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THE THEORY AND PRACTICE OF INTERNATIONAL DEVELOPMENT ASSISTANCE

Introduction

Economic growth has occurred at an uneuen pace and aisoewith a quite
" uneven geographic pattern. Over the last century as the”poor became
somewhat better of f, wea]thy nations became relativeTy even more wel] -of f.
Economic growth is a 1ong term process. The t1mesca1e 1s a matter of
: centur1es, not years. In the th1rteen decades from about 1840 to ]965
the GroSs Netibnal Product (GNP) per capita 1n the United States grew from
about $470 to $3’580 measured in constant 1965 do]]ars 1 Thié record is
similar to those of the other wealthy countr1es of Europe and to those of
Japan, Austra11a, New Zea]and and Canada. For examp]e,_1n the one hundred
years from the mid 1860 s to 1965, Australian GNP per caplta grew from
$760 to $2,023. In the same century, many of the poor countries started
with about one-tenth the income per capita of the wea]thy»countr1es and
ended with'a per capita income not ene-twentieth,of that“in mbst of the
wealthy nations. This relative attrition occurredvdespite abso]ute‘ |
advances. For'example, Indian incomes averaéed,$86 perecabite in the
]9605 as compared to $47 in the middle of the nineteenth eentury.

In the 1ast three or four decades, as many of the poOr.areas of the
globe have become sovereignvstates the wealthy countries have brovtded
funds a1med at spurring economic growth among what used to be called the

"hackward" natlons. Prior to WOrld War II, there were limited and



sporadic attempts to "hé]p“, often in the context of colonial"
| re]ationshipsvor disaster re]tef.» Only since the 1950's, however, has
| there been a conscious policy of COntinuOus transter'of development aid -

from nation to nation.

Defining Development and Deve]opment”Aid-

Econom1c development means a growth in the number of feas1b1e ch01cesv

that people have ava11ab1e. It means more potent1a1 consumpt1on of a]]

valued goods and services inc]ud1ng_such th]ngsvas clean water, healthy _
.foods and safe streets Deve]opment does notsmean more. happiness for |
everyone, 1t does mean more -resources broadly ava1lab]e that may be used
for a var1ety of consumpt1on and 1nvestment act1v1t1es _ g

,‘ Internat10na1 deve]opment ass1stance may be d1st1ngu1shed from
m111tary or strateglc ass1stance and from d1saster re11ef though 1t
' somet1mes merges w1th each of these other categor1es of 1nternat1ona1 a1d
-;Durlng t1mes of emergency, dtsaster re11ef attempts to a]lev1ate
unexpected temporary, and extreme sufferlng. D1saster re11ef contr1butes
: ]1ttle to long term growth and may even hamper deve]opment 1f the : |
_standards of unexpected temporary and extreme are suff1c1ent1y eroded
over time so that such re11ef becomes a permanent component of
: donor/rec1p1ent relattons The ga1ns to the rec1p1ents of d1saster re11ef
are obv1ous and the mot1ves of the donors are, for the most part s1mp1e

'char1ty. The donor fee]s better and may a]so expect some thank you in



return for his kindness.

Military assistance is aimed at the defense of both the recipient and
the donor nations The military interdependence of our g]obe is, perhaps,
| even more obvious than the economic or social interdependence. Therefore,

nations activeiy cooperate‘in the military deve]opment of,their allies
‘more than they do in economic development. The se]f;interest~of nations -
in the military power of their allies may be a]most as strong as the self-
interest in their own power, so long as they- share common enemies or
” threats. In that sense military aid may not be "aid“vat_ail but only self
defense. However, to the extent that it fosters politica].stability or’
.ereduces the probability of war, mi]itary:aid may‘contribute to economic
growth, | vv | o E

International deve]opment assistance is the contribution of resources
that are directed towards a sustained expanSion of overa]i economic
well-being. Relief of a famine caused by a drought is not deve]opment
aid. Providing irrigation engineers to deve]op water prOJects that smooth
farm output over time isvdevelopment aid Sending tanks to protect a
country's borders is not deve]opment aid but sending tractors that

: increase farm output- and may increase mi]itary security is deve]opment aid.

Market Oriented Deveiopment’and»Deyeiopment Aid 3.f I

The most damaging fa]]acy in deveiopment theory and practice has been

“that people in poor, rura] countries are different from those in wea]thy



countries in sohe fundamental way. One_partﬁcularly pernictuus form of
this fa]]acy has been that poor farmers‘are not normal-economic agents.
A corollary of this fallacy of attr1but1on is that poor farmers in Iess
deve]oped countr1es do not respond to opportun1t1es to 1mprove their own -
‘wellebelng and that of their fam1]1es. These‘jdeas have led to the notion -
that politicians and government officials must hake decietons‘andicreate ah
"planned" economy in order for deve]opment to broceed;' They:have~a1So ]ed
to policies that severely distort,agricultural'jnput:andiprodUCt prices
because, it is gratuitously presumed, poor farmere do[not respond. to |
prices anyway. | | | ‘h |

Basic economic reasoning and overwhe1m1ng ev1dence have each
{ contributed to the co]]apse of this fal]acy P,,T.hBauer and Nobel prize
1winner T. W. Schultz have been particularly influential in this regard.2
The practice of development assistance has begun tohbetinf]uenced by
market orientations at the Wor1d Bank‘and the Agency fbrrInternational.

Deve]opment (see the World Deve]opment Report for 1982 for ‘evidence).

_ Market-oriented development means recogn1z1ng the power of. the
hb1111ons of the world' s poor to recogn1ze and execute decentra]1zed

) deve]opment 1n1t1at1ve,_ It means using the power Qf the statertovremore,-
not create, barriers to individual aCtion ~1In theFCOntext of aid
market-oriented development - means us1ng 1nternat1ona1 1nf1uence to
"' encourage reduced government p]annlng, not the creat1on of an add1t1ona1

1ayer of bureaucracy.



