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PREFACE

When it wus decided w meree five Swedish aid agencies into the new Sida, we also decided that il was
NECCESary 10 examine the task of this new wgeney s rather bong-term perspective, We decided o lannch
a project whiclh we termed “Project 20157, a series of sludics aiming to discuss the type ol global
envirommenl Ul mizhl hiee cmerged twenty years from now, und the kind of requirements tlmt wiould b
placed on Sida by stukeholders in Jeveloping countries as well as in Sweden,

Project 2015 is now well under way and will produce d number of suenarios and discussion papers relaled
to the different parls of the world where Sida s active. [t will also goneraie g nomber of srudies of a
thamatic nature, dealing with the way Sula manages its portfolio ol coultrics, programmes and projects
over time. And it will deal with some of the pereimal stvategic preblems which will require a lunur term
perspective W coma [ grps with.

Qi of these perennial problems is aid dependency. Lu g serics of country studies by the Secretavial [or
Analysis of Swedish Development Assistance (5ASDA} as well a2 insrodies andertaken by the Swedish
Lnternativnal Development Authority (SIDA), persistent and deepening asd dependency was identified as
agrowing problem in a number of cooporatian countrics, in particular in Alvica, Vhe all-pervasive nature
ol the prohlem as well as its obvious requirement [or couperation with other donors placed this topic very
high on 1l agewda for euc thematic siudies.

Since we have understood Lthal dependeney 1s closely linked to a Tack of effeclive use ol aid resources, we
have requested an expert on aid etfectiveness , Roger #iddell of the Orverseas Development Instilule
(0D, 1o inireduce the topic with a conceprual and general review of whit sud dependency means, how
appears and who is dependent, His paper, “Aid Dependency™, provides basic delinitions, discusses
possible implications and eflects, aud supgesis bow (his phenomenon can be monitored and how i should
b wrcated by a denor Tike Sida.

Dependency has been studied exiensively in Bangladesh by Refvman Sobfian, We asked him o visil
Tareamia Ton the fiest time in his lite, tr examine depemdency the way it appears here and oty to
connpans il with his carlicr findings in Bangladash. He has produced g vivid accouni of all aspects of the
problem. both political and ceemomic. entitled “Aid Dependency and Donor Policy: The case of Tansania
with lessims from Bangludesh™ He secs dependeney as a result of donors having taken control over
devisions which showld remain within the sovereimly of Taneamiy, and he makes some stern
recomumendadions o bolls donors and recipicnt to re-establish the aid relationship.

The studies have been discussed in two Sida seminars, wilh participanon feom within and muside the
ageney, A nurnber of uselul suggestions have been made to Sida as d donor, amd Gy Edgren, Thrector of
Sida’s Policy Depariment, has produeed g 1osponse 1o this discussion in o paper entitled “A Challenee o
the Ald Relationship”. This paper imtreduces the present volume, which we hope will contribute o o
growing international discussion about the covrdination and cffedtive use of ad, and about our juint
responailility e reduce aid dependency.

Steckholm in March IRECTS)

Bo Giransson. Dircctor-Ceneral of Sida

Sida 19496
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A Chalbangse Lo the Add Rulaliﬂ':lﬁhip__ o “(ius Edgren

A CHALLENGETO
THE
- AID RELATIONSHIP *

by

~
Gus Edgren
Sida
Department for policy and legal services
(9596

The studiey by Roger Riddell and Rehlman Sobhian which are presented in fhis volume demonstrale Trom
differene angels dhat during the 70s and %=, foreizn ald has contributed to creating a state of dependancy on
grlernal comeossional resoutee Nows i corlain counuees, ol oy Tor swsiaining @oariven rawe ol ovesinenl, bu
gven Tor maintaining puhlic and private consomption. What emerzes [vom Lhe taeo sludies 15 that this i ool
sitnply (he resuli of croossive guantilics of il but rather of the manner in which aid has beon given and
utifized. The problam of aid dependency 15 not a tempodary of solated phenamenon - it 15 a chatlenge to the aid
relationship itself, and o the donor as well as the recipient. The present intreduction trics to drawe some
wonwJusions e reforming e sid relatonship soas 1o reduce the problom, s prerhaps naural Tor an ageney
like Sida that most of the suggested remedies concern the behaviour of the donor rather than the recipient.

The pruldem of dependency

Both Rickdell und Sobhan coninbme we caplaining wher depeadency will pose o problem we the aid
relationship, and wée, 1t s quile eleur. as Riddell points oul, i receiving foreign aid - even Large quantities ol
aid - does nor necessarily cause any problams to the recipient. In a few coses such as Korea and Tndia' it has
acluil 1y heslped the et pen e solve s problems, Bu i1 can alse be come luded. T instaoee e the Tanzania
stwdy, that Targe aid trunsfers sustained over long periods of dme may inlluence resoorce allocution
mechanesms i a manner thar reduees aflicizney. Whar Riddell and more implicity the SASDA studics defioe
is the dependency problem iy thal increased quamiities of aid do nolbring the receiving coomimnics any closer
to self-sustained grosath - in some cases they are now even furder from such a development path than they
were when they began raceiving foreign aid. Since Swedish foreign aid explicitly aims to reduce the external
dependence of (s recipients, and sinee an underlying bue less expheit assumption s that aid should be
letnpinity, i clernal, this has Been laken as g sigooof DBdloe ol aid we coundries which display these
S¥ITIPLOImS,

Bidlel s delimtisn ol dependency places the problem ina dynamic contesl - a procaess - cather than a swic ooe
and is much preferable to those which defineg i sunply as the gap between domestic savings and actual

FThis paparhis citeulated inan earlier varsinn ga: “Can Add Dependeney be Cured '

Cazsen K. "Docs Al work™, Chafond 19586, Appendices B3 and B7,
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A Challanga 1o the Aid Relationship - Cius Edgren

irvestments or i tecms of an import-export gap’-1t brings ug eloser o wmdersunding the Gaed that dependeney
ia (e of Beheeiour rather than a stace of accounts. The more aid is received, the farther the country maves
from self-sustained growth, This detinition is operationatly more complicated than e ao-gap model, sinee it
mesuppeses koowledge ool anly about the quantities of aid but also of the ettectiveness of its use, I thiy
elfeativenesy iy measurcd simply inwerms of tal dnvestment inoeelation oo GOP growetly, it will ell us licde
moe than conventional map analysis. A closer examinaion over Wne of lungibalivy and reluros (o dilfernl
sourees ol developmenl Rnancing s reguirced 1o caplure the dynamic clement.

Thes clTectiveness ol aid utilisation can he changed, and has indeed been improved by a number of countrias,
2. i Asi dnd Latin America which have teduced their dependencs v aild, The wermy “chrosie ™ sheald
therefore not be interpreted as “incerable’ but as persivtant and recurrent, I is not entitely clear which
commbvies wonld qualily as “chamically dependent”. Certun countries in Africa and the Seath Pacific would
seem to quality without discussion. bul we mst caution L the borderline is nowat all clzar Tietler ineicalors
to tlentity this group and to monitor its developmency are required.

Another dimension must be added. however. 4 dimension which is clogueniiy deseribed by Sobhan.

Dependency [cads o a lack of ingative, to waiting for the ooher party to sugeest or even prescribe e aclion o
b taben, There s evemn evidenes oseprgest Ul i inereases the endency ta passivity oo the recipient side, This
dimension of the dependency peoblem cannot be anabysed in gquamtitalive wrms bub is very well-kwsn 1o
developrient practilioners in thaose countries which we intuitively regard as dependent, Where the recipient
siche o longer bathers i propase tew projects ot even policics. because the donees will always insist on theirs,
where representatives of the reciplent party do not even corme W s mesting with the donars withoul being paid
lor i1, where the best Brains af the counory are emplaoyved by the donors to carry oot the functions that Should
huve been perlormed by the Govermmanl - that is where aid dependency is a prablem. And it s a problem o
hoth parties, a problem for the aid relationship as such.

These behavieural wspects of wid dependency huve been docuruented in numerous reparts onsivil service
reform, particularly in Afnica. They have also beai examinad in studies of technical cooperatlon, b through
mnltilateral and Wlateral chianmels, lnerestingly enough, however, they huve ol boee studicd fram a sy demic
poanl of view inone country sitwariodt placing the dependency syndrome of overreliuncs on foreien resaurces
and eroswon of domestic intiative at the centre of the analysis, Sobhan's earlier studies of Banpladesh came
elossisl Lo thiz approach, bul i1 also regquines soms mere systematic attitude studies amaong decizlon-makers on
hoth sides, among medis peoples sand with The peoeral public. The dependeney syndroane 15 net andy a problem
af devalapment cooparation but 4 serious political problem which should wlso e sudicd in the conex) ol
pulivical culiwe.

In the presenc paper, aid dependency will be deall wilh Frien the poinl ol vicw ol the aid relationship, ficussing
in purticular on the question as to whether this relationship can be refonned in a manner which will bring abou
roduced wid depondency. Wi shall cxarmione the guestan Tirse from the point of view of the incentive strocture
pravided by foreign aid and what it does o the swncrship ol the programmes saprusited, Inchuding stroewsal
adjusament programmes, and second with regard o the complex intertelationship belween several donory
dealing with the same vecipienl, The question which Riddell examines in some depth, as w0 how 10 determine
the aid requirements of a recipient, will be discussed ay well as the oplian o neduce oe levininale gid ws
remedy for what he teems “chronlc aid dependency™. Finullv, a sar of measures will be sugprested as o
pragrammme [or building i relationship which avoids gencerating chionie dependency.

The incentive structure of giving and recciving aid

Giving forsign aid is avery peculiar type of tragsuction in the semsc Ul D satisiies very dilferenl shjoosivis ol

the danee and the cecipient. Giving Is of course generally more blisstul than receiving. but in addition,

2 For a discussion, see White and Ludtik, ™ The Countrewide Rffects of A", Palicy Besearch Working Paper no
1337, World Runk 1994,

Projoect 20135 ' LY Kida 19096




A Challange to the Aid Relationship | ' Cius Edgren

institutional mechanisms have been developed on both sides Lthat strengthen the assymetry of the transaction.®
Ome inpontant aspect is the vediee of aid commilmenls and dishurscmenls. Buth doner and recipient have
nceniive svstems which reward reaching a high volume of eesource transfer, measured i relation to a
predetined veiling. To the World Bank. the mark of eifecicney 12 gelling somimitments approved by the Board
bBerome the end ol the lises] vear In many other adminisrations, both bilateral and muliialtaral. the emphasis iz
on disbursements of IPFs and country allocations. Man-disbursed amounts will he neted by execntive hoands
ur parliamentary comarmilzes aud may result in reduced resource allocations for the nexd fiscal year

it the recipient side, officials of Mimsries of Finanee and Planning wre rewarded lor the commmilments they
can wilract trom donors in bilateral negotiations ar in donor meetings. Whether these commitments result in
disbursements, on the other hand, is often ol Jess conseyguence, Rosadls are medsured against vobume Ngores,
with novegmand Lor the guality of management. Quality is supposed to be measurad by regular evaluztians, buc
thiz dimension of aid translers s very complex amd can always be dispoicd. Besides, when the mime bias eoms:
o cealuate the sclual ooeome, wosl of those responsible for the project on both sides will have heen
transterrad,

These pragiices huve o diceet reltionship o programme gquality as well a5 o the feeling of programune
ararnership. Tnthe present awd-dependent countries, new mssramirmes have been poshed throwssh for decacdes by
donurs as well as by paaming minisines ander o time pressure which appears completaly unwurcinted in
roirimpoerl. considering the slowr rare of sobsequent implementadon. In these ofien wvery larze-scale
pragrammes, quality has takes second place bebind yuantity, sl the question of asncrship his never smisen: &)
im L eramien whio pushiss. ' : '

Another cawe ol counterproduciive incentjves concents project conditions (policy conditioralities will ba dealt
wilh i a lollowing section), Such conditions are laid down by the donor and recipient in an agrecment which
darermines for what purpase, wheo and how the resoneees will be muade gvailable. Here, olficials onthe donor
sice ure umder pressare Teom their principals in boards and parlismentary committees t@ include as many
conditims as possible, Favouring women, remote areis, civironiment protection, procurcment in the donswe
cowndry ote, Such comdivions have in muny cases been added to the project propasal during its long journey
throuzh praject committees and board ronmis. To oo many cases, these concdilions have nothing much b do
with the miain perpese oF the project bul hive been added for domestic reasons, The more conditions added. the
lewis likasly it i that Lhe project will mect its main moals. And che less likely it is that the recipient will feel
ownership of the project.

The reripient would of course have an interest in resisting conditions which make the projecl impassible o
implement. But the officials vn the recipicnn =ide are alyy imder presare from heir p1‘im:iijz1l.q ler Teacl an
agrerment o sorla. And (beir expericnce from previous projects with the same donar may indicate that
canditions will mod be very strictly Tollowed up. Or, as in counteies with Treguent cotation of seoior staff, thoae
wha negotiae the agreementinay be rather sure thal ey will nol be responzible Mo impleamenling 1. Insome
wid-dependent counties it iz comunon practics to sign agreements wirh the Would Banl laying dosen @ totally
unrcilisiie st of conditlons, to draw the first tranche an the loan and dien 1o serap the prisjicet when the Bank
ralses objections over comaditions et Tullilled. Inthese cases. The incentlive (o sign an unreslistic set of
unddertaking: is high oo hoth sides ol e negatiating table. And there is no doubt as w who is the real owner of
the praject,

A similar symmetry of Incentives existy when it comes o deeiding e sime s 1o the aid-supported
welivilies. Technigul covupergtion projecty are purticularly notoriows for the lack of discipline on ot sides of
the negaiating table when it comes to derermining when and transters should he phased out and howe Lhe
activities are to be @aken cver by the recipionl. Cherelianee on Toreign expoerlise is o strong faetor in
discouwraging local ewnership! For dilTerent reasons. both sides have un Interest in keeping the activity going
indefinilely, A common interest may arise from the time and effort they have both invested I getliog o

S Rillick’. T, A Principal-Agent Analvsis of Conditionaliy™, Paper presenled al DANIDA Seminar on
candirianalite. Copenbagen, Movernber 19495, '

S for instanes Berg, B (Coord.), “Rethinkang Technical Coaperation”, LND, New Yook 1993, pp 249-508.
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twmched, Bvaluators who are called in at regular intervals 1o assess the achieviements of the project will
Ivariably recommend continuation, wsually with some miner iimprovement, bul they all have their own good
rsasons for nol recormnending lermination, A project which has gone on for a decade ar mare with heavy
inputs of expertise and money fram adonor has ofien aoquired an idenlily snd a0 incenlive struclore of its own,
which makes iL difficul to integrats inue e local sdminisiation, The eisy way oot is abways to ask for yet
anothet phase ol donor support.”

