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Introduction

W.R. Bohning and M. Schloeter-Paredes

1. Background

International migration is increasing. There are several reasons for this
trend, including the growing internationalization of nation states’ economies, the
interpenetration of the world’s communications and media systems, the seemingly
unbridgeable gap between poor and rich countries, armed conflicts or serious inter-
nal disturbances, and the existence of widespread oppression. They have led many
people from poor countries to look for income-earning opportunities or a safe haven
in richer countries. Since the 1970s there have been more people seeking to migrate
or to find refuge in richer countries than the latter have been willing to admit, either
temporarily or permanently.

Even though immigration quotas have tended to increase in North America,
the queues of people seeking entry have lengthened. In Western Europe there has
been a rising number of de facto immigrants, in spite of declared policies emphasizing
that further immigration was not desired. Asylum applications rose from 30,000 in
the 1970s to well over half a million in 1992. Although these figures represent only a
small percentage of the global refugee population, this wave of asylum applicants
pushed the refugee system that had worked reasonably well for four decades danger-
ously close to breakdown. Unwanted immigration also appeared in Asia during the
1970s and 1980s. In Japan, the newly industrialized countries of the Far East, the
Arab countries of the Middle East, even in Malaysia, more foreigners want to par-
take in their rapid development than these countries are willing or able to accommo-
date. The number of emigrating nationalities goes up — almost all nations are
involved today — and the formation of bridgeheads or social networks sustains migra-
tion flows once they have been set in motion. In other parts of the world, regional or
internal conflicts fuelled by political repression, poverty, human rights violations,
recurrent famine and environmental degradation had by the end of the 1980s pro-
duced displacement on an unprecedented scale that prompted emigration from
Mozambique, Ethiopia, Sudan, Somalia, Liberia, Angola, Indo-China, Central
America and Afghanistan. The worldwide refugee population, which was around
eight million at the end of 1970, came close to 20 million in 1991. The conflict in the
former Yugoslavia displaced an additional two million people within a year.

One needs little foresight to state that henceforth there will be ever more
people desirous of entering, legally or illegally, the rich countries, far more than these
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countries are prepared to absorb. The migration pressure from poor to rich countries
is demonstrably increasing rather than declining,' notwithstanding a few “success
stories” where former emigration countries — such as Italy or Malaysia — have man-
aged to develop sufficiently to see their status change to that of immigration coun-
tries. Other traditional emigration countries, including comparatively developed
ones, today send more migrants to rich immigration countries with whom they have
been linked than they did in the past - Mexicans in the United States are an illustra-
tion - or they have more migration candidates now than they had in the past - as in
the case of Turks aspiring to move to Germany.’

As regards refugees, recent changes in the international political environ-
ment have not by themselves brought solutions to refugee problems. In some ways,
these changes have led to an intensification of them. Nationalistic, ethnic and reli-
gious violence, previously suppressed by authoritarian regimes, have sometimes been
revived, leading to violent internal conflicts, contributing to the estimated 20 million
internationally displaced persons.

Foreign havens or opportunities to start anew are often not available to
refugees and displaced persons. In many cases, the economies of the host countries
are overstrained; there is a negative public perception of abuse of asylum procedures
as a way of circumventing immigration control; racism and xenophobia challenge
humanitarian principles; and many refugees have to return to devastated areas in
their countries of origin. The question of international peace and security cannot be
considered in isolation from economic and social matters.

The return of refugees, made possible by the opportunities resulting from
the end of the Cold War, can help to reverse former displacement. But repatriation
requires additional efforts to rehabilitate and develop returnee areas. Given the
number of countries and people involved, and the fact that their successful reintegra-
tion is critical to the national reconciliation and reconstruction process, a special type
of development assistance is required that anchors returnees and stabilizes their com-
munities.

Just after the Second World War, first the ILO, then the OECD and finally
the European Community (EC) embraced a philosophy that economic growth
should not be held up in one country for lack of labour so long as there was suitable
labour available elsewhere.* The 1976 ILO World Employment Conference was the
first major international occasion where a different perspective was aired, putting
emphasis on providing alternatives to emigration.* In the mid-1980s the new philoso-
phy found normative international expression in the ILO Employment Policy (Sup-
plementary Provisions) Recommendation, 1984 (No. 169), in the following words:

1 See ILO, 1992, especially pp. 52-55.

% Martin, 1991, p. 94; and Straubhaar, 1991, especially pp. 53-58.

3 See The ILO Migration for Employment Recommendation (Revised), 1949 (no. 86), para-
graphs 4(1) and (4); the OEEC Decision of the Council of October 1953, C(53) 251 (Final); and articles 48
and 49 of the Treaty of Rome of 1957.

4 See the Declaration of Principles and Programme of Action adopted by the Tripartite World
Conference on Employment, Income Distribution and Social Progress and the International Division of
Labour, Geneva, 4-17 June 1976, paragraphs 36-37.
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[Member States] should. where international migration takes place, adopt policies
designed

(a) to create more employment opportunities and better conditions of work in countries of
emigration so as to reduce the need to migrate to find employment; and

(b) to ensure that international migration takes place under conditions designed to promote
full, productive and freely chosen employment.

Members which habitually or repeatedly admit significant numbers of foreign work-
ers with a view to employment should, when such workers come from developing
countries, endeavour to cooperate more fully in the development of such countries,
by appropriate intensified capital movements, the expansion of trade, the transfer of
technical knowledge and assistance in the vocational training of local workers, in
order to establish an effective alternative to migration for employment and to assist
the countries in question in improving their economic and employment situation
(paragraphs 39 and 40).

Since then, more and more insistent pronouncements have been made along
these lines at the multilateral level, as well as by leading migrant or refugee-receiv-
ing countries,® especially in Europe.’

Besides the protection of refugees, the Statutes of UNHCR, adopted by the
General Assembly in December 1950, set out criteria for voluntary repatriation, local
settlement in the country of asylum, and resettlement in third countries. Repatria-
tion, settlement, and resettlement were considered the durable solutions that the
international community should pursue.

In the four decades that followed, solutions were tailored to the nature of
the outflow. While UNHCR actively attempted to promote voluntary repatriation
as the optimal solution, it recently took the lead to formulate and implement com-
prehensive plans that also attempted to address the root causes of refugee outflows.
The 1989 International Conference on Central American Refugees (CIREFCA),
the Comprehensive Plan of Action (CPA) adopted by the 1989 International Con-
ference on Indo-Chinese Refugees (ICIR), and the 1991 Dar-es-Salaam Summit
Declaration on the Rwandese refugee question are significant examples of this new
trend. These regional initiatives succeeded earlier international ones, most notably
the Canadian initiative within the United Nations General Assembly and the
Human Rights Commission to examine Human Rights and Mass Exodus, and the
German initiative within the General Assembly for a code of conduct and practical
measures to avert further mass flows of refugees. Both these initiatives remain on

3 See the 1991 “Strategy Platform” agreed upon by 16 Governments forming part of the Inter-
governmental Consultations on Asylum, Refugee and Migration Policies in Europe, North America and
Australia; and the Conclusions reached by the Fourth Conference of European Ministers Responsible for
Migration Affairs in Luxembourg, 1991, in Councit of Europe document MMG-4 (91)9, final.

$ See the US Commission for the Study of International Migration and Cooperative Economic
Development, especially its summary report Unauthorized migration: An economic development response
(Washington, DC, July 1990).

7 See Groupe de réflexion interdépartemental DFJP, DFAE, DFEP, 1989; Swedish Ministry of
Labour, 1990, pp. 48-49; and Bundesminister des Innern, 1990.
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the agenda of the General Assembly and the Human Rights Commission under the
item on Human Rights and Mass Exodus.

In recent years, UNHCR and its Executive Committee have frequently
invoked the responsibilities of States towards their nationals® and have called for the
strengthening of joint international efforts to deal with the causes of flows of asylum-
seekers and refugees so as to avert further such flows.’ Innovative approaches are
being developed by the international community in the former Yugoslavia, Kenya
and Somalia.

In view of the rising interest in the question of enabling people to achieve at
home what they seek to achieve abroad, whether economic advancement or freedom
from persecution and insecurity, the Director-General of the ILO, Mr. M. Hansenne,
and the High Commissioner for Refugees, Mrs. S. Ogata, decided to give the fledg-
ling discussion a decisive push by commissioning a range of case studies and holding a
joint meeting on “International aid as a means to reduce the need for emigration”.
The meeting took place in Geneva in May 1992, and a report on it exists in the form
of an Informal Summary Record.' This book contains a selection of the case studies.

2. Why focus on international aid ?

Why did the ILO and UNHCR concentrate on international aid in general
and Official Development Assistance (ODA for short)!! in particular as a means of
dealing with emigration pressures ? The reason is simple: aid or ODA are the only
international instruments whose impact on the propensity to emigrate had never
been explored before in any detail or used for the purpose of reducing the need of
people in poor countries to expatriate themselves on political, economic or social
grounds. Yet the recent discussions seemed to look to ODA as a promising, perhaps
the only remaining, means of changing the circumstances in poor emigration coun-
tries to enable their citizens to choose freely whether to stay or to leave, whether to
work in their own or in another country. In other words, there was a knowledge gap;
and the ILO and UNHCR decided to make a joint contribution to filling it.

There are, of course, other international measures — such as foreign direct
investment (FDI) and trade liberalization — that could be called upon to achieve the
same objective, i.e. to make it possible for people to stay in their own country. In the
case of either of these measures, there is already literature of their impact on devel-
opment in poor emigration countries. FDI will usually result in faster economic
growth and thus more jobs and higher incomes. Such developments directly impinge
on the desire of economic migrants to leave or to stay, even though they may in the
first instance increase their ability to move abroad. Economic growth also impacts on

8 UNHCR Executive Committee Conclusion No. 40 (XLI) of 1985.
® UNHCR Executive Committee Conclusion No. 54 (LIV) of 1989.
1%See ILO, 1992.

1 ODA differs from aid in that loans extended as ODA must have a subsidy element of at least
25 per cent. ODA can take the form of bilateral grants, loans, technical cooperation, food aid and support
to international organizations which, like the World Bank, extend loans or, like the UNDP, engage in tech-
nical cooperation activities.
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poverty-based social and ethnic tensions that give rise to dictatorial regimes. which in
turn give rise to asylum-seekers and, finally, to slower growth, less employment and a
less equal income distribution.

The most striking example of FDI that accelerated growth and democratiza-
tion are Japan’s investments in the Republic of Korea, Hong Kong, Malaysia, Singa-
pore, Thailand and Taiwan (China). With the exception of Hong Kong, these were
emigration countries or areas, which had often been losing their brightest and best
through emigration. Today they are all immigration countries, with in-movements on
a large scale (except, as yet, in Thailand). Some of their citizens continue to move
abroad for economic reasons: Thais to the Middle East, Malaysians to Singapore,
Koreans to the United States, etc. However, it is not surprising that a farmer from
northern Thailand wishes to emigrate, while an industrial worker remains in Bangkok.
Nor is it undesirable; on the contrary, development and geographical mobility of
labour are two sides of the same coin. What is important is that circumstances do not
force people to move abroad, and this is the case today for the worker from Thailand
as much as for the worker from Malaysia or from the Republic of Korea.

FDI, however, has not saved Japan from immigration pressures; immigrants
whose origins are as varied as Bangladesh, the Islamic Republic of Iran and the
Philippines are arriving. Nor is FDI a tool over which governments have control in
terms of directing it to certain countries rather than others. The decisions of private
investors, even the investment decisions of state enterprises, are determined by
return-on-investment criteria, which tend not to favour poor emigration or refugee-
producing countries because of their lack of economic attractiveness or lack of politi-
cal stability. Investors from rich countries invest mainly in other rich countries, and
governments cannot penalize them for doing so. Providing subsidies for investments
elsewhere has at best a marginal impact. Poor countries have been receiving a shrink-
ing share of global international capital investment — down from 31 per cent in 1968
to 17 per cent twenty years later — suggesting that its effects on emigration pressures
can only be limited.

As regards trade liberalization, the picture is similarly gloomy. While it is
probably true, as the U.S. Commission for the Study of International Migration and
Cooperative Economic Development emphasized, that trade expansion “is the single
most important long-term remedy” to emigration pressug;s,12 the trends here too
point in the wrong direction — in the direction of protectionism.'* The problem with
trade is not that rich governments lack means of influencing it, but that their trade
policies often reduce employment prospects in poor countries. For example, much of
the trade in goods that would be most directly beneficial to migrant-sending countries
involves labour-intensive products. Rich countries protect most strongly the sectors
that produce competing labour-intensive goods. Electoral pressures favour protec-
tionism, irrespective of whether the goods are imported from poor countries or from
other rich countries, as occurs when Spanish lorries full of fruit and vegetables are
turned over by French farmers. There are many other examples of trade policies that

12 JS Commission for the Study of International Migration and Cooperative Economic Devel-
opment, 1990, p. xv. See also the numerous working papers prepared for the Commussion and an older
ILO study by Hiemenz and Schatz. 1979.

3 For a brief summary with supporting statistics, see Ghosh, 1992,
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stimulate rather than reduce migration. Towards the end of 1991, the EC negotiated
an association agreement with Poland. Poland sought, among other things, easier
market access for its agricultural produce, which its predominantly private agricul-
tural sector previously exported to communist countries. In the end, the Polish farm-
ers did not gain greater access to the EC’s markets for their beef and pork. In this
case, it appears that the EC was signalling that Polish workers were preferred to Pol-
ish goods. The EC’s common agricultural policy may be the most important trade
policy stimulating emigration — not by design, but in its effects.

The trade option as a means to reducing the need for emigration is promis-
ing in theory. However, trade in place of migration is at best a long-term tool for
reducing emigration pressures, and for two reasons. First, it appears that it is most
difficult to reduce the trade barriers that would benefit poor migrant-producing
countries most. Second, the basic principle underlying exchanges between countries
is the most-favoured nation status. When all countries receive the same trade prefer-
ences, emigration countries cannot be singled out for treatment that would benefit
their citizens most.

Therefore, neither FDI nor trade liberalization, on their past track record,
constitutes a compelling measure to reduce unemployment, to raise incomes, or to
achieve political stability rapidly, in countries characterized by strong emigration or
refugee movements. There are of course, many exceptions to this somewhat pes-
simistic picture. These two options do work in theory, and they should be tried more
vigorously in practice. Nevertheless, governments should explore the possibilities of
using ODA to reduce emigration pressures.

Unfortunately, ODA has something of a bad reputation in several donor
countries. Taxpayers are less and less inclined to see their money used for something
intangible. Even experts wonder whether ODA has really helped poor countries to
grow more rapidly. Most ODA consists of loans, which have to be repaid, and many
of these loans are used to buy armaments.

As a child of the Cold War, aid was sprinkled across the world. Employment
was actually at the most a minor element in the assessment of the appropriateness of
aid. Targeting aid to reduce emigration pressure was simply not attempted in any
serious way.

So there are good reasons for governments and researchers to look to ODA
as a possible, potentially promising, means of accelerating the generation of employ-
ment and incomes in poor countries and thereby decreasing the need for emigration.
Aid is, moreover, the only international measure over which governments have com-
plete control. :

The research that the ILO and UNHCR commissioned, and of which this
book contains a selection, was inspired by the question of what international aid
could be expected to achieve if it was targeted and structured for the purpose of
reducing the need for economic migrants and refugees to leave their own country.'

The focus of the researchers engaged by the ILO was oriented to economic
and long-term criteria, while the focus of the researchers engaged by UNHCR was

1 For the full list of documents prepared for the Joint ILO-UNHCR meeting of May 1992, see
Informal Summary Record, op.cit., Appendix VII, ILO, 1992.
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naturally on human rights issues, humanitarian assistance, the protection of displaced
persons and refugees, asylum, safe return and support for the reintegration of
returnees. The contributions are complementary and, therefore, have been assem-
bled in one publication. This book arranges chapters by decreasing degree of gener-
ality - from the global approaches to the country case studies, from the macro-analy-
ses via typological treatment to sectoral focus — rather than by ILO or UNHCR
origin. The book is rounded off with a review of the issues by Philip L. Martin.

3. Quo vadis UNHCR and ILO?

UNHCR

During the past decade, population movements have increasingly been
motivated by a combination of political, conflict-related, structural and economic
causes. As a consequence, drawing a distinction between who is in need of interna-
tional protection and who is not has become more complex. This is made worse by
the fact that, in some regions, refugees and returnee groups live side by side with
internally displaced persons — victims of man-made or natural disasters — whose
plight may often be just as tragic and their need for protection and basic assistance
just as compelling. In these situations, UNHCR has had to reappraise its traditional
approaches to the search for durable solutions for refugees, recognizing that a com-
prehensive response adequately mobilizing international cooperation is essential if
such solutions are to be truly durable. UNHCR’s capacity to respond and seek inno-
vative approaches is dependent in large measure on the international community’s
ability to refocus the various elements of international aid.

On the bilateral side, it is apparent that those sectors dealing with asylum,
migration, human rights and economic development are intimately interrelated. Their
linkage needs to be reinforced. On the multilateral side, there is also a need to imple-
ment coherent strategies for the prevention of refugee flows. This cannot be achieved
without a strengthened partnership among countries of origin and asylum, donor
countries, financial institutions, UNHCR and other agencies of the UN system, as well
as international governmental and non-governmental organizations (NGOs).

Such preventive and curative strategies are essential in view of the increas-
ingly complex emergency situations and repatriation movements which are occurring
or likely to occur. Such strategies, however, must also continue to recognize basic
international protection principles, such as the right to seek asylum, and take into
account the measures and resources required and accepted in countries of origin, the
complementarity of mandates and expertise of relevant organizations, and the need
to coordinate approaches.

With the support of the international community and in coordination with
other agencies of the UN system and NGOs, UNHCR has already begun to adopt
some innovative approaches to face the complex challenges posed in today’s world,
conscious that humanitarian action is today an integral part of a broader process
aimed at restoring peace and stability in a world in transition. One of the basic
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premises of such approaches is that humanitarian aid alone cannot be effective with-
out concomitant political initiatives aimed at resolving conflicts. Peace, conflict medi-
ation and conflict resolution are crucial to make possible the return of refugees and
to prevent further or new outflows. Humanitarian actions must therefore be linked to
other measures. Preventing violations of human rights before they occur is of pri-
mary importance. The promotion of democratic forms of government, the strength-
ening of human rights monitoring mechanisms, institution-building, and support for
legal reforms, are all important components of preventive strategies.

An increased focus on “preventive” protection and assistance in countries
of origin is a promising but limited strategy, however, and should not be viewed as a
substitute for asylum. The situation arising from the conflict in the former Yugoslavia
has made it clear that preventive protection and assistance measures do not obviate
the need to provide protection abroad, even if temporarily, for victims of conflict.

Another new approach has been developed as a result of the very scale of
some emergencies and the mix of populations involved. Faced with a grave humani-
tarian crisis caused by a combination of armed conflict, drought and famine in the
Horn of Africa, UNHCR has also designed a new, flexible approach to discourage
mass movements into Kenya by providing multisectoral assistance to groups inside
Ethiopia and Sudan. This “cross-mandate/cross-border” operation, mobilizing the
efforts of the international community, UN agencies and NGOs, assists populations
in targeted areas, irrespective of whether they are refugees, returnees, internally dis-
placed people or drought-stricken groups. This approach is based on the conviction
that only by stabilizing the areas of origin can large mass movements be avoided.

While population movements caused by poverty alone do not breed
refugees, extensive social unrest resulting from extreme poverty, associated with
human rights violations in a context of limited development prospects, may lead to
violent internal conflicts and spur flows. Better targeted development assistance with
an emphasis on satisfying human needs in countries of origin is another strategy
which can clearly play a role in reducing or preventing refugee flows.

The amount, nature, and uses of development aid have to be assessed to
ensure that it furthers effective national and regional development. Until now, this
has not been done in the context of reducing emigration pressures.

Asregards the growing momentum of voluntary repatriation movements, it
has also become apparent that the success of returnee programmes depends not
only on the removal of immediate obstacles to return, but also on the availability of
rehabilitation and reconstruction assistance in the country of origin. UNHCR has
identified the existence of a gap between the limited form of returnee aid currently
being provided by the international community, and traditional development assis-
tance which does not focus on returnee areas in a way that encourages returnees to
stay home.

In countries where repatriation is likely to be massive in scale and reintegra-
tion prospects are uncertain because of massive destruction — such as Afghanistan,
Angola and Mozambique - this gap needs to be bridged by measures such as the
implementation of quick impact projects in areas of return. Basic services must also
be established quickly in returnee areas, perhaps with targeted development aid. Sta-
ble and durable reintegration, and indeed national reconciliation, hinge on such com-
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munities being given a chance to rebuild the fabric of social and economic links torn
by conflict and widespread destruction. The mobilization of additional resources is as
important as ensuring that investments are targeted more effectively.

Preventing and solving refugee problems, particularly where refugee flows
are only one component of large-scale population movements, cannot be achieved
without the commitment of the international community to providing development
aid better adapted to today’s needs. This aid should be given in the context of a com-
prehensive plan that addresses the interests and needs of all concerned. Some initia-
tives can be taken by UNHCR itself; others require the diversified cooperation of
governments, UN agencies and NGOs.

Better targeted ODA which complements humanitarian assistance is a nec-
essary component of any comprehensive response to refugee problems. Some signs
of a trend in this direction may be found in certain aspects of the Comprehensive
Plan of Action for Indo-Chinese Refugees (CPA), bilateral and multilateral agree-
ments in the context of the International Conference on Central American Refugees
(CIREFCA), the comprehensive political settlement in Nicaragua and El Salvador,
and the peace agreement in Cambodia.

ILO

As a follow-up to the research and the Joint ILO-UNHCR Meeting, the
ILO has launched an innovative initiative concerning the emigration countries of the
Maghreb region. It is based on the belief that several features of international aid
procedures will have to change before ODA can effectively reduce the need for
people to leave their own country.

The first thing that will have to change is the tendency to scatter ODA. If
bilateral and multilateral donors want to reduce emigration pressure, they will have
to concentrate their aid not only on countries of most interest to them but, inside
countries, on employment creation and income generation in regions and for popula-
tion groups with high emigration rates.

This may require an increase in financial and other resources. Whatever the
volume of aid that can be earmarked, one should not expect miracles immediately. It
will take many years, possibly several decades, for aid to help poor countries to
develop faster.

The end of “ODA scattering” has another dimension. Bilateral and multi-
lateral donors will have to cooperate. They will have to cooperate in order to concen-
trate their scarce resources; to ensure that counter-productive aid measures are not
implemented; and to arrive at a division of labour between them over a long period
of time that helps the aid-receiving countries in a manner that leads to reduced emi-
gration pressures.

ODA can be counter-productive. For example, it is very fashionable to help
poor countries with training courses in a variety of fields, frequently in occupations
with which donor countries’ experts are most familiar. Sometimes, these courses are
set up without considering where the trained young people will find jobs to use their
skills. If enough such jobs are not available in a country with a dense network of
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human relationships with major immigration countries, these young people will feel
tempted to head for the rich countries whose trainers came to teach them. Training
assistance in such a country makes sense only if there are jobs available for those who
are to be trained.

Bilateral and multilateral donors will have to work together. They will have
to come to an understanding of what should be done, what should not be done, and
who should support which measures to achieve the common goal.

The most important condition that will have to be fulfilled is to ensure the
voluntary, wholehearted, effective and lasting collaboration of the emigration country
one wishes to help. Nobody can oblige a poor country to accept international aid for
aims that it does not share. If, for example, Algeria is intent on taking a laissez-faire
attitude towards emigration pressure, it will not be easy for French aid or EC assis-
tance to reduce Algerian emigration pressures. ODA may well be accepted in pursuit
of other objectives, and such aid may, as a side-effect, contribute to the reduction of
emigration pressure. But this effect would be incidental and marginal.

It is, therefore, of crucial importance to gain the confidence and commit-
ment of the aid-receiving countries in the battle against emigration pressure. This will
not be realized if one wields the threat of conditionality or of withholding ODA
unless it is used exactly along the lines envisaged by the donor country or multilateral
institution. Confidence and commitment are born of solidarity, mutual understand-
ing, discussion and respect of the other side.

This is the framework within which the ILO has launched the Maghreb pro-
gramme, as it is called, with the financial support of the Italian Government. It is an
attempt to bring together the major national and multilateral donors with key aid
officials from Algeria, Morocco and Tunisia in an interactive process whose aim is to
agree on an integrated programme designed to reduce emigration pressure.'

If the bilateral and multilateral aid agencies are willing to cooperate, the
ILO would like to extend the same kind of approach to other parts of the world
where immigration and emigration countries have a common interest in reducing the
need for people to go abroad for employment.

15 A first meeting in this process took place in Turin, Italy, April 1993. See ILO, 1993.
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Towards a comprehensive refugee
policy: Conflict and refugees in
the post-Cold War world

A. Suhrke

Conventional wisdom deems that violence is the cause of refugees. Strate-
gies to modify the outflow of refugees, therefore, must be informed by an under-
standing of social conflict. Following a brief analysis of refugee flows during the Cold
War years, this chapter will look at the emerging structure of refugee-producing con-
flicts in the post-Cold War era and discuss relevant policy strategies. The starting-
point is the conclusion of the UN debate on root causes in the 1980s: to be effective,
refugee policy has to address the causes of conflict as well as provide relief to its vic-
tims. The result can be called a comprehensive refugee policy.

Violence is neither random nor unstructured. Social violence appears in pat-
terns of conflict between or within states, and these patterns in turn are shaped by
world-historical processes. Particularly significant is the tendency for external and
internal forces to combine to produce extreme or protracted violence. In the second
half of the twentieth century, the principal forces which generated refugee-producing
conflicts came together in precisely this way.

The legacy of the Second World War was the division of Europe and decolo-
nization of Africa and Asia. For the next 40 years, the Cold War became the overar-
ching, defining principle of world politics. Starting out in Europe but rapidly envelop-
ing the entire world, the Cold War set the framework for the reconstruction of
Europe and the advancement of developing countries. Millions of people were
uprooted in the course of both processes.

As the 1990s began, Soviet socialism suddenly disappeared and the Cold
War ended. A new post-Cold War era was taking shape, in the process unleashing
forces of conflict that the emerging structures of international order were unable to
contain. The very speed of historical transition tended to overwhelm both UN mech-
anisms and regional organizations such as the Conference on Security and Coopera-
tion in Europe (CSCE); on both levels, leaders were groping to adjust to the new
realities. The result was a variety of military conflicts and massive refugee flows.
Some developed close to the centre of the now vanished Cold War (e.g. the disinte-
gration of Yugoslavia); others occurred at the periphery (Iraq’s invasion of Kuwait).

The magnitude of refugee crises arising in the new era focused renewed
attention on how to modify the sources of outflow. It was clear, however, that con-
ventional aid strategies could have little impact in the conflicts that generated the
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largest refugee flows. In the most troubled areas, moreover, mechanisms for restor-
ing peace were weak, and the very principles on which a post-Cold War order should
be based were in dispute.

1. From World War to Cold War

Three crises

The creation of the UNHCR and its immediate predecessor, the Interna-
tional Refugee Organisation (IRO), was designed to resolve a European refugee
problem, arising initially from the displacements of people in the Second World War
and subsequently from the westward flight of Eastern European and Soviet citizens.
Rebellion and repression in the Warsaw Pact countries (Hungary 1956, Czechoslova-
kia 1968) led to massive outflows that again absorbed the funds and energies of
UNHCR. Simultaneous flows in Asia and the Middle East were largely ignored by
the international refugee regime, or dealt with by way of ad hoc institutional arrange-
ments (Vernant, 1953; Holborn, 1975; Marrus, 1985; Loescher and Monahan, 1988).

The narrow European orientation of the international refugee regime was
not seriously challenged until the early 1960s, when Africa moved to the fore with
nearly simultaneous flows resulting from the decolonization struggles in Algeria
(1959), Zaire (1960), Rwanda (1963) and Portuguese Africa (c.1961), as well as the
increasingly violent confrontation between north and south in Sudan (c.1963). The
decade culminated in an even larger outpouring - variously estimated at 5 million to
9 million refugees — when the Bengali war of secession engulfed the north-eastern
corner of the Indian subcontinent in violence.

Although the populations uprooted by wars of decolonization and secession
had a homeland to which they eventually could — and mostly did — return, the interim
demand for asylum and relief was considerable. An emerging sense of crisis gripped
the international refugee community. The number of those in need steadily
increased, and UNHCR formally undertook to aid them by expanding its mandate to
care for populations displaced by liberation wars under a “good offices” doctrine.

In the mid- to late 1970s, a third crisis developed, related to the internation-
alization of revolutionary or ethnic liberation struggles in the developing world.
Complex and protracted struggles unfolded in southern Africa and the Horn. The
end of the Viet Nam war and renewed war in Cambodia produced massive flight
from Indo-China. For the first time, large bodies of refugees also appeared in Central
and South America, followed by dramatic new outflows from Cuba and Haiti. The
refugee decade peaked with the USSR’s invasion of Afghanistan, causing the begin-
ning of an outflow that eventually reached about 5 million people.

This third crisis posed distinct, new problems for the international commu-
nity. A growing number of the refugees appeared destined to remain indefinitely in
camp or legal limbo. Conditions in the homeland rarely permitted repatriation,
either because the new regime or social order became entrenched, or because war
continued. The strain on first asylum countries mounted, leading to large-scale denial
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of protection in south-east Asia. In the affluent, industrialized countries, economic
recession and popular fears of being flooded by developing country refugees — added
to already large numbers of migrants — resulted in greater restriction on asylum
(Kritz, 1983; Martin, 1987). Only select groups such as the Indo-Chinese benefited
from an extensive resettlement programme. Soon, however, the programmes became
controversial because of their economic costs and preferential treatment when there
were millions of equally needy refugees elsewhere. There was only one exit from the
crisis: to deal with the root causes of the outflows.

The first root-cause debate'’

The debate was initiated in the UN system in 1980 as the United States and
the Federal Republic of Germany sought to censure the communist regimes of Viet
Nam and Cuba. Overwhelmed by refugees from the two countries in 1979-80, the
United States and its Western allies used the opportunity to call for international
cooperation to “avert” mass outflows. The ensuing debate in the UN’s Special Politi-
cal Committee rapidly divided along an internal/external axis (UN, 1980). Some
blamed internal abuse perpetrated by the regimes of the sending countries, others
looked to global structures of inequality and oppression. The United States, Western
Europe and their anti-communist allies in particular linked mass exodus to the viola-
tion of human rights in the sending countries. Socialist and many developing coun-
tries responded by calling attention to colonialism, global economic inequality and
apartheid as the underlying causes of social conflict, and hence mass outflows. Econ-
omic issues prominent in the debate over the new international economic order at
the time were cited, especially deteriorating terms of trade and balance of payments
problems in the South.

The internal/external division was also reflected in the UN documents which
followed. Called upon to explore means of “averting” refugee flows, the findings of a
Group of Governmental Experts emphasized global structures of inequality. The con-
clusions, which took five years to reach, reflected the group’s large developing country
representation (UN, 1985). A second report from a special rapporteur appointed by
the Secretary-General received wide attention. Prepared under Sadruddin Aga Khan,
a former High Commissioner for Refugees, this report was more balanced: an ade-
quate assessment of root causes must take into account national conditions as well as
global economic structures (UN, 1981). Both necessarily shape the political upheavals
and violence which figure as proximate causes of refugee flows.

Specifically, the Sadruddin report identified certain political processes that
lead to major human rights violations and consequent refugee outflows. The growth of
nationalism accompanying the transition from a feudal-tribal society to the modern
nation state often generates ethnic strife, repression and persecution of minorities.

! Actually, it was not the first. Those with longer historical memories will recall the letter of res-
ignation of James G. McDonald, the High Commissioner for German Refugees, in 1938: “In the present
economic conditions of the world, the European States, and even those overseas, have only a limited
power of absorption of refugees. The problem must be tackled at its source if disaster is to be avoided.”
Cited in Loescher and Monahan, 1988, p. 409.
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The ready availability of firearms makes it likely that civil strife will turn violent. But
the entire process of state formation in large parts of the developing world, above all
in Africa, is saddled by the heavy legacy of colonialism which left structural imbalances,
fragmented societies, artificial borders and weak states. Prolonged liberation struggles
exacerbated destruction and tension. On the socioeconomic side, problems associated
with high population growth, massive unemployment, large rural-to-urban migrations,
and - for parts of Africa especially — desertification — add up to “a lack of economic
opportunity for all too many people”. The “unavoidable corollary is political disrup-
tion which triggers the uprooting of sections of the population™ (p. 37). The result is
“the inability of many governments to create conditions in which the population as a
whole can expect to enjoy — quite apart from civil and political rights — the economic,
social and cultural rights set out in the Declaration of Human Rights...” (p. 38).

A more systematic analysis would reveal that social conflict in the period
under discussion generally fell into two categories: conflicts of state formation and
conflicts over the social order. As we have discussed elsewhere (Zolberg, Suhrke and
Aguayo, 1989) such conflicts were responsible for all the major refugee flows in the
post-colonial world.

Conflicts over state formation typically involved opposing ethnic groups or
targeting of a particular minority. In extreme forms, violence took the form of
pogroms, expulsions or autonomy/secessionist struggles. The result was large out-
flows of people seeking to escape violence that was directed along ascribable ethnic
or religious boundaries. By the nature of the conflict, however, some people had the
equivalent of an ethnic “homeland” where they could seek safety. The classic con-
temporary case was the partition of the Indian subcontinent in 1947 when large num-
bers of Hindus fled from Pakistan to India, while many Indian Muslims went to Pak-
istan. Only minorities that had no “homeland”, nor prospects of truce or a new social
contract which would permit return, became the long-term wards of the international
refugee regime.

In a different category, conflicts over social order produced, in extreme
form, full revolutionary struggles. While historically rare, they typically led to mas-
sive and irreversible outflows. A first wave of people fleeing the generalized violence
of war was sometimes reversed when the fighting subsided. Depending upon the out-
come, new waves subsequently developed. Successful revolutions initially displaced
the old élite. As the revolutionary forces sought to consolidate the new order — typi-
cally in the face of hostility from established, international forces — the resulting hard-
ship alienated broader segments of the populace whom the revolution had intended
to serve. At that point, a large secondary outflow of people materialized.

The breakdown of democratic regimes — another form of social order con-
flict — displaced especially large numbers of people when civil society had been
highly developed and the authoritarian successor regime particularly ruthless (as in
South America in the 1970s). Those who were not killed or gaoled as opponents of
the new regime had to seek safety beyond the reach of state power, i.e. they became
international refugees. Under other conditions, authoritarian rule produced only a
trickle of exiles (e.g. during periods of martial law in the Philippines, Thailand and
the Republic of Korea).
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As the “Toot cause” debate correctly assumed, it is possible to delineate the
nature of refugee flows according to types of social conflict. The pattern of violence,
moreover, is embedded in the historical context of state formation and social order-
ing. The central point which engaged the root cause debate in the early 1980s was the
significance of the international context. Freed from distortions of the political
debate, the main conclusion stands out clearly: the processes of state formation and
social ordering which produced refugees during the Cold War period were familiar to
earlier periods in European history, but the international context had changed dra-
matically. In the new states of Africa, Asia and Latin America, nation state formation
proceeded under conditions of extreme international inequality, intense population
pressure on national resources, and a Cold War that tended (o internationalize
domestic conflict. The typical result was frequent and intense conflict, and massive
refugee flows.

Durable solutions to refugee problems consequently had to be sought at the
international level. That meant not only international aid for long-term economic
development and a stronger refugee regime: a breakthrough was required at the
level of the international strategic system.

The Cold War and its legacy

For 40 years, the Cold War had provided ordering principles for a tumul-
tuous world. While the battlefront changed, the main issues and rules were “etched
with remarkable clarity”, as a former American secretary of defence later observed
(Schlesinger, 1991, p. 3). The Cold War provided a sancta simplicitas, first for Europe
and subsequently for the developing world when large power competition moved
outwards from the centre. In Asia, Africa and Latin America, the superpowers com-
peted to build up local allies. On both sides of the East-West divide, regimes with thin
structures of legitimacy could count on economic aid, diplomatic support, and a full
range of conventional weapons. Well-armed military institutions emerged; assorted
liberation movements were also equipped.

Some rules of intervention prevailed. After Viet Nam, the United States
preferred to intervene by proxy, while the USSR until the very end relied on its own
or allied troops. Given the ideological element in superpower rivalry, struggles
involving fundamental social order conflicts engaged them most directly. In ethnic
conflicts or those more muddled ideologically, the superpowers showed less interest,
although regional powers frequently did (de Silva and May, 1991). Military-strategic
considerations helped to define areas of intervention, but it is noticeable that the cen-
tres of turbulence which the superpowers defined as their “regional” conflicts all had
a revolutionary element. The refugee consequences were graphically depicted in a
UNHCR map of the mid-1980s. Five explosive areas or countries were marked:
Indo-China, Afghanistan, the Horn of Africa, southern Africa and Central America.
In all cases, a revolutionary struggle was part of the original conflict; this element was
also the principal mechanism which linked the local conflict to the Cold War and
transformed it into a protracted war with huge refugee flows,
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As the Cold War wound down, so did all the regional conflicts - a striking
testimony to the importance of the global divisions in generating them in the first
place. The collapse of Soviet socialism undermined the revolutionary left every-
where. As Jorge Castaneda observed with respect to Latin America, revolutionary
struggle appeared to have no future (Castaneda, 1990). This created incentives for
compromise at the local level, and simultaneously offered the United States an exit
from foreign commitments that were inconclusive, controversial or of declining
strategic value. The process initiated by Mikhail Gorbachev’s “new thinking” thus
set in motion a decisive de-escalation. When this harmonized with local conditions,
the process was steady, and led to the next phase: monitoring the peace process and
permitting reconstruction along with repatriation of refugees.

Elsewhere the negative legacy of the Cold War dominated. Decades of vio-
lence and intrusive large power rivalry had transformed states and societies. Where
competitive intervention had been the rule, local divisions grew into well-armed,
institutionalized, semi-autonomous entities. Military and paramilitary institutions
built to suppress identifiable enemies during the Cold War were turned loose on rival
factions or civilians. The challenge of national reconciliation and demilitarization was
most formidable in areas where social fragmentation was already pronounced, as in
Africa’s regional conflicts and Afghanistan. In Africa, the Cold War legacy came on
top of a debilitating colonial legacy, thereby creating a double burden.

2. Peacemaking and the crisis of reconstruction

The defused but still smouldering regional conflicts of the Cold War mark
the transition from the old era to a new international order. In these areas, sustained
peacemaking and reconstruction are prerequisites for dealing with the remaining
refugee problem. The process requires an active and supportive international envi-
ronment, both regionally and in the UN. While not a substitute for local efforts, nor
in itself sufficient, external support is necessary: just as the competitive rivalry of the
Cold War inflated local conflicts, international cooperation can now deflate them. An
international neutral, indeed neutralizing, effort is especially important when
advanced national fragmentation is exacerbated by regional rivalries. The cases of El
Salvador and Afghanistan illustrate two different paths, each having clear policy
implications for external parties.

El Salvador

The waning of Soviet power removed the ideological underpinnings for
United States involvement in the Salvadorian civil war, an involvement already
strongly questioned at home (Montgomery, 1982; Berryman, 1984; LeoGrande,
1990). By that time, the costs of a long and inconclusive struggle had created deep
war weariness within El Salvador, and victory appeared an elusive goal for both sides.
The FMLN offensive in 1989 did not have the expected impact, and the fate of the
Sandinistas in Nicaragua showed that even a military victory could, with United
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States assistance, be turned into electoral defeat. On the government side, sharp cuts
in United States military aid, and warnings of more to come, signalled the need to set-
tle before it was too late. The compromise nature of the peace agreement — signed on
31 December 1991 after prolonged negotiations - reflected the stand-off. Both par-
ties were to be demilitarized and reintegrated into the body politic. The eventual gov-
ernmental configuration was to be decided through national elections. The major
issue of the war — land distribution — was to be addressed through the legislative
process, while agrarian reforms carried out in rebel areas would remain. “ Truth com-
missions” would investigate past human rights violations to establish accountability,
but there was little expectation of large-scale punishment. The UN, which had played
a critical role in promoting the peace negotiations, would maintain its presence by
active and extensive in-country monitoring of the peace process.

A regional consensus on the principles of democratization and demilitariza-
tion strengthened the peace process in El Salvador. Outlined by President Arias of
Costa Rica and affirmed by the heads of government of the Central American states,
the Esquipulas Agreement of 1987 had established a common basis for political recon-
struction in the region. The agreement pledged support for democratization, a system
of free elections, respect for human rights and progress towards regional arms reduc-
tions. Regional unity would, if sustainable, render critical support to the process of
national reconciliation, just as a divided region would have the opposite effect.

Afghanistan

Afghanistan remained more of a problem, although the turning-point had
already occurred in May 1988 when the USSR started to withdraw troops in accor-
dance with the Geneva Accords (Saikal, 1989). Soviet withdrawal changed the
nature of the Afghan war from a holy war against foreign aggression to a factional
power struggle, at one level driven by clan-based alignments, at another touching
fundamental ideological questions of national development (Roy, 1986; Rupert,
1989; Rubin, 1989/90; Suhrke, 1990). The rate of violence decreased and informal,
partial cease-fires developed at the local level. But a political settlement was elusive.
As long as the warring Afghan factions continued to receive political and material
support from their foreign patrons, they had little incentive to enter into a compro-
mise. The complete and mutual non-interference stipulated by the Accords was not
implemented. Instead, so-called “positive symmetry” prevailed. The United States,
Pakistan and Saudi Arabia continued to provide the rebel forces with most of their
weapons; the USSR supplied the Kabul Government. Not until the further thawing
of the Cold War did Moscow and Washington agree to change from “positive sym-
metry” of mutual arms aid to “negative symmetry” of a mutual cut-off.

The importance of the external environment was underlined when shortly
after the agreement went into effect in January 1992, major pieces of a settlement fell
into place. Most significantly, Pakistan agreed to end its arms supplies for the rebels,
thus depriving them of their critical rear base. Soon after, key Afghan factions
announced their support for a UN peace plan which called for national reconcilia-
tion, brokered by the UN, and national elections.
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Violence soon resumed, demonstrating that the frail peace process could be
undermined by problems that had long historical roots. For centuries, the Afghan
state had been weak and society fragmented; the last war further accentuated social
divisions as factions became institutionalized and well armed. An enduring peace
agreement would require greater consensus on the nature of Afghan society than was
evident by the early 1990s. Disagreement on fundamental issues was aggravated by
external factors, as Pakistan, the Islamic Republic of Iran and Saudi Arabia vied for
influence in the area. Simultaneously, substantial caches of arms accumulated during
the 13-year-old war had given the rival Afghan parties considerable capacity for inde-
pendent military action.

By comparison, the Salvadorians had fought an essentially class-based war
to a standstill, and were less subject to distorting North American intervention in the
post-Cold War era; in addition, the regional context reinforced the peace process.

While the UN was active in both conflicts, the weakness of the Afghan
peace process suggested a commensurately greater role for the organization here.
The UN could offer the Afghan factions a neutral ground to work out a political set-
tlement and dampen the effects of divisive regional interference. As appropriate,
the UN could also link the peace process to the next phase of reconstruction and
refugee repatriation.

The conflicts in the Horn of Africa and parts of southern Africa resembled
that in Afghanistan. Indeed, Angola, Somalia and Ethiopia were probably more
extreme cases of national fragmentation exacerbated by an intrusive and competitive
external environment. The Horn as a whole was characterized by national decon-
struction and uncertain terms of reconstruction, including the nature of coexistence
between the two former constituent parts of larger Ethiopia. Under these conditions,
peacemaking was necessarily slow and hesitant, constantly delaying reconstruction
and repatriation. The issue, as the study team led by Anthony Lake concluded, was
“really one of construction rather than reconstruction, of building rather than rebuild-
ing — politically as well as economically” (Lake, 1990, p. 16).

Repatriation, reconstruction and peacemaking:
An integrated process

With an estimated 15 million people displaced, repatriation in the regional
conflicts of the Cold War represented an enormous administrative and social task. As
the processes typically run parallel and are mutually interdependent, a careful inte-
gration between reconstruction, repatriation and continued peacemaking was
required. In particular, it was imperative to ensure the safety of returnees and that
refoulement disguised as repatriation did not occur. The memory of disastrous
repatriations after the Second World War, carried out by the International Refugee
Organization, remained a warning.

As a presumed neutral actor with multiple functions, the UN had a central
role in the combined tasks of repatriation, reconstruction and peacemaking. The
ability of the UN system to fulfil its potential in this respect, however, was circum-
scribed by financial constraints. The point was demonstrated in the Cambodian case.
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Peacemaking in Cambodia did not require a definition of the nature of the
Khmer nation. The country has a long-established tradition of statehood and is cul-
turally distinct. Yet two decades of war had left Cambodia with a divided polity, a
massive refugee problem, and a devastated economy (Chandler, 1991). Under the
terms of the UN peace plan, the warring parties — including prominently the Khmer
Rouge - were to be largely disarmed. Refugees were to return from Thailand to par-
ticipate in UN-supervised national elections, which in turn would constitute the tran-
sition to a postwar order. Yet the refugees were reluctant to return unless they were
given minimal security guarantees and resources for repatriation and reconstruction.
While the process moved reasonably well during 1991-92, the accumulating costs cre-
ated weariness in the UN system and worries about continued financing. At one
point it was feared that delays in the implementation schedule would jeopardize the
elections and possibly the peace agreement as a whole.

A buffer state which lacks internal harmony becomes an easy target for
rival, external forces. The point has been made with respect to peacemaking in south-
east Asia in an earlier era, and is equally valid today (Black et al., 1968). An uncer-
tain UN presence in Cambodia would undoubtedly encourage traditionally divisive,
regional forces to intrude once again. Historically squeezed by its two larger neigh-
bours, contemporary Cambodia has suffered from the aggressive rivalry between
Thailand and Viet Nam, as well as unsettled relations between China and Viet Nam.
Rising hostility between the latter was a major factor that precipitated and sustained
the last war in Cambodia (1978-89). In general, reconstruction and repatriation can
be linked to the peacemaking process in two ways — positively to support the process
of reconciliation, or negatively to feed a continued conflict. Which tendency prevails
depends heavily on the modalities of reconstruction and repatriation.

Both tendencies were at work in Afghanistan as the war wound down.
Across-the-border projects from Pakistan involved foreign assistance to rebel forces,
mainly through bilateral donor programmes for reconstruction and repatriation.
These were partisan in nature, formally illegal, and highly problematic (Baitenmann,
1990). They had the effect, if not the intent, of strengthening the rebel factions in
whose jurisdiction the programmes were placed. As such, aid became a move in the
continuing war rather than a spur to compromise. By contrast, the UN-supported
special programme for Afghanistan, Operation Salam, worked on the explicit
premise that all parties involved must consent to a particular programme. Consent
could be obtained by spreading the programmes wide. In practice, this took the form
of shipping in aid from both Pakistan and the northern, former Soviet border, and
distributing it in both government and rebel areas. Aid was used as building blocks to
promote national reconciliation, starting with aid incentives to induce local cease-
fires. The approach had some success in building “zones of tranquillity” in the coun-
tryside, but the limitations were evident. Until greater progress towards national
political agreement was achieved, reconstruction and repatriation could move only
slowly ahead (UNOCA, 1988, 1989; Harrison, 1990).2

If a full and formal peace agreement has been concluded, repatriation is
unproblematic in a political sense. But even under the best of circumstances, two dif-

2 This section also draws on the author’s meetings with UNOCA staff in Kabul, August 1990.
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ficulties typically recur. One concerns the terms of repatriation. If land was an issue in
the original conflict and owners have been away for a long time, repatriation is likely
to generate new conflicts of ownership, as Beatriz Manz observed with reference to
Guatemala (1988). The other concerns the timing. If refugees abroad are engaged in
productive pursuits rather than living a dependent camp-life, immediate repatriation
will place a double burden on the home country. It will increase the demands on a
war-damaged infrastructure, and deprive the economy of foreign exchange from
refugee remittances. Both concerns surfaced in El Salvador and Eritrea, leading to
legitimate requests for delayed repatriation.

The reconstruction phase

From a refugee perspective, the reconstruction phase has special signifi-
cance. It represents a critical transition period which tends to set the direction for
future population movements, at least in the short run. If reconstruction becomes an
austerity period with no end in sight, and hopes for normality fade, refugees abroad
will have few incentives to return. At home, pressures for renewed out-migration will
mount, facilitated by the existence of migratory networks established during the war
years. If renewed conflict occurs, large-scale out-migration can easily develop. A
decisive commitment to reconstruction, by contrast, will induce refugees to return.
The lessons from reconstruction efforts in Nicaragua and Viet Nam are unambigu-
ous. The hardships of reconstruction ~ partly self-induced but much worsened by an
international embargo - inflicted severe economic pain, sharpened political divisions,
and contributed to a population outflow ranging from significant to massive.
Renewed war in both cases aggravated the situation.

A different challenge of reconstruction arose in the regional conflicts of the
Cold War. There were no revolutionary victors to be isolated and embargoed, but iso-
lation and its consequences might occur by default. The end of the Cold War, which
made de-escalation of these conflicts possible, also removed incentives for donor
funding. The strategic rationale for Western aid had eroded, other priorities had
emerged as economic crisis spread throughout the former Warsaw Pact countries, and
the major donor of the past — the United States — was mired in an economic recession.>

By any measure, the reconstruction tasks were enormous. Wars in the
afflicted regions had lasted for at least one decade, sometimes nearly two. In El Sal-
vador, recovery from the greatest conflict in its history was estimated to require an
initial investment of close to US$ 3 billion. The monetary value of damage to econ-
omic and social infrastructure was about US$ 1 billion ; the cost of replacing or repair-
ing damaged goods was set at almost US$ 1.8 billion. An estimated one million per-
sons were displaced (Ministry of Planning, 1992, p. 1). Yet, the stringent international
aid climate made the Government propose a modest US$ 1.1 billion reconstruction
plan over five years.

3 It is indicative that the United States in early 1992 held up plans to expand IMF funding facili-
ties from US$ 120 billion to US$ 180 billion, an expansion at any rate designed to accommodate the needs
of the former USSR and Eastern Europe rather than the developing countries.
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Elsewhere the total bill had vet to be reckoned. but its size was clear. In
Afghanistan, one-third of all villages were destroyed, two-thirds of all paved roads
were unusable, and at least 26 types of mine were strewn all over the countryside
(Harrison, 1990). In Cambodia the destruction, started in the early 1970s with sys-
tematic American bombing, worsened as the Khmer Rouge razed the social infra-
structure, and was completed in a ten-year war following the Vietnamese invasion in
1978. With massive refugee outflows and mass killings of the educated and skilled,
even elementary technical skills were in short supply (Chanda, 1990). In the Horn,
the compounded impacts of war, drought and massive refugee flows had inflicted
serious, in part irreversible, damage on a fragile, semi-arid environment. Desertifica-
tion and other forms of land degradation were widespread (Hjort and Salih, 1989;
GLASOD, 1991). In southern Africa, protracted warfare had devastated already
poor Mozambique and blocked national development plans in Angola. About one
million people were internal or external refugees (Chona and Herbst, 1990).

All arguments favoured a concerted international aid effort; the extensive
damage required a major commitment. A moral obligation flowed from the role
played by external powers as agents of destruction in the first place, and failure to
deal with the reconstruction issue would have encouraged renewed conflict and wors-
ened the refugee problem. In this scenario, the regional conflicts of the Cold War
would not only have survived the Cold War, but would have acquired new life and a
potentially devastating impact on security and development in their respective areas.

Recognizing the need, Japan and the United States called for international
aid consortia for Cambodia and Central America. A regionalization of reconstruc-
tion solutions is, of course, a double-edged sword. Regional leaders may be expected
to play a prominent role in their area, yet the collective interest in reconstruction
should be emphasized by appropriate institutional links to the UN and its agencies.
Since the UN has played an active peacemaking role in these conflicts, a major UN
presence in the reconstruction phase seems a natural extension.

Where possible, reconstruction should harmonize with regional efforts at
greater economic cooperation. As in Europe after 1945, the devastation of war
might open up new opportunities for integrative reconstruction. In some areas, such
as the Horn of Africa, the truly regional extent of the damage favours regional plan-
ning for reconstruction. In south-east Asia, a strong regional organization already
exists (Association of South East Asian Nations [ASEAN]) that could aid Cambo-
dia’s reconstruction.

In addition, three important recommendations from the Lake study concern
the conditions of reconstruction and hence repatriation (Lake, 1990). First, recon-
struction should enhance the absorptive capacity of the receiving country through
appropriate training programmes. This is especially important for Cambodia, where
the social infrastructure has been destroyed. Second, as all the countries in question
have largely agricultural economies, rural reconstruction must receive high priority.
Third, to integrate reconstruction with the peace process, thought should be given to
imposing conditionality by tying aid to local compliance with the peace agreement.
Donors too would need to accept restraints. In the aftermath of war, donors should
not strain the fragile political consensus by making demands that may be econ-
omically sensible but politically self-defeating.
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Reconstruction delayed: The case of Viet Nam

As several countries in Africa, Latin America and Asia enter a phase of
reconstruction and repatriation, it is appropriate to consider the lessons from Viet
Nam. This was a case of delayed reconstruction and international isolation. As signs
of postwar normality failed to appear, a large-scale population outflow developed to
present the international refugee regime with its most vexing challenge and costly
burden in recent history.

The Viet Nam war ended with a settlement denied recognition. The United
States continued its economic embargo of the country, and a United States-led inter-
national coalition also blocked aid from the principal financial institutions (the World
Bank, the International Monetary Fund and the Asian Development Bank). Viet
Nam was pushed into greater dependence on the Soviet economic bloc (CMEA), a
move which reinforced the rigidities in its own planning system. The result was econ-
omic stagnation, diplomatic isolation and a climate of continued confrontation.
Hopes for reconstruction, normality and peace were replaced by austerity, repression
and a renewed regional war, this time in Cambodia. Combined with the socioeco-
nomic transformation of southern Viet Nam and repression of the Chinese minority,
the result was a massive refugee flow. Out-migration reached a high point in 1979, but
continued at lower though still substantial levels for over a decade to reach approxi-
mately one million people (Sutter, 1990; Chan, 1990; Suhrke, 1991).

The troubled legacy outlasted the Cold War. By early 1992, Viet Nam was
still embargoed by all the principal multilateral lending institutions and cut off from
major bilateral sources of trade and investment. Only the UNDP and a few Western
countries had modest programmes in the country. At the same time, the entire econ-
omic support structure linked to the former Soviet bloc collapsed. Under these con-
ditions, the promises of Viet Nam’s economic reform policy (doi moi), instituted in
1986 to move the command economy towards a market-oriented system, generated
only modest growth (Williams, 1992; UNDP, 1992).

For a long time, the confrontational climate between Viet Nam and the West
also prevented any consideration of repatriation. Only recently did the international
community put aside political considerations to return Vietnamese not found to be
refugees. As authorities in 1989 started to screen and return Vietnamese “boatpeo-
ple” from Hong Kong, the EC and some smaller bilateral donors sought to sweeten
the pill with reconstruction aid, planned for provinces where the returnees would set-
tle. Economic revival in Viet Nam would help to broadly encourage repatriation and
reduce out-migration pressures. For this purpose, an end to the embargo and con-
certed aid for reconstruction were essential.
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3. State v. People

Among social order conflicts, revolutionary struggles have historically gen-
erated numerous refugees, typically forming large and irreversible outflows. This
was also the case during the Cold War period, but may not be repeated. One of the
most astute students of modern revolutions, Barrington Moore, wondered back in
1966 “whether the great wave of peasant revolutions, so far one of the most distinc-
tive features of the twentieth century, may ... have spent its force” (Moore, 1966,
p. 483). Since then, classical peasant revolutions have failed in Ethiopia and
Afghanistan, as well as in the more likely environment of the Central American oli-
garchies. As the twentieth century draws to a close and classical Marxism is widely
discredited as ideological inspiration, there seem to be few, if any, candidates left
(Zolberg, 1989).

Nevertheless, this does not mean that mass outflows from civil strife will
cease. Fundamental struggles over the social order are not unique to class-based
agrarian societies. Students of revolution are now reinterpreting the dynamics of
even the classical revolutions. They find that demographic pressures, which produced
rapid urbanization but falling real incomes, generated discontent. The urban popula-
tion, not the peasantry of classical revolutions, provided critical manpower that was
mobilized for political rivalries and riots, and - if the state itself was weakened — that
culminated in social upheaval of a total kind (Goldstone, 1991; Goldstone, Gurr and
Moshiri, 1991).

The profile fits a good many states in the developing world today. A striking
feature is indeed the rapidly growing pressure on resources in Africa, Asia and Latin
America. International mechanisms to provide aid are grossly inadequate, while
domestic institutions are often weak and societies fragmented. As the development
process becomes strained, it may erupt in recurring violence or, more rarely, lead to
a fundamental transformation of society. Revolutionary ideologies need not be
rooted in Marxism, as the rising consciousness of radical Islam demonstrates. When
a struggle of this kind succeeds, refugee flows tend to be large and irreversible, con-
sisting of entire social segments that were linked to the old order. The refugee flows
from the revolution in the Islamic Republic of Iran fit this classic mould. The other
main type of refugee-producing conflict — that associated with state formation -
actually increased in the post-Cold War world. As the political structures of the past
crumbled, ethnic conflicts and nationality problems multiplied in the former USSR
and the Balkans. Parts of Africa and Asia also showed signs of a resurgence — or at
least a continuity — of old ethnic conflicts. India was shaken by sustained violence in
the Punjab, Kashmir and various parts of its north-eastern area. The refugee profile
from ethnic conflicts of this kind is distinct: in the first instance, a people delineated
by ethnic boundaries seeks safety across a state border or, where possible, among
ethnic kin elsewhere.

In so far as conflict is inherent in social change, a range of confrontations
between state and society will continue to produce refugees. The question is what
forms such conflicts will take in the new international context, and how the interna-
tional refugee regime can respond. It will be recalled that the very large refugee flows
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of the past 40 years were linked to the Cold War mainly in two ways: superpower
intervention increased the violence (e.g. in Afghanistan); while support for refugees,
which enabled them to move on a large scale, was an element in the superpower
rivalry itself (e.g. Western aid to refugees from communist states).

The post-Cold War era is likely to differ on both accounts. Intervention will
no doubt continue, but is likely to proceed on two levels ~ by regional actors, and col-
lectively through the UN. The political significance of refugee aid, likewise, will be
reshaped to fit the regional context of international politics which is replacing the
overarching bipolar structure of the Cold War. One particular form of refugee aid is
likely to be permanently phased out, namely large-scale resettlement of refugees
from the developing world to the industrialized states. The Viet Nam refugee experi-
ence will hardly be repeated. Rather, greater efforts will probably be made to “avert”
flows. This can be done either by reducing conflict and flight, as the first root cause
debate called for a decade ago, or, negatively, by denying asylum.

What this may mean in practice is indicated by three refugee approaches or
regimes established in relation to conflicts in the developing world when the post-
Cold War era dawned. Each demonstrates a distinct approach to aid and protection
as well as the underlying causes of flight. Slightly formalized and named after the
individual cases, they are:

(a) The Kurdish approach. An active and innovative regime provided relief
and protection, but a comprehensive refugee policy did not follow. The root causes of
the problem were old and intractable. There was no ready reference for a political
solution, and the UN system was unable to initiate one. The aid function, in other
words, lacked a political counterpart to address the root causes.

(b) The Myanmar approach. A course of paralysis and neglect was largely
set by the states in the region. The refugees received minimal aid, although some
correction was provided through the UN system. Despite formal openings for a diplo-
matic initiative, the regional states made no attempt to address the underlying causes
of flight. No leadership emerged in the UN system to chart an alternate course.

(c) The Haiti approach. The potential for a comprehensive refugee policy
was present but not fully exploited. The regional states utilized the formal openings
for a diplomatic initiative to focus collectively on the root causes of flight. Asylum
policies, however, were restrictive and determined by one receiving state.

Considered in more detail, it is clear that the Kurdish exodus in 1991 evoked
an activist but incomplete aid response which, in political terms, was left suspended.
The revolt of the Kurds that year was only the most recent eruption of an old auton-
omy struggle. The sequence was familiar: a catalytic event brought a long-simmering
conflict to the surface, fighting commenced, and a panic-stricken population headed
for the border. Yet the timing ensured an innovative response. The revolt came just
after an international coalition operating under UN mandate had defeated Iraqi
forces. No longer paralysed by the Cold War, the UN Security Council readily autho-
rized an activist refugee policy. When Turkey closed its borders, the Council approved
the establishment of a secure zone for refugees on the Iraqi side. The historic resolu-
tion of 5 April 1991 declared that international refugees were a matter of interna-

26



TOWARDS A COMPREHENSIVE REFUGEE POLICY

tional peace and security. A newly defeated Iraq could only acquiesce as allied forces
moved in to establish the zone. Subsequently, allied forces withdrew but retained a
presence on the Turkish side of the border. The UN retained a presence in the zone
through another innovation ~ UN guards were assigned to protect relief supplies.

It was a highly interventionist refugee policy, departing from the principle of
providing asylum outside the state (Refugee Policy Group, 1991). In the longer run,
however, the status of the refugee zone was highly uncertain because the root causes
of the Kurdish conflict were left as tangled as before. The nature of the problem — an
ethnic people dispersed as minorities in four, later six, national states and having
armed factions fighting for its own statehood - permitted no ready openings for a UN
solution. The international consensus which had carried thc UN military action
against Iraq was immobilized, its parties recognizing that a continuing Kurdish
refugee problem would figure prominently in the post-Cold War order.

From its interventionist, high-profile role in Iraq, the UN approached near
paralysis in another minority conflict. Also of long standing, Myanmar’s ethnic con-
flicts erupted in renewed violence in early 1992 (Lintner, 1991; Weiner, 1991;
Lawyers’ Committee for International Human Rights, 1992). After suspending the
results of the 1990 elections, the military junta that ruled Myanmar (SLORC) tight-
ened its grip. On the eastern border fighting between Karen rebels and government
forces escalated. On the western border, a long-standing conflict over land and cul-
ture led to a violent expulsion of Muslim Arakanese. Earlier, a sizeable number of
activists from the pro-democracy movement had fled to Thailand. Their plight was
added to the rapidly growing refugee crisis as the Thai Government prepared to
return the exiles to Myanmar. Neither Thailand nor Bangladesh did much to facili-
tate UNHCR access to the refugees.

The junta’s decision to suspend the election results provided a formal open-
ing for the international community to impose sanctions, as did repeated and gross
violations of human rights. It was also clear that restoration of the democratic
process, while hardly sufficient to solve Myanmar’s long-standing ethnic conflicts,
would at least have established a framework for dealing with these problems in a
non-violent manner. However, only mild and uncoordinated international sanctions
were applied.

In part, the explanation is found in the structure of international relations in
the region. Traditionally a national recluse, Myanmar was of peripheral interest to
the superpowers, even during the Cold War. Myanmar’s relations with regional pow-
ers — India, China and ASEAN - remained more important, but they had no com-
mon regional organization that could address the question of Myanmar in the early
1990s. ASEAN could have taken an initiative, but refused to bend the principle of
non-intervention. Key states such as Thailand wanted to maintain good relations
with Myanmar for economic reasons. All ASEAN members had ethnic problems of
their own and feared intrusive external pressures. This stand was shared by China
and India. In the UN, the common problems of ethnic minorities inhibited action.

Between the Myanmar approach of paralysis and the Kurdish approach of
incomplete activism lies the international response to Haiti’s most recent refugee
crisis. It also indicates the conditions under which a comprehensive refugee policy
can develop.
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For years, Haitians had sought to escape misery and violence by migrating.*
While realizing that Duvalier’s rule was at the root of the problem, the United
States continued to support him and, after the exodus of 1980, adopted a dual strat-
egy of interdiction and development aid. Interdiction was effective, the attempted
root cause strategy less so. Export zones designed to soak up labour generated little
development beyond them, and much aid was dissipated by corruption. The export
zones probably acted as a magnet for further out-migration. In the main, as Alex
Stepick argues, United States policy had the unintended effect of heightening
pressure on the Duvalier government, culminating in Baby Doc’s downfall in
1986 (Stepick, 1992). Subsequent attempts to develop civil society were cut short.
Confrontation between the popularly elected president, Jean-Bertrand Aristide,
and the élite-backed military culminated in the September 1991 coup, which again
plunged the country into violence. Refugees started to come out in November,
reaching a total of 15,000 by February 1992.

Unlike the Asian reactions to the coup in Myanmar, the Organization of
American States (OAS) responded with a regional resolve to deny the coup legiti-
macy and restore democratic rule. In a collective move, the OAS imposed an econ-
omic embargo on Haiti and sought to mediate between the contending parties. The
illegality of the coup provided a formal opening, and the OAS had both the institu-
tional capacity and legal tradition to act. Despite growing United States hesitancy,
this made it possible to formulate a root cause strategy. Restoration of Haiti’s elected
leadership was seen as the first step towards a political normalization that would per-
mit reduction of both poverty and violence.

The embargo was incomplete, however, and the refugee part of the OAS
strategy was poorly developed. The embargo worsened the already desperate condi-
tions in Haiti, and contributed to the exodus. In a situation that required temporary
asylum, the failure of the OAS to develop this option left the refugees to the restric-
tive and much criticized asylum policy of the United States. The most radical course
would have been to establish a security zone for refugees inside Haiti, as was done for
the Kurds in Iraq. This would have catapulted the OAS more prominently into the
Haitian crisis and strengthened the rationale for a comprehensive refugee policy.
Owing to the Organization’s anti-interventionist concerns, and to United States hesi-
tancy, this was not done.

As the three cases demonstrate, it is easier to obtain international agree-
ment to aid refugees than to address the causes of outflow. The principle of non-inter-
ference remains the main obstacle and may in fact have been strengthened in the
post-Cold War world as many countries, particularly in the developing world, fear a
more assertive UN or regional bodies. Paradoxically, the global developments by the
end of the 1980s that enlarged the scope for UN action and made a comprehensive
refugee policy possible, simultaneously generated a contrary tendency.

On the other hand, the ideological simplification of a post-Cold War world
has created a growing international consensus in favour of liberal democratic norms.
This provides a ready opening for the international community to insist on democra-

4 The following section draws heavily on interviews in February 1992 with Profs. Alex Dupuy of
Wesleyan University, Alex Stepick of Florida International University, Karen Richmond of the University
of Virginia, and Rick Swartz of Swartz & Associates, Washington, DC.
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tic principles, especially when their collapse is the immediate cause of conflict and
related refugee flows. As the Myanmar and Haiti cases demonstrate, minimal obser-
vance of democratic principles and human rights is a prerequisite for dealing with the
root cause of many refugee flows. To demand that these principles of governance be
observed thus constitutes a central element in a comprehensive refugee policy.

4. New challenges for a comprehensive refugee policy

Two political processes accompanied the dawn of the post-Cold War world -
the trend towards greater democratization within some states, and the eruption of
old nationality disputes threatening others with violent fragmentation. Both
processes are of central concern to the international refugee regime. Failure to stabi-
lize a fragile democratization process could result in a return of social order conflicts
and associated refugee flows familiar from the past. Inability to manage nationality
questions would encourage a recurrence of refugee flows of another kind.

Democratization

The conditions of democratization are nationally distinct, but in both Africa
and Latin America it is evident that the recent democratization process proceeded
despite generally worsening social and economic conditions. In a socioeconomic
sense, the 1980s were “a lost decade” for Latin America, and a decade of decline for
most of Africa (Castaneda, 1990; World Bank, 1989; Ravenhill, 1990). The weak
material foundation of democratization suggests that economic development must
figure prominently in a comprehensive refugee policy. The situation recalls the con-
clusions of the root cause debate in the early 1980s. For Latin America and much of
Africa, perhaps the single most important root cause strategy is to support macroeco-
nomic policies to relieve the debt burden and promote trade.

The trend towards democratization in Latin America has been variously
explained (Smith, 1991; O’Donnell and Schmitter, 1986; Lowenthal, 1987). One the-
ory is that the economic difficulties in the early 1980s overwhelmed even authoritar-
ian governments. Debt repayment and restructuring towards market-oriented
growth required austerity measures which further undermined the apparent advan-
tages of military regimes in comparison with civil society. Alternatively, the enduring
strength of civil society and the accomplishments of political leaders are viewed as
the motivating forces towards liberal restoration. More pessimistically, some warn
that there is not much to explain as only a civil-democratic veneer has appeared. The
military authorities have retained their capacity to seize power but, for the time
being, are content to assert their influence indirectly. The result is a fragile democracy
with a hard edge, aptly called democradura, and possibly a phase in the familiar Latin
cycle of authoritarian-democratic rule.

