. Thompsoa.Organizations in Action, p. 10.

7. Asa wav of confroating this problem iz the area of techpical assistance, an ex-
adminisirator of ATD suggested that the innovating function be organizationally
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seugrate from the op@mtlonaz part of the program. ““As an operating organization, AT
has uncets(aadawy emphasized the application of existing technical knowledge, re-
cruitment of career managerial and operati ng pecsonpel. and technical assistance ac-
fivities with vasonanlv assured pay-offs. AJD has been weakest. therefore, ia spoasor-
ing cobers Ive tesearch activibdes, iaath ng specdalized professionai |
persoanel, in building workiag relations with U.S. pro 11
underraking high-potential but high-risk experiments in techaical assistance. Thus, it
seems to me, the 1 case for makiag some special arrangsments to 2nrCourage
greater ianovationintechnicalassistence. . . . The most rational grounds forsepqra*mg
an lostinnte fom the proposed Corporﬁt:ou is this distincticn between vnqmaung and
aperaiieg functicas” {Clark, American 2id for Dev elopieni. pp. 185, 187}

& Tom Barns a iker, The Management of innovation [Loadon: Tavis-
ications, 1961} as cited in Lawrence and "(*n"zu‘i“n and Envima-
r‘.ent po 8788 Swe also Thompsorn. rﬂm.x.m oas
o0, “haag zation: Notes Towarda T
3 Thompson ;_P1ttsburg':“ LP"/PF:.('\ of th*?sb:.rcn Press,
'7U€r>ok tamnld Leavitt. “Unhumas Organizations.” Harvard Susiness Re-
{juty-August 1962} 60-98. as cited in Crgam?ctwn and Envimnment. pp

a Organi-

tichel Crozier goes so far as to argue that “the Teedom and discretion of the in
novator figure require the sirict ritualism of the p »ficials and the submissiveness
of the middle nfficials if they are to develop Aully” (The Burenucratic Phenomenon
{Chicago: University nr hicago Press. Phoeaix Books. 1967] {.p. 292} falics mine.

12 State Dépa:‘mém Foreign Service Dfficers. the decentralized
familvlike unit was also considersd to have an mﬂd»ncn on bekavior
dents »uagr‘sf?d that the younger the tadividual. the further away from Washingion, ibe
smmaller the embassvy {up o aceriain point) and then the more :rx'o st d e’lf-’ mhassy. t
lzss the tendeacy to view type A beh'n tor as « b
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with the Chief of Mission™ (U.S., Department of State, “ Task Force VI, Stimulation of
Crealivity.” in Diplomacy for the 70's: A Program of Management Reform for the De-
Dastment of 5&:{9 ueo&rfrnem of State Publication 3551, D{*partment and Foreign Ser-
vice Sertesmo. 143, pp. 333-3

12. \/hraovar. AD ‘otatf‘n srf‘cedur%
Service in thatthe employee bad more of a say

13. To ilusirate: AID's Foreign Service Re:,er"e officers, when meruited from other
)} es. are specitically forbidden the rightof relnstatementin their orig-
ipat ageac» in the same, uor*espomdm,,. ot higher position upon termination of th

is right is guaranteed to State Department For reign Service Re
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14. There has been a risiag tide of dissatisfaction with tm> career service system.
See, for exampie. Elzabeth A. Bean and Herbert }. Horowitz, “Is the Foreigy Secvice
Losing {ts Best Young Oficers?” Foreign Service fournal, Febn 30, Task
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Force VU, Stimuiation of Creativity.” U.S. Department of State, Dipiomacy for the 70's.

13. See. forzxample, Argyris, “Sowme Causes of Organizatiopal [neffectiveness.”

18. “The Degartment of Siate relies heavily (as 4 has for maay years) oa the recruit-
meat of voung college graduates who are brought in as junior Foreign Service Officers.
in recent vears. junior officer appointmenis have accounied for about four-fifths of the
tofal namber of Foreign Service Otfce: The Agency for Internaliona
Developmment has relisd almost exclus ment of more mature pcm‘ns
with sperialized triniag and experience bmught in'at the middle and higher grades”
{Personne rthe New Diglomacy. p.
Tés‘x*mmr ofba Beli, 3., Congress, Senate Committee oa Aporopriations
nr’ Opcvm wy for {nternational Develop-
iations. 85th Cong.. Isisess..

aliowed t ¢ in the State Dep:

iremen and Dl&‘if)i ity system. The requests ware turned down

Coungress because it cd nof wish to tzke ap action that would confer perms

statug oa the Ageocy” (testimony of Lane Dw Assistant 3

:Q;s::ration AID, U.S., Congress, House Comin {
ce dctof 1955, part 3, {eanugs Before the Comm
tstsess., 14 fuly 1363, p. 301).

The desire for such fexibiiity was expressed in the Presidential Task Force Re-
port which formed the basks for the [egislation creating AID SUCCEbS of US. effods in
assisting counfriss to obtain maximum growth will depene pon the Agcm(,v
ability to maiataio a professional staf with high standacds of mﬂ tivation and pecfor-
mance. To this end. the persocnel system will provide maximure flexibility in cbtain-
ingthe best persoanel available whether wlthin oc without the Federal Service. . .
davalopment of arate carcer pemar: i for AID personnel is uagn

Foreign Service &

Aasis—
413t Cong..

r"orpw Add: Policies,
. 383990,
f Bureaucracy {Washingtoa.

Press. 19651, p. 5:-.

23. Toiiiusirate: “inits investigation of the mores, values, procedures and system of
rewards i {Stare} Departmaent 2ad the Forsign Sen'ice." a State Depastment study
groug reported. “the Task Force found that all of these acted as barriers to creativity. We
found that the value system of the Service respeciad grecedent and cosformity ta stan-
dards .. .andthat thxa led to resistance to itnovaion. . . . The Foreign Service has tradi-

ional 24 2 kind of elite corps. While this view has been of value in
contribut g to the high pro:.essmnai stzadards which the Service has maintaiaed, it
hasalso produceda :‘,end cy toward iasularity. . . . Too many [supervisors] seek to dis-
courage {creative initiativesy, =ither because, imbued with th of the Service,
they view the uncoeventional as by definitinn unscund. endeqacy is 2ggra-

i}

vated by the sxaggerated respect for rank which is tradu.c: in the Service” (U5, De-
caﬁmr“mo?Sia‘e.‘ Task Force VI Stmulationof Creativity " inDiplomacy for the 70°s

for the New Diplomacy.p. 77,

26 f‘vpanmpnt of State. " Task Force VI, Stimulation of Creativity.” in Diplomacy
forthe 707s.p. 3
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27. Carroll McKibbin, “Attriicn of Foreign Service Officers: Then and Now,”
foreign Service Journal, May 1969, as cited in Mosher, “Some Observations about
Foreign Sesvice Reforms.” pp. 807-9.

