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More money?

If not better market access, what about more aid? Boosting assistance to the poorest
countries of the world is a central recommendation of the recent reports of the UN
Millennium Project and British Prime Minister Tony Blair’s commission on Africa, and,
along with reduced corruption and better management in poor countries, it is a
cornerstone of the strategy envisaged to achieve the Millennium Development Goals.

Aid has accomplished some great things. On the health front, smallpox has been
eradicated, infant mortality rates have been lowered, and illnesses such as diarrhea and
river blindness have been widely treated. Aid programs have improved women’s access to
modern contraception in Bangladesh and Egypt and helped increase school enrollment in
Uganda and Burkina Faso. Aid also pays for much of the (still-limited) access to AIDS
medicines in poor countries. In the last decade, aid has helped restore peace and order
after conflicts in places including Bosnia, East Timor, and Sierra Leone. In addition, aid
can be a vehicle for policy advice and dialogue between recipients and outsiders. There
have even been macroeconomic successes, such as the $1 billion grant that allowed Poland
to establish an exchange-rate stabilization fund in 1990. By stabilizing the Polish currency,
this relatively small amount of financing provided valuable breathing space for the
implementation of broader policy reforms.

What these successes share is that they were narrowly targeted at specific objectives.
Assistance does work well, but only when the recipient countries do the right things to
help themselves and have the capacity and the leadership to spend the money wisely. Some
statistical evidence indicates a link between financial assistance and growth. But aid has
not been associated with the sustained increases in productivity and wages that ultimately
matter. During the 1990s, for example, countries in sub-Saharan Africa received funding
amounting on average to about 12 percent of their GDP, while their average growth rate
per capita declined by 0.6 percent per year. Meanwhile, some of today’s development
successes — such as Chile and Malaysia — relied little on aid. And aid to China and India
has been very small.

There are many reasons for the mixed performance of foreign assistance. Donors
themselves cause many of the problems. Recipient countries can be overwhelmed by the
multiplicity of donors pursuing many, even inconsistent, objectives, disbursing aid to
innumerable projects and imposing a plethora of conditions on its use. These factors
contribute to rather than offset a poor country’s lack of institutional capacity. On top of
that, there is the natural volatility and uncertainty of foreign aid, which make it difficult
for recipient governments to plan their budgets. For more than a decade, the bureaucracies
of donor states and organizations have been unable, despite good intentions and constant
resolve, to change the political incentives and constraints that impede the reform of their
aid-delivery apparatuses. ,

Probably more important, however, are institutional deficiencies on the recipients’
side. Aid is only as good as the ability of a recipient’s economy and government to use it
prudently and productively. Thus, the fundamental dilemma: countries most in need of
aid are often those least able to use it well. That sets limits on the extent to which large
infusions of foreign funds can make a difference.

The greatest example of the success of aid — the Marshall Plan — illustrates the
importance of homegrown institutional competence. Because the institutions and
capabilities of the United Kingdom, France, and Germany survived the war to a large

extent, even thejr

might seem appropriate that
fundamentally alter the fact that th

01 the lfC]P‘ent countr y. l&t 1ts best ald has ]lelped Ilat]ons ]ebu]ld ajte co 11 C an
» T nilicts d

JeCtheS. But 1ts l()le In cr eatlug a.l]d Sustalmng key

€conomic health hag been much less clear:

Sins of Commission

Ani i
I alil mterbna‘tlonal community that presides overTR
am>; o ;};;;s etl}x:g development-friendly. This must change
o » they must abolish it at. .
major industrial countries such as Ita;)gf}gler.A simpl
Patent protection when their per caPl'tZ’i e, and §

\Nll] a(lopt 1t at mCOH)e levfls Of $500 Pe] CaP]ta m the
’




536 NANCY BIRDSALL ET AL.

development institutions over the last quarter century. That is the good news. The bad
news is that there are few general economic-policy standards that seem 1o apply to every
country — except for such basic principles as macroeconomic stability, outward
orientation, accountable government, and market-based incentives. The hard part is
moving beyond these broad objectives and figuring out the appropriate specific policies
for each developing country’s particular needs. The many poor countries that have made
progress on the general standards can better craft their own economic course if they have
adequate room for policy autonomy and experimentation. The idea may sound radical,
but would China have been better off implementing a garden-variety World Bank structural
adjustment program in 1978 instead of jts own brand of heterodox gradualism?