Against this background, the negative socioeconomic trends of the 1980s
assume great significance. The debt burden starved most Latin American govern-
ments of funds. Regional debt-servicing alone was estimated to be $400 billion for
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the 1980s. Domestic investment in the region declined by about 30 per cent during
the decade; foreign investment fell by 75 per cent. Owing to a lack of investment in
infrastructure, future growth was put in danger, perhaps “for years to come”, as a for-
mer United States ambassador to the region feared (Linowitz, 1988/9, p. 48). The
social costs were accentuated by a demographic pattern which released the baby
boom generation of the 1960s onto an already weak job market. The proportion of the
region’s population living in poverty increased from 35 per cent to 40 per cent during
the decade, according to ECLA (UN/ECL.A, 1991; Stallings and Kaufman, 1989).

Under these conditions, democratization must remain fragile. If it fails,
recent history hints at the consequences. Authoritarian regimes in Argentina, Chile
and Uruguay in the 1970s produced brutal and widespread repression. Not only the
visible members of the opposition were targeted, as often happens when authoritar-
ian rule replaces a régime des parties. The very strength of civil society invited wide-
spread repression. Partly because of the common political and linguistic culture,
many sought refuge elsewhere in South America. Estimates run to 1 million exiles
(Zolberg, Suhrke and Aguayo, 1989, p. 199).

The repression of the 1970s reflected the anti-communist ideology of the
times and strong United States support for the military authorities. A return to
authoritarian rule in the 1990s would be shaped by a different international and
national context. Possibly, economic austerity and socioeconomic discontent would
give rise to a populist-fascist ideology as a legitimizing force. One plausible sequence
is indicated by the Venezuelan case: urban riots over austerity measures and price
increases in 1989 caused more than 300 deaths; in 1992 military factions attempted a
coup but failed despite evidence of popular support. Were a coup to succeed, the
interim growth of the democratic forces makes it likely that widespread repression
and related refugee flows would follow.

Nationality questions

In a post-Cold War world where the permanence of nation states is ques-
tioned, nationality problems may progressively worsen. In the former USSR and the
Balkans, the situation resembled the post-First World War period when both imper-
ial structures and the political order collapsed, giving way to new principles of organi-
zation. In much of Asia and Africa, ethnic divisions have long been politically signifi-
cant and show signs of becoming more so as aspiring nationalities witness the
changing map of Central Asia, the Balkans and the former USSR.

Conditions of economic underdevelopment can easily exacerbate ethnic dis-
putes. Rapid but uneven growth may threaten ethnic compromises. Where develop-
ment is stagnating, resource scarcity typically sharpens ethnic divisions. In parts of
Africa where the combination of weak states and ethnic hierarchies has produced
endemic conflict, the result may be a final fragmentation of existing nation states (e.g.
Sudan, Chad). In Asia, the generally stronger administrative and coercive capacity of
states makes secession difficult, but ethnic conflict will probably remain an enduring
source of violence (e.g. in India and Pakistan).
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It should be remembered that not all ethnic or nationality conflicts give rise
to refugee flows. Continuous tension and temporary violence, followed by a return to
the status quo, are common. In fact, considering the frequency of ethnic conflicts in
the world, the number of related international refugees is quite low. Only when vio-
lence reaches a point where the social contract itself breaks down, and the state is
unwilling or unable to provide protection, are people compelled to seek safety out-
side the country.

When nationality conflicts do generate refugees, the profile is distinct. First
of all, there is a “concentration” principle at work. As observers noted after the First
World War, the collapse of empires leads to an unmixing of nationalities; ethnic
groups move (o join their ethnic kin (Annals, 1939). With the collapsc of the Austro-
Hungarian Empire in the First World War, about 2 million Poles migrated to Poland,
1 million ethnic Germans moved to Germany, and hundreds of thousands of Magyars
went to Hungary. The collapse of the Ottoman Empire had a similar impact as Bul-
garians from surrounding areas moved into Bulgaria while Greece and Turkey
agreed to a formal exchange of populations. Following religious boundaries, Muslims
from Bulgaria, Yugoslavia and Romania moved into Turkey.

These are relatively “solvable” refugee flows. The pattern is the same as in
liberation struggles when the displaced populations can return to their homeland
once the war is over. Population movements of this kind — or even exchanges —can be
a solution to stubborn minority questions, and may be the best course of action if the
alternative is violent conflict or probable death. In some cases, the central question
may be whether to manage the flow (as in the Greek-Turkish exchange of 1922), or
whether to let a spontaneous flow with attendant risks of violence unfold (as during
the partition of India in 1947). Some contemporary nationality conflicts generate
refugee flows that follow the concentration principle, as in the Caucasus. These
refugees require protection during passage and assistance for resettlement, and
resemble internally displaced persons. They rarely place long-term asylum demands
on the international refugee regime.

The massive refugee crisis arising from the former Yugoslavia demonstrates
the opposite tendency: the intensity of fighting and lack of local support or absence
of an equivalent “homeland”, lead to a dispersal of refugees throughout the region
and beyond.

In either case, relocation or exchanges can only be “second best” solutions.
They may become pretexts for expulsion of minorities. Even when a homeland exists,
relocation usually sows seeds of future conflict because the costs of displacement are
great, tend to be unevenly divided (even during exchanges), and leave a bitter legacy.
The main empbhasis, therefore, must be on strategies to contain or regulate conflict.

As the protracted conflict in the former Yugoslavia demonstrates, civil wars
of this kind have long and tangled roots that defy easy solutions. A cumulative crisis
of uneven economic development, stifled democratization, old ethnic animosities and
a sudden collapse of the existing political order culminated in violence in the early
1990s (Golubovic, 1992). Confronting this complex strife was a seemingly paralysed
international community. Regional European mechanisms for instituting order were
poorly developed, and the UN showed little ability to act independently. More funda-
mentally, the very principle of international order was in dispute.
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The Cold War and its particular balance of power as a source of order had
given way to two opposing visions (Myall, 1992; Nye, 1992; Rosecrance, 1992). In the
tradition of realpolitik, one school of thought sought order in a new balance of power,
based on existing nation states regardless of their nature. Against this, the “idealist”
view maintained that order must rest on normative principles upholding national
self-determination and democracy. The former invoked the dangers of mushrooming
violence if existing states were allowed to unravel, revealing an unending series of
minority-within-minority relationships and irredentist demands. The latter claimed
that an international order which defied nationalist aspirations must eventually fail.
As nationalist and democratic forces did not necessarily coincide, confusion mounted
and paralysis set in. The international community which had just proclaimed a new
era of genuine collective security found it could neither mount an effective peace-
making operation in the former Yugoslavia, nor provide adequate relief to civilians.

A comprehensive refugee policy, then, requires minimal agreement on the
principle of order. Using an instrumental yardstick of violence and related refugee
flows, that means maintaining existing states but demanding internal reforms (Zol-
berg, Suhrke and Aguayo, 1989). Minorities rarely have sufficient power to achieve
statehood ; Crawford Young’s conclusion in 1976 was that violent secessionist strug-
gles would generally only result in prolonged violence (Young, 1976). The point seems
valid today. Existing states can still benefit from a deeply imbedded conservatism in
the international system, probably more so after the apparent costs of quick-recogni-
tion policies towards successor states in the former Yugoslavia. To assist in the final
collapse of imperial territories already in an advanced state of disintegration, on the
other hand, might shorten the period of violence, or even prevent it altogether.

While instrumental, this principle of order is normatively anchored. To jus-
tify the legality of existing states, and ward off secessionist as well as irredentist
demands, mutual restraint and tolerance are required. In a historical period when
states are buffeted by the contradictory forces of interdependence and nationalism,
institutionalized pluralism or autonomy arguably represents the best framework for
regulating nationality conflicts. This imposes a responsibility of restraint on minori-
ties and majorities.

International law does not recognize a minority right to statehood, but the
protection of minorities has been codified; in Europe this dates back to the “Capitu-
lations with Turkey” of 1535 (Annals, 1939). More recent attempts were so disas-
trous in their consequences that the idea itself was discredited. The Minorities
Treaties instituted after the First World War were ineffective and unequal, with the
result that the “liberation” of German minorities became a pretext for Fascist Ger-
many’s territorial expansion. As a reaction, international legal instruments adopted
after the Second World War to protect minorities remain weak (Claude, 1955; Thorn-
berry, 1987).

Even under the best of circumstances, a number of nationality or ethnic con-
flicts will remain unsolvable. Enduring, if fluctuating, violence and related refugee
flows will result. A root-cause strategy, therefore, cannot be a substitute for asylum.
Failure to provide asylum may in fact encourage repression in the country of origin
by conveying a negative evaluation of the target group. The point has often been
made with respect to the 1938 Evian Conference — where the United States and
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European countries failed to offer liberal resettlement programmes for Jews fleeing
Germany and Austria — and has a wider application. As the international refugee
regime enters the post-Cold War world, the central challenge is precisely the devel-
opment of a comprehensive refugee policy which preserves the right of asylum and
which encompasses greater efforts to address the causes of flight.

5. Conclusions and policy implications

The international refugee regime currently faces several challenges. The
transition to a new era requires, first of all, that the legacy of the past be dealt with. In
its last phase, the Cold War intensified local conflicts which produced millions of
international refugees. As Cold War tension eased, the regional conflicts were
damped down, but some continued to smoulder, and all presented enormous prob-
lems of reconstruction and repatriation. Unless reconstruction moves ahead, the poi-
son of old conflicts will remain in the post-Cold War world and produce renewed
refugee flows.

The international climate for aid to yesterday’s strategic areas is not
favourable. Europe is experiencing its own massive refugee crisis, and the former
superpowers have either disappeared or show signs of financial exhaustion. To clarify
the importance of sustained aid to “old” refugee crises in the developing world, new
strategic rationales have to be developed. The premise must be that, if left unat-
tended, defused conflicts can reignite. Unwillingness to deal with what already has
the contours of a reconstruction crisis will slow repatriation and probably generate
future strife with renewed outflows.

A second challenge for the international refugee regime is presented by
repressive governments or anarchic conditions in the developing world. Not all local
struggles were “over-determined” by the Cold War: several evolved fairly indepen-
dently and persisted into the new era. These were recurring struggles of “State v.
People” (Hoffman, 1990) formed by their own traditions and social configurations.
Whenever these conflicts erupted into violence, refugees followed, as happened in
Haiti, Myanmar and the Kurdish areas. A root-cause strategy based on economic
sanctions to restore democratic norms and human rights was relevant in at least two
of these cases, but only partly implemented in one.

An international refugee regime concerned with the causes of outflows must
also consider broader development issues in the post-Cold War world. A third chal-
lenge, therefore, is to stabilize the emerging democratization in much of the develop-
ing world. From a refugee perspective, democratization with its attendant respect for
human rights and tendency to solve conflicts through the political process is obviously
positive. The trend towards democratization in Latin America and parts of Asia pre-
dates the end of the Cold War; it is more recent in Africa and geographically confined.
Future prospects, however, are clouded by adverse conditions such as a crushing for-
eign debt, socioeconomic inequality associated with market liberalization, demo-
graphic pressures and rapid environmental degradation. For many observers, the fact
that democratization has proceeded despite these developments is indeed paradoxi-
cal. The paradox may yet resolve itself in a return to authoritarianism or civil strife.
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A fourth challenge arises from disorders developing in the wake of a van-
ished era. The rivalry between the nuclear superpowers provided restraints and a cer-
tain stability. As the old order disappeared — and before new structures of regional or
international order had fully developed - various conflicts erupted to produce both
international wars (in the Gulf) and civil wars (in the Balkans). The civil wars in the
former Yugoslavia exemplify the ferocity of forces unleashed by the end of the Cold
War. By replacing the logic of imperialism with the principle of national self-determi-
nation, the disintegration of the USSR threatened existing multi-ethnic states and
generated an array of difficult nationality problems within the former USSR itself.
New democratic forces were often too weak to restrain a militant nationalism which
bred ethnic intolerance and irredentism.

No single strategy can even begin to address the manifold and complex
forces of conflict in the post-Cold War era. Economic aid by itself is in most cases of
limited relevance ; even when expanded to include broader issues of trade and invest-
ment, aid strategies would affect only some aspects of strife. It follows that a policy
designed to address the sources of refugee flows must be comprehensive in several
senses of the word. More specifically, this means a policy which is:

(a) Multilevel, Effective root-cause strategies must operate simultaneously
on the political, developmental and aid levels. For instance, concern with democrati-
zation and human rights is demonstrably relevant to reducing refugee flows in many
parts of the world. But the material foundation of democratization must be recog-
nized, including structural economic conditions such as the debt burden. Similarly,
aid strategies that emphasize human rights conditionality can, in some cases, reduce
outflows by compelling repressive regimes to desist. An imposed human rights condi-
tionality may, however, be less effective than a strategy which reconstructs the aid
dialogue to include principles of governance in the broader context of development
(Human Rights in Developing Countries, 1991; IBRD, 1992).

Internal and international wars are fundamentally questions of military
power and diplomacy, but aid strategies are also relevant. Reconstruction aid can be
used to promote peace settlements and encourage repatriation, as was tried in
Afghanistan and Cambodia. Economic sanctions may be used to compel repressive
or illegitimate regimes to observe greater respect for human rights, or to induce war-
ring parties to conclude cease-fires. In fact, economic sanctions have historically been
more successful in modifying the conflict behaviour of states than is frequently recog-
nized, the key to impact being the duration and comprehensiveness of the sanctions.

(b) Cooperative. Possibilities for dealing cooperatively with international
refugee problems have increased in the post-Cold War era. As the UN is freed from
the paralysing superpower rivalry of the past, UN agencies have a particularly impor-
tant role to play in formulating and implementing a comprehensive refugee regime
for troubled areas. The leading powers of the new era — notably the United States,
the EC and Japan — must recognize that cooperative efforts form the basis of an
effective and comprehensive refugee policy.

(c) Integrative. Optimally, strategies addressing the causes of conflict should
be integrated with aid to the victims. For instance, a blockade designed to coerce a
repressive regime and reduce violence in the long term is likely to increase the hard-
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ship on ordinary people and increase refugee flows in the short term (as happened in
Haiti). Plans to accommodate these refugees should be instituted along with the
blockade (as did not happen in the Haitian case). Policy integration is also a prereq-
uisite for reversing refugee flows. Thus, support for economic and political recon-
struction will encourage repatriation and prevent renewed refugee flows.

In substantive terms, a comprehensive refugee policy must support princi-
ples of order as well as social justice. Two fundamental lessons from the Cold War are
particularly relevant in this regard. As the so-called regional conflicts of that period
demonstrate, competitive external intervention in local conflicts tends to be counter-
productive by intensifying the violence, prolonging the fighting, and inflating the
refugee flows. Sales or supplies of arms to conflict areas have similar effects, and
undermine both stability and progress when provided to any extent throughout the
developing world. The lessons of the past, then, call for restraint on both competitive
intervention and global arms supplies.

Beyond that, a comprehensive refugee policy must broadly seek to restrain
violence within and among states. This means support for human rights and democra-
tization, minority protection based on mutual respect and tolerance, peaceful change
of boundaries, and crisis management wherever possible. These subjects do not fall
within the jurisdiction of the international refugee regime, yet the failure of these
processes will add to its workload. In order to develop a comprehensive refugee pol-
icy, the international refugee community must concern itself with these issues.

Nevertheless, the prolonged crisis in the Balkans exposed certain basic limi-
tations on a root-cause policy designed to modify the causes of contemporary refugee
flows. Not only were the principles of international order in dispute and the mecha-
nisms for peacemaking and peacekeeping insufficiently developed. The Yugoslav
crisis itself was so complex and intractable that even the best tailored root-cause
policy would have seemed inadequate.

In the final analysis, the case for a comprehensive refugee policy must be
tempered by two considerations. First, social change - like conflict — is a complex
process that often defies predictability and attempts at social engineering. Even
forces heralded as pillars of order and stability have historically proved to be deeply
subversive institutions, as Benedict Anderson has remarked (Anderson, 1992). Sec-
ondly, in so far as social change involves conflict and often violence, attempts to
reduce violence could legitimize a commitment to the status quo regardless of its
nature. It may be possible to envisage a world where economic equality will reduce
international migration; a world without refugees, however, is difficult to imagine
and is scarcely to be desired as it implies a world without social change. The interna-
tional obligation must remain, therefore, to provide asylum to the victims of violence.
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Can foreign aid reduce East-West
migration in Europe, with particular
reference to Poland ?

W.T.M. Molle, J. de Koning and C.Th. Zandvliet

1. Introduction

Basic questions

The question put by this paper is: How large, and in what form, should for-

eign aid be to reduce significantly over one or two generations the pressure on the
labour markets of the Central and Eastern European Countries (CEECs) so as to
prevent large-scale migration to Western Europe ?

The answer we give relies on an economic assessment of the various deter-

minants of the growth and migration process. We have made the following basic
assumptions:

1.

Labour migration in Europe is influenced by many factors, comprising push fac-
tors (e.g. the political situation in the sending country) and pull factors (e.g. high
wage levels in the receiving country). The economic factors among these,
namely, different job access rates and wage levels, are the most important.

Wage differences between East and West are very large, so considerable East-
West migration is likely to occur.

International migration presents more of a problem than a solution to both the
sending and the receiving country if the welfare aspects are considered.

A reduction of migration is a desirable policy goal. Action should therefore be
taken to avoid massive East-West migration.

Effective policy-making must not confine itself to setting rules for immigration
entry, but must attempt to take away the stimulus to migration.

Low-income CEECs need to achieve faster growth than high-income Western
countries if differences in wage levels and job access rates are to be reduced.

As CEECs’ own resources are insufficient to achieve this, international aid is
needed.
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Specific questions flow from these assumptions:

1. What factors determine migration ? Are these different for different categories
of migrant ? Which of these factors can be influenced by policy measures ?

2. How large are these wage differences ? Are they much larger for some countries
than others ? How much migration are they likely to cause ? Is this migration per-
manent or temporary ?

3. Are there cases where different positions need to be taken, e.g. for demographic
reasons ? What type of differentiation by country, age, sex and occupation group
should then be made ?

4.  Who should take action and where will this be done, e.g. the government of the
receiving country, or international organizations ?

5. Are the rules limiting access of migrants to Western labour markets ineffective ?
How effective are economic policies in this respect ?

6. What factors determine the catching-up process? How does the distribution of
income over production factors (labour) come about ?

7. Does aid have a positive influence ? What is the absorption capacity of the
receiving countries ? Which types of aid are the most effective ? What combina-
tions of aid programmes are practical ? What is the role of other determinants in
economic growth ?

2. Aid and development

Development trends in Europe

History shows a widening of economic inequality over Europe. In 1880
international differences in GDP levels were relatively small but between 1880 and
1913 they increased. GDP per head in the countries of north-western Europe
increased on average fourfold, in the countries in the Mediterranean basin it dou-
bled, while in the countries of eastern Europe it increased by only 50 per cent before
the First World War (Bairoch, 1976).

Between 1913 and 1950 these trends were partially reversed. Per capita
GDP growth in Europe was very low on average, at only 25 per cent. Growth differ-
ences between the three main areas were not that great: generally it would seem that
western Europe performed slightly better than eastern Europe, which in turn per-
formed slightly better than the south of the continent.

Since the Second World War, the differences between north and south, east
and west have tended to decrease (Molle, 1990b). Although difficult to establish,
estimates for the years just before the revolutionary events in Central and Eastern
Europe (Summers and Heston, 1988) suggest that there was relatively little difference
between wealth levels in south-western and Eastern Europe, e.g. Czechoslovakia
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Table 2.1. GNP and GNP per capita in Europe, 1989 (based on purchasing power parities)

GNP per capita {dollars)

GNP (billion dollars)

Population {million)

EC North
Luxembourg
France
Germany
Germany, Fed. Rep.
Germany, Dem. Rep.
Denmark
Belgium
Italy
United Kingdom
Netherlands
EC South
Spain
Ireland
Portugal
Greece
EC 12

EFTA
Switzerland
Liechtenstein®
Sweden
Finland
Austria
Iceland
Norway

Western Europe

East Group 1
Yugoslavia (Slovenia)
Czechoslovakia
Yugoslavia (Croatia)
Yugoslavia (Voivodina)
USSR (Latvia)

East Group 2
USSR (Estonia)
Hungary
USSR (Lithuania)
Bulgaria
Yugoslavia (Serbia
Poland

East Group 3

%)

Yugoslavia (Montenegro)

USSR (Moldova)

Yugoslavia (Bosnia and Herzegovina)

Romania

Yugosiavia (Macedonia)

Yugoslavia {(Kosovo)
Albania
Eastern Europe

Total Europe

15476
24681
16379
15720
17 309
9680
15157
15119
14990
14972
14708
9595
10860
8334
7604
7078
14 405

16535
20918
20918
15856
15423
15236
14713
14658
14589

7890
12520
7880
7110
6790
6740
5097
6240
6110
5880
5710
4950
4570
3239
3970
3830
3590
3450
3330
1520
1250
5106

4327.27
9.30
919.84
1232.46
1074.26
158.20
77.79
150.25
862.31
856.95
218.36
597.11
422.34
29.29
74.46
71.02
4924.38

534.28
140.63
0.59
134.66
76.56
116.16
3.72
61.96
5458.67

213.10
24.50
123.30
33.30
13.90
18.10
350.50
9.80
64.70
21.80
51.30
29.00
173.90
129.40
2.60
16.70
16.20
79.80
7.10
3.00
4.00
693.00

6151.11

' GNP is estimated using GNP of Switzerland adjusted in proportion to population.

2 Excluding Kosovo and Voidovina.

279.62
0.38
56.16
78.40
62.06
16.34
5.13
9.94
57.53
57.24
14.85
62.23
38.89
3.52
9.79
10.03
341.85

32.31
6.72
0.03
8.49
4.96
7.62
0.25
4.23

370.16

27.01
1.95
15.64
4.69
2.05
2.68
68.77
1.58
10.58
3.7
8.99
5.8
38.06
39.95
0.65
4.35
4.52
23.14
2.13
1.99
3.17
135.73

509.80

Sources: OECD Nationa! Accounts, vol. 1 1960-1990; PLANECON; World Bank Atlas 1990. Adapted from Wijkman, 1992.
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Table 2.2.  Catch-up rates of growth for East Group countries in relation to the EC,

1990-2020
1990 % 2020
EC 15000 23 30000
East Group | 7000 3.2 18000
6000 3.8 18000
East Group |l 5000 4.4 18000
4000 5.1 18000
East Group il 3000 6.2 18000
2000 7.6 18000

was on a par with Spain, and Hungary and Poland were in the same group as the
lower-income Western European countries of Portugal and Greece.

The economic and political upheavals in Eastern Europe have radically
changed the picture. Large sectors of the economy have been cut off from their tradi-
tional markets. Production and consumption levels are difficult to establish. On the
basis of the partial evidence available (e.g. in Debs, Shapiro and Taylor, 1991) growth
in 1989, 1990 and 1991 was negative in most CEECs; in some cases economies shrank
by 25 per cent. Given Western Europe’s growth, we may conclude that over the past
few years the economic disparity between Western and Eastern Europe has signifi-
cantly increased (by more than 25 per cent).

The 1989 figures on differences in GDP per head in Europe (Table 2.1) are
indicative of the present situation: average income levels in the East are only one-
third of those of the West. There are significant differences within each of the two
groups. The ratio between the richest Western European country (Switzerland) and
the poorest Eastern European country (Albania) is 17 (US$ 20,900 to US$1,250).
However, the ratio between Germany and Poland is 3, equal to the average between
Western and Eastern Europe.

Assuming that these figures give a representative picture of the difference
between Western and Eastern Europe, we can then calculate the gap that Eastern
Europe has to span. To do this, we first assume that the mature economy of Western
Europe will grow over the next thirty years (one generation) at its historical long-
term growth rate of some 2.3 per cent a year. We next assume (see e.g. Molle and van
Mourik, 1989) that an income gap of 1 to 3 can be sustained without giving rise to
large-scale migration. With the set-back of recent years, Eastern European countries
will have to realize growth rates of 4 per cent to 7 per cent over the next 30 years (see
Table 2.2). Such growth rates are realistic by historical standards.
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Growth factors

Inputs

Differences in the supply of inputs determine differences in growth rates.
According to the neoclassical production function, labour (total employment, hours
worked, age and sex distribution, and education), capital (investment in machinery,
dwellings and international assets), and productivity growth (residual) are necessary
for growth. A disadvantage of this input approach is that the explanatory factors are
themselves in need of explanation. Indeed, to state that the postwar growth of the
Federal Republic of Germany is due to an increase in immigrant labour is unsatisfac-
tory. An explanation is also needed as to why this country increased output to such an
extent that it needed so many additional workers.

Markets

Growth is accelerated by markets. Their influence leads in turn to competi-
tion, economies of scale, learning effects, etc.

Growth is also dependent on the relation between import and export prices
- the terms of trade. The hypothesis is that countries faced with high prices in their
import markets (e.g. because of an oil shock) and with low prices in their export mar-
kets, will show lower growth rates than countries in more favourable circumstances.

The “new growth theory” (e.g. Grossman and Helpman, 1990) stresses the
interrelation between trade policies based on competition and endogenous human
capital improvement and technological progress. Under certain conditions, such
trade speeds up growth in both the rich North and the poor South.

Infrastructure

Productive investments are useless if not accompanied by complementary
investments in infrastructure. Regional economists stress the need for a good transport
infrastructure (ports, airports, roads, railways), and for good telecommunications.

Government and culture

The smooth functioning of the private sector is heavily dependent, among
other things, on an efficient legal system, the absence of corruption, and the knowl-
edge that decisions made by the courts will be followed. This can be termed effective
political organization and administrative competence (Reynolds, 1983).

Growth is enhanced by institutional flexibility. The rapid postwar growth seen
in the Federal Republic of Germany may have been due to the breakup of many spe-
cial interest groups by the Nazis and the Allied Powers; similarly, the slow growth of
the United Kingdom may have been the result of the immobility of its social structure.

Different motivational factors among various religious groups can also lead
to differences in growth performance (Hofstede, 1991).
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Naturally, many of the growth factors cited here are closely interrelated, so it
is difficult to isolate any one of them. Neither is this list exhaustive. In addition, much
emphasis has traditionally been given to natural resources, while recently the con-
cern for sustainable development has focused on preserving them.

Aid programmes

Many countries perform very poorly in relation to almost all the above factors,
and consequently have very slow growth. In an attempt to accelerate growth, govern-
ments have concluded bilateral aid agreements, and international organizations have
established multilateral aid programmes. Some programmes help to promote trade
(access to developed country markets), while others enhance foreign direct investment
(private capital) in less developed countries (LDCs). Although both types of activity
are extremely important in the case of Eastern Europe,' they will not be discussed here.

International aid is a transfer of resources on concessional terms. Much of it
is official development assistance (ODA). This includes concessional loans that are
given by official agencies with the objective of promoting the economic development
and welfare of the recipient country, and that have a grant element of at least 25 per
cent (in terms of the real cost compared to the cost of market loans — see OECD,
1990a). Another important form of aid is technical cooperation. This includes assis-
tance, nearly all in grants, targeted at two types of people: recipient country individu-
als receiving education and training abroad; and experts working in recipient coun-
tries on, e.g. the educational and training system, capital market operations,
industrial and infrastructural projects, and policy formation. A third category of aid,
emergency food aid, is not discussed here, as it is not a structural entity.

In the past, CEEC:s did not qualify for developing country international aid;
indeed, some of them were aid donors (OECD, 1990a). They received support in the
form of loans, and as a consequence some CEECs have a significant external debt.

Countries in the transition period are experiencing difficulties in repaying
their debt: for Poland this has led to a debt reduction and rescheduling agreement with
creditors. CEEG:, in fact, have an urgent need for extra financing for several reasons:

®m to improve their capacity to import end products, thereby enhancing competi-
tion and improving productivity; this in turn cuts costs and reduces inflation.
This policy helps to ensure supplies of consumer goods, and will be a stabilizing
factor during the transformation process;

B toincrease the stock of modern capital goods; the pace at which machinery is
renewed can be accelerated, leading to productivity increases. This often accom-
panies the transfer of technical know-how and managerial skills;

®  to build up a stock of hard currency, needed to underpin the convertibility of the
currency.

! See in this respect for trade: Collins and Rodrik (1991), Wang and Winters (1991), Hamilton
and Winters (1992) and Havrylyshyn and Pritchett (1991). For the importance of FDI in the catching-up
process of southern Europe see, for example, Morsink and Molle (1991); for recent changes in the rela-
tions between CEECs and the EC see e.g. Gautron (1991) and in a more popular way, Merritt (1991).
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Tt is difficult to assess the extent to which extra capital is needed for the tran-
sition process, but requirements are substantial (Debs, Shapiro and Taylor, 1991). It
is equally difficult to estimate the amount of foreign capital required to finance the
structural development of CEECs to enable them to catch up with the West. Figures
range from $ 20 billion to $ 200 billion a year (Wersch, 1991). The first is an estimate
by the European Community (EC), based on the experience with Structural Funds.
The second is by the Centre for Economic Policy Research (CEPR) in London,
based on a very high growth assumption. This capital requirement could be met from
private or public sources in the form of loans or grants, etc.

The different figures for capital have very different macroeconomic effects.
A critical analysis of these effects (Bcrgeyk, Noe and Oldersma, 1991) leads to the
conclusion that aid figures beyond $ 20 billion exceed the absorption capacity of
CEECs. With $20 billion aid, it is estimated that growth of GDP per head in CEECs
will be 3 per cent a year for the present decade. EC experience would indicate, how-
ever, that support can gradually be stepped up and that, under conditions of integra-
tion, growth rates of 4 to 6 per cent are consistent with the “catching up” scenario of
the previous era.

Current aid programmes of national governments, the EC, and the interna-
tional aid agencies take into account many of the determinants of growth, such as
providing guarantees for private investments, supporting labour and management
training, and technology transfer.

Impact of aid on development

Aid is given to enhance the economic development of the beneficiary. But
does it achieve this?

Critics believe it does not (or at least not enough). Some criticisms are that:
aid takes away the urgency for reform of the system; it decreases the savings ratio
and increases consumption without improving productive capacity; if used for the
productive system it is often poorly oriented in technological and market terms; it
benefits the donor more than the recipient; and as its objectives are unclear, perfor-
mance cannot be checked.

However, aid has its supporters (Cassen et al., 1986). By removing bottle-
necks to development, in its provision of capital, in terms of infrastructure and in the
formation of human capital etc., aid does indeed contribute to economic perfor-
mance. This is not to say that all aid has been positive, but that, on balance, it has
achieved a positive effect. But its effectiveness critically depends on the specific form
chosen and on the policies of the recipient countries.

Aid to CEECs has been practically non-existent. Moreover, the economic
systemn in these countries has changed. So an analysis of the effectiveness of past aid
schemes to the countries of this region is of little use.

Within the developed world, the aid programmes forming part of the EC
“cohesion policy” can be used as a basis for comparison. They are designed to step
up the economic growth in member States that are facing either industrial restructur-
ing or underdevelopment in a modern sector. These aid programmes are large and
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have considerable impact. For example, the total amount of support from structural
funds given to countries such as Portugal and Greece amounts to 2 per cent of GDP
and 7 per cent of total investment (Commission of the European Communities,
1991). The programmes are thought to be responsible for a significant proportion of
recent growth, in Portugal especially. More systematic evaluations of the impact of
intra-European aid programmes are rare. One attempt to measure the macroeco-
nomic effects of the structural funds (Marques-Mendes, 1990) reaches a positive con-
clusion on their influence in reducing disparities, and suggests that more aid would
bolster growth even further. Such an increase in resources was agreed upon in Maas-
tricht (the Cohesion Fund).
On the basis of this preliminary evaluation it would seem that:

aid programmes are, on balance, effective (depending on conditions, etc.);

m  aid to Eastern Europe needs to be gradually stepped up to at least $ 30 billion to
$ 40 billion a year, in order to attain a convergence of GDP levels in 2020 that
practically eliminates the need for mass migration from East to West;

B once the transitional stage is over, aid should be oriented towards increasing pro-
ductive capacity of the recipient countries (see the list of growth factors above);

®  aid will be ineffective unless it is set within a framework of liberalization of goods
and services between the EC and CEECs.

3. Analysis of migration

Migration trends

The recent new wave of mass migration from Eastern to Western Europe
has not reached previous levels, nor is it likely to do so in the next few years. This
analysis assumes that East-West migration will continue, and probably grow, in the
near future.?

The exact number of East-West migrants is hard to establish. There are dif-
ferences between the statistics of sending and receiving countries, and only a few fig-
ures are available on unofficial flows. Figure 2.1 and Table 2.3 give some idea of migra-
tion trends. It is not certain that every migrant reported there still lives in a Western
European country, but there is no information on the rate of return migration. It must
be borne in mind that some people emigrate to other parts of the world, especially to
North America. Okdlski (1991) estimates that around 80 per cent of the official and 70
per cent of the unofficial emigrants from Poland go to Western European countries.

2 For discussions on the expected size of the migration see van der Kaa (1991a) and proceedings
of several conferences on this subject, such as Vienna (24-25 January 1991, Council of Europe, Conference
of Ministers and 5-7 March 1992, organized by the Institute for Advanced Studies, the International Insti-
tute for Applied Systems Analysis, Laxenburg and the Institute for Future Studies, Luxembourg) and
Paris (21-25 October 1991, organized by EAPS/IUSSP/INED).

3 There is some information on this subject concerning Poland. Okélski (1991) points out that
approximately 30 per cent of the people who extended their stay abroad in the period 1981-88 returned to
Poland. However, it is after this period that the emigration rate increased.
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Figure 2.1. Trends in emigration from Eastern Europe, 1980-89
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Source: Okalski, 1991.

It is evident that over the last four to five years the number of migrants has
risen considerably. These numbers include repatriating Germans (Aussiedler), asy-
lum-seekers and tourists who extend their stay in Western Europe in order to find
employment or residence. The main sending countries are Poland and the former
Yugoslavia and, in recent years, the former USSR. Germany is by far the most
important destination country for migrants, both for the Aussiedler and others. How-
ever, in terms of the size of its population, Austria has experienced the most immigra-
tion, in gross, if not net, terms.

Other significant migration flows from Eastern Europe can be found
between the former USSR and Israel, and Bulgaria and Turkey. It is very likely that
similar flows are occurring within the former USSR, with the building up of new eth-
nically oriented states, but it is uncertain whether these flows will give rise to East-
West migration. This will bring Poland, Czechoslovakia and Hungary to an interme-
diate position, receiving migrants from the East and sending migrants to the West.
People from the former USSR are already working illegally in Poland, especially in
construction, small textile enterprises (where women predominate) and housekeep-
ing. According to some estimates there are about 150,000 foreigners working in
Poland, mostly in the private sector. This economic migration reflects a willingness by
workers to accept low wages, but still earn a relatively good income by converting
wages at a high black market dollar exchange rate in the former USSR. Another
source of a potential migration flow is the 1.2 million people of Polish origin living in
the former USSR (Oschlies, 1989).
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There is little information on migrant characteristics. The majority are
younger or middle-aged, and well-educated (with tertiary or secondary education).
The information on Polish migration confirms this picture: in the 1980s emigration
absorbed nearly the entire increase in the working age population, while the size of
the younger portion of the potential labour force declined. There was also a “brain
drain”: the number of tertiary educated emigrants was identical to (and for physicians
and engineers even higher than) the number of university graduates (Okdlski, 1991).

Because of the predominance of the Aussiedler in total emigration to West-
ern Europe, the number of emigrating children is comparatively high.

From the scarce information available on emigration from other Eastern
European countries, emigration characteristics would appear to be similar to those
for Poland.* There is no information on the occupational status of the migrants.

Another issue is whether migration is permanent or temporary. There are
some indications that under today’s circumstances — it is now easier to leave and
return to CEECs - the number of temporary migrants to the West is growing; an
exact distinction is difficult to make, however, as much “temporary” migration lasts
more than several years (Okdlski, 1991). Purely temporary residence often coincides
with holiday and seasonal work in the West.

Economic, political, demographic and social factors relating to migration
sometimes coincide. It is useful to distinguish the following types of Central and East-
ern European migrant (Okdlski, 1991; van der Kaa, 1991b):

1. legally recruited migrant workers;
2.  members of reuniting families;

3. minorities returning to a homeland;
4

those leaving for the home country of a spouse recently married (marriages by
partners of different citizenship);

e

political asylum-seekers;

6. migrants settling in the centres of old emigration through extended visits to rela-
tives or friends;

7. illegal migrants not covered by one of the above categories.

Generally speaking, migrants in categories one, and five to seven, are young,
well educated and male. The other categories consist mainly of women, children and
middle-aged people. This is certainly true for Poland (Okdlski, 1991). Until recently,
migration to the West consisted primarily of categories one to five, especially legal
workers (from Yugoslavia), returning minorities (Aussiedler from Poland, Romania
and the USSR), and asylum-seekers. Categories six and seven have assumed greater
significance in recent years, now that return visits have become less awkward.

Two further elements should be discussed.
(1) The “new” East-West migration adds to the inflow of migrants from Third
World countries to Western Europe. Van der Kaa (1991a) estimates that the net

4 See for instance Dovényi (1992) on the characteristics of Hungarian emigration over recent
decades.
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official inflow of migrants will be between 250,000 and 350,000 people from other

continents. These flows are at the moment dominated by the first and second

waves of members of reuniting families from the former recruitment countries

(e.g. Turkey, Morocco, Tunisia and Algeria). The number of asylum-seekers and,

probably, illegal migrants has also increased in recent years. This is of special

importance, as it leads to significant problems:

(a) agrowing unwillingness among the Western European population to accept
immigration;

(b) competition between immigrants from East and South, both on the legal
and illegal labour market. This will gave way to the replacement of illegal
(and probably legal) employees from the South by illegal workers from
Eastern Europe.

(2) It has to be kept in mind that the Western European countries have a long tradi-
tion of emigration, but not of immigration. The legal and political system is not
well equipped to formulate a consistent immigration policy in the short term.
The EC is confronted with different approaches to immigration in its member
States - the Treaty of Maastricht does not even include a common policy towards
immigration.

A few lessons can be learned by comparing the new migration trends with
earlier movements. When labour was first recruited in Mediterranean countries,
there was a belief that migrant workers would return to their home country after a
period of time, and that their earnings and newly acquired skills would contribute to
the growth process there. Neither of these happened to any great extent.

With respect to return migration, a distinction should be drawn between the
migrants from developing countries of northern Africa and the countries of southern
Europe (Italy, Spain and Portugal). The majority of the guest workers from the first
group of countries remained in Western Europe and family members joined them
later;® a number of those from Spain and Portugal returned in the early 1980s when
the economic situation there turned relatively favourable. Is migration from Poland
comparable to the first or second group ? According to the starting level of per capita
income, a comparison with the countries of southern Europe would seem appropriate.

The migrants’ contribution to the economic performance of their home
country has in all probability been moderate (Keely and Tran, 1989).° Only a small
part of remittances has been used to enlarge the productive capacity of the home
country. So far it seems that the same applies to remittances to Poland, most of which
are spent on consumption and house-building; only a small proportion is invested.

Because in the past most guest workers from the South were employed in
low-skilled and unskilled work, there was little skills acquisition. It is probable that
temporary or seasonal migrants from Poland find themselves in the same position.

3 For example, migration from Turkey and Morocco to the Netherlands was during the 1980s
three to five times higher than in the opposite direction. Annually in recent years, only one per cent of the
Moroccan and two per cent of the Turkish population in the Netherlands have returned to their home
country. This trend will probably continue.

® The possible exception to this may be the former Yugoslavia, where remittances have become
a source of small-scale capital (Adamkiewicz, cited by Okdlski, 1991).
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Most of them perform the same kind of job as the early guest workers, and under the
same conditions. It is questionable whether such jobs will provide useful skills for
restructuring the former communist economies and for improving growth. Apart
from any psychological effects,’ the impression absorbed by these foreign workers of
the West’s economies and working conditions, etc., will be very biased. Such jobs pro-
vide few opportunities for skills enhancement, knowledge of working organizations
and experience of market forces.

The recruitment of labour from countries with a totally different culture and
language (e.g. Arab countries) during the 1960s and 1970s shows that cultural and
language differences, often regarded as significant barriers (the so-called “social dis-
tance”) to migration, can be overcome by the importance of the economic motive.
Low-skilled and unskilled jobs do not require linguistic fluency. Cultural differences
between Eastern and Western Europe may also be less important than those
between Western Europe and the former recruitment countries.

There is a huge difference between the situation of the labour markets in
Western Europe during the 1960s and 1970s, and the present situation. In the 1960s
labour shortages slowed economic growth. At the moment unemployment is high
nearly everywhere, despite labour shortages in some sectors and occupations.

Push factors

There is little disagreement over the main push factors in the rise in emigra-
tion from Eastern Europe. Apart from political refugees, the motives for migration —
whether for family reunification, visits to relatives and friends, etc. — seem to be pri-
marily economic: low income, rising unemployment, lack of employment opportuni-
ties, the breakdown of old social security systems, bleak employment prospects, and
lack of capital. Other factors may be added: disbelief in government institutions,
greater inequality in income distribution, lack of good housing, corruption and a poor
environmental situation. A belief that the situation will not improve in the coming
years is also a pertinent factor (Okolski, 1991; Oschlies, 1989). These factors seem to
hold for the whole of Eastern Europe. For Poland two additional factors can be men-
tioned: the comparatively liberal visa policy adopted in the early 1980s, and the long
tradition of emigration.® The former Yugoslavia used to have an emigration policy
and there are still government agreements with Germany and the Netherlands.

The position of some ethnic minorities, e.g. Jews and Armenians in the for-
mer USSR, Turks in Bulgaria, even Russians in the different countries of the former
USSR, can be seen as another important push factor. Gypsies in different countries
find themselves in a similar position. The assumption is that they will continue their
movement to the West (van der Kaa, 1991a).

7 Ok6lski (1991) mentions the “double-life” aspects of the illegal migrant: hard work in the
West as opposed to spurious work in the home country, discrimination as opposed to preference, living and
working in humiliating conditions as opposed to displaying “millionaire manners”, etc.

8 There are large so-called “Polonia” in the United States (8.4 million) and Germany (800,000),
but also in other Western European countries such as France, Belgium and Sweden, and in the former
USSR (Oschlies, 1989).
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Because economic motives play an important role in the migration process,
developments within the labour market can often give an indication of the scope for
earning income in the home country. For reasons of data availability, the discussion
will focus on the situation in Poland. Although Poland has a social security system,
unemployment and social security benefits are comparatively low and of short-term
duration; unemployed people consequently have to search for additional income.
Until September 1990, every person registered as unemployed was entitled to receive
unemployment benefit. The rules have since changed: someone claiming unemploy-
ment benefit must now have worked for at least 180 days during the previous 12
months. Another requirement is that a recipient of unemployment benefit must make
a monthly visit to the labour office and be ready to start a job. Since the beginning of
1992, unemployment benefit has been paid at a flat rate of 36 per cent of the average
wage ; the benefit is paid for 12 months.’

The information available on the Polish labour market (Kotowska, 1991;
Goéra, 1991a) indicates some remarkable developments, many with reference to
international migration. The following conclusions can be made:

(1) Over the next few years a substantial rise in the labour force is to be expected,
now that more young people are entering the labour market. The working age
population will grow by approximately 3.5 million by 2010. This represents 54
per cent of the anticipated increase in Europe’s total population.'” The fact that
young people are currently remaining in the educational system longer, espe-
cially at university, may indicate a worsening of job opportunities for them.
Other reasons for this might be to increase their chances of working in Western
countries, or to obtain additional income through an educational grant.!!

(2) As a result of the fast process of restructuring, unemployment increased from
around 100,000 at the end of 1989 to 1,845,000 at the end of 1991, i.e. almost 10 per
cent of the labour force. It is uncertain when the increase in unemployment will
stop. Recent projections indicate a further linear growth up to 3.5 million people,
i.e. 18 per cent of the labour force, by the end of 1992.'2 In July and August 1991
nearly 500,000 people lost their jobs, but not all became unemployed. There is no
information on the duration of unemployment, but the rise in the unemployment-
to-vacancy ratio suggests that most people who lost their jobs are still unemployed.
This can be deduced from the fact that during 1990, 1.5 million people became
unemployed, but only 300,000 moved from unemployed to employed.

9 Previously, on the basis of the New Law of September 1990, unemployment benefits were 70
per cent of the last wage for the first three months of unemployment, 50 per cent for the next six months
and 40 per cent afterwards. A benefit cannot be lower than 95 per cent of the minimum wage level and not
higher than the average wage. People who receive a pension or social security benefits, (co-)owners of
farms and people who have their own business are excluded from unemployment benefit. Mass redundan-
cies are subject to special legislation; some of those made redundant may receive 100 per cent of the aver-
age of their previous six months’ wage.

OUN, 1991.

1 According to one of our informants from Poland, the number of first-year students has dou-
bled compared to last year’s entrance. She also mentioned that the scholarship grant is significant.

2 Information received from Prof. Borkowska.

13 Géra (1991a). Apart from outflows to employment (275,000), in 1990 some 100,000 unem-
ployed people were placed in public works, 10,000 in training schemes, 30,000 received loans to start their
own business and 30,000 were employed in new enterprises offered state loans.
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The process of restructuring leads to a loss of jobs, especially in the industrial
sector. As a consequence, unemployment is comparatively high for people with
a vocational education and for young people (those under 25) (see Figures 2.2
and 2.3). For unemployed industrial workers, it is often hard to find jobs in the
service sector.

In Poland - as in all CEECs - female participation rates are very high. The tran-
sition process has made it very difficult for them to find new jobs. The unemploy-
ment-to-vacancy ratio is three times as high for women as for men (Figure 2.4),
leading to less family income. However, unemployed women are less likely to
emigrate than men. In this sense, higher unemployment need not necessarily
mean more emigration.

There are also geographical differences. In general, the unemployment-to-
vacancy ratio was by the end of 1990 lower in big cities and in highly industrial-
ized regions (Géra, 1991a). The position of unemployed people in small towns
and rural areas is bad; in many cases the enterprise that dismissed them was vir-
tually the only one in the area. A similar problem arises in areas with only one
type of industry, e.g. in Lodz (textiles), Walbrzych Katowice (coalmining and
metallurgy).

In urban areas unemployment among younger and vocationally educated

people is high owing to restructuring, while in rural areas agricultural restructuring
will lead to unemployment among older and poorly educated people. More than half

Figure 2.2. Employment and unemployment by education, Poland, 1991, first quarter.
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Figure 2.3. Percentage unemployment by age group, Poland, 1991, second quarter.
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Figure 2.4. Unemployment-to-vacancy ratio by gender, Poland, January 1990 — August 1991.
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the labour force employed in agricultural activities is older than 45, whereas the fig-
ure for those in non-agricultural activities is 20 per cent to 25 per cent. The vast
majority (80 per cent or more) of these older people are unskilled workers. Among
this group there are 2 million “peasant workers” — people who work in industry, but
who also own and work small plots of land. They are of particular importance
because, according to the law, they are not entitled to receive unemployment bene-
fits. Many peasant workers left their previous job voluntarily, as they had an alterna-
tive activity.

Employment in public administration, medical care, education, and cultural
activities, i.e. those areas that depend on the state, may fall over the next few years as
aresult of the growing state deficit. This will occur mainly in larger urban areas.

It cannot be stated with any certainty that unemployment by itself causes a
high rate of emigration.'* The lack of employment opportunities is probably the
major influence. However, there is a shift in employment from agriculture and indus-
try to service activities (Gdra, 1991b), although the rise in employment in the service
sector is too small to make up for the significant losses in agriculture and industry.
Neither is it certain where unemployment will peak : through a combination of struc-
tural and cyclical components, it is estimated that unemployment could reach 25 per
cent to 30 per cent.”

The high rate of forecast unemployment suggests that there is a large poten-
tial for migration in Poland, especially among younger people. In 1989 Oschlies con-
cluded that younger, more active and better educated Poles had a high incentive to
leave; those remaining in Poland understood and often supported this decision. The
latest survey (January/February 1992) shows that 60 per cent of young people in
Poland (18-24 years) were ready to go abroad.!®

Pull factors

Apart from the higher standards of living in Western Europe, there are
some specific factors that induce higher migration rates. These are:

1. The demographic element. The population in Western Europe will show very lit-
tle growth over the next few decades, as a result of low fertility rates, often below
replacement levels. The populations of the Federal Republic of Germany and
France have fallen in recent years. In the Netherlands one of the issues is
whether the social security system, especially retirement benefits and the health
system, can be financed in the near future. On the labour market employers are
confronted with a declining supply of young, relatively cheap, labour.

14 It is even a question of whether migrants are unemployed. Information received indicates
that it is possible to obtain a long period of unpaid leave without losing one’s job.

15 Labour hoarding — decisive for the structural component — is estimated to have been around
30 per cent (G6ra, 1991b). However, participation rates fell and production declined (GDP sank by 12 per
cent in 1990). The outcome of the process is hard to predict, but a maximum rate of unemployment of 30
per cent seems “reasonable’.

1 Information received from Prof. Borkowska; 60 per cent represents almost 3 million people.
The question remains how many of them actually take the decision to go.
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2. The growing underground economy in Western Europe, with irregular employ-
ment opportunities for people from Eastern Europe. They accept wages and
labour conditions inferior to the norm."”

3. The presence of older emigrants in the countries of destination, especially Ger-
many (the “Polonia”).

4. The system of work permits in the EC for non-EC citizens (in the case of
Yugoslavia in the form of intergovernmental agreements). This system enlarges
the emigration network.

The importance of migration networks, or migration chains for family reuni-
fication, should not be overlooked. Preliminary evidence from research into the ille-
gal Netherlands labour market, conducted by the Netherlands Economics Institute
(NEI) suggests that a majority of illegal workers from the former recruitment coun-
tries of Turkey and Morocco obtain a job through family or friends.

A lack of cultural differences and the ability to speak the language of the des-
tination country also diminish the obstacles to migration. Cultural differences will fur-
ther decline in importance as sociocultural contacts between East and West increase.

Eastern Europeans can find jobs in the legal labour market through the sys-
tem of work permits, and in the illegal labour market. The legal opportunities are
generally restricted to the lower and unskilled segments of the labour market, as a
result of excess supply in other segments of the market in most Western European
countries.'® However, even for some low-skilled jobs, employers have difficulty in
finding workers. In recent years in the Netherlands, temporary work permits have
been granted to several hundred Polish workers for seasonal work with flower bulbs.

Germany follows a more liberal policy than most Western European coun-
tries, especially in the border areas, but legal openings are limited even there.
Because employers face difficulties in recruiting personnel, they want a less strict sys-
tem of work permits for non-EC citizens. There is no doubt that employers cast envi-
ous glances at the skilled labour potential in CEECs, especially Poland. The changes
in vacancy rates in recent years in the Federal Republic of Germany and the Nether-
lands (see Tables 2.4 and 2.5) indicate a growing requirement for industrial workers.
However, it must be remembered that employers’ motives for demanding illegal
employees include their needs for flexibility in labour supply, and lower costs (which
compensate for lower productivity).”®

7 Honekopp (1991) argues that the immigration of recent years has not yet found expression in
formal employment of Eastern Europeans in Germany: this has grown from 20,000 in 1980 to 54,000 in
1989. Okadlski estimates that in this period 267,800 Poles emigrated unofficially to (the former Federal
Republic of) Germany.

18 European legislation states that non-EC employees can be employed only when labour
with the necessary qualifications cannot be hired a) in the home country, or b) in one of the other mem-
ber countries.

19 There are no signs that such a productivity gap actually exists. Skilled labour requires practi-
cal experience, which most Eastern European skilled workers have.
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Table 2.4. Hard-to-fill vacancies by occupational class, the Netherlands, 1990

Occupational class Total number Vacancy-rate Number of %
of vacancies hard-to-fill hard-to-fill
vacancies vacancies
Plumbers, welders, etc. 7100 6.2 5400 76
Construction workers 6500 3.7 4800 74
Electrical mechanics 4000 3.8 2400 60
Nurses 4400 . 2300 52
Metal workers 3700 2.4 2100 57
Hotels and catering 3300 2.1 1800 55
Food workers 2300 3.8 1700 74
Other domestic professions 2900 1.4 1600 55
Architects, engineers, etc. 2900 . 1500 52
Agricultural workers 3500 3.0 1200 34
Mechanical workers 1700 3.6 1200 71
Statisticians, computer specialists, etc. 2900 24 1200 41
Managers, etc 2100 0.9 1000 48
Technicians, etc. 1500 . 1000 67
Clothing workers 1200 4.4 800 67
Painters, etc. 1100 2.6 800 73
Furniture and wood products workers 1000 45 700 70
Subtotal 52100 22 31500 60
Total number of vacancies 104700 1.9 49300 47

Source: Ministerie van Sociale Zaken en Werkgelegenheid (Ministry of Social Affairs and Employment),
Rapportage Arbeidsmarkt {Report on the Labour Market), 1991.

As a consequence of the limited legal demand for Eastern European labour,
most Eastern Europeans who are willing to work in the West temporarily depend on
the illegal labour market. There are firm indications, especially from the research
mentioned above, that the number of such job opportunities is growing. Employers’
motives include:

1. The lower cost of this kind of labour, as a result of
(a) Strong price competition for products on the local and international mar-
kets. This usually occurs in sectors that would not survive in Western Europe
under normal conditions.
(b) The need for higher profits. In this case working conditions are very poor
and labour exploitation may be an issue.

2. Problems in finding labour. Three categories can be distinguished:
(a) Skilled workers (secondary level vocational labour) in which Western
Europe is lacking.
(b) Workers for comparatively bad working conditions, e.g. pay at minimum
wage levels, heavy physical labour (in agriculture and some industrial occu-
pations), or bad environments (noise, foul air, etc.).
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Table 2.5. Vacancies (1987 and 1990) and vacancy rate (1987) by occupational class,

Federal Republic of Germany

Qccupational Employment Number of Vacancy Average annual
class {'000) vacancies rate growth in number
of vacancies (%)
1987 1987 1990 1987 1987-1990
Agricultural, etc. 903.6 7679 17 158 8.50 26.8
Agricultural 845.7 6389 15311 7.55 291
Forestry 58 1290 1847 22.24 12.0
Mining 93.1 103 120 1.1 5.1
Mining 93.1 103 120 1.11 5.1
Industrial occupations 83725 66179 135227 7.90 238
Brickworkers 323 355 890 10.99 30.6
Building materials 40.6 246 575 6.06 28.3
Chemical workers 239.1 1468 3071 6.14 246
Paper 46.3 491 1167 10.60 28.9
Printing industry 148.8 1288 2317 8.66 19.6
Wood products 37.7 377 972 10.00 31.6
Metal workers 535.3 3639 8512 6.80 283
Mechanical workers, etc. 1941.3 13844 29143 7.13 248
Electricity 700.1 5625 12090 8.03 25.5
Assembly workers 295.2 2586 6561 8.76 31.0
Textiles/clothing 316.7 2378 4348 7.51 201
Leather, etc. 729 632 927 8.67 12.8
Food 607 10 469 19603 17.25 209
Construction workers 901.5 12 349 24635 26.53 52.1
Furniture 301.2 2884 6531 9.58 27.2
Painters, etc. 277.8 2747 5227 9.89 21.4
Inspectors, dispatch 339.1 1526 4018 4.50 323
Other production workers 1197.2 2111 2802 1.76 9.4
Train drivers 342.3 1164 1838 3.40 15.2
Technical 16021 16 699 18077 10.42 2.6
Engineers, chemists, etc. 597.4 10755 9837 18.00 0.0
Technicians 768 3636 4295 4.73 5.6
Specialists 236.8 2308 3945 9.75 17.9
Services 15372.6 81187 142885 5.28 18.8
Sales 2100.4 13714 23399 6.53 17.8
Bank employees, etc. 877.1 3419 4220 3.90 7.0
Traffic workers 1037.4 5012 10435 4.83 24.4
Transport 464.5 3028 7823 6.52 31.6
Administration 5539.2 17 386 28514 3.14 16.5
Guards 1065.6 2001 3050 1.88 14.0
Librarians, etc. 98.6 590 514 5.98 0.0
Artists 163.7 769 1021 470 9.4
Doctors, medical 1264.2 7785 18794 6.16 29.4
Socio-cultural work 1320.5 9077 13524 6.87 13.3
Nurses 264 3171 5948 12.01 21.0
Hotels and catering 398.8 5922 9250 14.85 14.9
Domestic professions 196.3 3555 6064 18.11 17.8
Cleaners, etc. 582.4 5758 10329 9.89 195
Other occupations 563.6 0 0 0.00 .
TOTAL 26907.6 171847 313467 6.39 20.0

Source: Employment: Statistisches Jahrbuch 1990.

Vacancies: Arbeits- und Sozialstatistik Hauptergebnisse 1991, Bundesanstalt fir Arbeit.
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(¢) Workers for irregular and/or unfavourable times, e.g. night work, or for
short periods, e.g. seasonal labour in agriculture and tourism, and in peak
production in industry; employers need a highly flexible labour supply in
these circumstances.

It would seem that the regular labour force in Western Europe shows only a
slight interest in the types of job shown under (b) and (c).

Illegal employment does not necessarily lead to financial irregularity; taxes
and social security payments are often paid by the employer. The illegal worker is not
always directly employed by the employer; it would seem that a large number of the
illegally empioyed work as hired labourers and through labour brokers, a trend
apparent in both the Netherlands and Germany.

The NEI research indicates a growth in irregular, low-paid employment
under bad conditions in agriculture, industry and services, and in sectors with labour
supply problems. The supply of labour from Eastern European (and developing
African) countries meets the requirements of Western Europe. It must be stressed,
however, that these findings are largely based on qualitative information, and some
educated guesses. The number of illegally employed workers is unknown.

Results of the analysis

1. Given the prevailing conditions in both Western and Eastern Europe, there is
clearly a large potential for migration. It is, however, difficult to predict the exact
number of migrants over the next couple of decades because of the uncertain
course of the various underlying factors.

2. The migration phenomenon is based on a combination of push and pull factors
of an economic, demographic, social and political nature. The influence of these
different factors cannot always be isolated, but the general opinion - and one
which we share — is that (if certain migration flows are excluded) economic
motives are decisive.?’ It is not the absolute difference in per capita income that
rules migration, but, primarily, supply and demand in the labour markets in both
the sending and receiving countries; other factors, such as “social distance” and
access to jobs, also play a part.”! An important factor — especially so among
young people in Poland — would seem to be a belief in future opportunities in the
home country.

3.  One of the most important push factors is the situation on the labour market. In
Poland, greater unemployment rates are found among young people with a basic
or secondary vocational education, and women. There are also geographical dif-
ferences: unemployment is fairly high in small towns in rural areas and in regions
with an industrial monoculture. Another push factor of importance to young
people is the lack of good housing.

20 gee for instance Okolski (1991) and van der Kaa (1991a).
2 See also Heijke (1979).
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4. A principal pull factor is the legal and illegal demand for Eastern European
labour. This demand is caused by strong price competition on some product mar-
kets; and by problems filling vacancies both for skilled workers and for those
working in bad conditions or at irregular times.

5. The economic motive appears somewhat attenuated for certain groups emigrat-
ing from Eastern Europe. The migration of ethnic minorities is for a large part
based on social and political motives (discrimination or ethnic alliance) - for
example, ethnic Germans, Jews, Armenians and Gypsies.

6. If we turn to the economic motive as seen in Poland, it seems very likely that, if
the economic situation does not change, some 2 million Poles will migrate to the
West (70 per cent of them to Western Europe) in the next five to ten years, This
guess is based on the results of a recent survey which indicates that nearly 60 per
cent of young Poles — some 3 million people — are ready to go abroad. However,
not everybody will of course make the move, and this figure also includes people
of ethnic German origin (up to 2 million people). This number is also supported
by van der Kaa (1991a), who estimates that total yearly net official migration
from Eastern to Western Europe (excluding ethnic Germans and illegal migra-
tion) could range between 75,000 and 250,000 people, to produce a figure over
ten years of between 1 million and 2.5 million people.

4. Policy issues

Introduction

Without intervention, it is likely that some 1.5 million East Europeans will
migrate to Western Europe in the next ten years, primarily the young and well-edu-
cated. This would be a disaster for CEECs, robbing them of their human capital and
future labour force.?? Neither would it be of great benefit to Western Europe, as it is
already confronted with mass migration from other parts of the world.

Is it possible to change this scenario ? Economic factors, both in East and
West, are the decisive factors behind migration. Part of the change could be effected
by removing the pull factors prevalent in Western Europe. One of these factors is the
difficulty in finding workers and the consequent acceptance of illegal migrant labour.
By inducing a larger number of unemployed people to accept jobs with low wages
and bad working conditions, the demand for migrant labour would be decreased.
However, it is our opinion that employers will always be tempted to hire people who
are willing to accept such jobs. Furthermore, we do not think it realistic to assume
that migrants can be kept out of Western Europe ; neither would preventing immigra-
tion solve the problems in Eastern Europe.

2 Migration at even half this level would be a major problem.
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Labour market and educational policy

The creation of jobs and the improvement in living standards must lie with
the countries of Central and Eastern Europe themselves. We will now tackle the
question of what policies are required, and how foreign aid fits in. Emphasis will be
placed on the Polish labour market and educational policy.

The Polish economy is still being transformed from a centrally planned
economy to a market economy. The privatization process seems to be constrained to
an increasing extent by administrative and organizational factors (Grosfeld and
Hare, 1991) so that markets do not function in an efficient way. For instance, there
is still a large amount of hidden unemployment in companies, and wages cannot gen-
erate equilibrium. The same is true for financial markets.

Under these conditions one should be very careful in applying standard
growth theory: this generally assumes efficient markets. In training, for example, it
assumes the following: training raises productivity, decreases unit labour costs and
product prices, thus resulting in growing product demand and output. However, if
employment is virtually fixed, training may have only a potential effect on productiv-
ity. Therefore, providing financial capital and education does not automatically gen-
erate the results one would expect; it might even increase migration, as unemployed
but well-trained people have more opportunities in Western Europe.

Therefore, making markets work more efficiently is an essential precondi-
tion for a policy of growth-stimulation. In respect of the labour market this would
mean that:

1. Companies should be subjected to market forces. There should be incentives to
reduce internal labour reserves to improve flexibility.

2.  Wages should be negotiated freely; companies and workers should be able to
move away from collective bargaining. It is very important that wages can move
freely, so that there is some tendency towards equilibrium on the labour market.

3. There should be an exchange of information on the supply and demand of
labour. Labour offices have an important role in collecting information on
vacancies and unemployed people, and in matching the two.

4. Social security has to be kept on a minimum level in order to make people accept
jobs at wage levels that are realistic in the Polish context. Another reason for this
is to avoid the discrepancy between gross and net wages that favours the black
economy.

However, making markets work more efficiently does not imply a policy
of laissez faire. Markets will never function perfectly by themselves. This is espe-
cially true for the markets for labour and for education. Long-term policy must
therefore include:

2 The best results have been achieved with the so-called “small-scale” privatizations, of shops
and commercial activities. Fifty-eight per cent of new private enterprises in 1990 were private shops and
retail enterprises (Grosfeld and Hare, 1991).

61



AIDIN PLACE OF MIGRATION?

@ atransformation of the economy to a market economy, i.e. strongly curtail the
role of the state;

® anew role for the government to deal with market imperfections.

Foreign aid can and should be directed to both policies. The first type of
aid will make people familiar with the way a market economy functions, ensure
that market conditions prevail, and create the necessary institutions and minimum
infrastructure.

The second type of aid is to provide capital and know-how to accelerate
growth. This presupposes a market economy that is functioning adequately, rather
than perfectly, as perfect markets will never exist. It is, essentially, a matter of timing.

When the preconditions for an efficient labour market are compared with
the actual situation in Poland, the following becomes apparent:

1. Itis questionable whether legal constraints for laying off workers are at the min-
imum possible level, because mass redundancies are subject to special laws, and
because they are usually unacceptable to the — still strong — workers’ councils. As
a result, mass redundancies are sometimes very expensive — in some cases work-
ers receive their full wage for a certain period — so enterprises try to avoid them
(Gora, 1991b).

2. The high proportion of employment in state-owned companies (Figure 2.5
means that the wage mechanism does not operate, rendering data on moves in
real wages inaccurate. There is legislation to prevent real wage increases.”
Differences in wage levels between state-owned and private enterprises are
significant, but there is only fragmentary information on this. There are some
indications that real wages in sectors such as education and health is lagging® as
employment in this sector stabilizes.

)24

3. There are strong indications that social security is being restricted through lower
levels and durations of benefits. Other measures in health care (restrictions on
free medicines and free care) and transportation {elimination of subsidies) will
have consequences for recipients of social benefits. The question is: Will such
measures — necessary for the labour market — increase migration pressures in the
short term ?

2 The share of the private sector in employment rose from 29.6 per cent in 1989 (G6ra, 1991a)
to 38.2 per cent in 1991 (Kisiel-Lowczyce, personal communication) especially in small-scale trading enter-
prises.

% Nominal wage increases above an indexed increase in consumer prices are heavily taxed. But
there is debate as to what should be in the “consumer basket”; neither is the effect of cheap imports cer-
tain (Goéra, 1991a).

% In 1990 average earnings in this sector were comparable to the general average (Boeri and
Keese, 1991); in 1991 they were 10 per cent below the general average (Borkowska, 1992).
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Figure 2.5, Structure of employment, Poland, 1989.
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The labour market

Unemployment and unfilled vacancies are recurrent characteristics of
labour markets in market economies. It is important to note that in capitalist systems,
government intervention in the labour market was prompted by unemployment
rather than the other way round, although in some cases, the cure may have been
worse than the disease.

Modern labour market theory has produced a number of explanations for
the unemployment phenomenon.?’ First, labour economists have stressed the fact
that information on job opportunities and on people seeking employment is not cost-
less, and involves positive unemployment and duration of vacancies.?® Second, owing
to costs of employee turnover, workers have a certain amount of monopoly power,
and can set wages above the market clearing level.?® Third, individual productivity
remains largely unrecorded, both for new employees and for current workers. Com-
panies will have to set wages above the market clearing level to keep productivity
sufficiently high. So, even in the absence of social security and legal constraints on
redundancies, working hours, etc., unemployment would exist.*

1 For an interesting overview we refer to Lindbeck (1991).

2 Phelps (1970).

2 This is the so-called insider-outsider theory (see Lindbeck, 1991).

3 Akerlof and Yellen (1986) discuss several variants of these wage-efficiency models.
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These new theories explain not only why unemployment exists, but also, to
some extent, why some groups are more liable to suffer from it than others. They give
a theoretical justification for an active labour market policy by the government, or
the social partners, or all three groups.

Labour market policy has two main targets:

®  matching supply and demand efficiently;
®  promoting equality of opportunity.

In most countries an employment organization managed by the government
and/or the social partners develops and implements labour market policy through
the following:

(a) employment and training schemes for the disadvantaged;
(b) active matching of vacancies and unemployed people;;

(c) providing information about the current labour market situation and future
prospects;

(d) testing and advising jobseekers on choice of occupation;
(e) regular training to relieve bottlenecks in the labour market.

Most of these, especially (b), (c) and (e) have a clear economic function.
Furthermore, labour market policy has an important training component which over-
laps educational policy. Category (a) belongs to the sphere of social policy. However,
we argue below that policy for stimulating long-term growth may not be successful
unless it is accompanied by short-term social policy.

In theory, Polish labour offices can adopt all these methods. In view of
longer-term developments, it is essential that changes in policy are made at the right
time. In the short term, these offices are concerned primarily with registering unem-
ployed people. In view of the low vacancy rate they are paying scant attention to
matching vacancies and unemployed people. In the short term, greater attention
should be devoted to developing and arranging training programmes for the unem-
ployed (connected to private investment schemes) and employment creation schemes.

The labour offices must, however, prepare themselves for the time when
unemployment peaks and/or the demand for labour rises. More attention must then
be paid to matching (in combination with training schemes). In view of regional dif-
ferences, policy decisions should be decentralized as much as possible.

" Labour offices should always be able to provide up-to-date information on
the labour market, both for matching purposes, and to inform employers and
employees of job opportunities. Such information can also be used as a basis for edu-
cational activities and training schemes.

It is questionable whether the labour offices in Poland are sufficiently
equipped for these tasks (Goéra, 1991a). The offices are probably understaffed:
nearly 400 of them employ some 4,000 people.* In addition, equipment, and - espe-
cially — experience and expertise are lacking. Foreign aid could be usefully targeted

3! In the Netherlands the same number of officials are working in the labour offices, while
employment is about three to four times smaller.

