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Executive Summary
This report reviews secondary sources to identify lessons for how Government transport policy influences sub-national patterns of economic growth. It mainly focuses on roads.

In spite of road investment consistently achieving very high returns in developing countries, expenditure has fallen, and roads continue to deteriorate for lack of maintenance.  These problems are most serious in poor and lagging regions and at community level, with the result that existing transport policies exacerbate the imbalances in economic growth.

Understanding the Geographical Distribution of Economic Growth
Economic growth tends to concentrate around a lead city, attracted by the scale advantages of a large and growing market and access to those making decisions that influence firm profitability. The increasing concentration is inequitable, with the lead city able to sustain higher average incomes and able to pay for better public services, while a growing gap opens up with the lagging regions where investors do not wish to locate. 

Growing congestion costs eventually slow the growth of the city and lead to spillover to a wider ‘city region’, or emergence of second and eventually third cities as leaders. 

Not all economic activity gravitates to the cities. Migration will boost city growth, but many people and enterprises remain tied to occupations that are location specific (e.g. agriculture, mining, tourism), households tend to diversify risk by sending only some members to the city, while distance and transport costs give protection to firms serving up-country markets.

How Can Transport Policy Accelerate Growth In Lagging Areas?
Because individuals ignore the pollution and congestion costs they impose on others, and because moving to a new location requires co-ordinated action, cities tend to grow to excessive size before new ones get started. Government investment in transport and other infrastructure can help attract investment to less congested locations, but attempts to persuade firms to relocate to remote and impoverished districts have not succeeded, unless there are location-specific advantages to exploit (e.g. mineral deposits, tourism potential). Vietnam’s growth poles succeeded because they were located close to major urban areas and transport hubs, and did not seek to oppose the pressures towards geographical concentration of activity. The experience of North East Thailand and of the outer islands of Indonesia is that it is far more difficult to attract private investment to remote regions. Investment in transport and other infrastructure is necessary but not sufficient.  

Although large scale modern sector investment may not be attracted to remote regions, there is ample evidence that transport infrastructure investments in lagging areas can achieve good returns and accelerate growth by reducing constraints to local enterprise. In India, China, and Uganda, IFPRI found that the transport investments with the highest returns have been low-specification rural roads in areas where access is poor.  In the case of India, the highest economic returns were found in areas of low agricultural potential, presumably reflecting the past neglect of such areas in favour of heavy investment in irrigated and high rainfall areas. In countries as diverse as Ethiopia, Uganda and Vietnam, panel surveys following the same households over time find that road access has a major influence on the probability of a household escaping poverty.
Transport Services
Providing transport infrastructure may not be sufficient to give people access to transport services. It is tempting in lagging areas to support targeted improvements in services, through credit for purchasing means of transport, or by subsidising transport services. There are considerable risks in both approaches. Improved financial services are extremely important, but there is no case for targeting credit specifically to transport, rather than allowing borrowers to choose for what purpose they need credit. Where the regulatory environment is not distorted, transport services represent one of the best opportunities for local entrepreneurs, with relatively low entry barriers and many technical options. Government involvement in providing subsidised services adds enormously to the risks of private investment (which is therefore discouraged), and results in an unsustainable approach with real risks that political and budget pressures will make it impossible to provide reliable services confined to those locations where it might make a real contribution. The main exception is urban services, where congestion and pollution costs can justify subsidising public transport services. 

Institutional Aspects of Transport and Sub-National Growth

Planning for a more equitable geographical distribution of economic growth is made more difficult by problems of coordinating across sectors (e.g. roads, water and electricity), and problems coordinating across levels of Government (e.g. highways and feeder roads). Planning also needs to address options other than investment. Most obviously, the new investments need to be considered in the context of the maintenance requirements of the existing network but they also need to take account of other policy alternatives to road investment. On congested roads, the option of tolls and other measures to reduce peak traffic levels and reduce congestion costs need to be considered alongside alternatives based on investment.

Decentralisation may facilitate cross-sectoral planning if public servants are answerable to a local authority rather than to a Ministry located in the capital, though the responsibilities of the local authority will rarely cover all of the areas requiring coordination. 

Even if a plan featuring a logical sequencing of national, secondary and feeder roads can be produced and agreed between the relevant Departments and local authorities, budgets as implemented rarely reflect plans, with the result that planned synergies may not be achieved in practice. Achieving effective coordination may require inclusion of provision for network connections as part of the cost of new highway projects, and/or inclusion of access to the national road network as a key criterion for appraisal of rural access roads.

More needs to be spent on roads, but the recommendation will only make sense if the problem of under maintenance is overcome. Some progress is being made on the national road network through Road Funds, with private sector involvement in management and in some cases with hypothecated revenues. For roads within the responsibility of local Government, and on the assumption that funding would allow adequate maintenance, the quality of the road network should be a major condition for access to federal funding, with the real threat of no money for new road investment and loss of maintenance responsibility (together with the requisite staffing and budget) back to the centre if the function is not adequately performed. 

Implications for Government and Donors
Governments should be wary of investing in infrastructure to attract private investors to remote locations, but they can help to steer them towards emerging ones, and can support the economic growth and poverty reduction role of the city, subject to correcting for some of the environmental and congestion costs. 

Although the lead city may play an increasing role, there is ample evidence of unexploited potential to accelerate the growth of lagging regions and remote populations by investments in road improvements. Public expenditure on roads needs to be increased, with a network approach to rank investments and ensure complementarity between development of national, secondary, and basic access roads. 
The necessary co-ordination of network development during implementation across different levels of Government will be difficult to achieve, and may require a sector-wide approach with highway construction linked to financing for lower level roads. In a decentralised system, Central Government needs to offset unequal revenue raising potential of local authorities by giving extra support to poor areas to ensure that worthwhile road projects do not fail to be implemented for lack of finance.

Those responsible for the roads have to be given the incentives, the finance, and the capacity to maintain them properly. Maintenance problems impact most severely on the lagging regions with low revenues. Road Funds could be extended to ensure resources reach poor local authorities. Maintenance of the road network is of such importance that it needs to be a major determinant of access to central funds. 
It is suggested that donors should:

i. Increase support for transport infrastructure, based on a network-wide approach that explicitly considers all levels of the system, and both investment and maintenance expenditures. 

ii. Help Government to develop funding mechanisms for supporting worthwhile investments in the transport networks of lagging regions, conditional on indicators of performance related to stewardship of the network.

iii. Elevate road maintenance in importance in policy dialogue with Governments.

1. Background

Objective and Structure of the Report
This report reviews existing knowledge on the links between transport and the location of economic growth, in order to identify lessons that should be taken into account in the design and implementation of transport strategies in developing countries. The report aims to illuminate some major dilemmas in transport policy:

· To what extent can the choice of transport investments influence where economic growth happens? 
· To what extent does the objective of supporting economic growth conflict with the objective of achieving greater equity between regions? 
· How should the line be drawn between using transport to improve opportunities for people in their present locations, as opposed to helping them re-locate to where the opportunities are?
The report will largely focus on road transport, the dominant transport mode in all but a handful of countries. In choosing to focus mainly on roads, we acknowledge the need to consider how road investments relate to the needs of those mainly using non-motorised transport modes (including walking).  We also recognise the importance of efficient inter-modal connections to air and seaports for trade, and we acknowledge the local importance of inland waterways and rail transport in some countries. It was felt to be more useful to cover sub-national growth issues in relation to roads in a little more detail at the cost of not attempting what would be relatively superficial treatment of other modes.
The report also does not address the wider environmental implications of expansion of motorised road transport, other than brief reference to urban pollution and congestion costs and the importance of considering traffic-reducing policy alternatives to investment.

The remainder of this chapter sets out the broader context of transport policy. Chapter 2 summarises trends in the geographical distribution of economic growth, and the implications for economic efficiency and for equity. Chapter 3 then discusses the potential and limitations of using transport policy to influence where growth happens in developing countries, with a focus on improving the performance of lagging areas. Chapter 4 discusses some institutional implications of using transport to support a less uneven pattern of economic growth. Chapter 5 concludes with a summary of policy implications for Government and donor agencies. 

