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CHAPTER 1. INTRODUCTION AND READER'S GUIDE 

Substantial amounts of resources are being spent on providing assistance 

to u-countries. 1 Aid has been transferred in a multiplicity of forms, and 

for a number of varying purposes. The ultimate objectives of aid givers 

have been many and somewhat vague, but an important proclaimed aim has 

been the improvement of economic and social conditions in the receiving 

countries. While the needs for assistance in general are obvious, aid 

givers appear to have devoted, so far, _!_oo little effort to de_sign forms 

and define areas, in which the impact of international assistance on the 
---· --·- --·--·---· -·---- ·--··- ··--· -. - - -···---~ -~-~- ..... ~-----,..---~---'- -· ' 

development of the receiv~n~ ~!?\l~~~Y ~ould be_ particularly valuable. 

The central problem of this book is easy to state: Suppose that you have a 

sum of money available for aid. Assume that the countries in which the money 

should be spent, have already been selected. Suppose, finally, that you dis

regard the various donor interest motives for aid, and that you take the 

development of the recipient countries as the overriding objective for 

giving aid. How should your money be spent under these circumstances? 

What forms should your aid programs have, and to which sectors and 

projects ought your money to be allocated, in order to make the develop-

ment impact as large as possible? 

The above paragraph implies considerable limitations in the scope of our 

subject. The intention is not to outline any optimal general relationship 

between the donor and recipient country. As will appear from the discussion 

in chapter 2, the macro-level aid concept on which I wish to focus attention, 

is narrowly defined as the grant equivalent of the concessional resources 

transferred. We will not concern ourselves with the effects of commercial 

transactions between the donor and recipient country. Neither will we 

treat the important subject of trade policy. Another significant omission 

will be the intricate considerations and processes on the donor side, which 

in fact influence the form, size and country all9cation of concessional 

resources provided to u-countries. Perhaps somewhat naively, I will take 

the donors on their word, when they proclaim their forthright desire to 

promote development in recipient nations by pursuing some independently 

determined quantitative aid goals. The arguments and policy conclusions 

will thus be based on the simplifying premise that the donor will not object 

..to changes in the contents and forms of aid, aimed at speeding up progress 

i:: Throughout this book, u-countries will stand for underdeveloped, 
i;..countries for industr1ahzed or developed nations. 
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in recipient nations, so long as the amount of aid remains unchanged. 

Even with all these simplications, it is not easy to formulate coherent 

replies to the questions posed above. The purpose of this book is to 

provide some tentative answe.rs, and to discuss, criticize and formulate 

methods whic.h could be used in assessing, ex ante and ex post, how and to 

what extent foreign aid contributes to development in u-countries. Part 

one of the book contains a general discussion of the principles and methods 

required to disentangle the issues involved. Part two attempts a practical 

application of the methods designed , on actual empirical experiences of 

international aid. 

Although the second part of the book concentrates on a scrutiny of Sweden's 

foreign assistance experiences in some countries, the study should not be 

regarded as an essay on Swedish aid. For this, the selection of empirical 

data is far too scattered. The purpose of this study is somewhat more 

general. It is my hope that the methods used and findings . and conclusions 

derived~ will be of some relevance not only to Swedish aid administrators, 

but to the decisio·n makers on aid in any smaller donor country, interested 

in using foreign assistance primarily as an instrument for the promotion of 

development in recipient nations. 

Development is a many-faceted process, which includes a number of 

economic and social factors, affecting individuals as well as nations. In 

my analysis I have tried to take this diversity of development dimensions 

into account. Nevertheless, I fear that since I am an economist by profession, 

I may unconsciously have given an undue importance to economic considera

tions, and too superficial a treatment to social development factors in the 

discussions and analyses of the following chapters. 

Several lines of thought are pursued throughout the book. For instance: 

The development impact of aid is seriously reduced, not only as a 

result of a multitude of self-interests, pursued by the donors, but 

equally, or perhaps even more, because our understanding of the 

development process, and its constraining factors is extremely limited. 

The very widespread habit among donors to tie their aid to particular 

purposes or uses, has frequently been misdirected in terms of 

development. This type of tying, in my opinion, always entails a donor 

responsibility to clarify how the purpose or project to be supported, 

will contribute to development. Such clarification cannot be obtained 

without detailed micro-level scrutinies of the ventures to be supported. 
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The overwhelming dominance of i-countries in social and technical 

science and practice influences and sometimes even forces u-countries 

to adopt problem solutions designed for ~he circumstances which 

exist in i-countries, but unsuited and ill-adapted to the realities of 

poor nations. Aid contributes importantly to this misdirected influence. 

Far too little foreign assistance is allocated to penetrative long-term 

aid ventures attempting to design solutions specific to u-countries' 

problems and needs, based on the conditions and development 

constraints, prevailing in these countries. 

Chapter 2 in this book discusses the concept of aid. It is intended, first, 

to clarify who the donors are, and second, to derive a measure of the 

value of the benefactory element from the commonly quoted statistics on 

resource transfers to u-countries. In the last section of the chapter, we 

undertake a critical scrutiny of the multitude of forms in which aid is actually 

provided to u-countries. In_ chapter 3 I start out by discussing the various 

aspects and components of development, and settle on a working definition, 

where it is seen as a disaggregated positive change in eight economic 

and social factors. I then proceed to an analysis of the constraints, 

commonly slowing down the development pace in u-countries. Starting out 

from a Chenery analysis, with skills, savings and exchange as the common 

resource bottlenecks, I study the underlying conditions, e. g. poverty, 

structure, policy and international relations as the causes to the emergence 

of the three resource constraints. 

The purpose of chapter 4 is both to discuss methods for assessing the 

impact of aid on development at different sophistication and aggregation 

levels, and to suggest, in broad terms, the areas where particularly 

valuable 'development contributions could be made with the help of foreign 

support. In the process of my discussion, a distinction is derived between 

bulk aid, providing, in the main, additional resources for development, and 

innovation aid, contributing, or creating new knowledge or resources, 

which, for some reason, were not available earlier in the development work. 

Some problems to which innovational aid efforts could advantageously be 

applied, are also specified. 

Chapter~ 2, 3 and 4, discussing and defining in turn, aid, development, 

and the interrelations between the two, thus provide us with the frame

work required for practical attempts at assessing the development value 

of aid. 
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The empirical part of this book starts with a brief chapter, which brings 

out the characteristics of Swedish aid in an international comparison. The 

three following chapters are then devoted to a scrutiny of Swedish assist

ance involvements in East Africa. Chapter 6 tries to define the sectors 

and areas where foreign aid could make valuable contributions, after 

having attempted to analyze the nature of the development hampering con

straints in Kenya and Tanzania. Chapter 7 applies some of the macro

level assessment criteria, designed in the first part of the book, on the 

overall Swedish aid program in the two countries. Chapter 8 complements 

this macro-analysis by detailed micro-level scrutinies of two projects 

supported by Sweden. 

The type of development constraints, and assistance required would differ 

considerably between Sub-Sahara African countries on the one hand, and 

South Asian countries, on the other. The appendix at the end of the book 

summarizes these differences, and discusses, very briefly, the purpose

fulness of actual Swedish aid to India, against the particular realities 

and problems of South Asian development. 

In chapter 10, finally, I first provide a brief summary of the main defi

ciencies of Swedish aid practices, as they have emerged in the discussions 

of earlier chapters, and draw the practical implications from this criticism 

on some aspects in the future organization of aid from this country. I then 

proceed to specify a few important but neglected problem areas in the 

development work, and contend that the development impact of Sweden's 

aid might be considerably enhanced by allocating resources for innovative 

aid efforts, aimed at providing solutions to those problems. 
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CHAPTER 2, WHAT IS AID? 

2. 1 An introductory definition 

8 
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U-countries have many types of relations with i-countries. Some of these 

may promote development, while others can be shown to hinder it. From 

among all those relations we wish to sort out the one which could be defined 

as aid. It would obviously be wrong to include all the development-promoting 

i-u-country relations in an aid definition. Ai_~!_~!__!_~~~-~~~ is equ_ct~.!~.ct gif~, 

something given up for nothing by the donor. This means that my proposed 
·----- ---·,-·-----~----------···--~----- ------ ~-

definition excludes the commercial transactions taking place between i- and 

u- countries. Likewise, i-country measures, concerned for instance with 

trade policy, although sometimes implying considerable advantages to u

countries, are excluded, since they do not ordinarily involve any giving up of 

resources, in favor of u-countries. What remains is the value of the grant 

equivalent in conc-essional resource flows from rich to poor nations, to be 

more narrowly specified in section 3 of this chapter. 

-~1-1~ value of aid __ is likely to d~ff~--~--~~e~ ___ s_~~-~--~:rc:>m ~-~~ ~-<>..~<>.-~-~-~ ~~'-!_-~-:~~-~~~ 
recipients' point of view. Here, I choose in the main to regard the matter 

from the donors' side. After all, it is the donor, who decides on the size of 

the aid flows, and it is therefore important to determine, with his valuation, 

the magnitude of resources given up for international assistance. 

A definition of aid along these lines appears reasonable and relevant and 

there is nothing strikingly novel about it. In fact, a number of students of 

foreign aid have worked with identical or closely related aid concepts in 

their investigations. 1 It provides us with a relatively simple measure of the 

donors' sacrifice. It is important to compare this sacrifice with the likely 

effect that the aid·-r_,sources will have on recipient countries, since the donor 

willingness to accept continued, and perhaps increasing costs for aid transfers, 

cannot remain unaffected by the size and type of impact on recipients, which 

results from these costs. 

In the following section we will study the different aid donor groups, and 

their relative importance. Section 2. 3 will use the definition of aid, proposed 

here, to derive the value of pure aid, e. g. of the grant equivalent, embodied 

in the official resource transfers, as reported by OECD. In the last section, 

finally, we will make a critical assessment of the forms in which aid 

resources are commonly transferred to u-countries. 

1. See section 2. 3 



2. 2 Who are the donors? 

A great variety of data on the financial flows from i- to u-countries are 

prepared by OECD-s Development Assistance Committee (DAG) in its yearly 

Reviews. Unless otherwise stated, the magnitude presented in this section 

have those documents as their source. 

It may be instructive to start our presentation of the aid donors by an over

view of financial flows from i- to u- countries, as given in figure 1. It 

should be noted that the figures given are disbursements net, in the sense 

that deductions have been made for loan amortizations and disinvestments, 

but not for interest payments and profit transfers from u- to i-countries. ~A 
simple, unqualified addition of the sums involved, which flowed out from 

donor countries in 1968, renders a sum total of a little over $ 15 billion:, the 

sums r~aching u-countries amount to somewhat less due to a difference in 

the in- and out-flow through the multilateral agencies. 

It is difficult to come by detailed information with regard to flows originating 

in Communist countries. As appears in Figure 41, substantial sums were 

disbursed during 1968 by Communist donors. The flows to non-Communist 

u-countries have been roughly estimated at$ 3-400 million per year during 

the 60-s. Most of this money has been spent in a limited number of countries, 

usually on large-scale projects, the most well-known of which are the Assuan 

Darn in Egypt, the Bhilai and Bokaro steel mills in India, extensive road 

developi;nent projects in Afghanistan, and more recently, the Tan-Zarn 

railway. Predominantly, East European aid is provided in the form of loans 

for deliveries tied to the donor country, with repayment in about 12 years, 

at 2. 5 - .3% interest.
2 

Some of the poorer countries have received part of the 

funds needed as grants. Chinese aid is usually given in the form of interest 

free loans.
2 

Soviet loans, which dominate the total flows to non-Communist 

recipients, are usually to be repaid in locai currencies of the recipient 

country. The Soviet Union has commonly utilized commercially its acquired 

local currenty assets, for imports from th,e recipients of the loans. Soviet 

imports of this type frequently exceed its domestic needs, so that part must 
.:.. --·---------· ·--

be reexpqrted thro~h-~pe __ ~<?:t:!~_!!l_'!:f:"~e~. This has caused considerable 
.. -------- ·-· ~-----·------- -·-

irritation for instance in India with cotton textiles and cashew-nuts, in Egypt 

with cotton, and Burma with rice, because Soviet international sales have 

depressed the markets for these countries' own direct exports.3 Another 

1. Throughout this section, the figures given in the tables are disbursements 
net as .. defined by DAC. 

2. See Marshall I Goldman: Soviet Foreign Aid, Praeger, New York, 1967. 
For more recent information see Economist of November 6, 1971, p. 66-67. 

3. Marshc~.11 I Goldman, op. cit. , p. 110. 

.., 
I, 



frivate, 
-voluntary 
organizations 

Mainly 
grants 700 

FIGURE 2. .1 FINANCIAL FLOWS TO U -COUNTRIES, Disbursements net, 1968, million $ 

Grants 3, 418 
Loans 3, 168 
Total 6, 586 

DAC 
Governments 

Dir. inv. 
Exp. er. 
Total 

Multilateral 
institutions 

Source: DAC 1969 Review 

Private, 
commercial 
institutions 

Communist 
Governments 

About 1, 150 

Communist 
u- countries 

0 
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similar case is the Soviet international sales of Cuban sugar. Nevertheless, 

the condition of accepting payment in locctl c.urrency has in all probability 

contained a beneficial element in comparison with convertible currency 

repayment terms, for the Soviet resales could hardly have been commercially 
1 -···--··-·-···- ··-· --··----····-· . ·········- --·--·- --·-·--·---------··· . 

profitable , and, furthermore, the recipient countries were relieved of the 

marketing costs in connection with the sales. 

In addition to the arrangements described above, there is a considerable 

flow of resources between the Communist countries. Data on these transac

tions are hard to come by. It is reported that this flow exceeded $ 1 billion 

in 1965 2 , and that in 1968 it amounted to $ 1, 150 million.
3 

A considerable 

proportion of this must have been shipments to North Vietnam. It is still 

more difficult to obtain sufficient details about the terms of these flows, to 

make some calculations about their benefactory elements. This is partly 

because concessionary loans are commonly mixed up with trade agreements 

and military sales, with prices removed from world market levels. 

The Communist countries' contributions to multilateral institutions for 

development work, are insignificant. Aside from Yugoslavia, none of these 

countries is a member of the IBRD group. The Communist contributions maidy 

went to the UNDP, and to the UN Specialized Agencies. 

Private, voluntary organizations is another donor group, handling a resource 

flow of considerable significance. A great variety of institutions are involved. 

In 1970, they accounted for a transfer of almost $ 850 million. Among the 

organizations included in this group can be mentioned religious missions and 

welfare institutions, trade unions and cooperatives, and a variety of socially 

oriented foundations. The most important and well-known among these are 

Ford, and Rockefeller Foundation. The flow from non-governmental voluntary 

agencies differs from that of m<>st other donor groups in that it consists . 

almost exclusively of grants. Therefore, when deriving the net value of this 

flow, no if downward adjustments need to be.: rnade for the repayment flow~. 

Following Figure 2.1, we will now briefly deal with the private commercial 

financial flows. The first point to note is their importance. Out of the total . . 

flow of about$ 15 billion, they accounted in 1968 for more than one third. 

Comparing with DAC Governments' flows only, we find that the private 

1. C S Gray reaches the same conclusion in his Resource Flows to less 
Developed Countries, Praeger, New York 1969, p. 54. 

2. New York Times, April 7, 1965, p. 14. 
3. DAC 1969 Review, p. 63. 
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transfers in that year were almost as large as the official ones. It is also 

highly probable that DAC underestimates this flow, because many private 

firms may not report fully on the loans extended to foreign customers. 

According to the definition presented in the b~ginE-i~-~-~-~~-!~-:~~~E~_!:_._I>_!"_~vate 
-·-- -- --- - --·- ·----------·· -· - ·-- --- ·-·-··· -----------·----·-·--------------- ------·--------- --· -

commercial flows ought not to be considered as aid. In view of their 

importance in the overall flow, it is nevertheless worthwhile to make a few 
- ---- ------- ----- -.. -- - - ---- _.~ . ·------. --.- -- ~---~~-------- ------ ----- ---- '"--~-- -~·---------------~---- ---~---·'-·----~·---.,-----<-..-•----~---------

observations about them. 

A point of considerable interest is the fast growth that the private flows have 

experienced since the mid-60' s, in relation to the official flows. This can be 

seen by comparing tabJes 2.1 and2;2 below. Between 1964 and 1970, the private 

commercial flows grew by more than 100% in cotnparison with a 34% expansion 

for the official DAC flow. Consequently, private flows current! y account for 

a much higher proportion of the total than in earlier years. 

It is also interesting to distinguish between the different types of the private 

flows. Thus, the$ 605 million, which,according to Figure z. 1 reach the multi

lateral institutions, mainly consist of purchases of bonds and participations 1 

from International Development Banks. The private multilateral flow is very 
. ' 

volatile, and depends mainly on the amount of bond issues and redemptions 

undertaken by the Development Banks. In 1967, for instance, this flow was 

only$ 15 million. The 1968 figure, of$ 605 million, therefore, appears to be 

unusually high. 

The private commercial flow which reached u-countries directly, can be split 

up into three parts. There are the export credits of more than one year's 

duration, the bilateral portfolio investment, which in colonial periods was of 

overriding importance in private flows, and finally, and nowadays most 

importantly, the direct investments, which regularly account for more than 

half of the total private transfers. 'lltble .2.·l ·summarizes some data about the 

private flows. 

'TubJe2.J, Private commercial DAC-countr flows to u-countries and to 
multilateral institutions, million 

1960 1964 1968 1970 -
Export credits 571 946 1, 470 2, 174 
Portfolio investments 645 410 724 831 
Direct investments 1,741 1,791 2,918 3,406 

Total bilateral 2,957 3, 147 5, 112 6, 411 

Multilateral 205 141 605 343 

Total 3, 162 3,288 5,717 6,754 

1. By acquiring participations, the purchaser becomes the immediate creditor 
to a project, originally financed by loans from for instance a development 
hank. 
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Distribution of export credits shows sharp yearly variations between 

receiving countries. The bilateral portfolio investments are highly concentra

ted geographically. In the late 60' s, about 800/o of such investments went to 

Israel, Mexico and Argentina, countries on the border-line between developed 

and underdeveloped. The concentration appears to be a reflexion of the 

confidence of private financial institutions in the economies of these countries. 

Direct investments also tend to concentrate in the economically more well-off 

countries. More than one third of the total has gone to Latin America in 

later years. 

The remaining flow of resources to u-countries,appearinginFigu.re2.l, is.the_. 

one originating from DAG- country governments. Aside from being the largest 

of the flows discussed here, it assumes added importance from our point of 

view, because it is the best documented one, with abundant, fairly reliable 

statistical data, to draw from for different types of analysis. 

Our Figure Z.l indicates a flow of$ 659 million from DAG governments to 
----- ·-·-··----·---- -· --- -------- - ·-·-·- ----------------·-~ -------- ---------------·---- ------ ---------- --.. ~----~--

multilateral institutions. This, as may be not~c!, ___ c;:on_i;_titutes aJ:m<:>_~L~~_gctly 
- ... - - -- --- .. - - -- - ------ -- ·- - --···-·----- - -·-

1.0% of the bilateral DAG country flows. The most important multilateral 

institutions, chanelling funds from i- to u-countries, are the UNDP, the 

various specialized UN agencies, and the IBRD with its affiliates IDA and 

IFC. The number of multilateral bodies has grown fast in the late 60's, with 

additional regional development banks being created almost every year. 

Practically the whole flow of resources from DAG Governments to the multi-
-- -- -- -- - -- - - ----- ---~--.-----· -·- -- - --- - - - - -- - . 

lateral institutions is in the form of grants and capital subscriptions which 

carry neither dividend nor interest payments, and have no repa_ylllent date, -- -·----- --- ---- - --~---------------·-·- - -

and are thus in essence equal to grants. Only marginal amounts are forwarded 

through governmental purchases of bonds and participations. Loans of this 

type may, however, become more important in future. IBRD plans to approach 

governments with bond issues, so as to ensure increasing financial flows on 

somewhat better terms than those of commercial markets.
1 

The example of 

IBRD is likely to be copied by other multilateral institutions. The relative 

size of DAG countries' contributions to multilateral bodies was substantially 

increased in 1969 and 1970, as compared with earlier years, as a result of a 

considerable expansion of the resources channelled through IDA. 

1. Information from interview with William Clark, Director, Information 
and Public Affairs, IBRD, June 1970. 

/ 
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Table 2.2 Official DAC countr flows to multilateral institutions and 
directl to U-countries, million 

191>0 19l)4 191>8 1970 

Multilateral 

Grants and capital subscriptions 
UN agencies 156 230 281 367 
IBRD 119 1 9 4 
IDA 97 130 139 288 
EEC- s Ehrcpml. ~ve1opnent Fund 96 1 98 130 
Asian Development Bank 47 79 
Other institutions 80 84 225 

TotU gmi1B axl capial subscriptions 548 362 658 1, 093 
Loans, bonds and Eartici:Eations 67 18 1 304 

Total Multilateral l) 15 380 l)59 1,397 

Bilateral 

Grants 2,504 2,582 2,997 3,237 
Loans repayable in recipient 217 229 39 currencies 60 
Sales for reci ient currencies 901 1,056 382 
Total grants and grant-like 3, 22 3,8 7 3,418 , 297 
Long term loans net 639 1, 695 3, 168 3,276 

Total Bilateral 4,261 5,562 6,586 6,573 

Total multilateral and bilateral 4 876 5 942 7 245 7 970 
==================================~========~=======~=======~===== 

Table Z. 2 suIDnarizes the multilateral and bilateral official flows from DAC 

countries. The bilateral transfers, constituting an overwhelming proportion 

of the total, are offer~d in a multiplicity of forms, and a simple adding up 

of the various elements into a total does not convey a clear picture of the 

proper contents behind each heading. In the n'ext section we will have reason 

to penetrate somewhat deeper into this matter. 

During the period studied, loans have grown considerably in importance in. ------ -- - -. --- - - - ··- - ---· -- -----'"~------~------~-----------·~--··--·-- ---- -· -··-- ... -. ·- -·-- ----- - . ··-· ·- . 

relation to grants and grant-like contributions in the bilateral flow. This is 
~--- -:--~----------- ----. -- -·-- ---- ----.--·-· 

primarily because of changes in US policy. US sales of surplus commodities 

for local currencies, and provisions of loans to be repaid in local currencies, 

were quite substantial in the early 60' s. Th_ex_c:re_ __ c_~~ss~~-~~JE~~-11:~.'.:"-~~~~.~ 
contributions in table Z.2, because the US, in distinction from the Soviet 

--- --- - "'' - - --- --
practice, has seldom made use of the local currencies in its credit. In later 

years, however, the US government has decreased its provision of capital 

and commodities to be paid for in local currencies. Instead, the major share 

of US surplus commodity shipments is sold for long term concessional loans. 
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It may be ~f interest to study the relati_ve importance of the various DAC 

countries' official flows. Table,2.3 provides some information on this matter. 

Table Z.3 Flow of official resources from DAC countries, to u-countries 
and to multilateral institutions, millions $ 

1960 1964 1968 1970 

Australia 59 104 157 210 
Austria 0 15 28 . 20 
Belgium 101 71 9 3 121 
Canada 75 128 214 402 
Denmark 6 11 29 56 
France :. 843 831 855 979 
Germany 352 423 595 731 
Italy 105 40 150 177 
Ja pan 144 2 11 80 9 1 , 15 2 
Netherland$ 35 49 134 215 
Norway 10 17 23 37 
Portugal _ _ 37 62 35 58 
Sweden 7 33 71 117 
Switzerland. 4 9 19 25 
United Kingdom 407 493 428 453 
u. s. 2, 776 3, 445 3, 605 3, 218 
================================================================ 
Total '. 4, 965 5, 942 7, 245 7, 971 

Not surprisingly, the US plays a very dominant, but somewhat decreasing role 

in the total.: .. From 1960 to 1970, its share decreased from 56% to just above 

40%. 

The net official flows from DAC countries, both bilateral and multilateral 

are not very. evenly distributed among recipient countries. Many different 

measures of the unevenness of distribution can be applied. Average yearly 

per capita £1.0ws in 19 66 - 68 are highest to Malta {$ 53. 8), Liberia {$ 31. 6) 

and Israel{$ 30. 7), and lowest in Saudi Arabia {- $ 2. 3)
1

, Argentina {-$ 2. 0) 

and Irak {$ O. 9). An alternative measure, rendering different results, is the 

resource flow in relation to the country's total imports. The highest inflows 

are then reci>rded for Laos {217. 8% of imports), Afghanistan {71. 6%) and 

Ruanda {67. 9%), while the lowest are for Saudi Arabia {-1%), Argentina{-0. 2%) 

and Libya {O~ 2%). Still a third measure takes account of the foreign flows. in 

percent of the gross domestic product of the recipient country. By this 

jneasure, th~ most generous flows were recorded to Laos {34. 9% of GDP), 

South Vietnam {20. 3%) and Congo Brazzaville {16. 4%), while Argentina and 

Saudi Arabia: experienced a negative figure, and Libya an insignificant positive 

f>ercentage fraction. This unevenness can be illustrated with the_ help of 

Lorenz curves, as presented in Figure 2. 2. 

L Minus indicates a net outflow on account of loan repayments. 
t 
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Figure Z..Z Cumulative percentage ~istribution of official financial flows 
from DAG countries, com ared with the o ulation, GDP and im orts 
of 87 u- countries, 19 4- 7. 
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Source: DAG 1969 Review, p. 172. 

Undoubtedly, the distribution of official DAG resources is determined by a 

number of elements, which are unrelated to the wish to promote economic 

and social development of recipient countries. The direction of,_flows seems 

to be governed to a high extent by political and commercial considerations, 

and by various kinds of whims and idiosyncracies prevalent with donors.1 It 

is clear, on the other hand, that an unambiguous decision on the distribution 

of financial flows to u- countries for maximum promotion of development, is 

extremely difficult to reach.
2 

Occasionally donors have tried to maximize tm 
development impact of their assistance by concentrating aid to countries 

thought to be on the verge of a development breakthrough
3
, or by.formulating 

1. See for instance the discussion in I Little - J Clifford: International aid, 
Allen & Unwin, London 1965. See also the first section of next chapter. 

2. See the discussion in I Little - J Clifford, op. cit. , chapter 3, and 
H Eisler: En saklig betraktelse, SNS: Stockholm 1969, chapter 6. 

3. I Adelman - C Morris: Performance Criteria for Evaluating Economic 
Development Potential, An Operational Approach, Quarterly Journal of 
Economics, May 1968. 
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performance criteria for recipient nations, and providing aid only to those 

countrie$ ·which showed sufficient seriousness in pursuing these donor

formulated rules. 1 It does not appear, however, that such crii!ria Jave pa,ed 

a-q.alitamiely important role for the allocation of assi&tance flows .. Even if it 

were possible to establish, with reasonable certainty, the preconditions for 

a visible. economic take-o(_f. it would be difficult to justify a concentraticn of 

aid to countries possessing these preconditions. This is first, because aid 

may play an equally important, but, with our rough measurement tools, less 

visible role, at earlier stages of a country's development. Second, the 

neglect of, the least developed, and poorest countries, implied in a concentra

tion prin~iple of this kind, would seem deplorable on humanitarian grounds. 

We will not pursue the problem of international country allocation any further, 

since our primary concern is with the allocation and utilization in u-countries, 

of the re'sotirces made available from abroad, irrespective of the criteria on 

which the international distribution of these resources was determined. 

For the sake of completeness, mention should be made of two further resou-rce

flows to u-countries, not at all noted in our Figure 2..l The first one originates 

in the three i-countries, which are neither Communist nor members of DAC, 

namely Finland, New Zealand and South Africa. The bilateral and multilateral 

private and official net flow from these countries increased f:r;om $ 6 million 

in 1960 to_$ 11 million in 1964 and $ 20 million in 1968. 

The second one originates in u-countries themselves. This inter-u-country 

financial flow increased from $ 200 to $ 400 million between 1967 and 1968. 

A very large proportion of the latter figure · consists of develop-

ment loans.from Kuwait and a few other Arab oil producing countries. after 

the 1967 war with Israel. India, Pakistan and Singapore maintain sizable 

technicaLassistance programs abroad. Spain and Yugoslavia, in addition to 

technical.assistance activities, have established government sponsored export 

credit schemes. In a sense, it seems less appropriate to refer to this as 

inter-u-country flows. From many points of view, perhaps different for each, 

Israel, Kuwait and Spain, hardly belong to the underdeveloped category, and 

could equ·ally well be classed as developed countries. 

The next -:~ection of this chapter will try to distil the value of pure aid from 

the multitudinous flows of resources to u-countries. In this attempt I propose 

to start oµ,t with the flows_, official and private commercial, originating in 

1. See the. discussion in R Mikesell: The Economics of Foreign Aid, 
Weiden-felt and Nicholson. London 1968, chapter 5. 
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DAC countries, and to abstract from the remaining flows. This is primarily 

a matter of convenience. The Communist governments' and the private volun-
~ --------~----·--··-- ~-" - ~ -·· , ______ _ 

-~~ry orga!liza tioll_~(!!_ow~ ~~-~- 11.°-t ___ ~_u!f!~~e-~tl y_ cl_o_CUf!le~t~_c!-~°-.1" I»~~P.f?! __ analys is. 

The flows from Finland, New Zealand and South Africa are insignificant and 

may be disregarded, while the inter-u- country flows by definition do not add 

anything to the underdeveloped world. We should then be aware that what we 

deal with is not the whole, but certainly a major part of the resource transfers 

to u-countries. 

2. 3 How much pure aid? 

According to the definition in the beginning of this chapter, aid equals the 

value of the grant equivalent embodied in the resource transfer, and our task 

will now be to determine this value for the various parts of the transfers 

originating in DAC countries. This matter would not require any further 

consideration, if aid resources were provided as outright cash grants in 

convertible currency. This, however, is not the case. Practically no aid is 

given in this simple, straight-forward form. 

Our way of looking at things immediately leads to the first conclusion, or 

rather exclusion: Privat~_C°-1-J:lmerc~_al _!1-~~~ both -~ve~tl!len~--~~!.! ex£_~!_t 

cred~~s. being b_'>'.: __ ~~~~~~~-~~~--~~1:1~~cia!!~-~-~-<:>_t __ C::_~~-~:-~-~~-~~r_.E?le:r::i~11t _?f 

benefa£t~~~!_~~~-ho~c;!--~-~-!:~.~o ~-~-!l_ot _be _j_~_cl u_~~ _!!!.!~-~~m ~~~,! __ ~_!_lj._~!:1--~~-~~y 
to determine. Indeed, if private flows were included in the definition of aid, 

---------·-·'~-----·>---·~---~-----·~--······-" -- ,, ____ .. ,., ........ _.,...,.._. __ ..,,~ ___ , -~ .. -- ~-><---·- ···-~.-< •. -... ,, ___ ,'" _________ _ 

by analogy, Canada rather than India would be by far the largest aid recipient 
--· ---·- ··-------~---·· ., .. ,_ 1 --·-· ,., , , ._. ... - --·- · .... ,,.,,,,.,,.,,.,,,~.,-.,. ,, ...... · 
in absolute terms. But nobody would think of the US direct investments in 

Canada and Western Europe, or European portfolio investment in North 

America as aid. The exclusion of private flows from aid figures does not in 

any way deny their possible positive development effects in u-countries, in 

the same way as for instance, certain types of trade relations or political 

contacts can promote the development process. But this is another matter, 

which does not change the fact that the private flows result from purely 

commercial transactions, without any gift element. 

Another matter for consideration in connection with the private flows 

is whether an'd to what· extent- aid is ·intvolvea :when private credits 

1. Aid to Canada in 1968, had it been so recorded, would have totalled about 
$ 1. 4 billion, considerably more than total world aid in that year to India. 
See K G Helleiner: The Development Business, Next Steps, International 
Journal, Canadian Institute of International Affairs, Winter 1969-70, p. 163. 
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and investments are promoted or guaranteed by the donor government. One 

could then ar$\le that the government expenditure for the support of private 

flows ought to be counted as aid, since it is a measure undertaken for the 

benefit Of U- COUntries I e. g. to make their borrowing to finance imports 
' 

cheaper, and to encourage a larger resource transfer than would come forth 

in an unsuppor.ted market situation. In practice, this proposition is somewhat 

doubtful. 

First, in the case of guarantees for export credits and investments to u

countries, these are usually offered by i-country governments for a fee 

similar to an insurance premium. The government will incur expenditure only, 

if it has to make payments which exceed the fees collected. No such govern

ment net losses have yet been reported. In fact, while the three countries 

w.ith.1he 1argest investmert guuartae mmrritmen1B, US, Germany ani Japan; charge 

yearly fees amounting to O. 5% or more of the investments guaranteed, the 

overall indemnified claims on the US and German schemes have been limited 
1 to O. 1 % of the values insured, while Japan has not reported any losses. It 

is true, on the other hand, that foreign nationalizations, like those of US 

copper assets-.in Chile, might empty in one stroke the accumulated reserves 

of an investm~nt insurance scheme. 

Second, it should be realized that support is frequently given by the i-country 

government to .. promote the competitiveness of its enterprises '\el"SUS 1t2 firm.a 

from other countries in u-country markets. Accordingly, the most generous 

government s~pport is usually provided .to the industries in less competitive 

countries, for reasons which are little concerned with the situation in u

countries. The outcome then is that the unsupported, more efficient supplier 

may be replac.~d by a less efficient, supported one, with the gain accruing to 

the private firm of the country maintaining the supporting scheme. In 

Mikesell' s elegant expression " •••• government sponsored or assisted export 

credits {whic.~' often provide repayment terms in excess of ten years) constitUe 

government s:ubsidized exporting - the modern form of competitive currency 

depreciation •. ,.:.'~. EM!n if a net cost -were incurred by the supporting gcive'rn-

ment, this cost ought then to be regarded as part of an export promotion 

expenditure, rather than as part of aid. 

My conclusion is therefore that the aid element in support towards investment 

e.nd export ciedits to u-countries is negligible, and can be disregarded. 

1. OECD Observer, August, 1970, p. 3-8. 
2. R Mikesell~ The Economics of Foreign Aid, Weidenfelt and Nicholson, 

London 19~8, p. 205. 
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Let us now study the official flows, which, as we have seen in the previous 

section, consist of loans and grants of various kinds. Official loans are aid 

only to the extent that the conditions on which they are g_iven are more _ __._____ . . ... -······-----··-------·--·-------· , •..... ----··----·----··-------.. '"'------- -------·--- -----·--~--~--·~----·---·.-· .. ----· 

favorable than thos_~-~~~-~~il!~-~--i.!1 th.:_ __ ~~_i:ket. A co~_m_°-~~ethod ~o c~lc~ate 

the value of the concession in a loan is to derive the &!.~_J!!_ __ ~~JvC:t:l~!tLQY -------___ .,. ____________ ... __ ,...., ..... ,..... - - ~- ·- - -- ..... -~-----··-·----· --------·· - -----~ --- ----- ---

deducting from the loan's face value the present value of interest and amortiza-
- - --· ·····-- ... ····-------- ---- -- ----

tion payments, discounted by some suitable rate of interest. If our purpose -- ·~-------- ------ ·---~- ·- - --- -----------------~----------·-------- ____ .,,.._, _________ ~,..- .. ------
is to measure the cost incurred by the government extending the loan, the 

relevant interest rate could be the long term borrowing rate in the donor 

country, or in international money markets, at which the i-country governmE!t 

could itself acquire the funds. The size of the grant equivalent will depend on 

the difference between the concessionary rate of interest at which the loan is 

given and the rate at which repayments are disco1mted, as well as on thEfg-ra'Ce

and .. ~epa.yment pe.riod. To illustrate, in ·an interest free loan of $100 rri.D.ion, 

repayable over 50 years, the present value of repayment flows discounted at 

8% will be ~ 24. 4 million, leaving a grant e<iuivalent of$ 75. 6 million. On the 

other hand, in a five year loan _of the same amount, extended at 6% interest, 

the present value of the repayment flows will be $ 95. 2 million, and conse

quently, the grant equivalent will only amount to$ 4. 8 million. The obvious 

implication is that it would be a great overstatement to regard the face value 
-------

of loans as aid. Only the grant equivalent is a cost to the donor, and the 

discounted repayment flow should therefore' be deducted when assessing the 

amount of pure aid. 