Fimully, the fudger svstens of recipient governuments t2nd to treat asternally provided resouress i anly
separately from demestic resoucces bul inow way Thal rodoces their opportunily costs W the operating
ministies. In nany aid-dependens countries, extenal rescurces never enter into the Government budger. Ax
Sobhan points our, this means that o majee parc of Gevernmenl cxpemdiluee s oulside he amhbit of
parliamemary discussion, indieed in come cases cven gutside The public sceounting system. To the excent that
civil servanly manage kot aecesy o extermal funds, they have every reason o spend them rapidly and no
reason o believe thar the appropriations could be pul we s mene prodnstive awse 10 such go oppertunity shoold
later appear. Ticounirics whers estermsl resourees are included inthe official budget. the badget process can he
a voar lomg and the donors sl seeing their favourite prajects modifeed or cven renwved Trom the wrenda, Teis
gasy o understand why efficials oo bath sides prefer the " hypass” mode ] where Tooeign aid goes straight to the
implemicnting rminisiey oragency withoul pessing through the budget,

Adjustment, ownership and sovereignty

Wost donors have stated as an explicit objective for their aid fransiers thit they shoold conribule 1w selt-
sustaining coonomic growlh, thus goaduall recliging the need for further aid, This means that their resources
showld cither dircelly contribule o Incrsasing the productive capaciey of recipients, or forme ot of
development programmes which have such ams. Colancemaenl of prenductivity inagricnliuse and indusiey and
the developnwent of human resonrees bave been spectlically ¢ited as activities which will pramote self-
suslgining el Groeater public savings and increasing export earnings will cesult frosn these elTorts amd
ecradually reduce the need for Earetan aid. ' -

A pomber of critics bave argued that Swedish aid has tended 3 have the opposite elleet by primarily
supporting conntries which pursue overabsorpiion policics und helping them o avoid tiking strucrural
adjustmens measures prescribed By e IMEF e the World Bunk.” An example of the latter was the Nordic
aupprert for Tuncanian during e negotiations with IvIF in che dirst half of the 19805, Tn addition, by diseeting
aid o pon-tradaldes, in particelar to social services, Swoedesh ad has cven contribued o shilting weeipien)
ecaneaties away [com cadatsles, therehy increasing their ong wrem dependenee on forglan aid.” In spie of
such aicde effeots, howeser, SASEIA S overalDasaluatiom ol (e macro-2cononie ofects of Swedish aid o four
relalively depemdent coontries, Guineu-Bissan, Nicaragna, Tanzania and Zambia, sugeested tar the 1ol
effacts of forelan.qud an exchange rates, wotal suvings amd wvesunents amd debl repayment had been rather
pasitive.*

‘The IMF and the World Bank on the other hand have been criticised far farsing ausicrily progranimes in pooT

“valdeling J. Lt al, “From Stake Holdor Power Lo Mudual Interest: on Time Timirs and Graduation™, Project 2013
Sludy, Sida, 1995

“Tigsren-Adam-Collrer-Julin-0' Conpell, “Lvaluaion o Swedish Dovelopment Cooperadion with Tanania®,
SASDA Beport no 5D 194840 113, Slockbolim T see wlw Arne Bigsen in Ehonamisk Debacr, val, 16 oG, LIS
“Finns del hopp B Timeaania? and Peler Svedbers “Bistind, en misslvokad urvecklingsstrategi? . Ehonurnisk
Daluarr 4035, Stockhalm 1995 (0 Sweedish),

PSvedberp, pr Olotsgird, AL Flman, B, “Fvaluananof Swedish Development Cooperatiou with Guinca-Bissuu’”,
SASDA D 199407, Srockholm 1994, See also Srefan de Vylder, “Dea holbindska sjuboan och bistnd™, (in Swedizh)
Ekonoumish Lichau 1926,

* Howurd White (Fd.), “The Macroecomimics of Ald: Case Studies of four Counrries™, SASDA Report no 7, D
[993: 1 13, Stackhalm (994, '

Project 2015 12 Siday 1996




A {Challange to the Aid Relationship Cing Cdgren

Alvican ceemomics withid producing any posilive mesulls inolens o inercased prodoction and reducad
dependence on foraign aid. From the point of view of depandancy, the mast serious crnticism of the TFLs has
been related to the deht trap, inda which some chromically depenedent connmes Tell inothe lae 19780 aned 1Tom
which they never mamiged o cscape, Mulillatenul sgencies are the ovwners of o pacticulaly large share of the
debt burden af the paorest countries. By enconraging the hilaceral donees diveetly or indivecty 100 clear Lhis
triultilateral debst. some TFTS are hoping wecontinug lending Lo the powrcst counities, thereby prolongsing of @ven
wrpravating their dependency.”

While these srmumenls - both Bor and against the structural adjustment programimes - must be taken serinualy
1o all anakyrical waork o ald-dependeny ceomwrmics, 108 Thely tal they averstate the impottmee ol exlemal
resaees i bringing abonl o complele umaround in economic policy, incentive stwetures and general
dlbiludes lowards the use of public funds. It s relatvely easy 1o change the v of inwresl and the esehame
te, even thoegh some vested interests may cract o price Tor aecepting 1L Hven (e bodgen deficil can be
recluced, buscd omad hoe pelitieg ] coulidions, Bur ¢hanging the rare of return on invasoment in ditferent sectnrs,
ancl the wigre siructure and distribocon of income, noc to menticn the prapercy distribution, cequire mwoch
deeper and mars durable agrecments belween impuortant stiske-buslders in e ceonomy, The swability of such
agreeinenty van only be assessed over hong tme periods. and their results are equally slow to emerge. Ttois
mrfortunate tar the discussion about necessary structural changes inaic depemdent coeonsmics thal the debale
about structaral adjusunent progrsmmmass - parlicularly those o AfTicd - has generully been short-tenm and has
igmored the political und instnrtional foundations of reform. These aspects are alse necewsary fow o discussion
about aid dependency.

To what extent should fareizn danors be associated with such a deeply political oransTormation s 1he comenl
structural adiustment programmoes? The disenysion incvitably tiises the question of national soversisnty
which will be ul tish il" cxlemal powers are seen to lead the process. Ts the Government respomsible w
intenational finuncial instimcions and donors eather than wy the nalional Parliamenl? Those g vheloricd)
QUeSLONE, SLNCE 169 govermmeni will survive Tor veey g on fereipn subsidies if its palicies 2o against the
wterests ol domesiie s comires, As by been admirably well explained by a group of experts appointed by
the Danish and Tanzanian Governments, the only sustamuble refonms are those which originate in the
counity @l are supported by the polidcal forces in the country and where all inporian decisicoes are aken by
politicians and officiols respansibde 10 the eleeionsle. The cxpent group mives the rather hazy expression
“erwnership” d definilion which is reasonubly clear und pragmaric and states as Its conviction that even il the
process will take more time than danor-deiven processes - and Denee alsyreguite less Beeeim aid - of the outset,
it will deliver mare elTeative and susiinable resobl,

What this recommendation entails is simply tha the intalive in the aid relatimnship should be reversed, and
that the domar should aeail the politics] consultations mud discussions on the recipiene side and showld oaly
cnlerinle negelialicny dbout an ald programme when the recipient offers a concept which s Tully supporiod by
political powers as well as by the implementing viinisirics and greneics, Resopees shoold bemade available
on comchition that this prograrmme be implemented, but in a rather more flexible way than has been connmon in
multi-donor cooperation {an aspect which will be Turther discuwssed below), [ s important 1o note that this
proposal 15 made do full awareness thal The proposed hiatus will lead to a temparary deop i 1otal aid
disbursements,

The proposal his some similarily with the suggestion by a number of econcmists’ for what they call ex poss
eenrelitiontadite, meaning Lhal Nexible programime resourees should be made available afrer the reform rather
thiin on the promise of retornn Inits strict application. ot wauld lead 1o an even lomger Watus, so g that il

YRecTorinstunce de Vylder, 8. Varfér vixer skuldbérdan? Om beralningsbalanse ke n sy siruk Luranpassningdn
LAfeika”, Lafen [y kotsha swedicr, Argdng 28, nummer 4.
=+ .
M Reqmt of the Group of Independent Advisers on Divelomnent Cooperatiun [ssues hetween Timsinia and il
Nenors”, Roval Damsh Mhiniaiecy of loreign Allaics, Copenhagen. fone 1995

Vde Vylder, 5., “Ful lisning pd Afrikas kris. Replik till Svedbere™, Lhanomisk Debatl 1995:5; see alve Syidbeng
Ekonomisk Dehatr 93:0,
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might even jeopardize the refomm process. Bul with o broader inrerpretadion of this concept, it s a fair
deseripiion ol the awment attitude among donors that counies with a 2ood track record of seonomic refomm
will stand a better chance than athers i the compatition Tor shrinking Noss of balance-of-payments suppaort
Troom TE3A @ weillass Trom hilaleruds. T tht sense, “ox post condilionality™ is already being practied.

Critical o the soluton of aid dependency is ol course the promeion of export groweh, which provides the main
alternative to donor financing. Bangladesh, for instance, has foc many yeaes been s paragon ol aid dependeney
but has in the 1990 undergone » dramatic structural change insol as manulicturing exparts have srown by
2t} per cunl per year, Mewing trom an increase in the quota allecated under the Mulliliber Agreenent. Should
Bangladesh be able to suslain this trend throwghowe the decade, her dependence on loceing atd would
crveniwadly be wignilicenily rodiced.

This export increase ocsurred withowt a signilicant inerease in loteign dircel investment (FDI, a factor which
hias normally been associaled wilk sapon growlh in Asia and which is often advocated as a remeds for aul
dependenyy, Althengh it goes beyond the ambit of this paper to pursue this line ol anilysis, i musl be
einphasized that FD1 can only play a signilficamt e inceonomiss where thene i il certain degrree of stability in
Lhe Tegal and iastitutiondl setting ay well as in the economic palicy framewark. A nwmober ol chromoally
dependent economees are o Fact characierised by the abscnce of such o dostitutionad scuingl2, Iis dso
enporlant o nats that in the lomg rum, iFand when the dependems coonomies sueceed in substancally expanding
their expuorts, this will cceur in areas such as agricultural peoducts and fextile manu factures, prsfucis for which
indusorialised countries maintain import regulateos. T will mgke good ecomnmmic sense aid reduce the necd
For Torergn aid il these repulations could be Titted, '

Reduction aned terminstion of aid flows

A inother discussions of how Lo redoce dependeney ™, o mucdlical solwiom sugeesied is o et nate uid crtirely,
(o bring ahout o shock which will supposedly shyke the recipient out of the apathy thac is parc of the
dependency syndrome. and force it to take drastic action to deal with o national crsis. In American narcoticy
therupy juram, this unhappy state of shock 1s known as “gaing cold oarkey™

When o Government snddenly loses a souwrce of external financing, it poscs a very diflorent set of options from
those of a family living o wellaee, or & drgg adedic going "cold turkey®, How i distribule (he burden amang
dillerent proups 30 socicly, bive e omaintuin poliveal suppor and how to sustain functions that are vital Lo
Crovernment we questions which are ruther ditferant from those taced by individuals or Tamilies. In the poaces)
conntries, far instance, a sudden cntin food aid oy lead to biyp poodils smong iraders bul 1omo ineresse 10 farm
e, Disruprion: of investment mey lead o capita] losses which hamper domestic recovery rather than
stimulate il But a similanily may be m he dependency syodrome itselt: the more dependent ome his becarme,
the mare remote 15 any type of action which breaks the dependen patiern of behaviour, This is at least an
interesting hypithesia which could be studicil an basis of existing evidence,

This type of problem of adsting o an wnexpected loss ol revenue = siemtlar 1o those of moenoculiural
exporiers affecied by a sodden drop to e price of their main ceport commeodity, Althougeh i falls outside the
purview ol this paper, it is rather clear from the evidence of price shocks in copper, cocoa and cofTee af Meeling
African economies that the shock has ineariably been reated a5 a wemporary phenomenmon. even when prices
hive remained low Tor several yoears. As for instanee shown by Tony Killick™, adjustment of dumastic policy (o
externil shocks has usuully been late 18 1t has come at all, and foreign aid has often been invited we G Ow gap.

% Ndabu, Benno b, Al Dependence in Adricu: Some Thowshls on the Nutume of ibe Problem. Challenges for
Tramyition to Less Dependence on AdY, paper prosoniod g DANIDA seminar on conditiopsliey. November JOU3,
See also A Cootlrent in Traositkon, Subsaheran Alrica o the MId-T95087 e 47-d4, World Banb, 1995,

A lor instance in Lthe 115 debate abour “weltare mathers™, Se2 Muocray, Charles, “Losing Ground: America
Socin] Policy 193008007 Mow York Basic hoaks 1984,

*Killick, T “Leanomie nllesibility tn Africa: Evidence and Casas™, OTH Working Paper 73, Landan October
19493,
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This would indicace that inertiza and slow cesponae 10 cxternally induced change 15 a general phennomenon,
porsibly caused by palilical and institutional Gwors, cather than simply o conscyuence oF gid dependeney.

The Watory of wiving sl has very Tew cxamples of swdden el om the part ol major donors. An interesting
exumple was the L5 reductions of aid to [ndia in 1967 and 1971, which contributed to Indian policy changes
that made dw econony stracoarally [ess reliant o foceign aid. India at the tme was only mildly dependent (3
per cenl ol G and 20 per cent o public investment Dmded by wid), ot the mest imperlant ksson Crom this
cxample would e that @ very rapid policy reaction is cssential™, Tn the case of South Kavea, the transition fram
arzlatively high depree of aid dependency and generally inefficient resource use o exporr promation. FD and
senore elfcicot uae of Toreizn ail 1ook place seadvally dourime the 19605 An inderesung Meaee of this process
wity Uil curing Uhis period sid was invited i an inercasingly diseriminafing and seleciive way, ©

The sudden death of Sovictwid in PORY 90 hrowehio mone draoalic consequences. s cffects on Cambaodia in
19490 92 woere particolarly calaclysmnic,” The ceomomy ground tooo halt, ¥ilal socnl sorvices coased 1
tunetion. and only the armyy and paditical cadres seemed o 2o on as betore. Revival did nat accoe unti] atier the
clectioos, and only when OVCLY members reswmed vemyr bilaweral sid Phe currene sinsdion 15 one ol very
decp. possibly chromie, wid dependency, The ability or willingness o change policies o deul with the situution
appears 10 have heen absent. both hefore and after the resumption of aid flows.

i the case of Cuba, anether chivmically depemdien) ceomomy, the disappearanes ol Sovict aid lod wea drop in
G of around ane-third over a period of thres years, Invesimenc fell at the same time to ane-third of its level
In [R5, Very little remedial action was taken wodl mid- 1995 when soructural celorms were introdoeed on a
gradually growing scale. Agricnlura b markels, Torcign exehange amd Toreign investment wers liberaliscd, and
anslerity magsares inmwdoced 0 the Govermment budget, even alleeling milidary expenditure, A very slow
recovery bemun to appear n 19494, humpered by US sanctions, :

Thoe mest suevesslul adjustment policies allor the loss of Sovielaid were laken by Vicimam, in 1989 dependent
on aid from the Eastern Bloc for almest helf of its impoerts: Aid disbursements from that sotuce fell trom halfa
hillian dallars to zero in the next three vears. Liberalisation of the economy with particular emphasis on
gpricaltural preddustion, privade Tereign investoent, sealing dien o] hss-making public seelor enlerprisis and
increased Dade with neighbouring economies hus made the Vietnamese economy less dependent an foreign
aid, even raking into account dear aid from OCCD connceies has increased in recent vears.