.In this essay, we consider the facts and theories Ofvaid and argue |
thaf the United States can best play avrd1e in actuaT]y\he]ping
development only if wé vigorously support market briénted policies in our
own country and abroad. | |

The International Context of Development Assistance

Some people are poor while others are wealthy. This is the basic
fact that conditions development assistance. LOther re]atedffacts are that
there is a potential for economic development among the poor and we live

in a world of social interdependence.

Basic Indicators and Progress

Table 1 provides an overview of indicators of deveTopment for a few

countries. Among the countries 1isted/1n the WOer nge]opment Report,
Gross Nétiona] Producf (GNP) per person varies by a,fégtor of over 100,
from 1es§vthan $150 pér person in Bang]adesh and Ch;d fo'éboht $15,000 per
person in Switzer]and anq Scandinavia.3' The cOuntrie§ Tisted in Table 1
represent a widé rangevof the poor, middle income aﬁd wea]thy‘tountries pf
the world. |

| These,figures a]Sd indicate the correspohdehte bétWéen'income and
other charéétéristics of the population andiecOnomy;v Adult 1iterécy; for

éxamp]e, ranges from below a quarter to ésséhtia]]y one hundred percent.



I1literacy contributes to poverty,:but it.is‘a]so impliedlby'ooverty'in
.mostrparts of the world. Infant mortality, besides betng_infjuenced by
the level of_poverty in a society, is'a1soban indekvot the_overa1] il
health ofvthe population; and poor'health 1eads1to poyerty;4

Food is the fundamenta].economic”commodtty, and thetprodUCtion of

agricu1tura1 commodities is the majorAeconomic'activity inrmost societies.
Overall wealth tends to be close]y and negativejyicorreiated wtth the
proport1on of the population of a society engaged in agr1cu1ture."That
is, progress in agr1cu1ture ‘implies more and more output with re]at1ve1y
fewer and fewer peop]e emp]oyed in the product1on of food and flbre -
'Vbecause economic development opens up :new opportun1t1es as the demand forf
nonagricultural goods and services expands. MaJor agr1cu1tura1
‘exporters--such as the U S.--have t1ny proport1ons of the work force in
agr1cu1ture, wh11e poor areas which are food 1mporters--such as
: Afr1caa-have 1arge proportlons of the:populatlon farmlng Many countr1es
(and many economists) have mistakenly. assumed that these.facts 1mp1y that
:sound econom1c deve]opment policy should be b1ased agaInst farmers 5 The
"'truth is’ that farm1ng, though all the while dec11n1ng in re]at1ve ‘

v1mportance (i. e., becom1ng a smaller 1ndustry measured by proportlon of
:labor force or GNP) can be a 1ead1ng eng1ne of econom1c growth

“Table 2 1llustrates changes in the ba51c 1nd1cators of deve]opment

over the per]od 1960-1981. The world has become wea]th1er. rAnd most of .

the poorest nations have shared in this growth. Popu]ation has been



.7’f

growing at about two percent per year iﬁ thé‘pobrést countfiéé, at about
2.5 percent per year in the middle income develaping'coﬁntries, and at
somewhat ‘less than one percent pek‘yéar in tﬁe.WédlthyvCOuntries. The:
~ population growth has been well below growth'fates in ddtput‘so that per
capité GNP has grown at about fhree pércent pér:ygar:inufhe Tow income
economies and at about four bercent periyear‘in the midd]e ihcome
,countries. While some countries, especia11y‘in AfriCa,vHave had falling
GNP per capita, the lot of;the}wok]d;poor has béen'imbronnQ overall.
‘This basic message‘shows up more direct]y_ﬁnfsociaf ihdicators 1ike
Titeracy and infant mortality. Adult 1iteracy'rates‘haVéurisen from be]ow
20 percent in many parts of the world to C]ose t§ SO‘ﬁéréent or higher in
most countries. The substantial reduction in infant;mortaiity,from 165 |
deaths per thousand in 1960 to below 100 in 1980 is an éncouraging
statement for world wellbeing. The progress:has béén s]owland uneven

both within and across countries, but there has been progress.G

The World Pattern of Development Assistance .

In the last fhree decades, the Vo]ume of‘economic'intekaction between
-poor and rich nations'has expanded ttemendous1y.: Internatioha],trade has
increased and development assistance hasvbécohélg méjof f]ow bf extérna]
resources in some podr countries. Imports and eXpo}ts,Ofvlow‘income !
countries have each grown at about 4 percentiber yeari-‘beyélopment aid

from members of the Organization of Economic5C00per§tidn and Development



(OECD) has grown from $16 billion to over $28 b1111on (1n 1980 pr1ces) 7
Egypt, Ind1a, Israel and Bangladesh are the wor 1d 1eaders in total
aid received. Re]at1ve to total GNP, Egypt Bang1adesh TanzanIa and
Papua New Guinea are also large rec1p1ents from: OECD countr1es. Several
nations, 1nc1ud1ng Egypt, Syria, Jordan and Sudan rece1ve funds from OPEC
countries rather than (or as well as) rece1v1ng OECD contr1but1ons For
some small nations, total official deve]opment ass1stance f1ows have beeny
vas much as 15 percent of the gross national product ﬂ
Among donor countr1es some of the m1dd1e eastern 0il r1ch countr1esf
' contr1bute well over one percent of GNP to deve]opment a1d Of the OECD
v countr1es the U.S. provides the most ass1stance abso]ute]y,‘but most .
of the other wealthy industrial nat1ons spend av]arger}relat1ye share of:
- GNP 1in official development ass1stance oot " . o
| Table 3 shows some of the patterns of deve]opment ass1stance for'd
- selected countries. In the next sectlon we review the record of U.S..

assistance in more detail.
A Brief Description of Devedopment AsSistanée fromfthe:U.S.'