One more consideration has to be taken into account before we are ready to 

revert to the statistics to calculate the value of pure aid. This concerns the 

prices at which the donor country supplies the goods and services under the 

loan and grant programs. The value of aid should reflect the value of the 

supplies under aid programs, computed at prices not exceeding those which 

prevail in international markets. Since the donor who finances the transfers, 

is always able to purchase the aid resources at international prices, there is 

no reason to value his aid contribution at a higher level just because he happEllS 

to have a preference for more expensive sources of supply. In practice, a 

major share of aid is in fact valued at prices exceeding markedly the inter

national market levels._ Most _(l._i_~ <!~!iy_e_ries are tied to the donor country, and 

valued not lower than the prices prevail~~ i~--th~ -d;~~;:;s-~~rkets: even if 
'------~ -"-· -· -~ - ' . 

these prices exceed the world market levels. Aid tying is widespread, and 

affects both the grant and loan flows. Two reasons are usually forwarded by 

the donors as an explanation for their tying practices. 1. Tying enhances 

their exports, and relieves the burden on their balance of payments, and 
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2. It is easie£'to identify tied aid, and hence to generate necessary public 
;·;·· \ 

support for it~· We should notice that both arguments refer to domestic 

conditions an.d problems in the donor countries • 
. ·· 

The excessiv_~ prices at which tied aid deliveries are accounted, can con

veniently be ~~plained by three different cases. The first one has to do with 

the valuation of commodity surpluses shipped to u- countries as grants or 

against soft 19an obligations. The US PL 480 deliveries, which accounted for 

a large proportion of world aid in the mid-60' s, are the most important 

example. The surpluses are usually a result of domestic policies in support 

of the donor C.~mntry' s agriculture, the consequences of which are higher 

production a~~ higher average costs. The artificial domestic cost and price 

levels have th~n sometimes been used to compute the value of the surplus 

shipment to the recipient country, in spite of the fact that the same commodity 

is obtainable ~n the world market at lower prices. The excess price included 

in the aid out.oJlow is then nothing but part of the domestic agric;:Ultural 
1 support , and . .,should correctly be treated as such, and not blow up the value 

of aid shipme~ts. 

The second case concerns technical assistance involving transfer of personnel 

from donor to,recipient. Here too, there is usually an excess cost. Take the 

case of medi~al personnel from the US, Canada or Sweden, where salary lewls 

are far above those of poorer countries. If the purpose of a technical assis

tance venture. is to provide a medical doctor of a certain spe~ification, the 

value of this venture should be based on the cost at which such a doctor can 

be hired internationally. If it is possible to recruit him from India, Brazil 

or Israel at, s_ay, $ 10, OOO per year, it is obviously incorrect to value the 

venture at $ 30, 000, only because, for domestic reasons, the donor insists 

that the docto],o be recruited at home. This argument is of course not valid 

when the per4Jonnel qualifications required are not obtainable other than in the 

donor country,. Scientific personnel of some types might be a ca~e in point. 

The third case concerns tying aid to supplies from the private industry of 

ihe donor country. Two reasons for pricing above world market levels can 
' ----------- - --··· -·----- ---·---- _, __ - - - - .. ·-· .... -- _.,,... .. 

pow be discerned. First, the industry, from which deliveries ~!!LC::~Jll.e, may 
~-- -- ------.-- --·-~-· .. -"··-·····--·· - . - - --- - - ~-- ·- -

\>e a high-cost industry, which can survive international competition only 
'-----...-_ __ ------------- . ··--- ---·----------~---------- ·~"" -···-~------------- -~--------------------·-- --~-- ~----·--..--··-·-------,--~~- ~ -· 
thanks to a ta~iff wall. Second, the industry, although internationally competi-

...... ~ ., .•. .- . ' - --·-

--iive~--may-be-ihe onfy-·pr-od~~;~ -hi th~ do~~~ country. of the goods under consi-
~- - --- - ~--.-·· -·- . ----.- -. -. --- - -- - - •. . ,. -.-. . - ~j-.'··--·-.~·-----,. ....... ~.--.----
tleratlons. Even if it has to compete with foreign suppliers in its domestic 

tnarket, it be'comes a monopolistic supplier of the tied aid goods, and can 

fherefore ch~r"ge higher prices for such aid shipments. 
4 r. J Pincus: Trade Aid and Development, McGraw Hill, New York 1967,p354 . 

.L.: 



zz 
The disadvantage of tying will depend on whether the ties apply only to~ 

veries from the donor country, or, in addition also to deliveries of specific 

goods for ventur·es which form part in the aid program. In the former case, 

when the ties concern the donor country only, the recipient can to some 

extent use aid to finance his ordinary imports from the donor. The ordinary 

imports will presumably consist of goods for which the donor's industries 

do not charge prices above world market levels, and consequently no excess 

pricing need arise. This way out is ordinarily not available, if the tying 

applies to the type of goods as well as to the donor country. 

We can now summarize the discussion in three brief points. In calculations 

of the value of pure aid, we should: 

1. Exclude the non-concessional flows. 
Z. Deduct the discounted repayment flow from the amount of conce

ssional loans, to derive their grant element. 

3. Recalculate the value of loans and grants tied to deliveries in the 
donor country, on the basis of international prices. 

The net resuot will by necessity be a far smaller sum than the values 

computed by DAG as the official flows from i-countries. 

Pure aid is not an imaginary concept, but a highly relevant measure of the 

donor's cost for providing aid. This is because, in principle, the donor is 

always free to buy and borrow internati9nally the goods and capital which he 

supplies as aid.Although the donor government may consider it necessary to 

procure the aid resources at higher prices, in order to satisfy some domestic 

interests, this is not a reason to debit the donor's aid account with any costs 

over and abo...e the cost for obtaining the aid resources in international markets. 

A few further notes are in place, before we revert to the empirical material, 

to carry out the above operations. The first one has to do with points Z and 3 

above. We studied earlier in this section the grant equivalent of a loan of 

$ 100 million, given on different conditions, and showed that the pre sent value 

of the repayment obligations would amount to $ 24. 4 million and$ 95. 2 million 

respectively, depending .on the terms of the loan. Suppose, however, that the 

loan is tied, and that the prices for the goods provided exceed the world market 

level by 15%. In other words, the goods supplied for $ 100 million could have 

been obtained for $ 87 million, if there were no provision of tying. To arrive 

at a pure value of aid in our two cases, we must now deduct two sums from 

the face value of the loan, the discounted repayment ob]jgation, and the excess 

cost, the latter amountirig to $ 13 million. Under these conditions, we find 

that the aid value of the loan in the first case is only $ 62. 6 million, while in 

the latter case we find that the repayment obligation exceeds by$ 8. 2 million 

the value of the goods supplied! In this case, the gain is reaped by the awliers 

from the donor country. The recipient would have been better off with an 

untied loan on commercial terms, e. g. 80/o, instead of the concessional 6%, 
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on which the 11a"id 11 loan was granted. Donors" price manipulations can thus 

have unexpected consequeµces, which are not always perceived by the reci-, 
. • • I , ' ·' • ~ • ' ' 

pients. Supp01;1e no_w that the disadvantageous financi~l at-rangement jus.t 
~ . . - . . .. . . . 

d~.scribed was:used to fina~ce e1;n export orienfed enterprise which has to mce 
world compet~tion. Certainly, -the excess cost will considerably reduce .. 

1:he competitiv~ness of the venture, and can easily lead to total failure. 

A second note 0\vhich also emerges from our aid definition is that in principle, 

the_l_()a~s. exterid~-~--~Y-~?~--~~:'~CL_llce the IBRD, do not contain any pure aid. This 

is because the IBRD obtains its financial resources on non-concessional 

terms, from pc:tivate institutions. It is true that it can both borrow and lend 

at somewhat lower rates than others, but this is not because concessions are 

involved, but as a result of its standing as a first class reliable borrower in 

the financial c-0mmunity. The better terms on which the IBRD can offer money 

to u-countries in comparison with for instance, bilateral export credits, is 

simply a reflej{ion of a superior institutional financial arrangement, and of 

the guarantees:-extended by its member governments on the loans it takes up. 

Aid would then. be implied only in the i-country costs for building up this 

institution, and, in the unlikely future costs for indemnifying lenders, in case 

the bank beco~es insolvent. 

The third note expresses a doubt: Although from the donors' point of view, 

the analysis of pure aid as we have carried it out here, seems relevant and 

~P~~t-ant, c3.n th~ ~~me be said if th~ -p;obl-e~· i~ ··;~g~rd~d -by the recipient? 

Could it be that his problem is much more short-term, expressable in the 

simple phras~; "Where do I get finance for that road project~?" Is it 

possibly so that to the recipient country's decision maker the question of 

grant equivale~t is less important, particularly if the loan has a longer 

repayment period, because he is much closer to the needs, while the repay

ment obligation, if at all it will have to be honored, is put among the less 

immediate concerns, which perhaps will bother his successors rather than 

himself? Our argument would suggest that the short-term impact and leverage -- ··- ---·-----------·---·-·--·---- -- - ·-

of anis'liR:ely to be md're·closely a'saociated with the entire .oficlal .Sourm disbmle-

ments than with the amount of pure aid. This will be particularly apparent in 

the empirical micro-evaluation studies, presented in chapter 8. Over a 

longer time period, however, the pure aid concept assumes a gradually 

jncreasing importance, even if the aid relationship is regarded from the 

recipient's ho~jzon. 

t!'_!i_e_ ~-r~_c}!C:~ 

The aid statist\cs presented in section 2. 2, show throughout the disburse

;rnents undertaken during the actual year, minus amortization payments made 

in the same period. These figures cannot be used outright in our.,calculations 
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for two :n:e.sons: First-we need the volume of gross fiows, because in deducting the 

discounted value of repayment flows, we take full consideration of amortiza

tion payments. Second, DAC statistics provide information on the loan terms 

applying to commitments and not to disbursements. It is easy to note the 

conditions of the loan when it is committed by the donor. But it would be next 

to impossible to sort out from among the thousands of transactions, the terms 

applying to the disbursement flows during a year. In a growing financial flow, 

commitments will usually be larger than disbursements, reflecting the fact 

that the financial undertaking comes first, while actual payments follow later, 

and may be spread over a number of years. To show the difference in magni

tudes involved, a few figures comparing net and gross disbursements with 

commitments of DAC governments are given below. 

Table 2.4. Net and ross disbursements and commitments of rants and loans 
b DAC Governments to u-countries and multilateral institutions, million 

1960 1964 1968 1970 

Net disbursements 4,940 5,870 7,250 7,971 

Gross disbursements 5,340 6,550 8,210 10, 14'5 

Commitments 6,320 9, 120 9, 160 10,586 

Sources: DAC 1968, 1969 and 1970 Reviews. The Flow of Financial Resources 
in 1960, OECD, Paris 1962. 

The wider variations experienced by commitments are a result of the irregular 

intervals at which governments commit themselves to aid undertakings. The 

resources in the pipeline, e. g. amounts committed but not yet disbursed, 

contribute to a greater evenness in the disbursed flow. In spite of a sizable 

decrease in the US commitments since the mid-60's, it has been possible to 

maintain the disbursement flow relatively stable for several years, by tapping 

the resources available in the pipeline. 

The existing data allow us in principle two ways of calculating the grant 

equivalent in loans, neither of which will be fully correct. We can either 

calculate it on the basis of terms and conditions as they apply to commitments. 

We will then have a correct donor burden, but this burden will materialize 

first in the future, when the commitments become due for payment. As 

commitments are usually larger than disbursements, we are likely to some

what exaggerate the donor's present burden by using this method. AlternativEiy 

we may apply the loan conditions contained in the commitments, on the actual 

gross disbursements. Some measure of incorrectness is involved in this 

method, because this period's disbursements can have been committed on 

other terms than current commitments. Pending the availability of improved 
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statistical data, these are the two possible approximations to calculating the 

grant equivalent in official assistance loans. 

The uncertainties in estimating the excess prices in aid due to tying, are 

much greater than in the calculations of grant equivalent. Such estimates have 

to be based on.~highly scattered evidence and guesses rather than on regular 

and reliable figures. 

Several attempts to assess the value of pure aid have been undertaken. Some 

of these will be briefly described below. Little and Clifford1 use the 1962 

commitment terms of each of the DAG countries to calculate the grant equi

valent of gross disbursements of loans in 1963. Asswning average grace 

periods to be 5 years, and using a discount rate of 6%, they arrive at a grant 

equivalent in ~~ans of about $ 600 million, or roughly 28% of their disbursed 

value of$ 2. L~"?illion. The PL 480 shipments, which in that year amount to 

$ 1. 3 billion, are treated as grants. The authors propose to value them either 

at the reported prices, or at the zero prices, the motive for the latter being 

that the donor :does not incur any cost, but rather a benefit by getting rid of 

his surplus stocks. The value of gross aid disbursements in 1963 is then 

reduced in their calculations from $ 6. 5 billion to $ 5. 0 billion or $ 3. 7 

billion, depen~ng on the treatment of PL 480. The authors have a long dis

cussion about the excess pricing in tied aid, but do not arrive at any concrete 

figures to incl~de in their calculations. 

Ohlin2 compa;~s the net official financial flow in 1963, $ 6, 285 million, with 

the "real" val~e of commitments in the same year, where reported loan 

commitments are devalued to their grant equivalent by discounting repayment 

obligations at 6%, and valuing PL 480 shipments at assumed world market 

prices. The "Estimated Real Cost of Aid Commitments", thus arrived at, 

amounts to $ 4. 209 million, or much less than the net flows in the same year. 

·:·. 3 
An OECD Report presents grant equivalent calculations for 1964 and 1965. 

The estimates ·are based on commitments. The loan repayment flows are 

discounted at the domestic long term bond rates in each donor country. The 

.grant equivale!lts in loans committed in these two years amount to 22 and 15% 

respectively. The total commitments in these two years are $ 9, 070 million 

and $ 7, 660 million. Adjusted for the discounted repayment obligations the 

commitmentsj.nstead decrease to $ 6, 230 million and$ 5, 070 million, 

respectively 
.1. I Little - J Clifford, op. cit. , chapter 2. 
2. G Ohlin: Foreign Aid Policies Reconsidered, OECD, Paris 1966, p. 70-75. 
3. Flow of Financial Resources 1961-65, OECD, Paris 1967, p. 14Z. 
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John Pincus 1 has undertaken calculations on a similar basis for the years 

1962-66. The discount rates used were 1 % higher than those ag>Ued bf OECD 

above. The values of PL 480 were adjusted to world market price levels. 'Ihe 

following results were obtained. 

Table 2.5 Re orted and ad·usted official commitments, DAC Governments 
to u- countries and multilateral a encies, million 

1962 
1963 

1964 
1965 

1966 

Officially report.rd value 
of commitments 

6,705 
6, 127 

7,680 
7,298 

7,888 

Commitments adjusted for 
grant equivalent and PL 480 
valuation 

4,382 
3,765 

4,907 
5, 101 

5,241 

+ These figures do not tally with the total commitment amounts reported in 
DAC Ihcuments. This is because Pincus does not include all the countries 
reported on by DAC, and also because he has rectified PL 480 figures, 
incorrectly reported to DAC by the US Government. 

Source and method: See the text. 

The grant equivalents for loan commitments from various donors during the 

five years varied between O. 6% for Belgium and Canada in 1962, and 45% 

for Norway in 1963. 

We will try a similar calculation exercise based on more recent data, for 

1968 and 1970, but will also proceed a step further, by at least conjecturing 

the decrease in the value of aid due to the common tying procedures. Let us 

therefore start out by estimating the e1;mount of excess pricing in tied aid. 

Out of total gross disbursements in 1968, OECD reports 75%, inclusive of 
··--··-·- . . . ---··- ---·----··---·---··-------·-----7-----··----·-----··-- ·-··· -·-
bilateral technical assistance, to _l>~ .. b~!~t~:t"a.l!y t~~d. Since the early 60' s, 

, -··-·-·----~~~----~------.- .. - ' --- ·-·- -

the degree of tying has been increasing. It is therefore reasonable to assume 

that the tied proportion is at least as high in total commitments for that year. 

Tying in practice, however, is certain to constitute a still larger share than 

the figure quoted here. This is because many donors impose informal 

conditions in connection with their untied aid, threatening to curtail assis

tance to a particular recipient country, if the aid proceeds are spent for 

purchases otherplace. Furtheron, since a few years, parts of the multilateral 

flow, reported in its entirety as untied in the OECD document quoted here, 

have in fact been restricted with regard to purchase sources. This applies 

1. Proceedings ofUNCTADII, Vol. IV, New York 1968, p. 111-141. 
2. Resources for the Developing World, OECD, Paris 1970, p. 285. 
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to the funds chitnnelled through the Inter-American Development Bank since 

1967, and mor'e recently to the US contributions to IDA.
1 

It is therefore 
~---·----.. ·------·- - ---

certainly safe 'to assume that in practice, not less than 80% of the official 
~ontributi~ns fu-b~ih-i-968~nd 1.910, hav-~-t,;~~-tied:-_____ --- ------ - . - -- . 

Let us now review the scattered evidence of excess pricing due to tied aid. 

"Excessive pricing" is intended to mean the difference between the quantity 

of goods and services which could have been obtained for the sums reported, 

from internationally competitive suppliers, and the quantities actually 

obtained. 

Mahbub ul Hctq' s famous investigation
2 

of the tied credits to Pakistan concludes 

that the suppHes for some 20 projects studied, were priced on the average 

·51 °lo higher by. the tied source, as compared to available competitive interna

tional bids. ~h view of Pakistan's va·ried needs, the possibility to substitute 

tied aid deliveries for ordinary imports, and the proportion of untied aid 

which it receives, the reduction in the value of all aid to Pakistan in 1965 was 

assessed at about 12%. 

For the same year Pincus 3 reports that the excess price for all deliveries 

financed by US aid, had they been tied in full, would amount to some 17%. 

Since then the US aid has in fact become virt\lally ~_()ta~!I __ ~~~~-·: __ ____ ,_._w.w-~·~---~...,.---------~- -,_ 

For its secot).d session in New Delhi in 1968, UNCTAD commissioned several 

country studies 5 on the excess costs resulting from aid tying. The findings, 

which are by no means exhaustive, suggest a visible excess cost in tied aid 

of above 120Jo;·in Chile, between 10 and 15o/o in Iran, and in Tunisia about 18o/o 

for us commodity surplus deliveries and 20% for other tied deliveries. 

Ul'!_g',I'~.P' i;_ ~~~~~~~ve c:onclusion is that tying directly inc:rea_~es the cost of 

t_iecJ. __ S\lJ>_p~ie_~_-l>}' __ SO~~~!i~~~--1>-~~~-~_!\ ___ !~ ~:nd 2q_o/o. 

A more recent OECD study, comparing the prices of tied fertilizer aid to 

India from ~arious sources, with actual and potential commercial supplies 

from the Persian Gulf, notes a very substantial difference, to the disadvantage 

of the source tied supplies. In 1968 and 1969, the cif India pri~e per ton of 

Qrea supplied as tied assistance, varied between $ 72 and$ 86, while simul

~aneously t~ corresponding untied Kuwaiti price was less than$ 50. By 1970, 

tif prices of,Japanese and Dutch urea delivered on commercial terms to the 
. 6 

l:JS, were no higher than $ 45. 
j. DAC 1968 Review, p. 77. 
~. In John A:dler, editor: Capital Movements and Economic Development, 
; International Economic Association, London 1967. 
~. Proceedings of UNCTAD II, Vol. IV, New York 1968, p. 113. 
4. Resources for the Developing World, OECD, Paris 1970, p. 194. 
$. ProceedJngs of UNCTAD II, Vol. IV, New York 1968, p. 72-110. 
6. F Kahnert: Aid tying and exports of nitrogenous fertilizers from the 
.~ PersiancGulf, OECD, Paris, 1971. 
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Other sources, although ~ot providing definite quantifications, also point 

to the considerable price increases, resulting from aid tying. DAC-s 

1969 Review feels that "available evidence leaves little doubt that aid 

tying does cause significant extra costs. 111 · Mikesell draws the attention to 

the excessive shipping costs due to provisions that aid deliveries must be 

transported on donor countries 'vessels. Furtheron, Mikesell points out 

that firms do not participate in international bidding unless there is a 

reasonable hope for their winning the contract. Competitive bidding will 

therefore not reflect the real spread in price, if efficient producers 

abstain from part~cipation, because their governments do not provide 

generous export credits. 2 -This is likely to cause empirical studies to 

underestimate the excess pricing resulting from tied aid. Jagdish Bhagwati~ 
discusses the indirect costs of tying, caused by higher spare parts, 
-·--·--------- ------------·---
servicing and repair costs, and delays in deliveries due to inexperience 

- ·----"'----~----------- -----------~-----~~,...------ ...... ·---- ---------------· -
or unavailable supplies with the incompetitive donor. · 

At a more subtle level it has been reported that donors sometimes make 

concessional aid resource supplies conditional upon accepting tied export 

credits on commercial terms.4 It is true that we have decided to exclude 

finance on commercial terms from our deliberations. But in view of the 

interdependence of the two flows in the case considered here, it would 

be appropriate to deduct the excess costs due to tying in the commercial 

export credits, when assessing the value of pure aid contained in the 

conce.ssional flows. 

Most of what has been said here, refers to goods. But similar points could 

be made about human resources provided in technical assistance, where 

professional personnel provisions are tied to the donor country. Salary 

scales for professionals vary widely between rich and poor countries. And, 

i-country professionals tend to get still higher paid when they take up 

temporary assignments with the aid providing agencies. 'J'~e__ ~-~-~~-~.!.J>:_ic_es 

for tied material resources are therefore, with exceptions for special cases, 
-- _, --~- -- - . -

probably even exceeded in the case of tied human resource transfers. 
------- ·--. - ·---~- - , ....... - ..... --.-·~----- --·· 

With all this evidence, it seems safe to assume that the value of tied aid, 

constituting about 80% of all concessional official commitments, is at least 

15% lower than what is officially reported. 

1. DAC 1969 Review, OECD, Paris 1969, p. 136. 
2. R. Mikesell: The Economics of Foreign Aid, Weidenfelt and Nicholson, 

London 1968, p. ZS3. 
3. Proceedings of UNCTAD II, Vol. IV, New York 1968, p. 54-57. 
4. This point was made by Basim Ustunel of the Institute for International 

Economic Studies at Stockholms University, in a discussion of an earlier 
draft of this chapter. 
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Next, we must choose an interest rate at which the interest and amortiza

tion costs of development loans can be discounted. Interest rates for new 

foreign and international issues of bonds by prime borrowers in 1968, 

clustered around 5. 5 - 7"/o. In 1970, which was a year with exceptionally 

high interest rates, they had increased to between 7 and 9%. 1 Not aspiring 

at a high degree of precision, let us take 8"/o as the interest rate by which 

the ~ervicing costs of loans obtained by u-countries in 1968, are discounted 

to the present,-and 9% for the same purpose in 1970. These rates certainly 

do not overest~mate the servicing charges of the loans. 

We are now ready to compute the value of pure aid. The calculations are 

presented in table 2.6. A refinement of the DAG statistics of recent years 

has consisted bf separating out the official lending to u-countries, which 

takes place on-purely commercial terms. The amounts of such non

concessional loans have simply been deducted from the total commitments 
" 

in our calculations. The terms of concessional lending did not differ much 

between 1968 and 1970, and, on the basis of these terms we have approxi

mated the present value of servicing costs resulting from the loans at 

about 50"/o of the loan amounts committed in 1968, and 45"/o in 1970. 

~a2::6.A Value of pure aid committed in 1968, million$ 

Total commitments 

Deduct non-concessional official lending: 
Deduct tying costs, 15% on 80% of 8, 090: 

Deduct present value of servicing costs on conce
ssional lending, discounted at 8%. Amount of loans 
committed: 3, 390. Average terms: 31 years' 
maturity, 2. 7% interest, 7. 2 years' grace, give a 
present value of servicing costs of about 50% of 
loan value~· 

1,070 
970 

1,700 

T~1e2.6B ·Value of pure aid committed in 1970, million$ 

Total commitments 

Deduct non-concessional official lending 

Deduct tying costs, 15% on 80% of 8, 150. 

Deduct present value of servicing costs on conce
i;sional lending, discounted at 9%. Amount of 
Joans committed: 2, 970. Average terms: 30 years, 
2. 7% interest, 7. 5 years' grace,give a present 

2,440 

980 

value of servicing costs of about 45% of loan value 1, 340 

Source to.tables: DAG 1969, 1970 and 1971 Reviews. 

l. ~BRD Annual Report 1971, p. 78. 
E 

9,160 

8,090 
7. 120 

10,590 

8, 150 

7, 170 
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The pure aid committed, $ 5. 4 billion in 1968, and $ 5. 8 billion in 1970, 

is about 590/o and 550/o respectively of total reported commitments. Making 

the reasonable assumption that pure aid disbursements are related to 

gross reported disbursements in the same way as pure to reported commit

ments, we can conclude that the pure value of disbursed aid in 1968 was 

some 590/o of$ 8. Z billion, and 550/o of$ 1 O. 1 billion in 1970, or about 

$ 4. 8 billion and$ 5. 6 billion respectively in the two years. Indeed, these 

are very different figures from the officially reported commitments and 

flows, and yet, the deduction for repayment obligations and excess pricing, 

undertaken above, seem in my opinion to be on the conservative side. 

Let us end this section with a query: What are the determinants for the 
----·--·-----v--·---··--··· ~-------~--··--""''-~·---~...,--. _ _,.,, 

supply function of pure aid? Could it be that the pure aid flow is in fact 

maximized through the present complicated mixture of terms and kinds of 

resource flows to u-countries, because the arrangements sweeten the 

sacrifice involved for various influential donor lobbies, e. g. exporters 

or finance ministers and central bankers guarding the balance of payments 

in the case of tied aid, or labor facing the prospect of unemployment, in the 

case of commodity aid from surplus production? This query opens up very 

broad vistas which would require a separate treatise for proper clarifica

tion. We will not pursue the matter any further, and will continue on the 

simplifying ass_umption that as long as his aid cost proper, e. g. the value 

of pure aid that he provides, remains constant, the donor ought to prefer 

those forms and terms of aid which are particularly efficient in promoting 

development in recipient countries. 

Z. 4 The current procedures and forms of aid, a critique 

The critique of current aid, which I propose to undertake in this section, 

will emerge as an important by-product from distinguishing among various 

aid forms. Several such distinctions between assistance forms are possible. 

We have discussed above the implications of loan versus grant and tied 

versus untied forms of aid. The further distinctions, which I propose to 

discuss below, include: 

1. Bilateral versus multilateral aid 

2. Technical assistance and its peculiarities 

3. Aid according to its area of activity, and 

4. Project versus program aid. 

Some relevant information on the magnitudes of different types of aid is 

provided in table 2. 7. 
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Talie.2. 7. Multilateral and official bilateral DAG commitments by purpose 

Official bilateral Official multilateral+ 

1967 1968 1907-68 1967 1968 19o7-o8 
annual annual 

Million US dollars average Million US dollars average 
% % 

Capital Project Assistance •••• 2,771 2,378 30.04 1, 458 1,814 83.09 

Agriculture ••.••••.••.•••• · 216 192 2.38 459 204 16. 82 

Industry . ................. 1,015 878 11. 04 281 246 13. 39 

Energy . ................•. 503 222 4. 23 176 585 19.34 

Transport . ................ , 594 495 6. 35 288 502 22. 57 

Social Infrastructure ••••.•• 300 296 3. 47 240 147 9.82 

Other .................... 145 295 2. 57 14 30 1. 14 

Technical Assistance •••..•••. 1,632 1, 670 19. 27 {290) {315) 15. 37 

Non-project Assistance ••••••• , 1,998 1,961 23. 10 28 32 1. 52 

Export Credits •••••.••••••••• 1,396 1, 428 16. 50 - - -
Other Contributions •••••••••. 937 967 11. 11 1 - x 

Total . .................... 8,735 8,406 100.00 1,778 2, 161 100.00 

+ The commitment data in this table are not directly comparable with those shown in other DAG reports, due to 
differences in coverage, timing, cancellations etc. 

Source: DAG 1969 Review, p. 313. 

l,o) -



32 

Each type of aid has its own problems-and advantages, which make it more or 

less useful as generator of development. At this stage I will concentrate on 

a critical presentation of the different forms. After having discussed, in the 

following two chapters, the contents of development, and the process by 

which aid in general can contribute to progress, I will provide at the end of 

chapter 4, some suggestions for a change in the contents of aid, which might 

increase its development impact. 

Multilateral versus bilateral aid 

We have already noted in section 2. 2 above, the distinction between bilateral 

and multilateral aid. The multilateral institutions' receipts have amounted to 

around 10% of the bilateral official DAG flows. The multilateral transfers 

to u-countries have been somewhat larger, because part of the resources 

available to multilateral organs, stem from their borrowing in private 

capital markets. Multilateral disbursements rose from $ O. 5 billion in 

1960 to$ 1. 1 billion in 1964, and$ 1. 5 billion in 1968 and 1970. The IBRD 

group has accounted for more than half of these amounts, the UN Institutions 

for another 20-25%. 
1 

It is well-known that bilateral aid is highly affected by non-developmental 

considerations. The donor's interest in furthering his own exports or 

promoting his political and military objectives, is likely to make the aid 

program less development-oriented, and consequently of less value to 

the recipie!t. ·'Furthermore, the donor "'s self-interest also explains the 

very uneven distribution of assistance among receiving countries._,_National 

d~t:g._or cO!lsideTatiqns will be lsSSJ>romi11ent in _multilateral programs. 

_!~-~~u~d_therefore be easier to make development the primary objective 

of such programs. This is one important reason for the preference of 

multilateral aid. 

1. Pearson Report, Praeger, -Ncw'York 1969, p. 390. _ 
2. See for instanee the Jackson Report{: UN, Geneva 1969, Pearson Report, 

op. cit. , the .1='9ter&eB Report, Wash ngton DC,. Mar.eh 1970, or G Myrdal: 
Challenge to World Poverty, Pantheon, New York 1970. 
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The present aid giving structure, with its emphasis on independent 

bilateral flows, complicates a proper coordination of the overall assis

tance flows. ln spite of the consultative and fact-gathering work per

formed by DAC, and the impressive efforts by IBRD and OECD to 

organize donor nations into consortia and consultative groups, within 

which a better planned and coordinated aid flow to a given recipient 

country could be hammered out, it is difficult to avoid improductive 

duplication, since each donor is keen on maintaining a high degree of 

autonomy in his aid dedsions. An expression of this is the con:nu>. "perpetual" 
·-----

student from u-countries, who succeeds in obtaining consecutive scholarships 

in different donor countries for perhaps tens of years. Another is the 

possibility that current decentralization offers to aid recipients to play off 

donors against each other. A presumptive donor can be threatened that unless 

he agrees to support a venture, whose value he doubts, the recipient will 

approach a competing donor. The threat becomes more compelling if the 

donor's self interests in aid would suffer from the transfer. There is 

considerable persuasiveness in the argument that much is to be gained by a 

somewhat higher degree of centralization and coordination of decision making 

in the international aid work. 

A dosely related deficiency in bilateral aid is that each donor country follows 

its own specific rules and procedures in scrutinizing and acceptmg or -

rejecting requests. Thus. the same project has to be presented in different 

terms and with- emphasis on different aspects, to get favorable treatment with 

the: aid giving agencies in various countries. This becomes administratively 

cumbersome for recipients. 

j Many bilateral programs also suffer from the practice that funds are appro-

1 priated for one year at a time. This results in difficulties and uncertainties 

with regard to the many ventures, which are dependent on a steady aid 

support for a long period. In addition, it complicates the planning procedures 

in recipient countries. This problem is not so prominent in multilatel"al aid. 

First. some multilateral donor contributions are fixed in advance for several 
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years. Second, a multilateral body on the average receives its funds from 

many more donor countries than an individual recipient country. This will 

tend to even out the fluctuations in the individual donor flows. Finally, at 

least the development banks can compensate the instability of their official 

receipts, by varying their borrowing in commercial markets. 

There is thus a considerable strength in the criticism of bilateral aid arrange

ments, which backs up the proposals for a higher degree of mulitilateralism. 

Unfortunately, an equally forceful critique can be made of multilateral aid 

too. This critique is perhaps less directed against multilateralism as such, as 

against the present arrangements, under which multilateral assistance is 

functioning. 

From what was said above about donors' self interest in bilateral aid, one 

might expect multilateral assistance to show a more even distribution among 

recipient countries, or alternatively, to compensate for the inequality of 

bilateral flows. In fact, multilateral aid per capita is as widely dispersed as -- - ---- ------- -- - - - ·-r --
bilateral, and to some extent even concentrated on the same countries. Could 

this reflect the influence of national donors on the multilateral bodies? Is it 

the result of the varying degrees of difficulty in rendering aid to different 

receiving nations? Or is the unevenness explained by some kind of "small 

country effect", whereby the aid volume, both multilateral and bilateral, is 

only to a limited extent dependent on the population, GNP or imports of the 

recipient nation? 
2 

It is difficult to understand the rationale behind the 

current multilateral distribution of aid. 

To function efficiently, an aid providing agency must be able to recruit and 

maintain in its employment a cadre of efficient and devoted administrators 

and technicians. In the UN family at least, the average quality of personnel 

has gradually impaired.
3 

The explanation to this is complex, but includes a 

relative deterioration of UN salary scales vis a vis the richest i-countries, 

quotas on recruitment from all member countries, which often compe1 the 

organizations to accept persons with less suitable qualifications, in order to 

fill the quotas, and, most importantly, the fact that higher posts are usually 

filled by political appointments, thereby impeding the careers of individuals 

lower down the line. All this must be discouraging able and competent 

individuals from joining. '!~~--~a-~kson Report has also pointed to the extreme 

bureaucracy which lowers efficiency, and restrains f~esh thinking-- hi many of 

1. DAG· 1969 Review, p. 177 _ 
2. For a discussion of the "small country effect", see DAG 1969 Review, p.178. 
3. This point is strongly, although somewhat indirectly put forward in the 

Jackson Report, UN, Geneva 1969. 
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the UN bodies. Excessive bureaucratization is probably partly a result of the 

s~ze of the UN and several of its specialized agencies, partly a defence 

mechanism against the constant pressures on the organizations from all 

their member countries. 

An argument for higher concentration of aid into multilateral channels is 

that it would then be easier to launch an efficient and coordinated effort 

towards development in the third world. Current evidence from multilateral 

institutions does not support this view. On the contrary, competition and 

duplication of effort seem to be common features also in multilateral aid. 

Thus, for example, there is fierce competition between the ILO and FAO with 

regard to promotion of cooperatives, and between ILO and UNIDO on matters 

pertaining to industrialization and labor. Surveys of UN assistance programs 

point out that the representatives of.one agency operating in au-country, are 

uninformed about the endeavors of the others, and sometimes even work at 

cross purposes. 1 Similarly, duplicated activities are reported for the IBRD 

and the Regional Development Banks, with regard to country survey for 

example.2 With the proliferation of regional development banking institutions, 

coordination is likely to grow still more difficult. 

Criticism has been directed against the IBRD family, for undue concentration, 

during a long period of time, on infrastructural investments in transport, 

power, and in heavy industry,in the execution of which the IBRD acquired 

considerable excellence, and neglect of agriculture, education and other social 

aspects of development. This is changing, however, and the Group is 

increasingly becoming more alround development oriented, by stepping into 

1 f 
. . 3 

severa new areas o activity. 

The multilateral aid organs have in general not been innovators, or promotors 

of new ideas. With few exceptions, they have rather been followers, picking 

up innovations from others. But then, the same criticism can be directed 

towards many bilateral donors. 