Transport Policy Context: High Returns But Declining Spending
The influence of transport policy on the location of economic growth, which is the focus of this report, needs to be considered in the wider context of transport policy in developing countries. 

Government investment in transport infrastructure achieves extra-ordinarily high returns in countries where the existing transport network is under-developed or in poor condition. This is a consistent finding from research using a wide variety of different methodological approaches, and is an extremely robust conclusion (Box 1). With virtually all low-income and most middle-income countries having under-invested in transport infrastructure, the implication is that transport investment makes a major contribution to economic growth in nearly all of them.
Despite these very high returns, public investment in roads in a sample of 43 countries fell from 2.1% of GDP in 1980 to 0.9% in 1998, barely increasing in real terms
. 
We found no specific estimates of the required level of investment in roads, but a working paper by World Bank staff suggests that developing countries need to increase infrastructure investment from 3.7% to 7.5%-9% of GDP
. This is broadly consistent with the Commission For Africa recommendation that Africa requires an additional US $20bn per annum investment in infrastructure of all types, roughly 3.7% of GDP, half of it financed from abroad, with the prospect of a further $10bn per annum from 2010. The G8 communiqué following the Gleneagles Summit recognises the need for increased infrastructure investment, but places the main emphasis on institutional arrangements to ‘facilitate’ infrastructure investment and (unlike health and education) there are no explicit financing commitments
. Although there is some evidence of revived donor interest in infrastructure investment, the argument is not yet won. 

Box 1: Government Investment in Roads Achieves High returns
	Studies using a range of different approaches find very high returns to public sector investments in roads
:

i. OED ex post evaluations of World Bank highway projects in all regions find very high rates of return, averaging 25%, higher than other infrastructure investments
.

ii. Macro-economic growth regressions reviewed by Estache find high rates of return to economic infrastructure, with roads yielding the highest average returns of 80% (200% if outliers are not excluded!), with the highest returns in low-income countries.

iii. Cross-country econometric analysis finds that a one percent increase in transport infrastructure stock is associated with a one percent increase in GDP, while another study finds that a one percent increase in investment in transport and communications leads to a 0.6% increase in the growth rate of per capita GDP
. 

iv. Road investments are among the investments with the consistently highest returns in econometric studies of the impact of public sector investments on economic growth in India, China, Indonesia, and Uganda. 

v. Panel surveys, following the same households through time, find that road access is a major factor explaining household consumption growth in Ethiopia, Uganda and Vietnam
. In Ethiopia, access to infrastructure and urban markets explains about half of household consumption growth and poverty reduction 1989-95, while in Vietnam a road connection increases the probability of escaping poverty by 67%
.

vi. Participatory poverty assessments also find that rural populations give high priority to ensuring year-round accessibility by road
.

vii. Surveys of private investment decisions by the World Bank found that, in Africa, a quarter of surveyed firms identified transport as a ‘very severe’ obstacle to business operation, about the same proportion as cited telecommunications and about half the number citing electricity
. Most firms are concentrated in the main urban areas: we can assume that the transport constraint would be given greater prominence if the question had referred to willingness to shift to a location outside the capital. A survey of firms in the Hanoi-Haiphong region of Vietnam reported that 90% of the FDI that was attracted would not have happened without preceding investments to improve transport infrastructure
.




A major reason for the relative decline in expenditure has been donor reluctance to continue financing road investments in the face of poor maintenance of the existing road network (Box 2). 

To summarise, the case for much higher investment to extend the road network in most developing countries is potentially very strong, but is made much weaker in practice because persistent under-investment in maintenance means that the benefits of new construction are outweighed by the costs of neglecting existing roads. These costs are exacerbated when each new network expansion adds to the scale of the financial shortfall. Unless the problems of too little investment and too little maintenance can be solved, the full potential for transport expenditure to influence the location of economic growth will not be realised. These constraints and how they can be addressed are fundamental, and need to be kept in mind when considering what policy implications can be drawn from the literature. 
Box 2: Lack of Road maintenance
	· Between 1970-1990, the World Bank estimates that lack of maintenance caused a sample of 85 developing countries to lose road assets worth $45bn
. 
· In a sample of five developing countries, in the early 1990s, maintenance expenditure averaged less than one third of the level required to maintain the existing network, with none of the countries spending more than two thirds of the required level
. Given the overall decline in the share devoted to transport, it is unlikely that the situation has improved since
.  
· Under-investment in road maintenance is estimated to reduce economic growth in the Latin America and Caribbean Region by 1%-3% per annum, sufficient to make the difference between stagnation or steady decline in poverty
. In Africa, where maintenance is far short of the required level, the costs must be of similar magnitude, making lack of road maintenance one of the most significant factors influencing whether the poverty MDG will be achieved.




2. What Explains The Geographical Distribution Of Economic Growth- And What Are The Implications? 
2.1 What Are The Trends? 
The distribution of global GDP is changing, but deep inequalities remain and are increasing both between and within countries.  The share of global GDP represented by the rich OECD countries is declining as a consequence of the explosive export-led growth of Asian economies and particularly China. However, the benefits of globalisation and of trade liberalisation have been unevenly spread.  Africa continues to fall further behind, with GDP per capita barely increasing, and already low shares in global GDP and exports registering further decline. (Table 1). 
Table 1: Global Economic Trends

	
	1990
	2004 (or 2003)

	Shares in World GDP
	
	

	China
	1.6
	4.0

	Sub-Saharan Africa
	1.4
	1.3

	High-Income OECD
	79.4
	76.8

	Shares in World Exports
	
	

	China
	1.3
	5.7

	Sub-Saharan Africa
	1.8
	(1.6)

	High-income OECD
	73.4
	63.8

	Shares in World Population
	
	

	China
	21.6
	20.4

	Sub-Saharan Africa
	9.7
	11.3

	High-income OECD
	16.0
	14.5


Source: World development Indicators, World Bank.
Within countries, the concentration of population and of economic activity in and around cities has been greater in developing countries than in OECD countries at an equivalent stage in development. The urban share of the population of Africa and of Asia has increased from 25% in 1975 to 37% in 2000, and is expected to reach about 45% in both areas by 2015
. The growing cities account for a disproportionate share of national output, and urban residents have significantly higher incomes than those living in rural areas
. However, though average incomes may be higher, life in the cities is precarious. Africa, the poorest and slowest-growing region of the world, is the most rapidly urbanising. Municipal Governments in many African cities are unable to cope, and nearly three quarters of African city dwellers reside in slums, crime ridden and lacking basic amenities
. 
2.2 Explaining Trends in the Geographical Distribution of Economic growth

Economic growth in developing countries tends towards increased geographical concentration. Growth depends on specialised production on a large enough scale to apply higher skills, more capital equipment, and improved technology.  It requires people to live and work in close enough proximity to trade, buy inputs, hire labour, and find markets in which to exchange what they produce for the wider range of goods and services they wish to consume. Transport improvements tend to reduce the need for proximity by making it less costly to trade over a distance.

The lead city and the surrounding area often come to dominate the modern or ‘formal’ sector of the national economy as a result of positive feedback loops in which an initial advantage is progressively reinforced
. Firms located close to large and growing markets for finished goods, inputs and labour can be more productive and more profitable, and can pay higher wages. This attracts further migration of firms and workers to the city, reinforcing the market size and productivity benefits of the location, and enabling income differences to persist and indeed grow. The gravitational pull of the largest city makes it hard for other centres to get started. The high population density also enables economic and social infrastructure to be provided at low cost, while the concentration of economic activity generates the revenue to pay for collective provision of high quality infrastructure and public services, further reinforcing the advantages of the location. 
Firms also tend to locate close to the political and administrative centres where decisions that affect them are made, in order to facilitate lobbying. This is especially important in highly regulated economies where firms are dependent on discretionary decisions by politicians and officials. According to Ades and Glaeser, the leading city tends to be 45% larger if it is also the capital, and 40-45% larger in centralised dictatorships than in stable and decentralised democracies where firms are assumed to be less dependent on political favours
.

