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The role of the state to support 

economic development 
• This lecture will study the nature of development 

projects based on a less frequently cited work of 

Albert O. Hirschman.  The course will review the 

main concepts and the normative approaches of 

public participation in economic development.  

• The analytical framework highlights the strict 

constraints and the potential risks of successful 

public interventions  on the one side and 

introduces the motivations and rational behind 

feasible public actions in this field. 

 



Literature 
Hirschman, Albert O. (1967) Development Projects 

Observed. Brookings Institution Press, Washington D.C. 

(details) 

Hoff , Karla and Stiglitz, Joseph E. (2001) Modern 

Economic Theory and Development. In  Meier , Gerald 

M, Stiglitz, Joseph E. Stiglitz (Eds). (2001) Frontiers of 

Development Economics: the future in perspective. The 

World Bank, Washington and Oxford University Press, 

New York 

Szepesi Balázs (2008) Political Economy of Public 

Development Activities. CEU – PhD Disertation – 

http://www.etd.ceu.hu/2008/pphszb01.pdf 

 



Albert O. Hirschman: 

Development Project Observed 



Introduction 
• The development project is a special kind of 

investment. The term connotes  

– purposefulness,  

– some minimum size,  

– a specific location,  

– the introduction of something qualitatively new, and 

– the expectation that a sequence of further development 

moves will be set in motion. 

• Sample of projects based on two criteria: projects had 

to have an extended history; as a group, they had to be 

well diversified (economically and geographically). 

• Observation concentrated on project behavior: nor 

histories of individual projects, nor detailed comparison of 

cost and benefit estimates with results, nor general 

propositions are in focus.  



Introduction (cont.) 
• Project behavior is rooted in structural 

characteristics (such as economic and technological 

attributes, organizational and administrative 

properties) and the interaction between them and the 

society.  This idea should make a two-fold contribution 

to our understanding.  

• First, it should go far in explaining and anticipating 

successes and failures of projects, systematic 

deviations of from pre-assigned paths, propensities 

toward specific difficulties, as well as opportunities for 

special payoffs. 

• Secondly, this view stresses the importance for 

development of what a country does and of what it 

becomes as a result of what it does, and thereby 

contests the primacy of what it is.    



The Principal of the Hiding Hand 
• Example: Karnaphuli pulp and paper mill and the unforeseeable 

problem of the bamboo: pure luck or some systematic 

association of such providentially offsetting errors can be 

expected?   

• The bamboo began to flower, crucial input disappeared. An 

organization was set up to collect bamboo in villages throughout 

East-Pakistan; research program was started to identify other fast-

growing species that can replace bamboo: at the end, they not 

only survived, but it lead to the diversification of the raw material 

base. 

• Each project is accompanied by two sets of partially or 

wholly offsetting potential developments: 1. a set of possible 

and unsuspected threats to its profitability and existence, and 2. 

a set of unsuspected remedial actions that can be taken should 

a threat become real. 



The common structure of the projects 

and the Hiding Hand  
1. If the project planners (including the WB) had known in advance all 

the difficulties and troubles that were lying in store of the project, they 

probably would never have  touched it, because a gloomy view would 

have been taken of the countries ability to overcome them. 

2. In some, though not all of these cases advanced knowledge of the 

difficulties would therefore have been unfortunate, for the difficulties and 

the ensuing search for solution set in motion a train of events that 

not only saved the project but often made it particularly valuable. 

• Creativity always come as a surprise to us: we would not consciously 

engage upon tasks whose success clearly requires it. Since we 

underestimate our creativity, it is desirable to underestimate the 

difficulties of the task we face too. Since we are on the trail here of 

some sort of invisible or hidden hand that beneficially hides them from us, 

we call it the Hidden Hand.   



Where does it occur? 
• HH is specially needed where the tradition of problem-

solving is weak and where invention and innovation 

have not yet been institutionalized or routinized. In 

developed countries less hiding of the uncertainiies and 

likely difficulties of a prospective task is required than in 

underdeveloped countries where confidence in creativity is 

lacking. 