8. The difference between AID and the Foreign Service was sven apparent in the
way the oificers acd offices of the two agencies isoked. As ,'o.':m Harr described {8, The

0SSy proper is & distinctive instdhution and its ambience is likely to have traces of
eiege’m . Normaily the 3tmospm>m is sedare; officers are prone to wear vests and
haddi var‘"one walks around in shirtsleeves. . . . 4D will be in a different bxmu‘mg ..
and the atmosghere as uaﬂyw I lack disdnctiveness. It will be tike the headquartersaf
anvafa &zousa ad busiaess firms in the capital c‘h' with local overtenes wrrx as faulty
elerators and spastan furaishings. Oae is like suata acedt,\, :.ms.ciad in
sandals and khaki shorts. just in fom 2 feid project” {Thz Profess zonc} D
{Princeton: Princeton varsxm Press, 195%;, pp. 298—9‘3,.
8. Pepsenne! f Diplomacy. p. 25,

2. June 1965 oo 30.

Modern Diplomacy: A Rfmor‘ to the American Foreign Servics As-
ashington, 8.0 American For e Associlation,

32. LS. Lon;r»ss House Comumilteson Affair
1989 pact §, Hearings Before the Comumitize on rr-rm: Affairs, 91& L,on
July 1989, . 1193,

33. Kaplan, Chaliznge of Foreign Aid. p. 260. This bi gher tate. however, seems (o
have been a resuh aot r)r*h' D‘C voluntary resigeation but of significant persotmel
reductions as well. Without a further bieakdown of the nirnover figure into voluntary
and forced separation. it is dxﬁ:ﬁrui‘z to use it as evideace of resigaation sesuliing from
employ=e ipsecuriyy.
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39. ftis interesting thatibe lawyers, rather than the economist ts, were the gowerful
and the innovating in an organization concerned with econormic developmeat This
oCcurred at l:z {BRD as well. “It was extrasrdisary.” an IBRD official recounted, “how
n L"ze satls ! department produced broad concepts and idsas and s gges-
agemeat begant oexpecﬁ&e fawyers to have these ideas rather
{ Juctedin Masow and Asher, World 52
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regulations and most adept in applying them presumably should bave been more
disturbed when they were superseded by new ones”™ (Bureaucracy in Madern Society.
op. 96-51). Ses also Peter Blau. The Dy aamics of Bureocrucy: & Study of Interpersonal
Relatioas in Two Govemment Agaencies, rev. ad. (Chicago: University of Chicago Press.
19555, p. 215,

Criarter I Tie Miset

1. Michel Crozier points out that, in geaeral, the ne=d for adaptve behavior
oresents itseif at the lower echeloos of a bureacracy. because they are inclosestcoatact
with the public they serve and hence with the tarslommations accurring in society at
farge. But the ima v o iunovate that he descnbes results from aimost exactly
npposite ceasons than the inability [ discuss. Crozier savs that “decisions must be made
where powec is locaed. on the top.” (et ihe tog canmet be adaptive. he :
because of the “‘sitata isolation” and ceocemitant lack of comrmunicatien
charscter’ sgc of bureacracy. Although the challenge to adapt also vresents iself at the
tgwer echeions in my forsign aid case. the imability to cespoad eesulis not from a fack of
oo wer but. ko conirary, irmm an unusual ree of power vested in 2 lower echelon
man who is incapable of exervising it respoasivelt. See Bureaucratic Phenomenon. p
195.

‘hen Governmecnt Works,” The Public Interest, ano. 18 {Winter 1970}, po.

3. Testimonyof David Beli. inPersonrel Administrotion. pp. 13-14. My use of this
ge here is not quite fair, since Bell was hedging against the crivcism that the
ashington staff was too large.

1, Farexample. fohn Harr comments on the same “lack of a systematic, meaninghul
ashington and the feld ™ in the case of the State Department and its
embassies. " The feelings run worse fom the Seid to Washington thana vice versa.

qen something is waat
sionet Dplomat,
i joha NMontzom

itation o

nearly

C "eTs
thoi

yet been strongly felt in the U.S. {oreignaid programs. whers the conceras of the 193
have remained dominant. . . . Little effort has beea wade in the aid grograms (o apply
this knowledge [gained from the behaviora' approach to public administration] to
adminisgation of development programs in coeperating couatiies. .. . AID itseif bas
been aware of this iaterest {in the interdependence of administrative behavior and
insdtutions with culture} and has spousored important research in development ad-
ministraticn. but the fruits of this research have not had 2 prominent place either in
AfD's operating doctrine or in lis practices” (“Systems Appruack to Technicat Coopera-
tioa.” pp. 31

3

. The Alliance for Progress and the
 York: Randem House. 1967). pp.
af New Societies, po. 8-9. As outlined above, of course. the
nry. One cannot be immcbile and evolve at the same time. A

v by Samuel Huntingten. howrvar. shows that a moce refined Teatiment of
& subject caa vield coavincing results. Briefly. one can identify immobile and evolv-
ing fectures within the same society. In the Americas case. for examptle, Huntington
arzues that the polidcal systemis archaic. dating back to the fime of colonization, while

social and institutionai asperts of the country have evolved considerably uader
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their aew-found freedorn. Sze “Political Modernization: America vs. Europe,
Pelitics 18 (Aomi 18663 378414,
3. See. {or example, Everstt . Hagen. Gr the Theory of Sociai Change
{Homewood, {1.: The Dorsay Press. 1962). oart 3.
1k mla' . Dynamics of Bureaucracy. pp. 112, 114, 115. 253, 263.

ftalics mine.
“eadetl Blancke, The Foreign Service of the United Stafes
'New York: Drae?‘er. 1389}, pp. 238-37.

13. Testimony of James Fowler, Acting U.S. Coordinator. Ailiance for Progress. AD},
in U.5., Coagrass. House Committee on Foreign Affzirs. New Directions forthe 1870%:
Toward a Strategy of Inter-A mecican Develnpment Hearings Before the Subcommitiee
oa Inter-American Afairs. 91 -+ 25 February 1969, p. 595.

1. Depar ‘nent of Sxa@ “Task F / Parsomei?arqw Hes: Noasalary Compea-
= and Allowances.” ' Dipizmac he 70%5.D. 153
3. ibid.. p. 1.