These ciamples all seem e domenstrate the pre-eminenee of paelitical tactors in cnabling Govermments o
move tvwards redoced dependency on external aid. Of the initially three countries, ¥ietnam was the least
dependent frond the cutset. and in addition was politically prepared to undertake steuctueal ceform even bafore
thie dermise ol 1he Sowiet Union, The loss of Toreign aid iy even bive miggered some ol e relorms, ar il did
at least bring them forward,"” Cuba was unprepared, and its leadership seemed almost shell-shacked for three
or four vears, but there was wo allernative w deep-poing policy refarm. Cambodia, Goally, soffered o political
stalemate as a result of s post-war coaliton. 1110 had nol been fsuved” by a flovd of Toreden wid, continned
hesiliies belween the eoalilion pariners wouwld have been morve likely. thun resolute steps ro deal with the
financial crisis, Foreizn aid thos seems to have postponed a soducion of the strucoural problems.

" Cagsen, “Does Ald Waork?, op.cil. Anoex B3
" Appendis BT by O Steinboerg in Casser, op. cil.

" Rernander et al. “Facing a Complex Emerseacy, An Cvaluareon of Swedish Support ro Cmergency Ald o
Cambodia®, S1DA, Scockhalm 1995,

" Adarm iTorde and Stelun de ¥ylder “From Plan to Market: The Reoenoemic Transilion in ¥ictnam ™. Chapler 9,
Woslviow, 1996 Sec alyo Tjungsgren. B *Market Beonommies onder Comimuonise Resimes: Roetorm in Victnanm, Dans
sl Camhadin™, m Ljungeren, B (Ed.). " The Challenge of Retorm in Indachina™, Tlarvaed University Press, 1993,
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A conclusion that may be drawn tfrom this skaelchy cvidence i that 2 reduction of aid flows would not in iself
his s incenlive L e effective cesource utilisation. It is only when the reduction is adirect conzeguenee of o
changing aid relationship, crkailing o shill ol the juitiaye Trean donae to recipient, that it may contribule to
process that reduces dependency. Such a deop in wdd Vs was glso seen as a possible clement in the transition
reconminended by the DANTDA-Funded report cn Tanzania,

Even though shock theramy sceis W be & very unreliable remedy, it is ¢lewr from all dependency sticdics thal
it is not too much aid. bul oo much of the wrongs bind of ad, or rather too inetficient vse ot aid, which
constitutes the problen. The concept of “absorprive cupacily™ has Mgomed in the Toevign aid discussion from
iy very beginming, although i s difficult to give it an operational meaning. The Limits o the quanticy of
money a country can absork will of course depend on whal kind of selivicies the transters are meant tor, With
complete Treedom o apend. there is virwally no lmil o poteniad disbuesernents, ¥When donoes lay desen
conditions as regards procuremeni. aclivitices 10 be supported, financial conlrols ete., the “absorplive capuacity”
shrinks. Since this enquiry is coneerned with reducing aid dependensy, disbursements will obvionsly have
Ly b comlitivnal on certain activities. policy reforims or resulls which seeve this purpose. Aml since, over the
last couple of decades, some aid rmsalers have conmibuted oo worsening dependency, sucl Iramsfors mus.
10 future be avouded,

This is not tantamsunl e sugresling el edoced aid flows in general will help coming t grips with the
dependency syodrame. Farelon aid allocations can be allowed (o prow wwd accanmlate, or they may be
termporanily divertsd (o countries which are less than “chrenically” dependent, Bualdishiraemeni pressare musl
stop, Tong enough Lor the indliative 2o shil e e recipient side of the takle,

Coordinating che donors

Resshaping the aid relationship i reduce dependency will reguin: the full pariicipatien and support of all magor
danors to the aid-dependent country, A1 the denor agencies and IFLs have their own imterests 1 the comiry,
and their Frustrated atforts o satisfy hese inerests do in Nl contribule sigaificandy o worsening the aid
dependency syndrome, Whon @ couotry™s performance begins ta fall seriously shom ol the denors’
capeclations, each one of them will tighlen thoir condilions wd bath progect and policy levels: they will
supervise each. project more closely und ask lor cver mums Tolonmation just w make sure that at least thedr
projechs produce good resalts. That this may be achieved i the caponss ol performanes In other [ines of action.
and that L worsens the dependency sy ndeome, is a matter which does nol always worry the tndividual doncr
official a5 much as what Iy o her sxecutive boand will say when it receives the repart, '

While the dilTerent donor agencies are in principle commitied w the same goal of awisting a parocolar
recipients country in implementing ity disveloprnent programme, they are alzo in a sense compotilors. Frsl ol
all, they compete for projects that are likely w0 show good resulls Since some projects have lower risks of
talluee and @ high maendal for producing measurable results, donors will cormpele Tor therm. Second,
procuretnent s important 1o most bilalerd denors, Projects in shich a denor can include Lirge quamtitivs ol ils
v prodducts and technelogies are senerally Tivoured. Third, there are some developntent abjectives which
lave a higher pulitical value armong the donor agency’s principals than olhers, & promuing democracy and
human rights, the advancement ol winen ur the proleeton of the epvironment. Donors fuvoeut projects which
are Al besed remotely related to these objectives ind wimnl Ly be e (o he wsociated witk their seecess.

The ohsassion amang donor aprencies with having therr names pasted on project vehicles, their Mags flying
wver huilding. and their generosity alluded to inall public mentioning of projects they have supported, is © be
understood i the conlext ol their hoine consnmencies. They all compete [or osoure: with wther public
agencies and have o show that the money they spend in digtant countries is put to good use, preferably batrer
thian thal of arther anl apencies. While this practice is understandalzle, it s o lse vory connearprodustive from the
point of view of promoting recipicnt “ownership” of the programmes. How can 1 believe thal the project iy
wing i the domer, 1% espects, consultants and members of parliament comstanily ol s, a suceessful Sida ar
UNDF or World Bank project? Only whoen a pringect. fauls will the apportunity darise o assine full pmeThip.
"I'his es ancther enporant 2lement of the dependence symdrome.

The problem of competition and Sndividualisim® among donors hos been dealr with by the donors® own
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arganisation, OECD, which in its mamal “DAC Principles for Effective Ald™ stute that they are determined to
“wo-operale cluscly with recipient countrcs, informational instflutions and ather danors in mieraationz aid
co-ordimafion grangements  working owards oporitionally  relevant canclosions, bascd on o genuings
consensus” ™ Attempts have alsn been made by the TN system to bring about better coordination of donars
uncler the feadership el reerpicnl govere ey, and o vachoal Teston ol gid Cowes thesugeh the introducion of
o procraiine gpinvach ooeplace the conventional project approach, The progranime approdch presopposes
that the recipient scts the abjectives and privritics and decicdes how resources should be applisd w eeach the
programme goals, and only when the recipient has dome this will donors e favied wemake teir contributions,
Thisses shwoldd icdeally ot he programin: ws g whaele and nol w imbividual clements, When they awe wmticd
proeramme elements, there is a higher flexibilicy in resource deplovment than o caditional praject aid. The
pabrtice ugree o sleps or capacity buitding snd on repewts gind audeting, which should Sillew the eeipicnt
Ciovernman's rules and routinegs. They will joindy monitor proaress, and all donors sit down with the
implementing ageney at the end ol cach Tunling phase o revicw results anid o discuss esuree reguitemends
for the next phusc.® 1o this way, danors will cooperate rther Than compete and their dilferent reporling
reyuiTeImen s, provurenet or thematic inlerests will be taken care of under the general dicection and rules of
the Government programime.

11" several donars are to cooperate in this way on a Government-implemented progeanime, 15 necessary that
all of thent abide by these rules. Shoold only one af then decide oo seleel 1he “hase pieces” of the progooime
for u project dentilied willy ane donor :11_{»;;r1:r,'}; such s the o and sy anfl inoan agricu il
progrime o 4 curricolum development unit inoan aducation progemme, this will pose a public-choice type of
proflem in so tar as all the other donees will Teel that the e donor i rmsking gains o their espenes. The
programeme approach e e overcome Unis problem @ has infscr done so in muny cases*',

The main problem, however. in applying the programme approach inaid-dependent ceonemics aceseling 1o
e dnentons of The UN General Assembly resalution is i 1he donors question the abilily of these very
ciuntries 1o design and manage programmes o a ceadible way, The programme approsch has boeen applied
by mmltilacerals as well as Dulateral diners in couotrics such as Boelivin, Dodia and Chime, but they all show
grzat reluclance e el 2o ol their managemen) conerols inothaose countrigs which are known to be chionically
dependent one Toreign wid. Inog way it 34 o chicken-md-egg situation, since implementation capacicy is a
precondition as well as an operanonal objective of the programme spproach. Donors seon B weml Lhis
capacily W be in place helore they alliv Tlexibilily of resoores wse slong the lines o the programime appraach.
And this will not happen unless resources for capacity bailding are made available on o progrwesme foxis
The danors” willingness ro take risks is weartng thin in some of e mostsid dependent counitics.

This is an indisation ol s much decpor problem of fresr between dannecs and recipients, The SASDA study
wl the long-term gaals of Swedish development cooperatisn foond el Swedish wid ofGeials and pulicy-
makers lacked confidence in thew counterpurts in e niain recipient countries (oo significant extent,® This
chymae in the wid velationship us come info'the open recently in a number of cuses where Sida has refused oo
conlinue dishumsements beeause of alleged irregularities on the recipient side. Even though prablems of this
natnre occurred in earlier decades, they were never browgh i bead in this way. Uhore are stens from arher
demor agencies ax woll thsl such elings are widesproad and thal they may make ic difficult oo mebilise
joine clfers lowards mowe Nexible resovrce transters, One reason may e that i i difficwdn w mabdise
solidaricy with the poor if poverty appears 1o be the resull of mismanagement rather than of unlucky resource
endcavment.

Melad P netiples l'u_ﬁ' Ellvetive A, puoa 7o, OECD, Pes 1992,

LN Lioneral Assembly Resolution 44720 of 1939, See also IINTH s mamial on “Guidsliress for Programms
suppaort dhrcument (TS0, November 1993 and Sida’s on “Sector Progranune Support” (1995),

' Sabhan refers w the Integraed Roads Poogranime i Tanzanio s o good example,

U Hyveem, 1L And MoeNGIL T 2Is Swedish Ald Raliona? A Critical Study of Swadish Ajd Palicy in the Period
106K 1937 pp 5152, SASDA D 1904075, Oslo 1904,
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Steps lowards 4 ditferent aid relationship

All our studies indicate that severe problems ol dependeney huve been created by o number of intereslaled
FucLoas on both sides of the aid relationship, They have to do with the way donors plan, budget Ive and reporl on
atd prodects, and with the very concept of anl-giving as i i pereeived by many domor eegunisations, These
factows are intimately linked with o recipicn response which characterises the whale chain of action I
seeking foreign support to planting and budgenog i and 1o the setug D implomenaon and follow-up, Donors
andl recipients are in these cascs egually Tosponsible for huvine left the driver’s sear to the donoc and lor
allowing chronice aid dependency to undermine the recipient s nitialive.

s posaible e wrn these trends around, but this wilk require concerted action by both donors snd recipienis
simuleaneansly in & nwober of inereelaed arcus. Some ol these aetiens are of o generic nawre. related o
fowign aid in gemers . Chhers need 10 be caretully aflored for the specifie country situacion oo which they arc
upplivd, [ these cases, it 15 necessary tor all dw mogar dosors Lo ke punt in the reform cilons, Since the
reform entails giving up whal 35 considevsd 1 be pilitics ] and commmuerciul advantizes, it may thwart the
prucess 1 only one donor is yeen to use the period of “power vacuum™ o gain an advantags onver the others, 1)
will he difficnle for donors to abstain fron exsplicitly ansching their Tvoutile themes o their individoal aid
transfers, such ws democrey, somler copinlity, envireament profection. e will also be a tall order to explain 10
Uit vt asditors and to the mass media that there will be no dallar-by-dollac acesunting Tor the money they
have vansferred o counlries they bave poersisiently eritieized Tor bick of effectiveness and ransparency. They
will bave o belivve Thil the visk is worth taldag in the long-term interest of aid affectiveness.

Thers are political risks o the recipiont side as well Changes of the type advocated here cannot be introdiuced
wdess there s o stromg polilical huse for econemic raforn, even if it showld entail some ausierity measies.
The risk of adrep o aid transfees during the sbilt ol inalive (e tias” Feartainly sequires o strony political
CEHIBC s o e Torees sapporling the Goverpment,

The tact that cenars have paid lip service W the AC prrincipfes of wid cosrdingtion for so long withaot
achieving more than 4 handtul. often-quoted, coses of success makes it necoessary W 8o Turther than sating The
obvious. Like-minded donor ageneics sill bavis 1o gel together amd deeide ona sindegy Tor joint action, Given
the complexity of donor interests in geoerad and the cruetal role ol the recipicntin driving the process, icwonld
b wine o first laumch thee elTor, in ane or two countries where the palitical and institutional conditions are
Lyveurabls Jor applving o genuite programme approach. When donors and recipients have proven The warth ol
this approach, it will be easier 1o call for its replicaten in other coantrics, s o suppen his call threugh the
appeopriate incenlives and disincenlivis.