64



CAN FOREIGN AID REDUCE EAST-WEST MIGRATION IN EUROPE?

by supporting working visits of several months’ duration to labour offices in Western
Europe (owing to language problems most probably Germany, France or the United
Kingdom). Working visits can also be useful for people in the field of education, espe-
cially those developing curricula.

Short-term policies

The transformation process leads to massive unemployment, or rather,
makes visible already existing underemployment. It is clear that massive unemploy-
ment in Poland is not a temporary phenomenon. This may have a number of draw-
backs, including:

B The emergence of long-term unemployment, with its many concomitant nega-
tive social and economic effects. From Western Europe’s experience we know
that long-term unemployment is very hard to combat. Long-term unemployed
people lose skills, become less motivated and are subject to prejudice by employ-
ers. Wage formation is no longer affected by long-term unemployment (the
“hysteresis” phenomenon). Long-term unemployment reduces the quantity and
quality of the effective labour supply and consequently has a negative impact on
long-term economic growth.

B A further impetus to the black economy. It will be very hard to maintain a social
security system as people will try to supplement their social security benefits with
unofficial jobs and may be reluctant to accept jobs in the official economy.

B Political instability.
® The “brain drain™.

Employment creation programmes designed and carried out by the govern-
ment (or government-financed organizations) may turn out to be very important,
although such measures may not be popular in a country trying to transform itself
from a state-controlled to a market economy. These programmes should be desig-
nated for infrastructural projects such as roads, environmental improvements, and
telecommunications. This ensures that workers keep their skills intact — or improved
- and that they have a positive effect on the economy. To optimize the benefit of
these projects to unemployed people, the maximum length of participation should be
limited, to perhaps no more than 180 days a year.

Migration can help when it is temporary and it relates to economic activity
(e.g. learning). Training schemes should be developed within a framework linked to
foreign investment. Such investment often introduces into Poland new or modified
technology that employees must adapt to. Long-term training should also be consid-
ered: for example, part of the training might take place within the Western Euro-
pean head office of a company with an Eastern European subsidiary. Such training
schemes might:

®  Jower vacancy problems in Western Europe, thereby reducing demand for illegal
Eastern European labour;
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lower spontaneous labour migration;

increase Polish human capital, not only by enhancing skills and experience, but
also by increasing knowledge of how private organizations function within the
market economy.

For the scheme to work successfully certain conditions must be met. First,
the trainee’s return to Eastern Europe must be assured, i.e. financially, and the com-
pany should assume some responsibility for this. Second, such schemes will only be
successful when the participants are potential emigrants, otherwise a rise in tempo-
rary migration may occur.

If the suggested policies are compared with existing international aid pro-
grammes it can be seen that most aid is to projects directed at economic reform and
technical assistance. Apart from foreign investment and trade policy, the PHARE
programme is responsible for the majority of foreign aid. It consists of long-term pro-
jects in agriculture, manufacturing, energy, financial services, privatization, invest-
ment, the environment and training. About 80 per cent of the funds are directed to
macro-financial support, export credits and support of private investment. Projects and
programmes on labour market issues and education are part of the aid on economic
reform, and include a project in Poland aimed at strengthening the expertise of local
communities in labour offices and social services to promote socioeconomic develop-
ment at the local level. This will be implemented through demonstration projects.

When we return to the role of ODA for such projects, the political, legal,
socioeconomic and cultural environment in CEECs must be considered, because
structural change can only be brought about in the countries themselves. The absorp-
tion capacity of the system and the individuals acting in it must be borne in mind.
There is consequently little point in copying Western educational and labour market
structures and institutions and placing them directly in CEECs, but they can be used
as a starting point.

It must also be remembered that ODA by itself cannot bring about the
desired changes, but it can be of help in improving the framework for the changes. It
is beyond the scope of this paper to go into the form and content of foreign aid in
greater detail; for this, individual projects and policy proposals have to be consid-
ered. However, the following pointers might be of relevance.

1. Adding ODA funds to projects already agreed upon (e.g. for infrastructural
improvements). These extra funds might make it possible to devote more atten-
tion to the training and education of people working in the project so as to raise
their skills level.

2. In projects aimed at improving the educational and labour market structures,
attention must be directed at improving the basic skills of people working in
these fields. Consequently, it will be more useful if labour market officials know
more about the design and implementation of training programmes and the
matching process in the labour market (e.g. what employers’ criteria are for new
employees) and the way to handle them, than that they know how to register the
unemployed properly in a well-designed automatic registration system.

66



CAN FOREIGN AID REDUCE EAST-WEST MIGRATION IN EUROPE?

3. Inthe field of education not only must the curricula be adapted to the new needs
of the labour market, but all teachers must be instructed: a “train the trainers”
programme should accompany any change in the curricula. ODA could be used
to realize such additional activities.

Final remarks

We would conclude that, in terms of the Polish experience, the only real
solution to the issue of emigration must be brought about in Poland itself. The Polish
labour market has to be transformed into a market that functions reasonably well, i.e.
one that can create the jobs needed to meet the supply of labour.

However, are the policies suggested above sufficient? Can they induce
employment and income growth to such an extent that most people are encouraged
to stay in Poland ? Can we give some idea of the quantitative impact of these poli-
cies? Although these questions cannot be answered with certainty, we feel that it
would be unsatisfactory not to give our views on the matter.

In our view there is no reason to be too pessimistic. Let us look at the effects
of privatization on employment. To make companies function efficiently, internal
labour reserves must be cut drastically, by perhaps as much as 20 per cent initially.
However, unit labour costs will drop by the same percentage. If we assume that the
long-term wage elasticity of labour demand is in the same order of magnitude as in
the Western economies, about -0.5, then the actual drop in employment will be much
lower than 20 per cent.*? Wage flexibility is indeed a powerful tool for job creation.
The Netherlands experience, for instance, has shown that refraining from real wage
increases over a number of years may — after a few years — lead to substantial employ-
ment growth, even in years with moderate growth in output. In 1985 the Netherlands
had an unemployment rate of 16 per cent; by 1990 it had fallen to 8 per cent.

Education and training are powerful instruments in stimulating long-term
economic growth. It has been often stated that most economic growth can be attrib-
uted to the knowledge factor and to improvements in the quality of labour. This is
extremely important, because it can induce productivity growth, giving room for real
wage increases, which in turn may discourage people from leaving Poland.

If good conditions for private enterprise are established, and well-balanced
labour market and educational policies are followed, enough jobs could be created in
ten years to absorb a considerable number of the unemployed. At the same time it
would be important to ensure growth in productivity and real income, to reduce the
income gap between Poland and Western Europe. However, this is a matter for the
long run and may take a much longer period. So, the question remains whether the
prospect of gradually improving employment opportunities with relatively low wages
will be sufficient to make people stay.

32 Assuming, of course, that social security expenses do not lead to high taxes, undoing the
reduction in labour costs.
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5. Conclusions

First, it is reasonable to assume that in the foreseeable future emigration
from CEECs will remain above normal levels, despite international aid of any kind.
Any change in the push and pull factors that determine migration will take some time
to be felt. The situation on the labour market in both Eastern and Western Europe,
rather than political and ethnic motives, are the decisive factors behind these migra-
tion trends, aided by the decrease in social distance through ever greater sociocultural
contacts. Migration to the West will see CEECs both sending and receiving migrants.

Current and future employment prospects in the home country are probably
more important determinants of emigration than wage differences between Eastern
and Western Europe. Therefore, to reduce migration to “normal” levels, it is not
necessary to close the income gap completely.

Reducing migration has also been shown to be a desirable goal. Because
young, well-educated and active people have a high incentive to leave, it is likely that
mass migration will significantly reduce the stock of human capital in CEECs. Migra-
tion is not very helpful to Western Europe either, as it is already confronted with
mass migration from other parts of the world. )

Although policy measures in Western Europe can reduce migration to some
extent, we believe that the real solution to the problem lies in the creation of jobs and
the improvement of living standards in CEECs. Policy should be oriented to stimu-
lating long-term growth, while taking short-term problems into account. In terms of
labour market and educational policy, attention should be given to:

1. Transforming the economy to a market economy, that is, strongly diminishing
the role of the state. This requires:
(a) abreakdown of internal labour reserves, largely through privatization;
(b) freely negotiable wages;
(c) asystem of exchange of information on supply and demand in the labour
market;
(d) social security at a minimum level.

2. Designing a new role for the government to deal with the imperfections of mar-
kets. This requires:

(a) linking the educational and training system to the labour market, through
adaption of the curricula and more attention to general education (e.g.
inventiveness, self-reliance) in primary education and the first level of sec-
ondary education;

(b) employment creation programmes to avoid loss of skills in the short term
and to discourage emigration;

(c) the development of training schemes for the employed and unemployed. By
linking such schemes to foreign investment it is also possible to influence
international migration directly.

Projects aimed at increasing the experience and expertise of people working
in the educational system and labour offices in CEECS are especially needed.
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We strongly believe that much remains to be done before policies imple-
mented at the macroeconomic level and relating to trade matters will give the
desired results. But we are sure we can say “Yes” to the question posed in the title of
this paper.

To illustrate this we refer to development after the Second World War in
Western Europe. As a consequence of high unemployment there, and an active unre-
strictive immigration policy in the old settlement countries, people emigrated from
Western Europe (and Poland) to the United States, Canada and Australia. However,
during the 1950s the economic situation in Western Europe improved dramatically,
largely the result of aid from the Marshall Plan. This shows clearly that international
aid can play a significant role in eliminating emigration.
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East-West migration in Europe and the role
of international aid in reducing emigration

J. Blaschke

Following the crisis in the socialist countries of Eastern Europe! it has grad-
ually become clear that the world is facing a new economic and social problem.* The
outlines may still be rather hazy at the moment, but the specific issues involved will
crystallize out over the next few years. At the moment two important aspects should
be noted. First, the socialist projects in Eastern Europe represented an attempt to
overcome underdevelopment. Contrary to the tenets of Marxist theory, it comprised
in essence the industrialization of peasant societies® by intellectual avant-gardes. The
Central and Eastern European countries (CEECs) demonstrated many features of
underdevelopment that we are familiar with in Africa and Latin America today. The
socialist projects turned out to be a failure. What we are left with are largely
deformed societies whose political systems, economic-industrial complexes and
social structures are barely interwoven or related to one another. These societies are
becoming increasingly what in development theory has been called “fissured” (Men-
zel and Senghaas, 1983).

Second, the major outcome of the period of socialist rule was the “depeasan-
tization” of Eastern European societies. Rural proletariats were created which were
ultimately no longer in a position to guarantee the food supply in their respective
societies. This is in stark contrast to Africa and Asia, where peasants have increasingly
been forced to produce more for the international market and thus to neglect food
production for domestic purposes. Any development policy in Eastern Europe which
takes as its starting-point the food supply of the population must take into account the

!1n his volume Soviet politics: Struggling with change (1992) Gordon B. Smith gives a synopsis
of all facets of perestroika. We shall refer below only to literature that is of particular importance for the
topic being discussed. A list of other publications consulted is appended. The text presented here is an
abridged and corrected version of a discussion paper submitted to the joint ILO-UNHCR meeting on
international aid as a means to reduce the need for emigration (Geneva, May 1992). Developments after
April 1992 are not taken into consideration.

2 The Western countries were quick to recognize the need for development aid for Eastern
Europe. The aid discussed before that date is summarized by J.M.C. Rollo in his essay Western policy: The
room for manoeuvre (1990, pp. 100ff.). So far involved in development policy programmes are the IMF,
the IBRD, GATT, the World Bank, the Paris Club. the UN, the OECD, COCOM, the EC and the G24
and G7 groups.

? The industrialization of the Eastern European societies was accompanied by massive urban-
ization processes. A radical change came about in the 1960s when depeasantization was replaced by the
exodus of farm workers. “ They hope for better earning and working conditions in the towns, more per-
sonal freedom in their way of life and better leisure facilities” (Ruban. 1989, p. 272).
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special role of agriculture. A separate perspective for peasants in Eastern Europe can
virtually be disregarded (T. Shanin, private communication). Agricultural production
cannot build on the social and technical know-how that peasant populations normally
possess. It must be regulated by technology from the outset. Two of the main aims of
development aid will be to train individual agricultural producers, and to promote
other production groups working on their own initiative.

It follows from this that Eastern Europe’s prospective migration systems
have no historical parallel. In the past such systems were usually bound up with the
processes of depeasantization. Migration without peasants is today a feature of
many Eastern European migration movements. They can be taken as examples of
the migration that will be typical of the regions on the periphery of the world system
in future.

The talk of large-scale migration from Eastern Europe has startled politi-
cians and confronted migration researchers with new problems. Research institutes
and political agencies in Europe are now greatly concerned with the causes and
movements of migration, immigration policy, and issues of integration. The call was
raised early on for migration to be regulated by means of development aid and for
migrants to be given assistance within the framework of development aid. At the
international level there has been a resumption of the debates of the early 1980s*
which pinpointed this link between migration regulation and development aid with
respect to other regions (e.g. Independent Commission on International Humanitar-
ian Issues, [ICIHI] 1986; Lachenmann and Otzen, 1981). The international commu-
nity has grasped the close links that exist between migration, flight and displacement,
on the one hand, and erroneous development policies on the other. It is vital that
studies are carried out to look into these links. One of the biggest challenges in the
decades ahead is the attainment of development targets in Africa, Asia and Latin
America. The significance of this challenge for Eastern Europe is clearly seen in the
EC countries: a further raft of development policy is likely, but maintaining peace
and integrating the Eastern European states into a pan-European political system
will be the larger aim (viz. Senghaas, 1992a).

Using East-West migration since the end of the 1980s as an example, we will
now examine the development policy instruments available to regulate migration
movements and to provide assistance to migrants. A theoretical approach of this kind
can provide no more than a stimulus since both data and theories are rare commodi-
ties.” Nevertheless, there is a wealth of experience on development aid and migration
policy to be drawn on.

# Gudrun Lachenmann sticks to the terms of the UNHCR mandate and points out that first,
intensified basic-needs-orientated development cooperation could help avert refugee streams and that sec-
ond, international warning systems could make it easier for development policy institutions to take timely
action. Thus development policy remains an independent variable alongside refugee aid. Nothing is said
about the integration of the two aid systems (Lachenmann and Otzen, 1981).

5 The following data were compiled in the course of the establishment of a research group on
East-West Migration at the Berlin Institute for Comparative Social Research. A corresponding data bank
is now being set up and a publication containing statistics on East-West migration has been published. A
revised edition is in preparation. I would like to thank Bernd Rainer, Katrin Becker, Beatrix Bletzer, Bob
Bryce, Peter Doherty, Jan-Heeren Grevemeyer, Ewa Helias, Elke Lehnert, Klaus Morner, Renate Ryb-
itzki, Katrin Scherner, Rita Schick, Werner Winter and Inga Wolfram-Trimpert for their help in preparing
this report.
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Statistical and demographic studies on migration have only just begnn to
evaluate the figures that are available. There is no justification for postulating a
direct connection between population growth and migration. On the contrary, most
of the available empirical studies on migration reveal a link between depeasantiza-
tion and migration, between middle-class orientation and the motives for migration.
There is no direct connection between demographic growth and a thwarting of the
integration opportunities open to potential migration groups. Rather, political and
economic factors are of crucial importance in this respect. This is indicated by the
increase in expulsion and migration in the wake of political persecution. It would
also be speculative to assume that there will be lower growth rates in labour migra-
tion worldwide, but that there will be an exponential increase in the unregulated
spatial displacement of people.

1. The evolution of East-West migration

How can East-West migration in the 1990s be regulated ? What instruments
are suitable for this purpose ? The answers to such questions can only be exploratory
since little is known about the migration of the 1990s.

The history of East-West migration starts in the nineteenth century. It con-
tinued this century with the expulsion of Germans from the former territories of the
Reich after the Second World War and the subsequent resettling of war victims as
displaced persons. When the Iron Curtain came down, the problem of East-West
migration was reduced — in Germany at least — to the immigration of diaspora Ger-
mans and the emigration of opponents of the regime from the German Democratic
Republic. In other Western European countries this type of East-West migration
was negligible.

One exception was the emigration that followed such crises as the Hungar-
ian uprising, the Prague Spring and the Polish troubles. Strict border controls meant
that it was virtually impossible to maintain old migration chains. Belgium, France, the
United Kingdom, Australia and the United States continued to take in a few Poles
and Russians. Another exception was the emigration of Jews who left their countries
of origin to go to Israel but who in many cases ended up in Central Europe or in the
United States.

It was not until liberalization took place in Hungary and Poland, followed by
perestroika, glasnost and the lifting of the Iron Curtain at the end of the 1980s, that
there were far-reaching changes in the patterns of migration from East to West.
These changes were, indeed, so fundamental that it is certainly justifiable to talk of a
completely new system of migration. Characteristic features of this new situation are
(a) different types of migrant; (b) different forms of migration; (c) different calls on
migration regulation; (d) different problems in the sending and receiving countries;
and (e) different expectations of future mobility trends.

The types of migration movement that, to date, can be defined are listed
below. Given the diffuse nature of the material available their definition tends to be
ad hoc in nature rather than deduced from adequate data. The categorization of
migration systems which follows can only serve to determine differing types of
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migrant groups for the moment. Further research into East-West migration should be
able to establish the independent nature of the migration systems and assign the vari-
ous types of migration movement to them.

Although there are many types of migrant who cannot as yet be clearly iso-
lated, the following may be provisionally distinguished: (1) diaspora migrants; (2)
Gypsies;® (3) long-standing chain migrants; (4) internal and external refugees and
politically displaced people; (5) environmental migrants; (6) migrant workers; (7)
illegal, non-documented migrant workers; (8) brain drain migrants; (9) migrant
traders; (10) stranded migrants; (11) socially and economically displaced people;
(12) West-East migrants. These various types of migrant provide the starting-point
for the discussion that follows.

2. Systems of migration

Migration systems display fixed patterns of migration and are largely subor-
dinated to a migration regime. They are institutionalized in a social scientific sense,
and regulated. An understanding of the degree of institutionalization and regulation
is crucial for an assessment of migration systems.

Only in exceptional cases have systems for international migration move-
ments been established in the Eastern bloc since the Second World War - for
instance in Poland under the rule of Gomulka and in the USSR with respect to the
Jewish population. The Iron Curtain was designed as a means of preventing migra-
tion and, by extension, migration systems. The change came in 1988 with the estab-
lishment of a refugee regime in Hungary.’

The lack of any sizeable, long-lasting migration movement in Central and
Eastern Europe led to a rather odd integration of this region into the international
migration regime. There were regulatory bodies at the local level which, in the case
of the Jewish organizations, were tied into the supranational networks of Israeli-ori-
ented politics. There were also small groups in the West which, with the help of their
sister organizations in the Eastern bloc, attempted to secure emigration for certain
groups of people. These migration agencies were organized on a local basis and were
so diffuse that it was impossible to maintain an overview of them. National migration
agencies were set up in the wake of diaspora migration.

Another important feature of the East-West migration regime in Europe
was the political philosophy of the Cold War. The propagation of free international
migration was part of the confrontation between East and West. The fact that the
East shut itself off from the West was seen as proof of the contempt for the individual
that existed under communist regimes. Open borders were a fundamental demand

6 In recent years it has become fashionable to replace the traditional term “ Gypsy” with what
they are said to call themselves, “Sinti” and “Roma ", This is supposed to prevent discrimination against
ethnic groups that regard themselves as “Sinti” and “Roma™ In our view such a nominalist anti-discrimi-
nation policy is misplaced, since it creates new problems and diverts attention from material discrimina-
tion. In the case of the Gypsies, the Sinti use the new terminology to marginalize the Roma.

7 The Hungarian Government is currently publishing a series of information sheets on its
refugee policy. The refugee regime in Hungary apparently needs further support in the public health and
refugee food aid spheres to supplement the relief payments it has been receiving from UNHCR since 1989.
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that was raised with the leadership in Moscow. This value system continues to make it
very hard ideologically for Western European governments to close their borders
entirely to Eastern Europe.

Migration systems in Eastern Europe are still being established. On the
whole, however, we cannot yet speak of the parallel existence of clearly delineated
migration systems: the migration processes, types and regimes are changing rapidly.
The migration contexts are likewise subject to almost revolutionary social change.
Even such established migration systems as those of the Gypsies or of the diaspora
minorities seem to be changing radically.

The urbanization processes in Eastern Europe proceeded along different
lines from those in other parts of the world. They did not turn peasants into industrial
workers, but improved the prospects for peripheral population groups in the centres
of nations. Emerging from the regional fragmentation of Eastern Europe are typical
migration movements including, among others, highly qualified skilled workers and
university graduates, as well as refugees. National borders and ethnic segregation are
leading to a migration scenario in which it is becoming increasingly hard to distin-
guish between internal and external migration movements. Migration systems in
Eastern Europe are in a state of flux.?

In absolute figures, the largest internal migration system is without doubt in
the Commonwealth of Independent States (CIS). In relative terms to the population
as a whole, Yugoslavia (or its successor states) comprises the region with the largest
internal migration: in the 1970s, 225,000 people a year left the area in which they
had settled.

3. Migration policy and development policy

Development policy measures draw on three different sets of instruments:
macroeconomic, personnel, and technological (at the microeconomic level). These
types of instrument are reflected in development policy institutions and are them-
selves bound to institutions. Financial, personnel and technical resources have to be
channelled via governmental and non-governmental organizations (NGOs). This
ensures spatial flexibility for development policy. Development policy measures can
be applied in situ through the regional and national levels down to the local level.’

8 A survey of new internal migration developments in the CIS is given by Ingrid Oswald (1992a;
see also the articles by Viktor Voronkov and Igor Ushkalov in the same volume).

® The macroeconomic scenarios for Eastern Europe and a possible intervention policy was the
subject of a collection of articles entitled Economic change and the Balkan States which attempts to sys-
tematize the macroeconomic scenarios. The prospects for three countries, according to the authors, seem
similar to those of the other Eastern European countries except that the political “sphere™ is different.
The failure of development strategies could pave the way for a Latin-Americanization of Eastern Europe
(Sjoberg and Wyzan, 1991). Concerning Hungary, Roger A. Clarke writes in his omnibus volume that
“The major barrier to more fundamental reform of the core economic system in Hungary appears more
and more to be the fact that so much of economic decision-making is essentially a political rather than an
economic process” (1989, p. 170). Similar conclusions are drawn for Yugoslavia’s successor states by
James Simmie and Joze Dekleva (1991) and for the former USSR by Nicolas Spulber (1991), who in his
comprehensive analysis pleads for rehabilitation of the market but cannot suggest any instruments for
such a transition.
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Macropolitical measures need state organizations as partners. Donor orga-
nizations, such as the World Bank, the International Monetary Fund or the United
Nations, can be positioned at the international level. In Eastern Europe, multilateral
regional organizations are emerging, based either within the framework of the Con-
ference on Security and Cooperation in Europe (CSCE) or in other European
organs. The group of seven leading industrialized nations (G7) and other ad hoc
groupings are likewise important in this respect. At the national level, there is a wide
range of bilateral and multilateral agreements with Eastern Europe whose primary
purpose is to reduce debts and secure investment. At the moment, foreign trade
assistance and forms of currency support are being debated, and macroeconomic
cooperation is in a transitional phase.

Private economic cooperation also needs to be accommodated in the macro-
economic sphere. In view of the amount of capital required, which cannot be met
from state funds, there will be no economic upswing in Eastern Europe without
large-scale private investment. The necessary conditions for this investment must be
set out within the framework of international accords.

Three areas of technical cooperation are becoming evident. Of undisputed
significance is the reversal of damage done to the environment. This ranges from
dealing with unsafe nuclear power plants to the redevelopment of the regions of
Upper Silesia which have suffered at the hands of the coal and steel industry. It also
includes cooperation between municipal sponsors in Western Europe and the former
Yugoslav Republic of Macedonia in cleaning up the environmentally unacceptable
urban’ quarters in which Gypsies have been forced to settle.

A second field of technological cooperation is to be found in the establish-
ment of infrastructures. This incorporates improvements in transport and communi-
cations, urban development, the supply of water, power and health care, as well as an
ecologically acceptable means of sewage and refuse disposal. The opening up of
peripheral regions in the CEECs may possibly neutralize internal migration
processes through reverse movements. The newly formed states will require func-
tioning infrastructures to ensure efficient government. The best way of stabilizing
diaspora minorities, using infrastructure aid, is currently being examined.

Thirdly, technological cooperation is used to set up organizations and train
tomorrow’s leaders. This would appear to constitute a major field of East-West coop-
eration in the future. Joint ventures, which not only complement state companies but
also create new centres for production and services, require an intensive transfer of
knowledge and of practical experience. Given the immense number of colleges,
research institutes and academies, as well as the redundancies affecting engineers
and scientists in the armaments sector, there is a need to channel potential leaders
into new spheres of activity. For these groups in particular, additional qualifications
or retraining could be an alternative to migration. Measures of this kind are being
carried out by the donor countries in their own interests as they represent an exten-
sion of the market for their products. In view of the debate on the return of popula-
tion groups that have emigrated, training schemes of the kind already under way in
developing countries would appear logical.

Personnel measures are implemented almost exclusively by NGOs. Coun-
tries such as the United States and the Federal Republic of Germany have set up
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NGOs such as the Peace Corps or the Deutscher Entwicklungsdienst (German
Development Service). The aim of such personnel development aid was originally
political, i.e. to have training and expert knowledge given to people in developing
countries by Western staff. This has now been professionalized and constitutes a
major pillar of development aid: engineers, technicians, skilled workers, teachers and
other specialists are being called upon to help out in these countries.

There is as yet no scientific evidence of the connection between develop-
ment and migration which might lead to the development of practical models. The
sole exception in this respect concerns refugees. Here, though, the discussion on
development policy would still appear to be limited because of the “mandate bias” of
the international regime. The refugee discussion in thc context of development pol-
icy is concentrated in three problem areas: first, the settlement of refugees in the first
or second country of asylum; second, support for returnees; and, third, the preven-
tion or limitation of refugee movements by combating their causes. An approach
based on these three aspects might well be used to deal with migration movements.

Given the various types and systems of migration, there is a requirement for
different development schemes for returnees. These schemes will depend on the
returnees’ motivations and abilities to reintegrate into old social contexts; they will
also include resettlement in social milieux with which the migrants were not previ-
ously familiar. This obviously applies to a large number of former Soviet military staff
who have returned to their country. The repatriation of Gypsies to their accustomed
milieux showed that familiarity of the milieux as such, without any consideration of
the migration system, is not an adequate category for such measures.

The discussions about the causes of migration seem to be of particular rele-
vance to the overall problem. What is striking here, however, is the separation of the
causes from the migration movements themselves. Such a separation is understand-
able, though, given the definition of refugees as victims of occasional persecution. A
socioscientific perspective which distances itself from legalistic casuistry better
reveals both the integration of refugee movements into more comprehensive migra-
tion systems, and the group orientation of many movements of flight.

Many flight movements are, therefore, simply defined as such because the
gates of entry into receiving countries only allow migrant workers to immigrate along
the avenue of asylum. Seen from the standpoint of human rights, it may be supposed
that these migrant workers have perhaps been subjected to political persecution.
Labour emigration often takes place for political reasons. Nevertheless, it is improb-
able that many of the immigrants would accept a different gate of entry. Refugee
movements of this kind consist of a variety of migrants who are forced into a particu-
lar migration system because of decisions taken by political regimes.

If the causes of flight and migration are to be combated, the diversity of a
migration system must be considered. Any approach must adopt various forms of
technical, financial and personnel cooperation, and incorporate protection from
human rights violations. In general, it makes sense to regard the migration system
itself as an object of political intercession. In the migration system of the Sinti and
Roma, for example, protection against discrimination and improvements in the infra-
structure in the settlement areas would act, on the one hand, as a brake on migration
while, on the other, a relaxation in regulations on temporary migration (via the issue
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of internationally valid passports or the financing of camp sites) might result in a
reduction in the number of migrants. This would require an improved migration sys-
tem and a greater willingness on the part of receiving countries to accept the social
consequences of migration movements.

It is characteristic of development policy measures that either they make
themselves felt in macroeconomic terms and, therefore, make the whole economic
system of a country their object, or they address themselves in microeconomic terms
to a particular clientele in the form of technical or personnel aid. Technical aid for
large-scale projects will continue to play a role and have an effect in Eastern Europe
in the regulation of migration movements. This applies to ecological measures and
the prevention of environmental migration, as well as to the effects of infrastructural
measures on migration. As has been the case in the debate on development policy, an
example must assert itself in migration theory which defines “strategic groups” as the
clientele of such measures. This is the only way in which an evaluation of the effects
that development policy has on migration movements can be conducted. The defini-
tion of these strategic groups depends on two factors: first, on the threat to them
posed by disasters and crises and, second, on their assignment to existing or incipient
migration systems.

4. Development policy and migration systems
in Eastern Europe

Development policies for diaspora migrants

Diaspora migrants include Germans in Romania, Poland and the CIS,
Greeks in the CIS, Yugoslavia, Albania and Bulgaria, Pontus Greeks from the Cau-
casus, Hungarians in Romania, Yugoslavia and Slovakia, as well as Armenians and
Jews.!? Other minorities deported in the Stalinist era are beginning to define them-
selves as diaspora migrants. They include, for instance, the Crimean Tartars, 272,000
of whom lived in the USSR in 1989 (Statistical Press Bulletin, 1991). In 1989, there
were 847,584 Turks living in Bulgaria, that is, roughly 10 per cent of the total popula-
tion (Bulgarian Statistical Office, 1992). Their diaspora situation is underlined by the
fact that Turkey has a special policy for ethnic Turks living abroad.!

10 A standard work on the Jewish diaspora was published in 1992. It traces the emigration from
the former USSR in detail and in doing so analyses the structure of the Soviet emigration regime (Salitan,
1992). Salitan sees the ineptitude of the nationality policy that is integrated in the political system as the
starting-point for Jewish and German emigration from the former USSR.

"' The term “diaspora ™ is used here to refer to the dual political and social loyalties of these
population groups. Diasporas are characterized by an orientation towards the country of origin. In the
ancient Jewish world this orientation was combined with the expectation of salvation. In view of family,
religious, and later on national loyalties, migration chains are certainly of relevance to migration theory.
For the most part they are tied up with economic relations. Owing to the shifting of borders and the policy
of expulsion that is obviously being pursued in various regions of Eastern Europe, new diasporas are
emerging. It is difficult to differentiate between expellees and diaspora migrants within the context of
development policy discussions. The individual cases should be discussed separately.
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Jews who emigrated from the TJSSR numbered 1,914 in 1986: 8,155 in 1987;
18,965 in 1988; and 369,385 in 1989 (Salitan, 1992). Pontus Greeks who left the USSR
totalled 527 in 1987; 1,365 in 1988; 6,791 in 1989; 13,863 in 1990; and 11,420 in 1991
(Emke-Poulopoulos, 1992). There are currently some 57,000 Greeks living in Alba-
nia, although this figure is disputed by Greece. Conservative groups in Greece talk of
at least half a million Greeks in southern Albania.

The redefinition of nation state borders and of nationalism has led to other
diaspora movements. In Bulgaria, some 400,000 to 500,000 people are expected to
arrive from what was formerly Soviet Bessarabia and from Kazakhstan, and there
will be others from the former Yugoslav Republic of Macedonia. Efforts to establish
a refugee regime in Buigaria would appear to be linked to these estimates (Emigrant
[Bulgarian weekly], Nov. 1991).

It is very difficult to assess the diaspora situation of Armenians. In Bulgaria,
for instance, discrimination against Armenians has led, on the one hand, to their ori-
entation towards the new Republic of Armenia while, on the other, they have a clear
wish to stay in the country. This latter point concerns their function as a “middleman
minority” (interview with Stepan Agukyan, an editor with the newspaper Yerevan).

The Federal Republic of Germany and Israel had established a migration
regime for their diaspora migrants so that when the Iron Curtain fell it was possible
for them effectively to regulate and organize the immigration of ethnic Germans and
of Jews. In constructing its regime for diaspora Germans, the Government of the
Federal Republic of Germany drew on traditions established by the ethnic German
minority movement of the Weimar Republic. This migration regime rested on two
pillars. One consisted of the established associations of expellees and of a policy of
solidarity with ethnic Germans living abroad. The other comprised state agencies
which maintained their existence after the end of the Second World War. From 1945,
the Federal Republic of Germany had a consistent policy to take in diaspora Ger-
mans from the Eastern bloc. The regulatory instruments used included foreign politi-
cal interventions, immigration assistance and an intricate system of integration.

Greeks living abroad have always played a key role in Greek politics
because Greek nationalism embraces the concept of allowing all Greeks to return
home. However, re-migration had received scant institutional form in the postwar
period, so that chaos reigned in Greek admission policy after 1988. Greece impro-
vised as well as it could in the face of many emigrants’ desire to return home. The
Office for Overseas Greeks, and a department working with the Foreign Ministry,
were simply not prepared for the rush of between 200,000 and 1 million Pontus
Greeks wishing to return.

An intricate supranational system of institutions and regulations exists for
the emigration of Jews. This runs alongside Israel’s immigration policy, and incorpo-
rates an aid and intervention system on the part of the United States Government.
The USSR and Poland have also been incorporated into this emigration regime.

An informal aid system operates for Armenians; they have also built up an
emigration system through their religious and national organizations. Armenians in
the Eastern European diaspora were in the unusual situation of being able to migrate
within the network of the Armenian diaspora, and of having regained a home country
of their own thanks to the resurrection of the Armenian nation state in the Caucasus.
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The policies of donor countries for regulating the diaspora migration vary.
Israel is pursuing an active strategy to return Jews from the USSR. The position of
the Greek Government over the Greek diaspora in Eastern Europe is not yet
known. When the new Armenian state is formed, it will try to work together with
the diaspora communities in the West to bring Armenians in the CEECs “home”.
The traditions of Armenians as intermediaries and traders — to some extent this
applies to Jews and Greeks as well ~ will perhaps be used in future to stabilize the
diaspora in such countries as Bulgaria, Romania and the Federation of Russia. The
dual loyalties of such diaspora populations make them interesting as partners in
development aid negotiations. Attention should be given to these groups in discus-
sions over joint ventures.

In the German diaspora — as in others — a small middle class has formed that
will be significant for joint venture programmes. This applies equally to returnees
from Germany who have gone through the well-developed integration system in the
Federal Republic and now hope to have better chances of getting ahead in their
regions of origin. In these regions a German-funded network of organizations and
lobbies exists; in addition, the desire of political decision-makers in Germany to use
funds and other development policy measures to discourage the immigration of Ger-
mans from Eastern Europe is apparent.

More than 1.2 million such people have migrated to Germany in the past
three years. The number of those remaining, mainly in the CIS, is estimated to be
about 3 million. If the non-German members of their families come with them a total
of 7 million migrants can be expected. The Stalinist displacement policy deprived the
German diaspora of its hereditary settlement areas. The diaspora policy now being
developed by the Ministry of the Interior in Germany is intended to re-establish
those settlement areas on a smaller scale.

There are two motivations. The first concerns making reparations to the dis-
placed people and propagating the “homeland” concept enshrined in the German
nationalist theory of the nation. Second, it is assumed that discrimination against Ger-
mans where they are now living will lead to more extensive migration to Germany.

The reconstruction of the old settlement areas is currently being supported
through generous financial backing. However, negotiations between Ukraine, the
Russian Federation and Germany have run into a number of serious problems, simi-
lar to those encountered by repatriation programmes for developing country
refugees: the desired areas are occupied by other people, while the areas offered are
economically unattractive. Repatriation thus becomes resettlement and involves a
risk that is hard to calculate both for the migrants and for the surrounding popula-
tion. The German Government is not in a position to predict the cost either; it has to
rely on the intermediary agencies that are still being formed. These include the orga-
nizations of diaspora Germans and local institutions in Ukraine and the Russian Fed-
eration that expect the German settlers to stimulate the economy. Given these diffi-
culties and the overall context of the migration system of the diaspora Germans, it is
difficult to forecast success at the moment.

There are two models that might be exceptions. The St. Petersburg munici-
pal government has announced that German colonies can be established on the out-
skirts to help supply the city. It should be possible to offer prospects for diaspora Ger-
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mans there if concrete support is given to individual enterprises. if infrastructural
projects and housing construction are funded, and if measures are taken to promote
solidarity among the local population.

Such a colonial solution resulting from the settlement of migrants would be
in the tradition of the old Russian Empire and could be functionally situated within a
calculable context of regional development strategies. It would thus be possible to
ensure political support for the project among the population, to provide the
migrants with a motive for resettling there, and to give the designated regions a broad
development policy impetus. The project calls for close cooperation with the old
organizations of the diaspora minorities and cooperation at local, regional and
national fevel on the part of the countries concerncd. The latter would have to estab-
lish a control system and it would have to be situated outside the international agen-
cies, as it would draw its legitimacy from the diaspora situation.

Various problems seem to be involved in the discussion about a free trade
area in Kaliningrad (formerly Konigsberg). The social development of a small
peripheral region cut off from the future economic and social system is the first issue
involved. The second is the establishment of a free trade zone and its concomitant
stimuli for industrialization in the Baltic Sea region, currently being debated by inter-
national firms. Third, in Germany at the moment there is debate among groups dis-
placed from the region about the special responsibility of the German Government.
Two concrete proposals have so far emerged. First, German financial institutions and
industrial firms want to become involved in the region if the necessary political safe-
guards are provided. Second, some Russian politicians want to settle diaspora Ger-
mans there. Under such circumstances concerted development activities, which
would of course have to be controlled bilaterally, might be reasonable from the point
of view of migration policy. This strategy is, however, open to criticism with respect to
national security, because of the long-term effects of such a policy on German-Polish
relations and on the possibility of a German bridgehead being established in what
used to be East Prussia.

Development policies for Gypsies

Gypsies, most of whom are Sinti and Roma, have been roaming Central
Europe since the Middle Ages. In the countries behind the Iron Curtain they were
usually forced to settle in one place and lived in poor social conditions. Neverthe-
less, the borders were always sufficiently open to permit at least small-scale popula-
tion movements. This situation has changed radically since 1989. The Roma in East-
ern Europe are on the move, trying to improve their social situation by moving to
Western Europe. The Gypsies’ social system is experiencing a fundamental trans-
formation.

A total of 404,461 Gypsies were registered in Hungary in 1986, 74,912 of
whom lived in Budapest and the surrounding area (Fact sheets on Hungary, 1991).
According to the Federal Statistical Office of Germany (1990 Report on Albania),
there are some 6,000 Gypsies living in Albania. The number of Gypsies living in
Bulgaria is estimated to be around 800,000 (interview with Elena Marushiakova).
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The official figure in 1989 was 576,927 (Bulgarian Statistical Office, 1992). In 1987
there were 47,223 Roma living in Macedonia (Poulton, 1991). The same source
puts the number of Gypsies living in the former Yugoslavia at 850,000, including
150,000 in Croatia. The overall estimate for the number of Gypsies living in East-
ern Europe is 2 million to 3 million. Chesnais (1990) mentions in addition 200,000
to 500,000 Gypsies in the CIS, 300,000 to 400,000 in Czechoslovakia, and 10,000 to
15,000 in Poland. There are probably between 500,000 and 900,000 Roma living in
Romania.

It is mainly Roma — occasionally Sinti —~ who emigrate from Eastern Europe.
The Gypsies’ own definition of themselves is based on their migration systems. Gyp-
sies have never taken any notice of national borders. This violation of a basic nation-
alist consensus has not only demonstrated a lack of obedience to the nation state
regimes, but also reflected traditional modes of conduct. Violations of the border
regime, however, have been primarily a result of the discrimination against Gypsies
within the nation states themselves: Roma and Sinti have regularly had to flee as
refugees from their countries of origin and have become stateless as a result.

In addition to this, religious and cultural traditions would appear to be of
importance. Some of the bigger social associations of the Gypsies hold large festivals
in the Balkans. Regular border crossings are part of the annual pattern of events.
Over the past few decades there have apparently been no East-West migration
movements. In Roma literature, however, there is mention of regular and frequent
border crossings by Western Gypsy groups. It can be assumed, therefore, that there
must have been East-West movements from the Balkans, too.'? It is unlikely that
Roma from the Balkans would have failed to avail themselves of the opportunities to
cross borders over the past few decades. A certain degree of East-West migration is
plausible in that there are festival sites in both France and Spain. Here, cultural pull
factors are at work. Reasons for the international migration of Gypsies are to be
found not just in the cultural and political sphere but also in family ties. These have
been established in the wake of migration movements and could in theory be inter-
preted in the context of chain patterns.

Itis possible to regard the migration of Gypsies after 1988 as an escape along
traditional lines of flight by a pariah population that had been left to its own cultural
devices and forced to live in abnormal conditions. Clandestine migration traditions
were transformed ad hoc into a comprehensive migration system.

These remarks can only be interpreted in the context of other suppositions.
The social system of the Gypsies in Europe has been distinguished in particular by an
unsuccessful adaptation to modern ways of life. Peasant professions were only par-
tially adjusted to the demands of industrial societies. Tinkers and scissor grinders
became factory workers but they avoided any long-term working contracts. Family
structures and ways of life were not fundamentally changed. Horse-dealers began
trading in automobiles in the hope of being able to preserve their traditional way of
life. Acculturation to and integration into nation states does not appear to have suc-

12 A general picture of migration problems in the Balkans is given by Christopher Cviic (1991).
He shows that first, the migration movements have not yet been precisely defined and that second, a policy
for this region would have to form “networks for the new millennium” (p. 104).
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ceeded so far. The end of industrialism and the establishment of economic post-
modernity would appear to have brought with it the launching of a fundamental
change in the Gypsies’ social structures.

Their flight to the West should be seen in this context. There is, however,
scant information on more far-reaching developments — especially the links between
social change and the establishment of a migration system for European Gypsies.

We know little about the history of the migration system of the south-east
European Roma. In this regard, it would be of interest to launch a range of scientific
projects in which the intellectual élites of these population groups could play a key
role. Not until this history is known will it be possible to answer the questions on the
significance of the migration process itself: Do thc Gypsies themselves regard their
migration as provisional ? Are their movements important for reconstructing their
social systems ?

Until then, in terms of development policy, we will only be able to point to
the various causes of emigration. Human rights violations of these minorities have
increased in the past year and continue to represent a latent threat. In every develop-
ment policy measure, care must therefore be taken to prevent human rights viola-
tions. For that reason it will be essential, particularly in the case of groups like the
Gypsies that are exposed to such extensive discrimination, to involve the surrounding
population in the concrete development of policy measures. If rejection of a pariah
population were compounded by envy of their development policy privileges, then
an explosive situation could arise.

Until now the decisive reason for Roma migration has probably been the
hopeless situation in the suburban ghetto settiements. Poor hygiene, the lack of infra-
structures (e.g. water, electricity, transport) and the almost total lack of job opportu-
nities make it almost impossible to survive in such areas. Consequently, fear of perse-
cution, poverty migration, and the revival of traditional migration systems
supplement one another. It cannot be assumed that these populations are “born to
travel”, All sociological investigations into the situation of Gypsies have shown that a
solid focal point of life is part of the “life dream” of these populations. Migration-ori-
ented development policy would have to improve that focal point within the context
of local patterns of life. Massive infrastructural and construction programmes, linked
with a local labour market policy, could well be seen as instruments for regulating
migration. Almost all settlement areas are close to urban agglomerations, and conse-
quently the incorporation of such an employment programme into regional develop-
ment concepts becomes reasonable.

Pilot projects of this type are yet to be undertaken. Action so far has been
limited to structural improvements in housing and financial assistance. The Federal
State of North Rhine-Westphalia has begun a project for migration-oriented devel-
opment policy in the former Yugoslav Republic of Macedonia for Gypsies expelied
from Germany. The project will probably be supplemented by more far-reaching
measures. No long-term success is foreseeable at the moment, as the project is lim-
ited to improvements in infrastructural activities. Without labour market policy
instruments the situation will not improve. There even seems to be a tendency for
the returnees settled there to re-immigrate. Future projects should build on this
experience.
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Development policies for long-standing chain migrants

The way the old migration chains have been maintained within the frame-
work of East-West migration is striking. Many of these chains were or seemed to
have been broken, such as the Polish!® and Russian links with Western Europe. Dur-
ing the 1950s, the migration movements from Poland were quite obviously steered by
Polish organizations to North America.

In the late 1980s, the old links seemed to be reappearing in Germany. This
was encouraged among the Poles by the intellectuals who had emigrated in the wake
of the Polish political crises. The increase in Polish chain migration remained slow
until 1988, when it speeded up. Russian immigrant colonies also seem to have been
renewed in recent years. The apparent reticence of Russian immigrants contributed
to the view that they were inclined to assimilate. In recent years, Russians who have
lived for a long time in the industrialized countries have acted as intermediaries for
newcomers, and as interpreters.

The established immigrant minorities in the West have become centres of
immigration. Repairs are now being made to migration chains that were severed for
over 40 years. Particularly affected in this respect are Poles, Ukrainians, Baltic peo-
ples and Russians, in both the classical immigration countries and the industrial areas
of Western Europe. People from areas of former Yugoslavia who were recruited as
migrant workers and went to Western Europe also belong to the category of chain
migrants. The latest migration movements are following the chains of migration
established earlier.

In 1989, for example, there were more than 1 million Yugoslavs living in the
Federal Republic of Germany, Sweden, France and Switzerland (Chesnais and
Council of Europe, 1990). Some 1.5 million Yugoslavs live overseas (Facts on
Yugoslavia, 1985). According to newspaper reports in 1992, Croat aid organizations
assume that the Croatian diaspora in the United States comprises 2 million people
(Vecernji List, 21 Feb. 1992).

Not all chain migration systems can be dealt with here. Moreover, as men-
tioned above, we know little about these networks. The structure of such migration
systems, however, suggests the building of return migration gates via development
policy measures. These would include participation of such migrants in joint venture
firms and the use of development policy resources as safeguards for that participa-
tion. It would also be useful to examine individual chain migration movements, to
find out in what sequence the migrations take place and the gates of entry change,
and how the push factors have changed during specific periods. The way those
remaining behind profit from the chain migrants should also be investigated. Only
when such case studies have been completed will it be possible to include chain
migrants in development policy strategies.

3 An introduction to the problem of Polish chain migration is given by Beatrix Bletzer in her
essay on the Polish community in Berlin (Bletzer, 1991), and by Ewa Helias in her working paper for the
Berliner Institut fiir Vergleichende Sozialforschung on the continuity of Polish labour immigration in the
new states of Germany.
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Development policies for internal and external refugees
and politically displaced people

Eastern Europe is a region in which nation states were formed compara-
tively late. They were plagued by political crises, violence and discrimination.*

There is hardly a population group that will allow itself to be made into a
minority without exercising vigorous protest, but democratic popular sovereignty
requires power to be exercised by the majority. In the history of nationalism, the
establishment of national homogeneity has always been accompanied by expulsion
and migration of minorities. Typical are the refugee movements of minorities from
Croatia, Serbia, and Bosnia and Herzegovina. The same applies to Russian minori-
ties in the new states of the CIS and to refugees from Moldova, Azerbaijan, Georgia
and Romania.

The changes in Eastern Europe are revolutionary. In addition to minorities
who are suffering persecution because of their ethnic background or their religious
creed, some people are fleeing civil wars merely to ensure their survival. Civil wars do
not distinguish between civilians and soldiers. For the most part the victims are those
who have been bombed out of their homes or expelled. The numbers of migrants
have increased during the upheavals and changes in regimes.

The civil war in former Yugoslavia, resulting from the formation of the
nation states of Croatia and later Bosnia and Herzegovina, resulted in expulsions.
The emigration that was involved was clearly a step-by-step process. The refugees
remained in the country for a considerable time, then migrated to Hungary, then to
Austria, and later — most of them ~ to Germany. These migration movements are
contributing to the expansion and restructuring of the system of Yugoslav migration
in Europe. Chain migration following Yugoslav labour migration, refuge-seeking as a
result of minority conflicts and nation state formation, and old and new refugee
regimes, are all decisive factors in the changes in the Yugoslav migration system.

There is little to be said so far about the refugee regimes in the CIS. The
large number of internal refugees in that region makes such a regime necessary. In
addition to looking after the victims of civil war, it will be responsible for the small
number of stranded refugees and transit migrants. There is no way of knowing what
form the establishment of the refugee regime will take in the former USSR. Traces of
old systems that are being revived can be detected, but in most cases the attempts at
refugee control are both new and local. It appears that a policy of resettlement in the
rural environment offers the best prospects for success.

The process of state formation in Croatia and the problems of disengage-
ment from the institutions of the formal centralized state connected with it, the
minority policy in the regions occupied by Serbs and other minorities, and the inter-
vention of Serbian militia, have all resulted in population shifts in the civil war that
could have been prevented through timely international intervention. Such a policy
of intervention would have had to be accompanied by safeguards for minorities and
programmes to break up the armed forces. This opportunity went unexploited, so

14 Nation states identify themselves as such by claiming to link the sovereignty of the people
with cultural homogeneity in the confines of a clearly delineated territory.
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that it has become necessary to repatriate refugees in the combat regions. The same
can be argued for the migration disasters after Bosnia and Herzegovina’s indepen-
dence and Serbia’s expulsion policies.

Experience in repatriation in other parts of the world can certainly be uti-
lized in this context. Success is made harder to achieve both by continuing local fight-
ing and by the refugee reception structures in receiving countries. The lack of provi-
sion for short-term asylum in non-combatant areas and in neighbouring countries
forces the migrants from that crisis region into proceedings that take several years in
some Western European countries and that consolidate the immigration predica-
ment. In this situation, it is probable that immediate resettlement programmes need
to be supplemented by training (and further training) measures.

A second refugee system has developed in the CIS countries. Long-term
conflicts in Azerbaijan, Armenia and Georgia, as well as in other crisis regions, have
made hundreds of thousands of people homeless inside the CIS. Reliable estimates
suggest that 2 million to 3 million people have been caught up in these refugee move-
ments. A policy of repatriation is not feasible, as internal flight movements inside the
CIS have predominantly been transformed into external displacement phenomena.
Structured refugee regimes have not yet emerged. In the main it will be the Ministry
for Agricultural Development that will be responsible for these refugees in the Russ-
ian Federation. Preparations are being made for resettlement programmes in coop-
eration with Western European countries. Ideas for corresponding agrarian projects
are still in short supply. Nor is it clear how these projects are to be incorporated in the
overall Russian development process. It would seem to be in the interests of peace in
the region that these projects be given international support. New development pol-
icy concepts are required to provide for the direct transformation of industrial work-
ers or industrialized farm workers into farmers. The lack of prospects for these
people makes it necessary to test long-term strategies, however sceptical the scientific
community may be. It is incumbent upon the UN system to provide support for the
establishment of national migration and refugee regimes.!”

The processes of state formation within the former USSR are likely to resuit
in further expulsion and refugee movements. This is especially true for the Russian
population groups in the new states outside the Russian Federation. Nationalism will
cause new emigration movements which, under certain circumstances, could take a
violent course. In Moldova we can already see how implacable such a conflict can be.
The Russian part of the population is trying forcibly to safeguard its privileges there
by separating the territories it occupies from the rest of the new state. One reason for
the severity of these conflicts may be that the territories are relatively homogeneous
ethnically, and geographically it would be possible to annex parts of them to the
Russian Federation. All observers predict expulsion and flight movements.

The international organizations should draw attention to the humanitarian
and social consequences of such processes. It is quite possible for the issue of the Russ-
ian minorities to be discussed through consultative means when the legal and adminis-

1% In 1990 Louise Driike presented an initial summary of possible strategies for timely interven-
tion in refugee-producing situations. Her work refers to a large number of instruments in this field but lim-
its itself to a presentation of the activities of individual organizations.
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trative institutions are developed in the new states. It would likewise be sensible to use
development projects to encourage the new states to adopt a minority-friendly policy.
The arrival of Russians from the peripheral states will have to be a central topic in the
establishment of a Russian migration regime.!® In Armenia about 3 per cent of the
inhabitants are Russian, in Georgia and Lithuania 9 per cent, 10 per cent in Azerbai-
jan and Belarus, 12 per cent in Moldova and Tajikistan, 13 per cent in Uzbekistan, 15
per cent in Turkmenistan, 19 per cent in Ukraine, 25 per cent in Estonia, 29 per cent in
Kyrgyzstan, 30 per cent in Latvia and 42 per cent in Kazakhstan. In the Russian Fed-
eration itself, 83 per cent of the inhabitants are Russians (1979 census figures).

The aggressive behaviour that is typical of irredentist movements is reason
enough to consider the role of international peacekeeping in the [ormation of new
states. Development policy should also see itself as a peacekeeping instrument.

The emergence of migration and refugee systems will be an important polit-
ical talking-point in the CEECs. International discussion on the link between exter-
nal and internal flight will therefore have an effect on migration regulation in Eastern
Europe. It is evident that internal and external migration movements often belong to
the same migration systems. Poland, Hungary and Czechoslovakia — all of which will
be helped by a number of development policy measures in the coming years — should
set aside part of this aid for refugees and other emigrant groups.

Development policies for environmental refugees

The issue of environmental displacement first arose only a few years ago.
Mass migrations of this kind can be expected in the CEECs. Chernobyl, the southern
Urals and Murmansk with their nuclear catastrophes seem to represent one side of
the coin, while the other is reflected in the desertification of Central Asia and the
depopulation of polluted industrial cities. Environmental catastrophes and their con-
sequences will lead to the displacement of hundreds of thousands of people. The con-
dition of industrial plants indicates that further environmental displacements can be
expected. Disaster aid agencies are currently interceding in such migrations. We
know of no planning in anticipation of such migration movements. The relevant
regimes and systems are still in the process of formation.

Technical cooperation between the industrialized states and the CEECs is
obviously necessary. The redevelopment of polluted industrial regions will be a foun-
dation for reindustrialization processes. Action has already begun to make nuclear
plants and other disaster-producing technological behemoths safe. The land recovery
projects in Central Asia will obviously require extensive development policy efforts to
become functioning agricultural systems. These are problems that can hardly all be
resolved in one go, but each individual case should have access to technical cooperation
provided by large development policy institutions. Within the context of a suitable
development policy the consequences of past environmental migrations should be
examined and priority given to disaster relief and public health care. In these spheres
too, appropriate regimes will have to be installed with the aid of regional initiatives.

16 This was pointed out at an early date (1984) by Jones and Grupp.
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Development policies for migrant workers

Recruited Yugoslav migrant workers of the first generation still constitute
significant immigrant populations in Western European cities. The need for labour
in Western Europe has led to new recruitment contracts, for nurses from
Yugoslavia for example. Seasonal workers from Poland and Czechoslovakia are
contracted for the building trades and agriculture. Company contract workers
from Albania, Bulgaria, Czechoslovakia, Poland and Hungary are filling gaps in
Western Europe’s labour markets. In Germany, immigrants with limited residence
permits are given a general work permit as short-term workers (for three months).
However, the labour administrations are required to give their approval for spe-
cial employment.

A differentiation in the gates of entry for migrant workers is of special
importance. In 1990 and 1991, employment was arranged for no more than 600
Polish “guest workers”, although in October 1991 alone 70,289 Polish workers
were requested by German employers for seasonal jobs, cross-border commuter
employment and student holiday work; 98 per cent of them were requested by
name. In the same month, 114,100 short-term employees requiring an entry visa
were registered with the Federal Institute of Labour. More than half of these came
from Poland. In December 1991, there were 41,945 Polish company contract
employees working in Germany, mostly in the building trades. The number of
workers required in this sector is increasing. In the States of Brandenburg and
Berlin, the number of these contracts rose from 28 to 1,000 between 1990 and
1991, of which some 600 were with Polish firms in Germany. These figures are high
and rising because the borders between Poland and Germany are fairly open for
citizens of both countries, and because high quotas have been bilaterally agreed
(Working Group on East-West Migration at the Berlin Institute for Comparative
Social Research, 1992).

It is striking how little influence the international migration regime, that
is, the ILO and other human rights organizations, have on conditions of labour
immigration in the East-West context. Western Europe’s gates of entry for labour
migration are currently being defined ad hoc and depend on the labour market
requirements of any given moment. Labour migration is regulated on the basis of
need by the countries affected and conducted within the context of established
labour migration policies. Recruitment campaigns targeting specific professions
are the exception.

Case studies on the more recent forms of labour migration from CEECs will
have to be carried out before relevant conclusions can be drawn. The little informa-
tion we have on labour migrants, especially from Poland, suggests that labour migra-
tion has implications for development policy even in the framework of concrete
migration systems. Of course this does not apply to the national economic system as a
whole : we might mention the teacher who as a commuter supplements her income by
providing services and in that way makes an indirect contribution to the stability of
the school system in Poland. This applies equally to the many illegally employed
Poles in agriculture, forestry and other branches of the informal sector. In terms of
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development policy, it might be considered useful not to erect further obstacles to
such forms of work. The provision of social safeguards for these labour migrants
through bilateral agreements and the implementation of at least the basic require-

ments of the ILO Conventions would seem to be important in this regard.

Development policies for illegal, non-documented migrants

This type of migrant comprises illegal workers from various CEECs, but in
particular from Poland, who can be assigned to the general category of migrant work-
ers. The number of illegal workers employed in Berlin and Brandenburg alone is esti-
mated at 100,000.

The regime for illegal immigrants is just coming into existence. There has
been a conference on the subject at the European level which proposed little for
combating its causes or for controlling migration, but much to say about policing
action in non-specific terms. Progress has been made in labour market monitoring
over the employment of illegal labour, but such monitoring is unlikely to be very suc-
cessful in the informal sectors of Europe’s economies.

These migrants can either be assigned to older migration systems or else
they begin to construct new migration systems. Owing to the lack of statistics and the
tacit acceptance of the groups involved, too little is currently known about them. It is
difficult to point to these migrants as a strategic group qualifying for development
aid. However, great numbers of them will be subject to repatriation. It would be
worthwhile to combine repatriation policies with development strategies. The fore-
cast number of illegal migrants and their low social position justify their definition as
strategic groups sui generis.

Development policies against the “brain drain”

According to the criteria of international law, emigrating technicians, acade-
mics and other highly qualified experts belong to the migrant worker category.!’
However, for the purposes of socioscientific studies on the regulation of migration,
this group of migrants needs to be analysed separately. Of the Jewish diaspora, 44.8
per cent are scientists, 30 per cent engineers and architects, 5.2 per cent doctors and
dentists, and 4.1 per cent teachers. This shows the overwhelming tendency towards
brain drain migration among diaspora migrants.

As early as the 1970s, selected students and researchers were given the
chance to cross the Iron Curtain to the West. There were close ties between Western
and Eastern European universities. The quality and quantity of the exchange and the
restrictions imposed on it varied from one CEEC to the next, but the old paths of sci-

17 Reinhard Lohrmann (1991) summarizes the brain drain phenomenon in Eastern Europe,
noting that the problem has been exaggerated but will no doubt become more important in the future.
Lohrmann claims that intensive research is needed here. Dieter Vogeley (1991) refers to the connection
between the brain drain and older chain migration and suggests that while there could be a repetition of
developments of the 1920s we have too little information to be able to predict it.
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entific exchange were still the decisive starting-points for the brain drain migration
movements that are currently in progress.'®

The scientists’ networks that were conceived as exchange networks now run
the risk of becoming emigration agencies, in view of the excessive income differences
between East and West. Public and private research institutions in the West and in
developing countries have begun recruiting personnel in Eastern Europe. The nat-
ural sciences and technology are the most attractive areas. There are already highly
specialized computer scientists from Eastern Europe working in many Western
European research institutes.

The brain drain movement also extends to other professions, with techni-
cians and engineers from Eastern European industry much in demand. The emigra-
tion of such specialists is still in its early stages as there are no established migration
systems. Only a few migration movements, e.g. those from Poland and Hungary, have
developed from established chains.

It is reasonable to suppose that a high standard of education facilitates not
only vertical, but also horizontal, mobility. Many university graduates among the
commuters and seasonal workers from Eastern Europe are performing tasks that
require only a low level of education. Polish university staff and teachers are working
in the services sector in Western Europe. The economists’ notion of the establish-
ment of migration systems through income differentials is certainly confirmed with
respect to the brain drain.

The tradition of the intelligentsia in CEECs is determined either by techno-
logical formalism or by educational patterns based on the history of ideas. A flexible
educational content was largely unknown. This educational élite, however, together
with the rising generation, is the source of tomorrow’s leaders. Education, training
and retraining institutions are required to begin this process of social change as
quickly as possible.

Such educational establishments should be a central objective of joint ven-
tures. The British-Russian University and existing private initiatives are examples of
such ventures. It is particularly important that Eastern Europeans should be involved
in administration and teaching at such institutions. The activities of individual
national associations and chambers of industry that have — in their own interests —
pledged to provide advanced management training are also important. There seems
to be a link between a commitment to development policy and an interest in having
intermediaries for future investments. Trade unions could, for example, take on the
training of some of tomorrow’s top civil servants for democratic political systems, as
could other associations and special interest groups. Development policy institutions
have already started to help finance such activities.

Arms conversion has a decisive role to play within the context of the vast
military-industrial complex with its military and civilian production, its service sec-

18 See Rhode (1991) for the historical background to this type of migration, available figures
and possible research prospects. Although Bulgaria has closed its borders to emigrants, the brain drain
from that country seems to be significant (see Zlatanova, 1992 and for an alternative view, Bobeva, 1991).
About 40 per cent of all brain drain migration to Austria is from Eastern Europe (Fasmann, undated). The
EC is contemplating research work and development policy measures in this connection as part of its
COST programme (see Rhode, 1991).
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tors and its research institutions (see Cooper, 1991) One could even speak of the
“conversion of human capital”. The Western European and American anxieties that
led to the early introduction of well-funded anti-migration programmes are having
certain effects here. One of these is the establishment of an Academy of Atomic Sci-
ence to prevent experts in that field from going to third countries. It might be perti-
nent to discuss whether such academies could not be transformed, with the help of
international agencies, from pure job creation measures into useful development pol-
icy projects.

The large number of technicians and engineers should also be incorporated
into the strategies for forming a new élite. These segments of the population,
together with retrained economists and arts scholars, could build up small, middle-
class-oriented businesses with Western support. Western development agencies have
a crucial counselling and funding role in this respect. Cooperative and enterprise-
based elements will have to be introduced, as in Western countries. Among these are
state-subsidized credit institutions and distribution agencies. Although required in
classical development policy, Eastern Europe offers no precursors for small business
structures except in Hungary, Poland and Yugoslavia’s successor states; it would,
however, be appropriate to investigate whether the informal sector could not be the
basis for establishing such firms in all CEECs."?

Since by definition the brain drain is part of a regulated migration system, it
seems reasonable to develop elements from it into a migration policy. It would certainly
be useful, for instance, to couple long-term research projects that tie the intelligentsia
to a particular place with short-term visits to the West and in this way to make social
imitation possible. The purely abstract, people-less transfer of Western experience
would not be enough on its own to launch new research establishments successfully.

Development policies for migrant traders

Migrant traders from Eastern Europe move westward for short periods to
conduct small-scale business at “poverty markets”. These markets, held in Germany,
France, Austria and Italy, have also been set up at various locations in Poland near
the border with the CIS, as well as in Hungary and former Czechoslovakia. This
category also covers other traders whose activities are more certainly illegal, includ-
ing prostitutes or small-time criminals who use ethnic networks for their short-term
work in the West. Migrants who move because they wish to carry on an independent
trade also belong to this category.

¥ The PHARE Programme adopted by the EC in July 1989 is an initial comprehensive pro-
gramme in this sphere. Scholarships and grants are to be used in Eastern Europe to promote first, privati-
zation and the establishment of firms: second, the expansion of banking and finance institutions; third,
the development of small and medium-sized business: and fourth. labour market policy. The Eastern
European intellectual élite is given a crucial intermediary function in the PHARE programme. The pro-
gramme is expressly designed to promote the establishment of a “ civil society ". Community facilities,
NGOs and lobbies are to be involved in this effort (see Pinder, 1991 on the general problem of European
aid for Eastern Europe).

A good synopsis of the experience with development policy measures in this area and the role
of international organizations is given by Fuhr and Spith (1990); see also Giaoutzi et al., 1988).
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When the Iron Curtain fell, the so-called “Polish markets” (in e.g. Berlin,
Istanbul, Vienna and Budapest) were soon a striking feature of the landscape.
Migrants tried to sell consumer goods from their suitcases for convertible currency to
finance a medium-term stay or to send money home. This system of “suitcase
traders” is now a characteristic feature of both sides of the CEEC borders. A small-
business migration and trading system, such as existed in the 1920s and 1930s, will
probably take root in the next few years. Whole districts of large Western cities are
dominated by second-hand stores, import firms and restaurants run by migrant
traders from Eastern Europe.

The excessive income differentials between East and West and the new mar-
kets arising out of industrial reconstruction in Western Europe attract other types of
commercial migrant, such as entertainers and artists who, like scientists, are very
mobile. The borderline between these and other trades is not always clearly defined.

There is also trades migration in areas regarded as criminal in Western
Europe. Owing to supply planning deficits, some minorities in the former USSR in
particular have specialized in smuggling and black market dealing. The structures
reflect the economic networks thrown up during economic crises and after the World
Wars. These minorities are in the process of internationalizing their networks towards
Western Europe, assisted by the demand for illegal merchandise and services there.
Drugs, illegal employment and the distribution of smuggled goods are major areas.
Another rapidly growing area is traffic in girls. Western European brothels that used
to recruit in south-east Asia and Latin America are now drawing their staff increas-
ingly from Eastern Europe. This also applies to the international marriage market.
There are indications that affluent and childless families in Western Europe are now
being supplied with more adoptive children from Eastern Europe than from develop-
ing countries. The criminality of these operations has consolidated the networks:
mafia-type migration systems have formed in the space of a few months.

In the 1980s, an important political topic in Western Europe was the desire
to push back the migrant traders. The system of “suitcase migrants” could be limited,
but not prevented, through police action. Development policy would have to aim at
removing both the criminal aspect, and restrictions for the customer. The introduc-
tion of stable markets with food controls, hygiene and conserving facilities appears to
be essential. Development policy investments could meet this need. A thought to
consider is whether migrant traders ought to be given support as small businessmen
in their countries of origin: conceivably, they might come to be regarded as the pre-
cursors of East-West free trade.

Development policies for stranded people

Subsumed in the category of “stranded” are those termed “refugees in
orbit”, and transit migrants who have been prevented from entering their chosen
country of destination and who do not wish to return to their country of origin. This
applies to people from developing countries who came to Eastern Europe as migrant
workers, and transit migrants whose movements were interrupted in Eastern
Europe. In Bulgaria, there are between 14,000 and 15,000 transit migrants from Sri
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Lanka, India, Bangladesh, Nigeria and Ghana who are currently housed in tempo-
rary accommodation in Sofia. In Poland on 15 January 1991, 511 refugees were
counted. Some 700 applicants have so far received recognition as refugees. There are
no figures available for the much larger numbers of transit migrants. While some
come from developing countries, the majority are from CEECs. In 1990, 4,251,282
people travelled to Poland from the USSR, 143,280 from Bulgaria and 323,926 from
Romania. Some of these visitors to Poland will have travelled further west or will be
waiting for a favourable opportunity to cross the border illegally.

In the 1980s, airline companies belonging to the International Air Transport
Association (IATA) were integrated into a strict system of migration control. Inter-
national flights without the necessary visas became almost impossible. Only Eastern
bloc airlines, and a few in developing countries using Eastern bloc air space to reach
Western Europe, allowed illegal migrants and refugees to reach stopping-off points
in CEEGC: first and subsequently their Western European destinations. Under inter-
national law, such migrants are turned back at the borders of Western European
countries or are prevented from continuing their journey. For that reason there are
many “migrants in orbit” in all the CEECs. They receive very little assistance as the
relevant international regimes are effective to only a limited extent in the CEECs
(with the exception of Hungary).

Until the end of the 1980s many CEECs employed labour migrants from the
“fraternal countries”. The majority of these labour migrants - in the former German
Democratic Republic at least — have lost their jobs and often their accommodation as
well. They comprise a population that is, potentially, increasingly obliged to engage
in illegal activities. There is no migration regime, and certainly no migration system
for such migrants.

The movement of Eastern European migrants to the West has, in recent years,
spawned immigrant minorities in Hungary, former Czechoslovakia and Poland whose
intention is to cross into Western Europe illegally. To date, these refugees in orbit have
been registered neither by aid agencies nor by the regulatory authorities. To help them,
the refugee regimes in Eastern Europe must first be improved. Their repatriation or
their resettlement in a third country is part of the international agencies’ mandate that
must be fulfilled through new refugee conventions and adequate resources.