• As a general phenomenon it may permit us to 

reinterpret history and human behavior. It suggests that 

mankind is really risk-averse. Up to a point, HH can help 

accelerate the rate at which mankind engages successfully 

in problem-solving. 

• It is intolerable to imagine that our more lofty achievements 

have come about stumbling instead of through careful 

planning or rational behavior. 

 



Where does it occur? (cont.) 
• Project derive a crucial advantage from being based on a 

technique that looks transferable even though it may not actually 

be nearly as copiable as it looks (industry vs. agriculture).  

• Perspective of time: it is necessary that the operators be 

thoroughly caught by the time the difficulties appear (having 

spent considerable time, money and energy). They will be 

strongly motivated to generate all the problem-solving energy 

of they are capable. It implies that difficulties should not appear 

too early. 

• In projects with longer gestation period and more permanent 

structures, similar difficulties tend to appear much later, and far 

more serious efforts are made to overcome them. 

• Short-gestation projects are facing the risk of the failure to throw 

good money after what looks bad, but could be turned into good.  

• Policy conclusion: projects whose potential difficulties are apt to 

appear at an early stage should be administered by agencies 

having a long-term commitment to the succes of the projects. 



Purveyors of the HH 

1. The pseudo-imitation technique: pretend that a project 

is nothing but a straightforward application of a well-

known technique that has been used successfully 

elsewhere. 

2. The pseudo-comprehensive-program technique: 

taking a recommendation covering a wide spectrum of 

things to do. It tends to give the policy makers and 

project planners the illusion that experts have already 

found all the answers to the problems and all that is 

needed is a faithful implementation of these multifarious 

recommendations. Excellent alibi for the experts: 

blaming the failure to follow their instructions instead of 

the shortcomings of their advices.  



Purveyors of the HH (cont.) 
• These two are complementary: the former makes 

projects appear less difficulty-ridden than they really are 

whereas the latter gives the project planners the illusion 

that they are in possession of far more insight into the 

projects’ difficulties than is as yet available.  

• The HH is a mechanism that makes the risk-averter 

take risks and in the process turns him into less risk-

averter. The recourse to the HH becomes less necessary 

as development proceeds, and one of the indirect benefits 

of the project is precisely that the willingness of the 

decision-maker to face uncertainty and difficulty is 

increased.  

• Entrepreneurs’ experience will be both worse (getting 

into unsuspected troubles) and better (getting 

unexpectedly out of it) than expected.  

 



Dangers and failures of the HH 
• The commitment to risk-taking behavior permits an 

acceleration of economic growth. HH is a transition 

mechanism and the shorter it is and the faster the learning is  the 

better. 

• As long as one needs this crutch in order to act, the probability 

of committing major errors is obviously higher than when he is 

able to differentiate between acceptable and non acceptable 

risks. 

• HH can easily be habit-forming rather than self-liquidating.  

• Undesirable side-effects: the pseudo-imitation tech will not 

permit a country to reap the full psychological benefit of the 

successful ventures. The pseudo-comprehensive-program tech 

even in case of success leave a sense of disappointment as 

some of the original objects will no longer be pursued. 

 



In a wider context, conclusion 
• When prospective difficulties stand clearly revealed and the 

actors are afflicted by the same lack of self-confidence, the 

prospective benefits will be overestimated. 

• The exaggeration of benefits can serve to ward off another, less 

visible, but real disaster: missed opportunity. 

• Kowalskis’ example of Fata Morgana and the caravan in the 

desert: the efforts of were worth the costs of suffering since it 

permitted survival; that effort would not have been forthcoming had 

there been no Fata Morgana, a serious overestimate of benefits. 

• Two situations in which overestimation of benefits can play a 

positive role: (1) when, because of inexperience of in problem-

solving, the actors have an exaggerated idea of costs of the 

action (2) when, because of inexperience with the actual processes 

of change, the actors are unable to visualize intermediate 

outcomes and limited advances. 



Uncertainties 
• HH does it work essentially through ignorance of 

ignorance, of uncertainties and of difficulties. 

Therefore we shall become aware of uncertainties that 

effect the project to avoid immoderate use of it. The 

incidence of the uncertain differs vastly in different 

projects. 