Apeneral action programime for combating aid dependency migll inclodes the Tolloswings poinds:

- Revvoired guoediny rethes than quecatide: Danors aod recipicnts shoull agree o miske properamme
mpementatitn qualily s sabject of syslematic joim review, Good results as regards
developmenl Impact should be rewirded. bud resoles should be examined and remadics
sought, An effort shoubd be mada to explaim w the principals an bath stdes than the guamtity off
disbursentents o commiiniens are ol seeondary Tmporlamee,

. Itradece o gerwine progranme approgehs Donees amd recipicnts shoulll seively move
twwareds il mdalivies which leave the responsiblity Tor design and manasement w the
recipient and sive the donors 4 rale of participants in policy dialogue on sectars ar on
macroeconamy. The external resources should be pooled within o published and appeved
Crovernment budger. Domors should delegae their own decision-making authority as far as
Possible to thelr field offices which are closer to the realities of programme implemenlation.
Since it is unlikely that this appeoach can be unrversally applice, 103 suggesicad thad i be livst
liunched on a selective basis,

* Budldnasional sather thon prfectmaneg ement capacine: Capacity building should comprise the
policy environment, academia and civil saciety as well as implemencng agancics. o this broad
context. donoes should regularly menitor natiomal capaiity bitlding egeher with he tecipient.

Project 2015 ' IR Sidda 1946




A Challange w the Aid Relationship : (ius Fdgren

Muake poficy dicloyue broad end teasparens: Pandeipation inthe Jislogne abowl natiosal
development policy and achicvemcents should be broadened to include acadeimnii and Nk
andd begome msre transparent oo the public o ordar o rain wider public suppaort far salotons.
Problems of wid dependency shouhl be openly discnssed within this framowark.

Exiabiish wul respect time fnits: Project and programne agreoments should laee o Gnee
lhmits for cach phase with inputs linked thraugh g logical Framewark o gucpats. Agreements
shoud be cxplicl v phasing put cxernal assistance and pliusing in galional resurees, cven
whan this may be foreseen aulside the Hme Trame of the agreement, Such fime Limits should
bo werionsly oxamined by the parties at the end of each agreoneni.

Muake « deal on wrnarognd of iitiefive: oo case where o very depeadent recipient is
mreparcal 1o ke aver the entire intiative and manage d prograinme ol intaest w doners, the
donor siche shouhd agree ooa long-wena linancing commioment ta compensate for the hialuy in
aid flovws during the turnaround. '

Support domestie resunree mefiiixaton: Reapicnts shoold take steps to mobilize domestic
resowrces both for investment and far financing Government services, Doners should should
SUppCt this acticn on ' prograrime basis. This includes bath estublishing Iunetioning cartal
markets and increasing the effectiveness of collecting tases and levies,

Provicle gasistones fo exporl paomoion: Donoes should provide suppoert o developmaenl
policies, progranumes and institution-building which hasa piental Tor increasing exparts,

Retnewe abstacley toexports: Recipionws showld remove istitutional and policy obstacles 1o
esporta. and donors should open their markels e the prinluews which will become available far
CRPOTL.
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EXECUTIVE SUMMARY
SECTTON TINTRODUCTION

The first part of the section provides an inductory overview of the cancept of, aud ainndes o aid
dependency. I poinls ol that aid dependency is nothing paricularly oow: indeed, a major assumption of
providing development aid has always been that it should be atemporary phenomenon. Whit is new is the
importance and prominence which has been given o Lhis particular cridicism of ald i recent years amd the Tl
that it is being discnssed with mos vigour (and concerns than ever within aflicial donor circles. '

The seeand ball of the aecrion hriefly summearises the main porpueses of 1he sludy. as detailed in the Terms of
Reference ireproduced as Appendix B This is o undertake ™o study of the emorgenes and indicatdons of
dependency on forcign aid, and how it can be reduced or avoided by using dillfereny cépes of resource mansters
and methads™. A% this is only o short deak stody, new research findings are not uneoveread; rather it seps back
Femn the llerature in oeder to provide, as far os pessible, praclical propoesals foc the Swedish Infomationsl
Development Cooperation Agency (Sidut. The study builds upon the waork and concluzions of two studies
already commissioned by Sida; Afld Dependence und Maereovnontic Effects of Afdr (ireratire review and
methadologioa! framework, and makes particolar use ol the wid dmpact sodies commissioned by the
Searetariat for Analysiz o Swodish Development Assistance (SASDA)

SECTIONTT AN DEPENDENCY: ISSUES AND CONCEPTS

A muoted in the TOR. thowgh the termn “aid dependencey™ iv widely vk, there s sl no ageesment on precisely
what is meant by (he torm. This seclion of the study discusses the whole concepl ol sid dependenty, bodi in
dauc and more dvnamic terms. in oder 1o understuml more precisely why there is muoch conlusion in
underslancding amd using the wrn. '

[ begins by uying 1o capoure the “essence” of the rerm s usel in the TOR Tor this study and in the SASDA
stndics. Thoogh there s disagreement en whar precisely constitwies aid depuendency there would appear to be
apreernent un Lwe things: thai aid dependency is “bad”™ and thar it showld thuy be reduced. The section argues
that thers are four majar teisaons why 1 his boen se dilTicalt o come toa generally docepted definidan ol ail
dependency. The first s that die erm ald dependeney s used 1 cnconpass @ number of different concey,
nolably  both quaniiive Tnancial eelatdonships aod less Gmgible wider conextual and  sreoctural
relaticnships. The second is that aid dependeney 1= wsed 10 refer bath to statie current relulionships as well
changes ever Lime. Uhe third s that, as widely understood. the teni aid dependency s used nec merely o
describe factal relationships Cehal “i=7), bul alwo preseriptively (what “ought to be™), Fourlhly, beeinee the
term 1 unelersoond as something negative Gdd dependency 15 vicwed ws w “had thing™), the pelicy prescription
fspre-determined dependency ought w be reduced. But this s simply preseripion withoul conlent.

This section goes o oy to "urpackage” mors eciscly what 1 “had™ about add dependency. It argues that
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lor denors who provide aid, the prablem wich aid depeodency carmon i in the natore of aid, tor it aid was had
it wonld never be provided. And it diesn | ngeessanily lie in the quantities of aid ziven, for the whale pupos:
ol providing developmenc ald s that recipients necd i U gocs oo e pednl onl thal Tutther confusion is caused
by those who move too quichly Trorm i assessinent that aid dependeney exivts 1o tle policy conclusion that
theralre aid depemdensy should be rechiaeed, [n contrast. this stiody argues that on its own the eaisienes ol #id
dlepemdeney 1 insutticient w determine precisely what actions domms shoulel ke, This section ends with a
discission of wid necdys and wid effiviency, It arpnes for the necessity of distinguishing clearly hetween the
needd of an did recipient and the amount of aid supplicd by denors thers is very litle evidence to show that
individual donees {or ecipienis) oy 1o cyuate (e twe bevond the confines of discrete projects. Yel-both
e iclingg e rngeh gid and insutficient amoune: could be major facoors inlluencing the impact al aid and thus’
inluencing the degree of did dependence.

SECTIONIIL DEFINITIONS AND INDICATORS GF AID DEPENDENCY

The Trshprart of the seaotion discussas and presents a number of definitions of aid depetndeney. 1L noles thal thiy
L mer easy tusle [Esrarts by suggesung that whoen pelicy makers Rens theiridlention on aid dependeney it will
be mosc belpful 37 they amdersiand @ moerms of o process ither than statically, More particularly i is
proposedd 1hat wid depende=ncy shoeuld be understood as dar peaness by which e continied provision of ald
apgrecs to be moking e sfgniftoan confribilion ot getfevement of selffsnstaning develognent. Tt s
Murtleer sugpesiced thal the delinition be relined by sub-dividing pattarns of aid dependency into three broad
sronps, Thus: :

Mild aid dependeney would be defined. us e process by wiich e contimeed prnision of wid makes ne
Sfgadlicem dnpact on recdicing e foetors impreding the achivvenwnt of seffaustaining developriang,

Chrowic aid dependency would be defined as tre prescess by which the peendvion of aid ereatay aew andfor
seliferes caisling impediments e the celivvemenr of self-sustaining development, tereby veducinge e ai the
extrenu, il ifeing e poyititve onrcomes anifcipaied,

Biminiching aid dependeney would be defined 08 e process foe velicle e proviviem af afed conerifages to tle
sedlwetion of faciars impeding the geliievement af seli-yustainine developmen:. :

These definitions wre deliberaiely apen coded: They plice the enn =aid dependency™ fiomly seithin the conoext
ol aid™s purpese and objectives and sive preference neither to quantitative noc gqualitacive fooms of dependence.
This 15 deliberate 45 the specific intention is o direct the attention of jpelivymkers well Boeyvand the process of
audl dependency e wderstand better the nanse of te development pmu:r..s.\' and why ald’s intended positive
et is el occurting. There s no presumption thac redocing aid, changing its form or increasing
conditionality, ar even focusing norrowly o he aid relationshig will sobve the probleos idemiificd.

Ornils owen. Lhis open-ended detinition of wid dependency is but a first step. The next step s 1o decicde omoand
draw up a list of indicators required o manioor the aid relavonship i order i be able 1y assess whother gid
dependency caasts, 18 extenl, the reseons Tor iy existence and (e prospects (or and means of furthering ita
climination. This 15 1he subject of the rest of this section which consists targely of discussion of a range of
different indicators which, it is suggested, will halp we throw Tight oo vhe mitore o aid dependeney and
podenkial puslicy conclusons.

indicaters are growped into different clusiers. Fiest, aovange ol Wifferenl goanlilagve imdicitors are considered
and presented which Tocus on the relaionship belween the aid provided, predominantly at the macro-level.
and the outcome expected, But these are considerad with two further sets of quantitative indicators: those
thut shed kght on wider development perleamance and tuose that Tocos on wider stoeetued changes in the
veoneiny, Weally, woniloring wends in more and more gquantitative indicators will build up an increasingly
comprehensive understanding of the nature of aid dependency Deiewed throngh the cyes of these quantitative
ingdivators), bt in praciee choices w310 need b be mude, This study areues that the selaction of “relevans”
indicitory cannot be determined di cfrercre: e sl be influenced and cventually determined by the unigue
development peoblerns and churacieristics oF the couedry inguestion aad The natore ol including bistory of, the
atitl relatismiship cslablished, [0 also points s mare general dilemma, namely that quantictive indicators are
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likely to be Tess aoissible pnd loss aecemate precisely in those coanotes inwhich they are most needad,

Mas ] gualitative indicalsns are dizcossed and a range of proposed Indicatars is provided, These are clusiercd
e twa broad groups: indicators of demeslic commitmen), caphilicy and capacicy, and indicators arising
From the refaticnship between donars and the recipient, Parzllaling the discussion on quaniiiative indicators, il
is argued that the scelechian of paricular imlicawrs witun these groups cannat be pre-determined, relevant
imicators will vioerge frewn analysis of the particular clrcumstances and ald und developmend Rstorics ol
specitic aid reciplent coumiris.

Promestiv comnitment, capabi iy sind capacity msues are thamselves sub-divided inta thres groups, The first -
focuses on the different pre-conditions minimally necessary Bor uid’s potenlial posilive impaet. " The second
o o the commitment of the recipient 1o development, including, impoctantly, evidence o indicate
that all necessary medsures ave taken to ensure thal the aid provided bas e best chance of achieving s
objocoves. The third examines the capacity of the recipient and its comperence to utilize the aid effectively;
hete whal is particularly impartant 35 we ddenily and monises indicawors shich help o form judgemenis
indicating an increasing ability of the recipient ro marage aid with srowing compalence,

AT examination of the evolving relutionship between donars and recipients is considered coseniial 1o
understanding especially the wavs in which the aid relationship itself could create or exucerbare problems of
il dependeney. Particular atbeniion s given we poientkal conflices betwesn donors and between efforts to
enhance the impact of discrete projects and wider repercussions for achieving aid’s rowder putposcs, A check-
Nisl ol speci fe guesions 15 prsided Toe domss o answeer in ths conlese withoa hzavy bias in favoor of judeing
domor actim {amd indction} in erms of increasing and enhanciag the capacity of Tecipicots o be bestter bl
themsclves oo achieve the aims of development.

Providing they are not used to draw policy conclusions B aferaere, (e siudy conecdiss thal domaors might find
i useful oo focas on a =mall ¢luster of indicatars 1o monitoring aid dependency over time, Thaush advising
uminsL L A0 one quariitative indicior were 1o be usaed, the beal woulld probably be trends in the ralic of aid
dishursed to levels of GDP. Rather, the study argoes that ic would be far mare preferable o manior the
privaress of o Jarmer (hough sl comparatively small) number of indicitors. A cluser al six indicutors is
proqosed: '

telal aid disbursements per eapied al lixed prices; the ratio of aid disbursements (o GGDP; ihe
ratio of debt to GDP; the ratio of emergency aid to GDIY: the under Gve mortalicy rate for girls;
arul secombary schoal enrglments as o percentage of the tolal age cohort.

