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| - I ntroducti on

"[ Devel opnent] narratives...follow the conmon
definition of ’story’.... Typically |ess hortatory and
normative than ideol ogy, devel opment narratives tell
scenari os not so nuch about what shoul d happen as about
what will happen--according to their tellers--if the
events or positions are carried out as described. Even
when their truth-value is in question, these narratives
are explicitly nore programmtic than nyths and have

t he objective of getting their hearers to believe or do
sonmething. In addition, the narratives...are treated
by many of their tellers and hearers as continuing to
retain sone general explanatory...power even after a
nunmber of the specific conventional w sdons upon whi ch
t hey are based are understood to be subject to serious
qual i fication” (Roe 1991:288).

There is wi despread ent husi asm af oot today in the
i nternational devel opment community about Social Funds (SFs).
Toget her, the World Bank and the Inter-Anerican Devel opnment Bank
have spent a total of nore than $2.6 billion on SFs in Latin
Anerica and Africa since the late 1980s, and European donors
roughly half that amount. There is no sign of slackening, and
donor - proposed SFs are now cropping up in reform packages for the
crisis-afflicted Asian econom es--recent exanpl es being | ndonesia
and Thail and. Strangely enough, however, the nunerous
eval uations carried out or funded by the donors thensel ves
provi de nore grounds for skepticismabout SFs than for

ent husi asm



Donors view the SFs as a breakthrough in providing poor
comunities in devel oping countries, mainly in rural areas, with
wor ks projects and sone services. Roughly one third of the funds
go to economc infrastructure; another third to education and
health, nutrition and popul ation activities; and another third to
m scel | aneous activities |like mcrofinance, training, and
environmental interventions.' Donors view SFs, with their nore
i ndependent project agencies or units and their "denmand-driven"
features,? as "an imagi native effort to nmake governnent actions
and resources nore beneficial to the poor"; as having
"consi derabl e potential...for sustainable service delivery..."
(italics ours); and as succeeding, often, "in targeting the poor
and in providing basic services nore cheaply and speedily than
public sector agencies that have traditionally been charged with
t hese functions."?

Thi s paper draws on the evidence about SFs fromthe donors,
and fromfieldwork on four SFs in Brazil, to raise sone questions
about the presuned greater desirability of SFs as an alternative
to traditional governnment supply, or refornmed versions of it.*

The paper al so seeks to contribute to the broader debates

"WB (1997a:5).
Not all SFs are explicitly demand-driven. A recent Worl d- Bank
review reported that between 10% and 40% of the SFs use demand-

driven nmechanisns (WB 1997a: 24). The narratives about SFs and
their strengt hs nevert hel ess often descri be them as
"participatory,” if not demand-driven.

DB (1997a: 71), and WB (1997a:vi).

‘Not es 82-84 of Section Ill, and surrounding text, describe this
research.

Il - Social Funds: The Accl aimand the Paradox



relating to decentralization, partial privatization, and other
attenpts to inprove the quality of public-service delivery in
devel opi ng countries. The acclai med strengths of SFs, after all,
are variations on a nore general set of argunents about the

probl ens of over-centralized and "supply-driven" public service
provi si on, and about the superiority of nore decentralized and
"demand-driven" approaches.

What follows is not neant to be a thorough review of the SF
experience or of the argunents for and against them For this,
the reader can turn to several conprehensive donor-funded reviews
of the evidence, and a handful of other excellent studies of SFs
by social scientists, all referred to in the endnotes. The
argunments that follow also do not constitute a brief against SFs
or demand-driven approaches in general, or in favor of supply-
driven approaches. It will not be argued that SFs are perform ng
poorly, but that the donors’ own evidence does not denobnstrate
that they are better than or even as good as ot her approaches to
i mprovi ng governnent services in a sustained way. This raises
guestions about the |arge anounts of funding dedicated to SFs,
and the trunpeting of the experience as a new nodel .

Wth sonme exceptions, the donor community has interpreted
the SF experience through a rather ill-fitting tenplate, which
categorizes it as demand-driven, decentralized, partially
privatized, and therefore "good." Wthout this tenplate, the
experience could yield sone interesting evidence on which to
build a less imting view of opportunities for reform In this

sense, the paper attenpts to interest the devel opnment conmunity



i n expandi ng its thinking beyond SF-type nodels to other ways of

i mprovi ng governnent performance. These ways nay not seem as new
and exciting as SFs, but SFs would seemto have, at best, no nore
frailties than they do.

The paper is organized as follows. Section Il reviews the
accl aimed strengths of SFs, and the logic that |ies behind them
it then chronicles the paradox found in the donor eval uations--

m xed evi dence, at best, wapped in strong endorsenent. Section
I1l is the first of three sections (IIl, 1V, and V) on the
findings fromfield research on SFs in four Brazilian states;
Section |1l reports on how conmunities actually made decisions to
choose one type of project over another, and rel ates these
findings to those of the donor evaluations. Section IV focuses
particularly on the behavior of "the market"--namely, the new y-

i ncluded private firns in this partially privatized pageant; this
because of the dearth of field research on the matter relative to
ot her subjects like SF inpact on the poor, relative to the

i nportance attributed to partial privatization in the workings of
the SF nodel and decentralization in general. Section V |ooks
into issues of information, given its centrality to w dely-held
assunptions about the benefits of decentralization in general and
SFs in particular. Section VI delves into the interaction of SFs
and politics, a natural connection because of the character of
SFs as highly "distributive"” progranms. Section VIl concl udes.
Sections Il1l, IV, and parts of V draw substantially on materi al

from Serrano (1996).






|1 - Social Funds: The Acclai m and the
Par adox

Since the late 1980s, the two |argest donors have spent
roughly $2.6 billion on SFs--$1.3 billion by the IDB on 18 SFs in
16 countries of Latin America, $1.3 billion by the WB in 34
countries (mainly Latin Anerica and Africa), and roughly half
that total by the European donors conbined.?® SFs started in
Latin Anmerica as a tenporary antidote, according to the lore, to
the adverse inpact of structural adjustnment prograns on the poor
in various countries.® The Latin American experience cane to be
the reference point for SF pronotion el sewhere. Oiginally, SFs
were neant to provide quick enploynent through public-works
projects and energency social services in rural areas, partly in
lieu of the increasingly faltering presence of fiscally-strapped
and over-bureaucratized line mnistries; sone were designed
explicitly to conpensate for |ayoffs caused by downsizing of the
public sector and its state enterprises.

By the m d-1990s, donors judged the SFs to be so effective
at tenporary relief, and so appealing as an alternative nodel of
publ i c-sector service delivery, that they provided follow on

funding to several SFs and elevated sone to nore permnent

WB data for end-fiscal-year 1996 (WB 1997a:vi; |DB data reported
in March 1997 in I1DB (1997a: 10, Table 2.1).

®Nora Lustig (1995, 1997) quite persuasively contests this
statenent, which has been frequently repeated in donor docunents.
Wth respect to the Latin Anerican SFs, at |east, she shows that
donor-funded SF projects were actually under way clearly before
the structural adjustnment prograns began to show any hint of
adverse effects on the poor.



st at us. Viewing SFs first as an inportant new and tenporary
instrument for conbatting the adverse inpacts of structural
adj ust mnent and other nacro refornms on the poor, donors then cane
to view them later as an attractive nodel--decentralized,
partially privatized, and demand-driven--for the delivery of sone
services and snall works projects, particularly to the poor and
in rural areas.

Though SFs vary w dely across countries, their "demand-
driven" and decentralized style has the followng commoDn
conmponents: (1) they nmke grant funds available to conmunities
or nmunicipal councils to choose anong a nenu of possible projects
(a well, health center, school, grain mll, road repair, etc.);
(2) project design and construction are decentralized, and
partially privatized, to local actors--private firms, NGOs, | ocal
governnents, and community associations (as well as sonetines to
| ocal governnents); (3) in particular, community groups nake
contact with and contract the design or construction firm or
equi pnent supplier, nonitor project execution, and/or take
responsi bility subsequently for operations and maintenance; and
(4) a local contribution is often required, roughly 10% 15% of
proj ect costs.

In addition to their enphasis on the virtues of these
demand-driven and decentralized features, donor evaluations
portray the SF success in ternms of rapid rates of disbursenent,
flexibility, and | ow overheads--just the opposite of the typical
government agency. As depicted in the nunerous docunents on SFs,

the organizational traits considered key to their success are:



(1) they are run by sem -autononobus units or agencies operating
outside |ine agencies, sonetinmes newy created and often close to
the office of the country’'s president; (2) they work outside
civil service regulations, particularly with respect to the
setting of salaries, and hiring and firing; (3) their managers
are often recruited from the outside, and have experience wth
managenent in the private sector, while nmany of their staff
menbers represent the best of the public sector, lured to the SFs
by the higher salaries; and (4) they have succeeded in operating
outside government procurenent regulations, and sinplifying
procurenent in a way that has sped up the execution of small

wor ks projects narkedly.

1. Traditional governnent: problem
and sol ution

Underlying these acclained features of SF design is a
broader set of argunents about the problematic nature of the
traditional organization of governnent prograns--nanely, that
they are overly centralized, inflexible, and "supply-driven."
These argunents, based nainly on the |ast decade’s literature of
econonmi cs and political science, suggest that nore decentrali zed,
demand-driven, and partially privatized provision reduces nany
of t he undesirabl e aspects of traditional gover nnent
provi sioning.” Because the argunents about decentralization are
by now quite famliar, having attained the status of self-evident

truths, they are sunmarized only briefly here.

Tcites].



To start, the problematic nature of nmuch of governnent
service provision is said to arise from its position as a
nonopoly and, even worse, one that is "unregul ated.” In this
sense, governnent’s problem is simlar to that of any other
nonopoly, private as well as public: it becones over-powerful
over-centralized, and i nfl exible and suffers from |ow
responsi veness to consuner preferences and other inefficiencies
t hat go unpuni shed by conpetitive pressures. Decentralization is
thought to reduce these problens by introducing conpetitive
pressures, or surrogates for them it |ocates service provision
nore locally and also brings in new providers from outside
governnment --nost inportantly, firns and nonprofit organizations.
Qperating at nore local levels, firms and NGOs are expected to be
nore "flexible" than governnent and nore capable of creating
locally tailored solutions; NGOs in particular will be nore
commtted to working with the poor than governnent. For these
pressures and incentives to bear their fruit, it should be noted,
decentralizing prograns need not necessarily be formally demand-
driven.

The problens of over-centralized governnent are also said to
lead to progranms that are overly standardi zed, overdi nensioned,
and unnecessarily high in cost. For decades, donor eval uations
have benpaned the resulting problenms of inadequate maintenance
and operations (&M, and the failure of recurrent-cost financing
and other operational support to naterialize. It was exactly
t hese probl ens, anong ot hers, t hat led to the current

preoccupati on of the devel opnment comunity with "sustainability"”
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and "ownership." In that decentralization re-locates the process
of project choice and design closer to where users live, this is
expected to lead to lower costs and nore custom zed results.
Providers will be nore vulnerable to pressures from users, and a
good part of the responsibility for O&M can be handed over to the
users thensel ves.

In certain ways, of course, SFs represent the opposite of
real decentralization. They are run by central-governnent
agencies, either newly created or newy-enpowered by their
association with international donors and with strong support
from the country’ s president. In the mjority of cases,
nor eover, they do not devol ve power and responsibilities to |ocal
governnents; when they do, this usually does not happen as part
of a larger reform of intergovernnental transfers and other
decentralizing neasures, and sonetines even works at cross
purposes to such reforns. As a central -governnent program
however, SFs do try to reduce the overhead and personnel costs of
the "central" part of their operation, and to instead build up
the decentralized part--mainly by devoling responsibility to the
| ocal actors naned above; in this sense, SFs are nore accurately
descri bed as "deconcentrated" than decentralized. Regardless of
the accuracy of the "decentralized® |abel, the evaluation
literature tends to portray these progranms as partaking of the
sanme advantages as those of decentralization.

Today, the linked argunents for decentralized and demand-
driven service delivery seemto make obvious sense. At the sane

time, they also represent a renarkable departure from previous

10
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t hi nki ng about pl anni ng and governnment organization. They deny,
often only inplicitly, the inportance of econonm es of scale and
of standardi zati on and specialization, at least in the provision
of small-scale and |ocal -level infrastructure and services. They
argue that the conbination of planning, design, and execution by
agencies with functional expertise and responsibilities--though
ideal in principle-- sinply does not work in practice for
i nportant real ms of governnment action. Sonething gets in the way
that prevents benefits of economes of scale, standardization,
and specialization frommateriali zing.

The demand-driven approach, in contrast, starts the process
of project design and inplenentation not wth decisions by
pl anners but with choice by the user--nanely, "the community."
Governnment’s role is not to itself design and provide the well or
power hookup or other project, but to lead a process by which it
offers an array of options from which people can choose. The
comunity’s choice, in turn, does not sinply trigger provision of
the project by a specialized public agency or even by the SF
itself. Rather, the tasks of design, construction, and equi prment
purchase can now be carried out as well, and at the comunity’s
behest, by private firns, nongovernnent organizations, or

muni ci pal governnents.?®

The bad rap acquired by standardization in the hands of
governnment actually goes well beyond the nainstream devel opnent

comunity. It is the centerpiece of a recent historical analysis
of the ills of governnment by the political scientist James Scott
(1998). Scott points to the inevitable "need" to standardi ze as
the central root of governnment’s mnmistreatnment of citizens
t hroughout  history. In so doing, of  course, he goes
substantially beyond the donors’ critiques of devel opi ng-country
governnments. |Indeed, Scott and others witing in this vein would

11
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For the logic of decentralization to work properly, it
shoul d be clear by now, user choice is key. Users nust have good
i nformati on about their rights and options; and they nust be
informed of the procedures for gaining access to service
provi ders, registering their preferences or dissatisfactions and,
in the case of SFs, designing projects and presenting them for
f undi ng. For this reason, many SFs include public information
canpaigns. Not only do the SF evaluations stress the inportance
of inmproving the way information is provided, but so does the
vast literature of transactions costs and its concern for

"informati on asynmetries,” as explained further bel ow

2. The evi dence

The nunerous studies of SFs carried out or funded by
devel opnment institutions usually start and end on an enthusiastic
note. But certain findings reported in the mddle--sonetinmes in
sections related to "problens” or "issues"--provide serious
grounds for skepticism Even two quite critical papers on the
SFs have drawn for their supporting evidence on these sanme donor
docunents, or on research funded by the donors.?

SFs started with the purpose of tenporarily creating

enpl oynent targeted on the poor and thereby reducing poverty

probably even treat donor proposals about inproving government
t hrough decentralization with equal skepticism (Gt her studies
that take a negative stance simlar to Scott’s with respect to
governnment interventions in developing countries, including
donor-assi sted ones, have appeared in devel opnent anthropol ogy,
particularly but not exclusively anong the post-nodern
ant hr opol ogi sts.)

Lustig (1995, 1997); Stewart & van der Geest (1995).

12
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through small, decentralized works projects in rural areas. Wth
their seem ng success early on in Latin Anmerica, the donors cane
to see them nore broadly as a good nodel for permanently serving
poor rural conmunities not only with works projects, including
the building of schools and health clinics, but with a variety of
ot her services |like daycare centers, mcrofinance prograns, and
so on. Qoviously, it is sonewhat difficult to keep these two
clainms separate, given that effectiveness and inpact are so
closely intertwined. The donors thenselves now stress the claim
about service delivery nore than that about enploynent-creation
and poverty reduction, for reasons explained below, the findings
of the Brazilian fieldwork reported later also relate nore to the
clainms about SFs as an alternative way of organizing service
delivery. Unfortunately, there has been significantly |ess
systemati c and generalizable enpirical research into the clains
about SFs as a good nodel of public service delivery than about
their inpacts on the creation of enploynent and the reduction of
poverty.

In what follows, the evidence for each of the two clains is
di scussed separatel y--poverty reduction and enpl oynent creation,
that is, as distinct fromthe new nodel of organizing service and
i nvest ment s. The evidence is drawn nmainly from four recent
mul ti-country reviews of the SF experience by the Inter-Anerican

Devel opnent Bank, the World Bank, and UNICEF, in addition to sone

13
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studi es by outside researchers.” These reviews, in turn, draw on

nuner ous eval uati on studies on the SFs funded by the donors.

2A. Reduci ng unenpl oynent and poverty

Wth respect to the clains about enpl oynent creation, the SF
reviews reveal that these prograns have "created relatively few
j obs" and reached only a snmall fraction of the labor force (in
the Latin Anerican case, less than 1% at best).™ They also
devoted only 30% of their expenditures to |labor costs, a rather

| ow share for prograns dedicated to enploynent creation.” Jobs

(1) Portfolio Inprovenent Program Review of the Social Funds
Portfolio (WB 1997a; see also WB (1998, by Wens & CGuadagni); and
VWB (1998, edited by Bigio et al.); (2) Social I|nvestnent Funds in
Latin Anerica: Past Performance and Future Role (I1DB 1997a,
1997b; see also IDB (1998); (3) a chapter on SFs in Safety Net
Prograns and Poverty Reduction: Lessons from G oss-Country
Experience (WB 1997b); and (4) a review for UN CEF by Sanjay
Reddy, Social Funds in Devel oping Countries: Recent Experiences
and Lessons (UN CEF 1998). Al'l four studies, together with a
nore recent one on three SFs in Latin Anerica (WB 1998), are
t houghtful and candid attenpts to review the SF experience. To
the extent that half of the Latin Anerican SFs are funded by both
the WB and the IDB (9 out of 18), there is a significant overlap
in the experience on which they both report.

DB (1997a:71). Lustig reports that even the nobst well-known,
ol der, and highly-praised Latin Anmerican SF, the Bolivian Soci al
Emergency Fund (starting in 1986), enployed roughly only 6-8% of
workers in the two |owest inconme deciles. The Honduran Fund
enployed only 7% of the unenployed (1990-1995), the Peruvian
fund, 2.7% (1991-1995), and the El Sal vador fund, 2.5% (starting
in 1990). (For the Guatenmalan fund, no data on enploynent
generation were even gathered.) Data are fromLustig (1997:4-5),
citing as sources the WB (1997a) for Bolivia; and |DB-funded
studies by Cisneros (1996) for El Salvador and Guatenala, and
Moncada (1996) for Honduras.

21DB (1997a:71[?]). In a study of the enploynent-creating works
progranms in various developing countries funded out of United
States agricultural surpluses (Food for Wrk), Thomas (1986:26)
reports an average 52 percent of total expenditures on |abor,
with a maxi num of 77 percent; von Braun et al. (1992) stipulate
at least 60 percent for |abor expenditures as desirable for
African prograrns. Studies of the WMharashtra Enpl oynent

14
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provi ded by the SFs were tenporary, of |low quality, and provided
no training. Most of the better jobs went to skilled |aborers
brought in from elsewhere by outside contractors; forty-two
percent of |abor expenditures in the N caraguan SF, for exanple,
were for skilled labor.® Several enploynent-creation prograns
that antedated the SFs created significantly nore jobs, enployed
a larger share of the labor force,” and elicited much greater
budgetary resources from their respective governnents. In
conparison to the demand-driven SFs, these prograns were supply-
driven and, mainly, not funded by donors (at least initially).
Wages paid by SFs, although often set at the legal m ninmm
were neverthel ess typically | ower than subsistence, and soneti nes
significantly so.™ The wage in the N caraguan SF, for exanple,
represented 57% of a basic famly food basket. Granted, wages
are often set this low in enploynent-creating prograns so as not

to draw | abor away from private-sector enployers, and to keep the

Guarantee Scheme in India (Costa 1978; D’Silva 1983) show how
labor intensity varies with the kind of project--water projects

using the largest percentage (80%) and road projects the lowest
(55%). More recently, the Maharashtra Scheme has required that
at least 60 percent of total costs be spent on unskilled labor
(Deolalikar and Gaiha 1996).

BIDB (1997a:22, 71). The WB found similar results in Honduras
(Webb et al. 1995). The evaluators also note that estimates of
SF job creation are often overestimated, because of the large
amount of temporary employment that usually lasts only a few
months (p. 22).

“In reporting these findings, Stewart & van der Geest (1995),
note that these unimpressive outcomes for benefits are partly a
result of the fact that governments in SF countries committed
more resources to these non-donor-funded programs than they did
to the SFs. But even if SF countries had committed more
resources, they claim that their calculations show that the SFs
would still have reached only a smaller share of the unemployed
in the lower deciles because of their greater difficulty in
targeting (p. 126).

DB (1997a:22-23).
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non-poor from applying for these |obs. At the sane tine,
however, the | ower-than-subsistence |evel plus the tenporariness
of the job adds up to a weak instrument for a nore sustained
reduction of poverty and unenpl oynent. In the sane vein, the
voluntary |abor often required of comunities for SF projects,
al though neant to serve the goal of reducing costs and eliciting
"ownership" of the project, represents a regressive tax on the
poor . *

Wth respect to poverty reduction, the donor evaluations
show that the SFs’ claim of reaching the poor has not been borne
out . Hi gher per-capita SF expenditures often go to better-off

conmunities or provinces than to the poorer or the poorest;' even

I DB (1997a: 22-23).

YAs reported by WB (1997a: 18, WB 1998:xv), IDB (1997a: ), Lustig
(1995, 1997) I1DB (1997a: ), and Stewart & van der Ceest (1995: ).
In its study of four countries with SFs (Bolivia, Egypt, Sri
Lanka, and Zanbia), the WB study found that "the higher poverty
headcount index of the province, the |lower was the actual per
capita Social Fund expenditure it received; or the actual
expenditures |agged behind allocations in the areas with the
hi ghest poverty index while they far exceeded allocations in
areas with |ow poverty indices" (W 1997b, as cited in WB
1997a: 18).

For the 1990-92 period with respect to Mexico s PRONASCL,
Cornelius et al. (1994) report that m ddl e-i ncone states received
nore funds per-capita than poor states (as measured in ternms of

i ndi ces of poverty and underdevel opnent) (1994:22-3). G aham
(1994) reports that, nore generally, none of the poverty-
alleviation prograns in Latin America, Africa, or Europe have
been particularly successful in targeting the poorest nenbers of
the popul ation. The IDB study points out that even after its own
calculations, it is very difficult to determ ne targeting from
the data, which does not distinguish between rich and poor wthin
muni ci palities or higher-level adm nistrative units from which
the data are drawn.

Sone of the studies show that whereas the SFs did not reach the
poor est comunities, they often reached conmunities that were
poor but not anong the rich. The IDB study found that the
poorest-decile nmunicipalities received | ess than the others, but
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in the "star" Bolivian SF, the richest of five incone areas
recei ved two-and-a-half tinmes as nuch SF funds per capita as the
poorest five ($25 vs. $10).%*® This mistargeting happens, partly,
because the better-off comunities are often "better organi zed"
t han poorer or nore renote communities, are better educated, have
greater access to |ocal decisionmakers, and are therefore nore
capable of taking advantage of the demand-driven structure.®
QO her kinds of prograns, different from SFs and typically nore
supply-driven, seem to have had nore identifiable inpacts in
reduci ng poverty--prograns |ike food stanps, food commodity
prograns, or school feeding prograns.® At the least, the |DB
eval uators conclude, the SF nodel is not hel pful for reducing the
"structural problem of poverty,"” although it is perhaps suitable

as a tenporary strategy for coping with recession.?

t hat the non-poorest poor received nore than the best-off. A
study of the Peruvian SF FONCODES ( Schady 1998) found that poorer
comunities actually get nore SF funding per-capita.

These m xed and sonetinmes even conflicting results have to do in
part wi th inadequacies of the data, comented on by nobst authors
of these studies; they also relate to the different politics at
particul ar nonent s in different countries (for further
di scussi on, see Section VI.2).

Blustig (1997:5) citing WB (1997h).

"WB (1997b: ); IDB (1997a: ). Based on studies of the Bolivian
and Honduran SFs, Stewart & van der Geest (1995) reported that
poorer comunities present fewer proposals for funding than
richer communities (p. 128). Herring (1983) and Gai ha (1998)
found the same kinds of results in simlarly-targeted and
deconcentrated prograns in India.

®In a review of the Latin Anerican SFs, Lustig (1995:31) noted
that they "conpare unfavorably" wth these prograns (she is
considering only the direct-transfer aspects of SFs in the
conparison). Lustig, a researcher at the Brookings Institution
at the time of her study, drew on various SF eval uation studies
by the donors.

21 DB (1997a: 22-23).
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Finally, the available data and its quality do not really
permt wunqualified judgnments either for or against SFs wth
respect to poverty reduction.® 1In nost cases, it is not possible
to determ ne whether poverty had been reduced or inconme increased

in the regions served by SFs; or, even when such changes are

detected, it is not possible to determne whether they are
attributable to the program?® "[We have no way," a WB study
concl udes, "of conparing how well [SFs] target poverty conpared

with other prograns."®

In conclusion, SFs have "created relatively few jobs and
generated little additional incone for the poor,"?® even though
many of them included incone and enploynent-generation anong
their stated objectives. They were not "effective safety nets in
any significant scale,” and many countries therefore did not have

an effective nechanism to protect the poor from output,

?The |1DB review of SFs found that, for all but one of the
countries (Peru), it was not possible to determne the extent to
whi ch those enpl oyed by SFs were poor. (I'n Peru, an unrel ated

survey from the ongoing WB Living Standards Measurenent Project
had included a question about enploynment in the SF, 36% of the
jobs went to the extrenely poor, and 57% to the poor [IDB
1997a: 32]) .

2 DB (1997a: 15). The study notes that baseline data are not
avail abl e for enploynment and income in the regions served by SFs,
making the estimate of changes in poverty and incone not
possi bl e. Data have been collected in several cases, however, on
the enploynent and incone generated by the projects thenselves,
their benefits, and surveys of project beneficiaries.

“WB (1998: xvi, edited by Wens & Guadagni). The WB text uses the
acroynm "DRIFs" rather than SFs; DRIFs are a sub-species of SFs
called "Demand Driven Investnment Funds" that, according to this
classification, support minly productive infrastructure and
nat ural resource managenent. The study reports on three DRIFs in
Latin Anmerica--in Mexico, Colonbia, and Brazil--the l|atter being
the same program we | ooked at in the research reported on bel ow
As noted later, the Brazil SFs/DRIFs do not seem to fit this
particul ar description.

I DB (1997a: 71).
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enpl oynent, and price risks."?® This despite the fact that al
Latin Anerican countries with SFs gave thema "high profile and a
central role in the canpaign to reduce poverty."? Cearly, these
findi ngs are di sappointing.

To the credit of the donors, their published evaluations
have owned up to these results, albeit without at the same tine
| osing enthusiasm for the SFs as a nodel. First, they say that
"fundanmental fiscal and institutional reforns” at the macro | evel
are so much nore determning of changes in poverty and
unenpl oynment that one can not really expect that nuch from such a
limted programmatic intervention anyway.® (It is not clear why
t hat concl usi on woul d not have been foreseen when SlIFs were being
"pronoted” fromtenporary to permanent status, on the grounds of
their desirability as a nodel for reaching poor conmunities.)

