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Background and ContextBackground and Context
•• Capacity building remains a major challenge forCapacity building remains a major challenge for

many developing countriesmany developing countries

ØTechnical assistance process involving transfer of
knowledge from north to south (Berg, 1993)
Ø Development aid remains highly uncoordinated

and fragmented (Dethier, 2008)

§§ Governments in developing countries have adopted aGovernments in developing countries have adopted a
wide range of reforms often with the advice ofwide range of reforms often with the advice of
multilateral institutions without adequate capacity tomultilateral institutions without adequate capacity to
implement these programs (World Bank, 2005)implement these programs (World Bank, 2005)

§§ Solutions imposed unilaterally from donor agenciesSolutions imposed unilaterally from donor agencies
cannot addresscannot address ‘‘ownershipownership’’of country programsof country programs



Background and ContextBackground and Context —— contdcontd’’

•• Capacity building is anCapacity building is an ““endogenous processendogenous process””,,
strongly led from within a country, with donorsstrongly led from within a country, with donors
playing only a supportive role (OECD, 2006)playing only a supportive role (OECD, 2006)

ØØ Involves much more than enhancing skills andInvolves much more than enhancing skills and
knowledgeknowledge

ØØ Incentives, organizational effectiveness, and governanceIncentives, organizational effectiveness, and governance
remain importantremain important



Aid Effectiveness and Country Capacity building

• While more attention is paid to how foreign aid affects
economic growth, less attention is paid to the issue of
negative consequences of country capacity

• Technical assistance has been largely donor driven,
with little room for local agencies to choose and
design projects and programs

• Knowledge sharing is virtually absent in aid agencies
and countries

• In regard to ownership and participation, serious
reforms are necessary to address the disparity in
capacity between donors and recipient country



Main Questions

• What is the optimal level of country capacity required
to achieve economic growth targets?

• What sort of conceptual approaches allows us to
understand the relationship between country capacity
and economic growth?

• Under what conditions donor intervention improves
or displaces country capacity?



What do we mean by Capacity Building?

A process involving human resource development,A process involving human resource development,
creation of new forms of organizations and institutions,creation of new forms of organizations and institutions,
building Innovative networks, and integrating countrybuilding Innovative networks, and integrating country
ownership that improves theownership that improves the efficiencyefficiency ofof learninglearning
activitiesactivities

ØØEfficiency depends on the economic and politicalEfficiency depends on the economic and political
systems, social infrastructure and institutionssystems, social infrastructure and institutions
ØØ Technical, organizational, institutional and policyTechnical, organizational, institutional and policy

learninglearning



Conceptual FrameworkConceptual Framework

Capacity Strengthening

Restructuring
value systems

Organizational
restructuring

Human
resource
development

Institutional
capacity
development

External
interventions

Learning/
knowledge

Policy
processes/
Program
development

Economic
growth



The ModelThe Model
•• Two sectorsTwo sectors —— Goods sector and a R&D sectorGoods sector and a R&D sector

•• Four factors of productionFour factors of production —— Capital, labor, humanCapital, labor, human
capital and capacity resourcescapital and capacity resources

•• Technology is nonTechnology is non--rival and so the entire level ofrival and so the entire level of
technology is used in both sectorstechnology is used in both sectors

•• Generalized CobbGeneralized Cobb-- Douglas technology withDouglas technology with
increasing returns for the R&D sectorincreasing returns for the R&D sector

•• One donor and one recipientOne donor and one recipient



The ModelThe Model —— contdcontd’’

§§ Savings rate is exogenous and constantSavings rate is exogenous and constant

§§ Population growth and human capital growth is alsoPopulation growth and human capital growth is also
constant and exogenousconstant and exogenous

§§ Equation of motion of capacityEquation of motion of capacity
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SteadySteady--State ConditionsState Conditions

§§ For the steady state capacity to maintain or grow overFor the steady state capacity to maintain or grow over
time, there exists atime, there exists a ** satisfyingsatisfying (2(2-- ) >) > ,, suchsuch thatthat
ifif >> *,*, anan economyeconomy’’ss capacitycapacity declinesdeclines affectingaffecting
thethe steadysteady--statestate raterate ofof growthgrowth

§§ For the existence of a steadyFor the existence of a steady--state solution, thestate solution, the
critical values ofcritical values of andand mustmust satisfysatisfy thethe followingfollowing
conditioncondition
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Policy Exercises

1. Increase in the rate of learning in an economy

§ Results in larger human capital stock
§ Even if the share of human capital in the R&D sector

remains unchanged, the increase in the stock leads to
an increase in growth rate of technology

§ Larger growth in human capital results in increasing
the amounts of resources used in the goods
producing sector leads to higher capital stock

Consequence: Increase in long-run capacity,
technology, capital stock and output



Policy Exercises — contd’

2. Doubling capacity resources when elasticity of output2. Doubling capacity resources when elasticity of output
w.r.tw.r.t. capacity is low. capacity is low

§§ Greater human and physical capital accumulationGreater human and physical capital accumulation

§§ Greater technology absorption, with resources beingGreater technology absorption, with resources being
used efficiently in the goods producing sectorused efficiently in the goods producing sector

Consequence: Significant increase in the longConsequence: Significant increase in the long--runrun
capacity, technology and outputcapacity, technology and output



Policy Exercises — contd’

3. Doubling Capacity resources when elasticity of3. Doubling Capacity resources when elasticity of
outputoutput w.r.tw.r.t to capacity is highto capacity is high

§§ Decline in human capital stockDecline in human capital stock —— individuals movingindividuals moving
into donor funded projectsinto donor funded projects

§§ Decline in technology accumulationDecline in technology accumulation —— donors candonors can
have multiple agenda without due consideration tohave multiple agenda without due consideration to
the requirements of the recipient countrythe requirements of the recipient country

Consequence: The economy never reaches a newConsequence: The economy never reaches a new
steady state possibly due to diminishing returns to aidsteady state possibly due to diminishing returns to aid



Programmatic Implications for Donor AgenciesProgrammatic Implications for Donor Agencies

§§ Development aid should be conditional on a countryDevelopment aid should be conditional on a country’’ss
level of capacitylevel of capacity —— EstimateEstimate ** forfor eacheach countrycountry

§§ AnAn SS--modelmodel ofof aidaid effectivenesseffectiveness isis appropriateappropriate ——
both country ownership and need should determineboth country ownership and need should determine
the level of development aid (the level of development aid (AbegazAbegaz, 2005), 2005)



Conclusions

• In the steady-state, growth rate of capacity is strongly
dependent on the learning parameter, the elasticity of
output w.r.t capacity resources, and how the
resources are utilized by the recipient country with
the help of donor funds

• Increasing learning capabilities improve human
capital stock and unambiguously increase the rate of
growth of output, technology and capital stock

• Donor’s intervention is most desirable when elasticity
of output w.r.t. country’s capacity resources is low

• Donor’s intervention crowds out recipient country of
projects and programs when the elasticity of output
w.r.t country’s capacity is even moderately high