• When information about the likelihood of a possible future 

difficulty is not available, we could consider the project as 

difficulty-prone. If this possibility is known, uncertainty can 

still arise as the final outcome (overcoming difficulty or 

succumbing to it) can not be predicted.  

• If the difficulty is encountered and overcome, the benefits 

that accrue as a result are likely to be the higher, the 

greater were the odds against a favorable outcome. 

 



Varieties of uncertainties 

• Uncertainties fall into two categories: supply side and 

demand side uncertainties. All problems arising during 

construction belong to the former, whereas problems arising 

during operation can originate in either the supply or the 

demand side. 

1. Technology: uncertainty around the process itself by which 

outputs are to be produced from inputs (supply side). 

2. Human factor: problems of labor supply, staffing in general 

and intergroup relations, management problems or political 

interference (supply side). 

3. Financial uncertainty (supply side) 

4. Excess demand 

5. Becoming a white elephant: inadequate demand for its 

outputs 

 



1. Technology 
• Projects that require few local resources are 

particularly transferable and ”copiable” and therefore 

free from technological uncertainty (telecommunication, 

airlines, etc.). Uncertainty is at minimum as long as 

standard imported inputs are available. 

• Agriculture is most closely enmeshed with nature therefore 

these projects are full of tech uncertainty.  

• System-quality of the project: the extent to which many 

independent components have to be fitted together 

(coordination). 

• Uncertainty can effect the product itself: projects with 

exceedingly vague outputs invariably imply focusing on one 

or several subprojects, that often reflects a high degree of 

ignorance and uncertainty.  



2. Administration (supply) 
• Difficulties because of intergroup conflict has been built right 

into the project. For example running a large-scale or nationwide 

organizations in countries that are plural or poly-communal 

societies (Nigeria). 

• Problems when projects disturb the political, social or 

bureaucratic status quo. Projects whose activity is wholly new to 

the country or are spatially isolated are free of this hazard. There 

is a tendency at the moment of creation of a new agency to 

underestimate the ability of the offended old-time bureaucracy to 

counterattack the newcomer. 

• Aggressive actions originating outside and directed against 

project agency (political takeovers). The probability of such an 

occurrence depends on two factors: the attractiveness  of the 

project as a political and economical power base; technical 

complexity (the higher the better to defend) 



3. Finance 
• The possibility that the project stay uncompleted 

because the needed funds fail to become available. To 

a considerable extent, it’s a mere reflection of other 

problems. 

• It can also arise out of the economic, institutional and 

political environment; two factors: (1) the policy makers’ 

second thoughts which may cause them to withhold 

promised funds (2) inflation, which erodes the real value 

of appropriated funds; in a sense, it is a mechanism that 

makes it easy for decision makers to indulge in fickleness. 

The danger of being affected by these depends on how 

harmful it is to interrupt the project. 

• Fiscal uncertainty can lead to good performance while 

fiscal sinecure invites parasitism. 

 



4. Excess demand 
• Not an ordinary one which could be ended by an 

increase in price but problems that arises out of more 

insidious situations and results in social and political 

conflicts over project benefits. On the other hand, if the 

conflict is happily resolved, the project will have brought the 

additional benefit of lesson in conflict-solving. 

• A project may raise expectations that its services will be 

made available to a group that is not among its intended or 

even possible beneficiaries, and this group will then stake a 

claim for a share in the projects project’s output that cannot 

be granted.  

• These hopes must be frustrated: no wonder, then, that 

excess demand can cause serious conflict and 

sociopolitical damage.   

 



5. Inadequate demand 

• Inadequate demand impairs directly the financial 

position pr at least the prestige of the project; these 

dangers are therefore very much on the minds of project 

planners and operators.  

•  It occurs in very different forms and degrees; three basic 

situations:  

1. Existence of effective demand for the project’s output 

is known to predate it’s completion. Projects leading to 

import-substitution, those whose output will be exported 

and will add only a comparatively small amount to world 

supply; those producing goods and services in which 

backlog demands have already accumulated 

(infrastructural investments). 