In addition to these general benefits of urban concentration, industry-specific clustering is also common, particularly in sectors where knowledge is important and where firms co-locate to copy and learn from their neighbours
. Industry concentration also enables firms to more easily recruit specialist labour, and permits the emergence of highly specialised firms providing inputs and services to the industry. Industry-specific clusters may emerge in new specialised cities, though the need for exporters to be close to a major air or seaport may keep them within the main city-region. 

The share of the national economy represented by the lead city usually peaks at a per capita income level of $2000-$4000 and then declines, though the relationship is not a particularly strong one, especially after 1985
. The growth of the city eventually slows down as congestion increases travel and rental costs and erodes the competitive advantages of the location. This may lead to the city spreading out into a ‘city region’, with firms moving out of the city just far enough to reduce their congestion costs while retaining some of the benefits of proximity
. Alternatively, the slowing of the first lead city may be followed by a second city experiencing disproportionate growth. In large countries, there may be a complex pattern of growth of specialised cities of different types. 
Although there has been much discussion of the potential impact of new technology on the location of employment (the ‘death of distance’), it appears that the circumstances in which better transport and communications result in less concentrated patterns of economic development may be quite limited. The lead city may spread out, or a new city take over the lead role, but the modern or formal sector of the economy tends to be concentrated on a limited number of urban centres until a relatively high per capita income level is reached. The knowledge-based services sectors that come to the fore as countries become wealthier still have a tendency towards agglomeration. Korean economic growth spread initially from Seoul to two other urban centres, but it was only in the 1980s when per capita income was doubling to $10,000 that the share of manufacturing employment in the three main cities fell from 44% (1983) to 28% (1993). Japan achieved similar results at a similar stage of development during the high-growth 1960s and 1970s, reducing sub-national income disparity by 40%
. The progress achieved in both countries was helped by investment in transport links, and Korea also liberalised the economy and decentralised decision-making. Though these measures were important, it seems likely that their impact would have been less at an earlier stage in economic growth. In less wealthy countries, there is a limited choice of locations offering access to good economic infrastructure, and to the kind of environment in which the highly skilled and educated employees required by modern service sectors are willing to work.

2.3 Implications for Inequality
The inevitability and extent of dominance of the leading city-region should not be exaggerated. Most people in low income countries are still trying to improve their economic livelihoods within informal sector activities close to the existing locations where they have a stake in land, housing, or social relationships. Economic growth will draw migrants into the city to exploit both formal and informal sector opportunities, but households tend to diversify their risk by only some members migrating, retaining a stake in both urban and rural locations. Both formal and informal sector investments with high economic returns continue to exist outside the leading city-region, to serve the needs of this dispersed population, and to exploit opportunities that are tied to location (e.g. mining or farming).The lead urban area may enjoy a disproportionate share of economic growth, but this does not imply stagnation is inevitable in other regions.

Nevertheless, the sustained differences in income between leading and lagging regions mean that the pattern of growth in most countries has tended to be inequitable, and geographical inequality may increase for many years before urban primacy begins to reduce as per capita income rises above $2000-$4000 per capita. Governments are faced with two key policy dilemmas. How much growth, if any, is it worth trading off in order to achieve less inequality by trying to shift the geographical location of future growth? Where should the line be drawn between policies aiming to help people move to where the opportunities are, as opposed to trying to provide better opportunities where the people are? 

2.4 Implications for Efficiency
The market-determined geographical pattern of economic growth is not necessarily very efficient. The location decisions of firms and individuals ignore the external costs and benefits they impose on other residents. Additional firms or migrants do not take account of the benefits they bring to existing residents by expanding the market, nor do they take account of the additional congestion costs they impose on others. 

Firms that are forward-looking may be able to anticipate increasing congestion costs, and identify that a new location could prove more profitable. However, the new location is only likely to be profitable once a critical mass of firms have moved to it, sufficient to achieve enough of the benefits of agglomeration for unit costs in the new and less congested location to be competitive with those in the lead city. Achieving the required level of agglomeration benefits in the new location depends on collective action, to enable firm movements to be coordinated
. The pioneers who move first will otherwise face an initial period of high costs, and will tend to make losses. Moreover, establishing the new city in competition with the existing one may also face a range of other problems, including taxation and borrowing constraints in financing the necessary investment in infrastructure, and problems in gaining access to land. There will as a consequence be a tendency for new cities to be established later and to grow more slowly than would be optimal. This creates an opportunity for Government intervention to facilitate coordinated planning of new city regions. However, Governments are themselves often captured to a greater or lesser extent by sectional interests, and it can not be assumed that Government decisions will be more likely to be motivated by efficiency considerations than will the operations of the unrestricted market.

3. How can transport policy improve the growth performance of lagging areas of the country?

This chapter draws on country examples (Annex 1) to derive lessons on  the potential, and the limitations, of using Government policy to influence the geographical distribution of economic growth.

3.1 Changing Government Role in Transport
Transport costs are mainly met by the private sector, but the public sector is the dominant provider of transport infrastructure. Objectives have shifted from the colonial focus on extracting exports through the port, towards a greater focus by donors and Government technocrats on economic growth and regional equity, mediated through a political process with varying national emphasis on using transport investment to benefit actual and potential supporters. 
The economic case for the Government to invest in roads is that there are limited opportunities for competition (it is wasteful to have two parallel roads), and severe difficulties of cost recovery. Roads are expensive to build, but cheap to operate and maintain. From a national point of view, once a road is built it is desirable to encourage people to use it, but the private sector can only make a return on the initial investment by charging a price far above marginal cost, a price which will lead to low traffic levels. As a result, the private sector would build too few roads, and could only make a profit by charging prices far above the marginal cost of travelling on them, consequently preventing their efficient utilisation.  

Similar analysis applies to community financing of road construction, with communities unable to vary the share of cost met by each household in order to reflect the benefit they would receive, and reluctant to meet the full cost of roads that will partly benefit people living outside who have made no contribution. More sophisticated cost recovery approaches might be capable of overcoming some of these problems through differential pricing for different types of traffic, but the existence of large and variable external costs and benefits makes it unlikely that a suitable alternative to reliance on public sector financing will be found in the near future, at least for financing uncongested roads. 

Similar arguments apply to other types of transport infrastructure, though the need for efficient management of ports, airports and railways can make private sector solutions more attractive, while there is scope for introducing competition by splitting aspects of the operation of the service
.

3.2 Attracting Investment To Lagging Regions

Government attempts to attract investment to lagging regions have at best a mixed record of success, and there is need for caution in investing scarce public resources
. 
Vietnam succeeded in accelerating growth and attracting foreign investment by focussing Government infrastructure investment within three ‘Growth Poles’, and along the corridors linking them. Success was achieved by filling in infrastructure gaps to create growth poles close to the major urban centres and to transport hubs, with good infrastructure and good connections to global markets and to each other. The areas were chosen for their potential attraction to investors, and already had per capita incomes above the national average. The main problem with the approach was that the fast development within the ‘Growth Poles’ did not benefit the remote and poor mountain areas. Growing inequality was further reinforced by the widening revenue gap between rich and poor regions, enabling wealthy local Governments to continue to invest heavily in economic and social infrastructure
. Within the highly decentralised financing structure of local Government in Vietnam, the initial focus of infrastructure investment on the Growth Poles has had to be succeeded by a deliberate focus on using national revenues to help the lagging regions to begin to narrow the huge gaps in access to even basic economic and social services, including completing the programme of access roads to each commune, and paying a larger share of infrastructure costs in poorer districts
. 

The largely positive Vietnam experience contrasts with the attempt to establish growth poles in the poor and remote North East region of Thailand, as part of a deliberate policy to reduce geographical inequality. In the Thai case, the remoteness and poverty of the region was such that investment in infrastructure had limited impact on private investment
. Though keen to locate outside the congestion of Bangkok, firms wished to concentrate in the new city region of the Eastern Seaboard rather than the remote North East. The three hundred KM plus distance from existing plants proved too great for firms such as auto component manufacturers, for whom the practical limit for the ‘Just In Time’ approach to ordering and inventory control was felt to be around 200KMs.