The U.S. spends billions of do]]arsjeachvyear on development
assistance through bilateral or mu]ti]ateral commitments,‘ The forms  and

destinations of these funds'ane out]ined-in this section.



Characteristics of U.S. Development Assistance

. The Un1ted States contr1butes offzc1a7 deve]opment ass1stance through
four maJor channe]s. The first, contr1but1ons to mu1t11atera1 agenc1es,
has const1tuted about“40 percent of tota]lofficia1 afd. 'fhe other aid isv
‘coordinated by the‘Agency:for International DeVetopment and is essentialty
bilateral. About one third of the bilateral assistance:(or 20% of total
‘U}S a1d has been d1sbursements under the development ass1stance program
of AID About forty percent of b11atera1 ass1stance (or near]y 25% of
total U S a1d) has been d1str1buted under the Secur1ty Support1ng
Assistance program that attempts to use a1d to promote po]1t1ca1 and
military stab1]1ty 0ver the years, h1gh proportwons of these funds were
used 1n the M1dd1e East espec1a]1y in Egypt and Israel More recently,
Centra] Amer1ca has been a focus The final adm1n1strat1ve category of-
b1]atera] ass1stance is food aid under P L. 480 (the Food for Peace
Program) P.L. 480 funds are a]]ocated by AID w1th U S Department of
‘Agricu1ture input. Funds are used to d1str1bute U S. farm commod1t1es
| to poor‘countries By 1aw, at 1east 75 percent ofafoodua1d commodjtjes '
must go to 1ow 1ncome countrles. Under‘P L“iABU'a‘specdallaT]ocation’
(T1tle IT) 1s made for commod1t1es used: to meet fam1ne or other urgent |
re11ef demands and for ma]nutr1t1on programs. 8 i “ | o

The top pane1 of Tab]e 4 g1ves a general breakdown of the sectors to |

~which the U.S. has committed b11atera1 aid. »Among these, agrtculture



-'fidei_*sté.-?ﬁ':'

‘frecelved the largest share, about 30 percent ofythe?tota] Nh1]e th1s ’y‘ff‘;.ﬁ

>~share 1s 1arge re]at1ve to other sectors it is sma]l re]attve to the share

:f.of agr1cu1ture 1n the GNP or 1n the 1abor force oh.most of the countrtes ;'ifv775

,rece1v1ng u.s. a1d Other sectors rece1v1ng a concentratlon of a1d are
}hea]th and pub]1c ut1]1t1es Each of these sectors have cons1derab1e jdth
= government 1nvo]vement in the u.s. and 1n most other countrles. o
The bottom panel of Tab]e 4 shows the amount of tota1 a1d from the ';"”

':rUn1ted States that 1is t1ed to spec1f1c goods or serv1ces A]most a]]

f = mu1t11atera1 aid is untled as it 1eaves ‘the U S‘ Most of these funds areall

g1ven to part1cu1ar 1nternat1ona1 agenc1es however, S0 the1r use 1s
somewhat restrtcted Further, the mu1t11ateral donors t1e a1d to
‘npart1cu1ar programs and prOJects as 1t goes to the poor countr1es.‘AThefeL"v
act1v1t1es pursued by an 1nternat10na1 agency affect the 1eve1 of u.s.
ontrtbut1ons to the agency : | ; R ) ‘ .v S
B11atera1 ODA from the U. S is more t1ed than untled St111,vabout 8
vone th1rd of b11ateral ‘aid goes to poor nat1ons 1n the form of untied -
' grants or ]oans A large part of fore1gn a1d from every source is t1ed 1n
‘_the form of techn]cal ass1stance and expert tra1n1ng ThlS category "
1nc1udes contr1but1ons in the form of student a1d tra1nees, vo]unteers
or experts. In the case of the 1nternat1ona1 transfer of experts the
:‘_rec1p1ents get educators or. spec1altsts usua]]y 1n techn1ca1 f1e1ds. 'in
>]982 the techn1ca1 co- operatlon expend1ture totalled $1 1 b11110n and |

”1nvo]ved over 22 000 peop]e 9
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Géographic Distribution of Development Assistance

.‘Tabié 5 shows the pércéntage distributions ém@hg‘major fecipients df .
devé]opment‘assistance from the Unifed Stateé,iffbhiaiiithe'couhtries df
vthe Development Assisfante'Committee combined;szom théfUnited.NatiOns
Deveiopmenf Program and from all muitinationai'$0urcésjcqmbined. In the
1980/]981'period the U.S. contributed a toté] df ébodt $6.25 Bi]]ion;
~with 34 pércent going»to muiti]aterai,agenéiés;i‘The‘recipiénts of the
1§rgest biiaterai shares were Egypt withfi4,i‘pérCanf;nd“Israel with 12.8
percent. -The clear relatidnship to strateéic"gnd;foreign;poiicy concerns
is evident. i | -

o Other countries also have particular foreigﬁ po]icylééncerns which
determine the geographic distribution of biiat?ra]'aiduflows. For many
donors, aid is related to former colonial reiationships.:'Fbk’exampie,
over half of Frehch biiaterai aidigoes»to formér Frencﬁ;cdiohies in
Africa. JapaneSe bilaterai aid is particuiar]y‘skewed t0wards Asia with
about half going to the reiafive]y wealthy fak}easﬁekn‘ébunfries of
indonesia, Korea, Thailand, Philippines and Burma.; Table 5 shows the sum
of all bilateral aid from the DAC Countries and indicatésfbrdad geographic
spread among the highly populated and vefy poor_natioﬁé;b'But there is
considerable influence of special interests in the distribution as well.
The UNDP ahd other multinationai.sourceé spread‘deve]opmehtfassistance )
even more wide]y, China, Kampuchéa and other communist'nations are amohg

the major recipients of development aid from muitihationa] agencies.