Development policies for economic
and socially displaced migrants

Large numbers of people have become displaced following the collapse of
the Eastern European regimes in a manner similar to that which occurred at the end
of the Second World War. They are demobilized soldiers, regime opponents from the
gulags and psychiatric clinics, victims of housing speculation, and immigrants in cities
who have lost their legal status as temporary residents. The CIS in particular seems to
have millions of displaced persons.

Among the few statistics that provide an indication of the number of dis-
placed persons are police figures for people of no fixed address (although they are
only a very small minority group in this type of migration). From 1987 to 1990,
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between 110,000 and 120,000 people of no fixed address were arrested annually in the
USSR; 76,566 were picked up by the police in the Russian Federation in 1990 (USSR
in Figures, 1991).

The characteristic feature of displaced persons is that they cannot be
assigned to a migration regime. From the point of view of migration theory, there is
an implicit contradiction here: displaced persons have been the target group of the
largest institutionalization processes of the migration regime. This experience can
perhaps be of use in establishing functioning migration control institutions.

Development policies for returnees

The category of returnees is extremely broad and as such is indeterminate.
They include members of the Soviet Army returning home, whose reintegration after
the collapse of the USSR has similarities with the return of mercenary armies. There
are people returning from diasporas who wish to contribute to the process of recon-
struction in their countries of origin by using the capital and skills they have acquired
in exile. There is likely to be an increase in the numbers of returning religious and
political refugees who see their home country as some sort of utopia.

The return of Soviet soldiers to the CIS is in almost all cases regulated by
contract and subject to a military regime. The social and economic aspects of this
return are also subject to such planning. The resources of the CIS will in all likelihood
permit no more than a very limited level of integration of the returnees. The interna-
tional assistance so far given is inadequate.

In the case of Germany, development policy measures are envisaged for the
members of the former Soviet Army. International syndicates are involved, mostly in
the construction of housing. In Poland, former Czechoslovakia and Hungary the
withdrawal of the former USSR’s troops has led to the discovery of environmental
damage with unforeseeable consequences. International and national development
policy institutions should assist the regions affected in undoing the damage.

Until the end of the 1980s there was a stringent immigration policy in the
CEEC: for returning businessmen and refugees. The relevant institutions have since
collapsed, and nothing so far has replaced them. Instead, political “grey zones” have
come into being. In East-West migration there are currently indications of return
migration or temporary return within individual migration systems. In terms of devel-
opment policy, these returnees have a special entrepreneurial or intermediary function.
They establish networks between Western Europe and the regions they return to.

5. Summary

Macroeconomic measures are necessary for the economic development of
Eastern Europe, to the extent that they can be funded, planned and implemented
politically. These measures would have to include debt reduction, the establishment
of a convertible currency system, and almost superhuman efforts in the field of infra-
structural assistance. Macroeconomic improvements will affect migration behaviour.
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New job opportunities, improved conditions of employment and higher incomes will
reduce the number of economically motivated migration decisions in the long run.
However, such an economic upswing is not yet in sight.

Even if macroeconomic measures are successful, a migrant-oriented devel-
opment policy will be needed if progress is to be made towards the goals of migration
control, improvement of migrants’ living conditions, and protection from persecu-
tion. Economic developments can themselves encourage migration, and migration
systems sometimes operate to such a limited extent that their only effect is to moti-
vate migration through modernization of the social context. A strategic approach to
development policy measures is therefore necessary. The target groups have to be
supported in the context of their migration systems and themselves involved in the
implementation of development policy. We know too little about the new migration
paths and systems in Eastern Europe to be capable of large-scale conceptual plan-
ning from the outside.

The confused state of the overall situation in Eastern Europe makes it nec-
essary to proceed with caution and understanding. A euphoric approach that ignores
all developing country experience should be avoided.? Since resources are limited
and the tasks huge, such development projects will inevitably have to be limited to
regions where they are most likely to succeed.

The anxieties and economic power of Western Europe are advantageous for
development policy, migration control and support for migrants (Blaschke, 1991). It
seems to be possible for a variety of pilot projects to be undertaken within this con-
text. It needs to be pointed out, however, that this discussion has to date been con-
ducted largely at the symbolic policy level. The few activities that have been under-
taken do not seem to have been planned and implemented consistently. The problem
could be somewhat resolved, however, through pan-European coordination and
evaluation of the measures taken.

Unlike the countries of Africa, Latin America and Asia, the CEECs are
recipients of assistance channelled mainly through institutions that are based on the
“European idea”. The admission talks between the European Community and
Poland, former Czechoslovakia and Hungary point to a fundamentally different basis
for economic cooperation and aid for development. The deeply rooted fear of hordes
of migrants from the East reinforces this.

In view of the formation of nation states, democratization, and the continu-
ing pauperization of Eastern Europe, an increase in human rights violations, persecu-
tion of minorities, and civil wars can be expected. It is important therefore to refer to
the need for changes in the UN system of conflict reduction, human rights protection
and early detection of violent tendencies and expulsions. New political regimes need
to be established at the international level.

At the national level, it would seem that the establishment of refugee and
migration regimes should be given priority so as to protect and support migrant
groups. The large number of internal migrants and displaced populations should be
given special consideration. We know little about these population movements and
less about their sociostructural environments.

P For a good introduction to the underdevelopment and migration literature, see Appleyard, 1992.
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Displacement-generating conflicts
and international assistance in the
Horn of Africa

A. Zolberg and A. Callamard

1. Introduction

For several decades now, wars and famines have ravaged the Horn of
Africa,! resulting in loss of life and massive displacements of dispossessed people
both within their own countries and across international borders. According to the
UN Special Emergency Programme for the Horn of Africa, a total of 22 million per-
sons are today in immediate need of emergency assistance, including more than 7
million internally displaced, 1.5 million refugees, 700,000 returnees and 13 million
severely affected by drought.?

For several decades also, multilateral and bilateral donors have showered
enormous resources to alleviate human suffering and develop the region. Given the
gravity of the current economic and political crisis in all four countries, it can be
argued that international assistance has largely failed to achieve its objectives. Two
major questions therefore arise: First, to what extent is this failure attributable to
internal deficiencies, and how much to external forces? And in that light, what
should be the future role of international assistance in this region, and what reforms
should be undertaken to overcome the mistakes and failures of the past?

The objective of this paper is to provide some preliminary answers to these
questions. Beginning with an analysis of the root causes of the forced movements of
populations, we show that the conflicts that have plagued the Horn for several
decades arise mostly from the difficulties of state-building under conditions of
extreme underdevelopment, exacerbated by the direct and indirect involvement of
the superpowers. We suggest in particular that military assistance is a root cause of
forced internal and external population displacements and a major impediment to
the successful accomplishment of international assistance. With regard to the latter,
we identify obstacles arising at four distinct levels, namely local, national, interna-
tional and the UN itself. Accordingly, strategies for preventing forced movements

! As used in this paper, the Horn of Africa refers to Sudan, Ethiopia, Djibouti and Somalia.
However, we do not deal with Djibouti both because of limited space and difficulties in obtaining adequate
information.

2UNDP, 1991a, p. 12.
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and for improving the effectiveness of international assistance should not be limited
to one or two of these levels but must embrace all of them. But the foremost condi-
tion for any such undertaking is the achievement of generalized peace.

The crisis that has engulfed the Horn of Africa (and Sudan) in the past three
decades is rooted in the region’s distinctive political history, its contemporary geopo-
litical status, as well as economic conditions determined by a combination of poor
natural endowment, social factors including demography, and detrimental effects
generated by the world economy. The tensions experienced by the countries arise in
large part from the difficulties of constructing modern states in ethnically diverse
societies under problematic economic conditions and within a politically divided
world. Not only has each of them experienced protracted internal conflicts of its own,
but these have been exacerbated by interactions among them, as well as by the direct
and indirect involvement of a variety of external powers. The latter phenomenon is
attributable to the fact that, from a geopolitical perspective, the region constitutes the
western flank of the explosive Middle East.

2. International assistance: Trends and implications

The starting point for any realistic assessment of the role of international
assistance is that the Horn of Africa is one of the very poorest and least developed
regions of the world.? Although in the past three decades it has received considerable
official development assistance (ODA) from bilateral and multilateral donors, this
has been outweighed during the same period by military assistance, which has in
effect triggered a regional arms race.* Although conventionally, development assis-
tance and military assistance are considered separately, in this case it is essential to
view them as interactive factors. As demonstrated in section 2, military assistance is a
major contributing factor to the Horn’s conflicts, and consequently ranks high as a
cause of its forced internal and external population displacements. Thus, ODA is
faced with the task of helping to reconstruct extremely underdeveloped societies
whose predicament has been rendered even more desperate by an arms build-up.
Under such conditions, it can do little more than pick up the pieces.

3 According to the Human Development Index scale of the Human Development Report,
(UNDP, 1991b), whose lowest number is 160, the countries under consideration rank as follows: Ethiopia
141, Sudan 143, Somalia 149, and Djibouti 153. These conditions are corroborated by the World Bank’s
differently constituted World Development Report (World Bank, 1991).

4 Although official figures suggest roughly the same order of size for the two types of assistance,
the military side undoubtedly outweighs the other because much of it went to various anti-governmental
organizations (e.g., EPLF in Eritrea, SPLA in Sudan), and hence does not appear in conventional sources.
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Types and sources of assistance: A summary overview”

Development assistance. Overall, bilateral development assistance from the

1960s onwards closely reflected changing international political alignments in the
region. The main trends can be briefly summarized as follows.

During the period 1970-79, the net flow of resources granted to the three coun-
tries fluctuated from one year to another. The country which experienced the
highest and most regular increase was Sudan, for which ODA jumped from
US$ 16 million in 1970 to US$410 million in 1978 (Table 4.1).

During the period 1980-89, Ethiopia experienced the highest increase of total net
ODA, from $216 million to $ 702 million. As far as Somalia and Sudan are con-
cerned, the figures fluctuated on a yearly basis but remained quite constant
around § 440 million for Somalia and $ 700 million for Sudan (Tables 4.2 and 4.3).

For the period 1969-72, Ethiopia was the highest recipient of ODA originating
from DAC (OECD Development Assistance Committee) countries, with the
United States in the lead. In contrast, Sudan did not receive any development
assistance from the United States during this period. The amount of ODA
granted by the UN slightly counterbalanced the difference: $ 5 million was annu-
ally granted to Ethiopia, and $ 3.6 million to Somalia as against $ 11 million to
Sudan (Table 4.4). Nevertheless, the total gross receipt of ODA for Ethiopia,
$ 43.6 million, was much higher than for either Somalia ($29.5 million) or Sudan
($19.8 million).®

Ten years later, the situation was reversed: Sudan received 1.3 per cent of total
ODA allocated by DAC countries (no figures are available for Ethiopia and
Somalia), 1.4 per cent of ODA allocated by the United States, and 4.4 per cent of
ODA granted by OPEC countries (Table 4.5). Ethiopia and Sudan ranked
among the top four recipients of UNDP development assistance (the first two
being India and Bangladesh, with respectively 4.5 per cent and 3.8 per cent of the
total).

Another important feature of the 1970s and 1980s was the rise of the OPEC
countries as a main source of bilateral aid for Sudan and Somalia. Although the
Syrian Arab Republic and Jordan received the bulk of OPEC’s bilateral assis-
tance in 1981-82 (respectively 25 per cent and 17 per cent), both Sudan and
Somalia were granted large amounts: 4.4 per cent for Sudan and 2.7 for Somalia.
Furthermore, according to data compiled by Laitin and Samatar, after 1976
Somalia was increasingly tied to the Arab world, and bilateral aid from OPEC
states outpaced funds from the OECD countries (Table 4.6).

5 Because of the variations in the manner in which OECD aggregated its statistics on ODA

from one annual report to another, there is some overlap of years and figures over the 20 years, and this
period should not be totalled. Furthermore, because the total flow of ODA has been aggregated either as a
gross receipt, a net receipt, or a net flow of resources, figures should not be compared from one table to
another.

$ OECD, 1974.
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Table 4.1. Total recorded net flow of resources from OECD Development Assistance
Committee (DAC) countries and from international agencies, 1970-77

(US$ million)
1970 1971 1972 1973 1974 1975 1976 1977
Ethiopia 47.67 59.06 47.79 65.30 96.93 130.4 137.1 105.6
Somalia 30.04 34.28 31.33 31.09 19.78 92.1 77.8 178.5
Sudan 16.41 16.90 45.01 94.51 110.30 411.7 335.1 278.3
Total Africa 3078 3760 3548 4073 4752 9327 9969 13700

Source: OECD Development Assistance Committee, Development Cooperation Reports {various years).

Table 4.2. Total net ODA from DAC countries, multilateral agencies and OPEC, 1980-83

(US$ million)
1980 1981 1982 1983
Ethiopia 216 241 200 251
Somalia 446 374 462 276
Sudan 620 681 740 929
Total Africa 10768 10572 10597 10048

Source: As Table 4.1.

Table 4.3. Total net ODA from DAC countries, multilateral agencies and OPEC, 1985-89

(USS$ million)
1985 1986 1987 1988 1989
Ethiopia 715 636 635 970 702
Somalia 353 511 580 433 440
Sudan 1129 945 898 937 760
Total Africa 12846 14 434 16255 17 694 18123

Source: As Table 4.1.

Table 4.4.  Gross receipts of ODA by donor, annual average, 1969-72 (US$ million)

United States Total DAC UN Total multilateral agencies
Ethiopia 16.3 34.7 5.1 89
Somalia 6 18.8 3.6 10.7
Sudan 0 6.6 11.1 13.2

Source: As Table 4.1.

Table 4.5. ODA by donor, annual average, 1981-82 (percentage of total allocated ODA)

United States DAC OPEC UNDP WFP Total multilateral agencies

Ethiopia - - 3.0 5.0 2.1
Somalia 0.7 - 2.7 1.2 5.8 2.3
Sudan 1.4 1.3 4.4 3.0 1.8 29

Source: As Table 4.1.
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®  The figures provided by the OECD do not include economic assistance provided
by the USSR. According to Paul Henze! this was quite limited for all three coun-
tries from the beginning of the 1960s, especially if compared with the ODA pro-
vided by DAC and OPEC countries and multilateral agencies (Table 4.7).
Henze’s general assessment seems to be corroborated by other sources.® In 1975,
the USSR granted $ 52 million for development projects in Somalia’ However,
after 1978, Ethiopia was the only country in the Horn to receive Soviet economic
aid. In response to the great famine of 1985-86, 10,000 tons of rice and medical
supplies were donated, and 250,000 tons of wheat valued at $ 50 million in 1988.!°

B From 1975 to 1989, Ethiopia, Sudan and Somalia were among the African coun-
tries which received the largest share of total ODA granted to the continent, sur-
passed only by the Sahel countries, Mozambique, the United Republic of Tanza-
nia and Kenya (Table 4.8).

®  Almost half of Somalia’s GNP consists of ODA, a proportion which is surpassed
only by Mozambique (76 per cent), and which has been similar since 1980 (45 per
cent of GNP, as against 7 per cent at that time for Mozambique). The share of
ODA in Ethiopia’s GNP more than doubled between 1980/81 and 1988/89 from
7 per cent to 16 per cent, while for Sudan it remained almost constant at around
10 per cent (Table 4.9).

Emergency assistance. On many occasions the UN provided the region with
emergency and refugee assistance to contain the worst consequences of drought,
famines and forced displacements. Given the large number of donors (from bilat-
eral donors to all the multilateral agencies) it is difficult to assess the exact amount
disbursed.

In 1991, the region was in yet another catastrophic situation, resulting from
20 years of civil wars, recurring drought, and severe social and economic deteriora-
tion. In September 1991, a UN-consolidated interagency appeal was made, request-
ing $400 million for all UN agencies to organize and accelerate emergency relief.
However, one month after the appeal, only $110 million had been provided, well
below what the emergency situation for Ethiopia alone required six years earlier;
and five months later (February 1992), a little over half the amount requested had
been supplied ($ 260 million), while conditions in the Horn continued to worsen and
its financial needs increase.'!

Refugee assistance. For the past 30 years, although fluctuating from year to
year, total UNHCR aid has always been important; and in recent years the Horn has
received the bulk of refugee assistance committed to Africa. For the 1963-81 period,
Somalia outranked any other African recipient: an average of $4.8 million (in con-
stant 1970 dollars), followed by Cameroon ($1.6 million), Mozambique ($1.2 mil-

7 Henze, 1991.

8 Patman, 1990; Ottaway, 1982; Korn, 1986.
9 Patman, 1990, p. 180.

10 Henze, 1991, p. 128.

HUNDP, 1991c¢, 1992.
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Table 4.6.  Bilateral foreign aid to Somalia by source (US$ million)

1973 1976 1979
OECD 19.32 20.07 49.8
OPEC n.a. 33.40 94.8

Source: Laitin and Samatar, “Somalia and the World Economy” in Review of African Political Economy,
No. 30, Sept. 1984, p.71.

Table 4.7. Soviet economic aid, 1959 to 1983
(converted to millions of constant 1987 US dollars)

Initial agreement Offered Disbursed
Ethiopia 1959 468 247
Kenya 1964 44.3 123
Somalia 1962 150 93
Sudan 1961 40 38
Total 702.3 390.3
Total in 1987 dollars 2106.3 1170.9

Source: Henze, 1991, p.129.

Table 4.8. Percentage of total ODA per country

1975-76 1980-81 1988-89
Sub-Saharan Africa 19.7 26 35.9
Ethiopia 0.8 1.0 2.1
Somalia 0.8 1.3 1.1
Sudan 1.4 2.1 2.1
Sahel’ 4.0 46 6.0
Mozambique 0.3 0.5 2.2
Tanzania 1.6 2.2 2.4
Kenya 0.8 1.4 2.2
Zaire 1.1 1.3 1.5

1 Burkina Faso. Cape Verde, Chad, Gambia, Mali, Mauritania, Niger, Senegal.
Source: As Table 4.1.

Table4.9. ODA as a percentage of GNP

1980-81 1988-89

Ethiopia 7.2 15.8
Somalia 44.7 46
Sudan 8.9 10
Mozambique 7.2 76.1
Sahel’ 14.8 17.8
Rwanda 12.4 11.4
Kenya 6.3 11.1
Zaire 4.3 11
Ghana 3.9 10.2

' Burkina Faso, Cape Verde, Chad, Gambia, Mali, Mauritania, Niger, Senegal.
Source: As Table 4.1.
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lion), Sudan ($ 1.0 million) and Djibouti ($0.8 million). However, during this period
Ethiopia received relatively little refugee assistance ($0.4 million).'? At the beginning
of the 1990s, however, Ethiopia rose to the top of this table: in 1991, general and spe-
cial programmes totalled $98 million (Malawi, the second largest recipient, received
about a third of this amount, $ 32 million). Some $23 million was originally approved
for Somalia; less than a fifth of this was actually allocated because the deteriorating
security situation made delivery impossible.'* Sudan came third in the amount of
resources allocated ($ 21 million); Djibouti received a small amount ($2 million).

Military assistance."* At the same time as international assistance was pour-
ing in, a build-up of military forces was taking place. From the 1960s onwards, all
three countries obtained large amounts of military aid, mainly from the USSR and
the United States. During the 1960s, 94 per cent of United States military aid for
north-eastern Africa— which includes Kenya - went to Ethiopia ($104 million); the
USSR provided $ 110 million to Sudan and Somalia. Somalia emerged as the most
militarized of the three countries in the per capita value of foreign military aid. In
1970, military expenditure (exclusive of foreign military assistance) represented 5 per
cent of its GNP, as against 6.1 per cent for Sudan and 2.4 per cent for Ethiopia.

The militarization process intensified during the 1970s, resulting from enor-
mous increases in foreign military assistance both to governments and insurgency
organizations. For instance, Henze estimates that the Eritrean insurgency absorbed
at least $ 50 million worth of arms up to 1980. When the Ogaden war began in June
1977, the USSR shifted its support to Ethiopia while the Carter administration
refused to provide military assistance to Somalia as long as it remained in the
Ogaden. In August 1980 the United States and Somalia signed an agreement for the
use of military facilities at the port of Berbera by the United States newly created
Rapid Deployment Force. In return, Somalia was to receive $20 million in military
credits, $ 5 million in budget support and $20 million in general credit. However, in
1987 United States military aid was cut to $8.7 million."

Theoretical and political implications

This brief summary highlights two fundamental aspects of international
assistance in the Horn of Africa. It took on an international character (a) in terms of
its relative importance in ODA, and emergency and refugee assistance granted to the
rest of the developing world, and (b) as one of the variables within superpower
rivalry. It also acquired a domestic and regional significance, given its fundamental
input into the economies of all three countries and its repeated role in alleviating
human suffering.

In the course of the past 20 years or so, the economies of Ethiopia, Sudan
and Somalia have been highly dependent upon the resources provided by bilateral

12 Annual Report of the UNHCR to the UNGA and Annual Report on UNHCR Activities to
the Executive Committee.

13 UNHCR, 1991, pp. 90-96.
% The principal sources for this section are Henze, 1991; Patman, 1990; Ottaway, 1982; Korn, 1986.
15 Patman, 1990, pp. 262, 293, 294.
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and multilateral donors. Yet such assistance was not sufficient to prevent recurrent
famines and the multiple displacements of impoverished populations within or out-
side their countries of origin. This situation is of course not unique to this region.
Although for some four decades a variety of bilateral and multilateral organizations,
as well as non-governmental organizations (NGOs), have showered enormous finan-
cial, technical and human resources on the developing world — with the ostensible
goal of eradicating poverty, malnutrition, and illiteracy — in 1991, there were about
1.2 billion “poor” people in the developing world; 77 per cent of the world’s popula-
tionshared a mere 15 per cent of its income. Sub-Saharan Africa is currently the most
impoverished region: its share of the world’s poor will rise from 30 per cent to 40 per
cent by the year 2000.'°

Although the situation would be much worse without international assis-
tance, its overall effectiveness has been extremely limited. For several years now,
practitioners and academics have gone to great lengths attempting to provide some
explanations for this situation. All aspects of international assistance have been scru-
tinized and criticized, and a variety of recommendations has been made, ranging
from increased local participation in the design and implementation of projects to the
creation of a new international economic order and a restructuring of the United
Nations.!” The explanations of failure and recommendations for reform can be cate-
gorized at four levels: local, national, international and organizational.

Local explanations. In the past decade, a number of analyses have purported
to demonstrate that international assistance has failed because it did not take into
account the local needs of the population, did not integrate the local populations
within the design and implementation of development programmes, and relied exclu-
sively on the state and the public sector. Hence community development, as opposed
to national development, and community participation, as opposed to a top-down
approach, are put forward as the only viable path towards the alleviation of world
poverty. This approach was popularized by the Dag Hammarskjold Foundation and
the Basic Need Approach of the ILO, which called for the incorporation of a sort of
“development guarantee” for the weakest social groups and the promotion of local
populations’ self-sufficiency.'®

With regard to the Horn specifically, a paper recently published by Bread for
the World argues that the causes of war, famine and underdevelopment in the region
are all rooted in inequitable control over resources and decision-making.'” The
author suggests that the Horn needs alternatives to centralized economies and gov-
ernment-controlled development processes and that strengthening the capacity of
existing and emerging NGOs is a prerequisite for development and peace.

National explanations revolve around the application of the principle of
national sovereignty, which is said to be a significant obstacle to the implementation

16 UNDP, 1991b, p. 23.

17 See especially the special issue of Development, entitled “ We the Peoples of the United
Nations...”, 1986, pp. 1-2.

18 For a theoretical account of community and national development, see Hettne, 1990; Kitch-
ing, 1989.

19 Pauling, 1991.
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and success of international assistance because it limits the reach and content of
development programmes and humanitarian relief. In the case of Ethiopia, the
forced resettlement of populations during the 1985 drought exemplifies such a situa-
tion, as does the use of international assistance for purposes other than the ones for
which it was intended. Similarly, during the numerous famines that have plagued the
region in the past two decades, the destination of emergency assistance was con-
trolled by the various governments, who manipulated food relief as a weapon to
repress dissidence. As highlighted by Operation Lifeline, it is possible to limit the
invocation of sovereignty as a block to humanitarian activities. Yet, considerations of
sovereignty exercised a major constraint on the effectiveness of the UN system in
responding to the humanitarian crisis in Sudan.?

The current situation in Somalia tragically highlights another limitation of
international assistance, one which arises from continuous warfare, the division of
national territory into many areas controlled by opposing factions well supplied with
weapons, and the disappearance of central government : in short, anarchy.”! In Sep-
tember 1991, the UN withdrew from Mogadishu because of concerns over the secu-
rity of UN personnel. However, ICRC and several private humanitarian organiza-
tions continued to operate there, while UNICEF and UNHCR maintained their field
presence wherever feasible?? The UN decision to withdraw was attacked by NGOs
and human rights organizations, especially Africa Watch. We will return to this sub-
ject in the conclusion. Suffice it to note at this point that in addition to the principle of
national sovereignty, the principle of self-determination and the civil conflicts its
application necessarily gives rise to, can limit the operations and objectives of inter-
national assistance militarily and politically, if not legally.

The international economic and political system is also a significant impedi-
ment to the successful implementation of international assistance. First, international
assistance cannot counteract the overall effects of the international economic order,
especially negative terms of trade for developing countries and the exploitation of
their resources by multinational enterprises. Even if international assistance does
provide some benefits, its positive outcomes are swept away by broader trends.

Second, the failure of international assistance may be analysed within the
context of the Cold War and superpower rivalries. As revealed by our examination
of military assistance, in the past three decades both the United States and the
USSR supplied weapons to Ethiopia, Sudan and Somalia, thereby feeding endless
wars and civil conflicts, and directly contributing to the displacement of populations
in search of security. A product of the Cold War, this extensive military assistance
contradicted the objectives of development and humanitarian assistance, and ham-
pered the effectiveness of whatever assistance was distributed. Although the Cold
War has now ended, its legacy still survives in extensive stocks of weapons, which

20 For instance, in October 1989, the Sudanese Government closed Sudan airspace to all relief
flights (with the exception of the ones for government-controlled Juba) therefore crippling many relief
operations. See Minear, 1991.

2 Zolberg, 1992, pp. 303-11.

2 See “Somalia: A fight to the death? Leaving civilians at the mercy of terror and starvation”,
in Africa Watch, 13 Feb. 1992, Vol. 4, No. 2.

109



AID IN PLACE OF MIGRATION?

simultaneously increase the governments’ capacity for repression, foster the emer-
gence of armed bands that terrorize populations, and prevent the implementation of
emergency relief.

Finally, the current problems of international assistance in the Horn of
Africa can be considered within the context of the “new world order”. As Aryeh
Neier has put it, “Now that superpower rivalry for geopolitical advantage is no
longer a factor, the funds that previously flowed so plentifully to finance these wars
are in short supply for the rebuilding of those devastated countries. They will have to
struggle largely on their own to clear their fields of land mines, to cope with the enor-
mous quantities of high-powered weapons in the hands of demobilized and unem-
ployed young men, and to rebuild their economies.””

The current difficulties in financing emergency assistance to the Horn of
Africa highlights the general lack of interest among Western donor countries to help
create peace and security, and to bring an end to the massacres in Somalia.

Moreover, some political analysts argue that the end of the Cold War, far
from reducing the incidence of internal and regional conflicts, removes some of the
constraints that previously acted to restrain regional aggressions.?

Finally, the United Nations must also bear some responsibility for the failure
of multilateral assistance. Two main internal reproaches are generally addressed to
the United Nations: the absence of coordination mechanisms among UN agencies,
and its dependence on Western countries.

The lack of coordination and cooperation among UN agencies refers to the
duplication of efforts, the conflicts over resources and programmes, and the absence
of coordination in the course of emergency relief. As the authors of Humanitarianism
under siege point out, “Inter-agency differences, while harmonized a bit, were never
really resolved. Basic decisions about program objectives, funding, media, and
reporting were seldom reached through collegial inter-agency discussions. As a
result, information remains far less readily available about Lifeline as a whole than
about the activities of a given UN agency.” %

It is difficult to assess how much the lack of coordination among UN agen-
cies is directly responsible for the poor success rate of development programmes,
refugee assistance or emergency relief. However, given the increasingly publicized
debate within and outside the United Nations over this issue and the recent General
Assembly Resolution 46/182 aimed at strengthening the coordination of humanitar-
ian emergency assistance of the United Nations, it is evident that coordination stands
first among the internal UN mechanisms hampering the effective implementation of
all types of international assistance.

2 Aryeh Neier, “Watching rights”, in The Nation,3 Feb. 1992, p. 115.
% See especially Mearsheimer, 1991.
% Minear, 1991, p. 51.
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3. Conclusion: The future role of international
assistance in the Horn of Africa

As demonstrated in the previous section, the effectiveness of international
assistance in preventing forced displacements of population is hampered by obstacles
arising at four distinct levels; consequently, any attempt to address the root causes of
these movements must embrace all of them in a coordinated and coherent manner.
Not only are actions that focus exclusively on any one of these levels likely to fail to
provide long-term solutions to the problems that have plagued the Horn for too
many years, but a limited approach may have negative consequences in discouraging
donors from continuing their actions and in creating imbalances that may themselves
provoke further conflicts and resulting displacements.

International obstacles

It is now widely acknowledged that violence plays a major role in the onset
of African famines. A key to the success of any future undertaking is to achieve bal-
anced reconstruction of civil society in each of the countries concerned; but that is
itself possible only under conditions of generalized peace. In our review of root
causes, we argued that in every one of the countries of the Horn, the conflicts of the
past three decades are related to state-building problems, which have taken the form
of confrontations between a “centre” and one or more ethnically and culturally
distinct “peripheries”. No proposed solution can ignore these issues, even though a
consideration of them raises delicate matters of sovereignty. It was shown also that
direct and indirect involvement by the superpowers, as well as other external powers
that view the region from the perspective of Middle East politics, have exacerbated
these conflicts. With the Cold War over, the first of these factors has in effect disap-
peared — except for its destructive legacy, in the form of stocks of arms — but the other
is likely to remain important in the foreseeable future. It is evident that the Horn
would benefit considerably from a reduction of tensions in the Middle East; but
while such a development can be hoped for, it cannot be expected to materialize in
the near future. Hence, the focus must be on the Horn itself.

The central issue is the question of autonomy for the regions in question.
This can range from devolution of power from the centre to the regions within the
framework of a federal state (with varying possible degrees of autonomy), to outright
separation and the creation of new states.

How are these matters to be decided ? Preferably by the populations con-
cerned, acting through their representatives within the framework of a democratic
state. However, these conditions are not currently realized in any of the countries
concerned; and although in theory they could be brought about by internal processes
alone, in practice this seems rather unlikely. Hence the question arises of which inter-
national agencies and actors should intervene, and what role they should play.

The initial actions required are essentially political, and the most appropri-
ate bodies for this are regional organizations, mainly the Organization of African
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Unity (OAUY); because of the region’s ties with the Middle East, the Arab League
will probably be involved as well.

But to deal effectively with this problem, and to avoid being overtaken by
events that might lead to a renewed scramble for Africa, the OAU ought to reconsider
its principle of the inviolability of colonial borders. It should be noted that two of the
situations in the Horn are ambiguous in this regard: (a) Eritrea was at one time a
separate colony, and entrusted to Ethiopia by the United Nations under certain spe-
cific conditions; (b) Somalia was constituted by the voluntary merger of two distinct
territories, the Somali Republic and British Somaliland. These two can be termed
exceptional cases, where separation would not amount to an unacceptable precedent.

Since by 1992 the Eritrean case appeared to be on the way towards resolu-
tion along these lines, the peacemaking role of the international community should
be focused on the other problem, Somalia. In the absence of internal interlocutors
able and willing to negotiate, there is an urgent need for international humanitarian
intervention. Once again, the preferable approach is a regional one, as in the case of
ECOWAS with regard to Liberia. But because of overall conditions in the Horn,
there are no countries with the capacity to undertake such a major task. The second
best solution is action by the OAU. Should it be unwilling or unable to perform this
function, the matter must be dealt with at the level of the United Nations. Matters
have in fact moved in this direction.

Having adopted a role in Somalia, the UN should consider taking action
similar in scope to that currently pursued in Cambodia, ranging from the repatriation
of refugees to de-mining, and organizing elections, etc. Although a UN mediator is
currently searching for political settlement to the conflicts, the sending of UN peace-
keeping forces has been held up by financial constraints and lack of commitment on
part of member States. As pointed out by The New York Times, “Having contributed
to this calamity, Somalia’s former armourers cannot with decency sit on their hands”
(9 Feb. 1992, p. E16). As under present conditions, the countries of the former USSR
cannot be expected to act, the responsibility rests by default with the United States.
Indeed, all Western powers with special concerns in the region (especially France and
Italy) share an interest in restoring peace.

In the other cases, namely Ethiopia and Sudan - as well as within distinct
Somali states, should these come into being — ongoing centre-periphery conflicts
might be settled short of separation by way of federal solutions. Because the provi-
sional Ethiopian Government appears inclined to move in the direction of federal-
ism, the role of the international community should for the time being be limited to
facilitating its efforts to draw up an adequate constitution. The most intractable
case is Sudan, where a limited federalism was attempted in 1967, but did not last.
The subsequent resumption of civil war effectively demonstrates the positive value
of federalism. If the objective of the international community is to reduce the flow
of refugees, it has little choice but to put pressure on the various parties to come to
the negotiating table, as they have occasionally done in the past. The situation is
complicated by the involvement in the conflict of most of the Middle Eastern pow-
ers, including Israel and the Islamic Republic of Iran, as well as China (as an arms
supplier). The case of Sudan might be approached within the context of a Middle
East settlement.
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The ongoing conflicts continue to be fuelled by the widespread availability
of weapons. This is in part a legacy of the arms race that engulfed the region during
the Cold War, and of continued supplies from external sources. The goal should be an
effectively enforced arms embargo, coupled with disarmament of fighters when alter-
native constitutional channels for dealing with their grievances become available. If
that happens, several possibilities arise: incorporating fighters into national armies,
buying up their arms, instituting a “food for arms” programme, and so on. To be effi-
cient, however, the disarmament process must accompany the creation of alternative
means of survival and of economic self-sufficiency. This highlights the fact that econ-
omic reconstruction and development are necessary components of any programme
of political reconstruction.

National obstacles

As seen above, the central issue in the Horn of Africa is the question of auton-
omy. The future political configuration — federalism or outright separation - of all the
countries under consideration will in effect determine the prospects for long-term peace.

Federalism entails more than administrative decentralization, but a genuine
deconcentration of power, according to rules set in a constitution. The formation of
relatively autonomous power centres is tantamount to the reinforcement of civil soci-
ety. Thus, genuine federalism goes hand in hand with democratization, as well as the
promotion of human rights, and each process feeds into the other.

It is sometimes argued that federalism is costly, in that ministries and
government services must be duplicated, and hence that it constitutes a luxury that
developing countries can ill afford. This, though, is a short-sighted vision, as it
neglects the role of federalism in the democratic management of ethnic and cultural
differences, and as the alternative to such an approach is often very costly in terms
of human suffering and of government apparatus for repression. However, it is true
that federalism requires properly trained regional and local political as well as
administrative personnel. The same holds true for the creation of a new State, such
as Eritrea. Training such personnel should be one of the priorities of international
assistance.

In both cases — federalism and separation — the drafting of a constitution is
the primary step towards the emergence of a legitimate State. A number of develop-
ing countries, including Namibia, Nigeria (after the civil war) and India have
achieved relative success in settling at an institutional and constitutional level prob-
lems between ethnic groups. Their experiences should be called upon. While the con-
stitutions of the countries of the Horn cannot be borrowed from other contexts, it is
evident that the current leaders in charge of the first crucial steps towards statehood
could learn a great deal from past experiences and mistakes.

In addition to facilitating the process towards political reconstruction,
international assistance is required for the economic reconstruction and develop-
ment of the areas under consideration. It has already contributed to the completion
of a series of national strategies on critical sectors of the Ethiopian economy, includ-
ing National Disaster Preparedness and Prevention, Conservation, Food Security
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and Nutrition. The design of each strategy was preceded by comprehensive studies
of the issues involved and by conferences in which both national and international
experts participated.?®

Economic aid should take into account two interlinked factors it has gener-
ally ignored in the past:

B Asindicated on the first part of this paper, economic factors fuelled the political
struggles of the past 30 years. Uneven development, resulting from government
policies favouring some regions over others, and the unequal redistribution of
resources (education, health facilities, public infrastructure, etc.) have activated
separatist demands and weakened populations to the extent that they are unable
to face droughts and escape famines.

® Development planners ought to take into consideration the realities of ethnic
configurations.”’” Where ethnic identities are territorially based, projects that
exclusively benefit certain regions and populations or that threaten the ecologi-
cal conditions of some areas, are likely to result in ethnically based conflicts.?
International agencies and bilateral donors in charge of economic assistance and
development programmes should strive towards a territorially based distribu-
tion. While federalism might facilitate the integration of these questions, the
process towards even development will be conditioned by other factors, includ-
ing the distribution of resources among and within federations. Finally, it should
be emphasized that such an approach does not rule out the necessity of positive
discrimination. In fact, it is evident that international assistance should at first
discriminate in favour of populations most in need and at risk.

Local obstacles

After decades of heated debate over the respective merits of national devel-
opment and community-oriented development, it is evident that neither can be effec-
tive without the other. Nationally based programmes cannot be sustained without the
active political and economic participation of local communities. Conversely, local
development and self-reliance necessitate a degree of state power. As Bjoérn Hettne
has pointed out, some economic planning will always be necessary even in an
extremely decentralized economy: the state must provide adequate infrastructure for
any cooperation between local units to be possible, and may have to intervene to cor-
rect imbalances in resource endowments.”

With regard to preventing future migration flows, it is necessary to identify
the most vulnerable regions and communities, and design strategies-appropriate for

26 Raven-Roberts, 1992, p. 11.

2 Bjorn Hettne makes a distinction between functional and territorial principles of develop-
ment. The former is a result of specialization and advanced division of labour, while according to the latter,
it is the regions themselves which are to be developed, not the larger functional system. The territorial
approach is inherently cultural (Hettne, 1990, p. 193).

2 See Stavenhagen, 1986; Thompson and Ronen, 1986.

2 Hettne, 1990, p. 177.
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diverse local situations. As Angela Raven-Robert points out with regard to Ethiopia,
“The Ethiopian rural economy is made up of different production types, each
affected differently by drought conditions and each has specific nuances that have to
be catered for in the design of relevant strategies.”*

One issue that must be faced is whether the populations in question can be
helped in their present locale (or locale of origin, if they are returnees). If the area in
question is beyond help, i.e. does not offer any realistic prospect of providing an
environment for long-term self-reliance, ways must be found to resettle the popula-
tion permanently. However, care must be given to avoid authoritarian solutions that
usually inflict great suffering on the target populations and are economically
counter-productive. Once again, there is no substitute for a relatively democratic
process which, in this instance, would take the form of consultation with representa-
tive groups of displaced persons (or candidates for relocation). The experience of
negotiations involved in the relocation of populations threatened by dams might
provide useful knowledge as to what does, and does not, work. Since the formation
of a balanced state and civil society requires self-reliant, democratic and partici-
patory communities, international assistance can contribute to the process by
channelling a significant part of its funds to these communities. It should facilitate
the emergence and strengthening of local counterparts, to be accountable for local
development programmes. National and international NGOs could play a major
role in this process by identifying promising local associations or by contributing
to the creation of organizational frameworks that will represent the interests of rural
populations.

United Nations obstacles

With regard to the Horn of Africa, the immediate requirements are of an
emergency nature — food relief, shelter, health facilities — coupled with the repatria-
tion of many thousands of refugees and displaced persons. In this regard, it is impera-
tive for UN agencies to overcome organizational structures and practices that ham-
per interagency cooperation and coordination. This does not require starting from
scratch. Effective experiences must be recalled and replicated.

For instance, the Office for Emergency Operations in Africa (OEOA) is
widely regarded as one of the most effective UN endeavours in the region and as a
model of coordination to be emulated. According to Maurice Strong, its former
Executive Director, there are three main reasons behind OEOA’s success: personal
involvement of senior UN agency officials, fast decision-making, and successful coor-
dination. A computerized database provides up-to-date information for govern-
ments, UN agencies, and NGOs on country needs, supply lines and port congestion;
and a concerted fund-raising drive raised $ 4 billion over a two-year period for the 20
countries or so needing emergency assistance.’!

3 Raven-Roberts, 1992, p. 11.

31 See the article “UN Role in African crises debated”, in Africa Recovery, June 1991, pp. 30-31.
The article summarizes the discussions and findings of a North-South round table meeting in New York in
February 1991.
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Another concrete success, according to participants in a February 1991
North-South round table, was the UN’s Inter-Agency Task Force on Africa which
“articulated Africa’s concern brilliantly and supported several historic initiatives,
including the African Alternative Framework to Structural Adjustment Programmes
and the Arusha Charter for popular participation”.*? The more recent Special Emer-
gency Programmes for the Horn of Africa (SEPHA) constitute another positive UN
attempt to address emergency issues. Of special importance were the reports pub-
lished on a regular basis from September 1991 to February 1992, which served two
crucial purposes: (a) providing a centralized database on emergency needs and finan-
cial resources required, pledged and available; (b) conceptualizing innovative opera-
tional modalities, including interagency coordination, needs prioritization, and
strategies tailored for specific groups.™

UN emergency efforts should be coordinated through the creation of a sin-
gle unit with four main functions:

Financial: interagency appeals, fund-raising;
Political: lobbying with donors, General Assembly, General Secretariat;

Conceptual: needs assessment and prioritization, design of innovative methods and
strategies;

Operational: coordination of modalities among UN agencies, and between UN and
NGOs.

All four functions matter. A political and financial entity which has no opera-
tional or conceptual role will have very little success in resolving the situation in the
field. The effective pursuit of these four functions requires resources, commitment,
and experienced staff. The first two are strongly interlinked. The availability of suffi-
cient resources is determined by the donor countries (hence the importance of the
“political” function) and by the funds provided by the UN itself. Commitment refers
to political support on the part of the UN Secretariat and donor countries. This in
turn necessitates attributing to the Horn of Africa a high priority on the international
agenda. Finally, all these efforts will be of little use unless they are placed under the
leadership of a team of professionals with thorough experience of both the areas
under consideration and of emergency relief.

It should be emphasized once again that successful strategies and ideas for
preventing emergency situations (through disaster preparedness and prevention
measures, for example) and for organizing emergency relief, exist. What is required,
therefore, is not so much innovation, as learning from past experiences, integrating
them within the design and implementation of new policies, and the emulation of
successful models, such as OEOA and SEPHA.

3 Ibid.

 See SEPHA, Consolidated Interagency Appeal of September 1991 and February 1992; Situ-
ation Reports from October 1991 to January 1992 (see notes 2 and 11, above).
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As Cleveland reminds us, “Knowledge has always been power.” * Within
the global system, knowledge provides human beings and institutions with ways of
interrogating, comprehending, influencing, and transforming world affairs. In the
course of its nearly half century of existence, the UN has accumulated a broad range
of experience ranging from peacemaking efforts to humanitarian relief and develop-
ment assistance. It is crucial that these experiences be translated into knowledge
through systematic and continuous learning mechanisms if the UN is to face the
numerous challenges resulting from the end of the Cold War and seize the opportu-
nity this presents for ensuring peace and security.
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The use of foreign aid for reducing incen-
tives to emigrate from Central America

S. Weintraub and S. Diaz-Briquets

1. Introduction

The premise on which this study is based is that the supply of prospective
immigrants from Central America is substantially greater than the willingness of
receiving countries to allow them entry. Central America is defined here as comprising
Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua, the five countries of
the Central American Common Market.! The United States is the main migrant-
receiving country outside Central America. Those coming overland to the United
States must traverse Mexico and some migrants remain there, many at the border with
Guatemala. The combined population of the five Central American countries is now
27 million,? and the number of Central Americans (other than tourists) estimated to be
in the United States is about one million (plus perhaps another 500,000 in Mexico).?

Migration takes many forms. These include legal immigration into the coun-
try of destination, illegal or undocumented immigration, refugee flows, movement
with the original purpose of temporary labour, and tourist or business travel with the
intent to remain only temporarily in the receiving country. The concern of this study
is with emigration for the purpose of indefinite residence in the country of destina-
tion, as would be the case for many persons seeking refugee status, and many undoc-
umented immigrants. Legal immigration for permanent residence in the United
States, while not the theme of this study, would presumably also be affected if emi-
gration pressures in Central America were reduced. The desire to reduce emigration
pressures does not pertain to temporary movement of persons for tourism or busi-
ness. Indeed, one would expect that as incentives for permanent emigration declined

! Central America could be defined more expansively to include Panama and Belize. They were
omitted to permit discussion later in this paper of the Central American Common Market. There is also
more similarity in the nature of the economies among the five countries covered than there is between any
one of them and either Panama or Belize. There are also historical reasons for treating the five countries
separately from Panama and Belize. In other respects, the analysis in the paper would not be altered if the
definition of Central America were expanded.

21f Panama and Belize were added the population would be about 30 million.

3 In addition to persons who have emigrated out of the region, there are now hundreds of thou-
sands of Central Americans who live in the region outside their own country. There has long been much
emigration from El Salvador to neighbouring countries, particularly Honduras, but the unsettled situation
in the region since 1979 has led to a vast increase in intraregional migration.
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because of greater economic opportunity at home, temporary visits would increase
because of the higher income in the former sending countries.

Other than permitting large-scale immigration, an industrialized receiving
country has two broad ranges of instruments for influencing economic and social out-
comes in developing sending countries. These are policies dealing with the current
account of the balance of payments, namely, with the movement of goods and ser-
vices, and those affecting the capital account (see Unauthorized migration: An econ-
omic development response, 1990). The two sets of policy instruments can be sepa-
rated analytically, but not in practice. The provision of official development assistance
(ODA), debt relief, and the encouragement of private foreign direct investment
(FDI) to a sending country, all of which involve some actual or implicit flow of capital
resources, are intended to augment economic activity, including the expansion of
exports. This would be particularly true for Central America, where the economies
are largely open and earnings from merchandise exports in years of satisfactory econ-
omic growth range between 20 per cent and 35 per cent of GDP (Weeks, 1985, p. 52).
What this means is that the use of foreign aid — the transfer of capital and technical
resources to achieve the kind of self-sustaining growth that would reduce or elimi-
nate the incentive to emigrate — requires as a corollary keeping import markets open
in the United States and other industrial countries. “Aid, not trade”, cannot be a
complete policy formulation, certainly not with respect to Central America.

The United States, when formulating foreign economic policy, or foreign
policy generally for that matter, has rarely considered the migration implications of
its actions (see Diaz-Briquets and Weintraub, 1991e, p. 3). United States involvement
in Viet Nam in the 1970s and in Central America during the 1980s had substantial
migration consequences. Indeed, the destination of migrants from sending countries
is often largely determined by past relationships, as exemplified by Filipinos emigrat-
ing to the United States, north Africans to France, and south Asians to the United
Kingdom. This paper assumes that reducing migration pressure should be made an
explicit goal of the foreign economic policy of the United States. If such a policy
objective were adopted, foreign assistance would have a decided advantage over
other instruments in that it can be pinpointed to migrant-sending countries and, to
some extent, even to major sending regions in the sending countries (Weintraub,
1983, p. 227). Trade policy can also be targeted to some extent, but this may require
preferential treatment and lead to the alienation of those countries that are discrimi-
nated against. It remains to be seen whether the United States will provide trade pref-
erences to Mexico, the main migrant-sending country, by means of a free-trade agree-
ment. The United States provides trade preferences to Central American countries
under the Caribbean Basin Initiative (CBI) and the European Community (EC) does
the same for African, Caribbean and Pacific countries under Lomé. In both instances,
under CBI and Lomé, foreign aid is also a major part of the development package.

Foreign direct investment is even more limited than trade as an official
means to staunch migration because it is essentially under the control of private per-
sons rather than governments.

There is a major difference between the United States and the countries of
the EC in the choice of the primary instrument for reducing emigration pressures in
sending countries. In Europe, growing out of concern over potential migrant flows
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from Eastern Europe, southern Europe (largely Turkey; see Martin, 1991), north
Africa, and south Asia, there is much discussion about using aid as the key corrective
action (Tapinos, 1991a and 1991b). The United States, by contrast, has opted instead
for trade measures to stimulate economic development in those countries which send
most migrants to the United States. This is evident from the fashioning of President
George Bush’s Enterprise for the Americas, which holds out the promise of free trade
in the Western Hemisphere, but not of significant new bilateral aid. One reason for the
United States preference for trade measures is clearly the parlous state of the United
States budget and the unwillingness to incur increased deficits. This sentiment against
augmented budgetary appropriations for foreign assistance will have to be overcome
if foreign aid is, indeed, to become the measure of choice for United States develop-
ment policy in Central America. Foreign aid to Central America was the instrument
of choice earlier, during the Reagan administration (Report of the President’s National
Bipartisan Commission on Central America, or the Kissinger Commission, 1984), but
that was before the steady progression of fiscal deficits whose end is nowhere in sight.

The development task in Central America is formidable. As one commenta-
tor put it: “The 1980s have been struggling, immiserizing years in Central America”
(Saborio, 1990, p. 295). The regional agenda includes the need to reconstruct political
systems, re-establish institutions devastated by civil wars, restore social harmony
after tens of thousands of deaths, and then rebuild economies in such a way as to
instil some semblance of social justice (Crosby, 1990, p. 105). Hundreds of thousands
of persons were displaced by conflicts in Nicaragua and El Salvador, many of them
internally in the region and others to countries outside Central America (Lake, 1990,
p. 6). Many of these people may never return, particularly those displaced outside the
region, but others are already coming home, as in Nicaragua. Furthermore, if
migrants return to war-devastated economies, they can aggravate the development
problem in the near to medium term. Fortunately, the civil war has ended in
Nicaragua and an agreement to terminate hostilities that have been going on since
1979 has been reached between the Government and the rebellious Farabundo Marti
National Liberation Front (FMLN) in El Salvador. Thus, while the development
problems are colossal, the circumstances for renewal of economic growth are more
favourable today than they have been for more than a decade.

What follows is an analysis of the feasibility of using international aid as a
means of reducing the need for emigration from Central America. The time period
adopted is a long one - 20 to perhaps 40 years of consistent flows of aid to the five
countries. The study will cover, in sequence: demographic and employment projec-
tions in Central America over this long period to define the dimensions of the prob-
lem that must be confronted; a brief review of Central American emigration to the
United States; developments in the region since the Second World War to provide
the antecedents of the current situation; a description of past foreign aid to Central
America; and an evaluation of successes and failures of past foreign assistance and
an examination of the features necessary to optimize future aid flows. The final sec-
tion will discuss the central theme of the study: “ What forms, contents, and dimen-
sions would foreign aid have to take in the case of Central American countries to
reduce drastically, in one or two generations, the desire of their citizens to seek work
in the United States?”
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2. Demographic overview of Central America,
1990 and 2025

Central America has had one of the fastest demographic growth rates in the
world in the postwar period; until recently, population growth was as high as 3 per
cent per year. Between 1950 and 1990, the population of the five Central American
countries increased by more than 200 percént, from 8.3 million to 26.5 million. The
reasons for this dramatic increase are familiar. A sustained mortality decline and per-
sistently high fertility led to a steep rise in natural increase rates. As is typical with
such a demographic growth rate, there is a young age structure and a high depen-
dency ratio in Central America: more than 40 per cent of the population are now
below 15 years of age. Although birth rates have begun to diminish in the region,
only Costa Rica has experienced substantial fertility decline.

Current United Nations (1991) and International Labour Office (1986) pop-
ulation and labour force projections extend to the year 2025, or approximately the
two generations with which this paper is concerned. The United Nations projections
in Table 5.1 are the medium variant; they describe some basic features of the Central
American population in 1990 and two generations from now. The most striking
aspect is the large increase in population, from 26.5 million in 1990 to 59 million in
2025, or 127 per cent. This increase is anticipated even though the United Nations
assumes that annual population growth rates in all five countries will have fallen
below two per cent by the end of the projection period because of fertility declines.
Because of this, the median age in the Central American countries is projected to rise
appreciably. Only in Costa Rica, however, will it exceed 30 years in 2025.* For
decades to come, Central America will remain a high demographic growth region
with a youthful population and a rapidly expanding labour force.

Central America’s economically active population (EAP) follows a growth
pattern roughly similar to that of population growth. The EAP is expected to
increase by more than 16 million workers between 1990 and 2025, or by 189 per cent.
The relatively higher increase in EAP than in population growth is the result of
declining population growth and increasing female labour force participation.
Female labour force participation rates are forecast to double over the projection
period. Owing to population growth momentum (the triangular shape of the regional
age distribution), net average annual EAP increments (the balance of new entrants
and those exiting from the labour force owing to retirement, death or other causes)
increase progressively up to the end of the projection period (see Table 5.2). Whereas
during the 1990-2000 period, an average of 341,000 workers will be added annually to
the EAP on a net basis, the annual average net additions to the EAP will increase to
581,000 workers in the period 2020-2025. In future years, the Central American coun-
tries will be in the unenviable position of having to increase the number of job oppor-
tunities at a much faster pace than today.

Open unemployment rates are not high in Central America. During the
1960s and 1970s, official urban open unemployment rates were generally below 10
per cent, occasionally rising above that level, as in Managua in 1979 (PREALC,

“ By way of comparison,the median age in the United States is now 33 years.
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Source: UN, 1991; ILO, 1986.

Table 51. Central America: Basic demographic data, 1990 and 2025
Costa Rica 1990 2025
Population (thousands) 3015 5250
Median age (in years) 22.3 31.6
Economically active 1023 1958
population (thousands)
Per cent urban 47.1 68.5
Poputation density (km?) 59 103
El Salvador
Population (thousands) 5252 11299
Median age (in years) 17.3 24.4
Economically active 2155 5699
population (thousands)
Per cent urban 44.4 66.0
Population density (km?) 250 537
Guatemala
Population {thousands) 9197 21668
Median age (in years) 171 239
Economically active 2628 8230
population (thousands)
Per cent urban 39.4 61.8
Population density (km?) 84 199
Honduras
Population (thousands) 5138 11510
Median age (in years) 17.4 26.0
Economically active 1576 5268
population (thousands)
Per cent urban 43.7 68.3
Population density (km2) 46 103
Nicaragua
Population (thousands) 3871 9219
Median age (in years) 16.9 24.9
Economically active 1204 3673
population (in thousands}
Per cent urban 59.8 77.9
Population density (km?) 30 71

1982). Underemployment, on the other hand, is widespread, leading to high equiva-
lent joblessness rates, often in excess of 30 per cent of the EAP. In 1989, in
Guatemala, for example, the open unemployment rate was 6.3 per cent, whereas the
equivalent underemployment rate was estimated at 35.4 per cent (CEPAL, 1990,
p. 6). There is general consensus that Central America’s labour supply is likely to
continue to outstrip labour demand, and that unemployment and underemployment
will become more acute (Gendell, 1986; Espenshade, 1989; Tucker, 1991).
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Table 5.2. Growth of the economically active population, 1990-2025 (thousands)

Country or region 1990 2000 2010 2020 2025

Costa Rica 1023 1297 1608 1857 1958
El Salvador 2155 2964 3961 5104 5699
Guatemala 2628 3665 5152 7112 8230
Honduras 1576 2299 3261 4601 5268
Nicaragua 1204 1774 2447 3250 3673
Central America 8586 11999 16 429 21924 24828
Avg. annual increment — KLY 443 550 581

Source: ILO, 1986.

The increases in urbanization, population density and the economically
active population suggested by the projections in Tables 5.1 and 5.2 are particularly
significant in understanding employment and emigration pressures. By 2025, Central
America will be highly urbanized. Nearly three out of every four inhabitants will
reside in cities. In 1990, by contrast, only in Nicaragua did the urban population
exceed 50 per cent of the total. Population densities are expected to increase by over
100 per cent in all the countries except Costa Rica. El Salvador will become an excep-
tionally crowded country, with a population density in 2025 nearly as high as
Bangladesh today. Even where population density figures are relatively low, Central
America’s ability to absorb future population increments is constrained in rural
areas. The rough topography of the region precludes agricultural use of the major
part of the region’s land surface (Leonard, 1987). As will be highlighted later, the lim-
its of the agricultural frontier and the rising urbanization trend imply that an effort
must be made to absorb future Central American labour force increments in non-
farm rural, urban, and regional activities.

3. Emigration from Central America

Before the 1970s, emigration from Central America was relatively modest,
and only small numbers of Central Americans emigrated outside the region. Within
the region, the migratory story was different. Many Salvadorians emigrated to Hon-
duras, and other migratory flows among neighbouring countries were common. By
the mid-1970s, however, Central Americans, Salvadorians and Guatemalans in par-
ticular, began to emigrate in increasing numbers to Mexico and the United States.
The 1980 United States census enumerated 94,447 Salvadorians and 63,073
Guatemalans in the country. Close to half of these immigrants had arrived in the
1975-80 period, many of them illegally. In 1977, the first year for which separate fig-
ures are available for Central Americans, more than 7,000 Salvadorian and over 5,000
Guatemalan undocumented immigrants were apprehended along the United States-
Mexico border. Many more presumably escaped apprehension.

With the civil wars of the early 1980s, what had been a modest but growing
emigration trickle became a flood. While most international attention was devoted to
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the refugees seeking sanctuary beyond Central America, the vast majority of those
uprooted escaped rural violence by moving to cities within the region.

There is much debate on the relative weights to assign to different causes for
the rise in Central American emigration, particularly to the United States. Some
observers focus on the relationship between violence and the associated economic
crisis, and emigration. Other observers point to the rising emigration trend before the
1980s, and conclude that most Central Americans emigrate primarily for economic
reasons. The majority of emigrants, in this view, would have left Central America in
search of economic opportunities regardless of the political situation. There are
surely elements of truth in both assertions (Stanley, 1987). But regardless of the
weights assigned to the initial determinants, social networks between Central Amer-
ica and the United States have now been established. With the regional violence
abating, economic factors should reclaim their undisputed pre-1980 significance.

An indicator of the increase in Central American emigration to the United
States is the number of applications submitted under the legalization provisions of
the Immigration Reform and Control Act (IRCA) of 1986. Of the 277,642 Central
American applications, 168,014, or 60 per cent, were filed by Salvadorians, and
70,967, or 25.4 per cent, by Guatemalans. The remainder were from Costa Rica
(3,781; 1.4 per cent), Honduras (18,121; 6.5 per cent), and Nicaragua (16,759; 6.0 per
cent). Over 90 per cent of these applications are expected to be approved, leading to
the eventual granting of permanent resident status to some 250,000 Central Ameri-
cans. A further 184,798 Salvadorians were awarded temporary protected status in
1991 under a special provision of the Immigration Act (1A) of 1990 (and an addi-
tional 2,216 cases are pending). This temporary status lasts 18 months and is due to
expire on June 30, 19923 As aresult of IRCA and 1A, the status of over 450,000 Cen-
tral Americans was regularized, either on a temporary or a permanent basis. This fig-
ure is the equivalent of approximately 3 per cent of Central America’s EAP in 1990.

In addition, the number of Central Americans admitted as landed immi-
grants in the United States is increasing. Over 25,000 Central American immigrants
were admitted in 1988, as compared to 15,000 in 1977. Future years should see further
increases as the immigrants legalized under IRCA become naturalized United States
citizens and claim their relatives abroad through the family reunification provisions
of United States immigration law.

Although the number of attempted illegal entries by Central Americans —
mostly through the United States-Mexico border — experienced a sharp decline in the
years following the passage of IRCA, at least as evidenced by apprehension data,
unauthorized Central American immigration is still taking place, as indicated by the
continued apprehensions of undocumented immigrants (Table 5.3). In 1991, more
than 23,000 Central Americans were apprehended, including 10,924 Salvadorians

5 In early 1992, the US Immigration and Naturalization Service (INS) began notifying the
Salvadorians awarded temporary protected status that they could be deported after 30 June 1992. No
deportations, however, were anticipated before 1993. Advocates for the migrants are requesting an 18-
month extension at a minimum, before the migrants are forced to return home to allow the Salvadorian
economy to recover now that a peace accord has been signed (Washingion Post, 11 Jan. 1992, p. A12,
“US warns Salvadorans of deportation”). In May 1992, the Bush administration announced that the
Salvadorians would be granted at least a one-year extension (Washington Post, 15 May 1992, p. A18, “US
allows Salvadorans to stay”).
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Table 5.3.  Central Americans apprehended, fiscal years 1986-91

Year Costa Rica El Salvador Guatemala Honduras Nicaragua
1986 20604 9927
1987 207 9780 6722 2602 4819
1988 236 14322 9246 3943 3280
1989 423 20242 13431 7133 9348
1990 309 16953 9707 5695 4 457
1991 298 10924 6574 4425 1094

... = figures not available.

Source: US Immigration and Naturalization Service.

and 6,574 Guatemalans. In 1986, the year before IRCA went into effect, the border
patrol apprehended more than 20,000 Salvadorians and close to 10,000 Guatemalans.
Annual apprehensions by country of origin have fluctuated since then, although the
number of apprehensions seems to be on the decline. The trend is consistent with
what one would expect from the gradual pacification of Central America. Since the
1990 electoral defeat of the Sandinista Government in Nicaragua, the number of
Nicaraguans apprehended has dropped substantially — only 1,094 Nicaraguans were
apprehended in 1991.

There is no conclusive evidence regarding the socioeconomic characteristics
of Central American migrants to the United States. However, on the basis of the few
studies that exist and the results of investigations of other emigrating nationalities, it
can be posited that most migrants — even those fleeing for political motives — originate
from urban localities and have socioeconomic characteristics above the norm in coun-
tries of origin. Wallace (1986) found, for example, that the educational and labour
force characteristics of a sample of Central American immigrants he studied in Califor-
nia were above average and that most had an urban background. Comparable findings
were reported by Montes Mozo and Garcia Vasquez (1988) in their study of Salvado-
rian emigration to the United States. These investigators found a strong migration
selectivity in terms of educational and occupational background. About half of the
Salvadorian refugee respondents interviewed in the United States had urban origins.
The background of the emigrants has implications for the types of employment that
must be created at home if emigration incentives are to be gradually reduced.

4. Post-Second World War developments
in Central America

The Central American countries have small, open economies and are thus
extremely vulnerable to developments abroad. Until the 1940s, the region was highly
dependent on the export of two traditional commodities — coffee and bananas — and
imported almost all of the manufactured goods it consumed. The region’s agricul-
tural export structure broadened significantly in the postwar period as cotton, sugar
and beef supplemented coffee and bananas as important regional exports. Industrial
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Table 5.4. Gross domestic product: Average annual growth rates, 1961-70 to 1981-90

(per cent)
Year . 1961-70 1971-80 1981-90
Costa Rica 6.0 5.4 23
El Salvador 5.8 2.6 - -0.4
Guatemala 55 5.7 09
Honduras 5.3 5.7 2.0
Nicaragua 7.1 -0.1 -2.4

Source: IDB, 1991b, Table B.1, p. 273.

development was modest until the 1960s, when the countries of Central America,
like other Latin American countries, embraced import-substitution policies. Central
America did so within the expanded internal regional market provided by the Cen-
tral American Common Market (CACM).

Commodity exports and the economic dynamism arising from import-sub-
stitution industrialization led to a period of rapid growth (Table 5.4). The United
States-sponsored Alliance for Progress of the 1960s gave an added boost to the
region by providing, among other things, an impetus to several regional organiza-
tions. These included the institutional infrastructure for Central American integra-
tion and the Inter-American Bank; these institutions contributed greatly to the
region’s economic development during the 1960s and early 1970s. Between 1961 and
1970, gross domestic product in every Central American country grew by more than
5 per cent annually, or about 2 per cent a year on a per capita basis. High growth rates
were sustained during the 1970s by Costa Rica, Guatemala and Honduras, but not by
El Salvador and Nicaragua.

Not everyone benefited from the years of prosperity. Income distribution
worsened and competition for land between modern producers of commodity
exports and the rural poor, further aggravated by rapid population growth, intensi-
fied (Durham, 1979; Williams, 1986). Attempts to redress the demand for farm land
became manifest with the agrarian reform programmes implemented in the 1980s in
El Salvador and Nicaragua (as well as in Costa Rica and Honduras to a lesser extent).

By the mid-1970s, Central America felt the effect of rising international oil
prices. Nicaragua had suffered much economic damage in 1972, when a violent earth-
quake devastated Managua. El Salvador was one of the principal beneficiaries of the
CACM, and its poor economic performance by the middle of the decade was associ-
ated with the gradual collapse of the common market. The 1969 war with Honduras,
which led to the forced repatriation of numerous Salvadorian emigrants and increas-
ing political instability, contributed to the economic decline. Despite the relatively
poor performance of El Salvador and Nicaragua during the 1970s, regional real per
capita income doubled between 1950 and 1978 (Feinberg and Pastor, 1984).°

The recent violent history of the region is well known. There was a short but
bloody conflict in Nicaragua in 1979 that led to the Sandinista overthrow of the

6 This calculation includes Panama, as well as the five Central American countries.
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Somoza dictatorship. By then, El Salvador was simmering in the political cauldron
that in a couple of years would engulf the country in a brutal civil war. The Contra
wars erupted later in Nicaragua.

These developments were the final straw that broke the back of the nearly
defunct CACM. It had become increasingly clear that the CACM was not functioning
as its architects had hoped. Not only were the benefits of regional trade unequally dis-
tributed among the various member countries, but because of the protective walls
erected by high tariffs, Central American industries were producing low-quality goods
at high cost. Import dependency continued, but it was now for intermediate and capi-
tal goods rather than for consumer goods. The drive to increase the volume of non-
traditional exports gave rise to troublesome unanticipated consequences. The natural
resource base of the region was abused, with grave consequences for the long-term
sustainability of many agricultural activities (Leonard, 1987). Extensive tracts of trop-
ical forests were converted to low-productivity pastures, and the overuse of herbi-
cides, pesticides and other chemical inputs contributed to environmental damage in
many cotton-growing areas of the Pacific coasts of Guatemala and Nicaragua.

The economic crisis of the region was deepened by the collapse in prices of
the region’s export commodities and the steep rise in oil prices and interest rates.
Between 1981 and 1990, annual economic growth rates in Central America were
either negative or minimally positive; on a per capita basis, every country experienced
declines. By the mid-1980s, major declines in exports of goods and services had been
recorded in El Salvador, Guatemala and Nicaragua. Costa Rica and Honduras — the
two countries not engulfed in major civil conflicts — were able to withstand this trend.

For El Salvador and Nicaragua, the economic consequences of the civil wars
were disastrous. Between 1977 and 1983, per capita income in El Salvador declined
by 40 per cent (Weeks, 1985, p. 191), while the economy of Nicaragua has been in a
virtual free fall since the 1970s: GDP per capita declined by 3.1 per cent annually dur-
ing the 1970s and by 5.6 per cent annually during the 1980s. Despite unprecedented
amounts of foreign assistance, per capita GDP in El Salvador remained essentially
unchanged at about US$1,090 in 1990 dollars between 1983 and 1990 (IDB, 1991,
p.273)." In Nicaragua, GDP per capita in 1990 was about half of what it had been in
1981 - $505 compared with $922. The Central American countries, with the excep-
tion of Sandinista Nicaragua, began to look outward during the 1980s to seek foreign
investment to develop non-traditional agricultural and manufactured exports as a
way out of their economic difficulties. President Reagan’s CBI was a catalyst for the
new economic development strategy. Protective barriers erected during the heyday
of the CACM were reduced, but still hesitantly. Thus far, the only country that
appears to have benefited from the export promotion strategy is Costa Rica: in con-
stant 1988 dollars, Costa Rican exports of goods and services increased by 67 per cent
between 1981 and 1990, from $1,191 million to $ 1,987 million. In the other Central
American countries, export volume has stagnated or actually declined.

It remains to be seen if the other Central American countries can succeed in
attracting foreign investment and in exporting non-traditional exports. Peace may be
a necessary — but on its own insufficient — condition to achieve these goals. The envi-

7 All dollars in this paper are U.S. dollars.
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Table 5.5. Total net resource flows: Central American countries, 1980-89

(millions of US dollars)
Year Costa Rica El Salvador Guatemala Honduras Nicaragua
1980 164.3 134.9 136.6 198.3 40.1
1981 99.7 188.4 222.0 216.9 307.8
1982 134.7 259.4 203.6 179.2 170.6
1983 288.4 337.4 215.7 259.5 171.0
1984 305.5 303.1 174.2 391.5 153.4
1985 413.5 379.0 337.7 386.1 116.5
1986 331.8 330.8 126.1 297.9 171.8
1987 242.7 422.2 160.6 243.6 176.4
1988 161.3 413.0 259.2 376.4 242.4
1989 229.1 427.8 206.8 2429 182.9

Source: OECD, 1984, 1987, and 1991.

ronment for private investment in Nicaragua remains inhospitable despite the transi-
tion to democratic government in the 1990 elections. Instability there continues
because of disputes over property rights and the deep political polarization of the
country. The political cleavage in El Salvador is equally deep and the truce in the civil
war is too new to determine its durability. The social tensions of Guatemala are not
likely to disappear. There is some danger that foreign aid flows to Honduras, the
most backward Central American country, will decline because the region no longer
commands the international attention it received during the 1980s.