The Master Plan for the North East did recognise the difficulties in trying to attract firms in established sectors, and the plan tried to focus on identifying local comparative advantage. One growth hub was envisaged to be the ‘gateway’ to the regional market of the North East, and is the only one to have achieved some measure of success, with the natural protection of distance providing a rationale for some enterprises to locate there to serve the regional markets. A second growth pole was established to exploit opportunities for cross-border trade with Cambodia and Laos. The third, located in an impoverished and 90% rural area, had less inherent rationale, and was the least successful of the three. The failure of the Master Plan was partly a matter of unlucky timing (investment was hit by the East Asian financial crisis). It was also undermined by the lack of an effective organisational framework. Although a ‘Master Plan’ for the region was prepared with donor support, implementation was hampered by the lack of any single body with responsibility for implementation or for monitoring overall progress. Individual project investments were implemented, but multiple constraints to economic growth and to developing transport infrastructure were not addressed in coordinated fashion. Isolated improvements proved insufficient to overcome the barriers to significant development in such a difficult area.

These contrasting experiences illustrate the potential and the limitations of using Government investment in transport and other infrastructure to influence the location of private investment. Thailand found that it could not attract investment to remote regions when the forces of agglomeration described in section 2.2 were attracting firms towards the developing but still relatively uncongested city region of the Eastern Seaboard. Vietnam had greater success in attracting external investment by working with the trends towards agglomeration. Vietnam did not attempt to attract investors to remote or lagging regions, preferring instead to support development around city-regions that were already developing, and along the corridors linking them to each other and to transport hubs. It accelerated the development of regions that were part of a logical sequence of development, given their other attractions.
The need for caution to avoid wasting public funds applies most strongly to efforts to attract established sectors to remote locations, but even the development of growth poles based on sources of comparative advantage such as under-developed tourism potential can involve significant risks, and may reduce overall growth if investments in more remote regions are prioritised before lower-risk developments closer to existing centres of economic activity. The costs incurred can often prove disproportionate to the benefits received from the investment that is attracted.
Public expenditure is not the only or necessarily best way for Government to influence the location of private investment. There is a clear case for Governments to influence locational choices by the use of taxation and other instruments to bring the private costs to investors more into line with the costs that they impose on the economy. Some of the congestion costs within the city can be reduced by recovering the costs from those responsible for them. Formal daily congestion charging as practised in London may be beyond the technology and administrative capacity of most developing country cities, but less demanding approaches can be designed to achieve broadly similar ends. For example, it may be possible to influence congestion through the design of property taxes on locations in the most congested districts, or through specific licenses for the right to use vehicles within the city at certain times of day, with spot fines for those not displaying a valid licence. Measures to manage congestion need to be considered alongside proposed investments to relieve it, in order to limit the share of national investment that is sucked in to the expensive task of keeping the city moving. If corporate and private city residents are obliged to pay costs more closely related to the external congestion costs they impose on others, the move towards re-location out of the city is less likely to be delayed, and overall productivity will be higher, although re-location may be within the region and have little impact on reducing inter-regional inequality.  

3.3 Transport Investment and Economic growth in Remote and  Rural Areas

The need for realism about the prospects for attracting modern sector investment is not an argument against improving transport infrastructure in remote or rural locations. Although the modern sector is a growing share of GDP and of employment, the majority of the population in low income countries find their livelihoods within smallholder agriculture and the rural or urban informal sector, and these sectors usually account for the majority of GDP and often of GDP growth. 

The very high returns to transport investments are not confined to investments in major highways. Basic access and secondary roads are the parts of the network that have been most neglected. In China, although there has been heavy investment in national transport infrastructure, past neglect of rural roads resulted in a decline in the length of the network. This neglect is reflected in very high returns estimated to investment in rural access roads (far higher than national roads), demonstrating the need for much higher investment
.  In all three of the countries studied by IFPRI (India, China, Uganda), the transport investments with the highest returns have been low-specification rural roads in areas where access is poor.  In the case of India, the highest economic returns were found in areas of low agricultural potential, presumably reflecting the past neglect of such areas in favour of heavy investment in irrigated and high rainfall areas. It seems clear that investments in lagging areas can achieve good returns and accelerate growth by reducing constraints to local enterprise, even if large-scale investment remains concentrated elsewhere.

Past neglect of infrastructure is such that there are few countries, and few regions within countries, where the list of high return-low risk transport investments would not exhaust the available funds. Funds should be directed towards these unfunded investments before investing scarce Government funds in more speculative ventures to establish modern industry ‘Growth Poles’ in remote areas.  

The extent to which national highway investments benefit the population of the region in which they are located depends on complementary investments, particularly in rural access. Vietnam was able to raise general living standards and reduce poverty within the regions in which the growth poles were located, with the existence of an access road being the major factor determining the extent to which individual communes were able to benefit. In China, ADB are supporting efforts to make the Expressway programme more poverty oriented by including local feeder road construction and access points as a complementary investment to the large-scale infrastructure work. 
3.4 Migration and Transport Policy

Migration to the city is one of the most important routes by which people leave poverty, yet the majority of countries have policies in place to reduce rural-urban migration. 
China is an extreme case of Government attempting to control patterns of migration. Controls on internal migration have encouraged the proliferation of inefficient rural enterprises unable to benefit from urban agglomeration. The migration controls also mean that the growth of inland cities has been slower than would be economically efficient, while the coastal cities where foreign investment is concentrated have been favoured and enabled to grow to excessive size due to the restrictions in the growth of inland cities
. These restrictions have implications for the patterns of movement of freight and people, and the transport investment required to accommodate them. It seems slightly absurd to argue that these policies may have reduced the growth of the Chinese economy, given the sustained and globally unprecedented growth that has been achieved, though it does seem more reasonable to suggest that significant efficiency costs may have been incurred by using migration restrictions in this way.

It has been argued that Governments should ‘go with the flow’, providing necessary infrastructure and services for the residents of informal urban settlements on the same basis as for other sections of the population
. Such an approach to migration has two major implications for transport policy. 
For those areas losing population, Government may be less anxious to invest in retaining the population in the existing location. For road investment, it is evident that the cost per beneficiary will increase with the distance that has to be covered by new roads, and the benefits of connecting new areas will depend on the density of their settlement. In China, for example, the lagging provinces have far lower density of roads per square kilometre, but low density of population and of economic activity means that the road length per person and per Yuan of GDP is markedly higher than in more developed provinces
. We have seen that road investments in such areas can yield very high returns, but there will come a point beyond which the cost of providing a road connection to a sparse and remote population can not be justified by the expected benefits. Ultimately, it may prove more cost-effective to facilitate relocation of population through migration. Those who choose not to migrate should be free to remain where they are, but need to understand that one consequence of living in a remote and high-cost location is that the Government is unable to provide access to as wide a range of public services.

For the urban areas that are gaining population, the main point to make here is that transport investment, particularly in public transport services connecting migrants to places of livelihood and connecting the urban sprawl to the rural hinterland, can have a major positive impact on both the earning potential and the quality of life of the rural-urban migrants, while helping to reinforce the links to the sending areas (see next section). Populations in both areas benefit.
3.5 Transport Services

In a study of the role of transport in sub-national economic growth, it is natural that the main emphasis should be on the location of transport infrastructure. Transport infrastructure is necessary to support any pattern of economic growth based on trade relationships wider than the immediate area that can be accessed on foot or by pack animal, but it may not be sufficient to ensure the provision of the transport services needed to support economic growth. Once the infrastructure is in place, is there more that Government can or should do to ensure the provision of the necessary transport services to support economic growth?

Where Roads are Built, Will transport Services Follow?
If Government policy does not impede vehicle ownership and operation, then transport services are a low- entry-cost and highly labour intensive industry, with an almost infinite range of alternative technologies that can be applied, ranging from head-loading to non-motorised forms of animal or bicycle traction through to two three or four wheeled motorised transport to large trucks and trailers, with multiple options in between. Transport services are one of the more important non-agricultural livelihood opportunities available to rural people, and Government intervention needs to take careful account of the employment implications. Government interference in such a market risks doing more harm than good, undercutting competition and delaying the emergence of sustainable and reliable private sector solutions.