Tb ladeed. tne AID employee who was ryiag to make friends among the host
coustry persons be met would often find the PX. liguor. and APQ pr'"ueqee to his
dizadvantags. The existence of PY sroducts in kis home wanid be noted oy his foreign
ac.iuuinraacesasas g ot his lack of faith in the iccal market and the - ‘easy s abroar.
He ofen found that what ke had h hopea‘ were riendships ware unpleasant!y tinged by
tequesis to obtain things at the PX. Thus. the P benefit” could actually be of aegative
value to the AID techmician :r):.‘g {0 make 2 go of it in his new cultire.

17. To illustrate: “The altermarive of "tiving sa the =onomy’ was prenibitively
expensive in many places ... and the U.S. Covarnment often found it cheaper and
easier o build c,ampounus and set up commissaries lhfiﬂ o wiple or auadmnle ftviag
allowances. . . Whereas s small, cemate 2mbassy may have ma naged o get a‘oaa qui ite
comfortably . .. once a big wmilitary assistance ot ATD Qissing arrives them must be
virtually msi logistic support. . .. m “-L} couceniration countries, it is not unusual
for the AID staf o cutnumbe 5 2 ‘JS&S, and Peace Corps
rters staif combined™ (7 i States, pp. 122,

11,

2ud the perqui mong
5e revised 1o perr bé_!ﬂ\"ﬂt of
¢ employves and ail fami s when the

Quaiters withoat adequate | "ch o facilites.
ce should be increased t0 S12 pacaduit and 36
mr each family member under 13 fuzart of mze {8} -ﬂg:s*at}ve autbority should be
s«mgh £ provide for nﬁdnm?.rtea . le] That the present
transfer ajfowance be d'v’ued 180 two categ ones estamxs“ wardrobe allowance to
Caver exiraocdinary ward O eXpEnses remdt“g Fom mter zone transfers and 5 dis-
placement allowance for meat {or those extraordinary expenses acxdeat o
ad c**anslv's with parzie cate, mymerz!, ot reimbursement for each. . . . {12} The
d e revised to refect four climatic 70&&:; “o" ciot s
“{pe. 13531

= is rs’{wued o gcet D
The home sacvics transfer allowan

“mismatches” from Paul Lawreace and IEVALA
Diagnosis and Action (Rea Z, Mass.: Addison-

Lotsch. Developing O:"gf ni
1w€_:.lPY 13855, pp. .

20. “Lcannot 7e said that the Bank has besnan « oitstanding leader Anapshug new
technigues ¢ Eoro;@d appraisaloranalysisof development processes. . . . The Baak has
perzaps been less venturesome than wme other project leaders. at least untl recently,
in exvlosing uew avenues of investmen . Project {ending by the Bank in some
respects has been based or a narrower roacen* ofLe ieve‘oomeut process than has the
project leading of either the Inter-Afzerican Dece elopment Bank or the U S, Ageacv for
Internaticnal Development” { *lason and Asher. Warld Bank Since Bretton Woods,
257-583.
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CHAPTER IV: THE INSTITUTIONALIZATION OF Oursme CrITICISM

1. For example: {1} At least 30 percent of the gross tonnage of AiD-Haanced
mmodities must be shipped on U S.-fag carriess {(Membant Marine Act of 1336 as
ed 3.-fag shipping mies sspeciaily for mamp shipoing,are generallv higher
ose of nther-country carriers; the peovision alse bas the sifect of limitiag AID
ag for projects involving high gross ioanage comrnodity axporis. {2) Procuremeat
was limited almost exclusively to U.5. sources, largsly at Treasury Department insis-
tance. which adds coasiderable costs to bormowers: the source of this authority is AlD

Srders, and the loan appeoval procedure ta which the Treasury has a vate {for
g of these limitations since 1970, see chapter B} {3} Assistance must be
t onlv when expropriation without adsquaie COmMpPRaSaAlon CCTurs, but
paid, uncoatested debt o 2 prvate 1.5, citizen i the recipient
and [e] of the Foreign Assistance Act). {) No assistance can be
for pre s compatitive with U.5. indusizy unless the covalry
imit expors to the Uaited States 1o 20 gere t of assisted saterprise output
ection 820{d] of FAAY {5} Assist s reduced if the country has seized and ficed
 vessels in internatoaal waters and fails to pay any U.s

. goverament claions foc
ats expenaded in retmbursing owness under the

g

emman's Protective Act
5. {8) Public Law 80 {“Food for Paace”} limits recipiest-countyy exports of
simmilar as well as the same. commoditias as these importedu aderPL e eg., 11PL 480
wheat is imported. then recipieni-couniry Sxports of corn of rice are prohibited or
limited. See House Committee oa Foreign Affairs, Foreign Assistance Act of 1559, part
6. pp. 1193-94.
2. For AfD's publicity about U.S. equipment sales. and coagrassional reoukes for
ngress, Seeate Commuiltee on Foreign Relaticns. Foreign Economic
: Before the Comimiries na Forsiga Relations. 93d Coag., 1st

have compiaiaed
setion of s Limiied

2d sess., 15 Mareh 187G, . 16
The matter of U.S. foraign aid. its ucpopularity and the consequeni constrainis
upon its action has been discussed la the terms tined above ig sources such as
Richard Fenno. The Powar of the Purse: Approprialions Politics in Coagress (Bos-
ton: Little, Brown Co., 1966); William L. Mormow, “Legislative Coatzoiof Administra~
Hve Discretioa: The Case of Congress and Foreign Aid." Journai of Poiitics 36
{November 1963): 985-1011; David B. Truman. “The Dnmestic Politics of Foreign Ald.”
Procesdings of the Academy of Political Science 27 {famuary 1362): 52-72: Levigsor
and de Oais. A Higace That Lost {is Way:and Wall. Charity of Nations. ckaps. 3 and 4.
5. The idea of fresing the oreign aid program from annuatl comgressional appeo-
priations has bean proposed in one form or another for along time. asd predates the
creatica of AID uader the Kepnedy adminisivation. {a 1938, the Szpate Foreign Rela-
tions Commitiee proposed a five-ysar developmer” lcan program o be financed by
Treasury borrowing @t the rate of 31 billion 2 year. The proposal was defeated. See
Fenno. Power of the Purse, 9p. 3 3.
6. And. as David Truman paints out e lack of pofessisnal consensus about
3 caducive to easy sniping by laymen —in this
. is a novel if not whally unprecedented
such newness impliss in controversy and
haracter, comparable in complexity to the
eapunry. Unlike the military sector, how-
ich aq established and respected profes-
sirades of controversial noveliy.

