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PROJECT ANALYSIS AND INCOME DISTRIBUTION:

NOTES ON THE IDB/OECD CONFERENCE

Edmar L. Bacha

* A paper prepared for the OB Development Centre, based on an oral
presentation at a joint meeting organized by the Interamerican
Development Bank (IDB) and the Development Centre of the Organization
for Econamic Cooperation and Development (OECD), on "Project Analysis
and Incame Distribution", held in Paris, from June 26 to July 1, 1987.
The views expressed herein are those of the author and do not necessarily
reflect those of the OECD or the IDB.



SUMMARY

This papers summarizes and evaluates the discussion on
project analysis and income distribution, with special reference
to the experience of the Interamerican Development Bank (IDB),
in a recent conference, jointly sponsored by the IDB and the
Development Centre of the OECD. Discussion proceeded on whether
the IDB could and should use poverty-based indicators in its
project analysis work. A series of issues were discussed on how
these indicators should be designed and deployed. The conference
participants felt that the IDB work in this area was very

innovative and worth pursuing further.

RESUMO

Este texto sumaria e avalia a discussio sobre anilise
de projetos e distribuigéo de renda, com especial referéncia a
experiencia do Banco Interamericano de Desenvolvimento (BID), em
uma recente conferéncia, conjuntamente patrocinada pelo BID e
pelo Centro de Desenvolvimento da OECD. A discussao centrou-se
na questao de se o BID poderia e deveria usar indicadores de
pobreza na analise de seus projetos de investimento. Uma série
de temas foram discutidos sobre como tais indicadores deveriam
ser desenhados e utilizados. Os participantes da conferencia
concluiram que o trabalho do BID nesta area era inovador e Jque

devia ser aprofundado.
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set-up guestion relates to the problem of

how to reach the poor edffectively. Two separate
involved., The first one i1s bthe intermediscry problem. There are
mary Dhurezaucraticoc, political and social lavers betwesn the [0
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o bhe antermediation process

reached. Mouwra Castro, for example,
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complenentarity versus substitutability of edfort between the
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The third and final broad issue relates to the macro-dyvramic

taopact of investment projects. There s first the political and

ions of differsnt investoent projects, &
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irnoa, Berey's papsr, Cbthe theory ie too general to give us much
practical guidance, and the empirical record Mas been tog little
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taken into acoount i general sguilibeioam models, but which are
of relevance for policy makers in developing countriss, as
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backward and forward Linkagss, the technological frontier, and
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4
.
ey

L that this was a wvery wesak best. L. . Bilrgegaard,

B & that the net income share generated for the

poo- by & given prosect should be no less than the share of the



pao in hotal population. Gooording to ©hi a peoject would
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be designed as poor-oriented only when mor
incoms would Denetilt the poor, n bthe above esampla.

e Lhird general point relates to the need to imorove Lhe
distriputional analysis For inbermediate inputs. Une i3 struck by

.

the fact Uhat the numbers in Table & of Fowsrs’'s papsr, whiach 1s
reproadacsd as Taeble ¥ below, indicate Chat the lowest sectoral
incomse distribution coetrficients ars those Tor indushery, 8nsrgy

¢

&g bransport. As these are generally taken to be the leading
sectors in economio development, the impression s left that

there 13 indesd a fundamental contradiction belbween income

dretribution and sconomio growth. Fowsrs, howsver, gl ek o

codt bhat s

researoh to determineg

it the current distribubtional analysis for these projects falls

s

i

et on Low income hoosebolds

Yo corrrectly represent their ef

oo g

AR

Independantly of this, it should be noted that the

boosn owioalad o o provided we are willing bo take as

soimar i e obsseved dncome distribution, rather than the

ideal of & parfectly egual incoms distribubtion. Conference

participants were reluctant to sccept this postures, bubt 14 it i=

rejected then s serious problem would seen Lo emerge for bhe

progran’ versas Yoproject’ loans, for the former,



almast by definiition, would have an income distribubtion

elanticity close to one, whergas the latier imn principle could be

cesigned to have an incomes distribution elasticlity

imost alwavs

i)
oo

migher than unity. Hence, 1+ poverty allevialtion werse & maior
criterias of project selection, "program” loans ~ which are an

wrchend abxly ettractive feature of curvent TDE fimances -~ wouwld

r

almost never bDe approved.
The +towth point relates Lo the form of anaiysis. Should

IDE proceed to do a full blown social analysis, & la Little and

-4

Mirrless, or should it maintain its poverty focus more or less

~+

along the cweent liness, through bthe pressntation of a battery o

pde with the cvaloulation of the

poverty ndioato

=T VOHT L € of retuwrrn T Ooindons diverged oan bthis issus.