The main Government intervention that is needed is to lighten or remove the burdens of taxation and regulation that impede the development of competitive transport services, including tariffs and taxes to protect local manufacturers of vehicles or bicycles, licensing and fare restrictions that prevent competition or make it uneconomic to provide certain services, and petty restrictions and bureaucracy that impede transport services, often as an excuse for demanding corrupt payments. Most important of all, Government needs to ensure that the road network is adequately maintained in order to enable service providers to operate at a cost that is affordable by their customers.

Transport Services to Poor and Remote Areas 

Although transport services have the potential to be highly competitive in many parts of most low income countries, lack of access to transport services can remain a serious problem in the poorest and most remote parts. Participatory poverty assessments commonly report complaints that poor transport access leaves households dependent on monopolistic suppliers, monopsonistic buyers, and on high cost and irregular access to transport, with competition at peak times adding to the risks of agricultural production. 

Some of these problems can be addressed as improved road conditions and access reduce the cost barriers to competition, and begin to open up the possibility of alternative transport solutions. If the problem is purely the lack of transport alternatives, the extent of monopoly power will be limited by the possibility of others entering the market, possibly by residents clubbing together to hire transport on their own account.

Where the threat of competition does not control monopolistic behaviour, the causes need to be reviewed. They may lie outside the transport sector per se, for example reflecting the effects of a broader web of marketing, credit and other relationships, possibly sustained through a degree of coercion.

In the most remote and sparsely populated districts, it has been argued that the cost and difficulty of maintaining a basic access road is disproportionate to the use that it would receive. An alternative would be to use public funds to subsidise some kind of regular service by a motorised vehicle. 

This would not be a complete alternative. The road would still require sufficient maintenance to keep it open, for example repairing bridges and removing rock-falls. This is in practice the kind of minimal maintenance that many access roads receive at present. It is also not a complete alternative in the sense that it will meet some, but not all, of the transport needs of the community. Depending on the regularity of the service, it may or may not provide access to a broader range of livelihood opportunities that could underpin the beginnings of a process of economic growth. Moreover, maintaining a regular subsidised service will prove difficult in the face of a road surface that will impose significant damage to vehicles, a local authority budget that is likely to be both over-stretched and often late, a political process in which the allocation of licences for providing services is likely to be subject to patronage and manipulation, and a political climate in which privileged access to subsidised services for remote villages may well provoke demands (and political promises) to extend services elsewhere, in the process both stretching the budget and undermining emerging private sector services. The approach may be worth piloting in a few remote areas, but problems that can be foreseen are not trivial in nature. 

Not Just Roads: Meeting Other Transport Needs of Poor and Rural Populations

For rural households, the majority of transport costs usually relate to journeys within the community, collecting water and firewood, transporting inputs and crops to and from the field. Most journeys, including those to local markets, may involve non-motorised means of transport
. Road access may have little or no impact on these costs, but the ability of the community to profit from an improved road connection may be severely constrained unless complementary action is taken to reduce them and free up time. Poor people may lack the means to acquire even non-motorised transport such as bicycles and carts, and may rely mainly on head-loading, severely limiting the distance that goods can be carried. Even where households have access to non-motorised transport, it may be controlled by men and not made available to women (who face the heaviest burdens). Interventions to reduce these constraints may involve transport solutions (tracks, access to bicycles or animal traction), but could also involve investments in more convenient solutions to water and energy problems. 
Micro credit is likely to be an effective route to helping people access a wide range of options for overcoming their transport problems, and is likely to be preferable to direct Government interference in the transport services market. Credit should not be targeted to a specific purpose such as acquiring the means of transport. One of the major lessons from the micro-credit literature is that the focus of attention should be on building the financial institution and putting in place appropriate saving and borrowing rules and policies. Costs rise and misjudgements occur once financial institutions become involved in trying to direct credit to specific purposes
. Borrowers are themselves the best judge of the priorities for which money should be borrowed.

Although it is helpful to address constraints that may prevent poor people in particular from exploiting the opportunities opened up by a road, the existence of such constraints does not negate the very positive evidence of the benefits of road investments as summarised in Box 1. A recent survey of intermediate transport and access to transport services in five African countries found that communities gave higher priority to the need to upgrade roads and improve access to motorised transport services than to the acquisition of IMTs
. 

Urban Transport Services
Urban transport services are relevant to issues of sub-national growth via their impact on congestion costs and hence on the pressures influencing firm and household location decisions. In urban areas, the cash and time costs of transport to and from a place of employment or livelihood represent a major burden to households, one that increases with congestion, and is one of the main factors behind the eventual slowdown of city growth. There can be a case for subsidising public transport services in urban areas in order to reduce congestion and pollution costs, and the costs can be partly cross-subsidised from taxes collected from those private vehicle users who account for most of the congestion costs. 
With the percentage of the poor population that lives in cities increasing, increased attention needs to be given to the problems facing marginal communities living on the edge of cities. Reducing urban inequality and extending the benefits of economic growth to those living on the outskirts is one of the more cost-effective ways to reduce poverty, and is an important aspect of the sub-national distribution of economic growth. Crowded public transport and long journey times severely reduce the opportunities for marginal urban populations to better their lot, with transport costs taking up a large share of available income while the investment of time limits the opportunities to search out opportunities for acquiring skills, and reduces the quality of childcare and supervision. Some cities have achieved significant improvements in the quality of life of urban populations by establishing rapid transit bus routes, with flat fares that involve cross-subsidisation by the (generally wealthier) city centre dwellers of the journeys of the poorer populations living on the outskirts
. Improvements may of course prove temporary, with new migrants adding to city growth towards the previous congestion levels, but the new equilibrium will be one at which there is a larger urban population that has succeeded in crossing the poverty line.

Other Transport Modes

There is a vast literature on the problems of publicly run ports and railway services, and on the various approaches to privatisation, unbundling, public-private partnerships, leasing, and other means to improve these services, mainly by introducing private sector management, finance, and a degree of competition
. Ports and railways have spent well over twenty years, with varying success, trying to roll back the debilitating effects of subsidies, often introduced for what appeared to be sound economic or social reasons, but often undermining the finances of service providers and causing waste and poor quality services. The main conclusion relevant to this report is that inducements to would-be investors to locate in lagging regions should not take the form of subsidies that distort the prices charged by ports, railways or other transport service providers.

4. Institutional Aspects of Transport and Sub-National growth 
Investment in road infrastructure is plagued with coordination failures at all levels, resulting in patchy coverage and variable condition of the network, accentuating sub-national differences in the rate of economic growth. 

Section 4.1 discusses the problem of co-ordinating road investment; 4.2 discusses the maintenance problem, and approaches to dealing with it. Section 4.3 discusses options for overcoming some of the problems of co-ordination across levels of Government. Section 4.4 briefly discusses co-ordination across sectors and ministries. 
4.1 Co-ordinating Transport Investment 

If the focus is on economic growth, then the appropriate methodology to use for choosing road investments is cost benefit analysis (for which there is a long tradition and established techniques in the sector). 

Because each road forms part of an overall network, projects should be appraised at least in outline as part of an overall network plan, with the aim of identifying the combination and sequencing of investments that maximises network net present value. This approach is likely to identify synergies between investments, including the network benefits of ensuring that trunk roads are complemented by secondary roads and access roads.

Traditional road appraisal methodology, with a strong focus on vehicle operating cost savings, can tend to generate high rates of return to investments aiming at reducing congestion costs on busy roads. To avoid an unwarranted bias in favour of existing urban regions, the planning process needs to explicitly consider options that include other approaches to managing and reducing congestion at a lower level of investment in roads, including approaches to recovering some of the congestion costs from users.