s
4

fatiers i the Heid makes
case. the iav watchdogs. °
instrucent of national policy.
uncertainty. It is at its eart fechnica
roblems of modem military sirategy an
ver, its spokesimen bac wihority wi

ionalcorpscan p

®

[
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Especially wheo circusmsiances pecmit oaly slight consensus among the realexperis.
€very man can be his own expert on foreign aid: he can challenge the spectalist witha
degree of impusity that he is unlikely to enjoy if he venturss int> the reaim of tne
mmtcary orever into that of dipl omacy in its more conventional forms. . .. Where time
and convention have got surrounded a techaical policy and process with :xr)téssxou;‘

authority and with supporting myths and symbols. public discourse is peculiarty likely
o becouched ia alenguage whose si*ﬂ pllﬁcatioms are poc iy acaot—d o P*}-\ goalsofthe
enterprise and o the & cal system” he Domestc
P:)lmcs of Foreign Aid,” .
. House Comrnittas on Foreign Affairs. Foreign Assistance Act of 1969, part 8, p.
11 9?
4. Aanthony Downs relates the feedback quwstmu to th-> amf\atxl*r‘, that a bursau-

tely rigid inirs behavior,
2 begin hearing loud "‘Pd;t!‘(b fm'n ci:e"ts suppliecs, reg-
ies. Hence the bureau will find itseff Jmipr s5Tong pressuce to
become more flexible. The rigidity cycle is least likely to occur in bureans that are
andsr strong and coastant pressure fowm such feedbacks. .. . Bureaus that serve the
electorate dimctly are less likeiv to ossify than those that do noi. Excessive rigidity
such bureaus as the State Departinenr. AID. and the military ser'-'ices. therefore. may
persist for extensive periods™ {{aside Bureaucracy. pp. 163-61

3. in February of 1963, veluntary restraints on direct U.S. fmmvmnveslnea: were
inroduced. wher?m companies were asked to iavesi no more than acertain r\emensage
of actual dirsct {nvesument during 2 1962-82 base period. In fanuary of 1968 the
contmls were made mandatory and more restrictive.

10. This assumption has been disputsd on the grounds that tied aid duliars may
simply resultia the substitution of these dollars for foreign exchange that w
been acquired anvway {or purchase of gooadsinth rited States inthe abserce of aid.
Thatis. the amount of fareign »(rmnye‘ released” by aid dollars may be used to import
from thir untries, according w} B L’Ou”le"z-‘ .‘hus resuiting ia as much of a get
outtlow of : 1 E V‘ai~cos:

cracy will tecome o
its sovereign wi
ulatees. rivals, and al

.A.O'}'u, .

32 1T

POris,
port demand o GNP
ver Al resuliing frem its respoasibility
o egiorce cert hather or not tied aid zan iead to additional
imports from a K beea dxs.,ubse wldely elsewhere. Ses, for example,
Lachman. T‘zp Loc { Currency Proceeds of Foreign Aid (. arist OECD. 1958), .b.apfe" !
statement of ¥ S

1 S Gaud, Administator, AL, in J.S.. Coagress. Joint £conomic
1 o‘ Balunce of P ymerts Poficies. Hearings Bafore the Subcom-
xchaage and Payments. 91st Cong., istsess.. 13 | fanuary 1969,

joi 1t Ecosormic Comm

iew of Balance ¢f Payments Policies. p. 92.
Other waterial in this paragrap E

e text is a paraphrase of the same source. A

comprehiensive discussion of th tcacies o* additionality procedures can be found
in Organization of American States. External Firancing for Latin A merican Develop-

:m:n: {Baltimore: johns Hopldas t’r?ss, 1971}, pp. 145-7

Quoting. agaia, Adminisirator Gaud: “If AR credits are to he covered filly by
aildi\_.(,uai U.S. exports. part of 2 Best country’s tmports must be dzver‘ae-;i from foseign

s of supply 1o the United States . . . th "ﬂuch import and exchaage controls. The
has iong viewed such r_introls as setious obstacies to sificiext develop-
mem. thas beena geal of AlD toencourage removal of these Goatrols to encous rage free
operation of market forces. Although systems of controls have not actualiy been
astablished as a result of our efforts to obtain additionality. those eforts Ry serve as
i o delay di rmmhno of xzsang systerns.

’

untries could
or develoo-




120 NOTES TO PAGES 46-38

ment [mporters were simply reluctant to use AID fuads to purchase goods subject to
our procedures and at higher prices.

“Where AfD. together with Treasury and Comunerce. bas been particularly
concerned with addidoaality shortiails in an xndxwmual country. we have frequently
fad o speqd moaths aegcHating an additionality agreement. This is 3 complex and
seasitive subject, and has tended to divert attention rom pegodations o seif-help and
other important development objectrives. Both the United Siaies and the host govern-
ment spend toe much dme and enecgy taiking about the wrong subjects™ (Joint
Cconomic Comumittee, Review of Bafance of Pavmenis Policies, n. 95}

13. Paul L. Montgo:smery, “(.5. Restricticas Cuib Belivian Aid.” New York Times,
1964, p 9.

14, fact w‘)s uo.‘ made public, 3s intimated in-a story ia the New York
Times on fune 13, 1863. See Benjamin "«' e ‘Nixon Gives Warm Geesting to Colom-
stan Leader,” p. 5.

15. See Uy— w,d'inuCE LA Re“ur‘ conomic Coor-

. The preseata-
don of the raoox* was mcounted in the New York T('ws on ;Jne 969. Benjamin

i.k'e;’les “; xon iz Told the Ti'ne Bd; Come for Acr_on : sec‘ 4. p- v

part 3 p 1 hu_

17. Aa excelizat detailed account of such ipcusrsions, and the problems they
created. is to be found in Leviason and de Onls, Ailiance That Lost {is Way.

18. EMBRATEL is Empresa Brasileira de Telecomuaicacdes. a government enter-
prise. The quoted material is from AD. Brazii Mission. “Memo on Brazl — RR-
”\(BRAL EL Inter-Urban Te’efcnmugraéoﬂs Project.” LACD [Latin America/Capital

VOLJU"dentj February 2, 1967. pp. 3. 4. 9. as cited in a2 memo from fudith Tendler to
Iohn Xanfimzan on “{RR for EMBRATEL lme;—uman elecommunications Project,”
h,p@wnttem} D. 1.
is a pity that

a
ie

the aﬁe"zcy, like most governmeat bureaucracies, theows
i and despurate counteratiack o its
re is @uch moee to be lbarned ebout
working documents at faicly low
i | cavution. than from
of docement, se
v ce tan ata stage of
d «,xsmnmaﬁrm w‘:e" 'ztany of he interesting problefns have been tesolved and <oo-
flicting poaxtnorb reconciled by the ase of neutral words.