5. Past foreign aid

Net resource flows from all sources to Central America,
1980 to 1989

During the 1980s, the five Central American countries received $ 12.3 billion
dollars in net resource flows from bilateral and multilateral sources, including direct
private investment and export credits (see Table 5.5). Most of these flows came from
OECD countries, primarily the United States. Nicaragua received an estimated $ 3.5
billion in economic aid from the former USSR and its Eastern European allies, plus
billions more in military aid (FBIS, 1992a). The Inter-American Development Bank
(IDB) was the main source of net multilateral assistance to the region ($1.82 bil-
lion) ? followed by the United Nations through some of its specialized agencies ($618
million), and then by the World Bank ($ 528 million). During this period, Mexico and
Venezuela also provided oil credits valued at several hundred million dollars to Cen-

8 The Inter-American Development Bank provided Central America with a total of $ 5.2 billion
between 1961 and 1990 (IDB, 1991a, p. 12).
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tral America. Private flows were $ 686 million, but were becoming increasingly nega-
tive by the end of the decade as interest and payments of principal fell due.

In current dollars, El Salvador, with 25.9 per cent of the total, or $ 3.2 billion,
was the main recipient of financial resources, followed by Honduras (22.6 per cent),
Costa Rica (19.2 per cent), Guatemala (16.6 per cent), and Nicaragua (15.7 per cent).
In per capita terms (i.e. net resource flows received between 1980 and 1989 over the
1990 population), the ranking is different: Costa Rica received the most substantial
flows ($ 786 per capita), followed by El Salvador ($608), Nicaragua ($499), Hon-
duras ($304), and Guatemala ($222).

United States bilateral assistance

Between 1980 and 1989, United States bilateral assistance (including the
economic support fund) amounted to $6 billion, or about 50 per cent of total net
resource flows (exclusive of direct private investment).® The main recipient of United
States bilateral assistance was El Salvador with $2.7 billion, or 44.3 per cent of the
total, followed by Costa Rica and Honduras, with about 20 per cent each. Guatemala
obtained $772 million or 13 per cent, while Nicaragua received only $ 112 million, or
2 per cent. During this same period, the United States also provided Central America
with $1.47 billion in military assistance. El Salvador was the main recipient of this
with $ 949 million, or 65 per cent of the total, followed by Honduras with $ 454 million
or 31 per cent. Costa Rica and Guatemala each received about 2 per cent of the total.
Of the total United States assistance of $ 7.5 billion, 80.4 per cent was allocated for
economic assistance and 19.6 per cent for military assistance.

Trends in United States assistance in constant 1990 dollars

The level of United States assistance to Central America during the 1980s
(in 1990 dollars) was considerably above the historical trend (Figure 5.1). United
States assistance to Central America rose during the 1960s under the Alliance for
Progress. It declined during most of the 1970s, only to rise again during the 1980s in
response to national security concerns. United States assistance reached its peak in
the mid-1980s following the recommendations of the Kissinger Commission,
appointed by President Reagan. The Commission recommended $ 6 billion in imme-
diate economic assistance to Central America, excluding Nicaragua, between United
States fiscal years 1985 and 1989, plus military assistance. While the target figure for
economic assistance was not reached, Central America did receive $4.1 billion, or
68.5 per cent of the suggested figure. This was a considerable share of global United
States economic assistance in light of Central America’s population.

Most of the economic assistance went to El Salvador, Honduras and Costa
Rica, with only limited amounts allocated to Guatemala and Nicaragua. Several hun-

? Between 1990 and 1992, the United States will have provided an additional $2.6 billion in
economic aid to Central America distributed as follows: Costa Rica $173.8 million; El Salvador $912.2
million; Guatemala $266.3 million; Honduras $ 495 million; and Nicaragua § 730.4 million.
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Figure 5.1. United States aid to Central America, 1962 to 1990 (1990 dollars)
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Source: Sanford, 1989, p. 10.

dred million dollars were also assigned to Central American regional programmes,
including funds for Belize and Panama. The bulk of the assistance was granted under
the Economic Support Fund (ESF). While ESF aid is provided to assist countries fac-
ing national security problems - and hence is equated with military assistance by crit-
ics of the United States foreign assistance programme - it is usually granted as bal-
ance-of-payments support to help with a country’s economic development objectives.
Most ESF resources earmarked for Central America during the 1980s were used to
assist the private sector acquire needed imports (Sanford, 1989, pp. 44-45).

United States aid provided to Central America during the decade shifted
from concessional loans to grants. Military assistance to Centrdl America was mostly
in grants as well. The major portion of United States development assistance to
Central America during the 1980s was for agricultural programmes, followed by a
miscellaneous category called selected development activities (SDA), and health
and education activities. SDA included aid designed to support the development of
the private sector, and to help Central America take advantage of the export oppor-
tunities provided by the Caribbean Basin Initiative. The export focus explains why
agricultural assistance shifted from support to meeting basic human needs and
promoting rural development, to the promotion of commercial agriculture and non-
traditional exports (Sanford, 1989, p. 51). A marked increase in education pro-
grammes followed the Kissinger Commission’s recommendation to increase the
number of scholarships for Central American students to attend United States
educational institutions.
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Table 5.6.  Total debt stocks, Central America, 1980 and 1982-90 (millions of US dollars)

Year Costa Rica El Salvador Guatemala Honduras Nicaragua
1980 2735 911 1166 1470 2171
1982 3627 1419 15637 1842 3331
1983 4164 1673 1799 2126 4174
1984 3973 1730 2353 2284 5106
1985 4370 1757 2623 2731 5691
1986 4529 1713 2752 2974 6181
1987 4691 1752 2770 3302 7322
1988 4532 1760 2577 3304 8052
1989 4468 1851 2601 3350 9205
1990 3490 1863 2702 3449 10281

Source: World Bank, 1990a; IDB, 1991b.

Central America in 1990 had a foreign debt of $21.8 billion or $822 per
capita. The debt breakdown by country is shown in Table 5.6. Much of Nicaragua’s
debt is to the former USSR and its Eastern European allies and, most likely, most of
it will never be repaid.'® The United States in 1991 forgave $457 million of Honduran
debt (Washington Report, 1991). Commercial debt of the Central American countries
is traded in secondary markets at a fraction of nominal value. By taking advantage of
the Brady Plan, Costa Rica, the Central American country most indebted to private
banks, was able to reduce its foreign debt by 22 per cent in 1990, or by about $1 bil-
lion (IDB, 1991b, p. 69). But even with such a reduction, Costa Rica faced interest
payments in 1990 equivalent to 17 per cent of exports. The 1990 debt service ratios
(debt service due, although not necessarily met, in relation to exports of goods and
services) was 63 per cent for Nicaragua and 30 per cent for Honduras, which are
extremely high. The ratios are more modest for Guatemala (9 per cent) and El Sal-
vador (12 per cent).

6. Evaluation of past foreign aid and
optimizing future assistance

As is evident from the preceding, aid flows to Central America jumped
sharply during the 1980s and this coincided with a drastic decline in per capita GDP
in every country. The reasons for the per capita GDP decline have already been dis-
cussed. They included open warfare, deterioration in the terms of trade, and the col-
lapse of the CACM.!!

121 a letter from the Government of the Federation of Russia printed in the Managua daily
newspaper La Prensa, the level of Nicaragua’s debt to the Federation of Russia was given as $ 2.671 billion,
and overdue repayments were put at $458.9 million. Some of these loans were described as being in
United States dollars and German marks, which the USSR had to borrow on world money markets and on
which the Federation of Russia is still meeting service payments (FBIS, 1992b, p. 25).

! The deterioration in the terms of trade was most sharp in El Salvador, where the index was 62
in 1988 on a scale 1988=100 (Saborio, 1990, p. 283).
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For all these reasons, the relationship between foreign aid received and
economic growth during the 1980s was distorted. However, this very distortion
makes evident that foreign aid cannot be assessed in a vacuum. There is no assurance
that there will not be comparable distortions in the future. It is thus necessary to ask
what conditions are necessary internally within Central America to make the sus-
tained provision of foreign aid effective as a migrant-reducing tool. Because the
external factors that Central America must confront are beyond its control, the
required internal changes must also serve to mitigate the regional effects of an
adverse external situation, for example, by diversifying the composition of the
region’s exports and reinvigorating the CACM.

Various commentators use different words and have their own priorities
among the several themes, but stresses are similar on what must be done to create the
conditions for recovery, and hence for effective use of foreign assistance to reduce
emigration incentives. These are the restoration of internal peace and security, the
strengthening of democratic institutions, economic reforms, and social justice (see
Washington Institute Task Force Report, 1984; Report of the International Commis-
sion for Central American Recovery and Development, the Sanford Commission,
1989; and Smith, 1991.) The Esquipulas II accords of 1987 of the five Central Ameri-
can presidents, spearheaded by the then president of Costa Rica Oscar Arias, gave
pride of place to establishing firm and lasting peace in the region and democratiza-
tion (see Report of the International Commission, 1989, pp. 121-126 for the text of
Esquipulas II)."> We will deal with these issues first as well.®

Latin America as a whole, and even most countries in Central America,
spend relatively modest sums on arms. In the period 1972-78, the Latin American
and Caribbean countries spent on average 2.3 per cent of GDP on the military, com-
pared with 5.9 per cent for developing countries generally and 3.8 per cent for indus-
trial countries (Hewitt, 1991, p. 23). Nicaragua was the big spender in Central Amer-
ica during this period, devoting 10 per cent to 20 per cent of GDP to the military; at
the other end of the scale, Costa Rica spent less than 1.6 per cent of GDP for military
purposes (Hewitt, 1991, p. 25). The industrial countries contributed to the military
build-up in Central America, particularly the United States and the USSR. Indeed,
developments in Central America in the 1980s were dominated by Cold War rival-
ries. These have obviously now dissipated, although each Central American country
continued to receive some arms transfers in 1990 (Grimmett, 1991, p. 82).

However, the budgetary aspect is far from the full story of the cost of mili-
tary action in the region. By the time the Government of El Salvador and the guer-
rilla opposition reached agreement in January 1992, some 75,000 people had been
killed during the 12 years of conflict (Washington Post, 1 Jan. 1992, p. 1). Economic
and social development could not proceed under these circumstances, any more than
they could in Nicaragua during the long civil war abetted by foreign intervention.

12 President Arias received the Nobel Peace Prize largely in recognition of his achievement in
bringing about this agreement. —

13 Germany is apparently also placing heavy emphasis on this aspect of development by propos-
ing to reduce its foreign assistance to countries that spend heavily on weapons (New York Times, 3 Aug.
1991, p. 3).
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However, peace may be coming back to the region and this should end most of the
bloodshed and permit the reduction of military expenditures.

The interplay between the military and civilian government leaders remains
a formidable issue in all the countries of Central America, save for Costa Rica. Mili-
tary-civilian relations have changed considerably since the early 1980s, but the divi-
sion of power between the two remains uncertain throughout the region (Millett,
1991). This uncertainty cuts across two themes, the restoration of order and the con-
sequent reduction of resource use for military purposes, and the vigour of democratic
regimes in the region. The thesis of the Sanford Commission is that “without democ-
racy, there will be no lasting peace” (Report of the International Commission, 1989,
p. 10). The argument of the Kissinger Commission was that economic and social
development requires the “legitimation of governments by free consent,” which
entails political pluralism, freedom of expression, respect for human rights, an inde-
pendent and effective system of justice, and free elections without repression (Report
of the President’s National Bipartisan Commission, 1984, p. 16). The connection
between democracy and legitimacy is quite complex in Central America. It obviously
entails other variables as well, such as the rate of economic growth, how the benefits
of this growth are distributed, and the acceptance of these outcomes by powerful
groups in society. One author has put this last point in different terms, namely, that
powerful non-governmental actors must cooperate with the government in carrying
out the economic development strategy, or at least not seek to thwart it (Crosby,
1990, p. 126).

We will make only a few comments here on the link between democracy and
development in Central America. The most successful government in the region in
terms of economic growth during the past decade, Costa Rica, is also the most demo-
cratic, the one whose legitimacy is not really in question. Yet it is hard to attribute
Costa Rica’s growth solely to the existence of a democratic regime. Costa Rica was
also the one country that either did not have an insurgency movement or was not
pulled deeply into the conflict in Nicaragua. It was therefore able to devote most of
its efforts to internal economic and social problems. The fact that Costa Rica did not
share the political-military turmoil of the other countries may have been due to the
fact that its government was seen as legitimate.

The decade of the 1980s in Latin America was notable for the growth of
democratic regimes. This was true in Central America as well. Many Latin American
democracies are quite fragile and it is far from clear that they are durable. Yet they
emerged at a time of economic decline unprecedented since the great depression
and, in Central America, during a period of conflict. The political ethos of Latin
America may be more democratic today than at any previous time in the hemi-
sphere’s history. In our view, this is a propitious climate for making the kinds of econ-
omic adjustments that are necessary to reduce emigration pressures.

We do not wish to oversimplify. There is much social injustice in the region
and this dilutes the meaning of free political choice. The military remains a powerful
group in all the countries other than Costa Rica, and this will strain the growth of
democratic structures. Powerful economic groups may resist the structural changes
that are required to secure sustained economic growth whose benefits are equitably
distributed and this can frustrate the task of governments. Finally, because of the lack
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of experience with democratic norms, one should not expect democracy to flourish in
Central America along the lines of the European or United States model.

While many commentators have argued for simultaneous structural econ-
omic change and the establishment of democracies, recent experience in the region
itself (e.g. Chile and now Mexico) and elsewhere (in east Asia, Eastern Europe, and
the former USSR) makes it clear that there is a sequencing of progression, that glas-
nost and perestroika do not move at the same pace or occur in the same sequence in
all countries. Our judgement is that the necessary economic and social restructuring
should not be deferred until the political opening is complete.

Ultimately, the case for providing sustained foreign aid over several genera-
tions as a way to drastically reduce emigration pressure from Central America must
rest on the conviction that the assistance will itself lead to significant, sustained econ-
omic growth with greater social justice. The end to military conflict is a necessary
condition for attaining this outcome, but obviously not sufficient unto itself. Flourish-
ing of democracy is necessary to legitimate governments that will be forced to take
what at times will be painful and controversial actions; and the very process of econ-
omic and social development should strengthen democratic institutions.

In addition to the apparent decline in military conflict in Central America
and the emergence of fragile democracies, the region is undergoing a significant
change in development philosophy, shifting from regimes of high import protection
to efforts to promote non-traditional exports. As was noted earlier, Central Amer-
ica’s eco-system limits the extent to which agricultural exports can be expanded and
past environmental degradation may even lead to reductions in the existing level of
these exports. To date, Central America has moved somewhat hesitantly to reduce its
import barriers, tariff and non-tariff, but the direction is clearly toward liberalization
(ECLAC, 1991a, pp. 4-5). In our view, looking outward in the production and export
of non-traditional products is a necessary step in the reinvigoration of the Central
American Common Market.

The promise that now exists is that the CACM may truly become a trade lib-
eralizing integration arrangement. If the common external tariff and the import bar-
riers against non-members are low, this will facilitate non-traditional exports not only
within the region, but outside as well, and will reduce the import penalty on the less
competitive member countries. This implies that future foreign assistance should put
much emphasis on restructuring the CACM in such a way as to encourage non-tradi-
tional exports, and thereby augment employment. However, the employment-cre-
ation aspects of manufactured exports should not be overstated. Job creation in man-
ufacturing export activities are unlikely, even in the best of circumstances, to exceed
10 per cent of additions to the labour force in the region (Tucker, 1991, p. 103). This is
not negligible, but neither is it a panacea.

We wish to amplify the earlier discussion on the limits to using the land to
provide a basis for absorbing the region’s growing labour force. Central America is
dominated by hilly and highland zones which together make up between 73 and 95
per cent of the total land area in the individual countries (Leonard, 1987, p. 4). Deple-
tion rates of forests, soils, fisheries, and other resources exceed renewal rates, and
water pollution has reached critical levels in many parts of Central America (ibid.,
p. xvi). One estimate is that less than 40 per cent of the region’s original forests
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remain and that two-thirds of the loss has occurred since 1950 (ibid. p. xi). These real-
ities imply that increases in earnings from agricultural exports cannot be based on
expansion of the area devoted to export agriculture, but rather require increased
yields. This outcome, in turn, is constricted by the soil depletion and water pollution
that can ensue. Leonard further argues that without drastic changes in land-use pat-
terns, agricultural production in Central America will continue to lag behind popu-
lation growth (p. 109). These circumstances, coupled with the problem of creating
sufficient employment in urban areas, led Leonard to conclude that what is needed
are sharp increases in off-farm rural employment, stimulated by investment in infra-
structure and the encouragement of small and medium-sized enterprises (p. 177).
The value of taking this direction in future aid programmes will be discussed in the
next section.

Bulmer-Thomas (1987) has criticized past foreign aid to Central America
for embedding the resources received into national budgets and failing to obtain
financial commitments from national governments. This shortcoming, he argues, was
compounded by the fact that many of the institutions created operated as foreign
enclaves and could not function once the foreign financing was terminated (pp. 178-
9). Leonard argues that much of the assistance provided to the beef cattle industry
contributed little to export receipts in relation to the huge amounts of land devoted
to pasture, much of which could have been more productive as farmland in land-
scarce Central America (ibid., pp. 102-3). Many of the important institutions that
could have been strengthened with foreign assistance, such as those related to the
CACM, fell instead into desuetude.

Perhaps the most significant shortcoming of development patterns in most
Central American countries has been insufficient attention to social issues. In the
mid-1980s, the poorest 20 per cent of the population in the five countries received
between 2 per cent and 5 per cent of national income, and the richest 20 per cent
between 50 per cent and 65 per cent (Leonard, 1987, p. 205). The middle-income
groups, the 60 per cent between these two extremes, were thereby constrained in
their participation in national economies. This undoubtedly contributed to the
political polarization that was evident in all the countries other than Costa Rica.
The skewed income distribution contributed as well to emigration from the region
once military conflict began and incomes generally declined. In the countryside,
from which people emigrated either to urban areas or outside the region, emigra-
tion itself, plus the distorted land-use patterns, presumably increased relative
deprivation (Stark and Taylor, 1991) and stimulated further emigration out of Cen-
tral America.

It will certainly not be easy to devise aid programmes for Central America
which will be optimal in terms of income and employment generation, and hence for
staunching the pressure to emigrate, but it is important to learn some lessons about
what not to do. The future task is inherently formidable because of the devastation of
the last decade and the immensity of the development problem. This task will be
complicated by three other problems that must be taken into account.

First, it is clear that the main aid donor to Central America, the United
States, is losing its appetite for foreign aid. This is particularly true now that the Cold
War, which was the stimulus for the large aid to Central America during the 1980s,
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has ended. United States attention on Central America has always been episodic and
is now in one of its trough periods (see Nuccio, 1991). It remains to be seen whether
the immigration focus — the focus on the reduction of emigration from the region -
can attract the attention of the United States Government and legislature in the same
way that the Cold War did.

Second, there is much evidence that funds to multilateral development
agencies will not only not increase, but in fact decline. This has led to the position
that what are needed are better development strategies to compensate for the short-
fall in resources (Summers, 1991).!4

Third, if resource flows are in fact constrained, this will limit the influence of
the aid donors in reaching agreement with aid recipients on the conditions that will
be most effective in achieving development, or put differently, in raising income and
employment sufficiently to eliminate the pressure to emigrate from Central America
(Weintraub, 1991).

7. Needed future foreign aid to staunch
emigration pressures

The discussion that follows assumes that there will be no military conflict in
Central America over the next two generations. This will permit the dedication of
resources to economic and social development; and the emigration from Nicaragua,
El Salvador, and to some extent from Guatemala, that was induced by internal con-
flicts during the 1980s, will not recur. It assumes as well that the process of democrati-
zation that has begun in the region will intensify.

No assumption is made that the amount of aid needed will in fact be forth-
coming. Rather, the analysis seeks to determine the level and the nature of aid that is
necessary to accomplish the purpose set out in the terms of reference: “What forms,
contents and dimensions would foreign aid have to take in the case of Central Amer-
ican countries to reduce drastically, in one or two generations, the desire of their citi-
zens to seek work in the United States?”

In summarizing the lessons learned from past experience with development
programmes, the economist who directed the work for the World Bank’s World
Development Report 1991 said that growth in total factor productivity was more
important than capital growth. An important feature of the policy atmosphere to
accomplish this, he argued, was for governments to do less where markets can work
and do more where the markets cannot, such as in fostering education, environmen-
tal protection, and the development of social and physical infrastructure. At the
macroeconomic level, the emphasis in this analysis was on stability, and at the micro-
economic level, on developing a competitive economy, including competition from
imports (Thomas, 1991). This analysis is accepted in what follows.!

*To quote from page 3 of Summers’ article : “ This suggests that, in the end, what will make the
greatest difference for development are well-implemented, good strategies, and not simply in the transfer
of resources.” Lawrence Summers is the chief economist of the World Bank.

13 This prescription is World Bank orthodoxy, but that does not make it wrong.
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Foreign assistance to Central America will come from a variety of official
sources — bilaterally from governments, especially from the United States, and from
international financial institutions. While the assumption on which this study is based
is that a reduction in emigration pressure in Central America will be the major objec-
tive of United States aid there, this is unlikely to be the regional objective for other
countries or for the multilateral development banks. If eliminating the pressure for
emigration from other regions, say Africa, is the major objective of European coun-
tries, there is thus a basis for what in the United States is referred to as “log rolling”,
that is, the United States contributing to African aid with objectives other than
staunching emigration and the Europeans to Central America on the same basis.
Because donor countries have different objectives and styles in providing aid, and the
multilateral organizations still other ways of operating, there will have to be a divi-
sion of labour, but some assurance will be needed that the whole induces some con-
sistency of policy by recipient countries. This is probably best managed by a coordi-
nating or consultative group, presumably chaired by one of the international
organizations - logically either the World Bank or the IDB.

How much aid is needed ?

Calculating the amount of foreign assistance needed to accomplish a com-
plex task of economic, social, and political development is an inexact art. And, as
noted, practitioners engaged in this process are not even sure that the aid volume is
the critical variable.

The Kissinger Commission, apart from its immediate programme, calcu-
lated that $ 20.8 billion in external finance (that is, not merely ODA from the United
States) was needed over the period 1984-90 (Report of the President’s National Bipar-
tisan Commission, 1984, p. 78). The economic objective was to restore per capita
GDP in 1990 to levels achieved in 1980. The technique used to calculate external
financing needs was a two-gap model, that is to provide external resources to close
the savings and balance-of-payments gaps of the Central American countries,
although the figures were adjusted for political and other considerations deemed
important by the Commission. The two-gap model was a favoured technique in the
1960s for estimating foreign aid needs. It is by no means a foolproof method in that it
requires assumptions on shifting variables, such as the incremental capital-output
ratio; and the estimate leaves static the changes in capital requirements brought
about by changing factor productivity. In any event, while United States foreign aid
increased sharply following the release of the Kissinger Commission report, it did not
reach the levels recommended. In addition, a proposal considered even more impor-
tant than the aid level, that of establishing a multilateral Central American Develop-
ment Organization to evaluate country policies and to coordinate aid disbursements,
never came into existence.®

16 An ambitious CADO, with significant independent powers, was killed by the U.S. Agency for
International Development, which feared its loss of authority.
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The Sanford Commission, apart from its immediate action plan. recom-
mended that external financial flows of $2 billion a year for five years were needed,
starting in 1990, with the objective of attaining GDP growth of 5.5 per cent a year
(Report of the International Commission, 1989, pp. 81-82). The technique used in this
calculation was based primarily on filling a balance-of-payments gap.!” This analysis
is obviously no more precise than that of the Kissinger Commission. The total
amounts of external assistance set forth by the two commissions are quite close to
each other, but their distribution among countries differs, as do their assumptions
about debt relief.

We have approached the resource requirements from the perspective of
demography and job creation. The quantitative dimensions of the job-creation prob-
lem are set forth in the second section of this report showing the future growth of the
economically active population. Based on past performance, the rough relationship
between job creation and GDP growth is the following:

@ = Ajob creation

This can be expressed in percentage terms: a 6 per cent increase in GDP
leads to a 3 per cent increase in job creation. The relationship was taken from experi-
ence in the region before the turmoil in the 1980s.

Our demographic and labour force projections to the year 2025 indicate that
the five Central American countries will have to create at least 340,000 jobs a year
during the 1990s just to handle net additions into the economically active population.
This number will rise to 560,000 annually by 2020-2025, the end of the projection
period (see Table 5.2 above). Official data on open urban unemployment for Costa
Rica, El Salvador, Guatemala and Honduras are relatively low, between 5 per cent
and 10 per cent, although the figures are much higher in Nicaragua (ECLAC, 1991b,
p- 39). However, as noted earlier, underemployment is substantial, both in the coun-
tryside and the cities. Unemployment data in Central America are highly unreliable
and we therefore do not place much significance on them (Bulmer-Thomas, 1987,
p. 252). What we do assume, however, is that the 340,000 annual figure for net addi-
tions to the EAP during the next decade probably understates the requirement for
job creation by as much as 50,000 to 100,000 a year until the unemployment/under-
employment backlog is eliminated.

The EAP in Central America now numbers about 9 million persons. It
would take an annual GDP increase of 8 per cent to increase the demand for labour
by 360,000 each year (9 million x .04). Put differently, every 1 per cent increase in
annual GDP leads to the creation of about 45,000 jobs, and it would thus take about
an 8 per cent increase in GDP to provide about 360,000 new jobs.

These are admittedly rough estimates of the need for job creation. The rela-
tionship between the change in GDP and the change in demand for labour is not the
same in all sectors, nor is it constant over time. But the estimates are no more rough

!7 The methodology is given briefly in Appendix 2 of the Commission’s report. More detailed
calculations are contained in Bradford, 1989, which gives a range of aid requirements depending on the
level of debt relief granted to the countries of Central America.
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than using other techniques with equally questionable assumptions.'® If we assume
that the investment required for each new job is $ 30,000, this implies a need for $10.8
billion of investment per year, or more than 40 per cent of GDP. If each new job
requires only $ 20,000 of investment, the required investment/GDP ratio falls to 29
per cent. This calculation permits us to derive a savings gap. Gross fixed capital for-
mation as a proportion of GDP is substantially lower than either figure calculated
above in each of the five countries: about 22 per cent in Costa Rica; 12 per cent in El
Salvador; 15 per cent in Guatemala; 13 per cent in Honduras; and 7 per cent in
Nicaragua (International Financial Statistics, October 1991). Using the relationship
$20,000 of investment per job, these calculations imply a need for external resources
of some $2 billion a year, a figure similar to that of the Kissinger and Sanford Com-
missions. This is a most conservative figure of need for foreign resources. We doubt
that the gross investment per job is as low as $ 20,000.

Current (1989) flows of external resources to Central America are $1.3 bil-
lion a year and would therefore have to be increased to provide the basis for employ-
ment for those entering the labour market or now under- or unemployed. The
amount of aid needed would not be constant over 20 to 40 years. It would rise as
increases in the EAP grew larger, but could also decline gradually as the backlog of
under- and unemployed persons dissipates and as internal policies in the five coun-
tries serve to augment savings and investment ratios and attract private capital
inflows. In any event, aid to Central America would have to increase substantially —
our calculations indicate that it would have to double from the current level and
remain at this high level for several decades. A modest amount of this requirement
could come from debt relief, although once forgiven, debts cannot be forgiven again.

We wish to stress once more that we have little confidence in any calculation
of the exact amount of aid needed. Apart from assumptions that are certain to con-
tain simplifications, we, like the World Bank economists, put greater stress on policy
measures taken by the country than we do on precise levels of capital flows to stimu-
late development. Capital flows without adequate policy measures will accomplish
little to stifle emigration pressures. An important purpose of the external resource
flows is to stimulate the proper policy response.

18 One other estimate worth citing is that of Espenshade, 1989. He calculated that in Central
America, it took $19,000 of investment to create each new job based on 1982 data for each of the coun-
tries. The ratio is low, significantly lower than for other countries in the Caribbean Basin. The figure of
Mexico, for example, was almost $ 49,000 and for Panama § 64,000. If the ratio is $20,000 of investment per
job, this implies an annual investment need of $7 billion to create 350,000 new jobs; if the ratio is instead
$30,000 of investment per job, based on the need to invest in non-traditional activities, this implies an
annual investment need of §10.5 billion. For the five countries taken together, GDP is now about § 25 bil-
lion in current United States dollars (World Bank, 1990b) which means that at the ratio of $30,000 invest-
ment per new job, gross investment must be more than 40 per cent of GDP. Some of this could come from
internal sources and some from external assistance.
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Policy recommendations

Foreign aid could work through two mechanisms to reduce emigration
pressure. One is directly on population, to provide assistance in family planning to
reduce birth rates. The second is to increase economic opportunities and job cre-
ation in Central America. Birth rates should decline as incomes rise, which means
that the two mechanisms are not fully separable. The suggestions that follow are
designed with these two mechanisms in mind. However, two limitations of this strat-
egy should be noted. A number of observers have provided evidence that the very
process of development stimulates migration, such as from rural areas to cities, and
this disruption also increases migration out of the country (Massey, 1991, pp. 14-
15;' and Gregory, 1991, p. 56). Diaz-Briquets and Weintraub concluded after a
review of the relevant literature that a modest increase in income in a low-income
country leads to increased emigration in the short term. They said they found no
study contradicting this conclusion (Diaz-Briquets and Weintraub, 1991a, p. xvii).’
Their conclusion is that the increase in income to reduce emigration pressure has to
continue year after year for some time. The same conclusion can be reached with
respect to foreign aid. It will work to staunch emigration only if the aid is sustained
over many years, such as over the one or two generations specified in the terms of
reference for this study.

The second limitation that must be kept in mind is that if the key determi-
nant of emigration is the income disparity between the sending and receiving country,
it could take up to 150 years for this to be erased. The weighted average per capita
GDP in Central America is about $ 1,000 a year. If this increased by 3 per cent a year,
per capita GDP would be $1,806 in 20 years and $ 2,427 in 30 years. If United States
per capita GDP increased by only 1 per cent a year from its current level of roughly
$20,000, it would be $24,404 in 20 years and $26,957 in 30 years. In other words, even
at three times the rate of per capita GDP increase in Central America, the absolute
income disparity between the region and the United States would grow for decades
before it started to narrow. This, too, points to the need for consistency of policy over
long periods before practical results can emerge.

This phenomenon of compound interest starting from disparate initial
points highlights one other issue that can be crucial in the goal of reducing emigration
pressure. This is that emigration is motivated not just by absolute income differences,
or even relative disparity within the sending country, but by perceptions of opportu-
nity at home for oneself and one’s family. The direction of change can be as impor-
tant as the absolute change. The conviction that opportunities at home are improving
may be the key incentive for staying home rather than completely disrupting one’s

19 Massey (1991) provides data that the European development process from 1846 to 1924 led
to just such an increase in emigration. He argues that the current levels of emigration from Latin American
and Caribbean countries to the United States are precisely what one would expect based on the European
experience.

2 One possible explanation for this phenomenon is that for a low-income country, the absolute
income increase in any one year, even at a high rate of growth, is quite modest. Thus, a 3 per cent increase
in, say, El Salvador, would raise per capita GDP from $ 820 to $ 845 a year, hardly enough to alter life styles,
but perhaps useful in helping to finance a trip out of the country.
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life and moving to an alien society.! Table 5.3 above shows the sharp decline in
apprehensions of undocumented Nicaraguans seeking entry into the United States in
fiscal years 1990 and 1991 after the election of Violeta Chamorro as president and the
cessation of hostilities. This is another piece of evidence that income disparities by
themselves do not explain migration.

Our suggestions for the use of foreign aid to reduce emigration pressure can
be divided under two broad headings: assistance given to areas from which there is
significant out-migration ; and that which deals more broadly with national economic
development in Central America.

Assistance to out-migration areas within countries

There is extensive literature, plus considerable experience in Asian coun-
tries, on the development of regional centres in rural areas from which many
migrants come (see essays in Diaz-Briquets and Weintraub, 1991b). The develop-
ment of these regional centres is not based on increased agricultural employment,
but rather on establishing small and medium-sized enterprises to permit migrants to
move to relatively familiar areas not far from their original homes.

Because of its limited land area suitable for cultivation, the prospects for
increasing agricultural output in Central America by expanding the cultivable area do
not exist to any significant extent. Despite the fact that all of the countries are becom-
ing increasingly urban, the rural population in Central America is still large, typically
between 40 per cent and 60 per cent of the total. Thus, while there is no significant
scope for keeping them down on the farm, there is still much pressure for people in
Central America to move from farms to other places, particularly to urban areas; and
it is precisely this movement that may trigger a later exodus out of the country.

Our recommendation to aid donors is to stress the development of small and
medium-sized businesses in or near the rural areas from which there is now substantial
out-migration. Our reasoning is based on a number of considerations. The first is as
stated above, namely that intraregional migration is apt to be more congenial and
less disruptive than forcing further overcrowding in large cities. The second is that
half the jobs in Central America are now generated by businesses with 50 employees
or less (Leguizamun, 1991, p. 14). Finally, if relative deprivation in rural villages is an
important determinant of emigration (Stark and Taylor, 1991) providing work oppor-
tunities nearby can provide some scope to facilitate equalization of incomes without
migration out of the country.

The issue that must be addressed is how best to provide employment oppor-
tunities away from overcrowded capitals in Central America for persons who will
inevitably leave agriculture. There may also be urban residents who would prefer to
live in less crowded, less polluted places. The occupations into which these internal

2 Gregory (1991, p. 53) points out that income disparities much lower than between Mexico
and the United States led to large migration flows from Colombia to Venezuela, and from Greece and Por-
tugal to the EC during the 1970s. Until the 1980s, larger income disparities between Central American
countries and the United States than between Mexico and the United States did not lead to large-scale
emigration out of Central America. This did not occur until the disruption of the unstable political situa-
tion and the civil wars there.
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migrants would enter would most likely be small and medium-sized enterprises, such
as workshops (talleres in Spanish), manufacturing and assembly plants, and service
establishments. These can be located in essentially rural areas or in medium-sized
regional centres from which rural areas can be serviced. Because the evidence is that
emigrants who leave Central America tend to be above the average in education and
socioeconomic status, it is necessary to consider medium-sized regional centres and
not just rural areas. Our belief is that both possibilities should be examined.

The recommendation is straightforward, but its implementation is complex.
Assisting the formation of viable businesses in rural areas and in small and medium-
sized cities involves development of necessary skills, having in place the necessary
physical infrastructure, providing credit for business establishments, giving technical
assistance in production and marketing, teaching accounting skills, and instilling
entrepreneurial motivation (see Leguizamiin, 1991, for a discussion of these issues).
Social services dealing with education, health, and family planning must be provided
to these rural regional centres (Gregory, 1991, pp. 57-59). Choosing the location of
potentially viable regional centres is a delicate task. The centre must obviously be in
a location that has the necessary natural base, such as water, and which would be rel-
atively convenient for migrants from the surrounding area. The choice is important
because this then determines where investment will be made in infrastructure devel-
opment. Mexico, a few years ago, undertook a comprehensive study of the regional
resource and population configuration of the nation with the objective of determin-
ing the desirability of different locations for development, but there is little evidence
that the findings were fully exploited. The tendency in Mexico, as in Central Amer-
ica, has been to devote most central government attention to overall macroeconomic
policy and give little heed to the microeconomic and microsocial details of regional
development (Tamayo and Lozano, 1991a, 1991b).

We recommend that aid donors cooperate with the authorities in the Central
American countries to undertake a comprehensive study of the viability of different
regional locations for development and the receipt of migrants from their surrounding
areas. These studies would have to be comprehensive in laying out the resources
available in the regional centres and the investment that would be required to make
them suitable as development sites. The experiences of Asian countries such as Tai-
wan (China) and of Mexico, can be drawn on in carrying out these examinations.

Appraisals of past foreign assistance to Central America have provided much
insight on actions to avoid. One of the “don’ts” implicit in the previous recommenda-
tions is a development strategy that places great reliance on extensive agriculture in
most of Central America. Another don't is to rely almost exclusively on overall
macroeconomic policy at the expense of regional development. This was a common
failing of past Latin American development strategies. This emphasis was accompa-
nied by the centralization of tax collection, expenditure and administration, giving lit-
tle authority to state and local authorities. The current focus in Latin America in
favour of export-led development carries the danger of fostering large industrial com-
plexes and ignoring the role that smaller enterprises can play, particularly in regional
locations. Our recommendation to donors is to encourage administrative decentraliza-
tion in Central America and to insist on support to small and medium-sized businesses
and not just to larger enterprises more able to directly generate exports.
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A corollary to this recommendation is the need to reorder priorities in devel-
opment policy to avoid a common practice of the past in Latin America, which was to
stress industrialization under import-substitution programmes at the expense of agri-
cultural, and hence, rural, development (see Arroyo Alejandre et al., 1991, pp. 71-3).
This took many forms, such as low producer prices, subsidies to residents in urban
areas, the import of food on concessional terms at the expense of national production
because of the budget support the imported food provided,? and the failure to pro-
vide adequate assistance to the small farmer. This is both a regional and a macroeco-
nomic issue. The failures of past policy of favouring industrial and urban development
over agricultural and rural development are now well known, but the old habits have
not yet disappeared. Our recommendation is that aid donors insist on national policies
that do not penalize agricultural production and rural development generally.

Using foreign aid to reduce emigration pressure

Before making the positive recommendations, we believe it useful to list
some policies that experience teaches us to avoid in future aid programmes in Cen-
tral America. Some of these have already been noted: excessive centralization of
decision-making and administration; penalizing agriculture for the benefit of manu-
facturing; subsidizing the consumption of urban residents on the backs of agricultural
producers; starving small and medium-sized businesses in credit allocation; placing
almost exclusive reliance on macroeconomic policies and ignoring the more micro-
economic needs of regions; and more generally, to operate regional development
programmes without adequate study of the options for location and expenditures.

Other shortcomings of past aid and development policy have been identified
in this study and in the literature on Central America. Agricultural programmes of
the past have given little heed to their environmental consequences, particularly of
soil erosion. Raising cattle for the purpose of increasing beef exports has often used
lands more suitable for the production of crops. Beyond that, the stress on export
agriculture, while understandable in terms of generating foreign exchange, has often
taken place at the expense of production of staple products for local consumption.
In theory, if export agriculture provided a higher return than production for local
needs, the increased resource generation could be used to finance food and fibre
imports for domestic needs. However, because of income inequalities, the ability of
large segments of the population to obtain foods not produced in the immediate
region is more theoretical than practical. Much foreign aid in the past resulted in pro-
grammes that survived only as long as they were supported by the donors (see Bul-
mer-Thomas, 1987). We now know that projects endure only if they are supported by
the host country. Thus, donors must avoid providing all the local currency financing
or setting up projects that operate as enclaves divorced from the total development
programme of the recipient country.

2 United States programmes under Public Law 480, popularly referred to as the Food for Peace
programme, often had this effect.

23 A discussion on these issues can be found in Leonard, 1987.
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It is clear, both from what to avoid and what to support, that foreign aid pro-
grammes require conditionality. In a sense, much of the discussion in this study is
designed to set forth what conditions aid donors should insist on as the price of their
support of development programmes that can have the desired objective of reducing
emigration pressure. Some conditions are best set collectively by the donors, while
others will presumably be set bilaterally. In Central America, many aid donors will
not put a high priority on the migration objective because they do not receive many
immigrants from this region. This is true of donors in Europe and Japan. Multilateral
donors are not likely to put the same priority on emigration reduction from Central
America as is the United States.

We recommend the establishment of a strong consultative or coordinating
group to guide this division of labour. The collective group would be best positioned
to establish macroeconomic conditions and those related to relative prices — interest
rates, the exchange rate, producer prices for commodities — and bilateral donors the
conditions in those areas and functions they wish to emphasize. The latter could
include small and medium-sized business stimulation, regional polices, the fostering
of off-farm regional centres, education, health care, and family planning.

We wish particularly to single out family planning services because this is the one
mechanism that can work directly to reduce the immense demographic problem faced
by Central American countries. The United States has programmes in Central Amer-
ica to foster democracy and improve the administration of justice. Conditions under
these programmes are probably best set bilaterally. The division between bilateral and
collective setting of conditions may overlap. We stress only that, as long as the two
types of condition-setting take place, a mechanism is needed to avoid inconsistencies.

The development objective will obviously fail in the absence of basic structural
reforms and valid macroeconomic policy. This is not the place to elaborate on the
details of such policies, but they are the stuff of the deliberations in the coordinating
mechanism.?* In addition to economic measures, a greater degree of social justice will be
necessary in Central America if emigration pressures are to be reduced; aid donors
should not neglect this. Providing greater educational opportunities, and health care
and family planning facilities can be considered both economic and social, as can
attention to the more equal distribution of the benefits from future economic growth.
Better administration of justice and the insistence by donors of free democratic choice
are both social and political issues. The determinants of emigration from Central
America are a mixture of many variables — economic, social and political.>

24 williamson (1990, pp. 358-380) sets forth areas of policy reform considered important by a
group of economists. The areas stressed in this discussion are fiscal discipline, giving priorities in public
expenditures to capital items and health and education, tax reform, liberalization of financial institutions,
maintaining the correct exchange rate, liberalizing trade, encouraging foreign direct investment, removing
burdensome regulations, and securing property rights. In assessing Central American performance under
this structure, relatively high grades were given to Costa Rica, middle-range grades to Guatemala, and low
grades to El Salvador, Honduras, and Nicaragua (pp. 395-397).

B Goering (1991) analyses two studies that used econometric techniques to determine what
variables had most relevance in stimulating undocumented immigration into the United States. One of the
studies focused on Latin American migration and found that social variables, such as education, were sig-
nificant in explaining emigration. The second study, which looked at undocumented immigration into the
United States from all sources, found that regional differences in sending countries were significant.
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Donors should insist on a proper division of labour between the public and
private sectors in Central America. Governments, both at the central level and region-
ally, have large roles in setting policies and managing programmes to reduce the
attractiveness of emigration. At the central level, this includes undertaking the
required structural reforms, establishing a stable macroeconomic environment,
investing in the needed infrastructure, and fostering social justice. At the regional
level, assuming greater decentralization of administration, the tasks of governments
include encouragement to producers and small and medium-sized businesses, and
facilitating marketing of products. However, there is enough accumulated evidence
by now from experience around the world, that government encroachment into
activities better handled by the private sector can stifle development.

We recommend that the donor countries, working in cooperation with the
Central American countries, devote much effort to working out programmes to opti-
mize the use of migrant remittances and to using return migrants to greater advantage
than in the past (Diaz-Briquets and Weintraub, 1991d). Migrant remittances provide
much foreign exchange for the Central American countries, but are used primarily
for consumption. They can be made more productive if incentives are put in place for
their use in fostering the development of small and medium-sized businesses in rural
areas. This would require the cooperation of the Central American governments. In
addition, return migrants should be able to play a greater role in the stimulation of
off-farm rural development, but the evidence from other places where such pro-
grammes have been tried is that this requires cooperation between donors and coun-
tries of out-migration (Rogers, 1991, p. 251).

Aid donors should condition their aid on steps by the Central Americans to
reinvigorate the Central American Common Market. There is a natural disposition by
the Central American countries themselves to do this, but considerable resistance
remains among powerful groups in each of the countries. The reduction of high tariffs
undertaken since 1986, even if hesitant, is evidence of the desire of the Central Amer-
ican countries to strengthen the economic integration process, but import protection
remains high. The Economic Commission for Latin America and the Caribbean labelled
the Central Americans “gradual reformers” on trade liberalization (ECLAC, 1991a).
The integration movement is unlikely to succeed if it is essentially protectionist, as it
was in its first incarnation, but it may if it encourages competition in internal markets.

8. Final comments
We wish to stress several points made earlier:

®  While this study has focused on the use of aid to reduce pressures to emigrate
from Central America, aid is only as effective as the use to which the resources
are put. Thus, while it is possible for purposes of presentation to separate aid
from other aspects of the Central American economies and political structures,
these matters are not separable in practice.

®  The main precondition for aid to foster development and inhibit emigration
from Central America is the restoration and maintenance of political order in
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the region. Large infusions of foreign resources during the 1980s did not serve to
staunch emigration from those countries in Central America in which civil war
was raging. Despite the dismal current state of the economy of Nicaragua, the
evidence based on United States apprehensions of undocumented immigrants is
that emigration from that country has slowed.

8 The economic incentive to emigrate from the sending countries in Central
America cannot be eliminated in the short term. The evidence is that it takes
years of consistent economic growth and job creation - it takes the creation of
hope among the population that opportunities at home are growing — for emigra-
tion to slow down. This, in turn, requires foreign aid programmes to be devised
for the long term, for decades, even for generations, to have the desired effect.
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International aid to reduce the need for
emigration: The Tunisian case

M. Bel Hadj Amor

1. Introduction

The most recent population and employment survey conducted in Tunisia in
1989! revealed the following :

8 apopulation of 7.9 million compared with 7.0 million as recorded in the 1984 cen-
sus. This denoted an average annual growth rate of 2.4 per cent over the period;

B an economically active population of 2.35 million, with an average variation of
2.0 per cent over the period;

® an employed population of 1.979 million, an increase of 2.2 per cent over the
period;

8 an unemployed population of 381,800, representing an unemployment rate of
16.2 per cent.

The unemployment rate can be lowered to 15.3 per cent if the term unem-
ployed applies only to the active population unemployed aged between 18 and 59
years. This figure of 15.3 per cent compares with 13.1 per cent in 1984 and 12.9 per
cent in 1975. This increase in unemployment over the years reflects the central prob-
lems of the Tunisian economy. .

Economic, social and cultural development has, however, made consider-
able progress since independence in March 1956. Today, in 1992, Tunisia is in the
process of finalizing its Eighth Plan 1992-96; the Ninth Plan takes the country up to
the beginning of the third millennium.

Since 1960, Tunisia’s development has been conducted through seven
medium-term, 3- to 5-year plans: 1962-64, 1965-68, 1969-72, 1973-76, 1977-81, 1982-
86 and 1987-91. (Reference is also made to three decades, the first 1962-71, the sec-
ond 1972-81, and the third 1982-91.) Its achievements have been impressive, although
the constraints have also been numerous.

The employment issue, in particular, has been a heavy burden. For a time, it
was somewhat alleviated by emigration, mainly to EC countries. Emigration was

11 July 1989 is the median date of the survey period.
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regarded as a temporary remedy to unemployment: Tunisians emigrated in search of
work, and were encouraged to do so by their own Government as well by those of the
host countries. Emigration was thus essentially the result of unemployment: it was
regarded as a palliative until national growth and investment could generate the
additional jobs and perhaps even create conditions for the reintegration of returning
emigrants. These views prevailed until the early 1970s.

Today’s national development strategies centre on the employment issue, but
they are unable to come up with a durable solution (section 2). The employment prob-
lem, in fact, can be stated primarily in demographic terms: successive waves of jobseek-
ers appear on the market as a result of demographic pressures, while the road to emi-
gration is now blocked (section 3). Other solutions must be explored. In particular, a
new concept of international cooperation must be created, so that foreign aid can help
reduce the need for Tunisians to look for work on the European markets (section 4).

2. Tunisian economic strategy: Growth and development

The strategy’s objectives and results

From the outset in 1957 the Tunisian authorities set themselves three ambi-
tious development objectives: growth, self-development and human progress.

The first task was to promote a relatively high level of production of goods
and services, without which there could be no credible prospect of human progress.
The next imperative was independent development to reduce the country’s commer-
cial and financial dependence to an acceptable level. Finally, economic performance
needed to be reflected in higher living standards, satisfying the basic needs of the
population in respect of universal education and health services, improved living and
housing conditions, employment creation and increased earnings.

These objectives underlying Tunisian planning in the first development
decade continued into the succeeding decades, modified by experience from the field,
as well as by the discovery of new issues or a better insight into existing problems.
Thus, in the 1970s, while production growth remained the essential requirement for
the promotion of higher living standards and earnings, it was also necessary to set
new objectives concerning the quantitative and qualitative control of investment and
the consolidation of the country’s financial situation. Employment assumed its true
dimension as a major development problem. At the same time, concern for social
equilibrium was accentuating the need to remedy regional disparities, which had
been aggravated by accelerated growth.

The 1980s confirmed employment as the primary development objective.
However, an acceleration in production growth remained important. This required a
rationalization of policies to ensure the smooth running of all economic aggregates —
investment and financing, consumption and saving, imports and exports, external
deficit and debt. Finally, the ultimate purpose of economic growth being human
development, increased attention was paid to the fairer distribution of the fruits of
this growth.
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The polices for the 1990s are nearing completion. This decade will see
greater use of market forces to strengthen the economy. The Tunisian planning
authorities are talking of a watershed in the consolidation of economic reforms and
in the “profound changes advocated in economic and social management methods,
which should affect all areas and sectors of economic activity . The expected out-
look, in this context, concerns acceleration of growth and job creation, stimulation of
private investment, readjustment of external trade and control of budget balances.

The performance of the Tunisian economy during the past 30 years bears
witness to the effort expended. In the first place, as regards investment, the overall
budget - in billions of dinars — came to 1.323 in the decade 1962-71, rising to 6.406 in
the decade 1972-81 and reaching 19.515 for the decade 1982-91. Investment repre-
sented 22.8 per cent of GDP in 1962-71, 28.4 per cent in 1972-81, and 24.4 per cent in
1982-91.

Investment was strongly supported by national savings, which grew from
873.4 million dinars to 5,207.9 million dinars and then to 15,211.0 million dinars over
the three periods. The national savings rate as a proportion of GDP stood at 15.0 per
cent, 22.9 per cent and 19.9 per cent for the three periods; it covered 66.0 per cent,
81.3 per cent and 81.6 per cent of investment financing in the three periods. Recourse
to external resources, amounting to one-third of the investment volume for 1967-71
and one-fifth for 1972-81 and 1982-91, none the less required new methods to find,
mobilize and use the necessary capital.

This resulted in a real growth rate of 4.6 per cent and 7.1 per cent for the
first two decades, with a downswing to 2.9 per cent in 1982-86 and 4.2 per cent in
1987-91 caused by unstable climatic conditions and a deteriorating international
economic situation.

The investment effort and the growth generated by it made it possible, from
the decade 1962-71 onwards, to lay the foundations of continued development, in
both human capacity and the country’s infrastructure and amenities.

Economic production has undergone profound changes: new sectors are
emerging in the production of goods and services and in the creation of additional
sources of foreign currency. As a result of rapid development, the industrial sector
represented 27.7 per cent of GDP in 1991, compared with 15.8 per cent in 1961; man-
ufacturing industry doubled its share of GDP from 7.2 per cent to 15.3 per cent over
the same period. Tourism, with a mere 0.3 per cent at the beginning of the period,
accounted for 3.9 per cent of GDP in 1991.

Agriculture fell from 22.9 per cent of GDP in 1961 to 16 per cent in 1991 -
though climatic factors were partly responsible for these variations. Increased irriga-
tion, stock-breeding and fishing have to a large extent mitigated the effects of the
variable climate. The diversification of the Tunisian economy makes it possible today
to limit the effect of “lean years” in agriculture. The 4.6 per cent growth rate
achieved in 1962-71, by sectors other than agriculture, can be considered remarkable
in light of the drought throughout that period which reduced agricultural production
by an average annual rate of 1.8 per cent. The sector continued to develop at a nega-
tive rate of 1.8 per cent, at constant prices, during the Fifth Plan (1977-81), but the

2 Economic Budget Report, 1992, December 1991.
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overall economic growth rate was positive at 5.6 per cent. After three decades of
development, Tunisia can therefore claim to have a sound industrial basis.

There has also been diversification in the sources of foreign currency. In 1961,
38.6 per cent was earned by agricultural production and mineral resources. Five new
or established sectors generated over the three decades 41.6 per cent, 71.2 per cent
and 68.9 per cent of current earnings. The sectors with their respective average earn-
ings per decade are: textiles with 1 per cent, 8.9 per cent, and 17.6 per cent; tourism
with 13.6 per cent, 17.0 per cent and 17.0 per cent; oil with 8.2 per cent, 26.8 per cent
and 14.1 per cent; chemicals with 13.1 per cent, 9.4 per cent and 10.1 per cent; and
earnings of emigrant workers with 5.7 per cent, 9.1 per cent and 10.1 per cent.

Social matters have not been eclipsed by economic growth. Growth is the
means and precondition of development. In this respect, development has affected
the lives of the population in all aspects, chief among them being employment and
earnings. Investment in the first two decades led to the creation of some 535,000 jobs,
while 400,000 will have been created in the decade from 1982 to 1991; performance
has fallen short of needs, but it has meant that overcrowding on the labour market
could, to a certain extent, be absorbed. Average per capita income went up by an
annual 1.8 per cent in real terms in 1962-71, 4 per cent in 1972-81 and slightly less
than that in 1982-91. Although with the increased level of household expenditure the
improvement may not noticeable, in objective terms it is. A household budget and
consumption survey, conducted by the Tunisian National Statistics Institute, and cov-
ering the period from June 1990 to June 1991, has revealed a marked improvement in
the condition of Tunisians:

B per capita expenditure rose at an average annual rate of 11 per cent between
1975 and 1980, 13.7 per cent between 1980 and 1985, and 8.3 per cent between
1985 and 1990; this improvement was more pronounced in rural than urban
areas;

®m the Gini coefficient of income concentration dropped by 4 points, from 44 per
cent in 1975 to 43 per cent in 1980, 43.4 per cent in 1985 and 40.1 per cent in 1990;

®m the population subsisting on the poverty line fell from 48 per cent of the total
population in 1966 to 22 per cent in 1975, 12.9 per cent in 1980, 7.7 per cent in
1985 and 6.7 per cent in 1990.

Education absorbed nearly 9 per cent of GDP. The goal of this development
priority is to provide elementary schooling for virtually the entire population, to
establish secondary and higher educational systems, to organize vocational training
and, in general, to produce the qualified personnel necessary to the Tunisian econ-
omic and social system.

Health also accounted for some 9 per cent of GDP, for the provision of med-
ical care through a broad network of national, regional and local structures and
increasingly diversified amenities. The training of medical and para-medical person-
nel kept pace with these developments, producing large numbers of doctors and nurses
each year.
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The housing sector has created 700,000 new homes and becomes more
dynamic with each decade. The population and employment survey referred to
above found that an average of 38,000 new housing units were built each year during
1984-89.

The strategy’s limitations

The achievements of the three decades of development bear witness to an
overall progress, which, despite its many positive aspects, has not always provided
the hoped-for solutions to the country’s problems. Results rarcly matched forecasts,
leading to a questioning of economic policies and the need for a change of strategy.

As Table 6.1 shows, the results have been limited, in the face of constraints
in terms of growth, employment and the country’s solvency.

Admittedly, forecasts can always be contradicted by events. Thus it was that a
series of endogenous and exogenous factors, such as drought years, the vagaries of
political relations, reversals in the international economic situation, external price
fluctuations and the instability of exchange rates, undermined the planners’ estimates.

Apart from these concrete aspects, however, the Tunisian economy reveals
its weakness in that the results expected for a given investment are not always
achieved, especially in terms of growth, employment and balance of payments or,
occasionally, in one or other of these aggregates. The lesson to be drawn from this sit-
uation is that Tunisia’s problem lies in economic policy orientation and the nature of
investment, rather than the actual investment volume or mobilization of funds.

It is an increasingly widespread view that the problems of the Tunisian econ-
omy are caused primarily by the nature of its investment, stemming from its policy of
industrialization as an import substitution strategy. This has led it to overprotect the
local market instead of effectively encouraging an export trade.

Capital-intensive investment is the underlying cause of the high marginal
capital coefficient. Exemption from customs duty on capital goods involved in these
investments creates distortions in the relative costs of capital and labour, and
encourages the use of capital instead of labour. Similarly, these investments qualify
for considerable advantages in connection with the number, rather than the cost, of
the jobs created. Finally, the increase in the cost of the labour as a result of higher
wages and social security contributions adds yet another disadvantage for labour-
intensive industries.

Capital-intensive investment is inherent in the policy of industrialization
through import substitution pursued by Tunisia for many years. Tunisia’s industrial-
ization started with the manufacture of products previously imported in quantities
that made it unprofitable to manufacture them at home. At this early stage in the
process, these were usually everyday consumer goods. Subsequently, increased
national income led to increased imports of other consumer goods to an extent that it
became profitable to manufacture them in Tunisia. As the process evolved, imports
consisted increasingly of intermediate products and capital goods.

The advantage of this process is that it sets in motion the initial stage of
industrialization for a traditional rural society. It also enables businessmen and work-
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ers to become familiar with mechanization and an industrial environment. Advocates
of this strategy also believe that it should serve three sets of objectives: job creation,
progress towards manufacturing intermediate products and capital goods, and for-
eign currency savings. Logically, it should lead to a reduction in the current deficit
and in foreign dependence.

However, industrialization through import substitution presupposes the
existence of a large domestic market and high income levels. Without these two con-
ditions, the quantities imported will be too low for profitable local production. For
this reason, governments that opt for this industrialization strategy are obliged — as
was the case with Tunisia — to resort to strict protection of the local market by apply-
ing a wide range of measures, including prohibition, quotas, exorbitant customs
duties, subsidies, and domestic tax rebates.

Such protection and the resultant economic characteristics can have serious
disadvantages. First, protection, by increasing the price of imports, allows local indus-
trialists to fix domestic prices at a level approaching those of the imported goods. No
matter what form of price control the government imposes to counter this abuse,
they fail, especially as domestic prices include account charges to cover the cost of
underutilization of production capacity, a proportion of unnatural waste, and low
productivity. Tunisian industry is not subject to any established standards. The public
is thus paying higher prices for locally manufactured, and often inferior, goods. In this
way, protection generates high profits, which attract new investors to the same seg-
ment of the market, without prices being affected by the extra competition. Thus pro-
tected, an industrialist is often free to increase his prices without having to improve
his firm’s productivity, and this creates demands for higher wages, which in turn
encourages the inflationary spiral.

Second, as regards the distribution of investment, protection, by generating
quick and easy profits, deflects the bulk of resources and initiative from more worth-
while sectors and activities, such as agriculture, in which profitability is considered to
be remote and erratic. Moreover, the substitution process seldom leads to genuine
industrialization, or to the manufacture of profitable intermediate or capital goods, as
these generally require heavier investment and more advanced technology.

With regard to external finances, import substitution does not save foreign
currency, but leads to a deterioration of these finances owing to the increase in
imports of intermediate and capital goods to keep the consumer industries going,

Employment, the Achilles’ heel of the Tunisian economy, is depressed by
import substitution, as protection encourages capital-intensive, rather than labour-
intensive, investments. Moreover, the import-substitution industry does not allow
production to expand, owing to the restricted size of the market and the limited
nature of the substituted products. This can explain why Tunisia has for several years
had difficulty in identifying projects. Besides, it took 30 years — from 1961 to 1991 —
for the manufacturing industries to increase their share of GDP from 7.2 per cent to
15.3 per cent, having stagnated at 10.5 per cent from 1976 until 1981. It was only dur-
ing the third decade that, with a rise in textile exports, the manufacturing industries
improved their share of GDP.
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In fact, while protection may be justified in the case of countries such as
Tunisia that are still in the early stages of industrialization, it should be moderated,
then removed once the sector concerned has become competitive.

It is apparent that insufficient growth, the capitalist nature of investment,
the current balance of payments deficit and unemployment are closely interrelated
ills. The only possible approach to a solution of the unemployment problem lies in
the development of labour-intensive activities. These activities cannot be expanded,
nor can growth be sustained, within the limits of the local market: they require far
greater access to the international market, and this raises the issue of re-examining
national economic orientation.

From the earliest development plans, the Tunisian planning authorities real-
ized the shortcomings of the strategy: pressure had to be brought to bear on invest-
ments to make them consistent with growth and employment objectives; the pre-
scriptive nature of the earlier plans needed to be amended by supporting the
investment effort with appropriate economic policies. At the end of the first decade,
various adjustment measures were applied to development strategy.

The need for large-scale investment had been established; it was therefore
essential to improve the country’s capacity to exploit it, above all:

B to adjust the distribution of investment by category, two-thirds to be allocated to
directly productive sectors, and the remaining one-third to long-term productive
sectors;

B to adjust the distribution of investment by sector, with greater responsibility for
the private sector. This sector was beginning to become significant, as a result of
many incentives; it was to provide 40 per cent of investment with the public sec-
tor supplying 60 per cent;

B to consolidate national financial structures to enable the country to finance 80
per cent of investments with an external contribution of 20 per cent, a level
regarded as acceptable to allow “the country to secure a generous international

contribution without jeopardizing its solvency or its independence”?

These new policy objectives were backed by important reforms in project
identification and promotion, acceleration and simplification of project authorization
procedures, easing of exchange controls, modification of the tax system, export
incentives, and improved vocational training. They were subsequently enhanced by
an endeavour to increase the return on investment, both in terms of production by
bringing pressure to bear on the marginal capital coefficient, and of employment by
reducing labour costs.

Faced with deteriorating terms of trade, the new policy orientation also
emphasized control of the domestic market with respect to consumption, and the
need to increase exports of other goods besides oil, and to reduce food imports.

Since the mid-1980s (especially since the Gulf War) and the change in the
international economic situation, the option for a less timid advance towards a free
market economy has been offered : market mechanisms are slowly being established.

3 Report on the Second Decade of Development and the Fourth Plan.
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Table 6.1. Tunisia: Economic and demographic statistics, actual and forecast, 1961-96

1st 4th 5th 6th Tth 8th
Decade Plan Plan Plan Plan Plan
Aggregates/Plan 1961-71 1973-76 1977-81 1982-86 1987-91 1992-96
Population (000s) 4533 5588 6647 6986 7909 8100
Overall factor productivity (%) -1.1 - -2.6 2.2 25
Marginal capital coefficient 5.4 53 9.1 5.1 43
Growth (%)
forecast 6.0 6.6 7.5 6.0 4,0 6.0
achieved 4.6 4.4 5.6 2.9 4.2
Investment (millions of dinars)
forecast 1310 1194 4200 8200 11200 22870
achieved 1245 1568 4539 8885 10650
Investment rate (%) 23.0 249 30.2 29 23.1 28.0
Investment rate by type (%)
Directly productive 50 62.8 60.3 60 53.5 57.5
Long-term productive 50 37.2 39.7 40 46.5 425
Investment (%) by ,
Public sector 72 543 68 55.1 50.5 475
Private sector 28 45.7 32 449 49.5 62.5
Investment by sector (%) ‘
Agriculture and fishing 18.8 12.5 12.9 16.4 16.4 17.3
Manufacturing 11.9 18.0 18.0 18.1 16.7 17.5
Non-manuf. ind. 17.4 239 225 21.3 13.0 11.9
Non-admin. services 50.8 35.1 375 36.2 40.9 36.5
of which:
Transport 11.8 16.5 17.6 12.8 12.4
Tourism 8.0 35 2.6 4.8 4.6
Housing 12.3 14.5 16.7 18.2 19.7 14.7
Community facilities 17.2 10.6 9.2 8.0 10.6 11.6
Savings rate/GDP (%) 17.0 223 233 19.8 19.0 256
Savings/Investment (%) 55.3 80.5 71.2 67.0 66.4 715
External aid/Investments (%) 44,7 19.5 28.8 33.0 33.6 28.5
Debt rate (%) 49.5 32 38.0 58.7 52,5 42.4
Debt servicing/Current
revenues (%) 10.2 13.6 20.1 21.8 16.0
Jobs (000s)
Extra demand 537 198 275 324 300 313
Jobs created 132 164 209 200 204 320
Emigration (000s) 140 97 50 0
Unemployment rate (%) 13 11.4 13.1 15.3

... = data not available.

Source: Population and employment surveys, and development plans, various years.
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The state’s management of the economy is disappearing, leading to a liberalization of
prices on a range of products, the abolition of licences for certain imports, and a flex-
ible trade policy.

Results are improving, as can be seen from Table 6.1 above, though admit-
tedly they are still insufficient in the face of imponderable external factors — espe-
cially fluctuating prices and exchange rates, and protectionism — but also endogenous
factors which economic policy measures have not yet effectively eliminated.

Meanwhile, the policy objectives of the Seventh Plan in October 1989
analysed the internal difficulties that beset steady development. The problem lies
with productivity and competitiveness of the economy. There has been only a very
slight improvement in productivity. Production capacity is not fully utilized, either in
agriculture — 70 per cent of the irrigated areas are being farmed, compared with 50.1
per cent in 1981 and only 41.5 per cent during the Sixth Plan - or in the manufactur-
ing industries — where capacity utilization varies between 50 per cent and 60 per cent.

The country’s competitiveness does not appear to have been stimulated by
liberalization. Protectionist unwieldiness remains, and national producers, apart
from those in a few joint ventures with foreign partners, continue to prefer the local
market to the hazards of the foreign market. The internal system still offers protec-
tionist advantages in areas such as taxation, foreign trading, and price regulation.
Such protection of the domestic market was highly prevalent in 1983.

As a result of external constraints and internal rigidity, employment and the
balance of payments continue to be worrying aspects in the country’s development.

An economy freed from administrative and bureaucratic shackles, with the
role of the state reduced to that of regulator and counsellor, should be the objective.
Economic policies must be regularly reassessed to expand job-creation capacity in
labour-intensive sectors.

Investment must therefore double in the next ten years (it more than dou-
bled at constant prices over the previous 30 years). However, perseverance in this
endeavour will not be practicable unless basic equilibrium is maintained in the matter
of savings, public finances, balance of payments and foreign debt. Furthermore, as
the report on the Sixth Economic and Social Development Plan 1982-86 remarked in
June 1982 “while the investments to be undertaken must contribute to the creation
of the necessary jobs, they must also lead to the creation of new wealth by increasing
production, so that Tunisians and Tunisian enterprises can improve their earnings
and maintain their living standards by a moderate growth in consumption ...
[because] to invest for the sole purpose of creating jobs without increasing produc-
tion would be to reduce Tunisia to a mere work camp to combat unemployment.”
The employment problem is compounded, in fact, by the need to distribute more
broadly the benefits of growth among the whole population and all regions. It implies
a balance between the generations, in terms of sharing austerity measures and the
immediate and future costs of investment.
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3. The employment problem

The employment problem falls within the scope of economic and social
development and its capacity to absorb an increasing population into the national
productive system. In fact, the scale of the increase reminds us that the problem
takes on a demographic aspect with natural population growth. For many years,
emigration was presented as a partial and temporary solution to mitigate the gravity
of the problem.

Demographic aspects of employment: Sustained pressure

The Tunisian population has increased at a rapid pace in recent decades,
with annual average rates of 2.3 per cent, 2.5 per cent and 2.4 per cent respectively for
the periods 1966-75, 1975-84, and 1984-89. This increase is the result of a high birth
rate and a falling death rate. Births increased between the Fifth Plan (1977-81) and
the Sixth Plan (1982-86) from annual averages of 218,000 to 224,000. In 1987 the
number fell to 223,000, to 214,700 in 1988, and to 199,100 in 1989.* A certain levelling-
off is therefore apparent; it is as yet insufficient, as it is characterized by the effects of
age structures. Women of child-bearing age — from 15 to 49 years — represented 22.5
per cent of the population at the 1975 census; this proportion had risen to 23.6 per
cent by 1984.

Between 1969 and 1980, the death rate fell steadily from 7.8 per thousand to
6.8 per thousand both in terms of infant mortality and deaths in childbirth. Over the
entire period, the female death rate fell sharply for all age bands among women of
child-bearing age, especially those aged 20-24 years (2.1 per thousand to 1.4 per thou-
sand) 25-29 years (2.1 per thousand to 1.8 per thousand), and 30-34 years (3.6 per
thousand to 2.2 per thousand).

However, the total fertility rate is at present declining. From 7.1 in 1966, it
decreased to 5.2in 1981, 4.5 in 1986 and 3.48 at the time of the last national census in
1989. This is a distinct improvement, bearing in mind that it had been estimated, on
the basis of previous trends, that the fertility index would not go down to 3.9 until the
year 2001. This falling trend indicates that Tunisia is well advanced in the process of
demographic transition compared with the rest of the developing world.

Itis clear that Tunisia has made remarkable progress in its demographic pol-
icy. A number of measures have led to a relative improvement in this field: health
policy, the spread of universal education, increased urbanization and an overall
improvement in living standards. Moreover, Tunisia has a vigorous family planning
programme.