In conclusion, it is apparent, that both multilateral and bilateral aid 

practices contain severe deficiencies. With the present multilateral set-up, 

the argument that more aid should be multilaterally channelled, does not 

sound particularly convincing. 

1. See for instance Evaluation of UN Programs in Iran, E/ 4626, March 1969, 
Stencil. 

2. See DAC 1968 Review, p. 83. 
3. See R MacNamara s addresses to The Board o! Governors, dated 

September 29, 1969, and to The Columbia University Conference, dated 
February 20, 1970. 
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~~~-f~~~i~!~?~~-~!!~~~~!~~~~!!!~t~p:..f:. 

Technical assistance has experienced a very fast growth in value, rising from 

some 12% of the total official disbursements in the early 60' s to more than 

20% in recent years. This, no doubt, is mainly a result of fast rising pro-

fessional salaries in i- countries. Technical assistance contains the most 

various aspects of resource transfer, but common to them all is the human 
~--- -·-·------ - -- --···· " -··-·--- -----·-- ----·-·----------·----~-------· .... --- -·------~~ - - - . - . , ... .,." -·-- --·· --~..-'"-----~----- ... ---~- --·----------~ --~. 

element. This is where all experts and volunteers, as well as u-country. 

students on scholarships come into the picture. Between 1966 and 1970, more 

than 100, OOO .experts and volunteers have been working at any one point of 

time under public technical assistance programs in u-countries. Simultaneuiy, 

between 70 and 80, OOO students and trainees from u- countries have been 

pursuing studies under assistance financed schemes. France, in particular, 

has concentrated on this type of "human transfers". It has accounted for some 

40% of all experts and volunteers and 20-25% of students and trainees.~ 

...,..... - - -
invo!ve~ considera)>l~ cos!~~ the recipient. As a rule, the r~~!p_~~D:~_ha~_t_o 

cover a bundle of local costs, including housing, transport etc. for the 
-------- - - .. - - - --- ---------- ---~--- ---·--·--------·-"~--~-~------- --~-- ------ .-. -·. ·-- ---- -~·· ---- -----. -

expert. Thus, recipient costs have been estimated as equal to or sometimes 

even higher than donor costs in many technical assistance programs~ F\irther

on, the practice of requiring domestic counterparts to the experts from 

abroad, often creates problems to the recipient, because it ties up the scarce 

administrative or technical talent available in the u-country. 

Undoubtedly, a number of valuable ideas have been transmitted to u-countries 

under technical assistance programs. Temporary shortages of qualified 

personnel in a particular field, constituting the effective development bottle

neck, have on many occasions been overcome with the help of technical 

assistance personnel. Nevertheless, severe criticism has been directed 

towards the technical assistance practices. 

]first of all, doubts have been raised about the quality and appropriateness of 
----- . . .. .. . . . .. "· .. . . .. ....... ... ....... ..... . .. ...... .. " . - ·3-.... . . 
experts provided to u- countries_ ~~de_~-t~~hnical _a1313i.l:J~«lnt;~_ 13.~hemes. It is 

·often the individual, who has failed at home, that takes aid assignments 

ab.road. Top quality personnel is usually not provided with sufficient incen

tives and career oppprtunities, to be tempted by the temporary assignments 

1. DAG 1969 and 1971 Review. 
2. Pearson Report, Praeger, New York 1969, p •. 182. 
3. See for instance G Myrdal: Asian Drama, Pantheon, New York 1968, 

p. 639, or D Seers: Why vi81ting economists fail, Journal of Political 
Economy 1962, p. 327. 



37 

offered. The short period of most field jobs, usually 1-3 years, is a· result of 

donor agency policy, aimed at ameliorating the social insecurity felt by , 

experts, if they remain abroad for too long periods of time. 'I'.he resul_t of 

these short term job arrangements is an administratively cumbersome shuffle 

ot people, whose benefits are open to question. in view of the difficulties to 

;;d~pt--~nd··;~-~i--~:fii~ie-~tly during a short period of-tlme-Iii-aculfurally and. 
·--··· ... ... ..-···· 1 ···········-·······-···-~·----------------

socially unfamiliar environment. Most experts tend to regard their aid 
-· -~-- _"' ___ -~ - --

-ass ig~-;~t-~ s a temporary break only in their i-country career. Conse-

quently, they seldom devote much effort to the retraining, which would be 

needed to make them well-equipped for the assistance job. Instead, they 

ordinarily try, as best as they can, to apply their i-country knowledge and 

experiences on the conditions in u-countries, with less than fortunate results 

in some cases. When the expert returns home and goes ha.ck to his old job, 

the experiences which he has gained during his period abroad, is frequently 

lost to the aid agency. 

What has been said about experts, is valid, by and large, also for students 

from u-countries, going abroad for training. The procedures are cumbersome, 
--· V•• ••<- "• ·-._ •••·--·--~--~---~--~------~·"•""'"<'-,•- ""•• - • -

the temporary adaptation difficult, the training often irrelevant to their home -·· ····-·· ---· .... -z· -- . ,- ...... -····· .. . ... . ...... . . .. ······-···. ·····-···-~-···-··---·---------------·---·. ------···· 
conditions , and the arrangements are highly conducive to an increased brain 

drain. 

A further, somewhat politically fl.avored problem, connected with the tempo

rary transfer of experts, arises because the individuals sent on missions, 

often have unclearly specified functions. Most assignments are designed as 

advisors' jobs. Recipients' preference for advisors rather than outright 

executives is probably explained by the wish to guard their newly won 

'independence, their awareness that the experts' knowledge may sometimes be 

irrelevant or even dangerous in the underdeveloped circumstances, and the 

conscious or unconscious practice to use technical assistance experts as 

indirect salesmen of equipment or ideologies, which the donor wishes to 

disseminate. 

~::!-_s_ ~! !-_c.!!~i!y 

'lab.le 2. 7 above, provides only a partial break-down of assistance into various 

sectors of the economy. Capital assistance projects alone are so divided, 

while nothing more than sum totals are given for the other headings. The high 

1. This point has been strongly emphasized by J Kaplan: The Challenge of 
Foreign Aid, Praeger, New York 1967. 

2. D Seers: The Limitations of the special case, Bulletin of the Oxford 
\ 

Institute of Economics and Statistics, May 1963. 
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multilateral shares devoted to energy and transport are the result of the 

heavy concentration of the development banks in these fields. The bilateral 

sector emphasis is not fully apparent from able 2. 7, because only 30% of the 

total is shown in the broken-down form. 

Choice of the area of activity is a difficult donor task. The emphasis of 

donors has been changing over the years, according to prevalent fashions, 

derived from fragmentary insights into development. Thus, the stress in aid 

endeavors has shifted from plain budgetary support, over machinery and 

equipment, into technical assistance and infrastructure. More recently, aid 

efforts, have tended to concentrate on agriculture, education and population 

control 1, while the change presently taking place is towards employment 

creation, and measures to even out income and wealth distribution. Retros

pectively, these erratic shifts may seem surprising. Arthur Lewis' Theory 

of Economic Growth, published already in 1955, did point to the comprehensive

ness of the development process, and to the interdependence between its 

various components. In the practice of aid extension, however, it has been 

easier to work with much simpler approaches, and to regard development as 

crucially dependent on only a few factors at a time, on which the aid efforts 

could be focused. It has not been difficult for the aid administrators to find 

theoretical support for these oversimplified, and apparently incorrect 
2 

approaches to the development process. 

The inadequacy of a theoretical framework, specifically fitted to suit the 

conditions of underdeveloped economies, has encouraged the tendency to use 

i- country concepts and inter-relations in designing the development strategies 

of u-countries. The development plans, mostly formulated on the urge or with 

the assistance of aid donors, often take a view of development as conceived 

in i-countries. AM Kamarck has given an excellent critique of development 

planning, with special reference to Africa.3 Those who work with the plans, 

are without exception foreigners or foreign trained. The emphasis is on 

mathematical elegance and consistency, rather than on realism. The under

lying statistics are regularly very unreliable or even non-existent. Copying 

i-countries, the planners over-emphasize investment, without giving much 

1. See J Kaplan: The challenge of foreign aid, Praeger, New York 1967, and 
Pearson Report, Praeger, New York 1969, p. 169. 

2; Paul Streeten provides a fuller discussion of this tendency among econo
mists to concentrate on a one-factor development analysis. See K Martin-
J Knapp, editors: The teaching of development economics, Frank Cass & CA 
London 1966, p. 57-59. 

3. A M Kamarck: The economics of African development, Praeger, New York 
1967, chapter 10. 



thought to the problems in its generation, nor in its detailed allocation. Social 

conditions and their impact on the economy,have usually not be.en ghen sufficient 

consideration in the national plan, although in many cases the social structure 

may have constituted the effective constraint both to growth and to increased 

savings and investment volume. Such development plans have then been the 

basis for decisions on aid allocations. In these circumstances, it is rather 

obvious that the predominant aid requirement appears to be abundant capital 

imports, to finance an economic structure similar to that prevailing in i

countries. Only in exceptional cases do these plan documents penetrate the 

problem further by enquiring whether parallells with i-countries' development 

patterns are relevant, or whether the structure which is built up, will be 

conducive to further development. In H Chenery' s words: Sometimes we 

recommend u-countries to import more Cadillacs because the US, which is 

more developed, has more Cadillacs per 1000 of inhabitants.
1 

Aid giving is a two- sided political process. The habit to imitate the i-country 

development patterns and technology is to a degree a result of lacking imagina

tion and a self.;.interest among donors. But it is frequently also due to the 

influential vested interests of the ruling minority in the receiving country. 

Aid for installing urban electric supply or drinking water is favored, because 

it mainly benefits the urban rich. Expansion of health and educational facilities 

along i-country patterns, will tend to distort in the same direction, because 

the services of such institutions are so expensive that an underdeveloped 

country cannot afford to provide them to more than a minority of its popula

tion. Industrialization will have a similar effect if the factories concentrate 
-----------··· --··· 

on production of tractors and washing machines rather than improved ox-carts 

-and anim:a1 dri~e-~ i~~~-pi~~gh s :-·A,i;·-~1 t;r~i~~-b;-~;- ~-i._i-"~~~ti.~~~f.-~ld. ~up~ted 
~~-~ti;ities~ -· th~~~-f~r-~~~-r;~-~~-~~s~-~-;_--~ha:~g~ ~f ~ind, not only with the donors, 

but in many countries also with the recipient governments. 

Aside from being tied to purchases in the do.nor country, most aid is, in 

addition, given on the condition that it is spent for a particular, definite 

purpose. -~s-~~~~fl._r~ ~:~~~le ~? ____ -:_~out half of the ~~lateral, and prci.c:tically 

all multilateral commitments are for specific projects, either as technical or 

capital assistance. The remaining titles, non-project assistance and export 
---------~~···"-'" ~ . 

credits, are to a high extent also given for specific purpose only. A large 

proportion of the two has to be spent on commodity shipments, mainly surplus 

~· Lecture delivered in Montreal, April 3, 1970. 
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food from the US. Such shipments were valued at above $ 1 billion between 

1967 and 1970. 1 Another part of the non-project assistance is given for 

rescheduling old loans. DAG has estimated that only 20% of the amounts 
-- . ---------· ------·-·----------------z-------·-·----- .. ---- ··--·- .. 

committed consist of so called program assistance , which the recipient 

country can use for any purpose of its choice, within the framework of its 

overall development plan. 

A long discussion has been going on concerning the advantages of project-

or purpose-tied aid versus program assistance. The preference among donors, 

shared by multilateral agencies, for project assistance, is complex. It 

includes a wish to decide on the specific use of aid, a desire to be identified, 
- ·-- ·--·- -~----.-------~-·--·-·-· ··-

expertise in a particular field, and the relative .simplicity in controlling and 

supervising the utilization of project tied funds. 

Towards the end of the 50' s, an increasing critique of the project approach 

was mounted. Predominant reliance on project aid favors countries, whose 

administrations are proficient in project formulation, and even thes_e 

countries after some time tend to run out of suitable ventures. Donors have 

used the project approach to promote their particular pet ventures, with 

insufficient regard to the overall development·needs of the recipient countries. 

Another problem with project aid has to do with tying. The practice of double 
---·--- ~"-. -· -

__ tying of aid, e. g. both to donor country, and to a specific purpose, is 

undoubtedly increasing the excess price of aid, discussed in section 2. 3. If 

purchases are constricted not only to a certain country, but also to a specific 

commodity, the recipient is left with much less choice, and the likelihood 

that he is forced to buy from high cost or monopolistic market sources, is 

increased. 

Donors' tendency to view aid as a way to overcome the recipient's foreign 

exchange gap, explains the common practice that project aid should only 

finance the foreign exchange part of_ the total project costs. The resul.!_~~s 

~~en that recipients, in an attetll:et !? rnaX~~i~~-~S~i~_~n~~ !J.-~~-SL \lllc!uly:__ 

concentrate on ventures with a high import co~t~~t~--~J:". ~pt f,?r ~E.~!!.~--~ven 

_i_f local supplies could be provided. This tendency is likely to harm the growth 

of local production and to increase the dependence of the recipient economy on 

imports, thus in itself aggravating the exchange bottleneck. Excessive 

concentration on purpose and project tied assistance, has in fact caused 

1. Resources forthe Developing World, OEGD, Paris 1970, p. 206, DAG 1971 
Review. 

2. DAG 1969 Review, p. 146. 
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severe problems in some u-countries. Industrial and other ventures, often 

established with aid finance, have not been able to run at full capacity, because 

scarcity of foreign exchange has prevented the imports needed for production. 

Brazil, India and Pakistan are among the countries, which have acutely 

suffered from this difficulty. 
1 

The advantages of program assistance suggest themselves from.the above 

critique of project aid. Program assistance is particularly important, and 

frequently used to finance imports of raw materials and spare parts, needed 

to keep the recently established industries of u- countries at full capacity 

production. Furtheron, such aid does away with the sometimes unnecessarily 

detailed donor supervision of individual projects. Instead. donors or donor 

consortia can concentrate their scrutiny on the recipient country's develop

ment plan, and the policies implied therein. Program aid, therefore, provides 
----·--·~ ... -, ...... ,., ... -· - "'"''· .,.-.~~-·- -·~ ---

_t1:1~ donor with important leveragf?s w.~!!t ~eg_~-~~--~~J>l~'.f!!lill_g and key policy 

formulation in the economic and ~C>c::ial_Jteld_~~--- __ _ 

In practice, these leverages have proved to be a mixed blessing. As was 

pointed out by Bird and Hirschman 
2
, attempts to influence important policy 

issues in u-countries, have frequently met with strong opposition, and caused 

severe donor-recipient conflicts. 
3 

The leverage problem has mainly afflicted 

the large donors. Exertion of influence with the help of program aid may have 

been relevant for the US and other sizable contributors of assistance. For 

small donor C'.=ountries, which decide to supply program aid, the choice rather 

appears to be to accept the plan and policy program of a recipient country, as 

they stand, and provide program support, or to discontinue program aid 

altogether. There is, of course, nothing preventing big donors to adopt a 

similar attitude. 

It '\llf_~l.ll.d be incorrect to state generally __ ~~~--1>~~-~ram aid is superior to 

project aid or vice ver_sa. With prevailing exchange constraints plaguing the 

execution of development work in many countries, much more aid finance,. 

untied by purpose could probably be usefully absorbed by a nµmber of 

countries. But a strong case can be made for continuation of project aid too, 

on the other hand. The project approach seems better suited for countries, 

·~hose government have not yet acquired the ability to formulate and execute 

:n.ational development plans. Many African countries fall into this category. 
. ~----~-----···--··- .. ·~ 

Project aid also seems suitable in cases where the donor is not satisfied with 

t. I Little - T Scitovsky - M Scott: Industry and trade in some developing 
countries, Oxford University Press, London 1970. · 

2. A 0 Hirschman and R M Bird: Foreign Aid, a Critique and a Proposal, 
Essays in International Finance, No. 69, July 1968, Princeton University, 
Princeton. 

3. See also T Hayter: Aid as imperialism, Pelican, London 1971. 



the general objectives of the recipient country's development program, and 

wants to ensure that the resources provided by him are used only for ends 

which he can whole-heartedly support. Finally, ____ t~-~ ~-~?._j_~~~---f~-~~!4:.e!l:~---~~=---

dispensable, when assistance is concerned with innovations, transfer of ideas, 
-· -·.--, ... -.. ,..- .-.--.. .. ---- -·~. -

technology or similar. It is difficult to envisage the specific promotion of, 

say, family planning or animal husbandry genetics, with the help of program 

assistance. Currently, the donor's choice between project and program aid 

seems to be mainly a matter of trust. If the donor trusts the reliability and 

competence of the recipient, he has no reason for hesitation in extending 

most of the aid resources as program support. In the early 70' s, apparently, 

this trust is generally lacking. 

Taking a broader view, and disregarding current arrangements, one might 

speculate about the optimal role __ t1:~!-~~-~~uld __ play, in orde_~_!_<:> __ ~-~~_!~~~u~_e __ ~o 

u- countries' development. Is its main function to provide capital for invest

ment? It hardly seems so, if we reflect on the ability of any country to 

mobilize internal savings, when confronted with an external threat, and, on 

the other hand the fact that capital transferred through aid tends to decrease 

domestic savings.
1 

Is it primarily to widen the exchange bottleneck? Again, 

there is some doubt to this proposition, for, as we have pointed out above, 

aid, as currently practised, might rather aggravate the exchange scarcity 

in many instances, and in any case, the exchange need will be dependent to a 

high degree on the development strategy chosen. Is it to bring in from outside, 

and help to create locally, larger amounts of knowledge and experience? Yes, 

probably, but only if it is the relevant one. Anticipating the discussion at the 

end of chapter 4, it seems to me. that a very valuable role which aid could 

play is to survey and diagnose the main development obstacles in u-countries, 

in a much more detailed way than through the rough macro-economic gap 

approaches, and with much less etnocentric ties, and then to help in designing 

specific solutions to some of them, to suit the economic, social and political 

circumstances in each country. This ideal direction of the aid work, appa

rently calls for a certain concentration of aid resources into individual 

projects. 

1. See discussion and references in section 4. 2. 
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CHAPTER 3 DEVELOPMENT AND ITS BOTTLENECKS 

3. 1 The objectives of aid 

44 

M. Radetzki 
March 1972 

While the purpose of this study is to analyze ways in which aid could best 

contribute to the recipient countries' development, it must be clarified at 

the outset of this chapter that the motives for which donors provide aid, are 

complex, and in no way limited to a desire to speed up progress in u-countries. 

One might perhaps differentiate between the bilateral aid doctrine, consisting 

of a mixture of self-interest and more altruistic motives for extending aid, 

and the multilateral doctrine, also adhered to by several of the smaller 

bilateral donors, which emphasizes the obligation of the advanced countries 

to assist the poor ones simply because of the demonstrated poverty of the 

latter. 

Strategic, commercial, political and cultural are perhaps the principal self

interest motives of bilateral donors. The charitable aspect has certainly 

never been absent from US aid considerations. But it is clear that the sizable 

expansion of that country's foreign assistance in the late 50- s was a political 

response to the increasing Soviet activities in u-countries 1• The strategic 

objective in US aid is perhaps clearest expressed in the huge allocations to 

South Vietnam, South Korea, Thailand and Taiwan, to strengthen these 

countries' ability to prevent the spread of Communism~ A mixture of self

interest motives has directed to dominant shares of British and French aid 

flows to their former colonies. An official French aid document specifically 

states the importance of France's "rayonnement", e. g. the diffusion of a 

civilization claiming universal validity, and the legitimate desire of France 

to implant its culture peacefully3• This appears to provide the rationale for 

France's stress on personn,el-intensiv.e.,tu:~a.l...i..~Jsta~.::.~l~lHSed in the 

previous chapter. Commercial donor interests have taken various expressions, 

for instance the habit to supply aid only for activities in which the donor is 
4 

efficient and experienced, or, more outrightly, by tying aid supplies to the 

donor country. The commercial motive has perhaps been most evident in the 

assistance from countries like Japan or Italy, whose flows have had a heavy 

share of publicly guaranteed export credits, and from Western Germany, where 

official statements on aid policy have underlined the superiority of assistance 

which promotes German private investments and other commercial relations 

1. J. Kaplan: The challenge of foreign aid, Praeger, New York, 1967. 
2. R Mikeself: The economics of foreign aid, Weidenfelt & Nicholson, London 

1968, p. 5. 
3. Jeanney Report, dated Paris 12 March 1963, submitted to the French 

government on 18 July 1963. 
4. This tends to concentrate aid to the modern sector. See also discussion in 

section 7. 4, on the distortions that such donor practice is likely to lead to. 
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with the recipient countries! Western German aid practice has in addition 

also been strongly concerned with attempts to prevent East Germany's 

diplomatic recognition. Little and Clifford provide an elegant summary for 
- -- ··- ----- --- ---- - --- --------------------·-···- - ---··- _____ .. __________ _ 

these donor self-interests by noting that the most privileged aid recipients 
-~ - ---·-- - - ----·-----·---~------------- - ---·-- ----··---------·---------~-----------·-----·-··----·· 

have been either closely allied with France, have had a common border with 

com~uilistnatiO.ns--or contafoecrJ'laturaTresourc.es-attractfi,-e-to-foreign .. business 
--- ... . . ·2 ... .. . .. . . . ... ... . - . ··- . ··- ......... ··-··· ... ·- -·- ·-·.. . - .. .. -· .. . 

interests. 

What has been stated here must not be taken to mean that there is no concern 

with development of u- countries in the aid programs of the. countries mentioned 

above. But while in these countries' assistance, development of recipients is 

one of many motives, and not necessarily the most important one, it is stated 

as the overriding objective, even if not the only one, in the multilateral 

assistance endeavors and in the aid flows from donors like Holland, Canada 

or the Scandinavian countries. 
3 

This of course does not preclude a difference 

between an altruistic policy, and a more self-interested practice, as our 

brief survey of Sweden "s aid to India will show. 4 

The adherence to the development objective for aid in no way guarantees that 

the emerging program will be particularly development promoting. The reason 

for this might be a wrong understanding of the forces which promote develop

ment, or of the inter- connections between aid measures and development. The 

Swedish aid policy, for instance, has been strongly influenced by the missiom.ry 

notion that Sweden's solutions of social or institutional problems possess some 

kind of superiority, and that therefore it is particularly valuable to give them 

a wide international spread. This country's somewhat uncritical emphasis on 

promoting cooperatives or vocational training, is an example of this tendency. 

IBRD- s earlier loan program could be criticized on similar grounds for its 

tendency to over-emphasize the importance of large- scale, physical infra

structural investment. 

Even if today only a minor share of aid is given with the objective of promoting 

development, it is important to search for methods and approaches whereby its 

development effects could be clarified and increased. With more efficient 

approaches and allocation criteria at hand it might be possible to improve the 

development impact of aid from the predominantly altruistic donors. But, 

perhaps more importantly, it is likely that a clarification of the inter

connections between aid and development could strengthen those forces in the 

large bilateral donor countries, which would prefer to put more emphasis on 

development as the ultimate goal for which aid is given. 

l! G. Ohlin: Forei n aid olicies reconsidered, OECD, Paris 1966 p 41 
?. I M D Lit e- . . 1 or.: n ernationa ai , Allen & Unwin, Lon'do~ 1~£;, p 66. 
3. For a substantiation of this statement see for instance G Myrdal: The 

challenge of world povertx, Pantheon, New York 1970, p. 363. -
4. See appendix after chanter 9. 
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'!'he rest of this chapter will be devoted to a study of the contents of develop

ment, and of the forces which prevent it from proceeding faster. This will 

prepare the ground for the chapter which follows, where we will try to 

illuminate how aid could best be used in order to increase the development 

pace. 

3. 2 What is to be developed? 

It is common to think of development as a continuous process of change in 

a number of conditions affecting human life. Varying conditions will play the 

key role at different development levels. Increasing human consumption and 

extension of life expectancy will be crucial changes at low development levels. 

When basic consumption needs have been satisfied and the average length of 

life approaches what is physically feasible, other changes may assume a higher 

priority. At this development level it is perhaps more important to bring about 

environmental improvements and amend health conditions during the normal 

human life span, rather than to increase consumption and extend the length of 

life still further. Our discussion of development will be simplified by narrowing 

the vista to poor countries. We will disregard the present or future develop

ment goals of prosperous countries, and concentrate attention on the 

conditions and expectations now prevailing in the majority of u- countries. 

The definition of development has to be based on some value premises. At the 

level with which we are concerned, it appears reasonable to regard human 

miseries and basic deficiencies as the overriding problem, and consequently 

to look at development as a change to ameliorate such conditions. !~~~-~~~-~re 

_'!!.e_ _ai:e se_~~!!l~· _t~e__r_~f~r_e_! ~hould be _o~e whi~h ~all be_.,~e__ri,era~1-Y acce_~_t_~-~"!:~ _an_ 

indicator of widespread improvement in human living conditions. The procedure 

will be to scrutinize critically a number of indicators which have been used as 

proxies for development, and eventually to present the somewhat more broad

based, although by necessity unprecise development measure, which will be 

used in the following chapters for assessing the impact of aid. 

Economic development aspects 
----------------------------
Changes in per capita GNP have since long been used to measure the progress 

of development in various types of societies. The deficiencies of this measure 

are well-known. First are the difficulties in measuring GNP properly in u

countries, where the subsistence sector is large. There is a wide tendency 

for national accounts to underestimate the contributions of the subsistence 

sector 1• A consequence of this is that a country which invests more in the 

1. S Kuznets: Modern Economic Growth, Yale Univ. Press, London 1966, p. ~ 1. 
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modern sector, will show a fas~~~ expansion in GNP than another which 

concentrates its investment to the subsistence sector, although p.roduction ,may 

. be rising at the same rate. in the two. Second, the objective of development 

measurement is often to make international comparisons. Here, the GNP 

concept is particularly uncertain, because p:r;evailing exchange rates do not 

always reflect corresponding differences in price levels between countries. 

Thus, the same average per capita GNP in two countries may represent 

varying real values of purchasing power.· This problem becomes particularly 

evident when exchange rates are changed.· Expressed in $, India's per capita 

·GNP decreased from '95 to 80 between 1965 ·and 1966, as a result of the 

devaluation undertaken in the latter year~ 1 
It is true, on the other hand, that 

the weakness just described, does not affect time series ·comparisons in the 

same country. A third objection to per capita GNP as a measure of development 

is that it does not say anythirig about the distribution of income and wealth. In 

societies with a sharply uneven distribution of income, a relatively high 

·GNP/capita figure may be an average which hides the poverty and under

development of perhaps a majority of the population. This would be particularly 

true for mineral-based enclave economies, like Liberia, Libya and Venzuela, 

whose GNP growth has, at least so far, not much affected living conditions . 

·outside the modern enclave. Another problem connected with uneven income 

distribution has to do with valuation. In countries with unequal income and 

wealth distribution, production·of ltiXury goods, to satisfy the concentrated· 

purchasing power of the well-to-do minority, will tend to be larger than in 

those with more equalized income spread. But while general improvement in 

living conditions in poor countries is primarily dependent on increased 

availability of basic necessities, GNP will g~ow irrespective of·what is 

produced, as long as there is demand for it. A fourth deficie~~y of per capita 
~ . 
,GNP, is that it measures the economic development aspects only, while the 

word "development" certainly has· a much broader scope. Social factors, 

which constitute important components of de~~lopment, are" ~~mpletely left 

out from GNP-estimations. 

In spite of the deficiencies enumerated here, and the numerous attempts to 

=-construct alternative development indicators, GNP/capita continues to be the 

most important and commonly used measure of development. The reason is 

'that alternative indicators usually reflect a still narrower sector of reality 

'than GNP. Furthermore, after long use, we are fairly familiar with the weak

. nesses of GNP measures, while newly constructed developm~~t indicators can 

have deficiencies not yet discovered or fully understood. Finally, as will be 

. shown later: it seems as if growth in per capita GNP gives a fairly good 

L UN Statistical Yearbook 1969, p. 559. 
2. See discussion on development indexes later in this section. 

;.: 
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reflexion of broad-based economic, social and structural changes in most 

cases. In Myrdal' s words, "within wide margins of uncertainty, the increase 

in national income per head can serve as an indication of the movement of the 
1 entire social system". 

After this brief scrutiny of GNP, I propose to proceed and have a look at a few 

alternative concepts, through which one might try to measure development. 

These concepts will, somewhat unprecisely be divided into economic, social 

and political ones. 

Consumption, rather than GNP is sometimes used to determine a country's 

development level. Consumption data are preferred for at least two reasons. 

First, especially in poorer countries, consumption is a major component of 

welfare. Second, statistics on real consumption of certain goods and services 

are derived from more reliable sources, and avoid the difficulties in inter

national comparisons of monetary entities. Usually consumption of one or a 

few key items only is then considered. A difficulty arises here from differences 

between consumption habits and relative prices. Potatoes may be preferred 

to wheat, and wine to beer either because they are thought to taste better or 

because they are cheaper. Consumption of steel could vary not because of 

variations in level of development, but as a result of differences in exports of 

steel-made machines in the inter-country or inter-temporal comparison. 

Consumption of electricity as a development indicator has been suggested to 

overcome most of the difficulties connected with GNP in the same use2• Thus 

no exchange problem would exist in inter- country comparisons. Data of 

generation are easily obtained and exact. In the absence of foreign trade, 

the amount generated should reflect the domestic know-how and technical 

progress needed in its production. As electricity enters the public as well as 

the private sectors, and both consumption and production, it should give a fair 

summary of the advancement in all four sectors. But one should of course be 

on guard with countr.ies whose topographyi &.i:il.i.tates cheap generation, 

or whose primary commodity production, like that of aluminum, 

requires massive electricity inputs. On a more basic level, F AO has 

established adequacy criteria for per capita consumption of calories and 

proteins. In countries where the F AO standards have not yet been reached, 

increases in calorie and protein intake can be taken as an important develop

ment aim. Observing that reliable national accounts data exist for only 20-25 

countries, Wilfred Beckerman3 has tried to define the non-monetary indicators 

1. G Myrdal: Asian Drama, Pantheon, New York 1968, p. 1868. 
2. D C McClelland: Does education accelerate economic growth? Economic 

Development and Cultural Change, April 1966. 
3. W Beckerman: International comparisons of real incomes, OECD, Paris 

1966. 



most closely correlated with consumption in the national accounts of these 

:countries. The indicators finally chosen, namely meat and steel consumption, 

cement production, number of letters sent, and stock of radio receivers, 

telephones and road vehicles, all on per capita basis, were then used to make 

independent estimates of real per capita consumption in the countries whose 

national accounts were considered less reliable. 

Production, rather than consumption figures are sometimes proposed as 

development indicators. Selected production indices are then used to estimate 

the rate of progress. Alternatively, the share of certain sectors in total 

production is taken as an indicator of development achieved. If development is 

seen as a gradual transition from dependence on agriculture to a higher degree 

of diversification and industrialization, then a fast increase in the production 

of non-agricultural sectors will be taken as a sign of advancement. The 

~ndustrial sector, in particular, has long been thought of as an important 

contributor to the development process, in view of its educational and other 

positive external effects, and because investment has been thought to be 

facilitated by a 'strong industrial base, providing domestically produced 

investment goods. The emphasis here is not so much on the actual development 

level, as on prospects for future expansion. Sometimes, economic develop

ment is seen as a result of expansion of a few leading industries, like steel 

or manufacturing 1, which are thought to have particularly large repercussions 

on the rest of the economy. 

Tlis last notion is akin to the more general one where the development level 

is ascertained from the overall structure and flexibility of the economy and 

its institutions. The degree of development is then judged by the efficiency 

and adaptability to changing conditions of such entities as the financial 

institutions in generating savings and channelling finance, the fiscal system 

and its ability to collect taxes, or the government administration, its 

development-mindedness and ability to formulate and pursue national develop

ment plans. The changes leading to a flexible and efficient institutional 

pattern of this kind,are then seen as a key feature in the development process, 

and a necessary precondition for economic progress. The institutional 

magnitudes, while highly important in the development process, are of course 

very difficult both to quantify and to measure, certainly much more so than 

the GNP estimations • 

. 1. See for instance W W Rostow: The take-off into self-sustained growth, 
Economic Journal, March 1956, or N Kaldor: Causes of the slow rate of 
growth of the UK, Inaugural lecture, Cambridge 1960. 

'" 
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In my knowledge there does not exist a social development indicator of a 

generality corresponding to the GNP-concept. There seems to be much less 

agreement on the definition and contents of social development, as compared 

to the economic field. 1 A useful distinction might be made between indicators 

reflecting the volume of consumption of items associated with soci~l progress, 

and indicators measuring the degree of inequality and rigidity of the social 

structure. The former would usually be closely correlated with economic 

growth, while no self-evident association exists between GNP expansion and 

distributional indicators. In view of the paucity of data in u-countries on 

income- and wealth-distribution, it is of interest to consider to what extent 

changes in distribution could be reflected in the indicators of "social consump-

tion". 

Housing standards, expressed for instance as the number of inhabitants per 

available residential room, is a commonly used social development indicator. 

Obviously it does not tell much about distribution. Health conditions is 

another social indicator, which can be quantified, for instance, by measuring 

the amount of per capita health service consumption, e. g. number of doctors, 

hospital beds etc. Alternatively, to overcome the problem of differences in 

quality, infant mortality could be used as the measuring unit. By concentrating 

attention on life expectancy at birth, as a third alternative, one would catch 

not only the amount and quality of health services, but a good deal of the 

nutrition standards as well, because nutrition should have a repercussion on 

the longevity of life. Another advantage with the life-expectancy measure is 

that if it experiences sizable changes, these could, for physical reasons, 

hardly be concentrated to limited population strata. Current life expectancy 

figures in u-countries stand at about 50 years, after a very fast increase 

during the post-war period. 
2 

When the average life- span is prolonged by one 

decade or more, the change must have its repercussions on the majority of 

the population body, implying some evening out of earlier differences between 

various population groups. Underlying this . will be a more general improve

ment in some sense of living conditions among broad population strata. 

Education is another factor often used as a measure of social advancement. 

Primary school enrolment gives an idea of the spread of education in the 

younger portion of the population body. An education system which reaches a 

1. Compare for instance the disparity of social indicators presented as between 
I Adelman-C Morris: Societ , Politics and Economic Development, Johns 
Hopkins, Baltimore 19 7, D V McGranahan et. a : ontents an measure
ment of socio-economic development, UNRISD, Geneva, 1970, and the 
report of the UN Expert Group Meeting on Social Policy and Planning, 
Stockholm, September 10, 1969. 

2. Pearson Report, Praeger, New York 1969, p. 40. 
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major share of the school age population will plausibly guarantee some extent 

of equalization in the society, as a fair amount of educational background is a 

precondition for meaningful participation in social, political or economic 

development processes. The quality of primary education, however, is often 
• . • . k 

highly deficie'nt. For ~any u- countries drop- out rates during the first 4-5 

years of s~hooling have been estimated at above 50%. 
1 

Unavailability of reading 

material in the country- side further limits the usefulness of literacy, and many 

of the early school-leavers soon lose the knowledge they have acquired. All 

this limits the relevance of primary school enrolment as an important social 

development indicator. Alternative educational indicators could be based on 

enrolmen~ figu,r.es .or capacities in secondary and unversity education, or on 

literacy rates for a country's entire population~ 

With increasing awareness of the very incomplete utilization of u-countries' 

labor resources, employment creation has come to be regarded as an important 

part of social development. By ensuring an income to those without a job, 

employment creation should help in improving the conditions of the poor 

population strata, and thus increase the degree of equality. 

While liquidation of rigid social structures,Clld an evening out of what is 

regarded as excessive income and wealth disparities between different groups 
. . c 

in society, is considered a most important issue in the social development of 

u-countries, not much material is available, which could ascertain the current 

conditions or changes in these respects. Only a few reliable studies have been 

undertaken of the size distribution of income in u-countries. Available esti

mates are usually built up from a patchwork oLfragmentary data, der.iyed 

from a number of sources and,, as a rule unable to catch th~ very high and very 

low income groups in their entirety. Still less information is available on the 

,pistribution of wealth, although it is thought to be more unequal than income 

d . "b t• 2 
istri u ion. 