Almost all successful cases of development in the last 50 years have been based on
creative — and often heterodox — policy innovations. South Korea and Taiwan, for example,
combined their outward trade orientations with unorthodox policies: export subsidies,
directed credit, patent and copyright infringements, domestic-content requirements on
local production, high levels of tariff and nontariff barriers, public ownership of large
segments of banking and industry, and restrictions on capital flows, including direct foreign
investment. Since the late 1970s, China has also followed a highly unorthodox two-track
strategy, violating practically every rule in the book — including, most notably, securing
private property rights. India, which raised its economic growth rate in the early 1980s,
remained a highly protected economy well into the 1990s. Even Chile — Latin America’s
apparently “orthodox” standout that managed to achieve both growth and democracy —
violated conventional wisdom by subsidizing its nascent export industries and taxing
capital inflows.

Conversely, countries that have adhered more strictly to the orthodox structural
reform agenda - most notably in Latin America — have fared less well. Singe the mid-
1980s, virtually all Latin American countries have opened and deregulated their
€conomies, privatized their public enterprises, and allowed unrestricted aceess to foreign
capital. Yet they have grown at a fraction of the pace of the heterodox reformers and have
been strongly buffeted by macroeconomic instability.

The contrasting experiences of eastern Asia, China, and India suggest that the secret
of poverty-reducing growth lies in creating business oppor tunities for domestic investors,
including the poor, through institutional innovations that are tailored to local political and
institutional realities. Ignoring these realities carries the risk that pro-poor policies, even
when they are part of apparently sound and well-intentioned IMF and World Bank
programs, will be captured by local elites.

Wealthy nations and international development organizations thus should not operate
as if the right policies and institutional arrangements are the same across time and space.
Yet current WTO rules on subsidies, foreign investment, and patents preclude some of
the policy choices made, for example, by South Korea and Taiwah in the past, when rules
under the WTO's predecessor, the General Agreement on Tariffs and Trade, were more
permissive. What is more, new WTO members typically confront demands to conform
their trade and industrial policies to standards that go well beyond existing WTO
agreements. The new Basle II international banking standards, better fitted to banks in
industrialized nations, risk making it more difficult for banks in developing countries to
compete,

To be sure, not all internationally imposed economic discipline is harmful. The
principle of transparency, enshrined in international trade agreements and many global
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Development (OECD) have been working together to address the bribery of officials in
developing countries by foreigners. But these efforts do not go far enough.

Many institutions - the OECD and the U.S. government, for example — have laws
against bribing foreign officials. But the regulations are often both narrow in scope and
weak on enforcement. For example, a loophole in the U.S. laws (“deferred gifts”) invites
abuse. Some OECD rules damage transparency by protecting banks that hide ill-gotten
wealth deposited by leaders of developing countries. Multinational companies and banks
need to be more transparent in their dealings with poor-country governments. Preempting
corruption must also be made more of a priority. One idea, first proposed by Harvard
University’s Michael Kremer, is for the international community to categorize certain
regimes as corrupt or “odious.” Companies that deal with such regimes would risk losing
their claims to repayment if later on a lawful government decided to default on the debt
passed down by its unlawful predecessor.

Wealthy countries can also spur technological advances that serve the specific interests
of developing countries. Because poor countries lack wealthy markets, private companies
in the developed world currently have little incentive to devise technologies for them.
Hence a Catch-22 results: developing countries remain poor because of limited
technological opportunities, while these opportunities remain difficult to create because
the countries are poor.