It is noteworthy that women, through their status in society and their
recently acquired ease of access to education and employment, are the determining
factors in demographic control. Whereas in 1975, only 30 per cent the female popula-
tion aged between 15 and 49 years had received any education, by 1989, 56 per cent

4 These figures are taken from the 1989 national population and employment survey, earlier sur-
veys and censuses, or documents relating to the successive development plans.
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had been through primary school and beyond. The proportion of women having
received secondary education went up from 8.9 per cent to 21.4 per cent during the
same period. The percentage of women among the economically active population;
according to the general population census, increased from 6.1 per cent in 1966 to
18.7 per cent in 1975, to 21.3 per cent in 1984 (a level maintained in 1989). This pro-
motion of women may well help to ease population pressures.

However, the improvement in the total fertility rate is still insufficient, in
comparison with the countries of southern Europe that have completed their demo-
graphic transition: Spain with 2, Greece with 1.8 and Portugal with 1.6.

The relative decrease in the fertility rate, in conjunction with a steadily
falling death rate, has led to a smaller proportion of young children, and a larger
adult population, especially of working age.

The population structure in 1989 revealed a crude activity rate (in relation to
total population) of 19.8 per cent, and a global activity rate (in relation to the popula-
tion of working age) of 48 per cent. It also shows the distribution of the employed
population: 79.1 per cent were men and 20.9 per cent women. The change in this
active population, as seen from the censuses and surveys conducted between 1975
and 1989, shows an overall increase of 739,000 in 14 years, equivalent to an average
annual demand for 53,000 jobs. For the 1980s alone, there was a 2.7 per cent average
annual increase in the active population, for a total of 550,000 people. There were two
distinct phases to this period: the first phase from 1980 to 1984 when the rate of
increase was 4.2 per cent; and a second phase from 1984 to 1989 with a 2 per cent rate.

Throughout the period 1975-89, the number of jobs created was in the
region of 40,000 per year, leading to a progressively wider gap between labour supply
and demand and to greater numbers of unemployed. On 1 July 1989, according to the
latest population and employment survey, the number of unemployed among the
active population was 381,800 — 14.4 per cent for men, 21.9 per cent for women, and
54 per cent for young people under the age of 25 (among whom unemployment is
increasing). The duration of unemployment is also getting longer: the proportion of
people out of work for two years and more was 40.9 per cent in 1989 compared with
18.6 per cent in 1984. Finally, if the findings of the 1975 and 1984 censuses are com-
pared with the 1989 survey, unemployment occurs increasingly among the more
highly educated: respectively 10.5 per cent, 19.2 per cent and 29 per cent among
those with secondary education; and 0.2 per cent, 0.7 per cent and 2 per cent among
those with higher education.

The extra demand for jobs is caused by population growth. From early days,
the Tunisian planning authorities relied on emigration to provide work for all or part
of the excess labour supply that economic development was unable to absorb.

Emigration of unemployed people

Emigration was foreseen, and long regarded, as a temporary expedient both
by the labour-exporting and host countries, and by the emigrants themselves. The
host countries needed to fill jobs created by the development of industries and for
which no national manpower could be found. As the jobs in question tended to be
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unskilled, poorly paid and unattractive, they were available to the unemployed and
generally unskilled workers from the labour-exporting countries. These countries
thus had the possibility of finding employment for their surplus manpower until such
time as national growth restored the balance of labour supply and demand. Finally,
from the workers’ point of view, emigration opened the way to gainful employment
and the possibility of building up enough savings for a respectable social and occupa-
tional reintegration into their country of origin. However, emigration as a solution to
the employment problem has become a persistent phenomenon.

In the first development decade (1962-71), emigration improved the employ-
ment situation, especially for male workers: it is estimated that 140,000 people of
working age left the country. A further 97,000 emigrated during the second decade
(1972-81); a figure of 50,000 is expected for the decade 1982-91.

Initial emigration to France (and the rest of Europe) took place in the 1960s,
owing to the shortage of jobs in Tunisia, and the demand for labour in France. At the
time, most European countries were liberal in their immigration policies. The total
number of immigrants admitted into the Federal Republic of Germany rose from
80,000 in 1955 to 2.6 million in 1973.

Manpower agreements were quickly concluded between the job-providing
countries and Tunisia (and other developing countries). This was organized emigra-
tion, with a number of guarantees and advantages offered to the emigrant workers.

Tunisian emigration naturally flowed in the direction of Europe. For 1988,°
round figures for the emigrant Tunisian population in EC countries are as shown in
Table 6.2. .

France hosts the largest number of North Africans - 1,416,400 out of a total
of 1,805,500 in the EC, i.e. 78.4 per cent. North Africans account for 64.4 per cent of
the 2,202,200 foreigners in France and 2.6 per cent of the total French population. Of
the emigrant Tunisian population in Europe, 85.5 per cent are in France, compared
with 97.8 per cent for Algerians and 55.9 per cent for Moroccans.

This emigrant Tunisian population accounts for 12.3 per cent of all North
Africans in the EC, estimated at 1,805,500; 770,400 Moroccans (42.7 per cent) and
813,500 Algerians (45.0 per cent) make up the balance. North Africans also account
for 23.0 per cent of all foreigners in the EC (a total of 7,860,000), and 0.6 per cent of
the EC’s total population of 320,525,700. Tunisians represent 2.8 per cent of all for-
eigners in the EC.

The worldwide economic recession following the 1973 oil shock led the EC
countries to close the gates to migration; this raised the crucial problem of the emi-
grants’ return to their country of origin. Repatriation incentives were introduced;
stringent entry regulations imposed ; frontier controls imposed and would-be immi-
grants turned away in France and, increasingly, other EC countries.

Officially, emigration to Europe was stopped in 1975. However, the Fifth
Plan (1977-81) registered a net departure of 60,000 people; in 1982 and 1983, 5,900
and 9,000 net departures were recorded. This was because Tunisia had begun to

5 According to data produced at the Symposium on emigrant Maghreb workers in the EEC,
organized by the Union Syndicale des Travailleurs Maghrébins (Maghreb Workers’ Union), the European
Trade Union Confederation and the International Confederation of Free Trade Unions, and held in Tunis,
10-20 April 1991.
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Table 6.2. Tunisians legally resident in EC countries, 1988

Tunisian residents Per cent

France 189 400 855
Germany, Fed. Rep. 21600 9.8
Belgium 5600 25
Netherlands 2600 1.2
Italy 1800 0.8
Denmark 200 0.1
Greece 200 0.1
Other 100 0.1
Total 221500

Source: see note 5.

exploit the possibility of finding employment in certain Arab countries, especially the
Libyan Arab Jamahiriya. The outlook appeared relatively promising in two respects.
First, the Gulf States employed nearly 2 million foreign workers. Second, demand in
those countries was for skilled workers and for supervisory personnel in such sectors
as education, health, communications, hotel and catering work — demand that Tunisia
could well satisfy.

However, jobs in the Arab countries did not materialize at the expected rate.
The Libyan labour market, the largest in the region, soon registered an economic
downturn. As for the labour market in the Gulf States, there were specific factors
that deterred Tunisian labour from making a genuine breakthrough. In the first place,
it is a market that has a long tradition of recruiting labour from Pakistan, the Repub-
lic of Korea, the Philippines and Egypt. Second, social conditions there do not always
resemble those of a modern economy. Finally, wages, conditions of work, and resi-
dence facilities are not sufficiently attractive.

As a result of this combination of factors — the closing of the traditional
European markets, uncertain relations with the Libyan Arab Jamabhiriya, and aver-
sion to the Arab labour markets — the migration balance for the five years of the Sixth
Plan 1982-86 was positive for the first time: some 27,000 emigrant workers returned
to the country. Emigration was no longer a supplementary — or even temporary —
solution to the employment problem.

The national population and employment survey of July 1989 revealed that,
for the five years 1984-89, Tunisia registered a net emigrant return of 41,000 persons,
of whom 22,400 — 54.6 per cent — were males. Returns during the 1979-84 period
came to 34,300, 53.2 per cent of whom were males. Table 6.3 shows figures for returns
between 1984 and 1989.

Paradoxically, it would appear that it was from the Arab countries that the
returning tide of emigrants was flowing: 48.5 per cent of returnees compared with
41.5 per cent from Europe. This can be explained by the large numbers of those
returning from the Libyan Arab Jamahiriya in 1984-85 (though these were offset by
fresh departures to that country in 1988-89, after the resumption of normal relations
between the two countries).
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Table 6.3. Number of Tunisian return migrants, 1984-89

Total 41000 Per cent
France 14800 36.1
Libyan Arab Jamahiriya 13300 32.4
Germany, Fed. Rep. 1900 4.7
Saudi Arabia 1200 2.9
Italy 700 1.7
Other Arab countries 5 400 13.2
Other countries 3700 9.0

The survey also established that the returnees included a considerable pro-
portion of young couples aged between 25 and 49 years, representing 40 per cent of
the total registered. Retired persons, aged 60 years or more, accounted for 2 per cent
of returnees. This implies a tendency among young people to attempt reintegration
in their country of origin, whereas the less young apparently try to settle permanently
in the host country. However, such conclusions should be treated with caution, given
the limited numbers of returns from Europe, which, according to this survey,
accounted for no more than 9 per cent of all Tunisian emigrants.

Despite the halt to official emigration, repatriation incentives, stiffer fron-
tier controls and an array of deterrents, the phenomenon of emigration has not been
eliminated. It adapts itself and takes new forms. There is the legal form of family
reunification; there is also straightforward illegal or clandestine emigration.

The family reunification procedure, authorized by France and other Euro-
pean countries, has continued to swell migration and achieved a dual outcome, which
was perhaps not immediately obvious. On the one hand, the arrival of family members
in the host country’s market created new demands for jobs for the emigrants’ wives
and children, and provided a new source of cheap labour in the underground econ-
omy. On the other hand, family reunification helped the emigrant to settle and create
a traditional environment, so that the idea of returning eventually became irrelevant.

Subsequently, clandestine emigration became the chief source of recruit-
ment for the alternative labour market in Europe. Today, no matter how many proce-
dures and entry formalities are imposed by the Governments of the region, illegal
workers always manage to cross frontiers, though to a lesser extent than before.

This is especially true now that illegal workers have found new openings,
first in Italy, then Spain, Greece and Portugal. These countries applied more liberal _
entry laws for longer than other European countries. The “illegals” enter as
“tourists” and stay for as long as necessary to find an opportunity of joining the tradi-
tional immigration countries. But the countries of southern Europe are also becom-
ing immigrant countries and the “illegals” are deciding to settle there permanently.
This is the case in Italy in particular, where various Italian sources refer to a Tunisian
migrant population of some 55,000 people, around 30 times the official figure, mainly
engaged in the informal sector.

This brief review of emigration trends permits two arguments. On the one
hand, the phenomenon can be deflected to a certain degree, but it cannot be elimi-
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nated, until the emigrant-producing countries have managed largely to restore their
labour market equilibrium. On the other hand, the constant pressure of the labour
supply is counterbalanced by an equally steady demand in the host countries. The
demand may take different forms, but it is present all the time: jobs of a precarious or
temporary nature are available on European markets — and elsewhere - in activities
for which employers prefer to make use of the flexibility of a labour force that is not
too demanding in the matter of wages and working conditions. Emigration has to be
seen as a two-sided phenomenon. This fact must be borne in mind in any action
undertaken: there is the need to help the labour-exporting countries to create the
necessary jobs at home; and the requirement to enforce greater discipline in the
labour markets of the host countries to track down illegal employment.

4. International cooperation as a factor
in reducing migration pressure

A new concept of international cooperation will have to be created, so that
the type and volume of external aid can become a factor in reducing the need to
look for work on the European markets. The object is to enable labour-exporting
countries to achieve a sufficient rate of economic growth to cope with their popula-
tion growth and employment problems, and to promote improved living and earn-
ings standards.

The structure of cooperation is already improving and new forms of aid
emerging. Tunisia is doing its utmost to influence the form of the contributions, giv-
ing preference to long-term over medium-term loans and making a more intense
effort to obtain contributions. It is none the less true that the situation with the EC
and its member countries is deteriorating. If development scenarios are to be envis-
aged to help potential emigrant workers to stay at home, the conditions and flow of
aid will have to be seriously reconsidered.

Innovations in the context of external cooperation

External cooperation is intended primarily to finance planned projects. It
has progressively taken on the form of partnership promotion, by making credit lines
administered by the banks available to foreign direct investment. It ensures that the
current balance of payments deficit is covered.

Multilateral institutions are becoming increasingly important in financial
cooperation, and the 1980s witnessed a remarkable increase in Arab funding. Bilat-
eral cooperation, in its various forms, is still a source of contributions to the financing
of Tunisian development plans, but is declining in importance and is usually accom-
panied by ever more stringent terms. Tunisia is increasingly being considered as a
middle-income country no longer entitled to the concessionary conditions of finan-
cial aid. Considerable reductions have been made by France, Italy and the United
States, while Sweden, the Netherlands, the United Kingdom and Canada are reorga-
nizing their contributions to take the form of improved credits or subsidies.
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Financial cooperation is also becoming more diversified:

project aid is still the principal source of development project financing; it is
increasingly assuming the form of a budget, especially in the case of the EC
countries, e.g. France, Germany, Italy and Spain;

credit lines are established with the development banks; they come from multi-
lateral institutions such as the International Bank for Reconstruction and Devel-
opment, the Arab Development Bank (ADB) and the European Investment
Bank (EIB), or from countries such as Italy or Sweden, which allow credit lines
to be entrusted to commercial banks. Credit lines are allocated to the financing
of public or private enterprise projects;

programme aid finances imports, and the counterpart funds that it produces are
made available to the aid budget. This form of cooperation has increased sharply
with the economic reforms under way in Tunisia and the structural adjustment
programme supporting them; considerable funds have been placed at the dis-
posal of Tunisia, in this context, by the World Bank, the ADB and the EC, as
well as by Germany, Japan and Italy;

food aid, which is decreasing in volume each year, is intended to facilitate the import
of grain, milk and vegetable oils. It is provided by the United States, Italy, France,
Canada and the EC, and produces counterpart funds which are allocated to bud-
get projects such as water and soil conservation, regional and forestry projects.,
These projects provide some unemployed people with jobs on public utility works;

partnership lines have been created to finance projects carried out by Tunisian
promoters with foreign partners. This form of cooperation, which encourages
combined private investment, may well reduce the need to resort to foreign bor-
rowing; it also provides easier access to new technologies and opens new mar-
kets. Conclusive experiments have been conducted with the French in this field;
similar projects are planned with Italy, Spain and Belgium. There are also possi-
bilities of involving Sweden, the United States, Canada, Japan and Switzerland;

new prospects have recently emerged in respect of recycling the debt into pro-
jects for environmental protection, vocational training and the establishment of
industrial estates.

Obviously, unless the flow of foreign capital is accompanied by favourable

interest rates and repayment schedules, it will lead to an even heavier debt burden. A
study by the author has drawn attention to this aspect of Tunisia’s relations with the
EC.° The flow comes from the EC as an institution, and from its member States, and
consists of generous development aid and loans under market conditions.

The capital flow from the EC is combined with that of the member States,

and is provided through specific channels. Three financial protocols already con-

6 Capital flow and the problems of financing. International business forum on the theme

“Europe and the Maghreb — A common future”, organized by the Arab Institute of Heads of Enterprises
of Tunis, 3-5 December 1987 in Port E]l Kantaoui, Soussa.
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cluded with the countries of the Maghreb show definite progress. but the EC (as an
institution) accounts for only a modest proportion of capital from the member States,
compared with other sources of financing.

Capital flows

The agreements of April 1976 provide the earliest example of an EC finan-
cial contribution to the development of the Maghreb countries. The agreements of
March 1969, with Morocco and Tunisia, described at the time as association agree-
ments, were limited to trade. Financial cooperation was declared a priority with the
EC’s new global Mediterranean approach.

The structure of EC financing has two aspects. The EC’s budget grants
comprise loans on special conditions, repayable over 40 years, with ten years’
deferment, to be allocated to the financing of social infrastructure and develop-
ment, as well as risk capital. They also consist of non-refundable aid to pay the
discount rate of interest on loans granted by the EIB (2 per cent) offered to the
Maghreb countries only, and to finance long-term investment projects and train-
ing schemes.

Second, the EIB lends at market rates subject to market conditions, but
applies a discount rate of interest. It also finances economic infrastructure, agricul-
tural development and SMEs, and administers the special loans on budget resources
for projects.

Alongside the financial cooperation of the EC, bilateral relations between
the member States and the Maghreb countries have been maintained according to
traditional long- and medium-term capital structures, from public sources on
favourable terms and from private sources under market conditions. There has also
been an increase in non-concessionary capital flows in the form of private bank loans
and export credits. Direct investments and grants have steadily declined, if not
entirely ceased.

There are several aspects to official aid from the member States of the EC. It
is budget aid, jointly determined within the framework of the development plan, and
is accompanied by favourable conditions for the receiving country. However, it is gen-
erally tied to a guaranteed private loan, which diminishes its concessionary aspect. It
also tends to be linked to specific projects and the importation of goods from the
donor country. Finally, official aid only partly covers expenditure in local currency.

During 1979-83, net contributions of public capital from the EC and the
member States totalled US$ 2.6 billion, representing 34.2 per cent of total net contri-
butions of the same kind received by the Maghreb at that time.

As mentioned above, the EC concluded three financial protocols with the
Maghreb countries: for 1978-81 covering 339 million ECUs; for 1982-86 covering 489
million ECUs; and for 1987-91 covering 787 million ECUs. Of this, 41 per cent went
to Morocco, 31 per cent to Algeria and 28 per cent to Tunisia.

However, the proportion of budget resources on favourable terms, which
stood at 48 per cent in the first protocol, went down to 44 per cent in the second and
to 41 per cent in the third which has, in fact, converted this source of financing into
non-refundable aid.
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EC contributions are still modest, accounting for only 11 per cent of total net
public contributions from the EC and member States combined, and no more than 3
per cent of the overall net contribution received by the Maghreb countries.

The EC and its member States were the major suppliers of public capital to
the Maghreb during 1979-83, ahead of OPEC countries (which accounted for 22.6
per cent of the total received), multilateral institutions (17.3 per cent), the other
OECD countries (15.8 per cent) and the United States (10.2 per cent). As a propor-
tion of net public capital inflow, these contributions represented 27.1 per cent for
Morocco, 35.2 per cent for Algeria and very nearly half — 47.7 per cent — for Tunisia.
The financial commitments of the EC countries to the Sixth and Seventh Tunisian
Plans were 590.2 million dinars and 122.9 million dinars respectively.

An assessment of the 1979-86 period shows the extent to which Tunisia’s
external payments situation vis-a-vis the EC has deteriorated. Total net capital
inflows from external operations with the EC were positive in 1979, leaving a com-
fortable surplus of 95.2 million dinars (equivalent to 3.8 per cent of GDP). This fell
by more than half the following year, turned into a deficit in 1981, and worsened to
the equivalent of 5.6 per cent of GDP in 1983. Thus, over the period, the net total
deficit with the EC came to 1.1 billion dinars, whereas the total deficit with the rest of
the world over the same period amounted to only 231.9 million dinars. Tunisia has
thus contributed to the EC a net annual amount of 130.7 million dinars. The year
1986 was typical, when, despite its stringent adjustment programme, Tunisia had a
net deficit of 163 million dinars vis-a-vis the EC, greater than the general balance of
payments deficit of 152.7 million dinars.

Admittedly, this situation is caused by the current balance of payments
deficit. Like a number of other countries, Tunisia has had serious difficulties in this
area. The fall in energy prices, the difficulty in marketing citrus fruits and phosphates
and their derivatives, the recession in the industrialized economies, and their increas-
ing recourse to protectionism — have all helped to reduce export earnings and freeze
wages; higher interest rates on private loans have added to the cost of debt servicing.

Furthermore, current revenues have increased in value by an annual aver-
age of 12.2 per cent, while current expenditure has risen at the rate of 15.2 per cent.
The current balance, which was positive in 1979, ran into deficit in 1980, a deficit
accentuated in the following year, increasing to 250.9 million dinars in 1982 and
reaching a peak of 374.1 million dinars in 1983. This was equivalent to: 90 per cent of
the general balance of payments deficit; 33.8 per cent of the year’s exports of goods
and services to the EC; and 6.7 per cent of GDP.

During 1982 and 1983, the general deficit fluctuated at around 400 million
dinars; the current deficit vis-a-vis the EC increased by 42 per cent between 1982 and
1983. These two years also imparted a new rhythm to the spiral of deficit in current
account transactions.

This escalation can be explained by the trade deficit, as merchandise trans-
actions accounted for 52.6 per cent of current earnings and 75.7 per cent of current
expenditure. We must also take into account the heavy restrictions imposed on
imports, which were cut back in 1984-86. Export earnings declined between 1980 and
1982, rose slightly again in 1983, continued to progress in 1984-85 and virtually stag-
nated between 1985 and 1986. The restrictions on imports meant that they usually
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increased in value by only 3 per cent to 7 per cent annually. but with peaks in 1980,
1981 and 1983. The year 1983 was typical in this respect: exports of goods increased
by 43.9 per cent, imports by 29.7 per cent, and yet the current EC deficit went up by
49.1 per cent, whereas the current global deficit varied by no more than 1.5 per cent.
This was because services, which generally covered a large part of the trade deficit,
also deteriorated from 1979 onwards and, with a brief improvement in 1981, pro-
vided for only one-third of this deficit in 1983, two-fifths in 1984, and half in 1985.
Tourism, the main service industry, had an average annual increase rate of 7 per cent
(with some 216 million dinars in earnings), but this was largely offset by the losses
sustained by transport and other services, particularly public works.

The combined effect of Tunisia’s incrcased foreign borrowings, higher inter-
est rates on the European markets and the rise in value of repayment currencies,
lifted interest payments on loans and investments significantly during the early 1980s,
to stabilize only later.

Earned incomes, having risen in 1980 (by 14.1 per cent) and 1981 (by 30.6
per cent) have remained fairly constant since that date at an average level of 130 mil-
lion dinars, falling in 1983 but recovering between 1985 and 1986 as a result of
exchange rate movements.

The situation has thus taken a worrying, if not an alarming, turn, as far as
current transactions are concerned, with: a disparity between export and import
growth (a disparity kept slightly in check by restrictions on imports harmful to the
country’s amenities and development); a decline in earned incomes and tourism; and
soaring debt servicing charges. All these factors have combined to place financial
relations with the EC in an impasse. Capital flows have not helped the situation. Dur-
ing the period, net capital flows amounted to 495.8 million dinars, or an annual aver-
age of 61.9 million dinars, against an accumulated current payments deficit of 1,535.5
million dinars (191.9 million dinars per year). At the same time, the period was
marked by a serious deterioration in the structure of capital flows. In the first place,
loan capital accounted for 69.1 per cent of capital inflow, whereas grants dwindled to
3.9 per cent; direct investments accounted for 26.6 per cent.

Second, the most significant growth was in private loans, which, at 630.2 mil-_
lion dinars for the period, were one-and-a-half times as large as the inflow of public
capital and represented 30.9 per cent of total capital inflow. This proportion is even
higher if short-term capital is included: total private credits of this type were equiva-
lent to half of gross capital inflow. In fact, like all middle-income developing coun-
tries, Tunisia borrowed heavily on the financial markets, while external public bor-
rowing scarcely exceeded 20 per cent of total capital inflow, representing an annual
average of 4.5 per cent of imports of goods and services.

Direct investment amounted to a record 511.3 million dinars for the period,
but this related mainly to the oil prospecting sector, which absorbed 90 per cent of
this low. On the other hand, European participation in investment projects in manu-
facturing and tourism registered a sharp decline during the period.

Capital outflow during the period was large: 1,543.2 million dinars for an
inflow of 2,038.4 million dinars. Overall, repayment of loan capital accounted for 91.6
per cent of capital outflow. Short-term debt outflow was twice as large as inflow:
701.9 million dinars against 355.1 million dinars.
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Such a structure explains the heavy burden of Tunisian debt, both to the
EC and elsewhere. In the five years 1982-86, debt servicing with the EC increased
at an average annual rate of 18 per cent. In 1986 this reduced by 14.1 per cent cur-
rent revenues from the EC, while the outstanding principal of the debt had multi-
plied by 2.6 in 6 years, to represent 20.6 per cent of GDP. The explanation is to be
found in the worsening conditions of the debt: on average, for the first and second
decades, and the 1982-84 period, interest rates were 3.4 per cent, 6.7 per cent and
8.04 per cent; repayment terms were 22, 14 and 12 years; while deferments were 7,
5.5 and 4.5 years.

Lastly, it should be borne in mind that, according to World Bank statistics
for 1985, the outstanding debt per head of population was $ 567.9 for Tunisia, $ 621
for Algeria, and $669.8 for Brazil, the world’s most heavily indebted country.

It is indeed a striking picture, over 20 years after the first association agree-
ment of March 1969. The situation has compelled Tunisia to reduce its imports, slow-
ing down economic activity, causing a fall in public revenues, a decline in investments
and a consequent reduction in growth and cutbacks in jobs and incomes. Admittedly,
the country is responsible for certain elements: the rigid structure of exports from
enterprises and the lack of competitiveness in some products, the need to create a
favourable trading climate, the concern to control budget deficits and increase the
money supply and, finally, the necessity of establishing a realistic exchange rate for
the national currency.

The structural adjustment programme adopted in 1986 takes these issues
into account, urging economic realism based on a gradual but serious liberalization
process, aimed at removing protection and deregulating the economy, and opening
the country to external markets. Tunisia has enacted detailed and diversified legisla-
tion to encourage national and foreign investment; improvements are continually
introduced to take into account the difficulties encountered in practice. The Govern-
ment broadened these stimuli in 1987, exempting investment in export industries
from all taxes and duties.

A framework such as this contains the conditions necessary for a cautious
and sound recovery, and has been in place since the Seventh Plan targeted a current
balance of payments deficit of 4.5 per cent of GDP (compared with 8.7 per cent for
the Sixth Plan). However, consumption had to be severely reduced and investment
cut - the latter was frozen at the same level as the Sixth Plan. The result was slower
growth, which is precisely what job creation and borrowing capacity depend on.

Risks of full employment strategies

Tunisian planners have repeatedly devised scenarios for full employment,
but on each occasion the targets have proved unachievable, mainly because of the
reality of the economic and financial relations existing between Tunisia and the EC
countries (as described above).

The Sixth Plan 1982-86 stated that a development pattern to ensure that the
total additional demand for jobs — 324,000 - could be met without upsetting the finan-
cial balance, would require:
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®  double the volume of investment — 10 billion dinars - in relation to the preceding
Plan, i.e. 30 per cent of GDP, with a strict orientation of investment towards
labour-intensive productive sectors;

an average annual GDP growth of 7.3 per cent, at constant prices;
consumption maintained at a level well below that of production growth;

increased export volume at an average annual rate of 8.3 per cent (14 per cent
excluding oil).

The Seventh Plan devised a new scenario to provide employment for the
345,000 additional jobseekers expected, with:

® investment of 14 billion dinars, equivalent to 28 per cent of GDP;

B a GDP growth twice as high as that actually achieved under the preceding Plan
(6 per cent instead of 3 per cent), with an annual 8 per cent increase in agricul-
tural production at constant prices;

B severe cutbacks in consumer spending;

B exports to be increased by 9 per cent at constant prices (11.2 per cent for prod-
ucts other than oil).

If these targets are compared with the results achieved throughout the plan-
ning period, it becomes clear that they were beyond the country’s reach. Moreover,
they would have increased the current balance of payments deficit, recourse to exter-
nal financing and the external debt. In both cases, the estimates were eventually
reduced to more realistic levels.

The Eighth Plan 1992-96 will be the first Tunisian plan to be based on the
idea of full employment of the additional workforce, estimated at 313,000 persons,
through the creation of 320,000 new jobs.

In fact, bearing in mind the population growth of the past three decades and
the findings of the 1989 population and employment survey, the additional demand
for employment will go up to 645,000 for the decade from 1992 to 2001, i.e. an aver-
age of 65,000 per year, 63,000 per year for 1992-96 and 66,000 per year for 1997-2001.
This extra demand will be marked by an increased proportion of people having
received education or training — 70 per cent compared with 65 per cent under the
Seventh Plan.

This Plan presupposes that 71 per cent of these new jobs will be in manufac-
turing and services. The steady growth of the manufacturing industries - as a result
of incentives, the development of the partnership system, the satisfactory perfor-
mance of textiles, leather and footwear and food industries — may well ensure the
creation of 120,000 of the 210,000 jobs. The non-administrative services should pro-
vide 107,500 jobs in the tourism sector, in the wholesale and retail trade revitalized
by greater liberalization, and in the small business and craft sector stimulated by
investment incentives.

The rehabilitation of the fishing sector should result in the creation of some
10,000 jobs. Agriculture — which employed 25.8 per cent of the active population in

171



AID IN PLACE OF MIGRATION?

1989, compared with 372 per cent in 1975 and 48 per cent in 1966 — will continue to
improve income levels for its population.

Investment will double during the Eighth Plan to 22,870 million dinars
(equivalent to 26.1 per cent of GDP) compared with the Seventh Plan (10,650 million
dinars, or 21.5 per cent of GDP). The investment structure will place greater empha-
sis on directly productive investment —~ 57.5 per cent of the total - and rely for the
greater part on the private sector — 52.5 per cent.

Funding for these investments is scheduled as follows:

B increased national savings, equivalent to 25.7 per cent of GDP as against 19 per
cent under the previous Plan;

m  this will lead to reduced public and private spending, which will rise at an aver-
age annual rate of 4.2 per cent compared with 6 per cent for GDP;

B national savings would therefore finance 71.5 per cent of investments instead of
the previous 66.4 per cent; external financing would cover 28.5 per cent instead
of 33.7 per cent;

®  exports of goods and services would grow, in volume, at an average annual rate of
10.9 per cent, excluding oil, with goods from industry, especially the mechanical
and electrical engineering industries (14.9 per cent), and services from tourism
(18.9 per cent). Imports, on the other hand, would increase only by 7.5 per cent in
volume, owing to the progressive improvement of national industrial integration.
The current balance of payments deficit would be kept at 2.9 per cent of GDP.

External financing is to assume the structure indicated in Table 6.4.

Table 6.4. Composition of external aid (per cent)

Sources/Plan 1962-71 4th 5th 6th 7th 8th
Plan Plan Plan Plan Plan
Grants 21.7 14.1 4.9 2.8 5.0 3.4
Participation 1.3 18.8 25.0 259 19.0 18.3
Long-term loans 40.8 446 32.6 317 53.3 47.6
Medium-term loans 255 225 375 39.6 22.7 30.7

Although investments appear to be the same proportionally in the Eighth
Plan as previously, this source of external financing is expected to involve more direct
investment — other than in the field of energy prospecting — owing to such forms of
cooperation as partnerships and subcontracting in activities with export possibilities.
They are also the result of the opening up of the Tunisian financial market to the out-
side world and the scheduled privatization of public sector enterprises.

Long-term loans account for a considerable sum — 3.9 billion dinars. About
half of this has yet to be raised, in the form of programme or project loans, and
should be used mainly to finance the private sector.

Medium-term loans will increase proportionally, though that should not seri-
ously affect Tunisia’s foreign debt structure, which will still be dominated by long-term
loans at the end of the period — 74.6 per cent compared with 77.5 per cent in 1991.
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Is this projection realizable ? The situation in the field over the past three
decades compels prudence, despite the gains from the effort expended and the pro-
found changes that have taken place in the Tunisian economy.

The debt problem is still overwhelming. Since 1986 the balance of net exter-
nal borrowing for debt repayments and interest charges has been negative, and is
likely to remain so throughout the entire Eighth Plan, and probably longer unless
something fairly drastic is done.

In addition, demographic trends, though optimistic, indicate that severe
pressure will be maintained on the labour market for at least two to three decades. If
the total fertility rate continues to decline as recent figures suggest, it will go down to
2.61 in 2001 and 2.05 in 2026, the latter figure being thc population replacement rate.
If, on the other hand, these trends are accelerated through appropriate policy mea-
sures, the population replacement rate could be achieved at the beginning of the
third millennium. However, current birth and death rates will lead to the following
increases in the working-age population (persons 15-59 years as a percentage of the
total population):

®  1991:55.8 per cent;
B 1996:58.4 per cent;
®  2001:60.7 per cent;
8 2026:64.8 per cent.

The coming decades: An ongoing challenge

The additional demand for jobs will continue to increase steadily and job-
creating investment will have to be doubled for the next two decades at constant 1990
prices. On the basis of the demand identified for 1992-96, it is possible to assess the
average demand for employment over the next two decades, allowing for existing
unemployment at some 100,000 jobs per year. At $50,000 per job, this entails an
annual investment of $ 5 billion.

Unemployment is the real challenge facing the Tunisian — and other Maghreb
— economies. Emigration, self-sufficiency in food, balance of payments deficits, and
foreign debt, all flow from this. The various countries will have to achieve the neces-
sary efficiency to allocate their limited resources to the best possible ends.

An analysis of the progress of the Tunisian economy in section 2 of this
paper shows that Tunisia has succeeded in altering its initial development strategies
and is moving cautiously towards an economy freed from government management,
with a redistribution of roles between the public and private sectors and a move to
market practices of regulating the productive system. The procedure is as yet in its
infancy, but progress is being made to a market economy based on free enterprise,
realistic prices, enterprise as the driving force of growth, fair competition and, lastly,
profit as a measure of performance.

In this setting, the country’s economic problems can be clearly identified -
and employment is the root cause. International cooperation is a necessary part of
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facing this challenge. The historic relations linking Tunisia and the Maghreb coun-
tries with Europe, especially the EC, are obvious. Yet the extent of the problems fac-
ing Tunisia and the Maghreb countries questions the reasoning behind and imple-
mentation of classic cooperation.

New forms of cooperation

The forms of international cooperation have already been examined. Inno-
vations have been introduced. These should be enhanced in view of the specific prob-
lem of emigration. To start with, it would be helpful to drop the term “middle-income
country” which has the effect of reducing international aid and of justifying the sus-
pension of concessionary aid to such countries. While the term may reflect a certain
level of income, it is not right that a country that has achieved some success should be
penalized as a result.

In this context, official development assistance (ODA), with its high content
of grants, programme aid and long-term loans on favourable terms, must be allowed
to continue for a long time to come, at a sufficient level to cover investment in job
creation to absorb potential emigrants.

When launching its vast economic reform programmes, Tunisia successfully
managed to find the necessary bilateral and multilateral financial support. In particu-
lar, the World Bank, the ADB and the EC provided loans and grants in the form of
programme aid to finance imports, and counterpart funds increased budget
resources, intended mainly for training and employment. This support for recovery
and reconstruction — the scope of which is to be widened to include new development
objectives — must be sustained until the objectives have been achieved. Halting aid as
soon as positive results appear would undoubtedly jeopardize the entire process.

This type of aid, however, still generates debt, at a time when the country’s
commitments are at their height. The aim should therefore be to try to expand for-
eign direct investment. As was pointed out earlier, Tunisia has introduced numerous
_ incentives and guarantees in this respect. The partnership formula and the associated
credit lines must be expanded, as they symbolize a joint commitment.

Finally, cooperation should take into account the size of the country’s exter-
nal debt. Tunisia is one of the few developing countries not to have applied to have its
external debt rescheduled. The burden of these obligations was examined earlier.
Tunisia has officially launched the idea of recycling this debt: this would involve
using the interest payments and repayment of the principal to finance investment. It
should be remembered that for the Seventh Plan 1987-91, the sum of interest and
loan repayments made by Tunisia came to 52079 million dinars, which is very nearly
the equivalent of the annual investment provided for in the Eighth Plan.

The 1991 World Bank annual report states that “Recent, more far-reach-
ing understandings with Poland and Egypt through the Paris Club,” provide for
reducing the net present value of future debt-service payments by 50 per cent. Over

7 The term “Paris Club” refers to the ad hoc meetings of the creditor governments that organize
the renegotiation of loan agreements between countries and private export credit agreements supported
by official guarantees.
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and above this relief, individual creditors may convert part of the debt into local
currency obligations, through debt-for-equity, debt-for-environment and debt-for-
.development swaps.”

Although the same report later specifies that such programmes “are con-
sidered as exceptional”, the idea and techniques should be borne in mind for job-
creating investment programmes. The idea was put into practice for the first time in
Tunisia, with Germany granting an environment protection project for two-thirds of
the annual debt service. Sweden later followed this example. Such a policy is worth
developing.

Tunisia has also officially launched the idea of a regional development bank.
This initiative has so far had less success than thc European Bank for Reconstruction
and Development — EBRD - to aid the Eastern European countries. A Maghreb
Bank for Reconstruction and Development - MBRD - could be founded on the
basis of funds deriving from debt repayments, consolidated by direct investment by
the EC and the member States, as well as by capital from Maghreb and Arab States
and financial institutions. The MBRD could initiate and finance Maghreb-Europe
projects promoting job creation and consolidating trade relations between the two
regions by opening up markets and facilitating the free movement of goods.

A certain degree of diversification is already apparent in existing coopera-
tion. This must be further strengthened. International cooperation, already function-
ing in the field of training and family planning programmes, must be extended, as
both of these sectors are directly linked to employment and emigration. Action must
be further stepped up through the acquisition of new technologies and markets,
through the consolidation of the national private sector and the opening up of new
areas of intervention.

Job creation and the reduction of migration pressures require the range of
cooperation to be broadened. Cooperation generally brings in new technology to
adapt the country’s production to the needs of consumer markets, and can expand
export markets. The maintenance of agreements relating to Tunisia’s exports of tex-
tiles — mainly garments, hosiery and knitted goods — is a case in point.

The economic reforms introduced in Tunisia, and the preceding structural
adjustment programme, have limited the role of the state and, consequently, the
mobilization of resources to finance the public sector; it would be realistic to open
official aid credits to the private sector. Half the commitment of the ADB is geared
towards private sector finance. The ADB and the International Finance Corpora-
tion (IFC) have shown willingness to support the private sector without requiring a
state guarantee.

The restructuring and privatization of public sector enterprises begun by
Tunisia is proceeding gently. The IFC and the World Bank have encouraged this
process, especially when the necessary support is provided through EC cooperation.

Development, by its nature, generates new problems and needs. This
applies in particular to the environment and the necessity of reconciling the impera-
tive of growth with the need to protect the world in which we live. All multilateral
cooperation schemes give broad support to research programmes and projects, tech-
nical assistance and investment in environment protection. Any reassessment of
international cooperation must obviously retain this aspect.
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Furthermore, the Tunisian economy, like many other developing country
economies, suffers from regional disparities. Although successive development plans
have brought about a better distribution of investment, the problem is still serious,
especially as the regions have not benefited from development and they build up the
pressure of migration, first to the capital and the major cities, then to other countries.
It is therefore vital to target investment at regional integration. In terms of interna-
tional cooperation, this is beginning to be developed by multilateral institutions —
UNDP, ADB, and the Arab Economic and Social Development Fund. The EC has
already advocated this course in its new Mediterranean policy. Admittedly, regional
development is an arduous undertaking: well-designed regional projects are not
always available. Rural development, and integrated rural development pro-
grammes, have been organized in Tunisia since the earliest development plans, but a
greater level of effectiveness is required. International cooperation could offer posi-
tive initiatives.

In this context, the entire agricultural sector should be reviewed from the
point of view of production, employment and earnings. Food self-sufficiency and
improved agricultural employment are constant Tunisian agricultural policy objec-
tives. However, the issues of land ownership, modernizing cultivation methods,
investment options, and financing, etc., must be considered carefully.

5. Conclusion

An analysis of the problems associated with employment and emigration,
from the point of view of economic strategy, brings out the major constraints con-
fronting the Tunisian economy. These constraints, by their very nature, and by the
volume of financing they call for, reflect the new dimension that international cooper-
ation should assume, in its effort to help contain emigration. It must be said that
international cooperation, in its present state as regards Tunisia and the Maghreb in
general, lacks the capacity to cope with current problems. Can it acquire this capac-
ity ? It is hoped that this review of the various aspects of the problem in Tunisia sug-
gests pointers to the ways in which it can.
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International migration and foreign
assistance: The case of the Philippines

G. Ranis

1. Introduction

One of the best known abstractions of economic theory is that there exists
an underlying tendency towards international equalization of factor prices, partly
achieved by the movement of people from poor to rich countries and of capital from
rich to poor countries, but mainly by the movement of goods which assimilate
both people and capital. Moreover, once we abandon the strict Heckscher-Ohlin
assumptions about the equivalent state of technical knowledge everywhere, the
transfer of technology between countries can become an additional important
equalizing element.

Trade based on comparative advantage is undoubtedly the most important
and powerful of the various forces leading to the equalization of factor prices, if not
incomes, around the world. It has the capacity to absorb cheap labour in former
colonies — the developing countries of today — and to ship it, in the form of labour-
intensive goods, to the former mother country — the developed countries of today.
The same principle applies in reverse for the flow of capital-intensive goods.

The main reason that the movement of factors — capital and labour — is only
the second most important force is that it is subject to far greater restrictions than
those relating to goods. Labour, especially, is restricted. The terms of reference for
this paper are deceptively straightforward, i.e. to concentrate on what one particular
form of capital movement from rich to poor countries — Official Development Assis-
tance (ODA) — can accomplish in stemming the effective demand of labour to move
from poor to rich countries. ODA will, however, be broadly defined, i.e. to include
contributions by the multilateral international financial institutions and government-
backed private flows. We will not deal directly with international trade nor the move-
ment of private capital, even though we recognize them to be potentially important
contributors to reducing the pressure for migration. Nor will we separately address
the movement of human capital, i.e. highly skilled labour, usually from rich to poor
countries — but sometimes, like perverse movements of private capital or “capital
flight”, moving in the opposite direction under the “brain drain” label. We shall also
leave to one side any direct analysis of the process of technology transfer, presumably
from rich to poor countries, and its adaptation in the poor country.
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The implications of international migration — and of restrictions on it — for
the welfare of either the donor or the recipient country, or for the global economy as
a whole, will not be of concern to us. Nor will we analyse the factors which determine
national immigration barriers or those which hinder or facilitate illegal migration.
What we intend to focus on are the factors that influence the effective demand for
migration - though we fully recognize the potential relevance of the discouragement
factor and that the excess of effective demand over legally permitted levels increases
the pressure for illegal migration and is indeed the cause of current enhanced inter-
national tensions on the subject. The focus of this paper is therefore severely
restricted: to examine the potential role of a broadly defined ODA in reducing the
effective demand for labour migration from a typical labour-abundant developing
country (in this case, the Philippines) to a typical capital-abundant developed coun-
try (in this case, the United States).

However, while concentrating on the possible role of ODA in reducing the
pressure for migration, we will include its possible indirect impact, i.e. by working
through the development process itself which is intimately associated with other
flows between rich and poor countries. As Douglas Massey put it, “The way for
developed countries ultimately to control migration is to promote economic develop-
ment”;! the potential promotion instrument to be examined here is ODA.

The actual effective demand for migration can, moreover, be usefully bro-
ken down further into individuals’ desire to migrate and their ability to migrate. The
desire to migrate in turn is a function, inter alia, of a) the objective size of current
gaps in average incomes, public amenities, and status levels between countries; b)
the extent of individual actors’ knowledge {or lack of it) about these differences;
¢) the individual actors’ information or assessment about the probability of achieving
given income, amenity, and status levels in the potential countries of destination, all
over time.

The ability to migrate is a function, inter alia, of a) the precise level and
quality of barriers to immigration in potential destination countries, possibly affect-
ing various potential migrant groups differently ; b) the distance, transportation and
initial set-up costs in various potential destination countries; ¢) the extended family’s
financial resources (in the country of origin and the potential countries of destina-
tion) and its willingness to support the individual actor’s migration decision; d) the
extent of perfection of official capital markets to finance the actor’s migration deci-
sion; and finally, €) home government policies encouraging {or discouraging) the
emigration decision.

In addressing our main theme, we will find it useful to restrict our scope yet
further and explicitly exclude consideration of some of these dimensions, or to make
some reasonable assumptions about them. For example, in the “desire to migrate”
category, we shall accept the fact that very large differences (approximately 20 times)
in average wage levels exist between Filipino and United States workers and that we
can assume no sizeable information gap, i.e. that the poorest peasants in relatively
isolated parts of the Philippines know, via the media and, more important, via rela-
tives and friends abroad, about the average current conditions of life in the United

! Massey, 1988.
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States. Similarly, in the “ability to migrate” category, we shall take the current immi-
gration policy of the rich countries, in this case that of the United States, as given,
though this does not imply any judgement as to its optimality from either a national
or global welfare point of view. The same holds for the distance, cost of migration and
the possibilities and risks attached to illegal migration to the United States, all obvi-
ously very different for the individual Filipino than the individual Mexican.

Erasing some of these potentially very interesting issues from our canvas on
pragmatic grounds still leaves us with a number of important dimensions to consider.
Accordingly, section 2 will examine the pattern of postwar Philippine development in
relation to international migration as well as the quantity and quality of various types
of foreign aid. Our basic purpose in this section will be to document the markcd
absence of balance in the Philippine development path during the postwar era, which
substantially increased people’s desire for international migration, if also somewhat
suppressing their ability to migrate.

Section 3 will look towards the future and focus on the potential for redress-
ing the historical record by restructuring the way ODA is allocated and negotiated to
reduce the effective demand for international migration from the Philippines. The
emphasis will be mainly on how to diminish the desire to migrate while preventing
the ability to migrate from improving substantially. Finally, section 4 will briefly sum-
marize and attempt to generalize the argument.

2. The Philippines: Past development patterns,
migration and the role of ODA

Past development patterns

If, as we assume, it is individual actors’ perceptions of their present and
prospective well-being in their home country relative to that in the potential destina-
tion country which is the crucial ingredient in the desire to migrate, it is important to
understand how the past pattern of Philippine development has served consistently
to enhance that desire. In brief, in 1946 the newly independent Government inher-
ited a dualistic colonial structure composed of a relatively neglected food-producing
agricultural subsector, a relatively favoured cash crop-producing agricultural subsec-
tor and a still small, mainly urban, industrial-cum-services sector.

After political independence, the normal restructuring associated with
import substitution took place, i.e. the proceeds from the cash-crop exports were
redirected from further enclave expansion into the creation of urban industry, sup-
ported by the well-known syndrome of protectionist/interventionist policies. While
this first postcolonial step is common practice in developing countries, import substi-
tution in the Philippines proved more severe and prolonged than elsewhere: protec-
tion was heavier, interest rates more repressed, the currency persistently more over-
valued, and fiscal and monetary excesses greater. This meant more discrimination
against agriculture, more neglect of medium- and small-scale industrial development
outside Manila, and more discrimination against non-traditional exports.
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Indeed, once the early, consumer goods type of import substitution regime
had run out of steam in the early 1960s, policy-makers continued to pursue an
increasingly narrow, unusually urban and capital-intensive industry-oriented devel-
opment path, focused more now on durables, capital goods and the processing of raw
materials, with necessarily increased domestic distortions and protection from the
rest of the world. With respect to the majority of the population, concentrated in the
rural areas and in the urban informal sector, this meant a continuously slower expan-
sion of employment opportunities, increased underemployment and unemployment,
a worsening distribution of income, and increased levels of poverty.

In summary, the premature shift to capital-intensive output mixes and
technologies and the wholly inadequate participation of medium- and small-scale,
especially rural, industrial activity led to the continuing slow expansion of demand
for unskilled and semi-skilled labour. The rural economy, where approximately 50
per cent of people still reside, remained basically an afterthought, with mainly the
cash crops, e.g. bananas, copra, and sugar, receiving some policy and research
attention, at least relative to the food crops, e.g. rice, maize and the pulses. As a
consequence, instead of balanced growth between an increasingly productive food-
producing agricultural sector, on the one hand, and rural as well as urban non-agri-
cultural activities, on the other, what happened in the Philippines was rural-urban
migration without the simultaneous release of agricultural surpluses (food) and
without the requisite creation of additional productive jobs, rural or urban. Such
unbalanced growth in turn led to the rapid expansion of the so-called urban infor-
mal sector which is responsible for 60 per cent to 70 per cent of total non-agricul-
tural employment and which contains a large proportion of those in disguised and
open unemployment. It is estimated that over 90 per cent of past migrants were
drawn from the urban population, fully one-third of which is made up of informal
sector squatters.” Moreover, as population and labour force growth have added
more to the pool of unemployed and underemployed people than could be
absorbed into productive employment, rural or urban, this situation has become
worse over time.

Given the Philippines’ good natural resource base and the relatively plenti-
ful inflow of foreign capital throughout the 1960s and 1970s, overall growth rates in
income nevertheless remained quite respectable by international standards (approxi-
mately 6 per cent annually during 1965-80). How that growth was generated in the
context of high and increasing levels of open and disguised unemployment was, how-
ever, crucial in persuading a large number of individuals to move to the urban areas,
and a considerable number of these to want to leave the Philippines.

In brief, unlike the east Asian countries in the 1960s, and unlike some of the
south-east Asian countries more recently, the Philippines has so far refused funda-
mentally to restructure its economy towards mobilizing its rural sector in a balanced
growth context, and towards the full exploitation of its potential for labour-intensive
industrial exports. The system’s ability to continue on this inefficient path for sev-
eral decades has been based in part on the financing made possible by the country’s

2 Alonzo, 1991, p. 67.
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diversified natural resource export base, and in part by the willingness of foreigners,
in particular the commercial banks in the 1970s, and official donors throughout, to
continue to support it.

The Philippines’ relatively easy access to foreign exchange has meant that
this narrowly based, élitist growth path, with little rate of return justification required
to direct the allocation of either domestic or foreign capital, could continue until the
early 1980s. Whenever efforts were made, tentative though they might have been, to
move away from the highly intervened or tightly controlled economy syndrome and
towards substantial policy reform, as in the mid-1970s under Marcos and again in the
early 1980s under Aquino, the heat was taken off by the ready availability of foreign
capital, including ODA. There is little doubt that some of the gathering momentum
for the Marcos reforms was reversed by the ready availability of low-interest com-
mercial bank loans; and that some of the momentum for reform in the early Aquino
days was again reversed by the eagerness of the United States, Japan and the multi-
lateral donors to assist the new “people power” Government without really insisting
on a fundamental change in the growth pattern. This has been the case despite the
fact that donor negotiations have frequently emphasized aid instruments and carried
promising structural adjustment-related titles for almost two decades.

Overall unemployment, poverty, and income distribution levels, initially
already bad by international standards, continued to worsen throughout the 1970s
and early 1980s. Expectations that substantial improvements are close at hand will
have to overcome the massive disappointment over the failure of Marcos’ “new soci-
ety” and Aquino’s “people power” to effect fundamental change. The distribution of
the so-called social expenditures — health, education, etc. — has been heavily urban-
biased. Individual Filipinos are frustrated with both the current and prospective dis-
tribution of public goods, as well as employment and income opportunities; to this
frustration must be added a persistent feature which is as potent as expected lifetime
earning and amenity gaps in generating a desire for migration. This is related to the
less well-defined, and difficult to measure, idea of status. Simon Kuznets has called
our attention to the importance of a spirit of nationalism providing hope for the
eventual improvement of conditions through nation-building. For the individual this
means that, even though one’s own present status may be unsatisfactory — and likely
to remain so in relative income terms — all may be forgiven if one can count on an
improvement in relative status as the nation itself moves forward confidently and
begins to assert itself. The point is that an individual may well prefer to be in a
dynamic international “catch-up” situation to which he or she can expect to make a
contribution than to be just another emigrant Filipino in the United States, possibly
lower in relative income as well as social status, even if commanding a higher
absolute level of income there.

The notion that the desire to emigrate is based more on expected relative
status and relative income in the two situations, rather than simply current income
gaps, is illustrated by the fact that the largest movement of people from Europe to
the New World in the nineteenth century came from the United Kingdom, then the
richest country in the world.? This has been a noted feature of the Philippines, traced

3 See Thomas, 1954.
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back, according to some observers, to the peculiarly unhappy combination of Spanish
and United States colonial experience, which destroyed the national pride and cohe-
siveness so essential for nation-building and consequently contributed substantially
to the desire to migrate.

Certainly there is hardly another society in the world where the gap between
the potential, and achieved, participatory growth path is as large as in the Philippines.
Governments’ increasing lack of credibility has led to surprisingly good-natured cyn-
icism and apathy which have allowed this gap to continue to widen and which have
encouraged individuals to opt out of the system altogether. The implied absence of
organic nationalism is also well demonstrated by the continued readiness of Filipinos
— in spite of so many past disappointments — to continue to expect a “saviour” within
an ostensibly open democratic system. This is well illustrated by the early Marcos and
early Aquino days, which were soon followed by disappointment, and by the contin-
uing apparent ability of the élites to continue to rule. The fact that Imelda Marcos
could be seriously considered a presidential candidate in 1992 is a case in point. The
consequence of such a perpetual cycle of naivety and disenchantment has, over the
years, created a mounting desire among many urban skilled and unskilled workers to
migrate, and has led to the well-recognized twin phenomena of capital flight and
brain drain.

It is undoubtedly instructive in this context to compare the performance of
the Philippines with Taiwan (China) and the Republic of Korea - early success sto-
ries — and with Thailand — a more recent success story. It should be emphasized that
all these countries or areas were subjected to the shock of a deteriorating interna-
tional environment. The Philippine performance in crucial aspects, e.g. per capita
income growth (Table 7.1), income distribution (Table 7.2), and employment genera-
tion (Table 7.3) is comparatively bad and has continued to deteriorate even though
the country’s own aggregate performance has not been continuously disastrous.
Comparing only Taiwan (China) and the Philippines (for data reasons) we may also
note the remarkably greater success in Taiwan (China) in retaining workers in the
rural areas engaged in non-agricultural activities.

In sum, it is the narrow, compartmentalized nature of the growth path, not its
overall performance, which has been and remains the problem for many Filipinos’
expectations and which has made them ever less ready to remain in the country. Even
the “recovery” of the last few years is merely the country getting up off the floor as a
consequence of a temporary respite in exogenous shocks, including an improvement
in some key cash-crop export prices. As important, the Philippines continues to enjoy
a strong geopolitical standing with donors, including the United States, Japan and the
multilateral institutions. ‘

Unfortunately, therefore, the current recovery from deep crisis does not
constitute a change of direction for the economy. It is unlikely to redress the struc-
tural problems mentioned above, including the lack of participatory, especially rural,
growth, the continued high incidence of poverty in both the rural and urban informal
sectors, and continued overall regional imbalance. Indeed, if, in macroeconomic
terms, nothing happens but a return to the higher growth rates of the 1970s, rather
than a different direction for the economy, the pressure for international migration
will not abate. In fact, disappointed yet again, this time with the failure of Aquino’s
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Table 7.1.  Average real per capita GDP growth rates, selected countries or areas

(per cent)

Country/Year 1950-59 1960-69 1970-79 1980-86
Philippines 3.2 2.1 33 -1.5
Thailand 2.8 5.0 5.0 3.1
Korea (Rep. of) 1.3 49 7.5 4.3
Taiwan (China) 47?2 5.9 8.1 5.6

' 1952-59,

21953-59.

Sources: United Nations, Statistical Yearbook, various years; United Nations, National Income Statistics:
Analysis of Main Aggregates, 1983; Summers and Heston, 1984, pp. 207-262; Statistical Yearbook of the
Republic of China [Taiwan], various years.

Table 7.2. Income distribution (Gini coefficients), selected countries or areas

Philippines .49 (1956) .50 (1961) .49 (1971) .50 (1977) .45 (1985)
Thailand .41 (1962) .44 (1968) .45 (1981)
Korea (Rep. of) .37 (1971) .38 (1976) .36 (1982)
Taiwan (China) .56 (1950) .44 (1959) .29 (1970) .29 (1978) .27 (1985)

.. = figures not available.

Sources: Jain, 1975; Fei, Ranis and Kuo, 1979; Fields, 1989; Philippine Statistical Yearbook, various years.

Table 7.3. Annual growth of employment in manufacturing, selected countries or areas

Philippines Thailand

1956-65 1.51 1973-80 7.49
1965-75 4.13 1984-88 4.39
1975-83 1.32

Korea, Rep. of Taiwan {China)
1965-70 10.76 . 1954-61 3.10
1970-75 11.33 1961-70 8.87
1975-80 6.21 1970-80 8.31
1980-88 5.81 1980-87 4.75

Sources: National Statistical Office, the Philippines, Labour Force Survey, various years; Shih, 1983; Report of
the Labour Force Survey, Thailand, 1984-1988; The Bank of Korea, Economic Statistics Yearbook, various
years; Yearbook of Labour Statistics, Taiwan, China; Ho, 1978.

“people power” to change things, average Filipinos’ assessments of prospective
incomes, amenities, and social status at home and in the United States are not likely
to change markedly.
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Past aid patterns

The contribution of bilateral and multilateral foreign assistance to economic
development in the past has been less than optimal. In this context it is essential to
focus on actual lending activities, rather than the economic analysis and rhetoric of the
various donors. This is because, while the analytical system dominated by economists
has usually done well in focusing on the shortcomings of the Philippine development
path and in proposing improvements to it, the actual lending system, dominated by
political considerations, has continued to reflect the institutional priority to keep the
money flowing and maintain good relations with the Government. This has been the
case even if it meant eventual major departures from the policy conditions mutually
agreed to in negotiations. The latest evidence is the October cancellation of the Febru-
ary 1992 MAI (Multilateral Assistance Initiative) pledging session, only to be resched-
uled for later in the year — once the IMF has given its inevitable, if delayed, green light.

Whether one uses a broad or narrow definition of foreign aid, the Philip-
pines has consistently experienced substantial disbursements of assistance flows from
abroad, both bilateral and multilateral (see Table 7.4). In fact, the approximately
US$2 billion annual flow represents the highest per capita aid level in Asia, with the
United States giving the country 75 per cent of its regional economic assistance. It
should also be recalled that, especially before the debt crisis of the mid-1980s, most of
the lending to the Philippines was of the project variety (see Table 7.5). While we do
not suggest that such aid was wasted — much rural development was financed with
many schools and roads built — relatively little of this investment can be said to have
affected the structure of the economy.

Project assistance over the decades can be characterized, not too unkindly,
as largely responsive to Filipino requests, marginally incorporating project-related
policy improvements but largely staying away from macroeconomic or even sectoral
policy issues which — if tackled at all — were left to the international financial institu-
tions. The United States felt itself particularly handicapped by the presence of the
United States bases, the controversy over whether aid related to the use of these
bases really constituted rent or could carry conditions, plus the inevitable spillover of
its “special relationship” with the Philippines onto that of other donors.

Balance of payments support, accompanied by policy discourse, did, of
course, become the norm in the 1980s — along with World Bank structural adjustment
loans and IMF standby and Extended Fund Facilities. But if one looks dispassion-
ately at the record of achievement over several decades, it must be admitted that it
has been at best, halting and incomplete, with one step backwards for every one-and-
a-half steps forward. As already noted, the real difficulty has been that the lenders
have been altogether too anxious to continue to help the Philippines by smothering it
in foreign assistance, instead of recognizing that the best way to proceed may be by
being less eager, and by engaging in major aid packages only when it is clear that local
decision-makers have, in fact, designed their own programmes and credible reform
packages. Unfortunately, the intrinsic donor unwillingness to take such a posture —
incidentally not unique to the Philippines — has been exacerbated by the presence of
the United States bases, as well as by Japan’s, the ADB’s and other donors’ own
reluctance to insist on policy reforms. :
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Past migration patterns

Given the past conditions of economic growth and the role of ODA, it is
small wonder that the Philippines has been one of a relatively small number of devel-
oping countries in which the demand for international migration has constituted a
significant social and demographic phenomenon. With respect to the particular issue
of Filipino migration to the United States, this phenomenon has a long history, going
back to the early twentieth century agricultural labour needs of California and
Hawaii. After an interwar hiatus, an increasing number of Filipinos wanted to emi-
grate to the United States after the Second World War, partly as a result of contact
with American servicemen and partly as a result of changes in United States legisla-
tion. Amendments to the Immigration and Nationality Act of 1965 sharply increased
Filipino immigration such that the Philippines soon took second place, after Mexico,
as the main source of United States immigrants and became the leading exporter of
Asian migrants to the United States, outdistancing others by substantial margins.
The continued relative deterioration of the economy and the continuing political tur-
moil since have presumably only served to further fuel the desire for migration.

The pattern of just who is able to come, of course, is very much a function of
United States immigration laws, e.g. the family reunification and occupational prefer-
ence provisions of the code clearly provide the major explanation of the changing
composition of Philippine arrivals in the United States. These provisions of United
States law, plus the presence of the United States bases in the Philippines, have thus
interacted to largely determine the sex and age composition of past legal immigrants.
One notes the preponderance of females and of the relatively young among the
migrants, even though the powerful family reunion provisions of United States law
do not explicitly discriminate against either sex or any age group. But none of this
vitiates the point about what basically influences the desire to move. What we main-
tain is that, everything else being equal, the desire of individuals to leave the Philip-
pines, including those associated with United States personnel and those with links to
previously migrated Filipinos, would have been substantially reduced had there been
a different trend in Philippine economic conditions over time.

Turning briefly to the ability of Filipinos to migrate, it is clearly more diffi-
cult for the poor and those without reliably good prospects to move, especially when
distances are substantial and costs not insignificant. Much would then depend on the
extent of access to family resources or official capital markets by those keen to
migrate. Those at the lower end of the income scale, urban slum dwellers, small
landowners, tenants and landless rural workers, can be assumed to have virtually no
access to official credit — especially given the rather repressed financial markets still
in vogue in the Philippines, in spite of the repeal of the laws on usury some years ago.
While there is no direct statistical evidence available on this subject, it is safe to sur-
mise that the majority of would-be Philippine migrants to the United States have
access mainly to the network of informal markets, specifically by receiving support
from their relatives and friends already abroad. The formation of these networks also
causes the information and transport costs of migration to fall over time, enhancing
the ability to migrate.

186



INTERNATIONAL MIGRATION AND FOREIGN ASSISTANCE: THE PHILIPPINES

It should also be noted here that the Philippine Government has historically
actively promoted migration, especially to the Middle East. The Labour Code, for
example, was amended in 1976 to explicitly support the Overseas Migrant Worker
Programme which provides information and assistance to potential and actual
migrants — though mainly focused on the guest worker phenomenon. Aware of the
persistently serious unemployment and underemployment problem left in the wake
of the failure of both macro- and microeconomic policies — as well as the occasional
balance of payments crisis — the Government has positively encouraged the outflow
of labour and the related inflow of remittances through the services of its Overseas
Employment Administration. Remittances from migrant workers, whether volun-
tary or mandatory (as in the Philippines) have playved an inordinately large role in the
total foreign exchange earnings of many labour surplus developing countries, includ-
ing the Philippines.* It is, moreover, interesting to note (see Tables 7.6 and 7.7) how
drastically the composition of contract worker migration has shifted, from labourers
going to the Middle East to professional and service workers going to Asia. While
this effort of the Philippine Government - information, training, legal advice and
emergency financial support — was initially focused heavily on the Middle East after
the first and second oil shocks, it has undoubtedly also been reflected in an enhanced
ability to migrate worldwide.’

There are, of course, other interactions between the desire to migrate and
the ability to do so, either resulting from supply-side factors or from destination
country limitations on entry. What is most relevant for our purposes is the size of the
effective (or excess) demand for migration, i.e. the gap between the desire to migrate
on the one hand, and the legal ceiling or the ability to migrate, whichever is lower, on
the other. If the legal ceiling is the limiting factor, as is likely, this gap causes increased
pressure for illegal migration and international tension.

Projecting a society’s growth performance forward, we can, moreover, use-
fully distinguish between the case of an “unsuccessful”, non-participatory, growth
path (the Philippines) and a “successful”, participatory, growth path (east Asia);
these are illustrated heuristically in Figures 7.1a and 7.1b. On the assumption that the
legal immigration ceiling is exogenously given — though it may be gradually rising
over time in both cases — we focus our attention on the contrast in the changing pat-
terns over time of the desire and ability to migrate.

Taking the Philippine historical case first, we may note the sharply rising vol-
ume of those keen to emigrate as their frustration continues to grow. Individual
actors’ ability to migrate probably also rises somewhat but rather more gently as a
function of income growth, even if the pattern is non-participatory and poorly dis-
tributed. These trends are reflected in an ever increasing gap between the desire to
migrate and the limiting factor — the excess demand.

In contrast, if we examine the east Asian case, we note that, while the desire
to migrate may also rise for a time, it will ultimately decline, presumably once labour

* The dependence on remittance earnings, especially from the Middle East, was even,more pro-
nounced for Muslim countries such as Pakistan where they accounted for more than 90 per cent of export
earnings in the early 1980s.

3 It undoubtedly also raised people’s awareness of the migration option — thus further stimulat-
ing the demand side.
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Figure 7.1a Non-participatory growth path: The Phillipine case
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Figure 7.1b Participatory Growth path: The East Asian case
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surplus is exhausted and the status of newly industrialized country is reached. In fact,
there is likely to be a net return of migrants at some point, as is now being witnessed
in Taiwan (China).® Moreover, the ability to migrate will undoubtedly rise over time
in this case as participatory, well-distributed income growth occurs and more people
have access to liberalized credit markets. What is of crucial importance is that the gap
between the desire to migrate and the supply-side limiting factor — the excess demand
for migration ~ closes and ultimately disappears.

Let us now turn to an examination of how the pattern of Figure 7.1b might
be approached in the case of the Philippines as the result of ODA-assisted domestic
policy change.

3. Potential for change in the role of ODA, the develop-
ment pattern and the size of the excess demand for migration

ODA and a rural block grant programme

While neither the past record of Philippine development nor the role of for-
eign assistance in that context has been particularly encouraging, there now clearly
exists an opportunity for change. This is based not so much on the forthcoming
Philippine election as on the likelihood of a healthier, slightly more distant, relation-
ship between the United States and the other donors, and the Philippines in the wake
of the termination of the United States bases agreement, the end of the Cold War, a
diminished threat from the New People’s Army as well as some signs of increased
independence and assertiveness on the part of the other major bilateral donor, Japan.
It must be hoped that the multilateral agencies, including the World Bank and the
ADB, can also be persuaded that, to be really helpful, they may have to reconstitute
the modalities of the MAI so that the initiative for putting together and “owning”
serious restructuring agreements indeed shifts to the Philippine side.

This is perhaps not the place to detail our views on the precise package and
sequencing of unfinished policy reforms relevant to the Philippine economy; but it is
important to recognize that the potential future role of foreign assistance in reducing
the demand for migration can only be realized if placed in the context of real, not
merely rhetorical, links with the policy choices open to the Philippine authorities. We
therefore intend to suggest some specific project and technical assistance actions
under ODA financing over the next several decades which can be expected to help
generate a more successful, labour-intensive development path. Moreover, it is our
contention that the single most important contribution ODA can make in the future
is to ensure that a process is securely put in place which links any major ballooning of
assistance with a mutually agreed change at both the macro- and microeconomic lev-
els. The current five-year MAI has just about reached its half-way point. There is an
opportunity here, now that dimensions of the “special” relationship with the United

® Kindleberger (1967, p. 205) similarly notes that Italian worker migration to Germany in the
postwar era was reversed by the initiation of Italian growth — not by a reversal in relative income levels.
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States can be set aside. to use everyone’s ODA to help the Philippines adjust to a
new development path, rather than remain on the old, unchanging path.

Both future project and structural adjustment lending must focus on
strengthening the twin blades of the developmental scissors: a) balanced growth in
the rural areas of the Philippines, and b) the related expansion of competitive labour-
intensive exports. Both are concentrated on generating substantial increases in the
demand for the underemployed and the unemployed. Additional jobs and depend-
able increases in family incomes, accompanied by an improved distribution of
income, can be expected to substantially change individual actors’ expectations and
thus reduce their desire to migrate.

The full mobilization of the rural economy, with the maximum efficient
retention of labour there, must be the major aim. If rural-urban migration is substan-
tially reduced, the demand for international migration, largely a function of the size
of the pool of the urban disaffected, unemployed and underemployed, will be cut in
turn. Foreign capital can be useful, both directly and indirectly, in ensuring that the
necessary policy measures and institutional changes are facilitated.

Turning to details, the sine qua non of successful rural development is con-
vincing the Philippine Government that substantial public sector decentralization is
needed. This is tantamount to Manila “letting go”, all the way from the determina-
tion of what should be this five-year plan’s overall infrastructural priorities to pre-
cisely where mini-irrigation projects are to be placed. Such decisions have to be
increasingly devolved to local governments, probably largely at the municipio level,
and in some cases the provinces (but hardly ever the regions which are much too
large and are artificial entities). Recent changes in local government legislation may
be helpful, but current practice is still one of the delegation of central powers, not
their devolution ; moreover, implementation has usually lagged way behind legisla-
tion in the Philippines — especially in this context. The traditional lack of confidence
by Manila in local governments because of their alleged inability to wisely allocate
restricted resources remains a serious obstacle to the kind of balanced rural growth
of which the Philippines is undoubtedly capable.

