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FOREWORD

On the basis of a government report on forms of management and co-
operation in overseas aid (SOU 1993:1) the Swedish Parlisment approved
a proposal to carry out country profiles and country studies as an
essential tool for the management of aid to individual countries.

Examinations of the overall management of the bilateral aid
programmes, in terms of results or the effectiveness of programmes in
each country, have seldom been carried out in Sweden. The recipient
country is an appropriate level at which to address the question of
results because it is the level where bilateral funding allocations are
made by the Swedish Parliament, where the strategy for results can be
determined, where goals are set and where hilateral agreements are
signed for programmes and projects. A country specific strategy would
enable Swedish development co-operation agencies to focus on specific
and measurable results, country by country.
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The Secretariat for Analysis of Swedish Development Assistance
(SASDA) has commissioned a number of country-case-studies in order to
analyse the results achieved by Swedish aid, taking into account other
donors’ experience. The chjectives are to analyse the effect and
effectiveness of Swedish aid in the sense of appropriateness to the
objectives set for aid, to analyse its cost-effectiveness, to make
recommendations to improve its effectiveness and efficiency in
development co-operaticn in the future, and to make proposals for the
methodology to be employed in analysing and following up the
effectivenese and efficiency of aid in country studies.
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PART I

INTRODUCTION




Chapter 1. SCOPE OF STUDY

L1. Purpose

The purpose of this study is to examine the extent to which Swedish aid to Guinea-
Bissau has been effective in attaining its objectives. The overall objective of Swedish
development assistance is to contribute to increased “standards of living of the poor” in
the recipieat countries. This broad objective has been split into five sub-cbjectives, out
of which two, economic growth and "social development”, have been explicitly
emphasized in the support to Guinea-Bissau (in the recent Swedish Government bills).
The other sub-objectives are: to promote economic and political independence; to
contribute to fostering of a democratic political system; and help protect the
environment.

The prime focus in this report is on the effectiveness of Swedish aid in meeting
theohjecﬁvesofuveraﬂgrowthmdsocialdwdopmemmthemwolevd.Howewr,
performance at the project (micro) level is considered as well, ie. to assess the
efficiency with which the aid is handled at various stages by the Swedish aid agencies,
mainly The Swedish International Development Authority (SIDA). On the basis of
these analyses, we provide a number of recommendations for futore Swedish
development co-operation with Guittea-Bissau,

There are a few clarifications of position that have to be made at the outset,
First, we consider economic growth as the prime objective variable for aid in this
report. Onereasonisthatthisobjecﬁveiagivenpﬁoﬁtybythe Swedish Government.
Anmherreasonistha:weﬁnditimposm‘blemthmkthumdcanpromlong-
mﬂdevelopmmtmﬁmm—ansaumﬂwabmeofmstmblegrowm That is,
substantial improvements in areas like education and health can only be accomplished
through increased effective investments in these sectors, These investments, if they are
not to be aid-financed for ever, must come from domestic resource mobilization in a
self-sustained growth process.! The present level of real per capita income is simply
too low to allow enough resources to be diveried from other activities into the social
sectors.

Second and related, in assessing the impact of aid on growth, our contention is
that the concept of "contribute” is essential. Our starting point is that foreign aid is not
intended to, and should not, substitute for development based on the mobilization of
domestic resources, In other words, aid should be a complement to domestic resource
mobilization in the recipient country, not a replacement. This notion is in line with the

pasic concept of "development dssistarise” and is also contained in one of the sub-
objectives for Swedish aid, namely thist aid should promote "economic and pekitical
mdepmdenoe" One important facet. of this. objective is that the recipient couwsitry, at

gothe: point; should become able to sichieve growth without foreign finance-in the fovii
of official aid grants and highly eoiicessional loans. That- sid should Lislp- the
mobilization of domestic resources may seem rather obvious, but as we will s¢6; this
has ot happened in-the case of Guiniea-Bissau; it even soems that aid in some respests
alrendy suspected this-is probably.the veason why this-study was initiated and alsc why
newmdcommmnmtstoGumea-Bmmﬁlepmtwoyemwerecmm
substantially.)

Thrd,massesmngﬂmmpwtofmdongmwth,wemakead:sﬁmhonbemm
the macro- and microeconomic effects. The macroeconomic effects of aid on growil
are indirect (there are no direct links at the macro level between. did and: gfowsi:
These: indirect effects. occur when -aid. affscts the ‘macroeconomic variables. st
determing growth (sach as domestic savings, investment, uman capital formation)- i
the recipient country. The microeconomic. effects of aid on growth comprise the: diréer
contributions. .of particular aid projeets to. domestic production and real ivconie:
Compared to most. earfier assessments of the effectiveness of aid (e.g. Cassen ¢t af
1987, Riddell 1987 and ODI 1993), we will put-a stronger focus on the
macroeconomie, indirect impact of &id on growih. -We will also analyse in more detail
the success or failure of the individual projects/programmes at the micro level,

Finally, in assessing the indirect effects of aid on macroeconomic variables: ini
Guinea-Bissau, such a3 the government tax revemue collection. effort, its -puiblic
expenditure policy, the domestic private savings propengity, the real excharigé: rafe;
etc., it must be emphasized that it is not possible to separate the effects of Swedish aid
and other foreign aid. The macroeconomic effects are the result of the. totality of
is nevertheless through the: macroeconomic effects that-aid, Swedish and other; g the
decisive impact on long-term growth and socisl development in the recipient cousiteies.
Themmnecommmnmpaﬂualmauaalforthemorﬂzﬂumofmdmdwm
projects at the micro level.. :




1.2. Planof Study

Thesmdylsdmdedmbofwrseetwns,wheredmpters 1 and 2 comprise the
intreductory part (I). Chapter two presents the basic statistics on aid to Guines-
Bissau over the past 20 years. Both Swedish and ‘other. foreign aid are described in
quantitative: dimensions {sector allocation, time -trends, grantsfloans, bi- vs
mukilateral, etc.), without any reference to-effects of any kind. ‘Part 1 of the study
(chapters 3 to 5) deals with the indirect impact of aid ‘on the macroeconomic variables
that -determine: growth -and social development in' the. recipient country. Part I
(chapters 6 and 7) contains &n -evaluation -of Swedish'project/programme =id to
Guinea-Bissau. Part IV, finally, closes the report-with a siimmary of the main findings
and recommendations for future Swedish development co-operation with Guinea-
Bissau (chapter 8).

1.3. Methodologies :
The methodology used to assess the macroecomomic impact of aid to Guinea-Bissau
on growth-and - social development comprises a three-stage analysis. In order to
understand how aid affects growth in devéloping oountries, we first have to ideatify the
main sources of, or preconditions for, growth in such countries, Chapter 3 thus
presents a summary of what modem-economic growth theory and- empirical testing
have found to be the basic necessary preconditions for growth in developing countries,
Iheremofcomm,mmyspedﬁéﬁmonthm:ﬁ‘eagmmhmmypuﬁwlmmuy,
but recently a relatively wide' consensus has emerged on what are the absolutely
minimum -necessary preconditions for sustainable economic ~ growth. These
preconditions-are not sufficient for the achievement of growth, but they are necessary.
Enmmvemmtunpmulmswd:mggeststhumﬂmrabmnatamnglemumy
has achieved significant growth,
Theseeondstepmthemmmcononncanalymsistakinchaptw4,whue
the necessary "input" requirements for growth in Guinea-Bissaii are assessed and
recent changes are identified. This chapter also contains an.analysis of the "output” of
thedﬂdopmmnpmeeu,i&%actualpmfmmﬂeoftheﬁdimnwomﬁyhtems
of growth and social development in various dimensions. -

: ﬂ:ethirdstepiuhms,whidlmdsthemaoeoononﬁcpartofthestndy;
haetheeﬁ‘ecuofwuaﬂfordgnnidmgrowmin&ﬁm-nissm,ﬂumghthevaﬁous
"growth determinants”, are studied. We attempt to answer the question bow total
fordgnaidhasa&‘ecmdboththemtenﬁﬂforgromh(ﬂn"myprewndiﬁm’)
andﬂmsoddpafomnmeofthewunﬂy.Alessthomighmmemofthcimpmtof
aidontheotherSwedisha_idobjecﬁvesisaisopresented.

In part Il of the study, the focus is shifted to the microeconomic effects of

Swedish aid to Guines-Bissau, ie. the direct contributions to growth and. other

objectives of the particular projects/programmes Sweden have financed. . In- chapter 6,
we have symmarized the main conclusions reached by a large number of previous
evaluations of the effectiveness of Swedish aid projects in Guinea-Bissau. It should be
poted that we have eot undertaken .any- project evaluations ourselves; this was not
inclpded in the terms of reference. The principal method used in this chapter is thus.an
anslysis of earlier evaluation resuits. We have, however, -also interviewed &large
number of people who have been involved in the various projects (see Appeadix 3).

.. .. Inchapter 7, we present our analysis of why so many Swedish projects.seem
to have fuiled and why so few have been (reasonably) successfill in Guinea-Bigsau.
“The.chaper contains three main sections. In the first section, we set up-what we think

| mﬁemmwmnmmfwme“admmveprom'atvmomstmf

projects should stand a_chance: of becoming economically visble. Subsequently the
actual procedures used by SIDA (the main Swedish aid. agency operating in Guinea-
Bissay)? and the Swedish Ministry for Foreign Affairs. (MFA)- are compared to.the
procedures we find warranted. We assess how the Swedish projects in Guinea-Bissau
have been initiated, whether and how ex ante project feasibility studies have been
cmiedwt,huwpmjecmmmagedandwduatedmmethertheinfmmﬁonﬁ-om
evaluations and current monitoring is followed up with reforms.

The second section in chapter 7 is an assessment of the impact. on. project
effectiveness and efficiency of the economic and -administrative environment in-which
they are to function in Guinea-Bissau. That is,.in this section we -ty to link- the
macroeconomic analysis of aid in Part II to the project -analysis at the micro level
presented in Part IIL The last section looks at certain features - of Swedish -aid
mmagemetnmgmerdthstweﬁndtohavebeenlmpomntforco-opamonmth
Guinea-Bissau.

Thebwsforﬂnamlymsmchapter?mthcmmepﬂeofoﬁimaldommw
comqmnsSwedmhmdeumea-Bmovenheymthatwefoundmtheamhvu
at SIDA and the MFA in Stockholm, and also at the Swedish Embassy in Bissau.
Important sources of information have been correspondence (memoranda and letters)
between the agencies concerned, the development co-operation office in-Bissau and
the MFA in Sweden. Suggestions for agreements; negotiating instructions and formal
agreements between the two oountrieshavebeenanalysed.ﬁovermmnt-dwelopmem

28MA s mmmmwmmmmwmdememmmm
mmhem%foundﬁsm&%muﬁammmﬁdn&&mmm
Swedish Agency for Research Co-operaton with Developing Countites: (SAREC), The Swedish
Amnmdem@mmwwmmmamﬂe
of non-governmental organizations.
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Plaas of Guinea-Bi compared wi s :

s e ith actual prioriies inallocations of own not significantly ifferent ‘from that of other sid. On the odd occasions When a
-geparation is possible, or when there is reason to assume a priord that Swedish aid has
a different impact, we will of course highlight this. '

“" " The effectiveness of Swedish aid separately is thus mainly considered at the
project level (in Part IH). However, Swedish aid to Guinea-Bissau comprises a wide
variety of activities with different (sub-) objectives that are more or less quantifisble (if
gt il lear). This variety of activities and (sub-)objéctives complicates the assessment
‘of the effectiveness of Swedish aid. The dominant kind of aid for many years Fas been
project aid; that is, financial and technical assistance to spécific investments in the
" “produstion of goods and services {e.g. health and education). In principle, such &id can
.~ "be evaluated by traditionsl cost-benefit or cost-efficiency methods, On the' cthér hand,
" thiéfe is programmie’aid, meaning that a sum of cash is made available for the estire
 eonomy or for a particular sector. Usually it is difficult to disentangle thé impact of
"~ Swedish aid from that -of other factors affecting the performance of this particular
sector. In still cther instances, e.g. balance of payments support, the immediate
‘purpose may be to alleviate an import shortage crisis, coupled with a long-ferm
-abjective that growthshould thereéby be enhanced. The effect of this type of aid ori'the
immediutemposemnywdlbeuumble,whilethelong—temimpmismmhmore

difficult to quantify. -
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Chapter 2. FOREIGN AID TO GUINEA-BISSAU IN FIGURES

2.1 Introduction

2.2. Total Foreign Aid to Guinea-Bissqu

2.2.1. Total Bilateral and Muitilateral Aid
Dependingoncboiceofdata i

. : - mmmmmmmmm
mshmm&um-&ummobmmd.NaﬁmmdmﬁumtheGumbdmofpayml:ﬁ

4

disaggregated presentation is found in the DAC yearbocks. The data for 1974 to 1979 are
therefore presented separately in Table 2.1. : :

Table 2.1: Total Aid to Guinea-Bissau, 1974-1979, Current USS Million.

1974 1978 1976 1977 1978 1979

Totat Foreign Aid 4 19 22 38 53 57

Source: OECD/DAC Devilopmen ¢ Co-operanion, poperit , yarious issucs,

Over the yéais, 1980 to- 1991; totagid divided it total smililaterl and bilagerel aid,
separating out total Swedish #id, is presented in Figure 2.1. ‘Total aid is‘shown on top of each
stack. The share of Swedish aid in total bilateral aid varies between 13 and 35 percent.

Figure 2.1: Total Aid 1o Guinea-Bissau, 1980-1991, Current US$ Million,

ustm [ mTotat Swedish

He + W Total Bilateral, excl 1204
al Sweden :

- M Total multilateral

24 ﬁ.l‘ PR T

m!‘ﬁﬂdimwﬂl‘.“ﬂﬂﬂﬂlﬂ-ﬂ“ﬂ“

Source: OBCD/DAC, Development Co-operation, various issaes.

According1o national sources the total overseas development assistance (ODA) in
1992 and 1993 amounted' to about USS80 million and 69 inillion, respectively (of which
Sweden contributed approximately US$12 and 13 millios).! Adding these figures to the figures
fom previous years from OECD/DAC gives a total amount of aid disbursements for the years
1974 to 1993 of around US$1.4 billion in current prices. A rough estimate would bring this

! Source: Guinea-Bissau Central Bank, Balance of Payments, SIDA statistics and anthory’ own calculations,




sum to about USS2 billion in real 1993 pri i
- prices, which would mean U$$2000 .
mmmqmtewbstanﬁaLcomider}ngmGDppﬂ. per person. This

capita is aroond US$200,

Fiji 22 i
igure Total Bilateral and Maultilateral Aid, 1980-1991, Curremt US$ Million

n

As,cmbemSwedishaidwuexoepﬁomﬂyhighbyoompmiminmeyml%sm199_1.
The Netherlands have reduce their aid in the last few years while French and US aid is
. EH!‘Iﬂg.

2.2.2. Total Foreign Aid to Guinea-Bissan i International Comparison

Table 2.2 presents the ODA in relation to a number of economic variables and compares
Guinea-Bissau with selected countries, Guinea-Bissau receives an extraordiniatily high level of
ODA. in relation 1o some key economic variables (only Mozambique and Cape Verde are at
similar levels). Guiniea-Bissau is one of thé imost.aid dense economiés in the world.

Table 2.2: ODA, Total and Selected Ratios, 1990, Curvent USS Million.

““““

opA .. . ODAsspercemtof:

Total  PerCapita  GDP Growlavestmest Expart Import

Guinea-Bissau 118 122 68 188 620 168

Cape Verde 79 214 28 67 1320 65
Guinea 274 48 12 67 65 43
Mozsmbigue 923 59 77 - 569 103
Gambiz M 100 48 - 229 43
Haith 176 27 7 58 17 47
Bangladesh 2081 18 n 92 123 61
SSAl Average 14 810 32 6 33 39 39

Sources: UNDP 1992 and UNCTAD 1992. 1) SSA = Sub-Saharan Africa.

The Ievel of ODA per capita is also very high in Guinea-Bissau compared to-othier countries,
meed@donlybyCapeVerdesThehigh‘levdofaidtoGuinen—Bis&au-isalsoevidemifwelook
at ODA in relation to investment, export’and import. The ratios for Guinea-Bissau are
m:pnnﬂdedhthisrespect(withthc‘exoepﬁmoftheCapeVadeaida:poﬂmﬁo).Allaid
ratios show ‘Guinea-Bissau to be substantially more aid dependent than the average Sub-
Saharan African (SSA) country. :

2.2.3. Loans and Grants
In Figure 2.4, total ODA is divided into loans and grants. The largest part of total ODA is
grm&hmﬁomvaﬁousmﬂtﬂmerddomragmdummosﬂymmesﬁondjothbmmd
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grants increased in 1987 at the time of the first SmmalAdjusununProgmmne(SAP)and
themﬁoofgrmtstolom-hasdmedowrthepaiod. '

Figure 2.4: Total Loans and Grants, 1980-1991, Current US$ Million,

Swme:OEmmACDewlopmmCo-openﬁm,wﬁnniam

22.4.  Project Aid
mumeymlﬂﬁwlm,projeaﬁdcmsﬁmudbetmﬂmmdﬂpmofaﬂ
nﬁdﬂhmﬁrs(ym).&ﬂofﬂnmojeﬂaid,mhﬁcduﬁum(r&mdeupbmn
p_ercanmdupewmt(&ﬁm-BhsmCmﬂBkadmofPaymm).MMdiﬁbrem
bdm«dmdmﬂﬁlmdonmugmciesﬁmmethehbﬁchvesﬁnmhogrmm),
wlﬁchmbesemuthecapﬁﬂbudgﬂoquim—Bissm.Inl%ﬂl”Stbedomﬁmmed
some 120 different projects, down from 230 in 1986, The distribution. of total project aid by
eoonomicaqcivityfor1993isgivminrab1ez.4.anmmmwl,rablea_s,m
samepreuntaﬁonissivenforthepeﬁodl%hol%).

largely for the construction and rehabilitation of physical infrastructure, ¢.g, roads and bridges.
Much of this assistance is funded by loans from ADB/ADF. Since Sweden reduced its aid to
the indusiry sector in 1988/1989, relatively fittle 4id goes to this part of the economy, Table
AS intheappendixpremtsthepublicinvmfortheyml%Ho 1993 and since these
ﬂe,uwenﬁﬂmehcminguhmmhrgelyddﬂmdeiitgiveugmﬂﬁewofmemﬂ
project aid has been directed during this period.

13

-Table. 2.3: Total Project Aid by Major Donor, 1993, Current US$ Million and Percemt.

Donor Grants Percent Loans Percent Total Percent
African Development Bank 1 3 16 54 17 27
World Bank/ADA 1 3 9 29 ¢ 15
‘European Community 7 22 - - 7 12
SIDA 7 2 - - 7 12
UN System 6 20 - - 6 10
Kuwait Fund e 3 10 3
Netherlands 2 7 - - 2

Other 7 2 2 3 9 15
Total 3 100 29 100 62 106

Source: Guinea Bissan Ministry of Finance, PIP, February

off. N.B. figures are projections. .

Table 2.4: Total Project Aid Divided by Sector, 1993, Percent.

1993, Figures do not add up exactly duc to rounding

Sector Percent
Public Works 34
Agriculture and Rural Development 20
Health 12
Education 8
Energy 6
Economic and Administration Management 5
Water and Sanitation 4
Transport 3
Fishing 2
Industry 1
Other 5
Total 100

Source: Guinea-Bissan Ministry of Finance, PIP, 1993,
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23.  Swedish Aid to Guinea-Bissay
memdm@mumiﬂmto&m' Bi

231 Total Commitments snd Disborsements

ﬁ-glnemvuhmmmﬁngnendhmn?:ﬂnnmmupmﬁscﬂyearlmwm.mﬁmmem

-
2 " igntes quote in the official dociraents vasy,

Figure 2.5: SIDA Aid; Disbursements and Commitments within Country Frame, 1974-1993,
Current SEK Thousand. ‘

10007 | commimens
80000 + B Disbursemeris. | -

Seurce: Bistdnd 1 siffior och Diagram, SIDA, various issues.

232.  Swedish Aid by Sector and Chanuel, Public vs Private .
ThelectonldistﬁbutionofSwedishaidtoGtﬁnea-Bissauisshown in Figure 2.6. Apart from
noméeaorhnponmppomthmmsmedominued:hﬁmhduwy.md
ag‘i&ultwe.OﬂmMommMﬁcadnﬁniwaﬁomheﬂthmdedwuﬁmMmﬁ-Mrﬂd
contains, among other things, finds for a personnel and consultancy fund. Within each of the
sectommgimchmgeshaveocamedhthemthﬂleuwojed—direﬁedaid'mdmm
gmmﬂmmpeﬁencemdhsﬁﬂﬁmﬂ-sﬁmgthenﬁ:gassistmhavebeengiminmmmem
M.Agﬁuﬂmhmdaymehrgeuredpimmfoﬂowdbyeducaﬁmmdindumy.me
Proportional distribution of Swedish sectoral support over the entire 1974-1993 period is as
follows: agriculture (28 percent); industry (21); import support (18); infrastructure (11); mukti-
sector (8); education (7); health (4) and public administration (3),

Table 2.5 shows disbursements from other Swedish public donor agencies and bodies.
SubumﬁﬂammmmofbalmweofpaymentsuppomhwebemdishmedbytheSwedish
Ministry of Foreign Affairs (MFA) up to 89/90. The drastic reduction and eventual
termination of all programme aid in 1991 is notable. SAREC is mainly involved with s research
laboratory and SwedeCorp has taken over the industrial programme from SIDA. Some ten
Guinean residents have participated in international coursés organised by BITS. -
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Figure 2.6: Swedish Foreign Aid by Sector 1974-1993.

35383933333

Source: SIDA, Bistdnd | Sifffor ock Diagram, 1993, Note: IS = Import Support, BoP = Balance of Payment.

Table 2.5: Disbursements by Other Agencies, 1988-1993, Curremt SEXK Million and 1993
Prices.

Agency 1988/1989 1989/1990 1990/1991 1991/1992 1992/1993
BITS 0 0 0 0 0
Sarec 0 1 1 2 2
SwedeCorp - - - - 15
MFA; BoP-support 20 20 1 0 0
Total Sweden (93 prices) 132 - 120 97 84 89

Source: SIDA, Bistind 1 Siffror och Diagram, 1993, Notg: Total Swedea 1s 1 1993 pricea

Almostaﬂaidhumdiﬁmaﬂybemchamenedthrmghﬂnpubﬁcminﬁuhm-
Bissan.ThisisalsomxeforSwedishai&:allpijqiwtaidtoallsectonisdmnnelledthmghﬂw
public sector, Theimpmmpporgontheothshmd,islmgdyreoavedbypnvatelmpom
Mmﬂn(l993)shomthedlsmbnhonamongpmhamofthe Swedish import support during
the years 1987-1991. Of a total of approximately SEK 13 million, almost 10 million (73

)wmpm‘chuedbylSlargemdmandfamm Goods for SEK 2 million were
bmgMbymknownmnMspeuﬁndpmhmaMl.Bnﬁﬁmwmpmthuedbythewbhdy
owned retailer, Armazens do Povo, We can presume that the unknown or not specified
pumhummmivﬁeagaﬂs;thuigthetomlamumchmmﬂedﬂmughthepmmmmis
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approximately SEK 12 million (90 percent). A_compaﬁsonwiththetotalSwedish
disbursements to Guinea-Bissau during the same years, SEK 491 million, shows that the aid
channelled through the private sector was 2 4 percent of total disbursements.

2.33. Swedish Aid by Macroeconomic Function

Total Swedish aid may also be divided according to its main three macroeconomic function:
1) Expensesonteduucnlamstance,SlDApe:mmeimdndnnmmuon

2) .. Rescurce transfers,

3)  Debt relief.
mﬁmmgoxy,hmce,conmtsoffomsnwcpmsworhngmmmsmApermmd
working at the Development Cooperation Oﬂice(DCO)andadnnmmyeexpensesThe
second category contains transfers of money, imports of goods (both through projects and
programme aid) local cosis and credits. In the case of Guinea-Bissan no debt relief has been
given during the four years studied and the disaggregation is therefore: réstricted to two
classes? The division of Swedish aid between TA and Resource Transfers is given in Table
2.9. The reporting system has only been operating since 1989 o the time series are limited to
four fiscal years, 1985/1990 to 1992/1993.4

_ In Table 2.7, the distribution of the &id by mmmmmcﬁmmom at the sector
level is presented. The five main sectors for Swedish support dusing the period.(agriculture,
education, industry, artisanal fishery, heakth) and programme support have been considered.

Table 2.6: Total Swedish Aid by Macroeconomic Function, Curremt SEK Milkion. -

1989/1990 1990/1991 1991/1992 199271993 Total

‘TAY, personnel and administrition 43 27 21 25 123
Resoaree trausfers 22 49 4% s 152

Source; SIDA, EA-system and Bistdnd | siffFor och diagram, 1993. 1) TA = Technical Assistance.

3 This classification excindes revemncs, account 3, financial revemses/costs and extraordinary revemmes/costs,
accomnt 8, and internal revenmes/costs, acconnt 9, The expenses under accomnts 4,5.6 and 7, however, contain
the bulk of the expenses, Another excingion is the Personnel and Consultancy fimd since the actual use of this
money ig too unclear to classify,

- * The classification is based on SIDAs chart of account, As expenses on tochnical assistants (TA) are account 5

considered, with the exception of account 5343, “goods®, and as expenses on personne] and administration are
accomts 4 and 6 considered. Included in this class is also all expenses on services to employees, As resource
transfers are expenses under account 7 congidered as well as balance of payment support from the MFA and the
above mentioned account 5343.
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Table 2.7: Swedish did by Macrweonmnic Function at the Sector Level, Curvemt SEK
Million.

Sector 19891990 1996/1991 199111992 19921993 Total
Agricaltare  TAL, perpoune] and 2dm '
“TIUNNE And 24p 23 12 11 14
Mm‘. ; ‘M'I. , 0 - 10 7 10 :3
Education TA, pérsonnel and adm 4 3 3 4 3
Resource transfers 6 7 6 7 2%
Indusry " TA, persomnel and adm 6 6 2 p »
M u: transfers 5 2 1 2 ot
Fishery TA, personel and adm 4 3 2 3 u
" Illllﬂ-a- 3 2 2 3 9
Health TA, personiel nud sim '3 0 1 . s
ce transfiery 1 1 . N 2
Prograsunc  TA, persomse] and adm 0
Swppart sonrce tranet 11 0 1
r & 28 18 13 5
BTA'TechlﬁmlAm
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Table 2.8: Debt Situation, 1980-1993, Selected Years, Current. US$ Million,

;-T:Ii_cltor' 1980 1984 1988 1990 1993
Total Debt Stock (TDS) 134 243 455 503 714
TDS/GNP (percent) 128 176 301 321 335
TDS/Exports (percent) na 950 . 2600 3000 2800
Theoretic Debt Service Ratio (percent) na 28 4 45 . 300
Actual Debt Service Ratio (percent) o m na na m .8

Soutte: IBRD, World Debt Tables, 1991-1992, Martin, Bissau, Nov, 1993,

The curreat situation is also discussed in an International Monetary Fund (IMF) aide-
inemoire and the following skightly different figures are presented: external debt is almost 250
percent of GNP; the stock of arredrs is 68 percent of GNP and the theoretical debt service
tatio i 162 percent (percent of goods and non-factor services exports) before debt
rescheduling (IMF 1993). In 1994 this ratio is projected to come down to 17 percent after debt
rescheduling. As can be seen, the two sources used in this report (Martin/IMF) are not wholly
consistent. They do, however, both testify to the sericusness of the Guinean debt situation.’
The actual debt service ratio, ie. the amount actually paid in interest or principal, is, of course,
considerably lower. For example, in the years 1989-1991, the country paid US$20, 16 and 11
million, respectively. In 1992 no debt service was recorded and in 1993 only sbout US$1.9
million were paid. This would bring actual debt service ratio down to 6 percent only. The
recently initiated debt imventory, which is partly SIDA-financed, points to a number of
mepsures which ought o be taken: writing off all bilatersl debt; buying back al commercial
dobt and refinancing of multilateral debt service.

2.5. Summary and Conclusions

This chapter has presented the total foreign development assistance to Guinea-Bissau as
reported in international and national statistical sources. We found that some US$2 billion in
real 1993 prices have bean allocated to the country since independence in 1974. Most of this
money has come in the form of grants both as project aid and as programme assistance. The
total amount of forejgn pid in relation to some key economic variables is very high in
international comparison, exoeeded only by Mozambique and the small island of Cape Verde,
The level of foreign aid has boen considerably higher than the average for Africa, A large

3 The serious debt situation in Guinea-Bissan is well acknowledged within SIDA, (SIDA 1992)
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numberofbothbﬂmﬂmmmatuﬂdomhavebeminwwinthedevdopmw
opuationaswellassevmalnon-—gomnmentalmgmﬁzaﬁom.
TheshmofSwedishaidinwtalbﬂatqdaidhuvuiedoverthemHowm.
Sweden has for most of the l914-1993periodbeenamoqgtlmtopthreelﬂrgestdomtothe
country, Thesectorsmosttmgetedbysmdishaidhavebeeuﬁ:ﬁuuumindusuyand
agriculture. Some 60 percent of total Swedishassistancehasbeendirected-to'ﬂmesectm.

2]

PART II

AID EFFECTIVENESS IN A MACROECONOMIC
PERSPECTIVE
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Chapter 3. NECESSARY CONDITIONS FOR GROWTH IN
DEVELOPING COUNTRIES

3.1. Introduction
IheofﬁdnﬁynatedpﬁmaryobjecﬁveofSWedishaidistopmmoteovmuemmnﬁc
gmwth&ndmciﬂdevdopmeminthemdpimtcoumiea.Fordgnaidcmeonm‘butem
mprojectsthﬂyiddapoaiﬁvesodﬂuetmdreﬂmlheeﬂ'eeﬁvmofSwedishaid
toGtﬁnea-Bissauurhcnﬁao(prqiect)levdisunlywdinpmmofthismpon.In
thispm(ll)WefomsonthsﬁectsatthemleveL .

be&tﬂﬂessmdbesetvdthmethodalogicddeﬁdmcies(WhiteledlM).The
fomuoffmdgnaidresmhhthemomicﬁddlmstherefomslﬁﬂedwwnrds
usessmmoftheindimﬂimpmofaidmvaﬁablestbatmsupposedtopmm
economicgrowth(mchassavingsmd'invm).mindimctimpactofaidon
gmmhcmworkthmugbtwomainchanmlsatthemm‘olevel.Oneisﬂmughthe
"markﬁ".Fm-Mﬁdmnaﬁ'eqtthe(M)behﬁomofpﬁvﬂeagmuh
themcipiemcodnuybyalteﬁngrdaﬁvc'plices.Onesuchmple,wlﬁchwewiﬂ
retummhdupters,isﬂmaidnﬂ'wuthedomesﬁcrelaﬁvemioe-mﬁobawemthe
WMMM-mwgmmmi.e.therealexchangemte.'l‘hiswﬂlaltuthe
mlmvepmﬁtabiﬁtyofinvemnm(oldandnew)hthetwosectom.lfthegmwth
pmm&aldiﬂ‘asubetwmthetwosectmwmmwthmigmuaﬂ‘ected.Aidm
alsohﬂumcethebehavimuofmivue(andmbﬁc)mmnﬁcngansbycmmbuﬁngm
theh:ﬂdupofhﬁ'ammmauabmadseme)mdb!ulﬁngotha“bmﬂ&necks"mthe
mdpimtcounuy.Anenmpleisamadthatfacilitatestrmspomﬁonmdopmup
marketponibiliﬁesforpeasam;wbomaymapondbyincreasedinvmt
agriculture.
Themher“mamn”chmdthroughwhichaidcanaﬁectgrowthintherecipim
ommﬁyisbyhﬂuencingthebehavimnofitsgovmm.Dedsiomhytheredpiem

actuallypursuedintheparﬁcularoounﬁ-ymdhowtheyarerdatedtoaid.
Themalyﬂsoftheindirect, macroeconomic effects of foreign aid - Swedigh
andother-ongrowthinmdpientoounhiegparﬁmﬂaﬂy&xinea-Bissmwiﬂbe
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conducted in three steps. The first step, to be pursued in (this) chapter 3, is to provide
a summary -of the minimum necessary preconditions for growth in (aid-receiving)
developingmunnies.Thebasisforthismdys'sisthemmﬂedNemewtth

-and-a variety of empirical tests of this strand of theory. In chapter 4, we take a closer

Iookatthemmmwhichthemessaryprmndiﬁomforgrowthpxwaﬂin%u-
Bissauandwhethertherehavebeenanynotablechmgesrecmﬂy..lnaddiﬁontoﬂﬁs
mﬂysisofthe“hput'requimn&nsforgo%thuhewBissau,wemﬂysethemm
outcome in terms of per capita growth and "social” developments in various
dimensions. In chapter 5, which ends the macroeconomic part of the 1eport, we
pmvidem-mﬂysisoftheﬁnkagesbetwaenaidmdtbestateoﬂandcbmgein,the
necessary preconditions for growth in Guinea-Bissau.

It may seem a fittle beyond the immediate scope of this report to analyse (in
ﬂﬁschapta)thedetemﬁmMsofgrowthindevdopingmunﬁieahgmuﬁl.Wethhk,
howeva,thntifwedonothaveadearunderstandhgofwhatthebasicnecessmy
qumemaforgrmhare-inGuhea—Bisswmdduwhere-ﬂmeismposﬁbiﬁty
foruswbeable-wmoethemamnecomcimpm-ofaidonﬂwgrowthpmoess;we
simply have to identify the mechanisms through which the indirect impact of aid on
growth takes place. :

Before we commence the analysis of "growth determinants”, there are & few
gewdpoimathathavemmphasised.Eoomnﬁcmwth,tbemtedulﬁmteobjwﬁve
forSwedishfordgnaid,-alsohas"qualituﬁve"aspeﬂswbichwevﬁﬂconﬁd«.

Fhst,gwwthwhichisﬁ:ﬂyorpredominanﬂy.ﬁmmedbyforeignaidismmt
ﬁkdy-mtmsﬁnaﬂeinthelongt«mmddoesnotpmmotetbeeeomnﬂcmdpoliﬁcﬂ
indepeudemeofthereuipiemcounuy,oneofﬂleotherlong~tem0bjecﬁvesof
Swedishfordgnaid.hthispempecﬁw,horderfaaidtobeeﬁecﬁwhismmg:
that the resources transferred through foreign sid are used effectively, - thus
contributing to growth directly. In the somewhat longer term, aid has to contribute to
themobﬂizaﬁonmdaﬂomﬁonofdomesﬁcmmmesinthemcipiuﬁwommyinmys
that enhence growth indirectly. Aid can accomplish this through. its impact on-the
macroeconomic structure and functioning of the recipient economy, including the
behaviour of its government. . : .

Second, the distributional espects of aggregate growth have to be considered.
This is also an explicitly stated objective for Swedish aid: it should benefit the poorest
sectors of the population in the recipient economies (which could happen either
directly or through significant “trickle down’). More lately, the objective that
development should bring benefits to women as well as men has been emphasised.

Third, the "external effects” of growth have to be considered. That is, growth
has to be achieved without high costs in the form of depletion and degradation of
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mﬁmﬂmﬁwublepﬁmnymmwhichmmthchdedinthewnvmﬁoml
nauond.monMsﬁ'omwhichgmmhmﬁsﬁcsmdﬂived.Thisistheeumeofthe

3.2, Growth Determinants in Developing Countries

hveshnentinphysicalcapimlwaslongqonddaedmbethedﬁﬁng—fombehind
cconomic growth. Inﬁlct,tlwﬁrstclusicalgrowthmdelsbyHarrodandDomar
(1957)inﬂw19405,upitalinvemmmtheonlydetﬂminamofgmwﬂ1 The first
neoclassicalgrowthmodel(hy Solow 1956) was a Jittle more sophisticated in that
f:apimldepmciaﬁmhbourmpplyanddemasingmngimiraumonupitﬂwere
mtrodxwedintheannlysis.Momva,theeadymodeiswmsetinndosed-mmmy

Itisnot-asuiousoverstatememmclahnthntﬂleeadygmwthmoddshavehad
asuonghnpactontbeaidpoﬁdes'ofmostdomrmdmdphmooumies,atleas:u
. pto
ﬁulymcmuly;Thefowshnsbeen,mdsﬁﬂintoaconsidmbkmgmﬁmndng
phj-mcal capltnl nvestments in -infrastructure, agriculture and industry, Billions after
bﬂhon.sofmd-moneyhavebeminvmwinthesetypes ofwtiviﬁesduﬁngthepast?no
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investment, the capacity utilization of the resources invested, or the determinants of
technological efficiency. and progress, the new models have these variables in focus.
Themainoontﬁbuﬁoninmynewmodels-iuﬂmttedmologionlpmgmuis
explainodendogeuously,notgivenﬂ'omhewmaaintheearlymodels.l'he
determinants of endogenous technological progress differ as between models, but most
focus on investments in human capital, learning-by-doing and research and
development investments; some others focus on imitation and mnovation related to
foreign trade and foreign investment (see Grossman and Helpman 1990; 1991).
Anothersaﬁmtfemneofnmyofthenewmdds‘isthnttheywmpﬁsemom
than one sector in the economy which allows for factor allocation between sectors to
influence growth. (This rather intuitive result took a long time to be derived from a

_formal model; in most economic models, factor allocation affects the level of

producﬁononly,notitsrateofgmwlh.)Manyofﬁ!enewmodelsmalsoopen
ecommymoddsinwhichh‘ademdforeigninvesuneminﬂmnoegrowththrmgh
economies of scale and technology transfers. In some of the new models, there is also a
goverment sector that provides certain inputs to the private sector and, thus; affects
growth in this sector. k could be collective goods or simply an institutional and legal
ﬁ'anuwwkthatmmespmpﬂtynghtsmdoﬂmﬁmdamemdsneededforpmate
markets to fanction propetly.!

Themaininaiglntobegainedﬁomnewgruwththmny,andthenew-empﬁcal
ﬁndingsthathaveemmmdﬁomvaﬁoustestsofthetheow,isﬂﬂgromhhavmy
complex phenomenon, A multivide of factors that can promote growth as well as be
detrimental to it have been identified. However, although growth theory has advanced
considerably since the mid-1980s, we still lack a complete model that incorporates all,
or even most, important features of the individual models. (Most growth models are
technicaﬂyhighlyemnplacwenthoughtheymeonﬁmdmafewspedﬂcupem.)
Thereisthusmoompletegumhuwddmﬂmbeusedmmaﬂeﬂ:‘emﬁforeign
aid on the growth process, through affecting the many factors that determine overall
growth. What we have is & number of partial models which look at one of & few links
at'aﬁmebetwemﬁdandfacmm-fouMhmomforg’M(e.g.medomﬁcsaving
raﬁo,theexchangerateandmbsequentremoeallocaﬁon,etc.).

The development of 2 large set of new growth models in recent years has
triggered a renewed interest in empirical investigations of growth determinants. The
empirical studies that have emerged do not find strong and robust correlations between
all (or even most of) the “theoretical” growth determinants and the actual growth

! The first main contributions to the New Growth Theory were: Romer (1986; 1990); Lucas (1988;
l993)mdﬂdpm(l989).Ammmhmm&h&mn”ﬂaﬂnm
Teview of the literature is contained in Sala-i-Martin (1990).
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performance of different coyntries | 3 '

somlaﬁombqwm,few::men. Theyddo, . Y. find strong and robust : fact that technologically "backward" economies have an advantage in that they can
I would thus be presumy m" e _msth:“"“‘“"m’ . ] apply existing technology without running the cost of developing new technology, j
contributions and the new empirical evidence y fe rooent theoresil S8 _ . Private vs. Public Investment. While most empirical studies only have total 4
gtowth process fully Thereiscémi:.] Immed““om““d‘h" 1 ‘iﬁﬁememu-a"srowthdetanm“m",afewmaheadiaﬁndimbetwmpﬁvmm s
give t0 governments in develors ’m_wmpﬂemfnuofponcyadmemuwecm ] public investment. Hers the results are not so clear, but some of the studies show
ll be g ; " enc sty "ollow these polcios and rapid | private investment to be the crucial deteomirant (Kahn and Reinbolt 1990; Groene and

Villanueva 1991). Otherinvesﬁgaﬁonsalsoreportontheintmﬂaﬁonshipbetm
that. What has emerged is 5 rather el , private and public investment. That is, they test for the alternative hypotheses that
ini ls‘? piod view of what constitutes the éﬁbﬁeinveﬂnem“a‘owdsh“m”wowdsom"pﬂvateinvesmmtlhueismgmﬂ
: m;ltmﬂ'ging&omthmtms.hsumecoumiu,wbﬁciweshnem(e.gh
un . ] _ mﬁtamuctum)sﬁxmﬂmespﬁvateimsum;moﬂmmunuiesthemﬂntendmcyis
wbsequentanalygisinth;schamen ' that public investment takes place at the expense of private.
Foreign vs, Domestic Savings. Practically none of the recest empirical growth
studies have considered whether the source of the domestic investment is foreign (aid,

32.1. Domestic Savings and Investments
lodns, etc.) or domestic savings. It is quite clear, however, that the highest growth

In the *old" growth models, domestic investment i cpec| . .

equal to. -cmg)iwm, mt;nphy?m_w(me"m"e achievers' investment is financed predominantly by domestic savings and that most no-

models, investment in physical captal is gl wng of e . 20 2OV 0w growth countries' (including most in SSA) investments are foreign financed, mainly
i " mﬂﬂyﬁl—‘torsdetermnmnggmwth_ tbmughaidgmmsmdcomsionalloans.mbe!wemmabomhﬂfthedwelophg

countries which have achieved some growth during recert decades. For these
egmhies,thmismdeudiﬁ'uemeinmhﬁvegrowthmmluedmﬂmsowoeof
the investments,
Necmaq?ThecJaimthalimmninphydcalcapMisanecessary
. condition for growth may seem rather strong and has to be qualified somewhat, In the
growth determinants* are short term, an economy can grow without positive net investment. This can happen,
of investment and across all develop . o forhmifwsommmmlyuﬁsaﬂocﬁedbﬁweenmmnmemmda
Onm'owﬂzhsvebﬁowmfor, . PIg countries, once other influences i reallocauoutakesplace During the transition phase, domestic production and real
Poor vs. Less Poor Countyi o incomenmyincmase(afmstsumdamdwithmallocaﬁonmlow).Howm,omethe
mmmm.hmmo:;mmw mthencwempmc,] 2 mﬂhcaﬁonofmdsﬁngmmnces-hoomphﬁithe'swmh"wﬂiceasehtheabseme
i . 8 K : | of positive net investment. Similarly, if there is significant under-utilization of the
existing capital stock at one point in time, short-term "growth" may be accomplished if
uﬁlimﬁonishaeaw@bWomeﬁ:ﬂcapacityismched,newimeﬂmm&mreqﬁred
to achieve further growth. :
Onecannlsothinkthatgrowthcanbeaclﬁevedwithaconmupitalstock
(mnahwmn)ﬂ‘thereismmmdisembodiedmchmlogiwpmgmu(umﬂw
_—_— Solowmodelatsteadystate).Asisclwﬁ'omnewgromhtlwory,however,itis
Elm m':?;;;lmﬁ“”?m?m@ﬂ); Brander (1992); Dollar (1952); Dour; (1992 difficult to envisage a steady stream of new techmloglca.l insights which enhanoe
(I”l);cmm;im“?‘ (Wmlm(mxandll-mmdkmh(lm;m:ee:w & productivity of existing resources year-by-year without any investment in the creation
(1992), # {1950 Dombusch (1992), Giose and Kharse (1993) and Spchey i or application of new technology (which does not come from heaven as in the Solow




3.2.2. Investments in Human Capital

In most growth models from before the m;
d- factor .
besides Physical capitgl was "laban-". Lﬂb:]:lr 1980” the only afpl'Oduchon

|
i
.
X
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mmﬁsmhﬂrﬂymﬁsﬁgmtﬁedﬂmﬁmwﬂwﬁ:ﬂhnpﬁuﬁonsof
Shuman capital” for the growth process in developing countries have yet to gain wide

-It should seem non-controversial today to claim that & high level of investment
inboth physical and human capital is necessary for growth. In fact, the physical capitel

 jnvestment ratio (to GDP) and the human capital proxies are the only variables that are

ypositively and robustly correlated to growth across developing countries. More than 50
other perceived "growth determinants" have been tested for and all turn out non-

- significant or non-robust in various tests (seec Levine and Renelt 1992; Esterly and

Levine 1993). This is, of course, not to say that investments in physical and human
capital are the only important determinants of growth. Moreover, the causal
relationship. between investment and growth is not completely clear; many studies
showcausaﬁty(mtmpdshgly)inbothdirecﬁon&ﬁmi&iuvemmmisnmuym
promote growth, but growth may also stimulate new investment. Whatever the relative
-strength of the two ways causality run, it is clear that in the absence of investment in
physical and human capital no long-term growth wilt take place.