SECTHUONITY  AID DEPENDENCY: EVIDENCE AND ANALYSIS

This sectian attempts o look ar the issue of awl dependency thraugh the prism of the evidence: the firsl purt
SUFHITHRA T sy SO mgerve-coemnomic daty and remds, the second wes o hink the discossion of aid dependency
direetly o the Swedish aid progrumme, Bul immedialely o problem aises: thene i been very Tow slidics
which have attempted to analyse issues of aid dependency gy xe In uny comprehensive manner, Most
disecnsaions ol anl dependeney teod 1 be part af g sub sel ol beoader sucdies oo ad amd aid impact; this has
botly exacerbated the problems caused by aid dependency being understood in dilTeront ways, and made i
excoedingly ditficult to make firm generahisations fraom the disparate evidence which doss exivt, Nodertheless,
this section of the srudy starts by making some (entativelt peneralisations about the relative Impotrance of ad
dependency by wrouping aied recipionis iniy three: the “hehily aided”, the “heavily awded”, and those 0
botween”™, I sugmasts thal e sreatest headway s Lkely 10 be mide lsamds redicing sid dependency with this
“in betwaen™ gronp of aid recipients. It makes a plea for in depth case-studies to Increase kanowled e ahout the
rislenive fnpentance af dilMerent indicators i different conteses and possibiz pelicy aptions. This sectian of the
sludy goes on Lo discusy the case ol Bungludesh where, cxecplismally, aid dependeney b been e subpet of
cerluin special sidics. Among the different peants caised, two can be mencdened here, The firse is that the core
problen ol id dependency in Bangladesh iy preseniad as one ol gevernance aml comminnent The sseead,
related. point 15 that because wends in key ratios widely considered central to the iid dependeney debale, whon
viewed through the prism ol guantitacve indicatocs. tai o provide information with which to monitoer trends in
i come proshlen, they re considered peripheral, i nolirmekevani 1o the discussion,
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CIrseussion Lhen swAlches Lo aid dependency vicwssd through the prism ol Secdish aid. Allention 15 drasn oo
number of common features of the SASDA studies in rerns of their {admittedly partial) study of aid
dlependeney, Thus, Tisd, the studios foows wost oo analysing vends i selecied quantiative relatiomships, aod
thus it 1 on the basis larmely of unalysing wends in guanlitalive ndicators thal canclusions ure drawn,
Secondly. there 5 Little atcempt (and some reluctance)] to be deawn into moaking across-the-hoard
voencrlisations From the specilic country evidenee gahereds Thitdly, the studics fieus most on porlraying
trends ten on trving 10 wlenody the cause, or cavses, of aid dependency. Toucthly, however, and perhaps of
maslinlerest iy the policy defude, the SASA sludics by nomoans B low a regimenid Ey'itlc: i argument ol e
form “if awd dependency is increasing, then aid cught to be reduced™. In a oumber of instances they contion
auinsd comeluding eihier that withow aid, or with less atd, the recipiont weowld be better of 1, or thad aid should
be reduced simply bacausa it fuils o achivve 1he ouleome intended, '

Thie Swecdish ail propramme i« then disewssed more general e Firss il examines Lhe cxlent i which Swedish
ald 13 allocated oo countries which need 1t most aad, ough s conelusions are fenbative, it poinls (o seemings
dizcrepancics which could well have a bearing oo e aid dependency debare. Next it lonks at Sweden’s
PrOLTHMIG Ol in particalar amdd Fndks liids evidence o ahowe That the sorls of indisan s proscnied in
Scetion [V 10 analvse porential aid dependency problems arising from the donor-recipient e monitored by’
ald ramagers. Indecd trends inand Tows sugoest thatl ovecall aid needs in countey progeammes have ool been
the Basis on which uid allecations o parlicular countovs have boen delermingl.

This seclion vl the sudy then diseusswes the conwibuion Sweden has been imakang o verall aid in e dilere
progrimine countries, The evidonce suggests thal lor most comitrigs, Sweden is nol g myjor doenor, in onby
few countries has it ever been, and its overall share of total aid In most programme councries has been falling,
The st e Balive condribu o o Swcdish gid o wdal id in mest prsgramme counlrics suggess et undlaler
action to addrasy problems of uid dependency is Pkely to huve minimal etfect. [ The diveussion in Seefion ¥
sugoests that thiz 15 likely 10 be as rue for aid at the praiject level as ic s tor aid ot the ageregare programme
lewel | Thiy scotion of the shidy ends by diseussing irends inocore guandilative indicators Tor dillerent
programumne conntries that misht be used to monitor aid dependeney. 1t provides nuomeroos instancas L suppori
thiz vicw 1hal such g e Tramework provides o very partal and wsually inwdeguace basds opon which (o
derive particular policy conclusions about how o reduce add dependency,

SECTIONY AL DEPENDENCY AND DIFFERENT FOUMS OF ALD

This section of the study sxamines o number o diflerent Fomms of @id und tries s lnk These o the disoession ol
ald dependency. In particular i discusses the folloadng: aid and debt issues; aid in the form of Impart support;
aidd i the foem ol overall budgetary support; iechieal assistance: and official aid channelied 10 NGs. A
o parl ol iz secton T on the Sssue o comditimalily, Oheerall, 31 argnes thit o maior way e rodues:
ald dependency on ditterent discrate forms of aid is ronically. wo tekle the 1szue holisticolly al the agereoate
lewel. This means that priority shouid be given to analvsing different overall constraines impeding aid’s grearer
imci, tousth importance s lso siven we the need o ddennly and prioritise the strencth of differene Taclors

impeding developrment,

The siwely eonlisnes dimors stromgly amainsl adopting oo mechanistic view i aid dependency which fooises on
trving ro enbance the Impact of idividwal projects and Lo address problems o aid dependency By impaosing
mare, and mare comples, forms of condinooality on recipents, though it notes that such action will often
“weork”™ whon viswed oy at tie projoect level A major problom ol this approdch s that i amores aid’s
fungibiliry, Cne way of mving to reduce aid™s fungibilicy, it s argued. Is to work fo ensore thae all aid funds
become intezrated into badget (recurrent and capital) spending plans and proefiles. Does this mean that a
“hettor™ B ol wichwan el e o foews cnlively on providing neeessary wdditione o the swerad D el bascd on
agr=ement with proposed spending plans, and move awiay from sectora] spending entiraly? In meneral, and
aficr same discussion, this study argnes against such o move and in faveut @ prudeny mix of overall budget and
sector] support,

A seeond wity mowhich the Tungibiliy of funds can be reduced i by donors rsequiting a sel ol over-arching
canditions be agresd and met. The section discnsses and reviews the evidence of conditionality at the macro-
level, and s cautiowsly criical of s rafe in educing and dependency. 11 stresaes the geouler need Tow danors Lo
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logus o ways 0 which recipient commilimenl. capacily und capubilities am e Dl up and morlord amd
proposss a aumber of wavs in wiich this nght be done.

Thiz scotion ends with a briel’ discussion of @id depondency in relstion o the eele and dmpact of SGOs in
development. It nores the lack of comprehensive or in-depth country specific evidence of the Tk between -
MO0 develipricnt initigtives sid aid dependency, bue oatines the various ways inowhich NOO achons and
activites might reinforce or ease aid dependency constraine. [n relation o goverument funding, it notes that
Swalish KGO hove nol been asked to Tocus particolarly on issues of capacicy building in the somh. Ti
proposes a number of specific wavs in which the goverument mighl encourage Swcdinh 008 1o fogus moere
on aid dependeancy issues buc cautions against assuming that withour wider assessment such encouragemant
should necessurily be considercd o priority, :

S5ECTION VI SUMMARY CONCLUSLONS AND FOLICY IMIPLICATIONS

Thiz seetivn of the study sty I}}-. drawing Logelher g pumber ol zeneral comelusions and thoen s on iy mahe
some specitic sugnestions for Sida. Tt concludes that aid dependency iz an imporant <nd potentially serious
issue for the donor communily in seocral amd thus Tor 3uda in particolar, Conseyuently, 10 argoes Tor The
inglusion ol aid dependency analysis in palicy deliherutions aboul wid and development cooperiution Issuss,
[Towever it goes on to stress that trying w draw general policy guidelines feom pver-arching analysis is likely
to preondele w10 any insights o gudde policy decistoms and il st cnergy necds e be desoted kamalvsis
the coumtry level. It moes on Lo repeut o common theme of this study: that though the phenemenon of ald
dependency (s an wnpartant coe for danors o focus wpon, o showld not be viewed o izolanon and ths should
oL b e sole bassie Tor doneses Lo desian or gler thens ot oo developmenl cooperalion policics.

The study sugeests that all aid peovided by Sida should i aome manner be examined in terins of aid
dependeney, bue thatl o oon prosramene couniries, use shold benasde of analyses rmade by others. In cases
where swecden 15 a mujor donor, i 15 sugrasted that Sida should aither eondoct ils own wid dependency studies,
unlass it can satisfy itself that exizting studies sofficiently answer the gquestions it has oo inform Lhe wider
chiscussion of the nature and degree of ald dependency and its link two other development constraints, The study
ooes on o discusses how one shoold define what a major donor s, indicanog that, fram e perspective of the
clizeusmion al sl dependency, the number gl coutrics Thas delingd shiuld probably be fower than the cunent
19 propramme countries. 1t is arened thar for aid dependency analysis to be usatol 1o 5ida, considerable eftort
needs ta gointo making the analysis operationgl. Thus coundry-speci (e stadics of aid dependency need 10 e
vicwod less s diserete, geadomie, excreises, und more as inputs 10 be Tad-inte decisiony aid managers
conlinuilly need to malke in the process of reviewing the size and shape of the aid programme in different
countries. The study ends by dizcusaing differenl ways inowhich souch inpow wighe be inlesraled oo Country
Straleary papors.
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I INTRODUCTION

Almost sinee ity ineeption, aid las Bbeen subjeciod b w amge ol aiicisme ad allacks. Among these hus baen
thwe charpe thal in practice aid has oot helped to achieve its ditierent porposes — to bridge gaps. moet necds and
wercherale doevelepment. Rather 11 kas been argued, (many) ad cecipients remain today as dependent, or
perhaps even mare dependent, upon did than they were when donors (sl staced 0 provide then st and.
Actlitionally, <ome erilies hivee sone oo o aesoe tha this continoal fand sometimes increasing ) dependence
upsrt aid is consed by, or has been exacorbited by, the vory madure of the aid relationship: in other words, the
ultimate ibensficiall abjectives cannot be achieved becuuse ol the dominunes of ather more inlTeential
prrverse canssgnencss or aulcomes of the aid relationship. Together, these points provide the substance of the
“aid dependency” crilicism of il Wit s new s nol 1he “aid dependensy”™ argument pee e, but the
mpoctanes and proaminence which has been given ro this particular eidcizm ol wid inrecend years andd Lhae i
thart iy boing diseussed weith more vigooe Gand concern) than ever within official donar cicles, The first part

of this introductory section of the study seels w0 phice this eviden] tising comeern with aid dependency wathina

broader historicul context.
L1 Why Aid Dependency is an Issve of Growing Concern to Donors: An Hlistorical (vervies

FUIE':'[;_I_H ald was orfoinally provided sololy toaddress cinergey neads Yer as far back as the early 19505 a
number of offizial denars, including Sweden. had begun w provide nom-cmergency sid, dae gimes and porpeses
ol which wes oy conwtbuee (o variows and ditferent swoees) 1 an acceleration of the process ol development,
The jrowision of both cmerseney amd doeveloprent aid was based enthe Tact toe judgemenc) that the recipients
bl pressiog needs (in the case of Immed iate hwman erises, vory urien] needs) which bad o be met, bui which
they Thenkselves did noc have the shills andfor resources to addrass. To the present day, o mujor parl ol the
business of the "uid communily” has beon locused on debating and wlentfying theee inter-related issues: whit
the needs af recipients are; the importance of Jitferent neds; and how best i help recipients el those needs,
nol loust by enbemeing the impael ol the aid peovided.

Througho 1his while period, the provision of bodh emergency™ and “development™ aid has been bused ona
shared core assumption — thal aid would be o temporarephenomenon. Lo botl cases, aid was o fill dentificd)
gaps, or needs. and when these gaps il Been Hlled Gand neads man ), or when Tormaer resipicots had the shilicy 1o
nicet Lhse needs thernselves, then aid would no kotger ba required, and would no loager be provided,

In the real would, che view that wid was 1o be wwmporacy pheoomanon has been tainced, alteced and in some
sevses cuntadicied by other influences and praetices. Thus in the first Pace during the Colid War period, wid

wars providedd 1 nummereus recipienls nol merely o help addeess unmet needs bur in order 1o secure or maintain |

strategic alliances. As long as the Cold War o lasted, This reason Ter providiog aid on a continual bogls
porddsted. Providing aid in ordsr oo encoucage recipients o enler inlo comrmaereisl (nom aid] concl: with
domgr countey recipicnls bas been an addinenal (zecand) factar discouraging donors 1o foous on hew they
mizht mare rapidly end the aid relationship, Thindly, though the needs and attributes of the recipients
provided the anderlving justfication for piving wid.” it s siriking thal debutos aboal wid across all ofTicial
wslern bilaferal domers, and within the Development Assistance Commiones (DAC) of the Crmanisation [y
E<onomic Cooperation and Devielopmenl (OHECIT have o practive Tocused Tae more an the supply of aid
(changes in the guandative Tevel of dd provided by the dowsrs — frcusing mast parlicularly on aid provided
s o share of gross mational produet (GNP) — than on asssssing the extent to which the purpuse of the aid
provided wias being achieved: necds were being mel, gaps wore being lilled, and reclpients were able to maet
these needs and 1] these gaps without external assistance.

A carly articulule caponenl of these argunients was Peter Bauer {see Baeer, 197 10 Early wid dependency antacks

were alsobeen made by Gritfin. while zince the carly 19805, Scers, Myrdad and Krawss buee all wsedund dependeocy ™
weunents W eridcise the aid relaticostip, See Referenees,

IMregisaly why danors amd cilize s in donor coendries have felt they cughil e respood mreciplent nesds has varied,

Lin Sweedhen garly metrqanons includad: solidarity, social Feevou o sense of comnunity buoeaicy, ©galitaranssm, aod
Lhe wiew Lhal Uee proseely and duevelopment of poor countries will prosvicdle furure commereidl opporlunites e Sweden,
s Ehrenprois (1 995:1). .
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Combimng the swategic and commerciat reasons for providing aid with the promincice miven W L aeaunls
ol aid provided by dillseen] donor coundres bas et That Lo the proesentday s ithin theie own countrics,
daonors” aid performance has been assessed and judged predominamly in relution to whelher they are giving
mwne o less aid and dnorelate o whether diserste ad projects and programmes ace ahly maeting their near-
temm ohjeclives, and amly raeely inerms ol whether the sid provided inaggregaile i< cyuated 1o the sgepreste
neads of the recipient and ably meesting those needs. Thus while, on the one hand, both emergeney and
developrmenl did hove been justilfed as o lemporacy phenomenon, ot only has a continstion ol @d mol wilh
approval Tt asing levels of aid have been and still are the object of wide praise, and declining Tevels of aid
M lonees are severe ]y eilistsed. 100s tese Tactors which have wended 10 overshunlow any eriticesmes ol iid
based on different adverse or parverse dependency outcomes. Either criticism has been largely ignored or
white dita e suppan such il dependeney eliims bave been prosdided, s Bas been sicwad gy rrtial
evidence,

The continued emphasis given b aid volwme and the quantity of aid sepplicd G5 underslandable, inpart,
because af the large gap between the (priginall assesved value of the 2id required by recipients and the aid
proveided by donars, Thue latestOLCTY gures shoa thal The conlined OIXAMGNE catio al all 1DAC lants as s
group w1, 30% 10 19%4, compared with the original turcer level of 0.7%. 0 Pethaps more corious hus been that
the aid debate in donor conncries-which bave achieved and sarpassed the 0075 of GNP arecl for olficial has
cantineed s be profamilly inleenced by concern oeer the quantity o The sid supplicd. Relidedly, i s Tar
casiar o comprehend quickly quantitative tends in aid volume than it is o grasp quickly whether needs
(usually a variely of dilTerent necdsy are bewn e, o Tactor reinforced se Il by the paocily of sccessble diias
amed infommation on Cither o lnapcial estivats of the cumulative comeid wid necds of ail recipients o those of
different recipients. Ontside ermeraency assistance (and ever then it is by no means commoeptace’ i1 has been
rare For sither recipients ardenors e fund studies which anompl o sssess comprehenesivily theie aid nogls. For
Ltheir part, the majoricy of the seneral public across moest donor countries the TISA being o partial exceprion)
have been ready v asswme that most aid “warks™ and have bused their cononual suppar Tor aid an the Tacy thist
there ire 5111 so mamy poor people “oul there” whe have ummel needs.