Second, the donors argue that even if SFs have not nade the
i nroads on poverty and unenploynent that were originally hoped
for, they have turned out to be on firmer ground as a nodel of
service delivery.® SFs "help to inprove the living conditions of
the poor," the IDB reports, by being "efficient providers of
social and economic infrastructure"; in this sense they "are a
response to a permanent problem--nanely, that "Latin Anerican

governnents, as presently constituted, have few agencies through

®lLustig (1997:2-4, and 1995). Stewart & van der Geest (1995)
arrive at simlar conclusions, in a study including African as
wel | as Latin Anerican countries.

71 DB (1997a). The citation (p. 16) cones from a Decenber 1996
version of this report, as cited in WB (1997a: 47).

WB (1997a: 47).

®These argunents can be found in various donor docunents. See,
in particular, WB (1997b: 93-116); WB (1997a).
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whi ch to channel resources and services to the poor, and that, as
a result, the benefits of npbst governnent prograns "go to better-
off comunities."?® The SFs, in contrast, "have shown an
i npressive ability to deliver social infrastructure to the poor
in a relatively efficient and transparent nmanner." The WB,
simlarly, concludes that SFs are an "effective instrument” for
energency assistance, and have proven to have "significant
potential for comunity devel opnment for the sustainable delivery
of services to the poor" (italics ours).® |In this way, they have
contributed to inportant "asset building” in rural areas--
school s, health clinics, power  hookups, road repairs or
construction, the sinking of wells for drinking water. Even sone
of the nore critical outside comentators on SF weaknesses in
al l eviating unenpl oynent and poverty have taken this position.
SFs "appear to have been successful in building water and
sanitation systens, schools and health posts in under served
areas with relatively high concentrations of the poor;"* they are
"better at creating assets" than at targeting;*® and they have
“resulted in an invaluable increase in the level of services to
many previously marginalised poor...."*

In explaining these achievenents, the donors point to the

following features of the SF approach: rapid rates of

¥ DB (1997a:64, 72); the quotation in the follow ng sentence is
fromp. 4.

\W\B (1997a: 47).

2lustig (1997 [1995]7).

®Stewart & van der Geest (1995: ).

¥Angel | & Graham (1995: 202-3).
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di sbursenent,® flexibility, |l ow overheads due to "lean"
adm ni stration, design standards that are not overdi nensi oned and
therefore nore appropriate for rural areas, and low unit costs
for projects |like schools, health posts, and other standardi zabl e
works.*®  The cost savings are said to result partly from the
wai ver of procurenent regulations, including public tendering.

(I'n sone cases, the donors’ own |egal and accounting departnents

*The evidence on quick disbursenent is actually sonewhat m xed,

as reported by Stewart & van der Geest (1995), the WB study of

three social funds in Latin America (1998:xvii), and in the
conplaints of project-agency managers about the way conmunity
deci si onmaki ng "slows down" the rate of disbursenent. The WB
report attributes the slow disbursenent to delays by the central

government in providing counterpart funding to the projects.

Stewart & van der GCeest (1995) attribute the problem to the
demand-driven structure itself, which results in a time-consum ng
process of community- and runici pal -1 evel organi zing and
deci si onmaki ng. They also point to the concern of project

agenci es about "clientelisnt and political neddling in project

selection and |ocation, which causes agency nmnagers to inpose
criteria and requirenents that slow things down. Their concern
about reducing delay is at odds with the WB study (1997a) that

suggests that nore tine and attention be paid to inposing project

criteria that assure better participation and inclusion of the
poor .

®For exanple, WB (1997hb: 104) reports savings of 30-40% in school

construction in Mexico s SF, PRONASOL; and savings of up to 35%
in Mexico's Mendoza Provincial Program for Basic Social

Infrastructure (MENPROSF). (PRONASOL is one of the SFs initiated
wi t hout donor assistance--though it has subsequently received
donor funding--and to which the Mexican government has conmitted
nore funds than all of the Latin Anerican SFs conbined.) Sone
SFs, it should be pointed out, do not include their own overheads
in reporting unit costs; for Peru, see Schady (1998:5).

The World Bank itself also spends less on SFs for project-
preparati on and supervision than on other projects run through
existing mnistries or agencies in education and health, econom c
infrastructure, and for targeted or participatory poverty
projects. The cost of WB input into the SF projects varied from
39% to 85% of equivalent costs for conparator projects (WB
[ 1997a: 42-43, and Table 6]). These |ower costs, however, are not
related to the SF nodel in itself, but to the fact that the Wrld
Bank does not nmake disbursenents on SF |oans contingent on
"policy conditionality,” which can slow down disbursenents on
t hese other projects substantially (WB [1997a:42, and note 55]).
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did not yield this waiver happily.) Qher contributing factors
are said to be the use of private contractors and the conpetition
they nust face; the involvenent of beneficiary comunities in
project execution through contributions of managenent tine,
| abor, and cash; and the high dedication of project staff "in
conparison to their inefficient counterparts in governnent public

wor ks departnents."¥

2B. SFs as a nodel of service delivery

Upon cl oser exam nation, even the evidence of the donor
evaluations for the claim about SFs as a desirable nodel of
service delivery seens weak. Also troubling, the serious
problens flagged by these evaluations appear to represent the
flip side of the SFs’ accl ai ned strengths, suggesting an inherent
difficulty in remedying the problens. These problens cone

through in five ways:

(1) SFs vs. the conparators. Except for vari ous
eyewitness reports from the evaluators and repeated assertions
about the superiority of SFs in creating considerable activity in
the countryside, there have beenal nost no attenpts to
systematically select conpar at or prograns in traditional
mnistries against which to judge SF perfornmance as a nodel.
(This, of course, is partly a nethodol ogi cal probl em of conparing
apples and oranges.) One interesting exception is an attenpt by

the WB to track the performance of its SF projects in relation to

B (1997b: 105- 6[ ?]) .
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t he nor e traditional suppl y-driven progr ans it funds.
Surprisingly, however, no clear superiority for SFs energes from
this conparison, even though the evaluation still concludes on a
positive note about the SF as a nodel.® The |DB evaluators

t hough al so concl uding positively, report that the evidence they
reviewed was not sufficient to forma judgnent as to whether SFs
have actually nade a difference in the availability of basic
econom ¢ and social services in the various comunities where
they operate.®* |In addition, they found that the npbst successful
and innovative of the SFs were those conceived w thout donor
i nput and financing (Chile, Costa Rica, and Guatemal a), and were
different fromthe typical SF in inportant ways.”® (Mre on the

particul ars bel ow.)

¥The evaluators also pointed to the inability to truly conpare
the demand-driven SFs to other progranms, due to the |ack or poor
quality of the data, the classic apples-and-oranges problem of
such a conparison, and the Ilimtations of their data and
nmet hodol ogy. The sanple size was small (ranging from 8 to 69)

they did not conpare SFs to non-Bank-funded prograns (as Stewart
& van der Geest [1995] did); and they were not able to separate
out, on the SF side, the sectoral piece of the SF program that
corresponded to the conparator project in a functional mnistry--

heal t h, education, water, roads, etc. (They also did not rank
t he ki nds of inpacts of unenpl oynent and poverty reported above.)
WB (1997a).

®I DB (1997a:68). The study notes that this is because of the
reliance on ex-post beneficiary questionnaires for these
evaluations, and the lack of ex-ante data. The report does
mention, however, that the inpact evaluations are a valuable
source of information on whether projects are operating, and
whet her sel ection and construction were satisfactory.

“I' DB (1997a:6, 46, 73). The evaluators attributed this finding
to the "inflexibility" of the donors, and their "rules and
limtations,” which inhibited the ability of local officials to
experinment with innovative solutions. One interesting exanple of

this donor "inflexibility" related to the wuse of private
contractors for works projects. In trying to serve the poverty-
reducing goals of the SFs, donors typically enphasized works
projects that trained and enployed |[ocal peopl e. Thi s

stiuplation faced the resistance or non-conpliance of private
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(11) Relations with line mnistries. The donor
eval uati ons express considerable concern about the w sdom of
i nvesting so nuch energy and resources in creating new structures
out si de governnent instead of nore directly supporting reform of
exi sting government institutions. The WB review warned that SFs
"should not take attention away from-or work counter to--
...fundamental fiscal or institutional reforns...that address
poverty systemcally."* Cautionary exanples were Egypt’s central
governnment having explicitly cut back allocations to | ocal
governnments because of the expected "inflows from the Soci al
Fund"; and allocations for the mnistries of education and health
in Honduras having declined at the sane tine that |ocal
governnents were now receiving nore funds as a result of the SF
t here. ®

A variation on this problem relates to the grant-funded
nature of the SFs and the conpetition that SFs create wth
government prograns and agencies. Usually considered to be a
whol esone effect of such partially privatized and decentralized
approaches, conpetition in this case also has its "perverse" side

to the extent that it results froman distinctly un-Ievel playing

contractors, who usually preferred bringing in their own workers
from outside, particularly for skilled work, and conpl ai ned that
this would conpromi se their efficiency. In focus-group neetings
convened by the 1DB, interestingly, nmayors and conmunity
representatives expressed nore concern about project quality than
| ocal enploynment, and therefore preferred that contractors use
their own skilled labor. Wth respect to "inflexibility," then,
the IDB evaluators were making the sanme critique of the donors
that the latter had been making of line mnistries.

“MB (1997a: 47) .

““WB (1997a: 47, note 59).
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field. Nanmely, sonme existing agencies operating in the SF areas
were offering /oan financing to nmunicipalities or conmunities for
simlar projects, in conmparison to the grant funding typical of
the SFs; or, these agencies were trying to switch fromgrant to
|l oan financing, often at the urgings of the donors thensel ves.
In such cases, communities or nunicipalities understandably
preferred the free funding of the SFs; sonetines, SFs even funded
applications rejected for loan funding on technical or other
grounds by the existing agencies. The WB evaluation raises this
probl em i ssue, and cites two exanples, one from Senegal and the
other fromBolivia.®
W also heard conplaints of this nature in our Brazi

fieldwrk. "Mdernizing" mayors, who introduced new | oan-funded
prograns for creditworthy activities at "soft" interest rates,
were surprised to hear only conplaints rather than approbation
from their finance-hungry constituents; the latter pointed
reprovingly to the "free" funds from the SF, and chided their
mayors for not doing the sane thing. In addition, various
officials and loan officers of the Banco do Nordeste (BNB), a
| arge Nort heast-w de devel opnent bank, conplained of the effect
of "free" SF funding for creditworthy activities by groups of

small farmers, like the purchase of irrigation equipnment and

®I'n Bolivia, a municipal devel opnment bank (FNDR) financed water
and sanitation systens through lending, while the SF financed
t hese sane investnents on a grant basis. |In Senegal, a Minici pal
and Housing Developnent project provided credit through a
Muni cipal Credit Fund for financing incone-generating projects;
at the same tine, these nunicipalities could receive free funding
from the SF (an ACETIP) for roadbuilding. WB (1997a: 32, note
34).
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collective tractors--the "productive" projects included in many
SFs. The BNB, responding to strong political pressure to serve
smal | er borrowers by undertaking a major expansion of its |ending
to them found that the availability of SF grant funding to
comunities for such productive activities reduced demand for
their loan credit, despite its desirable interest rates; the
grant funding, BNB officers conplained, also strengthened the
wi dely prevailing view in rural areas that "governnent noney is
for free"--whether through grant or loan financing;, this
undermned the BNB's efforts to <create a nentality of
"responsi bl e" | oan repaynment practices anong borrowers.

The | DB eval uat ors dubbed the tendency to create SFs, rather
than attack problens directly, as "funditis."* |If the mnistries
of health and education in various countries had not been subject
to budget constraints, for exanple, a good part of the SF funds
going for replacenent and upgrading of schools and health posts
would normally have been undertaken by these ministries.® The
evaluators worried that the SFs would beconme  "shadow
governnments"; they warned that SFs "should not replace the public
sect or in t asks t hat are t he government’s i nher ent

responsibility..., and that this could "underm ne ongoing
public-sector refornms and institution building prograns.” Noting
that nost SFs were not subject to ordinary governnent |egislation

with respect to salaries and procurenent--one of the acclained

“I DB (1997a: 44- 45).

®I DB (1997a:72). The following three quotations in this
paragraph are from the sanme source, on pages 44-5, 72, and 72,
respectively.
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strengt hs of SFs enphasized in the donor studies--the evaluators
cautioned that the goal should be "to inprove the |aws and
regul ati ons under which the line mnistries work," rather than to
get around them Simlar concerns were expressed by outside
researchers. ®

Both donors and outside critics seem to agree, then, that
SFs could jeopardize the larger task of reform of the public
sector, or at Jleast to distract attention from it. The
particul ar problens they point to, ironically, are grounded in
the sanme node of operations that is said to account for the SFs’
accl aimed strengths. None of the evaluations face this
particul ar conundrum expressing confidence that the problens can

be fi xed.

(1i1) Sustainability. Both major donors gave distinctly

low marks to the SFs for "sustainability" and "ownership" of the

“SFs and ot her social safety-net prograns really "l eave untouched
the problens of the nmainline services....[and]...evade the nore
difficult challenges of institutional reform"™ because they
operate outside mainline mnistries, use "flexible" procedures
avoi di ng existing problematic regulations for civil servants and
for procurenent, and resort to nongovernment organi zations at the
|l ocal level (Nelson 1997:5). These nodes of operation, of
course, are also supposed to be the source of SF strength.

Nel son al so nentions the explicitly tenporary nature of the funds
(al beit now no longer the case); and the fact that sonme of the
prograns are "used as the direct instrunments of particular
political |eaders or parties" (she cites Peru s FONCODES and
Mexi co’ s PRONASOL as exanpl es--though Mexico, "less clearly" so).

Simlarly with respect to the Latin American SFs, Angell & G aham
reported that they "diverted resources (both human and physical)
and shifted public attention away from problens in the line
mnistries," thus making nore difficult the process of reformng
these mnistries (1995:202-203).

27



28

SFs they reviewed.?” There were frequent reports of health
clinics without refrigerators for vaccines, school buildings
wi t hout textbooks, wells that are not nmaintained. Mor e
generally, the evaluators adnmitted to finding little evidence on
sustainability and ownership, and in this sense were not able to
back up the claim that SFs are a better alternative neriting

per manent funding. Were they did find evidence, it was m xed.

“The WB review of African and Latin American projects reported
concerns about sustainability, particularly with respect to the
econom c infrastructure and mcrofinance conponents of such
projects, noting that such concerns had "been raised in other

reviews as well" (WB 1997a:vii, 15-16, including footnote 9).
Anot her WB study (1998:xvii-xviii, 46) found that none of the
three Latin American projects (DRI Fs/Denmand-Driven Rural
I nvestnent Funds) it reviewed "perforned particularly well in
achieving"” sustainability, and that "information from |ocal or
partial surveys suggests that a high proportion of subprojects
may not be sustainable.” A WB appraisal report for a Senegal
SF/ AGETIP noted that the “"sustainability of many AGETIP
i nvestnments is wuncertain,” due to a lack of ownership and

participation in the project identification and preparati on phase
and in the post-project operations and nmintenance phase (WB
Senegal PAR Public Wrks and Enpl oynment Project, 1996 draft, page
2 notes, as cited in WB [1997a: 15: note 9]).

The I DB cane to simlar conclusions (1997a:35-41), and an earlier
1994 1DB study cautioned that "[s]ustainability remains a
potentially serious problem.." (d aessner, Lee, Sant’Anna, de
St. Antoine, "Poverty Alleviation and Social |nvestnent Funds:
The Latin Anmerican Experience,” p. 22, as cited in W
[ 1997a: 15]).

One exception canme from a 1990 survey of the Bolivian SF, which

showed 95% of the social infrastructure projects still operating,
and 80% of the social assistance projects. The survey was
conducted, however, only one to tw years after project

conpletion (1DB 1997a:41). The survey also concluded that the
projects nostly likely to be sustained were those where users
partici pated nost actively, where the requesting agency had had
previ ous experience operating this type of project, and where the
requesting agency had a stable source of financing for recurrent
costs.
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The WB evaluators could find no data on the extent to which
SF projects were being operated and nmintained.® An approach
that ains for user "ownership" of O&M or pressuring of |ocal
entities into providing it, the evaluators note, often requires
di fferent t echni cal desi gns, at | east for econoni c
infrastructure. But a |large nunber of the SFs were found to have
been designed wi thout issues of sustainability in mnd.® It was
"not clear” if comunities even knew what the operations-and-
mai nt enance (O&\) costs and responsibilities would be, according
to the evaluators, before they chose their project. And only a
smal | percentage of the SFs turned out to have actually required
comunity contributions, even though the SF projects presented
for approval to the WB Board of Directors (the "appraisal
reports”) always included an estimate for upfront contributions
from communities. Little ex-post information on such
contributions was avail able.®

SFs financed many activities--like schools, clinics, water--
that woul d need sustained support fromline mnistries or other
agenci es of governnent, once conpl et ed. But either no fornm
arrangenents were nmade, or those that were nmde were not

respected.” | n nany cases, no operating funds cane through for

“WB (1997a: 31).

“Ei ghty percent of the project descriptions did not nention
sustainability, nor concern thenselves wth its three key
conponents: (1) evidence of denmand (range of options offered,
informati on nade available, evidence of commtnent through
contribution in cash or kind); (2) appropriateness of technica
standards; and (3) soundness of arrangenents for operations and
mai nt enance (fundi ng, and training) (W 1997a: 30).

\WB (1997a: 30-31).

B (1997a: 15-16, and note 9). The WB evaluators reinforce their
concerns about sustainability with citations from their sister
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staff and nmai ntenance, particularly for schools and health.* In
theory, and at |east for sone types of projects, this should not
be a serious problem The decentralized and denand-driven
features of the SF are believed to | ead inexorably to "ownership”
by communities of the new projects, and they will therefore take
responsi bility for operations and mai nt enance thensel ves, or they
will pressure |ocal governnents successfully to do so. As noted
above, however, no evidence has been gathered to support this
claim

If, as the evaluators report, actors on neither the donor
nor the recipient side formed these prograns with sustainability
in mnd, then it is not fair to judge them by these criteria
But the donors thenselves have made strong clains for these
progranms as successful, ex-post, on the grounds of community
i nvol venent . I ndeed, they have hailed the SFs as nodels of
"sustai nabl e" service delivery, as attested to by the quotes
cited above.

Anot her observation about sustainability relates to the
effectiveness of SFs in reaching wide swaths of the poor rura
popul ati on. Much has been nade of the |low unit costs involved in

SF construction of buildings and other works, in conparison to

SF-financing institution, the I1DB, and from other reviewers
within the WB itself. They al so question whether SF designers
and nmanagers even thought about project designs and technical
standards that would be nore likely to elicit user naintenance
and financing for recurrent costs. They point out, it should be
noted, that their findings relate nore to "likely," as opposed to
actual, sustainability, because only a limted nunber of the
i ndi vidual country evaluations it drew on involved SF projects
with | ong-term objectives (p. 4).

WB (1997a: ).
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those of existing governnent agencies. Presumably, this would
make it possible to reach | arger nunbers of conmunities, and nore
cost-effectively, wth the sane anmount of funding than do
exi sting governnment agencies. The donor evaluators reported
various cases, however, in which new schools and health centers
wer e constructed when rehabilitation of existing structures would
have been nore appropriate.®® This is not unusual for various
types of governnent prograns, so it is certainly not peculiar to
SFs. But the focus on low unit costs begs this question because
it assunes that new construction--as opposed to less costly
rehabilitation in this exanpl e--was needed in the first place.
Wth respect to sustainability and ownership at a nore macro
| evel, finally, both donors lanment the fact that nost SF
prograns, ten years after they were started, continue to be
dependent for nost of their financing on outside donors.* After
noting that nost Latin American governments wth SFs have

financed | ess than 20% of their SF operations, the | DB eval uators

“See, for exanple, World Bank Honduras PAR Report No. 13839-HQ
1994, para. 4.15, as cited in IDB (1997a: 15-16, note 9).

*I' DB (1997a:74). In Latin Anerica, out of 16 countries and 17
SFs (Guatemala has two), Chile’'s FOSIS has the |owest |evel of
external financing--11% The next |owest are CGuatemal a’ s FONAPAZ

(12%, and Colonbia’s RED SOLIDARI DAD (20% . (The 1DB
evaluators, as noted above, ranked these three as the nost
successful in terns of innovative practices.) For the rest,

external financing ranges from 58% to 94% wth only three
countries being lower than 80% (al beit higher than 60% --Peru

Uruguay, and Venezuela (I1DB 1997a:10, T. 2.1). The Mexican SF,
PRONASOL, is also one of the SFs nobst "owned" by its governnent:
it was also initiated by the Mexican governnent w thout donor
funding, and is one of the largest in terns of absolute
resources, share of the budget, and coverage (Cornelius et al.
1994:14). It does not appear in this particular table of the IDB
because it is currently not receiving donor funding, though it
has in the past.
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warn that "[d]onors cannot claim that the funds are successful
and sustainable” until countries make a greater contribution.’
"[ D) onors cannot be expected to provide 80-90 percent of the cost
of fund operations indefinitely."®

At |least with respect to the findings on sustainability and
ownership, in sum SFs certainly do not seem to do better than

t he ol der progranms on which they were supposed to inprove.

(1v) The m ssed NGOCs. At various points, the donor
eval uations noted, sonetimes wth puzzlenent, that NG were
either not present in the program area, or were associated with
di sappointing results when they were.?® NGOs turned out to
account for no nore than 15% of expenditures by nobst Latin
Anerican SFs.*” The UNICEF review noted that "[f]avouritism in
the disbursal of contracts to NG>s" was a "serious issue" in

various countries, as was the "proliferation" of NGO "of dubious

* DB (1997a: 64, 74).

*The studies report little of this problematic nature wth
respect to the new role of private firms, though this my be due
to a sinple lack of attention to the matter.

I DB (1997a:39). |In many conmunities, the report said, NGOs are
not that active. |In addition, NGO tended to specialize nore in
training and community devel opment prograns than in managi ng the
construction projects that constitute an inportant activity of
many SFs. In the SFs where NGOs played a greater role, then, it
was because the program did not focus on building infrastructure
(like Chile’'s FCSIS). O her exceptions were cases in which the
governnment was "institutionally extrenely weak" to the point that
NGOs had nore capacity to generate projects than government
(Haiti) and, in general, because the SF was fornmally required to
use them The wusual tension that exists between NGO and
governnment also seenmed to get in the way. The NGGCs disliked
bei ng the nmere executors of a "paternalistic" government program
and wanted to participate nore in early phases of the project
cycle. The SF managers and staff, presumably, were not anxious
to do this.
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grassroots credentials" as a result of the new availability of SF
fundi ng. *® The IDB review reported that the "recurrent-cost
probl enf was nobst acute in the case of NGOs; a study of the
Bolivian SF, for exanple, showed NGO to be disproportionately
represented anong the projects that were /east likely to be
sust ai ned. ¥ The WB found that nongovernnent, religious, and
ot her grassroots organi zations were found to not operate in the
poorest regions because of their location in cities and towns,
close to which they seened to concentrate their work.® Wth
respect to the mcrofinance conponents now gai ning popularity in
the SFs, noreover, the WB evaluators found that NGOs had not
shown an ability to incorporate best-practice |essons |earned
fromthe mcrofinance experience around the world.®

These scattered reports, though perhaps not conclusive, do
rai se questions as to whether NGOs are present enough, or well
enough suited, to play the role required of them for the
decentralized and demand-driven nodel to work. O, it may be
that the tinme, funding, and attention needed to get them up to

speed woul d be substanti al .

UNI CEF (1998: 58).

“According to a Project Conpletion Report <cited in W
(1997b: 107). The projects were in health and education, and the
study was conducted one to two years after conpletion. This sane

finding was cited in IDB (1997a:41). Lower perforners on the
"sustainability" neasure also included projects requested by
regi onal governnent institutions as vs. central-governnent

institutions.

“\WB (1997b: 101, 109).

| DB (1997a: 38-39). The report suggested that mcrofinance
conponents are "best administered by an existing agency as an
apex institution..." because "[e]xperience shows that NGOs,
generally, are not capable of providing the range of financial
services required by the poor on a sustainable basis
(particularly deposit services)" (p. 39).
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(v) Rapid disbursenent vs. community choi ce. In
the donor portrayals, the SF approach conbines flexible and
unencunbered di sbursenment with a demand-driven style. But these
features are often at |oggerheads. For exanple, sonme SF nmanagers
expressed a certain distaste for, and therefore sonetines
di scouraged, genuine processes of comunity decisionnaking.
These processes, they said, "slowed down" the rates of
di sbursenent so prized by these nmmnagers and their donors.®
O her managers actually liked the eligibility criteria which,
even though slow ng down disbursenent, gave them sone kind of
protection against political interference.® The researchers
conparing SFs wth earlier supply-driven prograns, noreover,
found that the latter actually disbursed nore rapidly than the
SFs. Their explanation for the SFs’ "slower"™ disbursenent also
pointed to the denmand-driven design: if taken seriously and at
its best, it resulted in a time-consum ng process of organi zing
and decisionmaking by conmunities or nunicipal counci | s.
Al t hough these reports reveal the somewhat contradictory nature
of the evidence on fast-vs.-slow disbursenent, they are
consistent in pointing to the problematic tradeoff--inherent in
the demand-driven nodel--between quick disbursenment and the
expressi on of user voice.

The requirenment that comunities organize for purposes of

"ownership" seemed to take a particular toll on poorer

2Z\B (1997a: ) |DB 1997a.
®Stewart & van der Geest (1995).
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comunities. They are nore isolated fromthe pronotional visits
of governnent agents, NGOs, and firms, and they are handi capped
by the requirenent that they prepare and present an acceptable
proj ect.® Even when the project agency painstakingly mpped
poverty and deficiencies of social services in the region served
by SFs--considered one of their inportant achievenents--this
could not counteract the conparative advantage of better-off
comunities within the "poor-designated® municipalities or sub-
regions in the conpetition for funds.® |In the education projects
of the Mexican SF, for exanple, the progranis requirenent that a
comunity have an effectively functioning Solidarity School
Comm ttee before seeking funding was said to explain why fewer
per-capita funds went to poor indigenous comunities as conpared
to others.®

In itself, the evidence presented above does not necessarily
add up to an indictnment of SFs. It does, however, reveal sone
di sappointing results and serious contradictions wthin the
nodel . These kinds of problens, after all, are not the teething
probl ens of a new approach. They have cropped up for sonme tine
in donor evaluations of prograns other than SFs, and prior to
t hem Indeed, they had already achieved the status of

"boilerplate” in the narratives about prograns carried out by

“I DB (1997a:15, 43). There may al so be an inherent tendency for
exacerbation of this problemin that the better-off conmunities

that are successful in getting one project will cone back for
subsequent ones, and prepare them better; while comunities that
are turned down or have a difficult time will becone discouraged

and desist, a point nmade by Schady (1998: ).
® DB (1997a: 15).
®Ger shberg (1994: 249-51).
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traditional gover nnent agenci es, as witten by project
supervision mssions and evaluation consultants returning from
the field. For as long as |arge donors have been financing roads
and other infrastructure in developing countries, for exanple,
supervision reports have |anented "the |ack of maintenance" and
the failure to generate or allocate funds for operations and
mai nt enance. But these kinds of problens are exactly what the
incentives and pressures of the demand-driven approach were
supposed to reduce--at | east for prograns serving poor
comunities in rural areas with a variety of works projects and
servi ces.