Paucity of data, and, perhaps, more fundamentally, lack of a: general agree

ment on how inequality should be measured
3
, increase the importance of the 

1. See P Coombs: The World Educational Crisis, London 1968, Chapt.~r, 2. 
2. N Baster:Distribution of income and economic growth, UNRISD; Geneva 1970. 
3. I Adelman and C Morris provide no less than seven different measures of 

income distribution, namely 1. The concentration {GIN!) coefficient, 2. The 
share of income of the poorest 208/o, 3. The share of income of the poorest 
60%, 4. The share of income of the middle quintile, 5. The shar.e of income 
of the richest 5%, 6. The share of income of the richest 20%, and 7. An 
index of the point at which the income distribution shifts its slope from less 
than unity to greater than unity. Each of these measures will render dis
tinctly different results, when applied on a set of cross country data or on 
time series data for one country. See their An anatomt of patterns of incane 
distribution in developing nations, Grant AID/csd-223 Northwestern 
_University, Ji:'ebruary .12, .197.1, stencil, p. ~5-16. For furth~r d!scussion of 
measures of income distribution, see R We1sskoff: Income distribution and 
economic growth in Puerto Rico, Argentina and Mexico, R.eview of ·1ncoine 
and Wealth, December 1970. 
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indirect distributional evidence emerging from social indicators like life 

expectancy, school enrolment ratios or more intensive utilization of the labor 

force. 

Compared with social development, where there is at least agreement on the 

direction of change for a number of variables in a positive development 

process, it is much more difficult to find a consensus about the significant 

features of political change, leading to higher political development levels. 

Sometimes political development is characterized by a gradual transformation 

of the political system from autocracy to increasing popular participation. A 

measure of the political development level could then be based on such condi

tions as the ability :Dr the common man to participate in political decisions at 

different levels, the functioning of political parties, the judicial system, the 

liberty of news media, national integration etc.1 A rather different approach 

takes the degree of a nation's independence and emancipation from earlier 

colonial rule as the criterion on which the political development level is deter

mined. E-fforts to replace expatriates with skilled nationals in all key adminis

trative and management positions, economic diversification, decreasing the 

country's dependence on a few trade partners, and an independent foreign 

policy can then be seen as expressions of political development. 2 Following 

Myrdal' s soft-state concept~ political development can be regarded as an 

increasing ability for the political leadership to mobilize resources. In more 

general terms, the political development level could be determined by the 

political system's capacity to survive, while achieving important social goals. 4 

The focus here seems to be on the ability of the political structure to pursue 

and facilitate the achi~vement of economic and social objectives. 

Political development will not be referred to henceforth as an indicator of 

development. This is both for the lack of agreement on what constitutes the 

political development path,and because data are unavailable to describe the pro

cesses enumerated above. It seems, furtheron, that the changes in human living 

conditions, which we desire to mirror, are adequately reflected in the economic, 

social and socio-distributional variables which have been discussed. Finally,tre 

fourth political development definition, concentrating on the political system's 

facilitation of social and economic development, if properly measured should be 

highly correlated with economic and social development, and would hardly add 

anything new to the contents of development. We will come back, however, to 

the development hampering effects of political systems, in the forthcoming 

discussion on development constraints. 
1. See C Wolf: The political effects of economic progress, Economic 

Development and Cultural Change,· October 1965. 
2. These political self-determination manifestations can be studied in a large 

number of u-countries. See for instance Tanzania's second 5 year plan, 
Dar es Salaam 1969. 

3. See Asian Drama, Pantheon, New York 1968, p. 66. 
4. See G Hyden: Political development in rural Tanzania, Uniskol, Lund, 

Sweden, 1968, chapter 1. 
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Dissatisfaction with the narrowness of the various development indicators 

enumerated so far, has led to several efforts to construct comprehensive 

development indexes. Two recent attempts in this direction wil mw be surveyed. 

The first development index to be taken up here, emerges from ~e Adelman

Morris study, cited above 
1• The authors define and quantify 41 economic, 

social and political indicators, and use them for the classification of 74 u

countries. The results form the basis for a cross country analysis of inter

relationships between economic, social and political conditions. The data 

collected are from around 1960, and the work is carried through with the help 

of factor analysis. 

When r-elating the GNP/ capita figures to 24 social and political variables, the 

~uthors are able to discern four factors, composed of these variables, which 

"explain" no less than 7U"/o of the GNP/capita countryvariations. S1ightlymo%• 

than half of the total GNP/capita variance is Heq)lained"bythe first of the four 

factors, which is characterized as representing "the processes of change in 

attitudes and institutions associated with the break-down of traditional social 

organization." The scores obtained by each country for this factor are used as 

an index, according to which a country ranking can be made. To clarify the 

forces underlying the index, it is necessary to have a brief look at the ten 

indicators from which this factor is derived. 

Size of traditional agricultural sector is the first variable underlying the 

factor. This variable classifies the countries into five groups according to the 

proportion of their total population in the subsistence sector. Countries in 

the highest group have less than 25% of their population in subsistence agri

culture, while those in the lowest sh.ow a figure of more than 80%. Extent of 

dualism is another variable involved. This measure is related to the previous 

one, and divides the countries into four groups in accordance to the importance 

of the "modern" or exchange sector in the economy. The more important the 

exchange sector, the higher the degree of dualism, and the higher the group in 

wpich the country is placed. Where the modern sector is dominated by 

{~reigners, the country is placed in a somewhat lower group. Extent of 

·~rbanization is the third measure. Countries are divided into five groups 

according to the proportion of their population living in urban areas which 

~ontain more than 20, OOO people. The variable character of basic social 

Q.fganization is used to classify countries according to whether the immediate 

family group, the extended family or the tribe predominates as the social unit. 

Importance of indigenous middle class is a measure of the proportion of certain 
')~ 

-::r;-- I Adelman-C Morris: Society, politics and economic development, Johns 
:.,~Hopkins, Baltimore 1967. ' 



occupations in the total indigenous population. Countries in the first group have 

more than 20% of their active male population in commerce, banking, adminis

tration etc. In the countries of the fifth group, the corresponding figure is less 

than 10%. Three levels of extent of social mobility are defined on the basis of 

school enrolment, importance of indigenous middle class and the presence or 

absence of prohibitive cultural or ethnic barriers to upward social mobility. 

The variable extent of literacy divides the countries into four gr'!ups, with the 

highest having attained a 65% literacy level and the lowest with a rate below 

16%. Extent of mass communication is another social variable underlying the 

factor derived by Adelman. This variable is an index of daily newspaper circda

tion and number of radio receivers per thousand of population, and countries 

are divided into four groups according to their index figures. Crude fertility 

rate, finally, is used to classify the countries in four groups, with the highest 

having rates of less than 30 o/ oo and the lowest showing a crude fertility 

of 50 o/oo and above •. 

According to the authors, the configuration of country attributes enumerated 

above, tallies fairly well W. th what is commonly understood by "development". 

They further state that the technique of factor analysis ensures that the factor 

scores obtained for each country for the factor dealt with here, will automa

tically provide a criterion for the selection and weighting of the various country 

attributes in the construction of a composite index of development. 1 

The authors divide the 74 countries studied, into three groups, with the lower 

group showing factor scores below -0. 45 and the higher group above O. 65. The 

results are presented in table 3.1,where the 1961 GNP/capita figures are given 

for comparison. 

1. Adelman-Morris, Society, Politics and Economic Development, op. cit. , 
p. 168. 
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Table" "3. 1. Grouping of Countries by Facto)" Scores on Factor Representing Level 
of Socioeconomic Development 9 

Lowest Group 

Country 

Per Cap 
Factor GNP 
Score 1961 

below - O. 45 {$) 

Afghanistan. .• 
Cambodia •.• 
Cameroun ••• 
Chad. ~ •••• , •. 
Dahomey •••.• 
Ethiopia ••• ~ 
Gabon ..... .. 
Guinea ...•. • 
Ivory Coast.• 
Kenya •••••.• 
Laos ....... . 
Liberia ••••• 
Libya.-••••.• 
Malagasy .••• 
Malawi ••.••• 
Morocco •••.• 
Nepal . ...... . 
Niger.· ..... .. 
Nigeria .••••• 
Senegal. ••..• 
Sierra· Leone 
Somali Rep ... 
S'.J.J.fu Vietnam. 
Sudan . ...... . 
Tanganyika ••• 
Uganda •••••. 
Yemen . .•.... 
Zambia .••••• 

-1. 02 
- • 55 
-1. 34 
-1. 70 
-1. 54 
-.99 

- • 83 
-1. 47 
- • 98 

- • 53 
-1. 06 -
-1. 01 
- • 68 
-1. 31 
-1. 57 
- . 57 
-1. 36 
-1. 86 
- • 91 
- • 52 
-1. 39 
-1. 35 
- • 49 
- • 64 
-1. 22 
-1. 22 
-1. 35 
- • 89 

§See text for details. 

70 
101 

86 
40 
40 
44 

200 
60 

184 
80 
60 

159 
204 

75 
40 

150 
53 
40 
82 

175 
70 
40 
89 
94 
59 
68 
90 

170 

Intermediate Group 

Country 

Algeria ••••• 
Bolivia ••••• 
Burma ••••.• 
Ceylon •••••.• 
Ecuador •••• 
Ghana ...... 
Guatemala •• • 
Honduras •••• 
India •••••••• 
Indonesia •••• 
Iran . ........ 
Iraq •. ...•... 
Jordan •••••• 
Pakistan ••••• 
Philippines ••• 
Rhodesia ..... 
South Africa. 
Surinam ••••• 
Syria . ....... 
Thailand ••••• 
Tunisia •••••• 

Per cap 
Factor GNP 
Score 1961 

{$) 
• 18 281 

-. 35 113 
-. 41 58 

• 35 137 
• 54 182 

-. 01 199 
• 35 175 
• 26 207 

-. 28 80 
-.40 83 

• 09 211 
-.03 194 

• 16 184 
-.08 79 

• 56 117 
• 14 215 
• 62 427 
• 54 310 
• 57 152 
• 50 97 

-.18 161 

Highest Group 

Per Gil 
Factor GNP 

Country Score 1961 
above +0.65 {$) 

Argentina • • 1. 91 3 7 9 
Brazil...... • 79 186 
Chile. • • • • • 1. 39 453 
Colombia. • • • 66 28 3 
Costa Rica •• · • 78 344 
Cyprus ••••• 1. 08 416 
Ihmnican REP • 81 218 
El Salvador. • 71 220 
Greece..... 1. 47 431 
Israel •••••• 1. 77 814 
Jamaica.... 1. 06 436 
Japan. • • • • • 1. 63 50 2 
Lebanon.... 1. 44 411 
Mexico..... • 75 313 
Nicargua. ••• • 88 213 
Panama. • • • 84 416 
Paraguay... • 97 130 
Peru. • • • • • • • 68 181 
South Korea. • 85 7 3 
Taiwan..... 1. 05 145 
Trinidad. • • • 1. 15 594 
Turkey...... • 88 193 
U. A. R. • • •• • 73 120 
Uruguay.... 1. 59 450 
Venezuela... 1. 3 7 69 2 

Source: I Adelman-C Morris: Society, Politics and Economic 
Pevelopment, op. cit .. ·, p. 170. 

A different approach in formulating a development index has been used in a 

study by the UN Research institute for Social Development. 
1 

The first step in 

the elaboration of UNRISD- s development index has been to define a number of 

social and economic indicators, which distinguish countries at diff ernt levels 

of development and which are highly inter-correlated among themselves. 18 

indicators were thus identified, and data concerning the conditions around 1960 

were collected. Index figures have been worked out for all countries where 

d~ta were available on ten or more indicators. The indicators are presented 

in column 1 of table 3.2. The next step was to adjust the per capita indicators to 

the population structure. The idea behind this is simple. If for instance a high 

't. D V McGranahan et el: Contents and measurement of socio-economic 
development, UNRISD, Geneva 1970. 
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proportion of the population is under the age of 15, protein consumption will be 

smaller to ensure a certain nutrition level, than if the proportion of grown-up1 

is higher. These adjustments are shown in columns Z-4 of table 3.Z.Appropriat 

T~ble 3. 2. List of indicators used in construction of index, g'iving 
adjustments /or age-structure and transformation, if any 

c·oh,unn 1 ColJ.lIIln Z - 4 Coluinn 5 

lndicator 

Expectation of liie at birth 

Population in localities of 20, OOO and 
over as per cent of total population 

Consumption of animal protein, per 
capita, per day 

Combined primary and secondary 
enrolment as per cent of age group 
5-19 

Vocational enrolment as per cent of 
age group 15- ! 9 

Average number of persons per room 

Newspaper ('daily general interest') 
circulation per 1000 population 

Telephones pei 100, OOO population 

Radio receivers per 1 OOO population 

Per cent of economically active popu
lation in electxicity, gas, water, sani
tary services, transport, storage and 
communications (lSGO division" 5, 7) 

Agricultural production per .male agri
cultural worket· (!SIC division 0) in 
1960 us$ 
Adult male labour in agricult•re as 
per cent of total male labour (ISCO 
division 0) 

Electricity consumption, kwh. per capta 

Steel consumption, kg. per capita 

Energy consumption, kg. of coal equi
valent per capita 
GDP derived from manufacturing as per 
cent of total GDP(ISIC divisions Z-3) 
Foreign trade {sum of imports and ex
ports) per capita. in 1960 us~ 
Salaried and wage earnere as per cent 
of total economicaU.y ~U~e JX>:i;>ulation 

Adult- equivalents for 
age-group (in years) 

<::15 . 15-64 65+ 

1/2 

1/2 
1/2 

1/2 

1/2 

1 

1 

1 

1 

1 

Z/3 

2/3 

2/3 

Z/3 

Z/3 

Transformation 

Demi- exponential 

Demi-logarithmic 2 

Demi-logarithmic 

Logarithmic 

Logarithmic 

Logarithmic 

Logarithplic 

Demi-Logarithmic 

Logarithmic 

Demi- exponential 

1. The demi-exponential transformation values of an indicator are obtained by avera
ging the arithmetic and the exponential values (on 0-100 •cales) of that indicator. The 
values are more or less the same as those obtained by using "square" transformation. 
2 •. The d~mi-lo2arlthmic; tra. nsfo.r1mati~'1 of an. jndica.tof a.F~ obt.ain.ed by auraizina: the 
arithmetic and the logar1thmic va ues on 0-100 scales of that indicator. l'he "aroes 
are more or less the same as those ob ained by using ' square root" transformation. 

Source: D V McGranahan et al, op. cit., p. 149. 
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·scales had to be worked out, to suit the various types of variables. It would 

,for instance clearly be incorrect to regard an increase of yearly per capita 

electricity consumption by 100 from 200 to 300 kwh as a development equally 

important to a change of equal magnitude from 2, OOO to 2, 100 kwh. In this 

·case a logarithmic scale appears more reasonable, so that the increase of 

'electricity consumption at the higher level should amount to 1, OOO kwh, to be 

'equally important as the change at the low level. The scale transformations 

which were undertaken, are shown in column 5 of table 3. 2. 

A central idea behind the UNRISD development index is that the various facets 

'of development proceed in a parallel manner. Development is seen as the 

movement of a cluster of closely interrelated variables. The weight given 

'to a variable was consequently made dependent on its correlation with the 

development index. As this correlation can differ at different development 

levels, the weights of some variables had to be changed accordingly at 

~ifferent heights of the scale. It is admitted that a certain circularity is 

involved in the argument. Weights of variables cannot be determined until 

the index values are known, but the weights are needed for the construction 

of the index. The problem was resolved by a method of successive approxima

tions, through which both the index figures and the weights of variables were 

approached. 'Th.ble 3. 3 gives the development index figure for 58 countries, 
. . ' 

'1Vith per capita GNP for comparison. 

In assessing the results of the two indexes in ranking countries, it may first 

be noted that they both show a high correlation with per capita GNP-s. In the 

Adelman-Morris index, r=O. 73. In the UNRISD index r is as high as O. 89 

for the whole sample, but decreases to O. 74, when only u-countries (index 

below 50) are considered. For u-countries, in other words, both indexes 

"explain" about 55% of per capita GNP variations. The correlation naturally 

does not tell anything about the direction of causality. Rather, it should be 

seen as an indication that growth of per capita GNP is commonly as.sociated 

with fairly broad-based social and structural changes. Both indexes seem to 

provide a more reasonable ranking to some colintries than per capita GNP- s. 

This is true for instance for UAR and South Korea, which, although having 

l~w GNPs, have been ranked relatively high by the indexes, because they are 

complex societies, with substantial highly developed sectors. The opposite 

holds for Venezuela and Libya, whose GNP- s have been blown up by oil 

e_xport inc'omes from isolated enclaves, with little repercussion, so far, 

on general conditions in the two countries. 



Table' 3,.-,} 

Country 

u. s. A. 
United Kingdom 
Canada 
New Zealand 
Sweden 
Australia 
Norway 
Belgium 
Netherlands 
Switzerland 

Denmark 
Germany, Fed. Rep. 
France 
Austria 
Finland 
Israel 
Hungary 
Hong Kong 
Ireland 
Japan 

Uruguay 
Argentina 
Poland 
Italy 
Venezuela 
South Africa 
Chile 
Spain 
Greece 
PoTtugal 
Yugoslavia 

UNRISD' s Developmed Index and per capita GNP, 1960, for 58 countries 

Development Index P. C. GNP Country Development Index P. C. GNP 
1959/61 1959/61 

111 2828 Costa Rica 50 352 
104 1369 Panama 48 385 
103 2092 China (Taiwan) 46 149 
103 1515 Colombia 46 253 
103 1696 Jamaica 45 396 

98 1542 Mexic-0 44 348 
98 1274 Brazil 38 267 
96 1247 Peru 37 198 
96 965 U. A. R. 34 158 
96 1591 El Salvador 32 231 
95 1300 Jordan 32 196 
94 1327 Nicargua 32 238 
88 1303 Syria 32 
86 867 Ecuador 31 202 
85 1085 Dominican Rep. 30 228 
81 1220 Libya 29 283 
75 Paraguay 29 160 
74 Turkey 27 202 
74 653 Iran 26 210 74 463 Morocco 26 154 
74 494 Korea, South 25 149 
73 551 Philippines 24 206 
73 Honduras 23 209 
71 684 Guatemala 21 269 
63 958 Ceylon 18 139 
62 453 Ghana 16 195 
61 604 Thailand 10 96 
58 344 
52 432 
52 300 
51 

Countries having the same value on the Development Index are arranged in alphabetical order. U1 

Source: D V McGranahan, et al, op. cit., p. 151-152. 00 
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Both indexes are based on cross country data. Checking with the help of time 

series analysis would be needed to confirm whether development in an 

individual country really proceeds over time according to the path suggested 

by the index. Current lack of data pl'events a full-fledged time series analysis 

at the present time. A comparison of the UNRISD results for 1960 with an 

incomplete set of data for 1950 confirms the pattern of development of the 

UNRISD index, with the exception for education, which seems to have expanded 

much faster than expected at low development levels during the decade. 

Neither of the two development indexes involves any political variables in the 

mix from which they are derived. A weakness of the Adelman-Morris index 

is that it is rnai-1.y based on social variables, and does not consider any 

economic indicators at all. Furtheron, the definition of the variables used, 

and the data from which they were quantified, seem to rest on a somewhat 

uncertain ground. A cursory glance at the 18 variables in table 2, from 

which the UNRISD index is derived, reveals a dominance of economically 

biased indicators, and absence of any direct measures of equality. 

The methods used in combining and giving weight to the variables composing 

the indexes, are not based on any established principles. Adelman and Morris 

themselves underline the fact that factor analysis, the tool used in their 

investigation, is at present a highly uncertain method, whose usefulness is 

at the borderline of science. Factor analysis, therefore, outlines only the 

crudest first map of a new domain. The trial and error implied in the succe

ssive approximations when deriving the weights of variables included in the 

UNRISD index, does not rest on any stable theoretical foundation either. In 

both indexes, great emphasis is placed on a close inter-dependence between 

the variables from which they are composed. Factor analysis has the purpose 

of combining into factors the most inter-correlated variables. And in the 

methodology of UNRISD, a guiding principle when selecting variables was 

that they be highly inter-dependent. The two indexes therefore view develop

ment as parallel changes in a group of distinct, but highly related conditions. 

One may question this approach. Development is a many-faceted process, and 

there is no logical necessity that its different parts should be related. By 

requiring a high inter- correlation, we risk to exclude variables which are 

not closely related to the rest, but which nevertheless represent important 

features in what is commonly understood as development. 
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A proposed definition of development 
---------------------------------
Each one of the various individual development indicators presented earlier, 

appears too narrow in scope, to be used in determining development levels, 

or the pace at which development progresses. The development indexes too, 

are somewhat unsatisfactory for this purpose, primarily because it is 

unclear what significance should be attached to the aggregation which they 

represent. The development definition to be used in this study will try to 

overcome both of these shortcomings. Development will be defined broadly 

by reference to a number of economic and social conditions of basic 

importance for human well-being. The levels and changes in each indicator 

used, will be noted on an individual basis, without attempts at aggregation 

into a unitary measure. The advantage of not aggregating is that we avoid 

the conceptual problems of weighting, and that we never lose any one indicator 

out of direct sight. The disadvantage is that we will not be able to determine 

uniquely either the level of development or its changes. 

By accepting a degree of vagueness in the definition of development we can 

simplify the problem of deficient data. Quantification of the factors does not 

then have to be bound by hard and fast rules, but can be made somewhat 

dependent on the availability of statistical information. If, for instance, 

reliable literacy data are not available, the educational development level 

can be alternatively determined by reference to school enrolment, availability 

of teachers etc. Where it proves impossible to provide clear-cut quantitative 

data on a factor, qualitative judgments and relative rather than absolute 

changes can be used to draw conclusions about the on- going development 

process. Even then, we will sometimes come across situations Viii ere non

existent statistics will prevent a broader analysis, and where it will be 

necessary to revert back to the per capita GNP measure, and use it as a 

proxy for development. 

The vagueness in the definition and the absence of uniformity in measuring 

the different factors, makes our development definition unsuitable for inter

national comparisons of development levels. But its primary use in this 

study will not be for international comparisons, but in assessing the benefits 

,_from different types of foreign aid. In such assessments, a quantitative or 

qualitative evaluation of the positive and/or negative changes in each of the 

facto;rs used-, ~is likely- to give a more, !Specific impression of the comparative 

val'!.le of different aid activiiie,s, than an aggregated and apparently exact 

measure. hi.dm&.both the underlying statistical uncertaj.nties and the individual 

components, which it has aggregated. 
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The factors comprised in the definition will be: 

Consumption today and potential consumption in future. The amount 
of GNP which is not saved should give a fair indication of today's consump
tion levels. The amount of GNP which is invested can be regarded as a 
rough measure of the possibilities for expanding consumption. in future. 
Total per capita GNP should thus give an idea of both the current and 
future ability to consume. 

Employment. Available employment statistics usually register paid 
employment only, which commonly constitutes a minor share of total 
employment in u-countries. Evidence of employment conditions will 
therefore· have to be sought outside the wage sector too, when determining 
the conditions or changes in the employment situation. 

Nutrition. Rough data on this factor are available for most countries in 
the form of per capita availability of calories and proteins for consumption 

Health. Alternative measures to determine this factor have already been 
discussed. They include: Life expectancy, infant mortality, or amount of 
medical services available per capita. 

Education. Here too, the measures to quantify the society's achievements 
have been discussed. Literacy rates, enrolment ratios at different 
levels, and availability of teachers and school facilities can be used to 
determine the level and changes in this factor. 

Income distribution and conditions of the poo~ Distribution is mirrored 
only indirectly, and, in my opinion, insufficiently, in some of the other 
factors of our development definition. It is therefore important to add 
some direct distributional measures. Unfortunately, data on distribution 
are scarce, and the two factors will have to be judged by qualitative or 
inductive evidence in most cases. Conditions of the poor is included to 
cross-check that an evening income distribution implies not only · 
greater equality for the high income strata, but also augmenting the 
incomes of the poorest population layers. 

In brief, our development definition is based on the per capita GNP indicator, 

cross checked by reference to several social conditions of key importance 

f.or the well-being of a country's population. The contents that we have 

assigned to development, are in no way novel or unusual. In fact, they tally 

very closely with the objectives, as expressed in the development plans, which 

guide the development work of a great number of socially conscious u

countries. 

3. 3 The development constraints 

Some countries develop at fast rates, others more slowly, while some perhaps 

do not show any positive development at all during substantial periods of time. 

It' is difficult to explain these variations, because our insights into the complex 

development process are highly incomplete. We will not attempt any thorough 

penetration of these extremely com}>licated interrelations. Instead we will 

start out from. the common observation that progress in perhaps a majority 
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of u-countries appears to be effectively constrained by the insufficient 

availability of some crucial resource. Empirical investigations suggest 

that skills, domestic capital formation and foreign exchange are the three 

most common resource bottlenecks which slow down development. 
1 

We 

will start out by illustrating in somewhat more formal terms the conditions 

under which development or growth is effectively constrained by the in

sufficient availability of a resource like capital. In preparation for the 

next chapter's discussion on the contribution of aid to development, we 

will then proceed to an investigation attempting to clarify the underlying 

causes to the common resource constraints. 

~_r:~.P!1.?:!!i.P.!1_s_ f~~ ~!:-e..1!1: -1'¥>:!1_c:_ ~! !~!:-~e_ ~~~~c:,e_ _c.P!1..8!!~!~t~ 

Under what conditions can capital be regarded as an effective bottleneck, 

whose deficient supply keeps other production factors redundant, and thus 

slows down growth and development? In a simplified world with one 

commodity, two factors and two production technologies distinguished by 

their markedly different factor combinations, one could illustrate this 

situation as in figure 3. 1. The equal production curves, x and y, show the 

possibilities to produce with the capital and labor intensive techniques 

respectively. Production with each technique can take place within a 

Figure 3. 1. 

K 

1. H Chenery - A Strout: Foreian assistance and economic development, 
American Economic Review, September 1966. 
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limited range only. eiven by the rays from origo, which bound the 

squal production curves. The limited range of substitution within a 

technology may be because no factor substitution is 

technically possible beyond those limits. So long as the factor endowments 

are within the area bounded by the Ox1 and Oy! lines, full employment of 

both capital and labor is technically feasible, by an appropriate combination 

in the use of the x and y technologies! 

Full employment of factors can no longer be guaranteed, however, if there 

is some restriction in the use of one of the techniques. Suppose that while 

the factor endowment is F 
1

, and the equal production curves x
1
x1 and y 

1 
Yt 

represent the same amount of output, there is a limitation on the use of the 

y-technology. This could be because entry is restricted to enterprises using 

the labor intensive technology, or because due to inadequate information, 

fashion or foreign influence, investors have a preference for the x-technology~ 
Another reason for not using the y-technology could be that it is cheaper to 

produce a given quantity of goods with the x-technology, either as a result of 

a low capital/labor cost ratio, or because absolute factor prices differ 

between the two techniques.
3 

A factor price relation, preventing the full 

employment o.j available labor could for instance result from the downward 

limit on wages, given by the subsistence wage level. But aside from the 

minimum subsistence wage, there are many other social and political 

reasons why the capital/labor cost ratio, or the absolute factor price levels 

could be such as to favor the use of the x-technology, thereby preventing 

full factor utilization. The causes to these price distortions will be discussed 

at length later in this chapter. If, for some reason, the labor intensive 

technology is not at all used, capital will constitute an effective constraint. 

In this case, production cannot exceed the level represented by the x 2x2 

curve, and the minimum labor redundancy will be x2F 
1
• The labor redundancy 

will diminish _with increasing utilization of the y-technology. 

The problem will be more serious still, when the availability of production 

factors is so uneven that full employment .cannot be attained even if the most 

suitable of existing production technologies is adopted. Taking again our 

~implified two-factor-two-technologies illustration in figure 3.1, suppose that 

1. See R S Eckaus: The Factor proportions problem in underdeveloped areas, 
American Economic Review, September 1955, from where the framework 

, to.this analysis originates. 
2. See also section 4. 5 
~. See discussion on the effects of policies, later in this section. 
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a country's factor endowments are F 2• Then, even if only the labor intensive 

y-technology is used, availability of capital will constrict production, and 

labor redundancy can never decrease below 'YzF 2• 

A generalization of the specific conditions used in our illustrations, to 

several products, each of which can be produced with different techniques, 

will increase the substitutability between factors, and relax the problem of 

factor redundancy, but will not change the conclusions reached in the above 

discussion. With given demand patterns, which cannot be much changed in the 

short run, the x and y production curves can be taken to represent the 

entire assortment of products demanded. And even if we have many more 

than two technologies of production, there are bound to be technological 

limits for the substitution of factors, like the Ox1 and Oyj_ bo~daries in our 

simplified figure. Neither is our conclusion about the reasons for labor 

redundancy invalidated by the fact that not only capital, but skilled man-

power and foreign exchange could also be insufficient for technological 

reasons, or due to socio-economic conditions, to provide employment to the I 
entire labor force. To allow for this, our K-axis could be taken to represent 

that particular type of factor, which for the moment happens to constitute 

the severest constraint on output. 

Foreign trade could further relax the existing factor deficiency problem, by 

enabling the country to concentrate production to more labor-intensive 

activities than required by the structure of its demand, and to import the 

more capital intensive goods. In practice this possibility is limited by 

the inflexibilities in u-countries' economic structure, by their domestic 

policies, favoring economic diversification and self- reliance, and by 

i-countries' tariff barriers, which discriminate against the labor input of 

u- countries' exports. 

With a number of given structural conditions, inflexibilities and sticky 

economic policies superimposed on an abundant supply of unskilled labor 

in relation to the availabilities of other key inputs, like capital and human 

skills geared to productive purposes, the substitutability between production 

factors will frequently prove to be insufficient to provide employment for 

the entire factor endowment. Given a limited choice of production techniques, 

a u-country will commonly hit against the capital-, skill- or other constraints, 

long before it has been able to employ the whole unskilled labor force in the 

development work. In this situation, it is correct to say that development 

could proceed faster, if only the actual resource bottleneck were widened. 
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ln the article cited above, Chenery and Strout study the empirical 

experiences of a great number of u-countries, and derive the probable 

time sequence for the emergence of the three resource constraints. When 

it starts its development effort, the u-country is likely first to be cons

trained by lack of skills and concomitant institutions. As the skill supply 

i~-~-;~~-~-~~;--foll~wing the- expans10i1-or·s-ffic>Ors-y-stems and. the--~~;-n:i.~-g--
---------·-----·----- --------- ------

involved in practical developmenTwork:·;--ins\if.ficleiif-savings, rather than 

--; ca-rcTtyof-skills te~ds--tl';"-b-ec~~e--tile-- next effective--cons traint. But as 
- -- , .. _ - - -----~----· ·-- .. 

<--~~-3-·- -··---~---.. ..,,_ ____ _ 

income grows in the development process, savings willte-nd--toTnc-rea·-s-e, 

and in the last of Chenery-,; a~d-St;~~t-~~- th;~~- ph~ses, -ava-ffability of 
,-~--'---~- -~·- -·----·----~----------~ 

foreign exchange to finance the import content of required fi:lvestmeni;--
usually beco~e~-i:he const-rainfog--factc>r-: 6n-tfie-basis-of- this ana-lysis·;-
- --- -··-·------·-.·---- -- -------------·---~-·--· .... --
certain conclusions can be derived regarding allocation of aid. In the 

skill constraints phase, foreign aid should predominantly consist of 

technical assistance aimed at expanding the skill availability in the 

recipient country. In the second phase, capital assistance is better 

advised, while in the exchange constraint period, financing of the foreign -

exchange component of development ventures, is said to be the best way 

to transform foreign assistance into development. 

From an operational point of view, one would desire far more specific 

recommendations concerning aid than the very general indications, derived 

above. It is not uncommon, for instance, that at a given time, the effective 

resource constraints will differ as between sectors in a country's economy. 

Besides, some of the assumptions from which the three distinct develop

ment stages are derived, for instance the increasing savings propensity 

with growing income
1
, can be questioned. Furthermore, since sufficient 

time series statistics are available for very few u-countries, the empirical 

verification of Chenery's model has to rely mainly on cross country data. 

This is certainly not a dependable basis for the derivation of development 

paths for individual countries. It is moreover uncertain whether, even 

with the help of adequate time series data on past events, one could 

1. See for instance D Felix: On Gapsmanshi:X' and the Prospects for the 
Less Developed Countries, AID Stencil, pril 196 8. 
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verify in a strict way the magnitude and succession of the three develop

ment bottlenecks. Usually it is possible to identify a constraining factor 

only ex ante, as it appears in the plan document of a country. If for ins

tance the availability of skills restricts the development pace ex ante in 

a country, there will be a tendency for the supply of savings and exchange 

needed in the development work, to adjust downwards. It may then be 

difficult to ascertain from ex post data the nature and size of the resource 

gap which slowed down the pace of progress. Finally, the unavoidability 

of the three phases in Chenery's model is the result both of inflexible 

background conditions and of a given development strategy. But as his 

critics have pointed out, a key role for aid is to influence and change 

those very conditions which he has assumed as given. 
1 

And once the 

given framework is changed, there will not be any inevitability in the 

sequence or even arousal of each of the three resource constraint stages. 

While keeping all these cautions and reservations in mind, let us attempt 

to scrutinize, at a less formal level, the background causes to the 

frequent occurrence of the resource bottlenecks in u-countries, as mani

fested, for instance by their foreign exchange crises, by their unemployed 

labor resources, by the recurrent necessity to scale down the size of 

their development plans, and by the common use of concessionally 

supplied capital and skills from abroad, to fill out the domestic inade

quacies. The scrutiny should help in clarifying the degree of inflexibility 

of the underlying conditions, and might at the same time provide 

some further background for a discussion on aid allocation. The argument 

will be general, and will try to bring out conditions which are typical for 

1. See the responses to the Chenery-Strout article in the American 
Economic Review, by J Fei and G Ranis, 1968, p. 897-912, and by 
HJ Bruton, 1969, p. 439-446, or in R Mikesell: The Economics of 
of Foreign Aid, Weidenfelt .& Nicholson, London 1968, p. 91-97. 
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u-countries. Naturally, there will always be countries which deviate from the 

patterns outlined here. A useful subdivision of the underlying causes to the 

emerging resource constraints could be the structural conditions, the 

development strategies and economic policies of u-countries, and the 

nature of the resource transfers from rich to poor countries. 

Structural conditions 

One irr:portin·~ stnc.tural cause to the skills and savings constraint appears to 

be the poverty of u-countries. The simple fact is that because of their 

poverty, many u- countries find it hard to afford adequate training for a 

sufficient number of nationals, to supply the skills required in the develop

ment effort. Likewise, their poverty would generally imply that the capital 

stock is low in relation to population. Even if the country can achieve 

impressive investment ratios, the absolute additions to capital stock are 

bound to be limited. 20% net savings out of a per capita income of$ 100, 

releases only $ 20 for net investment, while a similar savings rate in a 

country where GNP/ capita amounts to $ 3, OOO, enables an increase of the 

capital stock by no less than $ 600. Expansion of the capital stock in a poor 

country is therefore bound to be a drawn-out process, and meanwhile capital 

will tend to remain a deficient resource in the development work. 

The conditions of poverty will be further prolonged by fast population growth. 

Whatever progress is achieved, will thus have to be distributed among a 

larger group, and there will consequently be less for each individual to 

share. In countries where population is fast increasing, considerable 

resources must be spent merely on maintaining status quo. Colombia, India, 

Morocco, Brazil, Ghana and Tunisia are estimated to need investments equal 

to 10% or more of their GNP every year, only to maintain unchanged per 

capita income levels. 1 
If the population increase were slowed down, more 

resources could instead be used to achieve a faster rate of development. 