the thinking and pracrice of aid and of the major donors. including iocreasing the influence, and thus the
crmpartance, ol The aid dependencey armuments e apainst wd. Fra by, e Cold Waor has ended, remosinge thal
nathicabir maltve For malnraining a permanent aid relationship widh a range ol dooors, However, the end of the
Cald War has not meant that security and <trategic reasons for providing aid have disappeared. Rather. the
combination of the remesval o g enge ol Dmmcdidde, short-ierme seenrily thrests, and o downgerading ol the
shralegic imponance of o number of poorer countries which have been relatively larae recipients of aid have
meant that more soul-scarching questions are being asked abouc.dwe neccasacy of linking the long Lenu
pevrvision ulaid with mainfaining or cohancing wider donor intoesls,

Secondly, and linked i prart o the end ol the Cold War, the peomacy ol macket ceonomies and rethinking wigys
of addressing necds and weliare problems within donor counlriss are influencing the way that the aid
relucionship has commenly been pareeived. Tn particular, changing attimides 1o the respective rales of the aade
and the private seclar are leading (o guestioning the awlomatic Unk miade between addressing needs and
Belping recipienis and providing aid. Thus when economic developmeant @1 bome is viewed us occurring
bast, not somuch when the state intervenes directhy. buc when it provides the frameéwork and incentives for the

*See DECT (0996 90%, For a recenr discussion of the contemporary reievance of, and serions problemns wirh the
35 racoet see Biddell (106 Chaper 2,

T the early parr of 1996, the Development Assistance Committee (DACY of the Crganisarion for Leonomic
Cooperation and Developnuent cooprnissivned o sludy vo public opindon oo aid inooenber couniries. A 7993 soreey
of public opinivn in the United Stales Nownd Dhal 73%- of respondents thooghin that the suverament spent Beoomnch on
Toreign wid. Howoever the sarvey alse revealed Dhat the majorily thaught that the ncrsllavel of spending on foreign iid
wis | 5% of tha 15 budget. adding thar 3% would be abour the right level. 1n fact, the 190 rano was bl2ss than 15
See Oread for the World Lustitoge (159095
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market 1o work more elficiently, it is dslked why such inceeasingly-shared wiews should noc apply wilh equal
loress abread, espeeially whoen the lwees of globalisuion ane Tas) rewoving the agid dislinetions formerly
made betwean developed and developing economies. To the extant that the provision of addittonal resources s
no longer seen as such a priority 0 eems of providing the mcaons of enbancing developroenl and providing For
jubs at home, the downgrading o s priorily wa e of hetping athers abroad 15 1ikety w guin up incrcusing
number of udherents,

Taken teeether, these two Facloes help w explain a thied recent phenomennn, namely the 19905 cots i overal|
i o develomng counlrics fa Gl of some 3.6%: in wlal Q1A reccipls Inorea) werms Fomm 1997 1o 194894 (he ey
long-term tull in aggregace aid tor two decadas) and the expectation that agrremate aid contraction is likely to
continue al least aver the nest Mow yearss in 1993 aid Levels fellin 18 ow of 271 DAC donor counirics, Tllowed
by @ Further conmaclion o8 counties in 1990 (OBRCD; 19w, 905, A [ourth phenomenon, following the
collapse of the former vomnumnity regimes has been the establishment and arowth of aid to Castern Corope
(1 amnd the Former Soviel Union FSLY m HIL ollficisl aad from DAL doners fo Tormer casdern bloc
countries amounted 53 $7.5 bo, cguivalenl o 1265 of totad QDA funds from 1AC donoers, The provision of
awd to BE and the FS1T has influenced the wider aid reladenship i two wavs. First, the rise of new recipients in
the contes! ol shrinking apgmoeale wicd Tunds bas inergised the need Tor doiuors we examine more elosely hivs
ald funds should he distributed between recipienls and the criteria for couniry allocation. Secondly. the
sagermess of donors to establish marke-hased economics in BT and TLL and at Jeast the carly cazerness of
Lheir mew goviemioenls e pursee markel-based relorms Das influemecd the ways tial aid lunds hive Been wsed
not only o these new recipient conotries but in tradiconal ald cecipient countries, most notally by placing
arcatesl emphasis on expunding and “deepening markcts and boilding and strengthening insowtions 1o
encoutige murkel penelration and deepening.

Arul Onally, in theiw ton, the preater cmphasis Deing given wy the market raises ancw goestions aboul
cantinuing to provide ald to recipients s @ means of securing. inilatinge or maintaining cormnercial links,
interests and contracts, Aid is still given in the hope tha subsequent development will lead to the development
ul eew aud expanded commercial relations berseen former donee and Tormer recipient, and aid Leing
cuntinues to be practised — indeed among Asian donors in patticular, this remding o major motivation for
meeviding aid. Bl thwe links between aid and commereial interest g being devven inercasingly by orrenness
wind support o free markel praclices than by expanding ying and related praciices.

The combined impact of these different factors has been to pive far greater prominence oo the nocion thae aid
onght o be viewed more s o wnpocary phenomenan, aod to lcus more sharply on climmating or redocing
Lhosse asprects 4 L i 11;-;Iu|'1'm1k;hi]".- which appesr o engonrme or panloree o perningnee ol gicl. [0y these
developmeants and This new context which kel 1o cxplain why increasmg prominence has heen given in recent
years to the feld) issue of aid dependency.

L2 The Purpnse of this Study and the Structure of this Report

Basedd e the "Termes of Belerence proveided, the broad poopuese ol this stady has been o underiake ™ sty of
Uz crergenee sl indications of dependency en loreigan aid, and hive 30 can be reduced or avoided By using
different tvpes of resoucce reansfers and methods™. More particularly, the study has aimed oo discuass
guantitalive s well as behwe o] und gualitative eriteria Tor delevrniming aid dependency:; cxaminge dilleren

tuoms ol aid In thae comlext of their contibuling to orreducing aid dependency; and propose ways of Inproving -

sustainability of development cooperation progranwmes from o financial point and with regard to the
developinent nhjectives laid down by the Sweedich Parlinmend.

The stdy has been solely a desk-hased exercise, thus there was little expectation that new thearetical insights
wintlel be uncoeered. Rather, 10 step bucks from the available Swraore aocb insizhiz i gl and ezpecially ail
dependency in arder L provide proposals Tor e Swedish Intemational Development Cooperation Apency
{51l on wagys inowhich iL mighn contribute o redocing aid depemndency in the connires inowhich Swelish
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afficial aid is nsed.” To builds especially upon the work and conclusions ol two studies aleeady commissioned
by Siliar Afd Dependence . Johapsson) and Macroeconmmic Effects of Add: literaimee reviews ol
methodologicn! framework (1L Whited, Additionally, it makes parlicalar use of The various recent studies on
al and aid impact cormmmissiongd by the Seerclarial Gee Analysis of Swedish Development Assistance
(SASTIAY '

Sections IT and TIT Tocus on il dependency more at the theoretical level. Seetion TT, Aid Dependengy:
Issues and Coneeps discussces Lhis whole concepl ol sid dependeney, both in static and more dynamic terms,
highlighiing in yame detail whi there 15 5o much conlusion in using the lerm. Section L Definitions and
Tndicators of Aid Dependency siurts by propasing @ set of worldng definitions of aid dependency considerisd
of use to donees like Sila Parliowlae croplhiasis b Lid on the notion of aid dependency as a dynamic rather than
merely iy a static concept. The second half of this wecion 1= devated 1o s discussion of the wide variety of
Spannbitative wand noG-guantitative indicators which might e vaed e assess the nature and degres of aid
dependency in differcent couwntry conilesty, 1L proposes dillerent sets of indicators which might be used
jodicious!y) to manitor crends in aid dependency over lime.

Sections IV and 'V loek o the dssue of aid dependency more at the practical level. Seetion TV, Aid
Dependency: Evidenee and Analvsis revicws the evidenee of aid dependency, locusing mastly an evidence ac
the agregale level, I ends by examining in some derad] Swecen™ muin prormginme counliss, Howeaver,
crverall, i 15 argued that there remaing o lack of data and evidence to indicate the catenl, degrec and b npoTlance
of wid dependence. Section ¥, Aid Dependency aod DifTerent Types of Aid examinas a number of diflerent
Farmy ol ald und tries to linls these to the discussien ol and depemdenes. B argues: thal too sxclusive a focus on
different Terns of sid runs the fsk of assnming (often incarreatly) that the bast way s week 1o reduce aid
dependency 15 10 fosws nareee ly o these diflerem Tooms of aid, This séction of the study discusaes e link
between the increased conditionality of aid and cfMores e reduce aid dependence. It ends with a brief
diseussion el aid dependency in relation to the role and impact of NGOs in developent.

Finully, Section ¥1, Summary Conelusions and Policy Tmplicalions, draws wgether some over-arching
policy conclusiens and makes o number of specific policy conclusions Tor Sida 1o consider, [t arruss that
though wid dependeney Tssues are important and necd to be eonsidered mote clasely by aid managers, it
viewed on theirswn and o isulalion the risks are likely to be high that the policy proposals will b misplaced.

* Ln Lhis pupeer, the sihreviarion SITA (Swedish Internativnal Development Aulhorine i wsoally nsed fo rafar o the
argunisaticn prior fo the 1993 rescponisation and w publicalions produced by the formear aid arcanisation SI0A,
Onherwige the abbreviation Sida is wsed woreler woothe current organisation (Swedish Internatona) Developrent
{Cooperallon Aprency b
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I ATD DEPENDENCY: [SSUES AND CONCEPTS

I1.1 Aid Dependency as Understood in the Terms of Reference for this and various other Sida and
SASDA stedies

11 TR for the present stredy

{onsistent with much conlemporary disenssion of aid dependency, the Terms of Relerence (TOR} for ths
study mmake the fallewing observations/commerns abour aid dependancy”

* there are ae penera iy accepted deftniiions of the teval ald dependency: vet

it iy baceming inceeavingle clear thar many of Sweden’s oid reciicins hove developed o rev fornt of
depedency, wid dependency, meluding most African coamivies, Bongladesh ond foo:

it ix cenntnonty believed that aid dependericy (5 (Moreasing B many caunries, arang the effecis of
whieh are the folloveinge: a vednction i ineentives fior domestic vesolrer grobifisation, o disiortion in
the affocation of svadidable pesries; an pidermining of the feeling of responsibdiity among politicad
elecision-makers, feading fo o weerlening of nuationad goverionee:

* a special form of aid dependency i that of increasing indelrednessy fron aid-firanced credics.
experivllv i conjuncilon with fed wid, ax in ihe oatem of auved credivs provided on coneessional
iR vl Svsealenn Do bear i Brcragsing v o receid vears!

* For et denors, debi relief, aid coondinarion wel prograsee ald with seme forn of aid
i:-!')f!iﬁ!a:().l'l['l'iif_"l? (IFE SeeR e T (e r}_ll the ditenura of gxplaining fren il e wic! FrQgriinbiney ane
freneoeg am iy Lowareds susralinoele develepiment:

# remyerrative aralvsls and aid cFitics whe see aid ax part of the problem propose vedpesd ald ol
frerecsed relinnce o free markets and incentive s for privere investient as the sedationy and frally,

* th stody shonfd diseuss different wavs of redocing obd dependenes, opifinieg poriclar stirategics for
difficresd programae cowmttries gy well asinore generalized wors of reducing oid depenrlency.

The essence of these poinls can be smmmarised thus, As oo result of ambiguites, oneertainties and
inconsisiencies in the way the lerm s nsed, the study s required o deline wid dependency. Althoogh, it is
arrucd, there is no generally accepred deliniiion of uid dependency, as noderstood here aiil dependency s
viewed negatively 4t is 1 “had fhing™h and appears to be on the increase. Addidonally, aid dépendency s
perceived o be a reladvely now phemuuenon which, in e different munifesiations, hus the comolative effect
ol make a significant dent in the positive autcome wiich aid is meant to have, As a resull, the study 15 reguired
tor propase 4 varely o ways in which it might be reduced, nol lewst in order w strengthen the argoment thal aid
rmakes a positive contriboton Lo sustpinable deselopment. Finally, the TOR wonkl appear themselves to reject
the exiteme comservalive view that aid is a core parl ol the peoblem and that the solution W depemdency lies in

abandoning the whele aid enlerprse.”