Achieving a network approach to road planning is in practice made difficult by the split of responsibility between different levels of Government, with uneven access to financial resources and implementation capacity, and insufficient incentive to co-ordinate.  National highways (under the responsibility of the transport ministry) are often poorly coordinated with plans for secondary and feeder road development (usually the responsibility of local Government).  This can result in the national highway network achieving only a fraction of the potential benefits because local communities remain effectively isolated by lack of access roads, despite their proximity to the highway. 
The best way to achieve coordination of the expenditure programmes of different levels of Government will depend on how planning, budgeting, and implementation responsibility is organised. A plan can be prepared for the entire network, to ensure that the priorities of each actor are informed by intended developments at other levels, but co-ordinated implementation is difficult.  The plan is likely to be changed during implementation to fit available budgets, opening up the possibility of the transport ministry building national highways where districts lack funds to rehabilitate secondary roads and no-one has a budget for providing access to enable rural communities to benefit. Wealthy areas with higher revenues will be better placed to invest in their local transport systems, re-enforcing their initial advantages, as the Vietnam case illustrates. The required coordination will not be achieved simply by agreeing a joint plan; it needs to be followed through into budget allocation decisions and into the implementation of the work. 
Second-best (but more practical) solutions include financing local network and feeder roads as part of the design of all new highway investments, making earmarked resources available to the relevant levels of Government to ensure that the work is undertaken. Conversely, those planning feeder road developments might include access to the secondary and national network as one of the criteria determining the ranking of new roads considered for early development. 

4.2 Solving the Road Maintenance Problem 

Poor road maintenance has location specific impacts that are central to the concerns of this report. If roads are built in a logical sequence, and assuming no abrupt shifts in the location of economic activity, existing roads on average make a greater contribution to economic growth than roads that have yet to be built. There is little advantage in expanding the network if the benefits to those living near the new road come at the expense of worse maintenance and the eventual collapse of existing roads. 

Increasing numbers of countries, with World Bank encouragement, are addressing the maintenance issue by establishing Road Funds
. Road Funds vary in design, but the defining characteristics are that they have access to a guaranteed budget through hypothecated revenues (normally a share of petroleum taxes), and there is strong representation of private sector road users. They have achieved some success in increasing funding for maintenance on the national road network, and countries such as Ethiopia and Ghana have succeeded in significantly raising the share of the national network in good condition, albeit from low levels
. However, funds are in most cases still significantly below the requirements to fully maintain the network (e.g. 80% in Ethiopia but only 20-30% of requirement in Tanzania), and allocated funding is in some cases still subject to delay and leakage
. 

Road Funds have proved least successful in ensuring that funding reaches roads within the responsibility of local Government, yet this is the level at which the poor condition of the road network has the most negative consequences for the geographical distribution of economic growth. Part of the problem is that the responsibilities given to local Government are often not matched by sufficient sources of revenue with which to implement them, while local Government is often at the back of the queue for Road Fund budget releases, just as it is for other revenues. As we saw in the Vietnam example, the problem is most acute for the remotest and poorest regions, where own revenue raising potential is lowest. Allocation formulas used to distribute a share of national revenues to local Government need to redress the imbalance by providing a disproportionate share of funds to the poorest regions.  
Maintenance is a particular problem for rural access roads. Funding tends not to reach this level, with neither central nor local Governments passing on significant resources. Local populations are typically expected to meet a large share of maintenance costs, but tend to be reluctant to do so. The problems of organising road maintenance are greater when distances are longer and population density is lower. Rural populations making little use of motorised transport may perceive the cost of maintaining the whole road in good condition as excessive given the use it receives. They may prefer to limit their ambitions to ensuring that the road remains accessible to the few vehicles on which they depend for agricultural and marketing operations at the times when they need to use them. The Ethiopia roads programme makes this explicit, focussing attention on minimal spot improvements. However, the benefits of sustaining this minimal level of access (and the costs of failing to do so) can nevertheless be substantial.

4.3 Cross-Sector Co-ordination
Transport sector plans need to be informed about, and co-ordinated with, developments in other sectors and in overall economic policy. In China, for example, the acute transport bottlenecks that preceded the economic reform period did require massive investment in national highways, but the extent of the required investment was significantly reduced by a large reduction in the transport intensity of GDP as liberalisation enabled more efficient patterns of production and trade to be established. Transport patterns continue to be seriously distorted by problems of coordination between modes (not helped by Railways being a separate Ministry), and by implicit protection, with provinces using safety and other regulations to discourage competition from imports from other provinces. Rapid growth and international agreements are beginning to break down these barriers. Transport investments need to respond to the consequences of these changes for the geographical distribution of economic activity and the transport system needed to serve it.
Government attempts to influence the growth rates of lagging regions are likely to achieve more success if a co-ordinated approach is taken to the analysis of constraints across sectors, and to cross-sectoral implementation of at least the core elements of the regional plan. Coordinated development of core economic infrastructure such as roads and electricity supplies significantly improves the economic returns to both. 
Decentralisation to a local authority with broad powers over sector budgets and management in the area has the potential to improve cross-sector co-ordination. The extent to which it does so in practice depends on who controls the budget, and who controls the staff in charge of it. There is greater scope where the local authority controls the allocation of significant development and recurrent funding, without requiring plans and budgets to be centrally approved by sector ministries. Wealthy municipal and local Governments with strong local revenues are in a better position to implement coherent spatial plans than those authorities who depend on central Government for the approval of both the level and the allocation of their budgets. Local authorities with management control over their own staff are in a stronger position than those who depend on central sector ministries to recruit, post, and supervise professional staff.  Jurisdictional problems within local Government also tend to undermine cross-sector planning and implementation. Local authority boundaries rarely correspond to economic geography, hence integrated planning of a ‘city region’ or other coherent economic area will still require co-operation and co-ordination between adjacent local authorities. Differences between sectors in the extent of decentralisation may mean that expenditures fully under the control of the local authority need to be co-ordinated with others requiring central approval and allocation of funds.

The difficulties of co-ordination can argue in favour of establishing regional development authorities or other new institutions to manage a cross-sectoral development process that does not map easily to existing responsibilities. In Madagascar, for example, the implementation of investment in growth poles is under a single National Secretariat reporting to the Minister of Finance, guided by a Steering Committee with equal representation of private sector and Line Ministries. This centralised approach to regional development has some of the characteristics of a Project Implementation Unit, though the usual sustainability concerns in this cross-sectoral investment programme have to be weighed against the advantage that all expenditures in whatever sector are under the authority and management of a single body.  

4.4 Co-ordinating National and Local Government

It is difficult to reconcile the objective of building and maintaining a transport network with the objective of promoting decentralised local Government more responsive to local needs and priorities. Central Government may be willing to allocate a share of national revenues in order to even out differences in local revenues, but national priorities may not correspond to local ones. Local Government may not spend funds on transport unless directed to do so, but ‘earmarking’ of some of the local Government budget to transport undermines the objective of building autonomous and locally accountable Government. A second problem is that any budget that is received from central Government tends to get spent mainly at the level that first receives it. Central Government may therefore need to earmark budgets not only to the transport sector, but may also need to specify the level at which funds are spent, to ensure that village councils receive an adequate share for building and maintaining basic access.  The consequence can be local Government budgets specified in excessive detail, and inadequately informed about local requirements and priorities.
Lack of finance at local Government level is usually allied to lack of capacity and to weak accountability, with all three problems most acute in the poorest areas where transport problems are greatest. 
One approach to addressing these problems is to offer financial support dependent on the local authority achieving and then sustaining or preferably improving on some minimal standards of planning, management and accountability. The conditions for accessing funding typically include preparing a plan, appointing trained staff to manage and account for funds, preparing required physical and financial reports and accounts on time, and establishing effective mechanisms for downward accountability to the community as well as upward accountability to the source of the funds. In the case of Uganda local government development programme, the standards that must be met increase over time, with authorities qualifying for higher levels of funding if they continue to improve, but losing access to funds if they stagnate or go backwards.
 The approach focuses on strengthening local planning and management processes rather than specifying the content of those plans and budgets.
Although the approach is not sector specific, it could be adapted to make grants to local authorities dependent on indicators of effective management of the existing road network. This might require the preparation and implementation of plans (covering maintenance, rehabilitation and new construction), and the submission of reports on physical and financial progress and compliance with procurement and other regulations, together with evidence on the condition of the road network. Reporting on road works could be verified on a sample basis, possibly supplemented by the use of satellite photographs to confirm statements about the condition of roads and the completion of work on them. The aim would be to ensure that new road construction would not be financed without evidence that the existing network was being maintained. The indicators on the road network could be part of the data required in support of overall financial support to the local authority, not necessarily earmarked to road transport. Such an approach depends on unifying the budget within a planning and budgeting framework that enables the local authority to give equal weight to investment and to maintenance, it may not work if scarce local revenues have to be used for maintenance as a condition for receiving central funding that is only available for investment.
There is a particular problem in making sanctions for poor maintenance credible, since Government and donors will wish to avoid roads falling into a condition in which they require major, and expensive, rehabilitation. One approach would be to remove responsibility for road maintenance (and the associated staff and operating budgets) from those local authorities consistently failing to maintain roads adequately, with the next highest level of Government taking responsibility until such time as the authority is able to provide credible assurances of commitment.
5. Implications for Government and Donors

The improved understanding of the tendency for economic growth to concentrate around leading city-regions suggests that public investment in infrastructure can help steer private investment towards emerging areas, but attempts to use public funds to bring investment to remote areas without other advantages tend to fail.  