If a fundamental change in attitude could be achieved on this front, an addi-
tional bonus would be that the overall poor fiscal performance of the Philippine
economy could be substantially improved by linking greater decentralization of pub-
lic sector decision-making to expanded local financing on an incentive basis. The ini-
tiation of block grants to each municipality, for example, possibly associating foreign
aid resources with those of the Philippine Government, would be one way of reliev-
ing that particular bottleneck. Such block grants should have the following features:
automaticity, i.e. no prior approval at the centre but a dependable flow of resources,
with priorities set by local bodies; universality, i.e. an across-the-board national pro-
gramme, with all municipalities receiving certain, non-politically determined alloca-
tions, with differences based only on population and possibly a poverty level-related
formula; and continuity, i.e. the local community can assume that it will receive the
same amount every year. For example, given the approximately 1,400 municipios in
the Philippines, a modest average annual infrastructural block grant allocation of
$100,000 per municipio would constitute an annual programme of less than § 150 mil-
lion, a minor budgetary allocation for either foreign donors or the Philippine Gov-
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ernment, but one with relatively significant potential economic and political conse-
quences, including an impact on rural development and consequently, migration.

In other words, a block grant programme, supported from the outside both
in terms of advice and matching financial resources, would provide much-needed
transparency, enhancing both allocable efficiency today plus the quality of decision-
making tomorrow. Moreover, it would provide one of the most undertaxed develop-
ing countries a chance to raise additional resources from taxes that are already under
local government purview but that are not being collected. At present, less than 10
per cent of the estimated potential value of such local levies is being realized. It is not
a dream, therefore, to assume that a dependable block grant programme would lead
not only to a more efficient allocation of scarce resources but also to the generation
of additional funds, locally collected for local purposes.

The past tendency to define public sector decentralization by deconcentra-
tion or delegation, i.e. either the spatial relocation of offices or assigning the imple-
mentation of Manila’s decisions to ministerial branches, provides for no real initia-
tive and very little real feedback from below. Such a process may work reasonably
well for large-scale infrastructural and other promotional activities, as well as possi-
bly for expenditures to advance major central government-determined macroeco-
nomic objectives in the areas of health, education and other social services. But it has
precious little to commend itself if prioritization at the local level, both with respect
to the preferred type of rural infrastructure and the preferred type of education and
health expenditure, is considered important on static efficiency as well as dynamic
participation grounds. There is indeed a great difference between irrigation expendi-
ture on the unsilting of channels and on dam construction - as there is between
expenditure on primary and on university education, and between hospital construc-
tion and the expansion of preventive health care. The Municipal Development
Councils, which today are largely “paper” bodies, should be strengthened and
become the focus for decision-making with respect to both the “where” and the
“what” of infrastructural and social sector expenditure allocations; line ministry
technical expertise at the provincial level should continue to assist in questions of
“how to”. ODA can also assist local bodies through training programmes, including
foreign technical assistance where needed. However, the alleged “lack of prepared-
ness” of local government personnel is, we believe, consistently exaggerated; it is
reminiscent of the “lack of preparedness” attributed to peasants in the days of agri-
cultural neglect of the 1960s and early 1970s.

ODA and rural development: Projects and policies

Rural non-agricultural activity is distinctly absent in the Philippines in com-
parative Asian terms. Vigorous growth of rural industry and services would not only
provide for an active interplay with agriculture in the static input-output sense but
also offer additional investment incentives encouraging agricultural productivity
change, and subcontracting arrangements with urban industry.

The support of balanced rural growth, of course, not only requires infra-
structure but also access to rural credit at reasonable rates. Philippine policy has
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moved away from its historical subsidized credit approach for specific agricultural
crops, often using credit lines supported by foreign aid. There remains, however, a
need to shift from the segregated agriculture- and industry-oriented credit and lend-
ing quotas of the past towards broadly defined rural credit, with the possibility of a
guarantee fund for all such activities rather than a loan fund for agriculture along the
CALF lines. It is probably also necessary to reduce the percentage guaranteed to
below 50 per cent.

A more serious problem may be one of physical bank presence. With many
of the rural banks having become bankrupt in the final years of the Marcos regime,
and their “sanitation” process under Aquino only partially successful, so-called
“over-banking” in metro-Manila has consistently been associated with “under-bank-
ing” in the rural areas. Even if 600 rural banks remain in place, augmented by
branches of the Development Bank of the Philippines, the Philippines National Bank
and the Land Bank, to serve as the dispersed agents of the banking system in the
rural areas, there is likely to be a continued severe segmentation of credit markets.
Commercial and cooperative branch banking needs to be encouraged.

With respect not only to agricultural activities, but perhaps especially to
non-agricultural rural activities, much additional work is required in information and
technology diffusion. Worldwide evidence suggests that the adoption and adaptation
of appropriate labour-intensive technologies are more critical for “growth with
equity” outcomes than the enhanced availability of domestic or foreign capital. Even
if the capacity of individual rural decision-makers in the Philippines is as good as is
generally perceived, they are nevertheless likely to require information on alterna-
tive ways of producing agricultural commodities adapted to local conditions, and on
specifications for alternative industrial goods for either domestic or international
markets. Such information can be highly useful for small producers to subcontract for
larger urban units and to service generic international or domestic niche markets
effectively. The access of rural decision-makers to credit and infrastructure must
therefore be supplemented by enhanced information flows and new technology,
whether this be new varieties of rice or new ways of making shoes. On the agricul-
tural side, this has been in large part resolved internationally through the foreign aid-
assisted CIGYAR family represented by the International Rice Research Institute
(IRRI), customarily supplemented by local adaptive research institutions. In the
Philippines, however, this has been a controversial issue as the Government has, in
fact, neglected adaptive rice research under the mistaken assumption that, by virtue
of its location, IRRI was handling it adequately. A more serious, still largely unrecog-
nized, problem exists on the rural, non-agricultural side. Substantial human and
financial resources have traditionally been allocated to a sizeable network of science
and technology centres, which have however been of only modest use to the econ-
omy. Very little has happened by way of integrating these various research units into
the productive system, e.g. by changing the internal incentive structure within these
institutes and shifting them from full government funding to a range of private sector
contracts. In addition, most of these centres are located near Manila and insuffi-
ciently focused on dealing with widely disparate local environments.

Given the well-established fact that the “routinization” of science and tech-
nology is virtually synonymous with the successful transition to modern growth, and
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given the importance of adaptive technology in generating additional efficient
employment opportunities, this represents an area of serious neglect which urgently
needs to be corrected, possibly with the assistance of foreign donors at the project
level. Efforts to establish branches of the Philippine Department of Trade and Indus-
try, People’s Industrial Enterprises and Regional Industrial Centres, among others,
have thus far proved incapable of providing the necessary market and technology
information network for potential, small rural industrialists. Information on varia-
tions in product specification, technologies, etc., in both the process and product
senses, might be better handled through designated channels of a decentralized
banking system, and possibly even through branches of commercial banks. Such
information capacity as part of a broadly defined technology diffusion network might
generate some initial support if linked to a supervised credit scheme on the Grameen
Bank model, possibly linked up with private NGO activities (though kept separate
from the credit function proper, which should not be subsidized).

One additional observation on the potential use of foreign capital at the pro-
ject or sectoral level may be in order. It is by now fairly well accepted that the Com-
prehensive Agricultural Reform Programme of the Aquino Government, which
started inauspiciously by letting the landlord-dominated Senate determine the criti-
cal details, has failed to make much progress on land reform; it has also probably had
a net disruptive effect on agricultural productivity growth owing to the additional
uncertainties it created. Replacing a progressive land tax by acreage ceilings for the
present patchwork of provisions for handling non-government land would remove
government from the business of giving out titles and yet permit it to exert effective
pressure for smaller holdings. Foreign donor attention to the possibilities of technical
assistance in this general area would probably be highly productive.

Of course, terms of trade and discrimination in resource allocation against
the rural economy, both in its agricultural and non-agricultural components, has to be
reduced at the macroeconomic level. There is little need to reiterate the need to
reduce the gap in effective protection which, in spite of the many years of negotiated
import liberalization, still favours urban industry. The exchange rate’s continued
overvaluation, low real interest rates, persisting anti-rural interventions in the
domestic terms of trade, and remaining restrictions on competitive access in urban
industry settings, all constitute evidence that macroeconomic policy reform still has a
long way to go. It is vital to eliminate these distortions within a considered and credi-
ble reform package, supported by future foreign assistance.

ODA and enhanced export performance:
Projects and policies

Turning to the second blade of the developmental scissors, namely support
for the expansion of competitive labour-intensive exports, one would want to ensure
that the Omnibus Investment Code, which has been amended several times, defini-
tively eliminates the residual provisions that adversely affect the prospects for appro-
priate microeconomic technology choices. For example, accelerated depreciation
allowances should be removed, incentives based on actual value-added performance
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created (rather than those based on installed capital capacity) and other features
which have consistently discriminated against employment in the choice of both
product and process mixes, eliminated. The provision of fiscal incentives via the
Board of Investments — where only 2,000 or more firms are currently registered, few
below a capital value of $ 50,000 - is indicative of the continued urban, large-scale
and capital-intensive bias. What investors, foreign and domestic alike, need is the
eradication of the past pattern of whimsical ad hominem treatment, of policy instabil-
ity, and of unequal access to credit.

In addition to the influence of foreign assistance on such dimensions of the
policy setting, additional specific ODA activities could include assisting in the con-
struction of additional export processing zones and bonded factories, not modelled
on the Bataan but rather on the Cebu precedent, i.e. zones located near labour sur-
plus areas, thus providing employment, export and income growth opportunities.
Similarly, the Philippines continues to suffer from power shortages, especially since
the mothballing of the Westinghouse nuclear energy plant. Alleviating selective bot-
tlenecks of this kind ~ especially if accompanied by power pricing reforms that elimi-
nate preferential treatment for Manila — could contribute substantially to the expan-
sion of dispersed non-agricultural and export activity, and would be an appropriate
high priority project for foreign assistance.

Such ODA allocations to specific projects to facilitate exports, and balance
of payments or structural adjustment funds to support policy change which encour-
ages competitive exports, not only provide the opportunity to employ additional
workers but also to “export” them through trade. Thus, while we are restricting our-
selves to the impact of ODA on the desire and ability to migrate, it should also be
clear that one of the most important consequences of any successful development
effort must be to enhance, within a dynamic setting, the continuing ability of a coun-
try to penetrate international markets. Foreign assistance projects and programmes
can be of extreme importance in facilitating the changes required.

It also goes without saying that the more successful a country’s development
effort, the more likely that private investment will flow in from abroad, and that
financial and human capital which fled abroad earlier will return. Thus ODA should
be viewed as an important catalyst for facilitating the growing contribution of substi-
tute solutions for migration. The east Asian experience of recent decades provides an
excellent example of such a process, with well-allocated foreign aid helping to make
it possible for follow-on flows of trade, private investment and human capital to solve
substantially the migration problem.

A special word on educational investments may be in order. Partly under the
influence of the United States, the Philippines has in the past focused too much on
traditional academic activities. As a consequence, secondary education, for instance,
neglects vocational careers and contributes, along with an excessively liberal arts-ori-
ented higher education structure, to many unemployed people’s overeducated
embitterment. ODA, especially from the United States, could be of great help in
effecting a correction.
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ODA and reducing the demand for migration:
Other suggestions

In the final analysis, the major contribution of bilateral and multilateral
ODA to reducing the demand for migration must be located in the policy arena, both
macro- and microeconomic, rather than in the search for an expanding number of
“magic bullet” projects. For this purpose, structural adjustment or programme lend-
ing, accompanied by discourse on the specific set of required policy changes is, of
course, the key instrument. Such assistance is useful not only because it is free-flow-
ing and quick to disburse, thus providing additional leverage opportunities, but, more
important, because it is able to address immediate points of real or imagined “pain”
during a proposed policy change process. Examples include a run on the reserves as
import liberalization takes place, or a loss in tariff revenue as protection is reduced,
or the provision of a temporary safety net as short-term unemployment increases
with privatization.

On this subject it is well to recall that the contribution of Filipino academics
to the assessment of the country’s economic problems and to the required policy
reforms has been substantial. The so-called Yellow and Green Books prepared by
economists at the University of the Philippines in the early days of the Aquino
regime laid the groundwork for anticipated wholesale policy reforms which never
came. Unfortunately, however, the Philippines does not yet have the equivalent of a
Thailand Development Research Institute (TDRI) — a relatively independent, inter-
disciplinary think-tank — which could be helpful in generating such socioeconomic
analysis and policy advice away from the daily crisis-dominated activities of govern-
ment. A small amount of foreign assistance in building such an institution could have
significant long-term compensation. The relevant fact is that the human capital of the
Philippines is substantial in comparison with that of several of its economically more
successful neighbours. However, there is less institutional capacity to enable econ-
omists (and others) to convince policy-makers of how to put the economy on a differ-
ent set of tracks.

The real obstacle, however, to fundamental change in the Philippines is
within political economics rather than technical economics. Having been left behind,
once in the 1970s by the east Asian “ Tigers” and, once again, in more recent years,
by the south-east Asian “Tigers”, it is clear that what is required is a fundamental
change in the process of providing foreign assistance. Such a change must ensure, via
careful prior negotiation, that additional resources render policy change politically
feasible by easing the pains of adjustment, rather than once again becoming the
medium by which the Philippines is able to avoid such change, as has happened so
frequently in the past.

If foreign assistance is, in fact, going to make a substantial impact on the
participatory nature of the development process, any continuation of the MAI
requires a significant change in approach. Experience in the Philippines, as well as in
such places as Egypt and Turkey, provides enough examples of the dangers of com-
bining the strategic and geopolitical objectives of the donor community with econ-
omic aims. There exists an excellent opportunity at the moment to shift the policy
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dialogue away from svmbolic gestures. Real liberalization and structural change
require agreements worked out locally, rather than conditions imposed by the IMF
or World Bank, in a package of assistance committed over a five- to ten-year period.
This would be consonant with the kind of longer-term perspective specifically tai-
lored to the needs of the country, with the timing, sequence and necessary escape
clauses worked out multilaterally.

Recent Latin American experience, for example in Mexico, indicates that
governments are finding it much easier to win domestic acceptance of painful policy
change packages if they, rather than foreigners, are seen to be taking the initiative
and if relevant decision-making groups are indeed fully convinced of the merits of the
case. The “consultative group” mechanism, originally intended for the discussion of
such resource-cum-policy packages, has become too much of a ritual, even though it
may now be cloaked with the MAI. The donors must make it clear that their need to
lend is less important than the need to initiate credible quality change associated with
additional resources.

Realistically, a given annual level of ODA allocation to the Philippines fol-
lowing the previous system will undoubtedly be maintained, regardless of what hap-
pens in policy-focused negotiations. But for any major expansion along MAI lines,
both the commitments of the Philippines and those of the creditors/donors must be
sufficiently firm, long-term and credible. The occasional delay in IMF or World Bank
disbursements, inevitably followed by a “full-steam ahead” resumption of the
resource flows — without a significant departure in policy — has undermined donor
credibility and contributed to cynicism on all sides, including potential migrants. Ini-
tiating a departure from the past via a focused review of the fundamental ailments
the Philippine economy would, of course, include the issues currently under debate
with the IMF and the World Bank.

If all the parties begin to think about the fashioning of such a credible multi-
lateral framework for assessing the situation and helping to effect longer-term
change, an ODA package, endorsed in advance by all the major international
donors, could do much to change individual Philippine actors’ perspectives on the
prospects of the economy. This is the only credible way in which we can reduce the
demand for migration from a country like the Philippines.

An additional suggestion for the allocation of migration-stemming foreign
assistance would challenge one of the assumptions made above, i.e. that the resis-
tance to migrants and implicitly also the resistance to imports from labour surplus
countries are invariable and not subject to policy change. The average textile worker
in the United States is not really concerned whether his job is being threatened by
textile imports from the Philippines or by immigrants from the Philippines, even
though the immigrants may provide an easier target for protest. In both instances, he
is very likely to lobby his Representative in Congress for protection, especially if he
feels trapped in his present job.

Thus, the problem of adjustment to the ever changing development of
comparative advantage around the world, including some levels of migration,
must be seen as part of a much larger issue, that of our inability thus far to find a
reasonable solution to the difficulties of domestic adjustment and retraining.
These difficulties are exemplified in the missing safety nets for privatization
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efforts in Eastern Europe and in collecting the elusive peace dividend through
reduced defence budgets in the United States. In brief, while adjustment assis-
tance programmes have been implemented in many developed countries for some
time, the overall experience has been uncertain at best, and never fully examined.
Perhaps the Japanese have been more successful by ensuring guaranteed employ-
ment through the extended “family-of-firms” system, which permits people to be
re-employed in sunrise activities of the same organization as sunset activities fade
away. The same industrial organization structure does not, of course, obtain else-
where, but it is likely that other devices can be more carefully examined. There
has been too little effort to learn from the few successes and many failures of past
developed country efforts at adjustment assistance and worker retraining, in order
to construct an international system capable of accommodating required output
changes in the future.

Most observers agree that globalization will continue, that international
trade and investment flows are likely to rise in absolute terms and probably relative
to GNP, and that both consumers’ and producers’ interests will continue to be threat-
ened by powerful rearguard actions of relatively small groups concentrated in declin-
ing industries. Economic nationalism and protectionism threaten to proliferate, to
the detriment of national and global welfare.

The willingness of rich countries and thus the capacity of international
agencies to provide substantial levels of aid is becoming increasingly suspect. A
more narrowly self-interested set of policies is likely. In such a context, it might be
possible, nevertheless, to allocate additional resources to what might be called
“foreign aid spent at home ”, either in the form of a domestic adjustment assistance
programme which works, or as part of an international system working through a
global adjustment assistance fund. In either case, the rules should focus on shifting
and retraining workers threatened by immigrants or imports rather than on provid-
ing unemployment insurance to keep them where they are, often termed “burial
assistance”, and on providing low-interest loans to capitalists for the same purpose,
i.e. enhancing the capacity to shift their output mix. We do not underestimate the
possible short-term pain that can be inflicted on workers and employers during the
implementation of any structural adjustment package ; but what is clearly needed is
more ingenuity in rendering all our productive systems more flexible in the era of
instant knowledge diffusion and drastically lower communication and transport
costs.

It should be clear by now that a successful shift to a more employment-ori-
ented participatory development track can be expected to reduce substantially indi-
vidual actors’ desires to migrate out of the system. International experience suggests
that our best hope lies in bringing about a reversal of the intense desire to migrate;
past significant pressures for migration out of Taiwan (China), for example, have now
reversed themselves, culminating in a net return of migrants as domestic economic
opportunities have improved. But successful growth is also likely to enhance people’s
ability to migrate. Once an economy begins to move in a participatory fashion —
incomes rise, distribution improves, and poverty levels are reduced — we can expect
the ability to migrate to improve. This might mean that, for a time, only the excess
demand for migration is reduced, but that is the critical magnitude. Moreover, if we
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then think in terms of a 30- to 40-year perspective, we can ultimately expect not only
the demand for migration to fall but to reverse itself. Migration patterns similar to
those governing capital flight will obtain over time.

It might also be possible, in the context of a multilateral programme of lend-
ing, to persuade or add some additional resources, with the express purpose of
“inducing” the Philippine Government to desist from further direct or indirect assis-
tance to prospective migrants. As was pointed out earlier, the Philippine Govern-
ment’s overseas employment effort not only encourages unskilled labour migration
but also broadens awareness of the migration option. It is based on the twin objec-
tives of reducing the labour surplus while easing balance of payments pressures
through increased remittances. While aid-related efforts to persuade the Turkish
Government to plant fewer poppies or the Bolivian Government to eliminate coca
production have not been signal successes, it would be much easier to monitor the
simple cessation of emigration promotion activities by the Philippine Government.
This though is a relatively minor matter. It should be clear that the emphasis in any
negotiations on policy change and greater ODA to relieve short-term pain should
focus on a better functioning economy and the consequent reduction in migration
demand in as short a time as possible.

4. Conclusions

We have focused on a particular developing country, the Philippines, and the
excess demand to migrate, in particular to the United States. Our main conclusions
can be stated here as propositions, with the hope of more general applicability:

® The main variable that ODA must address is a reduction of people’s desire to
migrate. This desire is a function of relative life-time expectations concerning
income and status levels in the home and potential receiving countries. It is likely
to be substantially above the constraints to migration represented by barriers to
legal immigration or people’s capacity to migrate. It is this excess demand to
migrate which causes increased pressures for illegal migration and raises interna-
tional tensions.

B The desire to migrate internationally is most effectively reduced via a reduction
in the desire for domestic rural-urban migration, i.e. by policies and OD A alloca-
tions which serve to retain actors productively engaged in agriculture and in
rural non-agricultural activities.

8 ODA can also be helpful directly, as well as indirectly, by enhancing the develop-
ing economy’s capacity to export labour-intensive products and attract private
financial capital: these replace the pressure to emigrate on the part of unskilled
and semi-skilled workers.

®  ODA efforts to reduce the demand for migration can, of course, only be effec-
tive if the recipient country itself is fully convinced of the merits of shifting to a
more participatory, egalitarian strategy of balanced rural growth combined with
labour-intensive industrial exports.
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At the project level, ODA should consider supporting block grants which enhance
the allocable decision-making powers of local governments with respect to rural
infrastructure as well as social sector expenditures, the expansion of a rural bank-
ing presence, alternative technology information and diffusion networks, the cre-
ation and expansion of export processing zones and the elimination of other bot-
tlenecks, e.g. power and transport, which restrict an expansion of output. ODA
can also be helpful in supporting primary and vocational education at the sec-
ondary level as opposed to current higher and classical education alternatives.

At the programme or structural adjustment level, multilateral ODA efforts
should support the package of macroeconomic stabilization accompanied by
market liberalization policies, customarily supported by the IMF and the World
Bank, but should also supplement it by a strong emphasis on reducing the anti-
rural bias in both macro- and microeconomic policies.

The method of providing multilateral assistance should be re-examined to
ensure a) that there is full prior agreement with the recipient country on just
what needs to be done over the course of an extended period to move the system
onto a more participatory growth path; and b) that required policy self-condi-
tionality is established to give real credibility to both the provision and possible
cessation of resource inflows over time.

Consideration should be given to establishing substantial effective adjustment
assistance programmes within each of the major industrial countries — possibly
following multilaterally agreed rules — but clearly focused on inducing sunset
industry workers and entrepreneurs, directly affected by migration or imports
from developing countries, to be retrained for sunrise activities.

Possibly in return for additional ODA programme support, developing countries
should be asked to refrain from policies which provide financial or other support
enhancing their citizens’ ability to migrate. Instead, a strong public policy effort
to provide citizens with greater equality of opportunity and status, as part of a
more egalitarian, participatory growth path must constitute the essential compo-
nent of any multilateral agreement between donors/creditors and developing
country governments.
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Reducing emigration pressure in Turkey:
Analysis and suggestions for external aid

G. Schiller

1. Introduction

The political events of the last two years provide an unambiguous, but dis-
tressing, empirical test of the success of development strategies. With the economic
collapse of the former USSR, the concept of a planned industrial breakthrough was
definitively shown to be erroneous. This approach, however, served for many
decades as a model of a successful escape from the underdevelopment trap and in the
variant of import-substituting industrialization guided many countries’ development
efforts. Capital-intensive industrialization headed by state economic enterprises
formed an important dimension of those policies, which tried to enforce develop-
ment by concepts of planned sectoral growth. In one way or another a “modern” sec-
tor was to be created, which for some time existed along with a traditional sector,
until the latter was soaked up by the former. The analytical “dual economy” models
of Lewis or Ranis/Fei belonged to this group, as did Mahalanobis’ planning approach
for India (Mellor and Johnston, 1984, pp. 550 ff.).

Turkey was well advised to dismiss this strategy a decade ago. However, the
policy of export orientation (EO) only constitutes a halfway change. EO policies do
not aim at “development” as such but at including all countries in the international
division of labour on the basis of comparative advantage. Special support is not given
to consumer or capital goods industries, but to competitive export industries. EO
strategies bear the structural risk of expanding industries where forceful competition
among developing countries keeps prices and wages at a minimum.

There exists no standard formula yet how to proceed from “comparative
advantage specialization” to “export-led growth” (for a comprehensive study see
Porter, 1990). It has to be noted, however, that the interests of industrialized coun-
tries are severely affected by the difference. Although it is inconvenient for devel-
oped countries to allow the decline of certain branches of their economy, “compara-
tive advantage specialization” exerts a healthy pressure on them to modernize their
economic structure and to keep abreast of technical progress. In contrast, “export-
led growth” means changing the rules of accumulation and redistributing the benefits
of world trade because not all countries can realize an export surplus at the same
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time. The test whether the industrialized world supports such a fundamental change
of economic relations with increasing financial aid has yet to come (see Riese, 1986).

Economic assistance gains full effectiveness only in combination with a

favourable domestic environment. Among the aspects contributing to it, the follow-
ing may be mentioned.

While a moderate growth of population stimulates economic prosperity, because
it provides a smoothing flexibility for the labour market, a high population
growth rate may be detrimental. A strong rise in the population overstrains the
expanding social infrastructure and outpaces the creation of jobs.

Phases of rapid industrialization are introduced by a push of productivity in agri-
culture (Mellor and Johnston, 1984, pp. 556 ff.). The importance of agriculture
lies in the fact that, first, agricultural products form the essential wage goods at
low incomes, and second, agricultural incomes, especially of peasant farmers, are
spent largely on local consumer and capital goods produced with labour-inten-
sive technologies. Support of agriculture on the basis of family farming and a bal-
anced income distribution are favourable preconditions for rapid and regionally
balanced industrial growth.

The availability of investment capital as a development factor is easy to overem-
phasize. The past experience of many countries has been characterized by huge
misallocations of physical investments. The educational level of the population
and favourable institutional conditions have been underemphasized. Invest-
ments in human capital will be the most important prerequisite of rapid growth
and change.

Among the institutional factors, prime importance must be given to the internal
competitive climate. The discrediting of the “infant-industry argument” does not
result from its theoretical invalidity but from its fusion with monopolistic rent
collection in oligopolistic domestic markets.

Economic policy has to adopt a sensitive middle course between outdated con-
cepts of centralized macro-planning and a well-considered industrial policy
concentrating support on clearly defined priority areas, while thwarting “free
ride” behaviour. Reliance on free market forces alone will fail, too, as long as
internal competition is not sufficiently developed and external competitiveness
is lacking. (In this respect, the experience of the former German Democratic
Republic is illustrative.)
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2. The economic framework of migration
between Turkey and Germany

Economic development
and Turkish policy since 1950

Since the foundation of the Turkish Republic in 1923, the country’s econ-
omic strategies have oscillated between extremes. State-driven industrialization was
in 1950 followed by a period of outward-oriented and liberal market policies until the
end of the decade. From 1961 to 1980 a strongly inward-looking development policy
was pursued, based on five-year development plans and a growing sector of state
economic enterprises. From 1980 onwards, the strengthening of market forces and an
export or outward orientation have been the guiding principles of economic policy.
Traditional state economic planning has been abolished.

In more detailed terms for 1961 to 1980, the economy performed quite satis-
factorily until 1978. Growth rates of manufacturing output reached about 9 per cent,
and GDP per capita increased by 3.9 per cent annually. Under pressure of newly
established trade unions, real wages were pushed up and income distribution showed
tendencies of becoming more equal, at least outside agriculture. Shares of investment
in national expenditure — private and public — climbed from 15 per cent in 1961-63 to
22 per cent in 1977-79 (Hansen, 1989a, pp. 12-30). With import protection, foreign
exchange rationing, and priority for state economic enterprises, Turkey managed
successfully to create a substantial industrial sector, especially in consumer goods and
in basic industries.

The strategy followed the theoretical approach of unbalanced growth and
Harrod-Domar-Keynesianism. Economic growth was seen as dependent on the
investment (and savings) rate. According to this theory, capital-intensive modes of
production should copy the structure of industrialized countries, starting from con-
sumer goods and then proceeding to capital goods and basic industries. High savings
rates were a by-product of market protection and a policy of keeping production
costs low. Investment in agriculture was neglected. The policy aimed at enforcing a
structural breakthrough and disregarded considerations of comparative advantage
and factor endowments.

The principal defect of import substitution (IS) strategies turned out to be
the impossibility of reducing the foreign exchange constraint. In fact, extending sub-
stitution efforts to intermediate and capital goods boosted import requirements to
unexpectedly high levels.

Policy mistakes added to the dismantling of IS strategies in Turkey. After
1973 the Turkish Government did not react to the changed terms of trade enforced
by OPEC. Instead of forcing through energy savings by higher prices, the cost effects
of the bigger oil bill were internally cushioned by elevated subsidies.

Of course, there were a number of interlinked factors in the crisis years of
1978-80. Some of them will be examined later. Whether a more sensitive policy would
have changed the results fundamentally must be doubted. Somehow IS strategies
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started from the wrong assumption of an isolated economy and an omnipotent gov-
ernment, views which can also be traced back to Keynes. Even analytically, they lack
any means to reintegrate the domestic economy into the world market, after industri-
alization has been accomplished. Thus they disregard the internationalization of the
€conomic process.

Although quite impressive in retrospect, employment creation in Turkey did
not satisfy the need for jobs. Turkey had a rapidly growing population, but too few
employment opportunities outside agriculture.

Until 1950 Turkey was a thinly settled country with a population of 21 mil-
lion. During the 1950s population growth rates climbed to 2.8 per cent per year, and
were about 2 per cent per year in 1980. Since 1960 a growing agrarian surplus popula-
tion, pushed out of agriculture by mechanization, has led to massive rural-urban
migration movements. High rates of urbanization and a regional reallocation of pop-
ulation towards the western and southern provinces created the phenomenon of
large circles of Gegecondu settlements around the big cities.

Massive emigration to European countries was one of the new features of
Turkish society in this period. The discussion on the economic effects of this move-
ment will probably never be settled definitely (for a recent assessment see Martin,
1991). At any rate, European labour mobility brought Turkey and Western Europe
closer together.

With hindsight, the shortcomings of import-substitution policies become
clearer. A policy of separation from the world economy leads to neglect of market
signals. A preference for capital-intensive investments instead of labour-intensive
industrialization was in contrast to factor scarcities and worsened the allocation of
resources. A determined policy of agricultural modernization and measures to
enhance productivity increases in agriculture might have reduced labour surpluses
and migration pressure, at the same time maintaining a more balanced regional dis-
tribution of population.

However, past achievements must not be undervalued. By 1980 Turkey pos-
sessed a substantial industrial sector flexible enough to change quickly to the new
strategy of export orientation. By 1980 also, the private business sector, still embry-
onic in 1960, had grown. In addition, over the period 1960-80 Turkey managed to
remain self-sufficient in food despite a growing population.

After two years’ consideration, in January 1980 the Government introduced
a radical change of economic philosophy: import substitution, comprehensive plan-
ning, and state industrialization policies were abandoned. This revolutionary turn
was regarded as necessary owing to an inflation rate of more than 100 per cent, a neg-
ative growth rate of GDP, and a continuing balance of payment crisis.

The measures announced in the reform programme included (see OECD,
1981, Economic Survey: Turkey, p. 25):

B institutional changes to improve formulation and implementation of economic
policy;
B adevaluation of the Turkish lira against the US dollar of 33 per cent;

® liberalization of foreign trade and payment regimes;
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reduction of subsidies to and privatization of state economic enterprises (SEEs);
promotion of exports and of foreign investment;; _
price increases of state-traded goods and the abolition of price controls;

tax reforms;

reforms of capital and credit markets.

After the military takeover in September 1980, massive stabilization mea-
sures were added to the package. They included interventions in the labour market,
especially new restrictions on collective bargaining and the right to strike (which
were relaxed gradually after 1983). This line of economic philosophy is still practised
although the individual items have followed their own course. On the whole the
impression is that during the early years a more determined policy prevailed while,
from 1984 onwards, the pace of reforms slowed down.

A policy of continuous currency devaluation has been pursued for most of
the period, but since 1988 there has been currency appreciation. Budget deficits came
down to 4.5 per cent of GNP in 1986, but rose to about 9 per cent in 1990. Inflation
rates dropped to 27 per cent in 1982; they have since climbed back to 60 per cent to
70 per cent. Real wages shrank drastically during the early years, but since 1988 large
wage increases have overtaken the trend of productivity change again, thus adding to
inflationary pressure. Deposit interest rates have changed their sign several times
during the decade; most recent data show that they are negative again, as in the
1970s. The foreign debt increased steadily from US$ 18 billion in 1980 to US$49 bil-
lion in 1990, putting a burden of US$ 3 billion for interest payments alone on the bal-
ance of payments.

The most impressive success has been the rapid expansion of manufactured
exports, from $ 1 billion in 1980 to $9 billion in 1989. Unfortunately, imports have
risen proportionately. Thus the economy still struggles with a trade deficit, indicating
a high dependence on intermediate imports and a correspondingly low degree of
interindustrial linkages.

Since 1988 exports have stagnated, apparently because of a slightly appreci-
ating currency. The reshaping of incentive schemes may have reduced exports which
were stimulated by excessive subsidies. Hansen mentions the case of cement, which
was exported during the first half of the 1980s in considerable volumes, although the
country certainly has no comparative advantage in cement production. Since then
cement has disappeared completely from export statistics (see Hansen, 1989a,
pp- 208 £.). On the whole, exports react very sensitively to the level of subsidies, indi-
cating the competitiveness of these markets.

Despite trade deficits of about $9 billion in 1990 and 1991 (Yapi Kredi Econ-
omic Review, 1991, p. 73) Turkey does not face short-term problems of international
creditworthiness. On the one hand, tourism has become a source of substantial for-
eign exchange receipts with high growth potential for the future. Furthermore,
migrant remittances still contribute considerably to foreign exchange revenues.
However, high interest rates are necessary to attract foreign capital, while the term
structure of the foreign debt is worsening.
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Despite the intended freeing of market forces and substantial real wage
decreases during most of the 1980s, investment in manufacturing remained sluggish
during the decade. This is a matter of serious concern, as investments are a necessary
precondition of long-term growth and modernization. In recent years only have total
(public and private) investments recovered to 1977 levels. Most private investments,
however, have gone into housing and service sectors such as trade, transportation
and, most recently, tourism. Housing alone received more than twice as much invest-
ment as manufacturing, while public investment in manufacturing became negligible
as a consequence of policy changes. Even inadequate data (see Table 8.1) reveal the
surprising fact that profits did not create new manufacturing capacity.

Consequently, growth rates have been moderate, on average, while oscillat-
ing sharply, and employment in manufacturing rose at a rate of 2.8 per cent between
1980 and 1988 (cf. Table 8.1 and Figures 8.1 and 8.2). In fact, employment in agricul-
ture increased more than in manufacturing, which may be suggestive of a swelling
labour surplus in rural regions.

The initial success of increased exports has probably been overrated. By
means of severe demand curtailment it has been possible to move resources quickly
into export production on the basis of existing technologies. In the medium term, the
problem of import dependency was only eased to a limited degree.

Macroeconomic policy, perhaps, did not resist resolutely enough the down-
ward slide with respect to fiscal deficits, inflation and foreign debt. Laxity in these
fields, prompted by, for example, impending elections, may set off a vicious circle of
wrong signals to the private sector and increased public compensation measures. The
strong credit demand of the Government and ensuing high lending rates have appar-
ently formed an attractive alternative to physical investment, except in speculative
fields such as housing (OECD, 1991a, p. 19).

The optimal sequencing of reform measures can also be questioned. Liber-
alization of capital and foreign exchange markets, which react quickly, was intro-
duced before economic stabilization and changes in the economic structure had been
accomplished. In the meantime even the policy of real undervaluation of the cur-
rency is counteracted by market forces, which stimulate short-term capital imports
because of high interest rates (Boeri, 1991).

The results have to be weighed against a difficult regional economic envi-
ronment. While world economic conditions stabilized during the period, the econ-
omic relations in the region were marked by extreme disruptions. As a consequence
of the second oil price shock the terms of trade deteriorated strongly at the beginning
of the 1980s; later the war between the Islamic Republic of Iran and Iraq and its
aftermath caused strong fluctuations in Middle East trade relations; recently the Gulf
War inflicted heavy damage on the balance of payments; and the hopes of booming
business relations with the former USSR have to be set aside during a period of
uncertainty.

Owing to the lack of private investments, an adjustment of the economic
structure, a change of the product mix and an enlargement of the range of compara-
tive advantage have not yet occurred on a broad scale. Hence, no scope exists for
growth-stimulating or demand-side policies. This restriction has been painfully felt
during the past decade, as any attempt to step up growth and employment became
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Table 8.1. Performance of the Turkish economy, 1961-89

Growth of private  Growth of public  Growth of total ~ Growth of Growth of labour
Growth GNP (%) investment (%) investment (%) investment (%) employment (%) productivity (%)

Year Manu Total Manu  Total Manu Total Manu  Total Manu  Total Manu Total
1961 1453 1.71 6.61 1.15 7.43 0.56
1962 288 5.29 0.74 1.00 213 425
1963 14.46 10.09 1.95 1.1 12.27 8.88

1964 8.13 4.11 -28.29 -7.87 26.79 937 -1812 0.02 12.17 159 -3.60 2.49
1965 9.51 297 -1193 545 -458 517 -9.83 5.31 4.86 1.39 444 156
1966 15.30 12.16 17.32 16.41 4256 21.26 24.96 18.84 536 1.89 9.43 10.08
1967 10.62 352 27.70 9.76 2531 5896 2688 7.82 6.30 1.25 406 224
1968 15.05 7.52 19.92 13.42 32.41 2050 24.18 16.97 4.87 1.58 9.71 585
1969 9.92 577 1456 1450 29.88 839 20.13 11.34 3.06 1.01 6.66 4.71
1970 292 6.24 11.69 10.45 7.18 5.90 992 8.16 8.49 1.61 -5.13 456
1971 8.47 1019 -1.54 -0.38 1.93 -855 -0.21 -4.40 286 1.76 545 829
1972 1070 7.01 23.17 11.85 4331 826 31.05 10.16 10.40 2.72 0.28 4.17
1973 11.99 5.21 7.51 1291 -10.73 13.14 -0.30 13.02 7.15 1.80 452 3.35
1974 697 7.49 9.83 1.63 5.49 17.01 8.17 876 8.65 2.00 -1.55 5.38
1975 8.04 786 17.26 1591 76.47 3399 39.39 24.92 1.03 1.18 6.94 6.60
1976 9.71 8.02 1530 21.01 3.77 19.15 9.84 20.02 2.39 133 7.16 6.59
1977 7.42 4.43 0.79 -1.1 463 8.16 250 3.81 9.40 3.13 -1.81  1.26
1978 3.62 434 971 -6.18 -23.04 -14.93 -15.79 -11.02 0.57 1.31 3.03 299
1979 -499 -0.07 -31.81-13.90 2160 482 -954 -4.00 1.24 1.44 -6.15 -1.49
1980 -6.11 -0.87 -14.06 -17.01 293 -443 -453 -975 1.07 1.21 -7.10 -2.06
1981 9.18 340 -2.00 -862 -11.56 6.38 -7.78 0.55 0.64 0.80 849 258
1982 5.26 4.03 232 669 -1331 221 -674 3.79 3.01 -0.55 218 4.60
1983 8.40 3.46 -1.47 237 -2469 -697 -1398 -3.58 3.37 0.93 486 250
1984 9.99 6.24 592 843 -1713 -471 -495 0.36 2.26 1.43 756 4.75
1985 5.46 4.20 6.11 8.18 7.26 23.10 6.58 16.89 3.55 1.58 1.84 258
1986 9.39 7.08 13.89 16.41 -19.79 753 -0.05 10.96 1.52 1.72 7.75 5.27
1987 9.72 659 -4.16 1857 -40.27 -3.39 -16.15 5.49 3.03 2.12 6.49 4.37
1988 -1.92 -4.36 0.73 13.34 -25.95-14.07 -558 -1.61 477 2.39 -2.72 192
1989 3.10 1.21 -4.88 274 -17.40-10.23 -7.20 -3.44

... = figures not available
Manu = Manufacturing

Source: Uygur, 1990.

embroiled in mounting inflation rates and trade deficits, forcing economic policy into
an uneasy “stop-go” pattern.

The difference between industrialized and industrializing countries relates
to the fact that the former possess “scarce” resources, consisting of technology, orga-
nizational capacity and human capital, while the latter, besides natural resources,
have only unqualified labour, of which there is an unlimited supply globally. An inter-
national division of labour under such conditions places the developing countries
permanently at a disadvantage. They are invited to sell their labour-intensive prod-
ucts under the rules of cut-throat competition on the world market, while the indus-
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Figure 8.1. Growth rate of GNP and investment, Turkey, 1964-88
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Figure 8.2. Growth rate of employment and investment (in manufacturing), Turkey, 1964-88
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trialized countries pay with their sophisticated products. for which they have monop-
olies. While the industrial countries could produce all the goods they import, the
developing countries cannot. Hence the industrial countries can demand prices
which allow them to pay high wages to their workers and to finance social costs; in
addition they can afford to allocate huge resources to science, education and training.
For the developing countries the situation of the classical political economy has reap-
peared. The prices they obtain for their products on the world market permit them to
pay only the “natural price of labour”, i. e. subsistence wages. There is no margin left
to finance social welfare measures or investments in human capital. In other words,
the Prebisch-Singer problem of continuously worsening terms of trade for the prod-
ucts of developing countries re-emerges.

To spur economic development, it is imperative to break the vicious circle of
unlimited supply of labour and world market integration on the basis of comparative
advantage. Import substitution was such an attempt to escape from the underdevel-
opment trap by copying the industrial structures of developed countries under an
umbrella of massive protection. It turned out that, in spite of considerable success in
terms of growth rates and employment creation, this strategy ultimately failed: an
unfounded confidence in the economic competence of governments and state
bureaucracies, the formation of domestic monopolies and proliferation of rent-seek-
ing behaviour rendered the approach inefficient.

Viewed from a dynamic perspective, IS and EO are not mutually exclusive
alternatives, but are related to each other as sequential stages or as complements. In
implementing IS policies, developing countries frequently overlooked the instrumen-
tal character of protection. Shielding the new industries from world competition was
a means and an end at the same time, holding out a prospect of reaping immediately
the fruits of industrialization in the form of elevated incomes, government services
and public welfare programmes.

The question as to whether an initial phase of import substitution policies
can gradually be relaxed towards world market integration is more empirical than
theoretical. The answer depends on how much economic spirit could be mobilized
during this period, on the state of entrepreneurship, human resource development
and bureaucratic efficiency. Most countries failed to create a stringent internal com-
petitive climate, in which entrepreneurship could grow to competence. But an out-
ward-oriented strategy does not provide an automatic remedy to these crucial prob-
lems. There is no certainty that managerial and entrepreneurial spirits exist
everywhere and only have to be awakened by resetting some economic parameters.
It may just be that rents and subsidies are collected under new labels.

The structural implications of an outward-oriented strategy have to be con-
sidered carefully as well. Specialization in industries with existing comparative
advantage leads to a concentration on a narrow range of products in which world
market conditions deteriorate because of increasing competition of exporting coun-
tries and protection measures of importing countries. For Turkey these branches are
textiles, clothes, leather, and iron and steel. More than half of Turkey’s industrial
exports consist of these products. By stressing the criterion of exportability the struc-
tural aspect of strengthening the interindustrial linkages is neglected. In the end a
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pattern of “exporting domestic production and importing domestic consumption”
may be formed.

Summarizing, export promotion or import substitution strategies have cen-
tred on the problem of balance of payments constraints. Import substitution policies
have achieved a satisfactory growth record but have failed on the balance of pay-
ments issue. Export orientation has performed better with respect to the balance of
payments but has not fulfilled the high expectations of employment growth and
structural adjustment to technological progress.

Among the structural deficiencies impeding a quick modernization of the
Turkish economy, the following should be mentioned:

B aregional and sectoral segmentation of the economy;

B a fragmentation within the economtic sectors of agriculture, industry and ser-
vices;

B a backlog with respect to science, education and vocational training in compari-
son with industrialized countries.

It is in these fields that further progress has to be accomplished to put the
economy firmly on a path of sustained growth, prosperity and competitiveness.

Complementing the strategy of export promotion hitherto followed, more
mixed policies might be added in future. While it is certainly necessary to build up a
strong and competitive export sector, the promotion of a more domestically or locally
oriented sector of small and medium-sized businesses and crafts could broaden the
productive base of the economy. As demand stimulation raises dangers of inflation,
supply-side policies should be preferred, aimed at improving productive capacity for
large-scale final and intermediate consumption.

Labour supply and surplus

Emigration pressure cannot be quantified exactly. One way to approach the
subject is to look for suitable indicators of major push factors. For an economist, the
employment situation and the level of incomes will be of prime importance. In
Turkey, the haziness of statistics with respect to employment arises from the informal
nature of the labour market. Therefore, the precise determination of labour market
and employment status is even more intricate. Only a minority of dependent work-
ers, those working in government institutions including state enterprises and in
medium-sized and large private enterprises, are covered by strictly formalized labour
contracts. Beyond these segments much remains vague.

Two segments are of primary importance: the agricultural sector with a high
seasona] variation of labour demand, and the large range of informal activities in
urban areas, i.e. the multifaceted forms of self-employment and of variable and
unregulated work in small craft shops and businesses. Additional ambiguities arise as
employment statistics, whether census or survey data, are essentially based on self-
declaration and therefore may contain a bias, probably in the direction of embellish-
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ing employment status. One reaction to this situation is to look not only at the actual
state of the labour market but to interpret it as part of long-term trends.

For several years, regular household surveys have provided labour market
participation and employment data. The latest available figures are presented in
Table 8.2. Rural and urban areas are distinguished according to size of place of living:
towns of more than 20,000 inhabitants are defined as urban areas.

Statistics on rural and urban areas cannot be easily compared. Although the
areas have equal shares of the population, the labour force is distributed 60 per cent
to 40 per cent. In rural districts for most inhabitants the employment situation is
determined by belonging to a farm family; 72 per cent of the labour force or 76 per
cent of employment consists of self-employed farmers and unpaid family workers.
For women the farmer household is practically the only place of work: only 4.7 per
cent of women employed in rural areas (230,000) declare a job outside agriculture,
mainly manufacturing (108,000) and social and communal services (80,000). Obvi-
ously, participation and unemployment statistics lose their significance under such
circumstances, because the employment situation is no longer defined by labour mar-
ket categories but by socioeconomic status. For the analysis of productive employ-
ment in rural areas other concepts such as labour surplus, which indicate labour
demand on the basis of technical estimates, have to be applied (see Table 8.3).

Table 8.2. Labour supply and employment in Turkey, 1990

Men Women
Ruraf Urban Rurat Urban
Population 12 years and over (million) 9114 10048 9801 9633
Labour force (million) 7105 7060 5021 1466
Participation rate (%) 78.0 70.3 51.2 15.2
% of labour force
Fully employed 86.1 82.1 95.1 70.0
Underemployed 8.0 7.1 1.0 3.9
Unemployed 6.0 10.8 3.9 26.1

Source: State Institute of Statistics (SIS), 1991, Household Labour Force Survey Results, April 1991, Ankara.

Table 8.3.  Labour surpfus in the Turkish economy, 1975-87

1975 1980 1985 1986 1987
Registered unemployment 1.4 1.5 5.3 58 6.4
Discouraged workers 6.2 9.2 7.4 6.5 5.6
Disguised unemployment
in agriculture’ 5.7 4.1 3.6 35 3.2
Domestic labour
surplus rate 133 14.8 16.3 15.8 15.2

' Defined as labour surplus in peak seasons.

Source: State Planning Organization.
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The urban employment statistics reveal some puzzling features of their own.
Most striking is the low employment rate of women. The declared rate of labour mar-
ket availability of women is only 15.2 per cent to which an unemployment rate of 26.1
per cent has to be added. Women declaring themselves as full-time workers consti-
tute only 10.7 per cent of the population 12 years old and over in urban places, while
two-thirds (67.7 per cent) declare themselves to be housewives, and 11 per cent pupils
and students. Even if younger age groups are excluded for better comparability, this
low participation rate in working life contrasts with developments in post-industrial
countries, where participation rates of women generally surpass 50 per cent.

Declared unemployment is markedly different for men (10.8 per cent) and
women (26.1 per cent) and is mostly an entry phenomenon: 50 per cent of unem-
ployed men and 57 per cent of unemployed women are under 25 years of age, and 77
per cent of the young women and 44 per cent of the men are seeking a job for the first
time. Their difficulty in finding first-time employment is generally not caused by a
lack of formal education: one-third of the men and half of the women have more
than primary education; one-quarter of unemployed women have completed sec-
ondary education.

These figures highlight some aspects of labour market reality in Turkey.
Open unemployment is very much a problem of modernization and aspiration. It is
the good jobs which are missing, and it takes a long time to find a suitable workplace
or to lower one’s personal ambitions. Women especially face difficulties of finding an
occupation corresponding to their qualifications.

Intermittent unemployment resulting from dismissal, lack of qualifications
and old age, so typical of the industrial countries, is not reflected in the data. Indeed,
shedding of labour in slack business periods does not occur as frequently as in indus-
trial countries. Employment is increasing even during recessions, with resulting falling
labour productivity. Consequently, the risk of unemployment is transferred to the
younger generation and is reflected in problems of entry into the employment system.

The job-creating capacity of the Turkish economy has diminished during
the past decades, especially in manufacturing. Growth rates of employment were, in
per cent:

Manufacturing Total
1960s 5.7 1.5
1970s 4.1 1.6
1980-88 2.8 ‘1.3

In 1990 employment in agriculture still amounted to 50 per cent of the total,
while only 13 per cent of employed people worked in manufacturing.

It seems evident that substantial labour redundancy exists in the Turkish
economy. Calculations of the State Planning Organization can be regarded as mini-
mum estimates.

Another economic push factor of migration may be formed by an unsatisfy-
ing income situation. The question of growth and distribution of incomes in Turkey
has aroused controversy in recent years. There is no doubt that real wages and agri-

214



REDUCING EMIGRATION PRESSURE IN TURKEY

cultural incomes shrank considerably during the first half of the 1980s and that
income distribution worsened. More recently some counter-movements have taken
place. A comprehensive survey by the State Institute of Statistics based on 1987 data
finds that personal income distribution changed very little after 1973, and even shows
certain improvements in Gini coefficients. These results, however, are not corrobo-
rated by a study of TUSIAD for 1986. In functional distribution, wage shares have
remained practically unchanged according to the SIS survey (29.3 per cent in 1987 ver-
sus 28.3 per cent in 1973). As the ratio of wage earners in total employment increased,
their collective position worsened slightly. Agricultural incomes contracted sharply, to
23.2 per cent in 1987 from 39.9 per cent in 1973. In personal distribution these shifts
were compensated by the fact that most households rcccive incomes from different
sources. Only a minority receive only wage or only agricultural incomes.

How can these employment- and income-related figures be related to migra-
tion propensities? It is certain that the overall employment situation has not
improved since the 1970s. If younger and more educated people are the most mobile,
a readiness to exploit opportunities in other countries can be assumed. In addition,
decelerating employment growth in the cities may have prevented part of the popula-
tion in rural areas from leaving the countryside. The experience of stepwise migra-
tion might well repeat itself, if the borders were opened again (see Martin, 1991, on
what might happen if borders were open).

In economic terms, the existence of push factors cannot be denied. Migra-
tion decisions, however, are the result of multifaceted considerations, in which econ-
omic calculations are only one factor. As history does not repeat itself, it would be
questionable to derive definite answers from such a narrow information base.

3. Economic cooperation and assistance

General remarks

For decades Turkey has been a prominent partner of economic cooperation
with the industrialized countries. Turkey was included in the Marshall Plan in return
for joining the Western alliance against the Communist bloc. From the Federal
Republic of Germany alone Turkey received more than 100 million DM per year on
average in the 1960s. From the 1970s the volume of assistance rose to about 200 mil-
lion DM (see Table 8.4). Outstanding credits amounted to 4.6 billion DM in 1991.
While other countries (especially Japan, the United States, and France) contributed
as well, the World Bank was by far the largest source of credits for Turkey. In 1991,
pledges amounted to about $ 10 billion. World Bank credits are usually given on non-
concessional terms. The European Community granted credits of 770 million ECU in
the framework of the Association Treaty, while another tranche of 600 million ECU
has been blocked since 1980 (figures communicated by the Ministry of Economic
Cooperation, Bonn).

The term “development assistance” or “development aid” needs some clar-
ification. Principally, grants must be distinguished from credits. The “aid” compo-
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Table 8.4. Development assistance from Germany to Turkey, 1961-90 (million DM)

Year Financial cooperation Technical Total Net Ratio

cooperation payments transfers (6):(5}
Agreements Payments

(1) (2) (3) (4) (5) (6) {7

1961 347.0 35

1971 158.0 5.8

1981 460.0 175

1985 130.0 125.3 18.3 143.6 26.7 18.6%

1986 130.0 144.9 139 158.8 -82.3 -51.8%

1987 130.0 226.3 17.2 2435 135.1 55.5%

1988 280.0 178.1 29.1 207.2 15.0 72%

1989 135.0 168.0 36.4 204.4 19 09%

1990 240.0 394.6 15.9 4105 76.0 18.5%

Source: Ministry of Economic Cooperation, Bonn.

nent of credits is only partially expressed under preferential conditions compared
with commercial loans, “IDA” conditions being a kind of standard for “pure” aid (30
years’ duration, 2 per cent interest and 10 years’ grace). If access to credits in foreign
exchange is limited for a country, loans at world market conditions can contain an aid
element as well. In 1989, 85 per cent of multilateral credits, most of them World Bank
loans, were on non-concessional terms (OECD, 1991b, p. 193). Interest rates for
loans from multilateral agencies can rise to as much as 14 per cent, as has been the
case for certain IMF credits.

In the case of Turkey, more than 90 per cent of foreign assistance takes the
form of loans. The net advantage for the country depends on the difference between
new allocations and repayments. If allocations have a constant monetary volume, the
net inflow levels off in the course of time, and foreign assistance takes the form of a
constant volume of credit in foreign currency under more or less preferential condi-
tions. Even in this case interest payments can lead to a net transfer of resources from
the receiving to the donor country. As the following analysis shows, Turkey is reach-
ing the phase where only increasing amounts of allocations can prevent net return
flows. .
The economic implications of foreign debts are completely different for
Turkey than a country such as the United States. In order to service loans, the United
States has only to tax its citizens. Turkey, however, as her currency has no contract
quality in international financial markets, has to procure foreign exchange to pay for
her foreign debts. This may be a costly undertaking, as high additional budget expen-
ditures or opportunity costs in the form of subsidies and/or tax exemptions etc. have
to be incurred to procure sufficient foreign exchange revenues. Any tapping of for-
eign capital sources thus implies high costs for countries with weak currencies.

Furthermore, in the case of the United States, the creditors bear the risk of
currency devaluation (and of revaluation), if debts are expressed in US dollars. In
other words, the United States can reduce its foreign debt by inflation, if it regards it
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as advantageous. For Turkey this escape route is closed. Inflation leaves the value of
the foreign debt unchanged, and devaluation of the Turkish lira permanently
increases the value of foreign debts in national currency.

Countries with weak currencies — and economies — operate from a generally
disadvantaged position in the world market. This fact also suggests a new assessment
of the beneficial effects of foreign credits for industrializing countries even if they are
given at preferential terms (see Riese, 1986; Spahn, 1991). An enterprise takes up
credits if the expected returns — the Keynesian “marginal efficiency of capital” -
exceed the interest rate. If this does not materialize, the credit cuts into the economic
substance of the enterprise. By analogy, only those foreign credits which reproduce —
directly or indirectly — their means of repayment in international liquidity are really
“sound”. Applying this rule would definitely scale down the range of projects suitable
for foreign credit financing.

In terms of the effective transfer of resources, the balance of development
assistance looks much less impressive. For World Bank credits the relation between
gross payments and net transfers in the 1980s is shown in Table 8.5.

Conventionally in economic cooperation, the two branches of financial
assistance and technical cooperation are distinguished. The first concerns provision
of finance in the form of grants and credits, the latter makes available professional
expertise to the receiving country.

Financial assistance

In the early 1980s financial assistance to Turkey reached its peak. In a coor-
dinated effort the IMF, the World Bank and the OECD countries arranged a package
of measures comprising short-term balance of payment credits, medium-term adjust-
ment loans, rescheduling of commercial credits, and new public credits to overcome
an insolvency crisis and to cushion the change of economic strategy from import sub-
stitution to export orientation (see Wolff, 1987).

Most of the special agreements have now been repaid. Turkey has repaid the
stand-by credits of the IMF and serviced all her debts regularly. In fact, Turkey is pre-
sented as a prominent example of successful restoration of international solvency
achieved through coordinated international assistance in combination with a deter-

Table 8.5. Financial assistance of the World Bank, 1980-84 (million US$)

Year Gross payments Net transfers Ratio %
1980 3126 179.2 57
1981 454.0 290.3 64
1982 500.2 290.9 58
1983 486.3 212.4 44
1984 628.5 288.4 46

Source: IBRD, World Debt Tables, Washington, DC.
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mined change of domestic economic policy. This result, however, has been accompa-
nied by a steadily rising weight of foreign debt which amounted to $49 billion in mid-
1991. This level of international indebtedness is not regarded as another impending
crisis, but it compares unfavourably with a foreign debt of $ 16 billion in 1980 (Wolff,
1987, p. 64). In 1989 interest servicing burdened the balance of payments with more
than $ 3 billion (OECD, 1991b, p. 193).

German financial assistance normally takes the form of credits on IDA
terms and is administered by the Kreditanstalt fiir Wiederaufbau, Frankfurt. Since
the mid-1980s, yearly pledges have amounted to about 130 million DM, which may
be topped up by special programmes. Payments vary between years with the speed of
implementation of projects. Large grants have been given recently to compensate for
the effects of the Gulf War. In 1988 a grant of 40 million DM for environmental pro-
jects in poor regions was given.

Net flows from Germany have become very modest. Owing to the long
period of cooperation, allocations and repayments (including interest) balance each
other out, despite the fact that interest rates are low (see Table 8.4).

If one looks for the impact of foreign assistance on the economic develop-
ment of Turkey, the small effective volume of resource transfers has to be taken into
account. The allocation of regular loans — whether bilateral or multilateral — follow
fairly established patterns. Most of the credits are used for investments in the physi-
cal infrastructure such as energy, communications, transport and community services
etc. (For World Bank loans see Wolff, 1987, p. 88.) There are, indeed, critical short-
comings in all these fields in Turkey and hence the contribution of foreign financial
assistance to the national welfare both with respect to the quality of life and econ-
omic growth cannot be disputed.

The changing concerns of donor countries leave their imprint in the alloca-
tions. Germany, for example, puts a stronger emphasis on questions of environmen-
tal protection. Subjects which rank low among Turkish and foreign priorities tend to
get neglected, such as large-scale reforestation or modernization of the railway sys-
tem, both of which would yield tremendous economic and ecological benefits to the
country.

Until now the reduction of emigration pressure has not been explicitly
placed on the agenda of economic cooperation. Of course, speeding up economic
development also helps to keep the population at home. However, new fields of
cooperation are being explored. One such project has been the Industrialization
Fund set up in 1989 for the purpose of improving credit to small and medium-sized
enterprises. The fund received a first loan of 150 million DM. Half of the individual
credits can be used for working capital. The project, aiming at establishing a revolv-
ing fund, is administered in Turkey by selected banks, among them Halk Bankasi, a
public bank serving small entrepreneurs. The crucial variable is that inflation does
not consume the real value of credits, because, if real interest rates become negative,
credit demand may be influenced by rent-seeking behaviour.
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Technical cooperation

Technical cooperation takes the form of offering professional expertise in
various forms such as long- and short-term consultancy; training (on-the-job, semi-
nars, workshops and fellowships); and procurement of equipment.

In Germany it was organized by the Deutsche Gesellschaft fiir technische
Zusammenarbeit, Eschborn (GTZ). Yearly allocations have varied between 15 mil-
lion and 30 million DM in recent years. GTZ extended cooperation in the fields of
agriculture, vocational training, tax administration and support for establishing
enterprises. (Since 1990 its role has been performed by the Deutsche Ausgleichs-
bank.) In the context of this paper, those activities which are related to the industrial
development of Turkey merit special interest.

One project operates in the field of vocational training schools. Turkey is at
present engaged in transforming the existing scheme of vocational education into a
“dual system” that transfers the practical training to private enterprises. Actual coop-
eration embraces design and practical performance of two vocational training courses,
one relating to electrical and automotive engineering, the other to the garment indus-
try. The project includes the provision of technical equipment and the preparation of
teaching material. Both courses are models for potential nationwide replication.

The reform of the vocational training system has high priority for the Turk-
ish Government. Utilizing the technical equipment of private enterprises, the capac-
ity for training technicians — a crucial bottleneck to industrial progress — can be
increased. The scope of application, however, will be limited by the requirement that
enterprises with modern technological equipment participate in sufficient number.
As these are concentrated in the more developed parts of the country, regional
imbalances may be accentuated. Second, the vocational training schools are a branch
of the secondary education level. They only take in pupils who have finished middle
school. Until compulsory education up to middle school level is implemented nation-
wide, a large proportion of teenagers will be excluded from the system. Third, the
expansion of this vocational training system depends crucially on budget allocations
and administrative capacity.

Since 1985 returning Turkish migrants who want to set up their own small or
medium-sized enterprise can draw on a “special credit fund”, which is financed by
the Turkish and German Governments with an equal input of 11 million DM annu-
ally; it is administered in Turkey by Halk Bankasi. The fund provides credits to
returning migrants up to an amount of 1 million DM and up to 50 per cent of total
required capital. The credits, with an interest rate of 26 per cent, are very attractive,
as they contain a considerable grant component (owing to much higher inflation
rates). In addition, migrants participate in seminars in Germany prior to their depar-
ture, and in Turkey receive help through an extension service of Halk Bankasi.

A recent evaluation for the period 1985 to 1990 indicates successtul perfor-
mance by the programme. During this period, 900 enterprises received a total credit
of about 100 million DM. Average credit amounts, about 100,000 DM, were compar-
atively low. Nevertheless, 17,000 jobs were created; credits per job amounted to less
than 6,000 DM.
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Of course, this programme appeals only to a small fraction of returning
migrants; most are not interested in setting up a new enterprise. However, motivated
returning migrants — and people returning to developing countries — can have a sub-
stantial stimulating economic effect through the transfer of modern technologies and
management practices to home countries. For this reason the programme deserves
further consideration.

In the framework of cooperation there exist a number of other activities
which are channelled through churches, foundations and private organizations. One
of these projects concerns the promotion of vocational training in the form of an
apprenticeship scheme. As a cooperating body, the Foundation for the Promotion of
Vocational Training and Small Industry, Ankara (MEKSA) was established in 1985.
Its objective is to support the introduction of a “dual” apprenticeship scheme in
small enterprises. One of the primary tasks consists in organizing and running supra-
enterprise training workshops, as most craft shops cannot conduct the technical train-
ing themselves. MEKSA is one of the few organizations in Turkey having practical
experience in this field. At present, financial assistance is used for maintaining train-
ing units and for compensating entrepreneurs for the cost of participating in training
programmes. As enterprises are obliged now to provide vocational training, such
incentives are no longer necessary or possible if the system is to be introduced
nationwide. Instead, other functions of consultancy, training of trainers, of making
available foreign experience and of promoting activities in peripheral regions might
be given higher priority.

Evaluation

Cooperation has the important side-effect of leading to discussion on priori-
ties between countries, and of starting pilot undertakings which otherwise might not
have materialized.

To reduce emigration pressure in the medium term, it will be important to
add new dimensions to socioeconomic development. Preference has to be given to
labour-intensive industrialization, to stepping up human capital formation and to the
promotion of entrepreneurial initiative. Economic cooperation tackling these objec-
tives will have to reassess established practice in various respects.

One question concerns the volume of assistance. During the next few years a
substantial enhancement of allocations will be necessary to maintain a notable net
effect and to avoid return flows of resources. Another question concerns the shares
of technical cooperation and financial assistance. If priority is given to the transfer of
expertise and know-how, technical cooperation might be increased relative to finan-
cial assistance. In fact, Turkey has demonstrated that it can mobilize financial funds
for projects of supreme national interest in various other ways. Some pertinent exam-
ples are the Bosphorus bridges, the Ankara metro or the spectacular south-east Ana-
tolian (GAP) project.

In the past, financial assistance had been mainly spent on physical invest-
ments in technical infrastructure, especially for covering import shares. The Industri-
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alization Fund for Small and Medium-sized Enterprises constitutes an interesting
example which includes socioeconomic objectives in the scope of cooperation.

Financial assistance combines the provision of foreign exchange and of
credit potential. Both may be allocated to different purposes. Such a splitting would
permit supporting projects which require resources in domestic currency, while at the
same time foreign exchange constraints can be eased in other fields.

4. Sectoral focus of measures

Selection of priority areas

To reduce emigration pressure in the medium term, the employment- and
income-creating capacity of the economy has to be substantially enlarged. To this end
current trends have to be reversed. During the 1980s the growth of labour demand
diminished considerably in Turkey - and in large parts of the world. Especially in
manufacturing, manpower input was cut back because of rapid technological
progress, pushed by burgeoning factor costs (i.e. wages, energy and capital). Coun-
tries with a high birth rate faced additional difficulties in satisfying the welfare aspira-
tions of the population (see e.g. Bruni and Venturini, 1991).

In looking for additional employment potential, the broad economic sectors
of agriculture, services (primarily tourism), and manufacturing form a convenient
starting-point.

Certainly, in both agriculture and tourism, Turkey still has a strong develop-
ment and employment potential. The expansion of labour-intensive cultivation in
irrigation agriculture as envisaged in the GAP project, and the establishment of agri-
culture-based industries and intensive cattle raising, will enhance productive labour
absorption in this sector. Promotion of agriculture has the favourable effect of retain-
ing the population in rural regions and of slowing down urban sprawl. Nevertheless,
agriculture, already suffering from concealed unemployment, cannot absorb addi-
tional labour but has to release part of the manpower to other occupations.

Tourism can improve the employment balance, especially in coastal regions,
and would be an important generator of foreign exchange.

However, the solution to the employment problem in the medium term
under conditions of high population growth, necessitates the full mobilization of the
goods-producing sector of the economy. Two fields are especially promising for
enhancing the productive capacity of the country, increasing employment rapidly and
narrowing regional development gaps, namely, the promotion of small and medium-
sized enterprises (SMEs), and the extension of vocational training.

SMEs and the crafts already provide a high share of employment in manu-
facturing in Turkey. As they have a high income-employment elasticity, the rate of
additional employment with increasing income is much greater than in large enter-
prises. As they are located mainly in rural districts their expansion reduces the
propensity to migrate internally. In moderating the rate of urbanization external
migration pressure is eased as well.
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Small enterprises are bound into a dense network of neighbourhood rela-
tions and induce imitating behaviour; they emit strong local and regional multiplier
effects, which increase their income-generating ability. There also exist close forward
and backward linkages with the agricultural sector.

The promotion of SMEs and the extension of vocational training are closely
interlinked. Vocational qualifications greatly improve the productive capacity of
SME:s, while raising the educational standard for a large part of the younger genera-
tion. Institutionally, SMEs and their organizations will in future bear the main
responsibilities for one branch of vocational training.

The promotion of SMEs and of vocational training is one field suitable for
intensive economic cooperation. The Federal Republic of Germany has a long his-
tory of the “dual system of vocational training”, which in essence has been adopted in
the recently enacted Turkish scheme. Other countries could offer their experience
with different institutional characteristics.

The promotion of SMEs is a fairly new topic for bilateral economic coopera-
tion. It has a longer tradition in multilateral activities, e.g. of UNIDO and the World
Bank. Ambiguities still exist as to the most efficient forms of support. Industrialized
countries’ experience cannot be directly transferred to industrializing countries,
given the very different conditions of resource availability. A screening of methods
applied in industrialized countries and an evaluation of their effectiveness are neces-
sary to select the most appropriate schemes. Nevertheless, given the crucial impor-
tance of this issue, new efforts should be undertaken to intensify cooperation.

Structure and performance of small-scale industry

Analysing statistics always raises arguments as to the adequate subdivision
of size classes and to the selection of meaningful indicators. Here these questions will
be decided pragmatically using the statistical sources at hand. Turkish statistics take
employment as an indicator of enterprise size, distinguishing principally between
three groups: small enterprises (SEs — also known as micro or artisan enterprises)
with up to nine people engaged; medium-sized enterprises (MEs) of 10 to 25 people;
and large enterprises with more than 25 people.