26. There was one exceptiore the congressional criticism that aid-recipient coun-
tries were iacreasingiv and alarmingly associated with repressive military govern-
meats. This concern resulted in Title [¥ of the Foreign Assistance Act of 1968, which
required that the age vy place emphasis “ou assuring maximum participation in the
task of ecovomic d ew—mpmom on the part of the peopie of the Qe"eioging ceuniries.
Lh;ougb the encouragement to democratic private and local governmental tostitu-
ticas.” This directive seemed rather naive inassuming that AD could curb the flood of
militasy governmeants by financing “politicel developament projects.”” and in pointing
the fager of blame and putting the Surden of change oo the arm of American invoive-

ment that was least msponsible for the fact that American foreign policy in Latin
America was associated with military jovernments. Finally, this legislative directive to
AlDto getinvoleed in the labor uniens, the state legisiatures. the peasant leagues, and
the municipal admisistrations of the recipient couamies could oaly be locked upnn by
?he Ia{‘,er as a very inirusive sle
. Blau also refers to the eflects on an organization of a hostile environment. citing
t‘ee labor uanions and socielist pacties of Imperial Cermany as studied by Michels. it
was the efforts of their officials to protect their survival i a hosiile environment that led
toa :)re‘)ccup“ueu with streagtheaing the administrative aop(.ra*us and 1o a retreat
from the oviginal radical objectives to more moderate reform gnals. ... An interast in
maiataining the orgaanizatica promotes the displacement of geals | A{ be ociginal @

experience from
ci‘s 2{J feat oU fac
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NOTES TO PACES 31-58

sicn evokes intense hostility that 2adangers the organization’s existence” (Dynamicsof
Bureucracy, p. 2431 See also Bureaucracy in Modermn Seciety. po. 95-96.

22. Indeed, the atrophy of human communication was felt by a young State Depart-
ment Foreign Service Officer to be alleviated somewhat only by the fact that be was
staticaed in a hostile counay, where it was nos URproper to exercise one's critical
powers in talking about the host country. “Sometimes ! think thatoge of the advantages
of working ia my area is that the forsign Counmry is not considsred frieadly to the J 3.
and therefore it is more acteptable to be more opea and critical” {Arzyris. “Scre
Causes of Urganizational fneffectiveness. p. 33}

23. ““The {Fereign] Service has prized drafting abiiity above almost ali other skills.
We empbasize this skill in recruitment and reward it generously in our promotion
systera. The prize jobs i the Service ars the eeporting jobs. Foreizn Secvice lnspectors
habituaily examine reporting officers’ ‘chron’ filss in order to determine whether there
has beeq an adequate volume of preduction” {Departmeat of State. “Task Force VL
Stimuladon of Creativity Diplomacy for the 70%s. p. 314).

24. For example. “Writing has become an pecu pational diseass of our service. . . .
Little woader that cur abiestand mast Snergetic officers literaily ssek out opportunities
to report, whether the need is urgent ar aot” {ibid.).

CHAPTER Vi THE ABUNDANCE OF DevELOPMENT ASSISTANCE

1. See. for example, Partners in Development {The Fearson Report}. pp. 78. 177:
Mikesell. Economics of Foreign Aid. p. 121; Jagdish Bhagwatl, “The Tying of Aid," ia
Foreign Aid. ed. Jagdish Bhagwati and Richard S. Eckaus (Baltimore: Penguin Books,
1970}, pp. 235-93.

2. The role of the organizational factor in causing farge projects has been referred
to only infrequently aad brisfly, usually in the srocess ofadvocating the favorabil ity of
program lending over project lending. See Hollis 8. Cherery. “Foreign Assistance and
Econcmic Development.” inCapital Movements and Economic Development 2d. John
. Adler (New Yark: St Martin's Press, i957). . 280,

3. Chenery says that the project
lncentives in both dorers and reci
coateatin orderto irinimize sdmini
15 very doubtful § 3 app
AID program assistznce] conld hav
{ibid . pp. 280. 285). {talics mine.

An AiD official stated the same position biuntly in testimony before Coagress.
The program loan mechanism was preferable to project assistance. he said. because the
former was “the way ia peovide substantial assistance to a Counfry, assistance that can
mean 2 lot because it is disbursed rapidly in a short period of time and in large volume™
{testmoay of William T. Dentzer. ig House Cammittee on Foreign Affairs. New Direce
tons for the 1978’ p. 48). Italics mine.

t. There is considerabie discussion of the project vs. program lending question in
the literature. See H. W, Singer. “External Aid: For Plans or Projects?” The Economic
journal 75 {Saptember 1963): 539-15: Albert O. Hirschman and Richard M. Bird,
“Foreign Ald — A Critiqus and a Proposal ™ Essays in International Finance, no. 69
{New Jersey: International Firance Section, Department of Economics. Princeton Uni-
versity, July 1968): Amocid Harberger. “Iszues Coa cerning Capital Assistance to Less
Developed Countries: Comment.” Sconomic Development and Cultural Change 22
{jaguary 1974} 338-44.

5. Tee growih of the system had lagged behind the growth of demarnd. As is
frequently the case in developing couniries. there was some difficulty in making
reliable forecasts of the system’s Ruture aeeds, siace pasi growth records would not
include the unattended demand which wonld surely surface when new facilities were
added to the system.

8. AlD. Brazii Mission. “Passo Real Hydroelectzic Project,” memo from Tudith
Tendler. Otffice of Development Planning (DPEC) toJohn Kaufmann {AssistantDirector
Development Planning), September 18 1957 DI