 The correlations between growth and investment in physical and human capital
sufficient. In addition, there are *quality aspects” that have to be considered. Not so
few. countries have investment ratios shove 0.25, but still no or very low growth.
Likewise, many developing countries have no growth despite high levels of public
spending on education, which can either be due to poor quality of education and/or to
the fact that other important growth determinants are iacking. The quality aspects, as
well ‘as the fact that some countries have low investment and others high, are
mdogmwsvnﬁabhsthathavetobeuphined..memwyowththeorymdmmy
empirical tests suggest that two fundamental factors explain the level of investments
anditseﬁcimwy:ﬂwmmoecomnﬁcpoﬁcyandﬂuetmderegimooﬂbecmmﬂy.

3.23. Macroeconomie Policy and Stability

Mostdwebpingommﬁiesmlyatleasttommea:tmonpﬁvateagem;forsavings
and investment in the economy. For private agents actually to undertake long-term
investment, the government must give them incentives to do so. That is, the
government has to ensure an economic macro-environment where private investors can
expect a return on their investment which covers costs and, when applicable, also
leaves a profit that is higher than that from alternative uses, e.g savings and/or
investment abroad (capital flight). If not, private agents will not invest in the domestic
economy. What then, are the necessary preconditions for government policy that will
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stinmlatei!ldigenouspﬁvateinvemm?ﬁrst of all, pﬁvateagemsnmstﬁcepﬁces
that make‘mvestmeut profitable. If the government controls prices of; say, agricultural

mputyﬁghtsmtheresomusinvestedmnotgummbythegovemmmn private
agents-arell‘kelytoinvest.onlyinshort-termand "foot-loose" activities, if at all in the
.domesuc economy. Similarly, if private agents face very high taxation of their profits,
investment will be discouraged,
lft.)rpﬁvatehlvemnmnstooomefonhthmalsohastobereasomblebalmcc
‘and.mbﬂnyinthesovernment macroeconomic palicies. If not, private agents will find
it difficult to make ex amre calculations about the profitability of potential investments
Largebudgetandbalanoeofpnymemsdeﬁdtswi]linduoe i .

?'aﬁnblebywaﬁmandtosigniﬂmmdunpmdimblcchangeshnhﬂmpdces, which

mduceevenmoreunoertaimyinpﬁvateinvestmmtdedxiomﬁ
In-theempiﬁcalliterature,ve:yfewattemptshavebecunudetotem

ec?nonwtnc models of private investrment -determinants in developing countries. One

3 $oe, for instance, Rodrik (1990; 1991; 1992),
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Savingsmdinveshmminmn-mm-ketecononﬁesponspedalproblmalnthe
'iniﬁa]mof"mdaﬁstdevelopnm“.themomﬁorﬁmdngpubﬁciwm
hmta,eomeﬁ‘omoneofhvosources.Oneistmdngthepﬂvateuctordirecﬂy,or
indirectly through administrative priving (¢.g. marketing boards) and/or through money
'mmmdmﬂaﬁonmealmaﬁveimmwmfomsam(oﬂmm;
Neither is compatible with sustainable and seif-reliant growth, recent empirical
evidence and experience suggest.

‘ %efemxaﬁonofﬂxepﬁvatesector(umauyagﬂaﬂm}ismeiniﬁdmceof
ﬁnmge.ofpubﬁcinvedmengmmwbﬂcrevemewnwﬁonmd,thm,pubﬁc
investment are difficult to accomplish. If the tax rates on private. activities are raised
oonsmutly,ﬂwtaxbaseis.pmnetodeclineasfaamnmoveoutofthissector.(e.g.into
subsistence farming). Government revenue collection can be increased concurrently
only if the (private) tax base is growing, but here another contradiction sets in. Almost
bydeﬁniﬁomh-mmmmmiesmereisdiscrﬁnimﬁonagainstthepﬁmm
iq;mmyways.PrivateaMarecomﬁnedtosmaﬂsectorsoftheewnomy,which
mpmsth&tthepﬁvateuxbasewtomaﬁuﬂy.becomessmaﬂ.Morwvu,insme-nm
economies there is usually little incentive for private agents to expand production even
hﬂnuctomheym.panﬁnedmopmh,dgﬁfyingammmdeclmmgpﬁm
taxmenpidacpamionofpubﬁcinvemmbasedonmxaﬁonofaamaﬂpﬂvate
sectm,hasﬂmsnmbeenafasiblesmteyfmpmdonﬁnmmy-mnmdmbping
countries. :

. Thealtemativetorelimceontantionofasmallpﬁvammorinmmy
dwdopingeomhies“ﬁﬂ:a”phmedemnomy"dwelopmentmegyhnsbmto
depmdonforeiguaidfor-theﬁnmdng-ofgomnmmemdinvewnem(asweﬂ
asmnmmptioninmmycuses).Mmy"wchﬁst'devebpingommuieshavefoﬂowed
mchmhveMsuﬂegyupmthiﬂyrecemly.However,whhthedismnmﬁngofthe
SovietUnﬁonandﬂxewmmistmgimeainEastemEumpe,thismceofmeml
finance has ceased,

The only sustainable planned economy development is one where the public
economic sectors generate their own surplus which can finance real investment in the
bngtenn.Thepmrequisiteforthisis,ofooumqthupubﬁcimmmﬁddn
substantial real return, i.c. that investments are productive. This requires an efficient
govemnment planning organization, effective state monitoring and mansgement
capacity and responsive and flexible institutions that allow quick policy alterations
wheniniﬁalplanspmvewrong,orwhene:ﬂu’nalcondiﬁonschange. The former
Soviet Union and other European socialist countries fuiled to achieve either of these
Tequirements for sustainable growth, even though they had very high levels of
investment and & highly educated labour force. Today few seem to believe that poor
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3:24. Trade Regime, Export Growth and External Balance
wemmmwmmmwﬂndsthemwmm‘ policies of
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- - drastivally since 1970 and especially, between 1980 and the present. This is mainly due
10 a-decline in volume of exports, but the volume effect on-export earnings has been
' aggravated by a drastic deterioration of the terms of trade for most primary products

exported by the African countries (Svedberg 1991; 1993).
The discrimination agsinst the export sector in most developing countries has
hampered both the level of investment and the efficiency of investment according to

" mmuch of new growth theory and evidence. It is widely held today that it is the export
- sectors, especially in Eght mamufacturing, that have the highest growth potential in

ideveloping countries. For small developing countries, there are usually fow constraints
on the demand side (cutside textile and clothing) for exports, while in import-
-substituting industries, the size of the (often very small) domestic market is a severe
limitation. This makes it possible to exploit economies of scale in export industries
while it is not in import-competing industries. Moreover, the competitive climate in
export sectors tends to encourage efficiency and innovation, while in highly protected
import-competing industries no such incentives ure present. There are also studies
showing that the savings propensity is-often higher in the export sector than in-other

When we look at the empirical evidence we cannot unambiguously say that
countries pursuing a more "liberal® trade regime have higher growth than countries
the degree of “liberality” of trade regimes that can be used to rank countries.) There is,
however, a relatively robust and significant correlation between certain measures of
"outward-oriented" trade regimes and economic growth across samples of some 110
developing countries and also across the SSA countries (Ghura and Grennes 1993).
Moreover, it is indisputable that the countries with the highest growth rates (mainly in
East Asia) have all pursued an export promotion trade policy, although some have
retained rather strict import controls {e.g. Japan, Korea and Taiwan), It is also clear
(most countries in SSA) have little or no growth. That the correlation between
"outward orientation” and growth for all developing countries is not stronger is
explained by the fact that the growth performance of the countries *in between", ie.
with varying degrees of moderate protection and export discrimination, growth is not
systematically related to the trade regime (as imperfectly measured).

3.2.5. Good Governance

In the preceding sub-sections, we have discussed necessary conditions for growth in
developing countries at two levels. The first was that investment in physical and human
capital must be relatively high. The second was the macroeconomic and trade-policy
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requi:'cmemneededtoensure,notonlyhigl:,butdsoeﬂieiauinvm:. We can
thustenmﬁvelydescribe“goodgommce'-thethirdlevel-uthemsuitof
maaowommicandﬂadepoﬁd&sﬂmfavomlﬁghmdeﬂ'eaiveimemmentsvdﬁch
prodmegrothowever,goodgovmanoeimhxdesmmyotheraspects,-mostof
whicharevetydiﬂiculttocapminqumt&aﬁw-mdmsumbletm

Itneverthe!mmthn'goodgomme“ispmhapsthemosthnpomm
ﬁactorinexplaininggrowthGomaretheﬁmeswbmmmeecommistscouldme
that to “get prices right” is sufficient for achieving growth. (Gone are also, hopefully,
the.dayswhm"mdical"emnonﬁusdainwdthatmwthcmbeachiewdwithmtal
disregardofemmmicﬁmdamental&)lfmﬂﬁngdse,ittakesgoodgovmemm
deﬂnewhmtheﬁglnpﬁcesare(espedaBymmn-tmdedgoodsecmm)mdtogetthem
right.

Inthepresemcontm,hcwever,wemaimainthatthenﬂtﬂmumdeﬁniﬁonofa
goodgwmemisthathfoﬂowsapoﬁcythaf'mmms,ﬁm,mombhintmalmd
mernalmwoeccnonﬁcbdameandmbﬂity,md,seeond,amdemghmthatdoes
nmdismiminateagainaamons.l‘haiswhntweﬁndwbethenﬁnhmnreqtﬁmmts
foreﬂicieminvemmmstoemergeand, thus, growth,

Whatdoeaittakeforagovemmmtto-pursuegoodgomanee?Fust,the
gwmmmtmm.gl'cwthasimwaﬁdingemmnﬁcobjecﬁml‘hisa!mmaﬂ
governments claim that they have. However, judged by their "revealed preferences”:;
thntis,theiracmalbehaviomandpoﬁcy,itisoﬁenclearthatthegmwthobjecﬁveis
policy,maybeanyofthefollowing:(i)toenﬁchitselfmdlortousegovemmemﬁmds
toenswethatitstaysinpower;(ﬁ)toma:dmizemnentconmmpﬁonforallorpartsof
thepopuhﬁmatthem:pmseoftheuvingsmdinvesmmthuwmudberequiredm
achievegrowth;.ﬁii)toma:dmizetheinﬂowofforeignaid,tobeusedforanyofthe
above objectives (or even growth),

Umilfairlyrecenﬂy,ﬂlepredomimmﬁewofdevelopingcmmtrygovanmem
objecﬁvesinﬂiedwdopmemﬁtmasweﬂuintheaidpoﬁcydialogue,ma
verynniveme.ltwasbasicdlymkmformedﬂmgovmmmtsaineﬁ‘elyhadthe
welﬁreofthehpopﬂaﬁmsasmewimeobjecﬁvefortheirac&ommdthngrowth,
bemﬁﬁnglﬂ,wasthememstoachievethiaThutwuwhatgonmentssaidandit
was by and large accepted at face value. Today, when we are less naive, we are more
inclinedmlookatwhatgovemmentsdomherﬂmﬁstentowhatﬂwysay.me
dimpmcyisoﬁenpmfomd(Krwger 1990).

However,ittikeamoretoachievegoodgomume,inthenﬁnimumdeﬁxﬂﬁon
usedhere,thanmplaoegrowthastheovenidingpoﬁcyobjecﬁve.Asecond
pm'eqxﬁsiteisthatthegovmnmemhnsmhdghtintohowgmw&lisachiwed.wuh
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hindsight we can easily say that few governments in Africa and many other places had
that insight {to the extent that growth actually has been their objective). Most
governments have chosen state involvement in most spheres of the economy and
export discrimination as the two main components in their "developmient” strategy.
None of the more than 40 countries in SSA (with the exception of diamond-rich
Botswana) have been able to achieve sustainable growth over a long period of time
(although a few countries had high growth for a limited period in the 1970, i.e. Kenya,
Cote dTvoire and Cameroon). In fact, for SSA as a whole, per capita real incomes
today are not higher than they were at the time of independence. :
That a govemment has growth as its ‘overall objective and knows what
‘macroeconomic and trade policies are required to achieve growth is not enough for
good governance. A third requirement is that it can actually pursue these policies. This
requires it to be able to conirol the economy and to have the political support,
-credibility and legitimacy needed to pursue these policies while remaining in power. It
is highly doubtful if most governments in Afvica as of today have enough control and
suppott to be able to conduct a growth-enhancing economic policy. Most of them have
inherited, or created themselves, an economic structure (based on state involvement
and export discrimination) which (see Faini et al 1991 and IBRD 1594) is the opposite
of what is growth-enhancing. The slow or negligible progress in the “structural
adjustment programmes” that most of them are currently struggling with is also & clear
indication of the difficulties today's governments face in trying to pursue growth-
promoting policies, even in the cases where it seems that this is really what they want.

3.3. Summary and Conclusions

In this chapter we have analysed what recent growth theory and empirical findings
suggest are the basic minimum requirements for growth in developing (aid-receiving)
countries. We have concluded that without efficient and reasonably large investments
in physical and human capital, no sustainable growth can take place, although, of
course, such investments are not sufficient to ensure growth. We further concluded
that for effective investments to be feasible, there has to be reasonable balance and
stability, both internally and externally (budget and balance of payments, respectively).
In the next chapter we shall investigate to what extent the "necessary" preconditions
for growth are at hand in Guinea-Bissau and also take a look at the actual growth
performance and social development in various dimensions,
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Chapter 4. ECONOMIC GROWTH AND SOCIAL DEVELOPMENT:
EVIDENCE FROM GUINEA-BISSATU

4.1. Introduction
hchupm3mmmhedmmenemsaryprecondiﬁonsformstainablemdsdﬁmﬁm
eoonomicgmwthmdsoeiﬂdwdopmmt.ltwas.comhdedthmawunnyneeds-high
domesﬁcsaﬁngandinvesunmtmphysicaicapitalmmbinedwhbeﬂ’mﬁvehnman
capital formation. Moreover, the government should strive for a stable macroeconomic
setﬁngandmoutward-oﬁﬂuedh‘aderegime.AﬂthisisVuymuchdependemupon
fh?govmmrsabiﬁty-mdwﬂﬁngneumplmuegmwmmhmdngpoﬁdesmdtodo
1tman0penmdmsparmtway,i.e.goodgovmnceiscrucialfortherealizaﬁonof
Inﬂﬁschaptertheobjecﬁveistoassessﬂlestatusoftheneoessarypre-
conditions for economic growth in Guinea-Bissau. It starts, in section 4.2, with an
fmalym of the primary growth determinants identified above: domestic saving and
Investment in physical capital and human capital formation. The macroeconomic policy
amriutemubﬂmcemdmbﬂhymasmsedhsecﬁon4.3.lnsecﬁm4.4wediswss
ﬂn&ﬁn&mhﬁew@meﬂmﬂbﬂmmﬂmpﬁfomm.mtﬁsmm
ofthepreoondi&omforeconomicgmmh,wemess,theactuﬂGuinmngmwth
paﬁmmm&eyml%?mlw&forwhichdatamwﬁhblemdmmnably
relinble, in section 4.5, .
Insecﬁon4.6,proglwinsocialdwelopmindicatomismlysed.Abﬂef
dismssimofhcomedisuibuﬁonisiMMdedinﬂﬁssecﬁon,bmﬁmehndIyanydna
e:dst,ratherﬁtﬂecanbesaid.Theismeofgoodgommeisaddmssedinthe
foﬂowingsecﬁondongwitha-discussionofﬂ:emineoommicrefomurecenﬂy
undemkenbytheGuineanadminjstraﬁonSection4.8dosasﬂnchnptuwitha
Mostofthestaﬁsﬁcalmateﬁalhasbeenobtainedﬁ'omiMernaﬁonaImces
such as World Tables, World Development Report, Human Development Report,
OECD/DAC, World Debt Tables, various IMF publications and UNCTAD
H.andbooks.Naﬁmal.datahgvebeenmmpﬂedﬁomtheCmmlek,ﬂanimyof
meeandtthhmingSeaetaﬁathBiaam.Aid&mﬁndres,ecmominreponsand
memorandacolminh:geoommicandmdaldmhawdmbemuﬁﬁmd.mwev«,dm
tothepoordatxavaﬂabﬂhyandquaﬁty,aﬂmﬁsﬁminfomnﬁonptwedhem
f.houldbeht«pretedwithcmﬁon.%maposdble,theﬁmhavebeenchecked
:emmmmmm.whetwseﬁom&mmmﬁkely,mmh
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4.2. Growth Determinants in Guinea-Bissau

4.2.1. Domestic Savings and Investment

‘Throughout the period studied, total domestic savings have been negative (Table 4.1).

In the 1987-1992 period, gross domestic saving has averaged -10 percent of GDP.
During the same period, public savings averaged -4 percent. A further indication of the
low public saving rate is that government tax revenues as a percentage of GDP have

‘not increased since 1987 (see Statistical Appendix Table A7), There are no direct dats

on private saving. However, two tentative estimates of the extent of private savings
can be obtained. First, high private consumption, exceeding GDP (Table A6 in the
Statistical Appendix), suggests that private saving is also very small or even negative.
Second, the 1993 Public Expenditure Review states that the government's share of
total GDP is around 50 percent, which would indicate a negative private saving ratio
ef about 16 percent of GDP.

Table 4.1: Gross Domestic Saving and Gross Domestic Investment, Selected Years,
Percent of GDP.

1973 1980 1938 1992

Gross Domestic Saving -14 -6 -1 -22
Gross Domestic Investment 21 30 32 26

Source: IBRD and IMF aide-mémoire, 1993.

Despite negative domestic savings, Guinea-Bissau had high investritent ratios
throughout the period 1974 to 1992. This has almost exclusively been possible through
the inflows of foreign savings, i.c. development aid, predominantly channefled through
the public sector. Table A_8 in the Appendix shows total gross domestic investment for
the years 1987 to 1993 and the respective shares of public and private investment. The
bulk of investments are public while formal private investments make up some 5
percent of GDP only. The sectoral distribution of public investment for the years 1987
to 1993 can be seen in the Statistical Appendix Table A 9. The relatively high physical
capital-investment/GDP ratios, between 0.25 and 0.35, are well at par with the high-
performing economies in South East Asia and between 114 and 2 times as high as in
most other Affican countries. However, as pointed out above, most investments in
Guinea-Bissau are public as opposed to private and they are not domestically financed
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since the Guinean gross domestic savi
savings rates ha beenstmng]y egative
years for which data are available, ve o for all

4:22. Human Capital Formation

selection of other countries,

Tabie 4.2: Human Capital Indicators in Internaitional Comparison, 1991,

G"iﬂﬂCapeGuhuHﬁﬁBmMAw

-Bissau Verde SSA
Human Capital Tndicators
Education
* 14
Curreat Exp. (peroens) 72w 18

Primary Pupil-Teacher Ratio 25 33 40 35 63
Primary School Enrolment
) 45 95 47 44 63

41
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Budget allocated to specific 2
education level (percent)] 5 ma @ na na, 933

Canp . N :
lﬂ;nsl’nmaxybevel 8 45 48 52 %6 8

Seoondgry School Enrolment 7 50 9 19 17 17
Advlt Literacy Rate {percent) 37 - ! 53 35 51

Source: UNDP, Humay Development R
by evelopa eptm‘,_ 1993,
Exnludugmemladmlmmummcpendxm. 2)Imam32258Aommﬁm3)Man

among 22 SSA countries.
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Table 4.2 indicates that there does not seem to be a lack of teachers in Guinea-

* Pissan, as the country ranks highest in this respect. However, this measure does not

ctipture the quality of the teachers. To the extent that Guinean teachers are less

" qualified than the teachers in the other countries in the table (which has been suggested
by 'some Swedish experts in the education sector) this should be kept in mind when
- intespreting the figures. Public educational expenditure in relation to GDP is not

exceptionally low. The Guinean primary school enrolment ratio is at par with the rest
of SSA. However, the completion rate is only 8 percent. The Guinean drop-out rate is,
in-fact, one of the highest in the world. This is reflected in the low secondary school
enrolment ratio. The comparatively low share of total expenditure allocated to specific
educational levels is an indication of the ineffectiveness of the Guinean educational
sector as more resources are put into general administration and wage costs than in
.. 'The differences between male and female school attendance are shown in Table
4.3, Guinea-Bissau is still far behind the rest of SSA in this respect. The World
Development Report (1993) suggests that total secondary school enrolment ratio was
lower i 1990 than 20 years earlier {(not shown in the table). For females, the reduction
has been even larger than for the total. Female secondary school attendance, in relation
16 boys, has declined since the time of independence. The fact that only half as many
girls as boys attend school reduces the ability of women to participate in and contribute
to improvements in development enhancing processes. Apart from the skewed male-
female ratio, there is also an unfavourable urban bias in educational availability as the
numbers of schools and teachers are lower per head of population in the rural areas,

Table 4.3: Educational Gender Differences, Females/100 Males.

Guinea-Bissau  Sub-Saharan Afriea

Primary School 1970 43 60
1996 56 76
Ratio 1990/1970 13 13
Secondary School 1970 62 40
19%0 53 67
Ratio 1990/1970 0.9 1.7

Source: The IBRD, World Development Report, 1993,
Note: Figures for 1970 should be treated with cantion.
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4:3.1. Macroeconomic Policy
From the time of independence to around. 1983, the Guinean Government pursued

what several reports term "a vagne and badly planned socialist economy" (de Vylder
1987). The "strategy” involved heavy state intervention and control of international
and large parts of domestic trade and commerce. The Government owned most of the
enterprises, particularly within the industry sector, while the agricultural part of the
econonty was largely outside direct government control. Prices of practically all goods
were controlled by the Government, which also allocated funds and resources
administratively, . The post-independence economic development showed, not
surprisingly, dismal results. Large price distortions, a protective trade policy and
unproducﬁvehweshnmﬂinstateindus&iasmeaﬁthnttbeeoommyeudedup-with
vast imbalances. There were chronic internal (and external) deficits, accelerating
inflation, an overvalued currency and extensive parallel markets.

Because of the severe structural and economic imbalances, an Economic
Recovery Programme was introduced in 1983. The programme, which was planned to
cover the period 1983 to 1986, included negotiations with the IMF and the World
Bank. It was recognized that the agricultural sector was the foundation of the economy
and that the internal terms of trade had to be shifted in favour of the farmers in order
to increase production. Price distortions were to be reduced, the curremcy was
devalued weekly and taxes were raised. However, the recovery programme was not
implunmtedwithmugh-determinaﬁorgaceordingwseverﬂMsrepoﬂsﬁm
donors, and the imbalances in the economy grew even worse in 1986.

Because of the difficultics in the economy and the need for debt rescheduling, a
Structural Adjustment Programme {SAP) was initiated in 1987 with the support of the
International Development Association (IDA) and Special Aftican Facility Credits. The
first phase of adjustment lasted through 1988 and focused on broad macroeconomic
policies, the restructuring of the public investment programme, deregulation of
agricultural prices, simplification of tariffs and customs procedures and liberalization of
trade. The objectives of the programme were to reach economic stsbility, to transform
the Government's role to provision of social services and basic infrastructure and to
restore the financial relationships with trading partmers and creditors (Aguilar and
Zejan 1991; 1992 and Galli 1989).

The second phase of the adjustments was planned to cover the-period 1989 to
1991, but due to failures on the part of the Government to implement the programme,
it was not terminated until 1993. The objectives of this part of the programme were to
move towards a flexible and market-determined exchange rate, maintain fiscal and
monetary discipline, achieve positive real interest rates, liberalize prices, eliminate
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preferential tax and tariff treatment

5, redu taxes N .
public expenditure planning and °¢ Sxport taxes on cashew nuts, improve

procedures and promote public sector reform, The
adjustment programme are the price liberalizati

with subsequent positive real interest rates, Furthermore, Guinea-Bigsay hag marked)
ov . . .

reduced- erall. gowmm espemaﬂyinthemarkeﬁngofits 'orfoo:

Crop, rice, since the mid-1980s (IBRD 1994, -

ontherevenuesidehubmomﬁ_omﬁ hing Ecer
On the expenditure side, the interest
and are now the
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Table 4.4: Fiscal accounts 1987-1993, Percent of GDP.

1987 1988 1989 199¢ 1991 1992 1993l

Total Revesuc 41 42 41 k) 29 25 27
- Tax Revenue ] 8 4 8 7 4 1
- External Transfer (grants) 28 28 29 19 16 4 13
Total Expenditure 49 52 54 45 50 46 34
- Current Expenditure 18 17 20 16 20 5 13
= Capital Expenditure 29 n k4 22 24 2% 21
Primary Balawce (excl. interest) 1 2 2 7 1 0 -6
Primary Balance (incL interest) -4 -3 L} 3 % -4 ‘2

Global Deficit (excl. grants) =35 -38 42 -26 -35 -35 -19

Source: Guinea-Bissan Ministry of Finance, 1993,
1) Projection.

4.3.3. Macroeconomic Stability _

inflation in Guinea-Bissau is estimated by a consumer price index (CPI) consisting of
threegopdsogly:food(rioe),bcveragesandtobnooo,basedonahouseholdmeyof
limited size. The relevance of this index can be questionied on several grounds. First, it
only covers Bissau, the capital, leaving out the majority of the populstion. Second, the
consumption basket is, most likely, not very representative as it is based on a rather

" Limited basket of goods. An improvement of the CPI is currently under way which

should make for improved estimates.

Table 4.5: Average Anrmual Inflation, 1986-1993, Percent.

1986 1987 1988 1989 1990 1991 1992 1993l

Inflation 50 87 60 80 33 58 70 32

Source; Ministry of Finmce, November 1993 and Aguilar and Stenman, 1993,
1) As of September 1993.

Inflation has been high in Guinea-Bissau throughout the 1986.1993 period. &
has also varied substantially within years (not shown in the table). A perpetual surge in
inflation occurs around mid-year and is followed by a moderate and, in certain years,
even deflationary period. The variability of the inflation rate is largely the result of
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T;:l}alpwm?gﬁaﬂwmmucﬁonmdmﬁnmﬁmﬂmdeMM For
inflation is projected to be around 32 pexcent per year (end-of-period base;i)
or

48 . . . .
lgmpﬂwn)' lverageThemmforIMnstokeepmﬂaﬁonatthesamelevd(Il\dF

;:mn&fhdlwr;ﬂ?ﬁm.mmmeMghlwﬁofMaﬁmmmmmﬁof
‘ Gumean. ‘ uftermtrutes havebeennegaﬁve,parﬂy‘explainingthelow
Ll;l:tebe;;mdm:sncsavmg Tatios estimated in section 4.2.1. Ag of mid-1993, real interest
p?ﬂmeuarewhofrdmdmmdimmmesandlmhﬂaﬁ
. Themmn_conclusionofthissectionisﬂmovermuchoftheﬁmem'
fndepeudeme,Gumeunecommicpolicyhasbeen -::hal'mcteri:eaedbyheavyjtl:::;a

momwordsthanacﬁon“,soin1987,astheﬂuamlhnbalmeesmdovaaﬂimmbiﬁty
adjustment programme
ey it mkmdthnM.T‘heimpiﬂnentaﬁonofthepmgrmmehu
mmu pr?bl_ - In 1989 and for much of the period 1991-1992 the
P mmrg‘(da'mled.Asadirecteﬁ'ectoftthovmnmem'seoonomic
P 3 budgetdeﬁmtshmbeenpemstemandmﬂmmlargemdhlgh!y
uctuahng.Acoordlngmrecth,WoﬂdBmkmdothermnonﬁcrepom,1993

saw several improvements in fiscal and mo unstab
"provem netary policy, signifying
macroeconomic situation is now at hand, | et ol ¢

44. Trade Regime, External Balance and Export Growth

Guinea-Bissau was import

mbsﬁnnion,tbatiaﬂnuseoftariﬁ‘smdquotuwpmtemﬂwdonwsﬁcinm
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sector from internationsl competition. This has also been the policy of many high-
pufomhlgecononﬂesinEastAsin,butinmrkmnmsttomostothudevdophg
ommhiegmdoemi:dytoGnﬂnea—Bisma,theuﬁm-growinsmﬁomhaveaﬂ
abandoned the import substitution model since long and opted for & strong export
orientation. :
InassessingﬂuGtﬁmanmdepoﬁcywestartwithﬂwuehngemtepolicy.
Guinea-Bissau had, for extensive pericds of time, an overvalued official exchange rate.
A fixed and, subsequently, a (too slowly) crawling peg was used. Given the high
hlﬂaﬁon,thispoﬁcyremhedhaseverdyovuvaluedmalexchmgem.deVylde
(1987)esﬁmatesthepardlelratewhavebemmruﬁmmeofﬁchlmoduﬁng.l980
to 1986, indicating an overvalustion of 200 percent. The IBRD (1994) reports a

: paraﬂdmuketmhmgemteprenﬁumof@percmﬂforthesamepeﬁoilnl%l, this

gaphadbeenreduoedtoaroundSOpercmtandduemaseriesofdwaluaﬁomduﬁng
1992, An ambition to close the gap completely has been expressed by the Guinean
Government. This is an important step towards creating more favoursble incentives for
hnprwedexpoﬂ.pexformameanditsmsthatwiththeexchmgeIuepoﬁcythe
Guinean suthorities have reached the best results among the SAP objectives. However,
ahhougbGuinea—Bissaumwhumadjunednonﬂmlemhangemeﬁmisinﬁnewhh
thepamﬂdmarketmhugemte,thewunty'smalequﬂibﬁumudmgerateissﬁﬂ
mstmﬁaﬂyuppmdatedhymehrgehﬂowoffordgucapﬁd._Wewiﬂmthisism
mchaptws,wheretheeﬁbmddewlopmanasdstmeonﬂwgmwthdetemhmts
are dealt with. :

There is no market-based foreign exchange allocation system in Guinea-
Bissau (IBRD aide-mémoire 1994). Foreign currency is allocated administratively to &
relatively small number of traders. Likewise, exporters are-forced to surrender 50
peroentofﬂmkforeignadmgeeamhgstotheCmalekattheoﬂidalmr
Since the official rate has differed quite substantially from the free market rate this has
in effect been an implicit tax on exports.t .

The third component of the trade regime is the structure of protection, ie.
export and import taxes, tariffs and custom fees. Generally, exports arc subject to &
aumber of taxes: a customs fee (5 percent); a rural rental income tax (0.5-2 perceat); a
markeﬁngfeeandthemslwwwLAlthoughexpﬁdtmpoﬂtaxaﬁonhubeenreduoed
substantially since 1987, it still constitutes a clear disincentive to exports, particularly
forushewnum(ﬂwﬁnglehrgestmﬂgood).&la:enl”l,ovaaﬂmnm
on cashew nuts were in excess of 35 percent. Subsequently they were reduced and a
further reduction from 18 to 13 percent has been called for (IMFb 1994). Institutional

1 Estimated at around 27 percent in the years 1987 1o 1991.
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fact that Guinea-Bissau is experiencing a current account deficit is, in itself not an
issu_etobeoveﬂycouomdwith.Infactitispartoftlwsnucturaladjustmm
strategy. The concern is the long-term development of the deficit.

Table 4.6: Guinean Balance of Payments, 1986-1993, Selected Period Averages,
Current US$ Million.

1986/1987 1988/1989 1990/1991 199271993

Current Account -18 -34 -31 52
Trade Balance -35 49 -48 -59
- Exports, fob 13 15 20 21
- Imports, fob 48 64 67 ~79
Services Balance -25 -37 -23 -28
Unilateral Transfers 43 52 40 36
- Official Transfers (grants) 4 51 42 35
- Balance of Payment Aid 12 13 6 7
~wProject Aid 29 35 3 29
Capital Account i4 14 10 4
Disbursements (loans) 25 i5 34 39
~Balance of Payments Support 9 13 13 5
- Project Support 16 17 21 29
Amortizations -11 22 25 =26
Global Deficit (excl arrears) -7 -23 -30 =26

Source: Guines-Bissan Central Bark, 1993, Aguilar and Signman, 1993,

In Table 4.7, the trade balance for the period 1983-1993 is presented. The
figures before 1987 should be interpreted with caution. They testify, however, to the
unfavourable progress of the large trade gap, which is not closing over time. Of
additional concern is the fact that over the next few years the situstion is not expected
to be reversed. In 1998, exports are estimated at about 35 percent of GNP and imports
at around 86 percent (IMFa 1994).
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Table 4.7: Guinean Trade Balance, 1983-1993, Currery US3$ Million.

1983 1984 1905 1986 19%7 1988 1989 1990 1991 1993 19937

Exports 9 17 12 10 15 1%
Imports 53 60 60 51 45 59
Deficit 49 43 48

69 68 67 83 7%

B30 43 S5 49 4 7

Source: Carneiro and Abreg ry -
1) Projection. 1989; Guinea-Bissau Contral Bank 1597,

. 'I.heo:nfim.ledlargemdedeﬁdtis,mmngotherthings,themhofthe
.Importatmno mgmﬁcmtamoumsofﬁce.InI%Zsome%OOOtonnesofﬁoe
unported,wortharoundUSSZOmillion.It 000

Teports rice a3 making up about one fifth of total

of Finance 1993). The IMFa (1994)
Imports for the period 1989-1993.
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considerably over the same pesiod. Furthermore, all cashew exports go to India which
makes Guinea-Bissau exports vulnerable in terms of both product and market.

Since 1986, the Guinean terms of trade have fallen by about 25 percent (Table
4.8) according to IMF estimates, and are expected to continue to fall over the next
four years (Table 4.8). However, Teble A.11 in the Statistical Appendix gives some
other estimates of the change in terms of trade for different time periods and they vary
considerably. The World Bank finds the terms of trade to have improved by 38 percent
between 1987 and 1991. Our overall impression is, however, that they have fallen
somewhat since the mid-1980s, but not by as much as 25 percent. But even if they
have deteriorated by 25 percent, which may sound alarming, the negative impact on
the overall economy is stilf relatively small. Average export earnings over the 1990s
have been around US$20 million. A deterioration of the terms of trade by 25 percent
implies that they would have been around US$25 million had this not happened; that is,
Guinea-Bissau lost US$5 million. This is not a trivial sum, but compared to the annual
inflow of total foreign aid, at about US$ 120 million, it is 4 percent only.

Table 4.8: Terms of Trade (Annual Percentage Change).

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994

Terms of Trade -0.9 -130 52 -136 -72 01 22 43 43 -105

Source: IMF 1990 and 1993.
Note: Figures for 1993 and 1994 arc projections.

What has been said so far about Guinean international trade applies only to
official exports and imports. There is also substantial informal border trade
(smuggling) in the region. By definition it is difficult to estimate its extent, but
according to one source, around one-third of all imported rice is re-exported to the
neighbouring countries where the local rice price has been higher than in Guinea-
Bissau, This would imply an additional US$S million in "export earnings”. One study
oftheinforma_lsectoralsomenﬁonspetrolmdvaﬁousalcoholicbevemgestha:amré—_
exported to Senegal and Guiné (Crowley 1993). Much of the border trade transactions
are either barter trade or financed by CFA francs, making this currency comparatively
important in the Guinean econoimy, especially in rural areas near international borders.
The devaluation of the CFA franc in January 1994 does not seem to have affected the
Guinean peso. One possible explanation is that the border traders both buy and sell
with the franc, thus not influencing the peso. The rice re-exports should, however, be
affected by the franc devaluation: since rice is purchased in US dollars it has now
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become relatively more expensive in the neighbouring countries. A reduction in rice re-
export would, therefore, be expected.

In summary, despite recent efforts to rectify the situation, the Guinean trade
regimehasbeeupredonﬁnanﬂyinward—oﬁaued,mﬂﬁngiuﬁtﬂeexpon growth.
Thmcdetmnﬁnamﬁormpongrow&hwabemmalysedinthisswﬁm:meuchange
rate policy; the foreign exchange allocation mechanism; and the taxes and tariffs on
intanaﬁomltade.Aﬂwerefoundmhavebmunfwoumb]etothemonmm(the
exchange rate is further analysed in chapter 5).

4.5. Actual GDP Growth Performance
Since 1974, Guinea—Bissauhaschangedﬁ'omnmodaatelyplannedeconomyma
moremuket—oﬁqnedecommy.meprevioussecﬁonsmmimdthepmgressand
simaﬁmofammbﬁofnwessaryrequiranmtsfnrmmnﬁcgmwthinGuhea-Bissm
inrecmﬁyeamltwasfoundthﬂthedomesticsaﬁngmﬁohubmnegaﬁve
throughout the period studied, leaving physical capital investment to be financed
almost exclusively by foreign savings (aid). Little human capital formation can be
detected and poor export performarce has prevailed largely due to an unfavourable
mm.mmmwmmmmmmumdmgm
adjustment period, with high inflation and negative real interest rates as a result.
Thissecﬁoncontainsmassessmemdmeacmalp&fomameoftheGuinean
economy as measured in the change in real GDP over the period studied. Since
unilateral transfers, i.¢. foreign aid, are included in gross national income our primary
interest is the growth in the per capita gross domestic product (GDP). Estimates of
GDPcmbeobtaheddﬂmbytypeofaq)endimreorbyhdushialoﬂgin{tablesA4
andAGintheStaﬁsﬁcalAppmdix).BuLbeforeshowingtheﬁguresongromh
Esthmﬁngthegmvnhrateofadevelopingomntryeconomyisadiﬂicuhtask
even under "normal" conditions. It is even more 50 in the case of Guinea-Bissau, Data
avaﬂabiﬁtyandrelhbﬂitymo&mpoorandwmdictow.AﬁrﬂmMequacyofme
data is that they only capture the formal part of the total economy. Some donor-agency
repmsenmﬁvesdaimmmesizeofmemfom‘misbememﬁomdsowcem
of the total economy. However, we have not seen any quantitative estimates that
produoeﬁguresofthismn'gnitude,mdwedonotlmowwhatﬂneﬁgumsmbasedon’.
Furrbmmore,nototﬂyisthesizeoftheinfomulsectdrunclear,butthecomeptofthe
infomxﬂsectordmseemsmberatherconﬁued.iheinformdsectorcmbethepan
of the economy that is not incorporated in the official GDP estimates. Alternatively,

3 The two studies (Cotreia S& 1994 and Crowley 1993) of the informal
Corr sector that we have
mhmmqummdmmuowamﬂwpoeﬁbhdudtbeinhmdm. b oo
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the concept can be defined as the part of the economy that is outside the control of the
state in the sense that the preduction is not taxed. In a study of the informal sector in
Guinea-Bissau (Correia S§ 1994), no figures on the size of the informal sector are
presented, but estimates of how much of the informal sector is actually incorporated in
GDP are given. Hence, it is not necessarily so that activities referred to as informal are
excluded from the GDP, and hence not incorporated in the statistics presented in this
report.

The most important example of what is often referred to as part of the informal
sector, but which. is actually incorporated in the estimates of GDP, is subsistence
farming, Since 1988, a yearly survey of traditional agriculture production has been
carried out (Guinea-Bissau, Ministry of Agriculture, 1993). This survey estimates the
actual output frem the fields, including subsistence production/consumption, and the
production is incorporated in the GDP estimates. The informal sector, in the sense that
it is not incorporated in GDP, is thus mainly made up of border trade and some small-
scale, village manufacturing and handicraft. We find it completely implausible that
these activities are 1.5 to 4 times the size of the rest of the economy. We are inclined
to think that, because of the small value added in border trade, small-scale
manufacturing and handicraft, the part of the “informal" sector that is excluded from
GDP coverage cannot be more than 10-20 percent of official GDP. Nevertheless, a
significant part of the Guinean economy is not included in the official statistics. The
effects of foreign aid on this part of the economy can thus not be analysed at any
length in this study.

Overall output for the years 1975 to 1979 has been estimated to have
increased by about 3 percent annually, which would be slightly above the population
growth rate {de Vylder 1987).4 This increase was explained by a large increase in the
service sector, notably public administration (agricultural output was estimated to be
lower in 1979 than in 1975). For the years 1980 to 1986, the World Bank estimates
the growth in GDP to be, on average, about 2 percent anoually, which would be just
above the estimated population growth rate of 1.8 percent per year during the same
period. Three different international sources report annual average growth rates for the
1980s. Human Development Report (1993) reports a GNP average annual growth rate
of 3.7 percent. This is equal to that of the World Development Report (1993) for the
period 1980-91, but different from that of UNCTAD (1992), which reports a growth
rate of 4 percent over the same period. The two development reports have different
per capita estimates for the 1980s; the latter suggests 1.1 percent annual average,

4 Global Coalition for Afvica, 1992, however, reporis a population growth rate of 5.3% (1) for the
years 1974-1980, a figure not to be trusted.
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whiletheﬁ)rmerreports1.7peroem.’0urcontenﬁonisthnttheesﬁmatuofwalGDP
per capita growth rates for Guinea-Bissau are not particularly reliable. They do,
howwa,givemindicaﬁcnasmthedhectimhwbichﬂﬁngsaregoing.mmﬁsﬁcd
data become more reliable from 19865, Using domestic data based on IMF/World
Bankesﬁmaws,TablemeresentsmemwlchmgeinmalGDPbothinameemd
in per capita terms, over the period 1987-1993. For this petiod, the average. growih
rateis1,7percmn,bmintheiastfouryears,itiso,5percemonly.ltthusseemsthat
Giﬁm—Bisuuhasonlymamydtoaooomplish acceptable growth during the three
year period 1987-1989, just after the SAP was launched. In 1993 real GDP growth is
expected to be around 3 percent (IMFa 1994), but with an increasing population
gromh---meha:oesaonpa-mgﬁnlemdhmmegmmhpermpimismhiwed.
GDPpa'capitaandyearisesﬁmatedatarmmdUsszoommcmtymns
f:onvenﬁonaﬂymeamredmingofﬁdalexchangemesforcowmsion. Controlled for
mtmmﬁonﬂpﬁoediﬁermces(pmhadngpowerpaﬁty),percapitaincomeinwm
was approximately TS$ 841 (UNDP Human Develq»nemﬂepm 1993).

Table 4.9: Annual Change in GDP, 1987.1993, Percent,

1987 1988 1989 1990 1991 1992 1903l Average

Real GDP 5.6 6.9 4.5 33 3.0 28 3.0 42
Real GDP/Capita 35 4.3 2.0 08 0.5 0.3 0.5 L7

Source: Guinea-Bissan Ministry of Finance, 1993,
1) Projection,

Looking at the different sectors of the Guinean economy (see Statistical
Appendix Table A.4), further indications of the dismal development of the Guinean
eoommyammveﬂed.Veryﬁtﬂesﬁucuralﬂansfbmaﬁonhuwkmphceinlheseme
thmthecmmfspotenﬁaﬂymosthnpoﬂamwctomhavemgmmedthdrshamofthe
totﬂwcmmy.Ontheeomary,thegrwﬁngsectmaremtagﬁmﬂmﬁshhgm
forestry, by most considered the "engine” sectors of the economy, or industry, but
f[uickmacﬁvhiesmchasserﬁcesandmmﬁucﬁon(therehualmbeenamrge
minformalmdemrdingtopeoplewehavetntkedto). We do not know the exact

% See Appendix Table A5,

¢ The national accounting was in 1936, wi
s hge o methodology was changed in , With the result that figures before and
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composition ‘of these sectors, but, especially the service sector, is probably 10 a
significant extent dependent on the demand from aid-related activities, B

It has been estimated that during the 19308 the value of industrial output
halved. The state-run industries have with few exceptions been resource-intensive
failures, running at 15-20 percent of capacity (de Vylder 1987, p. 17).7 Industrial
output continued to fall over the period 1987-1993 by approximately 11 percent in real
terms (Guinea-Bissau Ministry of Finance 1993). :

Agriculture is the country's most important sector. FAQ (1992, Table 10)
reports no increase in per capita agricultural output between 1982 and 1992. - There
have been year-to-year fluctuations, but the "trend" is absolutely flat. The most recent
assessment of food standards in Guinea-Bissau shows that- agricuitural per capits
production decreased substantially from 1961-1963 to 1971-1973 and has maintsined
that level since (FAO/ESN 1994). It should be noted, though, that collection of
agricultural statistical data in Guinea-Bissan hardly existed before the mid-1980s.8

Several tables and sources used in this chapter and the previous have shown the
rate of investment in physical capital in Guines-Bissan to be around 30 percent of
GDP. This is a comparatively high figure, matching irvestment rates in many high-
performing Asian ecomomies and well sbove the average SSA investment -rate.
However, these high investment rates have not been followed by high increases in
production output, as we have seen. This implies that the so-called incremental capital
output ratio (ICOR) in Guinea-Bissau is very high, around 8-10, compared to ratios of
between 3 and 4 in most fast-growing economies, A high capital output ratio is a
srong indicator of ineffective investments in physical capital. Several possible
explanations for the high ICOR in Guinea-Bissau have been suggested, First, non-
realization of economies of scale-in infrastructural projects can be observed as many
aid projects construct their own energy supply, communications and techmical support,
Second, the low level of capacity utilization reduces the potential cutput effects of the
investments. Third, the inefficient admvinistration and overall organization further
impede the ability to take all investments into efficient use. The ineffective investment
in Guinea-Bissau is exceptional in a global perspective, even though the situation is
similar in some other countries i SSA.