G ven this evidence and the unsettling questions it raises,
the SFs seem to have energed renarkably unscathed. The WB
eval uati on concludes that the SFs "probably surpass other sector
portfolios in the cost and speed of service delivery, success in
reaching the poor, and extent to which they respond to community
initiatives" (italics mne).® But it is surely difficult to draw
any such concl usion, given the evidence |aid out above. Perhaps
this is what is neant to be conveyed by the uncharacteristically
nodest "probably" of the WB affirnmation of SFs quoted above. The
nost one could say, it would seem is that SFs and SF-Ilike
prograns have not proven to be consistently and sustainedly
better than the nore traditional supply-driven progranms, or

refornmed versions of them

3. The fi xes

*\\B (1997a:47). [|1DB quote]
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Wiy do the very owners of these negative findings continue
to be so enthusiastic? |Is this sinply a question of our view ng
the glass as half enpty, and their viewing it as half full? The
di fference between these two views actually lies el sewhere. The
donors see the SFs’ shortcomngs as ennently "fixable," as
requiring the fine-tuning of an otherw se preferable nodel of
public service delivery. W see the problens, however, as
inherent in the denmand-driven nodel itself--particularly when
operating in the rural areas to which the nodel is thought to be
emnently suited. The fixes also seemto require a novenent of
the progranms in a supply-driven direction, and hence away from
the healing | ocal dynam c of the demand-driven approach

The fixes prescribed by the donors seem perfectly reasonabl e
at first glance. A representative sanpling of the nost
frequently repeated ones i ncl udes: nore nonitoring and
supervision, nore transparent and objective selection criteria
for projects, nore training, nore public information canpaigns
about project choices available to communities, nore tol erance by
proj ect managers  for "participation,” nore poor-targeted
selection criteria, nore "demand orientation" and conmunity
participation in helping conmunities to choose their projects,
nore attention to organizing wusers around operations and
mai nt enance or to commtting l'ine agenci es to t hat
responsibility, and finally, that old chestnut, nore coordination

with |ine agencies and their sectoral prograns.®

®E.g., WB (1997a:vii, ix, 15).
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These suggestions, if taken seriously, would seemto require
just what the SF nodel was trying to get away from-additional
expenditures on the part of an agency of the central governnent
for personnel, and for enabling them to travel in the project
area--vehicles and their operating costs and travel expenses.
This would surely increase the SFs’ unusually |ow overheads and
reduce their strong disbursenent rates--the nodel’s pride and
joy; it would also nove the SFs back in a supply-driven
direction, rather than closer to the demand-driven nodel’s vision

of citizen demand-naking, partially privatized provision, and

nore active governnent at the local level. The strength of the
decentral i zed and denand-driven nodel, after all, is supposed to
be its reliance on [ocal forces, incentives, and pressures to
solve these kinds of problens. It is these forces that, in

substituting for the presence and planning of nore centralized
agencies, are supposed to bring down costs, inprove quality,
pl ease users, and elicit "ownership" arrangenents for upkeep and
fi nanci ng. Even if one assunmes that the fixes could be carried
out effectively, noreover, this could well require as nuch effort
as reformng a traditional supply-driven agency, or inproving the
capacity of a set of |ocal governnents, or even reducing the
probl em of |ack of "ownership” by rewarding |ocal tax-collecting
efforts.

Putting together the findings with the fixes, in sum seens
to get the donors into somewhat of a bind. A striking exanple is
t he donor concerns about the difficulty SFs have in working with

line ministries or following their sectoral priorities. The |IDB
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evaluators warn that the SFs should not operate "outside the
pl anni ng process” but, instead, should "teach line mnistries to
be nore responsive to local needs and build nore efficiently."®
To build schools and health <clinics outside a "functional
allocation® of the line mnistries for this purpose, the
eval uators say, leads to outcones |ike the construction of new
schools and clinics, as noted above, where rehabilitation of old
ones would have been sufficient. They condemm such outcones as
"a failure of planning. "™

This is a surprising conclusion about a nodel whose strength
is said to lie in having comunities rather than bureaucrats
deci de what they are to receive. Sector planning and execution
by central -governnment agencies, after all, has been defined as
the problem not the solution. Wthout perhaps neaning to, then,
the critiques and the suggestions of these donor evaluators seem
to underm ne the very nodel of which they approve: they identify
short com ngs above which demand-driven progranms were supposed to
rise, and they recommend fixes that smack of supply-driven
sectoral pl anning.

What’s wong here? The nodel itself? O the fixes? 1In a
sense, this is a bind of the donors’ own nmaking. A close reading
of the eval uations thensel ves provides sone clues for getting out

of the bind.

4. Conclusion: getting out of the fix

®I DB (1997a:x, also 72 [find page # of quotes).
“Worl d Bank Honduras PAR Report No. 13839-HO 1994, para. 4.15,
as cited in WB (1997a: 15-16, note 9).
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As portrayed in the donor evaluations, sone of the stories
about better SFs or better-performng parts of them appear to
contain possible | essons about how to reform existing governnent
agencies, in contrast to the SF agency or unit itself. But this
material has not been sufficiently mned to draw any firm
conclusions, although it raises intriguing questions that nerit
further exploration. One exanple is the Chilean FOSIS noted
above, which worked nore closely with |line agencies than the
typi cal SF. Another is the Peruvian fund FONCODES, which has
started evolving toward nore coordination with the |ine agencies
on works projects. FONCODES will finance only those works-
project proposals that are in accordance with sectoral policies
and norns, and for which operating revenues are guaranteed. ™

The Chilean FCSIS is not only anmong the nore successful of
the SFs. In addition, it is notable for, anong other things, its
di fferentness fromthe typical SF nodel or experience:

(1) Created by the Chilean government in 1990, FOSIS
started with only 20% donor funding, in contrast to the 80% 95%
range of nobst other SFs, and by 1997 it had no nore than 11%
donor funding; (2) it now raises 40% of its funding not from a
guaranteed al l ocati on of the national budget but by conpeting for
service agreenents offered to it by regional governnents wth
newly acquired federal revenue transfers; (3) nat i onal
procurenent |aws are observed rather than waived; (4) staff are
paid the sane salaries as in the line mnistries, rather than the
hi gher salaries that characterize nost SFs; (5) nmuch of its

| DB (1997a: 35- 36) .
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foundi ng managenent and staff were professionals conmng fromthe
NGO sector that emerged during the Pinochet period, who share a
strong commitnent to poverty concerns and a long history of
experience in this area, in contrast to the SF studies’ enphasis
on private-sector, or private-sector-like managenent; and (6), in
several ways, it is nore integrated into the line mnistries than
alnmost all the SFs: it is directly dependent on the Mnistry of
Pl anni ng and Coordination rather than standing outside the I|ine
agencies; Mnistry support has been key in its setting up of a
network of regional FOSIS offices; and it works through
col l aborative agreenents with various other line agencies.” An
out side research study conparing FOSIS with the Venezuel an SF, by
Angell & Graham (1995), cited this wunusual integration of the
Chilean SF with the line mnistries as an explanation for why it
was nore successful.”

If this particular well-performng case was so different
from other SFs, this raises questions about the nodel’s assuned
key features--like the waiving of procurenent regulations, the

payi ng of higher salaries, the inportance of private-sector-Iike

?I DB (1997aa: 34, and 1997b: 38-76, particularly pp. 46, 48, 73,
74). Also different, the Chilean governnent viewed FOSIS as a
permanent programfromthe start (it was created during a tinme of
high economc growh of 7% a year); this contrasts with the
tenporary status of the ngjority of Latin American SFs, and the
origins of nost SFs in "tenporary" periods of |ow growth, high
unenpl oynment, and structural -adj ustnment or other crises

“Angel |l & Graham (1995:203). They attribute this greater
integration in Chile to the fact that FOSIS was integrated into
the Iline mnistries (like other new safety-net prograns

undertaken during the Pinochet governnment, particularly public
enpl oynent prograns) and hence "did not create a separate and
conpeting bureaucratic layer...." Also, these sectors had been
"historically relatively efficient and had provided w despread
coverage."
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managenent, and the "di sentangl enent” of the stand-al one SF unit
from traditional bur eaucr acy. Wth respect to rapid
di sbursenent, for exanple, the IDB evaluators report that the
pressures for rapid disbursement tend to conflict with the very
interaction with line mnistries that was so inportant to the
performance of cases |like the Chilean FOSIS.™ The Chil ean case,
in short, begs for an explanation as to why and how procurenent
regul ations, civil service salaries and regul ations, and close
i nvol venent with line mnistries were not a problem Though many
woul d respond that Chile is a special case or that Chile does
everything right, this is to dism ss the opportunity to |earn the
nore generic | essons that such a case, when conbined with others,
has to offer.

Another intriguing item of interest requiring further
exploration is that both the 1DB and WB eval uators note a certain
pattern of performance with respect to sonme types of projects as
agai nst ot hers. They found that sustainability was nore likely
in education and health than in two other inportant project
types--"econom c infrastructure"” (roads and road repairs,
irrigation, water, etc.), and mcrofinance.” In contrast to
these other sectors, they said in explanation, the education and
heal t h conponents tended to have |ine-mnistry involvenment in the

approval of projects, and the prograns in these sectors tended to

“I DB (1997aa: 35-6) .

"WB (1997a:28, 34-5, executive summary); |IDB (1997a:43). A
simlar finding was reported by Angell & G aham (1995), nanely
that SF project units were strongest in the area of health and
educat i on.
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be conpatible with broader policy in these sectors.” |ndeed,
because many of the task managers for the SF projects actually
came from the education and health mnistries, this made them
"nore sensitive to and know edgeable about™ i ssues  of
sustai nability when project proposals canme up in these particular
sectors. ”

Both the WB and I DB evaluators also attribute the greater
i kel ihood of sustainability in these project types to the
greater standardi zability of desi gn in t hese sectors.
St andardi zation made it possible to create project prototypes
t hat, with conputer-generated designs, were  hel pful in
establishing costs and designs.™ One wonders if the greater
possibility of creating a standardi zed |anguage and procedures
for dealing with project design and approval m ght have laid the
groundwork for an easier relationship between the SFs and the
line mnistries in these sectors as opposed to the others.
Whet her or not this interpretation is accurate, it is not clear
how to reconcile the positive role of standardizability alleged
here with the negative traits of standardi zation as portrayed by
the sane donors in their critique of the supply-driven nodel

Expl oring these kinds of findings further mght reveal nore

about how to inprove traditional |ine mnistries and other

“WB (1997a: 35).
WB (1997a: 28) .
® DB (1997a: 43), WB (1997a: 28).

1l - The Research: How Communiti es Deci de



agenci es than about the desirability of a demand-driven nodel run
by a sem -autononobus governnent unit. At this point, however,
the donor evaluations thenselves do not provide us with enough
information to understand |essons of this nature. Focusi ng on
the SF experience itself and trying to fit the findings within
the confines of the current clains about SFs, they do not seemto
scan the experience broadly enough for clues about inproving
governnment performance in general. One of the nore inportant
| essons to be learned from the SF experience, that is, my be
that it reveals possible pathways to reformin line mnistries
and other agencies, and about providing succor to reform
advocates within their ranks.

The donors, in sum do not seem to have made a convincing
case for the superiority of SFs as a nodel of service delivery
and asset «creation, let alone for reducing unenploynment or
poverty, notw thstanding their assertions to the contrary. The
focus on the demand-driven logic and other traits of the SF
nodel , noreover, has distracted attention fromthe | essons to be
| earned about reform of traditional governnent agencies, as well
as other matters |ike strengthening |ocal governnent. In
addition, the conceptual dichotonmy between denmand-driven and
decentralized as "good," vs. supply-driven and centralized as
"bad," probably obscures nore than it illumnates. Trimmng our
expectations of SFs down to size is not to say that traditiona
suppl y-driven agencies are necessarily better. Rather, if SIF

experiences and those of the traditional |ine agencies could be
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| ooked at with a nore open and curious mnd, it is quite possible

that nore constructive | essons could be drawn from bot h.
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|1l - The research: how communiti es
deci de

The research journey that led to the argunents set forth
above was not inspired by our reading of the SF eval uations,
since nost were not avail able when we started in 1995. Nor did
we view the SF nodel as a hypothesis that we wanted to test,
comng up with argunents for or against. Mrre nodestly, we
started out wanting to know how conmuniti es choose between a
wel |, a school, an irrigation project, and numerous ot her
options, and decided to do sonme fieldwork to find out. Over
several years, and based on our previous evaluation research on
government prograns, we had formed the inpression--now shared by
many- -t hat decentralized and demand-driven forces could play an
i mportant role in inmproving the quality and the reach of public-
service provision, and were not being given their due attention.”
In particular, we were curious about how communities resol ved
di fferences of opinion within thenselves in arriving at these
deci sions. The outpouring of witings on demand-driven and
decentralized reforns includes relatively little enpirical
reports, with sone exceptions, on how such decisions are actually
taken.® The is a rather serious omi ssion, given that the
benefits of "user choice" and pressures on providers are so
central to argunents for decentralization and demand-driven

approaches, and SFs in particular.

“Tendl er (1993a, 1993b).
¥ exceptions: Kottak, Song/van Zyl; Fox/Aranda, but nmnunicipal
f unds]
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For various reasons, partly of convenience rather than
nmet hodol ogi cal rigor, we chose to |ook at the choices made by
communities in four states of Northeast Brazil with a total
population of 40 million. Each of the states of Ceara, Maranh&o,

Bahia, and Pernambuco has its own SF or SF-like program, funded
by the World Bank and the Brazilian state and federal
governments. Starting in late 1993, these programs had been
operating for a year or two by the time of our first visits in

1995 and 1996. Our choices of municipalities to visit, was also

not methodologically rigorous; partly because of limitations of

time and partly because of an interest in strong rather than weak
results, we asked program managers and staff to indicate those
municipalities or micro-regions where the program was working
best.

Findings from only one country, of course, might well be
idiosyncratic and unrepresentative, and not provide grounds for
generalizing to other countries or demand-driven service
provision in general. These limitations are, indeed, real. At
the same time, the dissimilarity of the Brazilian SFs with the
others does not seem greater than the wide range of variation

among SFs across the different countries where they operate. 8

®The Brazilian SFs started a few years later (late 1993) than
those of at least some other countries; they were programs led by
state governments in a backward region of a large country, rather
than of national governments (albeit a federal rather than a
unitary system, with the power of state governments making them
somewhat like small or medium-sized countries); they were a
transition from prior integrated rural development programs that
had become discredited, and were therefore less a reaction to
concerns about unemployment arising from programs of fiscal
austerity and structural adjustment. Because of this history,
they were administered not by a new agency but by a unit in the
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The Brazilian SFs al so shared with the others the sane demand-
driven and decentralized features described above. They were

al so not outliers--neither excellent nor poor, performng better
in some areas and worse in others. Mst inportant, and as wl|l
be seen in this and the next three sections, our findings on the
Brazil cases were in many ways consistent with those of the donor
eval uati ons, nost of which did not include the Brazilian SFs.
They were al so consistent, in nmany ways, with certain aspects of
the political-science literature on such prograns in other
countries, as well as with textbook descriptions on how narkets

wor k and how firns behave.

Department of Planning or Agriculture (Ceard) with responsibility

for other programs (see note X below); or by the same agency that
had administered the previous projects (Bahia, Pernambuco) and,
through this experience, had gained considerable autonomy
(Maranhdao was an intermediate case.)

At the beginning, the Brazilian SFs circumvented municipal
governments completely, working directly with communities, which
made them unlike some SFs but similar to others. Soon, however,
the WB project that funded these SFs created a parallel track
that channeled part of its funds through municipal councils
(FUMAC, as opposed to the community-directed PAC), which ranked
the requests channeled up to them from communities. (For a
recent description, see WB [1998].)

In the WB lexicon of SFs, the Brazilian projects are considered

to be a subspecies called DRIFs (demand-driven rural investment
funds). (WB [1997a and 1998] present a taxonomy of SFs used by
the WB, and explain their differences.) DRIFs are said to be
distinct from other SFs or SF-type projects in that they target

rural areas and support mainly productive infrastructure and
natural resources management (WB 1998:xi). The Brazilian SFs,
though characterized as DRIFs in the three-country evaluation of
Latin American DRIFs (WB 1998, including Brazil, Colombia, and
Mexico), are actually rather different from this description in

that natural-resource management is not a project category and
some states funded physical as well as productive infrastructure.
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The field research, carried out intermttently between 1995
and 1997, did not set out to evaluate the SF prograns as such®

(with one exception).® It was part of an ongoing and broader

¥The field research was funded nmainly through two separate
projects, one by the state government of Ceara (1995) and the
other by the state of Maranh&o (1996). (See also following two
notes.) Two additional projects on related matters extended the
period over which these programs could be observed. One was a
prior project funded also by the state government of Ceard in the

three summer months of 1992; it involved research into the
evolution of various programs that came to work well. The other

was a project posterior to the SF research, funded by the
Brazilian Bank of the Northeast (Banco do Nordeste), a large
regional development bank, over the two-year period 1997-1998; it
involved research into various aspects of regional development
with the purpose of drawing out lessons for policy. Each of
these projects involved Tendler's supervising 5-8 graduate
students during the three U.S. summer months, and sometimes
during the month of January.

Serrano participated in the second Ceara project (Serrano 1997),

the Maranh&o project (Serrano 1998), and the BNB project (Serrano

1999). In Cear4, he concentrated his field work in the

municipios  of Jucas, Iguatu, and Quixeld, and also interviewed

project staff working in Baixio, Ico, and Lavras da Mangabeira,

as well as in the capital city, Fortaleza. In Maranh&o, working

on a somewhat different topic, albeit also linked to the SF

program, he interviewed in the municipios  of Entroncamento, Séo
Luis Gonzaga, Pedreiras, Pio Xll, and Flores. (See also next

note.)

None of the institutions named above is responsible for the
opinions stated here, nor would they necessarily agree with them.

®This involved a World-Bank-funded assessment of the Northeast

programs headed by Octavio Damiani, in which Tendler was a

consultant and Serrano a research assistant to Damiani. Tendler

and Damiani spent two weeks in January 1996 visiting communities

with SF-funded projects in the states of Bahia ( municipios of
Macaubas, Paramirim, Rio das Contas, Planalto) and Maranhao

(Grajau, Sao Luis Gonzaga), in addition to interviewing

management and staff in the project units in the capital cities

of Salvador and Maranhdo. This was part of a larger two-month

period of fieldwork by Damiani, which also included other

municipios  in Bahia, and the states of Pernambuco, Ceara, Rio

Grande do Norte, and Sergipe. (The findings of this evaluation

are reported in Damiani [1996].) Serrano participated for one

month, and visited in Pernambuco the municipios of Machados,
Itapissuma, Caruaru, Sdo Caetano, Arcoverde, Bonito, Paranatama,
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research agenda that |ooked into the history of various better-
perform ng prograns, institutions and associations, or healthily-
growing mcro-regions or sectors in the rural areas of Northeast
Brazil, with an eye toward extracting | essons that could be of
use to the SFs and for rural devel opnent policy in general.® In
the course of this work, we interviewed nenbers of conmmunities
and their |eaders; mayors, departnent heads, and staffs of
muni ci pal governnent; state governnment directors and their staffs
in the state capitol and regional offices; project design and
ot her firms supplying goods or services to SF projects; and
el ected officials--governors, and state and national |egislators.
As part of this work, Serrano spent three nonths in 1995 in
the 13-municipality Iguatu region (285,000 inhabitants) of Ceara

and in the state capital (Fortaleza), where he conducted an in-

Afogados do Ingazeira, and Flores in Pernambuco; and in Bahia,
Sapeacu, Gavido, Varzea do Poco, and Piritiba; he also
interviewed officials in the capital cities of Recife and
Salvador (this, in addition to those visited in Cear4, as listed

in previous note.)

The World Bank is not responsible for the analysis reported here,
and does not necessarily hold these opinions.

¥Such as understanding the existing informal structures within

communities for dealing with water and water scarcity (planners

were saying there were none)(Quirés 1996); analyzing a set of

cases in which communities undertaking SF-funded projects had

opted for collective tractors, and why they sometimes worked and

sometimes did not (Hesse 1996); identifying municipios with
effective rural Iabor wunions, including in terns of their
relating to SF projects, and analyzing why in these places and
not in others (Pinhanez 1997); finding out which comunities
mai nt ai ned their new SF-provi ded new water sources and which did
not, and why (Steffes (1997). QO her relevant papers resulting
from these projects, in addition to Serrano’s cited previously,
were Natalicchio (1997), Tagle (1996), Mrrison (1997), and
Bi anchi (1997 and 1998). See also the preceding and foll ow ng
not e.
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depth study of the decisions that led to SF funding for 270
projects. The results reported in this section and the foll ow ng
one are grounded in that study, as conplenented by our nore open-
ended fieldwork in the | arger ongoi ng research venture el sewhere
in the Northeast. The SF's workings in the Iguatu region itself
did not seemthat different fromthe rest of the places we
interviewed in the Northeast; though the project unit had
suggested we | ook at the region because two of its municipios

were among the best in the program (lguatu and Jucés), there was

nevertheless considerable heterogeneity between and within the

municipios W th respect to nore or |ess civic associationalism
and denocratic decisi onnaki ng, and nore visionary and progressive
mayors as vs. those governing through nore traditionally patron-
client relations.

Qur field interviewing did not directly explore the life of
these projects after their conpletion, since they were only a few
years old. The findings about how communities chose the projects
turned out, nevertheless, to have direct bearing on what happened
after. Indeed, when we returned fromseveral field trips over
the 1995-1997 period, and read the newly avail able SF
eval uations, it seened that our findings were consistent with
several of the problematic outcones described in Section Il. At
the sane tinme, our findings provided sone possible explanations
for these outcones--explanations that did not appear in the SF
evaluation literature or were insufficiently explored. Though we
expected the research to yield a sinple story about community

deci si on processes, noreover, it also opened a window into the
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way markets and politics worked in this newy decentralized and
partially privatized setting.

Wth respect to markets, our research shed sone |ight on the
new actors on the SF scene--the |ocal design firns, construction
contractors, and equi pnent suppliers. In particular, we wanted
to understand how the introduction of these additional actors and
the nore local siting of programactivities actually created, as
predi cted by the decentralization logic, a healthier dynam c of
conpetitive pressures leading to nore attention to user voice,
better quality, and | ower costs. Wre the classic problens of
nonopoly and centralized public supply corrected and, if yes,
how? The donor evaluation literature and other studies provided
little mcro evidence to hel p answer these questions.

The second area to which our field research | ed us was
"politics.” Although we were not |ooking for politics when we
i nquired of comrunities how they nade decisions, the answer to
these questions led us straight into this realm Qur findings
about politics confirned neither the view of SFs as having a
managenent that is freer to serve the public good--whether from
politicians or fromtraditional bureaucracy--nor the opposite
vi ew that such prograns sinply attract ol d-fashioned clientelist

politics with a vengeance.
1. Driving project choice

W started our fieldwork with a particular interest in the

concept of "the community."” Wat was this conmunity that, in the
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SF descriptions and donor literature generally, seened to be
speaking with a single voice about the kind of project that would
serve its interest best? Wuldn't there normally be di vergence
of opinion? How was that settled? The evaluation literature on
SFs and demand-dri ven approaches does not deny such divergence,
but is alnost silent on howit is resolved. Nor does it explore
whet her the ultimate choice, and the process by which different
views were transfornmed into that choice, enhances or sets back
the public good, at |east as enbodied in the stated goals of such
prograns. This is partly because the approach assunes, as so
much of this literature states, that a choice nade by "the
comunity" is better than one nade by "the governnent."
Unfortunately, we were not able to observe whet her these decision
processes changed with repeated experience through foll ow up
projects. The literature of collective action and "repeated

ganes,"” would | ead one to expect such change, though not always

in the direction of inprovenent.®

®The recent literature on cooperation and collective action has
stressed the inportance of repeated choices (or repeated "ganes")
to the outcone of an attenpt at collective action. Schady (1998)
brings up this point in particular with respect to a study of the
Peruvian SF (1998: ). Seabright (1998) has a recent set of
references on the subject, as well as an interesting discussion.
In repeated ganes, people’s behavior changes on subsequent
"plays" as they becone nore experienced and, in particular, cone

to know whet her they can trust the other players. |In addition, a
group’s behavior in any particular "play" is highly influenced by
their expectations about whether subsequent "ganes" wll be

pl ayed. This is particularly inportant with respect to SFs,
because nmany comunities do not trust that governnent wll
continue to cone through with funding; this perception would seem
to be enhanced by the fact that nost of the SFs--like the
Brazilian ones--have fixed-term funding of only four or five
years from outsi de donors.



Looki ng forward to uncovering conplex stories of diverging
opinions and their resolution, we were often surprised to hear
| ess conplicated answers to our questions about how choi ces were
made. Many association officers and other community nenbers
reported, frequently w thout rancor and sonetines even with
pride, how ot hers had nade the choice for themor had strongly
urged a particular choice. These other actors fell into three
categories--private firns (design firms, building contractors,
and equi prent suppliers); politicians (myors, state |egislators,

and governors, as well as community | eaders); and gover nnent

A careful study of repeat choices in SF-assisted comunities
woul d surely produce useful findings. W did not ook into this
subj ect because (1) the early stage of the project neant that
many of the comrunities had only nade their first choi ces when we
interviewed them though sonme were starting on their second
projects; (2) these particul ar choi ce-maki ng experi ences, as w ||
be seen from the text that follows, seened not strictly
conparable to the "cooperation" experience that is the focus of
t he repeat ed-ganes and col |l ective-action literature; and (3) such
an analysis would be quite a task in itself, since the outcone
woul d vary considerably, based on the quality of the first
experience. As Schady and Seabright thenselves point out, even
if people learn from a first experience and thus mght be
expected to do better the second tinme around, the first
experience can lead just as much to mstrust and withdrawal, if
it is bad, as to its opposite. Schady suggests, for exanple,
that repeated choices offered to SF-eligible comunities could
l ogically have perverse incone-distribution effects; this would
happen if better-off comrunities would be perceived by the poorer
ones as doing better at receiving projects on the first rounds of
f undi ng. This would stinulate nore cooperation on subsequent
rounds by the better-off communities, but less by the poorer
ones. Though Schady’ s suggestion nerely reveals the possibility
of such an outcone. the repeated findings of the donor
eval uations regarding better-off and better-organi zed conmunities
receiving nmore SF funding suggests there may be sone enpirical
evidence of such "perverse" outcones; it also offers an
i nteresting explanati on.