Flows of Financial Resources from the U.S. to the Devéiopfng World

‘Over the last three decades, rea1{économic éxéhahge with the poor

B parts of the world ha§ grown dramatically and offfciaf development aid
from the United States has not keptrpace with wor]d‘ecbnOMic growth. If -
deve]opmént aid 15 successful in helping fo achiévé sustained economic
growth, then aid as a fraction of wor]dfeconomic.écfivity éhou]d decline
over time. The world is more and more a sing]e_mérketpléée:and U.S. firms
- -and individuals have taken a major role in trading with'andzinQesting in
“the poor countries. Table 6 divides tHe fota] ne£ f1owsfof financial
’resources from the U.S to the LDC's into four major catégohiés.

- Official Development Assistance (ODA) givenzby;the.U.S. hay'be in
the form of either grants or 1oans,rgrants being'by'far'iﬁe méjdrr |
component of the bi]atera]'assistance.r of U.S mqlti]aterél éid, .
two-thirds is in the form of loans. O0DA repreéenté 27 percent of the
total net eéonomic exchangé between the United States ahd tﬁerpoor |
countries of the world. "Other official flows" iné]udé'lodns:and equity
investments from official sources onicommercia]]té}ms and represent about
5 percent of all net flows. Grants from Qo1untary'sourtgs iﬁ‘the U.S. are
also important and make up a larger share of the f1ow_thén do gfants.from
official mu]ti]atera1fagencies.

Direct investment by U.S. firms and 1ndiv1dUa]s'into enterprises

1qcated in poor countries is one form of private flows. In this
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?.arrangement, those companies based in the United étateé maintain full or
partial conth01 of the enterprise. Purchasing a country's-stocks or bonds
is the Iargest s1ng1e component of the f]ow of econom1c exchange between |
.'the u.sS. and the deveiop1ng countries,  Just as;ln the Un1ted States, in
developing'countries it takes financial tnvestments‘in.the*form of
purchases of‘stocks or bonds to generate physica];capital.andfmaintain
rea1 phoduction in poor‘countries. Private flows at market terms are
important sources‘of development aid from other countriee in addition to
.the United States For the developed countries as a whole, these pr1vate

f]ows are over twice as large as official aid. 10

The economic exchange that occurs because of c1ear expected gain by
both part1es is not oniy the 1argest share of economic’ 1nteract1on with

poor nat1ons it is also the component most 11ke1y to beneflt the poor.
The Economics of Development Asétstance '

‘Deve1opment aid can have several benefits fonvthevnecipient'and can
also benefit the donon. But it is clear that euchvbenefits do not
actually occur with any regularity. oCommon anecdotes provide sufficient
eVidence of the often futile experience of development.assistance programs
and projects. ’Ne will not detail such horror storfes, but;wi1]‘rather
discuss'why'aid may or may not help the poor contribute;to‘the'objectives
of'the rich. We.will first outline the reasoning”behind'thé;assertion

that'aid can help those in poor countries. Then we wili present the
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argument that aid can contribute’to the intereSté'of donor nations
Next we w1]1 d1scuss why the benef1ts to both part1es are so vu]nerab]e

F1na11y we will exam1ne how the aid that does occur m1ght be made

effectlve.11

The Promise That Aid Holds for thevPoor ff‘

Deve]opment means growth and growth requ1res 1nvestment There canv

"~ be no deve]opment without 1nvestment and the pace of deve]opment depends
nupon the level of 1nvestment and upon the ratetof:return earned on that
investment. At the most basic 1eve1,1foreign'afd~attémﬁtsetO‘add to the
flow of resources available for investment in:the:ooor oountries.} If the
f]ow of 1nvestment is increased, then the rate of growth 1n output should
}also increase. Prtvate funds that- are attracted 1nto the deve10p1ng wor]d :
by the profitability of the potent1a] 1nvestments earn a:normal rate of
'-'return (given adjustments for risk). These funds contr1bute to growth
eren'if the profits are consumed e]sewhere.v If a1d funds were to be
invested in the same way as pr1vate market funds they wou1d make a
similar contr1but1on. Proponents of a1d hope that the returns to a1d
investments w111 provide higher benef1ts than prtvate market f]ows h1le
skeptics note that aid allocated by governments 1s not 11ke1y to be
v1nvested as eff1c1ent1y as prlvate funds The bas1c 1dea that, other
things equal, more 1nvestment ‘means more growth app11es both to a1d and to

Drivate,flows.12
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The Value of Deve]opment’Assistance-to.the Rich“}'

_The most d1rect rat1ona1e for 1nternat1ona1 a551stance to encourage 1'
economic deve]opment is that the people of one nat1on unse1f1sh1y care

- about the well-being of peop]e in other nat1ons and 51mp1y want to he]p

Skept1c1sm as1de this mot1ve is a maJor force 1n deve]opment aid. But, AR

,deve]opment aid is more than just short-termvcharttybto a]lev1ate
suffering. If successful, it e]iminates itselfrby heiping‘eountries »
achieve se]f—sustained economic growth After'QUﬁteisignificant'flows'of
- aid over many years, countr1es such as Korea and Ta1wan have progressed in
the last 30 years to the point that little further development assistance