Investigations that use cross-section data to estimate the influence of a mumber
of variables on economic growth, have found significant and negative coefficients on a
dummy variable for African (and in some cases Latin American) countries (see Barro
1991, Basterly-Levine 1993 and Conway and Greene 1993). The dummy variables

1mwmmwmmmmmmmumrmmm
nmwmmm'mhmmimmdsmmwm
because it was deemed politically desirable.
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show growth performancs to be poorer in the Afican countries than elsewhere, once
all other "growth determinants* are controlled for. An answer to what this significant
dummy variable sctually reflects is vet to be found. A.simple explanation would be
"hiuoﬁcalandculhnﬂ“mmbmtheﬁndingmdmbeduetomethodologicﬂ
difficulties with measuring various proxy variables, Easterly and Levine (1993) state
that "we should not take refiige in uncbservables”, and "there are other interesting
hypothesis that are more deserving of exploration than phantom ‘cultural’ factors". One
example they mention is that a good measure of restrictions on direct foreign
investments could be a key variable. Another interesting variable, we think, is the share
of investments that are financed by foreign aid. The Sub-Saharan Afiican countries
receive by far the largest-amounts of foreign aid relative to GDP. It is only possible to
'speculateatthisstage,-butthemassiveinﬂowsofforeignaid,investedhlow—yielding
projects,myparﬂyecplainthaabovemmﬁonedmﬂts.Thisquesﬁmhasmtbeen
addressed in the empirical literature, but deserves furture attention in our opinion.

The significant and negative dummy variable also raises the questions of what
gromhmteshmﬂdbejudgedassaﬁsfaaoryforAﬁimommieaIthasbmngwd,
based on the articles cited above, that one cannot expect African countries to attain
growth rates comparable to those in Asian economies. It should be recalled though,
thntsomeAﬁicmmunﬁieshaveatminedveryhigh-gmwthmdwing-shom
periods (Botswana; Togo and Cote d'Fvoire in the 19603; Gabon and Camercon in the
1970s) and growth rates vary across African countries.

When comparing the economic performance of Guines-Bissau with other SSA.
wunuies,yetanoﬂwrfactorshmﬂdbenomd.lnmmyotha-Aﬁicanconmdes,
poﬁﬁcd-hnabﬂhymmmightcivﬂwm;havephyedimpommwesinexphhﬂngthe
meagre economic results. Controlling for the "growth determinants” capital, labour and
exports, the direct effect of being a politically unstable country in SSA is estimated as a
1.1 percentage point reduction in the annual growth of GDP (Fosu 1991, 1992).
Guinea-Bissau has been a comparatively very stable country in this respect over the

Insmnmary,amualchangeinGDPhasbemasseuedforthepaiod 1987-
i993,dudngwhichdaﬁcanbemgardedascompuablyrdiable.Ahhoughdiﬂ'm
staﬁsﬁcdsomoesdaimsomewhatdiﬂ'aunouwomesfortheseyears,theovemll
conclusion is that real per capita incorne growth in Guinea-Bissau has slowed down
considerably during the period and is barely positive for the 1990-1993 period, The
sectoral distribution of GDP indicates that the growing sectors are services and
construction (probably also trade in the informal sector) and that agriculture and
mdusuyhaverethmedthelrrespecuvesharesofthetotaleconomymmn
oonchnsionthatththﬁneanmaleconomicgrowthaverd:epastﬂoSymhasmt
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only been smail, especially in relation to the high investment ratio; it has also been
largely. unsustainable, in the sense that the growing sectors are largely depesnderit’ on
the demand from aid related activities. Output in agriculture, fishing, foresiry or
export-oriented industries, on the other hand, have not increased.

4.6. Social Development and Income Distribution

In the above section we looked at the economic performance of Guinea-Bissau. In this
section, we will discuss the human and social aspects of development. Starting with an
analysis of the “input indicators" we continue by looking at the outcome of the
investments in the social sectors. As the education sector was discussed in- section
4.2.2 above, the emphasis in this section will be on demographic and.heaith indicators.
A brief discussion of the size distribution of income is presented in subsection 4.6.2.

4.6.1. Social Development Indicators
Tables 4.10 and 4.11 show Guinea-Bissau in selected international coriparison for a
number of human and social development indicators; both the current situatior .and
development over time. Looking first at Table 4.10 and indicators of Population
Access to Services, we find that Guinea-Bissau ranks comparatively well. - Access to
healih setvices and medical personnel per head are. among the best: in this-compatison.
However, when looking at the output indicators in the bottom half of the-table; we find
that the outcome performance is bad indeed. Guines-Bissau hag unpanlleled hlgh
mfamandunder-Smomhtymtesdemmanhfeexpemmya:bmhmexcepuonally
low (partly explained by the former indicators). ComparedmththerestofSSA,
&nneaansauhasconsda’ablyworsemdtcatorsmthlsm
Table4llshowsprogressmsocmldevelopmentforthe30yenrpmod 1960~
1990, Notethataﬂdataﬁombeforethenndl%Ossho:ﬁdbetrmedwﬁhpuhcdar
caunonAmongothuﬂnngs,themblemdlcatesthatmpmvmmtsmammmfe
wa;erhavebeenaccomphlhedmthelastfewyears.Thetablealsotemﬁestqtheslow
pmgresﬁofthereﬂdfthevnﬁables'inmmpaﬂmntotheotherwunﬁies.mhigh
initial Guinean under 5-mortality rate seems to have been particularly difficult to bring
down? The date on mutritional standard are incomplete, but the partial studies
undertsken show thst malnutrition is common end there is no indication of
improvemeats during the last 10 years. An estimate by UNICEF in 1989 show that
almost half of the children had a birth-weight of less than 2500g (FAO/ESN 1994),
This figure is alarming considering that the average for SS8A is 15 percent only (UNDP

? It is noticeable that no recent estimates have been made of the under-5 mortality rate in Guinca-
Hissan; the figures for recent years probably are-based on "exirapolations” from cther countries (sce
UN 1992).

et el i
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Table 4.10: Socigl Development Indicators: Guines-Bi .'
! a-Bissay in Selected Internati
Comparison, Average 1958-1990, e

Guinea- Clp(hhuﬂniﬂnnﬂadulAvmge

Bissau  Verde . SSA

1. Population Access to Scrvices
& Health Services (pescent) 80 - - 32 45 48
b. Doctot/Population(1000) 8 6 46 7 7 23
¢. Nurse/Population (1000) 1 1 5 2 9 3
d. Births Attended by Health

P 1 (percent) 27 30 25 490 5 35
2. Demographic Indicators )
a hﬁﬁxpmuncy at Birth (years) 43 67 #“ % 52 52
b. Iifant Mortality Rate %) 146 4 140 92 114 106
c. Under-5 Mortality Rate (%) 246 - 56 237 130 180 .175
d. Crude Death Rate (%) 22 8. 2 36 15 15

Source: m,mmwzmmlmmm 2,511, 14 and 22.

Human Development Report 1992, end table 11). In many respects Guinea-Bissay is
todaywherethems;ofSSAms?Oyeam'agowhﬂeatthcmﬁmehavingoneofthe
futestmcremng Population growth rates in the worid.10

exception. The 1991/1970 ratios show that Guinea-Bissau has o managed to improve

thelfeexpectmcympforeithermdesmfanﬂesasnmchasdwothercwnﬁe&%

tn!mconunry.thecoumyhfs,.inthisw‘fanenbehindevénmcre. It should be

wzle;,mhoweverm wtll:::ththe msnca:dmﬁomqﬁm-mssau (and the other countries as

P f : meangthat?nycompansonshouldbesemasamindication
oaﬂ"atrsandnotdeﬁmteprooﬁ

o &Aﬂpud(lemw-a al (l987)ﬁrmlyws

poornnuiuunstandatdsd'snnﬂchﬂd:minGuhmdiim ot tne forthe ‘
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Table 4.11: Trends in Social Development Indicators: Guinea-Bissau in Selected
International Comparison. :

Gui Cap Guinea HMaiti Bangladesh Average

Bissam Verde S8A
1. Demographic
Indicators
2. Life Expectancy at 1960 34 52 M 42 40 40
Birth (years) 199 F] 67 4 56 52 52
Ratio 13 13 1.3 13 13 13
1990/1960
b. USMR (%) 1960 33 164 336 20 262 284
: 1990 246 5% 237 130 180 173
Ratio 07 03 07 05 07 05
1990/1960
<. Pertility Rate 1960 51 - 70 63 656 6.5
1990 5.8 54 170 49 53 6.5
Ratio 11 - 10 08 03 Lo
1990/1960
d. Popmlation Growth 1966-1990 19 21 20 18 27 28
Rate (percent) Ratio 1985 26" 09 14 12 11 13
1950/1955-
1960
2, Access-to-
Services Indicators
a. Safe Water 1975-1980 10 40 14 12 - 27
(percent) 1987-1989 25 71 32 41- - 40
Ratip 1987- 2.5 18 23 33 - i5
198911975 '
1980

Source: UNDP Hinnan Development Report 1992 and 1993, end tables 4, 13 and 22 and FAO 1992,
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Table 4.12: Gender Differences for Selected Demographic Varigbles,

dnmqmmnngMAm

Bissan $SA
Under-5 Mortality Rate (%)
Female 1991 236 215 145 136 167
Male 1991 262 239 164 130 186
Female/Male Ratio 0.9 0.9 0.9 11 0.9
Life Expectancy at Birth (years)
Female 1970 36 37 49 44 435
1991 39 44 56 52 52
Ratio  1991/1970 ’ 11 1.2 L1 12 12
Make 1970 3s 35 46 46 42
191 38 44 53 53 49
Ratie  1991/1970 1.1 L3 12 1.2 . 12

Source; The IBRD, World Development Report, 1993,

4.6.2. Income Distribution

Nonudyofthedisuibuﬁonofweahhmdinwmhasbeenundmkmh&ﬁm-
Bismh:tmmeteﬂaﬁveobmvaﬁnmmmvmhelﬁsbemadaWithapercapita
imomeofamundUSSZOO,thegmeralopinionisﬂmtinmmeahave,uptothc
adjustments in 1987, been distributed comparatively evenly, However, there was a
clearbiasintheincomedistﬁbutioninfavwroftheurbanpa!tofﬂmpopulaﬁon
during the period oftheovervahxedexchmgeme(l974-l992). The capital Bissau
was particularly favoured. Whill the unprotocted import-substitution and export
sectors suffered under this regime, the traders and the urban (Bissau) sector were, in
@cgmﬁﬁm.AdwmmmmmmWMlmepMMWm
introduction of structyral adjustments, especially through the devalvations of the
exchangemgandthischmgehumostﬁkdyworkedinafawmbledirecﬁonfmthe
mrﬂpopﬂaﬁmlesetﬁngupofmalmﬂkeuhasledmhnprwedhcenﬁmforthe
nnalpopulaﬁmtoproduceforsalemdincorpomtedﬂwﬁmnmmomhﬂnmonw
ecotiomy. On the other hand, real producer prices for agricultural export products have
declined by 52 percent over the 1981/1983 and 1989/1991 period according to the
IBRD (1994, table a18). Seen over the entire 1981-1991 period, this indicates that
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there has been a substantive shift in the income distribution to the detriment of the
predominantly poor in the rural sector,

4.7. Good Governance and Current Reforms

Az discussed in chapter two, the concept. of "Good governance" embraces a great
mumber of aspects (IBRD 1992), most of which are difficult to quantify. To put the
Guinean governance in perspective, one has to go back to the time of independence.
During the war and afier. independence in 1974, the PAIGC's policy. was to-develop
through "self-reliance and people's participation®. Like many other African countries at
the time, Guinea-Bissau opted to become a socialist country and the development
strategy was 4 planned-economy and state-run enterprises. '

At the Third Party Congress of the PAIGC, in 1977, a development: strategy
was formmulated. The priority sector was agriculture, complemented with industry. In
1983, the First: National Development Plan (1983-1986) defined agricultare, animal
busbandry, forestry, fishing and mining as the prioity sectors.- These should be
supported by commerce and transport (sectors of support) and education and health
(sectors of national construction). The main objective of the plan was. 1o increase
production, mainly in agticulture, in order to achieve balance. between consumption
&and production. The final goal was autonomous development which was forecast to-be
accomplished within 12 years, ie. by 1995, This may have been ‘the official
development strategy, but the actual economic policy pursed by the Governiment tells a

~ Guinean macroeconomic policies and the trade regime were analysed in
sections 4.3 and 4.4. It was concluded that the fiscal and monetary policies pursued by
the Government have led to a highly unfivourable and unstable economic environment
for private agents. Likewise, the trade strategy was largely inward-oriented, leading to
suppressed export growth. The powsr to direct international funds to own priorities
does not seem to have existed in Guinea-Bissau. As stated in a-memo from the SIDA
rnission in Bigsau; "In short; the awareness of what needs to be done exists, but the
political will is weak and missing in many respects* (SIDA DCO Memo, 28 July 1992).
Perhaps the most significant sign of the Guinean Government's inability to pursue good
governmental management js the chronic and ‘repested deviations from agreed
development strategies. Agriculture was officially seen as the driving force in the
economy, but disproportionate amounts of resousces were devoted to the industry
sector, The slow pace at which the institutional reforms are going is yet another
indication of the weak commitment with which the Guinean Government implements
its development strategies. Implementation of other aspects of the two. structural
adjustment programmes has been far from smooth and the Guinean Government's
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Sinoaityr?gardiugﬁdedOpmemabjecﬁveshubemquesﬂmedbydomr
representatives. A mumber of reports and documents. describe the Guinean
&w‘;mbhummd%dm(twbﬂmﬂsbﬂhy,bmomofmlhim
detemmaﬁontocmythrwghitspoliciesandrefomu.mda&nedinalm
d?cunmt: 'Itishencemtaqu«ﬁonofhckofhwwledgemdund«standing(ofthe
difficulties) - possibly of deficient political will* (SIDA DCO Memo, 5 May 1992),
' .However, besidetheinmmpleteecomnﬁc.reﬁwmsthﬂ'ehasbempoliﬁcal
liberalization. The President accepted the introduction of a multi-party system in 1990.
Retbmmhmbemmde,wchasanewoonsﬁmﬁon,-lboﬁﬁonof"theleadingmle"of
the single party, the approval of other politcal partics than the PAIGC, a free press
and.megumwofﬁeedomafaxpressionAstodemomﬁmﬁmmdthestateof
hamchmmdglﬂs,theGuﬁ:mGﬁvamnemhu-mtexcelhd;Severﬂreportsspeak
?fﬁoluﬁons-ofhummﬂglnsmdtheslowmovemwardsdemmmﬁmﬁonwdeaﬂy
illustrated in the third or fourth i
oy o postponement in February 1994 of the country’s first
Ammber.ofﬂlrﬂureformaareneededtostrmgthentheinsﬁtuﬁoml
m&mm-mm.AmMmkmumﬂybdngmﬁmm
objmﬁwofblmdening_ﬂwtmbueammmmeeﬁdmcyofmxmﬂecﬁmm
cn:tom;nfommbseqtmﬂytmderwayis-alsohnportamfortheGommmtm
suengﬂmmmamesidemdwfndlhmthemomoﬁonofmpm-.inthemnomy.
Yetanoﬂnr@oﬂamaﬁn.-iatowduoeﬂemmberoftaxmdmmtomsmpﬁons
umenﬂygivmtotadm.%ﬁnthawfmmspresaﬁlygo&:gonmﬂweivﬂuwiu
rdommdthepﬁvathaﬁonofpubﬁcmtﬁpﬁm.ﬂeformeraimatmducingthe
number of public employees by some 2000, thus reducing current public expenditures,
The-ongohgpﬂvaﬁzaﬁonpmcessisimpomminthmitrdievestheGovmmﬁom
am;mbenofﬁmndnﬂyburdensomemupﬁmmdalhwuitmwmmimeﬂbm
md.-perfommonpmﬁdmgmusen&cesmdgummngthelegﬂsymm.
Analysisofthepmgrmoftheumfomsshuwsmb:edmﬂts(mRDAide-mémm
1993)audh-ms,thuthepost-ebcﬁongovmmtneedsmpayaddiﬁonﬂmmﬁon
to-these issues. :

4.8. Summary and Conclusion

W.hilethediﬂicuhmrﬁngpoimfnrﬁlﬁm-Bissmhasmbeucknowledged, it is
evident that someZOym-ofpoliﬁcalindepmdmoehnvenotremﬂtedinthemcomes
W-&rm 1974. Tentative explanations for the meagre results have been presented
u-: tlns chapter. We saw negative domestic saving ratios throughout the period,
mgmfymgthatinvesmmhasmtbeenﬁmmedbydomemicmmm.%mitm
to human capital formation, few improvements have materialised. It is evident that the
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education sector, despite large investment (by donors; see chapter 5), continues to be
in a miserable condition and huge efforts are clearly needed on behalf of the Guinean
Government in order to accomplish improvements.

through an overvalued exchange rate and high export taxes. Guinean exports as part of
GDP have not increased during the period, Furthermore, the Guinean export ‘base is
very weak and if the development of the terms of trade is to be negative the:coming
years (as predicted by the IMF), the future seem bleak for increased foreign exchange
camings. based-on.domestic efforts. The Guinean economy continues to show large
resulted in high and volatile inflation rates and negative real interest rates when the
Government has opted for central bank financing ‘of ‘the budget deficit. This has
created a highly unstable and uncertain economic environment for private agents
resulting in negligible private investments.

The importation of rice at low world market prices is mainly a means for the
authorities to keep a politically sensitive population in Bissau ‘content (rice being the
single most important consumer good in the couniry). This also explains the
Government's reluctance to increase the import tax on rice. However, it is evident that
this policy also causes substantial imbalances in the Guinean economy. It deteriorates
the current account, reduces the potential for government revenues, depletes foreign
exchange-resources, and has detrimental effects on domestic rice production.

Guinean Government overall socio-economic management must be
characterised by "bad" rather than "good" governance, at least up to rather recenily.
Lack of accountability and commitment to pursue development objectives have been
profound. Slow democratization and violations of basic human rights are also part of
the picture, although the extent of these violations cannot be ascertained,

Guinea-Bissan may today be at a tumning point, however, after having finished
its second SAP with some success. As of the end of 1993, considerable improvements
have been achieved according to IME and World Bank assessments. They point out
that monetary policies have been rectified and that "a comparably stable situation is at
hand". There are, however, still uge imbalances and structural issues which need to be
addressed. The size of the public sector is still unsustainable. The budget deficit
persists, mainly due to a weak revenue raising capacity. Other problems are the
inability to narrow the trade gap and the extremely high debt burden which calls for
exceptional measures. While the country remains highly dependent on the continued
influx of concessicnal loans and grants even beyond the foreseeable future, our
conclusion is that the Guinean economy has not lacked a sufficient level of investment
in physical and human capital formation. Rather, a much larger effort and responsibility
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mustbeputontheoount:y‘sownhumanandphysicalresmmuasopposedto
external, az well as the quality of investments, :

Although the Guinean Government has committed itself to- domestic Tescurce
mobilisation, actual performance speaks a different language. The Government's
revealed preferences suggest that much of the efforts have instead been geared towards
maximising current consumption, especially private, at the expense of domestic saving
and investment in both physica and human capital. The actual, as opposed to thetoric,
ohjediveoftheGuﬁwanGovmmmhasnotbeen“sdﬂrdimoemdpeoplds
participation”, but rather the maximisation of the inflow of development aid. Since
1987, when this contention was stated in the SIDA country report (de Vylder, p 12),
weﬁndthatﬂleGovmnmemofGtﬂnea-Bisnuhasnm'aigniﬁcanﬂymanagedmchmge
that impression. The effects of this policy will be further explored in chapter 5 below.
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Chapter . MACROECONOMIC EFFECTS OF FOREIGN AID
: TO GUINEA-BISSAU

5.1.. Imtroduction .
In this chapter the macroeconomic effects of development sssistance to Guinea-Bissn
m-e.anﬂysed.lheanﬂyﬁscoventhemnﬁbuﬁonofaidmmmmicgromhthmugh
the effects on the growth determinants identified in chapter 3, the effects on social
dwelopmentmd,morebﬁeﬂy,theeﬂ'ectsoutheoth«Swedishaidobjecﬁm We
emphasize once more that due to the lack of sufficiently long and reliable time series
data we have not been able to undertake quantitative econometric analysis. Hence,
causality cannot be firmly established, i.e. we cannot say definitely that the inflow of
development assistance has affected the different variables in a specific direction with a
particular magnitode. The analysis is therefore based on simpler indicative study of the
limited data that exist and embarks from the theories that have emerged about the
impact of aid on growth determinants, It should once again be stressed that, generally,
the impact of Swedish aid camnot be distinguished. from that of all .other aid at the
Section 5.2 analyses the effects of aid on the primary determinants.of economic
growth outlined in chapter 3: investent in physical capital and uman capital
formation. In section 5.3, the impact of aid on macroeconomic policy and: stability is
assessed. The following section, 5.4, analyses aid and the trade regime, -export
performance and the Dutch Disease effect of aid. (At the end of this chapter, there is-a
technical appendix with a more thorough analysis of the "Dutch Diseaze” effect in
Guinea-Bissan.) In section 5.5 the contribution of aid to social development, such ss
heahh,-hmmcdisﬁ%uﬁmadgmdaaspeﬁshmessed.-ﬂewnﬂibuﬁm.offo:dgn
aid-to .the achievament of. other Swedish aid objectives, economic and political
independeme,denmacymdamsmimuemimnmz,isamlysedinsecﬁms.ﬁ.
The-impmofaidmthe&ﬁneanGevmmﬂ'sovmﬂpoﬁcyismmdiu.mﬁon
5.7. The chapter ends in section 5.8 with a summary and conclusions,

5.2. Effects of Aid on Primary Growth Determinants

5.2.1. Aid aud Domestic Savings and Investments :

Anecessmy.reqldrementformstaimblemdselfqeﬂamgmwthisinvemm
physical capital and sufficient domestic savings to finance the investments. This section
assesses the impact of foreign aid on domestic savings and investments in Guinea-
Bissw.Whmwverpossih]eadisﬁncﬁonwﬂlbenmdebetweentheimpmtofaidcn

it
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Section 4.2.1 showed that the domestic savings ratio in Guinea-Bissau has
been negative for all years examined. This could only have been possible through
inflows of foreign savings, in this case, aid.! Even though no *before and after aid"
description of the saving rate in Guinea-Bissau can be established, it is.obvious that aid
has:made consumption rates above 100 percent of GDP and, consequently, negative
saving rates, possible, We cannot say, however, that in the absence of foreign aid,
domestic savings would be positive. We can only say that without aid it would not
have been possible to have negative savings for any longer period of time.

Positive public aavings require that total reverue exceeds total current
expenditure in the.government budget. Foreign developmient assistance can influence
public. savings .both. from the expeaditure and from the revenue side, directly and
indirectly. Effects from.aid that increase domestic public expenditure or reduce public
revenue will therefore influence public savings negatively. On the expenditure side,
the combined effects -of the large mumber of resource- and staff-demanding
development projects, and the requirement from the donors that the recipient shall pay
wages and other recurrent .costs associated with the projects, have put upward
pressure on Guinean public expenditure. The inability to collect counterpart funds has
further acoentuated this problem. On the other hand, some indirect effects from poficy
conditions following the SAP have worked: in the other direction. For instance, the
civil service reform has as one of its main objectives 1o reduce the Guinean
Government's expenditure in the long term through a reduction of the mumber of public
employees,

~ The impact of developmient assistance on- the recipient government’s revenue
raishg.-eﬁom,mdquuemlythewbﬁcuﬁngspotmﬁ&.isupmedhtheﬂwow
of aggregate fungibility (White 1993). It is conceivable that the recipient government's
revenye raising effort is reduced if the government can rely on continuous inflows of
foreign savings rather than taxing its own economy. Section 4.2.1 revealed that the
Guinean tax revemue as part of GDP is very small and has remained more or less
unchanged since 1987. The slow pace at which the reforms.in tax collection and
wnommwmmﬁnghaﬁxnhuhdimﬁonoftheﬁmuedmmuerdﬁngMOn
the part of the Guinean Governmment. The sbsence of reliable and sufficiently long time
series inhibit us from undertaking quantitative assessments of the relationship between
aid and public revenue. This means that we cannot: say that foreign aid has reduced
G\ﬁmtuesbyadeﬁuitemmmdthereby,mmbumtothnnegaﬁwpubﬁc
savings. Consequently, we cannot say that the government tax collection effort would
havebeengreatuintheabumeofaid(orwithcomideraﬂyle&aid).What-wecan

lmm&wmhm&mﬁmmmmwﬁmu
uses up its capital stock.

&5

conclude is that in order to maintsin a high level of public investment, the Guinean
Government has not needed o increase ‘taxation. With a foreign (aid) financial
investment ratio of 0.30, one of the highest in the world, there is simply no incentive to
rﬁunﬁmwmumdndwc&ﬁmmeemﬂmwmbigmudy
conclude is that in the absence of aid, negative public savings would not have been
possible year after year. : o

 Thie impact of aid on private saving is difficult to determine. The main reason
is that no'data ‘on private saving exist: However, the direct offects of aid, positive or
negative; on private saving are probably small since practically all aid is directed
towards the public'séctor. On the other hand, the indirect effects are, most likely, quite
substantial in that aid influences inflation and-real interest rates which ars important
determinants for private saving. (These effects are further analysed in section 5.3,
below), _ e _ _

As shown in chapter 4, the total investmient ratio in Guinea-Bissay has been
high, varying between 20 ‘and 40 percent of GDP since independence, despite-the
negative saving ratio over the same period. The bulk of total investméat is public
investment. ‘Of these investmients, gathered in the Public Investmient Programise
(PIP), 100 percent are externally financed, through prants and concessional 1oins2:
According to the accounts, internal financing in 1993 was US$1.7 million, which is
equal t0 2.7 percent; out of 8 total of USS 64 mrillion.3 Howevét, these US$1.7 iillion
come from counterpart funds; collected from the ‘sale of imported goods Féceived
indirectly, all public investments,4 o ' '

The reorieditation of economic policy contiécted with the structural adjustmient
programme means that more focus is placed on the private sector, but ‘the inteations
have not showed up in actual investments yet, Private investments' in the formal
sector have been 13 percent of total investments on average during the period 1987 to
lm,bmﬁguiﬁcmﬂylessmthehnwuphofm(séesmﬁsﬁcdﬂppendixTaNe




donor agency  personnel, consultams and aid-
ehaqgeinfavom_ofaiq-related ‘
'eﬁ‘ectofboth manpower {especiall
mqetwppasedtogg on.for ever,

Activities and the "sid

800ds and services, leading t0 a resource movement
Yﬂﬁ)mMmSmﬁ i id
thm'i”‘i“k"m-thmmeinmmumm

econiomy.* bt should be emphasised, however, that these are short-term credits mainly

for trade and commerce,

tot for long-term investments,

5 The
Stenman 1993),

m_wmﬂyauﬁﬂedihrmlhew&nkinnmbul”l (Aguilar and
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£.2.2, Aid and Human Capital Formation

A:second necessary requirement for growth.is effective investments in human capital
formation. Development aid can suppott the education.sector in different ways. First,
aid may contribute to human capital formation through the supply of goods, such as
school buildings, books, benches, paper and pencils, i.e., aid can supply the "hardwars"
for the education sector. Another way is through technical assistance in different fields,
for instance, foreign experts in teacher training, curriculum development and/or other
school reforms. What foreign aid doners cannot do, however, is to take the decisions
necessary for a finctioning sector.

Hardware investments in. education.in Guinea-Bissau are almost exclisively
financed by foreignaid, either.directly as education project aid or through counterpart
payments: raised through import: support programmes. As revealed in the previous
chapter, the indicators on the "input side" of the sector are relatively good for sub-
Sabaran African standards:: Many reports testify to the success of {(not least Swedish)
aid in supplying school benches, books and -other teaching material. However,-such
investments are not enough; they alsohave to be efficiently used. An indication of the
inability of foreign 4id to address the crucial issues in this sector i3 the primary-sches]
drop-out rate which remains extremely high by any standard.

Considering the poor "output" indicators (see chapter 4), foreign aid-finariced
investments seem to have had limited success.in contributing to the development of the
‘education sector, despite great efforts and amounts of financial support in differsist
forms. The primary bottle-neck seems 10 be the weak performance of the Ministry of
Education. The donors have recently started to-address this problem through.more
emphasis on institutional support and human resource development. A .pumber: of
technical assistants from many different donors work within the Ministry and refated
institutions. This has not been without problems. At times, there has been conflicts
between the different donors regarding the sector's fisture strategy, which has firther
weakened the Ministry and hampered the already slow decision process. According to
many people we talked to in Bissau, the problem is not only lack of knowledge, but
also an inability to take decisions and implement agreed reforms. The inability of the
donors to co~operate has worsened the sitagtion.

The conclusion is that the main requirement for effective aid to the education
sector is credible conditions on. policy reforms by the Ministry -of Education. Donots
happened. It seems that the credibility of the conditions of the donors is too weak
actually to influence the Ministry. The support will do little good umless those
responsible at the Ministry are ready to take decisions and implement reforms.
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5.3. Aid and Macroeconomic Policy and Stability
Inchapter4wewndudedthmthenmﬂ-mwowonmﬁc-poﬁcy-hasgomthmugha
notable change since the implementation of the SAP in 1987. The country has
developed from a centrally planned.to .a more market-based economy ‘where price
liberalization, exchange rate: depreciation and privatization of state enterprises have
been the most important reforms. ' : :
.Inthisseeﬁmtheeﬂ'ectsofﬁdon&ﬂnm—mmoecmomicpoﬁcyanduabiﬁty
are analysed. Foreign aid can influence the recipient government's ‘economic- policy in
two main ways. First, the aid can be implicitly supportive-of the economic policy of the
receiving government, and, second, the donors can attach certain demands for policy
chmgubythegovemmuﬂmdmakcconﬁmed“mpponcondiﬁmmlzuponthese
changes. Both these.mechanisms will be assessed in this section. While the overall
macroeconomic: policy of the Guinesn Government has changed, substantial stroctaral
imbalances-still temain. These imbalances were also discussed. in: chapter 4 and we
concluded that large global ‘budget. deficits, due to excessive spending and limited
wmmqandhighinﬂmmthmganveredmterestmespmadedThemechmnm
ﬁ)rﬂmeﬂ:'eetsofaidinztbisrespectuﬁualsobeassessedinﬂﬁsucﬁm,

53.1. AidandtheMnmwbnamicl‘dicy - -
When addressing the effects of foreign aid- on macroeconomic .policy, a clear
disﬁncﬁmhasto..bemdebetwem'thepaiodsbefommmer%mehnplmmmﬁonof
the: SAP in 1987, Up to . this year, the..donors had ‘comparatively few conditions
attached. to their -assistance, instead, the ever-increaging foreign aid commitments
mdmuhatthedonmsmeﬁ‘ectacqwescedmtheﬁmmemmcmwgyﬁe
wnﬁmomhﬂowoffmdmaidhasmnbledthemhmnﬁommnmmma-a
lugdygmwthunﬁlendlymacroecomcpohcyanihmce,postpmedthenecesmy
mm(adjummmdpoﬁcyehmmﬂumtomme.mwly,uﬂw
eoononﬁcdiﬁieulﬁesgmw,tbedemmd:ﬁmthcdmsmtheGuimmGovm
to correct the problems increased, Or, as expressed in a SIDA memorandum: "The
donms,ledbytheWoﬂdBank,haveduﬁngthehuymmpmﬁrmwndiﬁomonthe
?ggw;angovemmmgespedaﬂymmingtheecommicpoﬁcy“(smA.DCO,SOMy
Since the signing of the SAP in 1987, Guinea-Bissau has received considerable
ammmmofpoﬁcy-buedpmgrmewppmt(gmnsmdomoesﬁmﬂlom)und«the
condition that the adjustments and liberalizations .were to be implemented and
conﬁnued.Toﬂteexmﬂmtdmorshavehﬂumedtheranmtolmdemke
mucuuaiadjummmd-optforanmkamiemedeeonmﬁcsmtegy,fmdmaidhu
hudaposiﬁveeﬂbaontheeconmnicpoﬁcyofGtﬁnu-Biasw.Hmm,twoissues
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should be emphasised. First, the economic changes came comparatively late in Guinea-
Bissau, aithough it nmst have been-obvious to any. one involved in development co-
operation. in the country in the first half of the 1980s that fundamental structural
adjustments were needed.S Second, the implemeritation of the programme has not
been without problems. In fact, in the early 1990s, Guinea-Bissax ranked among the
very lowest in a comparison &cross countries in the Special Programime for Africa
(SPA) when it came to the implementation of the adjustment program. In 1991, the
programme was found to be severely off track which, in combination with-the Guinean
Government's inability to collect counterpart funds, led to the postponement of further
disbursements’ of programme aid. While this was a:drastic step; the donors continued
to exert strong pressure on the Guinean economic policy for further liberalization and
structural adjustment. :

5.3.2. Aid and the Internal Balance

The impact of foreign aid on the internal balance has to be assessed in the light of two
factors. First, the Guinean Government faces a strong recurrent. cost constraint which
sevezely limits its ability to meet the running costs of projects and programmes (see
Table 4.4 in the previous chapter). Second, many, if not all, major donors are highly
reluctant to pay wages, maintenance and other recurrent costs connected with their
programmes. The combined effects of these two aspects and the substantial amount of
aid-funded projects result in a situation where foreign aid exerts strong fiscal pressures
which in turn further add to the slready strong inflationary tendencies in the economy.
In the 1993 Public Expenditure Review, the limited Guinean sbility to meet running
expenses for ongoing and planned projects is highlighted and it is concluded that the
solution must be a reduction of develepmerit assistance.

An analysis of the level and -structure of overall expenditure shows that
government expenditure accounts for acound 50 percent of the total economy (TBRD
aide-mémoire 1993). Current and capital expenditures are roughly equal in size and
"wages and salaries" absorb around 40 percent of current expenditure. The situation is
thus that a substantial part of the Guinean economy consists of recurrent ‘expenditure
of which a large. part is wages 1o staff employed by aid-financed ‘development
projects.” One effect of this is that, despite the large share of current expenditure
allocated to the wage bill, pay policy for civil servants-is.inappropriate and insufficient
to retain and motivate competent staff, .

¢ As many reports and memos from the time testify, there was a fairly widespread understanding that
71t is nol possible to identify exactly how meny Guineans are involved, directly or indirectly, in aid-
related projects.
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Dlnmgﬂleadjustmentyeargpmﬁqﬂndyaimetheudylmmesumg
pressure on the- recurrent budget has, to.some extent, been eased in that the number of
eng_ugenwntsinthepubﬂc.inwstmmt programme has been reduced, leaving fower
mmmbew-ﬁmoedbytheﬁﬂneanmdget.ﬂom,nﬂnmﬁmwmaj&
Ww@.m@ﬁmmmmwmwﬂdmmm

) creating a situation where the bilateral donors, to some extent, are "forced® to
meadmmenmnmgmmof-prommes.ww‘of-theinmmmm
wgg.esm.thutthishubeen,mdmmuchsﬁllis,thecme,&asitmainsa
from eight percent.in 1987 to around three percent in last year's programme, indicating
continued and worsened recurrent cost constraints for the Guinean Government,

f)neaddiﬁmalaspectmbeasseuedwithremeottotheeﬁectsofaidon
.?mmmcmbiﬁtyistheincmporaﬁmofdevdopmmuﬁminthembudgeg
-:.e.themnspamcyofthewdgetpmcmismdﬂﬁarmmnﬁcpoﬁcy-mikingm
hmne,mbﬂky.hGuinea-Bisswfarﬁfomdlwidhubmmdedinthegomm
WW.-mmmnh-mme.MﬁmwamAmMnmmmmﬂam
Wm-hwmhaid-iswﬂdlydiahmedhythedmmMom,ﬁ'ﬂwﬁm
mmmmarmnge own projects with the donors (which has been common), without
mmhce-wtheeenn'alamhoﬁﬁes,thismybadmu-situaﬁonwhere‘the
mwshnentsmmadehntherumﬁngmm-mmtplamedﬁn,remhinginhighu
mwmmmmhmmm&m(mmm
fsmlmm 1993, respectively). Some-obmmhsvenotedthnuﬁewofﬁe
m:mmbebawhkeufde?mﬂempmaemmmﬁm:ﬁmmedbyﬁdmm
ere 18 Urgent need for "deprivatization" of the Guinean Governmest.

. Formgnmdcanaﬁ‘ectthegovemmemmmubothdu‘ecﬂyandmdmﬁly&
pmMed?Mmsecﬁon4.3.2,foreigaxg|'mtsaredelﬂnemGovenmfslargw
rev.emeltun,avemgingwpereentoftotnlrevemesinﬂlepedod 1987 to 1993.
hﬂfrecﬂy,domnfnyhﬂum-ﬂm:mipiemsummmimmiumby
mwmmummwm.msmmmemhm,
Bm(ndueumedhucﬁmtﬂ.Howem,asﬂweﬁeckofboththeﬁxrdommd
ﬂumsbomsrdemhawdﬂssedoﬂ,ﬂwdegreeofmmeuofﬂmmvmuerdﬁng
e&'o.mcamotbewahMedyet‘Giventhehrgeshueafaidhboththemanthe
WMWWMa“pmm'Memmmmmﬁmmm
Gammthmeuseiﬁownrwmuuinthebudgethmbeenhddng.mﬂsa
case of the so-called soft budget constraint,

!

The main conclusion of this section is that foreign aid, especially since the
stuﬁngofﬂwSAPinl%?,huhﬂumoedthemwommnﬁcpoﬁcyofthe-Guimm
Government in different ways. Conditions, explicit or other, -attached to development
m»gmnme-asﬁstmehwemdethegwmmukﬂmminfdiwing"ﬂm
economy from a number of structural "bottle-necks”. However, we have also seen that
large amounts of project aid have put pressure on the Guinean recurrent budget by
raising current expenditure ‘to levels beyond the Government's ability to meet these
costs from its own funds. Several mechanisms for this were identified. The sheer
mumber of projects has put pressure on the recurrent budget, thus- increasing ‘the
inwmlh;bdmoes.FunhermorqdeﬁMphming,mmlmdimplemamﬁmofthe
budgegwherenotaﬂﬁdishworponwiraiuman-aq)mdihmaadeonsequemly
inmuseﬁscdinxbalameﬂ.ﬁnmostdurmhgﬁn&ingisthﬂwbﬂeom‘ofthemain
purposes with aid is-to contribute to the  mobilization of domestic -resources for
devdopmmtthemﬂaﬂthﬁwmmshmeofwmmlnsbeenﬂnmhﬂf
since 1987. ’ ’

54. Aid and Trade Regime, Export Performance and Dutch Disease

54.1. Aid and the Trade Regime Co
Tm-impaaofaidontheuadengimehasbeenboth-dimctandindirwt.-rmmihe
besiminswindependemquignmmmppmedmepoﬁwoﬁmmnmm
mdudmgwet&undhighmonmm:ﬁcﬂmdmpmtsmdmostexpmﬂumu,
maﬁa‘-thepamﬁdmdemfom:hwel%mthehrgehﬂmdaidmm
mbsumial'impomposﬁbhinspimdfmwmim.hﬂmofﬁdmdum‘ﬂwnudfm
mmmmmmmmmmmwm
pmmﬂe'moﬁ.ﬁomignﬁdhasmﬁebyindkecﬂymdeitpmiﬂetommm&e
protectionist, ipward-oriented, trade policy. This -also- holds for the policy of a fixed
nominal exchange rate (later crawling but not encugh to-svoid overvaluation) in spite
oflﬁghinﬂl&enratesupwlm.Theovmahmionoftheredmmmtethlt
msedwwﬁ-hmreduoedinmoﬁsﬁgﬁﬁmnﬂy,thmghthedeﬂimuﬂlhnpﬂm
expmtemﬁngs(mdthﬁebyhck-offordsnmgelmitmtforﬁrdgnaid.
Howwer,ﬁmetha-adopﬁonofthe‘SAPinl%T.domhavemﬁpmme-onﬂn
Gﬂm@mﬂtoﬁbemﬁumda;lmp&tmdmoﬁmhwebmhwmd
andthemimloﬁdale:chmgerateisnowalnminﬁnewhhthepmndme,ie.
thewmduaﬁmofﬂwwmcyiseﬁmimted.ﬂowwer,upointadombydeVyldu
(l994),themssayﬁ'omthe3rettonWoodsimﬁtuﬁcmis double: "if you promise to
less necessary for you 10 promote exports”. -
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5.4.2. Aid and Export Performance

directly by foreign aid, ‘except for the demands from the donors for-reductions in
exp.ort uxe.s..ltthﬂrefore seems that the direct effects of foreign aid, excluding the
policy conditionalities, onbotha:portsn'ucuueandvohlmehavebmverylinﬁted.

5.4.3. Aid and the Dutch Disease

'Iilepnnmpalwrectmofamdontheh-adadgoods sector is through - an
mofmmﬁmwmm.hmmmhﬂows.mm
meuemthe-pdoeofnmﬁradablesmWWmthepﬁwofmdables(byddniﬁma
mdmmhmgemappredaﬁon).smsleadstoaﬁﬂhpmducﬁmmmemmble
Mm(mmmmnmmmm),mMuwduﬁm
nvestments, move to the non-tradable sector. T*he:dehﬁnmtaleﬂ'ectnneuports
mggpstedbjfthis.the?wnnydamageﬂwpom'biﬁﬁesforammhabhdevdopmem

and that they are not affected
m'teuapprecam.' The resoarce movement eﬂ‘;.un:yc:used bym’tht:eshim:m
aoes ':lf:uliomng the speudmg effect), and hence profitability, between the two sectors
. Y Vﬁmc?uasempﬁeesinthemn-mdedsecmrmakeproducﬁonmi
mvesmmumthzs.seaormhﬁvdymonmoﬁtabhkeamwes,bothphydcduphal
mimanpower,wﬂlthemforemove-mnofﬂmmodsectormmmemmded
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The appreciation of the equilibsium -real exchange rate can be estimated in
terms. of both marginal changes and levels. The first approach-is to assess whether a
marginal increase in foreign aid leads to 2 marginal appreciation of the equilibrium real
exchange tate. This is conventionally done by regression amalysis. A formal
econometric analysis requires time series data for a considerable amount of variables,
covering at least 15 to 20 years. As mentioned before, no such statistics exist in
Guinea-Bissau. 'We are therefore forced to use a more simple analysis on the basis of
data from 1988 to 1993, For this pericd we have a trade-partner weighted index of'the
nominal efficient exchange rate. Setting this index at 100 for 1988, the year after the
pominal devaluation of the Peso by 65-percent and the beginning of & more liberal
foreign exchange policy, we find a substantial appreciation of the peso in 7eal termsup
to.1993. The index for the nominal (trade-weighted) exchange rate stood at 341 in
1993. The CPI and GDP-deflator indexes for Guinca-Bissau were above 900 in 1993
(base year being 1988), reflecting -an inflation rate above 50 percent per year.?
Inflation in Guinea-Bissau's main trading partners' economies has been substantially
lower. The figure varies depending on what index is used, but none of the conceivable
indicators (se¢ Appendix Table: A15 and A16) show the inflation index-in 1993 to
exceed 165 (1988 = 100). : , C '

A rough calculation of the changes in the real equilibrium effective exchange
rate of the Guinean peso, based on these data, thus suggest that there has been a
substantial apprecintion, by more than 300. percent between 1988-and: 1993. It is
notable that we have used the trade-weighted nominal-exchange rate for the Guinean
paointheulmlaﬁom..Thisisﬂwtheoreﬁmﬂymdempiricaﬂymmindexmun
when deriving the real exchange rate development. In some other calculations of real
@xchmgemes-fortheﬁtﬁmnpe@"thntwehawmmss,theesﬁmnﬁom-m
peso to have maintained its real value in terms of dollars over the 1988-1993 period.
This may be the case, but it is an observation of liitle relevance: since the US is not a
trading partner; less than 2 percent of imports into Guinea-Bissan originate in the US
and practically no exports goes there (for a further discussion, see appendix SA).1
That there has been a substantial real appreciation of the peso against the currencies of
its trading partners seams to be non-disputeble, even though the data on inflation in
Guinea-Bissau are not s reliable as one would wish. 1!

? A major weskness is that the Guinean price index only consists of three types of goods (rice, beer
and tobacco) and is based on a very limited houschold survey in Bissan.