Frequently, medium-sized and large enterprises (MLEs) are lumped
together, thus suppressing specific information on structure and performance. Fur-
thermore, “persons employed” are distinguished from “persons engaged”, the latter
category including the owner and others working without payment. “Employment”
means “wage employment”.

In the rhetoric of development policy, SMEs take a prominent place. For
example: “In recent years it has been typically recognized in many developing coun-
tries that small and medium-scale industries play a decisive role in expanding and
diversifying industrial production as well as in attaining the basic objectives of devel-
opment. ... There is growing disappointment and disillusionment with the results of
development strategies focusing on large-scale, capital-intensive and highly import-
dependent industrial projects, which more often than not failed to increase the rate of
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Table 8.6. Performance of enterprises according to size, 1985

Enterprises Small Medium Large Absolute totals’
(Percentages)

Number of establishments 94.50 2.98 2.52 193638

Persons engaged 35.96 6.19 57.84 1462840

Output 10.88 4.31 84.82 19984

Value added 12.50 3.14 84.37 6460

Gross investments 2.66 1.94 95.41 1145

!investments, value added and output in billion Turkish lira.
Source: SIS, 19913, p. 154 f.

labour absorption in the industrial sector and to generate self-sustaining growth”
(UNIDO, 1987, pp. 1£.).!

While the above quotation may be appealing, it is only vaguely supported by
factual evidence. The actual importance of SMEs, as revealed by statistics, seems to
be rather limited in Turkey.

The industrial census of 1985 counted 193,638 enterprises in manufacturing
industry. Table 8.6 compiles some performance indicators for size classes.

On the whole, statistically declared employment in manufacturing industry
is comparatively low (1.5 million people in 1985) and has grown only moderately.
Comparing the periods 1970-80 and 1980-85, annual employment growth slowed
from 4.5 per cent to 3.3 per cent in MLEs, and from 4.2 per cent to 1.3 per cent in SEs.
With the exception of employment, the figures in Table 8.6 indicate a limited contri-
bution of SMEs to the national economy. Of enterprises with up to 25 people
engaged, 97.5 per cent contributed only 15 per cent to output and value added, and a
mere 4.6 per cent of investments. Of the 4,870 “large” enterprises, 392 belong to the
public sector, employing about one-third of 850,000 people engaged in this size class
and producing 37.6 per cent of output. For industrial employment, however, SEs have
considerable importance, the more so as underreporting may occur frequently.

The number of people that individual small enterprises engage is very low:
from 1970 to 1985 it increased from 1.9 to 2.9. Most of them are owners or unpaid
family members, and less than half work for payment (44 per cent in 1980, 49 per cent
in 1985). In MLEs nearly all those engaged are wage or salary earners.

Table 8.8 suggests that small and large enterprises operate in different econ-
omic worlds. Wages paid in MLEs are six to ten times as high as those in SEs. Labour
productivity (value added per person engaged) is four to five times as high in MLEs,
and the share of wages in value added, extremely low compared to industrial coun-
tries, differs markedly between MLEs and SEs. (In the Federal Republic of Germany
the share of wages in value added amounted to 70 per cent for manufacturing in
1989). It would be completely misleading, however, to infer a higher profitability of
SEs from the lower wage share. Some of the difference is due to depreciation, which
has some relevance for MLEs, but is negligible for SEs: 95 per cent of all investments

! For an assessment of the importance of small-scale enterprises for the prosperity of industrial
countries, see Piore and Sabel, 1984.
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are in large enterprises (see Table 8.6). Most of the difference, however, is caused by
the high level of employment of owners and unpaid family members in SEs. Calculat-
ing a normal remuneration for this group, profitability turns out to be much lower
than for MLEs (SESRTCIC, 1987, pp. 71 £.). A lower efficiency among SEs is con-
firmed by the large difference in labour productivity.

The large payment differences between SEs and MLEs point to the exis-
tence of pronounced labour market segmentation. SEs especially employ young
people and others who do not find work in more attractive sectors of the labour mar-
ket. Small-scale enterprises recruit school-leavers; they pass through a traditional
form of apprenticeship until they start their army service and receive only a small
payment (one-third of minimum wages).

Owing to factors such as capital shortage and lack of skills, SEs show high
failure rates. For the period 1963-70 a survival rate of 53 per cent has been calculated
(see SESRTCIC, 1987, p. 67). From UNIDO (1987, p. 45) it can be inferred that SEs
were hit most severely by the depression of 1978-80.

In Turkey as well as in other industrializing countries, SEs typically cluster in
industries using relatively simple, labour-intensive production techniques (leather,
footwear, furniture, metal products) and industries using spatially dispersed raw
material (food processing and wood processing). In fact, nearly three-quarters of
employment in SEs is concentrated in six branches (see Table 8.7). Some of them are
still strong relative to MLEs.

Surprisingly, the structural relations of the economy did not change funda-
mentally between 1970 and 1985. On closer inspection one finds, however, that econ-
omic policies had quite different impacts for small and large enterprises. While dur-
ing the 1970s the profit situation of MLEs worsened slightly compared to that of SEs,
it improved substantially after 1980. The ratio of wage levels between SEs and MLEs
increased from 9.3 per cent in 1980 to 16.6 per cent in 1985; in MLEs wage shares of
value added increased from 25.9 per cent to 30.7 per cent. Between 1980 and 1985
MLEs reduced the wage share by one-third to 21.2 per cent of value added. For SEs
the wage share scarcely changed: 15.3 per cent in 1970; 13.7 per cent in 1980; 14.3 per

Table 8.7. Employment in selected branches, 1985

Employment

Small enterprises Medium-sized and large enterprises (MLEs)
Food manufacturing 71714 137807
Textiles 44974 185062
Wearing apparel 71620 37020
Wood and cork production 53235 15559
Furniture and fixtures 49160 6118
Fabricated metal products 84743 45242
Total 375 446 426808
Share of employment in M 46

respective size class

Source: SIS, 1990, Statistical Yearbook of Turkey.
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Table 8.8. Wages and labour productivity in small and large enterprises, 1970-85

1970 1980 1985
Ratio of wage levels of SEs to MLEs (%) 12.7 9.3 16.6
Share of wages in value added for SEs (%) 15.3 13.7 14.3
Share of wages in value added for MLEs (%) 259 30.7 213
Labour productivity {(SEs in % of MLEs) 20.7 21.0 26.5

Source: SIS, Statistical Yearbook of Turkey, various issues.

cent in 1985 (see Table 8.8). Obviously, any movement in real wages is felt much
more by large than by small enterprises.

The effects of policy changes on employment can be seen in Table 8.9.
Under the umbrella of import protection and a favourable investment climate, small
enterprises expanded strongly in capital goods industries. In contrast, some branches
of the consumer goods sector, such as clothes and leather in which SEs faced more
competition, reduced employment during the 1970s: the number of establishments
fell from 56,000 to 38,000. Under the EO regime both these trends reversed.

In capital goods industries during 1980-85, as a result of import competition
and higher quality demands of customers, employment contracted by a rate of 15.9
per cent per year. In the manufacture of transport equipment the number of enter-
prises shrank from 21,000 to 3,300, and employment from 58,000 to 12,000 people. At
the same time SEs expanded in the consumer goods sector, supplying the lower strata
of the domestic market. In 1985, 61.8 per cent of SE employment was concentrated in
this sector (see Table 8.9).

Although not directly supported during the phase of import substitution,
SEs benefited from the generally protective climate, from rising wages in the formal
sector and expanding demand. After 1980, stabilization policy measures ~ real-wage
reduction, tight money policy and demand restraint — were felt by SEs especially. As
SEs are oriented towards local markets, they suffered from shrinking agricultural and
wage incomes which have a high demand elasticity for their products.

The analysis so far suggests that the performance of SEs did not meet the
planners’ high expectations (Hig, 1986). Casual empirical evidence and available sta-
tistics confirm this. (For recent case studies see, e.g. Hummen, 1989; Orak, 1991;
Wolff, 1984.) Stronger market orientation of economic policy after 1980 improved
allocative efficiency, but sluggish growth, a decreasing share in production, and
shrinking profits resulting from low productivity and rising wages, all added to the
financial vulnerability of many small ventures.

The position of the small enterprise sector in the Turkish economy is
reflected in weak structural integration. No reliable information is available about
their participation in exports, but it is substantially lower than their share of produc-
tion. In principle, they could contribute considerably to foreign trade, because they
operate in the major export industries. At present, this potential is not exploited
because of poor technological standards of production and low product quality.

Market segmentation also prevails in the domestic economy. For the boom-
ing tourist industry it has been found that luxury hotels pursue an outward-looking
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Table 8.9. Growth of employment in small and large enterprises, 1970-85

industry Growth rate of employment

Large enterprises Small enterprises

1970 1980 Enga- 1970 1980 Enga-

to to gement to to gement

1980 1985 85 (%) 1980 1985 85 (%)
Food manufacturing industries 47 2.2 14.7 25 5.7 13.6
Beverage industries 1.7 0.7 1.3 -7.8 0.9 0.2
Tobacco industries 43 3.9 -4.6 / / /
Manufacture of textiles 2.4 2.2 19.7 7.1 45 8.5
Manufacture of clothes and footwear 10.8 23.0 47 -0.5 5.1 18.7
Fur and leather industries 4.4 10.1 0.7 -4.1 9.0 1.4
Manufacture of wood and cork products 4.3 25 1.7 4.2 1.3 10.1
Manufacture of furniture and fixtures 2.0 12.4 0.7 10.2 6.5 9.3
Consumer goods industries 3.7 29 48.1 2.8 4.7 61.8
Manufacture of paper products 39 4.4 24 5.6 -2.5 0.4
Printing and publishing 0.8 6.0 1.5 5.8 39 25
Manufacture of industrial chemicals 3.6 5.3 6.0 8.1 12.5 1.5
Petroleum, coal derivates 16.6 43 0.9 / / /
Plastic products and rubber 9.5 2.1 2.6 226 0.8 3.4
Manufacture of pottery, glass 4.9 3.8 7.6 5.5 1.9 3.5
and non-metallic mineral products
Basic metal industries 9.2 1.6 8.6 32.1 30.9 1.6
Manufacture of metal products 0.8 4.3 4.8 3.1 4.8 16.1
Intermediate goods industries 5.2 3.3 34.4 5.4 4.7 29.0
Manufacture of machinery 8.6 3.4 6.0 13.3 -17.0 2.6
Manufacture of electrical machinery, etc. 11.9 5.6 43 6.6 -8.9 1.7
Manufacture of transport equipment 3.8 4.4 6.3 6.7 -27.2 2.2
Misc. manufacturing industries -6.2 13.0 0.9 -3.8 12.0 2.6
Investment goods industries 6.1 47 17.5 6.8 -15.9 9.1
Average 45 33 100.0 4.2 1.3  100.0

Source: SIS, 1990, Statistical Yearbook of Turkey, 1989.

sourcing policy and have a national network of suppliers. Only pensions and small
hotels use SEs located in the neighbourhood (Hummen, 1989).

Subcontracting, which plays an important role in other countries such as
Ttaly or Japan, is relatively undeveloped in Turkey its impact decreased further in
the 1980s. Large enterprises prefer to cooperate with other MLEs because they can
give better guarantees for product quality, timely delivery and adequate volumes.
Here, too, the typical handicaps such as lack of modern equipment and technical
qualification prevent more intensive cooperation.

“Symbiosis by segmentation” instead of “symbiosis through cooperation”
seems to be the rule. In the first variant, SEs serve functions derived from MLEs as
they take over repair, maintenance and adaptation of products to special uses (SES-
RTCIC, 1987, p. 73). In the second variant they are linked to the production process
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of MLEs, supplying components, tools etc.. which the contractors find uneconomic to
produce themselves. Generally, such cooperation requires strict specialization so as
to attain high quality standards at low cost. Although not without risks of depen-
dence or even exploitation, subcontracting may offer opportunities of diversification
and upgrading of production for SMEs.

What are the reasons for such an apparent lack of prosperity? Analytically,
they might be placed under the headings “traditions”, “qualifications”, “scale fac-
tors” and “economic policy”.

Outside artisan production, Turkey does not have a strong tradition of
entrepreneurial activity. Rather, agriculture and trade have determined the economic
history of the country. The industrialization of Turkey was based on Lwo pillars: state
economic activity from the 1930s to 1980 and, after 1945, large private enterprises,
the most important of which have become powerful holdings.

Another constraint is the low standard of managerial and technical qualifi-
cations, which impedes the absorption of modern techniques of production and the
improvement of product quality (Wolff, 1984). A widening technological gap
between small and large enterprises runs the risk of further divergence between
them. While large enterprises have switched to national or even international sourc-
ing, preferring to import state-of-the-art capital goods, small producers have to resort
to technically more modest domestically produced machinery. There is consequently
the possibility of a chasm appearing between small enterprises, crowding in shrinking
markets for traditional products, and a modern large enterprise sector in which pro-
duction standards are set by imported technologies. The current gap is widening as
large enterprises attract the graduates of vocational training schools. Hedged in a
production segment of low-quality, cheap and labour-intensive products, SEs cannot
expand into the important markets of intermediate products, of production-oriented
services and of meeting the specialized demands of the urban population, where
economies of scale are unimportant.

Such economies of scale are a major source of large enterprises’ compara-
tive advantage. They operate not only in industrial production, but also in transac-
tions such as credit negotiations.

All studies confirm that the most serious handicap of SEs concerns the diffi-
culty of obtaining credit for investments or working capital through the regular bank-
ing system. The banks’ conservative credit policy, which demands physical collateral
rather than looking at the dynamic aspects of profitability, worsens the SEs’ position.
In addition, the generally deficient credit supply and high interest rates — boosted by
inflation and the banks’ own profit requirements — work to their detriment.

Some of the handicaps of SEs, such as factors of scale, are in the nature of
things and shape the frontiers of competitive advantage for different size classes of
enterprise. Others though are created by economic policy. Under import substitu-
tion, special preference was given to state economic enterprises; their low productiv-
ity determined the degree of protection against external competition. Big private
enterprises profited from this policy by collecting super-profits. In addition, because
of their stronger lobbying position in dealing with the planning authorities, large
enterprises had better access to foreign exchange assignments and preferential cred-
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its etc., than SEs. Under the EO strategy SEs suffered from the stabilization mea-
sures and were disadvantaged by the incentive system.

Even today the contribution of SEs to economic and social development
should not be underrated. First, the employment and training function must be men-
tioned. Youth unemployment would be much higher without the absorbing role of
SEs. Furthermore, successful entrepreneurs have often acquired their managerial
and technical experience in artisan enterprises (see e.g. Kirim and Ates, 1989). Thus
SEs form a reservoir of manpower resources which is tapped by larger enterprises,
while historically, the accumulated production knowledge in traditional enterprises
was an important asset in the change to export orientation.

The informal sector in Turkey: A black box

Since the ILO report on employment and development in Kenya (ILO,
1972) the employment absorption capacity of the informal sector has been empha-
sized. The question arises whether this concept is helpful for the analysis of the Turk-
ish labour market and for labour market policy. Can the informal sector generate
attractive employment opportunities and strengthen the individual’s determination
to stay at home, or does it only offer marginal jobs which are abandoned at the first
opportunity ? The motivational implications are ambiguous. On the one hand, infor-
mal employment can raise personal satisfaction, if it yields sufficient income and
gives a feeling of social integration. On the other, greater awareness and increased
self-confidence can sharpen the view of economic deprivation and arouse a feeling of
hopelessness.

Unfortunately, intensive international discussion since the 1970s has led to
deadlock. As clear-cut operational criteria for separating formal and informal activi-
ties could not be formulated, the specification of welfare effects was impossible.
Informal activities could neither be classified in terms of modern or traditional, nor
could they be analytically separated from phenomena such as the underground econ-
omy and concealed employment, etc. Informal sectors have since been “discovered”
in industrialized countries, e.g. Italy, where they are said to have contributed consid-
erably to national wealth (see Piore and Sabel, 1984).

Honekopp and Yalman recently reviewed the information on the informal
sector in Turkey. One finding is that comprehensive studies on informal employment
do not exist. Even the topological qualities of the concept are widely doubted, reduc-
ing its significance to a “general descriptive term to refer to the rich variety of small-
scale activities” (Honekopp and Yalman, 1990, p. 20). As for entrepreneurial activi-
ties, Ayata distinguishes between different forms of market integration of factors:
artisans “acquire some of their means of production outside the market”, while petty
commodity producers “are totally dependent on the market”. In contrast to small-
scale capitalists, who employ wage labour, the former rely mainly on self-employ-
ment and unpaid labour (see Honekopp and Yalman, 1990, p. 20 ff.). Because the
available studies, usually branch-specific, are in Turkish, it was impossible to evaluate
them for this paper. It seems, however, that they are more interested in the problems
of social evolution than of economic performance. The analytical distinction of arti-

228



REDUCING EMIGRATION PRESSURE IN TURKEY

san production, pettv commoditv production and small-scale capitalist production
would merit special interest for economic policy if it also referred to systematic dif-
ferences in profitability, economic viability and structural change.

So far, ambiguities and inferences pervade the discussion. Among the ques-
tions impossible to answer are the following:

® To what degree do official statistics include activities that might be regarded as
informal ? It appears that petty commodity production in the above sense is
largely covered by the census data of small industrial establishments.

B What impact do business cycles and development strategies have on informal or
small-scale activities ? Prevailing opinion assumes that export-oriented industri-
alization has “given new impetus to the rise of petty commodity production,
unlike the preceding strategy of import substitution” (Ayata, quoted in Héne-
kopp and Yalman, 1990, p. 23). Even a process of “informalizing the entire econ-
omy to some degree” (Keyder, quoted in Honekopp and Yalman, 1990, p. 23)
has been supposed.

Such conclusions seem to flow from the assumption that the export boom
has induced enterprises to resort to subcontracting on a large scale. However, they
are not corroborated by certain other sources. Higher demands of product quality
and technical standards set limits to these alternatives. As far as self-employment is
concerned, strict informality seems to be the exception in Turkey. There exists for
example a rather comprehensive affiliation of independent activities such as taxi dri-
ving or retailing within the crafts. Informal employment is more frequent for wage
labour that is not registered for social security purposes, etc.

Discussions on the informal sector to date stress its country-specific char-
acteristics. It can therefore be misleading to fill in for a lack of knowledge by draw-
ing analogies from other countries. As a matter of fact, the Turkish employment
system still has many features of a “black box”. Of course, if formal employment
shrinks during recessions, rising self-employment is a logical reaction. The same
happens if growth in dependent employment lags behind for other reasons (but in
these cases, only marginal jobs are generated which disappear when the economy
improves again).

State support of small enterprises

From the foregoing analysis it is clear that the potential contribution of
small-scale enterprises to the development of the country cannot be assessed prop-
erly from past performance. The course of economic development in Turkey has
been shaped by large - state and private — enterprises. Private enterprises also relied
strongly on state aid. “The state support is an absolute necessity. Those who are
unable to obtain such support find it impossible to stay aftoat” (Ilkin, 1991, p. 24).
Small-scale entrepreneurs have never been in such a privileged position. Hence,
there was never competition on equal terms.
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Another interesting feature is a rigid segmentation of Turkish business soci-
ety. Ilkin finds that “virtually no [big] industrialist [came] from the background of
small-scale production” (ibid., p. 24); many had a bureaucratic background.

Investigating the Turkish textile industry, Kirim and Ates (1989), present a
more differentiated picture. The authors stress the interrelations between the “tradi-
tional” and the “modern” sector which have to be distinguished from “big industry”.
According to them the traditional sector forms a very important learning base with
respect to qualities of materials and details of production processes. “A large number
of firms in the modern sector have been founded by people who, in the past, had their
own enterprises in the traditional sector” (Kirim and Ates, 1989, p. 6) or at least had
working experience there.

Support measures for small and medium-sized industry have from the begin-
ning been an important topic in the economic development plans. In the first Five-
year Economic Development Plan (1963-67) the following measures were proposed:

B expand sources of “controlled credit”;

concentrate small establishments in industrial estates;
establish a small-scale industry development centre;
encourage cooperation; v

reorganize the apprenticeship system (SESRTCIC, 1987, p. 87).

In fact, this list can still be taken as valid for present priorities. Today, the
lack of access to commercial credit forms the most crucial obstacle to expansion.
Besides informal sources of credit, small enterprises are dependent on concessional
credits provided by public banks, the principal agent being Halk Bankasi. Most of the
credits are channelled through 3,200 credit cooperatives (with about 2 million mem-
bers). As the bank runs about 600 branch offices throughout the country and offers
technical assistance at the same time, it is in principle a competent institution for that
purpose. It is evident, however, that a single institution disposing of limited funds and
depending on government allocations cannot meet nationwide demand. Funds are
lacking, especially with respect to long-term credit, with the consequence that credit
periods are simply extended repeatedly. By this practice funds for short-term credits
are quickly exhausted.

A public consulting organization, KUSGET, has been founded to offer tech-
nical assistance to small enterprises, building on the experience of an earlier institu-
tion, KUSGEM. KUSGET pursues an integrated approach “to stimulate the avail-
ability of service programmes, training consultancies, and financial assistance geared
to the needs of small and medium enterprises...” (World Bank, quoted in SESRTCIC,
1987, p. 91). In this instance as well it would seem difficult to serve the needs of such a
scattered and heterogeneous clientele by a single agency. As KUSGET is bound to the
salary structure of the public service, finding qualified staff is a major problem (ibid., p.
91). In fact, KUSGET, which receives support from UNDP/UNIDOQO, concentrates
much of its efforts on the reorganization of one branch, the foundry industry.

Great efforts have been made to solve location problems for small and
medium-sized enterprises. In large cities such endeavours have become imperative
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for ecological reasons, because outdated shops and factories in crowded central areas
cause problems ranging from inaccessibility to environmental pollution and ineffec-
tive town planning.

Two programmes are oriented towards enterprises of different size classes,
namely organized industrial estates, and small industrial districts.

In the framework of the first programme, plots of land fully integrated into
the public infrastructure are offered to medium-sized enterprises. Administrative
assistance is provided; the buildings are constructed by the owners themselves. Until
1986 only nine out of a total of 42 projects had been completed, most of them in the
western part of the country (ibid., p.98; Hummen, 1989, p. 36, quotes a figure of 34
completed projects in 1988). SESRTCIC (1987) appraises the scheme somewhat
sceptically, pointing to slow progress in completion, uneven regional distribution and
inadequate utilization. Some of the projects owe their existence to local political
ambitions; sometimes the plots, which are highly subsidized, are held for speculation
rather than production.

In contrast, small industrial districts have become quite successful. They are
usually situated outside towns on newly reclaimed land, and they serve to relocate
old artisan enterprises or craft shops, as well as attract new ones. Constructed and
operated by cooperatives, small industrial districts offer ribbon-development
turnkey workshops without existing connection to the public infrastructure. In 1987 a
total of 303 government-assisted projects had been registered, about half of them
already completed, in which 230,000 workers were employed.

Some of the reasons for the success of these small industrial districts are,
first, the fact that they cater to the real needs of the clientele of artisans and small
entrepreneurs; second, their modest design keeps construction costs low, and conse-
quently, much lower subsidies enable the programme to be conducted on a larger
scale, extending it to rural areas and peripheral regions. For the owners of expensive
land in urban areas, relocation offers the opportunity to realize this fortune and
invest the proceeds, in other words to “plough parts of urban rents back into produc-
tion” (SESRTCIC, 1987, p. 103). After finishing construction, the programme bene-
fits from a low level of public interference. Finally, a concentration of craft shops and
enterprises in organized districts facilitates the organization of vocational training
and the installation of training workshops.

Despite the general success of the programme, its mobilizing effects must
not be overestimated. Providing workshops does not suffice to spur business-mind-
edness, and in the smaller towns most of the shops are occupied by car repair and
maintenance services.

Summary and conclusions

In spite of various programmes, effective support to small and medium-sized
enterprises has been limited. This is true also for the present phase of export-oriented
policies. Of course, small economic units are much more difficult to reach by admin-
istrative measures than are large enterprises. Subsidies are normally allocated
directly by bureaucratic decisions on the basis of applications and documented per-
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formance. Small entrepreneurs are always handicapped in doing paper work and
have difficulties in furnishing evidence. Administrators prefer to handle large appli-
cations. Petty producers, craftsmen and small industrialists are at a disadvantage in
organizing and defending their interests in dealings with the civil service.

In view of this adverse situation, general indirect measures may reach a
greater number of people more effectively than sophisticated specialized services
and programmes. A sound policy of economic stabilization and low inflation, and a
determined competition policy to curb oligopolies, can improve the economic posi-
tion of small enterprises by eliminating distortions. A reduction of the general level
of subsidies may have the same effect.

On the positive side in Turkey, craftsmen and SME business people are
strengthening their organizational status. Besides corporate institutions such as
TESK - the Confederation of Craftsmen and Small Businessmen, which is currently
stepping up its activities — private associations such as TOSYOF, a foundation sup-
porting small and medium-sized entrepreneurs, have emerged to deal with the spe-
cial needs of their members. Such developments can bring about new starting-points
for public support and foreign assistance. Research and information on the perfor-
mance and the structure of this sector, largely lacking at present, may be forthcoming,
thereby helping to design appropriate support policies. Dialogue with, and the active
cooperation of, competent partners will enable policy measures to be more precisely
focused and their effectiveness improved.

5. Selected fields of cooperation

General remarks

Potential assistance programmes should focus on basic human resource
development. Preferably, the partners involved should have experience cooperating
in the respective fields and agree in principle on procedures and objectives to imple-
ment programmes quickly.

Further, institutional settings to reach and to mobilize the target groups
should exist. An important factor in institutional effectiveness refers to the degree of
decentralization and self-administration. In a country with a centralized structure
such as Turkey, a transfer of competence to non-governmental institutions is essential
to tap initiative, to lift administrative blockages and to overcome budgetary con-
straints.

In view of these criteria the promotion of small and medium-sized enter-
prises, including the crafts, is proposed as the most promising field of intensive coop-
eration. The economic position of this sector can be strengthened through improve-
ments in the availability of human and physical capital by introducing a
comprehensive vocational training scheme, and by improving the credit supply.
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Expansion of vocational training

Informality is not the critical issue in reaching small enterprises through
administrative measures in Turkey. Among craftsmen, small entrepreneurs and even
among the self-employed, vocational or craft bodies are prevalent (if street vendors,
shoe shiners and the like are disregarded). The establishment of voluntary organiza-
tions, usually as foundations, indicates an increasing demand for professional support
and representation of interests.

While industrial and commercial entrepreneurs are affiliated to “chambers
of industry and commerce”, which form regional federations and a national confed-
eration (TOBB), craftsmen, small entrepreneurs and the self-employed, such as
traders and restaurant or taxi owners, are organized into “chambers of trade and
small-scale business” at the district level with a subdivision into guilds. At provincial
and national levels, the chambers are represented by associations (at the provincial
level), federations (trade-specific at the national level) and TESK. At the national
level there exist ten trade-specific federations, comprising 3,700 guilds with alto-
gether more than 4 million members.

The vocational training system is regulated in the Law of Trade and Small-
scale Business of 1964, amended in 1985 and, most recently, in May 1991. In the con-
text of this paper it is of special importance that in the amendment of 1991 the “prin-
cipal task” to accomplish the practical part of vocational training in a “speedy,
efficient, comprehensive and systematic manner” (amended paragraph 15) was given
to these corporate institutions. In this way the Turkish Government has assigned the
critical function of vocational training in crafts to the self-administration of a non-
governmental corporate institution. The various bodies have been granted extensive
authorization power. TESK has general competence for practical vocational training
(amended paragraph 16), and bodies at various levels are permitted to establish
vocational training centres (amended paragraph 17).

In addition, significant financial provisions are anticipated, including:

m  atall levels of organization, 20 per cent of gross revenues must be spent on voca-
tional training measures;

& at the confederation level, a Fund for the Promotion and Support of Vocational
Training in Crafts and Small Businesses has been set up; it is funded by various
sources (amended paragraph 18).

The chambers keep apprenticeship registers, and are responsible for orga-
nizing examinations.

The legal framework is complemented by Law No. 3308 of 1986 on voca-
tional training, by which a vocational training levy is imposed on enterprises. (Until
now this levy has formed a kind of tax collected by the Ministry of Education.)

With this scheme, influenced by the German experience, the Turkish Gov-
ernment has opted for a “dual system” of vocational training in which the practical
training takes place in the enterprises themselves, in the form of “learning by doing”
while theoretical subjects are taught in public “apprenticeship training centres”.
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Major institutional responsibility rests with the crafts organizations. The new scheme,
introduced under Law No. 3308 of 1986 and detailed with Law No. 3741 of 1991, aims
to reorganize and improve the largely informal traditional apprenticeship system
which is practised mainly in small enterprises (see Annex). These employ teenagers
between the end of compulsory schooling and military service, and give them an ele-
mentary vocational knowledge.

To appreciate its importance, it has to be related to other features of the Turk-
ish educational system (see Lauterbach, 1986; OECD, 1989). While this dual appren-
ticeship system is to come after the present five years of compulsory basic education,
there exists a different scheme of vocational education which starts after middle school
(eight years of education). It is organized in the form of full-time schooling in voca-
tional training secondary schools, and offers technical and theoretical education.

At present, education in these “vocational lycées” is being remodelled into a
dual form as well, where practical training will take place in enterprises in block
release form. Enterprises with more than 50 employees will be obliged to take in
apprentices at a rate of 5 per cent to 10 per cent of personnel, otherwise they have to
pay a levy. Graduates of such reformed “vocational lycées” will lose direct access to
higher education entrance examinations which they have now. To reach these exams,
they will have to complete another year’s course at a “technical lycée”.

Compulsory education is to be extended to eight years, i. e. to include present
middle school, by the year 2005. Two competing systems of vocational training would
then exist for the same age group with obviously very different qualification levels.

" The pace of implementation of these three very ambitious reforms — reorga-
nization of the dual apprenticeship system, reform of vocational lycées and introduc-
tion of compulsory middle school —is still uncertain. Both vocational training systems
require the cooperation of the private sector, which is especially demanding in the
case of vocational lycées. Enterprises have to offer training places for practical
instruction in block periods. In parts of the country it will be difficult to find a suffi-
cient number of such training places. At present, the reform is still in an experimental
stage. In 1985/86 the industrial, vocational and commercial lycées were attended by
320,000 students compared to 630,000 students in “general lycées” and 6.7 million
students in primary schools (OECD, 1989, p. 42). Taking into account these propor-
tions, it seems obvious that vocational lycées will not for a long time come close to
meeting the demand for vocational training in Turkey.

Under these perspectives the reform of the dual apprenticeship scheme is a
remarkable step to modernizing and upgrading the standards of vocational qualifica-
tions and to preparing the young generation for work in modern industry. If imple-
mented successfully, it will provide the country with a wealth of qualified manpower,
trained in modern technologies.

Among the positive aspects of the apprenticeship system, the following are
especially noteworthy:

® it can be introduced quickly throughout the country and can be operated on a
large scale;

®  the costs are moderate because the Government finances only the element of
theoretical education while enterprises carry out the technical training;
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B it acts as a model for responsibility-sharing among Government, corporate bod-
ies and the private sector;

® it enhances the social level of crafts and small enterprises.

The extension in compulsory basic education, desirable to improve appren-
tices’ general knowledge, will not cause organizational complications.

At present this project is at an early stage of implementation. Most craft
shops and small enterprises do not have the modern technical equipment for ade-
quate practical training. In most cases “supra-company training units” have to be
established for this purpose. Three parties will need to cooperate: workshops and
enterprises for practical work experience; supra-enterprise training units for techni-
cal training; and government-employed teachers for theoretical subjects.

Establishing and running such a vocational training system on a national
scale forms a major challenge for both the Government and the private sector.

The basic responsibility for running supra-enterprise training units rests with
the various trade chambers, associations and federations. They can also be organized
by other bodies such as societies or foundations. Prior to 1988, 40 training units had
been set up, enrolling 12,000 to 15,000 apprentices per year. Even if plans to increase
this number to 100,000 are realized, only a minority of an estimated 800,000 appren-
tices will be adequately served.

Enterprises and training centres lack qualified training instructors. In the
medium term, graduates from apprenticeship lycées, and vocational or technical
lycées, having obtained additional teacher training will form the resource base from
which trainers can be recruited. Craftsmen, after three years of vocational practice
and additional schooling, can obtain the licence of a trainer. In the meantime, train-
ing personnel for in-firm training will have to use crash courses.

Provision of capital for small enterprises

In addition to the promotion of vocational qualifications, there are other
essential fields of support for crafts and small enterprises. The unavailability of credit
is by far the greatest obstacle for expansion and diversification of this sector. The reg-
ular banking system frequently adds to the problem of regional imbalance instead of
reducing it, as it collects savings in the countryside and channels them to the core
regions where operating conditions are easier.

In the framework of economic assistance, funds financed by the donor coun-
try or by both countries are established for credits. Two forms can be distinguished:
regular credit funds, and credit guarantee funds.

Turkey and Germany have gained some experience in the management of
credit funds for SMEs, through the Programme for the Promotion of the Foundation
of Enterprises by Returning Migrants, and the Industrialization Fund.

Special attention should be given to a proposal from Turkish crafts and SME
organizations to create a credit guarantee fund. The fund would guarantee repay-
ment in the event of default on a debt. Thus the problem of a lack of physical collat-
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eral among SMEs, especially severe for new enterprises, is alleviated. The credits
themselves have to be procured from other sources.
Credit guarantee schemes are useful for a number of reasons:

® they permit the mobilization of larger volumes of credit than do regular credit
funds;

they strengthen the negotiating position of SMEs with commercial banks;
they consolidate the organizational network of SMEs;

they open access to other sources of credit;

they reduce dependence on government support and strengthen the vitality of
the private sector.

The activities of such schemes should include the guaranteeing of medium-
term credits to boost working capital. Although a national organization is necessary,
decentralized units would be required to check applications and supervise borrow-
ers’ performance, best conducted by experienced administrators in the regions.
Credit guarantee funds are a novelty for Turkey, and as such need an initial input of
technical and financial assistance. The potential social and economic mobilization
effects strongly suggest that this initiative should be supported.

Another constraint for SMEs and craft enterprises is the shortage of man-
agerial skills. Consultancy services, and accounting, marketing or organization
training courses could be offered to owners, linked with credit or credit guarantee
schemes.

6. Concluding remarks

A broadening of the resource base in terms of human and physical capital,
together with the strengthening of an enterprising, self-reliant middle class, form the
pillars of a successful development strategy. Decentralization and self-administration
deserve consideration. The participation of non-government institutions and of vol-
untary associations greatly enhances commitment, initiative and responsibility. A
prospering sector of small and medium-sized enterprises will substantially improve
the rate of self-sustained growth in Turkey.

The success of such a strategy depends critically on the macroeconomic
environment, as well as on political priorities. High, fluctuating levels of inflation,
high real interest rates and a restrictive demand situation have a significant negative
impact on the small-scale industrial sector. The budget allocations for education,
which have fallen disproportionately in recent years (see Bohmer, 1990), must be
adjusted upwards.

The industrial countries have to play their part as well. A crucial issue will be
the volumes of allocations. For the projects suggested above, a great deal of financial
assistance is needed in domestic currency to increase internal allocations. Assistance
for expenditure in foreign currency is not required. Besides increasing the volumes of
assistance and the share of grants, foreign exchange (and the domestic equivalents)
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of loans and grants could be used for different purposes. While the foreign exchange
serves to meet urgent import demand, the recipients have to pay in domestic cur-
rency which could be used in the various programmes. Put another way, the country’s
debt burden and budgetary constraints could be greatly relieved if the creditor coun-
tries would accept repayments of loans in Turkish currency and channel them into
the respective funds.

Assistance alone will not suffice to change the economic hierarchy of nations.
The industrial countries have to abstain from restrictive practices in world trade and
from setting the parameters of economic exchange according to their own interests.

Economic cooperation does not yet focus on the areas suggested in this
paper — but a certain experience can be drawn on. There exist a number of piiot pro-
grammes which can be evaluated as to feasibility and effectiveness. Commitment
from both sides might render emigration pressure obsolete within about two decades.
With such achievements Turkey would form a model of development for many coun-
tries in Eastern Europe and the Middle East which are looking for a new orientation
of their economic orders and policies.
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Annex

Funds for promotion of vocational training and apprenticeship

Financial sources of the Fund for the Development and Extension of Apprenticeship, Vocational
and Technical Training at the ministry of education:

®  an additional levy (one per cent to three per cent) on income and corporation tax;

m  alevy to be paid by those firms which do not meet their legal obligation to offer part-time
training to vocational school students;

®  contributions from chambers of industry and commerce, and from unions;
an allowance allocated in the annual ministerial budget.

Sources: OECD, 1989, p. 36; Lauterbach, 1986, pp. 127-131.

Financial sources of the Fund for the Promotion and Support of Vocational Training in Crafts and
Small Businesses:

8 the respective allocations in the budget of the Confederation;

| 25 per cent of revenues of institutions affiliated to the Confederation and run on a profit
basis;

® 25 per cent of the share which has to be paid from the “Fund of Promotion and Support to
the Confederation”;

® 25 per cent of the shares to be paid by institutions affiliated to the Confederation which do
not spend their educational budget in this field;

m  acontribution of the Fund established by Law No. 3308 (Fund for the Promotion and Sup-
port of Vocational Training in Crafts and Small Businesses);

m  the share (50 per cent) of vocational training levies not reimbursed from the Fund estab-
lished in Law No. 3308 to those craft shops and small businesses which perform vocational
training;

contributions from other funds;

revenues of this fund;

revenues for issuing certificates of apprenticeship and for printing materials of all kinds;

other revenues of any kind, and donations.

Source: Law No. 3741 (1991) on Crafts and Small Businesses, amended paragraph 18, (from an unofficial Ger-
man translation).
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Epilogue
Reducing emigration pressure:
What role can foreign aid play?

PL. Martin

Some 80 million to 100 million immigrants, refugees or asylum-seekers and
migrant workers are outside their country of citizenship. If assembled in one nation,
they would be thc world’s tenth largest country. Despite generally closed or closing
doors to the rich industrial nations that many of these migrants want to enter, their
number is increasing by 2 per cent to 3 per cent annually, making this “nation of
migrants” one of the world’s fastest growing nations.

Much of today’s migration is unwanted by the migrants as well as by the
countries they seek to enter. Refugees are driven from their homes by persecution,
and many economically motivated migrants would remain at home if they could find
jobs there. About half the world’s migrants are in industrialized nations, and these
nations have been grappling with the difficult trade-offs involved in tightening their
immigration controls and preserving open doors for humanitarian or needed econ-
omic migrants while, on the other hand, accelerating the development of conditions
in emigration countries that do not force or encourage people there to leave.

There are many ways in which industrialized countries could induce
migrants to stay at home, ranging from the draconian - such as using military forces
to police borders - to financial encouragement. But force and financial incentives are
not long-term solutions to unwanted migration: durable solutions require political
freedom and economic growth in emigration nations. Achieving freedom and growth
was not easy for today’s rich industrialized nations, and it is a daunting challenge for
the developing nations from which most migrants come.

The industrialized nations interact with developing nations in a variety of
ways. Most nations belong to the international organizations that establish rules for
promoting trade and investment, protecting the environment, and avoiding domestic
and international conflicts. Industrialized nations also have bilateral and multilateral
arrangements with developing nations, some of which condition economic assistance
or trade preferences on policies of the developing nation that range from economics
to human rights.

The papers in this volume focus on the promises and pitfalls of using Official
Development Assistance (ODA) to reduce emigration pressures. ODA is one of the
four primary means through which industrialized countries individually and collec-
tively influence economic and political developments in emigration countries. Gov-
ernments can influence the volume and type of frade between emigration and immi-
gration nations, and thus indirectly affect the level of economic activity, jobs and
wages, and emigration pressures in developing nations. Democratic governments can
encourage foreign direct investment in emigration nations, so that the jobs created by
such investments reduce the incentive to emigrate for economic reasons. Industrial-
ized country governments can also directly and indirectly affect political freedom in
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emigration nations, with instruments that range from military intervention to moral
suasion. But only ODA is a universally recognized tool that is under the direct con-
trol of industrialized country governments and can theoretically be tailored to influ-
ence emigration pressures in other nations.

The premise of this book is that if aid-giving governments understood more
about how their aid influenced refugee and economic emigration, the volume, form,
and aims of their aid policies could be modified to achieve desired migration-reduc-
ing goals. For this reason, the contributors to the ILO-UNHCR meeting of May 1992
were asked to review the role that aid had played in the various countries and regions
which sent large numbers of economic migrants and political refugees across national
borders in the 1970s and 1980s. The contributors were then asked to consider the
level and type of aid that would be necessary to virtually eliminate economically and
politically motivated migration within a generation or two, perhaps by the year 2030.
This volume comprises a selection of the documents submitted in working paper
form in May 1992.

All authors assumed that the rich industrialized countries would continue
to provide financial grants, loans, and technical assistance to developing nations.
However, the contributors recognized that the world of the 1990s is quite different
from the previous era which spawned most of the literature on aid and develop-
ment. In particular, authors noted that, with the end of the Cold War, there would be
fewer refugee-producing conflicts sustained by superpower rivalry. This means that
there may be fewer refugees in areas where the East and West armed and funded
opposing local factions, such as in many African conflicts and in Central America,
but there may be more refugee-producing conflicts in areas that were previously
under the control of one of the two superpowers, such as the former Yugoslavia and
the former USSR.

Most aid is intended to accelerate economic growth and job creation, and to
fuel hope for the residents in developing nations that their lives will improve. The
willingness of the industrialized countries to provide foreign aid is declining, and
there is an apparent consensus that many past aid policies were not always altruistic
in economic terms. The authors in this volume endorse the general tendency to
change the focus of aid from funding needed for projects, to supporting growth poli-
cies. Instead of building a dam to provide poor farmers with irrigation water, donor
countries are beginning to realize that their aid will do more to accelerate stay-at-
home development if it is used to help a developing country to get its agricultural
policies right. Changing the focus of aid from projects and institution-building to
policy reform also encourages coordination among aid donors and imposes on them
a longer-run commitment to maintain policies that promote economic growth.

Can a reformed aid policy eliminate emigration pressures within one or two
generations ? The papers reach different conclusions. Most of the contributors who
focused on refugees recognized that humanitarian relief in the 1990s must expand
from the “two Rs” to “four Rs”: in addition to relief and resettlement, refugee poli-
cies must be expanded to reconstruct areas to encourage repatriation, and a new
emphasis must be placed on policies that can reduce the root causes of refugee-pro-
ducing conflicts. Aid is necessary for these additional tasks.
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The papers dealing with the role that aid can play to reduce economically
motivated emigration were more explicit about the need for larger sums, for econ-
omic policy reforms in recipient countries, and for donor countries to recognize that
their choice is not aid or trade but aid and trade. Perhaps the single most important
“aid” that industrialized countries can provide to emigration nations is to remain
open to their goods, which are often produced in labour-intensive or job-creating
ways. Contributors emphasized that industrialized countries are often hypocritical on
the aid and trade issue: they wonder why aid has so few effects, even as they restrict
imports of farm and textile products. The developing nations must share the blame:
in too many cases, aid has been a crutch that permitted them to maintain import-sub-
stitution economic strategies under which politically favoured monopolies produced
low-quality and expensive goods for the country.

Definitions

What is emigration pressure, and what does it mean to reduce emigration
pressure ? Schaeffer defined emigration pressure as the number or proportion of
people wishing to leave a country and stay in another during a given time period.!
Beginning from a situation in equilibrium, internal (marriage, etc.) or external (econ-
omic or political) changes in conditions can encourage migration. Schaeffer argues
that changes in external conditions are most likely to stimulate mass migrations.
Straubhaar distinguishes between migration potential and pressure, and emphasizes
that restrictions on immigration create migration pressure.’

Regardless of its precise definition, one can accept Béhning’s notion® that
emigration pressure refers to a situation where more people want to leave a country
than the countries that they wish to enter willingly accept. The determinants of
migration pressure are familiar ~ economic inequality and conflicts push migrants
out; jobs that pay relatively high wages, and safe havens pull migrants in; and com-
munication and network factors link migrants and destinations.

Reducing migration pressure entails affecting these push and pull factors, or
the network that motivates migration (or all these elements). Industrialized countries
do not want to reduce the pull factors of high wage jobs or safe havens; they want to
maintain peace and prosperity. Similarly, industrialized countries cannot overturn the
communications and transportation revolutions that make it easier for migrants to
learn about opportunities abroad, nor do these countries wish to abandon their tradi-
tion of permitting families to unify on their soil. This leaves reducing push forces as
the morally acceptable durable remedy for unwanted migration.

The focus of this book is on the role aid can play in reducing migration push
factors. The aid that industrialized countries provide to developing nations can take
many forms, from loans that require the recipient to buy donor country goods to “no
strings attached” gifts. Once received, aid funds can be spent according to the priori-

! Schaeffer, 1991, pp. 10-34.
2 Th. Straubhaar: “Migration pressure”, in Bohning, Schaeffer and Straubhaar, pp. 35-62.
3 W.R. Bohning: “International aid as a means to reduce the need for emigration™, ibid., p. 4.
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ties of the recipient, the donor, or both. Aid funds can be dispersed throughout the
country, or concentrated in one area or on one group in order to achieve a narrow
goal, such as satisfying basic human needs or minimizing emigration pressures.

There is a vast literature on aid and development, but relatively little has
been written on the relationship between aid and migration. The contributions in this
volume help to begin to fill this void.

Aid and refugees

ODA and the international refugee regime was a product of the Cold War.
ODA was meant to keep developing nations aligned with the capitalist West or the
communist East. The refugee regime adopted in 1950 envisioned temporary asylum
for those fleeing political persecution, and then resettlement in a third country.

Aid and refugee policies have changed. With the collapse of communism,
aid is no longer used to carry political favours. The refugee regime has also changed.
New conflicts produced refugees where there had been none before, as in the former
Yugoslavia, former USSR, and Eastern Europe; the large numbers of refugees made
traditional responses obsolete, as in south-east Asia and Afghanistan; and multilat-
eral efforts were made to prevent persons from becoming refugees in Iraq, Africa
and Central America.

How can ODA reduce the number of refugees, or prevent their formation,
in the 1990s ? The conclusion of most authors is that conflict and refugees will con-
tinue to be prominent features of the 1990s.

Suhrke* notes that the social conflicts which produce refugees arise in both
the formation of nation states and during the resolution of conflicts within them. The
conventional wisdom is that instead of generating refugees by creating new nation
states, existing national borders should be respected, but the international commu-
nity should work cooperatively with nations in which there are social conflicts to pre-
vent refugee movements.

It is not clear how this conventional wisdom can be implemented universally,
nor is it clear how aid can be used to resolve internal social conflicts. The main con-
clusions of those who study conflict as a cause of refugees are that aid during the Cold
War often intensified and prolonged conflicts, thus increasing refugee flows. The end
of the Cold War thus requires a new refugee regime.

The refugee regime established in the 1951 Geneva Convention empha-
sized the “two Rs” response: relief and resertlement. Relief meant that persons flee-
ing political persecution needed a temporary safe haven, and resettlement was a
recognition that those fleeing, for example, communist regimes would be unlikely to
return. The end of the Cold War requires an expansion to the “four Rs”: the refugee
regime must also deal with repatriation and root causes. In order to encourage vol-
untary repatriation after conflicts end, there must be reconstruction assistance;
peace must be accompanied by development assistance to encourage the repatria-
tion of refugees.

4 Zolberg, Suhrke and Aguayo, 1989.
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Preventing refugees is preferable to relief, resettlement, and repatriation.
But how can aid reduce the root causes of the conflicts that generate refugees?
Suhrke argues that the social conflicts that produce refugees cannot be extirpated.
She distinguishes two types of refugee-producing conflicts: state formation (e.g.
Bangladesh) and internal struggles (e.g. peasant revolts in Central America).

According to Suhrke, “good aid” can at best help to stabilize democratic
regimes, but aid cannot, and should not, try to eliminate all refugee-producing con-
flict, since such conflict seems inevitable in desirable social change. Thus, industrial-
ized countries must remain open to be safe havens for refugees.

Instead of developing general policies for general refugee problems, coun-
tries can (and do) develop specific policies [or specific groups. Some Western Euro-
pean governments have sorted potential migrants from Eastern Europe and the for-
mer USSR into various groups, and then adopted policies for each group. For
example, Germany hopes to encourage diaspora ethnic Germans in the former
USSR to stay there by offering development and other assistance to them in their
current “homeland” areas. To discourage the migration of Gypsies, attempts are
being made to reduce discrimination and accelerate development where they now
are. While developing a taxonomy of the various actual and potential migrant
groups, and describing policies that have been or are being tried to keep them at
home, Blaschke notes that there are as yet few general and few specific development
policies that have been seen to reduce the emigration of specific groups.

Zolberg and Callamard argue that the coexistence of refugees and large
infusions of aid in the Horn of Africa are the result of an attempt to create a modern
state in a very poor and ethnically diverse region where the superpowers jockeyed for
position. Ethiopia, Somalia, and Sudan received substantial development assistance
- about 16 per cent of Ethiopia’s GDP was ODA in the late 1980s, as was almost half
of Somalia’s GDP and 10 per cent of Sudan’s GDP. In addition, all three countries
received emergency food, refugee, and military assistance.

This outpouring of aid failed to eliminate or reduce significantly the root
causes of refugees. There are several competing explanations: local recipients were
not involved, or only local élites were involved; aid given to national governments
was sometimes used to reinforce the non-democratic regimes that produce refugees;
and even massive assistance could not undo the biases against developing nations in
the international economic order.

Zolberg and Callamard propose reforms in the local, national and inter-
national organizations that receive and disperse aid, not in aid flows or their pur-
poses. For example, they advocate determining, in a democratic process, whether
local communities wish to be helped when the intention is to move them to a more
promising location. At the national level, majority national governments should
be encouraged to respect minority rights, especially if they have centralized and
powerful government apparatus. At the international level, there should be a
reconsideration of the doctrine that national borders are inviolate and, when UN
agencies go into the field, they should have the power to deal comprehensively
with problems there.
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Aid and economic migration

Industrialized nations have been trying to accelerate economic growth in
developing nations since the end of the Second World War. There are three primary
means through which industrialized countries can modify their policies to accelerate
economic growth and thus reduce emigration pressures. First, industrialized coun-
tries can permit the products produced in emigration countries to enter on a prefer-
ential basis; trade theory and common sense suggest that if it is made easier to export
Mexican tomatoes, then fewer Mexican tomato pickers will seek jobs in a tomato-
growing country such as the United States. Second, industrialized countries can
encourage private and pubic investment in emigration countries. These developing
economies typically have plenty of labour and not enough capital, so that promoting
investment can lead to faster job and wage growth. Third, industrialized countries
can provide aid to spur stay-at-home development.

The papers in this volume agree that massive amounts of aid would be
needed to achieve the economic growth necessary to keep economically motivated
migrants at home. In the case of Central America, it is estimated that aid would have
to be almost US$ 100 per person per year alive today for the next 20 or 30 years to
eliminate economic incentives to emigrate.

It is very difficult to determine how much aid would be needed to reduce
economically motivated East-to-West migration in Europe. Per capita income differ-
ences today range from 20 to 1 (the Swiss to Albanian ratio), but are more typically in
the 10-15 to 1 range. If Western Europe were to grow by just 2 per cent annually, and
Eastern Europe by 5 per cent annually, the per capita income gap might be closed to
3-4to 1 by 2020.

What level and type of aid would be needed to keep Eastern Europe grow-
ing 3 per cent faster than Western Europe over 30 years ? Molle et al. believe that $20
billion to $40 billion annually would be needed to achieve such fast growth in East-
ern Europe, and that this aid should be used to increase the capacity of these coun-
tries to produce goods for export markets.

There are various types of East to West migrants, ranging from privileged
citizens returning to their homelands to asylum-seekers to legal and illegal workers,
yet they play remarkably similar roles in Western European labour markets — most
tend to be “gap fillers” in often lower-wage, seasonal, and low-status construction,
agricultural and services jobs.> As with guest workers in the 1960s, it appears that few
of these migrants are acquiring the skills necessary to accelerate development at
home, and the remittances they send home tend to be spent on current consumption
and housing rather than investment in factories.

Even if the legal and illegal employment of Eastern Europeans in Western
Europe generates fewer real development benefits than are sometimes imagined,
Molle et al. argue that emigration pressures are likely to rise during the next two
decades. Unemployment in Poland, for example, increased by almost 20 times to 2
million between 1989 and 1991, and the Polish unemployment rate was projected to

3 For the notion of gap fillers, see Bohning, 1991, pp. 445-458.
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rise to 3.5 million, or almost 20 per cent of the labour force, 12 months later. The
prognosis is for more unemployment and thus more reasons to emigrate — factories
continue to shed workers and, in single-industry areas, there is no alternative but to
move; agricultural restructuring will displace older workers who are not entitled to
unemployment benefits; and government deficits will make it hard to employ newly
graduated teachers, nurses and people with similar skills.

Will the workers who want to leave Eastern Europe find jobs in Western
Europe ? There are relatively few opportunities to work legally, but a growing num-
ber of employers and labour intermediaries are willing to assemble crews of illegal
workers. In this manner, young Eastern Europeans are being absorbed into the
underground economies of agriculture, construction, and some manufacturing and
services. Molle et al. speculate that 2 million Poles might emigrate in the 1990s, includ-
ing 1.4 million to Western Europe. Most of them will presumably seek jobs there.

What can be done ? The authors argue that only Poles can transform Poland
into a country that keeps potential migrants at home. Foreign aid can be used, for
example, to launch needed infrastructure projects that can temporarily employ the
unemployed, but only the Polish Government can reduce generous unemployment
benefits, discourage labour hoarding in state-owned factories, and let the labour mar-
ket function.

Weintraub and Diaz-Briquets note that the Central American economies
experienced rapid economic growth during the 1960s (GDP increased at a 5 per cent
to 6 per cent average annual rate), uneven but generally rapid growth in the 1970s,
and slow or negative growth during the 1980s. During the 1980s, foreign aid poured
into the region, and refugees poured out, suggesting an inverse relationship between
aid and emigration.

Aid flowed into Central America during the 1980s as the superpowers sup-
ported opposing sides in Nicaragua and El Salvador. Conflicts in the region were
rooted in slow growth and economic inequality, which the fighting and aid aggra-
vated. The trickle of economic migrants and political refugees from the region to the
United States and Mexico widened as networks with anchor families in the United
States became established, and as United States decisions allowed some Central
Americans to stay.

The five Central American countries in 1990 had a population of 27 million,
a labour force of 9 million, and a weighted per capita GDP of $1,000. Population
momentum is expected to give the region a population of almost 60 million by 2025,
and a labour force of 25 million. How can aid create 350,000 to 550,000 jobs per year,
and close the roughly 20 to 1 per capita GDP gap between the United States and the
Central American economies? Weintraub and Diaz-Briquets estimate that if a
$20,000 investment is needed to create each new job in Central America, then $2 bil-
lion per year in aid would be necessary to prevent unemployment and underemploy-
ment rates from worsening; today they are in the 30 per cent range. Since the region
received $ 1.6 billion in aid in the mid-1980s and $ 1.3 billion in 1989, such an increase
in aid might seem feasible. But the authors warn that the end of the Cold War has
reduced the interest of the major donor — the United States — in the region, and they
caution that it may be difficult to persuade the United States to increase aid to the
region to reduce emigration pressures.
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The lessons from Central America are sobering. Economic policies that
seemed to work during the 1960s began to fail in the 1970s, when problems such as
inequality inherent in that style of growth became apparent. Aid flowed to the region
in response to conflict, almost reaching levels that, it is now estimated, might be suffi-
cient to accelerate economic growth to reduce emigration pressures. However, the
aid flowing to the region included military assistance, and the economic aid that
accompanied it rarely produced “take-off” development in the conflict-ridden
region. Now that peace would permit aid to stimulate economic development, inter-
est in aid flows, and the flows themselves, to the region have declined.

The Tunisian case illustrates the truism that the nature of economic growth
affects migration. In Tunisia’s case, a capital-intensive import-substitution develop-
ment model created neither enough manufactured goods to export nor enough jobs.
Despite changes in its economic policies, there is still a gap between jobs created and
new workforce entrants: during the 1980s, there were an additional 53,000 workers
each year, but only 40,000 new jobs.

Until the mid-1970s, Tunisia exported workers to Europe. Tunisia hoped to
export workers to the Libyan Arab Jamahiriya and the Gulf, but its workers found rela-
tively few jobs there. Throughout the 1980s, there was a net return migration to Tunisia.

Bel Hadj Amor states that Tunisia now faces a development dilemma. It
needs foreign capital, but it is considered too rich to receive large amounts of conces-
sional aid. Loans, however, add to the country’s debt and interest burdens. Tunisia
plans to create slightly more than the 50,000 new jobs needed annually to employ
additional workers, largely in textile manufacturing and tourism services. However,
at a cost in investment of $ 50,000 per new job created, Tunisia must have foreign cap-
ital. Bel Hadj Amor argues that the international community should write off some of
Tunisia’s external debt, so that foreign investors would be more inclined to invest in
Tunisia. According to the author, Tunisia could obtain the external help it needs
through a new regional bank for Northern Africa that would channe! additional for-
eign aid to the country in a way that encourages such capital inflows.

Ranis argues that aid can be used in ways that increase emigration pressures.
The Philippines, he observes, traditionally received the highest per capita levels of
aid in Asia, but geopolitical and historical factors prevented donors from forcing the
Philippines to adopt what the author regards as the sound macro- and microeco-
nomic policies necessary for stay-at-home development. Ranis argues that aid helped
to cause the Philippines to miss out on the revolution in economic growth that pro-
duced the first generation of “Asian Tigers” — Taiwan (China), the Republic of
Korea, Hong Kong, and Singapore — and aid may leave the Philippines further
behind such second stage “ Tigers” as Thailand and Malaysia.

The Philippines had a segmented dual economy at independence in 1946.
The agricultural sector had two distinct subsectors: the farming of cash export crops
such as bananas and sugar, and (often) subsistence farming of food crops such as rice
and beans. There was also an urban economy, dominated by capital-intensive manu-
facturing and a large informal services sector. According to Ranis, the agricultural
sector provides neither enough jobs, food, nor export earnings. As a result, rural
people migrate to the cities where, by one estimate, one-third of the labour force is in
the informal economy. However, this growing unemployment and underemployment
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was disguised during the 1960s and 1970s by capital inflows, aid, and other factors
which also cloaked rising income inequality and increased poverty.

As in many other countries, aid donors and international organizations in
the 1970s began to press aid recipients to adopt macroeconomic policies that fostered
non-inflationary growth and microeconomic policies that fostered competition. Ranis
argues that if the Philippines had been forced to adopt such policies, economic
growth could have accelerated, and emigration pressures would have been reduced.
But the United States, the provider of three-quarters of the Philippines’ $2 billion
annual aid package, did not want to push too hard to force the country to adopt
painful economic policies when the primary purpose of the aid was to secure conces-
sions on military bases. Ranis faults the Philippine Government for not adopting
economic policies that lead to long-term economic growth, and aid donors for not
requiring the Philippines to take such steps.

If the Philippines were to adopt promising economic policies, Ranis believes
that emigration pressures would eventually decrease as economic growth accelerates.
He notes that the ability to emigrate often rises over time, so that the only way to
avoid increased emigration is to reduce the desire to emigrate. The desire to emigrate
fell as the economies of the “Asian Tigers” boomed, while emigration pressures rose
in the floundering Philippines.

Schiller reviews Turkey’s economic and emigration record and concludes
that aid could help to reduce emigration pressures there. Turkey followed many
other developing nations down the import-substitution road during the 1960s and
1970s, and this strategy seemed to produce rapid growth. However, as in Tunisia and
the Philippines, rapid increases in manufacturing output and GDP masked Turkey’s
failure to create enough jobs. As wage gaps between the protected manufacturing
sector and rural areas widened, the stage was set for rural-urban migration. When
there was an opportunity to migrate abroad, many of these previously internal
migrants became migrant workers in Western Europe.

Turkey changed to an export-oriented economic policy in 1980. This too pro-
duced a decade of rapid economic growth, but also high inflation, falling real wages,
and once again not enough jobs. Schiller explains that Turkey has very low labour force
participation rates, especially for urban women. The 1990 labour force of 20 million in a
population of 58 million suggests that only one-third of the population is in the labour
force, compared with 50 per cent in most industrialized countries (the United States,
for example, has a population of 250 million and a labour force of 125 million). How-
ever, even the figure of one-third is deceptive in Turkey, because virtually all adults in
rural areas are assumed to be self-employed farmers. As a result, rural areas have
about 40 per cent of Turkey’s population, but 60 per cent of Turkey’s labour force.

What is the emigration pressure in a country in which a low percentage of
the population is in the labour force ? As Schiller explains, official measures of unem-
ployment and underemployment vastly understate the number of workers who
would be available for good jobs if they were available. Furthermore, joblessness is
most severe for the young people most likely to emigrate. It is for these reasons that
the author concludes that Turkey’s adoption of the “correct” export-oriented econ-
omic strategy, which accelerated economic growth, nevertheless did little to reduce
emigration pressures.
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Like the Philippines, Egypt, and several other emigration nations, Turkey
used its location to extract high levels of aid from industrialized countries during the
Cold War. Most of Turkey’s aid in recent years has come in the form of World Bank
loans, which Turkey must repay in the same foreign currency (dollars and deutsche
marks) in which the funds arrived. Turkey had a foreign debt of $49 billion in mid-
1991, which required $ 3 billion in foreign currency earnings to service. Germany and
the EC provide additional assistance to Turkey, usually in the form of grants.

Turkey may be unique in the level of technical assistance it receives, espe-
cially from Germany. Technical assistance has a cost that is just 5 per cent of the cost
of German financial assistance to Turkey, but its effects may be longer-lasting.
Among the many projects undertaken in the form of technical assistance, two stand
out. Germany is helping Turkey to introduce its dual apprenticeship training system,
which involves classroom learning as well as paid work and training in a workplace.
Germany is also providing credit and training for returning Turkish migrant workers
who wish to start businesses in Turkey.

Schiller concludes that jobs are the answer to emigration pressure in Turkey.
His sector-by-sector review of the options for job creation suggests that there are
opportunities in agriculture, tourism, and manufacturing, especially if efforts are
made to support enterprises that employ fewer than 25 workers and that can provide
or benefit from vocational training. However, small enterprises did not fare particu-
larly well in Turkey during the export-oriented 1980s. Even though 90 per cent of the
almost 200,000 manufacturing operations in the country in 1985 had less than 25
employees, they contributed just 5 per cent of all investment and 15 per cent of man-
ufacturing output.

Can the smallest manufacturing firms (nine or fewer workers) raise their
wages and productivity in a manner that reduces emigration pressure? They
employed over one-third of the 1.5 million manufacturing employees in the mid-
1980s, but they paid far lower wages and had much lower labour productivity than
larger firms. Since small firms are most likely to be started by returning migrants, and
to employ the young people most likely to emigrate, what can be done to improve
their ability to create jobs that keep potential migrants in Turkey? Small firms risk
becoming vulnerable subcontractors to larger firms in Turkey’s segmented economy
and labour market, a trend that Schiller would like to see reversed so that those
employed in small firms can grow with the firm rather that treat the job there as a
possible bridge to a job elsewhere in Turkey or abroad. However, until Turkey can
more readily make credit available to small firms and end their vulnerable status as
buffers for larger firms, the author believes that it will be difficult to make the small
firms that easily create additional jobs long-term anchors for potential migrants.

Schiller hopes that the 1991 revisions to Turkey’s vocational training system
can increase the number of trained workers and thus accelerate economic growth.
Under the law, non-governmental bodies are responsible for administering the train-
ing system, which is to be financed by the requirement that 20 per cent of each firm’s
gross revenues are to be spent on vocational training. These vocational training
reforms are being combined with an extension of compulsory schooling from five to
eight years, but Schiller notes that, in the mid-1980s, there were training slots for
fewer than 10 per cent of the young people who may have wanted to be trained.
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A plan for action

How can these lessons and experiences be translated into action? The
Canadian International Development Agency (CIDA) is a bilateral assistance orga-
nization which recognizes that, in a world of fewer resources, there is a need to coor-
dinate aid better, to target aid efforts in a way that produces demonstrable results,
and to make the long-term commitment necessary to permit aid to achieve its goals.
CIDA is one of the first national development agencies to try to bring together its
short-term-oriented refugee relief programmes with long-term-oriented develop-
ment aid. Although CIDA may be blazing the trail by reorganizing its assistance
efforts, the results are not yet known.®

The UNHCR and the ILO have also begun to implement these recommen-
dations. The UNHCR recognizes that attitudes towards refugees are changing, and
that new governmental actors and NGOs must be involved in seeking durable solu-
tions to refugee problems. The UNHCR has evolved from an agency that provided
mainly humanitarian assistance to refugees after they were displaced into a more
complex action agency that is cognizant of the fact that humanitarian relief cannot be
separated from political initiatives to resolve the conflicts that produce refugees.

UNHCR also wants to take the lead in finding policies that prevent
unwanted migration. As is well known, the establishment by the international com-
munity of safe havens for potential refugees inside Iraq set one precedent for pre-
venting refugees from flowing across borders. UNHCR also recognizes that ODA
can be used in a manner that encourages repatriation and reintegration — it is one
thing to stop the conflict that produced refugees, and another to make the areas from
which the refugees fled, economically attractive to those who return.

The ILO has embarked on an initiative in North African emigration coun-
tries designed to concentrate the ODA that is aimed at them on more rapid employ-
ment creation. Instead of donors unilaterally selecting the projects to be supported,
the donor and recipient countries are jointly to determine how ODA will be used in
the Maghreb countries to reduce the economic incentive to emigrate. Including the
emigration factor in the assistance equation helps donor countries to comprehend
some hard facts. For example, if the training provided by ODA is most useful in the
donor country, or the product produced with OD A cannot be sold in the donor coun-
try, then the donor country’s ODA may be increasing rather than reducing emigra-
tion pressures.

6 Brem and Rawkins, 1992.
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The view from 2030

If the recommendations made here — expansion of the refugee regime from
“two Rs” to “four Rs”, and use of increased development aid to make economic
policies right in both immigration and emigration countries — were adopted, what
types of migration pressure would probably exist in two generations from now ?

The refugee specialists are unanimous in their conviction that there will
continue to be refugees in need of help. The reasons for conflicts that generate
refugees may change, but these commentators do not foresee a world without
refugees. However, there may be fewer refugees if the world pays more attention
to extirpating the root causes of conflict that generate them, and it may be easier
to repatriate refugees if homes devastated by conflict are reconstructed with inter-
national assistance.

The economic development specialists are both more optimistic and more
pessimistic. They are more optimistic in the sense that there are economic develop-
ment scenarios that produce the growth needed to keep migrants at home — it has
been done in southern Europe and east Asia, and aid can accelerate the process.
However, the economists are pessimistic that such a development process will in
fact be launched in the 1990s. There are many obstacles: not enough industrialized
country aid; the aid available dispersed over too many areas or projects; or the aid
makes it unnecessary for the recipient country to modify economic policies that
slow down growth.

Reducing economically and politically motivated migration pressures will
take money — large amounts of it. Compassion-fatigued publics in the industrialized
countries have generally been more willing to provide short-term refugee relief than
the longer-term assistance necessary to deal with the root causes of emigration.
Making the case for more aid will not be easy. For example, if the argument for more
aid is made by saying that, without aid, immigrants will arrive, the aid meant to curb
illegal entries might also become an argument to close the legal door to immigrants.

The industrialized world appears to be breaking into three trading blocs,
each of which has a different policy towards the aid and migration dilemma. In the
EC, the policy seems to be aid not trade, or, in more memorable words, Polish work-
ers seem to be preferred to Polish pork. In North America, the policy seems to be
trade, not aid. The United States has historically granted little aid to Mexico, and it
hopes to use NAFTA as a means eventually to reduce emigration pressures from
there. In Asia, the policy has been investment, not aid or trade. Japan has tradition-
ally moved labour-intensive operations overseas rather than import migrant workers,
but it may have reached the limits of this strategy.

Observers in the year 2030 may note the recommendations made in the
early 1990s for more aid as a means to reduce emigration pressure. They may also
note that the industrialized countries seemed to look inward as economic growth
slowed, and to focus on migration pressures only in their own backyards. As a result,
as migration pressures rose, industrialized countries were forced to take ever more
draconian steps to reduce unwanted entries. The world can avoid this fate if it is bold
enough to act today.
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