L7

is in order. | : L ‘
Besides 51mp1y feellng good about he]p1ng one's ne1ghbor deve]opment
ass1stance is often thought to prov1de more dlrect beneftts to the donor
nation. The metaphor of neighborliness is probab1y‘approprtate, One may
heip a neighbor-part]y to encourage the.neighbor's kindness in return.
The ne1ghbor may do us a favor in return or may JUSt avo1d doing us harm.
‘Much of the "securlty supporting". deve]opment aid has fa1r1y d1rect
potent1a]-benef1ts to the donor nat1ons Other a1d may have less obvious
connecttons to national security but may contr1bute more general]y to |
wor]d pO]lthd] and economic stab111ty
Another rationale for aid is that it fosters marketsiforva nation's

exports. This may be a side benefit from aid_aetivities; but cannot be a



16

major factor. Clearly, you cannot come out ahead by giving someone the
money to buy a product from you. On the other hand, over the long run
we all gaio from economic stabi]ity'and growth inlihe world economy.
Markets expand as income expands, and exports‘ffom the United'States
expand as do exports from everywhere else. To tho éxténtfthat aid is o
form of "public relations" or *"goodwill™" adverfising,‘U.S; .fi%ms may gain
from U.S. aid. | |

Firms in poor countries are also Eompetitoroifor fnterhationa]
- markets. Part of the development success of some countoies entails
reducing imports of U.S. farm goods and oompeting with u.s. fafmers and
other business in the wof1d marketp]ace° BraziT, Taiwanfond‘other fast
_growing middle-income countries have beoome formidable cohpetﬁfors as well
as 1mportant markets .
| Aid may also be tied to the purchase of U S. goods or services. This
oid costs the U.S. less than the market value of the flow of‘goods. U.S.
firms get to keep the profits from these‘sales‘ However, such tying will
also reduce the benefits of the aid to the rec1p1ents 13 If the tying
arrangement is b1nd1ng it means that at least some of the goods or
services would have been purchased elsewhere or that other goods would
have been preferred. The tradeoff is less deve]opment.for_the aid dollar
versus less business for donor country firms, }Io genera], tying aid to
the use of donor country products or personne];bverstafes thé amount of

~aid given, but may be vital in order to make aid politically feasible in
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the donor country.

| The classic example of tied aid has been U.S. §urp1us food
disbursements under the P.L. 480 program. This "aid" has been politically
popular because it allowed reductions in embarrassﬁng stockpiles of
commodities acquired by the government under farm price support programs.
Many have argued that dumping these commodities on world markets at
greatly reduced prices has hurt farmers in othef qounfrieé. As is
discussed below, the most adversely affected have ofteh been the rura1

poor in the very countries that have received the "aid."

The Role of Aid in Maintaining Poverty

Charity can be a mixed blessing. This truth vergeé’on truism and it
is of obvious importance to specify and clarify the>possib1e i1l effects
that aid may have for the poor. Understanding how evén fhe good
intentions of donors may be severely frustrated is perhaps more vital
to supporters than to denouncers of aid. Recognizingrﬁbw aid may be
likely to turn sour may lead to ways to aQoid at 1ea$t‘some’of the
problems. However, it may remain true that many i1l effects of'aid cannot
be remedied and so it may be that aid is of no net help to the world's
poor. 14

Broadly speaking, the i11 effect of development assf;tance is that it
necessarily distorts market signals and markét intentives. Thus it

necessarily diverts the flow of economic resources in poor countries from
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the most productive uses. Whenever resources aré made gvailab]e to an
economic agent outside normal market channels theré are unavoidable éide-
effects for the costs and benefits of related market activity . Overall
income is reduced by these distortions because-bUyers ahd sellers get
inappropriate signals. Sometimes the,conséquence is major inefficiency,
and sometimes the distortions are minor, but they aiways océur. This
general point arises in the context of overall investment and savings
levels, in 1eve1s of work and investment across sectors of the economy,
and in the relative position of collective versus private market activity.
These‘issues will be further developed and i]]ustrated in the context of
international aid.l5 | | |

Food aid is the most notorious example of "&éVe1opment“ assistance
that may actually reduce the growth of incomes among tHe poor. As'cheap
food enters a developing country, the farmers in that country find the
market for their product eroded. Since most,ppverty”is kura] poverty, the
net result ends up being lower incomes and lower gfowth overall. Besides
directly distorting agricultural markets, fodd aid prqvides governments in
the poor countries with an easy out for pursuing domestic pricing policies
that are biased against the domestic farming sector. This occurrence has
been documented time and time again.16

Many of the world's pdor nations pursue policies that actively
discriminate against their rural sectors. These include overvaluing

currencies, making modern agricultural inputs: expensive and exports cheap,
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and instituting explicit cheab food policies in ordér;to sqbsidize the
urban consumer. Food aid ié one of the subportthhét make éugh‘po1icies
viable. Governments count on a foreign poweF (typically thé‘U S.) to
make up the food deficit when their own farmers fail to produce enough,
given the distorted incentives facing them. Thus, rura] growth by
distorting prices, also allows orrencourages LDC-pol1c1es that‘are
inimical to growth. | ;.‘

Some planners have sought to tie food‘aid toiothef,requiréd policies
designed to make up the difference to the rural‘seétok,'vlt‘is a standard
scheme for government planners to proposé a mQre'comp]ex7p?ogram to remedy
the untoward effects of induced market distortibns. :Itfis juét as
standard that these schemes don't work. It is éven more tkue that in an.
1nternat1ona] multigoverment market, comp11cated po]1t1ca1 schemes cannot
hope to provide clear and direct s1gna1s to farmers (or to others) to
produce, save, invest and grow. : | : “