19 How much of Guinean imports and exports met are dollar-denominsted we do not know. .

1 Tomhmmﬂt'mhmﬁywadﬁmﬂnimﬁmmmﬁmﬁmpﬂm
to this Topost, i3 Martin (1993). He briefly touches the. subject (one paragraph on p.20) and concludes
that there exists no evidence that a Dutch Disease effect has followed the increase in inflows of aid
Yinked to the SAP. Martin's conclusion is besed on a claim that the "current exchange rate is not
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mmiolf:;s:e”haveoﬂydimxddngeshﬂwmdm&emoﬁhcm
3 period. It may well be that the i i
: . peso m 1988, our point of
depmwmakeafy@pmmdcmdmbly-duetothemsﬁwaidmﬁvedin
previous years. That ig, in 1993 (and 1994), the accumulative apprecigtion of the peso
mayexceed omuderablytheesﬁnmtewehmderivedfor-the 1988-1993 period. In
prmmpl-e, -one cotﬂd-estﬁnatethetotal-'aid-induoedappmdaﬁonofthe -
comparmgﬂae national price level in Guinea-Bissau with- tha in "similar" mbe:
ﬂmwlmhmhm received considerab- ly less aid. In reality, there are two problems. One is
dataneededtodmveesﬁnmesof—ﬂmpﬁoelevelinﬁlﬁmismm.not
mthem Svnmers and Heston (1988, 1991) provide a table for Guines. ~Bissan, but most
mnda:o:lmk,l mdud:ngtheoneson'lntematmm] ional” price levels for the 1980s. A
od pre em lslthat 1 18 practically impossible to find countries which - would
mde mappmpmtenorm of comparison. Most other countries at the lowest income
also receive considerable amounts of foreign. aid and/or have a significantly
overvalued exchange rate;
The next question is what has caused the iati
real appreciation, Even though
are no..data for ‘a period long enough to conduct formal econometric teeti::h::
qums:fordgndd.ThueisdmplymahemaﬁveﬂplannﬁQnThue
mnoothermﬁow(mpply)offoreignexchangeﬁ'omabroadanddomesﬁc ly (from
ﬁlew:port*sector)iaﬁartoo‘sma!lto'haveambstantialimpact e
Aecordmgtothe-DutchD.iseuetheory,themmde&”wofamasdvehﬂow

x (import-mbftiwte) In a recent IBRD report (1994), the percentage change in the
Amm;me of?xpon Grops between 1981-1983 and 1989-1991 is estimated,
e Gtmntnes, Guinea-Bissau has the second worst development, with a
a pmducerpncesby:Smet.ﬂ'heimp&ﬂnfﬂnMwmicedecﬁm'
wnbytlwfwtthat-ﬂ:ediﬂ‘enmeiuavmgeammlagmuimm .
meen 1981-1986 and 1987-1991 was -5 percent (also the $ o
developmment in the sample), 'I‘heinﬂowsoft‘oreignaidalmoatdouhlediimurrentwol?st
dollars (from 64 to 123 million) from 1981-1983 to 1989-1991, This does not prove
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increase in foreign eid was accompanied in time by a decrease in real producer prices
for export crops. :

. The development of the real producer prices depends, in addition 1o the real
.exchange rate, on the terms of trade and the taxation of export-and import crops. In
section 4.4.3, we showed that different estimates of the change in the Guinean terms of
trade varies considerably. Most sources suggest.that & deterioration has taken place,
‘but even a-positive development has been suggested {see the Statistical Appendix). We
can thus not say how much of the deterioration in real producer prices is due to a
worsening of the terms of trade, but there is nothing that indicates that it should
exceed 25 percent. That is, deterioration of the terms of trade cannot explain more
than half, and probably less, of the fall in producer prices. Ne figures are reported for
explicit taxation in the period 1981-1983. During the first ten years of independence,
ﬁmgatepﬁoesofa@mﬂﬁxalpmdmhw«ewtverydowbytheGovemmaﬁ.We
conclude, hence; that there is:no reason to assume that explicit taxation bas increased
from this petiod to the 1989-1991 period. The export tax on cashew mts:declined
from 85 percent to 35 percent over the 1980s. . :

Guinea-Bissan-has teceived substantial amounts of aid for20.years {altogether
about USS2 billion). Yet another way to-get a rough indication of the extent to which
this foreign aid has inflated the real exchange rate is to "simulate” what would happen
if all aid were to be terminated as of today. Annual imports exceed exports by & factor
of 3 (US$60 million vs. 20 million) and the difference is paid for by forcign aid.
Supposethataﬂforeignaidwm“ﬁthdmmandthantheeareno-otheremanal
means by which the trade gap can be financed. The trade gap would. then not be
sustainable and a real depreciation of the peso would have to be.made in.order to close
it.

Considmingthetradewumeoftheeuinemecommythﬂ'eilmnto
believe that the depreciation needed to accomplish this would be substantial. Exports,
mahalyasbemesomeotheﬂsﬁmMﬂpmduﬂs,minduﬁchmpplymmc
short and medium terms. A real depreciation, ‘with higher domestic real producer
pﬁeesforaq;oﬂemuacomequme,wmﬂdthusnmleadmwmbmnﬁal-iwm
in export volume in the short term. Almost all the adjustment required to- close the
uadegapwomdthnshawtocomnﬁomthetnponsidanatis,therealdepredaﬁm
and thus the real domestic price increase of imported goods, would have to be large
moughforimpoﬂdmﬂm-ﬁﬂbytwothirds.m,impoﬂsmpredominanﬂy
madethrwghaid-ﬁmmedprojecm,hntheymwasigniﬂcmmmnofﬁm.
Sinoerieeisthebasicstaplefoodinthneeonomy,-andﬂmshasamthulowdamand
elasticity, the real price increase, i.e. devaluation, has to be considerable if demand for
rice is to be reduced by a significant amount. :




76

mnaponfmt:ledmof&emofﬂwﬁnimprwumbnbbludma

s waumem' eoonomy.Asislﬁﬁmmincreaseofthemalpﬁceofﬂw

. { wh:chtheremfewmdﬂyavmlabledomesncmbshuues
-wm)womdmstﬁkdyuusckmnedimﬁmandawmplaepoﬁﬁca!up;z:

non-traded s
goods sector (mainly construction, services and transportation) that have
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Secmd,pﬁcesinmﬂaumntsmdhotelsinﬁuinu—Bimmanchiowﬂwnin
the western world. Considering that Guines-Bissau had a per capita income of US$212
in 1992, it-is probably safe to say that foreign aid money.fuels these prices. The same is
true for rents on apartments and houses. These tilted relative prices make investments
in sid-related services, such as restaurants, hotels.and ‘construction (non-traded goods
and services) relatively more profitable. The scarce amount-of domestic private capital
wilt therefore to & large extent be invested in-these. activities. Foreign aid thereby
crowds out the non-aid related:sectors of the economy, through a resource movement
effect on both skilled manpower and -domestic private-capital, and thereby: also the
export sector. The mechanisms discussed above ‘have been recognized and
acknowledged by several bilateral donors.The SEIDA. mission in Bissau recognizes:this
to be a serious problem: "One of the main obstacles for development (in Guinca-
Bissau) is paradoxically posed by the aid. It distorts ...the use of limited financial and
mmanresources” (SIDA DCO Memo 15 January 1991). e
However, it should be stressed that the impediments to a functioning: export
sector it Guinea-Bissau are many. To mitigate the detrimental effect of the inflows of
foteignaidonthemhmgemisoueimpoﬂantstep,butmmyoﬂimmmm
severely imperfect market structure must be improved so that positive price signals
ncmliyrewhthepmdtmthroughmeasedhmmpmanddommstmh
in increased profits for a couple of traders, The inadequate. physical: infrastructure,
pooredl?waﬁmmdardsmdnaﬂﬁnglackofedncatedmupowwmohnpm

55 Aid and Income Distribution, Social Development and the -
Informal Sector ‘

551, Aid and Incomse Distribution
In section 4.6.2., income distribution in Guines:Bissau was discussed. The urban bias

observed is to a considerable extent 3 reflection of the concentration of aid-related
activities to Bissau. This concerns both services from aid projects, direct work
opportunities at the donor agendesandthe-minisu'ieldealingwithforeign-aidand
‘diﬁmemlﬁndsofmvieesmfcrdgnpersonnd.m“ampleofeﬁects&om
fordgrlddthumunﬂymthehnquaﬁtyofinoomedism'buﬁmhrdatedw
Swadiuhhnpoﬂmppoﬂ.Anevalunﬁmundatakminl%S(Marﬁn)shawedthﬂthe
yhaﬁomtheSwedishimpoﬂsuppmludﬁﬂmdispmporﬁomﬂyinthehandsofa
fewuadus,ﬁmncialhsﬁluﬁonsmdhrgeﬁrmm.-wmherthisismford&m
import support we do not know. .
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'I'hn.:lf:ostseﬁousadvemeimpact-onincomedisﬂibution, however, is through
ﬂnappmauonoftheequﬂihdummdexchange-m&inthecaseofmhmﬁon,

552, AidandSoeinlDevelopment
:ﬂlemjfeshnentsundahkminthe(folmdpmdtbe)dmﬁmm,udum'bed
;% section 5.2.2, are in. principle all financed through foreign aid. The "input" figures,
1.e.expendiun'eoned1mﬁonupmtofmtalgowexpendimmandpupﬂsper
teachufo?hstmce,mquimgoodbyAﬁicanmndud&Howemmeseﬁgmesm
nmmmhedbythe“wtput"ﬁgmes.Thedrop-mnrateaueamongﬂwlﬁghestinthe
:oﬂdmdmndmysohoolmlmmtis,manumﬂy,vmyluwfheinwmin
.edthcmﬂmhavetakphceare,uinthecaseofedmaﬁon,ﬁnmwdbyfordgn
ald.SGmeIZpercent-(USS?ﬁnﬁliioﬂ) of the 1993 PIP, whichisﬁnanoedm:hsivdy
throagh project id and counterpart funds collected from import support, are deyope)
t?mmmm-mﬂ:e'hakhm.&htheedmﬁonm,pmmmﬂwhm
adehasbeen achieved, but demographic (“output”) indicators are still Vvery poor. Thig
mdlcmthuthemiamﬁ‘ezingﬁompmblemsﬁmﬂartothoseintheedtmﬁon
W;Pmkmhmm&m-mrdammwumwdedwithdom
mungmoblemaofm—mdhmﬁonmdminabiﬁtyonthepmofthehﬁﬁmyofmm

tocomeupwiﬂlanaﬁmal-!mllhpolicy.
mnydomhaverecmﬂybemﬂ)cusingonmdermnuwithmm
mw smf«&'s(sounny-('i@derAnaIyﬁs&omIMpmenmalist
Sove pm;empro;ects,manngMprojects(l SIDA project and 1
Cblldrmpro]ect)andanotheron"Projectswithawnmencompom“,
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containing 52 projects {3 SIDA projects). A positive impact on women from aid is
through the liberalization of the economy supported by the SAP. The liberalization has
caused-an influx of consumption goods desirable for women, imported mainly through
foreign exchange supplied by import-support aid. This development has the effect that
women are given incentives- to undertake more productive roles, in contrast to
reproductive, in order.to get hold of cash income. In a.longer perspective this might
make the women less dependent on their husbands (Stenstrém-Larsson and Kihiman
1992).

5.5.3. Aidand the Informal Sector :

A significant part of the Guinean economy is not incorporated in. the-official GDP
statistics. Hence, it is. possible ‘that there has been some growth in the Guinean
economy - and thus in.the incomes of the mainly poor.people engaged in informal
production - that is not -visible in.the .official statistics. .As mentioned before;. some
people we have talked-to: have the impression that the informal secter (or- rather the
parts of the informal sector that are not seen-in the statistics) has expanded
significantly since 1987, The most common explanations:for the .surge in informal
sector activities-are the liberalization of the economy and the inflows of import support
following the SAP. The- abolishing .of the public monopoly on-internal trade and the
publicly determined prices on-most products: have lead to-an upsurge in rural- markets,
The increased supply of consumer goods, largely-financed by import-support, have
increased the inceatives for peasants to produce and trade their agricubural surplus.
The inflows of import support bave probably had a positive. impact an. growth in
informal trade. In the sense that donors-have applied. pressure for economic reforms,
aid has also had a positive impact through economic Lberalization. Project aid has
probably been less important for the informal sector. Some effects have been brought
up by people engaged in different projects. For instance, improved communications
due to aid-financed infrastracture projects have made the growth of rural markets
casier, and some projects have created a demand for (often informal) small-scale
mannfacturing and handicrafis. Unfortunately, we have not been able to assess this

5.6. Aid and Other Swedish Aid Objectives

5.6.1. Aidand-Political and Economic Independence

One of the main. objectives at the early. stage of Swedish aid to Guinea-Bigsan was to
secure economic and political independence. In the sense that the country is now
independent from the former colonial pawer, Portugsl, aid might have contributed to
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ﬂﬁaflowever,aproﬁnmdaiddependmcyhubemembﬁshedmtead.Mmresof
ﬂwmag:ﬁMdeof.niddependmcyammmms.!nsecﬁmz.zzwepmwhedtotal
fordgnaidhrdaﬁonmtheswndndmmmic”keyindicm”used-hthismmm.
TheﬁglmlhowedthmGuhu-Bimhom-ofthe_cumhiesrweivingmouﬁdinthe
world,bothpercapimandinrdaﬁmm'GDP,gouinwmnan,monmdimpm
‘Two other indicators. of aid dependence are the trade and the - savings
deﬁdu.mhnpmumismeknmmmmegapsin-ﬂlmnW-M:whetherthey
mcloaingornotovqrtime{White 1993).0fcoume,thewholeideawithaidisto
pamitsavingsandtmdedeﬁcit;butaﬁersomeﬁmethesegapshwetomnwfor
developnmntobewstainsblq that is, notfnreverdependanfohforeign-=aid. How long
this time-ftame should be is, of course, difficult to determine. What can be said,
howwm',issthmdmndferhnpoﬂsiwrems‘widedOPmmmmedmpms
wﬂl~benecessmyevmtomaintain-thesizeof1begap.-AswuslmWn in‘section 4.4.,
the value of exports in Guinea-Bissau has increased very little since 1987 and the trade
deficit: shows: no sign of decreasing over time, rather the opposite. This indicates that
Guinea-Bissan has so far hot managed. to increase the domestic foreign exchange
raisingcapadtybymy-sigrﬁﬁcamammmt.-Thecounﬂymmaimheavﬂydepmdmm
foreign 2id: to maintain external - balance, Moreover - significant share of the
hwemnemahavetobe-:ﬂnamed'bydomesﬁcswhg,inorderfordwelopmnmbe
sustainable. As shown in chapter 4, domestic savings have been negative for all the
yemforwhichwehavedau—mdthueisnoindicaﬁonthatdmmﬁcsavﬁ:gsm
increasing,i.e.thesavingsgapismaintahed. This is & further indication of the fact that
Guinea-Bissau is highly aid-dependent.
Afwrthhdicator-ﬂhowing.th@vulnembilityofthe economy is the debt
situation. With a theoretical debt service ratio of 300-percent Guinea-Bissan is heavily
reliant-on foreign finance'to service its debt. Since the economy is too weak to get any
m-orlongta-mcommerdalloms,thedepmdmcyondonoragmda(whom
alsothecreditorsoftheexisﬁngloans)for soft loans is complete, This dependency will
peﬂdnmtil-tbedebtproblanisresulvw.'l‘heSwodishGGveumrthaswritteuoﬁ-'all
theirloansandisnotpanoftlﬁsheavyonnsmintonﬂmecom.- '
Aiddependencyisalsoevidentatunon-economic level. Large and continuous
inﬂowaofforeignaidhaveaeated”awayofﬁving“foralargepmofﬂw&ﬁnem
administration. The financing of the: public administration relies heavily on foreign aid
nndofﬁdalsarepreocmpiedmostoftheirﬁmwhhacﬁviﬁesmluedtodiﬁmwﬁd
agmdes.nﬁsseemmhavedmvmattmﬁonawayﬁomthedevdommofdomesﬁc
msourmhispmbablymsierfmtheﬁuim&vemmmgetmﬂnm&om
somefordgnaidagmythanmm-euehwmﬁmfordomesﬁcmwumemobiﬁnﬁon
Abeﬁefthtmssivehﬂowsoffordmeidmnmmymwy.-fordwdopmmgm
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also sufficient, seems to have developed. The phenomenon. is expressed. in a
memomdum&omtheSwudishanbassy:,“The(Swedish)unbmymo?ndudcﬂmt
thefordgnﬁdelﬁmBisamofn}lommimaMorgaﬁsmions,hdlfdmgaSwedm
so far seems to have resulted in making the Guinesn economy more passive rather than
dynamic" (DCO Memo, 28 July 1992). . o

5.6.2. Aid and Democracy and Human Righty : . .
Along with the liberalization of the economy there has been- political liberalisation. A
prwessmwardsamdﬁ-partysystand-denmaﬁceiecﬁonswasdeduedby--the
Pmdd«n,]oioBmdoVidra,inlwo.Newpmﬁenhawwdved,-ﬂwmdmm
has been declared independent from the leading: party, PAIGC, a lfw- concerning
ﬁeedomofspeechandﬁeedomofthepress-hubempuuedmd*aNmomiEeme
Commission bas been set up. The road towards: an elsctionhasnot:beenwufhnm
bumps, however, The co-ordinator of the opposition has been jailed (and the President
has officially-declared that it can happen again) and the elections, seheduledforhhrch
27, 1994, have been postponed until fime 5. Wehwenotseen-auy-r&poﬂ»mmg
themhofdommhthedecisionmapprweofotherpoﬁﬁcﬂparﬁesandamx{n-pény
ehchmghmmcordmgmpeoplcwebavetalkedto,ﬂmedmmwnsbuedwtheron
external pressure from the donor countries nor on aid from any domestic opposition.
UNDP co-ordinates the donors'. financial -support to the election. process andhan
received support from Sweden, among others. To assess the -effectiveness or efficiency
of this sy is, of course, not possible yet. e : o
Fmgthe'developmenttownrds.dummcy, thehmnanrlghtsnwatlonhas
improved during recent. years. For.instnnce,hummﬁghtsweremdudu.lm,andthe
death penalty excluded from, the.constitution in February lm.l??mt?ceamx-mbet
ofdeﬁdmdumnh.mendemfoﬂowdbytheadmmstmﬁon,arbmm:y
arrests of opposition politicians (especially in the countryside) are common,-and so is
torture (SIDA, Semi annual report 26 May 1993). According to people wehave talked
to,domragmcies,espedallySIDAmdUSAID,haveconﬂﬂmfedhmpmmg.the
buman rights situation, both through lobbying andsomeﬁnanml support (Sweden
supported the Guinean league for human rights with SEK: 350 000.in 1993). Hm'wever,
we have not encouintered & more thorough analysis of the role of donors in this

respect.

5.6.3. Aid and the Environment ' '

Aafaruwehavesee:;theenvimnmalsimuﬁoninGmm-Bmse'afmsmbe
rdsﬁvelygmd.Theremprobleminmmmthough.Omuthﬂtheuh?nyofthe
coastal agricultural fields has increased, due to reduced rainfall, a shorter rainy season
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(according to peasants we talked to) and lack of resources to finance additional
investment in walls that keep sea water out. There are also problems with soil
degradation, but they are not as serious a3 in many other Affican countries {for
instance Burkina Faso and Kenya). Because of the relatively favourable environmental
situation, the issue has not been so much in focus in the donors' support, However,
with the revival of environmental concerns in recent years, the donors have paid more
attention to the question (The Economist 1993). According to.the head of the IBRD
migsion, the Bank is looking for support from the other donors to decide on & common
environmental policy. The Bank has also prepared an environmental project, which is
waiting for the upcoming elections.

Anothermportmtnsm:spropertynghts Amordmgtopooplewetaﬂ:edtom
Bissau, lumber fees for timber are practically nonexistent. At least, they do not by any
means match the costs for replanting new trees, or the longer-term costs of soil erosion
and following reductions in agricultural output. Lumber fees nced to be increased so
that ‘costs for replanting are covered,. or the property rights redefined so that the
companies engaged in logging get incentives to replant themselves,

5.7. Aid and Good Governance

In this chapter we have discussed the effects of foreign sid -on the fundamental
determinants of sustainable growth: domestic savings and investments, human capital
formation, the trade regime and the macroeconomic policy. -Since alarge part of "good
governance™ is entailed in the Govemnment's ability and willingness to pursue & stable
macroeconomic policy and to create the right incentives for private investments, this
section will analyse the cohesion between Guinean development policy and the
development objectives of the donors, especially the Swedish ones. When assessing the
coherence of actual measures taken by the Guinean government with the Swedish
overall development objectives, it is important to make a distinction between the
thetorical proclamations made in official documents and annovmcements and the actual
priorities and implementations of the Guinean Government traceable in its budgets.

A generel observation, made by several representatives of the Swedish-Guinean
development. co-operation precess, is that the actual development strategy of Guinea-
Bissau seems to have been to atiract as mmch foreign aid as feasible, irrespective of the
possibilities to assimilate the funds or projects into the economy. Thus, in a 1992
memo, it is stated that *The (Guinean) Government does in principle what it deems
necessary to continue to receive aid" (DCO Memo, 30 July 1992). Line ministries have
negotiated with donors over the heads of the ministries responsible for donor
negotiations and macroeconomic and development planning, Many donors have
encouraged the situation and presented and forced through projects that are not
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compatible with Guinea-Bissau's priorities, but in line with their own interests. It
appears that Sweden traditionally has not been guided by own interests, but the
massive support to the industrial sector throughout the 1980s (Swedish assistance
accounted for more than 75 percent of the total support to the industriel sector) has
not been in fine with the overall focus on agricultural development end social sectors in
the country. Purthermore, as most of this support was directed towards state-owned

. enterprises, the Swedish support.has augmented the share of government involvement

in the Guinean economy in stark contrast to the notion of good governance.
Throughout the years 1974 to 1991, donors, including Sweden, have net in ary

credible way opposed the strategy of maxinising aid disbursements as s substitute for

own domestic development efforts. Regardless of the failures -and the seeming

‘unwﬂﬁngnessoftheGmﬁmnnGwermrttoaddress-impomiswes, eg. to carry

through reforms, prsent. credible development policies and rectify macroeconomic
imbalances, aid- has contimied to be disbursed at high and -increasing - rates.
Furthermore, initially little attention was given to the importance of short-term
macroeconomic stability. This inadequacy was redressed in the late 1980s, with the
implementation -of the SAPs and concurrently more concern -was given to the
fundaments] conditions for self-sustaining growth and development, e.g. increased

An important aspect today is that there seems to exist a discrepancy between
the Swedish development . agencies and the Guinean -Government as to the
Government's efforts to raise domestic tesources in order to promote. growth, Several
representatives of Swedish agencies have expressed distrust in the Guinean
Government's devotion to ‘a self-generated development process. SIDA's own
conditions for effective development aid to the country in the long run has been, and
continues to be, for the Guinean Government to come up with a "development strategy
and to incorporate all aid in the budget” (SIDA Enkel anslagsframsiilian 1994/1995,
1993p37).Weagree,but-moreimportantistheneedm-emphasizethe.aisniﬁmof
sound macroeconomic policy for increased aid effectiveness. We see very little of this
in the SIDA policy. papers.

Ourconchnmnuth:ttheremstohavebeenmsoﬂofmm
betwoen the Guinean Government and the Swedish Government and concerned
agmciesutobu&ﬂndwdopmemobjecﬁvesmmm&dthmghtheydiﬁered
intheo:ymdpracﬁce.melywhatcmsedthemdhnplementaﬁonmdiﬂ‘ufmm
the rhetoric objective is, of course, difficuli to establish, since it involves.counter-
factual analysis. Tt seems, however, that aid definitely played a crucial part in the
process of allowing the Government to pursue unrealistic "bad governance” much
longer than would have been the case without the aid inflow.




5.8. Summary and Conclusions

This chapter has assessed the impact of foreign aid to Guinea-Bissau at the
macroeconomic level, Tt is not possible to distingnish the impact of Swedish aid from
that of all other aid at the macro level, so the conclusions drawn in this chapter
concern the effects of total foreign aid. The major part of the chapter has dealt with the
impact on the growth determinants identified.in chapter 3, but' the cositributions to
social development and other Swedish aid objectives have also been analysed. Needless
to say, foreign aid has had a profound impact on the Guinean economy:in many, if not
all, aspects, Our contention is that most of the indirect macroeconomic effects of aid
Despite large inflows of foreign aid and, as a consequence, substantial investment
growth objective for Swedish aid to: Guinea-Bissau, this is clearly unsatisfactory.

The reasons for the absence of results are, of course, many. An identification of
the exact relationship between aid -and the growth determinants-as well as the social
indicators is not possible, but we have pointed to a number of tentative explanations. it
is clear that the inflows of aid have made negative saving rates possible in the Guinean
economy. The domestically financed investments are therefore very few. The low tax
raising effort -of the Guinean goveinment, so-called aggregate fingibility. Since there
have been no channels for directing foreign aid to-the private sector, no direct positive
effects have been possible to-trace in this sector. The small part of private investments
in the economy also indicates that the crowding-in effect from public, foreign-aid
funded investments has been meagre.

The effects on human .capital formation seem to have been restricted to the
input side. The primary school drop-out rates are extremely high and the quality of
education is very low, in spite of significant financial and human support. The change
in strategy within the Swedish support, which amounts to a significant share of the
total, towards institutional support and human capacity creation seems moré in line
wuhtheacmdproblems,butcrediblemndmonsmthesenseofrefoﬂnswnﬂunthe
Ministry of Education are necessary.

- As to the effects on the trade regime, foreign aid has previously, directly and
indirectly, supported the protective regime, but since the adoption of the SAP, the
importance of liberalization of trade has been emphasized. Negative effects on export
performance have mainly worked indirectly, through the real exchange rate. Most
important, foreign aid has apprecisied the equilibrium real exchange rate, creating a
"Dutch Disease". The appreciation has hampered the development of the export sector
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as well as the unprotected import competing sector (mainly rice). The large aid inflows
have thereby increased aid dependency and reduced the possibilities to finance
necessary imports through domestic foreign exchange earnings in the long run. Finally,
aid has also made it possible to maintain  severely overvalued real exchange rate. for
many years, up to 1991, in fact.

Another conclusion is that the small Guinean .economy does not have the
ubsorpnonmpadtyatthemmlevelmusethemassiveinﬂowsofforeignnidfor
prodnchveandwﬂmnablewuwues,mdﬁmhermmdommhcremoeshavebeen
replaced by foreign aid.. ‘The weak growth rates,. in spite of high investment figures
financed through foreign aid, indicate a very high ICOR, which also. applies to the
social sectors where relatively favourable input. figures .are far from. matched. by
“output” results, indicating low levels.of efficiency.in most of the sid-financed projects.

We have also. concluded that . Guinea-Bissau_continues to be highly . aid
dependent by sll standards. Confinying large internal and external gaps, which do not
seem o narrow, are at hand. Large deficits can be expected to be the most profound
characteristic of the Guinean economy for a long fime. Another clear indicator. of aid
dependency is the Inge.external debt. The magnitude of the debt is such that it cannot
in any way be solved solely by Guines-Bissau;

Astomaldevelopmmt,nmclearthMﬁorgmmdhasmmedﬂwmmme
inequality especially between the city and the countryside. This is.pastly due.to &
concentration of aid-financed activities, but also the appreciating. effect. on the
equilibrium real exchange rate. Farm gate prices for rural producers cashew nuts and
of rice have fallen, while the urban population can consume cheap imported rice. The
health sector was found to show satisfactory figures on the input side, but not on the
output side. The support to the sector seems to suffer under the same problem as the
education support, with a weak ministry and an inability to address the actual bottle-
aecks. The women's ‘situation has not been possible to asses in any detail but is
increasingly considered by the donors sccording to a Swedish study.




SA. TECHNICAL APPENDIX

DEVELOPMENT ASSISTANCE AND THE REAL EXCHANGE
RATE: THE DUTCH DISEASE, THEORY AND EVIDENCE

5A.1. Concepts in the Dutch Disease Theory
The so called “Duich Disease" theory was originally developed as 2 description of
whnhappenstomeoonﬁmywhichaiddenlyﬁndsmddewbpmmtumlmoumethu
significantly increases export earmings. The theory tias also besn'used to describe the
effects of an-increase in the terms of trade o, which js- the case in this report, the
effects of a significant inflow of foreign sid!. The principal effect isithat the inflows of
foreign excharige from the "booming" sector (in the case of Hstland natural gas, in
Guinew-Bissau foreign #id) increase the supply of foreign exchangs in the econotny
and, thus, appreciate the-real equilibrium exchange rate. That is; the relative price of
tradables to non-tradables goss dows. This will cause a resotirce miovement away from
themﬂable,'theexponmdimponcompeﬁng,mﬁno-themmdablegmd
sectors. Domestic foreign exchange carnings will decline, an efféct adverse to much of
the objective of foreign aid. Thus the denotiition of the pheniomenon as & discase,
Below is & somiwhat fiore technical, although still very much simplified, presentation
of the theorefical teasoning behind the Dutci disease effect of aid,

The réal excharige rate (RER) is- defined 2s the ratio between the price of -

tradables and the price of non-tradsbles:
Price of tradesbles - NER *B,
Price of non - tradables P,

whu'eNERisthemnﬂnal'exclmngeMeexpressedasthemﬁoofthedomﬁc
currency to the foreign (e.g.. pesos/dollar). P, is the: price (index) of non-tradables
andeisthepﬁce('mdex)oftradilblegoods(whichsmalloounuiescannotinﬂueme
by definition). ¥f the relative price of non-tradables increases, the real exchange rate
wilt appreﬁiate(RERwﬂldecﬁne).Ifthenomiualﬁ:changemeinmases,i.e. the
pﬁceindomesﬁcumencyofdoﬂmgoesup,whﬂethedomenicmdforeignpﬁoe
mﬁoismaltmﬂwrealemhangemwwiﬂdepmdate(goesupinnumuicalwme}’.
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2. The Dutch Disease Effect in a Simple Real Model
;Amdmmmm.mmmmmam%m,
the definition in use of the real exchange rate is the price of tradables relative to non-
tradables (in pure trade theory there is 1o money prices or exchange rates, only relative
_pﬁoes).Theeﬁ‘ectofmaidinﬁowonthnrﬂaﬁvepﬁoebm:mdgblespndnop-
tradables in 2 "real’ comparative static model is depicted in Figuro A1 On the
borizontal xis we have the production of radables (T); on the vetical, ncn-tradsbles
{NT), i.e. both export and import competing goods. Theprqducn@;anggll“gs
equilibrium without foreign sid. Consumer preferences decide where on the production
to the indifference curve I, production will be at point _a;mmnotmtofnon—'njadgbcs
c;bnﬁﬁondingto nt willlieproduoedandannmountoftmdableaoorrespomﬁngto t.

Figure 54.1: Dutch Disease Effect of Aid in a Real Model.
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Assume now that the country receives aid and that the aid hbWhm
form of tradable goods. The inflows of foreign savings will mcrease the moome offhe
economy. This can be represented in the figure by a rightward shift of the fmnmmpt:t;n
possibility frontier, to Q*Q*. The inflow of foreign s.id doesnot mmem;
production possibilities in the short mun, and the prodmtlonposslblhty frontier
therefore remain at it's previous level. The consumption possibility set will move to the
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right in Figure 5A.1, and be bounded by the curve QQ*Q*. The increase in income will
measedﬂnandforbothmdablesandmn-mdabbs(asmmgﬂmthemugml
pmpensttyloconmmebathtmdablesmdnon—h’adableslsabovem) “To satisfy the
incredsed démand for non-tradables, a shift in the domestic production, away from
tradables and into non-tradables, will be required. That is, factors of production will
move into the non-tradable sector. The reallocation will be accomplished through a
shift in relative prices. Themereasemdemmdwﬂcmsethepnceofnommdablesto
‘increase. However, asmnungthntﬂ:epnoeoftradableslswtonthewoﬂdmarketas
thecmmuymwomalltochmgethewoddmm-ketpnmﬂone,thepmeonmdables
wi]lbeunchanged Themﬂowsofforelgnmdhavehememcrusedtherdaﬁwpme
ofnon—lndablestotradable&,:e appree;atedtherealexchangemte Intheﬁgure,the
rdaﬂvemsemthepnoeofnon—&adableslsdemutedbyﬂmduﬁofthepncelme
ﬁnmpptop*p‘(theconmmphonpossibﬁxty&onﬂeruunmnblguouslyﬂm«ata*
than at a).

In the new equilibriurn, the domestic production of tradables have declined by
the difference between t* and t, while consumgtion of tradables have increased from
t to t, out of which OO* is supplied by foreign aid. Domestic production and
consumption of non-tradables have increased fiom nt to nt'. Thus, consumption of
both tradables and non-tradables have increased and welfare has improved (as the
indifference curve I* is unambigoousty higher than I). However, domestic production
of tradables has declined, both in absolute and relative (to non-tradables) terms. “This
uwhatmnlong-term,dynaumpmecuvelscalleda“dmeue {to be elaborated in
section 5A.4 below).

5A.3. The Dutch Disease Effect in a Foreign Exchange Market Model

In the sbove pure trade theory model, the RER was defined as the relative price of
tradables and non-tradables. This definition of the real exchange rate cannot be used
for empirical tests because no separate-data exist on the price of tradables and non-
tradables, respectively. However, alternatively, one can analyse the Dutch disease
phenomenon through the market for foreign exchange, as is done in the macro
literature (Edwards 1989) and also in the empirical literature simed at estimating
Dutch Disease effects, When testing the theory empirically, another definition is used,
viz. the ratio between the consumer price index in the trading partner economies and
the domestic consumer price index multiplied by the nominal exchange rate (the right-
hand side in the formula above). Using this definition, the effect of aid on the RER can
be analysed with the help of a diagram showing the foreign exchange market in the aid-
receiving country (Figure 5A.2).
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Figure 5A.2: The Dutch Disease Fffect of Aid in a Model of the Foreign Exchange
Martket.
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On the vertical axis we have the real exchange faté, i.e. the nominal price of
fomgnmhmse,nuﬂhphedwﬂhthemﬁooffordguwdomemcpmem&orthe
mnebemgweasmethatthelatterpmemolscomunt) On'the horizental axis we
havethequanﬂtyoffomgnwrrency(FC)demmdedandwppbed For simiplicity, we
asmethatthereareonlytwosetofagemmﬂweoommythatﬂademthforelgn
exchange. First, there'are the exporters, who sell their products for foreign currency in
the world market and supply it on the domestic foreign exchangé market 56 as to
obtain the domestic currency. The supply of foreign currency will be positively dloped
as the higher the numerical value of the exchange rate; thé more in terms of the
domestic currency accrues to the exporters for a given amount of the exported good
sold at a given price in terms of foreign currency. That is, we assimie that the supply of
the exportable good is elastic in terms of the domestic real price of the product. In the
short term, this elasticity is likely to be rather low in Gountries ‘where agricultural
products dominate exports (such as in Guinea-Bissaii). Secondly, we have importers
who demand foreign currency to pay for foreign goods in the world market. The
demand curve for foreign éxchangs is downward sloping as the lower the mumnerical
value of the (real) exchange rate, the cheaper in domestic prices will imported goods
be, and the more imported goods will be demanded and, thus, the more foreign
currency. Tt is further assumed that the price of tradables'in the world market and
domestic taxes/transfers are not altered throughout the anslysis (in this section).
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Let us start with a situation where the foreign exchange market is in
equilibrium and there is no foreign aid. The (real) exchange ratc at which the market is
in equilibrium (i.e. supply equals demand) is at E° in Figure SA.2. The amount of FC
traded is q°. Assumenowﬂmtthlscounn'yrecuvesambstarmﬁlammmtofforelgn
anrmcyasag:ﬁ&omanmddonormdthnﬂnsforagnumencymwpphedonthe
domestic foreign exchange market (e.g. soelﬂledbalnmeofpaymmppmt).'lwo
effects set in. First, the supply of foreign exchange shifis from S to S*. If the market is
allowed to find a new equilibrium, the supply effect will induce the RER o fall, ie.
appreciate, 10 E1 in the figure. Thesecondeﬁ‘ecmthatthemdvnllmcreasemcomes,
whmhwﬂlshiﬂﬂwdemmdformpoﬂsmd,ﬂm,fomgnwnemyoutwards,fmmD
toD'mﬂ:eﬁmThemeomeeEectoftheudluﬂowontheexchmgeratewﬂlbem
the other direction, Le. towards depreciation, through increased demand, Considering
bothmewpplyandthedemmdeﬂ'm&themweqtﬁlibﬁumaohmgeratewiﬂbeﬁﬂ.

In the case depicted in Figure 5A.2, the net effect of the aid is to. appreciste the
mdmmhmgerate(amoveﬁ'omEntoE’).Cmmbesurethatthesupplyeﬂ'ect
dominates the demand effect and that RER is appreciated on a net basis? The answer is
aqua!iﬁedyes.Aslongaswedomtinchdeotheteomplicaﬁous(cﬁbelow},the
supplyeﬁ?ectwilldonﬁmtewhmthehmmduhmtyofdanmdforbﬂhuon—
mdablesmﬁmdableslsMypome,whmhmaplmsibleum\phomTlmt!s,rf
theuddemcomethummmgmthemmthrwghmdmcmsesthedmmd
forbothtypeofgoods,themppiyeﬁ‘eetmdommng Ofoourse,xfdemand
preferenmmhghlyhlwdtowardsmdedgmdgtheneteﬁ'ectonRERmﬂbemn
and,mvena.ifthemmmedamtyﬁ:rmn-mdedgoodsuwmpmmdym@,the
effect on RER will be large. ('ﬂmmeremhmeaﬁlyneenmﬂtemalmodelpmented
in Figure 5A.1.)

It is important to understand that the appreciation discussed sbove is not
eqmvalmtommrmlmﬁmofﬂteralmhangeme.TheDutcthseeﬁ'ect
mkeplaoethroughanappmauonoftheequillbmmrealexchmgemte The
deﬁmnmoftheeqmlﬂanummdmhmgemelstbmnmmemdbalmm
the long run (Edwards 1989), Withommﬂowsoffomsnsmngs,ﬂneqmﬁbmmrul
exchmgeratemthnonethatmnmmbalmmthecumntaccoum With inflows of
fomgnuwngs,fomgnaxdfmmﬂme,mpommnmdmmequmbmm
realmhmgemelsmﬂnsoasetheoneﬂmmmmbalmemthemmwcomu
mhdmgnalmgmmcapnalmﬂows(someumucaﬂedbwcmmbalame) The
mpomeanﬂmbybeumsedvathmmmmnedmponﬂrmnga(ormﬂmamedwﬂh
decreased export eamings), i.e. there is & capital import, which is gencrally needed in
ﬂwbeglmnngofdevdoplmﬁm,gwenthemﬂmoffomgnmd,themmh
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Disease effect does not generate an external imbalance and do not require restrictions
on imports.

5A.4, The "Disease”
While the hitherto analysis has been confined to simple comparative statics, the
*disease* aspect of the appreciating effect of foreign aid on the exuilibrium exchange
rate is based on dynamic reasoning (a formal model of the effects of aid via RER on
growth in a dynamic context has yet not been produced). In a static perspective, there
is no probiem with the appreciating effect of aid on RER. (besides the effect on income
distribution; cf. below). The static effect of the aid is an eahancement of real incomes
and welfare. Through the appreciated RER, the producer surplus in the export and
import competing sectors will decline, but the increase of producer surplus in the non-
tadedsectmuweﬂutheina‘easedmnmmermhminaﬂmvﬁﬂoutweigh
this and the net result is a static gain in welfare (as indicated by the move from
indifference curve I to the curve I* in Figure 5A.1 above). There will, of course, be a
shift in income distribution, away from the factors used intensively in the contracting
tradable-good sectors, to factors that are used intensively in the expanding non-traded
sectors. But apart from the possibly adverse effect on income distribution, there is
external balance, factors are fully employed and welfare has improved: What then is
the problem/disease? What is wrong with having relatively more of the domestic
factors of production in the non-tradable sectors and having higher incomes?’

The disease reasoning is focused on long term dynamic growth effects. The
two main concerns are (i) that the growth potential in the traded goods sectors is
higher than in the non-traded goods sectors-and (ii) while zid stimulates an aflocation
of domestic resources to the non-traded sectors, and also give incentives for
investments in the non-traded sectors, there are high adjustment costs associsted with
a reallocation of resources back to the traded goods sectors when - in the longer term -
aid is terminated. That is, aid tends to favour an inward oriented trade regime in the
ghott and medium terms that becomes an obstacle to growth and development in the
longer term. Part of the argument is that reallocation of rescurces between sectors
takes time and is costly. This means that supply elasticities in the various sectors are
rmich lower in the short (1-5 years) than in the long-term (10 to 20 years).

The point can be illustrated in Figure 5A.3, which depicts supply and demand in
the export sector. On the vertical axis, we have real producer price received by the
exporters. This price is equal to the (foreign exchange-denominated) price of the
product that prevails in the world market (P, ), multiplied with the real exchange rate
(RER) and a multiple that allows for the domestic tax on the export good (1-1), where
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Figure 5A.3. Effects on Export Supply of an Appreciation.of RER.
P=P,- RER(1-t)

STSE sTSE®

ol ' / LTSE

t is the relative tax rate. The short term supply of exports is given by the STSE? curve
in the figure. The more elastic long-term export supply curve is denoted LTSE.

Assume that the economy is initially.in short- as well as long-term equilibrium
with q; of exports.at the domestic export price PU. Consider now the -effects of an
appreciation- of the .real equilibrium exchange rate, induced by an inflow of foreign
exchange in the form of aid (as analysed in Figure 5A.2 above). This will lower the real
price in domestic currency of export products, from P to P! in Figure 5A.3. Given the
low supply elasticity in the ghort term, exports will drop from q¥to q! only. However,
H‘thenewhwerdomesﬁcpﬁceisnuh:tainedforalongpeﬂodmdtbelongtam
supply elasticity is substantially higher, -additional resources will move out of the
export sector {into the now relatively more profitable non-tradable sector). While the
contraction of the export sector is limited to q0-q! in the short term, the long term
decﬁmvﬁﬂbehrgar(q“-q’).Momver,wbmaidistﬂnﬁmmdusomepoinLandthe
exchange rate depreciates, pushing up real export producer prices again, the supply
eEectMnbeﬁmhedmmeahontem(ﬁomqﬁmqﬁ).Onlyin-thebngteunwmmpon
supply be restored (at q°).

5A.5 Theoretical Limitations of the Static Models
What the proponents of the Dutch Disease effect are concerned with cannot be
properly illustrated by the various comparative static models described in previous
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subsections, Basically, however, the concern is, first, that the move of rescurces out of
the tradable .sector in the wake of sid, and the reallocation back the day aid is
terminated (lowered) will induce high adjustment costs of various types (capital
destruction, temporary unemployment, mactroeconomic instability, etc). Second, the
concern is that there are greater "externalities” in the tradable good sectors that are
lost during the time when the tradable sectors are contracted. That is, the learning-by-
doing potential, economies of scale, efficiency enhancing -productivity increases,
competition etc. mmoreﬁvmnableinthetrsdedgoods:ectmsthmhthenon—
tradable ones,asslronglyanphmsedmthemwyowththeonesfocusmgon long
term dynamic determinants of growth.
leﬂwo:yoffomgn—mdmdnoedDutd:Dlmneuwolvesammbﬂof
simplifications. First of all, the:model is static and. ignores. the.possibility that .aid
induces growth in the economy, and thereby also.the supply of goods. Furthermore,
foreign aid:may. also have positive:effects on the competitiveness.of the export sector

‘through- investments in infrastructure and, in the somewhat longer run, investments in

education. If the aid is not all consumed, but invested in new production activities, also
the supply side will be affected.-If the aid is invested in export-oriemed activities, the

-foreign-exchange supply function (in Figure 5A.2) will shift further outwards. The aid

may also induce changes in. the price level in the recipient couitry:(Le. the rate:of
inflation). As discussed previously; ever a’long ‘period with massive aid, almost every

‘variable in the recipient economy will be affected — including-the varisble we have

called the "necessary pre-conditions” for growth. Seen aver a 20 years period, one can
thus not use theoretical arguments only to .claim. that-aid has appreciated. the real
exchange rate. This all depends on how sid affects growth in the various sectors and,
also on how the demand structure is affected through the impact of aid on the level and
distribution of income. Whether or not the real exchange equilibrium in Guinea-Bissau
today:sappreuatedmmempmcalqueshonﬂutcmbeuckledmammberofwm
{see below).

5A;6 Empirical Evidence on Aid Induced Putch Disease in Guinea-Bissau.