5. Inadequate demand (cont.) 

2. Building ahead of demand: demand is known not to exist but 

is expected to be elicited gradually by the physical existence of 

the project and by its readiness to pour forth its outputs.  

3. Because of the current discredit of this strategy these projects 

are presented as though demand would arise more or less 

simultaneously with the availability of the new supply of goods 

and services. With a certain sort of rationale it is possible to 

rehabilitate certain types of temporary excess capacity or lags 

of demand behind the completion of projects. 

• Normal case: demand for the project’s capacity output arise at 

just about the time the newly built project is ready to yield it (as 

investment is made in anticipation of growth in demand).  

 



5. Inadequate demand (cont.) 

• The risk of a shortfall in demand depends on the accuracy of these 

expectations. Differentiating between sectors on the basis of the 

reliability of expectations.  

• Projects run least risk of being stuck with excess capacity 

when demand for their output is linked to the expected total 

growth experience of the country rather than to any regional, 

sectoral, or other narrower segment of the economy.  

• The risk is bigger the greater is the concentration of the 

project’s output on a few final consumer or on a few cells of the 

interindustry matrix (balanced growth or mutually supporting 

investment can solve the problem). 

• Problems: 1. third category, where demand for the project’s output 

is not neither reliable nor is it enforceable through coordinated 

investment („building ahead of demand); 2. latter mentioned 

techniques are rather risky    



Digression: the R&D strategy 

• Analysis of the R&D process has produced some interesting 

generalizations and suggestions about the methods of 

organization that should be adopted when both the goal to be 

reached and the path to that goal are highly uncertain. 

• Two premises: (1) the goal of the R&D planner is not uniquely 

set; he is interested in a new product that outperforms the present 

one, but there is a wide range of performance characteristics that 

would be satisfactory (2) on the way to his goal range, the 

planner faces very large uncertainties. 

• Correct decision making in R&D therefore differs from known 

production processes: it is more flexible in its goal settings, it 

relies on multiple and parallel approaches, it is not rigidly 

coordinated, it is gradual and sequential in that both means and 

ends of the R&D process are frequently reviewed and modified in 

the light of newly acquired information.  



Mitigation of uncertainties 
• It is possible to reduce uncertainty by paying the price of 

giving up the potentially most profitable course which, 

however, is also the riskiest one. On the demand side the 

possibility of growing traditional crops with an assured market is 

of considerable help in reducing the uncertainties affecting 

irrigation and other agricultural projects.  

• Development project design: the habit of deciding in advance 

in favor of the one best way can be advantageously replaced by 

a more experimental approach allowing for some sequential 

decision making. 

• Possible trade-offs between uncertainties: the attempt to 

eliminate totally one particular kind of uncertainty may not only 

be futile but counterproductive. Project planners should think in 

terms of an optimal mix or constellation of the various 

uncertainties. 



Latitudes and disciplines 

• Project planners and operators have a certain freedom in 

charting the course of their prospects. Latitude  means 

this characteristic of a project that permits them to 

mold it, or to let it slip, in one direction or another, 

regardless of outside occurrences.  

• Discipline: some projects are so structured that 

latitude is severely restricted or completely absent. 

• Inquiry deals with the pressures to which the decision 

makers themselves are subjects.  

• Special attention will be given to systematic departures of 

project execution from project design and to significant 

differences in this respect from one kind of project venting 

on minimizing such departures.   



1. Spatial or locational latitude 
• Site-bound investments consists most typically of the 

exploitation of some natural resource. Foot-loose investments 

are projects, whose location is wholly market-oriented, 

determined by the community’s need. This difference affects the 

project behavior in 3 ways. 

1. Likelihood of the decision to go ahead, and the speed on 

which it is taken; side-bound ones have advantage as they are 

convincing for public opinion; meanwhile location is an 

important component of the decision so it requires extra effort 

and time to accept a footloose project; but the latter are typically 

smaller and more divisible which makes them easier to 

handle; the characteristic differences affect not only the 

promptness of the investment decision but the whole 

Gestalt of the process: emotional motivation (patriotism) by the 

first, more rational by the latter.  



