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Development Aid

Look Back in Anger

The right question is not: “Why are poor countries poor”, but rather: “Why are rich countries rich”. At first, all countries were poor. So why is Western Europe rich? Not at any rate because of colonialism. Trade with the colonies formed a modest part of the foreign trade of England and France. Germany had almost no colonies. Holland knew its highest economic growth after the loss of Indonesia.

This is no defence of colonialism for that was a great injustice. Many gruesome deeds took place. The contact between white, coloured and black in Asia and Africa has too often corrupted all three. But Europe’s responsibility for the underdevelopment of other continents is probably no greater than that of Rome for the underdevelopment of Gaul. 

Nor has Western Europe become affluent, secondly, because it has received development aid or because it has raw materials. Venice was built on mud. Seventeenth century Holland had not much more.

Money is not a sufficient condition for development. The billion euro which Suriname received between the date of its independence in 1975 and 1982 must be considered lost. 
 Nor is money a necessary condition because in that case we would all still have been in the Stone Age. 

Was it then, thirdly, because of our culture? Former minister for development aid Jan de Koning referred to this: “One should mainly think of socio-cultural conditions”. 
 These circumstances are important but not all-determining. H. van Mook, the last Governor-General of the Dutch East Indies, wrote in 1952 about South East Asia: “The social solidarity, the public mentality and the economic energy, necessary for a strong recovery, are absent”. Since then Thailand, Malaysia, Singapore and Indonesia have tripled their national incomes. 

A comparison of North with South Korea and East with West Germany shows that the socio-cultural conditions should in any case comprise government policy – in fact, should indicate that such policy is a determining factor. Almost everyone reacts to economic stimuli in the same way: but these stimuli must then at least be present.
Since the nineteen fiftees, when the largest part of the Third World was decolonised, a gigantic experiment has been run that contrasts an introverted development model with an extraverted one. The comparison can now be made because the results are in. 
The introverted model was based on import substitution. National industries for steel, petrochemicals, cars and so on would make importation unnecessary. That meant protectionism and consequently high prices in the home market and little competitive ability abroad. Economic development would follow a five-year-plan. Unfortunately there was little development. Introverted governments intervened and each intervention called for a new one. In Africa these interventions became so grotesk that the private sector was almost killed. Some said: “ The economy grows at night, when the government sleeps”.

The extraverted model wanted to compete internationally. Because wages were low, the products were easily sold. Foreign exchange became abundant. It paid for investments for the world market. In that way a “virtuous circle” of fast economic growth was created. Foreign trade was left relatively free, prices were determined by the market and the government kept its distance. 

Compare India and Korea. In 1950 the income per head in India was $ 150, in South Korea $ 350 (in dollars of 1980). In 1990 it was $ 350 for India and $ 5400 for Korea. The life expectancy in India increased from 40 to 59 years, in Korea from 50 to 70 years. 

This comparison does not only hold for India and South Korea. The “ World Development Report” of the World Bank over 1987 has classified 41 developing countries according to their trade policy. The growth in income per head was highest in countries with an extravert development model. Furthermore, the growth in industrial employment was also highest there, because free trade enabled those countries to specialize in their comparative advantage, viz. low wages. 

In 1993 the average inhabitant of Singapore or Hong Kong had more purchasing power than that of the UK.

A different World Bank study 
 looked at the link between the economic growth of 31 developing countries and the way prices were determined. It concluded that the average growth was highest where prices reflected the market. 

These conclusions were self-evident. Foreign trade loosened the link between industry and export. Liberalisation of trade produced important advantages of scale. De discipline of the world market increased the efficiency of companies. The export strategy promoted the importation of foreign capital and enforced a realistic rate of exchange. 

Everyone could have known this who was not blinded by ideology. But the “progressive” thinkers who have dominated the debate on development aid for thirty years or longer were just that: blinded.

Those were the years of UNCTAD: the UN-organisation that wanted to force the West to share wealth and power instead of worrying about the lack of productivity back home. 

Those were the years of the Common Commodities Fund, which was intended to keep prices high, forgetting that the five biggest producers of raw materials were the  USA, Canada, Russia, South Africa and Australia. Why should Indian copper-users subsidise American producers?

Those were the years when multinational enterprises were severely criticised although they brought capital, knowledge and management techniques. Those enterprises were therefore one of the most fruitful inventions of the 20th century. 
Those were the years of the New International Economic Order, a new term for international dirigisme. Australia and the Argentine were in a similar position at the beginning of the twentieth century. Both were distant from the then centre of the world. Both were exporters of wheat, wool, hides and meat. Compare them now ! What is important is not so much the New International Economic Order as the Old National Economic Disorder.