Arandarup Ray the methodol og

wel 1 e

5%

vel oped, sy and rigor reguired Dhat b oshoald be
applied, with the aim of obtaining the socisl net present value

o ey anvestment project. Only then could a2 rigorous projsoh

evaluation be made, albhougn for descripltive purposes a serles of

altermative poverty indicators might also be used. Others, like
Mowra Dastro, felt that this is not the way economic decisions

are made. Doononlsts may recommand this Lo obthers, buh they

3

themselves do not make the important escornomic decisions in their

H

tites seolely on bthe bassis of economic rates of return. [ndeed,

s opoint wouwld seem to miss the rebhoricel role of esconomics:

we would need to galouwlates with all possible

crigor the soolal ret present value. Bubt our resulits would be
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the relevancs of ow resuibs. 14 this ts motb

svaluation may e impsocable, ot

t, poverity indicators would

UER L SNV L

Hernoey more research should be

rrvbormaty onal content or poverty

G e e e S R T
TESLIV SmEPL &IV L O .
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¥

TEomvE visw on

the cornference was on the uss of poverty

Toarnalvsis work. Dilscussion

PDE cowld and shiowld use such indicatars.
af lssues ware also discussed on how these indicators should bDe
designed and deploved. & summary follows.

The answer of the conference to the guestion 1+ bhe [UE

FER

[ i

adopt a

Mool ogy For its prodect

ANElVHIE Was positive. dowints related to the actual conbtent

Lve tunction’” of the industrizl country

guvernmants, and to the practical feasibility of implementing a

i 3 <A

Per oy b oo hoprodect through o an drstitution Like

et
Fa s
P



the I1DBE. Do the poor reslly belong bo the Yoblectlve function' of

industrial country governments ¥ Dan bthe poor effectively be

ached in the becklands of Labin Anerice by & bank sitting in

-
i

Washinghton DO

The guestion whaethsr or not poverty-fooussed a6 shoald

e done Dy the DB recsived a more gualified positilve answer foom

The conterence.

The most important theoretical gualificat was Dasad on
the “"savings premiun’ argument, according o which economic

srowbh 1w the bhast way o help the poor.
g ;

means that ssvings

)

generation neasds to be emphasized. Suppose the rich saves more

than bhe poor, the savings rats s low and

popl ati on orowth

rate is high. Then, paradosic

aral vsl s

1Al e fe

AT PDIINVERTT T

might mave to be ol

sy A b - M e .
Another critigue was thalt project cholice s an inferior

FreEf O RO ircomes redls

A DUT I ON DUPpOses.
PEowondd be better iF project analysis werse concerned exclusively
withh economic eftfliciency, whareas the btax policy would be

o e

ced at redistributing the project income towards the poor.

This position, however, does not seen to bhe btheorstically

(SN - R

# aocial weltare function which privileges the
incomes of bhe poor is defined, then any sconomic policy measura -

be 1t &

sis or @ tax policy - shouwld take into

count this redistributive objective. In practice, howsver,

e that esch instrument bDe Tt e

PN

simplicity may regu



oxjsactive it ssrves besth, 10 which cese Uthe oribtigue would be

Wit &

that providing project

pover ity

oot mralyeh Uime

Wi L o e the economle analyvsis boian

the efvyect of the

=cn oon Dhe poor. The experiance of

e [DRE, however, wo

s counterarguments the need o

the redistribulive impa

oot bthe pgroject wouwld foros

project analysts o improve the guality of thels own sconomic

analysis.
The discussion on how showld 0B project analysis be glven &
setal Droader LsSuUes

propvesr by sttt Dwo

and specifie problems. The £ SN 4 BE

thres main guestlonss

prERm L Lm tie organitzational seb-un A The macro-
3 % kd

chyrami oo

The "savings premium’ sargument contradicts the position that

& prremiwm ould be given to the income of The poosr-of-taday,. The
only possible answer to it gseemns to be forced savings. The income