W are grateful to Mck More for pointing out the rel evance of
t he repeat ed-ganes issue to the SF story.
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staff fromthe "lean" project unit.® (NGOs were not active in
many of the places we visited.) W briefly sunmarize each of

these three actors’ roles in these choices.

A. Firns. I n many conmmunities, project design firnms (or
equi pnent - supply firms and construction contractors) were the
first bearers of information about the programand its options
for choice. Oten, the firms representative talked to a
comunity | eader or association president alone, wthout others
bei ng present or even infornmed of their options. 1In these cases,
the conmunity | eader could take the credit for "bringing" the
project to the community. These neetings and their non-
consultative project choies did not necessarily represent
colllusion, since they were also driven by the firms interest in
reducing its costs by minimzing the tinme spent in each
comunity.

Whet her or not other community nmenbers were present, the
firmoften presented a single option--"we can get you a tractor

for free if you just forman association and fill out these

®Since the Brazilian SFs, wunlike many others, were not
adm nistered by newy-created or separate agencies, the term
"project unit" is used here rather than "agency"” to indicate an
adm nistering unit within an agency. 1In reality, the distinction
is blurred, because in sonme agencies, the SF cane to be the
single nost inportant activity--nostly because the donor-backed
program anmounted to significantly greater funding than the
agency's other activities. In Ceara, home of the Iguatu region,

the project unit was a department within the state Department of

Planning--the Department of Special Programs (DEPES/Departamento

de Programas Especiais); it had approximately 50 professionals,

including the headquarters in Fortaleza and 12 regional offices

throughout the state. In the Itapipoca region, for example, one

technician was in charge of 32 municipios
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forms.” Even when allowi ng for nore than one choice, the firm
often presented a narrower nenu than was actually avail able, and
then weighed in strongly in favor of a single choice. "There' s a
new gover nment program giving things to conmunities, and you can
choose a tractor, an input-supply warehouse, or a grain mll. |If
you need a tractor, we can get it for you." Representatives of
construction contractors and equi pnent suppliers operated
simlarly, usually "offering" to communities the single choice
representing the service or product they provided: tractors,
wells or well-drilling services, grain mlling equipnent,
irrigation kits and other irrigation-related equipnent, building
construction (schools and health clinics). Since the role of
firms in inducing choice is | ess docunented than that of
politicians and governnent agents, we devel op the evi dence and

its inplications in nore detail later, and hence say |ess here.

B. Politicians. Mre fanmliar fromthe literature of
political science and program eval uations, politicians also
shaped and limted conmunity demand--mayors, city-counci

menbers, and ward heelers, as well as state and nati onal

| egi slators. Community |eaders, or snmall powerful factions
within communities, also made or induced choi ces w thout
consulting the community. Mayors with projects in mnd for their
adm ni strati ons woul d approach one or nore conmunities with the

i dea, and then direct that a conmunity organi zation be forned to
"receive" it; or they persuaded an existing organization to

present a project the nmayor wanted. The task of persuasion was
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usually not difficult or unpleasant, since communities believed
they were nore likely to get a project supported by their mayor.
In some cases, the nmayor or his w fe belonged to an already-
exi sting association of |ocal notables in the municipal capital--
formed sonetines for purposes of charity--which itself proposed a
project. Sonetines, the mayor (or |egislator) even inposed his
choi ce over the opposition of a conmunity association, thereby
margi nalizing it, or brought over the association president to
his side, or sinply circumvented any associ ati ons alt oget her.
That mayors and ot her political figures routinely overrode
or overl ooked conmmunity preferences does not nean that these
"induced" choices necessarily produced bad outconmes in terns of
the public good. Sonme were, indeed, bad or of low priority:
anbul ances used as personal vehicles and | aden with el ection
canpai gn stickers, new neeting halls where few nenber of the
comunity ever entered. Sone, however, arose fromnmayors with a
passi onate vision and cl ever ideas about how to i nprove the
econonm ¢ and social life of their regions. The mayor of a
fishing town induced an association to bring a cold storage
project to the town; another mayor cajoled an association into
supporting the construction of a snall dam on a nearby river that
woul d nake riverfl ow perennial and year-round irrigation
possi bl e, thereby protecting crops fromfloods and drought;
anot her mayor in a highly drought-prone area insisted on a new
well that would free up the nunicipality’ s investnment budget from
the high costs of trucking in drinking water during dry peri ods.

That these decisions were induced or inposed, then, does not
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necessarily nmean that they were not the best in terns of sone

vision of the public good. Rather, the decisions si
in common with supply-driven than demand-driven appr

Whet her this produced better decisions and out cones

nply had nore
oaches.

on aver age,

noreover, is not clear--and probably depended on factors not

fitting into the dichotony of demand- vs. supply-dri

C. Governnent. Finally, and nost familiar from
concern about top-down bureaucrats, governnent agent

l[imted the choices available to communiti es accordi

ven.

the current
s al so

ng to some

concept of what would be best for them This "guidance" was

of ten backed by the state’s governor, who hinself inposed a

vi sion on the programor was was won over by the argunents of his

prof essional staff. Although the Wrld Bank and the state

governnments agreed initially to a nenu of project choices

i ncluding nore than 100 itens--in accordance with the demand-

driven | ogic--each state ended up limting the kinds of options

avai lable to communities. Sonetimes the project un

t formally

notified comunities of these limtations; other tines the

limtations took the formof footdragging on the "undesirable"

choices, or trying to convince comunities that one
really better for themthan others: a well ("infrast

for exanple, would be better for themthan a tractor

choi ce was
ructure"),

("productive

project”); or a "productive" project like irrigation equi pnent

was better than a "non-productive" project |ike a public

t el ephone booth or cellul ar phone service. Several

reported that they really would have preferred their

communi ties

houses to be
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el ectrified, but they knew the state governnent was nore |ikely
to approve power hookups only for "productive" purposes--
irrigation, grain mlls, and so on. So they chose one of the
| atter, even though it m ght not have been what they "really"
want ed.

These governnent-induced limtations of choice actually
varied fromone state to the other, reflecting that "l ocal"

vari ety of preference orderings was just as strong anong

bureaucrats as anbng comunities. Sone states gave preference to

i nfrastructure over productive projects (e.g., Bahia), and other
states did just the opposite (e.g., Ceara)--each with its own

justification in terms of experience and/or the public good.

Some disliked or vetoed "social projects” like community centers,

public telephone booths, or schools and health clinics, on the

grounds that they were "frivolous™ and that production and

production-enhancing projects would do much more to help these

communities. ¥ Some state governments did not even specify a

¥Community requests for public telephone booths are common in
Northeast Brazil, and are as just as commonly treated by
government agencies as frivolous by government agencies on the
grounds that they are "unproductive." The telephone booths,
however, are often crucial to family income; they facilitate
labor mobility in a region where circular and seasonal migration

to better job opportunities elsewhere in Brazil contributes
importantly to family income, to the flow of remittances for
local investment back to the place of origin, and to the growth

of small businesses. This is a case, then, where the critique of
supply-driven choice may be particularly relevant: technicians
trained and experienced in supplying rural infrastructure and
production services, will look at stand-alone telephone booths as
outside their scheme of priorities for the public good.

This does not suggest, however, that a demand-driven approach to
providing such a service would have necessarily supplied a better

outcome in this instance than a supply-driven approach. The

Grameen Bank's recent initiative to supply credit for individuals
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certain type of project, but influenced communities to choose
projects consistent with a particular programof theirs. Sergipe
i s one such exanpl e, having encouraged communities to choose
wat er connections to a nmmjor new pipeline that the state was
constructing on its own to carry water from the S&o Francisco
River. ®
Those state agencies that discouraged physical
infrastructure thought these projects were too conducive to
“clientelism™ and electoral politics. Those who discouraged
"productive projects"” like collective tractors and agricultural
input-supply stores thought they usually didn't work--the
tractors ended up rusting in the field and the input-supply
stores could not cover their costs because of pilferage,
imprudent selling on credit, and other management problems.
Reflecting the influence of these state-imposed preferences or
outright prohibitions, 70% of the community "demand" in the state
of Ceara was for "productive” projects, whereas those projects
represented only 40% of the total across the SFs of the Northeast
states, and as little as 15% in some of the others (like

Sergipe).

renting out cellular phones in Bangladeshi villages with no phone
services is a good example. Celebrated by National Public Radio

in a broadcase in the fall of 1998, the initiative became
remarkably popular in villages all over the country, charges to

users were reasonable, and servicing of the facility was provided
effectively by the centralized supplying organization. This was

a clearly supply-driven scheme, though it was advanced by a
visionary thinker with a sense of what communities wanted.

¥Damiani (1996) found the same phenomenon in several cases in
Bahia, Pernambuco, and Rio Grande do Norte.
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The radically different enphases of different state
governnments, and the resulting differences in each state’s SF
portfolio, also characterizes SFs in different countries. The SF
eval uations do not see it as a problem or as inconsistent with

t he nodel .

2. Getting in choice s way. As a way of preview ng
sonme of the nore detailed findings of the follow ng section,
certain observations can already be nade about the processes
descri bed above.

First, this was obviously not the enactnent of a demand-
driven play. Choice was driven nore by "supply" than by demand.
Wth the exception of the governnent-driven choices, noreover,
the supply drivers were not those of the typical story: they were
not the faraway bureaucracies of top-down technicians but,
rather, /ocal actors in the formof firns and politicians.

Second, even when conmunities knew they had a choice, they
often deliberately chose projects that did not represent their
first priorities. For exanple, if design firns or equi pnent
suppliers were pronoting a particular type of project in their
region, with exanples in neighboring communities already
conspi cuously under way, they thought they had a better chance of
getting such a project approved and inplenented than if they
chose their first priority. |If the community saw that a near by
comunity had already received a well fromthe nayor, as another
exanple, they interpreted this as a sign that they had a better

chance with a well than the power hookup that they wanted nore.
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If a firmthat approached themhad built a grain mll in the

nei ghbori ng town, they chose a grain mll rather than the well
they really wanted. |If the nayor or state legislator fromtheir
region had a favorite project, they perceived their chances of
approval as better if they had such political support. The sane
went for the advice of state-governnent professionals. Being
general ly skeptical about past "prom ses"” of outside actors to
bring them assi stance, then, these communities often opted for
the project they thought they were nost likely to get, not the
one they wanted nost.

This is not to say that such "probability-weighted” choices
necessarily produced bad results. After all, the offered
projects nay sonetimes have coi ncided with sonmething the
community actually wanted; or they may have been nore practical
and |l ess costly, such as a standardized, pre-fabricated (rather
t han custom zed) school building or health clinic; or they nmay
have been nore likely to work, such as a grain mll rather than a
collective tractor; or they may have reflected an innovative
vision of an entreprenurial mayor of what the community needed to
grow, |like the cases noted above.

Even if these "supply-driven" decisions produced good
out cones, "choice" neant sonething different than in the demand-
driven nodel. In cases where conmunities actually did know about
their options, noreover, they nade a choice not according to
their preference, but in order to nmaxim ze the probability that
the project would actually materialize. |In economc terns, these

ki nds of choices were explicitly "second best,” in that the
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"first-best"” choice was likely to be worst, given the | ow
probability that it would nmaterialize; decisions therefore
reflected a calculation of "expected returns,” in which people
were wei ghting the value to them of a particular outcone by the
assunmed probability that it would actually happen. G ven that
the argunent for the superiority of demand-driven and
decentral i zed service delivery draws substantially on the |ogic
of econom c analysis, it is ironic that a key elenment of this
logic is missing in the reasoning: including the "expected" or
"probabl e" part of the gains to be nmade froma particul ar course
of action can cause the community’s choice to not reveal its true
pr ef er ence.

Third, information was m ssing or msrepresented. This
conprom sed, anong other things, the quality of many projects.
Information is actually central to nodels of user choice, and
therefore to the proper workings of the demand-driven nodel.
Again fromeconomcs, the literature of transaction costs points
to the kinds of "information asynmetries” seen in our cases as a
key problem either they nust be righted, or an otherw se
desirabl e course of action will not produce the assuned results.
The information problem however, did not seemto represent a
nere adm nistrative glitch, easily renmedied with a better
i nformati on canpaign. The reason for this is explored in Section
V, but suffice it to say here that there was sonething about the
wor ki ngs of the demand-driven nodel itself that seemed wholly
conpatible with, or even require, a distinct /imting of

information in these circunstances. Each of the three sets of
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actors described above, that is, had sone legitimate interest in
limting information or choice.

Fourth, the underm ning of demand caused by the workings of
the market in these stories was at |east as strong, if not
noreso, than that caused by the typical supply-driven agency and
bureaucrat--the usual culprits in stories of poor performance.
This is distinctly contrary to the assuned associ ati on of
decentralization and marketi zati on of public-service supply with
greater consuner voice and greater responsiveness of providers.

Fifth, and finally, even though we have shown that the
"choi ces" of comunities were often driven by actors on the side
of supply rather than demand, this does not nmean that the results
were necessarily bad. Sonetinmes they were not, such as the mayor
who brought cooling equipnment to the town for the fresh fish
mar ket ed by | ocal inhabitants; and sonetinmes they were, like the
wells drilled where there was no water. It all depended on the
circunstances. (This kind of qualification can also be found in
sonme of the SF eval uations thenselves.)® To say that "it all

depends,” however, is to introduce considerabl e i ndeterm nacy

into the picture. But this kind of indeterm nacy does not

®The introduction to a volunme of various studies on Mexico' s
PRONASOL reports that the results vary significantly with the
type of region, the type of community and of investnent, the
social characteristics of the conmunity, the presence or absence
of traditional collective organization, and the particular tine
period (what wor ks  wel | in one period does not in
anot her) (Cornel i us 1994:5).

|V - SFs Meet the Market
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i nspire confidence in the SF approach as neriting such singul ar
accl ai m and support.

The point is not that the supply-driven approaches are
necessarily better, but that they are being extolled as demand-
driven when they really--in many cases--are not. This neans that
the current dichotonous characterization of supply-driven as
governnment -1 ed and nore centralized (and bad)--and demand-driven
as decentralized, market-Ilike, user-responsive (and good)--is not
be an accurate reflection of reality. Indeed, it nmay hinder nore
t han hel p our understandi ng of what works and what does not,

m sspeci fy the causes of good performance as well as bad, and

breed policy advice that is m sinforned.
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|V - SFs Meet the Market

Anyone reading the brief account so far of how comunity
choice was induced and limted would be able to draw on a rich
pre-existing literature to imagi ne the details of how this worked
in the case of bureaucrats and politicians. This is not the case
with respect to the way the firns induced choice, and the inpact
this had on outcones. Even though the workings of the market and
mar ket -1 i ke nechani snms of conpetition are key to argunents for
the superiority of denmand-driven and decentralized approaches,
there is little enpirical work on how the private-sector piece of
this puzzle works. In this section, we provide one such story.
Whether or not it is representative (on this see nore below), it
certainly unfolds alnbst exactly according to our understanding
of "the market as usual"--firms striving to increase efficiency,
reduce costs, and maximze efficiency. 1In this sense, the story
appears archetypal rather than anonal ous.

As is typical in many decentralizing reforns, the private
sector partly replaces traditional public provisioning. In the
Brazil program this happened in the follow ng ways. First,
| ocal design and consulting firms were to replace governnment in
designing the proposed project for approval by the SF unit. The
firme were to earn a fee for this service, which was 2% of the

project cost.® Second, private suppliers of equipnent and

YS| F project costs are usually subject to a low ceiling--in the
Brazilian case, US$40,000, and | ater $50,000, neaning that design
firms could earn up to $800 per project. The Wrld Bank project
agreenent allowed firms to charge up to 8% including technica
assistance, but Ceara limited that charge to 2% (for design

only).
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materials, or construction contractors, replaced governnment to
the extent that it had been handling such matters directly, as in
wat er supply, power hookups, and irrigation projects. Third, the
comunity or a municipal council replaced state governnent in
choosi ng the contractor or equi pnent supplier, and in supervising
t he work. Fourth, this led to the replacenent, to sonme extent,
of larger and nore distant private suppliers and contractors by
ones that were |ocated closer to the wuser and, therefore,
smal | er. As the logic of decentralization reasoning would
predict, the market responded quickly and there seened to be no
dearth of private firnse to take advantage of these new
opportunities for business.®

Added together, these shifts would presunably help bring
consuner choice to the center of the transaction, and the
wat chful eye of project users to its design and nonitoring,
increasing thereby the probability of "ownership" and, hence,
"sustainability." The shifts would also presumably help bring
nore cost-conscious and conpetitive agents into the picture--
private firns subject to the pressures of conpetition and, hence,

to a concern for satisfying the user

1. Findings fromlguatu. W  anal yzed 270 pr oj ect

requests fromcommunities in the 13-nmunicipality Iguatu regi on of

'Downsi zing in the public sector helped to facilitate this
response, especially with respect to the consulting and project
design firms: several laid-off public-sector professionals--
agronom sts, engi neers, econom sts, architects--joined the design
firms that took up the new work, or forned new ones for this very
pur pose.
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Ceard, an area of 283,000 inhabitants. The projects were
designed by six firms, and the two largest accounted for 75% of
the number of projects designed. The firms took the following
steps, as explained in greater detail momentarily, to increase
their efficiency, reach for economies of scale, and thereby
reduce costs and increase profits.

First, firms "specialized" in one or a few project types, or
came to do so eventually. Second, they tended to standardize the
design of that particular project--whether it was a health
center, a well, or an irrigation system. Third, they minimized
the number of visits made to each community, preferably one visit
or none--in the latter instance, conferring only with a community
leader at their offices. Fourth, they solicited project requests
from communities that fell within the closest radius to the town
where their firm was located. Fifth, and partly a logical
outcome of the previous, they tended to divide the market
spatially between them, creating localized monopolies.

That the design firms would take such a proactive role in
contacting or visiting the communities and helping them develop
their project requests was actually not foreseen by designers of
the SF. That is, communities were supposed to first decide the
kind of project they wanted, then communicate the decision to the
regional staff of the project unit for approval, and only after
this would the community then contact a design firm. In reality,
the design firms in our sample took the first step in 74% of the
project choices of the region (that is, 200 out of 270). A large

majority of these cases, as noted above, involved the two largest
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of the six design firns operating in the region, each located in
a different nunicipal capital.

Learning of the new program and the substantial new
resources it would inject into the state’'s interior, the nore
proactive firnms geared up for this new opportunity to generate
demand for their services. They hired new staff to travel to the
comunities (which would also involve increased operating costs
in terms of travel expenses), and invested in conputers and
software that would help to speed up and standardi ze the process
of project design. The ability of the nore proactive firns to
respond rapidly to the new opportunity was related to past
experience designing projects for large farmers applying for
| oans fromthe region s devel opnent banks.

The remaining four firms, accounting for 25% of the project
decisions in the sanple, were snmaller and | ess aggressive, often
waiting for requests to arrive at their offices. The owners and
staff of these one- or two-person operations sonetinmes had
per manent jobs elsewhere, perhaps in the public sector itself.
They did not have the capital to finance the acquisition of
conputer hardware and software and the hiring of new staff to
seek out business in the conmunities. They said they were too
small to take the risk that their projects would not be approved-
-in which case they would not be paid--and that the program m ght
end. Nor did they want to risk |osing the permanent jobs sone of
them hel d el sewhere by increasing their scale of operation. Each
of these firns worked in only two or three of the 13 municipios

and only those with which they or their staff had had prior
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contacts previously. The follow ng description relates nainly to
the two nore aggressive firnms that dom nated t he business.

The rapid uptake of these new private-sector actors in the
SF busi ness was al so stinulated, inadvertently, by problens faced
in early 1994 by the project wunit. The unit had found itself
with the task of processing many nore project proposals than it
could handle, a generic problem for SFs to which we return in
Section V. The resulting backlog gave rise to conplaints from
two quite different sources--the communities or elected officials
(mayors, legislators), and the Wrld Bank, anxious about anything
that sl owed down disbursenment schedules. This problem and its
potentially serious political costs, generated pressure for
qui cker di sbursenment, which led, in turn, to approvals of |arge
nunbers of proposals in a short period of tinme wth, not
surprisingly, somewhat superficial evaluation. The rapid pace of
t hese approvals suggested to the design firnms that there were
significant gains to be nade from investing in the ability to
serve this new dermand.

Implicit in the recountings of firmowners and staff nenbers
of how they minim zed costs and achi eved econom es of scale was a
pattern of pressure on the comunity for quick decisions and,
hence, discouragenent of conmunity deliberation about the pros
and cons of different possible project choices. Staff tine and
travel expenses were high for visits to conmmunities, so firns
instructed their representatives to try hard to secure a final
choice on the first visit. One firmowner reported that, in the

case of nore personalistic and controlling local |eaders, the
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firm had no choice but to discuss the decision wth that
comunity | eader alone, wthout other menbers of the conmunity
present and often away from the community at the firms office.
This enabled the |eader to portray the project to the comunity
as his own doing.

Firms also tended to push the community’ s decision in favor
of the type of project with which they (the firns) were nore
famliar. For exanple, firms with agronom sts--including those
who had been with the agricultural extension service--pushed the
comunity in the direction of agricultural projects. Oten not
i nform ng them of other options--like schools, road repair, power
hookups, or health <clinics--they would typically start a
conversation with the commnity’ s farmers by asking, "what are
you planting?" The ensuing conversation about their crops would
lead to the topic of a possible agricultural project which, in
many cases, meant an agricultural input-supply store. Thi s
particul ar bias, by the way, was no different than that of the
"bureaucrats” in the project unit, which had opted in favor of
"productive" projects over physical or social infrastructure.
Ironically, then, both firnms and bureaucrats "drove" demand in
t he sane general direction.

The attenpts of the firns to achieve econonies of scale and
mnimze costs led to simlar results. The firnms tended to
"specialize" in certain types of projects, and then limted or
cajoled conmunities into making that particular choice. For
exanple, a large portion of the projects designed by one of the

two largest design firms were agricultural-input stores (50
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projects or 40% of that firms SF portfolio). To the sanme end,
firms tried to mninmze the distance and tinme spent traveling to
comunities by concentrating their visits in the conmunities
cl oser, or of easier access, to the nunicipal capitals where they
were | ocated. One firm in the nunicipal seat of 1lco, for
exanpl e, accounted for 15 of the 16 latrine projects chosen by
comunities within the 13-nmunicipality Iguatu region. And al nost
75% of the requests for latrines in the region (11 out of 15)
came from the very sanme nunicipality in which this firm was
| ocat ed.

In theory, this kind of specialization is good, not bad. It
| eads to nore efficient outconmes for the consunmer as well as the
firm Each firmlearns to create one or a few particul ar project
designs, of better quality and at a |ower price, and consistent
with the econom es of scale sought by the firnms. The comunity
using such a firms services, then, sinply chooses the firmthat
specializes in the project it nost wants. The rural environnents
i n which nmany SFs operate, however, often do not generate a | arge
enough nunber of firns to support this kind of specialization.
The consuner is therefore limted to the specialization of the
one or two firms that happen to be within reach. Even worse, as
we found, the kind of project in which a firm specializes
becones, in the community’s mnd, the only choice possible. The
benefits of specializing in such cases accrue to the firm then,
but not necessarily to the user.

The tendency to specialize in certain types of projects went

hand in hand with a tendency to standardize, also with the sane
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cost-mnimzing intentions. G ven that some kinds of projects
|l end thenselves nore to standardized design than others, the
design firns tended to di sourage communities from making the |ess
standardi zable choices, or did not even tell them of these
options. Exanples of nore standardizable projects are the
agricultural -input-supply stores in which one of the above-
menti oned design firnms specialized, in addition to tractors,
grain mlls (for cassava), and latrines. The standard i nput-
store design included the store building itself, and an initial
i nventory, presumably specific to the crops produced in that
| ocal e--fertilizers, pesticides, farm inplenents, and a few
irrigation punps with piping. The firms had a conputer tenplate
for each of these types of projects, allowing themto design any
particular one within an hour and, as often happened, wi thout
even going to the community. The larger firns had eight to ten
such tenpl ates, and the snaller ones fromtw to four.

In other states as well as Ceard, project staff often
reported that they received the exact same project for several
communities--the only difference being the names of the community
and its members. In some cases, the standardized design included
features that were inappropriate to a particular locale. The
input-store projects, for example, sometimes included inventory
that did not make sense for that particular locale--irrigation
pumps where no water was available, or pesticides more suitable
for corn where rice was the predominant crop; or, in the case of
projects designed by equipment suppliers, the purchase of

electric motors for cassava mills where there was no electricity.
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It is not surprising that firnms tended to stay away from or
di scourage communities from choosing, the kinds of projects that
required nore custom zing, including site-specific analysis.
Irrigation projects, much requested by conmunities near rivers or
other water sites, required tinme on site neasuring water flow,
and the naking of technical decisions about punping vs. gravity-
flow, flooding vs. sprinklers, individual vs. group, etc. Wlls
for drinking water also required nore site-specific analysis.
For these reasons, many firns shunned or discouraged the
irrigation or water projects, preferring, for exanple, the nore
st andardi zabl e i nput-supply stores. O, the firns sonetines
charged a percentage above the actual cost of the project for the
nore custom zed design work, bit added this on as an extra charge
representing the comunity’s "contribution.” This happened
particularly in the case of suppliers of equipnment--tractors,
grain mlls, irrigation equipnment. It clearly did not augur well
for the "ownership® of the project that the "comunity
contribution"” was supposed to elicit.

Even when designing nore site-specific projects, firnms tried
to keep their costs down in ways that jeopardized the quality of
t he projects. One firm designed several ground-water projects,
for exanple, w thout having done the requisite geol ogical study;
this resulted in the failure of some of these projects for |ack
of water. Not doing the geological study represented a
significant saving in the design cost--at about $150 per project,
whi ch represented at |east 20% of the firnms charge for project

design, and obviously nore if the project cost was |ess than
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$40,000. This problem would seem to have been easily corrected
by requiring geological studies of all water projects, which is
exactly what the project unit did, upon hearing of this anonaly.
But the response of this particular firmto the new requirenent
was to sinply exclude water projects fromthe nmenu it offered to
communi ties.

QO her firms, in response to the new rule, told comunities
wanting water projects that the firm would design the project
only if the conmunity footed the $150 bill for the geol ogical
study. Again, this would seemto be a sensible solution, and in
keeping with the spirit of ownership. But certain things
conspired to keep it from happening: the comunities did not
trust that a project would actually materialize, they were often
too poor to take such a possible loss lightly or raise the funds
t hensel ves. The firns, as well, did not want to lose tinme while
contributions were being cajoled out of comunity nenbers--a
process of commtnent to the project that is nmeant to lead to
"ownership" of its subsequent operation and naintenance. Ur ged
on by the design firmto opt for a nore standardi zable project
like the input store, therefore, the commnities often caved in
to the design firm s suggestion. Even though a distinct second-
best, the firm s suggestion appeared to them to have a greater
probability of materializing.