Land reform is another policy that often fo]]ows fore1gn aid;
typically it is as d1sastrous as food a1d Governments f1nd it easy to
' require the expropriation of wealth in a fore1gn state, S0 the idea of
playing Robin Hood in someone else S country is un1versa11y appea11ng.
Often 1ittle thought is given to why a part1cu1gr 1and tenure system
evolved and what -barriers suppressed strong markefvihtehtiVes to an
efficient pattern of farming. Again the policy that tends to go with

development assistance is collectivization and ﬁehtraT p]anning.17
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These examples could go on and ont ‘big water projects, big steel
mills, big highway projects, government banks and fertiiizer dtstribution
companies, etc. The point, made forcefu]]y aga1n “and aga1n by P.T. Bauer
and B. Yamey, is that foreign aid by its very nature encourages that power
be centralized in the capital city. This power is then very un11ke1y to
be relinquished to the decentralized pﬂay_of effigient market forces.
P]anning,.itse]f, is not the issue. The issne:isvwho does the_planning'
and for whom. The implicit plea of Carl Anonsen,is reyeaItng.:v“who has .
bever heard of regional p]ann1ng be1ng a success in deveToped-countries?htzh
Why must we - always export outdated. techn1ques to deve]op1ng countrles?
Probab]y the words planning and soc1a11st_or1g1na]]y appea]ed_to the o
nationa1ist leaders of the new states.becanse they_eeemedftogoffert
accelerated development and serve as an instrument forfgreater
independenee, and probably a1so for'increasing‘their’onn'power1"18 o
This is perhaps the central criticism of’ fore1gn a1d and one that must be

-addressed

Making Aid an Effective'Contributor to‘Growth -

Given the bas1c idea that an 1ncrease in ava11ab1e cap1ta1 w111 Speed
| growth there are. severa] comp11cat1ons in exam1n1ng the hoped for | |
contrlbutlon of aid to the poor. Many of the arrangements made for the
d1str1but1on of aid to part1cu1ar prOJects or: 1n part1cu1ar forms are

'_des1gned to get more. growth per vo]ume of . a1d than wou]d fo]]ow from a |
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direct transfer of funds from the government dfla“§5¢h>§§hh;ryfto.thé
government of a poor‘countryo | ’H‘f: ,b :j |

o The question of what can be done to. make'asststanCedeffective in
development isvreiated to how to use ald such that 1t most 1ncreases net
1nvestment in the poor countries and such that 1t 1ncreases rather than |
reduces the overall rate of return on 1nvestment The answers are |
basically: (a) make sure government a1d gets used for approprlate
government activity, (b) use aid to encourage,the‘po1]cy reforms and
stability of property rights that themse]vesvspur deVe1ooment-(c) leave
the market free to do what it does best—-prov1d1ng the v1gor of private
i1ncent1ves to guide the level and a1]ocat10n of 1nvestments. Each of
these points will be deve]oped br1ef1y. ” | ﬁ | n‘”_ ’

(a) Official deve]opment ass1stance from the Un1ted States goes from

one nation to another and is then 1nvested 1n~government prOJects and
‘programs. Therefore, to be effective, a1d must be used for activities
that are appropr1ate1y those of a government In any economy some
potent1a11y sound investments are not made by pr1vate f1rms or
»1nd1v1duals -This may occur because the returns to the 1nvestment cannot
‘ be captured by the 1nvestor. For examp]e, nat1ona1 defense is norma]]y
considered a good investment, but, s1nce 1t 1sfd1ff1cu1t;to exclude
" non-payers from the benefits of the seryicet,a’prtvate ffrm,gwithout the‘
power to tax, would find it difficu1tfto se]]iﬁnationalsdefense.“ This

argument'suggests government or cb]lective funding of activities that have
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) "public good" characteristics, like defénse. It does not lmply government'

~operation or provision of these serv1ces or. act1v1t1es, Somev1nvestments~*-'"

~that contr1bute to development may fa]] 1nto th1s "publlc good“ class
| tAmong the most prominent 1nvestments for whlch co]]ect1ve fund1ng is
vusua]]y accepted are: Tlegal adm1nlstratlon and enforcement bas1c
- education, general sanitation and d1sease contro] bas1c research and
applied research and information dlssem1natton 1n 1ndustr1es such as
'v.farm1ng with many sma]] firms and a broad d1str1but1on of consumers 19
(b) By prov1d1ng or w1thho]d1ng aid the Un1ted States acqu1res
'infTuence over the governments of other countr1es. The u. S must |
’recogn1ze that such 1nf]uence exists and then use. 1t to encourage po]1cy
’reform. |

If the Unlted States and a recipient country agree on the proper B

ro]e of the state then at least one pr1nc1p]e of effect1ve a1d 1s more e

easily satisfied. But d1sagreement over the scope of government versus
private action is widespread even w1tth countr1es‘so such:agreement is -
vnot easy to achieve. | A | = ;:_ : ‘ |
Aid may be prov1ded in the form of genera1y1nvestment funds or: as
| some specific service, cap1ta1 good,on commod1ty, but econom1c resources
are fungible so the specific form of aid doessnothnecessariﬁy control the
form of the net 1mpact on a soc1ety In'order;totmake "tied"‘aid more
tied, countr1es require match1ng funds or comp]lance w1th some other

.general guidelines for spending of. funds other than those prov1ded by the
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donor. This may succeed in restricting'the«actiVities’ofhthe.recipient
but it may not succeed in satisfying the,u?tdmateninterests of the
donor. | e V}A |

Some countries may use aid funds as a stop.gap to av01d hard policy
choices required to get the1r~econom1es grow1ng.' However, other '
governments may we]come some help in mov1ng the1r econom1es toward more
stab1]1ty and greater market orientation. By allocat1ng a1d those
countrles that show a wilingness to use it effect1ve1y, the U S can make
a1d a help rather than a hindrance and 1mprove wor]d growth | |