The Dutch Minister for Development Aid Jan Pronk turned Tanzania into the third largest recipient of Dutch aid, after India and Indonesia. Between 1970 and 1982 Dutch aid to that country totalled HFl. 1 billion. Total international aid to Tanzania over the period 1970-1988 totalled HFl. 15 billion. Yearly economic growth of all low-income-countries averaged 2,9% over the period 1965 and 1990. In Tanzania average growth was minus 0,2% per year. In 1990 Gross National Product of Tanzania was fl. 200 per head, less than it was at the time of its independence in 1961.

“Capitalist” Kenya got of course much less. But the GNP of Kenya per head increased since 1965 by 1,9% per year. In Dar-es-Salaam I was told: “In Kenya man eats man”. The answer in Nairobi was: “In Tanzania man eats nothing”. 

The Tanzanian “Way to socialism” has been adulated by a generation of semi-intellectuals but brought nothing. The correspondent of the Volkskrant in Dar-es-Salaam wrote: “The succession and combination of colonialism, socialism and development aid seem to have rocked the country to sleep and killed every entrepreneurial spirit” 
 

Many Western quasi-progressive development ‘experts’ should search their consciences for co-responsibility for this human and economic fiasco. Everybody could have foreseen that socialism could not possibly succeed in Africa because it depends on the factor of production which is scarcest there, viz. an efficient administration. Development aid has in fact facilitated shocking forms of state authoritarianism. 
 

Nehru, Kaunda, Nyerere, Nasser, Nkrumah: however much they may have had their merits as “nation builders”, economically they were “the Gods that Failed” and the Western “progressive” intellectuals were their priests. The change in thinking came slowly and late. 
The Economist concluded that bad governance was the biggest obstacle for economic growth. Developing countries have shown much of that: persecution of the most productive groups, especially if they belonged to ethnic minorities; suppression of private trade; restrictions of foreign investments; forced collectivisation; nationalisation of foreign interests; a price system which discouraged agriculture; and subsidies for uneconomic projects. 

In 1980 foreign aid for Tanzania accounted to 18% of its GNP, 107% of its tax receipts and 153% of its exports. Without development aid Nyerere would never have been able to continue his policies for so long. 

The drawback of development aid is the politicisation. This shifts attention from constructive occupations to the wish to lay one’s hand as quickly as possible on the stream of aid moneys. It gives the advantage to bureaucrats and politicians rather than to the people who make the economy function. Kwame Nkrumah (Ghana) who called himself the Osagyefo – the Redeemer – said: “Seek ye first the political Kingdom and all the rest will follow”. That the Ghanaians will not easily forget. In 1957 Ghana was the wealthiest country south of the Sahara. Its per capita income was then exactly the same as that of South Korea, viz. $ 490 (in dollars of 1980). Between 1970 and 1982 Ghana’s income per head went down by 30%. In the fifties investments amounted to 20% of its Gross Domestic Product; in 1982 that was 4%. In the fifties exports amounted to 30% of its GDP, in 1982 3%. The kleptocrats had been able to ruin the country completely. 

Development aid should persuade governments to limit their economic interventions. Of course they play an important role. Their macro-economic policy should aim at stable prices and small deficits. They should also look after a good infrastructure. This must include a properly functioning legal system including one for the environment, which should also be maintained. A strong central government is needed for that. For the rest it must let the market do its work.

For a long time every intellectual in Latin America was infected with the progressive virus. The policy of collectivisation that the quasi-socialist Peruvian generals introduced in the early seventies, was reason for the Dutch government to increase its aid to that country quite considerably. But the regime of the generals has brought Peru to the edge of a precipice. The Dutch government helped to finance an economic disaster from which millions of Peruvians suffered. 

But since some time there has been an intellectual revolution without parallel in that continent. After 1989 few people there still believe in a dominating role of the state in the economic process. That belief formed part of the mercantilism which the colonising Spaniards had brought. Mercantilism and the Counter-Reformation have submerged Latin America in an obscurantism without parallel. That continent has suffered not from too much but from too little capitalism. 

The introverted economic model became extraverted. This has made confidence in the economy grow. Foreign investments increased. Since 1987 total foreign external indebtedness has more or less stabilised. In 1991 $ 11,5 thousand million went from North to South. At the IMF-meeting in Washington in September 1991 the debt crisis was not on the agenda. 

It is true that the debt-problem in Africa has not been solved. Although in absolute terms it is smaller than the Latin American one, it is larger when related to its productive capabilities. Yet however sympathetic, a general remission of debts suffers from a drawback: it sets a premium on failed development policy. A significant part of the debt of a developing country should only be remitted if it is prepared to follow a better socio-economic policy in the framework of a structural adjustment programme.

Such a programme should be drafted and supervised by the IMF and World Bank. But it would be better if the country concerned did this itself. The example of Bolivia, which decided in 1985 on a courageous and successful New Economic Policy shows that this is possible. But where this does not happen, the IMF must be allowed to play its role. 