‘The way the impact of aid on the real (equilibrium) exchange rate in the empirical

literature has been estimated is to set up an equation for the determinants -- including
#id — of the real exchange rate (Edwards 1989), which is tested econometrically on
time series data. Such exercises can provide-evidence on the effects of marginal
changes in aid inflows on marginal changes on the exchange rate, net of influences of
all the other determining variables. However, this type ‘of exercises (see below)
Tequires that there are time-series data available for at least 1520 .years in al! relevant
dimensions. As said before, this is not the case in Guinea-Bissau. Our empirical
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assessment of the empirical evidence thus has to take other routes, The subsequent
nnalysisismbdividedunderthreeheadings: {1} a pricri reasons; (2) direct evidence on
chmgesintheredexchnngemtefortheshoﬂpeﬁod 1988-1993; (3) indirect evidence
relative price changes amd on resource movement effects,

(1) A Priori Reasons.

As far as we know, only three econometrical tests of the extent to which the inflows of
fomgnmdapprematetharmlexchangemteh&vebmundeﬁaken(vm%nbetgm
1985, White & Wignaraja 1992 and Olausson & Olofigird 1993). These sre
complemented by other empirical analysis (Younger 1992 and Falk 1992) and tests of
the-impact of all capital flows, i.e. also other forms of foreign savings (Edwards 1989,
‘Wood 1988 and Cattani, Cavallo & Xhan 1987). These studies have been undertaken
inooumﬁes.(ﬁar.instmceSﬁLmkadehma)wereﬂwinﬂowsofforeignaidmby
no means as large (in relation to GNP) as is the case in Guinea-Bissau, Nevertheless,
theappmdming-cﬂbctﬁomfordgndd,dtamﬁvelydlfordgnuvimiswnﬂmed
in almost all tests. .

There is also empiﬂeal.reswch-onthemondlinkinthetheory,ﬂleinﬂum
of!hc-mulmchmgemeonthsmpmtperformmoe(for-instamemm 1992,
Edwards 1992 and ‘Ghure-Grennes 1993). The focus in this fterature is on the effects
from a misaligned, i.e. overvalued, RER rather than'an appreciated equilibrium RER.
However, the theoretical regsoning is the same in both cases: an appreciation of the
RERwiﬂ-haveanegaﬁvedi‘ectonﬂpoﬂpufommcehespeﬁive of whether it is.an
appreciation of the equilibrium real exchange rate or an overvaluation, The empirical
thatmdmohangem-nﬁmﬁgnmem‘has-adgniﬂcamnmﬁweﬁ'ectmthempon
performance. Ghurrs .and ‘Grennes (1993) use all three definitions of RER
misalignment that are applied i the literature; model determination, purchasing power
paﬁtydiﬂ‘uencesmdthebhckmukntprenﬁumﬂwygetanegaﬁvemdhighly
ﬁgniﬁcamoonﬂnﬁonbehmkﬂ(misalignmemandtotalexpoﬂsmGDPforau
thmdeﬁxﬁﬁom--ﬂimeinﬂowsofaidiutocthucamtiuhawledtomappmdaﬁm
ofmeexclnngeme,weﬂnd:-ﬂhnplwsibhﬂmws.MnothappmedinGuhquissm
where inflows of aid have been considerably larger,

{2) Direct Evidence on Exchange Rate Movements

Direct evidence on exchange rate changes i limited to the short period 1988-1993,
and these data are beset by several flaws, First, since no proper data exist before 1987,
weeanonlyuy-whattﬁmcﬁonﬂnrealmchmgemhasmovedsimtthe
canmtuymythhgabmnthekwiofthemalexchmgeratethapmaﬂedstﬂnmd
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of 1988 after the 60 percent nominal devaluation earlier that year. In appendix tables
15 and 16, we have presented various time series data from for the years 1988-1993
which can help us get an indication of how the equilibrium RER has moved over this
period. The nominal exchange rate(s) have depreciated considerably. On line (1) and
(2) we have the Guinea Peso against the US dollar, at the end of period and year
average, respectively. By these definitions of the nominal exchange rate, the Guinea
peso dollar exchange rate index went from 100:to 841 and 908, respectively, between
1988 and 1993. On line (3) we have the peso/SDR nominal exchange rate, which
shows a similar depreciation of the peso. : . T

In calculations of the real equilibrium exchange rate for Guinea-Bissau, neither
of these the above nominal exchange rates is appropriate, however. The reason is that
Guinea Bissau's trade is heavily concentrated to a fow. countries. About half of all
imports come from Portugal and Holland; 75 percent from the European countiies,
Only 1 per cent is from the US (IMF 1994b, table 20) On the export side, India is the
tmain market (for cashew nuts). Since practically nothing of Guinea. Bissau's trade is
with the' US; the nominal peso/US$ exchange rate has little practical meaning,

On line 4 in Appendix Table A.15 we have the trade-weighted nominal
SDR or the US$ exchange rates; in fact, by less than half between 1988 and 1993; it
only moved from 100 (in 1988) to 341 in 1993, The trade-weighted nominal rate is, of
course, the only relevant one to use in estimations of the real exchange rate. The main
problem in this endeavour is to find price (inflation) indices that are relevant and
accurate:

Turning first to Guinea-Bissan, there are only two proxies for the rate of
inflation, the consumer price index and the GDP* deflator. Neither is totally relevast,
nor. reliable. The CPI (row 5 in Appendix table A.15) includes only three. products:
food, tobacco and beverages and covers the capital city only {Bissen). (The quality of
the GDP defiator is not knowna to us, but most likely it is as shaky as the CPI). Both
suggest that the nominal price level in Guinea Bissau has increased almost by & factor
of 10 between 1988 and 1993 (reflecting an annual inflation rate above 50 percent.).

Fially, there is the question of what "deflator” proxy for inflation in trading
pariner countries that one should choose. Unfortunately, no price index has been
calculated for Guinea-Bissau's actual trading partners weighted by each country's
actual share of Guinea-Bissau's imports in the various years. (These shares have
fluctuated markedly.) The best proxies we have found are the weighted CPlIs and
EUPI for the "industrialized" countries which account for 85 percent of imports into
Guinca-Bissau, We have also presented the same indices for Portugal and Holland, the
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:;vodnglenmnimporhmemoﬂmto%m—Bissaudmingthepeﬂod(ﬁm?md
Weﬁndthatthenominaldepredaﬁonofﬂnpesoagainstthetmde—weigbted
parMercu:renmes has been less than half the inflation rate {same if we use the Guinea-
Bissau GDP deflator). It s also evident that it does not matter much which of the
proxies for "foreign” prices: we use in the calcuiations; they have only increased
modeetlydnﬁng:ﬂﬁspaiod-oompuedtoinﬂaﬁonhGuinea-Bissw.m
gblg:ms conclusion is: the trade weighted real equilibrivm exchange rate for the
ea-Bissan peso has ciated consi : percent,
1908 1 199y appre dembly,. almost by 300 over the
The relation to the inflow of aid is not possible to quantify in an exact manner:
the'mmberofobmaﬁonsisﬁrtoomaﬂtopemﬁteoommmic-mﬁng, There-is;
wea‘krwar-to-_yw carrelation between changes in.the estimated ERER and changes in
themﬂowoftotal'aid,hxtthishaslittlememing.'Ihemlevantquestionseenutobe:
mtheremyotheﬁmemm-bywhichthemalexchmgeme-omﬂdhaveappredated.
th:nmﬁﬁrdsefhtmommpaidferbyford@aiimdthmeismotherﬁnmcia{
capita!;inﬂow than aid, it is impossible to find .any alternative explanation for the
appmaﬁom]tsimplynmsthsvebemcwsedhythemassiveaidinﬂows.’

(3) Indirect Evidence -
Anappmciaﬁoneoﬁthered-exehangemistanhmoummmimreueinthepdceof
nm-mdnblesmhﬁwmmdables.—lndirectevidmceonreulexchangeme
appreﬁiaﬁonofthepesooverﬂlepmdecadecanthubaobtainedbylookingu
changes in-the real:prices producers in the tradable sectors receive. The prices of main
ﬂadableshﬁvenotkeptupw&hﬂwhﬂlﬁmmﬁe,axonewoﬂdaxpect-mtheabm
of a-real appreciation (for given terms of trade-and domestic taxation; cf below). The
IBRD has estimated: the real price of the main export goods, ie. the agnaxllural
products, to have declined by more than half (52 percent) between 1981/83 and
1989/91. This happened despite the facts that: (i) the export tax on cashew nuts. was
lo?vered from 80 per cent in 1987 to 25 per cent-in 1991 and (ii) the world market
price for cashew: muts has shown no clear trend {in-current dollars). We can thus not
ﬁndthatfactorsatherthanthereal exchange rate appreciation lie behind the sharp
dechneindomesﬁaml-pmduapricesforaportsmtheGuinmecouomy.
Considaingkthemgaﬁveredpﬁcedevelopmentsforthemainasﬁcuhmﬂ
product.s,onewuuld-ﬂpectndecﬁminpmducﬁonandamovemmtoffwtomof
produchonmnofthmsectom.Pmducﬁmdoesm:semmhavedecﬁmhowever.
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Total agricultural production has increased, roughly at 4 par with population growth
(FAO 1993). Rice production has also increased in line with population growth over
the 1980-1993 period.* The production of cashew: muts expanded considerably in
comection with the nominal devaluation of the peso in 1987, For the years 1989 to
1993, production has remained stagnant, however. : _

‘The fact that production of total and main agricultural products has not
declined, but incressed at par with population growth, while producer real prices have
fallen substantially, may seem contradictory. This may not-be the case. First, we have
to recall that there is: always both a substitution and an income effect of a price change.
T the case of Guinea-Bissau, the substitution effect of a price decline in agricultural
must be rather small. Considering the structure of the economy and its overall slow
growth, there is simply no other sector into which basically illiterate agricultural labour
can move in response to lower agricultural prices. There is no industry sector to
absorb this labour and the public sector has litte use of unskilled labour. There is
simply no shemative employment for any significant part of the agricultural
population, accounting for some 80 per cent of the total.

The income effect of a price decline, on the other hand, is likely to be strong.
Declining real producer prices means lower incomes for the producers and the only
way to try to compensate for this is to increase volume (production) by working
harder.5 The Dutch Disease concern is not so much that there will be a strong static re-
allocation of existing resources from the tradable to the non-tradable sectors in the
wake of aid-induced real exchange rate appreciation. The main concern is that
investment incentives are lowered in the tradable good sectors.

5A.7. The "Cure" for the Dutch Disease
The negative effect of aid on the export performance through the appreciation of the
equilibrium real exchange rate can be counteracted. One way is, of course, through
decreased inflows of foreign aid. This would reduce the demand for, and thereby the
prices of, non-tradables directly. Production and investment would thereby tend to
move back to the tradable sector. A second way is through hindering the inflows of
foreign aid to actually increase incomes. This would be achieved if the foreign aid was
directed to debt repayments, for instance.

Instead of counteracting the increase in income, efforts can be directed towards
decreasing the detrimental impact on the traded sector. This can be achieved in two

4 Tt is noticeable, though, that over the long term, Guinea-Bissau has switched from being a net
exporter of ice to be 3 net importer, In the 1950s Guinea-Bissan cxported some 40 000 metric tous
per year, Now, ansual import is 70 000 metric tons,

3 That prodnction increases have not compensated for more than the population growth rate still
means that income per capita in the agricultural sector must have declined more or less in proportion

10 the declining real prices.
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ways, First, the explicit trade protection mechanism may be utilized, i.e. to increase
taxes on imports and/or reduce taxes (or increase subsidies) on exports. The
profitability will increase in the tradable sectors, and thereby production. The second
way is through an active nominal exchange rate policy,. that is, through using the
implicit trade protection instrument. Since Dutch Disease leads to an-appreciation of
the equilibrium RER, devaluations have to be of such magnitude that the actual RER
becomes undervalued. Through nominal devaluations, the producers in the tradable
sector will increase their profits, and human and financial resources will hence move
back into the sector. Except for the change in relative prices, in favour of production
ofe:poﬂsandhnponcompeﬁnggoods,thiswouldﬂso.ludmthebuﬂdingupof
foreign-exchange reserves, which can be used for debt repayments,
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Chapter 6. SWEDISH PROJECTS AND PROGRAMMES

6.1. Introduction
hthepmviouachaptertheeﬂ’emofaidinamacmeoommicperspecﬁvewm
malymdlhenecessarypmeqlﬁﬁt«forwonomicgmwthanddevelopmwe
idmﬁﬁedmdtheposiﬁmmdpromofﬂwseinGuinm-Bis’mminvesﬁgued.h
wasconchzdedthatfewsectorsofﬂne&ﬁnememnomthebemumﬂ’emdby
foreignﬁd.hwmmﬁdhumtﬁwuredthepmgmofﬁemwth
detanﬁnmtsmdithasbemdetrhnenmlmﬂwadmwemmofotheumwever,no
d.isﬁmﬁmcmbemadebetwemtheeﬁ'ectsofSwedishaidmdﬂutofaﬂoﬂmfordgn
aid at the macro level, Ova-an,itisdiﬂiculttoﬁndanyareaawheretheindirect,
mﬂﬂoeeonomicimpactofaidoneoononﬁcpﬁfomnoehasbeenpcsiﬁve. Only in the
mo:urecemyem,ddmayhuvecomibmadtoraisingthegrowthpMmﬁanfthe
Gumem.eoonomy,tlmughtheh:meddémandﬁ-om mors, including Sweden, for
economic reforms, Somewhatironically,theeereformsaimatmauﬁngan
wonomythataidwashighlyconduﬁwinbtﬂdingnpinemﬁerpedods.
Inﬂﬂs&apterwewiﬂlookatthedireothofpmjmand
ptommmuﬁmoedbySwedishaidmecommipmmpm_mdmobjecﬁves.ms
vnn?llowforamorespedﬂcmalysisoftheeﬁbds_mdrmhsoftheSWedish
oonmbuﬁons.OnthcbasisofpreviousevﬂuaﬁmsoftheprojmthemHWemmof
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6.2. Main SIDA Projects and Programmes

This section describes the main Swedish projects and summarizes the conclusions
dmmﬁomprmwsevdumﬂemommdemdmwhure,educmon,
industry, health, artisanat fishery, telecommunications and programme support.

6.2.1. Agriculture _ : :
SIDA's main engagement in the agriculture sector is aa Integrated Rural Development
Programme, The programme, from now on referred to as PDRI, started with.an
agreement in 1979. The location is in the north-west, zone 1, which covers
approximately one third of the country's surface. The population in the area is
approximately 300. 000. In economic terms it has been the single. most important
Swedish engagement in Guinea-Bissau for the last ten years, Tota] dishursements until
1992/1993 were SEK 182 million in current prices. .

The project aits at general socio-economic development. The overall objective
is to improve "the standard of living" in the district and the target group is the mural
poor. The time perspective is long-term-and the active participation of the target group
is given great importance. Since 1990 the project has. gone through a major
abandoned and the focus is.now on increased agricuttural production. The mumber of
sub-projects was.reduced from 15 to 8 between 1990 and 1993 and the staff was
recuced from 1000 in 1991 to 175 in 19931, Following the overall liberalization of the
economy, some activities have been farmed out to private companies. . .

.The evaluations of the PDRI that have been undertaken -do, of -course, not
reach exactly the same conclusions, However, some opinions seem to be.rather
general, Estimates of the impact on agricultural production vary. from .acceptable to
small. Problems referred to are lack of incentives for farmers to increase their
production, an inefficient .marketing system, too high a level of technology and
extension workers with insufficient qualifications because of a too theoretical training.
Primary health is the only sub-project considered to be more than acceptable. The sub-
project, adult education, on.the other hand, has suffered from reduced interest from
both the Ministry of Education and the participating people, and has now been
terminated. Water supply .is said to have shown a weak performance, as low as 15
percent of the target one year, and slow-fulfilment of objectives. This activity has been
dgnﬁcaﬂyhnpmvdmmﬂy.ﬁgwmkMstmedmtoapﬁvmﬁmwhich
has both achieved the objectives set up by the programme and cut the costs,

1 The programme has at some times inchaded as many as 18 different componeats.




critique than the previous ones.? "The evaluation teamn

::;llﬂﬁfmﬁfhﬁweprmobjecﬁvqhhnpmwﬂmmwofﬁﬁngforﬁe
polftl{a:uonumovague,thatﬂxeambiﬁonshmbeenhighahdendedintoo

manyacuwhesofﬁequmﬂypoorvaﬁ:ehndquaﬁty,thnﬂngmﬂhnpwofmm

managemmtandorgsnisaﬁonalstmctm'ehasbeenmcmﬂc' ' th

iat et i and that the target group
ha:t had dl::lemm:l::nﬁit on PDRI planning and decisions”, The low cost-effectiveness is
mainly that too much of the available resources has been spent

. . o - - - - v on
conshucuo:gvehdes,maclnne:yandtec]mcaluaistammdmnetal. 1993).

2 IllmitwgﬂumlysmA . -
> cvalnation undertaken
uhwldbcmmmfsm‘mumwohml m 1993 that recommended that the project
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gets 2.3 percent of the total (approximately 80 percent of the population depend on
sgriculture for their survival). The “internal® financing (through counterpart paymenits
on import supporf) in the PIP going to the agriculture settor is 2.1 percent, conpared
to an:average of 2.7 percent for all sectors. As it is sow, salaries, whenever paid out,
are too low to support'a family, forcing persomnel to spend working hours and use
working equiprient ori other ways of making a living, Other ¢ffects of the low salardes
are that competent personnel leave the project and those who remain are unmotivated
to do:good work, The-embassy has recently (March 1994) put pressure on the Guinean
Ministry for Agricultare by requiring 5 percent of the total costs to be supplied
domestically. That is, the amount of Swedish financing depends on the demestic
conitribution, Tn the light of the abave, we strongly support this initiative.

Industrisl support was initiated shortly after independence in 1974. Since 1975/1976
Swedish support to the industrial sector has amounted to approximately’ SEK 265
million. Sweden has been by far the largest donor to the industry sector: for many
years, exceeding 75 percent of total funding in certain years, Industrial co-operation
with Guinea-Bissan was taken over from SIDA by SwedeCorp in mid-1991. Given the
lmgempmwthekﬁunﬁdsem,-his—qomblethammmhmﬁémhavebm
Tnn fct; we: can only refer to two evaluations, both condicted by SIDA, during: this
period.? Consequently, this section will be based to a large extent on reports :and
documentstion passing between the concerned agencies and the mission in Bissa,

The overalf objective of indusiry wupport fias been to complement. the
this has. explicitly been the policy of import substitution, i-e. to promote industrialised
producticn for the domestic market by protecting the domestic industry with high
import tariffs. Thie sim. hias also been to develop a basic industrial environment with the
objective of enhancing the output of manufactured goods in the country, In 1987; a
gredual -wdjustment of the support was initiated as ‘more assistance was directed
towards general competence building activities. No more direct financial support is
consequently given and efforts. are now concentrated on establishing an industry credit
facility and. management training, Accordingly, no more direct financial or other
support is given to the companies.

3 =CMV (EPY, En utviniering av fordonsverkstaden i Bissan™ 1985, and Bahrke "Socotram och andra
industrier i Guinea-Bissau" 1988,
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N wmmmmofsmepmhmdMa
distinction iods:

ot lst:::: between ﬂle periods before and after 1989/1990. Below is 8 brief

description o oftheprojemandeompanies;Swedishaid-hasbeengivento
m}qﬂ::;i::;lnmto xtorate for Industry (GDI) withinthewmmy'. .of]ndustry-
19_75..@”‘” ces 18 the main governing body: for the state-run companies. Since
G received about SEK 11-mﬂﬁon,nuhlyforpmmnelm Over the
vears eight Swedish industrial coonomists have been engaged within GDI mainly fo
whavealsob?enﬁmmedbysmA. Thcmnmrposeofthewpponhas
mﬁmdwdom P GDI into a-competent agency for industrial policy planning and
: conh'ol-ofﬂmstute-mncmpomﬁmltisﬂsointmdedthatGDIw
ﬁnwm:fasaser.w?em?itfortheoompmiea Toachiweﬂﬁsg@,uﬂshr@@
bymmtmg,. ofmmmmm devdopment and public control have been developed both
lm;mam.«lmumm ._ Wa?dhyudﬁngofbwpmm._.ﬂewpﬁnmml

; .in ;h:sia strategically important component in the develapment of industrial

capacity . | .thcountry. However, the fiture. role. of GDI is .intended to change in
anemdm. dauc wil theneweoommicpoliciesinthemmtrywhichparﬂy'
privatization of the enterprises referred'to, . . ' vl e
. ami?gymsﬁk l:o.ﬂ?e_» afatn brickyard and tillery was initiated in 1979
N mn_ million has been disbursed up to 1989. Both physical
bm .smepMme-m@cﬁmmamem-mdbwkmpphém

2 - - i . : W ve
b woﬁnmed_ ::1 uatory uses loca inputs and simple techniques. Uization is close
o mr_mperemt_ - everything produced is sold instantly. However, prices are not set
m; ijmfomﬁ m:cept for forcign exchange paying clients, Despite minor problems
. t i ght, to have reasonable expectations of developing into a sound
mda.lurywnthﬁvoumblesodalmdeeommicimpam )

In 1983 SIDA decided to ical. .
repm.ﬁngn'rde;mAtotalofSEI(JBnﬂlionhasbeenpaidoﬁt Sirwe=l‘;::l:!'1:
techmcala.sust_anmishandledbya.Pomlgueseacompany, Lisnave. Thr.act!vmes '
mﬂduﬂed@ml%&fndﬂeﬁﬁingswerehrgdyofaﬁvoummcmm:amsiﬁwc:e

& doubling -of the number of ship repairs. Furthermore, the technical
competence of the work-force hed increased, The Fundicao foundry is connected to

indusu-yAumn' g existing scrap-iron as raw material,
. .deamwoont:pe:::)hshaworkshopwutakenin}WSandﬂmGuimetal
echanical worksh started in 1983. Since the start in 1979 an
79 an amount of SEK
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25 million has been disbursed, Three different types of activities can be discerned: (i)
Production of -tanks and truck additional, (ii) Manufacturing -of - spare parts; (i)
Agﬂeulun'altoolproducﬁon.Anevaluttioncmiedout'in 1988 showed a number of
flaws: lewlevelofpmdtwﬁemlackofproperaocmmﬁngandmmgainlimdequaw.

. Starting in 1982, SIDA supported a-small-scale project to develop traditional
yiliasehnllicmﬁgtheAArl'handkuﬂmject A total of SEK:4 million has been
allocated for the financing of a project manager, import of materials and’ other inputs.
The‘projwtwusaidw-ﬁxwﬁmuﬁsﬁaoﬁlyhnmpponwmduﬂymduéed-m
the period 1990-1991 and is now terminated. - :

Socotram weod industry company is the largest industry in the country with
500 employees. The company cousists of three sewmills, one furniture factory, one

'mlaidﬂoar‘ﬁcmmdcmvehiohwmkshop.SEKSTmﬂlhn-wm-dimsedmm

1977-1989. A 1988 evaluation recognizes the potential to.develop the company into a
well functioning private business, but points to a numbet -of problems' both. in the
nmhg‘ofﬂthemmpmy(mpmﬁtdmpiwﬁntab&ngpmwlyﬁeeofchmgemda
full liquidity contribution . by SIDA) and in the: technical . assistance -which- is
ne-GMVmgineeﬁngwnrhlopisarepairandmaimenwemmp
mainly for heavy Volvo and Berleit vehicles. Since 1982 SIDA: has financed buildings,
equipment, training and running by a total-of SEK 40 million.- Utilization of .capacity
has been as low as 55 percent during the last years and the company has-done vmpaid
wmkeq\ﬁvﬂmnmzzsmworkhnm..mﬂobamm-mggmd that:most
work actually camried out.at-the workshop was not on. Volvo:and Berleit trucks from
Guinea-Bissau, but on Senegalese and Guinea-Conakry Tegistered tucks because -it
was found to be more lucrative. After- 1989 no further support was given.: :
The -only. not. fully state-owned company on the list, Folbi.industrial forestry
company, was a joint venture enterprise for the production of sawed woods: and
plywood. Socotram owned 60 percent of the shares with the. remaining 40 percent
equﬂlydividedbetwemBohﬂamFmérﬁbﬁkaelopmeMABmdSweuﬁmd.-The
ﬁmvummagemﬁmﬁgnedhlﬂlnndthsﬁotorywumedinwslh
1986itwumﬁsedthatnmmchningof1hemmpmywuneemuymdthntsmA
funds should be allocated to this purpose. Between the years 1986-and 1989 SEK 12
million were dishursed. Swedfund has discontinued its engagement. -
Resﬁng-onthesewdunﬁam--und-repomwedmwtheoomhmionthatnmchof
the Swedish support to this sector has been unsuccessful. In fact, given the high
Swedish involvement in this sector, itmayevanbethatit-has-oontn‘butedtothe
detriment of the Guinean economy: “The industry can in several aspects be said to
havebeenmecononﬁcliabiﬁtyforthecoummherthmanaswt” (SIDA 29
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low,uﬁthforinstmoeaverytheoreﬁcdamimﬂumadisuﬁsfyhglwdofeducaﬁm
of the teachers and one of the highest drop-out rates in Africa. Furthetmore, provision
ofeducaﬁmwasveryumqualasbetweengmﬂers,themgimsmdbetwemcityand
countryside.

In 1990 an evaluation of the suppont for the years 1988-1990 was performed.
m&mi‘romr&warch,oonstmﬁon,miningmdmppnntotheedmaﬁmmﬂrm
allfellmonofexpmﬁons.Theevaluaﬂonfonndalowhnpactontlnqulityof
education. The mumber of children attending school hed not increased and the

Three evaluations were undestaken during the first quarter of 1994: one of the
overall situation in the education sector; another of the Swedish institutional support,
and a third of the Swedish support to the training of teachers and production of school
books and material. The overview of the overall situation gives a rather dismal picture
(Hmehlﬂ).ThedwehpMinthemisgeuingﬁmhﬁmd-w.away
ﬁomme-pﬁmarymhoolobjecﬁve,“toenmreedumﬁonforalluywzoom.m
Ginancial situstion is restrained. The SAP has not lead to increased revexmes for the
public sector. In order to increase the domestic expenditure on-education in.the short
and medium term, a redistribution within the gavernment budget is thus.needed {cuts
uerwommendedhmaﬁhmeondefenm,fordgnl&ks,mdﬂwkesidentcsbind),
Themnjmomumisnmthchckofﬁnmdﬂmhom,hnmher-theuse_of
meadsﬁngmmmmwwauuseofmmm‘ﬁvmﬂmomalndmﬁﬂwaﬁon
andinveshneﬁs,onbehﬂfofacﬂxdedumﬁona!acﬁviﬁesmdtheremnﬂeosts
(mahﬂysdaﬁesmthemhﬁs,wlﬁohisidenﬁﬁed,mgethuwhhthemhoolhngmgp,
asthemostimportamNoblemtoaddrm);Anindimﬁonoftheimppropﬁm
aﬂocaﬁmofmomwhﬁnmemis-gimbythefadthmmmm‘USSSG
perpupﬂmdyearhdisposd,hnthatonlyﬁsswperpupﬂlnd_ywm-uudfor
mmnem@mdimintheprimuyschool(SE)AZMnylm). Consequently, the
wndudmmgardingﬁoreigxaid-hthatitisnotreoommendedminﬂﬂutheinﬂnws
offordyld¢butmhermimprwetheuﬁﬁnﬁmofe:dsﬁngﬁmd&rcrdgnmpponis
not,mdcannotbe,_mﬂidentforaﬁmtioningeduuﬁonsector. :

The other two evaluations_reinforce the dismal picture of the state of the
edmaﬁonudmin&uinea—ﬂhsmﬂnﬁddsh,wﬁchhedmmppmthem,for
instance the decentralization of administration, support to teachers, establishing of
smaﬂﬁbnﬁesandtrﬂningofteachen,mmmﬁom.-ﬁowwer,themal
oonnihnﬁonﬁomSmdishaidmdﬂrcﬁﬂﬁhnMoftheobjwﬁvesofSwedishﬁdm
hudlydiwussedhthewﬂuaﬁom(onemepﬁonisﬂwwhmlbookedﬁor,whmm
dimilmﬁonofﬂlebooksisrefeuedtoasapmblem,whﬂeﬂmpmducﬁonmns
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satisfactory). The evaluations thus give little information about the achievement of
objecﬁvuandﬂmm—eﬂidmcyofﬁleprojectsmdprogrmms. :

To sum up, Swediahwpporthuhuomcasesaclﬂevedtheoutputobjecﬁve;,
forinstanoeregardingproducﬁonofschoolbemhesandschoolbookx However, the
overall unsatisfactory situation in the sector has lead to this production not being able,
hany-siguiﬁcmway,toeonﬁibuwwtheachievmmofthe-seetoﬁﬂobjeuim

6.2.4. Health S ‘
Sweden supported the health sector in Guinea-Bissau before independence. After 1974
asﬁstmmthiasectorhu:pﬁmuﬂybemdirmdwthesetﬁngupofamﬁoml
heahh-hboratory(LNSP)md,atﬁmes,ﬁnmcingofimpmofdrugs.Asﬁnmlm,
support is given to minsﬁwﬁonalco-operationbetwemﬂwLNSPandtheSwedixh
Bacteriological Laboratory {SBL). The health laborutory has gone through s positive
trangformation: from initiaily being supplied with too technically advanced equipment it
has now found a more suitable level of technology. The laboratory may-be regarded as
a comparatively successful aid -project in ‘Guinea-Bissasu. However, it should be
mmbmﬂmmch'ofitsmmmmhmahmmmduemmemmm
only the capital costs, -but also the recurrent  costs (including wages) are financed
externally. Suggestions for-fisture activities are continued support to the LNSP-SBL.
co-opemﬁminchdhgmvdingaosintﬂxemsr,'wﬁlehhasbemdeddedtolevd
out the support for impoit of drugs. '
Thehedthsectorisvuyaidédepmdent.Themostmahoﬂcomingsms-m
have been: the absence of a- nations! health policy. This makes health sid difficult to
direct in- 2 proper manner. Because Giinee-Bissau- never turns down an aid
pmposiﬁon,themnnberof—donorsandhrgemnountofaid have encouraged a
ﬁ'agmmmdhealth'systengdisﬁnguiahedbyahwm-awmmdﬂwmm
appearance of a long-run-sectoral development strategy. Due to limited donor co-
ordimﬁonit-hasbemquesﬁomdwhahusmAslmddmgagcinthemmhseaorst
ﬂl.Thehrgenumber'ofdonorsoﬂydrmonﬁmﬁeddomesﬁcmmmdredum
cost-effectiveness. Itisarguedontheoth}erhandtthwediah-mpportisﬁvoumbleto
thelong-mnmﬂtsasitaimsmmhamethedomesﬁcins&mﬁonsmdﬂwop«aﬁonﬂ
andphmimmmpetmoeofthe&ﬁneanhahhswtor.-ﬁecommﬁonofswwixh
mppoﬂ-onthenaﬁonalheahh-labomtoryparﬂy-reﬂemtheﬁctthatsmAhas
achxowledged-thediﬁmﬂﬁeﬁreuﬂﬁngﬂ%mhckofdmoroo—ordimﬁm

6.2.5, Artisanal Fishery

Swedenhumppmtedarﬁmdﬁsheryﬁmelm.mmdisbwmmshmm
prices until 1992/1993 were SEK 82 million. Until 1990 the project was focused on
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i rt. Purchasing and distribution of fish from the Bijsgés arohlpelag: :x
mmmm&o@mfwt;ﬂuaseMsmganiHﬁthism.Anhsmﬂmmaod )
:ndmpadwmmodumiwmmﬁrmchmﬁyudmue?v?smm..mm ‘

alsoanon-commercialpmwhaﬁshmyschoolandm . ﬁmuhtweia
:ﬁ‘:hm;noré,a.aedhsyﬂmnwasmbﬁshedinordam'grve fishermen
po-;'to S . Mb(::dism;vconoetmuedon
Since 1990 the suppert has changed focus

fisheries autho i policies in the sector.
i sty. This-was a response t0 new government
mmddpa:ttyoftheﬁsbewmwhandedmw_pnmemeprmet:afxd
PESCARTE focused on development and public control. The present _mpportmw ntmmmns
mainly ﬁnnnmng.' f a technical sssistant, working at PESCARTE. Bver,
crechts,' i educatwn. j ‘:ndguxidametotheﬁshe:m-inBi.iagés-are-sﬁllinphce. Th:l::r?:te
: hasﬁeél-mcﬁshmmenandthérfanﬁks,anddmethechangevofﬁ;:;: )_
ft:;l:t PESCARTE The objectives for Swedish support have been(i) '_nmhute_
to an improvement of the country's food supply, (ii) to contribute to increased ma;cune.aﬂ"s
mngmeﬁhﬁm(ﬁ)mmmhnemoompmmmmm. _of
fishermen as well as in PESCARTE, (iv).wcomibutemmmeeﬁment,mallocmmm
resources and more efficient administration within the sector. Support ' j
- stopped during 1994, according toaSIDApaper,duetoPESCAR:!;lsp::y
m“adaptabllltybe ili .tothemarketsyswn. I-Iowever,-a.,smallbu_dget_formma%&fnt po
. Before 1985,fourevaluationswe:it;ut:!:d Pl:t;fo _ mdambmonsm - *
'e&'s socio-economic impact (SAU, Ostiker, 1993). The project T .
?eq;ysumm.ldmﬁﬁedmmwmhuﬂdmnh?:lnﬂa@mﬂ .capaeltyF
problemswithmuihnentofforeignacpatsmdoper.au d:stmbames. o urther
lmsnthebegindngoftheprojeawmdeﬁ@mnhns. . W‘m
e Aocordingto'theevamnkms,-ﬂnempplyofﬁshmBmmhasmcreased.;
result of the project, even though the targets set.-were not.achnwed ”mega oondmonsof ”
.Bijagésarchipdagomalsoconsidﬁedto.haveunproved- remlt‘mmd
. .ﬂn El l] 3 » ] I i
‘:mje&.mmm‘)f ' e contributed to higher incomes.
facilities and the fishing school all have \ " .
St[’Huweverrﬂse effectiveness hasbeenrednoedbytlwlowpnmofﬁ ﬁ;elledU. i
? - . - mon
hﬂomofﬁshmwﬂnmmmbymep?hcyofktmthe:::?dﬁmm
ﬂeetpayinldndfottheirﬁshinghm' ),whmhhas-ﬁtvoured oy
thanﬂwﬁMnen,mdthecost-aﬂ’ecﬁvenesswuswnstdﬂsdasvay
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6.2.6. Telecommunications

asreumntof mﬁovemmm of Glfmea—Blssmwem'behmd-SlDA's back” and sold 51
percent tdemmnum;cauoncompany,atveryﬁvoumbletems,mthe

S . 3 )

ngmmmtom-BiMMIM. Up to 1974, SEK 20
ml!hon. medi.dlabmsedt?PAIGCforthepurchueofconmnergoodx,school
materialg, citte and hospital equipment. Table 6.1 shows the figures for import
support over the period 1974 to 1993,
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Table 6.1: Swedish Import Support, SEX Million, Current Prices.

Agreement period Amounts (MSEK) Untied Tied
1974/1975 14 na fa
197511976 38 28 10
197641977 35 20 15
1978/1979 50 35 15
1980/1981 20 15 5
1982/1983 25 17 3
1984/1985 10 10 0
1986/1987 14 ' 14 0
1988/1989 6 6 0
1990-1992 17 17 0
1992/1993! ' 40 40 0

Total 29 162 53

Soarce: SIDA Memo, 5 October 1987 and Bistdnd i Siffor och Diagram 1993,

1) Not disbursed, hence total excludes these fonds.

During 1978-1982, Import Support (IS) was tied to specific end uses, e.g,
_feaﬁesforinlmdwbﬁcﬁmpoﬂmﬂbuﬂdingmatuialforalmgemnsﬁucﬁmof
residential houses. This was found to be administratively burdensome. Consequently,
the IS was concentrated on ministries and groups of goods. Impart support to the
health sector is treated separately and differently from other IS, The first IS agreement
in the health sector, SEK 7 million for essential drugs, vaccines and medical
equipment, was signed in 1989 to cover the period 1990-1991. In 1991 it was
extended to cover 1992, with a larger amount of SEK 16 million, to replace the
cancellation of Halian funding for a similar programme, The Swedish funds are
administered by the World Health Organization {(WHO), The United Nations Children's
Fund (UNICEF) and the government health laboratory, and there is no requirement to
pay counterpart funds (Martin 1993).

In 1987 (SIDA-Memo, 5 October 1987) it was concluded that there had been
problems with the IS programme. Notably, it was realized that the country had no
competence in making international purchases in a business-like manner, Furthermore,
the recipient had not been able to develop distribution plans for the goods and to find
out in retrospect how the distribution had been done, These difficulties resulted in the
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recnﬁmmtofabuyertoassistthemdenﬁxﬁsuyinadnﬁnistmﬁngﬂmISmdto
support other ministries with their purchases.

. Importsupportwasuptol987seenasavitaleontﬁbuﬁontotbeoverallgoal
ofmdto(?uinm—_Bissau, namnly,topmmote_ecommicgrowth.\vhen;heGovmmm
lnunched its IBRD/IMF-supported structural adjustmeat programue in 1987, the
objecnve.becuneoneof'beingmobvimmcomplement'mtthoddBmkresmm
Wﬂmmﬂaﬁﬂhﬁeﬁi&warkoftheSAP.Astojudgmmofoveraﬂ
eoonom;cpohcy SlDAwastousetheoonchsimsdmwnbythetwoBmtﬁomWoods
Iustitutions, but the final decision regarding their own contritutions was.to.be its own
(SIDA Mermo, 5 September 1991). |

.Anevah:aﬁonofSIDAimponmpportwaswnductedinlm {Martin). The
roport is generally positive while some problems are brought out, The most ifficut
pmb-lemisthefnqﬂmﬂxehnponwpponhudomﬁulempmmm.in-t«nﬂm&
leadmgtoasituationinwhichmstofthegoodsimportedbySD)A-moneygotoa
haudful of traders. Moreover, these traders make a arge prufit on these goods dus to
the\jvenkdomesﬁcmdermrket.ThempmmoclahnsﬂmSDAhas;nmhnposed
spegﬁceondiﬁonsonthecoﬂecﬁonoruﬁﬁzaﬁonofoounte:pmﬁmds.

Sweden has also supported Guinea-Bissasu through balnee of payment
slllpport and debt ‘settlements; Within the framework of the Paris Club, Guinea-
BlmwumedasmuualAdjustmmFaeiﬁty(SAF)ofl.SMSDR’iHOCtober
1987. An additional 2.3 MSDR was agreed upon in July 1989. The main Swedisl;
mwmymmm’mmmym'mmm-nmmﬁmmmm
ﬁ'mrfworl;ofthe'SpecialPrbm:mneéfAssistm(SPA),wmhedomin1987bythe
nnﬂuh?ta?limﬁurﬁonsandaMberofdonomThepmgrmmewudesigmdwhh
thequechveofMeadngmd_oo-ordinaﬁngimponandbﬂmceofp&ynmtmpponm
amzpbwofvapoormunhimmAﬁim'mmtaionfofacmmuywbegrmted
SPAassistancewaspoveﬂy. hldebmdnmmdamuctmxladjusunmpmgrmme
mbythem. Guinea-Bissau had no difficylties qualifying in this respect.

payment . . ; .. . :
Sk wpportmdflebﬂdmfhavebmusedfortheo@echmgwenm

* SDR = Spocial Drawing Right
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Table 6.2: Balance of Payments Support and Debt Settlements, SEK Miliion.

" “Fiscal Year Amount  Purpose

1986/1987 124 - Payment of debt to the Swedish Government
{7.4) Folbi credit ‘
(.0 ‘Swedefund loan

- 19871988 02 Adj. of paft of Guinea-Bissau's debt to Sweden.
: 20 SPA 1 (part of SAC! 1) 18 million released;
- imiport of goods '
. 1988/1989 20 SPA, 1989 (SIRP?)
1989/1990 20 SPA, 1990: ol import
1990/1991 1.6 °  Adjustment of debt to the Swedish Export Credit
' Guarantee Board (EKN) '
1991/1992° 10 SIRP support through the World Bank
1993 13 Debt relief through the MFA

Source: REWA, STDA-Memao, 15 November 1993,
1) Structural Adjustment Credit
2) Social and Infrastrocture Relief Programme.

Table 6.3: Balance of Payments and Debt Relief, SEX Million, 1986-1993.