More serious perhaps than poverty in itself, is the fact that for various 

reasons, available skills and capital resources are not particularly well 

geared to the development effort. One cause to this situation is the colonial 

heritage of many u-countries. 

The limited number of existing schools, for instance, has been patterned to 

suit the colonial requirements for clerks and possibly lower administrators, 

but not for the many technical skills needed in the development work. The 

1. G C Zaidan: Population growth and economic development; Finance and 
Tuvelopment, March 1969. 
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predominance of arts and law subjects among the limited group with univer

sity training is also a reflexion of the preferences formed in colonial 

conditions, when a comprehensive development process was held back. 

During the time needed for building up more development oriented educational 

institutions, and training the management and technical cadres needed, the 

.countries have had to rely on a considerable inflow of expatriates, to initiate 

the development work. In Africa, where the initial conditions at independence 

were most wanting in this respect, the skill constraint still continues as the 

dominant resource deficiency in most countries. 

A similar argument can be made about the structure of the capital stock. A 

sizable share of investment in colonial times was geared to expanding the 

primary commodity supplies from the colonies to their mother countries. 

Transport routes were established to facilitate exports rather than to connect 

the various parts of the country with each other. Most production facilities 

were geared to foreign rather than to domestic needs. As a consequence, 

only a partial use can be made of the colonial investment in the present 

national development effort. The savings-investment needs are obviously 

increased thereby. 

To some extent, the exchange bottleneck too, could be explained in terms of 

the colonial heritage. The heavy primary commodity concentration in exports, 

along with the undiversified structure of the economy, were to a high extent 

a result of colonial status, and constituted a strong tie between the colony and 

its mother country. With independence, and the advent of substantial national 

development programs, the import requirements rose. The one-sidedness 

of u-countries' domestic economy, and above all the absence of capital 

goods production, necessitated a very high import content in the development 

expenditure. But while the import requirements rose, many u-countries hit 

against what Linder has described as "export maximum". 1 The slowly growing 

and inelastic demand for primary commodities constituted a barrier to 

increasing export revenues through an expansion of export supply. In

experience in the production of manufactures created a difficulty for u-couttries 

to compete with such products in export markets. Unfamiliarity with tastes 

and preferences in i-country markets, lack of knowledge about export 

marketing, deficient quality consciousness and high tariffs in i-countries was 

one part of the difficulty. The ·other concerned the cost levels. It was 

difficult to overcome excessive costs with the help of devaluation. First of 

all, the prospective manufactures would usually contain a high proportion of 

1. S B Linder: Trade and Trade Policy for Development, Praeger, New York, 
1967, p~ 34. 
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imported components. Devaluation would therefore have to be q.iite sd:lstantial 

to have the required effect. Second, it might easily lead to increased domestic 

factor costs, whereby part of the competitive advantage gained would be 

diluted. Third, a devaluation was likely to increase supplies of primary 

commodities for export, which, with inelastic international demand, might 

lead to a decrease in the traditional export revenue.
1 

For all these reasons, 

it was difficult to break through the "export maximum" in the short and 

medium term. 
2 

With growing import needs, therefore, a sizable foreign 

exchange gap developed in many u-countries. 

Aside from the colonial heritage, there are numerous other structural 

conditions, which constitute causes to the emergence of the three resource 

constraints to development. Traditional attitudes and the prevailing social 

stratification, have in many cases been a disincentive to savings-investment, 

and a cause to unproductive utilization of capital. Partly for traditional 

reasons, the wealthy in many u-countries have a habit to keep their savings 

in luxury residential facilities rather than investing in activities whereby 

production could be enhanced. The insecurity of tenure resulting from the 

traditional social and economic power of the landlords, deters the tenants 

from saving and investing in the improvement of their plots. Where the joint 

family is the basic social unit, it frequently constitutes a disincentive to the 

individual's savings and investment, both because his basic needs are 

already provided for within the family framework, and because all benefits 

which may be derived from the investments which he undertakes, have to 

be shared with other family members. 

Where heritage rather than ability is the dominant selection criterion in 

filling positions of influence, there is likely to be less incentive for those 

without an appropriate family background, to acquire training and skills of 

various types. The rigidity in the social structure can therefore be seen as 

a contributor to the skills constraint. A well-known example of this 

situation is when a foreign minority monopolizes the commercial sector, 

like to Chinese have done in South-East Asia, and the Indians in East Africa. 

Those who do not belong to the foreign minority will then tend to find it 

1. One way out of this predicament would of course be to impose an export 
tax on primary commodities at the time of devaluation. 

2. The ease with which a number of countries broke through their "export 
maximum" in the late 60-s, might suggest that the structural difficulty 
described here was more a belief than a reality. See the discussion on 
policies in the following sub- section. 
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unrewarding to develop an entrepreneurial talent, to be used in commerce 

and trade, because they know that their entry in those fields is effectively 

closed. 

The foreign exchange constraint too, can be reinforced by the u-countries' 

social stratification. The upper social strata, which dominate ~he demand 

for marketed goods, have sophisticated consumption patterns which cannot 

be satisfied by the supply of local goods. Their consumption will therefore 

add to the import requirements. The stronger this group, the larger its 

consumption in relation to the total economy, and the more "westernized" 

its consumption patterns, the larger will the drain ·on the balance 

of payments from this source tend to be. As will be shown later, this problem 

is usually not overcome by import substitution. The import substitution 

industries which are established as a result of the domestic upper class 

demand, frequently perpetuate the balance of payments strain by spreading 

the westernized consumption patterns, while simultaneously requiring 

considerable input imports. 

The social structure characteristics contributing to the emergence of the 

resource constraints, are sometimes reinforced and institutionalized by the 

political system. Those who decide over resource use in a nation, may 

simply not have any wish to pursue development. This might be true in 

countries whose political setups could be characterized by a "vested interest 

orientation". 1 A primary political preoccupation of such political systems 

is to preserve the privileged positions of the upper class minorities, by 

maintaining status quo, and by suppressing the demand for improvement by 

the poor majority. This could express itself in the use of resources for 

purposes not much related to our development objective, e. g. warfare or 

amassing of capital for status purposes, in forms which don't contribute 

to production and general material warfare. Alternatively it could mean 

that resources are left altogether idle. Development will slow down, or 

cease altogether under such conditions. But in addition, the concomitant 

social rigidities will make it more difficult to overcome the resource 

constraints. 

1. For an extended definition and discussion on this subject, see L Rudebeck: 
Utveckling och politik, Wahlstrom & Widstrand, Stockholm 1970, 
chapter 5. 



71 

Aside from the social and political inflexibilities, there is the problem of 

geographic dichotomies, which lead to inadequate contacts and information 

nows. For instance, an important reason why the subsistence farmer does 

not increase his production and savings effort, to invest in improved farming 

practices, is that he lacks market outlets, information on improved agricul

tural production techniques, and the tools and implements required. The 

existing public agricultural extension services in most u-countries only reach 

the easily accessible farmers. And the network of functional institutions, like 

farmers' unions, marketing and credit cooperatives, nationwide production 

and distribution companies, or savings- and loan banks, which cement the rural 

sector with the rest of the economy in i- countries, is very weakly developed 

in u-countries.
1 

The monopoly of traditional middle-men will tend to reinforce 

the dichotomy and discourage new prospective private entrepreneurs from 

entering the field to supply inputs or market the surplus agricultural productim. 

Meanwhile, the. rural production and savings-investment potential remain 

underutilized. 

All these structural conditions result in a sharp compartmentalization of 

society, and an inability of smooth adjustments, as envisaged in neoclassical 

economic theory. Prices will tend to differ between the separate markets,wi.Il not 

reflect real scarcities, and will not always be an efficient tool for inducing 

resource real.Jocati.on. In the absence of adequate communications, the village 

trader will be able to exert both monopoly and monopsony power in his 

dealings with the local farmers. With weak integration between rural 

production and urban consumption markets, pricing signals will sometimes 

be lost on the way. Increased food prices due to higher consumption demand 

in towns, may not influence those farmers who could expand supply, because 

the. widened price differential may be eaten up by increased profit margins of 

middle-men, or because facilities to transport additional supplies cannot be 

expanded in the short run. In the absence of financial institutions, which are 

able to extend their activities down to the local villages,savings will take the 

form of hoarding precious metals at zero interest rate, while simultaneously 

agricultural production credit, provided by money-lenders, will tend to be 

Vf!!ry expensive, due to exorbitant risk premia and profit margins, in 

!=Omparison with the rates at which capital can be borrowed in provincial or 

national capitals. The differential in the earnings of wage labor between the 

uirban modern sector and traditional agriculture, is only partly explained by 

higher living costs and a better average education level among workers emp1o)'ed 

by modern industries. To a considerable extent, this differential too must be 

seen as a result of market sub-divisions, strengthened by the monopolistic 

-p~actice of labor organizations to limit the entry of new workers into the 

hiodern sector. 
l• H Myint: Economic Theor 

University ress, Lon on 
ed countries, Oxford 
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An institutional pattern, geared to maintaining status quo, along with a 

deficiently functioning market system, strongly contribute to the difficulties 

experienced by u-countries, to undertake elastic adaptations in order to 

overcome the resource constraints which emerge during the development 

process. 

Development strategies and economic policies 
-----------------------------------------
In the short run the structural conditions in u-countries must be taken as 

given. But structural conditions are only one of the determinants of the 

resource constraints. Another is the development strategy chosen, and the 

economic policies pursued. With given structural conditions, the forces 

constraining development can vary a good deal, depending on the strategies 

and policies adopted, and on the influence they will have on the choice of 

production technologies. Besides, the pursuance of economic policies will 

affect the structural conditions over time. For all these reasons it is 

important to study how development strategies and economic policies have in 

fact been used. 

A common characteristic in the strategies pursued by a great number of 

u-countries after gaining independence has been that of planned and publicly 

supported industrialization.1 The rationale behind the thrust to industrialize 

has been many-folded. The fast transformation of the Soviet Union into an 

industrialized power, achieved with the ;help of comprehensive national 

planning, certainly had some influence on the newly independent governments 

of many u- countries. Since long, industry rather than agriculture has been 

regarded as the dominant generator of growth and modernization. Expansion 
- .. -·-·---·-- . ----··-···------~-----------·-----~--·· 

of industry was thought to have very considerable external effects on 

development in the form of learning processes, modernization of attitudes 

and promotion of managerial skills. In a situation where agriculture was 

thought unable to give employment to much more labor, a growing industry 

was seen as the major alternative surplus labor absorber.
2 

The memories 

of the second world war, when the i-country supply of manufactured goods 

failed, and the depression of the thirties,~en the ability to buy manufactures 

was curtailed by severe primary commodity price falls, were further induce

ments for the u-countries to diversify out of the very high reliance on raw 

materials. Independence provided the political ability to undertake the 
1. See for instance D Paauw and J Fei: The Political Genesis of Transition 

Growth, National Planning Association, March 1969, p. 6, or A Maddison: 
Economic Pro ress and Polic in develo in ·countries, Allen & Unwin, 
Lon on 1 , p. 1 0. . 

Z. A Lewis: Economic development with unlimited supplies of labor, Mandi.ester 
School. May 19 54. Lewilt distinguishes between the subsistence and the 
capitalist sectors. Many of his followers, however, have equalled the 
capitalist sector's growth with industrialization. See for instance J Fei-
G Ranis: Development of the labor surplus economy, Theory and Policy, 
TT - -- - - - - - · " T, 1 41 I'\£ A 
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decision, the high exchange reserves, amassed during the war, constituted 

the economic potentiality for the initiation of the new industrial support 

1. 1 po icy. 

In a number of countries, the government stepped in directly as industrial 

entrepreneur. This was sometimes motivated by a socialist ideology, like in 

Ghana, India or UAR
2

, or because it was felt that the private sector was not 
--- -- - ----------------------~-----

sufficiently aQ.vanced to manage large-scale investments through their un-
~----- - -- --- - ----·--------- - - --- - - - .-,, --------
profitable in~t~~~-~~-~~_()<i w~!l-1.?~t_outside su,:pp~_r__1'.~_~side from the government's 

own involvement, most u-countries pursued deliberate economic policies to 

nurture industrial growth. 

The policies used were a combination of measures to manipulate the foreign/ 

domestic goods prices with an aim to favor modern industry, and outright 

subsidies on capital to the growing industrial sector. To illustrate how they 

worked, let us study what was likely to happen in a typical u-country, with , 

an insignificant industrial sector, which had hitherto financed its industrial 

capital and consumer goods requirements through agricultural commodity 
3 

exports. 

The first measure ordinarily undertaken was protection, through tariffs or 

quotas, on imports of consumer goods. Protection was usually not raised for 

capital goods imports. Imports of capital equipment were needed in the 

industrialization process, and had therefore to be facilitated as much as 

possible. The consumer goods protection policy was ordinarily combined with 
, I 

a more or less substantial overvaluation of the country s domestic currency, 

achieved through a gradual inflation process. 

This package of policies turned the domestic terms of trade in favor of 

industry. The overvalued exchange rates ensured low prices in domestic 

currency for the capital goods imports required by industry. Protection 

from import competition enabled the industrial enterprises to 

increase their prices on the domestic market. For agriculture, on the other 

hand, overvaluation of the domestic currency meant a decrease in export 

profitability. Prices in $ were set by the world market. Overvaluation of the 

country's currency therefore meant fewer local currency units per exported 

$value. 

1. I Uttle-T Sci~-M Sa.dt:Industry and trade in some developing countries, 
' Oxford Univ. Press, London 1970, p. 2. 

2. A Maddison, op. cit. p. 164. 
3. The empirical evidence which underlies the following analysis can be found 

in a number of places, for instance W Baer: Industrialization and economic 
development in Brazil, Yale Univ. Press, New Raven 1965, B Hansen and 
G Marzouk: Develo ment and economic olic in the UAR, North Holland, 
Amsterdam 19 , or t e wor s o Lit e- citovs y- cott, and Maddison, 
which have just been cited. 



A subsidiary set of industrial promotion measures consisted in a policy of 

low rates of interest, food price controls and subsidized services to industry. 

In many countries, special public or publicly-supported industrial finance 

institutions were established, to channel credit on favorable terms to tl1'-' 

growing industrial sector. Coupled with the low interest policy were price 

controls on domestic food articles. In this way, agriculture was deprived of 

the possibility to compensate its decreased export profitability by higher 

prices at home. For industry, the food price controls meant that wage demands 

could be kept down. Even when the governments did not themselves participate 

as entrepreneurs in the industrial build-up, they provided increasing amounts 

of industrial infrastructure facilities, like electricity, transport and technical 

training, often at subsidized rates. 
. . 

* ··-

~.!!~c:~s.:. ~! ~~ ~~lJ~~~ ~ 
One important effect of these policies was to increase the government's 

control over the monetary sector of the economy. The subsidized credits 

had to be ratie· sd, and the government expanded its supervision of the 

institutional financial flows. f;J~ll1Da.tion of the country's currency led to 

an excess demand .for imports. Permits to import began to be licenced out 

according to the government's discretion. As a result, the setting up of 

industries became heavily dependent on government support. The food price 

regulations gave the public authorities a considerable power to influence 

the marketed agricultural production patterns as well. Undoubtedly, a 

consequence of all this was a further decrease of the role of the market 

mechanism as a device for resource allocation, and a concentration of 

economic decisions to the government. 

The process of selection of industries to be established in the many countries 

which pursued policies like those discussed here, was bound to be difficult. 

Where the market is undistorted by· inflexibilities and government regulations, 

private profits give a reasonable reflexion of the social utility of an activity. 

This certainly does not apply to u-countries.
1 

Where, for structural reasons, 

industry cannot immediately become competitive without support, the infant 

industry argument should apply. Accordingly, industries with the best 

prospects of improving and eventually internationally competitive productivity, 

ought to be established. As suggested by Little~ one could expose the different 

prospective industrial activities to a social cost-benefit analysis, in the context 

of the country's situation, to derive the ones to be promoted. In fact, the 

1. See discussion in section 4. 3 
2. I Little - J-Mirrless: Manual of industrial project analysis, Vol. II, OECD, 

Paris 1969. 
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selection of industrial activities in u-countries during the post-war jndustrializa

tion drive, was commonly influenced by the actual private profitability, as a 

result of the pressures exerted by private investors on the licence granting 

authorities. The overvalued exchange rates made export industries less 

remunerative. Capital goods production too, was not so profitable, because it 

had to compete with international imports. Instead, the choice often fell on 

domestic consumption industries, which profited from import protection. In 

view of the scarcity of foreign exchange, an additional factual criterion used 

by the licencing authorities for selecting industrial activities, was the extent 

of foreign currency savings, expected from each venture. The resulting 

industrial sector which the u- countries built up, became hea.:vily biased 

towards the domestic, predominantly upper class consumption demands, which 

had used to be satisfied by imports. The positive linkages between these 

industries and the dominant traditional sector of the economy, were rather 

limited. 

As a result of the public support measures, the industrial investments 

undertaken, •were often highly profitable. The profits were reaped by three 

groups of entrepreneurs, viz. the government itself, local emerging entre

preneurship, and foreign private investors, who wanted to participate in the 

profit boom. The foreigners were particularly welcome, if their production 

substituted for earlier imports, and if they brought with them modern 

production technologies, which were thought essential in the general 

modernization of the country. An explicit purpose of the redistribution of 

income in favor of industry, was to ensure an overall increase in the investmat 

ratio. As long as the attractive profitability rates remained, there was a 

strong inducement for the industrialists to use most of the profits for expandng 

industrial investment. 

The sman.ness of the domestic markets in which the new enterprises grew, did 

not always permit full scale economies of modern production techniques. In 

some countries the scale of production was further decreased by the habit of 

licencing several firms to produce the same commodity. In Chile in 1964, 

about 20 different companies were assembling a grand total of no more than 

7, 600 automobiles. 1 In spite of the competitive conditions, price levels 

must have been kept very high, to cover the costs of this smallness in scale. 

In other countries, there was more concern about economies of scale. With 

only one or a few firms dominating in many markets, monopolistic situations 

arose, with the result that although cost levels might have been lower, prices 

remained high. 

1. See L Johnson: Problems of Import substitution. the Chilean automobile 
industry, Economic Development and Cultural Change, January 1967. 



76 

Industrialization was often regarded as a transitory nation-building process, 

which had to be passed through even if in the short run the investment alloca

tions did not stand up to an economic scrutiny. 1 Reported inefficiencies 

nurtured domestically behind shields of protection, were considerable. The 

small scale of operation, the absence of international competition, and the 

ability to charge domestic prices at almost any level, to cover the costs of 

production, resulted in several instances of negative value added. The first 

year cost of production of a certain type of diesel engines in India was 

$ 7, 300, as compared to the international price of$ 4, 550. But the import 

content of the Indian product, including the foreign personnel required to 

carry on production in India, was higher than the cost of importing the 

complete product, and the prospects for a fast decrease of the Indian production 

costs within a reasonable time period was small.
2 

Several oher instllces ci. mgative 

value added have been reported in Pakistan, Philippines and other countries. 3 

The high costs of production tended to reduce industrial profits. Consequently, 

the realiz.ed savings and investments generated within the industrial sector, 

remained below expectations. Foreign investors had few opportunities for 

expanding their investments, once the limited domestic demand for the good 

produced had been satisfied. The rate of investment was therefore further 

decreased by a tendency to repatriate profits abroad. 

~J""ts b~ih!tlie newly established industries were hardly feasible u~_Qer_ the p:re

v~ili~_~!_rcum~ta_~ces, in view of the ineffic!encies_ and high cost levels. Depen

de11c~ on imPQ.rts remained. b.ecause, to maintain capacity production, the indus

tries had to r~ly on E- heavy import flow of spare parts, replacement·m·achnery ard 

production inputs. In a recent study on import substitution, Henry Bruto~ 

concludes that "there is little evidence that even hints that the trade balance 

improves as a consequence of import substitution policiesi14 The industrial 

sector which emer.ged,. was thus rather far removed from the expectations 

of modernization, development, and national economic independence, which 

the policies favoring industry were thought to bring about. 

The policies pursued had spill-over effects on the rest of the economy as well. 

We have already noted that the domestic terms of trade were turned against 

agriculture. The same forces also made small scale industry less attractive 

1. D Paauw and J Fel: The political genesis of transition growth, op. cit. p. 2 
and 46. 

2. J Baranson: Manufacturing problems in India, Syracuse 1967, p. 83. 
3. See Little-Scitovsky-Scott, op. cit. p. 186. 
4. H Bruton: The import substitution strate of economic develo ment, 

Williams tenc1 , p. 2 • 



and profitable. The practice of subsidizing and rationing credit tended to widen 

the difference in interest rates on loans to the modern and to the traditional 

agricultural and small scale industry sector. Even if rationing had been neutral 

as between sectors, the small traditional units would have been at a dis

advantage, because of their inexperience in coping with the bureaucratic 

procedures in the administration of the economic controls, But, as we noted 

above, the rationing policy was not neutral. Instead it was consistently used 

to favor the large enterprises in the modern sector. The drain of the capital 

market which the industrial support implied, left smaller financial resources 

at the disposal of the traditional sector. And as these were mainly disbursed 

outside the officially controlled credit system, higher rates of interest could 

be used to equilibrate demand with the decreased supply. Discrimination against 

the traditional sector also applied to the rationed foreign exchange and to the 

provisions of various services, supplied by the government. 

Domestic prices of industrial goods were increased as a result of higher 

tariffs, inflation and the high costs in domestic production. The cost of produc

tion in the traditional sectors increased as a result. The decreased profitali.lity 

in agriculture slowed down its production expansion, particularly for the main 

foodgrains, to which p:rice controls usually applied. While in the mid 60- s 

aid shipments of wheat helped to maintain India's cereal price controls, 

there was a tendency among farmers to opt out of rice and wheat production 

into luxury commodities like grapes and oranges, which were not tied by price 

1 . 1 
regu atlons. 

The expansion of traditional small scale industries was also held back by the 

fa!t that these industries had to meet product competition from modern enter

prises in many fields. Aside from substituting for imports, the new industries 

also started to substitute for small scale industry products, like many food and 

drink articles, furniture, shoes, tobacco etc. 
2 

The coexistence and competi:icn, 

between the modern and traditional industries in a particular line of production 

could perhaps be illustrated :figure 3. 2. Even in the absence of discriminatory 

government policies, modern industrial firms are likely to have access to 

cheaper capital and ancillary services than traditional sector enterprises. The 

labor costs, on the other hand, will tend to be higher in the modern sector. 

This is mainly a result of differences in size and location as between the two 

sectors' enterprises. Suppose that for a given sum of money, traditional 

1. Own experience from discussions with individual farmers and with National 
Agricultural Cooperative Federation in India in 1965 and 1966. 

2. See for instance M Koga: Traditional and modern industries in India, The 
Developing Economies, September 1968. 
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industries can obtain 30% less capital and ancillary services, and 30% more 

labor than the modern industries. With physical quantities of capital and 

ancillary services on the vertical and labor on the horizontal axis, the equal 

expenditure line AC in the modern sector will correspond to BD in the 

traditional sector. Production will take place at points like P 1 and P Z' where 

the equal expenditure line of each sector is tangent to an isoquant. Production 

will tend to concentrate at P 1 in the modern ~edor if its equal expenditure 

line can reach a higher isoquant than that which can be reached with the same 

expenditure in the traditional sector, and vice versa. Note that to the left of 

the intersection of the two equal expenditure lines, modern methods will 

a~ways be economically superior, while to the right of the intersection the 

same will be true for traditional methods. The effects of a government policy 

to favor the modern sector through subsidies on capital and infrastructural 

service inputs, will change its equal expenditure line to A'C, which is tangent 

to a higher isoquant than AC. The repercussions on the traditional sector from 

this policy are negative, and have already been described. Its equal expenditure 

line will shift to B'D, which is tangent to a lower isoquant than BD. The new 

policy implies that the comparative advantage of traditional small scale 

industries will deci:ease in each product line. The policy change will make 

it advantageous to transfer the production of at least some items from 

traditional to modern enterprises. 

Figure 3.2 

K 

A' 
' ' ' ' A ' ' ' ' ' 
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B' ...... ...... ....... 
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The neat lines of figure 1 will obviously not be found in reality. The traditional 

sector may try to adapt itself to the new situation either through. a profit- or 

a wage squeeze, especially '!hen there are no alternative employment oppor

tunities for the factoTs involved. The main conclusions of the above argument, 

however, seem to be generally valid. The increased competition which 

arises from the industrialization policies, will hold back the expansion of the 

traditional sector. 
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On at least three counts, the policies pursued, have had clearly negative 

effects on development as we have defined it. First, both by making capital 

cheap in relation to labor, and by discriminating in favor of modern industry, 

the policies led to an increased overall capital intensity in the production 

methods used by the economy. But a high .capital intensity implies a 

smaller employment creation, because more capital will be needed for each 

job. Emerging evidence .of the magnitude of nnern.ployrii.ent in u-countries 
1, 

points to the increasing severity of the problem, which these countries 

face -in keeping their unskilled labor occupied. The industrialization policies _, 

thus appear to be a contributory cause to. this adverse trend. - ~ ·.:: 

Second, the same policies, by turning the domestic terms of trade against the 

traditional sector, have quite probably contributed to a more unequal income 

distribution. The well-to-do minority, dependent on the modern sector, has 

been the main beneficiary of the industrial promotion measures. This refers 

both to the capitalists, who could take advantage of the subsidized capital and 

foreign exchange, and to industrial workers, whose wages, already high by 

national standards, have been further boosted by social legislation. Time 

series data on income distribution are hardly available for u-countries. Demcnd · 

and consumption patterns can however be used as indirect evidence on what 

-happened to income distribution. After estimating income elasticities for food, 

with given income distribution and relative prices, Little et al
2 

study the 

factual availabilities and prices of food over time in some u-countries. They 

conclude that with unchanged income distribution, demand for food should have 

risen much faster over the period than it in fact did, and infer that the factual 

development results from a concentration of income gains to the upper income 

. layers, where food demand elasticity is lower. The very brisk demand expan

sion for a number of the import substituted consumer capital goods, provides 

a further indirect evidence that the income gains accrued predominantly to the 

high income earners, who can afford the purchase of items like refrige.rators, 

passenger cars etc • 

. A third adverse development effect relates to the excessive centralization of 

decision making. In the face of a complicated, overworked, and often 

impenetrable licence giving bureaucracy, little scope was left for new and 

independent entrepreneurial action outside the modern sector. Even if 

scattered local investment initiatives do not constitute an ideal allocation 

1. See for instance D Turnham-I Jaeger: The employment problem in less 
developed countries. AReview of evj.dence, OECD, Paris 197 L 

2. Little-Scitovsky-Scott, op. cit. p. 99-110. 
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pattern in any sense, they are usually better than no investment at all. Besides, 

they guarantee more flexibility and local adaptation in the overall investment 

effort. Much of this type of activity was depressed, with negative consequences 

on income and investment levels. 

We are now ready to summarize the effects of the industrialization policies on 

the three resource constraints. Most of these effects should be evident from 

what has already been said, and we can therefore be brief. We should not 

forget, however, that the policies explain only a part of the emerging defi

ciencies, and that the structural conditions are always at the base of the 

problem. 

The severity of the skill constraint can be explained to a considerable extent 

by the industrialization urge. Modern industry is a skill intensive activity! 

and the skills required are unrelated to the common availability of knowledge 

and experience in u-countries. Usually therefore, the new skill base had 

to be built up from near scratch. The skill constraint was further reinforced 

by the requirements of the central administrative apparatus, which had to be 

established to design and supervise the licensing, rationing and price control 

schemes. 

Several features in the industrialization policy help to explain the occurrence 

of the savings-investment constraint. Modern industries tend to be both skill

and capital intensive. Furtheron, if the institutional interest rate is decreased, 

demand for capital from those who have access to the credit market institutions, 

will rise both to expand investment, and to replace labor by capital. To the 

extent that the supply of savings is interest sensitive, it will tend to fall. Urban 

household savings can hardly have been encouraged by interest rates, which, 

over long periods, have been below the rates of inflation. If equilibrium 

prevailed before, an excess demand is therefore likely to emerge, when 

interest rates are cut. 

The exchange-constraint can be explained in very similar terms. By being 

foreign, the modern technologies of the industries set up, are not only capital

and skill- intensive, but also import intensive. Imports are needed both at the 

stage of establishment, and later, for spare parts, replacements, and 

1. Certain types of modern'i~d.ustries are skill saving in th~'s·ense .. tfu.'t 
they replace middle revel«management and supervisory· staff with ·capital. 
S.~~h indv.:~,z:.~e~ ;rpig¥,.b~ suita~le in circumstances _(lilt~ ~~~.aj:so.rn~
oil exporting countries), where middle level skills ·are particularly 
deficient,· but:capital is atJlply available. The qualified technicians 
required to handle the modern equipment will then ordinarily have to be 
supplied from abroad along with the machines. 
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servicing, and for components and other inputs required in the production 

process. The overvaluation of domestic currency contributes to the 

constraint, because it discourages exports, and tends to make imports 

profitable even where tariffs are high. 

Policy is obviously only one among a number of factors which shape the 

conditions in a country. In u-countries in particular, instruments of 

economic policy may have a somewhat more limited influence, in view of 

deficient communications, and absence of a widespread institutional net

work, through which they can be implemented. This would be particularly 

true for the traditional sector. It would therefore be presumptious to 

believe that changes in price, exchange rate or in industrial promotion 

policies could cure underemployment or other deep-seated structurally 

caused problems in the traditional sector in the short run. 

Policies and structural conditions are to some extent inter-dependent, 

however. The choice of a policy package in a country will always be 

influenced by the structural conditions which prevail there. But a consis

tent pursuit of a given set of policies over a period of time can also 

profoundly affect the structural conditions. The reason for taking up so 

much space in discussing u-countries "'policies, is that in contradistinction 

from the structural set-up, policies are much more amenable to change in 

a short span of time, and that aid may provide the necessary inducement for 

such a change. 

l A different set of policy measures, could have made the resource cons-

\it traints less compelling. With policies more geared towards mobilizing 

the abundant resources in u-countries like unskilled labor, promoting 

modern industrial technologies only when the products required could not 

be manufactured by the traditional small scale sector, and placing a 

greater emphasis on agriculture, whose import inputs are relatively low, 

the skill-, savings- and exchange constraints would not have assumed the 

proportions which they actually did in the post-war period. Apparently, 

the policies pursued, were based on an analysis of the development process, 

which took insufficient account of the disadvantages of excessive centraliza

tion of decision making, and of the insignificance of linkages between 

modern industries and the traditional sector, and which, by emphasizing 

economic growth, tended to disregard certain social aspects of national 

progress. 

\ 
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During the late 60-s, there have been signs of a policy change in many ~ 
u-countries. This change is the result of an increasing awareness of the 

ill-effects, economic and social, brought about by the excessive promotion of 

an inwardly oriented modern industry. Growing unemployment and inability 

to expand manufactured exports are one explanation to the urge for change. 

Another is the recent technological break-through in sub-tropical ~nd tropical 

cereals technology, which has made food production in many u-countries 

much more remunerative. The changes in policy, which are gradually taking 

place, include more emphasis on agricultural development, a greater concern 

with employment creation, and various attempts to favor the expansion of 

manufactured exports. Some effects are already discernible. Manufactured 

exports from u-countries, for instance, which grew annually by 12. 3% during 

1960-67, have been expanded by more than 21% per year in 1967-68 and 1968-69, 

increasing perceptibly u-countries'share in world manufactured exports.
1 

In 

spite of these changes, the main features of the industrialization policy padage 

continue to dominate the picture in most countries. 

It is instructive to study the role played by aid and by the commercial capital 

flows in the context of the policies pursued and the emerging resource cons

traints. The function of aid was predominantly seen as that of supporting the 

industrialization policies and filling in the bottlenecks, experienced by u

countries. This provides a rationale to the great number of experts, with 

experiences predominantly from i-countries, who were sent out on technical 

assistance missions, to overcome the u-countries' insufficiencies in modern 

skills. Project tied assistance was given to help in erecting the modern 

industrial structure, and to speed up the investment process by substituting 

aid capital for deficient domestic savings. The practice to finance the foreign 

exchange part only, of aid project expenditures was motivated by the 

increasing exchange scarcities in a great number of u-countries. The contri

bution of private capital transfers was also regarded as a support for the 

industrialization drive. Export credits were offered and taken, to overcome 

both the savings- and exchange constraints. Direct investment was seen as a 

measure to overcome the skills scarcities as well. While providing momentary 

relief for the acute resource constraints, aid and private foreign capital 

were not very effective in contributing to the solution of the uderlyqproblems • .,,, 

1. UNCT.A:D~R~view of International Trade and Deve1o;ement 1971, · ,~~.,,. 
TD/B/369/A;ad 1, p. 23'='z4~_rJ'i' .... ' -

. . . . . ""'."'" ..... ... 
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Rather, the foreign· support tended to institutionalize and reinforce the 

problems caused by the economic policies. This resulted from the contents 

and terms on which the foreign support was provided, but also, from the 

fact that the capital or commodity inflows relieved the immediate pressure 

for national mobilization and structural reform. 

Thus, both direct foreign investment and aid strengthened the predis

position of u-countries to choose modern, capital intensive production 

technologies. To the multinational firms the u-country markets are highly 

marginal, and usually not of a great importance in the overall whole. As a 

consequence, relatively little adaptation of production techniques will be 

undertaken when investing in u-countries. In many cases, such adaptation 

requires a considerable effort and outlay, which is not considered worth

while in the context of the firm's global operations.
1 

Foreign aid tied to 

purchases from the donor country will also have a tendency to favor 

excessively capital intensive methods, not the least because the donor 

country may not have more labor absorbing equipment to offer.2 Even if 

aid is untied by source of purchase, appraisals and pre-investment studies 

undertaken by engineers and technicians who are used to i-country 

standards and designs, will tend to have similar effects. 
3 

Furtheron, by tying a majority of the foreign resources provided to specific 

projects, aid and foreign capital help in overcoming the resource scarcities 

for establishing modern ventures, but usually leave to the u-country itself 

the increasing problem of obtaining enough foreign exchange to run them at 

full capacity. A number of countries, and notably India and Pakistan, have 

been experiencing increasing problems in utilizing the productive capacity 

installed, because this capacity is dependent on a continuous flow of imports, 

for, which foreign exchange is lacking. Increasing amounts of program aid 

have more recently been used as a way out of this predicament. 

The sizable shipments of surplus food to India, Pakistan and other countries, 

mainly under the US PL 480 law, enabled the recipient countries to continue 

the heavily industry-biased policies, and supported the governments' efforts 

to keep down agricultural prices, thereby helping to kill the incentives to 

ven w1 out a aptlng its pro uction processes, e m tinationa 1rm co 
a priori be expected, wherever possible, to locate the labor intensive 
part of its production in low income countries. The surprising result could 
therefore emerge, that multinational firms, operating in a u-country, have, 

'on average, a more labor-intensive production composition than domestic 
firms in the modern sector. 

2. l Little - T Scitovsky - M Scott, op. cit., p. 90. 
3. ·For a practical example of this see section 8. Z. 
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Finally, as is apparent from chapter 2, most of the resource inflow to 

u-countries has been either commercial or on a concessional loan basis, 

and has generated outflow obligations in the form of profit transfers, 

interest rate payments and loan amortizations. The value of foreign private 

investment assets in u-countries has grown by about 1 O"/o per year during 

the 60-s, that of medium and long term loans guaranteed by u-country 

governments by 14"/o. 
1 

Data are not available on the profit repatriation 

from private investments. Servicing charges on the loans considered here 

have grown by no less than 17"/o per year between 1958 and 1968. It has been 

estimated that the rate of growth of the debt service payments over the 

whole decade of the 60-s, has been about twice the rate of growth of 

export earnings ,of u-countries, and almost three times that of their 

combined gross domestic product, all expressed in current$ terms. 
2 

This means that loan servicing takes an increasing share of u-countries' 

export revenues. As the service burden grows, an increasing proportion 

of the gross foreign capital inflow has to be used to pay for interest and 

amortization. Service on DAG official loans only, constituted about 67% 

of gross lending in 1968. 
3 

During the 60-s a number of countries had to 

request for a rescheduling of their foreign debt, because they did not feel 

capable to meet the obligations according to original terms. The aid 

indebtedness and the foreign owned investment assets, thus contribute to 

the severity of the exchange constraint. 