A nore positive resolution of this kind of dilenma occurred
when the nunicipal governnent sinply took over: the nayor of
| guatu, bent on inproving the supply of drinking water, offered

to foot the bill with free technical assistance to communities
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choosing water projects. Al though this outcone was clearly
desirabl e, there was nothing about program design that selected
for these better approaches over and against the undesirable
ones.

The spatial distribution of projects within a geographica
radius of each of the two Jlargest design firnms led, not

surprisingly, to a virtual l|ocal nonopoly for each one in its

territory. This meant that the firns were not pressured by
conpetition to serve their prospective clients better. The
| ar ger of the two worked mai nly in four cont i guous

muni ci palities, including the one where it was headquartered; the
other worked mainly in two other nunicipalities, including the
one where it was headquartered. This neant that comunities
received a visit fromonly one firm and did not know about the
exi stence of the others. \Whether or not these two firns actually

colluded to divide up the market, the result was the sane.

2. Interpreting the findings

The actions of the design and other firns represented
perfectly sensible attenpts to reduce costs and reach econom es
of scale by mnimzing the distance between their headquarters
and client comunities, st andar di zi ng pr oj ect desi gn,
specializing in only certain kinds of projects and, in the
interests of all this, withholding information from comunities
about their choices. But this also made them nore |ike the
public-sector "nonopolists" that demand-driven prograns were

supposed to get away from - standardi zed, functionally
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speci ali zed, unresponsive to local variation, and not taking
consuner preference into account.

Where was the regul atory or standard-setting presence of the
public sector in face of the market nechani sm running anok wth
respect to program goals? 1Isn't the role of governnent to watch
for and regulate devel opnents like this? Proj ect managenent,
actually, did know about this problemand was disturbed about it,
but did not nove to disqualify the firns or take any other
corrective neasures. Various factors worked in tandem to keep
the state government from playing its proper regulatory and
standard-setting role.

First, firnms were drawn into providing design services for
t he program because of the opportunity to capture a significant
volune of business at |ow cost. The inposition of certain
standards (li ke the $150 geol ogi cal survey for water projects, or
the insistence on truly informed and participatory consumner
choi ce) would have reduced the volune of business per unit tine
and increased the costs--making this opportunity |less attractive
to the private sector in the first place. Intelligent public
regul ation that better served program goals and the public
interest, in other words, would have made private provision
unattractive.

Second, in the case of the extra-cost itenms like the
geol ogi cal survey for water projects, the community could have
been required to pay; or, as in cases like that of the nmayor of
| guatu, the SF or other government entity could have subsidized

t hese costs. If routinely adopted, of course, these neasures
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m ght have made things better. But this particular problem was
al so part of a larger dynam c that pushed conmunity choices and
project designs in directions that were in certain ways no better
than traditional government supply. Granted, substituting
private for public design had generated a market dynamic; but it
al so generated a set of outcones that were inimcable to the
public good, let alone the stated goals of the SF program

Third, the SF agency’ s suspension of standard-setting and
regulatory judgnent in this case resulted in part from a
seenm ngly generic problem of SF-type prograns--the difficulty of
handling and evaluating such a large volune of small requests
received from nyriad comrunities throughout the state. Even if
the project unit had attenpted to regulate the firnms, it would
have required considerable extra effort and personnel to
determ ne whether the choices were truly those of the comunity,
not to mention whether they arose from a process of inforned
del i beration. Regional offices were staffed sparingly, given the
pressure all SFs are under to keep adm nistrative costs |ow, the
Iguatu region’s office, for exanple, was headed by an agronom st,
and staffed by two technicians who were "grounded" nobst of the
time because of a lack of gasoline to nake field visits. Under
these circunstances, it was the nost they could do to nonitor the
"nore serious" abuses, such as the project proposals for cassava
mlls for communities that produced no cassava.

Fourth, and finally, the problem of "excess demand" for
projects became politically costly to the state’s governor in

terms of two inportant constituencies--conmunities and | ocal
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politicians, and the Wrld Bank. Since only two firns provided
the bulk of the design services and had |ocal nonopolies,
noreover, disqualifying or disciplining them in other ways for
their failure to respect project standards coul d have jeopardi zed
even further the pace of disbursenent.

All this helps to explain the otherw se strange-soundi ng
handling of this situation. Nanely, the project unit knew and
di sapproved of the way project design had evolved, but did
nothing about it for a considerable tine. Apprised of the
situation, noreover, the state governor neverthel ess allowed the
design firns to continue working; at the sanme time, he ordered
the relevant governnent departnments to start designing projects
for the communities as well, and w thout charge, for which he
provi ded special funding. This killed two birds with one stone,
hel ping to relieve the pressure fromthe Wrld Bank for keeping
di sbursenent on schedule and from the inpatient communities or
their political benefactors. Finally, after the inmediate crisis
had passed, the state governnent abruptly took the project-
design function away fromthe firnms permanently, and put it back
where it had been originally, within governnent. At least with
respect to the design of projects, then, the program had noved

full-circle--fromsupply-driven to demand-driven and back. *

%A remarkably parallel sequence of events occurred in the states
of Bahia and Maranhdo in a much larger program of credit to

small-producer associations (PROGER/Programa de Geracao de Renda)

managed by the Bank of the Northeast (Banco do Nordeste/BNB).

BNB is a large regional development bank serving the nine states

of Northeast Brazil and headquartered in the capital of Ceara,

Fortaleza. Traditionally, the BNB had relied on semi-public

agencies of agricultural and business extension (EMATERs and

SEBRAES) to prepare project proposals for credit for such
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3. Beyond | guatu

Any particular region, like lguatu, has its peculiarities,

though we did not find Iguatu to be atypical conpared to the

other places we visited. Indeed, within Ceara, we chose this
region on the recommendation of technicians from the SF project,
because two of its municipios --lguatu and Jucas--were said to be
among the best in the state in terms of performance. Regardless
of any pecularities the Iguatu region or the Brazilian SIFs in
general might have, the story is surprisingly consistent with
many of the problems chronicled in other forms in the donor
studies of SFs in other countries; or it helps to explain these
problems.

Key features of the story, moreover, seem generic to private
supply (if not to public as well), and to the environments in
which  SFs often operate. The economies of scale,
standardization, and specialization found to be operating in this
case must certainly inhere in the nature of these businesses
themselves--project design, equipment and materials supply, and
some construction tasks. Many rural environments, moreover, have
low population densities, difficulty of access, and a certain

"thinness" of the market in certain sectors--traits that are

associations. But following the new trend in public-sector
outsourcing of part of its work, the BNB decided in 1994 to also
encourage private consulting firms to prepare the credit
proposals and projects for the producer associations. After four
years of this particular outsourcing experience, the BNB became
so dissatisfied with the performance of these firms--and their
lack of commitment to the PROGER's objectives--that it put the
project-design function back into the semi-public agencies
(Serrano 1998:14).
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known to be conducive to |ocal spatial nonopolies. In this
sense, some rural areas are the /ast place one would | ook to find
conpetition between firnms or symetries of information between
citizen and private provider. Yet conpetition and information
symmetry are necessary if (partial in this case) is to bear its
fruit.

In summari zing the findings of this section, we link themto
those of the donor evaluations and the larger issue of demand-

driven vs. supply-driven approaches.

3A. Bringing the market back in. In the lguatu story,
the "market" was alive and well, responding to the opportunity
for participation provided by the newly decentralized and
partially privatized SF. It seenmed to prepare projects nore
rapidly than the public sector and to reduce costs, partly by
reaching for econom es of scale. But the very neasures that
brought about reduced costs and other efficiencies also |ed
i nexorably to reduced consuner information and choi ce.

The SF evaluators also found private firns to be preval ent
in inducing community choices and pronoting certain project
types, particularly in the poorer, |ess organized communities.
The practice was apparently conmon enough that the |1 DB eval uators
baptized it as "persuasion by contractor,” and cautioned that
"the real beneficiaries" in these cases mght well be "the

contractors" rather than the final users.® (Though our analysis

% DB (1997a: 41, 43).
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i nvolved mainly design firns and equipnent suppliers, the DB
coments related nore to building and road contractors.)

The |IDB evaluators even found an additional source of
suppl y-i nduced "conmunity" demand. Local teachers and nurses
often persuaded the community to choose education or health
projects rather than others. The teachers and nurses of the |IDB
study were sonewhat akin to the agronomsts of the technical
units and design firnms of our case, who also induced or forced
demand in the direction of their own professional expertise--
agricultural input-supply stores, irrigation projects, and so on.
Al t hough the 1 DB reviewers suggested that the resulting projects
mght well serve the comunity better than contractor-induced
projects, they still posed the question as to whether these | ocal
"elite" personages were really acting in the conmunity’ s "best

i nterests.”

3B. Like public, like private. In certain ways, the
behavi or of the design firnms appeared to be nore simlar to than
different from the stereotype of the public agencies whose
services they replaced. Like public agencies, the private firns
went about their tasks in a supply-driven way. Bot h public and
private actors tended toward a standardizing approach to the
projects, each making a tenplate for "typical" projects. Bot h
specialized in certain types of projects, and both pushed their
speci al i zati on over others in conversations with communities in a
way that ran roughshod over conmunity preferences and collective

deci si onmaki ng. Sone of the firms, noreover, specialized in the
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exact sane kind of project that the government unit did: the firm
and governnment unit both preferred agricultural projects over
soci al or physi cal i nfrastructure, and both "persuaded”
comunities that m ght have preferred a school building, a health
clinic, or a well to choose an agricultural project instead.*
Thi s evol ving specialization in one or a few project types seened
parallel to the functional specializations of traditiona
governnment agencies in areas like water, health, education,
roads, and so on. The econom es of scal e gai ned by noving toward
standardi zati on and specialization, finally, took these firns in
the direction of becomng, |ike the public sector, nonopoly
suppliers. Tailoring project design to local conditions and
"pl easing the consuner"” seened to be as far from their mnds as
they are said to be from that of the stereotypical governnent
bur eaucr at .

The simlarities between private and public represent nore

than nere curiosities. The standard critique of public service

¥This common bias, interestingly, had to do with the shared
prof essi onal backgrounds and experience of the staff and nanagers
of the firnms and governnment agency in the agricultural sector
adding to the simlarity of these specialist preferences was the
fact that on both sides of the public-private divide, these
prof essi onal s occupied a world in which they noved back and forth
between the private and public sectors. |In the current period of
downsi zing, in fact, many of the firns that sprung up or expanded
in response to the new progranmis denmand for project design were
run or staffed by public-sector professionals who had been laid
off or taken offers of early retirenment; in addition, sone were
still working in other places while doing their project-design
work as private consultants on the side.

V - Information and Its D scontents
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provision, after all, points to these problens as peculiar to the
public sector--the insensitivity to users, the inflexible
st andar di zat i on, and the locally inappropriate solutions.
I ndeed, exactly the same type of standardization of project
designs cane under criticismin the donor evaluations, and for
the sane reasons; there, however, it was the public-sector SF
unit that was the offender, as opposed to the firms of our case.

If it turns out that private provision of services has sone
of the same unfortunate traits as public provision, then one
cannot be so confident that private provision will--by its very
nat ure--be nore decentralized, consuner-friendly, and adaptive to
| ocal conditions. There are obviously many circunmstances under
whi ch private provision works the way it should, but the |arge
body of studies on SFs does not help us to determ ne what they

ar e.

3C. Moving noney: the bad and t he good. The donor
eval uations portray the pressures that drove the SFs to disburse
rapidly as enmanating from donors, dedicated agency managers, and
project design itself. Qur case reveal ed, however, that this was
only half the story. Firns were also inportant actors in fueling
t hese pressures. In trying to boost their volune of project
business, the firns pushed thenselves to produce project
proposals rapidly, and they pressured SF nanagers for rapid
approval s. In addition, pressures in the sane direction cane
fromthe state’s governor, because of the clear political payoff

to be had from such a program and the political costs of slowed
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di sbursenent vis-a-vis the donor and political supporters--to be
di scussed in the following two sections. It was this cal cul us
that kept the state governnent fromreigning in or disnm ssing the
private design firnms fromthe program for sone tine, even though
it knew that their participation was conprom sing the quality and
t he obj ectives of the program

The pressure from all sides to disburse SF funds in our
story represented an unusual ly happy convergence of the interests
of donors and efficient public nmanagers, on the one hand, wth
provider firnms and high elected officials on the other. The
design of the SF nodel clearly helped to nake the convergence
possible: an admnistrative arrangenent that allowed rapid
di sbur senent of nyri ad decentral i zed proj ect s, partia
privatization of procurenent, an executing agency |iberated from
the torpors of bureaucracy, and direct access by high-Ievel
el ected leaders to decisions awarding investnent projects to
nyriad communities of their constituency. Many prograns fail or
are sinply nediocre for want of the kinds of pressures found in
our cases.

Wiile the donors laud the SFs’ good rates of disbursenent,
ironically, they also pepper their evaluations wth disapproving
coments about these pressures. They thenselves found the
pressures for rapid disbursenment to be inconpatible with the SFs’
demand-driven and decentralized style. Community choice and
organi zing takes tinme and noney--of conmunities thenselves, as
wel | as of project staff. Managenent and staff nust instruct the

farflung communities of their options and the need to organize in
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order to cone to agreenent on a first priority; they must help
the conmunities wite their proposal, or direct themtoward ot her
techni cal hel p. For these very reasons, in fact, the studies
reported that some project managers revealed a distinct distaste
for the "demand-driven" nmandate of their prograns. They
confessed to sonetines turning a blind eye toward, or even
encour aged, the "supply-driven" choices guided by mayors, other
politicians, and private firns. This openness of the project
managers in revealing their inpatience toward one of the basic
tenets of t he pr oj ect nodel was r emar kabl e- -t hough
under st andabl e, because it was all in the nane of not
conprom si ng the pace of disbursenent.

In certain ways, then, the pressures from all sides to
reduce costs and keep disbursenent noving were healthy in that
they contributed to getting projects built rapidly and at
seemngly |ower costs. But in ternms of choice and project
quality, this particular convergence of pressures also produced
results that were in sone ways no better for comunities than

t hose of the stereotypical governnment bureaucracy.

3D. Mssing the poor. Comunities wth Iess technical and
organi zati onal capacity are particularly hurt by the pressures to
di sburse rapidly. In the rush to present projects, the SF
studies report, they are outflanked by better organized and nore
sophisticated conmunities or nunicipalities. Oten nore
dependent, they are less able to resist the offers of nayors,

firms, and others to nmke the decision and prepare the project
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for them | ndeed, many comunity nenbers reported to us how
grateful they were to have anything delivered to them-choice
being the last thing on their mnds.

In light of these findings, it is not surprising that the
SFs did not score well in the donor evaluations, as reported
earlier, in terms of reaching poorer and nore renote comunities:
with some exceptions, poorer provinces or nunicipalities tended
to receive less SF funds in per-capita terns than better-off
municipalities, as also was the case for those that were |ess
organi zed and nore renote. That this problem is clearly
acknowl edged can be seen in the reconmendation that is comon to
al nost all the SF evaluations--nanely, that they adopt, or nore
vi gorously I mpose, poverty criteria t hat limt t he
muni cipalities, comunities, or persons to which funding will be
made available, or the type of activity eligible for finance
Qur case suggests another possible cause of the problem of
geographic inequity: firns tend to concentrate their activity in
comunities closest to the towns where they are | ocated.

SF eval uators seem confident that the problem of targeting
can be turned around, with a little tinkering, while stil
mai ntai ning the basic elenents of the demand-driven design. The
proposed renedy seeks to "fix" demand so that it wll produce
nore equitable results: the SF agency nust be nore active in
keeping out the better-off comunities by limting projects to
certain types, persons, and places; in educating conmunities
about the program and their choice; and in sending nore "public-

regardi ng" brokers (nanely, agency staff) to help these
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comunities prepare good projects. Having to do so nuch to nake
demand behave properly would seem to require as nmuch work, in
other words, as fixing the supply-driven approaches to which
dermand-dri venness is considered superior--such as decentrali zing
exi sting public providers of services and investnents inproving
themin other ways, helping |ocal governnents to work better, and
supporting tax and other |legislative changes that facilitate
t hese refornms.

In sum a nodel of service delivery that queues up
comunities in a way tht gives preference to those with the
qui ckest and best - prepared request, and who make the nost clanor,
woul d not seem to augur well for those who are nost illiterate,
furthest away, and l|east able to organize. Though the
traditional supply-driven nodel nay not have done any better, the
very structure of the demand-driven design would itself seem to
have predicted the spatial inequity found by the donor studies.
It is not clear, then, how a decentralized and demand-driven
approach could ever have been thought to be well suited to

reachi ng the poor.

3E. Elusive sustainability. Taken  together, t hese
findings help to make sense of the sustainability problem
reported in the donor evaluations, by tracing it back to the
suppl y-driven way that project decisions were made. It was too
early in the history of our cases to assess the extent to which
these projects continued to operate after they were conpl eted,

and whether they elicited financing and ot her support after they
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were conpl et ed- - whet her from the line mnistries, | ocal
governnments, or communities of users thenselves. But given that
demand was so often driven by firnms, politicians, and governnent
prof essionals, the signs were not good--at least in terns of the
iron logic of "ownership" in the demand-driven nodel. Also not
auguring well for sustainability were the project designs for
well's that did not include geol ogical studies, the cassava mlls
in regions with insufficient cassava production, the input-supply
stores in bean-producing areas stocked wth rice-specific
pesticides, and the "comrunity contributions” tacked on by design
firms or equipment suppliers trying to cover extra costs--real or
I magi ned. Even communities that had genuinely made their own
choi ce often comented that they believed that the responsibility
for maintenance and operation lay not wth them but wth
governnment, whether |ocal or otherwi se. These kinds of exanples
seemold, not new They are all too famliar from eval uati ons of

traditional supply-driven prograns.

4. Conclusion: firnms wll be firns

When firns behaved like firms, in sum this led to sone of
the same undesirable outcones that are thought to characterize
publ i c-sector provisioning--undue standardization, nonopoly, and
unresponsi veness to user preferences and opinions about | ocal
condi tions. Many of the project choices made via this narket
dynamic, in turn, seened to be no better for comrunities than
those resulting fromgovernnment at its stereotypical worst. They

were also no better with respect to sonme concept of the public
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good. The abundance of input-supply stores anong the requested
projects, for exanple, said nore about their relative sinplicity
and standardi zability in the project-design business than about
their desirability to users or about sone other criterion of what
constitutes the public good.

Even when input-supply stores and simlar projects did
represent conmunity choice, many of those choices turned out to
be clearly second-best calculations--what skeptical comunities
"expected" they could get from governnent, rather than what they
val ued nost. The extent to which so many community choices were
"calculated" in this way, in fact, raises questions about
comunity choi ce and demand-drivenness as the central organi zing
principle for such prograns. If "choice" is so often observed
only in the breach, it nay be a thin reed on which to rest a new
approach to the delivery of services in poor and farflung
regi ons.

The obvious questions arises as to whether these outcones
woul d have been different if conmunities has known nore about
their choices. This takes us to the subject of information, and

the public information canpai gns of the SFs.

90



91

91

V - Informati on and
|ts DI scontents

By now, nost readers have probably concluded that if
comunities had sinply known of the various options, and their
rights to choose anong them nmany of the probl ens described thus
far woul d not have energed. A public information canpaign
properly designed, would be the obvious antidote. I|ndeed, npst
of the donor evaluations recommend exactly this: beefing up the
i nformati on canpai gns to solve the problem of weak participation.
(I'nformati on canpai gns are also prescribed to treat the probl em
of sl ow disbursenent.)

This particul ar diagnosis of and prescription for the
i nformati on problem seens to nmake good sense. Far from being the
end of the story, however, it turns out to be the begi nning of
another. The Brazil prograns all included public information
canpai gns. So what happened? Trying to answer this seenmi ngly
si npl e question opened the door to a quite different dinension of
t he demand-driven dynam c.

In each of our field visits to the SIF units in the capital
cities of three states, we heard rather snide offhand conments
from SF nanagers or staff about the information canpaign. W did
not follow up on these comrents, brushing them aside as the
gossi py undercurrents that swirl around such prograns. W were
al so distracted by the "nore inportant” part of our task--getting

to the field and interviewi ng conmmunity nenbers. The infornmation
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canpai gn seened to be one of those "m nor" conponents with a
known and straightforward technology: if it was not working, it
could be easily fixed, as per the recommendati ons of the donor
evaluations. By the end of our trips to the interior, however,
it was difficult to dismss the runblings about the infornmation
canpai gns as nere capital-city gossip. W had encountered many
comunities w thout proper information or choice, and the shape
of the comments in each of the states had been strangely simlar.

A certain amount of what we heard seened to center around
the marketing firmthat the state governnment hired to design or
run the information canpaign. The project unit wanted one firm
and not another. O, one firmseened best qualified, but another
one, |ess desirable, sonehow ended up doing the work. A slight
tension seened to linger in the air about the selection of the
firmand how the information canpai gn was run--tension between
the project unit and the governor’s office or sone other office
in state governnent closely linked to the governor. Could
sonething parallel to the systematic limtation of infornmation
at the coomunity | evel be working, perhaps in a different form
at the capital-city level as well?

A series of evaluations of the information canpaigns in ten
Nort heast states,® carried out by the WB resident office and its
consul tants, helped to provide sonme insight into the reasons for
the conments we heard. (The information reported in this and the

foll owi ng two paragraphs conmes froma consultant’s review of

*Nort heast Brazil actually has nine states, but the definition of
the region also includes a poor region of the state of M nas
Cer ai s.
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these studies, cited as Barnett [1994], particularly pp. 9-14.)
Al t hough the project units were supposed to select the marketing
firms through conpetitive biddings, this did not happen or there
was no counter-bid, except for one of the states, Sergipe. The
style and content of the canpaigns seened ill-suited to the task
at hand. Wth few exceptions, they had an urban bias and
resorted to neans of communication that are considered in the
busi ness to be "information-poor." Exanples are television as
opposed to radio and print nedia,® T-shirts and caps with the
project |ogo and nane, ¥ posters, and brochures of eight-to-ten
pages api ece. Though the brochures would seemto be potentially
i nformation-rich, they provided mainly pictures and sone contact
i nformati on. The brochures, in fact, were actually confusing on
at least two counts inportant for a demand-driven program they
di d not distinguish between procedures for direct proposals from
comunities to the project unit, and they did not explain the

di vi sion of | abor between the requesting community and the

project staff. These publicity strategies, nostly reflecting the

*The information canpaigns in three states showed no expenditures
for newspaper advertisements (Ceara, Minas Gerais, and Paraiba).
The television-vs.-radio problem was revealed partly in the high

cost ratios of television-to-radio budgeted expenditures in some
states, particularly Ceara, where the ratio was 13 to 1. Out of

the seven states for which such data were available, three more

had ratios of more than 1 to 1 (Rio Grande do Norte, 27 to 1,
Alagoas 5 to 1, and Sergipe 2.2 to 1). Bahia, Paraiba, and Piaui

each had roughly similar expenditures--one-to-one--for television

and radio, and Maranhdo and Minas Gerais had no television
expenditures. Based on data from Barnett (1994: Table 1), who
suggested a 3-to-1 rule of thumb for future publicity budgets.

The states of Maranhdo and Minas Gerais avoided television
altogether, and Maranhdo was said to have implemented an
innovative program of rural theater and puppet plays to
disseminate information about the program (p. 8, note 8, and p.

11)
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past work of these marketing firnms, were not based on the market
surveys and "user" profiles that are the stock-and-trade of the
mar ket i ng busi ness. The strategies also did not draw on the
substanti al experience gai ned about information dissenmnation in
rural areas froma long history of such canpai gns by public
agencies in various states--particularly in agricultural
extensi on and public health.

Wth respect to the state governnents, one of the nost
frequently reported observations of the evaluators was that these
governnents "were tenpted to use the publicity canpai gns for
political propoganda [sic]" (p. 9). This nust have contri buted,
the report conjectured, to the "exaggerated" cost proposals they
presented by the states for the information canpai gns. Tee
shirts and baseball caps would certainly be consistent with
politically-notivated information canpaigns. They are

"information-poor," to say the least; and they are commonly used
in political canpaigns, which are thensel ves usually designed by
mar keti ng firns.

The |l evel of attention paid by the WB to the infornation
canpaigns in the Brazil case, as denonstrated by the various
eval uation studies and their ensuing recomrendati ons, was
i npressive. Mich of this nonitoring was possi bl e because of the
exi stence of a WB office in the region, which allowed for nore
sust ai ned contact than the typical tw ce-yearly supervision
m ssions. Although we were not able to track subsequent changes

in the information canpaigns, these efforts nay well have led to

i nprovenents. If they did occur, it is still inportant to note
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that they resulted fromthe unusual nonitoring presence of an
out si de donor, which could be as nosy and as denanding as it was
because of its unique financial and political power over the
actors. Everyday governnment nonitoring units, |let alone those of
faraway donors, rarely have this conbination of professiona
strength, financial backing, and political clout. This is not to
deny the inportance of any changes w ought by the donor’s
attention to the issue. It is to point out, rather, that

i nformati on canpai gns, including their design, can be strongly

i nfluenced by political and market forces, and this will often
det erm ne whet her and how t hey worKk.

In sum the findings of the evaluation reports, together
with those of our interviews, create a picture of informtion
canpai gns that were clearly inferior products. As in the
previ ous section on contracting out of design and other functions
by governnent, the "market solution"” was no better than
governnment provision, if not worse. |In comenting on the "weak
content™ and "confusion" of the publicity sanples, even the WB
consultant--hinself froma reputable private consulting firm-
suggested that "relying on private marketing firnms" to interpret
the state’s general guidelines may have itself contributed to the
problem (p. 10).

Simlarly to the design and other firnms of the |ast section,
the ability of governnent to rise to the challenge of its new
nonitoring role in this partially privatized scenario did not
mat eri ali ze, though the donor certainly stepped in to fill that

space with a vengeance. Rather than eliciting arnis | ength
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nonitoring of a private contractor by governnent, noreover, the

i nformati on canpai gn fused public and private actors in a venture
somewhat different than that intended: the canpaigns seened to be
fashioned to neet political needs as nuch as infornmation
objectives, and the firns selected to run the SF infornation
canpai gns could well have been the sane as those contracted for

el ection canpaigns. The public actors in this public-private
marriage, noreover, were not "the bureaucracy," but the el ected

| eaders and their mnions, to the extent that they took the
canpai gns away fromthe SIF units and brought them under their
nore political w ngs.

Al'l this would explain the infornmation-poor nature of the
canpai gns, the lack of information in the communities we visited,
t he di scontent anmong SF units about the marketing firm sel ected,
and the renoval of this task fromthe SF unit itself to an arm of
state governnent nore closely linked to executive power. Though
t he evidence may not be sufficient to prove the case, it is
certainly suggestive. It is also not inconsistent with the
findi ngs of various studies, including sone by the donors,
showi ng the appeal of SFs to presidents and governors as
political resources (as taken up in Sections V and VI).