Ktem " SEK million
SIRP 30
Debt adjustment to Sweden ’ : " 14
General import 37
Ol import _ 20
Debt relief through the MFA 13
"Total 114

Source: SIDA Memo 29 March 1994.
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6.3. Other Swedish Donor Agencies

6.3.1 Other Public Aid Agencies

BITS' engagement in Guinca-Bissan has been limited, Over the years 1988/1989 a total
of ten Guinea-Bissau citizens have taken part in itemational courses arranged by
BITS. The courses are: Telecommunication Management (i person), Operational
Maoegement in Telecommmnication (2) and Electio Power Enginecring and
Management (1) in 1988/1989; Remote Sensing (1), 1989/1990; Applied International
Management (1), 1990/1991; Human Rights (1), Coastal and Marine Environmental
Polution Preveation(1), 1991/1992 and Water Managemeat (1) and Development of
Cadastral Systems(1) in 1992/1993, BITS' financial contribution has been z total of
SEK 650 000. Evaluations of particular courses are done by BITS, however no
individual follow up is undertaken. |

As of 30 Jyne 1992, atotalofSEK__4.2mi_llionhasbemcontributedhySAREC

(the Swedish Agency for Research Co-operation with Developing Countries) to
vatious projests. In 1976 SAREC was invited by the Ministry of Health in Bissan to
participate in a meeting on national nutrition planning. In 1977, the co-operation was
extended to research collaboration in order to map the mutritional situation, Contrary
10 previous SAREC commissions, the agency itself undertook complete admiristrative
responsibility. The nutrition project is considered as comparatively successful and
sustainable. SAREChasalsompportedthemﬁonalsodalscimcemmhihsﬁﬁne
F[NEP). Finance goes {o publications, exchanges with foreign countries and
mtemationaloonfermces_, researchers’ training and studies, For fiscal years 1990/199]
and 1991/1992 an amount of SEK 500 000 wes budgeted per year. SAREC has also
contributed to HIV/AIDS research in Guinea-Bissau,

6.3.2. Non-Governmental Organisations (NGOs)

A total of 38 so-called co-operants have worked for the African groups (Afrika
gmppemukehytmngs&ganisaﬁon,ARO)inGlﬂnea-Bissauowtheymem
1993..Theyhavebemengagedinam1mberofdiﬁ‘emnﬁelds,mchuhealﬂ;
education, administration, social work and technical engineering. For the first ten years
oulyomeproject,ad.s.ymmacentre,wn.s;rum:ingr Since then a number of projects has
beenmuatedmn;gmg-ﬂ?mﬁmspmmﬁmofeqtﬁpmemforﬂwphyﬁcaﬂydisabiedto
solarmgyforhghﬂngmaheﬂthcﬁrﬂctoateﬁileproject. A total of nine projects
:roabzmumwdmﬁﬁma—BissmbympMsMammnofabthEK

InareponbyKamemd(l%)massesmoftheresﬂtsofﬂleprojeﬂsand
AROQ's overall work in Guines-Bissan is given. The most prominent concern seems to
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be the Iack of explicit objectives in the work of ARO in Guinea-Bissau. This applies to
both the wark of individial co-operants and the projects. According to Karnemgd,
AR(O's work has also -contributed to the uneven distribution of services -and aid-
financed projects as.a‘substantial part of the work and projects-have been located in the
capital Bissau. The main reasons for the limited results are thought to be structural
problems within Guinea-Bissau, for instance, lack of: domestic ‘development policies,
lack-‘of monitoring and fringe systems, the iack of management: competence -at all
levels, the-general low level of training-and formal ‘education and a over-dimensioned
public-sector in relation to the domestic resources. According to the evaluation; -not
encugh attention has been paid to these aspects when implementing the assistance. As
from 1993 ARO has terminated all work in Guines-Bissau, largely due to lack of

_ results and a concentration of efforts on southern Afiica,

Save the Children (Riidda Barnen, RB) has disbursed a total amount of SEK
17 million over the years 1988 to 1992. The initial intention was to build a country
programime in Guinea-Bissau based on the United Nations children's:convention with
support to efforts:in health, education and rehabilitation. This has not been-achieved
and is largely blamed on the difficulties in finding a suitable counterpart. The relatively
large share of support to the mother and child-care programme has given RB a "heaith
care organization” profile in Guinea-Bissau. The -children's-rights work has been
limited to regional co-operation and a smail number of other contributions. Future
work will be concentrated on children's-rights activities and mother and child

The Varberg Guinea-Bissan Association has supported-two day-care centres
in Guines-Bissau. SIDA funds- have been disbursed to finance the construction of a
day-care centre for about 100 children of employees at the Ministry of Health, The
centre was opened in 1991. A total of SEK 1.25 million has been coniributed by SIDA
over the years 1988 to 1990. Other. contritutions have been SEK 200 000 and an
amount of SEK 225 000 has been raised from the associations owa funds during the
Finally, the Bodafors Guinea-Bissan Friendship Association received an
amount of SEK 100 000 in 1992 for the purchases of books and fitting of the library at
the Mores boarding school,

6.4. Experiences of Other Donor Countries and Agencies

During our stay in Bissau we had the opportunity to talk with representatives of other
donor countries and agencies. In this section, the experiences and strategies of some of
these donors are briefly presented. To put the generally disappointing Swedish
experiences from project aid to Guinea-Bissau in perspective, we. would like to
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ﬂomoth«donomisthntheyhmmpuimoedthemdiﬂiwiﬁesasSwedm.‘(The
Gjlahnﬁompmentedbdowcombymmnsaﬂtheprﬂjectsmpponedthwghthe
different donors, and their regults might therefore not be Tepresentative .of the
eﬂ‘ncﬁvmofomﬂmppm;)kgen«dopﬁﬂonmmngmmprmaﬁwsm
ulkedtowuthatwukabsorpﬁoncapmity,.mddeﬁcimt,dcvimmd-mhn
GuinurBisamadmmh-mmUymm-opmwhh,wmbyAﬁimrmu,An
me,mdmm-m-msmmmmm@
in the strategies and objectives of their aid, : )

6.4.1. Holland : i
Hoﬂandmpponedﬁuinea—Bissaubilavetﬂly&omiWB-tolm.:Thefomsmon
lnﬁamuwdmmmmhandthempponwuchmmuedthroughthapubhcm
Ammg.m.mﬁﬁﬁummwmmﬁdw.ammw-mmm
the.region of Cacheu, It was initigted in 1977 and the main objective was to increase
agricultural production in-the region. The project was evaluated in 1980 and the
evalmtorsfounditmbeinmost.aspecua-faihue. Hollgnd therefore terminated the
'suppm'ttethepm but the Guinean Government found support from Sweden
instead. In spite-of.themiﬁcal‘Dutchevlhmﬁon,ﬂ:epmgnmneconﬁmdeithmme
or less the same organization, philosophy and objectives, and is now the major
. Amﬂm'mmpie.ofDutch-fordgnaidtoGuinea-Bimisminﬁasuucum
pfmect-nﬁthﬂn:objecﬁw-ofmmﬁngammsyswmmdmorgmﬁmﬁmfor
distribution of rice within the country. The project started in 1976/1977 in the southern
part of the country. Evaluations in 1987 and 1989 showed that the project would not
@Moﬁﬁm set. The. greatest difficulties were getting-the rice from the rice
padc!lesmacmmlpohninthemuthTherehasalwpreviouslybemmstamduﬁes
onnoewmﬁmsmdeuﬁthhihemunny,ﬁmhepredudngthepmﬁbiﬁﬁesform
eﬂbctrvepro;ectTheprqectwastermlmtedmlm
' Amﬂmupgudingmjectwummms.m_eobjecﬁwmm
lmpmwhousingcondiﬁommBissm.AnevduaﬁonhI%odmwedthattheMea
mwm-ﬁmﬁmmmmmﬁﬁmmmmmmma
f:l?lf:lﬂpﬁﬁ.hthecmmty‘shoudngpoﬁcy.hwsz,mnandmgaherwithmm
nnhztedapmjectsgninsth;shﬁreaﬂoﬂmdmokovathewholeprojeahlm,md

€ For instance, the Enropean Community's experience of support ;
Programme is vexy close to that of Swoden, 10 a1 indegrated rura! development
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extended it to incorporate planting of fruit-trees and an extension service. The long-
ertn objective was to reduce and éventually stop evironmental pollution in the
tountryside. The project was evaluated in 1992 and showed positive results. The
evaluation team suggested that support to the project should contine. ©

“6.4.2. The European Commmnity (EC)

‘The major part of the support to Guinea-Bissau from the EC is deternined in the
Lomé converitions, where an indicative programme stipulates how miuch “national
“support cari be given; Table 6.4 shows the amounts committed, engaged and disbursed
at'the end of 1992, and the number of projects, programmes or studies in the three
current Lomé conventions. S ' '

Table 6.4: EC Foreign Aid to Guinea-Bissau, Current Million ECT.,

Commiitment  Engaged ~ Disbursed  Projects/ programmes/

studies (mimbiers)
Lomé 1T 25 25 1 - 30
{1980)
LoméIm 38 37 18 16
(1986). . ‘
LoméIV 42 7 0 9
(1991) : ' :

Source: EC "Development Co-operation with Guinea-Rissau”, 1993,
1) ECU = European currency unit.

The indicative programme for Guinea-Bissau connected with Lomé II was
signed in 1980. Funding was initially set at ECU 23 million, but was raised in 1983 to
ECU 25 million. Rural development, economic and social infrastructure and
technological co-operation were defined as priority sectors. The most important
prqectwﬁlmﬂnsprogrmmemamraldwelopmemmmmmthemtgmpmof
the country. ECU 6.8 million has been committed to the project, of which ECU 5.8
million (86 percent) has been disbursed, ' _

The indicative programme connected with Lomé I was signed in 1986. Rural
development and development of food resources were defined as priorities. The rural
development programme from Lomé II was followed by another programme in the
same district. ECU 23.8 million was committed, of which ECU 8.3 million (35
percent) has been disbursed. The project bas had severe problems with both




adm:mm-mvdy autonomous parts. The objectives oft& prqect are: ﬁ) encourage the
anemthpushmﬁmﬁi)m.mppmﬂwlsﬁmﬂmwpmdimm{ﬁﬂm
lmprovemra.lroads,(iv)educaﬁonofextmdpnworhus. B S

m:lhon (36 percent) has been disbursed, Addmonal funds are channelled -through
regional ?upporttoWest Aftica, some projects co-financed withNGOs‘m.dfoodaid
AnoﬂmmpomsouroeoquineanMOonwisaﬁshEgagreunemfo}thepeﬁod-
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are: (i) support to capacity building in the public sector, (i) support to the social
sectors, (jii) promotion of the private sector, (iv) support to the mansgement. of
274 -million, and the distribution among the priority sectors is showniin Fable 6:5:

Table 6.5: UNDP Aid to Guinea-Bisscne, Current USS Million, 1993-]997,

Amount- Percentage

Public sector. 6 . 21
Social sectors -4 15
Private sector -3 13
National resources 6 21
Total programmed 19 70
Not programmed reserve 8 30:
Total .27 100-
Source; UNDP 1993,

Among the public sector. pregrammes-is support for a-reorganizatiori- of key: ministries
and the establishment of new statutes for public employees, aiming -at-increasing
efficiency in the use of human rescurces. Another programme will establish: a-technical
assistance programme in.the Ministry of Finance, the Ministry of Foreign Affairs and
Co-operation and the State Secretary of Planning to reach their short-term-objectives.
Social supported is directed to the health sector, education, supply of water and
ordination between regional and central health clinics, support:for co-ordination of the
fight agpingt AIDS and-somie financing of drugs. Within the-education sector, support
is focused on strengthening the Government in the implementation of a-school reform
and a development plan for the sector. The promotion of the private sector goes
through support to: (i) the development of a national employment policy; (i) co-
operative scheme and associations occupied in sustainable economic activities; (iii)
small-scale industries and artisans, through increased availability of finance, To
improve the management of natural resources suppott is given to: (i) the elsboration of
a master plan for management of the resources;, (i) improving the quality of
agricultural statistics; (iii)-artisanal fishery; (iv) rural roads in the region of Quinara.

5 14-0824
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6.5. Summary and Conclusion
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Chapter 7. CONSIDERATIONS FOR EFFECTIVE PROJECT AID

7.1. Introduction

For foreign aid to be effective it cannot have a detrimental indirect impact on the main

giowth determinants in the recipient country, such as investment in.physical and human
capital and export performance. If foreign aid substitutes for, rather than complements,
domestic resource mobilization, it will fail to meet its main.objectives, to contribute to
sustainable economic. growth and social ‘development, It is .also important -however,
that the direct effects of aid, through investments in projects and programmes,
contribute directly-to these objectives. Whether these direct effects will be positive or
not -depends on a large: number of factors. This chapter will identify some of these
factors and, subsequently, investigate to what extent this has been the case in Swedish
co-operation with Guinea-Bissau. It shéuld once -aggin- be emphasized that the
objective ‘of this report i5 to cover all 20 years of develppment co-cperation, so the
analysis is not solely based on the present situation. =~ . - -

The empirical part of this chapter is based on official documents; statistical data
and interviews with representatives of both the Swedish and Guinean-authorities .and
other donor agencies. The plan of the: chapter is as follows. Section 7.2 Govers the
necessary requirements. for. efficient project- management that we have identified at
different stages .of a.project, -such as. project..appraisals, project : administration,
evaluations.and follow-up reforms, and assesses to what extent-proper methods have
been used in the handling of activities in-Guinea-Bissau. The requirements. for the
economic and administrative environment in the -recipient country are analysad-in
section 7.3. Section 7:4-analyses the overall Swedish sid-administration and section 7.5
gives 4 summary and conclusions. .

7.2.  Project Management : : ,
The concept of project management is here divided into four aspects: project
appraisals, administration, evaluations, and follow-up reforms.

7.2.1. Project Appraisals .
The success or failure of an aid project depends to a large extent on the preparatory
work undertaken. The. process of judging the feasibility of a project proposal: and the
planning of its implementation is therefore crucial. If no proper and realistic feasibility
study is undertaken, there is a serious risk that the outcome of the project will be far
from that expected and/or requirements for support will be greater than planned.

The most important aspect of the preparatory work is to define clear and
measurable objectives, Objectives have two purposes, to be guidelines for the activities
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mdmmakeposﬁhleevﬂuaﬁonsofﬂxemlﬁwmts.ﬂepmmelonthepmjm
wiilbeunoertainofwhattodo,andwhytodoit,iftheobjecﬁvesarenotclenrly
deﬁned.ThueisaﬁskthattheacﬁﬁﬁesMﬂthaebybegnﬁdedbyﬂnpersomd‘sown
objectives instead .of the onés intended by the decision makers. It is also essential that
the objectives are quantified, If the objectives are not quantified, & judgement 'of the
suceess or failure of the project is hard to make. Since decisions on whether the
projeasshnﬂ-mnﬁnueornot“depmdmtheirpmgreu,thﬁmisobﬁmdyaﬁskthu
tﬁswiﬂnduuboththevﬁﬂhgnmtostappmjaaswhenﬂﬁswmddbe-jmﬁﬁedmd
thepacea:wbichdecisimmmtakm,-i.e.the.uﬂicimcyofchmge. For quantified
objecﬁm.wbemeaningﬁiaﬁmhumquimisthusymformnee&moﬁata
are st up on the projects. Another important aspect to consider is the environment in
which the projects are to finction, This includes an assessment of not only the *need"
for am activity, as expressed by the responsible ministry, but aiso of the demand for the
pmductormﬁeethepmject.inqwationismddiver.lﬁquallyimpmmism
undﬁukeathorwghasseﬁmmdﬁw.mpplyﬁdecftheMeﬂS;mﬁwmw
inpms(forinmnumpowu)nvaihbkmdwhﬂﬂnmﬁﬂbe.ispedmyme
need for Meigmexpmsmdﬂlecosts-(mt-onlyinsalmiubut-alminhousingund
services) for these must be sppropriately assessed.

As far as wo have seen, proper and independent feasibility atudies have not
been undertaken for most projects in:Guinea-Bissay. The demand from the market for
the goods or services: delivered, -in contrast to the demand .as expressed by the
Guvmmm.iwhnwbmhrgely.wm.ﬁewmmdmbpmm
project (PDRI) and the artisanal fishery project at Bubaque are examples.of Swedish
mojmwhaetheﬁlﬂmﬁwmampﬁcemdtmdepoﬁdesguﬂydiaﬁvoumd
ﬂletargetgroups,mdtherebystmnglylh:ﬁtedthedemmdformepmductsmd
wvices.lnspheofthis,lmgeconmmionsmqtdﬁngbuthdomesﬁcﬁnuwe,
for the activity properly led to oversized projects with low. cost-efficiency.

Amceme:mmpleiathe-malbscaleindumymditmndutupbysworp.
Itmnysemtobeneededasnoleng—termcreditisavailableformlloompmﬁesiu
Guinm-BissmLhntheumddﬁnandforthiskindofcreditm:mbemasmsedin
ﬂw&aﬁbﬂitysmdy.ﬁeme,itisdiﬂimktoeﬂabﬁshmappropﬁatehvdofwaﬂabh
funds -for disbursement (Duggleby 1993). Furthermore, judging by the country's

nominal price, to the users. Demand can thus not be assesoed in the normal throngh revealed
wilﬁnmmpuy,bmhmwbeuﬁmtedbymmmm -
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previous credit policy and the legal framework combined with the muthorities' inability
to act against defaulters, this sort of facility seems to be a risky-enterprise. :

~The-effect of the scarcity of human and financial resources seems generally to
have been underestimated. The need to take care first of structural bottlenecks in the
form of lacking institutions or human competence was not addressed until 1987, when
SIDA. papers stated that aid should be directed towards promotion of the conditions
for growth and social development. One effect of this is that the need for- foreign
personnel seems to have been generally underestimated in the planning process.
Already in 1975 negotiation instructions from the Ministry. for Foreign Affairs,
Department of Development Co-operation, stated that it is important that development
co-operation with Guinea-Bissau does not become personnel-intensive {MFA 1975).
This has not been avoided, which will be-further discussed in the next section;-

In a number of evaluations, nelear and unrealistic objectives are pointed out
as considerable problems. In an evalustion of the PDRI ‘camried out in 1992, the
evaluntion team states that the objective "to increase the standard of living for the rural
population®, was too vague and not operational, An evaluation of the artisanal fishery
project carried out in 1985 states that the objectives were not cleady defined -at the
beginning of the project, that they had-changed a lot over time and thet:there was a
weak link between objectives on the one hand and activities:on the other. A general
feature seems to be that the objectives have changed regularly, especiglly for support
to the fishery and industry sectors (Ostiker 1993). Every time the objective is changed,
results cannot be expected to show until -some years later, which makes continnous
follow-up of results more complicated. On the other hand;. this. can serve as an
indication that the-activity is.contimiously examined and that the responsible parts are
ready to question and change. the prevalent strategy (hopefully towards a more
successfil one). A more recent example is from the feasibility study of the small-scale
industry credit foundstion. The objectives, as presented by SwedeCorp, are in our
opinion unrealistic, given the many difficulties of operating a credit facility in Guinea-
Bissau (see chapter 6). -

Plans for how and when to end the Swedish support of technical assistance
and finance should be:made for most projects at an early stage. In order for aid to be
sustainable there has to be sn ambition, both from the donor and the recipient; that the
project, within a specified time-frame, should be run by the recipient country itself, In
the present system there are incentives for both donors and recipients.to make projects
last. The scarcity of good projects, as well as' personal interest, make the donor
unwilling to end - projects and the recipients engaged in the project have work
opportunities and other bencfits-as long as the project is financed through foreign aid.
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The only agency that we could identify thet had made plans for when the project
should be ready to be handed over to local responsibility was Save the Children,

The projects are applied for. by the Guinean Government. These Guinean
applications are-supposed to.reflect the priorities of the recipient, but they also reveal
the capacity and the interest on the recipient's part to assess the demand for a project
and the financial and human requirements, Whea discussing Guinean-applications for
development assistance with representatives of Swedish donor ‘agencies it has been
very little quantitative, or other, analysis. Instead the wishes of the Guinean
Governiment are usually expressed in regular meetings with representatives of Swedish
donor agencies (one problem is that the amount of the country frame for the next
agrecment has -already boen known and ‘decided tipon by then). This picture is
confirmed by the applications we have seen. For the 1975/76 agreement, a Guinean
government delegation delivered an application for Swedish support of SEK 30 million
comsisting of items to-be imported to projects in different’ sectors of the economy.
Another SEK 10 million was suggested to be used for an unknown small-scale industry
development project. The zpplication was regarded by SIDA as a reflection ‘of the
immediate difficulties facing the country (SIDA 1975).: No written application prior to
the 1976/77 agreement had been received. An oral description of how the proposed
SEK 60 million was to be utilized was -presented at the visit of SIDA/MFA
representatives in March 1976 (SIDA Letier to the Government1976). o

- In a two and & half page: request from the Goverriment of Guinea-Bissau of
October 1977, in relation to the 1978/79 agreement, a “suggestion and justification”
for Swedish aid is presented. It is claimed that no extensive explanation of the state of
the nation is necessary, and no quantitative assessment.of the savings achieved by the
mmmutsintdmnmﬁmﬁonsisneeded.hstead:thepapermesseshowhnponam
aﬂtheSwedishcmmibuﬁonsmmdhoww&ﬂwyﬁtimothegewaldevdopmauof
the country. Specifically, it is appreciated how valuable the Swedish untied aid is
(SIDA 1977).

No formal Guinean application for the 1984/85 agreement has been located, In
the Letter to the Government of 27 October 1983, SIDA does not mention & Guinean
request for support. In the Letter to the Government of 11 November 1985, prior to
the 1986/87&greemem,nommtionofaGuineanrequest"ih included. Nor is an
application mentioned in the memo of the Ministry for Foreign Affairs of 20 November
1985. The same applies to the 1988/89, 1990/91 and 1992/93 agreements.

As to the Guinean applications for financial support in relation to the SAP, it
hasbeenrepoﬂedthatthe.GuinemGovemnmtmrmdewedenﬁ)rmppoﬂwhen
theyfoundtheIMFtermstobetoohard.TheSwedishresponsewasthatfor
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addhiondwppoﬁmbewailable,anmanmtwhhme:BreumWoodshutimﬁo'm
would have to be made first. In general, thére is no. indication of that the Swedish
policy towards Gwnen—Blssmhasbeenmmdlcmgmecondmons aocompanymgtlw
SAP.

7.2.2. Project Administration’
Thaaﬂnummuonofprojemgenerallywvolvesammbaofpeople,boﬂ)loml
personnel, technical assistants snd the employees at the Swedish Development Co-
opemlonoﬂiee(DCO) Ttis essential that the division of responsibility between these
actors is clearly defined. Otherwise there is the risk that decisions will be delayed, if
taken at all, with increased - administrative costs as a consequence. Aweil-defined
division of responsibility between the different actors. is therefore ctucial. Another
important vequirement for effective project administration is an incentive structure that
promotesachwvementoftheobjeattves Thl:caﬂsforadlscussaonoftheumnﬂves of
the technical assistants. :

" Concerning the -division- of relpolnbihty, the ambition .of' SIDA ig that the
recipient country has to take an active responsibility. for the realmtionofpmectsand
programmes (SIDA. 1988). It scems that-this' ambition has seldom been renhsedm
Guinea-Bissau. The SIDA-‘personnel-and. technical assistants want & fiinctioning
project. If the local personnel are considered insufficiently skilled and not reliable:there
is a risk that they will not be given the responsibility called for. According to de Vyldqr
(1987, pp. 26-27), this was a great-problem in- Guinea-Bissau in the nudeSOsLocal
personnel are replaced by foreign experts to ensure a functioning project, irrespect}ve
of the negative consequences through losses in human capacity creation and le:m:mng
by doing. However, the fault is by no means solely on the donor side. The recipients
are-often reluctant to- take the responsibility. As expressed in-a SIDA memo: "This
(efforts to hand over responsibility to the recipients) has led to delays and critique from
the Guinean side” (SIDA Semi Annual Report 1990). Our impression is that the
problunhubecnrednced,bnﬁsﬁﬂmainsaseriousdbstacleforeﬂ'ecﬁvc Swedish
aid, ThcnumberoffomgnexperﬁwppomdbySwed:shmdhasbemreducedm
the middle of the 1980s, but is till comparatively large, and the number ‘of competent
Guineans has increased. The ‘division of responsibility between these foreign experts
and their Guinean counterparts often seems to be unclear.

: Expenditures on TA: and employees at the' DCO varied between 30 and 40
percent of total ‘expenditures during fiscal years 1989/90 to0.1952/93 (Table 2.6).
Accarding to de Vylder (1987), the expenses on: personnel in the middle of the 19808
were more than half the country frame. There are mumercus consultants working. on
diﬂ'ﬁ'ﬂprojectsmchasthePDRLtheSchoolBookEditorandﬂwNaﬁonal
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Laboratory, and at most ministries where Sweden has or has had projects. The role of
these consultants is formally 1o promote human resource development, but most of the
consultants we have talked to-usally spend less than half to-one third of their time on
this. The rest of the time is spent on day-to-day work and arranging practical
necessities, e.g, for transportation, equipment or other logistics. The result is twofold.
First, the expensive Swedish consultants are used inefficiently. Second, thereis a risk
that the Guinean counterparts do not take fuil responsibility when there is a foreign
consultant there to hand over work and responsibility to.

TheroleoftheDCOahouldbeoneofstmtegwomewofthemectsmd
long-term analysis of these projects’ viability and effectiveness (SIDA 1988, pp. 6 and
14), According to. former and present personnel at the DCO, his is often not possible
beeause: daily administrative and management work take up most of the time. One
reasen is: that undertakings. that are considered by the personnel at the DCO as crucial
are not carried out, and in. order to get things.going, they do. it themselves. Another
reason is that a lot of time is spent on correspondence and other contacts with the
SIDA headquarters and other Swedish authorities. This impression has been supported
by many. of the people we have talked.to.

- Ancther structaral problem. with, the method of having Swednshconsultants
working for projects and: ministries.is the: ineentive for them and their firms-to prolong
the:necessity. for their help (in contrast to the objective that the recipieats shall be able
o run the project themsclves, within a.not. so-distant future). The consultants are
generally part of the: process: of writing: propesals for future support, ‘They have
possibilities to influence: the work so that their help is demanded also in the fiture.
SIDA. should avoid to plan, manage and foliow up. the projects with their own
personnel according to the official policy: (SIDA. 1988). However, it is still necessary
that:SIDA has the resources to control and:follow-up the work of the consultants since
their interests. are not: always SIDA's. It seems as these resources are lacking in
Guinea-Bissau.

7.2.3.. Project Monitoring and Evaluation: -

Another consideration for effective aid is. that impartial feedback from the projects,
both: current monitoring and formsl evaluations, is handed over to the right decision
purposes- of evaluations are to-increase the: knowledge of how to manage foreign aid
and to: elaborate material for decision making. In order for this to be effective, the
evaluations have to fulfil some basic requirements.? Widely accepted methods for
evaluating the results, that is, cost-benefit analysis, of the projects should be used

2 See "Utvarderingshandbok for SIDA", 1993, pp. 7, 9 for a description of SIDA's own requirements.
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where possible, The evaluations should also be carried out by knowledgeable people

A full overview of the evaluations of Swedish activities in Guinea-Bissau is
beyond the scope of this report, as a more thorough analysis of the quality of
evaluations in Guinea-Bissau (as well as ottier countriesy will be:performed within
SASDA. We will, however, give some ‘tentative remarks on the quality of the
evaluations we have studied and how their information-is-treated. Tt should be kept in
miind that the quality of the evalustions is-depesident oni ‘both the terms of reference, as
expressed by SIDA, and the work of the evaluator. The évaluators do’not always
follow the terms of reference and the deficiencies in the report might thereby, in some
cases, be more or less completely due to the evaliators. On the ‘other hand, the
opposite can-also be true. Badlyspeuﬁedtu‘msot‘refamoewﬂlleadtoan
unsatisfiictory repott.

ThepnmaryreqlmenmtmthatwahmonsmmfactundeﬂﬂnmSupponm
the agriculture, fishery and ediication sectors has been evalusted a fumber of times
during the years, with what can be considered reasonable frequency. This is not the
case for industrial support or impert support,” hiowever. We have only seen two
evaluations of industry sipport, of which one only covers the repair shop, CM.V. The
other evaluation of industry-support {(Babrke 1988) is rather simple-and uses no
wé kinow, import support was not evaluated until 1993, ‘despite the fact that it dates
back to 1969, i:e. before independence. Tt is important also to evaluate the final result
when ending projects so that Tessons for the future are learned. As fiir as we can see,
ﬂnshumtboendonewﬁthIDA,mﬂwrmthcﬂshuymtorormthemdush‘yor
infrastructure (telecommunications) sectors,

Related to project evaluations are the so called Country Reports. The emphasis
in" these reports are on macroeconomic analysis of long-term: developinent -trefids
within the recipient country and the relation to the Swedish development objectives;
that is, the focus is not on particular projects or programmes {(SIDA 1989). Only one
Country Report (or other report of similar substance) has been undertaken in Guinea-
Bissan that discusses the impact of aid on the macréeconomy (de Vylder 1987). Given
the large macroeconoric impact of foreign -aid, including Swedish, on a mumber of
both institutional and ecoriomic variables, this is-as a serious and unfortunate neglect.

The recognized methodology for evaluating most kind of projects is Cost
Benefit Anslysis (CBA) (Carlsson and Donovan 1993). We have not been able to get
hold of any evaluation using this method in Guinea-Bissau, but we have scen in one
source that a CBA has been uadertaken on PDRI. It should be noted that the
methodology is not suited for all kind of projects, for instance social sector projects.
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However, .the: industrial proi . . ; ) .
v, the projects or the. former artisanal fishery project in Bubaqug ' extended and foreign consultants have been employed more frequently (an example is
" the-evaluation of import support to Guinea-Bissau, Martin 1993), :

7.2.4. Follow-up Reforms : . :
. fit-is not enough that correct evaluations are undertaken; they and the continupus flow
ofinformation from sdministrators and consultants also have to be-considered and the
findings followed up by the responsible bodies. First, there hag to be a readiness to take
decisions.and, second, the process. from input of information to decision must-be quick
and -efficient. This requires that the available information, from both recurrent
monitoring - and formal evaluations, is- spread "upwards® in the aid-agency
.administration, all the way up to the Ministry -for Foreign Affairs.. We. have-therefore
stisdied SIDA's Letters to the Government.and assessed the information they contain in
rejation to the information revealed in evaluations and internal memos.
: When talking to personnel at-the donor agencies it seems that there exists a
‘continuous-discussicn about the objectives.and means of co-operation. Our impression
is that there generally exists a readiness to take decisions that invoive. changing the
strategy and details of projects. However,.there seems to be a reluctance to actually
terminate_ the. financing of projects or, especially; to end the support -to-a_ sector
compietely. This is said in spite of the fact that :support has been stopped to several
projects after: the Guinean ‘adoption of the SAP-in 1987. For instance, most of the
support to the industrial parastatals and the artisanal fishery project at Bubaque was
terminated during:the late 1980s.and early 1990s; However, the change in economic
policy following the SAP.made continuing support to these public commercial projects
impossible,. What would have happened ‘without the -adoption .of the SAP: is not -
possible to know. What .is known is that the projects continued up to 1987 and
sometimes later: in spite of the fact that the Government's. price policy greatly
disadvantaged the fishermen, and that the infrastructure (legislative-as well 2 physical)
and human' skills for industrial development were missing: The serious constraints on
successful projects in these sectors: seem to-have been obvious .cven iong before the
actual ending: of support. Another indication of the reluctance to end projects is the
support to education, This was the only: support. which we have found-to be seriously
questioned before the 1987 SAP, i.¢. in 1984, Asa consequence.a number of studies of
the sector were undertsken: However, a decision-was taken in 1986 to continue -and
even expand Swedish aid to this sector. : .

‘It should also be stressed that even if finanicing of some specific projects within
some sectors has been stopped, financial -support remains, mainly through technical
assistance. This indicates that the concentration called for in last year's Swedish
Government budget seems hard to achieve. A. tentative explanation for the reluctance

The purpose of the estimations that have been undertaken seems to be a point of
depmrefor a discussion. rather than an account . of actual efficiency. Not evenﬂm :
very receat example is the evatuation of Swedish: institutional support 1o the edtlcauon .

_~ The evaluations generally suffer fiom s shortage of quantitative estimates. Ope
major explanation is lack of dats, due to the geperslly vecy weak production of
satsics witin the projects. The:absenceof data indicatos that systems for follow-up
of results have been deficient. This is shown bythefoﬂomgtwostatemems l'emrdmg
cvaluation of results have not been a natural part of the activity,.." (PDRI);
"Evalustion mechanisms have not.been elaborated and implemented eadlerm rh;
pmm which make a quantification of these. (economic) .eﬁecta-pozsib]e“ (tﬁe fishery
pm:m? (SIDA 19 April 1992). Another explanation is methodological difficulties in
estimating the quantitative impact. upon vaguely defined (“increased living standard”
andreguzmy changing objectives (Ostiker 1993). The production of statistics has
d;ﬂrwedov?rmeymhom,almu-whhhmagﬁmﬂmmm.m&pwy
A_gﬂ:::o.lIS“;!'w::Imhm;l,sm(:eSIIZ)As_upparmﬂmatatimicaldepaﬂma:tot‘-thehllinintryl:'or
‘ It is, finally, of the wtmost importance that evaluations are conducted
wmmwmu,mmmmmwmtm{isawmmo?
Itmmtobviousthatmwaluator_isindepeudemjust.becauseheorahehumt'
worked or js not working within-the project. Many of the eveluators work for
coz.mkancyﬂmsthatmdepmﬂemonsmAummphyerforthekﬁrm'wndval
Thsmw.mhwmﬁvuformeevahmwadjwthemﬂummhethinkstm;
mmmwm.mmmmmmuwwmsmAhmm
fewyemandimptovementshavebeeumade.Thegroupofevaluatomhubeen
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mmthdrawﬁomasectorcompletefywuldbethememmofthesectordepmm
at SIDA.

ITBabthtytomcttomformauonmcapturedmﬂuoomeptofeﬂicimcyof
change. AccordmgtoForss—Cadsson(lD%),thuhndofeﬁ'ecnvemlsespemﬂy
impoﬁamindwelopmmw—opemﬁon,simetbcwﬁﬁtyishiglﬂy-oompkxmd
turbulent. High effectiveness of change means a willingness to react to information and
quickly decide whether a change should be undertaken or not. Since the decision
makmgenﬂ'aﬂymmsponsibleformumngevﬂmthemssmmchfor
information should be considered as well,

No complete analysis of the efficiency of change has. been undertaken, but &
couple of examples of delayed or time-consurtiing. decisions can be made. The process
of evaluation of the education sector support mentioned above was initiated in 1984
However, a decision was taken as late as 1986, i.e. after two years. When signing &
new sector -agreement. in 1991 it was. decided ‘that -the: co-operation .should be
overviewed: half way through, in 1993, These overviews were delayed, however, and
mﬁmshedunﬁlmespﬁagoflm.mmmeismemﬁmﬁshuy:pmjmm
Bubaque. It. was decided in 1985 that the support should: be levelled out in the
medium-term.. Sompartshavebeentmmnated,formstaneetbemmmemalpartwas
stopped in 1990, but support still remains today.

Anothucrucmlaspectofthedeusonprooesustheﬁowoﬂn{omation It
seemsthatﬂwdesmpuonsofﬂiemofprqectsmdwuaﬂm-opamonmmﬁemal
SH)Amemorandaorevaluaﬁnnsdosouwﬁnnsﬂepmsiglﬁﬂmﬂyﬁ'omthe
desaipﬁmsinthel,utasmtheGovmmm(thefomml'SIDApmpmﬂs:ﬁ)rﬁJmm
co-opa-aﬁon).To:analyseﬂﬁsﬂmber,-wehwemmpmmed&mipﬁomﬁomtheu
diﬂ‘eranmcesmnmgthePDRIatthepmjeﬁlevdmdtheovademipﬁon
of the co-operation.at the higher levels. it should be stressed that this conclusion is
drawnﬁomanmalyﬁsofa-lhniudpan-ofmemdlmmspondm-baweenthetwo
agendesand&ﬂitcanbynomembemgudeduawﬂﬁahrefuﬂhmm;m
analysis of informal commwmication is possible to-undertake.

In the 1991 Letta'totheGova'nmmt,uodemipﬁonoftheresmtsmd
mdlievemmtoﬁobjecﬁvuof-thePDRImnjedishwhded.Thﬂeisonlyavayhid
pmmuﬁon'oftheobjw&vesmdtbeongoingmmfonmﬁmofthepmjmm
weeks before the letter, 2 memoranda from the SIDA mission in Bissau describes the
projectbymﬁngthat"Themcessityofumdicdrutucmring-ofﬂwpmgrmmis
evident. Ofmamuﬂhndgetofsmi'rzz'mﬂﬁon,oﬂysmtlsoooobmeﬂtsthemget
group in the form of credits for inputs, except for the advice-service of the extension
workers, whose. quality is doubtful. One third .of the budget goes to technical
usistanoeaMthermminingpmtokeepingthemhﬁmfsoﬁdalsaﬂom"(smADCO
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2 October 1991). The critique from the SIDA. representative. seems 10 be shared by
programme since- 1991, as described in section 6.2.1; a: Swedish TA reports to the
SIDA mission in April 1993 that the programme has had little effect on the target
group and the development of the zone, that the earlier management was very
administrative toutines have made follow-up of the actual results-difSicult (SIDA-DCO
8 Aprl 1993), Moreover, 18 months. after the 1991 Letter to the Government, a
mhcdevalmﬂoncamethntrecomnnndedalhn-downoftheprqwt(seem
6:2.1).

.. The Letter of 1987 presents :some of - the difficulties that had -actually
confronted some of the projects and .the co-operation. in- general. Thus the Letter
claims that "the Swedish aid has not been without problems”. It was concluded that
some of the work was not firmly based in the overall Guinean social-and economic
environment. This description should be compared to the: 1987 Country report, which
describes total foreign aid, including the Swedish, zs follows: *In addition to the other
scattered in-all sectors with no co-ordination with one another, and. their attenipts.to
create their own structures outside the domestic structures... The strategy has basicadly
been aimed at making the projects as independent as possible of the Guinean society”
{de Vylder 1987).

The weak absorption capacity:of the Guinean-economy has. been mentioned
frequently throughout the history of co-operation with Guinea-Bissau. The Letter to
the Government of 1991 says: "Guinea-Bissau has. a low abserption -capacity. ... This
makes it difficult to increase the Swedish-aid to specific sectors, which.in tum leads to
difficulties to concentrating the support in the short run", The possibility. of decreasing
the total amount of aid seems to have been neglected. A possible explanation to this is
given in a SIDA memorandum which states that the amount of aid is too.large: *...it is
an impossible task to explain for 2 number of members of the Swedish Parliament that
one of the poorest countries on earth receives to much foreign aid from SIDA".

One interesting point, describing the -arbitrary -nature of the development
strategy towards Guinea-Bissan, is found in the Letters to the Govermment of 20
October 1989 and 23 October 1991, 'Whereas the background descriptions are te a
considerable extent similar (in fact, the latter is in large parts identical to the-first onie),
the crucial sentence reads very differently in the two documents. In 1989 it reads:
*Against the background of these experiences, the direction of the aid over the next
period is largely wnchanged (owm italios)". In the 1991 Letter, the same critical
sentence reads "Against the background of these experiences, the assistance should to
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a larger degree be focused on competence development and institutional creation”.
{SIDA 1989-and 1991. Authors' translations.) This represents a considerable change of
heargbuedonthesameanﬂysis,inmm'ﬁme.:wmwutheobviouseomhdon
drawn in 1991 not formulated already in 19897

7.3. The Project Environment ‘ :
Togetaweﬂﬁmcﬁoningprojectitisuotenough«thu () a comprehensive project
appraisal is made, (ii). the project is well -administered, (iii) performance s evaluated
regularly with appropriate methods and (iv) poor performance is tapidly. rectified when
detected, The macroeconomic environment also has to correspond to the objectives of
the project, The concept of project environment: should be understood as all factors
exceptthedimpmjeﬁmagmmm-inﬂumoethee&beﬁmeasofapuﬁwhraid
project: Wahavenotbeenabletoooveraupem'blefacmrs,ofmse;bmmhnm
tohighﬁgmvsomeaspmﬂmhnvebwnomﬁduedhtheﬁt«am-mﬁﬁecﬁvmof
aid and which we find relevant to the case of Guinea-Bissau,

73.1 Trade Regime and Price- and Tax-Policies S
For individual development projects to become successfil jt is-important that the trade
regime and the. price--and tax-policies are conducive to the objectives of the projects,
Otherwise there is a risk .of failure even if the project is well planned, managed and
evaluated, .
hlGninea—Bisuuprice-ndtax—poﬁeiuhavemmglydisﬂvmmdmy
activities financed by Swedish.aid. The artisanal fishery project of. Bubaque.is one
mmpk;.—Fuhammmminedmdampﬁedwhhbommdbommgimhutmthe
determined low prices; .gave no incentives for the fishermen to-increase their catches,
TIﬁswﬁmMmeMuﬂedbyaﬂowhgﬂme-SoﬁdU:ﬁonﬁshingﬂeampaytheir
fishing licenses in kind. 'H:emnrketwasﬂoodedwithcheapﬁsh,leadingtolower
Andther-mmpleisthePDRIwhere-theinmnﬁmforthepeasantatoadopt
mwueds-magiuﬂmmwmnimmhawbems&ﬂedbmwofhwﬁmgatepﬁm.
Despinsoﬁidal.poﬁcydecluaﬁcnsnyingthmagﬁadmwasapﬁoﬁtysectm,the
acmdpolicyoftheGovemmem,mﬁl,thcadopﬁonoftheSAP,wutopromote
industry and urban activities on behalf of the raral population and agriculture. This was
mmﬁfestednﬂunlyhluwﬁmgﬂepﬁeessetbyﬁwm-pumhaﬁngmmpoly,m
alsoinwstom:forintemalmdeinasrimlmralpmdum
Theh‘nderegimea;laosh'cnglydisfavwredmmyofthe activities financed by
Sweden.sincethemainagﬁmMuﬂpmduas,ﬁneandcashewnns,meithacxpm
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goods or low-protected  import-competing products, the highly overvalued real
exchange rate up to.the early 1990s led to reduced prices and thereby-lowered -the
incentives to increase production. The overvaluation also-hampered the attempts to
divasifytheexport structure through Swedish industry support. Twommplesm-the
Socotram wooed industry and the Folbi industrial forestry. company (more detailed
information about the projects is given in section 6.2). The detrimental effect Gl'leexpm‘t
and import-competing sectors was reinforced by the kigh taxes on exports, which
almost exclusively consist of agricultural products-snd fish, and the low taxes on
imports of competing: agriculiural products (rice). Incentives for increased pmducﬁnn
were further reduced by the lack of supply of incentive goods, palﬂybecauseofhsh
axes on imports.of simple consumer goods, and the absence of a rural marketing
™ The adoption -of the SAP has feduced or eiminated many of these
disincentives. For instance, the: prices of fish and agricultural products.are-no longer
pouﬁcauyamﬁmamdmonimpomdeonmgmdsmwsmm
lowered. The.improved infrastructare. and increased imports. of incentive goods have
Problems remain:however. As was explained in.chapter 5, we find that ﬂmeqnihbnnm
real .exchange mate . has -been' highly -appreciated .because of fomgnud -'ﬁns
again, examples. Another related problenn is the.low taxes-on imports of rice. It s
widely held that an import tax of 20 percent,; compared tofthemvalhng le-lipm
should make domestically produced rice competitive with imported: rice. - This. should
in&euseﬂ:eiwmﬁvesmndommomeﬂ‘ecﬁvevuisﬁesofﬁcemdmwm
and thereby increase the effoctiveness of agricultural projocts, such s PDRL. The high
tax rate onexports of cashew. nuts is a third remaining problem within the area.of trade

.2. Absorption Capacity : . .
L.i:iwhﬂomoffor:;dddemm;lmﬁnmmemdpm.mmemmmm
administration of - the .inflows and negotiations with-the donors require .competent
p&somdmdncapabilitytoorgmizeandphnﬂnhwesﬁmnum,thatm“eumd
eﬁ'eeﬁveiymddonoteouﬂemctthemohiﬁzationofdomesﬁcmmce&Alt?le
resources for recurrent costs and skilled administrators as well as other personnel.




revanue,butauotherimpmam:soumeisthe collection of counterpart funds, The
hnmanrescurcesarepredommanﬂyshlled manpower, ‘necessary for adininistration
memmnmmwedﬁcsﬁus.Thedmmd-ﬁrsﬁﬂmmdk
notlmmet-it?projeds,bmalsofbrthemilﬁshies'mdinsﬁmﬁbnswhichareresponsible
forﬂgoh:_lﬁonsandothercontactswiththe donors, The ‘concept “of institutional
resourceslsnothdependmtoftheabove-mmﬁonedresombmhshouldbe
:mdwstmduﬂwlegﬂaﬂdﬁmmwmauminthemmmyﬂheabmmﬁoncapadty
lfdepmdemonﬂleabiﬁtykofﬂwselmdmdﬁmndalsnumwestodeﬂwhhinﬂowsof
aid. - :

o ﬂih:w?m&%&d@themmmdmo&ﬁtyoffor&mﬁ¢cmt
] an: needs aioneof-thereclplemcountry;rﬂleabﬂiw,inseva'alaspeets, of the

o The lack of financial resources and the resulting inability of the Guinean
Gweﬂmemm'wverﬂxe-mcwremeosmﬁthownmvmaweredimssedinchaptw
S.anypwphwehavetﬂkedtocmsidertheGovermmfshabiﬁtytopayadeqmtc

135

The lack of absorption capacity also influences the quality of investments. One
explanation for the high capital output ratio relates to a contradiction between capacity
creation anid capacity utiization in an economy with scarce resources. If there are not
the utilization of capital, through non-finctioning machines, shortage of fuels and
unmotivated empioyees. In the extreme case, when the loss of capacity utilization
exceeds the gain of capacity-building from a new praject, the marginal return on new
investments in capital is even negative. ‘

Among people we have talked to, it is generally considered that the lack of
human skills is one of the-main constraints on the functioning of projects as-well as
overall public administration. The reaction among donors has partly been to finance
education, mainly abroad, -for people in key positions, but-even more commonly to
replace -Gainean manpower with technical assistants. For Swedish support, - this -is
shown by the significant amounts spent on foreign experts (see section 7.2.2).
Furthermars, -the shortage of Jocal competence has led to-a situstion where: the fisw
ghble representatives -of the -Guinean suthorities have been excessively engaged in
donor-related activities. The donors compete /for- these -few :competent men and
women, offering them different forms of topping-up or other types of wage
positions that this may cause. Within Swedish support, topping-up hasto a large-extent
been avoided, but it is used within some projects, for instance the School- Book Editor.
Another effect of the lack of human skills is the considerable administrative -and
organizational pressure that has been put on the SIDA mission in Bissau, This, in-4urn,
has lead to a situstion where the formal responsibility of the personnel at the DCO,
strategic eyerview of the projects and long-term analysis.-of their viability and

Analyging the development co-operation process between the years 1974 and
sbout 1990 shows. another important neglect to be crucial, the . institutional
requirements for economic development. Although it was well recognized that the
late 1980s to address this problem or to adapt the amount and-modality of aid to:the
prevailing situation. This neglect has had an adverse effect on the allocation of import
support funds. No functioning market-based credit allocation mechinism or system
exists :in Guinea-Bissan and the funds have consequently been allocated
administratively, resulting in srbitrary and political distribution of foreign exchange.
Another example is the substantial industry support throughout the 1980s, during a
Institutions, such as legislation and fonctions for promotion, control and menitoring in
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zsmownedmd-mngedmmm,mmmgorgmsﬂymmﬂim Itis
-‘c_once:wable thateqnsl attention should' be given to the social and . cultural
eonmuommtbsmp:emoounﬁywhendeddhgmaid-poﬁeiesandmbjecﬁm.* "