The health sector provides a good example of the current problem. Pharmaceutical
firms in industrialized nations conduct 90 percent of their research on diseases prevalent
in the rich world — and that affect less than ten percent of the global population. There is
little research on diseases endemic in the poorer parts of the world, because there are no
market returns for such investments. Yet developing countries badly need medicine for
preventing and curing diseases such as AIDS, malaria, and sleeping sickness. Beyond health
care, developing countries also need enhanced crops that can better withstand heat,

drought, and the salinization of irrigated land, as well as new energy solirces that can
reduce the rate of tropical deforestation.

There is already a precedent for foreign research acting to undo this technological
imbalance — the “green revolution.” Agricultural production in the developing world was
revolutionized by new varieties of wheat developed at Norman Borlaug’s International
Maize and Wheat Improvement Center, in Mexico, and new strains of rice cultivated at
the International Rice Research Institute, in the Philippines. Although the green
revolution’s impact was uneven, benefiting Asia and Latin America more than sub-Saharan
Africa, the aggregate effect was nevertheless sizable. In the 1960s, southern Asia witnessed
dramatic increases in productivity growth as a result of the new seed varieties. Yale
University’s Robert Evenson has estimated that the global return on the research on the
new strains was more than 40 percent.

The international community needs to learn from this example, so that the resources
of wealthy firms can be harnessed to develop important’ technologies for the world’s
poorest countries. One simple yet powerful improvement would be for rich-country
governments to commit contractually to rewarding the creation of such new technologies
~ for example, with guaranteed purchase agreements. In effect, the international
community would ensure a minimum financial return on private research undertaken for
the benefit of developing countries. The Center for Global Development has devised a
plan for this kind of advance-market-commitment mechanism to spark research on a
malaria vaccine, at an estimated cost of $3 billion. Imagine the benefits of a $50 billion
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because it has been popular with voters, but largely because the potential beneficiaries
have organized successfully and forced their agendas. Multinational firms and financial
enterprises have been quick to recognize the link between enhanced market access abroad
and increased profits, and they have put the issues on the negotiating agenda. Temporary
labor flows, by contrast, have lacked a well-defined constituency in the developed
countries. This is not because the benefits would be smaller, but because the potential
beneficiaries are not as clearly identifiable. The tide has begun to turn lately as a result of
labor shortages in sectors such as high-tech and seasonal agriculture, and because labor
inflows would increase the tax base for financing pension benefits for retirees, thereby
providing a partial solution to pension shortfalls in pay-as-you-go systems. Moreover,
political realities can change — with the right leadership. In the United States, President
George W. Bush has already proposed a temporary-worker program, which if designed
properly could mark a useful beginning.

There are of course other ways the rich world could contribute to development.
Outsiders should play an important role in preventing and resolving conflicts and
humanitarian crises in developing countries. Minimizing and eliminating conflict has
obvious benefits for human life — and potentially for long-term development. Just as
important is stopping arms sales to dangerous governments and halting the drug and illicit
diamond trades that often fund rogue groups. Another important issue is the governance
of international economic institutions. The democratic deficit of these institutions has
increasingly caused a corresponding legitimacy deficit. Insofar as this gap reduces the
effectiveness of such organizations, rich countries would be wise to agree to reforms.

New priorities

The international community must ask itself what really matters for development, so that
good intentions can be translated into real benefits for the poorest countries. To a large
extent, sustainable progress is in the hands of the poor countries themselves. Internalizing
this reality is important for the developing world — and also for the wealthy one, not least
because doing so would check the perennial temptation to promise results that cannot be
delivered.

That said, this must be clear: developed countries should not abandon the poor to
their plight. If, however, rich countries truly aim to help developing countries achieve
lasting growth, they must think creatively about the development agenda. If aid is increased
and delivered more efficiently and trade inequities are addressed, then the two traditional
pillars of development will yield rewards. But these rewards should not be overestimated.
Indeed, other courses of action — such as giving poor nations more control over economic
policy, financing new development-friendly technologies, and opening up labor markets
— could have more significant benefits. It is time to direct the attention of the world’s
wealthiest countries to other ways of helping the poorest — ways that have been for too
long neglected.

REVIEW AND DISCUSSION QUESTIONS

1 According to the authors, what do the development experiences of Nicaragua, Vietnam, and
Mexico show? Explain.
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