In summary, our discussion of development constraints has focussed on 

the inadequate availability of skills, savings and exchange, and their under

lying causes, e. g. structural conditions and policies in u-countries, an 

inappropriate practice in the transfer of resources from rich nations, and 

. the fast mounting debt obligations. 

To what extent has aid been effective in resolving these problems? How can 

its development impact be measured? What can be done to improve the 

development productivity of aid? These are some of the questions to which 

we turn in the following chapter. 

1. Pearson Report, Praeger, New York 1969, p. 72, 375 and 376. 
2. IBRD Annual Report 1970, p. 50. 
3. IBRD Annual Report 1970, and DAG 1970 Review, p. 179. For a broader 

discussion of the increasing debt problem, see for instance M Radetzki: 
Will the development debts ever be repaid? Skandinaviska Banken 
Quarterly Review 1971 :4. · 

i 
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The evaluation of aid' s impact on development is a highly complicated 

matter, which can be tackled from different angles, and at varyl.ng levels 

of aggregation and sophistication. There does not exist today any set 

doctrine as to how the aid assessment tasks should be tackled. With 

increasing volumes of aid, donors find it more and more important to 

clarify and to quantify the effects resulting from aid. As a consequence, a 

continuously growing flow of studies of varying quality emerges from the 

multilateral assistance bodies and bilateral donor organizations, but also 

from independent research institutions in various countries. 

Among the more ambitious contributions to the evaluation of aid, are the 

IBRD' s ex post assessments of many of the projects, in which the Bank had 

invested its money. 1 The project is usually at the center of the Bank's 

evaluation. The OECD too, has undertaken project evaluation studies of 

its own assistance endeavors.2 In addition, the OECD Secretariat has 

sometimes been commissioned to evaluate project activities carried on by 

other donor organizations. 3 The US AID' s Spring Reviews frequent! y deal 

with the impact of US assistance to a particular sector in recipient 

countries. 4 More general evaluation studies of the overall technical assis

tance endeavors of two donors, namely Israel and Australia, have been 

published5, while a general study of the effectiveness of UK's technical 

1. A collection of IBRD s excellent ex post evaluation studies is presented 
in J A King: Economic Development Projects and their Appraisal, 
John Hopkins, Baltimore, 1967. Also see H G Van der Tak and Jan de 
Weille: Reappraisal of a Road Project in Iran, World Bank Occasional 
Paper No. 7, Washington DC 1969, or Manning and Ela: An economic 
Evaluation of Irrigation Rehabilitation Projects in Mexico, EC-180, 
September 1971. 

2. See the series: OECD Technical Assistance Evaluation Studies. The 
first in the series is entitled Regional Project of Kosovo-Metohija, 
Yugoslavia, OECD, Paris, 19't>8. 

3. See for instance OECD' s evaluation of the Nordic Projects in Africa: 
Evaluation of the Nordic Tan an ika Pro ·ect at Kibaha in Tanzania, 
Paris, February 19 9, and Evaluation o the Nordic Project or o
operative Assistance to Kenya, Paris, Aprit 19b'9, T>otti stencifs. 

4. See for instance: The effect of AID supported intermediate credit 
institutions on overall development, PPG/Evaluation Staff, AID, 
July 1969. 

5. M E Kreinin: Israel and Africa, A study in technical cooperation, 
Praeger, New York 1964, and AH Boxer: Experts in Asia: An 
Enquiry into Australian techni'cal a·ssistance, Canberra 1969. 
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assistance is u~derway. 1 
The development impact of policy influence 

exerted by the aid from IBRD and AID in Latin America, has been 

investigated in a recent publication. 
2 

The UN has attempted an assess

ment at the overall recipient country level, of all its assistance endeavors, 
:; . 3 

in Equador, Iran , and a few other countries. Another impressive evalua-

tion study at the overall recipient level is that of Neil Jacoby, on the 

impact of US aid to Taiwan. 
4 

The list of titles provided here, is far from 

complete, and should merely be seen as an illustration of some of the 

possible approaches to the evaluation of aid. 

In part II of this .book we intend to study the development impact of 

Sweden's overall -aid at the national level of individual recipient countries. 

We will find in our deliberations, however, that few definite conclusions 

can be reached at this level of aggregation, and that therefore the macro

approach has to be combined with project evaluation studies at the micro

level. 

In' this chapter, we will use the findings and conclusions from many of the 

studies enumerated above, in an attempt to outline some methods, whereby 

aid' s development impact could be assessed. Thus, the following section 

will discuss various approaches and problems in evaluating the effects of 

aid at the overall national level in recipient countries. A dinstinction is 

drawn between what I call bulk aid and innovation aid, and I attempt to 

define and describe the specific characteristics of the latter. The next 

two sections are devoted to discussing different aid evaluation methods 

at the micro-level. In section 4. 5, finally, I outline a few areas, where 

innovative aid efforts could have a particularly high development impact. 

4.·z The macro-level assessment of the impact of aid 

The analysis of this sub-section will be based on available statistics of 

income, investment and growth in u- countries. I will try to approximate 

the role that aid plays in the progress of the underdeveloped world, by 

makin use of some alternative, highly simplified and crude economic 
1.. See A ¥acbea:r:i - K Morton: A note on.factors a e;ctmg e e e,::t1veness 

of technical assistance, Institute of Development Studies, Suasex, 
·Bulletin; •January 1971. · 

Z. Evaluation of UN Programs in Equador, E 4598, December 1968, and 
valuation of UN Pro rams in Iran, E 4626, March 1969. 

3. T Hayter: Aid as imperia ism, e 1can, London 1971. 
4. :tJ Jacoby: US Aid to Taiwan, Praeger, New York, 1966. 
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tools. Most of what will be said, refers to the relation between aid and 

growth, rather than between aid and development. 

The main data sources to the figures presented here, are materials from 

OECD, UNCTAD and IBRD. There is a slight and unimportant difference 

in the definition of u- countries in that OECD includes Greece and Spain 

in the group, while the others don't. Data on the Communist u- countries 

of China, North Korea, North Vietnam and Cuba are not included. The 

aid figures presented are the official flows based on OECD- s statistics, as 
elaborated in chapter 2, and related to flows from DAG-countries only. All 
the data must be taken as very rough and tentative. Individual u-counby 
statistics of GNP, investment and other macro-variables are inherently 

unreliable. International aggregates of such figures will naturally be 

still more uncertain. 

Total GNP in u- countries according to UNG TAD, was $ 365 billion in 1970. 

The population was about 1. 7 billion in the same year. This renders a per 

capita GNP of$ 215. Gross investment ratios in u- countries in the late 

60' s have been estimated by the IBRD at about 19 %. This would corres

pond to a total investment in 1970 of $ 70 billion, or around $ 40 per 

capita. 

According to OECD' s statistics, the total official resource flow from DAG 

countries in 1970 amounted to $ 8. 0 billion. This corresponds to 2. 2 % of 

total u- country GNP, 11 % of total gross investment, and $ 4. 70 per capita. 

Our conclusions in section 2. 3 suggest that the amount of pure aid, e. g. 

the grant equivalent of this transfer, valued at competitive international 

prices, was about 30 % less •. Disbursed pure aid in 1970 was then no 

more than$ 5. 6 billion, corresponding to 1. 5 % of GNP in recipient 

countries, 8 % of gross investment, and about$ 3. 30 per capita. Since 

pure aid is a measure of the sacrifice undertaken by the donors, it may be 

appropriate to study what aggregate achievements could reasonably be 

expected from this sacrifice. The exclusion of credits on commercial 

terms and private investments in the following macro-level computations, 

in no way denies the existence of positive development effects, resulting 

from such transactions. 

I will not attempt, in this context, to refine the data, by comparing fiime 

series of investment, variations in aid and growth figures over the period 

covered, or by working with lags of various magnitudes. The weakness 

and low reliability of statistical data from u-countries, considerably 

diminish the usefulness of such refinements. Besides, my present 
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ambition is only to obtain a very rough measure of the plausible proportion 

of growth that could be attributed to the aid flow, by using the simplest 

p~ssible approaches. For this, the available data may be acceptable. Let 

us, however, not forget that the inter-relations are extremely complicated, 

and that we are disregarding many of the inherent conceptual and methodo

logical problems. The very simplest would be to start out from a Harrod

Domar approach, where the entire GNP growth is explained by the level 

of gross investment. Between 1960 and 1970, the yearly GNP growth in 

u-countries has been estimated by UNCTAD at 5. 1 %. With gross invest

ment at 19 % of GNP, the gross incremental capital output ratio (IGOR), 

will be 3. 7 {19/5. 1). Postulating the same gross IGOR for the aid 

resources as for the foreign commercial and the domestically generated 

part of the inveatment effort, pure aid would account for some 8 % of the 

total growth rate, or about O. 4 % per year. 

This estimate is likely to overemphasize the role of aid capital for at 

least two reasons. First, we assume here that whatever the cause to 

growth, should be ascribed to capital formation. This would be correct 

only in so far as capital is the effective cons~raint to growth. In reality, 

however, a number of the u-countries included in our aggregate, are 

likely to be constrained by other factors than capital. Second, it should be 

clear that far f~om all aid is used for productive investment. Some assis

tance is given with the specific purpose of consumption, e. g. food ship

ments. 1 There are also indications that foreign resources, intended for 

investment, sometimes substitute for domestic savings and investment 

efforts. 2 An OECD study of 53 countries suggests that as investment is a 

rather stable magnitude, it is not surprising that foreign capital inflows 

will substitute for domestic savings. A relatively high negative correlation 

between the foreign capital inflow in % of GNP, and the average savings 

rate {-0. 73) is given as a supporting evidence. 
3 

1. Increased food consumption can undoubtedly improve productivity in 
poor countries, and thus raise the GNP level. See for instance 
G Myrdal: Asian Drama, Pantheon, New York 1968, or S Kuznets: 
Modern Economic Growth, Yale University Press, New Haven 1966, 
p. 429. D Turnham and I Jaeger provide more specific instances of 
this interrelation in The employment problem in less developed 
countries, a review of evidence, OECD, Paris 1971, eh. 4. Higher 

· food consumption also implies improved nutrition standards, and thus 
contributes to development as we have defined it. 

2. See N H Leff: The Brazilian Capital Goods Industry 1929-64, Cambridge, 
Mass. 1968, or K Areskoug: External public borrowing, its role in 
@conomic development, Praeger, New York, 1969. 

3. OECD: Interrelations among performance indicators, DAC/BA(69)8, 
September,f 969. 
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In another crude attempt we might try to distinguish between the contribu

tion of investments and of other production factors to growth. We could 

then start out from a simple Cobb-Douglas production function, and derive 

the role of investments in growth from the output elasticity of capital and 

the rate of expansion of the capital stock. Kuznets has estimated that the 

gross output elasticity of capital has changed in the now industrialized 

countries from around O. 75 to about. O. 25 during the last 200 years. 1. Some 

empirical studies compiled by Hollis Chenery
2
, confirm -the latter figure 

for i-countries, but suggest that for u-countries today the gross output 

elasticity of capital is rather close to O. 5. Conjecturing that the yearly 

growth of the capital stock is around 4 % 3, the contribution of capital to 

GNP growth will be some 2 % per year (0. 5. 4). Since pure aid constitutes 

about 8 % of the overall investment volume, its contribution to the yearly 

GNP growth, calculated in this way 
4
, would be between O. 1 and O. 2 % 

per year. 

These results correspond to a net real rate of return on pure aid of around 

10 %. The $ 5. 6 billion supplied from abroad would then add$ 560 million 

to NNP. Their contribution to GNP, incorporating an 8 % allowance for 

capital consumption, would be$ 610 million, or again between O. 1 and 

O. 2 % of u-countries' entire GNP. 

1. S Kuznets: Modern Economic Growth, op. cit, p. 180. 
2. Time series estimates of sources of rowth: Less develo ed versus 

advanced countries. Compiled by Hollis C enery, Harvar nivers1ty, 
March 1970, stencil. 

3. The growth of the capital stock can be calculated on the basis of the 
following reasonable premises: Say_ that capital replacements account 
for about 40 % of gross investment, which equals 8 % of GNP. Assume 
further that the overall net capital/ output ratio is around 3. (These 
two assumptions follow closely a set of estimates for low-income 
countries, presented by Kuznets. See Modern Economic Growth, p. 406 
and 427). The size of the capital stock can now be obtained from the 
relation K/NNP = 3. NNP in 1970 would be 92 % of GNP, or$ 335 
billion. This renders a total capital stock of about $ 1, OOO billion in 
the u-countries considered. With net investments around$ 40 billion 
(some 60 % of$ 70 billion), the growth rate of the capital stock will be 
about 4 %. 

4. Assuming that the proportion of aid devoted to reinvestment is the same 
as the reinvestment share in overall gross investment. 
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It should be underlined that the Cobb-Douglas approach, which was 

originally designed for i-country applications, is based on a n!!Ulber of 

restrictive assumptions, which don't hold in reality even in -i-countries, 

and much less still in underdeveloped conditions. The figures just derived 

are likely to underestimate the impact of foreign _assistance. This is 

because one of the assumptions underlying the analysis has been that the 

production factors employed along with the additional capital, have alter

native, equally productive employment opportunities. This, of course, 

does not generally hold in u- countries. To the extent that the capital, 

skills and foreign exchange, contained in aid, activate underutilized labor 

and land in the recipient country, their contribution to the national product 

will be higher. 
1 

w·e will not continue with further refinements along the formal paths out

lined here. The measures presented should have clarified that if aid is 

regarded merely as investment capital, its contribution to growth will be 

rather small~' 

Since long, aid has been presented to alectorates in donor countries as a 

crucial prerequisite for growth in recipient countries. The latest expres

sion for this is the Pearson Report. Thus, it is claimed that aid is not 

merely an addition to capital, but a catalytic input, activating dormant 

domestic resources. A key role attributed to aid is in helping to over

come the foreign exchange bottleneck, which limits the amount of 

possible investment, due to economy's dependence on imports of capital 

goods. Technical assistance is supposed to widen the recipient country's 

capacity constraints in the field of management and administration skills, 

to initiate valuable training programs and create lacking institutions, to 

improve the efficiency of industrial and agricultural production, by intro

ducing suitable efficient technologies, and suggest activities which can 

make use of hitherto unutilized resources in the recipient country. Financ

ial assistance, likewise, is said to be directed to infrastructural sectors 

with insufficient capacity i>r a reasonably balanced growth, or to build up 

ind'1stries, which will attract workers from the subsistence sector, where 

labor productivity is notoriously low. Furthermore, donors sometimes use 

program aid as an inducement or a bribe, to discard development 

hampering economic policies, which may be entrenched in domestic 

vested interests in the recipient country, while their advisors design more 

1. ·see also the discussion on private versus social profitability in section 
4. 3 in this chapter. 
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dynamic strategies for that country's development. In the absence of such 

purposeful aid efforts, less labor could be absorbed in the labor force, 

and labor's productivity, as well as the productivity of the domestic part 

of investment would be lower. The conclusions drawn by aid donors, suggest 

that aid plays a key role as a cause to development and growth, and that its 

contribution to the growth rate is likely to be considerably higher than that 

derived from the- measurements discussed above, since it depends also on 

aid 's qualitative features, and not merely on its quantity. These are all 

crucial claims, which must be carefully examined in macro-evaluation 

exercises of aid. 

If what has been said above is true, and aid does play a crucial role in 

the growth of recipient countries, it ought to be possible to find a stron~\ 
positive correlation between the aid inflows and GNP growth rates. The 

attempts undertaken, however, have not been able to reveal any such 

correlation. Using a 40 country sample, the IBRD
1 

finds no significant 

correlation in the 1960-65 GNP growth figures, and the same period's inflow 

of official capital and guaranteed export credits. More in line with the con

cept of aid used here, the OECD Secretariat undertook a correlation of 

GNP growth and "net official flows of resources" for 53 countries during 

the period 1963-66
2

. Again, no significant correlation was found. 
3 

A somewhat different attempt is that of Chenery
4

, who picked out 31 u

countries, with growth rates significantly above the average, and classed 

them into 4 categories, according to the particular features of their growth 

patterns. These were: 1. high primary exports, 2. low external dependence, 

3. moderate capital inflow, and 4. high aid. The "high aid" group, which is 

defined as having a particularly high ratio of deficit in the Balance of 

Payments current account to total gross investment {from about 30% and 

upwards), consists of 8 countries, whose average GNP growth between 

1960 and 1967 was between 6. 4 and 9. 4%, as compared with 5. 0% for all 

u-countries. "Aid", as defined here by Chenery, is very different from 

the concept we have developed. What the figures show is simply that some 

countries have been successful in transforming a high foreign capital inflow 

into growth, but they don't indicate, whether other countries, which have 

1. IBRD: Es;A._JM,JWS: Growth, 1'.rade and the Balance of Payments in the Develop
ing Countries l<J60-65, IBRD Staff Paper, March 1968. 

2. OECD: Interrelations among Performance Indicators, DAC/BA{69)8, 
September 1969, Stencil, p. 12. 

3. Also note K. B. Griffin - J. L. Enos: Foreign assistance objectives and 
consequences, Economic Development and Cultural Change, April J ?70. 
The authors derive a weak ne~ativc corrol;ition between ~rowth and 
foreign capital inflows for a J4roup of Latin American countrios. 

4. Barbara Ward, editor: The Widening Gap, Columbia University Press, 
New York 1971, chapter 1. 
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also had big capital inflows we~e less successful in this respect, nor do 

they show the specific effects of the concessional transfers. 

It is unlikely that more meaningful results would emerge from a correla

tion of pure aid, as defined in chapter 2, and growth rates in u-countries. 

The difficulty in obtaining a strong correlation between growth rates and 

resource flows, certainly has a number of explanations. First, conditions 

vary considerably between countries with regard to labor availabilities, 

natural resources, economic policies, etc., all of which affect growth 

rates. Second, the effects of aid on GNP are difficult to catch, since they 

will emerge with a lag, and will be spread over several years. Third, it 

can be contended that the role of aid as a catalyst, claimed by many donors, 

is greatly exaggerated. We will develop this contention in the following 

several paragraphs. But if the predominant function of aid is merely to 

add to investment capital, its effect on growth is bound to be a small frac

tion of the total growth rate, as suggested by the calculations carried out 

above. So small magnitudes would hardly be noticeable in the wide inter

country differences of growth rates, even if the countries were classed 

according to their natural conditions, investment rates, or similar. It 

should finally be mentioned that a significant correlation, if found, would 

not prove the growth generation effects of aid. It could equally well result 

from the common donor attempts to maximize the productivity of their aid 

resources by allocating them to "success countries". 

When we study the actual aid practice, it is fairly clear that aid in a 

world-wide context cannot possibly be the well-directed, properly con

ceived, dynamizing development input, which it is claimed to be by many 

donors. The entire section 2. 3 was devoted to a criticism of the deficiencies 

in current aid flows. In summary, the competition among donors results in 

a lack of coordination of aid endeavors, geographically and sector-wise in 

recipient countries. The intricate and highly diverse aid donor bureaucra

cies tend to occupy far too high a proportion of the scarce administrative 

resources of the countries receiving aid. A combination of donors 'self-: 

interest and lack of imagination also decreases the development impact of 

aid. Sometimes it even gives a clearly counter-developmental orientation 

to pa,rts of the aid effort. The short tenure and occasionally questionable 

quality of personnel involved in the execution of aid, frequently results in 

routine problem solutions, based on i-country experiences, with no testing 

of their appropriateness for the quite different circumstances of the 

recipient country. 
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In view of all these deficiencies, the claim that overall world aid is a 

catalytic input, without which growth would be considerably slower, cannot 

be accepted on its face value, and remains to be proved by much closer 

scrutinies on a country-by-country or donor-by-donor basis. The spec;ific 

questions to be asked in a guality examination of this type, emerge from the 

donors' claims of the excellence of aid. The following ought to be included: 

~ig_i:i~~_shstance really direct~d towards relieving t_~_e l'eci~ 

country's resource constraints? Is it provided _in_a -~orm which will help 
- ---- ,. ------- -- - ------

ln-o;~~~~~ing these constraints ~;~;~-longer period of time? Are -the aid 

resources efficiently used, and suitably combined with domestic inputs in 

bringing about the specific objectives pursued? Are the aid endeavors repe

titive in the sense than they replace existing activities, or do they venture 

into fields with important and largely unsatisfied requirements? What is 

the quality and relevance of the knowledge and experience transferred with 

the aid personnel? ,Poes aid cont~ibute to a more smoothly functioning_market 

~y~-!~m or do~s it reinforce the market- and price-distortions existing in 

the recipient country? How well conceived are the technologies, policies 
--------
and institutions introduced and promoted by the aid effort for the circum-

stances prevailing in the recipient country? Aro they creatins;( economic;: 

and so:iCl._!~?lC:!~!~~·- or do they help in the int•e:ration of the country's 

political, social and economic structure? 

When undertaking such a scrutiny of overall aid, it is also essential to 

try to determine what would happen to growth or to development in the 

absence of the aid flow, rather than to add up the effects of all the aid

supported endeavors. Unless their own domestic, commercial, strategic or 

political interests guide them otherwise, aid donors have a tendency to 

concentrate their assistance on "attractive" ventures, with a relatively 

certain economic outcome, and preferably with a high contribution to GNP 

growth. This is because such a project selection is generally thought to 

be preferred by the public opinions in donor countries, while it is 

simultaneously easily accepted by the planners of the aid receiving country, 

in view of the risk that alternatively the concessional resources might be 

transferred elsewhere. 

The result of this is that aid tends to be concentrated to the modern, more 

efficient sector of society. Aid resources are more commonly used to 

support large, modern industries, than to augment cottage industry produc

tion. In the transport sector, we will probably find a higher aid involvement 

\ 
\ 

I 
\ 

( 

( 

f 
' 

\ 



95 

in developing trunk roads, and expanding truck freight, than in opening· 

up the back country with the help of feeder roads or investment in ox-carts. 

In agriculture, the tendency is to assist the marketed rather than the sub

sistence part of production. This lopsided aid allocation obviously does not 

prove that aid resources are inherently more efficient than the domestic 

ones. Rather, it reflects the fact that aid donors in a sense have the first 

choice in selecting areas of activity. With aid, the recipient country is 

enabled to concentrate its own resources on other matters. If aid were not 

available, the order of priorities for domestic resource use would quite 

certainly be changed, but many ventures which are now aid supported, 

would be materialized even in the absence of international assistanee. The 

conclusion is that the effects of aid would probably be smaller than the 

summation of the effects of all individual aid endeavors. 

i Figure 4. 1 

____ ... ___ _. ________ ! 

0 A B c 
Let us illustrate what has just been said, with the help of a set of highly 

simplifying assumptions. Say that the development plan of country U requires 

a volume of investments, QC, over a given period of time, to enable the 

country to grow at a desired rate.Infigure4. l, these investments have been 

rariked according to their rate of return, i. taken as a proxy for each 

venture 's contribution to GNP growth, to form the descending line, GD. 

Suppose now that country U can generate on its own, through savings, export 

income and attraction of foreign investment, an amount of investible resources 

equal to OB, and that donors provide an aid volume equal to BC. Following 

the practice described above, the donors of aid will tend to concentrate their 

support to ventures with high rates of return, that is the ones between 0 and 

A. Does this mean that the productivity of aid will be higher than that of the 

other development resources? In the absence of aid, the best course for 

country U to follow, would be to concentrate its efforts on the projects between 

0 and B. This means . that the marginal contribution of the aid resources is 

only BCDE, with smaller average rates of return, than those from the 

other resources. 

The situation will be different, however, if we assume that on the average, 

the import input requirement into investments is 50%, and that country U 



suffers from an exchange bottleneck. Suppose, for instance, that the 

ex-ante savings potential is QC, but investment is restrained to OB by 

insufficient exchange availability. An inflow of program aid, equal to 
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1/2 BC in the form of untied exchange resources, will now be sufficient 

to enable the country to undertake the whole planned development effort, 

and aid will on average have a very high productivity, through its activa

tion of domestic savings resources, which could not otherwise have been 

used for investment. 

This graphical illustration may be purposeful as a warning against an 

uncritical over-valuation of the growth- or development-effects of aid. It 

is far too rough a tool, on the other hand, to be used in practical assess

ments of the overall effects of aid in a recipient country. This is due to 

several reasons. First of all, the national development plans, although in 

general considerably improved over the past decade, are still so unprecise 

in a majorityof countries, that they could not be presented anywhere near 

the neat form of figure 4.1. Secorxi, even if the theoretical GD schedule could 

be constructed, it is highly uncertain to what extent u-countries would be 

able to move around their own resources between various purposes, along 

with the short-run variations in the amounts and allocations of aid. 

Political pressures of diverse types, earmarked taxes, and forceful 

independent ministries are likely to restrict very severely the flexibility 

in use of domestic development resources. Third, it should be noted that 

the plans, and their underlying development strategies have frequently been 

heavily influenced by the donors. 
1 

This influence might express itself in 

high and inflexible foreign exchange requirements in the plan execution. 

To the extent that this donor influence is an important cause to the u

country's exchange scarcity, it would seem somewhat out of place to 

attribute a high growth effect to aid, just because it overcomes a constraint 

which it has itself helped to create. It is, finally, only in unusµal cases, 

that aid is provided in the form of untied foreign exchange programe support. 

If the aid-supplied exchange is tied to purchases in the donor country, or 

to specific projects, it is not at all certain that the recipient country's 

exchange constraint will be relieved. 
2 

These are some of the considera

tions, which have to be kept in view, when assessing the impact of aid 

in a recipient country's progress. 

1. See discussion in section 2. 3. 

2. See discussion in chapter 6 on Kenya's and Tanzania's constraints. 
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Innovation aid versus bulk aid 

At this juncture it might be useful to introduce the distinction between 

what I have chos.en to call innovation aid - and bulk aid. The difference bet

ween the two, as I see it, is that bulk aid provides additional resources 

for known activities in the recipient country. Innovation aid, on the other 

hand, contributes something new, which for various reasons could not 

have been accomplished without aid support. I can think of three different 

cases, where aid plays this crucial role. The first is when the aid venture 

results in some completely new concept, product or process, which had 

been unknown before. The second is when aid provides a resource which 

was not unknown, but for some reasons difficult to obtain. The third is 

when the resource provided is neither original nor difficult to obtain, but 

where the decision makers in the recipient country were ignorant of its 

existence, or consequences. 

It will not be easy to draw a clear- cut line distinguishing the two types of 

aid. A number of assistance activities, although predominantly of the bulk 

variety, will have some innovative features embodied in them. Perhaps a 

somewhat more formal approach might be helpful in clarifying the 

distinction. 

It will then be ne.ces sary to become specific about the definition of develop .. 

ment, by assigning weights to the eight development variables, presented 

iii chapter 3. Let the objective function, Q, be the development level, 

defined by an aggregation of the quantifiable and comparable levels in 

consumption, health, education, employment, etc., called xi' expressed as: 

{1) Q = Q(x1 •••••••• xn). 

The maximization of the objective function (1) is constrained in three ways .. 

First, the domestically generated resources required for reaching impro

ved levels in health conditions, employment, etc., are limited. This is 

expressed in the set of inequalities 

g 1 (x1 • • • · • • 

'(2) 

x . 
n' p 1 • ••••••• 

. '. ( 
wliich show that for instance the requirement of resource 1, say, foreign 

exchange, needed to reach the xi' s expressed in the "development produc

ti()n function" g 1, must not be greater than R 1, the availability of that 
. hi, 
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resource. Note, however, that the domestic availability of foreign ex

change in this case, is itself a function of a number of parameters, the 

y.'s, characterizing the country, e. g. its poverty, its- colonial heritage, 
1 

and its social and political structure. Note also that the y. 's themselves 
1 

depend on both the level and the rate of development, whereby the system 

becomes inter-dependent. This means that the set of functions (2) has not 

been reduced as far as mathematically feasible. I have chosen the present 

formulation because it is illustrative in explicitly bringing out the common

ly observed resource constraints, R., like savings, exchange or skills, 
1 

and is thus useful for the following exposition, where we distinguish 

between the roles of various forms of aid. Also, further mathematical 

refinements are not necessary, since I do not intend to solve the system. 

The second constraint arises out of the government's desire to pose cer

tain restrictions on the policies which it pursues, e. g. to put a maximum 

on the number of foreigners in the country's administration, to require 

that industrial expansion is faster than agricultural growth, to promote 

capital intensive methods by an unwillingness to increase interest rates 

above a certain level, to restrict the development of higher educational 

facilities until universal primary education has been attained, etc. Ad

herence to a specific policy may constrain the attainable level of develop

ment by preventing or limiting activities with a considerable development 

impact, or by necessitating the use of activities which have especially 

intensive requirements of scarce resources. In terms of our model, the 

policies P., determine the level of the "development production functions" 
1 

g 1-gs, and thus constitute a constraint on the value of the x.' s, which can 

be reached by given resource inputs R .• Thereby they also limit the 
1 

attainable level of Q. The whole system of "development production func-

tions" is shifted, when a development hampering policy is relaxed. As a 

result it becomes possible to reach a higher level of Q. 

The third constraint results from a limited knowledge of technology, T, 

which determines the "development production functions" g 1 -gs in much 

the same way as policies. When more appropriate technological choices 

are made available, the "development production functions" can again be 

shifted, and a higher level or. Q be attained with an unchanged level of 

resource inputs. 

The reader should note that the term "development production function" as 

used here, incorporates economic, social as well as political inter-
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relations, and is therefore a much wider concept than what is commonly 

understood by the term "production function" in economic analysis. 

I have preferred a static formulation of the model, in order to ensure a 

greater simplicity in exposition. But it is naturally understood that we 

should be equally concerned with the future levels attained by the system. 

Thus, a more realistic formulation of the objective function (1), for 

instance, would also have to take the growth of the x' s over time into 

account. 

The model can now be used for a broad definition of areas, where aid can 

play an important role in overcoming the constraints. 

1. The most common use of aid is to expand the domestic resource base of 

u-countries by adding to the R-s, through provision of skills, capital, 

foreign exchange etc. 

2. Instead of simply adding to the scarce resources, aid can be used to 

effect the y- s themselves, e. g., the structural, social and political 

conditions, as distinct from policies, on which the resource constraints 

are dependent. For example, to help in weakening the savings cons

traints, aid can be used for expanding the banking network in the 

country-side, as a measure to generate more domestic savings. 

3. There could be a role for aid to clarify the effects of the policies, P., 
1 

on the "development production functions" g 1-gs, and thereby on the 

maximization of Q. This may induce the recipient government to change 

its policies, so as to decrease the constraining effects generated by 

policy. 

4. Finally, aid can be used with the specific purpose of providing new 

insights into T, the development production techniques in their widest 

sense, again with the aim at changing the "development production 

functions" g 1 -gs. 

Aid of category 1 would then always be of the bulk variety, while that of 

category 4 would belong to the innovative kind. It is more difficult to 

classify unequivocally the assistance efforts of thet second and third 

categories. In general, their innovative nature would have to be tested 

by asking whether aid is indispensible in bringing about the changes or 

initiating the activities, and not merely substituting for domestic resources, 



100 

due to the insufficiency of the latter. 
1 

A few factual instances of innova

tion aid ventures might further clarify the contents of our concept. 

In the mid-50' s, birth control was a new, and not'widely accepted activity, 

uncommon in the development thinking of most u-country administrations. 

Except for one or two institutions with limited resources, nobody suppor

ted family planning aid. At that time, both the work intended at clari

fying to u- country governments the effects of slower population growth 

and the actual financing and execution of birth control programs, was 

innovation aid. Since then, most governments of u-countries have become 

convinced about the urge and economy of slowing down the population 

increase. Techniques for carrying out birth control programs are availa

ble from actual experiences of several countries. There is today nothing 

preventing a country from venturing into such activities on its own without 

aid support, by simply purchasing on commercial terms the foreign-made 

contraceptives and advice required. In a majority of cases, therefore, 

birth control has ceased to be innovation aid, and has instead become bulk 

. aid. 

A similar argument holds for comprehensive agricultural development 

programs, e. g. Ford Foundation's Intensive Agricultural Development 

Program in India, the Comilla Village Academy work in East Pakistan, or 

the more recent Swedish-supported CADU-project in Ethiopia. When first 

1. The model outlined here can also be used to give more precision to the 
aid as a catalyst term, which has been somewhat loosely used in the 
above discussion. Aid will have catalytic effects if some of the u
country' s resources, R., which were earlier redundant for technological 
or other reasons, can b

1
e activated with the help of aid. Innovation aid 

can have catalytic effects if it makes available to the recipient country 
a novel, and more labor intensive competitive production technology, 
which helps in absorbing underemployed labor. Bulk aid can also have 
catalytic effects, for instance when it is supplif?d in the form of capital 
which was so scarce before, that part of the labor force was unemployed. 
The catalytic effects of aid will be small or non- existent, on the other 
hand, if the aid transfer concerns resources which are not scarce in the 
recipient country {school teachers to India}, if assistance is provided 
for highly capital intensive equipment, which will not absorb, but rather 
increase the number of, the unemployed, or when aid' s absorption of 
the recipient country's scarce administrative resources is so large, 
that it results in a decrease, or a qualitative deterioration of the 
domestic part of the development effort (proliferation of aid-financed 
"high-level" seminars for public decision-makers from u-countries}. 
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introduced on the Indian sub- continent, this intensive and comprehensive 

rural development approach was clearly innovation aid, whose purpose 

was to provide a superior alternative to the then common peace-meal 

agricultural development approaches. Today, the working and results of 

comprehensive agricultural development programs are well-documented 

and well-known. Aid support for such ventures would therefore hardly be 

innovative any more. 

Help in breaking up international monopolies is another example of inno

vation aid. This can take many forms, for example provision of advice 

in negotiations with foreign investors, so as to obtain better terms to the 

host country or help in locating alternative sources for otherwise mono

polized and inaccessible supplies of capital goods or technology. 

Development of technologies or products suitable for the conditions of 

u-countries must also be referred to the innovation aid category. The 

work from which the new high-yielding wheat and rice varieties emerged, 

is a case in point. An interesting question is to what extent the aid work 

put into the green revolution after the development of the new seeds 

should be regarded as innovation or bulk qid. In the definition above I 

included into innovation aid the dissemination of new, development-related 

concepts, of which u-countries were ignorant. Thus, the propaganda 

around the green revolution was a clear case of innovation aid. But now 

that the new seeds are both known and accepted, further work for their 

spread and use would hardly warrant inclusion in the innovation aid 

category. 

National development planning has now become an accepted feature in 

most u-countries. Support for drawing up a conventional development plan, 

showing the interrelations between efforts and expected achievements at 

the national level, would hardly qualify as innovation aid any longer. But 

if the expert support consists of an innovation in the planning technique, 

or a novel development strategy, it should be classified as innovation aid. 

An instance of this is ILO- s interesting approach in making employment 

a goal superior to GNP-growth, in designing labor-intensive development 

strategies for Columbia and Ceylon. 1 Likewise, an assistance effort to 

persuade the uninformed government in a highly underdeveloped country of 

thecusefulness of development planning itself, should be considered 

ihnovation aid too. 
1. Towards full employment, a program for Columbia, ILO, Geneva 1970, 

and Matching employment opportunities and expectations, a program 
;of action for Ceylon, ILO, Geneva 1971. 

·' 
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Innovation aid could naturally also be misdirected. In fact, its novel and 

relatively untested nature implies a high degree of unpredictability in 

application. The concept of highly capitalized, large-scale groundnut 

plantations in Tanzania, was certainly original, but proved to be an utter 

failure. Similarly, advice on untried economic policy directions does not 

guarantee a successful development outcome. 

