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Policy Lessons (Contributions to Economic Analysis):

The aim of the research described in this volume is to examine the behavior of private domestic investment in a
sample of seven developing economies: Chile, Colombia, Egypt, Indonesia, Morocco, Turkey, and Zimbabwe. The
studies represent afirst step toward understanding the investment process in devel oping countries and the scope for
government policy to affect private capital formation. Such issues will become increasingly important in the future as
more developing countries try to encourage private investment.Four key issues emerge in the analysis of the
determinants of private investment and its role in adjustment programs in developing countries. The first is the impact
of changes in the exchange rate; the second major concern is the existence of crowding out of private activity asa
result of government borrowing in domestic financial markets through interest rates or quantity rationing. A third and
related issue is whether government spending, particularly that on investment, "crowds in" or "crowds out” private
capital formation. Fourth, the effects of uncertainty are important in determining the response of private agentsto
changesin the incentive structure.