The World Bank Report “The Challenge of Development” concludes that four factors are needed for economic development: stable economic policy; free internal competitions; investment in human capital (education, public health, family planning) and international free trade.

Development aid does not figure on this list. Does this means that rich countries can do nothing to help poor ones? Certainly not. Firstly, free trade depends mainly (but not exclusively) on them. It is hypocritical to give development aid yet at the same time protect one’s own market. The Third World loses more income through trade barriers that Western countries have erected than they receive in the form of aid. For the same reason all tying of aid should be abolished.

Secondly, industrialised countries should follow a sane economic policy themselves, so inflation and the interest rate are low and savings and growth high. The United States in particular need to lessen their budgetary deficit. 

Labour and capital are therefore not the only factors that cause economic growth. It is probable that they only cause half or less. A third factor must explain growth and it is knowledge. Investments generate knowledge that in turn generates investments. Thus comes into existence the virtuous circle that is called economic growth. 

Wealthy countries can therefore do three things: abolish protectionism, follow a good economic policy and organise as much international education as possible. What more?

Ferry van Dam makes the following division. Developing countries that have good governance and follow a good economic policy need only support of their balance of payments because they can decide themselves where to invest. Countries with good governance but an inadequate economic policy, secondly, must be helped to improve that policy because without this projects are worthless. Countries, thirdly, without good governance or good policy can simply not develop economically. They can only benefit from sustenance programmes and help in education.

But then the third category: countries without good governance or good policies, like Sudan, Ethiopia, Somalia, Burma. Yes, international education and emergency aid. But if that emergency aid consists of food, it brings important drawbacks. Aid in the form of food depresses prices in the recipient country and therefore discourages local production. It stops governments carrying out structural improvements in agriculture and will therefore increase rather than decrease dependence on foreign aid. 

Most developing countries do not fall into these neat divisions. Most do not follow a clearly good or bad policy but something in between and moreover fluctuating. What about Egypt or Bangladesh? It remains essential to support such countries in their good policies and dissuade them from the bad ones. Balance of payment aid is better suited to this than project aid because the first is usually large and yearly recurring while projects are usually small and once undertaken are difficult to stop. A shift from project aid to balance of payment support seems therefore indicated.

There is no need for pessimism. The 134 developing countries have since the nineteen fifties had on average a higher economic growth than the industrialised countries. 
 As a group they are therefore catching up. The share of finished products in the exports of developing countries has gone up from 20% in 1965 to 50% in 1985 and is now around 75%. Modish theories like the “dependencia” and the “centrum-periphery” paradigms are thereby sufficiently disavoured.

It is true that economic growth in South East and East Asia has been exceptionally high – much higher than in Latin America. But that is mainly because of the bad economic policy that was followed in that continent. This is now being changed. Mexico, for a long time a proponent of economic nationalism, has become a member of the WTO. In India also centralisation makes way for market oriented thinking while China is now recovering from the Great Leap Forward and the Cultural Revolution.

Africa harbours the greatest problems. The causes are war and bad governance. With peace and good governance, stocks of food can be laid for times of drought. Our efforts must therefore be directed toward peace keeping and good governance.

So there is hope. If governments would stop regarding their citizens as lifeless bricks which must be laid up according to the plan of the great Mason; if they realise that economic growth depends on the answers freely given by many millions of people to the challenges of the market; then at last a true and decent existence for all may at last come true. 

In this process development aid plays a limited role. Where does the capital come from which developing countries invest? In fourteen countries which the World Bank has analysed, the own savings of these countries amounted to 22% of their GDP, eleven times the foreign capital which flowed in, of which foreign aids was only a part. Put in a different way: if a better policy would mean that their own investments would yield 10% more, the benefits of this would be greater than if the total inflow of foreign capital would be doubled. 

Development aid is therefore not a critical  factor, however much western intellectuals with a guilt complex would like to see it as such. Guilt is a very egocentric emotion. In contrast to pity it is concerned not with the other but with the ego. It blinds so people can no longer see reality. The Dutch writer Nelleke Noordervliet once said: “ The need of punishment and redemption is a clear characteristic of Western culture.” 

The Zambian economist Dambisa Moyo has recently published a book that is sharply critical of official development aid. She writes that such aid suffers from the following defects. Firstly, it leads to corruption. Secondly, it increases laziness and inertia. Thirdly, it decreases economic growth. Here I agree, as I hope to have made clear. The alternative, she says, is loans on the international capital markets. Then decisions can be taken at home. Developing countries do then not have to grovel before donors. 

I doubt whether international bonds can do the trick. Last year I visited five African countries. Among them was Mali, one of the poorest nations in the world. Which international banker would extend loans to Mali without a guarantee ? 

Moyo does not write about private aid. Such aid can be very effective, as long as the project avoids getting ensnared in the official bureaucracy. I have chosen Sierra Leone and Ghana, which I also visited last year. 
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