This section lays out a three-part dynam c that mght partly
explain the problemw th informati on and choice in SFs. The
dynamic is two parts political and one part public
adm nistration. First, and nost obvious, this kind of
distributive grant programw th nunerous projects in hundreds of

comunities provides an attractive political opportunity for
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el ected officials to shape and reward their constituencies. Even
the nost "technocratically" inclined of governors would find it
difficult to resist such an opportunity. Second, and | ess

obvi ously, these sane political opportunities contain a darker
undersi de for elected | eaders, especially if the prograns are
wel | advertised and use a denand-arousing rhetoric. The SIF
agency, that is, can be flooded with requests for project
approvals that, if not adequately net, can inflict serious
political costs on elected | eaders. Third, the unmet demand
faci ng such an agency creates a need for rationing in a way that
existing eligibility criteria do not acconplish or permt. The
"excess demand" can therefore trigger, quite separately, a coping
reaction by the SF agency, which is hard put to process all the
requests it receives properly.

This section first treats the political costs of unnet
demand. It then touches on the excess-denand probl em as
experienced by SF managers and staffs, and how they try to bring
it under control. Finally, the section suggests why SFs are so
appealing to the presidents and governors who sign on to them

despite the serious political costs that unnet demands can

inflict.
1. The political costs of advertsing. Anyone visiting
a SIF director in Brazil will find his outer office stuffed with

| ocal politicians waiting their turn and fanning their faces in
the heat--nmayors, state |egislators, ward bosses. Many of these

visitors (or those calling by phone) are asking the sanme thing.
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Way hasn’t ny project been approved yet, and when will it be?

Way did you create problens for ne by sending ny request back for
further information and el aboration? A variation on this drama
takes place in the governor’'s office, either directly with himor
his chief of staff. The plaints have a clear bottomli ne,

whet her spoken or not: | delivered for you (or your candidate) in
the | ast election, what are you doing for me? O, | supported
your unpopul ar proposal in the state assenbly |ast nonth, so why
aren’t you com ng through for ne? These waiting-roominmages and
the political questioning behind themcontrast distinctly with
the i mage of the donor narratives, in which rather autononobus and
private-sector-like SF managers work refreshingly free of these
ki nds of entangl enents.

SIFs are not unique, of course, in attracting this cast of
supplicants to governnent offices. Many public prograns have to
deal with nore demands than they can neet. But SIFs are at one
end of the spectrumin ternms of their potential to generate
"excess" demand. This is because of their unusually universali st
and rights-granting rhetoric, conbined with the small size of the
projects, which allows innunerable communities to participate.

In principle, SIFs offer the prom se to thousands of conmunities
or towns of access to a free project. Al a conmunity has to do,
if the rhetoric is to be believed, is to choose sonething |isted
on the programnmenu, fulfill mnimal criteria of project
preparation, and present evidence that an association
representing the coomunity has formed and requested the project

inits nane. Also different from many ot her public investnent
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prograns, the SIF rhetoric cel ebrates community participation,
and the "right" of communities to nake demands on governnent for
i nvestments and services, and to choose and fashi on what they
get. The rhetoric also conveys the imge of a nodernizing and
self-critical government: it is bent on overcomng its own

sl uggi shness and unresponsi veness to citizens by creating a
separate persona outside of itself in the formof the sem -

i ndependent program agency or unit.

O her types of governnent investnent prograns are anything
but universalist, typically operating in a supply-driven nold and
providing "technical" justifications for excluding sone
muni cipalities, towns, or regions, while including others. A
plan for rural power hookups and the sinking of wells for
drinking water, for exanple, clearly excludes sone, at |east
tenporarily, in that it proceeds fromone area to a conti guous
one; at any particular nonent, it ignores the unserved
comunities outside this area or not contiguous with it. The
same with a rural devel opnent project: it enconpasses only one
wel | -del i neat ed region, selected because of its production
potential or other unifying characteristics such as good
i nfrastructure, a preponderance of small farners, and so on.

Muni cipalities without those characteristics are excluded, even
i f they border the edge of the region.

In reality, of course, even these access-linmting and non-
universalistic criteria are often bent to neet political
considerations. |Indeed, they are sonetinmes respected only in the

breach. The carefully defined geographi cal boundaries of the



100

Nort heast Brazil rural devel opment projects of the 1980s, for
exanpl e, tended to "expand" during the project design period, as
mayors and | egi sl ators representing excluded rnunicipalities on
the border of the project area nade their dissatisfaction known.®
Is there really a difference, then, between universalistic and
"technical" criteria if, indeed, those "justifiably" excluded by
the technical criteria can, with a little help fromtheir
political friends, so frequently get back in? The answer is yes,
there actually is a difference, and for the foll ow ng reason.

Most sinply, the rhetoric and process of supply-driven
prograns do not prom se the trinity of equal access, citizen
choice, and rapid response that SIFs and sone ot her denmand-driven
prograns do. Wien the traditional |imted-access prograns do not
deliver to certain excluded individuals or places, an el ected
official can at least claimthe high noral ground. He can point
to a vision of the public good, as esconced in a plan of
i nvestment, that "requires" technical choices that by nature
excl ude sone places and persons while including others.®

I n demand-driven prograns, in contrast, elected officials
have no such higher principle to appeal to when trying to explain
why their constitutents, or the local politicians who represent
them did not get what they were prom sed. The SIF criteria for

eligibility, of course, actually do ration denmand sonewhat and,

®Most peopl e who have negotiated donor rural devel opnment projects
have observed this. Tendler (1982) described it for the Brazi
rural devel opnent projects in the 1970s and 1980s.

®This "positive" aspect of devel opnent planning was pointed to by
vari ous observers in the 1960s, when planning was nore in vogue.
E.g., Hrschman "Strategy..."
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hence, reduce the political costs of excess denmand. Project
proposal s can be sent back for re-working when they are not
technically adequate; the conmunity’s choice nmay be rejected as
bei ng outside the nenu of options; or the association can be
deened i nauthentic. But the rhetoric of universal access,
citizen rights, and participation | ays a potentially dangerous
political trap. The delays, conplications, and rejections seem
to violate the progranis pronm se of universal access. Elected

| eaders therefore need to find a neans of rationing demand t hat
is nore effective than the "technical™ eligibility criteria, and
not so politically costly. Limting the advertising about choice
is one way to achi eve this.

The political side of the excess-demand problem in
sum throws light on the information nystery and the strangely
formed choices that we encountered in the field. The political
costs of excess demand, that is, partly explain the timdity of
the information canpaigns and, as reflected in the grunbling we
heard, the transfer of responsibility for information (and
soneti mes other decisions) fromthe technical real mof governnent
to the nore political. Curtailing information in a way that
heads of f the possible political danage of excess demand
dovetails, of course, with the opportunity to use the information
canpai gn for political ends. The sane can be said of how agency
managers and staff respond to the challenge of making their jobs

manageabl e, a matter we turn to now.
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2. The public adm nistrati on of
excess denmand

The idea that some public prograns face nore denmand for
their services than they can handle is not new. But it has been
devel oped nost with respect to the real mof public
adm ni stration, rather than that of politics. For sone tineg,
schol ars of bureaucracy have studi ed the quandaries faced by the
staffs of governnent agencies when cornered by excess denand, and
the choices they are thereby forced to nake. The problemis
particularly acute for public services to which all citizens, as
with the SFs, are supposed to have equal access--1ike public
education and police services. Staff workers devel op a set of
behaviors that helps to fit demand wit hin nore manageabl e bounds
by rationing it. An exanple of such behavior fromour case would
be the opening ganbits of design firnms upon arriving in a
community: the conversation starts routinely, as noted earlier,
with a question about what is being planted and ends,
predictably, with a proposal for an input-supply store. These
ot herw se under st andabl e copi ng behavi ors can shape prograns
profoundly, and often in ways that inadvertently underm ne their
goals. M chael Lipsky' s Street-Ilevel Bureaucracy (198X),

i ncl udi ng case studies on teachers, social workers, and the

police, is anong the best exanpl es of such research.'®

®James Q WIson's Bureaucracy (1989) and witings on the police
in particular are another exanple. A sonewhat parallel set of
studies for private-sector workers has enmerged in the literature
on large firns, where they are called "front-1line workers" rather
than, as in Lipsky, "street-|evel bureaucrats."”
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Wth respect to our case, Brazil SIF managers and staff
frequently voiced fears that the informati on canpai gns woul d
overload themw th community requests. Indeed, this was one of
t he nost comonly spoken observations energing froma set of
neetings with them As a result of this concern, they said, they
purposely resorted to nore "sel ective neans of publicity” about
the program-1like mayors, state agencies, rural |abor syndi cates,
NGOs--rather than neeting directly with communities.'™ W did
not | ook directly for other forns of rationing that these
concerns may have generated, a la Lipsky. In addition to what is
already reported here, we do know that each state excluded many
types of project requests explicitly or implicitly, as described
earlier, while concentrating on a few others. These narrowings
of the menu of project choices had technically reasonable
justifications. 153 At the same time, they also helped the project
staff to cope with the problem of excess demand by allowing them

to standardize the project designs; this reduced, in turn, the

YBarnett (1994:9).

2Barnett (1994:9).

%Ceara excluded infrastructure projects in favor of agriculture
projects on the grounds that the former were too vulnerable to
clientelism and the latter were more likely to increase rural
productivity and income; Bahia did exactly the opposite and for
similarly "technical” reasons, excluding agriculture and favoring
physical infrastructure. Both decisions were supported by the
states' elected governors, or even suggested by them.

In some cases, the governors themselves had a well-formed
technocratic vision of the public good; they then inspired and
empowered their technical minions in the SIF units to enact that
vision. In other cases, the technicians captured the imagination

of their rulers, and won them over to their views.
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ti me-consum ng process of project analysis, including the

tailoring of projects to individual situations.

As in the Brazilian case, SIFs in other countries have

i nposed simlar limtations on conmunity choice, or intervened in

ot her ways in the

process of denmand formation. The donor

eval uati ons show awareness of these linmtations of the project

menu, sometinmes criticizing the standardi zation as inflexible.

Soneti mes, these actions are interpreted by the donors as

sl i ppage back to "ol d" supply-driven approaches, a clinging to

"t op-down" habits

that were never rooted out, and a tendency

toward "re-centralization."”

These interpretations my be in sonme ways accurate. But

sonme of the "failure" to whol eheartedly adopt the new

decentral i zed ways may nore accurately reflect an attenpt to

manage t he excess-

these attenpts as
centralism then,
to the probl em of

turn, may lead to

dermand probl em generated by SIFs. To disnss
ol d-fashi oned t op-downi sm or creeping re-

may be to m sdiagnose their cause. To be blind
excess demand that elicits these behaviors, in

proposed sol utions that do not reduce the

probl em The donor eval uations’ exhortations to SFs to work

harder to achi eve

a nore representative choice, partly through

i nproved i nformation canpaigns, is an exanple. |f successful,

that is, these efforts could actually exacerbate the probl ens of

excess demand as experienced by agency staff and nmanagers, as

wel | as by politicians.

3. Concl usi on
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This section has suggested that two separate influences
converge to |limt information and choice: (1) politicians seeking
to control the danmaging political costs of not serving demands
unl eashed by an environnent of rhetoric inciting to
participation; and (2) programstaff and their managers trying to
pl ace some boundari es around the unnanageabl e demands on their
time and adm nistrative resources. Both are reacting to the sane
probl em -an excess dermand that is generated, in part, by a come-
hither rhetoric. The problemis not resolved or reduced by the
partial privatization of the SF nodel --nanely, contracting out
the information canpaigns to private firms rather than doing
them as previously, in-house. The nmarket tends to work in the
sanme direction as the two forces noted above, rather than agai nst
their grain. The convergence of these three forces--political,
bureaucratic, and market--is particularly powerful in its
tendency to limt information and choice: firnms do it to keep
their costs down and increase their volunme of business,
politicians do it to avoid the political costs of unnmet prom ses
and to take advantage of the opportunities to ration scarce
political resources, and agency staff do it to make their work
manageabl e.

This particul ar convergence of forces suggests that
i nformati on dissenmnation is a problem and that trying to
i nprove the technical quality of the canpai gn nay not solve the
problem At the same tine, the donors see information canpai gns,
or inprovenents on them as a solution. A particularly apt

solution, it would seem because information canpai gns are the
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treatment of choice for two separate probl ens--of weak comrunity
i nvol venent and ownershi p, and of slow di sbursenent, |ike that
whi ch periodically afflicted the Brazilian cases.'™ The donors,
in other words, urge and support a seem ngly worthwhile course of
action--nore informati on di ssem nation--that generates the excess
dermand that |eads, ironically, to the [imting of information
There is, in sum an inherent contradiction in the demand-
driven nodel. The nore successful it is in generating truly
i nformed and fundabl e project requests, the nore problens it may
create for public managers and their staffs, and the nore
political costs it threatens to i npose on elected | eaders. This
woul d seemto place SF designers on the horns of a dilema: to go
back to the supply-driven approach with its technical criteria
for keeping demand within reasonabl e proportions, or to allow
excess demand to be rationed "naturally" by limting infornmation,
reduci ng choice, or even rewardi ng projects according to
political criteria. Neither of these alternatives may be

particul arly appealing. One way out of the dilenmm, however, is

“'n comenting on the "low' rates of disbursenent of the
Brazilian SFs, a WB consultant on marketing notes that a "cost-
effective and far-reaching publicity canpaign can do a great dea
to inmprove the distribution and application of available
funds...." (Barnett 1994:1, note 1).

The donor evaluations reveal several cases of problematically
sl ow di sbursenent, particularly at the start and including the
Brazilian cases. Though the nunber of such sl ow di sbursing cases
reported is substantial (as al so pointed out by UNI CEF 1998), the
the SF nodel is nevertheless characterizied generically as
rapi dl y- di sbur si ng.

V - Politics and Autonony
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to | ook again at the SF experience with a particular question in
mnd: were certain SFs able to (1) beconme truly demand-driven
with informed and inclusive conmunity decisionmaki ng, and at the
same time (2) succeed in disbursing briskly, while building
projects nore flexibly and at a reduced cost? |If so, what were
t he circunstances under which this happened? The existing
studies of SFs do not provide sufficient material to answer this
question, though it would seem basic to determ ning whether the
nodel is viable.

On the sunnier side, at least for elected | eaders, the
limting of informati on opens up sone space for re-arranging the
proposals waiting in the approval queue in a way that creates
political opportunities, as distinct frompolitical costs. This
takes us to the next section, where we turn to the well-known

political opportunities inherent in distributive prograns.
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VI - Politics and
Aut onony

If the main contribution of SFs to the daily life of
presi dents and governors is to burden themw th the possible
political costs of excess demand, then why woul d these prograns
be so popular with the presidents and governors who sign the | oan
agreenents with outside donors? The donor reviews, as well as
ot her research and our own fieldwork, provide substanti al
evidence that the SFs are richly enbedded in politics, fromthe
|l ocal to the national |evel, and often an ol d-fashi oned
clientelistic politics at that. Sone of these sane donor
reviews, as will be seen below, go so far as to suggest that the
pri zed autonony of SFs itself makes them at | east as vul nerabl e
to political manipulation than traditional prograns. Against
this background, it is confusing to see SFs portrayed as a story
of "autonony"--nanely, as liberated fromclientelismand ot her
political entanglenents, and fromthe rigidities of traditional
bureaucracy, which itself often serves as a conveyor for
political nmeddling. Part of the confusion may stem from our
possi bly conflating two separate kinds of autonomy--"political”
aut onony” with "managerial" autonony; this and the | ast section
seemto question the strength of the former, whereas SF
supporters may be claimng strength of the latter. At the sane
time, there is a considerable area of overlap between the two, as

this section will reveal
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This section explores this confusion and, in so doing,
attenpts to create a picture of SFs that is nore faithful to how
t hey operate, when successful as well as unsuccessful.
Under st andi ng the political dinmension of SFs hel ps explain sone
of the problematic outconmes running through the donor reviews, as
wel | as our findings--particularly that SFs are often | ess driven
by universalist criteria and conmunity choi ce than advocates
report. Wthout the political dinension, noreover, the causes
and nature of SF success, when it occurs, can be easily
m si nt er pr et ed.

Despite the absence of politics in our own research agenda,
we kept running up against it in various ways. Sone |egislators
told us, thankfully, of how the SF projects they "arranged"” for
their constituents were crucial to getting them el ected.
Governors or their staff nenbers told of their satisfaction with
the "political yield" of the SF programin the countryside.

Consi stent with these reports, donor staff spoke of the

ent husi asm for SFs expressed by the governors or presidents with
whom t hey negoti ated these | oans, and subsequently visited during
nonitoring mssions. Also, we heard conplaints froma w de

vari ety of state-governnent directors and staff of the
"clientelisnt and "wel farisni of the program sonetines
interfering with their own efforts to conduct parallel prograns
in nmore "nodern” ways. Qur curiosity was piqued by these
coment s because they were no | ess prevalent in one of the

states, Ceara, that had a longstanding governor considered by the

donor community and Brazilians alike to be outstandingly
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"nmoderni zing." This seem ng anomaly bothered us increasingly as
our research proceeded, and was partly responsible for our
turning to sone recent (and not-so-recent) political science
literature for a possible clue.

This section shows how the use of SFs for political purposes
takes one or nore of the following fornms: (1) as reported in
previous sections, the limting of information and choice at the
| ocal level by political actors in determ ning which conmunities
(or community factions) will receive projects and of what type;
(2) the nam ng of "political appointees" to SF nanagenent (or
staff), and pressuring or renoval of managers who resi st
al l ocating projects according to political criteria; and (3) the
use of SFs by presidents (or governors) and ruling parties to
fashion new political coalitions that help nake up for the | osses
of support caused by the introduction of belt-tightening macro
reforms. The evidence brought to bear on the subject conmes from
field observations of the donor studies, supported by materi al
from outside research, including our own; studies that find a
statistical association between geographical patterns of SF
spendi ng and el ectoral strategies; and studies that identify
macro-political strategies in Latin Anerican countries adopting
maj or econoni ¢ and admi nistrative refornms, and within which SFs

play an inportant role.

1. Politics in the field

The evi dence provided by the donor eval uations on the

political side of SFs is not easy to interpret. Sonewhat
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scattered, it is not woven together into a coherent position on

t he subject the way the public-adm nistration elenents of the SF
nodel are. Though presenting some rather wthering exanples, the
reviewers neverthel ess do not take a stand on whether the problem
seriously conprom ses the SF approach and, nore significantly,
whether it is greater or less than in traditional governnent

progr ans.

The donor reviews do seemto identify problens of a nature,
which they also link directly to the sane autonony of SFs that is
highly praised in other sections of the reports. The |IDB
eval uation, for exanple, concludes that SF nechanisns for rapid
di sbursenent "have an obvi ous potential for partisan patronage,
particularly during election periods.” Their recomendati on that
"technical staff not be treated as political appointees, to be
changed wi th each new governnment” seens to nore frankly reveal a
probl em than reassure reader that it can be fixed. The UN CEF
review, in turn, questions whether the degree of SF autonony from
line mnistries actually protects SFs frompolitics; indeed, it
concl udes that the formally demand-driven prograns are the nost
vul nerabl e to such nmanipulation, with results that are often
"highly politicized, and often inequitable."'™ The study |ists
exanples fromfive countries in which SFs were "extensively

mani pul ated for political ends despite their ’'autonomy’ "--Egypt,

Senegal , Sri Lanka, Peru, Honduras.'™ For the Peruvian case,

®UNI CEF (1998:71).

1%UNI CEF (1998:38, 63). In Senegal, only those proposals "com ng
from mayors of the governing party" were funded; in Peru, SF
enpl oyees "were brought to cheer at political rallies, and jobs
were increased prior to elections and phased out afterwards”; in
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this seens to be confirnmed by G aham & Kane’s study of that
country’s SF, which reports that "[d]espite the demand-based
mechani sm" the |ocations receiving funds (as well as overal
anmounts di sbursed) were "vul nerable to governnent discretion."
Anot her study, by Joan Nel son, also reports that some of the SFs
are "used as the direct instrunents of particular political

| eaders or parties,” citing the Peruvian and Mexican SFs as
exanpl es (though Mexico, "less clearly" so).'®

A review by the U S. Agency for International Devel opnment
goes even further, pointing to SF autonony as a distinct weakness
rat her than a strength: the waivers of procurenent and civil -
service regul ations, anong others, lead to "waste, m snanagenent,
and resource allocations based on political expedience...."™®
More generally, the IDB reports that SFs sonetines nake the
deci si on about whether to work directly with conmunities or
t hrough t he muni ci pal governnent accordi ng to whet her that
governnment belongs to the ruling party. |[If the |ocal governnent
is in the hands of the ruling party, the SF will channel its
projects through the mnunicipal structure; if the mayor is from
the opposition party, the SF will "try to bypass [it] and work

directly with the communities."" This "punishing" of opposition

governnments by withhol di ng or delaying transfers, of course, is

Hondur as, preference was given to projects that were nore easily
designed and inplenented "to enable politicians to take credit
for as many of these achi evenents as possible in public.”
YGraham & Kane (1998:10).

%Nel son (1997:5).

“D.  Kingsbury, "Conpensatory Social Progranms and Structural
Adjustnent: A Review of the Experience," A |1.D. Evaluation
Speci al Study No. 72, 1994 [51], as cited by UN CEF (1998).

DB (1997a: 38-39).
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not uncomon in Latin Anmerica; it clearly disrupts the goals of
i ntergovernnental transfer systens and other prograns that, |ike
the SFs, are set up to decentralize governnment responsibilities
and funding according to universal criteria.

In studying the Peruvian SF s expenditures during the 1991-
1995 period, Schady (1998) tries to understand the "nmassive
spi ke" in expenditures in the last quarter of 1994, an el ectoral
year. He tells of a SF director, who was highly regarded by the
WB and | DB and who insisted upon a rigorous screening of project
proposals. Peru’ s President Fujinori becane increasingly
dissatisfied with the director’s "unwi | lingness to neet

" di sbursenent targets and repl aced hi mduring August of that
year with sonmeone "nore sensitive to the political inportance of
a speedy approval process."™ (In relating this story, Schady
al so cautions that the electoral cal endar did not necessarily
determ ne ot her expenditure changes during the four-year period
he studi ed.)

G ven the repeated appearance of this kind of political use

of the SF in the Peruvi an case, sone observers have concl uded

that that this case was atypically politicized.™ But G aham

MSchady (1998:10). Subsequent quotation in this paragraph from
t he sane page.

"“Note, however, that the |IDB study, as reported in the
i ntroduction, pointed to the Peruvian SF as one of the nore
i nnovati ve ones. It is not clear to what extent the Peruvian
case actually /s nore politicized, or whether it sinply drew nore
researchers than the SFs of other countries. The politics of the
Peruvian SF seem to have attracted nore interest by political
scientists than any of the others except Mxico's, perhaps
because of the particular interest of political scientists in two
of those countries’ presidents--Salinas of Mexico and Fujinori of
Peru. The findings of these researchers about the Peruvian SF' s
politicization have been repeated in various donor reviews. This
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tells a simlar tale about the Bolivian SF. It, however, has the
reputation in the donor community for being the nost successfully
aut ononous and technocratic; the UNI CEF review, for exanple,
points to the Bolivian SF as a "counter-exanple" to the other
politicized cases it criticizes, concluding fromvarious studies
that it operated "w thout significant political influence"
(italics ours).™ The Bolivian SF, however, suffered increasing
political meddling in project allocations after its first glow ng
years, and "becane | ess protected frompolitical pressures over
tinme";™ on one occasion, during an electoral year, these
pressures to allocate projects according to political criteria
led to the resignation of the director and several staff

menbers. ™ Utimately, a new SF was created--again w th donor

may have introduced a bias, by default, of seemngly greater

politicization of those two cases. One does not know if equal
research attention to this issue in other cases would or would
not vyield simlar findings. It is interesting to note,

nevert hel ess, that the literature on the Peruvian and Mexican SFs
is distinctly richer and nore scholarly, and seens to represent a
nore realistic interweaving of the political with the
adm nistrative and the technical (the Mxican case, particularly
so). Gahamis work on Bolivia (e.g., 1998) is also in this vein.

It is tenpting to conjecture that the richer picture of the

Mexican <case in particular, and its frontal inclusion of
politics, is a result of the fact that much of the research on
the Mexican SF was done by Mexican social scientists
unsynpathetic to Salinas and his ruling party, PRI--at |east the
earliest «critical research. A wave of reactive research

foll owed, and then a mxing of the two. The later rich synthesis
of political and technical in these studies (see, for exanple,
the edited volume by Cornelius et al. [1994]) mght not have
occurred without this earlier highly critical research phase,
whi ch opened the political side for exam nation.

The review also points to the El Salvadoran and Zanbian SF as
good exanpl es (UNI CEF 1998: 38).

"Ki ngsbury, as cited in UNI CEF (1998:64, note 67).

G aham (199X: chap. 4, pp. 63-66[?]). It is inportant to point
out that Graham |ike Schady, draws generally positive (or at
| east m xed) conclusions about SFs, and does not consider such
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support--to get away fromthe viol ated autonony of the previous
one.

Whet her a SF serves its professed goals, then, may vary from
one period to the next, depending partly on the el ectoral cycle.
Presidents, governors, and ruling parties find the distributive
SF prograns to be well suited to their political purposes, and
refreshingly accessi bl e precisely because of their
di sentangl ement fromthe rules and regul ations of the |ine
mnistries. At best, then, the managers and staff of the nore
aut ononous SFs engage in a struggle to protect their prograns
fromthe very political lure that SFs offer to politica actors.
In this sense, the otherwi se different Peruvian and Bolivian
cases share a certain simlarity--a constant tension between
strong managers and politically interested elected | eaders, with
the latter exercising a kind of "ownership" that hinders rather
t han hel ps. Wth average managers, the results can be even | ess

positive.

2. Electoral studies: SFs and votes

The pattern of association between vote-seeking and SF
expenditures is richly conplex. The intensity of the political
courtship through SFs varies fromone period to the other,
dependi ng not just on the electoral cycle, but on other factors
| i ke the strength of each opposition party at a particular nonment

and how nuch of a challenge it represents, on whether the

political findings to be inconsistent wth this positive
j udgment .



116

el ections are mdtermor not, and on the bal ance struck betwen
rewar di ng those who vote or voted in favor, w thhol ding from
t hose who vote agai nst, and courting the fence-sitters. '

At | east three econonetric studies have found the geographic
pattern of SF expenditures to be |inked in one way or anot her
with el ectoral strategies--Schady and Graham for the Peruvian SF,
and Molinar Horcasitas & Weldon (1994) for the Mexican SF.'

Wth respect to Peru, Schady finds SF expenditures to be directed
to provinces "where the marginal political inpact is likely to be
greatest. "™ Such findings are not novel, of course, or unique

to SFs. They are consistent with earlier studies, for exanple,

See note 18 and the surrounding text for further discussion and
citations.