The reason for the amount of attention devoted to the somewhat unprecise 

distinction between innovation- and bulk aid, is its great importance in 

assessing the development impact of foreign assistance. Bulk aid will, 

in principle, permit an increase in the development level, Q, without 

changing the form of the "development production functions" g 1-gs. The 

role of innovation aid, on the other hand, will consist in increasing the 

development level by changing these functions. In the latter case, the 

impact may be completely out of ordinary proportions in relation to the 

aid input. Consider for example the effects of the innovative introduction 

of the high-yielding wheat and rice seeds in South Asia. With the new agri

cultural technology, all inputs into agriculture suddenly became more 

productive than before. A number of the "development production functions" 

were shifted so as to permit the attainment of a higher level of the 

objective function Q. 

It might be possible to design more or less general rules for measuring 

the effects of bulk aid. In the case of innovation aid, on the other hand, 

general rules will not do. A complete assessment of the overall impact 

of aid, would therefore first require an identification of the innovative 

elements in the aid program studied, and second, a detailed analysis, 

tailormade for the circumstances at hand, clarifying how. and to what 

extent the innovations contribute to development. 

An overwhelming part of all foreign assistance rendered in recent years 

has been of the bulk variety. In my opinion, aid could play a far more 

development promoting role, by redirecting part of its resources into 

"Schumpeterian" innovations, aimed at reformulating the current input

output relationships in development work. Such reformulations would be 

particularly important, since once a more suitable "development produc

tion function" has been brought into use, it is likely that bulk aid too will 

become more productive. In the last section of this chapter we will again 

take up the thread pursued here, by pointing to specific areas of activity, 

where aid could play .an important innovating role. 



We have mainly dealt with aid in a world-wide context in this section. 

But the approaches and arguments can be equally applied in studies of 

individual recipient countries. One such attempted application will be 

undertaken in chapter 7. 
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We have found our subject difficult to tackle, even when the problem was 

simplified to the inter-relations between aid and growth, rather than bet

ween aid and development. If aid is merely regarded as an addition to 

recipient countries' investment capital, its effect on growth will be 

rather small, as the numerical measures in the beginning of our exposi

tion suggest. This reflects the limited availability of pure aid. 

The evaluation of aid's impact on development at the macro-level is still 

more intricate, and its outcome could hardly be expected to provide defi

nite, quantitative results. One could conjecture that the contribution of 

world aid to the development process during the past decades has been less 

important than its contribution to growth. This is because during the 1950's 

and 1960 's, growth of GNP was taken as the overriding objective for aid. 

The various social factors which form part of our development definition, 

have only recently been brought into the center of aid discussion. In earlier 

years, and to a high extent still today, changes in the social conditions 

are usually considered as byproducts rather than as the essential results 

from international assistance. With the interest so concentrated on growth, 

it seems reasonable to assume that the effects of aid have been more signi

ficant on the incr.ease of GNP than on the other variables in our development 

definition. 

we· have not been able to verify the claim that aid plays an important role 

as a catalyst, activating dormant domestic resources in u-countries, and 

that therefore its contribution to growth or to development is much higher 

than its share of investment resources would imply. Neither have we been 

able to refute this claim. However, the inability to find a positive correla

tion between aid and growth, the many inefficiencies in the present practice 

of transferring assistance, and the smallness of innovation aid, suggest 

that'the claim is somewhat doubtful. 

Opr,inability to reach definite results in the attempted macro-assessments 

of aid' s role, strongly point to the importance of combining the macro

evaluation with an alternative approach, which could bring us some addi

tional insights into the problem. Evaluation of aid at the micro-level, to 

which we now turn, might help us somewhat further in dissolving the corn-
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plexities of the problem in our hand. The inconclusiveness of the attempted 

macro-asse~!ments should not induce us into discarding the macro-level 

~pproach. F~r, whatever the advantages of the micro-level analysis, 

it will never p:tovide us with. the overall perspective, without 

which it is impossible to judge whether an individual aid project, no 

matter how good within the micro-horizon, will fit into the overall whole. 

A combination.of the two approaches, therefore, appears to be indispensable. 

4. 3 Aid evaluation at the micro-level 

The ultimate objective of aid evaluation at the micro-level is to determine 

each project's contribution to development, so as to get a basis for the 

selection of projects to be supported. Ideally, where a comprehensive 

development plan exists and is in use, there should not be any need to 

evaluate individual projects separately. The usefulness of the projects 

contained in the plan, has already been judged in the plan preparations. 

The complete plan must also provide a time dimension, indicating the 

sequence in which its various parts should be executed. All this being 

given, no further choice between activities is required, and the necessity 

and importance of every project can be taken as granted, by its inclusion 

in the plan. 

In practice, the situation is different. Although most u-countries have now 

adopted development planning as a tool for speeding up development, the 

plans are far from the ideal, comprehensive development instrument, 

referred to above. The difficulties in the preparation and execution of 

national plans can perhaps be summarized as lack of information, in

sufficient foresight and inadequate instruments for control. The result is 

that many development plans in u-countries are not much more than a 

collection of anticipated activities in the public and private sector, sometimes 

spiced by the planning ministry's wishful thinking, where insufficient con

sideration has been devoted to the development implications of the l!'hole, 

and where in any case, the ex post outcome is likely to differ very con

siderably from the plan, both in contents and in magnitude. In some cases, 

the plan may not even pretend to have development as its primary goal. 

Military adventurism, or maintenance of power for a small oligarchy, 

both aspects with which aid donors may find it difficult to associate, can 

for instance heavily influence the direction of the planned effort. 

In these circumstances, there is more than sufficient cause for aid donors 

not to take the plan's preferences and goals for granted, but to be concerned 

about the usefulness of the specific projects which they intend to support. \ 
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Although there i.s much confusion in the vocabulary, it is possible to 

discern in current linguistic usage, the distinction between evaluation and 

appraisal. Appraisal usually refers to a scrutiny of the value and useful

ness of a project at the planning stage, before the activity has been 

initiated. A similar investigation is called evaluation, if it takes place 

after the activities have s1arted, or when they have been completed. In the 

context of this study, there is no particular reason in maintaining a dis

tinction between the two. In what follows, the expression evaluation will 

be used irrespective of when in the project cycle it is undertaken. 

Evaluation of development effects from projects is complicated. If a 

proper analysis is to be made, the evaluation endeavor is bound to· be 

somewhat cumbersome. This is probably one explanation to the rather 

limited work done in this field so far. It is somewhat pathetic to find that 

in a discussion of the productivity and usefulness of public sector activi

ties in Sweden, the practical example provided, refers to Swedish family 

planning endeavor.s in u-countries. 1 In the next section I will outline the 

methodology which I propose to use in the case studies to be presented in 

chapter 8. In the remaining part of this section we will deal with some of 

the alternative approaches which are now currently used in evaluating 

aid projects. The order of presentation will be according to their ascend

ing level of relevance to development. 

Some evaluation endeavors capitulate at a very early level, and don't 

proceed much beyond a scrutiny of the administrative efficiency, with which 

a project is ru~. This does not carry us very far in assessing the value 

of the activity in terms of contributions to development. At the next level 

of sophistication, evaluation is centered on scrutinizing the quantitative 

achievements of a project. Number of students enrolled or examined, kilo

meters of road built, amount of electricity generated or increases in 

agricultural production, are compared either with pre-determined targets, 

or with the costs incurred. A number of question marks immediately pose 

themselves, regarding the validity of evaluating in this way. For example, 

the predetermined targets could have been wrongly forecast. Alternatively~ 

the targets are no longer relevant, due to some changes external to the 

project. More efficient technologies in electricity generation, or the green 

1. Forvaltningsrevision i staten. Riksrevisionsverket, Sodert~lje, Sweden. 
1970, p. 82 .. 

2 .·. This is how I would de scribe OECD' s "Evaluation of the Nordic Pro1ect 
-·for Cooperative Assistance to Kenya", Paris, April 1969, stencil. A ter 

a brief, and somewhat inconclusive discussion of the role of cooperation 
tn the Kenyan economy. the study centers its attention on the administra
tive efficiency of the venture. 
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revolution, would alter substantially the quantitative output expectations 

in these two fields. Secondly, the activity of individual projects must be 

seen in relation to what is going on in general in the country. In other 

words: Is there a development need for the particular output provided? 

Training in the history of art, or English literature may be considered 

valuable by those receiving the training. But 100 more graduates in these 

subjects will have little to contribute to development, unless their training 

has linkage with and can support other development activities in the country. 

Thirdly, and somewhat related to the previous point, there is the question of 

how to determine the value of the output, to be compared to the cost of 

resources used. Quantitative data alone don't provide a ready reply to this 

point. 

Many of those involved in development work would like to see the answer to 

the last query in an analysis of the profitability, expected, or achieved, of 

a given venture. This would automatically furnish the values to be allotted 

both to the inputs used, and the outputs of the project. It is obvious that 

profitability tests precede all private foreign investment involvements. 

Similarly, international investment banks, dependent on the confidence of 

private financial centres, put a heavy emphasis on profitability evaluation 

of projects in which they are involved. 

Private profitability is probably a reasonable short-term measure of the 

recipient's ability to service and repay the loans received. Likewise, in 

most cases it would be an acceptable indicator of the gain to society from the 

project, if the conditions are not too far removed from competitive equili

brium. 

But in most u-countries, the economic reality could in no way be described 

either as competitive or as equilibrium. The subject has been dealt with 

at length in chapter 3. In summary, monopoly or oligopoly situations are 

common in u-countries. This partly results from a combination of econo

mies of scale in many lines of production and distribution, and the small

ness of most u-country economies. The smallness of the economy also 

leads to non-marginal effects, when larger development projects are ini

tiated. A majority of u-countries suffer from severe unemployment, which 

is aggravated by undeveloped information and communication channels. 

Interest and exchange sates are pegged by the government at too low levels 

in many cases. This results in rationing, which commonly favors the big 

and established institutions. Use of quantitative controls in the field of 

investment and imports is likely to have a similar effect. Under these 

conditions, private profits are a very deficient guide to the social usefulness 
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of various activities. It should also be noted that to obtain a private profita

bility figure at all, it is necessary that there is somebody prepared to pay 

for the output. In the case of public goods, therefore, it is often difficult to 

establish any private profitability measure at all. 

One way to come to grips with the deficiencies of private profitability is 

to replace it with the social rate of return or the benefit/cost ratio, of the 

venture considered. The analysis required to obtain the social rate of 

return is akin to the calculations through which private profitability is 

derived, and the easiest way to understanding it, might be to examine the 

differences between the two. In what follows, we will work through a 

numerical example which might help clarifying some of the issues involved. 

It should be underlined that our example is entirely hypothetical. 

Consider first the private profitability measure. A private investor will 

choose activities with the highest expected profit ratio, e. g., the present 

value of net profits over the pre sent value of invested capital, both dis

counted by the market rate of interest. In development projects like roads, 

schools and hospitals, where no ordinary sales take place, the corres

pondent to private profitability will have to be derived by postulating a 

social value, e. g. the amount that society would be prepared to pay, in 

order to obtain the goods and services supplied by the project considered. 

To simplify, we assume that the entire investment takes place in the 

beginning of the period under review, and that it results in a flow of 

unchanged yearly profits. In judging an activity, it will then be sufficient 

to compare one year's profits with the original investment. This simpl~

fying assumption will be removed later on .. Fixed prices and perfect fore

sight are also assumed. 

Suppose that the private investor can choose between the alternative shoe 

production ventures, each involving an investment expenditure of 200, 10 % 
of which is worn out, and has to be replaced each year. Account Ml shows 

the expected yearly profit estimates from investing in a modern, capital 

intensive venture. Account Tl shows the results from a corresponding 

investment in a traditional, and far more labor intensive outfit. We need 

not be specific about the technique and organization adopted in the tradi

tional venture. It could, for l.nstance be based on handicraft production, 

carried out in the homes of the workers, but with input supplies and 

marketing centrally organized. 
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Private profit and loss accounts 

Modern Venture 
Account Ml 

Traditional Venture 
Account TI 

1. Purchase 20 
2. Wages· 20 
3. Interest paid 20 
4. De pre cia tion 20 
5. Profit tax 20 
6. Net profit 20 

12'0 

7. Sales 120 1. Purchase 
2. Wages 
3. Interest paid 
4. Depreciation 
5. Profit tax 
6. Net profit 

40 
50 
30 
20 

0 
10 

rso 

7. Sales 

Ceteris paribus, the private investor will prefer the modern venture, since 

this ensures a net profit (item 6) of 10 o/o on the capital he has invested, 

in comparison with only 5 % in the traditional venture. 

Assume alternatively, that the modern and traditional sectors are dichoto

mized, so that investors do not operate simultaneously in both, and that 

the market rate of interest on borrowed capital is considerably higher in 

the traditional sector, say 15 %, in comparison with 5 % in the modern 

sector. These assumptions resemble the real conditions in many u

countries. In such a situation, it is likely that the modern venture will 

be established, since its private rate of return on capital invested, 10 % 
considerably exceeds the rate of interest on borrowed capital. The tradi

tional venture, however, will probably not be set up, since the tradi

tional sector expectations of the privat~ rate of return on capital would not 

be lower than 15 o/o, while an investment in the venture offers no more 

than 5 %. 

The private rate of return is usually considered a deficient measure of 

society's benefit from a project. The deficiencies result from taxes, 

marked imperfections and externalities. 
1 

The latter two usually carry a 

heavier influence in underdeveloped economies. This adds to the importance 

of social profitability calculations in u- countries. To obtain the social 

rate of return, we can start out from item 6 in accounts Ml and Tl, but 

have to adjust the calculations as follows: 

1. The market prices may not reflect the real scarcities of inputs and 

outputs. Shadow prices have to be used instead in the valuation of the 

investment expenditure, and of items 1, 2, 3 and 7, in both accounts, 

150 

to derive the social profit. In theory, one could think of a perfect set of 

shadow prices obtained, for instance, from a solution of the macro-economic 

1. I. M. D. Little and J. A. Mirrlees: Manual of industrial pro je et analysis 

in developing countries, Vol. II, OECD, Paris, 1969, p. 20-21. 
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programming model presented in section 4. 2. The model would provide 

not only a set of prices, reflecting the real scarcities of all factors and 

products, but also the optimal investment allocation pattern, given the 

preferences, and available resources. 
1 

There would therefore be no need 

to scrutinize individual projects. 

In practice, such an exercise becomes meaningless, in view of the real 

world complications, and much more pedestrian methods have to be used. 

What we search is the approximate alternative cost to society from the 

ventures' resource use. The most common price adjustment concerns the 

inputs, and in particular the labor input. If unemployment is a severe 

problem, the labor force would not be able to secure alternative work, 

except perhaps at lower wages than those offered in the two activities. 

The shadow wage will therefore be lower. If, as a result of economic 

policies, the prices of capital and foreign exchange have been distorted 

and dichotomized as between sectors, we should search for their equilibrium 

levels, and adjust accordingly the two ventures 'interest costs (item 3), 

and outlays for purchased inputs (item 1), insofar as these have been 

imported. Frequently, the black market prices of rationed inputs give a 

fair approximation of the shadow price. As a rule, it is therefore not 

difficult to decide on the direction of the shadow price adjustment, but 

its precise magnitude is much harder to determine. 

2. Tax payments, which constitute a cost in private profit accounting 

should not be deducted in the social profit calculations, because they are 

not a cost from society's point of view. We have assumed ~that the 

venture in the traditional sector is not liable to any taxes. In the modern 

venture, however, item 5 should be deleted. If indirect purchase taxes are 

induded in, for instance, item 1, such taxes should also be excluded in 

calculating the venture 's social input costs. 

It may be instructive to pause now, and to reformulate the profit and loss 

accounts on the basis of the adjustments undertaken so far. We start with 

the modern sector venture. Say that item 1 consists of imported goods, 

on which a purchase tax of 5 has been imposed. The purchase cost, 

exclusive of tax is then 15. We estimate, however, that the shadow price 

of these imported items ought to be twice as high, in view of the overvalued 

curfency, and ensuing import licensing. The adjusted cost will then be 30, 

1. See 1. Adelman. F. Sparrow: Dynamic linear development planning, two 
case studies, AID stencil, June 22, 1966, for a practical attempt to apply 
this approach. '·.?· 

·-
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considerably higher than in the original account. The modern venture 

employs 10 workers, and its unit labor cost is 2. From available informa

tion on wage levels in agriculture, we estimate that an appropriate shadow 

wage level 
1 

should be no higher than 1. The wage costs therefore decrease 

to 10. The shadow interest rate should be set so as to create balance 

between the demand and supply for investible resources. The shadow rate 

will then correspond to the social rate of return obtained from the marginal, 

lea•t profitable venture which is undertaken. In practice, we may content 

ourselves with the rough conclusion that the modern sector interest rate 

is far too low, and conjecture that the shadow level might rather be some

where around 10%. The shadow interest payment in the modern venture 

will then double to 40. Item 5, profit tax, is naturally deleted. 

A similar recalculation of the traditional activity involves the following f 
changes. Purchase costs remain unaffected, because the goods bought are 

of domestic origin, and have not been taxed. The traditional venture employs 

40 workers at a unit labor cost of 1. 25. With a shadow wage of 1, the 

social labor cost decreases to 40. Similarly, actual interest payments at 

15%, have to be adjusted to the 10% shadow level, and will therefore 

decrease to 20. Before we study the new profit and loss accounts of the 

two ventures, it should be clarified that we 'have omitted the shadow price 

adjustments of item 7, the sales value, and of the original investment 

costs of the venture. The principles for these omitted adjustments are 

exactly the same as for the input reevaluations just undertaken. The reason 

for the omission is simply to shorten and simplify the argument. In what 

follows, we will assume that the unadjusted amounts of these two items 

do in fact reflect their real scarcity values. 

Profit and loss accounts exclusive of tax, and with adjustments for real 

scarcity input prices 

I. 
2. 
3. 
4. 
5. 
6. 

Modern venture 
Account M2 

Purchase 30 7. Sales 
Wages 10 
Interest paid 40 
Depreciation 20 
Profit tax 0 
Net profit zo 

uo 

120 

rn--

1. 
z. 
3. 
4. 
5. 
6. 

Traditional venture 
Account T2 

Purchase 40 7. 
Wages 40 
Interest paid 20 
Depreciation 20 
Profit tax 0 
Net profit 30 

TIO 

Sales 150 f 

The a<ijusted profit and loss accounts have turned around the attractive

ness of the two ventures. While the modern shoe factory gives a profit 

1. The shadow wage also takes into account the cost to society from 
increased consumption and consequently decreased investment, 
resulting from the employment earnings. 
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which is barely adequate to cover the l 0% shadow capital cost of invest

ment, the traditional shoe manufacturing now renders a 15% net profit, 

well above the real scarcity price of capital. 

The profit figures which emerge in the adjusted accounts, have a parti

cular significance, because they constitute the marginal contribution of 

the two ventures to the net national product at factor cost, that is to the 

resources available to the nation for consumption and net investment. This 

can easily be understood by considering what happens to NNP, if the 

ventures are not established. Our valuation of the inputs under items 1, 2 

and 3 implies that in an alternative use, their contribution to national product 

would remain unchanged. Depreciation does not contribute to consumption 

or net investment, and what remains, therefore, is item 6, the adjusted 

profit. The sum of items 4 and 6 is the contribution to GNP from each of 

the two ventures. It is useful to keep this link between the macro- and 

the micro-aspects of growth in mind. 

3. The third adjustment concerns the externalities brought about by the 

venture, which are neither included in the private profit calculations, nor 

taken care of in the adjustments which we have undertaken so far. In 

principle, the externalities should be incorporated in the social profit 

calculations of our accounts. Thus, if there is a damaging influence on 

the environment, this should be assessed, and added to the costs of the 

project which causes the damage. Likewise, if any of the ventures cannot 

internalize the full benefit from its labor training activities, because 

the trained workers move to other firms, this should be reflected in a 

higher social profit, by adding the value of the external benefit among the 

outputs, on the credit side in the social profit and loss account. The 

amount of externalities will also be determined by the extent and force of 

the forward and backward linkages of the venture considered, with the rest 

of the economy. 
1 

If the shoe manufacturing causes a fall in the price of 

shoes, or an increase in the price of leather (already taken into account in 

our input and output price calculations), this may in turn lead to a socially 

profitable expansion of tanneries or shoe marketing. These linkage effects 

would have been foreseen and incorporated in the perfect shadow prices of 

inputs and outputs emerging from a total and perfect ~Yna.mic macro-economic 

development model of the type briefly -referred to above, but a re not in our 

pedestrian shadow price calculation efforts. On a more down-to-earth level, 

linkage considerations ought to be a central issue in composing a national 

development plan. Choice of ventures incorporated in the plan would in 

such event automatically ensure sizable positive linkage effects. But the 

1. For a definition of linkages, and a discussion of their role in economic 
development, see A. Hirschman: The strategy of economic development, 
Yale University Press, New Haven 1958, chapter 6. 
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perfect dynamic macro-model does not exist. Neither can we be sure that 

the linkages have been sufficiently considered in the national plan. A 

proper social profitability calculation would therefore require an attempt at 

quantifying and incorporating these positive linkage effects among the 

outputs of the venture considered. In a sense, one could say that a quanti

fication of the linkages involves an attempt to foresee the future dynamic 

external consequences of the venture under scrutiny. 

In practice, it seems very difficult to reach agreement on the existence 

and importance of externalities, with the result that many of them are 

frequently disregarded in factual social profitability calculations of 

individual development ventures. 1 

To account for the uncertainty and lacking precision, the external effects 

could be presented in the form of wide ranges. But since our figures have 

only an illustrative purpose, and we wish to simplify as far as possible, 

we will present the external effects as unambiguous numbers. Assume, then, 

that the environmental damage «;an b.e Ya}.~.d..at 5 in our modern venture, 

but at 0 in the traditional undertaking. The positive external effect of 

labor training is again 5 in the modern venture, but 0 in the traditional 

one. The value of linkages, finally, is estimated at 10 in the modern 

venture, but at ZO in the traditional one. After incorporating these externa

lities into our profit and loss accounts, we are ready to calculate the 

social rate of return in each of the ventures. The calculation appears from 

the M3 and T3 accounts on the next page. 

Prcfit and loss accounts exclusive of tax, and with adjustment for real 

scarcity prices and externalities 

1. Purch.£<.se 
z. Wages 
3. InterE;:~,;t Fd<l 
4. Deprieciation 
5. Profit tc;.;.t: 
6. Envir::•nmental d;;.r.oa:.::e 

1 .• • 

7. Social profit 

Modern venture 
Account M3. 

30 8. Sales 
10 9. External value 
40 labor training 
20 10. External value 

0 linkages 
5 

30 
m 

120 
of 

5 
of 

10 

rrr 

1. This view is supported by the arguments forwarded in Little-Mirrlees, 
op. cit., chapter 16. For a specific example, see H Van der Tak and J. 
de Weille: Rea raisal of a Road Pro·ect in Iran, World Bank Occasional 
Staff Papers, no. 7, 1 , which is an ex post study, evaluating the 
society's returns from a trunk road project for which the Bank had lent 
money. Even though the study notes the nature of external effects created 
by the project, no<lMempt is made to calculate their magnitude. 

' 
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l. Purchase 
2. Wages 
3. Interest paid 
4. Depreciation 
5. Profit tax 
6. Social profit 

Traditional venture 
Account T3 

40 
40 
20 
20 

0 
50 

170 

7. Sales 
8. External value of 

linkages 

ll3 

150 

20 

In our example; the social rate of return would then amount to 30/200, or 

15% in the modern: venture, but 50/200, or 25% in the traditional venture. 

Both ventures appear worthwhile to undertake, since their social rate of 

return exceeds the shadow rate of interest, but the traditional one is 

preferable, in view of its higher social rate of return. It should be under-

lined that the examples presented in the profit and loss accounts have 

had a purely illustrative purpose, and are not intended to show that the 

social rate of return in traditional, labor intensive ventures will always 

be higher . than the corresponding private rate of return. 

Our initial simplifying assumption of all investments taking place initially 

and equal yearly profits thereafter, can now be relaxed. If net investments 

are spread over several years, and profits fluctuate, the social rate of 

return will be that interest rate which equates the combined present value 

of the yearly profits and the proceeds from the sale of the venture at the 

end of the period considered, with the present value of net investment costs. 

It is not equally easy to relax the more fundamental simplifying assumption 

about perfect foresight. To come to (T · • ps with the problems involved, we 

would have to appraise the degn ~~ and ranges of uncertainty of the various 

figures in each of the projects, and on that basis try to estimate the like

lihood for different levels of profitability to emerge. 
1 

It might be that 

the greater degree of uncertainty in the traditional sector would decrease 

the· relative attractiveness of the traditional venture . 

\\·'Having the data needed for calculating the social rate of return, we can 

\ easily obtain the social benefit/cost ratio, by using the shadow interest 

rate, when calculat:ing the present values. The benefit will then be the 

combined present value of the profits and of the proceeds from the sale of 

the venture in the termiral year.· The cost will be the present value of the 

net investment expenditures undertaken during the period. With the 

exception of very special cases, the social rate of return, and the benefit/ 

cost ratio will give the same ranking between different development 
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proJects. 

There remains the practical problem of how to induce private investors to 

engage themselves in projects, which have a high social rate of return, 

but whose private profitability is unattractive. We will not devote much 
' attention to this inducement problem, since our concern is not with pri~ 

vate investment, but with aid, and the donor who has the recipient 

country's development as his primary objective, has no reason to be con

cerned about private profitability considerations in his predispositions. 

The simplest way to induce private investors to undertake socially pro

fitable projects, would be by increasing foreign exchange prices and 

interest levels, or taxing the use of capital and exchange, while simul

taneously subsidizing labor costs, in an effort to make private profit 

estimates more similar to their social counterpart. 

Among the criteria discussed in this section, the social rate of return, 

or the social benefit/cost ratio of individual ventures at the micro-level, 

appear to come closest to the measure which we are seeking. Yet, it 

should be clear that the social rate of return calculations discussed above, 

provide a purely economic measure. If our objective is confined to 

growth, we need not continue the analysis, and can use the social rate of 

return derived so far, incorporating a venture 's internal and external con

tribution to economic growth, as our criterion for project ranking. 

Since our development definition includes several non-economic variables, 

we have to proceed one step further. In principle, we could continue to 

develop the accounts used hitherto, by incorporating positive or negative 

values for the non-economic effects of the project. Thus, we could estimate 

the two ventures 'effects on income distribution, quantify that effect in 

money terms, and add it to the credit or debit side, depending on whether 

we found it desirable or not in relation to our development goals. Likewise, 

we could evaluate tbe effects of the projects 'output on nutrition, and 

incorporate that too in the accounts. An alternative formal method of 

taking account of both economic and non-economic effects of a project has 

been suggested by Tinbergen through the formula 

P1z1+pzzz+P3z3+ .•.... 
R = -----"'!'--.....,~---ql y l +qz Y z +q3Y3 + •••... 

where the z 's express different social or economic advantages, like income 

produced, employment created, savings achieved, of the project considered, 

1. See A C Harberger: Survey of literature ~n cost-benefit analysis for 
industrial pr~ect evaluation, University of Chicago, for the special 
conditions un er which the ranking would differ. 
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th~ y"s the different kinds of disadvantages, while the p's and q's are 

the prices (weights) of the advantages and disadvantages respectively. 
. . . 1 

R may then be conceived of as a very broad-based social rate of return. 

I have not yet seen a practical application of such formal methods for the 

derivation of the broader social rate of return of real projects. This is 

probably because the quantification of the various non-economic factOrs, 

and the determination of their relative weights, present formidable diffi

culties, and can always be criticized for arbitrariness. My own pre

fer~nce is therefore to rely on a qualitative, non-formal, analysis, 

wh_erever clear-cut economic relationships cannot be established. The 

pr~posed procedure is presented in the following section. 

4. 4 The micro-level development effec.ts: a methodological discussion_ 

In this section I propose to outline a methodology which could be used to 

assess the development effects of individual projects. 
2 

The methodology 

should be useful for judging the value of aid projects as well as that of 

domestic ventures. The method proposed is akin to that of cost-benefit 

analysis, though without the claim at clear-cut quantification. In view of 

the difficulty to quantify many development effects, qualitative arguments 
:..· 

will frequently be used. The resulting assessment, will therefore tend to 

be subjective and, of necessity, unprecise. 

We can compare what happens in development projects to a production 

process, as illustrated in the figure below: 

Figure 4. 2 

inputs project outputs 

Optimally we should try to maximize the outputs from a given input, or 

alternatively minimize the inputs for a given volume of outputs. Expressed 

in simple terms, if we have two ventures, each requiring an input .value 

of roo, we will prefer the venture, whose direct and indirect outputs, 

e. g.- development effects, are larger. 

l\ Fh'_sJ~·jt is necessary to estimate the value of inputs. For the sake .of 

I simplicity, let us assume that aid is provided as a gift. If the contribution 

1. S,ee Bent Han.sen: Lectures in Economic Theory, Part II, Lund, Sweden, 
1lJb7 p. 115. 

2. l hkve received much inspiration for the contents of this section from 
9_. __ Dahlgren' s methodological study "Development Dimension~ A. Social 
C,9st Benefit A roach to Plannin and Evaluation of the ublie 
. ~ye opment proJec s, , evt or . oug ey are 
si~ilar in contents, Dahlgren 's and my approaches differ considerably 
t,n''methodology used. 
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is tied, and its value decreased tl).ereby, the value of inputs should be 

adjusted correspondingly. 

Second comes the identification of the development effects of the project, tl 
and an attempt at their quantification. This is where our analysis 

differs from the ordinary cost-benefit approach. For while in cost-benefit 

studies, each type of benefit is given a weight, and ~he sum total of 

benefits is presented as an aggregate value, our procedure will be to seek 

benefits in the form of changes in each of the variables included in our 

development definition, without attempts to convert them all into a common 

unit. 

To be more concrete, we shall study the effects of a specific, identified 

project. Let us assume that the aid donor agrees to construct and donate 

a factory to the National Agricultural Federation of the recipient country, 

in support of the country's agricultural development endeavors. Where 

and how do we search for the development effects of the project ? Our 

discussion will center on the various features of the venture, and we will 

study what effects each feature will have on the different development 

variables. The opposite approach, concentrating on one development variable 

at a time, would of course be equally appropriate. 

Production 

Production in the new factory is likely to increase employment and income 

in the country, and will thus contribute to a positive change in several of 

our development variables. The employment and income benefits will be 

greatest, if the enterprise can utilize hitherto unemployed labor. The 

employment effect will then simply be the entire labor force, and the whole 

income received will be added to GNP, and thus contribute to a positive 

change in per capita income. 
1 

The employment and income effects will 

also have social repercussions. Presumably, income distribution will 

become more even than before, when the employees were without income. 

If the factory undertakes a vocational training program, this will have to 

be credited as an educational development effect. 

U-countries suffer from severe under-utilization of labor. Suppose now, 

that to help in overcoming this problem, the aid-financed factory has been 

specially designed so as to utilize a much more labor-intensive technology 

than the production methods used in the sector upto now in the recipient 

1. In the rest of this section, no difference is made between total and per 
capita GNP, in view of the short time horizon within which this dis
cussion is carried out. 

\ 
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country {an aspect of innovation aid). If the new labor-intensive method is 

competitive, it may be adopted by other production units in the country, · 

whereby the employment repercussions from the original project could be 

very substantial. The ex ante quantification of this indirect effect will be 

next to impossible. Even ex post, it is likely to prove very difficult to map 

down the diffusion of the innovation, and to quantify its effect. 

Suppose alternatively, that instead of utilizing earlier unemployed labo~, 

the project requires certain skills with those who are to be employed and 

that such skilled labor is already employed elsewhere. To get these laborers 

the·factory has.to offer somewhat higher wages than their current earnings. 

The addition to income will now only be the difference between the 

lahorers 'new and old wages. No immediate additional employment is 

cr~~ted. The further effects will now depend on what happens with the old 

enterprises which employed the laborers earlier. If they employ new 

workers, the employment effect will be like in the previous case. Pre

sumably, the newly ~ployed in the old factories must be trained to obtain 

necessary skills. This, then, is ~n indirect, positive educational effect 

o~ our project. But it is also necessa.ry to take account of the negative 

counter-effect, caused by the involvement of the old enterprise in the 

training endeavor, since this is likely to decrease temporarily its output 

an~ profits. We could also envisage a situation where the old factory which 

lost its labor force, finds replacement so difficult or expensive, that it 

deCides to discontinue production. The employment, income, and various 

social effects of the aid project will in this case only be the difference bet

ween the new and old enterprise. The net effects could well be~negative. 

We have discussed so far mainly the direct effects on employm.e.n.t,_jncome, 

education. poyerty and diatribution. Obviously, in addition, there will be 

indirect effects on nutrition, health and education, as the newly employed 

woi:kers acquire purchasing power, and can better satisfy their needs in 

these fields. Employment multiplier effects might emerge too, as the new 

demand induces expanded production and investment activities in various 

fie~qi;. Supposedly, the improved economic condition.a will also give 

the v.ro.rkers greater possibilities to be politically and socially active, 
' . 

whi'.ch would thus contribute to more equality in a broader sense than the 

ecqJJQ~ic only. 

ThEfprQducts 

Fui-ther development effects will emerge as a result of the products manufac

tured by the aid financed project. Suppose the factory pr9duce s a superior 

~'!-.' ·..'. 
.1·' 
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chicken feed, and that for reasons of ignorance among farmers, or un

certainty about demand, no other chicken feed production exists in the 

country (innovation aid). This will supposedly improve economy of 

chicken breeding farmers, with ensuing consequences on the nutrition, 

health and educational standards of these farmers. The farmers may 

decide to use part of their income increase for productive investment in 

agriculture. This will augment their future income, as well as agricul

tural employment and output as a result. The effects on the poverty and 

income distribution aspects of development are more difficult to predict. 

They will depend on which group of farmers will benefit from the improved 

chicken breeding economy. If the large, well-established farmers are 

first in reaping the advantages, the result will probably be negative, as 

measured by our criteria, with a more uneven income distribution than 

before. But irrespective of which poultry producers benefit, the consumers 

will certainly be better off. Lower chicken prices will increase consump

tion with a consequent improvement in consumption standards. 

This is likely to have repercussions on the health standards, somewhat 

more indirectly on productivity and hence on production in general, and 

GNP, all of which will be positive development effects. But the poverty 

and equality consequences in this case too, are more difficult to 

generalize. They will depend on the extent to which, after the increase in 

production, chicken can be enjoyed by the majority of the population. If 

only the richest can afford its consumption, the development effects on 

these two counts could be negative. This would suggest that it is better to 

allocate aid resources on production of something else, which could be 

more broadly enjoyed by the recipient country's population. 

Suppose, alternatively, that the factory produces iron ploughs, not much 

superior to those supplied up to now by village smiths (bulk aid). One of 

the likely effects of such a factory is that it will put many of the smiths 

out of work, probably without adding to employment to the same degree. The 

effect on employment will consequently be negative. The size of this 

effect will depend on the extent to which the smiths can obtain other work, 

or be transferred to alternative occupations. If they cannot, the negative 

employment effect will weigh heavily against the venture. This is an 

obvious argument for concentrating aid to areas, where demand cannot 

easily be satisfied from existing domestic resources. 

Let us consider the consequences from production of yet a third case. Say 

that it is common among farmers to have kitchen gardens where they grow 

fruit. But the fruit season is brief, and as no preservation facilities exist, 
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rrH).st fruit is wasted. A plant for taking care of and processin~ the surplus 

fruit c;:ould have many positive development effects. Aside from the general 

employment, so.ci.al and income effects emanating from the establishment 

of Ji>roduction as discussed before, the farmers would get a new so~rce of 

income in selling the fruit to the factory,without having to put in additional 

wo):"k. The production of preserved fruit may perhaps be exported. T.his 

could be facilitated, if part of the donor's engagement is an under~king 

to provide export markets in his country. Now, the exchange earned can 

help in overcoming an existing exchange scarcity, and contribute to develop

ment by allowing additional imports of capital goods, with increase9 invest

ment and GNP growth as a consequence. 