The increasing dominance of the lead city appears to be an almost inevitable feature of the early stages of economic growth, with the city generating wealth and playing a major role in enabling people to escape poverty. Government should ensure financing of the transport infrastructure to support city growth, and to support the eventual movement into a wider city region or a successor city. However, the high incomes of city dwellers and the pollution and congestion costs they impose on each other suggest that a large share of the costs of such investments should be raised by finding ways to charge residents and users of city roads for the costs they impose on others.

Because of past neglect, most developing countries have the potential to significantly increase economic growth by investing in extending, rehabilitating, and maintaining their transport infrastructure. Although modern sector growth may be concentrated around the city, investments in transport infrastructure to open up previously neglected areas and provide access for rural populations often yield high returns. 
Institutional arrangements need to be put in place to ensure that the road network develops in a balanced way, that the benefits of highways are realised through further investment in secondary and access roads, and that the maintenance problem is tackled. New highway investments might include basic access links as part of the design.

Transport strategy needs to be co-ordinated with other policy areas that affect the location of transport (e.g. trade liberalisation), and that require complementary development (e.g. electricity).

Decentralisation of political authority is associated with less uneven patterns of economic growth, and also helps co-ordination between transport and other investments, but the required co-ordination of the transport network across levels is rendered more difficult.  If decentralisation is not to re-enforce inequality, it will require some mechanism to redistribute central revenues towards impoverished areas, not least to enable them to undertake worthwhile road investments for which they lack finance. 
Inadequate resourcing of road maintenance needs to be tackled if Government transport expenditure is to achieve the potential impact on the location of economic growth, with particular stress on those parts of the system in the worst condition, which are often the responsibility of local authorities. Mechanisms are needed to make effective stewardship of the existing network feasible, and to provide incentives to ensure it is carried out, perhaps by making it a condition for further funding.
Transport services have the potential to generate significant employment and income. Government policy should encourage the development of transport services by a light regulatory touch, but should avoid direct involvement in their provision or pricing, with the exception of taxes and charges to recover congestion and pollution costs from users, and possible cross-subsidy of urban transport services to correct for the impact of congestion and pollution. 

Implications For Donors

The main recommendation for donors is to ensure that they are supportive of the suggestions made to government. Donors should:

· Increase support for transport infrastructure, based on a network-wide approach that explicitly considers all levels of the system, and both investment and maintenance expenditures. 
· Help Government to develop funding mechanisms for supporting worthwhile investments in the transport networks of lagging regions, conditional on indicators of performance related to stewardship of the network.
· Elevate road maintenance in importance in budget discussions and in donor policy dialogue with Governments.
· Work with the permanent institutions set up by Government rather than establishing Project Implementation Units or similar donor-imposed and unsustainable arrangements. Donors can still encourage cross-sectoral coordination arrangements, and there may be a case for geographically based authorities to take responsibility for an overall spatial plan for a region. However, the organisational arrangements need to come from the Government side, and to have sufficient institutional roots and powers to operate successfully and sustainably within the Government system. 

Annex 1 Country Examples
	Country & Source
	Policy Objectives and Content
	Results

	Vietnam

(GRIPS Development Forum, November 2003)
	Accelerate economic growth by concentration of transport and other infrastructure in ‘growth poles’ adjacent to major cities and harbours. Govt spent 3.5% of GDP on infrastructure, roughly half on roads (Willoughby).
	Successful acceleration of economic growth including attraction of FDI. Survey suggested 90% of FDI in Hanoi-Haiphong growth pole would not have happened without transport infrastructure improvement. Since 1998, private sector job creation has taken over from agriculture as the main source of continued rapid poverty reduction (Willoughby). Communities within the growth pole region received major benefits if connected by road, with 50% of households diversifying into higher value activities, whereas the impact was far more modest on communes without connections. Inequality increased during the growth process, as remote and poor regions did not benefit, while increased revenues within the growth poles further reinforced differences in infrastructure availability. But Deolalikar found that, even in remote regions, road access increased the probability of escaping poverty by 68%, income gains in communes with roads were 16% higher. Government is now trying to reduce inequality by targeted improvements in remote regions World Bank).

	Thailand
(Japan Society for International Development)
	Reduce inequality by developing growth poles around ‘Core Cities’ in the remote and impoverished North East. Growth poles were based on providing ‘gateway’ access to the region, and developing border trade with Cambodia and Laos, the third NE ‘growth pole’ was a rural location and had a less clear rationale.  
	Master Plan was implemented through a project approach, poor coordination between components. Finance for the plan collapsed in the wake of the Asian financial crisis. Firms re-locating from Bangkok preferred the more accessible Eastern Seaboard; NE ‘gateway’ was too distant for ‘Just In Time’ component manufacture. Some progress on transport infrastructure, little in developing ‘core cities.’

	Madagascar
(World Bank, Integrated growth Poles project, PAD)
	Develop a major growth pole near the capital including EPZs, accepting that firms will wish to locate near to the major city, but also develop more remote growth poles based on locational advantages (mining, tourism). Adopt a decentralised, integrated approach to multiple constraints, to ensure coordination between investments in different sectors.
	Too early as yet to assess what success will be achieved.

	China
(Fan and Chan-Kang, IFPRI; Chun-Chung Au and Henderson; Naughton; Fan, June 2004)).
	Major investment in railways and roads, but not in rural roads (length of rural roads fell1% p.a. 1980-2002). Migration controls to limit the social problems of urban growth.
	Transport investments helped reduce bottlenecks on railways, though the retreat from planning and consequential reduction in the transport intensity of GDP was also important. Major inefficiencies persist due to lack of coordination, e.g. separate railways ministry not coordinated with roads. Transport investment focused on main roads but neglected rural roads, which now show the highest returns.

There is evidence of a growth-poverty trade-off, with the highest returns in East and Central, but biggest poverty reduction in West and South.

Migration restrictions added to inequality & contributed to establishment of inefficient rural enterprises, impeded growth of inland cities too small to achieve full benefit of agglomeration, while coastal cities have grown beyond their optimal size.

	Korea
(Overman and Venables)
	1970s policies to encourage location outside Seoul through financial incentives, infrastructure parks had little success, most firms stayed within 45 minutes drive of the city. In 1980s, a different policy combination was tried including economic liberalisation, political decentralisation and inter-regional transport investment. 
	Initial urban concentration around Seoul was followed by emergence of follower city-regions. By 1980s, GDP p.c. >$5000 (97 prices), conditions were such that share of manufacturing employment in the three largest cities fell from 44% in 1983 to 28% in 1993. 

	Ethiopia

(Federal Republic of Ethiopia, Ethiopian Roads Authority, March 2004)
	RSDP launched 1997 to carry out extensive rehabilitation, upgrading and expansion of the road network, 1st 5 year phase focused on upgrading main roads and constructing new regional and link roads. Second phase adds travel and transport requirements at village level. Principle adopted is no new construction until maintenance of existing infrastructure is resourced and ongoing, all new works to require maintenance plan and earmarked resources in place at local level. Spot improvement to be considered before full rehabilitation.
	1997-2002, classified road network increased 30%, maintenance system put in place, % of roads in good condition increased from 18% 1995 to 37% 2005 (Africa Union et al). Because of very low road density, huge potential exists to lower rural transport costs, plus opening extensive unused resources in South and West. Communities are only willing to provide the minimum effort to maintain to level required by them, means spot improvements to remove bottlenecks at critical times of year only. Communities give high priority to road access to towns, biggest factor explaining escape from poverty, surplus farmers benefit most but others value services and opportunities to trade and find employment.