"Graham & Kane (1998) and Schady (1998) for Peru, and Mlinar
Horcasitas & Wl don (1994) for Mexico. Schady’s Peru study
actually dismsses the Graham study as nethodol ogically flawed
(as well as another study by Moncada), though he comes to the
same general conclusion as they--nanely, that the Peruvian SF
served electoral strategies, and that this can be seen in the
patterns of SF expenditures and voting (Schady 1998); his
statistical results are also nore robust in showing this; G aham
& Kane show somewhat nore varied results.

Schady (1998: ). These causal relationships are not easy to
sort out. One cannot sinply read off evidence of political
criteria for SF distribution, or lack of it, by calculating
whet her opposition nunicipalities get their proportional share
(as sonme donor evaluations have attenpted to do). The results
will vary according to whether, anong other things, the el ections
are only national, national and subnational, or subnational only;
whet her there is a strong opposition candi date, and which side of
the political spectrum this candidate is from and whether and
how the political strategy conbines the courting of opposition
provi nces, especially the wavering ones, with the rewardi ng of
| oyal provinces (along with the punishing of disloyal ones).

In places |like Brazil, noreover, mayoral candi dates often choose
their own party affiliation according to which gubernatorial
candidate they think wll wn; or they nake pre-election
alliances wth that candidate, fearful that they wll be
"puni shed" by an opposition governor who wll not channel

budgetary resources to them See Anmes (1995, 1999 forthcom ng)
and Abrucio (1998).
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of the distribution of public-wrks expenditures by the U S
federal government to states during the G eat Depression;™ they
are also consistent with a larger economcs literature that has
identified "political" business cycles" in public-sector
spendi ng. *°

That SF all ocations are determ ned by el ectoral strategies
does not necessarily nean that they will not reach the poor.
| ndeed, Schady concludes that the Peruvian SF s expenditures
fl owed disproportionately to the poorest provinces during the
1991- 1995 period (though not necessarily to the poorest within
t hose provinces).™ This pro-poor distribution was clearly the
result of an electoral strategy by President Fujinori to court
the nore marginal and rural popul ations. Like the donor reviews
cited above, Schady stresses the inportance to these findings of
t he autonony of the SF nodel; the expenditures could be "truly
di scretionary" because of a "freedomfromrestrictions, paperwork
and inefficiencies which have given the public sector in Latin

Anerica a bad nane."'” Also inportant, a backl og of thousands of

For exanple, Skocpol & Finegold (1982) found that states that
were politically "on the fence"--neither fully Denocratic party
nor fully Republican party--received a nore than disproportionate
share of the funding. See also Wight (1974), cited by Schady
(1998).

YRogof f (1990 and 1994) and Nordhaus (1975), cited in Schady
(1998: 2).

“IAs noted earlier, the available data on SFs do not permt
researchers to analyze the distribution of SF funds between rich
and poor within provinces or municipalities.

”Schady (1998: 25). Note that the last quote in our text is
slightly out of context from Schady’s text, since in his text it
precedes the earlier quotation in our text.
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project proposals made it possible to fund projects "at opportune
tinmes, in provinces deened to be electorally inportant."*

That a | arge | ogjam of project requests m ght be desirable
because it could be broken up quickly at politically opportune
ti mes suggests a possible explanation for a seem ng contradiction
in the donor evaluations. Though SFs are repeatedly
characterized as fast-disbursing, a reading of individual country
eval uati ons often reveal s problens of s/ow disbursenent--as the
UNI CEF review itself coments.™ Donors often attribute such
di sbursenent problens to | ack of commtnent on the part of the
central governnent, or to faulty intergovernmental transfer
mechani snms, with the central governnent failing to transfer
counterpart funding to the SF agency with due speed. But part of
t he probl em of sl ow di sbursenent may al so reflect a cycle of
waxi ng and wani ng political interest in SFs as a political
instrunment. Elections mght be |less immnment during the waning
periods, and rulers could be distracted by nore politically
demandi ng matters; or the SF m ght not yet have proven itself to
be a fast-disbursing and high-yield political instrument; at
t hese points, the SF nay not be on a particular ruler’s radar
screen.

As suggested by the case of the Peruvian | ogjam | eaders may

also find it advantageous to "save up" project approvals for a

#Schady (11998: 25). Schady also points out that poll data for
Peru show FONCODES projects to be closely identified with the
presi dency and Fujinori hinself (citing Moncada, p. 62). He also
concludes, it should be pointed out, that project allocations
were a conbination of political and technical criteria.

UNI CEF (11998: 40) .
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| ater el ectoral period, when their rapid release all at once

creates a nore effective political inpact than would a steady

stream of di sbursenments throughout a four- or six-year el ectoral

mandate. At |east one of our Brazilian states fit this slow

t hen-fast pattern: disbursenment was probl ematically slow for sone

time, and then becane so fast during the year |eading up to

el ections that the WB, at the request of SF managenent itself,

i nsi sted on suspension of disbursenment until after the elections.
SFs, then, can be fast-disbursing. But this is not only

because of procurenent waivers and other "flexible" procedures

that fit their goals and good nanagenment procedures. In

addi tion, they can disburse rapidly because this serves the

el ectoral strategies of presidents and ruling parties, who find

that access to themfor such purposes is pleasantly unencunbered.

At these nonents, however, the goals and the good nanagenent

procedures will often be breached. When SFs succeed in

di sbursing quickly or in reaching poorer regions, in other words,

this may result nore fromthe political pressures of a particular

president and his ruling party, than froma nodel of service

delivery that can be counted on to work consistently through

time, and in quite distinct countries around the world.

Simlarly, the superior admnistrative features of the node

t hensel ves invite a formof political "ownership" that then works

to underm ne the nodel. This raises the question as to whet her

the nodel is inherently unstable and, hence, a sustainable

approach to inproved service delivery.
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Political pressures in and of thensel ves are not necessarily
bad for programinpl enentation. Various exanples have been noted
above of how political pressures on SFs m ght advance their goal
of fast disbursenent, albeit at the cost of undoing sone of their
desirabl e features as a nodel. Studies of rather successful SF-
type and ot her social prograns in Kerala and Maharashtra states
in India, noreover, point to the key role of these prograns in
creating a new "political market" for inplenentation which, in
turn, pressured administrators to performwell. During the
1980s, for exanple, the Maharashtra Enpl oynent Guaranty Schene
guar ant eed enpl oynent (or an equi val ent cash paynent) to anyone
out of work; as a result, the job or the cash paynent soon becane
a "right" around which workers thensel ves could and did organi ze
at the local level, for the first tinme, to denmand their just
due.™ In Kerala, Patrick Heller has evoked a simlar
expl anation, involving political nobilizing that included
excl uded marginalized populations, in trying to understand the
unusual performance of that state governnent through tine in
ternms of providing universal education, reducing norbidity and
infant nortality, increasing |ife expectancy, and carrying out an
ef fective tenancy reform

These kinds of results are exactly what the denmand-driven

logic of the SF rationale is supposed to bring about. But the

»See Echeverri-Gent (1993, particularly pp. 124-5; also 1988)

and Herring & Edwards (1983). In the 1990s, the Maharashtra
program seens to have |ost sone of this demand-driven nature and
to have cone nore under the influence of traditional | ocal

politics. See, for exanple, Herring (1998) and Joshi (1999).
%See Herring (1983) and Heller (1999 forthcom ng)
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"politics" of the SF cases, as laid out above, are quite
different than those of these Indian exanples. The latter seem
to represent the result of political nobilizing, including by the
i ntended beneficiaries thensel ves; whereas those of the SF
stories told above, including fromour fieldwrk, sound |ike the
"ol d" politics of patron and client.®™ |In this sense, the

I ndi an exanpl es | ook nore truly "demand-driven."

3. Modern and traditional: the perfect nmarriage

There is sonething distinctly new about the political
econony of the 1980s and 1990s within which the "old politics"
plays itself out through the SFs. In a recent article on
Mexi co’s Salinas and Argentina s Menem Edward G bson (1998)
spells out a remarkabl e conpl enentarity between the seemngly old
and the new, and how the SFs are involved. O her studies devel op
simlar material for Fujinori’s Peru and, secondarily, Bolivia,
in addition to earlier studies with analyses simlar to G bson’s
of the Mexican case itself. G bson starts with the two questions
that plagued political econonmists in the 1990s. Wat explains
why certain Latin Anerican governnents, elected with populi st
rhetoric and support in the 1980s and early 1990s, did such an

about-face after their elections, whol eheartedly adopting the

“I'n a certain sense, the Bolivian SF could be seen as a counter-
exanple to that of Mharashtra in terns of the nature of its
demand-driven features. Wereas worker organi zing in Maharashtra
kept program officials on their toes in the 1980s, the Bolivian
SF deliberately kept the npbst organized workers out of the
program-the laid-off tin mners--by giving them separate
projects, out of fear of this very kind of organizing! See
Graham (199X ).
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free-market econonmic reforns that were so contrary to the
popul ist rhetoric of their parties? Even nore puzzling, why were
t hey not spurned by their electorates for doing this, as reveal ed
in polls and subsequent el ecti ons?*®

In attenpting to solve this nystery, sone political
scientists had pointed to the "insulated" strength of the
econoni ¢ technocracy, and the professional kinship they shared
with Iike-m nded economists in top U S. universities or
i nternational financial institutions. Wthout denying these
expl anati ons, G bson points to something el se. He describes a
national -l evel political strategy that nobilizes two quite
separate coalitions--the "netropolitan” and the "peripheral."
Urban groups formthe basis of a policy or functional coalition
that supports, and will gain from "nodernizing" reforns. By
itself, however, the nmetropolitan coalition cannot deliver
sufficient votes for an electoral najority, generating the
necessity for a "peripheral” or "territorial" coalition that
nobilizes votes in a different way. The peripheral coalition
reaches into the nore backward rural regions and towns, where
traditional patron-client relations prevail; nore recently, it
reaches into previously politically marginalized or traditionally
opposition sectors in cities, like snmall and nedi um busi nesses
and informal workers. \Wereas the netropolitan strategy courts

votes through policy reform the peripheral strategy works nainly

Wyl and (1998) reviews these debates, as well as weighing in on
one side of the prevailing explanations.
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t hrough the ol d-fashioned politics of distributive progranms and
ot her forms of patronage.

The two-coalition political strategy is not unique to the
1980s and 1990s era. It actually evolved froma simlar
nmet ropol i t an- peri pheral strategy dating at |east fromthe period
of inport-substituting industrialization (1SlI), and the need to
nobilize el ectoral support around that simlarly "transformtive"
project--to use G bson’s term The subsequent post-1Sl reforns
create clear losers within the old netropolitan coalition--
particul arly anmong uni oni zed workers, civil servants, and
busi nesses that are hurt by the withdrawal of trade protection
and other subsidies. In the newy constituted netropolitan
coalition, these | osses are conpensated for by bringing in
particul ar sectors or firms that already operate successfully in
i nternational markets, the workers in these better-positioned
sectors, and small and medi um busi nesses that did not benefit
fromthe ISl regine and hence had nothing to lose fromits
di smant|ing.

Thi s new support for the metropolitan coalition, however, is
still not sufficient to generate electoral najorities, and hence
the particular inmportance of the peripheral coalition. 1In
Mexi co, for exanple, Salinas and his ruling party, which had
relied for years on a netropolitan policy coalition favoring
organi zed | abor and busi ness, courted the needed periphery votes

anongst marginalized small and medi um | ocal busi nesses, and the
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rural poor.™ In Peru, President Fujinori clearly relied on a
strategy of reformthat alienated urban and certain m ddl e-cl ass
sectors; not linked to a ruling party, he relied on a different
rhetoric of the "outsider"” together with the distributive
prograns |i ke the Peruvian SF, through which he vigorously
courted the rural poor (Roberts 1996). 1In Bolivia, the SF built
support for the governnment’s macro refornms anong "previously

mar gi nal i zed groups”; this contrasted with the |ack of support

fromthe | osers of the macro reforns, nanely the "l ower and
m ddl e cl asses and organi zed | abor” who would not work at the | ow
wage | evels of the SF enpl oynent projects (G aham 1998:141). The
har dshi ps of nmacro reformthat threatened voter disaffection in
these countries, then, elicited a conpensating political "course
correction” toward wooi nhg poorer and, to a certain extent, nore
rural voters with classic patronage politics--for which the SFs,
as distributive projects, were em nently suited.

The netropolitan side of the two-pronged strategy gives the
politics of Salinas, Menem and Fujinori its "nodern face,""™ to

use G bson’s terns, while the peripheral side gives themtheir

A simlar interpretation of the Mexican case itself, and
detailed evidence of the role of Mxico's SF in the story
appeared earlier in Cornelius et al. (1994). Despite the Mexican
ruling party’s historical role in incorporating urban working
classes and in transformng the netropolitan political econony,
its recent electoral support has been strongly correlated with
i ndicators of ruralness, primary production, and illiteracy--and
negatively correlated with urbanization, education, and urban
occupations (G bson 1998:351). This reveals the workings of
G bson’ s two-pronged strategy, the peripheral piece making up for
the insufficient votes of the netropolitan piece. The role
pl ayed by Mexico’'s SF in this strategy is described in greater
detail in Cornelius, et al. (1994).

G bson (1998: 341).
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traditional face. Wile the netropolitan coalition works through
the policy benefits delivered by a transfornmative policy package,
t he peripheral coalition works through a set of distributive
prograns and ot her resources delivered through a traditional
patronage system ™ |In the cases of Mexico and Peru in
particul ar, the SF becones the key instrument for capturing these
peri phery votes. It is no accident or throwback to the past,
then, that at the sanme time that President Salinas of Mexico was
bei ng accl ai mred by the donor conmunity as a forward-1 ooking
technocrat, adopting nany free-market macro reforns, he al so

mast ermi nded the creation of a vigorous and highly political SF,
whi ch he endowed with nore budgetary resources than those of al
the Latin American SFs combi ned.

G bson and others witing in this vein are not alone in
reveal i ng how noderni zi ng econoni ¢ reform and ol d-fashi oned
clientelistic politics mx well, and may even depend on each
other. In another context, Celina Souza (1998) wites about a
noder ni zi ng-and-clientelistic political dynasty in the state of
Bahi a, one of the states where we carried out our research. She
identified periods in which the |eader of this dynasty, as
governor, fiercely protected certain agencies engaged in his
favored "noderni zing" initiatives, by placing these agencies
"off-limts" from patronage appoi ntnments, even his own. O her
agencies, at the sane tinme, continued to be the object of this
| eader’ s traditional patronage. Souza found a simlar pattern in

t he governnent of the state’'s capital caity, Salvador, during a

B'G bson (1998: 342, 353).
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period of decentralization. The protected agencies in these
cases, not unusually, were those relating to econom c
devel opnment; those burdened with additional patronage were in the
"social sectors"--particularly education and health.® During
t he sane period, the burden of patronage actually Jincreased in
sonme of these other agencies, because the reduced space for
pat ronage appointnments in the new y-protected had to be
conpensated for somewhere el se.

The inclination of a "nodernizing" elected ruler to insulate
hi s bureaucracy in service of a devel opnental agenda, in sum did
not necessarily preclude himfrom being vigorously clientelistic
in his style of governance el sewhere. Like G bson, then, Souza
found two distinct sides to these | eaders and their style of
operating, with each side being integrally linked to the other.*
To the extent that donors offer such emnently distributive
projects |ike SFs, as part of the |arger packages through which

t hey demand and support major nacro reforns, they contribute to

The Bahian governor’s protection of his well-respected
econoni c- devel opnent professionals--who were inportant to his
image as a serious developer of his state’s econony--was the
subject of particular notice because a nunber of them were
leftist, while he was an inportant conservative |eader during a
period of mlitary and anti-leftist governnent. Bahi ans dubbed
these "leftish" professionals working in ACMs government as
"Carlist leftists" (as esquerdas carlistas)--"Carlist" alluding
to the governor’s mddl e nanme, Carl os.

BA simlar pairing of clientelism and inproved governance was
reported by the political scienti st Rober t Gay (1999,
forthcom ng), with respect to the results of a | ong-term study of
a large squatter settlenent in Ro de Janeiro. Gy |lanents the
tendency in the applied developnent literature to portray the
clientelismand nodern refornms as pol ar opposites which, he says,
seriously conprom ses our understanding of the reality of
governance. He also argues, with data fromhis case, that it is
not correct to assune that clientelism in public prograns is
al ways associated with poor results. (See also Gay 1998).
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the forging of this link of the newto the old. In this sense,

the SFs marry the nodern and the traditional.

4. Ceara, the Brazilian example
Many Brazilians and Brazil-watchers m ght consider Souza's
argunment about Bahia to be relevant only to that state. Bahia is
renowned for its rule by a conservative and clientelistic
political dynasty that at the same tine has been aggressively
entrepreneurial in terns of the state’s econonm c devel opnent.
The dynasty has been headed by a prominent politician--Anténio
Carlos Magalhdes ("ACM"), the governor described by Souza who
protected his economic development agencies. Over the last two
decades, ACM has become a major national figure, and in recent
years has been leader of Brazil's conservative party, the PFL, in
the Brazilian Senate. Despite the singularity and power of ACM
as a national political figure and state political "boss," Brazil
scholars have nevertheless noted the pairing of the modern and
the traditional in the governors of several other states. 134
Most of these observers nevertheless draw a distinct
contrast between the style of politics and governance in Bahia as
against that of Ceara. Ceara has had a governor for more than
ten years who has been lauded by Brazilians and donors alike as
reformist, modern, and "apolitical" in his governance. Indeed,
in a trip to Northeast Brazil in 1998, the president of the World
Bank passed up the Bahian state--in a last-minute change, and to

Bahia's profound consternation--in order to bestow his visit and

¥Ames (1995, 1999 forthcoming) and Abrucio (1998).
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his approval on Ceara's governor instead. Ceara's Tasso
Jereissati is widely respected and revered--as "technocratic,”
explicitly anti-clientelist, aggressively taking on difficult
belt-tightening reforms, and "untainted" by the old politics
because of his having come from the private sector, where he
managed his family's extensive business patrimony. 1%
Jereissati's public image was exactly the opposite of political
bossism and clientelism surrounding Bahia's reigning dynasty. He
has the kind of reputation in donor circles that Carlos Salinas
had in Mexico, until his fall from grace.

Tasso Jereissati was first elected (in 1986) on a platform
explicitly denouncing "“clientelism™ and promising to bring a
"government of changes" ( govérno de mudancas ). He was re-elected
two tines, was anong the country’s top-voted governors and, in
the early 1990s, was naned national president of the new center-
|l eft political party to which he ultimately swi tched--the PSDB,
the sane party as President Fernando Henrique Cardoso. Like
G bson’s | eaders at the national |evel, Jereissati introduced
several belt-tightening and potentially unpopul ar refornmns--
freezing the real wages of civil servants, stepping up collection

of taxes, and firing thousands of "ghost workers,” to nane just a

few of the nore salient reforns.

Actually, his famly had been involved in politics for years,
his father having been a well-known senator. Jereissati’s
i ncunbency will have been interrupted only once in the 1987-2003
period, when his younger protege and party coll eague, C ro Gones,
was el ected governor for the 1991-1994 term (At that tinme, re-
el ection was not permtted.) GConmes was of the sane center-|eft
party as Jereissati and continued the refornms initiated by him

¥¥I'n his first term Jereissati refused to let public-salary
sal aries acconpany inflation for a long period of tine, which
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It was because of the conspicuousness of Ceara's non-
clientelistic and modernizing governor, in fact, that we came to
be puzzled by the sameness between Ceara and the other states,
including Bahia, with respect to the frequency of politically-
determined SF project choices in rural areas, and the problem of
information and community choice. Through the years, moreover,
it seemed that Ceara's SF came to be increasingly valued by the
executive office of the state government for its "political
yield"; complaints that political motives shaped project
approvals were voiced increasingly over time by public-sector

managers and other civil servants inside and outside the SF unit,

as well as from outside government. 37 The findings we reported

earlier on information and community choice did not seem

inconsistent with these kinds of complaints.

reduced them substantially in real terms; and he eliminated
thousands of ghost workers from public-sector rolls. Not
surprisingly, the two governors had to do battle with
associations of public-sector workers, including the teachers,
that resisted these and other reforms affecting them adversely.
They also cracked down on collections of the 17% value-added
sales tax (see Bonfim 1999 [forthcoming]).

By the end of his first term, Jereissati succeeded in reducing
the share of government expenditures allocated to salaries from
nearly 100% to 70%, freeing up substantial funds for investment;
in his second term, he attracted substantial investment funding
from outside--in particular, from firms relocating to his state

from the more developed part of Brazil, as well as foreign firms,

and from international donors. Early on in his first term, and

as a result of these reforms, Jereissati initially lost support

in the state assembly (subsequently regained), and his party's
leader in the assembly at that time (Ciro Gomes) was roundly
booed for a period of time every time he entered the chamber.
(See Tendler 1997 for sources and more information on these
reforms, and Bonfim [1999 forthcoming].)

¥'More extensive reports of this nature can be found in Bonfim
(1998a and 1999 forthcoming).
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In watching the Ceara government over the last ten years, we
were puzzled by a seeming disconnect between the state's
modernizing policy initiatives with respect to fiscal reform,
administrative reform, and industrial development and the seeming
lack of vision or action in the rural areas. The rural sector
accounts for half the state's population and one third of its
labor force; it is home to a long-stagnant agricultural and
livestock economy, whose contribution to the state's output has
been roughly halved (to 12%) over the last 15 years. At the same
time, the electoral support of this government in the
"metropolitan” region--mainly the metropolitan area of the
capital city, Fortaleza, which accounts for one third of the
state's population--seemed to be more difficult to come by in
subsequent mid-term elections. (This is what a Gibson-like
analysis might actually have predicted.) 1% Also puzzling, given
this electoral challenge, Ceara's state government seemed to back
off from and lose interest in two of its outstanding successes in
the "peripheral” rural area--a radical "de-clientelization" of
emergency relief programs for the state's frequent droughts, and

an innovative program of public procurement from small firms in

3¥n his election for a second term, in 1993, he earned only X%
of the vote in Fortaleza, the seat of state government and the
state's largest city, accounting for X% of its population, and Y%

of its urban population (metropolitan area is Y%); he was also
not able to elect his party's candidate for mayor of Fortaleza
that year, despite vigorous campaign efforts to do so (see Bonfim
1998a and 1999 [forthcoming]). This was a surprising defeat for
such a popular governor, and in an electoral system where strong
governors usually "elect" their favored candidates easily (see
Ames [1995 and 1999 forthcoming] and Abrucio 1998).
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the interior.”™ Differently fromthe peripheral initiatives of

G bson’s analysis, these were clearly "nodern" and "netropolitan-

like" in creating the basis for increased i ncones and eschew ng

the traditional clientelist politics; at the sane tine, they

coul d have generated distinct additional electoral support.
Ceard's rural region, with half its population and where the

SF operated, did not “feel" very different, then, from that of

the other states we visited--at least with respect to the

processes of community decisionmaking and information

dissemination in its SF. If anything, in fact, the "more

clientelistic" state of Bahia seems to have pulled ahead of Ceara

in recent years in giving a modern cast to a set of rural

initiatives meant to revitalize agriculture. Though we did not

gather robust enough evidence to support these arguments, the

puzzle of the case of Ceara in relation to the other states

seemed best explained in terms of the analysis of Gibson and the

others cited above. The realm of the state's modernizing reforms

was its "metropolis” and its metropolitan strategy, a la Gibson.

¥0ne initiative took power away from "clientelistic" mayors in
the administration of relief during the 1987 drought, much to
their consternation, and handed local management over to a
municipal council presided over by the local agronomist from the
regional office of the state's extension agency; the other
initiative channeled public procurement to small interior firms

in a highly innovative way, which angered the traditional large
suppliers of these items to the state. In subsequent droughts,
however, the mayors of the interior regained some of their power,
returning to preside over the local council. In a more serious
reversal, a few years into some stunning successes of the
procurement program, it ended as a result of legal challenge in
the courts (politically motivated, some say) to the waiving of
procurement regulations; the state seemed to have little interest

in fighting the challenge or getting around it. These episodes

are described in greater detail in Tendler (1996a, 1996b, and
1997 [chapter 3 and 5]).
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The SF, in contrast, was being played out in the "periphery"
where, as a distributive program it fit the need for the
buil ding of a "peripheral coalition" and relied on the kind of

old politics necessary to carry out that task.

5. Concl usi on

Moder ni zi ng and backward styl es of governance, in sum seem
to mx well and, often, to even need each other. The inclination
of nodernizing elected rulers to insulate certain initiatives or
certain agencies in the service of a reform agenda, noreover,
does not necessarily preclude themfrom all ow ng, or even
encouragi ng, clientelistic governance in other parts of their
institutional realm

That such highly distributive projects |ike SFs would | end
thensel ves to the attenpts of presidents and governors to court
their electorate, or reward themfor |loyalty, should conme as no
surprise. For sone time, political scientists have provided a
rich enpirical understanding of how this actually works, and not
only with respect to distributive prograns. Neverthel ess,
donor assessnents of governnent policies and prograns tend to
present the nodern and the traditional as pol ar opposites--
apolitical vs. political, professional vs. patronage hiring,

nodern private-sector nanagenent styles vs. ol d-fashioned public-

““\Whodal | 's study (1996) of the construction industry in Japan is
a good exanple; the studies on Franklin Roosevelt and the New
Deal, as noted above, provide an exanple of how he used his
public works prograns to help win support for, and fend off
opposition to, his set of nodernizing policy refornms (Skocpol &
Finegold [1982], and Wight [1974]).
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sector managenent, clean vs. corrupt governnent, and so on. Good
| eaders or nanagers are portrayed as possessi ng one of the other
set of these polar qualities, but certainly not both.

There is actually a certain simlarity of reasoning,
strangely enough, between the "apolitical” donor view and the
highly political side of things explored in this section. Donors
and el ected | eaders ali ke view SFs as a direct response to the
har dshi ps of nmacro reforns and structural adjustnment. Both also
see the sem -i ndependent and qui ck-di sbursing SF units as
di sentangling these progranms fromthe sluggi sh bureaucracy and
serving the prograns’ purposes nore effectively. Both enphasize
the plight of the poor, and the toll taken on them by macro
reforms. Wth sonme exceptions, both sides initially saw the SFs
as serving a tenporary and even energency purpose. The
simlarity, however, ends here.

For the reform spearheadi ng presidents, girding thenselves
against the likely electoral defections of those hit adversely by
the refornms, the SFs offer a well-tested instrunment of relief:

t hey present an opportunity to make up for voter disaffection in
one part of their real mby nore vigorously courting constituents
in another. It is not just that SFs can be counted on as
traditional distributive projects, a la Lowi; but their

disentanglement from the bureaucracy makes them particularly

accessible for management in a patronage-friendly way that meets

these electoral concerns. The donors, in contrast, view SF

autonomy in just the opposite way, as a newform of public

management. By "going direct to the community" and being located
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institutionally outside the bureaucracy, SFs seemto avoid
bur eaucracy and politics.