SFor the [ull’ TR see Appendix B, The viewsfohservations conlained inthe 1OR ars almaaleniirely consislenl with
thase exprassad in the lomrer paper be Jobansson {19937,

FOme influenlial proponent of s perspective (Senator MaCueonell of the US Senate] sxpreszed tns parliculur
viswpoint thus (e ¥ork Thes, 21 December 1994, page Adh

The oy wiry tovhrecik Wiy decastaiing ovele of depenede ey i o end foveign aid sntftlcnars progranw. e re

2 k L ! . J & & L]
et chanee weltire here we corlaily el gat fo e wsing Americon i dellees 1o foster thar find of
(eontimed,
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IF 4?2 ether Sidea and SASDA sindies”

The issne of aid dependensy bus recenily been discussed n other Swedish aid dudies and. to same extent, the
TOR of the preseny <asly boild ppon the coneluesions of these studies and guestions arsing from thelr
canclasinns, Forall these siudies, aid dependency s predorminamily seen in terms of the relalionship beteeen
ald inflows and groups of ecomontic varibles, although, as discussed below, sume sudies alse make some
somments about pon-seonamic varighles. Like the TOR lor this shudy, aid dependency is viewed negatively.
Theweh some of the sudies provide a definition ol aid dependency, there would appeur o be little attempt ro
provide a consisient and albcmbracing definition.®

in these studics and at their simplest, aid inllows are considered in relation 1y a number of cconemic variables.
These include (for instamee in the sudy of Guinea-Bissau) the: Tulliwing: total ODA, QDA por capita, and the
raliceul QLA 0 gross domesdic product (GTIE, gross investment, exports ancd imports). A counory s considered
le be “wid dependent™ when these ratios aro particnirty high, especially when viewed alongside the same
rarics for other countrics, Hivacver all the studies go on Lo consider aid flows in relation to macrg-econonis
perlormance. Tn part, the discussion of wid dependency is an extension or adaplation of radional (Lwe-gap)
thearies of wid, thomgh olher indicators are also studizd. The suwhies all race the pertormanee of differen
miacro-eeannmie variables vver Hme, cramine gaps in domestic funding or souccing of different elements ol
the: ceonemy and Tink these o ends n aid infows. Three clusters of varfables ire considered: inpucs, exparts
and forsign exchange gupy savings, inecstiment and domeslic suvings gaps: and, govemiment revenne il
capendituee. and bodget delicil gaps'™ The hok botween the perforinunce of these indicatows and an
undersianding of the concept of aid dependency is Laily straight forward, Where gups in dumestic himding are
Jarge, where they ave pepsisted or have inereased, then the country in quesdon is considerad to be exhihiling
characleristics of aid dependency. Thuy, noting Lhat donors will be Tumding ever 809 of the Tanzanian
development budgat. de SASDA study cominenls that Lhis reveals “an extruordinary degrce of aid
dependence” Adum, Bigsten, Collier, Julin and €7 Connell, 1984 923,

The studies diTer in the vpriables they coasider impartanl, Thos White views aid dependency most marmowly,
in retution fa suvings und trade gaps, while the four country stadies consider a wider runpe of varables. They
also differ in werms of their dme-frame. For instance Svedberg, Glalsgacd and Tikman (19942 51) defing aid
dependency as “a counrry’s dnshility 40 finance dovestment and impary reguitements theough normal
commerciil channels”, which could he viewed moerely in static terms, while, for his part, While Tocuses maore
sxplicitly on rends over time. Fhus for White, a country is aid dependent when its savings and trade paps “arc
ool closing” (199da; 60, Yel e lails 1o devclop this poind torcher, Far instanee, e dogs notdiseuss whether an
geonommy would he sonsidered aid depandent il oaly one of these variables is not cloging, nor docs he draw
distinction belween lurge ancl snedl gaps, or berween paps which continee al the same level and gaps which

meet iex imrveshnenl and loreigo exchange financing reguirementz indelinilals™ (99 dh: 307, The other siudics
provide cven fewer inslghts inle whal prectsely 15 understood by the term “aid dependeney™: beyond genaral
comments on the stee ol the ratio of ald 1o different ecoremuic viriahles, neither the Tunzania nor Zambis
sodies offer even o crude, or working, delinition of aid dependency, '

T ennlinaed )
clepesrleaie y edlareacid.

Iy soclion §s deawen from the Follewings: Aduin, 0. AL Bigsren, B Collier, B Tnlinand 5. 0¥ Cannel] {1994); Adan,
. P Ko Andersson, AL Bigsten, B Collierand 5. CF Coineld { 1994y Behar, Joand M. Dondahh (1994 Svedheng, BLA
Olefsmard and B Ekaran 119 ) and White 1T, 999 apd 1994,

This comoent is nade s 2 factual statement, 1t is not meant o be dhwsh ceiticlsm of the sowwdices in question, wlich
wars por meant Lo be comprehensive studies of aid dependence par re Thus, relusedly, the 1904 Duich evaluation ol aid
e Lanzania devortes o whale section w aid dependence butelFers ne detinition ol the wrm (see Operations Reviss Unit
[HON [, 149494 6],

g ddizenssed below, e studies also devore considerable spuce 1o a discussion af debt and Dutch disease.
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Sa much for the ceonamicfinancial aspects of aid dependensy, Additionally, oot ooly do three ol the loor
counlry siudivs mike commmenlz oo cerlain non cconomic aspests of awl dependency hut they express strong,
and consistent. valoe judaments about the wider etfects ot aid.' Ip cssenee 1he vicw prosenied 14 thay sid aers gs
4 disincentive w achicving sell-sustaiming development, or thar aid itself s part of the problem of aid
recipiant’s confimul dependence upon aic. Inoother wenls, the authors of these studies wonld appear
unanimonsy woconcur with the view, expressed long ama by Griflin - thin aid is in essence conteudictory: 111y
provided o171 various Grancing gaps (in Ui bope and cepectdion Lha these gaps will be narrowed aver time),
hot the nature of the aid relatonship is such that the very action of providing aid itsel 5 sets in molion wserics of
evenls which reduce the incewtives foe recipionts 0 work o narrow those gaps. For instance, the Tanzania
puper states that aid “is primacily motivated by the desine o aleviae poverty™ bul that “aid gives rise 1o the
dismilivg of paternalism and dependency™ (Adam. Bigsten, Collier, Julin and O° Connzll, 1994 88). Bor s
pitrt, L dambdan study stites boldly that when asl s ecetved, recipients “will change (theirs behaviour, far
cxample by making less tax effort” "Adam. P-K Aadersson, A, Bigsten, Collice amd O Coenmell (1994: 1146),
craphisis wilded], Spelling st the same poing inomees detail. the Guinesa-Bissan case study makes the
tollowing adverse comments about the noo-veonomi impse of aid, which-appear we have fad the suppoct of
“Swedish aul olficials (Svedbera. Olofsgard and Ekman. 19494 BU-811:

Aid dependency is also evident at o non-econnide fevel Lorge aned contimeas Tnflovs of foeeign aied
have creced a Cway of Tvkeg " foe a laree paet of the Guinean administration, The fingnoing of the
pelilic admiinistrarion vefies heavily on fiveign add and officiels are peeaccugrivd mast of thelr tine
with activities refaied to different afd apencies. This seems to Boove draven atertion awey fecrn the
devefopnent of domestie wownrees. [ ix probably easter far the Gufnaanr Governnnent fo el inere
finenice flown fome finvlgn ald auency thas to create Dioenfves for dimestin seseniroe mebilisaiion. 4
Feedief Heet mressive nflows of frreige aied are ot oaly ecessanny for develpmnent bur qlfv suffic ion
seeris to feve developed, The phenomenint G eipressed B0 oo menteraadion from the Swedish
Frambieeisy: The etabaasy sust concliude that the forelgn afd to Cabua-Bissen of all cowtries and
e egrions, fc fodiey Sweden vo far seems o lave reiulied inomaking e Gninean acorgne mane

pasaive rther than dencanic” (emnphaeds added).
11.2 Reflections on Aid Dependency and Prolems with Carrent Usage
21 Different ways in which the ferm “afd dependency” is used

This brief review of recene Sweadish studiey indicates that aid dependeney can be wndersiood, and o practice is
wrlerstood, in different wavs, A review of the wider lieratore reveals thal we currenlly wsed the wena wid
depondency is wasd W refer oan even wider set of clreumstances. An indication ol this diversity, and the
resulting confusion, can be abtained Tm speuping dificrent lonines of aid dependency inie the following five

clusters. hus,

A caoatry which s very poor and unible -7 o mecet the inmediate consumpcon neads of its own
peaple and invest for futwe development with iy own resourses ar unable weafToed 10 perchase these
resourees rom nomad commerctal channels and is given uid 1o embark on sound developminl,
policies 1s called “aid dependen)™.

# A poar caunty with a high oda/CrDE raio iz called “aid dependent™; a poor country wilh o domestic
savings gap filled with foreign wid 5 called “uid dependent?; a poor countey where a high proportion
el dmpocts are financed with aid funds js called “uid dependent™ o poor couniry where a high
proparticn ol large budget deficic is fimanced by aid funds 5 called “aid dependent™;

" The Micaraguan sty does not acdedeess this paelicular issoe.

" see expecially GradTin {14 and (197 L1, and Gritfin and Foos (1970 a2 well as e subseguent discussion by
Foshar 1197173,

Project 2015 a4 Sida 104G




Aid Dependency Rover C Riddel

* Aomidedle income country witeh Tor non-developmental reasons 15 given large amounts of aid and
thus hus @ high Gdw/GD? ratio is called “aid dependeni™; o middle income counry which Tor maon
developmental rensons s given lurge smounts of 1id which dre used 1o financs domestic invesiment is
called “uid dependend™; a middle incame country which for non-developmental reasons is given large
samnounts o add which are vaed o Onanee an exeessively laree budgen delieit is called = aid dependent™;
and a middle incame countrsy which for non-developmental rexanns is ghven large amounts of aud
which are used (o lnanee a birge proparion of impors is ealled “d dependen)™

* A country commiited o and pursning sound econemic policies whose aid needs reprain conslanrs over
wariven [aay, len year) peciee as a ncsel of adverse esternal cirewmsiances s culled “aid dependent™;, o
counrty whose ald needs remabn corlstairt over o glven (say. len year) period as o result of g lack ol
commitment to development and pursming the wrong palicies i called “aid dependent™; a counury
cormimitled e and pursuing sound coonsic policies whose aid oecds remain comismont over a given
{vay. Lot vear perioc as a resull of bud advice Trom, o rivilry between donors s call “wid dependent™,

* A ooy canmaiticd s pursoing seand covnoanic policies whoss aid necds ircrease over a given
(say, ten vear) period as a result of adverse exrernal circumstances is called “aid dependent™; a
country whoie sid needs iperrse ver 2 given Csay, en veard poriod as s oresult o o laek of
cormrmiunent Lo develaprment and pursaing the wron g palicics is colled “aid dependenr™: amd o couniry
cormmilled i und pursuing sound economic polivics whose ald needs frerense over d given (say, ten
vears period as a result of had advice fram, and quarrelling hevween donnrs 1 calk “aid dependent”.

IL22  Whatis bad ahont aid dependency?

EBspecially becavse of the prominence aiven to “dependency™ 1haories of developrment which were o
inlluendialin developmonn studics Tram the carly 19705 100 possibly, the corly 198, the teom “dependency™
has come to be associated with extreme negative connctations: dependency 15 something “had”™ and as a resulc
something which neads W be reduced (F e cieminated. ™ Tnocomndrast, the term Sndependen™ s commonly
Juataposed as the polar opposite of Sdepemden’” and s viewed csiemely pasilively, RNol surpeisingly,
[hereTore, when the lerm “aid dependency™ is used n common parlance, it hus also carried with it a negative
connatation. Awl dependency is widely porceived as a “bad thing™. Tt what precizely is bad abow aid
dependeney? '

Ciearly if aid itself wis had, then ic should never be provided, no marter howw ficde the amount, and no donor
shoold aive e This would clearly be a very odd posidon For an aidd deaoe oo take: docdeed 10 wonlkd be
comtrudiclory e wicw ail as spmmcthing bad and then prosdude 0 As donors dee give gid and are ool abouot to
clirse down their uid programmes sntirely, we can safaly assume that the nasative connotations associated with
aid dependency do nor atise feom the natare of aid itself, froon the Tace of giving 1 ar of receiving il
Burcould the bad pari ol *aid dependeoncy™ come fram the notion tal @ e said might e o zood ting, but than,
i Lol ai iy lkely o be baad 7 15 so0 then i would Bnlow that donors should onby give s linle and aot give a bot?
First consider this proposition statically, or at a particular point of tine. A mament's thowghe 2oz pesis that
Cwhen viewed statically this inlerpretacen canmol neadily be suslained sither as o seneelaed proposition,

Thus, the whole porpose of providing ald in the first place 1 that the recipicnd needs the wid, [0 necds

“rlhis iz oo alwgelher surprisiog becaoase in English, e wond “dependency™ carvics with it the notion of
subserviences, According to the Oxtord Dictionary depemdency means “something subunlinue or dependent,
especiolly a countey or prowvioce contrlled by analher®.

" e could argne that it is these characteristies which mark o baste differance between the tegon “aid dependency”
and. say. “drug dependency™. Thus, deng dependency s viewed as "ubucd thiog™ ool nwerely becouse dependency upon
iiltepalt diegs is vicwed nepatively. bul because the deags in guestions are alsovicwed g huonlol. Here the wim s nor
merely o redoce the dependence oo drugs but Lo seek w eliminae secess w these drogs in e Trseplaee. 3 porly
because ol these sotts ol differenees between aid dependeney and some othor ivpes of dependency, such as drug
dlepencleney, that such difficnlties are <o commanly experiznead incaning toan sareed definition of aid dependency.
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thevalopment @il o one or more of e tollowing reasons: becawse i 35 anable itselT i meer the dnrmadiat:
consumption needs of 10s own people and invest T Talime developoent sith i own resaorees, hecause i
is vnable we allford o porelizse These resonrees Trorg pormal commercial channels, or hecause the costs Gn
ferms of necessary consumpion loregone of debls curred) of obtaining these from commicrcial sources are
considorad too great Lo bear, [Frhis i3 the reason why ail is green. then it fotloees thal the bess able is a country
o mget il own needs, (he goeater will be the justficition Tor it o receive aid, Retatedly, this inadeguacy in
sirrnie s is lhaly o be related 1w a lack of resources. in other wards, to is povery. Thus both boelore the
wid 15 given and W the polor of tinw whenr it 1 decided thar a recipivnt necds ad, amd the wid is provided, i
canuot be arguad that the proviston of aid 15 a “had 1king” even thoogsh the meeipiont s “dependent” upan zid.”
In this particular instanee. g connuy is dependent upon gid solely becanse it needs e Likewize, 11 canmel be
argued at this point ol time either that large amounts of aid are always “had or Gt sruall amounty of gid are
always “oaod”. The precise amount of aid required will depead upon the cireumsiances and chavacteristics of
Lthe couniry receiving i, including its own resourees. the level and extent of itz external debrobligatoos, and i
ability do obtain addiiogu) external resounees from comumereial channels and the cosis ol so doing.

Thus, % huve argoed thid the “lkadoess™ ol ol dependency dovsa’t lie in the nature of 23d. and i@ doesn®t
neeessarily 11e in the quanides of wid given. This is because, unlile drog dependancy, wid i~ viewed by domors,
as something “good™, al least tnimially, and @s at least poleadially Ppond™ g i connmes ro be providad | We need
naw o ook beyond the static relationsbip we the mre dyoamic processes of the aid relationship, Are the
negativis characieristies of wid dependoney explained more readily in the continvation of the aid ielwtionship
overtime? Hlare we come claser to o major part of the answer.