1. Spatial or locational latitude (cont.) 

2. Quality of the decision: site-bound projects have a power of 

seduction that makes a mediocre or dubious, if rapid, decision 

more likely: they are prime candidates for the white elephant; 

pressures for footloose ones are likely to come from all sections 

of the country, so the danger of fragmentation, political 

favoritism is bigger; on the other hand, the former ones teach a 

country to take large-scale investment decisions, while the 

latter can become a school for constructive political 

compromise (sector programs, project approach). 

3. The possibility of changing the location or even turning 

back: the likelihood of such decision reversals is more extensive 

with footloose projects. The opponents of a non-site project are 

likely to disarm much later, so managers are attempting to make 

their project look as site-bounded as possible.     



2. Temporal discipline in construction 
• Time-bound projects contrasts with those where there is 

considerable latitude with respect to both progress of 

construction and the start of operation. Nature again providing 

the discipline, this time by wielding the baton. It is more valuable in 

a developing country when it helps to set up a firm time schedule. 

• Pressure toward promptness could come from the would-be 

users of the to-be constructed facility. It is possible, that some 

well-informed would-be users jump the gun to act and invest as 

though the facility were already available.  

• Political deadline for the completion can also cause pressure. 

The deadline is postponable, but not indefinitely (when the highest 

authority has a limited term). 

• There can be limits to the desirability of time-schedule-

boundedness and of speedup mechanism during 

construction as they may involve extra monetary costs or 

shoddiness.  



3. Temporal discipline from 

construction to operation 
• Slowness of this passage from the end of construction 

to the beginning of operation is an even greater danger 

to the success of projects. Unfortunately, the operation of 

the completed facility does not solely depends on the project 

managers or sponsors, but on outside demand for it’s output; 

secondly, in non-revenue producing projects (like highways) 

sponsors are not interested in utilization.  

• In order to be able to gain or lose prestige for its 

sponsors, a project’s success or failure must be visible, 

its utilization, or the lack of it, must be obvious, measurable.  

• Danger of the project losing its soul: it’s capacity is 

eventually utilized, but for purposes alien to its original 

mission.   



Latitude for corruption 

• Project that have latitude for corruption do worse than 

those with little or no such latitude.  

• In operation there is little possibility of corruption when 

operating expenses are low, when the services 

provided by the facility are given free of charge, and 

when its capacity is underutilized so that there is no 

problem of allocating the output among the prospective 

users.  

• Frequently given policy advice to underdeveloped 

countries to charge for services rendered whenever 

there exists a capacity to pay for them. According to 

Hirschman’s view, it could introduce latitude for 

corruption and malpractices. 

 



Latitude in substituting quantity for quality 
• Projects with no latitude for poor quality have the usual advantage 

that they are likely to be built in accordance with the rigid 

standards and specification that they by definition require in order to 

function at all. But we must take into account the possibility that a 

sacrifice of quality may be compensated by more rapid 

construction of a given quantity increase in quantity. Similar 

substitution is that of new construction for maintenance. 

• When tampering with quality results in larger quantity, we have a typical 

allocation problem. 

• Different countries may require different mixes of maintained and 

undermaintained outputs; therefore, up to a certain point the neglect of 

poor quality is not just negligence but a rational adaptation to 

distinctive requirements. 

• In both highways and education, actual technological latitude is wider 

than conventional standards permit, and in respond to pressing 

demands from the environment, the conventional limits can and are 

being widened.    

 



Latitude in substituting private for public 

outlays 
• By highways, for example, the poor quality of the road means that 

private outlays for transportation investment and current costs are 

forcibly substituted for public outlays in the total costs of the 

services provided to the economy. 

• In effect, latitude for quality is here a particular manifestation 

of latitude for the quantity or share of the public sector’s 

contribution that exists by any jointly undertaken projects. 

• When there is substantial latitude there may be considerable 

bargaining, explicit or implicit, about fair shares to be 

contributed to each sector and, in the process, valuable time 

and mutual good will may be lost. On the other hand, the public 

sector’s reneging on its conventional share will, by assumption, 

elicit an increase in the private sector’s share, with results for 

resource allocation and growth that are not necessarily 

undesirable.  