Whi ch of these two versions of the SFs is nore accurate--
old-style politics or newstyle efficient public admnistration?
Driven by clientelism or by conmunity choice? Subject to
political control by national political |eadership, or ensconced
in faraway localities safely renoved fromcentral, if not |ocal
political control? The analysis above suggests that the answer
may be yes to both versions, or variations on them the answer
will also vary fromone country to another, and fromone tine
period to another within the sane country. The Bolivian SF is an
interesting exanple of the latter: a "star” inits early years,
it canme to be used thereafter for electoral purposes to the point
t hat anot her "autononous” SF was created anew, w th donor funding
again; the old SF had becone, like the line mnistries, the ogre
fromwhich only a new SF woul d of fer escape.

That political agendas m ght influence SF allocations does
not necessarily nean that the outcones are worse than they woul d
be in a politics-free space. |Indeed, this can be a sign that
| eaders are trying to be nore responsive to the needs of
citizens. Patronage criteria for allocating public goods and
services may sonetines be perfectly consistent with an
i nprovenent in their availability, their quality, and even their
i ncl usi veness. Sone scholars, in reporting on particul ar cases,

have nade exactly this argunment.* That politics is around and

“lintegrate with earlier material:] See, e.g., Scott’'s (197X
APSR) article on nmachine politics in Chicago, which argues, anong
ot her things, that patronage politics hel ped to extend urban
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about in these prograns, also, does not nmean that political
i nfluences necessarily substitute routinely for the demand-driven
and participatory criteria that are supposed to govern SF project
choi ces and approval s; nor does it nmean that every case of
politically-determ ned allocation will seriously conpronise the
programn s node of operations. It does nmean, however, that
politics will sonetines dom nate "comrunity" choi ces and SF
approvals, and sonetines it will not; when politics does
dom nate, it will sometinmes seriously conprom se program
managenent or goals, and sonetines it will not. This kind of
i ndet erm nacy around the conditions under which the SF approach
actually works as it should, needless to say, does not inspire
much confidence. As such, then, the SF nodel seens to have a
propensity for politically-determned instability that is at
| east as serious a handicap as those facing the reform of service
delivery by traditional agencies.

In closing this section, we turn back to earlier views of
devel opnment thinkers, donors, and other devel opnent practitioners
about how to inprove governnent performance. |In the 1950s to the

early 1970s, before disillusionnment about governnent came to

i nfrastructure and services available to | ower-class popul ati ons,
often immgrant, that had hardly been served before. Gay (1998
and 1999 forthcom ng) and Mdlinar Horcasitis & Wl don (1994) nake
a related argunent (with respect to Brazil and Mexico,
respectively), suggesting that patronage should not be routinely
dism ssed, if it occurs within a denocratic context that actually
causes popul ations previously excluded fromthe benefits of
public prograns to be better off.

VIl - Concl usion
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assume such proportions, devel opnent thinkers worried about
"political meddling" and the threat to good adm nistration of
prograns that it presented. This resulted in an enphasis on the
i nportance of building governnent institutions that were

"aut ononous" and "insul ated” enough to deal w th unwanted
interference. 1In a conplenentary way, a generation of political
scientists identified the "autononous state" as key to successful
devel opnental states. Wth the benefit of hindsight, the view
that technocratic autonony frompolitics was the key to good
governnment seens inconplete, if not naively optimstic or sinply
anti-denocratic. Correspondingly, in the literature that
attenpts to explain successful devel opnental states, "autonony”
frompolitics has now been replaced by "enbeddedness."

The concern about insulating governnent adm nistration from
politicians and their patronage has been currently overshadowed
by a new worry about protecting governnment prograns from
bureaucrats--that is, fromgovernnent itself. The power of
governnment’s over-centralized bureaucracies, in this view,
derives fromtheir inaccessibility to user-citizens, together
with the political strength of public-sector workers, and sheer
inertia. Prograns that are decentralized and denmand-driven, it
is argued, help get governnent out from under these
bur eaucraci es. The nore sophisticated argunents for
decentralization actually acknow edge that politics may be no
nore benign in its effects on prograns at the |ocal than at the
central level. But they view politics as nore "taneable" at the

| ocal | evel, because user choice and involvenent will now
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surround | ocal politicians with pressures to act in the public
i nterest.

Aside fromthe fact that this view may be just as inconplete
as the one it replaced, the findings reported in this paper do
not seem provide strong affirmation for it, at least in the case
of SFs. Getting away from bureaucrats in this particular way may
anount to a leap fromthe frying pan into the fire. It really
all depends on the circunstances. But these are not particularly

prom sing in nmany backward regi ons.
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VIl - Concl usi on

By the donors’ own accounts, Social Funds do not live up to
the faith placed in them They have not contri buted
significantly to the reduction of unenploynent and poverty, and
they tend to work better for comunities or persons who are |ess
poor. Their track record as a nodel of service delivery is, at
best, m xed: sustainability seens |ow, and project choices and
designs are often deci ded not by communities but by private
firms, politicians, or SF staffs. Sone of the SFs’ very
strengths, noreover, seemto be the source of their weaknesses.

On the one hand, SFs are said to carry out nyriad snal
projects in rural areas with record speed and at | ower costs
conpared to the traditional public sector; on the other hand,

t hey show cl ear signs of unsustainability--all the way froma

| ack of mai ntenance and operational support at the local |evel to

t he absence of significant budgetary support fromthe countries
where they operate, making them hi ghly dependent on outside
donors. SFs, noreover, are praised for their autonony fromline
mnistries and from other entangl enents, |ike procurenent and
civil-service regulations; this sane autonony, however, also
makes the SFs nore vul nerable to m smanagenent and nore
accessible to political manipulation, often in a way that

underm nes their goals. Simlarly, the sane accounts that |aud
the nore flexible and speedy di sbursenent of SFs al so point

di sapprovingly to these traits as causing SF-served conmunities

to be deprived of choice, information about options, and tine to
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del i berate. Many of these problens are not peculiar to SFs, and
are indeed quite famliar fromevaluations of traditiona
governnment prograns. This m ght suggest that the SFs’
shortcom ngs are not that daming, except for the fact that SFs
are clained to represent a significant inprovenent upon these
progr ans.

As with the argunents for decentralization and parti al
privatization in general, the SF nodel is said to bring in new
agents in a way that traditional progranms do not: private firns
and nonprofit organi zations (NG3s) will help to reduce
governnent’s nonopoly power as provider, an inportant source of
its inefficiency; and the ensuing conpetition anong potenti al
providers will produce results that are nore responsive to

consuner needs and preferences, and nore tailored to | ocal

conditions. Surprisingly, the considerable enpirical research on

SFs has not | ooked into the veracity of these clains; our case
studi es were not encouraging on this count, revealing private
providers to be as standardi zing and insensitive to user needs or
| ocal conditions as is considered to be typical of the public
sector--though for different reasons. Wth respect to NGCs,
noreover, the sane SF evaluations that assert the greater
flexibility and commtnment to the poor of NGOs, found themto
have had |ittle presence on the SF scene; when they were present,
their projects were anong the | east sustainable, and often
suffered fromno | ess i nconpetence and politicization than did

prograns of the public sector.
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In itself, this mxed bag of results mi ght not be sufficient
to discard SFs as an approach to reform ng governnment. But it
casts serious doubt on the claimthat SFs do better than efforts
to reformexisting governnment agencies. And it raises questions
as to why nore attention and resources are not devoted to
reform ng existing government in these particular sectors.

Contrary to the narratives of the donors, nany SFs are
actually suppl y-driven rather than demand-driven--exactly the
critique that is made of traditional governnent provision.
Because the "choices" of the communities are often not actually
made by them the |ack of sustainability and ownership of the
projects cones as no surprise. |If there is a contrast between
SFs and traditional government prograns, then, it seens to lie
not in bringing user preferences into the picture but in
substituting a new cast of "supply-driving" characters for the
traditional bureaucrats of faraway agencies: buil ding
contractors, equipnent suppliers, and project-design firns;
political personages (nmayors, legislators, ward bosses); and even
governnment technical agents thenselves--this tine fromthe SF, a
new or new y-enpowered unit in central governnment. It is not
cl ear whet her, and under what circunstances, this is good or bad.
It remains difficult to answer this gquestion, however, as |long as
SFs continue to be described, inaccurately, as participatory or
demand-dri ven.

Sonme of the afflictions of SFs originate in "asymetries" of
i nformati on and power, so inportant in the literature of the new

i nstitutional economcs. Asymetries of this nature can cause
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troubl e in various kinds of contractual relationships--between
buyers and sellers, service providers and users, central
governnments and | ocal governnents. |If one side knows nuch nore
than the other and keeps that information to itself, the under-
i nformed and | ess powerful party to the transaction does not fare
well. The new institutional econom sts have warned that when

t hese kinds of information asynmetries prevail, the usual
assunpti ons about the benefits to be gained from decentrali zing
and partially privatizing do not hold. The Wrld Bank’s

il lustrious senior vice president and chief econom st for

devel opnment economcs, a seminal figure in this literature, has
hi nsel f pointed this out on various occasions.

Unfortunately, SFs typically work in environnents where
asynmmetries of informati on and power are significant--rural areas
and poor comunities. Population densities are lower, illiteracy
is higher, and travel and other means of comunication are nore
difficult; governnent is also |ess present, either as provider or
as regul ator, partly because nonitoring is nore difficult and
costly under such conditions. This suggests that the SF nodel
m ght actually work /east well in such environnents, not better.
As an indicator of this problem many of the renmedi es suggested
by the donor evaluations to fix SF shortcom ngs would, if taken
seriously, require a significant increase of SIF presence in the
countryside--in terns of tinme, personnel, resources, and effort.

But this would al so nove SFs back in a supply-driven direction,

“Joseph Stiglitz--nost recently, in speeches to WDER (1998a)
and ECLA (1998b).
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nore |like the traditional government agencies fromwhich they are
supposed to differ. Such a change would al so conproni se one of
the SFs’ nost acclainmed "strengths"--their lean profile and | ow
adm ni strative costs.

Those who worry about asymetries of information and power
often assign to governnment the role of correcting or counter-
bal anci ng them -as regul ator, nediator, or broker for the weaker
party to the contract and provider to himof information. This
is exactly what SF units are neant to do; and SF project design,
or nonitoring recommendations, often call for strong public
i nformati on canpai gns about the new choices available to
comunities, and the procedures for taking advantage of them
Qur cases, however, reveal ed information and community choice to
be surprisingly lowin assisted cormmunities, despite the presence
of information canpaigns in each project and the serious
nonitoring attention paid to the issue by the donor. 1In trying
to understand this strange outcone, we found that there was
somet hi ng about the SF nodel itself, when brought together with
political, market, and bureaucratic forces present in typical SF
environnments, that reinforces the asymetry of informtion,

i nadvertently, rather than reducing it.

Three separate sets of actors turn out to have an interest,
strangely enough, in limting information rather than
broadcasting it--elected | eaders and other politicians, SF
managenent and staffs, and firnms. Their behavior, in doing so,
is not necessarily a matter of rent-seeking or other fornms of

nmean-spiritedness. Just as often, and perhaps nore rel evant,
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these actors are doing what they think is right--maxim zing
profits, nmaking the best of a situation bounded by various
constraints, or enacting a particular vision of the public good.
On the political side, informng citizens that they have
uni versal access to a programas long as they follow the rules,
and a right to choose what they want, deprives elected |eaders of
arich political resource. As in all such distributive prograns,
and as studies of SF expenditures and voting show, SFs’ nyriad
smal| projects provide the political wherewithal to reward | oyal
constituents, to court those who are on the fence, or to w thhold
fromthe opposition. Only the strongest of managers can resi st
the will of a president or a governor in this matter--and, even
then, only for a period of time, as the Bolivian, Peruvian, and
Cearé cases show. At the same time, to widely disseminate
information about the availability of funding for projects
creates the possibility of "excess demand" for them, and angry
gueries from constituents and loyal voters or party faithful
about what has happened. This combination of political costs and
patronage opportunities inherent in SFs lead to an attempt to
shape and control choice, rather than to let it run free.
For quite different reasons, excess demand is also a serious
problem for SF managers and staff. Aside from trying to manage
the political pressures to disburse, they struggle to keep the
potential flood of project proposals within manageable
proportions. This demand-management problem is not peculiar to
SFs; indeed, it characterizes most programs that promise

universal access to all who qualify--like social welfare
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services, public education, and police services. Limting choice
and information is an inportant way to keep excess demand from
materializing, and of coping with it when it does.

Wth respect to firns, providing information to conmunities
about their options for choice conflicts with their attenpts to
reduce costs and be efficient in other ways. To achieve these
efficiencies, firms pursue econom es of scale, standardize
proj ect design, specialize in one project type, mnimze the tine
spent consulting with communities, and work mainly in the
comunities closest to them These perfectly rational market
behaviors all lead inexorably to firms’ limting the informtion
they provide to comunities and, hence, to limting of their
choi ce; the sane dynanmic reduces firns’ flexibility and
responsi veness to user preferences and | ocal conditions, rather
than increasing them This is just the opposite of what is
expected to occur under decentralization and parti al
privatization. 1In this sense, these firns’ strategies lead to
results that are nore simlar to, than different from
traditional governnent behavior: they are overly standardi zed and
inflexible, are not tailored to |local conditions and needs, and
do not have the user’s interests at heart.

The difference between our judgnments about SFs and those of
the donors has less to do with enpirical findings--since nuch of
our evidence cones fromthe donor eval uations thensel ves--than
with the interpretation of the problens. Ganted, the donors
seemto take the flaws they uncover in their SF eval uations

seriously; but they also assune that these problens can be
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readily fixed. We, in contrast, see these findings as neriting
greater pause. The basic problemis that SFs cannot be judged to
be a desirable approach if it turns out that infornmed community
choi ce, sustainability, and reduction of inequities of service
provi sion are inconpatible with their nost marked achi evenents.

If the SFs consistently have problens in these areas, then they
are really not that much better than existing approaches to
reform ng traditional agencies.

Initself, the finding of inconpatibility between basic
goals or instrunments within the sane programis not unusual. For
years, scholars of the behavior of organizations have shown that
t hey have goals that are often conflicting, and that this m x of
conflicting goals serves various organi zati onal purposes and
constituencies. Treatises on effective organizati onal
| eadership, in turn, show how the best agency directors manage
these contradictions skillfully, and in a way that presents a
unified face to the outside world. It is not the
i nconpatibilities thenselves, then, that are cause for concern.
Rather, it is the way in which the habit of not acknow edgi ng
t hem keeps the donor community from understanding what is
actual ly happening, at |east as revealed in its public docunents.

At their best, SFs nay represent a "deconcentrated" version
of suppl y-driven service provision that results in the
construction of small infrastructure projects in quicker, |ower-
cost ways. (Keep in mnd, nevertheless, that these projects seem
to do no better in generating naintenance and operational support

than those of the traditional agencies.) O, SFs may show t he
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way for the traditional public sector on howto sinplify
procurenent regul ations. (The SF eval uation studies report,
however, that such a denonstration effect has yet to be
docunented, whether in this or other areas.) O, SFs nay do well
only in certain kinds of communities (for exanple, better-off,
better organized, less renote); or only with certain kinds of
activities (for exanple, nore standardizable, |ike schools and
clinics). To arrive at these nore neasured judgnents coul d pave
the way toward substantial |earning fromthe SF experience. It
shoul d be kept in mnd, however, that the caveats within the

par ent heses above are serious ones. They do not really justify
t he canoni zation of SFs as the late-20th-century solution to
serving poor comrunities in rural areas.

Trimm ng down to size the expectations about SFs is not to
suggest that traditional supply-driven agencies are necessarily
better. Rather, if SF experiences and those of the traditional
| i ne agencies could be | ooked at with a nore open and curi ous
mnd, it is quite possible that nore constructive | essons coul d
be drawn from both. For exanple, with respect to the SFs’
reported achi evenents in rapid disbursenment rates and | ower unit
costs, they nmay represent such significant progress in service
delivery that it is well worth continuing to work in this vein,;
it would have to be understood, nevertheless, that this node of
operation nmay not be conpatible with participation, |ocally-
tailored solutions, or sustainability. By the same token, it is

i nportant to attenpt to shift the focus of attention to the
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ref orm of existing agencies and prograns in a way that causes
themto reduce their costs and del ays.

These are the ways in which the SF experience can provide
sonme help, but only if SFs are no | onger portrayed as fulfilling,
"nmore or less,” the qualifications of a good decentralized,
partially privatized, and demand-driven program Not admtting
to the extent to which SF shortcom ng conprom se the validity of
the nodel itself nakes it difficult to discover exactly what SFs
have acconplished (and not acconplished), and how the | essons
| earned fromthe experience mght be applied to nore traditional
gover nnent departnents.

Thi s case study, together with the findings of the SF
eval uations and the political-science literature, suggests a
particul ar set of questions that should now be rai sed about SFs,
as well as other decentralization refornms. Nanely, if SFs and
traditional public prograns both tend to be supply-driven, then
whi ch produces the better results in terns of service delivery
and the public good? What are the circunstances, noreover, under
whi ch nore decentralized and partially privatized provision
actual ly does produce better results, even when it is supply-
driven? Correspondingly, what are the circunstances under which
firms as providers of public goods and services are, contrary to
t he usual assunptions, not likely to be responsive to user needs
nor particularly user-friendly--not likely to coexist well, that
is, with user choice and participatory processes? This review
and the Brazilian case studies suggest that the answer to these

questions will vary with the nature of the task, the particul ar
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environnment, the tinme period, and various ot her aspects of
"context." Admitting to this kind of indeterm nacy--nanely, "it
al | depends"--does not constitute a reassuring brief for SFs as a
desirabl e nodel of service delivery.

It is difficult to elicit any interest in the questions
posed above if one starts out by assuming that prograns with
dermand-dri ven designs actually are demand driven, that demand-
driven is better than supply driven, and that private and
decentralized provision is always nore conpatible with user
choi ce. The stubborn persistence of these assunptions may
explain, in fact, the strange absence of sinple enpirical
research on sonme of the questions posed above, despite the
out pouri ng of evaluation studies on SFs. |Instead of hol ding
t hese assunptions to be self evident, turning theminto research
guestions could generate considerable enpirical material of value
about how nmarkets work under partial privatization, how
comuni ties decide, and how politics influences outcomnes--whether

for the better or for the worse.

In closing, we return to the question posed at the
begi nning of this paper. |If SFs do not neasure up to the
br oadl y- hel d under standi ng of how they work and what they
acconplish, then why are they so popular? Simlarly, if SFs have
sonme of the sane problens that afflict existing governnent
agenci es, or do not constitute a sustainable solution to these
probl enms, then why have they elicited nore good feelings and

attention anong donors than efforts to reformtraditional
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agenci es working on simlar problens? The answer to these
gquestions can now be easily drawn fromthe evidence and anal ysis
presented in this paper, as conplenented by conversations with
staff nmenbers of the major donors.

The reason for SF popularity relates not only to the
accl ai med features of the nodel, but to the workings of the
donors as | arge organi zations. In this sense, the popularity is
suppl y-driven. For perfectly understandabl e reasons, many donor
professionals |like working nore with SF projects than with
traditional agencies. (Qhers do not.) The newness and greater
autonony of SFs |iberates these professionals’ interactions
somewhat fromthe infuriating sl owess and byzanti ne procedures
of traditional bureaucracy. This nakes it possible to see things
getting done nore quickly and hence easier to design such
projects, as well as nonitor them Precisely because the nore
di sent angl ed agency has far fewer nasters to serve on the hone
front, in turn, the SF agency will be nore accessi bl e and perhaps
even nore anenable to the suggestions of the donor; its
association with an international donor is one of its few sources
of strength, given a certain isolation endowed by its speci al
autonony fromthe world of |ocal bureaucratic politics. 1In the
case of the World Bank, these effects are enhanced by the
suspensi on of "conditionality" requirenents on SF projects, as
noted by the World Bank eval uati on, which hel ps the projects to
have snoot her going than they otherw se m ght inside that
organi zation. Al these factors contribute not only to the nore

rapi d di sbursenment of SFs, but they provide a greater sense of
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control and acconplishment to donor project officers, often
maki ng their work nore satisfying than that with |ine agenci es.

As nore autononous entities, the SFs are not new in
inspiring this kind of enthusiasm |In this sense, they are
rem ni scent of the great enthusiasmof the |arge donors in the
1960s for the new seni -autononobus state enterprises or
parastatals in the 1960s, particularly in the infrastructure
sector--and also of the later enthusiasmfor integrated rural and
ur ban devel opnent projects in the 1980s, with their new y-
creat edsem - aut ononous proj ect - managenent units or agencies. The
autonony granted to state enterprises in the 1960s is now vi ewed
as a mstake not to be repeated, and the renedy of the day is
privatization. Gven that state enterprises carried out
activities for which incone could be generated fromusers, the
| esson | earned fromthat experience is perhaps not directly
rel evant to SFs, except in sone |ooser sense that SFs do not have
torely on local taxing authority for their financial sustenance,
just as parastatals could fall back on central-gover nnent
subsi di es.

Closer to SFs in character and in tinme are the sem -
aut ononous units or agencies created for the donors’ integrated
devel opnment projects, so popular in the 1980s. By the end of the
1980s, the donors and the devel opnent literature were roundly
condemni ng these projects and prom sing not to nake this kind of
m st ake agai n--nanely, the creation of a project agency or unit
wi t h special autonony, including higher salaries and liberty to

operat e outside other governnent regulations. (These critiques
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al so focused on the excessive bureaucratic conplexity involved in
relying on contributions fromso nany different |ine agencies.)

The problens leading to the rejection of integrated projects
were actually quite simlar to sonme of those found in the SFs, as
laid out in this paper and taken fromthe donor eval uations
t hensel ves: the resentnent anong |ine agencies and professionals
wor ki ng there over the higher salaries and other liberties of
SFs, the resistance of these agencies to cooperate in providing
t he necessary support for naintenance and operations, and the
| ack of sustainability and ownership by governnent of the new
units or agencies once donor support ended. |If donors were
sl appi ng their own hands about the pitfalls of independent units
created solely for their progranms in the 1980s, what is different
about SFs or the 1990s that would reverse this judgnment?

Anot her piece of the supply-driven dynam c that nakes SFs
popul ar relates to a kind of self-reinforcing interaction between
donors and host governments. Because donors are partial to SFs
with their free-standing units, as the | DB eval uation notes,
governnents tend to favor creating themas a way of getting
i nternational financing. Simlarly, donors have invested
considerable effort in creating and supporting a network of SF
prof essionals fromvarious countries, with funding for themto
travel to international neetings in which they share their
experiences and | earn about best practices in other SFs. This
net wor ki ng and out si de exposure must surely contribute to
| earning and i ncreased norale for the group of professionals who

becone part of this international network and, in this sense, nay
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wel |l inprove the performance of SFs. At the same tine, this kind
of support for networking is often not available to those trying
to carry out reformin line agencies, which is at |east as
difficult and isolating a task as the work of SF professionals.
More rel evant to the question about SFs’ popularity, strong donor
support for SF professionals to travel and mingle internationally
has led to the formation, not surprisingly, of an articul ate and
vi si bl e support group for SFs anpbng host countries thensel ves.

Al t hough seenming to be a kind of "demand-driven" support from
host countries, it is actually supply-driven in that it cones
froma particularly favored group of governnent professionals.
This does not nmean that it is not valid, but sinply that it does
not say in anything in particular about SF perfornance.

SFs are al so popul ar because of their integral role in
hel pi ng donors to sell austerity reforns to reluctant nenber
countries, and in counteracting the public criticismthat such
nmeasures fall disproportionately on the poor. SFs are seen as
neatly conpensating for this problem (This despite the fact
t hat donor eval uations have found SF inpacts on such problens to
be insignificant.) The perceived role of SFs in easing the
adoption of nmacro austerity packages brings to them at | east
tacit support froma group with an influential voice in the
devel opnment worl d--the nacro econonists in internationa
financial institutions who worry about getting countries to adopt
such reforns.

SFs are popul ar anong presidents of countries, in turn,

because they help these actors out of the political dilemm
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created by austerity prograns and ot her unpopul ar macro reform
nmeasures. This help works | ess through the inpact of SFs on the
poor, however, than through the use of SFs as a distributive
program for courting voters--whether poor or not--to conpensate
for votes expected to be lost as a result of the reforns. Wile
SFs are being portrayed by donors as refreshingly free of
entangl enent in typical bureaucracy, then, presidents or other
el ected officials are viewing this autonony as a different kind
of blessing: it offers | ess encunbered access than the prograns
of bureaucratized Iine agencies for tinely use in distributing
pat ronage for el ectoral purposes. Though SFs get away from
traditional bureaucracy, then, they are al so appealing in host
countries because they provide a vehicle for traditional
politics--albeit married to "nodernizing" refornmns.

The ternms on which SFs are offered to countries al so nmake
t hem popul ar--grant financing to the conmunity, and highly
subsi di zed ternms fromthe donor to the borrower. At the IDB, in
addition, pressure to fund SFs is created by the regul ation that
funding for projects falling in this nore subsidi zed category
must be committed before funds can be conmtted for the nore
typi cal projects financed with |ess subsidized terns. This
requi renent al so turns those who otherw se m ght have no interest
in SFs into their advocat es.

The nost conpelling reason for SF popularity may actually
lie el sewhere--nanely, in their effectiveness as a powerful

"devel opnent narrative,” to use the words of Emery Roe, who wote

t he passage with which this paper started. |In environnents
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characteri zed by consi derable anmbiguity as to cause and effect,
and low predictability, such narratives offer convincing and

si npl e expl anations for the causes of certain problens, and
appealingly straightforward blueprints for action. Because of
their power as narratives, Roe argues, they are quite hardy in
their ability to survive the results of enpirical work that
chal l enges their accuracy. This is because they surround a
probl em that seens otherwise difficult to understand and act upon
wi th boundaries, certainty, and sinplicity.

Roe devel ops three exanples of such narratives and contrasts
themw th extensive enpirical findings to the contrary in the
case of Africa: the tragedy of the comons, the idea that the
| ack of secure and privately-held land title holds back farmers
frominvesting in increased productivity, and the concept that
the integration of economic activities (like |ivestock managenent
in his study) in larger systens requires that interventions al so
be integrated. In each of these cases, he shows how renarkably
resi stant these narratives were to evidence contradicting them or
the blueprints for action that followed fromtheir |ogic.
| ndeed, he chi des academ cs and consultants |ike hinself for
nai vely thinking that carefully gathered enpirical evidence could
have anywhere near the kind of power that such devel opnment
narratives have in influencing the thinking and action of
institutions grappling with these problens. SFs, actually, would
seemto qualify for this position of a highly successful
devel opnment narrative, with its correspondi ng bl ueprint for

action. This nore than anything el se nay expl ain why donors
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remai n so enthusiastic about SFs despite the questionabl e

evi dence that they thensel ves have uneart hed.
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