ot the project would be imputed fto the poor (rather than Flowing

to o the richl, but 1t would not be available for immediate

T 57 ypes gomty poen goe] sy s
+ el

SRl NG . Rref o

of ckisios? i « Emarty e Ban hes oin Uhe

past deallt with such tooios, but they seem to deserve nore

aralysis literature.,

sat-up guestion relates Lo the problem of

reanih the poor ef

ﬂ
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vl vech,

fhe +ivst s bLhe intermediary problem. The second i

the guestion of the approprists ircenbtives structure. The iss

e oone of comnplementarity versds substitotabriity of efvord

hetween Lhe donor and the donge. It 13 an area where economishs

Phe thaord brosd issus relates to the mecro-dynamio

investnent projects. It

!"‘E

tox be in bad nesed of the advise of sociologists and

pmpact of

=fers Lo economi o magni hudes not

gersrally taken into account in general equilibriuvm analvsis

suich as the accelerator, the sultiplier, the backward and forward

linkages, the technological frontier, and tne development pole

There was lithtle agresment anong the contersnce paritici

mexciEr

-
]

how to tackle these ilssues. Some thowught €

LML S

SO O

analysis was up to the task. OUthers felt that many relsvant

Canseguenias O o odevelo resnt

"

anticipated, and hence that the instincts of the politician might

at times be & betber guidses for project selection than &

ot the economl st

etffects of a4 given prolie shauld be counted in or not.

oppositg vigws on this area might be reconciled, provided

are willing to expand the scope of investment analyvsis

realm of general sguilibrium, also allowing for states

maCrosronont s diseguilibriam. bFothe economy 15 supply

the proJect doss not have mulitipliser effec

the sconamy is demand constrained, those effachs ar i)

bie b

A specitic discussion aross on whether the “multiplisr”

The

bevond

ta, Dut

cleedd

Hcit

ol

'—6«

g



prresert. sl o opinion will divergs on whether sooial

Yy

project analysis shiould allow for the possibility of

macroecanomi o dilsegquilibrium, but this seams to be a fertile

Fieid of academic research in LRE Comilng v S .

Thers was not nesrly as mash o bhwe specifics of

the current 1TDE

a=oon bhe previous DThemes. Four

poinhs were mentionsd,

e first relates to bhe gpeeidication of the target inooms
ltevels for fthe definition of the "poor’. A general point of
agreament was that the IDE dats was in bad need of revision,

The second point eelstes o the aeaswement of the

distributional 1mpact of o A omagor weaskness ot bthe

current TDE aporoach of public sector Lncoms.

The measuremnsnt of

pubil 1o sechor incoms whion

ezt Lt

enbimation of Lthe incoms

RENT T
distribution elasticity of the proiect.
The third point relates o the nesd Lo improve bthe

ot

w3
]

honal analysigs for intermediate inputs. Cureent TDE

ral income distribution

ﬂ.
f_!

figuras indicate that the owest

coetficients are those for industry, energy and transport. As

to e the leading sectors 1n

ENGML O

sdt bhat there 15 1nhddeed a

-
-
o
i
-
=y
T
-
=
[
it
'
(¥
b
I
-
=]
i
m

contradicthion betwesn inocone disteibhubion and

ogrosth. Additional research s needed on this topic.

Foar i point o othe form of anaivsis. Uonfersnos

on il sagreement on whether the DB should

sepey
g



procesd to dooa fu

e

et

lown social analvsis, & la Little and

Fivvrless, or showld instead direct tbts ressarch ab improving the

infarmational contesnt of poverty indicators curvently In

Many specitic problemns were thus raised and discussed, but

inotie finel analysis the condference participants felt that the

IDE work din fhils ares was very lonovabive and worth pursuing

Fur b,




OF POFULAT IO
{Irmocomes data ¢«

LEVELS

Countey Fercent Below
Low Incoms Level

Frgentina
Hanamas
Barbados
Bolivia
Brazil
Chile
Colombila
Costa Rica
Oominican Repubiic
Ecuadar

£l Salwvador
Guatemal a
iy &na
Hail i
Homdur as
Jamaioa
e i oo
Nicaragua
e
FTEUEY
Fear
Trinitdad-Tobago
Liruguay

Verneruel &

Tt

() Estimate is extremely uncertain, due to wunusually poor or
incomple income distribution data.

Sowrce: DB, apud Terry Fowers, op. cibt., Table 1, p. 3.
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