Latitude in substituting private for public 

outlays (cont.) 

• Given interest group pressures and the often politically inspired 

desire to provide satisfactory service, on the one hand, and 

institutional restraints on undue waste of public funds on the 

other, the public sector will hopefully provide facilities that 

will neither be excessively generous nor obviously throw a 

disproportionate burden of the total cost on the private 

users. 

• A tendency to depart from the accepted standards may 

represent an attempt to find a more appropriate solution, a 

move toward a social optimum, rather than mere slippage. 

• Whatever changes in the traditional norms for the division of the 

total cost between the private and public sector may be needed, 

it is important that a new conventional ”mutually identifiable 

resting place” for that division be defined rapidly. 

 



Project design: trait-taking and trait-making 

• It may seem wise for a country lacking in technical 

sophistication to shun projects surrounded by a great 

deal of what has been termed technological supply 

uncertainty.  

• However: it is not sure that it is feasible for the country to 

subtitute another equally good project for the uncertainty-

ridden one. 

• Second, ”unfitness” of a project for a country can be a 

strong argument for undertaking it: if it is successful, it 

will be valuable because of the social and human changes 

it has brought. 

• Certain latitude is needed to learn how to deal with a 

given problem. The situation is similar in case of corruption.  

 



Dilemma of design 
• Formulate it quite generally: we posit an underdeveloped state 

or status quo, with a number of negative attributes or ”lacks”, 

and a desired better state in which at least one, and perhaps 

several, of these attributes have become positive or less 

negative.  

• Dilemma: if the project is planned, built and operated on the 

basis of certain negative attributes of the status quo, 

taking them for granted, it may miss the opportunity to 

positively change them. On the other hand, if success in the 

construction and operation of the project is made to hinge on a 

prior or concurrent change in some attributes of 

backwardness and the project fails, planners will be accused 

of ignoring local  circumstances and traditions. 

• Art of project design: decision to accept some status quo traits 

as temporarily unchangeable; to consider others as subject to 

and ready for the changes.  



Trait-taking 
• The possibility that the locally available traits are perfectly 

suitable for the construction and operation of the project.  

• Available traits are so far from satisfying the needs of 

project, that any short-term possibility of generating skills 

and inputs locally is dismissed: hence they are imported from 

abroad or from the more advanced regions. Trait-reinforcing: 

local people are systematically excluded from the skilled 

positions. Any import can further worsen the local supply 

situation.  

• Trait taking under uncertainty: substitution of the local 

traits through imports is not possible or is deemed 

unnecessary or uneconomical, while the local traits are not 

the same as the ones normally used (adaption of production 

processes). It can be growth-stunting. Another possible 

outcome is that trait-taking would not work.  

 



Trait-making 
• Risk: the desirable traits which are required for an 

adequate functioning of the project will simply not be made 

with dire results for the project’s success. If that risk is too 

big, it is best to revert to some form of trait-taking or to give 

up the project altogether. 

• Many traits, from simple skills to administrative ability, can 

be slowly learned ”on the job” or alongside it. Operation of 

project should make allowance for the inevitable learning 

process.  

• Trait-making is not always that easy. First, some needed 

traits are frequently so far removed from the country’s 

current technical attainments, sociopolitical and cultural 

conditions that their gradual acquisition would cost far more 

than trait-taking-cum-importing. Second, at times it is not 

certain that the alien attitudes, types of behavior and skills 

will ever be learned.  



Trait-making (cont.) 
• It would seem that trait-making must withdraw from the areas 

where its success is highly uncertain. But one of the greatest 

values of projects introducing a technology with little or 

no latitude for poor performance into an underdeveloped 

country is that they are uniquely suited to permit open 

commitments to modern values among the builders and 

operators of the project.  

• Trait-making cannot pretend to displace trait-taking in any 

and all projects where lack of latitude prevails.   

• Latitude and lack of latitude can both be valuable in 

facilitating that learning or acquisition of needed skills 

and traits which we have called here trait-making. 