Annex 2 TERMS OF REFERENCE
Terms of Reference for a Consultant to provide advice on the contributions transport policy and investment makes to sub-national growth

1.
Purpose

The purpose of the consultancy is to identify new thinking for governments and donors about the relationship between transport infrastructure and services and sub-national growth and explore how this may be used to influence government expenditure decisions. The lessons should have wider applicability for policy around investment in public goods more generally.

2.
Background

The Urban-Rural Change team of DFID’s Policy Division is reviewing current theories and evidence of the factors, which most influence the economic development of regions within a country. It is clear that the quality and capacity of transport provision is often a key factor in the rate of regional economic development and, therefore affecting inter-regional disparity.   Several groups in the World Bank are also reviewing issues of sub-national development. As part of its work on Transport and Growth, the World Bank central Transport and Urban Development department wishes to take stock of this as a basis for establishing guidance on transport policies and investment.

Context

Economic activity is becoming increasingly concentrated in particular locations, especially core cities and their surrounding regions, as a result of the globalisation of economic activities, the liberalisation of flows of trade and investment and increased migration. At the same time, central governments’ capacity to carry out effective top-down redistribution policies is being challenged. The trend towards decentralisation and devolution, and the changing role of the nation-state in the context of economic globalisation, mean that sub-national growth – and sub-national government - has an increasingly important role in influencing the competitiveness and potential of a country. 

These processes are accompanied by widening disparities in income and wealth between richer and poorer regions, as some locations do better than others in the global economy, and devolution allows stronger regions to get further ahead. Understanding the economic geography of trends in growth and inequality – and how and when to invest to support or redirect them - is key to the challenge facing government of ensuring that the poorest people and poorest regions participate in the benefits of growth, while at the same time, enabling economically successful locations to continue to grow.  

A key concept in understanding spatial disparities is connectivity. And a key government measure for influencing them is investment in transport
. Yet the allocation, distribution and prioritisation of often limited public expenditure for infrastructure is frequently more politically motivated than demand-led. Introducing a better understanding of how sub-national economies develop and how different transport investments can influence them may be a step forward in moving donor-government dialogues around infrastructure investment decisions onto a more pragmatic basis, linking economic rational with political sensitivities. 

This will be particularly important in view of recent proposals to dramatically increase aid resources for infrastructure in Africa, and increasing emphasis on budget support.

Role of Transport

Governments need to be able to make the trade-off between investments to support individuals to take advantage of economic opportunities where they exist against investments to stimulate new livelihood opportunities for those people and areas that are ‘left behind’. Within the framework outlined above, we are interested in the role transport investment plays in supporting sub-national growth.  

We do not currently have a clear understanding of: 

· The precise conditions under which transport investment is most likely to bolster sub-national growth.

· How different levels of transport investment (i.e. national/highways, regional/trunk roads, local/feeder roads connecting rural to urban, urban to rural, within rural and within urban environments) contribute to reducing regional/ locational disparities.

· What role transport can play in equitably distributing the benefits of growth. 

· The potential for, and extent to which, sub-national growth could be enhanced by transport investment. 

· The actual mechanism through which transport investment has the potential to boost sub-national growth.

· It follows that we do not know the extent to which a lack of transport investment has the potential to constrain sub-national growth.

A substantial literature already exists although it is broadly inconclusive. New Economic Geography analysis for instance suggests that reductions in transport costs increase agglomeration tendencies, and that these trends, if left to market forces, lead to increasing concentration in mega-cities, irrespective of increased transport links to secondary cities. Research also suggests that where an adequate transport network is missing then transport has a direct impact on growth but where networks do exist transport on its own is unlikely to be the only contributor to sub-national growth (i.e. it is a second order variable) but may be a significant factor in inhibiting growth in remote or disconnected areas.  For instance, in remote areas, transport can facilitate the in-movement of goods, services and investments into an area which can promote the development of diversified livelihood opportunities for local people.  Alternatively Transport can also support the out-movement of people seeking new livelihood opportunities and key services not provided locally (i.e. general hospital) or provide outside businesses with opportunities to exploit local markets. Other evidence suggests that greater access to markets not only increase returns to labour but also increases income and wage employment and in some instance can contribute to promoting income convergence among poorer economic regions. 

In disconnected peri-urban areas, where business activity is often most buoyant, the shortage of planned infrastructure investment can act as a brake on growth, if this constrains access to markets and may lead to businesses moving elsewhere, sometimes overseas.

Within cities, increasingly over-burdened transport systems, which are unable to cope with rising populations and transport usage, can act as a factor encouraging business to locate outside major cities, on green-field sites.  This can lead to the decline of older commercial districts, with attendant social and economic problems for laid off workers, and heightened environmental risk from decaying industrial wastelands.  Changing city landscapes and employment patterns requires worker mobility, however non-integrated transport networks with inherent unit costs to users disadvantage the poor disproportionately in accessing new livelihoods.

3.
Focus of work
In view of the above, the consultancy should cover:

(i)  A summary of how recent developments in the global economy (as set out in the context above) and in our understanding of the processes at work is influencing understanding of the role of transport in growth and development, including empirical examples and data from OECD/middle-income/low-income countries as appropriate. In particular highlight what is known (and information gaps) about how investment in transport infrastructure and services supports or constrains sub-national growth and poverty reduction.

(ii)  An assessment of how governments in developing countries adopt and implement transport policies to support sub-national growth, identifying the key factors – including donor practices generally and approaches to transport in particular - which determine why and how government policy is made and implemented in this area.

(iii) Assessment of the implications of (i) & (ii) above for introducing a spatial dimension to transport policies, and to investment in public goods more generally, in low and middle income countries, linked with conclusions where appropriate, to the use of current aid instruments.

4
Method and Target Audience

The paper will be mainly based on secondary literature. It will draw on new theoretical understandings policy practice and empirical experience across OECD countries, but will focus where possible on developing country experience. It is anticipated that the lessons emerging on transport will have wider applicability for investment in public goods more generally. Relevant papers produced by, and for, the Urban and Rural Change Team are attached.

It will also draw on, where possible, information being collected by the Urban and Infrastructure Adviser in the Urban and Rural Change Team (Mark Povey) on current policy opportunities and challenges in key DFID overseas offices. This is likely to include, but not exclusively, countries where there is already WB-DFID collaboration or a potential partnership in the transport sector – Ghana, Nigeria, Ethiopia, DRC, Sudan, Mozambique. 

The work will have 2 primary uses:

It will inform a wider study being carried out by DFID and the World Bank on sub-national growth, 

It will also be used to inform decision takers in low and middle income countries, and in developing agencies, including DFID advisers based in country offices.

In order to do this, the work will be in three stages:

(a) A preliminary literature review, drawing where possible on information provided by country offices, for presentation at the Sustainable Development Retreat for Infrastructure, Livelihoods and Environment Advisers

(b) A presentation and facilitated discussion at the retreat to identify issues of particular interest to advisers.

(c) A final report taking account of the literature review and the feedback from country based advisers.  

5
Outputs 

The outputs will be: 

(a) And interim report (by 8 July), including an outline presentation.

(b) A presentation for the Sustainable Development Retreat in Norwich on Tuesday 19 July, highlighting the key issues for discussion

(b) Final Report (by 2 September), consisting of:

Paper, with executive summary, setting out the main issues and references;

Separate comments on the potential scope and utility for taking this work forward and the options for doing so.

All outputs are to be compatible with Microsoft Office 2003, and be suitable for other DFID and WB channels and the Transport Knowledge Partnership.
6 
Inputs and Budget

DFID’s Urban Rural Change team has gathered current materials on regional growth and has commissioned notes to summarise some aspects.   Mark Posey will provide access to these materials and will facilitate dialogue with the URC team.     
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