" This use of a1d does not include becom1ng 1nvo]ved 1n detalled po]1cy
“decision in a sovere1gn natlon ‘Natives of a deve]op1ng country a]most
certainly know more about how things work in thelr own country than
.government off1c1als from some fore1gn power.: Nhen a donor nat1on and’a
rec1p1ent nation: agree on the genera] ro]e of co]lect1ve act1on and on how
~best to use government funds to encourage deve]opment the prob]ems of
-attempt1ng to contro] a fore1gn nation from the outs1de are reduced The

‘geograph1c pattern of ODA is d1ctated 1n part by the conf1dence that donor

- f;nat1ons p]ace in the governments of the rec1p1ents. Money we]l spent 1n a

\1ess needy country may do more good than money wasted among the poorer
ycountr1es.‘ | L |

(c) A market orientation to aid means examtning‘everyaproject and
- program to avoid centra]1zat10n and co]]ect1vvzatlon A hlgh rate of

return to a prOJect is not suff1c1ent un]ess 1t can be demonstrated
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cdnelusively that market funds would ndt be uéedvfor‘suéh*anfinvestment,
Providers of aid should recognize how easi]y.governmeht:activity'can |
distort private market activity. Intefnatioha] funding eah destroy
incentives but can also provide valuable serviees.v It ts hard for a
government agency to maintain a market orientation. It tS'even harder -
when government agenc1es in both donor and rec1p1ent countr1es are
Jnvolved | |

Imp]ications

In th1s essay we argue that the poor people in the poor nat1ons are
the best judges of how deve]opment must proceed and that attempts to
1mpose development plans will be futile. | |

The urge to help is strong, it 1s_nob1e,vand it shoUTd'hetvbe
'suppressed. Using some direct governhent funds fdr aid'can:further the:
éoaisvof the United States end promote deve]obment.. This can occur,
however, only if we recegnize the severe.1imitations'ot-collective action.
The power of the state defines and entorces prdperty rights; :A'seCUre and
stable set of property rights is required fer tnvestmeht and investment is
1acking in many poor nations. Impos1ng part1cu1ar 1nvestment strateg1es
is folly, but us1ng aid to encourage the deve]opment of secure market
relationships and to help prov1dejcerta1n services‘thatvwould not
otherwtse flow ffem private sources can be a real contribution to the‘

wea]th of nations.
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Deve]bpment assistance will continue énd_ft‘has'h:ngtq;a]'tendehcy to
become a force for increased collectivization, Therefofe;:tontinued
effort is necessary to force a mérket orientatibhito every'aid activity.
This will help reduce the harm that aid might QB ahd'wilj ﬁé]p increase
‘the benefits. Over the long rﬁn,-the wor]d'svgpbrvwfli Eécbme better off

and we will all have a more secure-future.
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-~ Table 1; Basic.Indicators of Development

bpercent of total labor force engaged in agriculture.

Population GNP Adult - Infant ~ Agricultural
’ per Capita  Literacy “Mortality Labor Share
. ' : L . Rate? '
(millions) (dollars) ‘(percent) - - (number) . (percent)
(1981) ___ (1981) ____ (1980) (1981 — (1980)
Low Income Economies 2,210 270 52 90
" Ethiopia | 3 1“0 15 s 80
 Zaire | 30 210 55 Mmoo .75
India 6% 260 36 121 69
Middle Income o R | Co A
. Economies 1,128 - 1,500 65 . 81 R R
© Indonesia o 150 530 62 105 55
Peru - Y 1,170 80 85 39
- Korea, Rep. of 39 1,700 93 33 3B/
';Industria1 Market ’ ' i-f
‘Economies 720 11,120 99 1 6
- Japan - 118 10,080 99 7 12
-~ Netherlands 14 11,790 99 8 )
United States 230 12,820 99 2 2
“aNumber of infants per 1,000 live births who die before -reaching oﬁe7year‘of age. i

Sourééé» WOrld-Development Report, 1983. Oxford University Press, NY.



Table 2: Progress Towards Developmeht :

Changes in Basic Indicators 1960-1981 -

_Annual Growth Rates Adu]ta ,j* ~ Infantb Agricultural€
Population Real GNP L1teracy Morta11ty Labor Share:

‘ per capita ~~ Change ai Change ~ Change
(1960-81)  (1960-81) ' S1nce 1960 S1nce 1960 Since 1960

Low Income Economies 2.1 2.9 fj_.jffgjsif f,:if?:ﬁ»-ss i —_—

“;724 v“w’hﬁf(;g _40.v‘, . -

Ethiopia 2.2
ZLaire : : 2.5
_India 2.2

JENE R [ —
L L] [
S —
G100 0O -

Middle Income'
Economies

~
-
I

a6 217

11;23: ‘:’ kiiium-45 =20
T R -13
i 221;1, é:;;?-45 : ; -32

2
Indonesia 2.2
Peru - 2.8
Korea, Rep. of 2.2

- W
[ ] L ] L)
OO —
—
(Vo)

Industrial Market - D '
Economies 9 3 19 -12
R 3 -21
© 110 -5
-14 T 5

Japan 1
Nether lands 1.
“ United States 1

N W Oy w

o o e .

w - w B~
—

aChanges in the percentage of literate adu]ts.
bChanges in the number of 1nfant deaths per 1, 000 ]1ve b1rths

CChanges in the percentage of the labor force in the agr1cu1tura1 sector.

Souree: Wor1d Deve]opment Report, 1983. Oxford Uniyeréify’PressstY.