Profits and taxes 

As-suming that the products are sold at market prices, the activities of 

the.enterprise, if run successfully, ought to result in profits, accruing to 

the owner, in this case the National Agricultural Federation in the 

recipient country. The profits will be another contribution to GNP, but this 

will not be their ol'l.ly development effect. Much will depend on how the 

profits are used. If they are spent on consolidation and further :investment 

in the enterprise, production will grow, and the original effects, positive 

and negative, will be expanded. The profits can be used for general 

agricultural promotion work. The effects. of such work would have to be 

determined after a close scrutiny of the specific activity. The leadership 

of the Federation could in an extreme case consist of representatives from 

the conservative landed aristocracy, with substantial social and economic 

vested interests in maintaining their privileged position. As a result of 

this', the decision on the use of profits could be such as to primarily 

fa-Vbr the landed aristocracy, with negative effects on the poverty and 

equality counts. An analogous argument can be applied on the part of 

profits which is taxed by the government. Here too, the development 

effects will depend on the way in whicli the government decides to spend 

its tax proceeds, which in turn is a reflexion of its development or.ientation. 

Decision making 

The previous paragraph brings into focus the importance of the political 

an~ ii;istitutional conditions in the recipient country, when planning aid so as 

to maximize development. If the National Agricultural Federation in a 

country is a progressive, development oriented institution, the best policy 

may be to hand over the project to it. But if in another country, it is not, 
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the donor will have to reconsider the issue of recipient institution. 

Perhaps it would be better in such a case, to propose that the Ministry 

of Agriculture handles the project? Alternatively, the donor might 

suggest to the recipient government that a completely new organization is 

set up, while simultaneously expressing his willingness to assist in its 

establishment. Or, if this is politically unpractical, perhaps the develop

ment of the country would be better promoted by an aid supported 

activity still closer to the small farmer, than the factory originally con

sidered? Direct agricultural extension on a pilot basis for instance? If, 

on the other hand, the government's development policies refle et conse r

va tis m and vested interests which don't ~lly well with our development 

definition, we might like to minimize the government's role in the 

venture. In our above example, the government came into the picture 

mainly as tax collector. The profits and taxes could be decreased by 

charging the farmers less for the products sold to . them, or paying them 

more for the supplies provided by them to the project. The main con

sideration in such a shift of income from the government to the farmer.;. 

customer of our enterprise is, in whose hands the income will generate 

most development. 

The various facets and directions of development will be highly dependent 

on who decides on resource use. With the ideals as expressed in our 

development definition, resources should be put into the hands of economical

ly sensible and socially responsible people. Obviously it is the national 

government which will decide in the majority of cases, in whose hands the 

responsibility for resource use should rest. But the aid donor too has 

some influence on these decisions, and he can use it for good as well as 

for bad purposes. Careful analysis on the part of the donor, on the con

sequences emerging from the stand he takes in such issues, could contri

bute to tipping the balance in the right direction, with ensuing better 

resource allocation, and higher development as result. 

Integration and linkages 

. The background conditions in the recipient country will also determine how 

well a specific aid project will be integrated into the society. The deg!.~e 

of integration will have a crucial inp\l~_?l5=c~·Q~.J!i~.9~Y.e}<?pment eJ(~c:.t~ 
,-...r__. .-..... -·--·..--·~ ... ~-----··-·-·-·-·~' __ ,,-. ,.,. " ., . . ,.,, ,,_.,... . . . - ... 

r~ulting frQ!!l~t!!.~'"P.!OJ~ct. The mining or plantation enclaves, almost 

completely isolated from the rest of the highly underdeveloped society, 

are common and well-known. Donors of aid have to guard against 

developments whereby the benefits of their aid stay with a small geographi

cal or social sector, without much repercusion on the rest of the 
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recipient country. Integration into the whole so.ciety can be expressed 

in different ways. Clark Reynolds in his description of the Chilean copper 

industry, sees increasing degrees of domestic expenditures and taxation 

as signs of higher integration of a foreign dominated enclave into the. 

domestic economy.. 
1 

Hirschman classifies industries in accordance with 

their backward- and forward-linkages, e .. g. their dependence on purchase 

of factors from other industries and sales of products to other industries 

in the country. 
2 

Such linkage will of course differ widely for a specific 

industry between countries. One could also think of non-economic inte

gr~~ion, e. g. the degree of political acceptance in a country of a 

particular activity. The political hostility towards US foreign investment in 

Soekarno 's Indonesia certainly limited the impact which these invest;. 

me.nts could otherwise have had. 

If the aid project purchases large quantities of domestic goods this will have 

repercussions on the producers of these goods. Production and employment 

will increase, and perhaps even new production units will be established. 

TP.e effects will be similar if the output from the aid project can be used as 

inpi.tt in later phaSf}$ of production, and gives rise to expanded activity at 

this level. A well integrated project which introduces new suitable techno

logy, is likely to disseminate knowledge of this technology and spread its 

use through the many contacts with the rest of the domestic economy. This 

would hardly result from an isolated enclave venture. 

We have given above instances of several types of linkages. The indirect 

development effects, resulting from them, will all have to be judged on 

their own merit. Obviously, the sum total of development effects from a 

project has greater chances of being larger, if we can add to the direct 

effects a great many induced and indirect ones. In general, therefore, the 

likelihood is that the development effects from projects which are well integra

ted in the recipient society, will be greater than otherwise. It should already 

be apparent from our comparison of private and social profitability in the 

previous section, however, that the indirect effects are much more difficult 

to identify and quantify than the direct ones. 

Our.methodological discussion has been limited to one type of assistance only, 

namely a production enterprise related to agriculture. Our discussion of 

the development effects from aid is therefore by no means exhaustive. But 

the :Vq,riation of conditions provided in the above examples should give at 

1. M Mamalkis - C Reynolds: Essays on the Chilean Economy, Holl'lewood, 
Ill. , 1965. 

2. A 6 ~irschman: The Strategy of Economic Development, Yale University 
P.Ji~Ss, New Haven, 1958. 
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least some suggestions on how to proceed in identifying development effects 

for different types of aid. More examples will be given in the case studies 

presented in a later chapter. 

The discussion should also have clarified how the development effects from 

similar projects will vary, depending on the conditions prevailing in the 

recipient country. To render optimal benefits, aid has to be tailor-made 

for each and every country and situation in which it is offered. 

The methodology outlined here has not been particularly helpful in indi

cating how to evaluate innovation aid projects ex ante in a systematic way. 

It seems as if the formulation of innovation aid ventures will have to 

continue mainly on the basis of informed hunches. The unpredictability of 

the effects of such aid will then also remain considerable. 

To what extent could the method suggested here be helpful in practical 

decisions of choice .between aid endeavors? My contention is that in dis

tinction from other methods of evaluation, the approach adopted here is 

broad enough to identify many effects of aid which would not be considered 

at all in available alternative evaluation methods. This refers for instance 

to the social and employment effects discussed above, or to the considera

tion of the suitability of different groups as decision makers. The present 

approach is directly related to development, and consequently a more useful 

tool for judging the contribution to development from the varying aid 

endeavors. 

4. 5 Some highly needed innovation aid 

The criticism of current aid in section 2. 3, has brought out some of the 

important inadequacies in present aid practice. In section 4. 2 in this 

chapter, we made the distinction between innovation and bulk aid, and 

suggested that it would be advantageous, if more resources could be spent 

on well-conceived innovation aid. In this section we will tie these two 

threads together, by pointing to areas where suitably designed innovation 

aid could push u-countries"' 0glovelo~nn:&tiens 11 upwards, and there

by help them to achieve a more efficient use of both domestic and foreign 

resources available for their development work. The suggestions will be 

gro:uped around two headings, namely technological and socio-economic. 
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We discussed in chapter 3 some of 'the reasons why capital intensive. 
' . 

production techniques are preferred in u-countries, and the unfavorable 

employment consequences which result from this preference. The over~ 

whelming dominance of the industrialized world with regard to research 

and technological innovations, 
1 

and its strong influence on the dev~lop
ment strategy choices of poor countries, provides one further explanation 

to ·their unduly capital intensive production methods. It seems as if u

countries were caught by the current i-country conceptions in various 

fields, and unable .to break loose on their own. Yet, the increasing labor 

redundancy, partly due to limited technological choices, strongly suggests 

tQ.3:~ specific solutions, tailor made to suit u-countries 'problems, would 

co~siderably ease their development difficulties, by enabling a fuller 

utilization of their labor endowment. Consequently, there is much in 

fav.or of the argument that aid resources should be utilized for the designa

tion of technologies especially suited for underdeveloped societies. For 

similar reasons, strong arguments can be advanced for using aid to 

finance product designs adapted to the extremely limited household budgets 

of a majority of u-countries 'inhabitants, and not available on the world 

ma.rket. We will first try to clarify the principles of the issue, and will 

subsequently indicate some areas in which aid could make a valuable con

tribution of this kind. 

We can start out from an extension of figure 3.1 inchapter.3,witha capital 

intensive technology, x, and a labor intensive one, y, which can both be 

use'd for the production of a commodity. The isoquants at x 1 and y 1 in 

figure 4.3 l::elo.v, indicate the requirements of capital and labor of the 

respective technologies, to produce a given quantity of the commodity. With 

coristant returns to scale, the equal production curve will have the shape 

x 1 BCy1. Fractor use along the BC segmel\t, which is tangent to both 

x 1 and y 1, will result from a simultaneous use of the two techniques. With · 

the factor price ratio given by the K
3

L
2 

line in the developed economy, only 

the x technology will be used there, with production at A, the tangent 

be~een isoquant x 1 and the price line . 

. ~ 

1 · ·H Singer claims that more than 95% of the world's research and development 
expenditures take place in i-countries." See his Dualism Revisited, 
A new approach to the problems of dual society in developing countries, 
J,ou,rnal of Development Studies, Oct:ober 1970. 
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Since technological innovation takes place almost entirely in i-countries, 

it is reasonable to expect that practically all improvements in production 

techniques will be concentrated to the x technology. 
1 

The successful 

technological improveµients can be summar_ized in the x 2 isoquant, showing 

the future factor requirements to obtain an unchanged production volume . . 
Production at this future time will take place at a point like E, the tangent 

between the new isoquant and the future price line, which is likely to be 

steeper in view of the tendency for labor prices to increase faster than the 

price of capital over the long run. 

In u-countries, however, labor is much cheaper, and its relative price 

is not likely to increase, in view of the widespread un- and underemploy

ment. The present and future factor price ratio is given by the K
2

L 4 line, 

and current production is most economically carried on at D, using ex

clusively the y technology. With the innovational process taking place in 

the x technology only, much can be said in favor of adopting the x techno

logy for all new investments, even if currently it happens to be less 

economical. This is readily apparent from the figure. Having adopted the 

x technology the investor can take advantage of the ongoing innovational 

changes, and will eventually be able to produce the quantity considered, 

with inputs a~ong -.,.x
2

. isoqu,ant. W_ith his factor price ratio remaining 

1. A Atkinson - J Stiglitz : A new view of technological change, Economic 
Journal, September 1969. 
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uiichanged, he will be able to produce at F, on the equal cost line K
1 

L 3 , 

parallel with, but lower, and therefore more economical than K 2 I.:.4 • With 

inrtovational activities concentrated to the x technology, there is also a 

probability that with time the efficiency of the y technology might deterio

ra~e absolutely as well, pushing factor requirements for a given produc

tion from the current y
1 

isoquant to a future one like Yz· This is because, 

on. the one hand, there is little likelihood that the technological progress 

ta~ing place in the x technique, would have positive spillovers on the y 

technique. Improvements are most often specific to particular produc

tian methods, 
1 

and the benefit of the concentrated innovation efforts will 

therefore accrue in its entirely to the x technology. With the declining 

relative economy and importance of the y technology, on the other hand, 

difficulties are likely to arise in obtaining service and spare parts for the 

capital equipment used, with lower capacity utilization, and higher 

ca_pital maintenance costs as a consequence. The relative and absolute 

deterioration will increasingly discourage switching the innovational 

effort to the y technology. 

A 'distinguishing feature of technological innovation work is that its 

potential impact iS extremely uncertain, and that it is subject to large 

external economies. Z An individual firm will therefore be hesitant 

t6 undertake a major effort to improve the y technology, particularly as it 

rria·y be difficult to protect the traditional technique improvement with 

patents, to internalize the benefit, if the firm is .successful. 

The preference for modern i-country technologies is not only economically 

motivated. A considerable prestige tends to surround the most modern, 

imported technology, and part of this prestige is commonly reflected upon 

those who have decided in favor of its introduction or are responsible for 

its management. 

All these dynamic considerations help to explain why both public and· 

private investors might frequently prefer the more capital-intensive 

modern i-country technology, when establishing production facilities in 

u- countries. 

1. A Atkinson and J Stiglitz, op. cit. 

2. MI Nadiri : Some approaches to the theory and measurement of 
total factor productivity, a survey, Journal of Economic Literature, 
December 1970. 

: ··,.'; 
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A similar argument can be applied to the product markets as well. The 

course of change in product assortment and design is determined by 

market tests in i-countries, and adapts to the demand patterns of well

to-do consumer groups in these countries. 1 The result is that the products 

get steadily more sophisticated, requiring elaborate servicing facilities, 

and satisfying exacting requirements of the prospe~ous i-country 

consumers and producers. The emerging products will then hardly be 

geared towards satisfying the needs of the poor population layers in u

countries, nor will they fit into their extremely limited household budgets. 

Meanwhile, demand for such products is boosted by an advertising system 
2 

concentrated to the modern sector. 

The state of things in technological improvement and in product change, 

described above, is by no means inevitable, however. The process of 

change would certainly proceed along a different route, if only the engineers 

and product designers were given other directives. But under the over

whelming dominance of the industrialized world, it would be necessary to 

provide special incentives, in order to alter the present course of events. 

Appropriately organized aid could play a crucial role in this context. We 

will discuss below in somewhat more concrete terms, the fields where 

suitable aid action could be introduced. 

On the production technology side, the aim of the aid financed ventures 

might be to help u-countries to overcome their capital- skills- and 

exchange bottlenecks, by improving the efficiency of more labor intensive 

techniques. Where two distinctly different techniques exist, like in our 

figure 3 above, the effort should primarily be aimed at moving the y 

isoquant in the southern or south-western direction. Where there is only 

one technology, like the x
1 

isoquant in figure 3, and there are no easy 

prospects for designing another and more labor intensive one, the effort 

ought to concentrate on moving the south-eastern portion of the existing 

isoquant in the southern or south-western direction. 

With our development definition, the development effects of such efforts 

to change technology, will depend inter alia on the product whose pro

duction technique is improved. In general, the effect of a more efficient 

production technique will be a lower price and consequently a higher con

sumption. To maximize the development impact of aid financed ventures 

aimed at changing production techniques, such efforts ought to be con

centrated on products which will somehow contribute to improved educa

tional, health, and nutrition standards, and which will also benefit the 

1. This ar$ument has been developed by S Hymer in The Efficiency (contra
dictions) of multinational corporations, Amlrican .Pl:onomic Review, May-70. 

Z. See Towards F\il Fnplaym;nt, A Program far Colarl>ia. ILO, On!\a 1970, ~ 11. 
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p.oo'rest layers.of the population in aid receiving countries. This>Nlill 

or'dinarily mean concentration on necessities, which are actually or 
co\iid be potent.ially included in the household budgets of low income 

pop:ulation layers. D.isregarding foreign trade, it will generally be mo·re 

development promoting to improve the production technique and thereby 

lower the production cost of rice and shoes, than of beef and television 

s~ts. The development impact of aid support to design products better 

suited to the conditions and consumption needs of the population majority 

in poor countries, will also depend on the ability of the new products. to 

affect positively the vital factors composing our development definition. 

Th~ decision to support technological change or ·new produ.ct development, 

will have to be pr~ceded in each case by an evaluation, where the required 

aid inputs are weighed against the prospects of higher employment and 

scarce resource savings, and agalnst the development effects from-.the in

creased consumption .or altered consumption pattern. A number of fields 

appear to offer promising prospects for aid action of this type. An 

investigation of the costs and development benefits of aid support for 

technological imprpvement or product development could advantageously 

conc.entrate on some of the areas which will now be outlined. 

The disadvantages experienced by u-countries from copying the school 

systems of i-countries are well documented. Yet, very little international 

aid effort seems to hav.e been devoted to designing an educational techno

logy suitable for a country, whose per capita GNP is below $ 200,. where 

45% of the people are aged under 15, and where the majority of the popula

tion is illiterate and spread in rural areas. Fast rising educational costs, 

spent on the minority in each age group, increasing unemployment among 

the educated, and high drop-out rates are only some signs of the uri

suitability of the rich countries 'educational system in these circumstances. 

Yet, aside from very scattered suggestions, such as Dumont's for agri

cul"~urally oriented village schools, 
1 

Myrdal 's for village-wide educa

tional efforts, without discrimination between ages
2

, or practical non

conventional attempts in a few countries, e. g. Pakistan
3 

or Tanzania, 

there is nothing but; the i-country solutions that the international edu·ca

tion ~xpert can refer to, when giving educational advice in u-countries • 

. . 
1. R Dumont: False Start in Africa, Sphere Books Ltd., London 1964, eh. 14. 
2. G Myrdal: Asicin Drama, Pantheon, New York 1968, p. 1691. 
3. -See R Asberg: Planering for utbildning i u-land, Studentlitteratur, Lund, 

: $wecien, 1970, eh. 9 on Functional Literacy Education. . 
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Not even UNESCO 's Institute for Educational Planning seems to have any 

comprehensive proposals to offer, other than that the current systems 

will prove unfeasible in the longer run
1

. Many universities in i-countries 

support u-countries 'higher educational efforts under contracts with their 

national aid agencies. Not much independent thi:iiking on innovation in 

education technology has been reported from this work, probably because 

all efforts are devoted to carrying on and improving within the present 

system. In recent years it has been fashionable to refer to television 

satellites as a device whereby mass education in u-countries could be 

brought about. This seems to be yet another example of the overwhelming 

influence of the industrialized world technology, which is transferred to 

u-countries without a proper analysis of its suitability or implications. 

The claim that television education is in fact capital saving, by diminishing 

the investments involved in teacher training, has not been proved. 

Certainly, it is not likely to apply to the increasing number of u-countries, 

which experience problems with growing unemployment among secondary 

school leavers, since the investment in additional training required to make 

a primary school teacher out of the unemployed secondary school 

graduate, cannot be very large. Furthermore, experiences from the use 

of television in instruction in i-countries, suggest that it is efficient in 

assisting the teacher, not in replacing him. The force with which the idea 

of televised satellite instruction for the masses, has been introduced 

among the aid giving agencies, provides an illustrative instance of the 

great convincing power possessed by the product development departments 

of leading, technologically advanced, world-wide companies. 

Yet it does not seem to be overly difficult to establish an aid supported 

venture, involving educators, manpower planners, economists and other 

specialists, who would start their work by scrutinizing in depth the pro

blems of the present educational structure in one or a few u-countries. 

With the problem properly identified, the next step would be a search 

process, in literature and life, for a comprehensive and politically 

acceptable solution to the educational needs, starting perhaps with 

Dumon 's suggestions mentioned above, or referring to the experiences 

of some Communist u-countries, but in any case, with no undue reliance on 

the i-country patterns. Why is it that this exciting venture has not yet 

been undertaken, or, if it has, not been widely reported on ?
2 

1. See a recent publication by a former Director of this Institute, P Coombs: 
The World Educational Crisis, Oxford University Press, New York 1968. 

2. The Ford Foundation is reported to be involved in a large scale program 
aimed at finding an appropriate structure for the education system in 
Indonesia. 
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~:.. similar argument can be made about the medical and health systems in 

u-countries. Training of doctors follows closely i-country standards, and 

specialization abroad is generously supported by aid finance. The result 

is a drain, first of the rural areas in u-countries, of medical persorinel1, 

second, of u-countries in general, because better earnings and working 

conditions are available abroad. Foreign assistance is granted in the form 

of luxury hospitals with imposing equipment, situated in the capital
2

, which 

then attend to the urban upper classes, often with the help of medical 

personnel, provided from abroad on technical assistance contracts, to 

fill in the holes caused by the brain drain. Something, apparently, must 

be wrong. 

In my view, the, fault, again is an uncritical imitation of the i-country 

pattern. An underdeveloped country requires a different kind of medical 

service, probably with simpler education, much cheaper equipment, con

centrating on uncomplicated illnesses and preventive medicine, without 

ambition to provide more complex treatment, but evenly available through

out the country. The design of such medical technology is another challeng

ing task for an aid venture, strangely enough unattended to, so far. 

Several more sectors in u-countries could increase their contribution 

to development as defined above, by a restructuring to suit .. the needs of 

the, country. Transport is a case in point. Instead of supplying tractors 

and other heavy equipment, aid donors could help in developing and in

creasing the functionality of simple light and reliable transport me.ans, 

cheap enough to be within reach of most u-country farmers. The following 

quotation illustrates the type of equipment needed: 

"Transporting ~oods over short distances is a problem that has been 
confronting the Nigerian farmer for a long time. A partial answer is 
the ox-cart, but there are many farmers who do not have ox teams. 
/\, small two-wheeled cart, pulled behind a bicycle has considerable 
_potential, as there are many bicycles in Nigeria. Such a cart could 
be used to carry vegetables, firewood, fertilizer, field crops and many 

.. other items. 

The main merits of the Samaru bicycle cart is that it is light in weight, 
cheap in cost, strong enough to carry 200-250 lb, requires little 
maintenance, and can also serve as a hand-cart. The bicycle wheel is 

, used, as it has low rolling resistance, spare p~rts are readily avail
:able, and it can be serviced in most villages." 

1. The health and production consequences of this uneven spread of medical 
· se!yices, are illustratively described in Towards full employment, a 
~ieiram for Columbia, I~O, Ge~eva, 19!0, chapte~ 17. . . 

2.f1j reported that Bulgaria provided Addis Ababa with an aid financed 
.hospital, whose medical doctor requirements corresponded to ~e entire 
-~ doctor availability' in Elhicpia, outside h comt:ryS three la:rpt cities. 

3. Intermediate Technology Development Group Ltd, Bulletin No 5, 
July,1969, p. 4 



130 

In the industrial sector, too, important areas for technological change 

have been neglected. In a recent article, Oshima 1 divides the labor market 

in Asian countries into three sectors, e. g. agricultural, modern indus

trial, and the small scale labor intensive one. Employment-wise, the last 

one is certainly much larger than the modern, industrial sector in most 

Asian countries. To some extent, the two are competing with each other 

but in many areas, at least at present, they seem to be complementary. 

Oshima points out the great advantages of the small scale, labor intensive 

industries to the underdeveloped economies in Asia. Thus, they use a 

maximum amount of labor, but exert.a minimum of pressure on the 

capital markets and the balance of payments. Being small, frequently 

family run enterprises, they mainly generate their capital through pro

prietor's savings, and the capital equipment they use, is usually simple, 

often locally produced, sometimes second-hand. In contrast to the case in 

the modern industrial sector, the need for infrastructural and human 

investment is minimal. Another valuable characteristic is that the small 

scale labor intensive sector often utilizes labor which is considered as 

marginal, e. g. housewives and children, who have no alternative employ

ment opportunities. Furtheron, expansion of the small scale labor intensive 

sector tends to lead to a more even income and wealth distribution, and 
higher savings in comparison with what would happen if the modern 

industrial sector expanded instead. With our definition of development, 

there is thus much to be said in favor of promotion of the small-scale 

labor intensive activities. 

--· 

Foreign assistance could help in several different ways to expand this 

sector, and to make it more dynamic. The fact is that very little research 

has been carried out for the small units, and there appears to be stagnation 

in technological progress. This stagnation could be broken by research in 

three inter- related fields .. 

Improvement is needed in the production processes used by this sector. 

It is likely that production technologies imported from i-countries, would 

prove too complex to be suitable. Therefore, it would be advisable to 

design novel alternatives suited to the circumstances. Improvement is also 

required in the management functions, e. g. organization, financing, 

1. H Oshima: Labor force explosion, and the labor intensive sector in 
Asian growth, Economic Development and Cultural Change, Jan.1971. 
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accounting, and, perhaps most importantly, marketing. Again, it seems 

inadequate, to adopt uncritically prevailing i-country patterns. Rather, 

the'"improvements of the management function will have to emerge from a 

thorough study o.f the specific circumstances at hand. Finally, there is 

probably much to be done in product development. Most production from 

thefse small industries is sold to the agricultural sector. Many of the pro

ducts have low income elasticities of demand and this restricts the 

growth of production and sales. Fresh thinking in product design and 

development is required. Oshima reports for instance on the introduction 

of a~ 10 washing machine, requiring neither running water, nor electri-
. 1 

city. In another context, Gordon Winston gives an account of 

successful sales, domestically and to other u-countries, of a diesel 

engine, produced in Pakistan. Its success depends not on economy in fuel 

con.sumption, in fact this was higher than usual for the power output, but 

on the high standards of reliability, and minimal demands on scarce main

tenance skills, ·both features, which are of high importance in under

developed surroundings. 

Cel'tainly, here is an essential field for aid support. But, like in the 

case of the green revolution, which took some 20 years from the initia

tion of work to the international reaping of benefits, this is a long term 

task, which could hardly be solved with the help of peripatetic experts. 

2 
In a recent article Pack and Todaro·, after pointing to the growing 

employment problems in u-countries, and indicating the difficulties in 

importing and using older, more labor-intensive capital goods, suggest 

that u-countries ought to produce their own machinery, copying initially 

the earlier, more labor-intensive designs of the Western countries, and 

gradually redesigning the machine models to their specific needs. The 

authors point out that contrary to common thinking, machinery production 

is not particularly capital intensive, especially as the capital intensive 

components and inputs could well be imported. Even if i-countries happen 

to possess a competitive advantage in production of this labor-intensive 

equipment, competitive production is unlikely to arise, because there is 

no domestic market in i-countries for such equipment, and u-countries 

are considered as very marginal and uncertain market outlets. To u

countries, the establishment of an independent machinery production 

sector on these lines would be extremely important, because it would free 

them f¥om the present i-country domination with regard to the factor 

1. d'winsto~: ':"Cc;>rifOf'ming Technology as an~porta,ble Commodity, sten
cilled note from Williams College,- Depal'tment of Economies., · ;· 
Willlamstown, Mass., 1969. 

2. He.Pack and M Todaro: Technical Transfer, Labor Absorption and 
Economic Development, Oxford Economic Papers, NoY1tmber 1969. 
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using bias. A considerable initial effort is required to realize the sugges

tions of Pack and Todaro. So far as is known, neither UNIDO nor any other 

aid agency has undertaken much work in this direction. Why not? 

Ordinary consumer goods manufacturing industries could also be re

designed, so as to better suit the conditions prevailing in u-countries. 

Philips, the multinational Dutch electrical manufacturer, with production 

investments in a great number of countries, has undertaken an interest

ing experiment in this direction
1

. In isolation from the rest of the enter

prise, a pilot unit has been set up in Netherlands, where u-country con

ditions are simulated, and various solutions to the emerging problems 

attempted. Some of the features of the pilot plant are: A small scale of 

production, utmost simplicity in production and assembly line work, time 

consuming communications with the head office reliance on manual 

administrative procedures, and a management structure based on the 

assumption that additional management talent is hard to come by. The 

experiences gained in the plant are then used by Philips in advising sub

sidiary enterprises in u-countries, or when setting up new units in small 

underdeveloped markets. 

This is an interesting attempt, which could be repeated and expanded with 

the help of aid. Foreign assistance could thus be used to subsidize appro

priate industrial enterprises for their work in designing production units, 

specified to suit conditions in underdeveloped areas, and technologies, 

which could productively absorb larger quantities of unskilled labor. 

Foreign investment in u-countries certainly needs this push, away from 

the large-scale, capital-intensive model. 

In the longer run, such efforts might more generally improve the compe

titive advantage of locating production enterprises to underdeveloped areas. 

A controversy has been taking place among economists on the applicability 

of economic theory, as developed and used in the West, on u-countriesz. 

In many cases there is of course much in H Myint 's argument.3, that 

basically there is nothing generally wrong with the wide variety of 

l. Reported in a printed, undated document, Entited ''Ire U:reditPilct:Hant" 
Z. See for instance N Georgescu-Roegen: Economic Theory and Agrarian 

Economics, Oxford Economic Papers, February 1960, or Dudley Seers: 
'De limi1aticm of te &iCial Case, BUlletin of the Oxford Institute of 
Economics and Statistics, Ma* 1963, 

3. H Myint: Economic Theory an Development Policy, Economica, 
May 1967. 
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theoretical models and arguments of economic thinking. The problem 

rather lies in the difficulty of selecting the right one for each case at hand. 

This is where many of the economic advisors to u-countries have gone 

wrong, with the result of discrediting the economic profession as such. 

Proper understanding of the economic functioning of underdeveloped 

societies must be regarded as a matter of first hand importance for a more 

efficient development effort, both domestically and with the help of inter

national aid. This understanding, unfortunately, continues to be scanty 

and poor, based on simple inter-relations which may be relevant for i

countries, but about whose validity in u-countries serious doubts can be 

raised. Much more concerted aid endeavors seem highly advisable in 

this field. 

As I see it, the problem should be attacked at two leve,ls. First, much 

more ought to be done to bring out factual information in the form of 

reliable and relevant statistics. Criticism of the statistical data which 

flow out from u-countries, for instance those on employment, education or 

GNP, is so common that it hardly needs to be repeated here. The various 

UN institutions have done a good deal to make statistics from u-countries 

internationally available. Much more needs and could be done, both 

through multilateral channels, and on bilateral, country to country basis. 

Second, it is necessary to study in much greater detail the inter- , 

connection between economic, social and political factors in u-countries. 

Absence of knowledge on how these factors are joined, explains the faulty 

conclusions and inappropriate advice, frequently given by economists, who 

work temporarily in u-countries. Foreign advice, which put an undue 

emphasis on maximum economic growth, and took too little account of 

regional and social distribution, was probably a contributory factor to 

the upsetting political development in Pakistan in the late 1960's and early 

1970 "s. Inadequate factual knowledge about the functioning of institutions 

in u-countries, leads to the common recommendation by economists to 

augment taxation of the wealth in order to raise the u-country's investment 

ratio. But, as Enke 
1 

has pointed out, this advice disregards the fact 

that the marginal propensity to consume in many u-countries is con

siderably higher with the government administration (expanding the 

bureaucracy, providing income t!ansfers etc.) than with the small class 

of wE!iirthy people, who are taxed. 

1. S Enke: Contributions of Fiscal Policy to Development, in Krivine, 
Edifor: Fiscal and Monetary Problems in Developing Countries, 
Praeger, New York 1967. 
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Other related socio-economic areas, where aid support should in my 

opinion have a high priority, include research to find the suitable pattern 

of legal systems in underdeveloped societies, or the functions and 

structures of viable, dynamic trade unions and cooperatives. Up to now, 

these institutions have usually been indiscriminately copied from i

countries. The result is that rather than forming part of a coherent social 

whole, the foreign legal system becomes parasitic
1

, the trade unions 

acquire a single-minded conflict creating role for the benefit of a privi

leged employed minority only, while the cooperatives, established with 

the aim of benefitting the poor, tend to increase stagnation, and sharpen 

polarization between social groups in the village. 
2 

The reason for these 

development-hampering mistakes is obviously lacking knowledge and 

understanding of the intricate societies, into which Western institutions 

are implanted. 

Some attempts have been made to tackle problems of this type. On the 

macro-level, Myrdal, UNRISD and Adelman-Morris 3 . have undertaken 

important, but by no means exhaustive research, to look into the 

important economic, social and political interconnections in u-countries. 

On a more down to earth level, Ungku Aziz 
4 

has studied the economic and 

social consequences of the institutional set-up in villages in South-East 

Asia. Much more research of both types is required, to give us an 

acceptable understanding of the functioning of underdeveloped economies. 

Certainly, this type of research could be greatly promoted by aid support. 

An explanation to the relatively scarce aid involvement in this area is 

probably lack of recognition, until recently, of the existence of a problem. 

This again is the result of the dominance of thinking on i-country patterns, 

strengthened by the shortness of the assignment of most foreign advisors, 

on economic and related matters in u-countries. 

Other areas, where in my opinion,· aid supported research could be of 

great consequence for future policy and impact on international assistance, 

include designations of dynamic, socially oriented development strategies, 

1. See Guy Hunter: The Best of Both Worlds, Oxford University Press, 
London 1967. 

2. See UNRISD: A Review of Rural Cooperation in Developing Areas, 
Geneva, ~ 1969. 

3. G MyrdailYA.sian Drama, op. cit. See chapter 3 for the UNRISD and 
Adelman-Morris work. 

4. See U Aziz: Cooperation as a method to increase agricultural produc
tivity in Role. 9f ~oo er~.~ion in Social and Economic Develo ment, Asia 
Publishing ouse, ·on on · or un amenta stac es to ural 
Development, with Special Reference to Institutional Reforms, Paper pre
sented at the South Asia Symposium, Stockholm, September 1969. 
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which are somewhat less dependent on imports than the ones common today, 

studies suggesting how modern sales and persuation techniques colild be 

adapted to u-country conditions, and used in activities like birth control 

or agricultural extension work, and the effects of foreign direct investment 

in u-countries. 

The latter is a controversial subject with polarized opinions. The develop

ment impact will naturally vary with different types of investment. It 

would be valuable to know more about the processes which account for 

the transfer and diffusion of technology connected with investment in 

different fields and forms. It would also be interesting to draw the prac

tical implications of Keesing"s proposition
1

, that certain types of invest

ment are more prone to create skills which are scarce in u-countries, 

and consequently, more valuable as development generators. For that, 

however, we need to know which investment should be included in that 

category, and at present this knowledge is, by and large, lacking. A more 

detailed analysis of the effects from direct foreign investment would enable 

the aid providing agencies to give much ~,o~re fundamental and specific 

advice to u-countries with regard to the investment issues than the super

ficial general proclamations practiced today. It would furthermore enable 

the donor agencies to give a selective support to particularly development 

promoting foreign investment ventures. 

The suggestions for assistance support, brought out above, are mainly 

concerned with innovation aid, in most cases related to research in one 

way or other. In comparison with the total aid flows in the late 1960 's 

they would not require very substantial funds. Their importance, however, 

would most probably be much greater than the sums involved. A .better 

grasp of the development process and its requirements, along with the 

design of suitable technologies for the circumstances, would most likely 

contribute to a substantial change in the contents, directions and forms 

of J:>ulk aid, with an increased development impact as the final result. It 

is tempting once more to compare with the research preceding the green 

revolution. The sums involved were not overwhelming, but the Schumpe

terian innovation has greatly increased the development effects of sub

sequent agricultural bulk aid. 

Work of the type suggested here is not commonly pursued, nor even much 

supported by governmental aid agencies. Some is carried on by the big 

independent US Foundations, by the British Intermediate Technology Group 

1. D B Keesing: Outward-looking policies and economic development, 
Economic Journal 1967, p. 303. 
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Ltd. and by academic institution like the Sussex Institute for Development 

Studies. The Canadian Government established in 1970, the International 

Development Research Centre, which in a few years is to have at its 

disposal some 50/o of the total Canadian official assistance budget, for 

research and implementation work connected with problems similar to 

the ones discussed here. 1 This, in my opinion, is an approach which 

should be adopted by many more donor countries, if we wish to come to 

better grips with the intricacies of development, and thereby increase 

the development effects of aid. 

HAr::-JflSHOGs.-;oLAN 
ST:,,, .. ~~. ;~.~A 

03. 05. 72 
BiSLIOTEKET 

1: See a note entitled "International Development Research Centre", 
Ottawa, January 30, 1970. 