* tinder present project procedures™
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countdng of discussions that cccurred whea an Al team. of which Lwasa member, met
with the company for a week 2t its headguarters durinz August of 18£7.
15. This contrasts with the common explanatioa of urganizational behavior in
conflictwith policy goals. accordicg o w mch the m'ﬁvrdr;v‘ s behavicr isexplained as
ioqal pursuit of a set of goals : eceni, and celated to his
atempts to fnd security andior advance nrzanizadoa. See Piru.
Bureaucraey in Modern bo:w:t,v, op. 36-31.
18, AID. Bzl - So 5
Recome~u"anon> for ,h_ Raview of the Development Loan Commitiag
e material ia “us chapier is 'ak $:3 mm 20, 8-9. 19-20 of it

onstHigh athily Progrs

the

Meinrenance Zqaipment. Propesal ana
AID-DBLOP-

addeed. this is w
Cnnde do Sul. The doilar
ffroma $13.3 million t0 83,5 mitlioa;
bv;.;. vided for the project™ {Hinu
arrd RBelated Agencies. D

i ‘Jr:_u!s‘terto?nes..xd.\,qm
March 20, 1968.p

20. AD, Bmﬂ.\:e

h doev not
astructive

Sse, ‘:o. exam-
The Cazeof

235

o

e

i

e Brefion
Smey Devzlogment Bank. p.
wcing is somewhatcompiicated:fora

3 fates al : th AID
toaas in ali Lal:n Amer} _ougiri ad i 270 exrended this modification to most
fess-devaloped < i 2 (o aid-Laanced Thizd W or.a r)rﬁ«
Cureent was no! fon b»\;v enn latp 1969 and mi
abotrs 7% of total
usntying, in terms of pris : : s o me other dew e.oped cum‘:‘ —
proceduies airead: aterai instituticas. n 1570, the United
2y annvunced readiness h) WO h ‘)fher aid donors to asgotiate 2 reciprocal
These talks were suspeades S. :eq&s;r QPdluQ resotufion of
aticnal wonetary problems,

.g.. Alexis £ Lachman, The Local Currency Proceedsof Foreign
i, chap. 3. The OECD's Development Cocperation Review for 1
ssion of the bias against local cost Ginancing, pp. 62-65.

3. For exal ‘xzp! ,.he IBRD jpstified its import-cost Doiicy by saying that it was “a
practical way of assuring that {the recipients] will mobilize their own resousces to meet

;J

A id {Pacis:
also has
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a substantial pant of the cost of the projects or programs coacerned” (The Wodld Bark.
FC and IDA: Policies and Operations {Washington. D.C., 18621, p. 38}. :
6. The two obvious alternatives are {1} to finance a certain percentage of a profect
without dxsc.‘mmanng between foreign exchange and local costs. or {2} to provide
mapciog in the form of general ﬁmgata_rv inport. The alternatives, and the current
sysiem, are discussed mdviy in the literture cited at the beginning of this voluwms. as
weldl as o the L‘.cnman book cited above.

“Seif help” also refers to non-project-celated measures taken by a couniv to
increase doimestic savings and make improvements io other areas of mopetary and
fiscal policy.

7. See. for example. Howard Pack. “Employment and Productivity | Keu}?n
ianufacturing,” lastitute for Devslopment Siudies, University of Nalrobi, August
472; Louis T Wells, {r. "Economic Man and Srginesdng Maa: Choice of Technolozy
in 3 Low Wage Counoy.” Econcmic Development Report no. 226, Harvard Unive
Canter for International Affairs. November 1972; fames Pickett. D {. C. Forsyth. anc
3. McBain. “The Choice of Tachnology, Economic Eificiency, and Employmeat in
Daveloping Counties,” Glasgow, February 1973; joha E. Todd, “Size of Firm and
ieacy ia Colombian Manulacturing.” Research Memorandum no. 41. Williams
e Center for De pmeat Economics, October 19"" A;bart Berry. “Relevance
spects of Small-Scale indusay inColombia,” Yale University Ecoaomic Growth
Center Discussion Paper 5o, 142, April 1872
8. See Thomas, “Choice of Techaslogy is Developiag Countries™ Gotsch, “Trse-
tor Mechanisation and Rurel Developmect in Pakistan”; Peter C. Timmer, “Choice of

Technique in Indonesia.” Food Research Instibute Q‘tSChSSlOu Paper zo. 72-4. 1972,
G. IBRD, Trensportation, Sector Working Paper, Januwary 1972, p. 27.
10. fbid.

It may dé L"lat the ratmhaxo is us,d fess because it makes sense thant because it
oz the administrative headactes of doiag

“Trade. &id
= &ooor

*‘oss ucmebuc cavngs asd oerc?qt of GOP auci fore'gn savings as a
;f(;D?. Pasa_xeka:vues mgt.al!.nouchu isinverse correlation exists, it does not
£ g g

or

“The Jec‘ oi Aid and O‘her R%ouroe Tz a.n.:fers on dezaos and Growth in Less

2 1-30.

13,0 A sim.i!a: arguent 'uas bee:z made with respect 6 the eﬂ"eff of assistance
availability at an aggregate level The donor world posits a “foreign exchange gep~asa
constant, from which it determines a desived level of foreignassistance. The availabil-
u.rnt;ormon assistance based on thisconcept of foreign exchange scarcity asa constant
sather than a variable is said to make wcinient governments feel less nesd to worry
about financiog imports with exports. raising domestic revenues, and providiag fora
domestic capital market. See Jacob P. Meerman. “Issues Concerning Capital Assistance
to Less Dﬁv“looed Countries: Comment,” Economic Developmentand Cultural Change
22 (January ‘3/&} 338-40; Ronald L McKinmon, Moarev and Capital in Economic
O °lon nt {Washington. DC The ¢ mk;ngs fnstiution. 1973}, po. 170-72.

This percepiion is not very far from the truth. Kaplan comments about the
p—'rou during w hich he was in vofved in 2id programs. Because the supply of pml@as
was limited, he says. and because of the detailed engineering, market. and cost apalyses
required for an application for financing. ““‘most engineering proposals that had been
prepared in adequate detail had litie difficuity in finding financing ™ {The Challenge of
Foreign Aid, p. 33).

15. The two types of creditzare interchangeable, of course, inthe cverlapping area of

g determ_(qed 5y the ecoromic andior po.;izcax simatdon bee Gustav T ?ﬁp?npk
oy




NCOTES TO PAGES 83-88 123

items which could be procured locally or puuchased abroad without the resistaace of

1ozl protective interest groups and legisiztion. As shown in the above examples,
Bowever, the local veto of imports for aid-financed proiects can often be persuaded
away, or circumvented by the borower’s requiring specificatioas which are not cus-
tormarily fouad in the local product In the aonoverlapping area — products made
exclusively abroad. local production that is cleariy adequate, ar products for which
© purchase is never feasible tabor. electricity. ste) — foreign and domestic
( il be interchanged to the extent that vne can t ihe design of the project
to reduce the share of focal expenditures. Foeeizn and domestc eredit are comple-
@eats oaly 1z the noareducible area of noaoverlapping items.