Specialized functions: latitude is attuned to gradual learning, 

whereas lack of it has a special affinity for the changes that 

taka place through discontinuous commitment to new values 

and types of behavior. 

 



Implicit trait-making 
• Project-design can be improved in two ways: 1. in some areas 

trait-making can advantageously and without undue risk replace 

trait-taking 2. in other areas, where the project is trait-making to an 

extent that is either wholly unrealistic or that, if it is to be 

successful, requires far more attention than the project planners 

are giving it.  

• Implicit trait-making: planners were unaware to what extent the 

good fortune of their project was implicitly premised on trait-making 

(dangerous operation of HH).  

• Example: Nigerian railway; intolerably bad service becomes 

tolerable when there is an alternative mode supplying 

approximately the same service. The chances of action being taken 

against it are better when it is supplied in conditions of monopoly. 

Prime example of the project un which improved performance 

depends on  a once-and-for-all commitment of some new skills.  

• Conditions of achieving a satisfactory level of performance through 

successful trait-making are more favorable in public projects that 

supply a wholly new and unique type of service. 



Entrained trait-making 
• While project planners tend to ignore or underestimate the 

extent of trait-making a project requires, and might have 

refrained from undertaking it had they been better informed, it 

often turns out that the required trait can be generated and 

induced by the project itself or alongside it.  

• There are many situations where actors commit themselves 

to a technical innovation without realizing the extent to 

which  this commitment entrains slowly and subtly, but 

irresistibly, additional changes in behavior.  

• The concept of trait-taking could be applied to the 

project’s output. The telephone, for example be said to have 

an important trait-taking property in Ethiopia.  

• Curious association between the ”degree of 

advancedness” of  a technology and that technology’s 

ability to fit right into non-modern societies with a 

minimum of trait-making.     



The autonomous agency as a hybrid 
• Project planners are willing to be trait-takers inasmuch as they 

give up expectations that the traits incompatible with the project 

could be eradicated in time, but they are unwilling to forego or 

delay their project, so they set up autonomous agency. 

• Autonomous agency is designed to to insulate the project 

from the country in general and from the rest of the public 

sector in particular. Especially useful by site-bound projects or 

technologically advanced ones. 

• Limitations and hazards, institutional dualism: infiltrating 

something alien and new into an old structure; the establishment 

is far less difficult (though central administration is reluctant to 

relinquish power) than operation; agency may become the fief of 

one political party, clan or tribe; insulation of politics can lead to 

loss of easy access to political power; conflicts because of 

international backing (”new compradores”). 

• It does not really confine its trait-making to the inner sphere of the 

newly established activity; agency engages with generalized trait-

making.     



Project appraisal: the centrality of side-

effects 
• Besides the output of goods and services which is their 

primary raison d’etre, projects have a variety of more 

subtle, yet perhaps highly important and powerful effects; 

positives, such as acquisition of new skills, stimulation of 

entrepreneurship, etc., and negatives, as social tension or 

opportunity for spreading corruption. 

• Some of the so-called side-effects turned out to be inputs 

essential to the realization of the project’s principal effect and 

purpose. These are mixed side-effects, in contrast with pure 

ones. This arises because these inputs and resources (skills f. 

e.) are ordinarily not used up in the process either wholly or in 

part.  

• Essential inputs: while their presence bring benefits that are 

perhaps difficult to evaluate, their absence inflicts penalties that 

are anything but nebulous.  



Mixed and pure side-effects 
Projects should not be evaluated only on the basis of the 

rate of return, but account should also be taken of the 

different effects of alternative projects and techniques on 

the rate of investment.   

• Population effect or reinvestment (except for those 

industries that experience rapid innovation) are rather pure 

side-effects. 

• Backward and forward linkage effects: forward linkage 

that increase the demand for the project’s output, is 

essential for the future growth of the project; backward l. 

reduces the import-intensity; both may play an important 

role in enabling the project to expand – mixed side-effects 

There are hardly any pure side-effects: important side-

effects are likely to be mixed, therefore attention must be paid 

to them by the analyst, to make sure of them for the sake of 

project’s success 



Smuggling in change via side-effects 
• Should these benefits or effects influence the choice between 

alternative investment projects? Attention must be paid, as often 

they are the very stuff of project design, success or failure. Often 

they are eventual requirements, essential if the project is to endure 

and to flourish, but no need from the start. 