7.3.3. Donor Co-ordination oo
hnmnﬂmdﬁn@eeeommyﬁwhzgmmydonmwithdiﬁumobjecﬁms,mhods,
policies and conditions; lack of co-ordinstion among:these is likely to be an-important
m for ineffective development assistance, Regardless of where the responsibility
lies for co-ordinating the aid inflows, .the absence of co-ordination between donors and
' Lack?fcmmdimﬁonmay-cwsediﬂ'ﬂmfdcmto-mnsﬁdlupmjmm
instead- of being. complementary  start competingfor skilled -personnel-and : financial
resourcea Anotherexample 'is when.-different projects are uncoordinated ‘regarding
pelfc!es,:fo:-mstance for rural credits; causing great .confusion on. the part of the
recipients. For a recipient to negotiste simuitaneously with several donors for financing
ofthesame project is not unusualand may lead to & situation where resources. are not
ut?hzeda in the mostefficient manner. 'When:discussing the-iszue-of donor en-ordmanon
wllth:rqm.lentsﬁves:of the donor ‘eommunity, the ever-repeated responge is that ‘the
Giﬁmnﬂovanmunmdmtbom have no or little-interest in altering the present
m Thcypneﬁrﬂnemhagsetnngwhwebytheymﬁeetoplayoﬂ‘ﬂwdﬁermt
: against each other in order to- maximize the aid inflows, In this:context, the
SW‘:mﬁq:dmmg the responsibility-of co-ordinating the aid i the hands of the
reapaemsee:mdoubtﬁﬂ Not only is the Guinean Government unable to co-ordinate
the a.ld‘in an -effective manner, it is most fikely unwilling to do so for the reasons
::ennonedibove Increased donor-co-ordination has since long been an issue of
scussion among concerned aid practitioners in Guinea-Bissau. - Although eforts have
been made; e.g. round table conferences, it seems that furthér measures are necessary
~Anexample at:the sector level-is from the education sector: In a memonndum
from.the SlDz;&-ﬁnanoed Swedish co-ordinator at the Ministry of Education (Ohlstedt
1992), co-ardination within the sector is. described as disastrous: Most-of'the Guineans
oomtelpm at the Ministry of Education are said to be uninterested in co-ordination,
The activities of the UNDP have delayed the education reform by at least three
andtheWorldBmkshowmintereu-inmrdimﬁm, but-has failed to moipl?ﬁ%m;
much so farSnmlnrly a closer dialogue between the- parties in the industrial sector
sheuldbaapout:w contribution, as the setting up of an industry promotion body,
credit facilities and: legislative units arg:not wholly separate affsirs. A general featurei;
that when the.aid projects and programmes detiand qualified- local personnel, donor
mummm.%mmﬁyofqudiﬁedmelludsmdomrmdﬁuying
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to attract these people with high salaries and different types of topping-up and other
benefits. More efficient donor ¢o-ordination is. necessaty to- reduce the tilt in relative
prices in favour of aid-related activities. . :

7.4. . Overall Swedish Aid Management
To support a resource-scarce and- underdeveloped country like Guinea-Bissau has
proved demanding for the donors;Some crucial aspects were anslysed in section 7.2,
but these in turn: are influenced by some general features of ‘the management of
Swedish foreign aid. o -
Sweden became one.of the largest donors to Guinea-Bissau immediately after
independence. This was primarily due to a political interest to show solidarity with-the
country and the former mdependememvenmu,nownﬂmg ‘party, PAIGC. The
amount of support may therefore have been an indication «of political interest rather
than being based on an apalysis of the prioritized peeds of the country and- its
sbsorption capacity. The neglect of analysing: the absorption capacity, as well as the
indirect effects of aid on macroeconomic varisbles; -such as the real exchange rate,
inflafion and savings, seems to have prevailed throughout the years. “This is probably
one explanstion why no discussions. concerning the amount of aid, until the last two
years, have been held: Ti-appears that the system of country frames has lead-to more or
less antomatically increased-amounts of support every year, irrespective of the actual
effects of the:aid. Wethﬂeforempponthe‘ment-Swedishdecisionmwmﬂmteibe
- Another - feature -of -Swedish -sid management is the Ilack “of sufficient
hnpﬂcﬁonsofmppmﬁngaownﬁywiwnwha‘wmlyhﬁmmsed:mmyand
shortage of financisl and human resources.as Guiinea-Bissau, have not been-fully
analysed and understood. In fact, . we have encountered -only two -documents with
analysesofsomeofﬂxemaaoemmnﬁceMofaidmdneiﬂwisvety:hmough(de
Vyider 1987, Martin 1993), The lack of attextion given to the-ssuc is shown by the
faotthattheposiﬁmueoomnﬁstﬂtheDCOformmyymmdunﬁl.memly.hu
bemhcldbypwplevﬁmmﬂfomalwomnicmining:’-lt-uhmﬂdbesueued,howwer,
that the importance of macroeconomic competence. has been more acknowledged
within SIDA during the last couple of years. Both the 1989 and 1991 Letters 1o the
Govemment stress the need for. larger macroeconomic follow-up and consequence
annlysisbothoftheSAPandoftheeﬁ'ectsofSwediahaid. -

5 "This scems to be a cominon problem within SIDA. In 1988 only a fiw of sme ten appointments a3
omonﬁﬂmtheDOOswaeﬁlhdhymMmiﬁs(smAlmy :

i
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'Fwtl}mnofe,afl-.increasingmmberofeoommimhnubememployedandco-
;p:auonmthummuesmdmmummmnndesmAhasbemembhshed In the
c.xf G'mnea-Brssau, this has led to co-operation with the University efGDﬂ'l.mburg
Tre::etmg ml:i::rgy s:n:;::f the overall macro economy of Guinea-Bissau 1991-1993,
Gt i et al 1991,-1992, 1993) havebeeﬁapprecuted' by SIDA,
in . othm'domragenqeseagagedinthecoum]y.ﬂowwinm
opinion, a'senous drawback is that the impact of aid-on the macro economy i;largely
;eglmdfnﬂgmmdieamﬁmmm,mmmmmﬁmomfmm
?tﬂ&ragnmdmwpondsmﬁﬁmmpementoftheoﬂiddecommyzinrwmt.
yemsmdas.wel_nves!mwninchapteriithu,had:mwhnpwtonsweml
m'ms in different ways. To analyse this impact is therefore crucial
. hnve-bqenappropﬁate.forsmA,asWellastheMnim-yﬁarF i
Aﬂfalrs,tohaveobtaiuedthiskind-oflmowledgenmeaﬂystageofﬂndevd et
co~operation, e
"Iheinmomnceofeompeteneeisnot-restﬁctedtotheﬁel ics;
i e o e 4 e
\ of co-operation, Equa!ly.impomisthatthe,workmgoonditionsmmchthat
ﬂusoompetmoecanbeusedibrmalysixoftha.eﬁ'ecﬁvmmdrdmofﬂn

msu?nthefomofmnremd-weﬂeducated.womnﬁmworhngmfoﬂow-upoﬁhe
mhveness. and relevance .of -aid. actually lead to improved effectiveness
efficiency, =
Theadlninismﬁvecostsatﬂw.Swedishﬁ)rdguaidmthoriﬁeswerebudseted
at SEK 530 millions in 1994. This is 4:1 percent of the. total Swedish foreign aid
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project aid to Guinea-Bissau goes to technical assistance, SIDA-personnel and
administration, out of which technical assistance accounts for the most. Most technical
assistants do not primarily work with administration although a significant part does.
How much of these expenditures that go to administration is-not shown- in SIDA's
accounts. An accurate account of the share of the aid budget that is actually spent on
administration is therefore lacking. It is nevertheless clear that total administrative
costs for the project aid to Guinea-Bissau.is very high. if-a few top-level economists
were involved in the planning of projects, monitoring their progress.and were part of
the evaluation process, we think thatthere would be scope for better functioning
projects - with lower administrative cost in the longer term. :

The incentive structure within STIDA, largely given by the fixed country frames,

_ emphasizes the importance of disbursing the allotted funds. To end up with reserves is

considered a fhilure that might lead to a reduced country frame in the coming year,
Since reduced country frames mean less money for the department and, consequently,
less prestige for the head of the DCO, there are incentives to concentrate on.the
disbursement of aid rather.than on results. Thiy is further accemtuated by the
complicated situation in Guinca-Bissau, with large amounts of aid and lack of domestic
resources, which make it hard to find effective and functioning channels to disburse the
aid through. We are of the opinion that this has resulted in the: focus being directed
towards how to disburse the allotted funds, i.e. supply driven disbursements, rather
than on results and effects of aid. :

All in all, it seems that the interest for Guinea-Bissau.from the early days of co-
operation has fallen significantly in the responsible departments. The interest and
knowledge of the country has therefore in great part been concentrated to a small
group of people, with comparatively little attention from the formal decision makers.
The lack of interest has certainly influenced the efficiency of change, resulting in rather
slow reaction on information from administrators and evaluations. The position of the
Ministry for Foreign Affairs is given in a memorandum by the then desk officer:
"Qutside the Swedish aid clan the country is practically unknown. As a consequence
the country, even in the aid policy context {own italics), has received a low priority in
a very unfortunate way...The Swedish support to Guines-Bissan has not had any
significant political dimensions in Sweden during the last ten years. SIDA has as a
consequence in large part conducted the co-operation without: significant interference
from the Ministry for Foreign Affairs" (MFA 16 April 1993). A further example is &
letter from the responsible department at SIDA in Stockholm to the former head of the
DCO in Bissau. It is more or less explicitly admitted in the letter that too little interest
has been paid to the situation in Guinea-Bissau.
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To end this section on a positive note, it has to be emphasized that some
important reforms and changes in the aid administration and the development co-
operation with Guinea-Bissau have taken place. The efimination of country frames and
the increased emphasis on macroeconomic competence are in line with what we think
evaluations need to be reinforced, and' recognised methodologies used. This requires
that the projects/programmes have quantifiable and well defined objectives and that
they ‘produce the necessary statistics in order to assess -their effectiveness and
efficiency. - Clearer mechanisms for how ahd when to end support must also be
implemented. Further, credible conditionality for development-enhancing reforms is
necessary in the case of- Guines-Bissau. This regards both macroeconomic and
sectorial reforms. Finally, even: though 'we approve of the focus on capacity building,
memfmdohgtlﬁs'mubenndyudmorethomuwy.-m-bdiefthumpadty
building -should be promoted through supply of technical -assistance might not be
shared by the recipient. As expressed by the hiead of the African department of the
World Bank: "..most of this technical assistance is imposed, it .is not weleome and
there is no demand for it really except on the-donor side® (Jaycox 1994).

7.5. Summary and Conclusions - :
mischapt«*hupohuedtounumha"ofupecmwhichweﬂnd-tobehnpommm
discussing the effectiveness of project aid. Once again it should bé stressed that this st
of issues.is by no mean complete, but-contain aspects that are necessary to- consider
when implementing project aid, : ' .
Within project management some general weaknesses have been detected. We
have 1ot been able to locate proper and independent project appraisals and several
evaluations identify. unclear and unrealistic objectives, Project proposals from the
Guinean Government generally lack an acceptable analysis of the financial and hyman
requirements. The administration: of projects has been foreign personnel-intensive and
often with. unclear responsibilities. Several Swedish consultants have confirmed that
theymmﬁimﬂyuﬁhudandthﬂﬁwmspmdmghutbmhalfoﬂhwwoﬂung
ﬁmemhman‘capacityhﬁlding(wﬁchiswhutheywmmthm-for).ﬂmew«,
thehwnﬁvemucmis-mchthatﬂwinmeu-ofﬂnwmmmmme'ﬁnmthey
work for, to get continued job opportunities may discourage the questioning of the
overall relevance of the project or programme they are engaged in. The evaluations
thathavebemundemkmhawgumaﬂymt-usedanymosﬂizedmethodohgy.m
mcﬁonminfomaﬁonﬁ'omevﬂuaﬁommdmmmonitoﬁnghummeﬁmesbem
dow.Onepossibleexplmnﬁmisthﬂaﬂhfomsﬁonhasmtdwuysmwhedtheaﬁuﬂ
decision maker. Furthermore, even though the discussion within SIDA on the means
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andsﬂa:egiesfordiﬁ‘emnpmjecuwemswbemthaopmthmilﬂmarelucmm
i 10 & project or sector.

° magyheﬁmmmqmmnent'mppms for pm]dmnestic financial contributions for mofﬁ haz
idtommmonmehﬁguofther?dp.ieﬁmm.mr::“d rp:nd
capacityalsocomsﬁnmciﬂandlegislaﬁwmummmdlmk.o' -perso

wndmitﬁsterandorganizetheh:ﬂowscfaid.mnorco-ordlmmn-mge:mnﬂ. y
consid«edmesunﬁdmnngthcdonmhnﬁuitﬁd.mhodsforowfdfmo;mm
diﬁc\ﬁttoestabﬁshTheSwedishpolicyofhmdmgovarresponsbﬂxty rm-f
ordinaﬁonmtheGuimnscmbeunwise,puﬂybecauueofﬂwmmmmo
administﬂﬁﬁskiﬂsaﬁpuﬂybewmitisdwbtﬁﬂwhcﬂﬂ'th-eyact?aﬂyh?\:em
mterestmoo-ordmmngthemdlheprewousemmmmhcywuhpf:rhncaﬂy
determinedpdcesandlighmandmﬂﬂkonmd?oreat'edfbmoennves_ many
'Mﬁﬁammmwsmmﬁd.mmmmmam“mm. .
agﬁuﬂmrdmnpmmﬁshcuchesmthuebymnmdedb?theemmpou:;
Sincetlwl%?SAPthepoﬁcyhaschmsedtowudsmrketpncesmdreduoed

- AspectsofcveraﬂSwedishaidmmagunenthavealwbeenimpomtforct.)-
opuaﬁmwithGuinea—Bissau.Oneisthsﬁﬁhumnﬁmgive'nfoﬂwmmmmlfm
eﬁ’ecﬁofaidmdthelackofmpetmonthembjeetwﬁhmtbedmorage::es.
However,tlwimpomnceofmacroeconomicannlysishubemmoreac:lmaﬁ g:
withinSIDAthelaslyears.Anmhnra'ucialaspectisthattoomuchattermonseemsthe
havebeendirectedtowardswaysmdishmetheag'eedﬁmdsmhcrthmm

results.
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PART IV

RECOMMENDATIONS FOR FUTURE SWEDISH
DEVELOPMENF CO-OPERATION
WITH GUINEA-BISSAU




144

Chapter 8. SUMMARY, CONCLUSIONS AND
RECOMMENDATIONS

8.1. Introduction

The objective of this study has been three-fold. The first objective was to clarify
the extent to which Swedish aid has been effective in promoting growth and social
development in Guinea-Bissau. The second was to assess the administrative and
procedural effectiveness of the handling of project/progremme gid by the Swedish
aid agencies. The third is to give recommendations as to how Swedish
development co-operation with Guinea-Bissau can be improved in the future.

The plan of this chapter is as follows. In the next section (8.2), we provide
& summary of the methods we have used to assess the effects of Swedish aid on
growth and social development in Guinea-Bissau and whiat conclusions we have
reached. In section 8.3, the main findings are réported regarding efficiency in the
handling of aid to Guirnes-Bissau by STDA and other Swedish aid agencies. In
section 8.4, we provide a series of recommendations as to how Swedish aid to
Guinea-Bissau should be reformed so as to improve efficiency. The
recommendations are given under five headings: (1) objectives of Swedish aid to
Guinea-Bissau , (2) volume of aid, (3) conditionality, (4) sector concentration and
priority, and (5) the handling of aid st the donor end. The chapter closes in section
8.5 with some reflections on the time perspective in which reforms and
development performance in Guinea-Bissau should be considered.

The most serious limitation for our work has been the scant availability, and
the poor quality, of economic datz for Guinea-Bisszu, This has to some extent
determined the choice of methodology in our study. In assessing the impact of
foreign aid on the macroeconomic variables that determine growth in recipient
countries, econometric models have been used in recent years (see White 1993),
These models have been used to quantify with greater exactitude how aid affects
varigbles like recipient government tax revenue effort, its allocation of public
resources between sectors, and choice between public investment and public
consumption (all variables that may affect growth). A. necessary precondition for
such econometric studies is the availability of data for at least a 15 to 20 year-
period. This is not the case in Guinea-Bissan; time series seldom date back longer
than to 1986 or 1987. We therefore had to use other means of statistical analysis,

A related limitation has been that the available statistics cover the formal
part of the economy only, There are some observers claiming that the size of the
informal sector varies between 60 to 20 percent of the total economy. These
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claims are not built on quantitative analysis, however; they are completely ad hoc
guesses and we find them implausibly high (for reasons discussed in chapter.4). We
are convinced that the informal sector, defined as the value added in activities not
included in the GDP, does not exceed 20 percent of the total economy.
Nevertheless, the effects of foreign aid on a non-negligible part of the Guinea-
Bissau economy have-not been possible to analyse in any detail. Furthermore, most
of the data for the formal sector, covering. the 1987-1992 period, are crude and
unreliable. This is evident from the fact-that when there are data for one and the
same variable from different sources; e.g. different international organizations and
the Guinea-Bissan Government, they usually match very .poorly. This is true for
most developing countries, but especially so. in Guinea-Bissau, All the -data
shortcomings have to be born in mind when interpreting .the quantitative
assessments in this report.

-8.2. Aid and Growth in Guinea-Bissau: Summary

In assessing the impact of aid on growth; we have made a distinction between the
macro- and microeconomic effects. The macroeconomic effects of aid on growth
are indirect (there is no direct link at the macro level between aid and growth).
These indirect effects oceur when aid affects the macroeconomic variables that
determine growth (such as domestic savings, investment, human capital formation)
in the recipient country. The macroeconomics of aid were anslysed in Part I of the
study. The microeconomic .effects of aid on growth comprise the direct
costributions to domestic production ‘and real income that particular projects can
yield by earning a positive net real return on the investment. Swedish aid in 2
microeconomic perspective was dealt with in Part II. :

- The methodology we used to assess the macroeconomic impact of aid to
Guinea-Bissau on growth and social: development comprises a three-stage analysis,
conducted in chapters 3 t0. 5. :

Chapter 3, In order to provide & basis for understanding how aid -may
affect growth in aid-receiving developing countries, we have tried to identify the
main sources of, or preconditions for, growth in such countries. Thie analysis,
contained in chapter 3, is basically a summary of what modern ecoromic growth
theory and empirical testing have found to be the necessary ‘preconditions for
growth in developing countries. . There are, -of course, many specific factors that
affect growth in any particular-country, but recently a relatively wide consensus
has emerged on what are the minimum necessary preconditions for mstainabl.e
economic growth. Extensive recent empirical research suggests that in their
absence not a single country has achieved significant growth.
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The first necessary precondition for growth is that there is positive and
efficient investment in physical capital and, equally important, in human capital,
Not only the level of investment is important, however, as the evidence from many
developing countries shows. The efficiency of investment also has to be
considered. The two main fecessary conditions for both high and efficient
investment which we stress are: reasonably stable and balanced macroeconomic
situation; and a trade regime that does not discriminate against the tradabie good
sectors. That is, for investment to take place and yield a real return that shows up
in growth, the government in a developing country has to pursue & macroeconomic
policy that is stable and. balanced enough to give private: investors incentive to
invest in long-term activities. Tt must also, through the trade regime it ‘opts for, see
to that relative prices in the €conomy are such that investment is encouraged in
tradable good sectors, which have generally been found to have a higher {ong-term
growth potential than non-traded good sectors. These two Tequirements on policy,
which we find necessary for significant and sustained growth, comprise what we
see as the minimum requirements for good governance,

Chapter 4. The second step in the macroeconomic analysis was taken in
chapter 4, where the necessary fequitements for growth in Guinea-Bissau are
assessed and recent changes identified, Qur findings are very discouraging. The
domestic savings ratio is heavily in the.negative and there is almost no domestic
long-term investment (at least not in the formal part of the economy), either in the
public or in the private sector, practically all investments are foreign (aid)
investments in the ‘public sector. The education system suffers under great
deficiencies and too little human capital is produced. The "output” indicators show
one of the highest drop-out rates from primary school in the third world and only
some 7 percent of children start secondary school. There is a structural budget
deficit; the government's revenye collection effort has been very weak and has not
improved over time. Government expenditure is excessive in that public
empioyment is still very large, The annual rate of inflation (although difficul to
measure in Guinea-Bissau) is around 50 percent. The external balance is in the red,
Imports have exceeded export revenue by a factor of three for a leng time and
comtinue 20 do so. The trade regime of Guinea-Bissau is one of heavy
discrimination against the export sectors and some of the {non-protected) import-
competing sectors (mainly rice production) through a real exchange rate which has
been in short-term, static, equilibrium since 1991, but that is much too high
(appreciated by the massive aid inflows; cf. below) in a longer-term, dynamic,
perspective. Exports are also discouraged by high taxes. The sectors favoured by
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the trade regime are non-tradables in general and the sectors catering fo:: the "aid
industry” in particular (which must be the largest in the economy after agncul‘mre).
It should be noted, however, ‘that there have been partial reforms in the
Guinean ecomomy since 1987 which mey improve growth prospects. The
Government has freed most prices and the exchange tate is nowadays by and large
market determined (and no longer overvalued in the semse that there is a parallel
market, although it is inflated by the aid; cf below). Some public enterprises have
been fully or partly privatized. The macroeconomic policy is now regarded by the
IMF and the World Bank as "satisfactory” in some dimensions. However, there are
other reforms that are warranted, but where progress is slow or nen-existent: tax
revenue collection, public employment reduction, customs reform,. further

privatization of public enterprises, etc.

‘The poor prospects for growth in -Guinea-Bissau, as revealed by the
analysis of the "necessary preconditions™ are consistent with actual performance.
The overall per capita growth of the Guinea-Bissau economy is in the 0.5 - 1.7
percent range depending on what source is consulted and what years we choose to
look at. Considering that the investment to GDP ratio is around 0.30 (almost as
high as in the East Asian Miracle economies and substantially hlgher than the
ayerage for SSA), it is quite clear that the efficiency of the (aid financed: of
below) investmenis has been low. Moreover, .most of the growth has been
achieved in construction and services (the non-iraded sectors); in the traded goods
sectors, growth has been negligible or negative. It is also notable that growth has
declined -over the 1987-1993 period; in the four most Tecent years, per f:aplta
growth has been around 0.5 percent only. Whether there has been growth in the
informal sectors is difficult to tell due to the complete lack of data, but several
people with long experience of Guinea-Bissau claim that this fs probably the case,
In particular, theypointtoasurgeinsmuﬂ-scalecommercemlocalmarket?and
extensive "border” trade (mainly outward smuggling of rice and imports of simple
consumer goods),! . ‘

When it comes to the actual performance of the Guinea-Bissau economy in
terms of social development in various dimensions the picture is also gloon.ly. It is
notable that for most social indicators that reflect “inputs”®, e.g. expenditure ::m
health and education, number of inhabitants per doctor etc., it compal:es well with
other countries in the least developed category. However, when it comes to
"output indicators", such as child mortality, the figures for Guinea-Bissau are often

1 Whether and to what extent informal trade has boen effected by the devaluation of the CFA in
neighbouring countries is yot too eazly to tell.
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among the worst. This is a strong indication that the quality of investment, not the
quantity, is the problem in the social sectors, just as in the -economy at large,
Chapter 5. In this chapter, which ends the macroeconomic part of the
study, the effects of overall foreign aid on the various "growth determinants" and
social indicators in-Guinea-Bissau were studied. In analysing the effects of aid on
the macroeconomic. *growth determinants” in this country (or elsewhere), it must
be emphasized that there is no technique that can be used to separate the impact of
Swedish-aid from that of total foreign aid, The analysis:in chapter 5-is therefore
based on the-presumption: that the impact from Swedish-aid on the variables we
look at.is not significantly different from that of other aid. .Furthermore, in
assessing the impact of aid on growth, our contention has been that the concept
"contribute” is essential. Qur starting point was. that foreign aid is not intended to,
and should not, substitute totally for development based on the mobilization of
domestic resources. In other words, aid should be.a complement to domestic
resource mobilization in the recipient country, not a replacement. This notion is in
line with the basic concept of *development. assistance” and is also contained in
one of the sub-objectives for Swedish aid, viz. that aid should promote "economic
and political independence®: One important facet of -this objective is that ‘the
recipient -country, at-some point,: should become. able to achieve growth without
foreign finance in the form of official aid grants-and highly-concessional Toans.

- We. found: Guinea-Bissau to- be among the. three largest receivers of aid
among all third werld countries, both in relation to GDP and on-a per capita basis
(see chapter 2 for details), It is also one.-of the -countries -with the largest
accumulated foreign debt (relative to GDP):and theoretical debt service burden,

We have also found a connection between the massive inflows of aid" and
the poor state and performance of the country even though clear-cut causality is
difficult to prove (mainly because of lack of data. required to undertake
econometric testing). The fundamental internal disequilibrium, as manifested by the
huge permanent budget deficit, is financed by aid. The large inflow of aid, up to
rather recently with no conditions set by the bilateral donors; has covered this
deficit and provided little incentive for the Guinean Government -to- raise -its
tevenue collecting effort. Likewise the many aid projects have induced a demand
for- recurrent cost coverage by the Government which has inflated public
expenditure. This is one factor behind the high {and unstable) inflation which tends
to induce uncertainty and discourage private investment. -

Our most serious concern regarding the macroeconomic effects of aid on
the growth potentinl of the Guinean economy relates to the impact on the real
exchange rate. The real exchange rate has for a few years been in short-term
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equilibrium in the sense that the gap between the parallel and the official exchange
rate is almost eliminated. The real equilibrium exchange rate, however, has been
appreciated by the massive aid inflows which -make it possible to. import. three
times as much as would be possible with present:export eamnings only.  According
1o our estimates, the peso has been appreciated.by more than 300:pefcent :against
the currencies of -Guinea-Bissau's. main trading: partners -over the 1688-1993
penod The very large-inflows of foreign aid (relative to the size:of the economy)
make Guinea-Bissan a ‘clear case-of the Dutch Disease. Relative:domestic prices
have been tilted in favour of production and investment in non-traded sectors and
consequently: to. the disadvantage of production and investment in-traded goods
sectors. These comprise mainly existing and. potential -export:sectors; but also.the
{(non-protected) rice-producing sector, one of .the largest and potentially most
important. . IBRD (1994)- estimates: show producer prices for the main export
agricultural goods to have declined by more than 50:percent in real terms over the
1980s. Consequently, there has been no growth in.these sectors on a per capita
basis. ) T :
Considering the emphagis-on traded goods sectors as the handmaiden: of
growth in developing countries in the new. growth:cum-trade theory, and:the
‘highly supportive empirical evidence, we find-the<impact of masaiv_e aid-on thereal
exchange rate to be a serious: reduction of the growth :potentialfor the Guinea-
Bissau economy. It is imperative that-the inward-orientation of the .economy does
not go farther; that the trend is. reversed towards:putward orientation. Once a
heavily inward-oriented structure of the economy-hias been:established over. & -lon;g
petiod of time, there are enormous difficulties and costs involved in transforming it
into .an outward-oriented one, as shown by the recent experiences of a large
number. of such. countries. now trying to change course with the help of various
SAP loans (IBRD 1994). : . - .
‘We recognize that one -of the purposes of aid is to allow for a domestic
trade deficit (as well as a budget deficit). But the purpose is. also that the aid
should stimnlate - domestic resource- mobilization and:enhance growth.in: traded
goods sectors, so that the trade gap can be closed after:some time. When this does
not happen, as in Guinea-Bissau, the end result is. a permanent. structural trade
deficit and -everlasting aid dependence. Most. of the foreign aid to Guinea-Bissau
has been directed to investment in the non-traded public sectors {education, health,
administration} or to the protected traded goods sectors (industry). That the per
capita groﬁh rate of the economy is barely above zere despite an aidd:'lpanced
investment/GDP ratio around 0.30 is an indication in itself that the efficienicy of
investment in non-competitive sectors is usually low, . .
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Finally, a word on what we can compare the present situation with. There
is,unforhmately,nosdentiﬁcmethod-thncmbeusedtopmvideaﬁﬂly
satisfactory answer to the question of what norm of commparison is the most
appropriate. Empirical economists are conventionally involved in estimating the
marginal effects on objective variables (such as demestic savings) of marginal
changes in "exogenous” variables: (such as. aid). That is, how does a small change
in one variable affect the other? At best, they use econometric techniques which
make it possible to: control for-the impact of marginal changes in-other exogenous
variables on-the objective - variable, and: also to check which causal way a
relationship runs. As mentioned earlier, the use .of econometric techaiques to
estimate marginal effects. requires that data are available for all the relevant
variables for at least a 15-20 year period. Since no such data series exist, we
cannot provide a thorough analysis of the marginal effects of one dollar more of
aid on the various objective variables of concert.

The.more profound: question of what are the non-marginal effects of aid on
the growth potential and actual growth in Guinea-Bissau one would not be able to
answer even if all data relevant for marginal analysis: were. available.-Aid at the
levels received: by this country cannot conceivably be thought to have "marginal”
effects only. Annual aid flows exceeding 50 percent of GBP over the past 20 years
must have affected the entire ecomomic, institutional and political system
profoundly. To answer the questians.in what direction and how much one would
have to know what the.situation would: have been without the foreign id.2 There
is simply no economic- or other method. available that :could help us answer
questions of this "systemic change" type. It is, of course, possible that in the
counter-factual, strictly hypothetical case of no aid whatsoever, - the economic
situation in Guinea-Bissau would have been even worse than it is today, but how
could we know? Another counter-factual situation is one with considerably less
aid. It is fully piausible that the actusl situation, or st least the growth potential,
would have been better in that case. That. is, with less aid, the Guinean
Government might have.-been forced. to undertake more stern effort to mobilize
domestic resources for investment. Again, we.do not know.? :

In summary, we can only conclude that in.spite of the fact that the (foreign
aid-financed) investment ratio is almost as high-asin the fast-growing economies in

% Ta obtain this knowledge is a5 difficult as to say what the economi itical situation i
;heSSquuldz_hmbeeninﬁubsmceofmm?;iuﬁm “ © ond pollical situation in
.In.p,rinciplc,1tWhmmhwmﬂMeM=ﬂMMWMomMMme-
Blsfanbymmmngthepﬂfomameofthikmuymmﬁermﬁeswimsimﬂhrm
which hlm te_eeived-mmah less aid; but there -are not enough: such conntries to' make the
comparison valid and much of the data needed are not available,
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East Asia, very little growth has materialized. We can also establish that domestic
savings are highly negative and there is, consequently, no domestic investment that
can bring about sustainable growth. We. can further conclude that negative
domestic saving year after year would not have been possible without the aid.
There is no way in which an economy like Guinea-Bissau- would: have been able to
cover negative domestic savings for twenty years through foreign loans on
commercial terms. Finally, we can conclude that after this many years-of massive
foreign aid, the Guinea-Bissau economy is completely dependent .on this aid for:all
investment at least in the formal sectors, : S

8.3. The Efficiency of Swedish Project Aid: Summary .
In part IIT of the study the focus was shified to the microeconomic effects o
Swedish project aid to Guinea-Bissau, i.e. the direct contributions to growth and
other objectives of the particular projects/programmes Sweden has financed.

Chapter 6. It should be noted that we have. not undertaken any project
evaluations ourselves; this would not have been possible within. the: scope of this
report and new evaluations were not included in the terms of reference. The
principal method used in chapter§ is thus an analysis. of earlier-evaluations of the
effectiveness of Swedish aid projects in Guinea-Bissan. 'We have also interviewed
many people who have been-involved in the various projects (see. Appendix 3).

The study -of the particular Swedish projects at the micro level leads us to
conclusions that are consistent with the resulis from the earlier macroeconomic
analysis. Very few of the.evalvation reports-we have siudied find projects to work
in an efficient and productive way. Some of the-major ongoing projects have been
failures (e.g. the main -agricultural project, . PDRI) and. other. projects have been
terminated-largely because objectives were not. met (several-industry: projects). A
few projects seem. to have: been reasonsbly effective (e.g. ‘the- school book
production project and the health laboratory). It should be noted, however, that a
{firm assessment of the various earlier:evaluation results and conclusions has not
been possible for the simple reason .that they -are not based on. quantitative
methods, but rather loose qualitative reporting. The chapter also included a brief
assessment of other: bilateral and multilateral donor projects and strategies. We
found that the deficiencies .of the Swedish support were by.no means unique. - -

Chapter 7. .In this chapter we presented our analysis .of why. so many
Swedish projects seem to have failed and why so few. have:been (reasonably)
successful in Guinea-Bissau.- The analysis was conducted .in: three :sub-sections.
First, the requirements we found necessary for effective project handling were
listed. These requirements concern ex amte project feasibility studies, project
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administration, ex post evaluations and current monitoring and the follow-up of the
récommendations from evaluations. and monitoring. The “actual -handling of the
projects were compared to these requirements. The overall conclusion is that the
methods used -by- SIDA are predomiinantly mmsystematic and lax at- all stages.
Second, the difficult economic and' administrative environment in which the
projects are to function was described. The key "exogenous" explanations for the
poor- project performance identified ‘were the economic policy of the Guinean
Government, the low absorptive capacity and the lack of donor ‘co-ordination.
Third, overall Swedish aid management was analysed; that is, the aspects that are
not directly related to project handling. Our recommendations for improvements
arepresentedmsect:on84belaw

8.4, Rwommendaﬁons

The recommendations in this section are given under five headings: (1) objectives
of Swedish aid 10 Guinea-Bissau, (2) volume of aid, (3) conditionality, (4) sector
concentration-and priority, and (5) the handling of aid at the donor end,

8.4.1. Objectives of Swedish Aid to Guinea-Bissau

When Swedish. aid ‘to ‘Guinea-Bissan was first givenr in the -early 1970s, the
objectives were political (to support the independence movement, PAIGC) as well
as economic; i.e. to alleviate the then almiost complete lack of consumer goods.
The political objective -seems to have remained for quite some time afier
independence, but gradually been toned down. The economic objective, explicitly
referred to in: the Swedish Government proposals, has shified from enhancing
consumption " through “imports to "growth and social development”. The other
general objectives. for Swedish aid concerning income distribution, economic and
political independence, democratization and more recently environment, are only
mentioned briefly in the most recent proposal, and not as explicit objectives. We
have fooused our analysis. of the effectiveness of aid to  Guinea-Bissau on the
"growth and social development” objective, although we' have assessed the
fulfilment of the other. objectives when data are available,

We find, however, that the growth objective is too vaguely defined to make
possible a definite conclusion on the effectiveness of {Swedish) aid to the country
in this respect. First; the objective that Swedish aid should contribute to growth in
the recipient countries. is-unclear because it is never spelled out how this is to be
accomplished (which make fulfilment difficult to evaluate), As we have argued in
this report, the impact of Swedigh aid on growth can be both indirect or direct.
The indirect effects take place at the macro level, i.e. by affecting the behaviour of
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private and-state agents in the recipient economy through such variables-as the real
equilibrium exchange rate. In assessing these effects, there is no known possibility
to separate the influence of Swedish and-other aid, but it is nevertheless these
effects of aid that are the most important in the long term if the objective of the aid
is to promote self-sustained growth. We have not detected any clear awareness of
these indirect effects of aid in Swedish policy documents, either from SIDA or the
Swedish MFA_ One can imterpret this in either of two ways; one is that the effects
of aid on macroecenomic variables have not . been -sufficiently understood,. the
second is that they are considered of minor importance. Some clarification. on-this
point would be helpful for the future. The direct effect of Swedish aid on growth
take place through the projects/programmes, which can be evaluated through cost-
benefit analysis.and related methods (which has not beea done o far; cf. below).

. Second, it is not made clear in what time perspective the ;growth objective
should be met. Aid has now. been given-to Guirea-Bissau for .20:years-and very.
little growth in the economy can be detected: Since this has-been known for sose
time {cf.-d¢ Vylder 1987) and aid has continued to-flow at unabated rates until last
year, the implicit: time perspective must have been quite long; or is it simply that
inertia on:the part of the Swedish-Government -and -SIDA has prevented reaction
and. demands. for. policy teform until very. recentiy? . We -do not know. what
explanation carries the:most weight, but. for the future we think that it would be
appropriate. for the Swedish Government 1o:.specify the time dimension -of the
growth objective in somewhat more detail.

- Third, thegrowm::bjecnveassuchdnesnotsayanythmgnbouttm

intended source of the growth. In Guinea-Bissau we found that the little growth

there has been (in total GDP as compared to marginal growth on a per capita

basis) is attributable -almost- exclusively to aid-financed. investment. Domestic
savings are heavily in the negative and there is hardly-any domestic long-term
investment, -either in the.public, or in the private sector: Is.it- sufficient that

particular Swedish-financed aid projects contribute to -growth -directly ‘(as

determined by social cost-benefit analysis-when appropriate)? Or should we have
the more ambitious (and .difficult to assess) objective that our aid should help
stimulate the domestic growth potential? That aid should assist in development,
not replace domestic resource mobilization, is in a sense contained in the objective
that the recipient countries should become . “politicaliy - and economically
independent”. We find it important, however, that thi_s question of domestic
resource . mobilization be addressed  in some more detail by the Swedish
Government. ‘ )
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. .Fourth, there is- no indication in the Swedish Government's growth
objective of how much growth aid should be expected to yield directly through the
projects {or indirectly through -its- impact at the macro level). Is any positive
number sufficient? There ig some difference between a project yielding a social real
retum {contribution to growth) of 0.5 percent and 5 ‘percent over its economic
lifetime. Inthe African countries, where population growth i 3-4 percent per year,
:e ml:: ht;fg re:um is quite. crucial. . This difficult ‘question needs to be addressed il;

objectives for aid in the. : Wi jecti i
ooty i | tbéﬁxmre,othmmseﬂwgr?mh ob;ecfrvewﬂlbe
Fifth and: finally, we find- it questionable whether "growth* really has been
the objective for Swedish aid to Guinea-Bissan in practice even in tairly recent
years. Most of the aid has been handled by SIDA (although.substantial balance of
Payment support. has been given by the MFA). SIDA has not made any attempts to
.auti.lyse.-the extent to which Swedish aid has actually contributed to growth, either
indirectly er My, or at least we have not fonnd any such study from: SIDA, As
stated earlier in this report, the indirect effects of Swedish aid'are difficult to trace,
but we have not seen even an-attempt to discuss these effects of gid Swedish and
other, on the macroeconomic variables that determine the growth p:)tehtial of the
economy. That is, although some SIDA -docaments cover :general macroeconomic
aspects.of the economy, we have not been able 1o find a single study that takes ¢
thorough and knowledgeable 8rip on-the impact of aid on the regl exchange rate;
govemn-lent tax revenue effort, etc.! It seems: that SIDA has not: aoquirednth;
economic co.mpetencer that is. required--to .conduct “investigations of the
macroeconomic:impact of aid. Equally serious, neither has SIDA undertaken any
proper evaluations of the individual projects Sweden has financed, partly due 1o a
neglect of the need to document the data for. the projects; which must'be -done if
such t.wah.xations should be feasible. All this-we must interpret as a lack of interest
in-glving priority to the growth objective; Judged by "revealed preferences® it thus
‘seems tf:at the objective for Swedish aid o Guinea-Bissay that has predominated
In practice is-simply to spend the country frame, (Whether this conclusion carries
over to other recipient countries-we: cannot tell} It should be noted, however, that

‘mmmmdybym;mm:a”3. ) '

f y ) o Macrocconomic Effects wadish ;

lmkmmm:c;cepﬂmlgm,wofmmﬂ“::jk. IW.SIIPPol’t

mﬁ,mml?;yummmthm x ; lc lssucs, but in most
N 4 Sldﬁl (1937)ﬂmmmmﬂymofm A S, .

Guinu-!{mubmdoeswdimtheﬂnksmﬁdinmydm_. mncroecogn::;lymahmm
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other bilateral donors do not seem to have undertaken more thorough analyses of
the effectiveness of their aid.

In conclusion, we find it imperative that if aid to' Guinea-Bissau should be
given in the future and growth is the prirne objective,-a much'more stringent and
concurrent evaluation of fulfilment must be undertaken. To-have a long list of
loose and broad "chjectives” for aid which are not-properly defined and never
assessed we do not find meaningful. We fully understand. that it is not possible to
set up very definite and exact "growth objectives and that growth is affected by
factors other-than aid. A somewhat more precise and stringent-clarification of the
growth objeciive nevertheless seem imperative if ‘the: effects of aid are to’be
evaluated. : R : S
It should be emphasizéd, however, that growth-is:not the only legitimate
bbjective for aid to a poor country like Guinea-Bissau.’ Aid in the form of import
support, used to. buy essential goods for direct consumption, or for: providing
health care, may improve the lot for very poor (usuallytirban) people. In-any case,
we find it important that whether the official: objective for aid to a paiticalar
country is-to. enhance welfare in the long (growth) or short term (consumption);
fulfilment should be checked at regular intetvals. Otherwise. it is more than likely
that other, less warranted, objectives (such as spending the country frame) are
allowed to- predominate in practical day-to-day- aid handling; that aid
administration crowds-out aid efficiency and-analysis: g -

8.4.2. Volume of Aid to Guinea-Bissau e

We bhave considered- three main-alternatives -when it comes to the.-vohmie of
Swedish sid to.Guinea-Bissan in the coming yesrs (under the-presumption that the
growth objective is retained, defined in more detsil and taken seriously). The first
is.to maintain aid at the order of magnitude that prevailed up to- 1992, i.e: about
SEX 90 million antally, The second is to ‘terminate ‘Swedish aid to Guinea-
Bissan. The third is a substantial reduction, but without any-predetermined sum
mentioned, which is the alternative we find recommendable. In the following we
shall provide our arguments for: this recommendation. :

The first alternative we -find- impossible -to' support. From ‘the ‘recent
experience from-Swedish - and other - aid. to. the country it is quite evident: that
there are not enough "good: projects” or other uses to.absorb this uch money.
Guinea-Bissau receives aid from many other donors and is one of the three largest
aid recipients (related to GDP) in the third world. This:is also clear from the large
Swedish carryovers that were built up {more thah SEK 100 million in mid-1993).
We find it well documented that the constraint on growth in the country is not the
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quantity of aid, but the quality of i development policies pursu
o Gy ot i, quality of the aid and the o] policies ed by
The. second altemative, to quit aid completely, we do not recommend for
mmsonsthat are both'moral and econamic.. Sweden. has for 20 years - together with
_ denors - dlf.launed massive amounts of aid to Guinea-Bissau, This money
Was given to a regime that up to rather recently followed an. impossible "socialist
"development l.atrategy: excessive stite involvement in the eatire economy,
l?dummzauon”;through import substitution in.an economy of 1 million people,
wrthan #verage income of US$200, severe discrimination against -actual . and
potetmalexports thr_ough a; vanetyof means, and -a.total .dependence on aid for
abwmveutntlmnt. All the aid was given without any credible compiaints from the donors
about the basic development strategy.followed: by ‘the Guinean Government until

1987, when the World Bank entered.the scené: more decisively -

Sweden had -been: mildly criticai of the development strategy in Guinea-

W and comprises one main product {(cashew.. nuts), there: are no ‘private
savings or ln.vestments,.-and the country has the lazgest debt:burden of.all countries
onap;:mq:tpua ba}is.-(?rhelatter;problem;Smdenhunot-conhibutedto.direcﬁy)
e md there has been. very little noticeable development. in -Guinea-Bissay
_ dependence. is not the sole fault of its. government. The donors - inchedi
Sweden - are also. responsible. for the failures by supperting an uupms:bn;g
develo?ment Strategy up to 1987 and, related, becsuse the aid has helped distort :
andltll-ldoes-the_stmcture:oftheﬁuinm economy, mainlybyprovi:in;
::::;“mcenuvu for a.strongly-.iuwnrd-oriented trade regime.. Sirce 1987
" Joined forces with the other donors/lendors in putting pressure on the

We think thl.lt_Swe‘dm has.to admit its contribution o the failure. of ﬁe
development of.Gumea-Blssau.»' We therefore find it hard to accept that for 20
years we contribute: to- pouring more money into the country than could be
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‘absorbed in, viable uses, which helps destroy the structure of the economy, and

when we realize this, we immediately walk out and leave them with all the
problems. On this- ground  we-find. it unacceptable. that Sweden: leaves Guinea-
Bissau completely as of today. We are of the opinion that the Guinea-Bissau
Government should be giver a chance to. complete the reforms presently under
way, but-if nothing or little of substance has been accomplished in 3-5 years time,
Sweden should definitely withdraw its aid. ‘

. The -economic argument for not terminating Swedish aid to Guinea-Bissau
as of today is based on what we find a rapidly growing awareness that the -quality
of aid and the absorptive capacity are the problems, not that the quantity of aid is
too small (rather its immense size is part of the problem):: This relates both to
representatives of the Guinea-Bissau Government and administration and the other

‘bilateral donor agencies operating in the country, (During our four-week stay
there, we talked to some 30:ministers, heads of government agencies and other
donor organizations.) If this awareness can be transformed into'new policies {after
the Guinean election, whenever it.comes) we think that Sweden can set an example
by being first among the bilateral donors to focus on effectiveness of aid rather
than just paying out money. At the macroeconomic level wé-can do-that by setting
up credible conditionality rules. for the continuation of aid: {section 8.4.3). At the
micro level we can do that by designing (fewer) projects which are ‘more
thoroughly prepared, more efficiently managed and which fit the. economic
environment better {sections 8.4.4-5). : :

8.4.3. Conditions for: Continued Swedish Aid . -
The question of conditionality in development co-operation has two facets: one at
the project (micro) level and one at the level of the entire economy (macro).
Conditionality at the programme/project level is related to. issues. such as
counterpart funds, payment of local wages, supply of certain inputs and sectorial
reforms, We have not been able to investigate in any :detail whether and to what
extent these conditions have been fulfilled by the Guinea-Bissau Government, as
we have not undertaken any new.project evaluations ourselves. However, in the
faw cases that we have looked at (mainly PDRI and the educational sector), it is
clear that the conditions have not been met in full or at all. We find it very
important that conditions are set for recipient-country participation in:all projects,
both when it comes to personnel and finance. If the recipient government is not
prepared to mobilize at least some if its own resources in.a project, this st be a
gign that it does not give the project enough priority. The risk of-a public-sector
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project failing and becoming an isolated "enclave”. in the recipient economy is
much less, we think, if the Guinean Government iy willing to take active part
We thus recommend that (i) a more detailed investigation be made of how
c.cmnter;‘mrzztfondmons bave been fulfilled. in recent years and that (i) .no project
aid begwen in the future without significant, noa-negotiable and committed Jocal
parfnmpaﬁon. .We further recommend that (iii) an *exit clayse* is attached to each
project. That is, all new project contracts should stipulate & date at which Swedish
suppott is to be terminated and. the responsibility - financia] and ‘managerial -
turned over .to the recipient. In the absence of such an exit clause, the recipient
gomm 1s got given enough incentive to mobilize domestic participation in the
projects. The exit time should be project-specific, but. the time frame should
exceed ten years only in ‘exceptional cases (provided
. i that we st i inea-
Bissay; of below). . Py e Guines
Conditionality rules at the macro level, set up by bilaters] donors, is 2
rathe.r.recem development. The World Bank ‘and the IMF have for-many years get
conmgons for macroeconomic reform in countries for them to qualify for SAL and
other loans. If Sweden continues - to -give aid to Guinea-Bissau, which we

unportant, made credible; that is, if the reforms are not undertaken within the time
limit set up, 3 - 5 Years, aid is terminated, We. also recommend that a-deﬁdm is
taken rather soon, stipulating that the ongoi teforms in Guinea-Bissau will be
formally and thoroughly evaluated by Sweden in 3-5 years time, and. if results are
not satisfactory, our aid js terminated. On the other hand, if reforms are com leted
and results are accomplished, we think there ig Teason to.continye developma:t co-
operation with Guinea-Bissau. Sweden has been there for more than 20 years and
hn._s accumulated a fair. knowledge of the country, while at the same time it has
built up a good. (but perhaps too 30ft) reputation, :

. .We will not go.into details as io how the various reforms- should be
conditioned; that would require 8 much more in-depth study of the relevant sectors
of the Guinea-Bissau economy than we have been able to undertake. We will ont
point to the broad areas within which we find reform warranted. There is a lon;
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One reform that we find unavoidable is related to the severe discrimination
against the export sectors and the agricultural import-competing sectors (mainly
rice producers) through the highly appreciated real exchange rate. As it is now, the
Guinea-Bissau economy becomes increasingly ittward-oriented while outward
orientation and export-led growth has greater potential. We think that a
combination of reduced overall aid (a focus on quality rather than quantity), a
lowering of the export taxes and a managed real exchange rate depreciation (below
the shori-term aid-inflated equilibrium rate) would be the best remedy for the
problem. On this point we may not be in total agreement with the IMF aadfor the
World Bank. They favour ar increased rice import tax but do not seem to think
that-the overall flow of aid is too large. In none of the recent documents from the
two organizations that we have come across is the impact of the massive aid flow
on the real equilibrium exchange rate acknowledged or mentioned as a potential
problem. It is possible that liberalization of the foreign exchange market will help
rectify the Dutch Disease problem, a reform that the Bretton Wood institutions
recommend. We support this reform, but we are not convinced: that this. would in
itself lead to a depreciation of the real exchange rate; this seems to depend on
whether other reforms are carried out simultaneously (e:g.. the real interest rate
policy, which determine the real return to savings/deposits in pesos compared to
other currencies).