"% Table 3. Development Assistance to Poor Countriésxahd;frdm thé Weé1thy Countries

- Total Dollarsa Do]1ars'per;Capitab-,APérCedt,of GNPC )
(millions) R R _

T0: » ) ] T -
Low Income Economies - 9,850.9 S 4.46 1.7
. Ethiopia 184.3 576 - 4.1
- Laire .329.9 11.00 - 5.2
India 1,561.7 o '2.26[»; . 0.87
M1dd1e Income o s o
Economies 12,475.9 11.06 - 0.73
‘Indonesia 900.6 6.00 S1a3
Peru 184.4 - -10.85 - ¢ 0 0.93.
. Korea, Rep. ofd | 1684 4310 - 0.25
FROM
: Deve]opment A551stance ‘ ‘ T o
" Committee of the OECD 27,853 - 38.68 0.35
Japan - 3,023.0 | 25.62 .. 0.29
- Netherlands 1,474.0 ’ 105.29. - 1,08
United States 8,202.0 35.66 . 0.27

aOff{ciaT Deve]opmént Assistance in 1982 to each of the low and middle income -
countries from all sources and from the industrial market economies. that are
members of the OECD, DAC to all recipients.

. bUsmg 1981 population est1mates and column 1 ass1stance amounts.

CUsing 1981 GNP and column 1 a551stance amounts |

dAverage for years 1980-1982. The 1981 value was h1gh and the 1982 va1ue was
» extremely low compared to previous years. ; :

:Soufce: Development Co-operation, November 1983. 'Organizat%oh-for Economic
Co-operation and Deve]opment. S



Table 4: Characteristics of Official Development Ass1stance (ODA)
Prov1ded by the United States .

M1111ons $ %

A. Allocation of b11atera1 ODA commitments by the Unlted States, 1982

Planning and pub]lc administration . 43.7» ].5
Development of public ut111t1es . S ’ 335.8 - 11.7
Agriculture - .. 853.0 29.8
Industry, mining, construction . 16.8 0.6
Trade, banking, tourism, services R . 268.1 9.4
Education : 16943 5.9
Health ‘ S 408.8 14.3
Social infrastructure and we]fare : - -212.4 7.4
Multisector S 6.9 0.2
Unspecified v . ... 549.5 19.2
Total ‘ oS 2;86313 : 100.0
B. Tying status of ODA from the Unlted States, 1982
Bilateral ODA
Untied , L o : v
Grants _ : o, 319 5' -15.5
Loans v ' o . : 471 9 5.5
Partially tied - I ’v _ o
Grants - . v L ‘ 634 0 7.5
_ Loans , : S 17601 2.1
Tied o o o ’
Grants - 1,574.5 18.5
Loans : . « - -982.0 11.5
~Multilateral ODA R S e
Untied o 3,226.0 38.0
Tied oo 119.0 1.4
Total - Lo ,8;503.0 . 100.0

Source: Development Co-operation, November 1983" Organ1zat1on for
Economic Cooperation and Development, pp.,196 203




Table Si Geograph1c D1str1but10n of Development ASSIStance from the
' ’ United States ‘and Other Sourcesa ' . . o

Unlted States f Tota1 Un1ted Nat1ons B Tota]
L Deve]opment Deve]opment Mu1t11atera1
- Assistance . Programme i :
Comm1ttee' g
v (percentage)D
Multilateral ODA - - 34.
Egypt g 14.

- Israel 12,
India - - 3.

- Turkey 3.
Bangladesh - 2.
Indonesia ' 2.
Pacific Islands (U S.) 1.

-Pakistan . 1.
E1 Salvador 1.
Peru 1.
Portugal 1.
Sudan 1.
Somalia 1.

- Kenya 1.
Tanzania N/R

- Reunion R N/R
Martinique - ‘ N/R
Thailand : N/R
Korea, Rep. N/R.
Zaire N/R
Sri Lanka R 0.8
Papua New Guinea . N/R
Philippines B 0.9
China -N/R
Kampuchea N/R
Ethiopia N/R
Senegal S - 0.6
Nigeria - , N/R
Yemen } N/R
Brazil ' N/R
Nepal ‘ . N/R
Burma N/R

‘Percent of above countries in
‘total ODA from this source 84.4

Percent of ODA from this source
‘going to other coqntries - 15.6
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Table 5: (continued)

aAnnual Average, 1980-1981.
bpercent of total allocated ODA.

N/A:
N/R:

Not applicable : B R S -
Not reported. Countries reported as ODA recipients in one column may not
meet the reporting requirements for inclusion in.one or more of the
remaining columns. - Hence, the designation N/R.  For example, Martinique
receives 1.9% of the ODA from the DAC, but is not a reported recipient
for any of the other three donor classifications.. For:the United States,
the countries indicated N/R are not listed among.the top 24 recipients.
Each country designated N/R in the U.S. column receives less than 0.6%
of total U.S. aid. For the total DAC, countries designated N/R are not
among the top 30 countries and each country receives less than 0.6% of

- DAC aid. For the UNDP, countries designated N/R are not listed among -

the top 32 countries and receive less than 1.1% of total aid. For total
multilateral aid, countries des1gnated N/R are not among; the top 31

- countries and each country rece1ves 1ess than 0. 8% of total assistance
~from this source. :

Source: Development Co-operation, November 1983. Organlzatlon of the

Development Assistance Committee, p. 210, 211



Table 6: The Net Flows of Financial Resources
from United States to Developing Countries, 1982

Net Disbursements

Billions § . %

1. Official Development Assistance 8,202 o 27.2
Bilateral 4,861 ' _ 16.1
Grants o 3,791 12.6
Loans 1,070 ' 3.5
Multilateral v 3,341 a 11.1
Grants o 854 ' 2.8
Loans 2,487 . 8.2
2. Other Bilateral Official Flows 1,578 5.2
3. Private Flows at Market Terms . 19,099 : 63.3
Direct Investment 5,451 ' | 18.1
Bilateral Portfolio 12,133 . 40.2
Multilateral Portfolio 1,210 ' : 4.0
Export Credits 305 1.0
4. Grants by Voluntary Agencies 1,280 4.2
Total 30,159 o ' 100

Source: Development Co-operation, November 1983. Organization for Economic
Co-operation and Development. '