8. Kapiansuggsests specifically that maiatenance and operating sxpenditures were
aeglected “in the effort 1o find watching local cumencies for aid projects.’” since these
expenditures “could aot be vrganized in the form of projects with large. direct foreign
; usts” {Challenge of For .o. 2
After writing thissection. I fouad a rerpackably similar discussicanfthis subject
with respedt to decisicnmaking about aid-financed irigation pmiects ia Pakistan. " Lei
largely to 'heir own devices in project desiza. the technical age
makers] espond to the feal forces apoarent o them. . .. Within sach agency, there are
drives toward greater employmeat. prestige, aod bouaty that are inducemeat to pro-
pose more and bigger projecis. . . . Although at the center [my policvmakers] develiop-
ment funds way appear very sharply Umited, to the ageacy the supply seems quite
elastic at the actual cost of capital to them. At the cenles, the need 10 reducs capitai-

autput aad capiial-lzbor ratios may be obvious. but to the agency it seems safest 10
adhere 10 conventional designs and conventional enginsering practice. although these
coaventions probably developed in labor-scarce and capitai-abundagt economies™
{Reperto.

Economic Aspects of Irigation Poject Design.” p. 156}

CrapTER VI:
onaL Econowvy oF LARGE PROJECTS

Washington. suggested
ney. " he wrote, “isnot
clout with the {ocal

ficial in Latin America and
asoa for money moving behavior. " “Moving
portent for bureaucratic reasons. [t gives you coedibility ans
governmeat” [ Blankstein to Tendler, May 1972}

5. One isreminded here of the studies of Soviet managers of state-owned industry,
who “fiad themselves under strain — pressured from above by political directives,
production targets. and the promise of premiums if they meet these targets: but at the
same Hme beleaguered by bottlenecks in the distribution of raw materials and other
sapplies” (Neil §. Smelser. The Socinlogy of Economic Life { Englewnod Cliffs, N j.:
Prentice-Hall, 19631, pp. 83-84). One of therespoases of these managers to the dificalt
production targets they face is to engage in “subquality production o reach the target
level of output” The foreign assistance manager. ikewise. sngages in “subquality
decisionmaking” in order to meet the same type of target, which, though sot formally
expressed. is implicH i the organizational world io which he must perform,

55 e

8. See, e.g.. Downs, inside Bureacracy, p. 200 Charles Russell Fisher ring
Spending Sp infaside the System, ed. Charles Peters and Timothy . Adams {New

York: Preeger, 1970}, op. 2606-83.

7. The proposed forzign assistance legisiation for 1962 asked for “no-year’” ap-
propriations for development leading, to replace existing procedures which required
that funds unspeat by the end of the fiscal year be returned to the Treasury. The request
was made because of “the relaxation of standards {that occurred] for approving aid
projects loward the end of any fiscal vear™ {Prasident’s Task Force on Foreign Econcmic
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Assistance, Anr Act for Internationaf Jevnzopment, A r‘ogrqm for the Decade of
Development, Fiscal Year 1962. p. ). It is ronic that, as can be seen from any set of
congtussmnai hearings on foreign assistance .aporopnauom the new no-year appro-

ations did not chagge the pressures that caused a “relexation of standards” very
much. Coazress pointed to unpxpﬂnaed balanices as proof that the foreign assistance
agezcy did act need s much as it was asking for.

3. In the same vein. Kaplan writes that the fact that IBRD loans to Mexico and
Vegezuela increased remarkably after the [DB came inio being “suggested o some a
desire to capture om 2 new competitor the best available projecis in the two Latda
American countries whose debt service prospecis ace strongest” IChallenge of Foreign
Aid. p. 363}L

The Jacksen Report comments oa the occusrence of the same &Voe foompetition
between the aganciesof the United Natioas Deveiopment Proge bich deals largely
with thhBlCalw)b.bt?'ICe - Whatexisis today is inter-Agency rna{"v for projects. eacir
r\cencv 1%1:.tmg, almost asa matter of right, to get a slice of the coun'ry pia. regardless
f the value and propr rietv of ux” project from the couniry’s point of view. at its
articular siage of J svelopmeant.” The views of the Re ot Representatives were
’ioquent“' sum'nﬂd in the heartielt cry of one of them: *Get the salesmee out of the

ystem! " {vol. 2. p. } The passage cited in the quote is from the report of a UN.
esidem Regmeﬂtat\ve,
IBRD. Statement 1o the Board of Governors, September 3, 1968, as cited in &
S"L’f‘ ofthe Copacm of the United Nations Development S;ste"z {The Jacksoa Report},
vol. 1. p. 18; (OB, Drcre@d ings, Tenth Meetiag of the Board of Governers. Guatemala.
April 1989, p. 70.
13 Owens and Shaw, Development Reconsidered, p. 152,
11. \‘ka 2il, for example, writes thatalthorgh thetlow of project assistance may be
irregular. “this isa matier of aid techaigue which might ba dealt with by an improve-

U’(D’

w.tmlﬂo oroject- Fwam.mg Process. vim.nmor daﬁpntal isthe ar"u iplehatthe
fevel ﬁf,n b uld be d r,rmnecl by gap calcu ‘atmns based on growth models. rather
af a coustry to formulate 4 steam of aid-worthy

{ pver the cutbacks in congres-
or forPx;n a.d ~ade. the couatty mission in
oneof b &u—.er;m—ﬂzcau atries was desperately working. along with the help of
the Washingtoae headquarters, o get xoge‘h“ra group of projerts largeencugh toabsorb
the Eundsa aiiable, aven thou"h those funds were substandally {ess thaa in previous
sears.

13. See, for examotie, Chenery and Strout. “Foreign Assistance and Economic De-
velopment,” A mecican Economic Raview 56{September 1966} 579-733; john C. H. Fei
and Douglas S. Paauw. “Foreign Assistance and Self- Help: A Reappraisal of Develop-
ment E—mam:ﬂ *Raview of Economics and Statistics 67 { August 1965):251-67: Ronaid .