Other reforms suggested by the IMF and IBRD which have not been carried
very far in Guinea-Bissan include an increased government tax revenue effort and
public expenditure reductions (mainly on employment in the public- sector). We
fully agree that reforms must be accomplished in these areas. Still another
necessary reform is a public enterprise reform, including the privatization or
divestiture of most remaining state-run emterprises. Also imperative is reform of
the primary and secondary: school system; it cannot be accepted that the drop-out
rate from primary school is 70-80 percent and that only some 7 percent of children
enter the secondary level. In this sector it is especiaily important that one looks for
explanations for the failures not only on the supply side, but also the demand side
{why so many parents and children find it meaningless to attend school).

We  understand that many -of the reforms are politically difficult to
undertake, but they are necessary if the Guinean economy is ever to be able to
generate self-sustained growth. In most areas we do not believe that the reforms
demanded by the IMF and the Bank are too drastic or that the time dimension is
too tight. It is, however, important that conditions are not set unrealistically high

and that reforms should be smooth and gradual rather than "big bang". As an
example, a raise of the import tax on rice has been a heatedly debated issue in
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Guinea-Bissau and in the donor community for years. Donors, concemed with the
discrimination against domestic rice producers, have favoured a raise of the import
tariff from 11 to about 20 percent in one step.® The Guinean Government, rightly
we believe, fears that this would cause riots and upheaval in Bissau and other
urban areas and has so far declined. We consider that a gradual increase of the
tariff by, say, 2-3 percentage points per year-would be better, Food prices would
then only increase slowly and less noticeably. Moreover, by maising the import
tariff gradually, the increasing rice prices would give domestic producers time to
increase production and the net effect on prices at the market place would thersby
be less.

The above is only one example where gradual - but firm - reform is to be
preferred in Guinea-Bissau. There are others. We believe that big bang reforms
would. trigger popular unrest and, possibly, riots and civil strife. The one great
asset Guinea-Bissau has compared to most other countries in SSA is the absence
of overt confrontations along ethnic, class, and religious lines despite a very
heterogeneous population.  These are assets that are not only valuable in
themselves, but also highly conducive to growth in a possible future when the
country gets the economic fundamentals in order. Political stability measured in
various ways has turned out to be ome of the few significant and robust
determinants of the level of investment and also growth across developing
countries, according to recent empirical tests of new growth theories {see Barro
1991, Levin and Renelt 1992, Edwards 1992, Fosu 1992 and Perotti 1993). Social
stability is a good reason for Sweden to remain in Guinea-Bissau if the pending
reforms are thoroughly implemented. Moreover, there is no abundance of petty
crime, violence and prostitution in Bissau, which is in sharp contrast to most other
cities in Africa. In a somewhat longer perspective, this may prove & factor that has
& favourable impact on private investment, local as well as foreign,

8.4.4. Sector Concentration and Priority :
The reductions of Swedish aid to Guines-Bissau and the focus on quality, rather
than on disbursement of the country frame, that we recommend must go hand in
hand with 8 higher concentration of sid to certain key sectors. We cannot give
precise recommendations on what projects/sectors should be given priority; this
partly depends on what reforms the Guines-Bissay Government undertakes. during
the next few years. It also depends on what other donors do. We will thus oaly
discuss some general directions in which we think Sweden should move.

3 Tkiawas-alsntheposiﬁnnoflheanto1994;inamcentdomm|,atwo-ctepinmby
3 percentage points cach time is recommended.
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First of all, however, we would recommend a rather drastic reduction of the
balance of payments and import support. (During the two most recent years,
Swedish aid in this form has been withiield). It is the massive aid inflows that have
pushed up the real exchange rate of the Guinea-Bissau peso to levels that are not
consistent with long-term growth. Through its effect on the real exchange rate,
import support has the most adverse effect on the tradable good sectors in Guinea-
Bissau, the sectors that must be the expanding ones in the future if the country is
ever to attain self-sustained growth.

We further recommend that Sweden stays in the agricultural sector, but
only on certain conditions. The main Swedish project in this séctor, PDRI, has up
to now largely been a failure. In recent years drastic reforms of this project have
been undertaken in, we believe, the right direction even though much more can
‘probably be done after &8 more thorough study of the project (which we
recommend) than the one undertaken in' 1993. However, if there is to be any point
to the supply-side activities which are the project's focus now, aimed ‘at raising
productivity in the agricultural sector, there has to be reform also on thg demand
(price) side. That is, if agricultural producers are to be severely dlscnnnnated
against also in the future by low prices (through the exchange rate and taxes), they
will have little incentive to adopt productivity increasing méasures. (Accordipg to
the IBRD (1994, a tab 18), producer prices in the agricultural sector have declined
by more than 50 percent over the 1980s.)

Education is also a sector of utmost importance for development. Today,
this sector: does not function -for reasons we have discussed. If the Guinean
Government can find solutions to the: structural problems in this sector
{(curriculum, teaching language, etc), we think that Sweden should maintain its
presence. If not, Sweden should withdraw fairly soon but still gradually.

Indusiry support to Guinea-Bissau, through SIDA, in the 1980s was by
and large a failure and it has been almost eliminated in recent years. Instead
SwedeCorp is to enter the scene with a credit fand for the promotion of private
long-term investment. This project represents a novelty in Swedish co-operation
with Guinea-Bissau in three dimensions that may seem appealing: it is directed
towards the private sector, it is not on a grant basis and it could fill a completely
empty "hole” in the economy, i.e. rectify the complete lack of long-term eredit for
private agents {at least in the formal sector).

‘While the need for long-term private investment in industrial activities may
seem evident, we are still a little sceptical about the prospects for this project.
First, with the present discrimination against all existing and possible export-
oriented activities in Guinea-Bissau (again, through the aid-inflated real exchange
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rate), demand for the credits can only come from private agents who think of
operating in import-substitution sectors catering solely for the local market.
Import-substitution industries in exceedingly small countries like Guinea-Bissau
(with 2 total GDP of US$200 million) are bound to face a market that is far too
small to allow for efficient production on anything that resembles a large scale.
They need protection to become economically visble for the private investors, but
the experience of 40 years of infant-industry protection in other parts of the world
tells us that such infants seldom grow up, i.c. become efficient, but rather that
perpetual protection is required. One may argue that protection of import-
substituting industries in Guinea-Bissau through tariffs is warranted to compensate
for the negative influence of the highly aid-inflated real exchange rate, but we
think that this is not the best long-term solution. A continued high exchange rate,
coupled. with protection of new import-substitution industries will mean a further
disadvantage for existing and potential export sectors.

We alsc think it is absolutely necessary for.the credit fund to be useful in
the long term, that credit are given on strict conventional market criteria only - no
soft credits to private agents without collateral. We have to recall that the
jurisdiction system in Guinea-Bissau is not such that repayment of loans can be
enforced easily. Reform in the jurisdictional area on the part of the Guinea-Bissau
Government is contained in a current USAID programme; here, Sweden should
join forces with USAID, :

Finally, a few remarks on the "sector” that for many seems to be the most
interesting for future aid: institutional and administeative capacity building, It
cannot be denied that there is a glaring need for improvements in the Guinea-
Bissau government administration. The question is whether these improvements
can be sccomplished through direct aid to these very activities, First of all, much
of the incompetence that prevails in the public sector (and elsewhere) is a
consequence of the poor education system down to the basic level (primary and
secondary school). Our impression was that once one goes below the top levels
(ministers, secretaries of state and a few others), many public officials' basic
qualifications are extremely low (although there are exceptions). It is in these
ranks that upgrading is the most pertinent, but we doubt that this can be achieved
in the short and medium terms because of these officials' low basic training. The
chance that complicated administrative procedures can be taught effectively to
people with unduly low basic education is slight.

We also have to recall that aid to capacity building is not a new
phenomenon. Sweden has already been engaged in this type of aid in Guinea-
Bissau (and elsewhere) and there is & large number of Swedish consultants placed
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in various ministries and government agencies in Bissau who have been there for
years. In fact, technical assistance, personnel and administration accounted for
more than half of total Swedish project aid to Guinea-Bissau over the peried 1989
to 1993 (Table 2.6). Technical assistance proper made up the largest share of this,
The overall experience is not that this type of aid has been more efficient than
other aid. The consultants complain that while their objective is primarily to "build
capacity”, their actual time is spent mostly in day-to-day werk activities that have
no bearing on improving the way things are dome. There is no guarantee that
enlarged and more focused aid to capacity building will work better. (For further
discussions of the problems with aid to capacity building in African countries, see
Berg 1992 and Jaycox 1992.)

The Swedish zid agencies have failed to produce efficient project aid in
many of the traditional aid sectors in Guinea-Bissau:" agriculture, industry, and
education. The reason is-not only ineffective handling of the projects by the donor
agencies; much of the fiilure is due to the impossible economic environment
surrounding the projects (although the failure to realize this mmst be purtly blamed
on the Swedish donors). There is no @ priori reason, however; why the Swedish
agencies should be more efficient in providing aid to the “capacity” sector than
they have to other sectors. There may well be scope for- effective Swedish aid to
capacity building in-selected sectors in the Guinea-Bissau ‘administration, but that
would need careful prestudy. If we suddenly redirect a substantial part-of the aid
to this' end, retaining the inadequate pre-project “preparations, monitoring,
management and evaluation procedures that STDA has practised for aid to other
sectors earlier in the country, there is little chance that aid to "capacity building”
will be less inefficient than previous aid to the other sectors. This leads to the
reforms we recommend for aid handling by SIDA in Guinea-Bissau.

£.4.5. Project/Programme-Aid Handliag by SIDA

Since SIDA has been the only major Swedish aid agency in Guinea-Bissau during
the past 20 years, we shall confine our recommendations for reforms to SIDA's
handling of project aid. (The balance of payments and import support given by the
Swedish MFA do not involve much handling and, besides, we recommend that this
type of aid be reduced substantially.) On the basis of our findings in chapters 6 and
7 we will recommend reforms of project handling at five different stages.

First, we have found that when projects were once initiated, no proper and
detailed pre-project proposals and project feasibility evaluations were made, either
on the donor or on the recipient side. For many projects we have failed to find any
written documentation whatsoever on pre-project preparations from the recipient
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side. In other instances, the only documentation is a letter "of good intentions”,
where the great "need” for the particular project is expressed without further ado
and where the "benefits” of Swedish aid are praised. In no single instance have we
encountered a document where a thorough and realistic quantitative assessment of
the project’s economic viability is presented either from SIDA or the Guinea-
Bigsau .Government. .It may be that STDA's procedures on this account have
improved in the most recent years, or that procedures have been better in other
recipient countries, but we have not seen signs of this in Guinea-Bissau
documents. In the future, a more stringent and careful assessment of project
feasibility in Guinea-Bissau has to be made, :

Second, SIDA has to put more effort into monitoring the functioning and
administration of the projects, and also how the funds are allocated between
various uses within the projects. A glaring example is the main agricultural project
in the 1980s, the PDRI. ‘Several consultant reports pointed to inefficiencies and
also to the fact that some 85 percent of the funds went 1o administration and
related “internal” activities and very little to the main "external” activities (such as
agricultural extension work). This went on until the early 1990s.before any notable
reaction from SIDA emerged.

Third, and related, aid projects in Guinea-Bissau should not only be
monitored more carefully on a regular basis. At certain intervals, the projects must
also be thoroughly evaluated. Here we do not go into details, since evaluation
practices by SIDA and other Swedish aid agencies are the subject for & special
SASDA investigation and report. We only note that the evaluations from SIDA
which we have seen are not based on modern scientific methods; most are very
loose qualitative assessments with no quantitative results at all. This is not very
surprising since most of the projects lack the statistical documentation that is
required if proper evaluations are to be possible. SIDA has to take on a
responsibility for ensuring that such data are produced within the projects and that
thorough quantitative evaluations are made by truly independent investigators.

Fourth, we have the impression that critique of programmes is sometimes
filtered or lost on its way up the SIDA hierarchy to the final destination, the
Swedish MFA. We have encountered  several Teports from the field, especially
from the agricultural and educational projects/sectors (see section 7.2.4. above),
wherethcsituaﬁonisdescribedina.mm«thatcmonlybeimerpretedasa
"catastrophe” (although sometimes in a roundabout way). In SIDA's Letters to the
Swedish Government, this criticism is toned down considerably or altogether
ignored. In fact, we are struck by the absence of self-criticism in these SIDA
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reports, considering how many projects have failed and even been terminated for
lack of progress.

Very tentatively, we have three alternative hypotheses for why critique of,
and grave problems with, projects/programmes in Guinea-Bissau have not been
accurately reflected in SIDA's reports to the Swedish Government, One is that
there are built-in incentives for filtering of critique at one or more intermediate
levels within the hierarchy of the aid organization, so that the relevant information
never reaches the SIDA leadership. Another possible reason is that the leadership
of SIDA fears that information about aid "failures” shopld reach the media and that
popular support for foreign aid - and SIDA. - should diminish, The third hypothesis
is that various Swedish governments have signalled to SIDA that they are not
interested in hearing critique, at least not in official SIDA documents, for the same

~ fear of unfavourable media exposure and public discontent with Swedish aid. If

this has been so, we believe that it has been counterproductive in a long-term
perspective. If the general public in Sweden is not informed about the true degree
of aid failures, there will be less political pressure:for reforming aid -handling and,
subsequently, less efficient aid, to the detriment of the objective that aid is
officially aimed at: growth and social development that "improves the living
standards of the poor". We thus recommend that the question of how critical
information is handled by SIDA should be examined more closely, not only in the
case of Guinea-Bissau, in a special report prepared by SASDA or an independent
consultant. It may very well be that our observations for Guinea-Bissau are
exceptions, but the question is serious enough to merit closer investigation.

Fifth, and finally, we have the impression that there are no mechanisms
within SIDA that ensure quick and efficient changes when projects are reported to
go astray. This problem is of course related to the one discussed just above.
Perhaps the worst example we found is the aid to the education sector (see section
7.2.4 above), which has been reported a failure at least since 1984, but where aid
has continued until today. Mechanisms for more swift changes in the volyme and
direction of the Swedish aid have to be secured in the future,

8.5. Some Final Reflections

8.5.1. Donor Agency Reform: Necessary; not Sufficient

That project aid management by SIDA becomes more efficient at various: stages,
i.e., project appraisal, administration, monitoring, evaluation and more expedient
reform when things are not working well, is at the least a necessary requirement
for more successful project aid in Guinea-Bissan. Even with the best of project
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management on the part of the Swedish aid agencies, however, some projects are
bound to fail. The overall economic environment is not growth-friendly and it will
take many years to change this even if coherent reforms are fully implemented
soon. We still think that more efficient handling of aid projects, in combination
with reforms in Guinea-Bissau {section 8.4.3 above), can accomplish g lot.. And if
urgently needed reforms are not implemented in a 3 to 5 year period, we find it
advisable to terminate Swedish aid to Guinea-Bissau. The resources thus freed can
always be redirected to some other country which have more of the necessary
preconditions for achieving self-sustained growth and social development within
the foreseeable future. We therefore recommend that an independent assessment of
the development of the necessary reforms at both the aggregated and the sectorial
levels should be undertaken in three to five years, This evaluation shall analyse not
only whether the reforms have been carried out, but also whether continued
Swedish aid to Guinea-Bissau stand a chance to be eifective and reasonably
efficient. It may be hoped, however, that the Guinean Government can carry the
reforms through and that a growth-friendly -climate will be created. In such a
scenario, continued. (but reformed) Swedish project aid may well be recommended,

A more professional handling of project aid by SIDA at all stages, g3
discussed above, would probably require a substantial upgrading and expansion of
the economist staff at SIDA. If economic growth is to remain the top priority
objective for Swedish aid, and SIDA the main executive agency, we find it
imperative that the entire mood of thinking within the organization has to be tilted
towards more economics. This can only be accomplished by adding more senior,
experienced economists with high level of formal education 1o the staff As it now
is, SIDA staff comprise mainly generalists, often with many years of administrative
experience, but there is not even a handful of economists with formal training at
the Ph.D. level. This is-reflected in almost every SIDA document we have
encountered. They contain adminisirative thinking about how to make (often
hopeless) projects work in small details. The overview and the relation between
Project aid and the macroeconomic growth determinants and the overall economic
environment in the recipient country is glaringly lacking. There is a vast
international literature on aid and its relation to growth and other objectives in the
recipient countries. Very few SIDA documents reflect an awareness of this fact.
All this is in stark contrast to the situation in the international organizations
dealing with development, especially the World Bank and the IMF, where
economic thinking penetrates almost every document. Both these organizations
have hundreds of senior economists with formal treining above the Ph.D. level and
many years of experience; several are leading academic economists,
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We do not believe that a few more highly trained economists st top level
positions in SIDA would be a guarantee for more efficient aid handling, but a
necessary precondition. We, thus, recommend that & medium term (2-3 years)
objective should be to have a semior economist above the Ph.D. level in each
department of SIDA (or any new organization that may replace SIDA) in
influential positions. We have the impression that this recommendation is not at
odds with what SIDA itself has come to realize recently. In-a recent interview
study, many desk officers at SIDA had the opinion that there were no time for
analysis and strategic thinking and that this was highly warranted. Moreover, in the
Letters to the Government in 1989 and 1991, SIDA has emphisised the need for
more macroeconomic analytical competence.

A main constraint on SIDA's possibilities to hire more economists (as well

‘as other specialists) is the decision by the Swedish Parlisment not to allow SIDA

core staff to expand. The understandable concern is that the aid administration
should -not be allowed to grow the way unchecked administrations tend to.
However, in some quarters there is an obsessive concern with administration costs
of project aid; to the extent that “internal efficiency”, measured by. administration
cost in relation to disbursement, is the main or at worst only concern. We have to
remember that it is the efficiency of aid in meeting the ultimate objective that
should matter: to promote growth and social deveiopment.

A dozen or so highly trained economists in top positions in the agency
responsible for executing Swedish aid policy may add marginally to "administration
costs" in the short term. In the jonger perspective, we are convinced, based on
what we have experienced in Guinea-Bissau, that a foew more senior economists
would contribute to lower administrative costs in several ways. First, if some
conventional economic analysis had been included in the decisions process that led
to the large Swedish support to state-run, import-substituting, industries in
Guines-Bissau during the 1980s, we would probably have avoided this mistake in
the first place. Second, we think that if projects that are implemented ‘were 1o be
scrutinized at an early stage by competent economists, fewer problems would
subsequently surface; problems that take considerable administrative capacity and
COStS to rectify.

Third, the present lack of enough economic competence at SIDA has
resulted in an extensive use of consultants. While some of the reports -by
consultants that we have encountered in connection with cur work with Guines-
Bissau are of reasonable quality, many are rather amateurish and empty of content.
It certainly takes economic competence at SIDA to draw up relevant terms of
references, to identify the most suitable consultants, and to understand and act on
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the results in the most efficient way. We thus think that with more competent in-
house economic capacity, the quantity of external consultants could be reduced
considerably and the quality of their work improved. All this would most likely
lead to overall lower administration costs, enhance the cost-efficiency of projects
and, in the end, improve the final results of our aid. It is not that we think that a
few more economists could have a major impact on the effectiveness of Swedish
aid, but in combination with the other reforms we have suggested, we believe that
they would constitute a imall, but crucial, ingredient.

8.5.2. Donor Co-ordination

Even with more efficient Swedish aid-handling and Guinean reforms there is an
sdditional problem which needs to be resolved: the lack of donor co-ordination.
This issue was addressed in section 7.3.2. There is a risk that Swedish aid
concentration and reforms are of limited use to the development of Guines-Bissau
if the amount of total foreign aid remain large and co-ordination continues to be
lacking, We think that the Swedish policy of leaving the responsibility for co-
ordination of the financial inflows to the Guinean Government is unrealistic, given
its limited administrative capacity as well az the previcus record of emphasising aid
maximisation, Sweden should instead actively investigate the scope for increased
donor co-ordination, For instance, the prospects for co-finaneing of projects and
programmes with other donor countries and agencies should be investigated and
applied when possible. Concerning policies towards the Guinean Government, as
well as local employecs and consultants, Sweden should work for better co-
ordination. The prevailing situation of donor competition for educated domestic
personnel, and the subsequent topping-up of wages, have to be dealt with
simultaneously. The responsibility to co-ordinate this issue should not be left to
one agency only, also Sweden can take on more action,

A field in which improved donor do-ordination is of utmost importance is
the serious debt situation. The debt problem has been discussed for many years and
its adverse effect on the credibility of the economy (important for domestic
investments as well as foreign direct investments) is well acknowledged in theory
by most donors. For instance, the Bretton Woods institutions consider Guinea-
Bissau to be one of two African countries with a multilateral debt of such
magnitude that exceptional arrangemenis are necessary (IBRD 1994, IMF-meeting
December 1993). However, the debt burden has continued to increase in recent
years and concessional loans have been continuously disbursed (in many cases to
projects that do not generate the necessary profit to service loans even on highly
concessional terms). The need for immediate action at part of the donor
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community is glaring. Sweden has addressed this problem frequently during the
last years and we think this should continue and be further emphasized. The
problem is by and large cutside the direct comtrol of Sweden, but we find it
important that great efforts are put on reaching an international agreement with the
other donor countries and multilateral organisations on what are the necessary
steps.

8.5.3. The Time Perspective

In judging the economic and social performance of Guinea-Bissau and its relation
to foreign aid, the choice of time perspective is imperative. There are at least three
time perspectives that can be considered.

First, one may take a long-term view and look backwards only, at what has
actually been achieved during the 20 years since Guinea-Bissau gained
independence in 1974. In this long perspective, development has been a clear
failure. Today, the country has & per capita real income of about US$200. Such a
low income today signifies that not much growth can have been achieved over the
two past decades (for which we have crude growth data only since 1987). There
have been no domestic saving and investment in the. formal sectors and exports
have been stagnant. Macroeconomic imbalance is persistent and inflation runs high.
Aid dependence is among the highest in the world and so is the accumulated debt
burden. Social development indicators, such as under-five mortality rates and
completion of primary education, are discouraging even in comparison with most
other least developed countries.

A second perspective is obtained if we distinguish between developments
before and afier 1987, when the first serious attempts at economic and political
reforms were initiated and the SAP was launched. Before 1987, Guinea-Bissau
pursued a development strategy in which the cornerstones were heavy state
involvement, regulation at all levels in the economy and an inward-oriented trade
regime. As of today, hardly anyone can be surprised that development fuiled. But
the 1987-1993 period has also been far from satisfactory. On the positive side,
reforms have been undertaken in important sreas, such as domestic price
tiberalization, partial trade liberalization and s more market-determined exchange
rate; some privatization of state-run emterprises and public sector reform have also
been accomplished. On the negative side is that the reforms have yet to produce
resulis in terms.of growth and social development. Despite an investment ratio of
0.25, per capita growth has been barely positive in the 1990s, aad totally aid
driven. There ate still no significant private long-term investments and domestic
savings have remained highly negative. Exports have not increased and trade in
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foreign currencies is still regulated. Social indicators in the education and health
areas are still highly unfavoursble. In short, it is difficult to find signs of actual
positive output performance, either in the economic or in the social sectors during
the 1987-1993 period. .

Only the third, a strict forward-looking perspective gives room for some
guarded optimism, As recent experience from other SSA countries {many of which
were initially in a less precarious economic situation and started reform earlier)
shows, "structural adjustment" takes time and results are meagre in most cases
(IBRD 1994). One may thus argue that (partial) reforms in Guinea-Bissau since
1987 are too recent to be expected to result in growth and social development as
yet. On the other hand, reforms have been restricted to certain areas, or have been
very limited, or are yet to be implemented. Privatization of state enterprises has
been slow and half-hearted, the government's tax revenue effort and public
expenditure reduction programme siill await firm commitment and ection, customs
reform and freeing of the market for foreign exchange are not yet accomplished.
Most serious is probably the discrimination against the traded goods sectors,
mainly agricultural exports (cashew nuts) and import substitutes (rice), both
directly through the trade policy (high export tax and low import tariff
respectively) and indirectly through the aid-inflated real exchange rate, Without
much improved incentives for investment in the traded goods sectors, we find it
hard to believe that sustainable growth is possible in Guinea-Bissauy,

Considering the facts (i) that structural reform elsewhere in Africa has
proved not to yield quick results, (i) that the reform work in Guinea-Bissau has
started rather recently and (jii) that reform is yet to be undertaken in important
areas, the time perspective in which we have recommended that the conditions for
Swedish #id to be continued have to be fulfilled, 3-5 years, may seem short. We do
not think so. First, the conditions we have recommended are not that substantial
growth and development should be accomplished within this time-frame, only that
the reforms which we-think would enhance the preconditions for growth and social
development are completed/undertaken. More notable growth and development
will probably materialize only with a lag, i.e. some years after most reforms have
been completed.

Second, most of the reforms we have recommended have been pending for
8 number of years and it is not primarily new knowledge about what has to be
done that is needed. What is needed is the political will and determination to
implement the reforms. Thus, a 3-5 year period should be enough. Third, and most
importantly, an extended time-frame wil give incentives to postpone reforms that
are costly and politically troublesome in the short term, but necessary if the
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country is ever to be able to produce sustainable growth in the longer term. We
see no point in delaying the reforms that are the only hope we have for sustainable
growth and social development to be accomplished in Guinea-Bissau. Without
growth we see no possibility of raising the "living standards of the poor” in the
couniry - the ultimate objective for Swedish aid - and the sooner this process
starts, the better.
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Appendix 1: STATISTICAL TABLES Table A.2: Operating Results of Selected Enterprises, 1985-88, Current Million Guinean

: Peso.
' Table A.1: SIDA Disbursements by Sector, 1988/89-1992/93, Current SEK Million and 1993
L Prices, 1985 1986 1987 1988
1988/89 1989/90 1990/91 1991/%2 1992/93
Folbi Woodwerk 91 61 -39 -46
} Country Frame (C F) CMV Vehicle maintenance 2 6 16 17
i Agriculture and Fishing 28 29 26 2 30 Guinave Navigation 37 24 2 -19
1 Hesith 2 2 4 4 2 Guimetal Metalworks 6 -7 7 8
: Edneation 4 10 10 9 11 Socotram Timber -49 -1 2 2
Industry 19 1 ] 15 8 Bafata Brickyard -11 0 6 4
Q Infrastrukture 10 7 0 0 0
n Public Adoinistration 5 0 0 0 Soarce: IMF, 1990.
g Import Support 5 9 5 2
Personnel and Cansultancy Fund 3 4 6 4
Miscellaneous 0 0 2 1 2 Table A.3: Guinea-Bissau in International Comparison; Various Indicators.
Total CF Disbursements (1993 prices) 100 ') 68 65 59
Total CF Commitments (1993 pricss) 97 9% 9% %9 85 Indicator Period/ Geuinea- Guimea Mozamblque Fisiti Bangladesh Average
: Year  Bimm " ssa
Non-Country Frame
i Democracy and HR1 0 0 0 0 0
i} NGOa 3 6 7 6 3 Annnal GDP growth (%) 199091 24 - - 37 23 40
4 Disaster Relief 0 0 0 0 0 Acnmal GDPic growth (%) 198691 1.1 - 4.1 24 19 12
,:‘g Other C2 I 3 2 1 1 Ammal Inflstion rate (%) 197080 6 - - 9 21 H
C1 (Food Aid) 0 3 1 0 0 199091 56 - 38 7 9 18
C3 BoP-support - 1 15 9 9 Share of Total 1970 21 - - - 9 23
Total SIDA {1993 prices) 105 % 05 82 73 Indusiry in GDP (%) 991 12 35 15 - 16 29
_ Share of Manufactured we 2 - - - 6 8
Source: Bistand i Siffror och Diagram, SIDA, 1993, Industry in GDP (%) 1991 3 5 - - 9 -
1) SEK 10.000 and 170.000 were given to this category in fiscal years 1991/92 and 1992/93, Growth of Food Prod/eap ~ 198091 03 0.5 3.1 “1.2 06 -
i Gross Dometic 1970 30 - - 1 10 17
E Investment/GDP 1991 30 18 42 - 1l 16
Gross Domestic 1970 3 - - 1 7 16
Saviagy/GDP 1991 3 1 <10 - 3 14

Source: World Bank, Warld Development Report, 1993,

8 140824
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Table A.6: Real Average Anmual GDP or GNP Growih, Various Sources, Percent.

Table A.4: GDP by Sector, 1987-1993, Selected Period Average Percent. Source: WDR HDR. AZ AS UNCTAD GCA

Note: - means indicator not reported.

1993 1993 1991 1993 - 1992 1992
1987/38 1990/91 1992/93
1970-80 24 - - - 24 -
Current Real Current Real Cuorrent  Real 1974-80 - - - _ - - 0.4
1980-50 - 3.7 - - 490 -
1980-91 37 - - - - -
Agriculture 48 50 45 50 45 51 1981-85 - . . - . 2.4
Tndustry 8 12 8 10 8 9 1986-89 . - . - . 59
Coustruction 5 3 1 3 11 4 198692 . - - 43 - -
Commerce and Transport 26 23 25 325 25 25 1987-90 . . 67 - . .
Services 3 2 3 1990 . - e . - 30
Public Administration 6 9 3 8 3 8 1991 - - - - - 31
Other 4 1 4 2 4 0
_ _ Source: AZ = Agnilar and Zejan, AS = Agullar and Stcaman.
Total 100 100 100 100 100 100

Souroe: Guinea-Bissan Ministry of Finance, 1993,

Note: ngms do not add due to rovmding off. Agriculture contains Fishing and Foresiry. Tabie A.7: GDP by Type of Expenditure, 19811993, Selected Period Averages, Percent.

: . 1981/82 - 1987/88 1992/93

Table A.5: Real Average Anmal GNP/Capita Growth, Various Sources, Percent.
Source; 'WDR 1993 HDR 1993 GCA 1992 Consumption 102 103 103

- Private 72 91 96

- Public 30 : 12 7
1965-1980 - =29 - Tovestment 29 26 24
1980-1990 - 1.7 - Export 10 14 16
1980-1991 1.1 - - Import 42 44 43
1990 - - 34 (Consumption + 131 1.29 127
1991 - - -1.3

Investment)/GDP

WDR = World Development Report, HDR. = Hyman Development Report, GCA = Global Coalltion for Africa,
Note: - means indicator not reported.

Sowrce: Camneiro and Abren, 1989 and Aguilar and Stenman, 1993.
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Table A.8: Government Tax Revenues, Percent of GDP.

1987 1988 1989 19% 1991 1992 1993

Tax Revenue 9 8 4 8 7 4 "

Source: Guinea-Bissan Ministry of Finance, November 1993.
(1): Projection.

Table A.9: Gross Domestic Investment (GDI), 1987-93, Percent of GDP.

1987 1983 1989 1990 1991 1992 1993

GDI 33 3 34 25 27 26 22
= Private 4 9 3 4 4 1 2
- Public 29 25 ]| 21 23 .25 20

Source: CGuliea-Bissan Ministry of Finsnoa, November, 1993,

Table A. 10: Public Invesimerd by Sector, 1987-93, Percent.

1988 1590 1991 1992 1993

Agriculture 32 26 30 20 20
Industry 11 4 4 3 1
Social sectors 1 26 15 12 n
Infrastructure 12 11 6 37 38
Other 34 33 45 28 19
Total 100 100 100 100 100

Source: IBRD, Public Expenditure Review, 1993.
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Table A.11: Main Trading Partners, 1991, Percent.

Export Percent Import Percent
India 52 Portugsl 25
Poritugal 20 Australia 18
Spain 5 Thailand 6
France 4 Netherlands 5
Thailand 4 Ttaly 5
Other 15 Other 4]
Total 100 Total 100
Source: EIU, Country Profile, 1993,
Table A.12: Main Commodities Traded, 1991, Percent.
Export Perceat Tmaport Percent
Cashew-nuts 63 Consumer goods 33
Frozen fish and shrimps 10 - Rice 17
Timber 10 Fuel and Transport 10
Other ¥7 Capital goods 35
Building material 11
Other 8
Total 100 Total 100

Source: Guinea-Bissan Ministry of Finance, 1993,
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Table A.13: Imporis of Cereals and Rice, 1985-1992, Thousand Metric Tons (TMT) and USS

Current. Table A15: Selected Nominal Exchange Rates and Price Indices, 1987-1993 (1988~100).
1985 109 1987 1988 1989 1990 1991 1992 1987 1988 1989 1990 1991 1992 1993

Cereals Nominal Exchange Rates

TMT 31 2 59 55 " . - & Peso/USS ae 62 100 146 184 364 635 841

USS 6 " 16 v 21 12 17 23 Peso/USS rf S0 100 163 197 330 625 908 ..
Peso/SDR! a2 66 100 142 194 387 649 859

Rice Peso/Trade Weiglited - 100 129 149 198 287 341

T™MT 19 16 49 46 0 43 60 16 Price Indices

USs 4 6 18 16 18 11 16 2 L
GUB CPI 62 100 181 240 379 643 958

Souros: FAO, Trade Tearbook, various years, Ind. Countries CPI 97 100 104 109 114 117 121
Portugese CPI 91 100 113 128 143 155 165
Dutch CPI 99 100 101 104 108 112 -
Ind Couniries EUV2 54 100 100 109 108 111 . - _ ‘
Portuguese EUV 93 100 97 110 109 114 . : !
Datch EUV 98 100 100 116 111 114 - ’

Table 4.14; Terms of Trade Changes, Various Sources, Percent.
Source: IMF, International Financial Statistics, vaticus issuss and IMFa 1994,

1) SDR = Special Dmawing Rights, 2) EUV = Export Unit Value,

WDR 1993 1990 GCA 1992 IMF 1994

Terms of Trade 33 . =22 =36 -10
Changes (1987-93) (1985-38) (1974-80) (198%-92)
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Mr Hans Dorresteijn
Mr Yves Tencalla

Mr Perez-. o

Mr Gerardus Gielen

Mr Michel Laguesse

Mr Robert P. Glofcheski
Mr Rothman

Mr Michael Lukomsky

Mr Matthew Martin
Mr Lennart Schagerlsf

Mr A C Pinto
Mr Bengt Kjeller
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Jerker Bennehall ‘Desk officer, SwedeCorp
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Asa Paimgren Desk officer, SIDA _

Marian Radetzki Economist, SNS and Luled University

Stefan de Vylder Economist, Stockholm School of Economics

Mario Zejan Econotuist, Stockholm School of Eoonomlcs
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Appendix 4: TERMS OF REFERENCE

Review of Swedish development co-operation with Guinea Bissan

L  BACKGROUND '
Thenewgovernmentreportofformsofmanagemmt and co-operation in overseas aid
{SOU 1993:1) proposes the elaboration of country profiles and country studies as an

esgential tool for the management of aid to individual countries.
Over the period 1974/75-1991/92, Swedish aid payments to Guinea Bissan

made of Swedish aid to Guinea Bissau which takes account of other -donors'
expetienoeorphcesemphasisonthemmlts:achievedbySwedisham

ThisisthebacksrumdtnSASDA‘sintenﬁontocarryoutareviewofSwedish
aid to Guinea Bissau over the period 1974/75-1991/92

2, OBJECTIVE

The review will: _

a) malysetheeﬂ'ectandeﬂ‘ecﬁvmessinthemseofappropﬁatmesstoﬁn
objectives set (or 'external effectiveness) of the sid given;

b) analyse its cost-effectiveness (or internal’ efficiency);

) makerecommendaﬁomtoimprovg;itseﬁecﬁvmsmdeﬁdmcyin
devdopmmco—opmﬁonu&thﬁuiml;isminthcﬁ)mre.

4 mnkeproposalafortbemeﬂmdologytobeemployedinmalysingmdfolldwing
uptheeﬂ'ecﬁvenessandeﬂidmcy'ofaidinoma-cmmuyswdies.

3.  CONTENT

Thestudyshouldprovidemwmtothefollowingquesﬁons:

a) ‘What has Sweden supported in Guinea Bissan?

b Why has Sweden supported Guinea Bissau in this way?

c) What results have been achieved? N

d) Is Swedish development co-operation with Guinea Bissau reasonable in
relation to the countrys' structure of production, economic policy and polifical
conditions?

€) Has Swedish aid been cost-effective?

i) WhathaveotherdonorsdonehGuineaBissauandwhudothzyintendtodo
in fitture?

&) What should Sweden do in the future?

3.1. What has Sweden supported in Guinea Bissan?

Themalyﬁswﬂlbebasedonaoomprdmnsiveﬁnw—saiesofSwedishaidto&ﬁnea

Bissau, broken down as follows;

1) by authority (Ministry of Foreign Affairs, SIDA, BITS, SAREC, Swedecorp);

2) by chnm_:el)(bilateml co-operation, multilateral co-operation, NGOs,
companies),

3 by final product (sectors: direct production, social sector, services, imports,
public-sector management, policy);

4) by macroeconomic fimction {external consuitants, local costs, imports, credit,
debt operations);

it e a e
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ipient (public sector, private sector). )
¥ b’l%eﬁ?u:lalyﬁw?r will glp:oblﬁghlight information about commitments, paymests,
carry-over of funds and types of grant. Tt will be supplemented by a short
description of the contributions made.

32. 'Why has Sweden supported Guinea Bissau in this way?
‘caﬁm 5 . e .
3 mwnsidmmsbythempon@hMDnHumﬂthcgwmg
3) discussions between donors and recipients; : .
isi h and 0 0 >
g mm of decisions to the reclplmtsmﬂl smd anphasm on
coriments or obsérvations about eontmt and execution. :

33. What results have been achieved? e
This part of the study will analyse; susnimarise and draw conclusions fron:
2)  evaluations made by other donors; -

3) evaluations made by Guinea'Bissau.

detailed considerati vdﬂalaobegiventooonm‘buﬁonswhit_:l}‘m‘qt}?m:r
Mmrtm in Swedishonnid to Guinea Bissan. The remwwill -a‘.lflalyseis;l;e
moecommic effects of Swedish aid and the effects oftatnlmd on Gnmmzm
Analysis will focus-on-the effects on growth and-distribution in geneml, :i?h el
secto:s(ofimerestfmSwedishaid),mdongspectsofﬁmgibnllmyor_ monn!ity. ty
(effects on savings, public expenditure and investment). The crowdmg v amd
‘crowding-in' effects will be examined if pow‘bleThemanngmnbntofmdﬂewa ! be
budgetary process (fdtes- of exchange, equivalent vah?'m‘d-fd %the
incotporation in the state budget). Itmmmthat .eﬁ‘ephwm _ m&nﬂ that the
recipient takes steps to implement dmwm@pmmmmu?s* m akgg. o the
hypothesis that good macroeconomic nmngementofthe‘ﬂow:'_ofm' m-alfwndmwm
effectiveness. Has Sweden appﬁedmeconceptot:_conqmnnnhty? 50,
requilmntsdoesitset?keponandfollowuponcondmonahty.

i i inea Bissau rational?
. Is Swedish developmeat co-operation with Gu_mu " :
mm;mofsmmhmmn_beoom@edwuhmmﬁ
1) themcipients'moumebasemﬂmmmcmtegesusrepomdmpocy
domunema(devdopmﬂnp!msmi.analyse_s): o Bissass nationa
2) the recipients' priorities as shown by analysis of Guinea Bissau
budgets (current outlay and investment plans);
433 pumalysesbhc MWMMMWMHBmk,MaMpmblyothﬁ donors;
5) amlysescarriedm:toroommissioqec.lbySwedm;
6)  the democracy objective of the recipients.
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3.5 Has Swedish aid been cost-effective
Guinca Bissan, abmadanalymofadnnmmaﬁvemqu- id project to

3.7,  What should Sweden doi
. 4 the futnre?
Working from points 1-5 abaveaﬂ: review will

swmymmmrmmmmmmmmmsmm 2
_ 994 at the latest. A preliminary i bo

T
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ACRONYMS

African Development Bank
African Development Fund
Acquired Immune Deficiency Syndrome
Afrikangruppernas Rekryterings Organisation
Balance of Payment
Swedish Agency for International T & E Co-operation
Commupauié Financiére Africaine
Consumer Price Index
Development Assistance Committes
Development Co-operation Office (Swedish)
European Commnity
European Currency Unit
Food and Agriculiure Organization
Free on Board :
General Directorate for Industry (Guinean-Bissau)
Gross Domestic Product
Gross National Product
Internationat Bank for Reconstruction and Development
Incremental Capital Output Ratio
International Development Association
International Financial Statistics
International Monetary Fund
National Institute for Social Research
Import Substitution _
Guinea-Bissau National Health Laboratory
Ministry for Foreign Affairs (of Sweden)
Non-Governmental Organization
Official Development Association
Partido Africano da Indépendencia da Guine e Cabo Verde
Integrated Rural Development Programme (Guinea-Bissau)
Public Investment Programme
Purchaging Power Parity
Structural Adjustment Facility
Structural Adjustment Loan
Structural Adjustment Programme
Swedish Agency for Research Co-op. with Developing Countries
Swedish Bacteriological Laboratory
Special Drawing Rights
Special Programme for Africa
Sub-Saharan Africa
Technical Assistance
United Nations Conference on Trade and Development
United Nations Children's Fund
United Nations Development Programme
US Agency for International Development
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