• Statement: desirable indirect effects or by-products of the 

projects could ordinarily become available as the direct effects 

or principal products of other types of activities. But this 

depends on the strength of the side-effect and the likelihood that 

independent action will actually be taken to achieve the above noted 

ends directly. 

• In advanced countries indirect effects may be neglected, as 

interests are fully articulated and political functions actively 

performed by agencies and organs, so it is legitimate to expect that 

every man will do his duty, so the analyst can stick to his last and 

carrying only about rate of return. 



Smuggling in change via side-effects 

(cont.) 
• Distinction between privileged and neglected problems: 

certain projects lend themselves particularly well to 

being ridden on. 

– A project may be a useful device to make acceptable 

changes that would be rejected if they were proposed in 

pure form.  

– Social, institutional or attitudinal changes are not 

explicitly acquiesced in or adopted along with the 

project from the start, but emerge slowly from the 

working of the project. 

• In some cases it is conceivable that the project would 

not have been undertaken if the decision makers had 

fully visualized all of its consequences. 

 

 



Cost-benefit analysis and the offensive 

against side-effects 
• Under the stipulated conditions, the project’s direct benefits, 

valued at market price, fully reflect its social benefits. This 

concept is wholly untransferable to less fortunate economic 

climes, as it is impossible to assume steady growth, full 

employment or perfect mobility of people and capital. 

• There are two additional reasons why linkage concept fared 

rather well in comparison to the stemming and induced 

benefits: 1. it is a general tool of industrial investment planning, 

applicable alike to public and private sectors 2. Hirschman did not 

try to make these indirect benefits additive to the direct benefits. 

• The quest for a unique ranking device probably accounts for the 

hostility of economists toward side-effects. On the other hand, the 

heavy price for the unique ranking is that the decision maker will in 

the end make more or less use of his intuition than if the 

technicians had set themselves of to compare projects according 

to a limited number of criteria.  



Counteroffensives 
• The differential effects of economic activities on human skills, on 

institutions, and on such matters as probity and punctuality were 

a lively concern of the classical economists. Significant 

differences between the indirect effects of economic 

activities could not be formulated so broadly.  

• Propositions about the plentiful positive side-effects of capital-

intensity are helpful in understanding the acceleration of 

industrial growth in countries where capital-intensive industry is 

already an important part of the economic scene. Unfortunately, 

these insights are less useful for capital-poor countries looking 

for economic activities with favorable effect.  

• The backward and forward linkage concept were supposed to 

result in a ranking of economic activities in accordance with their 

igniting potential. 

•  The similarity between rather unexciting results may lies in the 

common method.  



Modesty and ambition in project planning 

• The indirect effects are so varied as to escape 

detection by one or even several criteria uniformly 

applied to all projects. Each project turned out to 

represent a unique constellation of experiences and 

consequences.  

• Hirschman was seeking to provide project planners and 

operators with a large set of glasses with which to 

discern probable lines of project behavior. 

• This approach take its criteria wherever they are to be 

found, whether in among the available and traditional 

categories of economic analysis or among technical, 

administrative, and any other project characteristics that 

can be shown to have an effect on project behavior. 

   



Modesty and ambition in project planning 

(cont.) 
• Secondly in attempts to identify significant events and problems 

that are likely to mark the project’s path, whereas the criteria for 

indirect benefits which have been reviewed address themselves 

solely to those aspects that could be unequivocally classified as 

qualities or as corresponding defects of projects.  

• A prospective event may therefore be adjudged to be 

beneficial in one set of circumstances, pernicious in another.  

• Whether to give an event a positive or negative sign in the course 

of project appraisal requires considerable knowledge of the 

country no doubt, but also, an awareness of the ways which 

projects create entirely new openings for change. 

• The project planner must be modest: he cannot even pretend 

to classify uniformly the various properties and probable 

lines of behavior of projects. 