McKinanoo, “Fersigo L.vharxcp Constraints in Economic Development and Efficient

Aid Allocation.” Economic jouraal 74 {juns 1965): 385-309: P. N. Rosensteia-Rodaa.
“Anternationai Aid for Underdeveloped Countries.” The Review of Economics and
Statistics 43 (May 1961} 107-38; Alan M. Stroutand Paul 8. Clark. “Aid. Performance,
Seif-Help and MNeed,” AID Discussion Paper ao. 20, July 1963

14. See the secies World Bank Staff Occasional Papers. distributed by the johas
Hopkins University Press. Baldmore. Md.

135. Repetto. “Economic Aspecis of Irrigation Project Design.” p. 157, .

16. Robert L. Peabody and Francis E. Rourke point out that rules nequu:mg bureau-

cratic secrecy have heen shown to be subject o extensive evasion. “The device of
ieaking information to the public serves maay purposes, aot least important of which,
perhaps. is the fact that it provides a technique for arousiag public support for policies
that may have been rejected within the privacy of execufive deliberations™ {‘Public
Bureaucracies.” in Huadbouk of Organizations. ed. James G. March [Chicago: Rand

MeNelly. 1863]. p. 825.
17. O as Thomas Schelling says in discussing the role of systems acalysis and
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PPBS in government, *{Such ;ecu.mqu%}*eqaxre 3 consumer. some respoasible person
or body that wants an orderly techrique for bringing judgment to bear on a decision™
(“‘?PBS and Foreign Affeirs,” in U.S., Coagress. Senate Commitiee on Government
Operatous. P'ﬂnmng—Progremminc-Budwr o, Inqulry of the Subcommittee on Na-
Hoaal Security and laternational Operations for e Committee oo Governimeat Opera-
'mmsw‘-«.sau*gtcn D.C.: GPO. 13761 p.
18 Repetio, “"Ecopomic Aspects of u'ngaaou Project Design. " p. 1

13 “Work expacds so as to fill the time availabie for is comoiatzon {C. Northcote
Parkiason. Par Smsop s Law and Cther Studies in Administraiion [ Boston: Houghton
Mifflio, 1857}, p. 20). Or as Harry johosoun says, “There is some danger that the
“emerging popularity of ‘cost-benefit amalysis' will lead to more and more scarce
resources being devoted to the aliocation of funds among pm;»(”s and less and less
betngavailable for the L'm»cs themseives. Itis awetl qu wa chars (.rtarisuc of bureauc-
ney devoleio
The "Crisis of :Ld 2ad The
of Edinourgh on 6 iii 1470.

i how o -soend ity
Pearsorn Rec ot A lecture de‘wer»d E
‘Edmmmga At the Univeesity Press. 1970), p. "L,.

20. The IBRD. the development assistance institution coosidered most dgorsus in
its project avaiuation technique. “is still reproached for .. . its sometimes siow and
cumberscome process of project analysis and loan decisicn” (Partners in Development
[The Pearson Repoct]).

21. for good descriptions of this problem, see Albert O. Hirs cn_maa and Richard M.
Bird. “Foreign Sid — A Critique and a Proposal.” and Meerman. “Issues Concerning
Capital Assistance te Less Developed Countries: Comment.” Ses further discussioa of
this point in the concluding chapror
2. Hirschman and Bird. “Foreign Aid — A Critigue and a Pmposal.”

. Mason and Asher World 80& Since Bretion u\ronu,. p. 237,
McKinnon, Money and C apztm m ECOFIOTY}{L Development, po 176—77.
[tid It has be<n pi‘\’)"f,b\""‘

JSENCIFSIF |
W

U :h

1)HIIP‘> ‘&L‘QG

. Ses (,u Americon Al

that foreign a

& b a sbidy offoceign
: B develop
“Dissatist hattheyconsiderrobe rb-*),o'w rateofdevelopmentof Bank

ading.fcertain economists in the Banld were extolling the merits of "impact loans’
and urging more local expenditure fnancing” [Masca aad Asher, World Bank Since
Bretton Woods, p. 273).

28. . Peter Tiamer provides a good example from Indoenesia of the inability of 2n
AdD-Enanced consultant team to des.an ahlahwav kee ing with the relative scarcity
of capua:and abuadance of labor i that country. {“Chsi fTech;.xquem indonesia.”

4.} Masoa and Ast ;

erstate thatalthough z.he?echmu lde -rtzn=ats of the IBRD were
for 2 iong time aware of the aansabunv of using labor in wo constr LCJCR projects.
’(’rer# was gevertheless “no very persistent pressure 'o bring this about.”” At the urging

of the directors, 2 report on labor-equipment substitution in road construction was
issued tn 1965, which was “rather perfunctory and iaconclusive” Sigce 1670, the
I3RD has beeﬂ speuscriisg research in this area. (World Bank Since Bretton Wouds, p.
244, n 2

25. See materi

s

cited in chapter 5, no. 7 and 8

CrartEr VI ConcLusion
i. The discussion in this paragreph of environmenta] uncemamty and vertical
iategration is based on Thompson's Otganizaticas in Action | chaps. 3. ¢. and 5. and
Lawreace and Lorsch’s Orcaru"é'o and Environment. cheps. 1 and 8.
2. Thompson, f""gcmza ions in Action. p. 41
3. Mason and Asher, World ncnk Since Sretton Woods, p. 334.
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4. K. W. Taylor, “The Prednvestment Fuaction in the faternatioaa! Development
Systerc,” International Development Review 12 {1370): 4. as cited in Mason, p. 313.
The lacksou Report on the UNDP evaluated this change in the (BRD in terms of
poaching by the [BRD on UNDP territory. “ While the extension of UN Services towazd
the provision of capital [in addition to technical assistance] has beea checked. . . the
exteosion of the IBRD's secvices both 1o pre-investment and soms forms of technical
assistagce has been considerable. . .. This is an exlargemect of the IBRD's approach
and . . although UNDP was esiablished to meet such specific needs. and can do soover
a beoadar field. it has, in fact. beenunabie to meet all demands. . . . [tremains ttue thata
more mbonal distribution of resousces would be obtaized if multiiateral technical
assistance and pre-investment work were chagneled throvgh the body set up for that
purpose” {vol. 2, pp. 17-18}%

3. fohn H. Adler. "The Worid Bank's Conces
Dogmne chichtz,” in Develop
Rusenstein-Rodan. ed. jagdish N. 8hagwati and Richar
MLT Press. 1373}, p. 33.

&. {BRD. “Substitution of Labor for Equipment in Read Censtuction” Pio
rtment. Report no. T277 {dav 1863,

7. IBRD. Transporiction, Secior Warking Paper, January 19

8. Adler. “The World Bank’s Coacept of Development.”

S. Bruce F Johostoa and Peter Kby, Agric re and Structum
Econemic Strategies in Late Developing Countries {Londoa: Oxdord U
1973}, forthcoming.

1G. Richard Patien, Belinda Depice.and Walter Falcon, “An Experiment in Rural
Employment Creation: lndonesia’s Kabupaten Development Prograw,” ad., p. 13

11, joha W. Mellor and Uma | Lele. “Ceowth Linkages of the New Foodgrain
Tecizpologies, " [ndian Journal of Agricultural Econormics {Japuary-March 1873}, p. 43.
Carl H. Gotsch. “Economics. {astitutions and Employment Generation in Rural
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