I1.2.3 Longer term aid dependency und policy implications for donors

The purpase of providing development wd is 10 accelerate the develupmoent peocess and help the recipient on
the prethy b e lfsustainimg develogment, ancd anessential atiribute ol selt-sustaining develapment is the ability
tor [imanee development without concessional finance ar resaurces. Indeed, as discusaed in Section I, o basic
presuppasition of donors providing aid was that it would unly be poevded ona lemsporaey lasis, Thoush the
titne period For the rermination of aed was never defined 1amd rarely disewssedd, e would scem reasonable w
assuns ml that o cecipicnt sould shill over nighl i negding Targe amaounn of wid to needing none at all, but
Lhiat the need Toe sid sl be eapecied o Bl gradwally over e, Consequently it follaws that i the aneant
ol gid riven either remains constant over time. ar worse, IF it rfses, this would secem 10 provide primea focie
evidence of a contradiction between intention and practice: aid would appear not 10 e achicving the core
abjeciive for which ir s being given, This would indead be a “bud 1hing”™. 1lowever. neilher the Fael of
continuing or growing aid flows to a recipicnt, nor the acknowlylgement that such a phencmenos is at
varfance wilh thee aid’s core purpase or objectives or their owa avesoficient 1o determiie preciscly what
activns donors should tuke,

When aid levels are stesady. or rising, tere are varions policy aptions thit a dones conld consider pucsuing.

Theas, this clonnor coulddd

# do nething — that is, mainzain current aid levels with cumont Gemmes of condifiona iy and cirent

relationshipe with gther donoe,;

W hat 15 “had” 3e that the country i poat andfor with poor prespects far self-sustainimy development without the
aml of excerpal concessionary assrarange. { ad ) poverty gives rise (o aid which. i aoys g, is viewesd ws “mond™

TL s ol being argled thal coonomiss need aid in vrcet o devebop and this tha sithonraid tare can never be any
developrnent. This hus never heen the arsument [or previding developmeat aid. even it in emerpeney siiualions, aid Ls
often needed to preventdeath and e cpread of disease. Clearly, the lareer the absalute amwunl ol aid provided womeel
the need of the recipient, the inare aid-depeadent (L Uns sewscy will e e recipicnt. The relaionship hotwesn the aid
proviced and o sucgession ol dilTernl somnomic variables, seh as the level of imports, the damestic imeestmeznt level
and the sheellal] in government revanue over governoenl expendituee build up a piclure of aid dependence. A this
sLitge, howeever, and provided the sl of aid given coguates with the amount of aid needed, these different financial
and coommmic indicalors merely desenbae setz of fachal relationship between aid and the variables peodneed.
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* imaintain aidd af the cueeent and amicipated Tevels bur unilaterally alter the form in which it is eivei and
the comchitians linkesl o digburseneni;

* maintain aid ar the current and anticipatad levals bur in collaboration with other denors aller the form
el it s given andior the condions linked to its disbursement;

* Increase aid lewels bur alter the forms in which it is provided, with (or withoor) chanpss in
canditomalive and with {or withioul) the collaborution ol stbwer dunoes; .

* reduce aid levels and either maintain prevailing forms and conditionality and relalions with other
donsrs ar aller vae orall ol e,

* begin the process of withdrawinge completely as an ard donar, with or wichont the collabaration nf
orher donors.

Whit vourse of action skould the donor take” Whil these exumples show i3 thif on their own, evidence ol
which domors can b Tulnre gonrses ol detion, Whiat doners necd e do s io iy o lind ot nol merely whigl hus
buen hupponing to the wid prsdded W, even more importantly, 1o Gnd out whal has been happeninge 1y 1the
accelerated self-sustuning develapment path which aid {in decreastmg amouwntsh was me=ant to he fwrthering. *
Omily when s aoalysis his been underlaken will 30 be posaible 1o conelude Gand only then 30 the evidence
contirms ir) that it is aid and the aid reladenship which are the main caonse of the problems and that alrering the
aid relationship will cemerse the blockages idenofied.

Arong hevel, ifthiz iy all the diseussion of aid dependency 1s aboot Lhen L contiboles vary Litle, il sy lhing.
new: aid kias always been givan In the expectation and cnticipation that the need for Icwould progressively
deersase. Thus 1o alk ghout decressing dependency opon aid over Gme wonld be e mwore than o Lscassiaon
uboul hoa best ey achiova developinent und the role of aid in the development process. [n this case, proposing
dilerent ways of raducing aid dependency would be nothing more aad nothing less than analvsing and
propasing different (more effective and more alficienty ways of achieve sell-wwstaining development., This s
fymiligr werrfiory Cor domens, Whut 1s (for some) o telatively new notjon is thal aid itsell might be contributing
toy, or exacerhating, thase factors Iimpeding the process of self-sustaining development: it is oot mercly that awd
conirmaily Gy o maske progress i gehicving (he objestives Tor which G0 s given, bul gid iy inosome way
peresivad or assessed as part of the problem. Thus, cither dircetty o indirectly, aid is said 10 be maincaining or
worsening prevailing constraints to selfsustaining development ar, of even Treater concerm, oreating new
COnstra nes. '

At its maost exieeme, this arsument is based on the view that aid never does any good and s always harmful —
i Lhis metanee. the weswned positve conmbution of did o developnent s always outweiphed or celipsod by
the hinn e dees, As just atrserved, 10 dones held this paeticalar siew They wonld mever have provided aid in Lhe
fimst place: the policy conclusion would be simply w stop providing abl aid to all recizients. Less extreme
variants of the aid ifsell can dohann® viewpoing wowld be thal the pesitive resalz ahich aad thessy predicts
axugrhl o resol L Treen proscddinge aid are redoged, o, al the exdreme, nullidied. Thare are virious ways this migle
happen. First. the heneticial financial and economic mutceme expected {arnse o the level of domesoc savings.
and incresse in the capacity to earn foreign exchanged mizht be swamped by other, perverse, aulcomes (a
redwerion in the national efforr to mabilise domestic resources, prevailing non-competitive marlgets further
distorted rather than leading 1o their cxpansion or deepeningy. Secordly, the very proccss of providing ail
imighl et inomolion a series of wider onleomes which impede sell-susiaiminge development (personul rains
fronm eorrupl pracices funded by aid reducing che commitmant of politicians and civil servants to enact
aplimil policies e cohance self-sustaining development), Thicdly, competition and rivalry berween danors,
ald policies aimed mere at obtaniog gaims for donors than meeting necds of recipicnws, and Coreing reci pienis
L puesus pedicies e ture oul do bave been deirimental 1oosslU soslaiming srowth and develommon) may
imlividuihy or cumulatively resull in oncemes which maintain or exacerbate prevailing constraine ro self-
sustalning development ar create new anas,

¥ This point is cx plicitly made, and developed, inthe companion paper by Sabhan on aid dependency in lanzania,
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s this paricalar Torme of aid dependency which clearly 15 a “had thing”. But, again, neither the Bact of
conlinuing or growing aid dependency, nor Lthe feeling or cven the knowledge that the aid relationship
may have contributed to the Failure of aid o achieve Hs purpose aml abjectives vn their owr provide
sulTicient data and information to determine precisely what actions donors should Lake.

fL24  Aid Needs, atd supply and aid efficiency

The econemic anguments Tor previliug development wid e based on the needs of recipienrs, If the recipient
did net peed ald, becose iFwasn't poor, or I wore abli o1 mexl o meomigor cost e ks Lo errn prosprecls, Lo
achicve welf austaining development without rasorr to concassional aid funds, then the econommic urguments J'or
praviding il would became less convineing., 11 aol disappear cotirely. Originally, economists based their
nenions of how much aid was needed on tha rwo-gap maded; in some discossions ol qid s B been altered
anid adapted to include a thicd fbodger deficir) sap and fo include the pravision o aid 1o enhanee corsumplion
dircelly,

In spile ol ao extensive leramre oo the role and conribution of aid & development. based on gaps o needs,
it would be comparatively Tave Loduy, 17 nasl unigpe, Tor an individeal dooor oo base the amouot of aid i gives on
a carafully constructed agpremare assessment o total aic neads, reducad by (he aid which other have ageeed o
provide. * What, then influences, a donor's decision abaut the quantity ol aid i1 will providis i parliculsr
recipicnts® There e varimus, many o wiich are wnrelated or only distantly related to the aid needs of
recipients. Thus, strstegic, political, histooical amd cultural Ticlirs have all plaved s role in dewermining
decivions mdividuz! donors make about how moch ald they will glve o parbeular recipiont, and Thise
influences romain inpartant today. More recantly, decisions about aid levels have been derermined
inereasingly by other non-ceonamic Buelors, rebided or issues oF human cights and demecracy. Additionally, as
discusaed in Section [ aid allocations by different donovs are also influenced by domestic pressnnes on domars
{o “arive oo aid”, parl of which s he disiributed oeindividoal recipients oo a bilaceral basis from the globul
amoaunt which parliament allocates cuch voar, Bul the basia of sueh pressurss are usoally aneslated o the
partdcular needs of pardculur recipients, More recently. donory fuve withbell sl and contue 10 withhold
aial. ne on an assessment of economie or development needs ot on an assessnienl ol whether a vecipiant s or
i~ likely 10 commply with a series of conditions lad down by domors andfot the international finimeial
institetions, " The resull ol all thew developments and influances is that it is inereasingly difficolt w usswme
that the amounes of did which recipicnls wecive are necesaarily closely relaied oo the esterpal concessional
Cuicls wehiclh they need ta bridpe shttalls in domesiie resources, even 11 poverty Sinterms of GNP per oo
tll remains an important determinant of at least e inival decision o provicde aid.

Thie importaat guestion these issmes raise b5 The el o which itcun be assunted that trends i the ameunts of
aid donars provide reflect the needs of Lhe recipicnts, Te e exgnl thal they (o nat, then doabt 1s cast on the
veracity ol the statemet cthat continuing or even increasing levels of aid provided by donors over e o
particular recipionts acouwrately reflects trends in the need for aid, Thus, i1 demors Jor s varicly ol dilerent
reisoms) provide i aid than recipicnls need then analysis of aid dependency based on actual wid Sows will
tend o overestimate the recipient’s dependence appon aicd. Indecd, 17 doners provide “oee mach™ aid this may
sericusly and wdversely affect its iorended impact. On the other lund 8 (for o varicty ol dilferen) easons)
domors pravicde amonnis of aid insadfeicn o enable the recipient 1o have the leeway necessury (o emburk
serausly on the path fowards sellsustining development, ther, again, it would not be legitimate to conclude
that trends i actual aid levels aceunidely depict continuing aid dependensy. The cifficolty 1s that o is anly
ssible Ly get o the root of the reasoas Tor continuing or ying aid dependeney i one is ahke o mapoitor tends
w1 aid meeds. 1 the omonnn f od needed cither cemains constant over time, oF warse, 17 1t rises, this would

" Recent pound rable denor meetings have made seme cfTorl 1o guantily (perhaps erudely) particalar Toncign
laneing reguiteroents, bul usually without assessing hos moch mipar he sorced through normal commareial
channels and the comparative costs ol usiog these ruthier an coocessionz] fund channels

" See White {99407 and Mosley, Harrigan and Tove L9978 Lovadiscossion of the link between conditionalicy and
aled lewels. '
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seem o provide prima facle evidence of o conlradiclion aoiween intendon and practice: ald woold appear not
100 b achicving the core oiyjective for which icis heing given. Yet in practice, the only duls teadily available and
[hus wscad in gscssignt ol gid sre data on aid sopplied. Nob anly are aid needs and aid supplied different
codqweents but it would appear that the gap berwesn the two could well be widening.

Dhitferences batwoen ameunts of aid supplicd ad amoaunts reguined rse guestons ahoad the efTiciency with
which aid resources are uzed. Increasingly in recent years, ay donars hive siressed the need Tor rocipionly 1
execule “market lendly” policies, doueors have focosed even more sharply on the issuc of cfficiency of
resoures wic. For vhe presend discussion s aid need and aid dependency, owo things woukd appear to follow,
First, few donors, it amy, would agres to providing aid 1o countries shicl are able w obtaid rom the “narken”,
aL nexL e no ecst b themselves, the Tuodz, skills or human resoncces which aid provides, Thus, secondly, moan
mereaying exlent, wid 35 being vicwad i et ol macket fmdeguacies: provdding resourees in cascs ol
absence of markets, where markets are underdevelopad and where they are distorted, purtly in the hope and
sxpectation of extending, deepening and enhancing the functioning of markets in the future,

This sumzests that aid will increasingly be needed mos! in precively those conlexly jo which il imapaet iy Tikely
t be sub-optimal as udzed In relacdon to market criteria. and thes where itwill often be inappropriate to dertve
Hem eonelusion: aboul alfcroutive uses ol wid based on guantitative mrends o abl inpues and prerticalss
agperde eeonomie variables. Whoere aid 15 used (o eneourge sitociursl chanpes gcross ooy, or
encourage the expansion of new marlkets, again, monitoring trends i quantitacdve relationships will be likely
ler prrosvicle [ess Lhan anlTicient information upon which o decide bow aid might be betier employed. This i noe
ter argue that ineficieneies 0 aid owsht o contine L be oberalad, Mo docs 11 mean thal 10w e sell-eviden)
what inidatves are needed to enhance the efficiency and effectiveneass of aid. And finally, nor does it mean that
donors should necessanly respond to the incraasing or continuing phenomencn of ald dependency simply by
locuaing onowinys Lo reduee @l depemdeney.
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I DEFINITIONS AND INDICATORS OF ATD DEPENDENCY
I[1.1  Towards Some Pefinitions of Aid Dependency -

There are four major reasons why it has been so dilficull 0 come to o generully definilion of wid dependency.
Firsdy, the lenn aid dependency 15 vaed 1o encaompass a numther of different concapts, notably hoch quanticative
linameial refidionships and less mgible widor comesiwsl and stractes | relatonslips, Seeond, wid dependeney
Is wsed Lo teler bath Lo slatic current reliionships s well oochagees over Lime, Chirdly as widely aderstoogd,
the term aid dependency is used not merely to describe factval relatfonships (ahal 570 bul alsa proseriplivaely
Dwehat b to be™) Dinwl |y, because the term s wnderstond as something neaative (ald dependeitcy 15 viewed
s @ had thing™, the policy prescriplion is pro-determined deprendenesy caght o be reduced — and thus, on
its ovwen, adds sathing frther to the discassion,

Camesway D Irving o iy Joaddress those dilTienhies is widen the diseussion of aid and ald dependency beyond
the contines merely of the role of aid in development, {0 the wider debate sbout development, Whit palicy
wakers need aee answers 1o the Tollowing sorts of questons: whar precisely is ald dependency, In what way is
aid dependency a problem, and bow docs 0 rnk in s ol other problems of develoipiment: 13 1 incresssing:
haw should the problems be addressed. and how will effores to resolve the problems of aid dependence allect
widar problems of development and wider etforts to enhiance wid impmel 't

The Fesl step e becating aid dependeney withio s wider Framework &tarts with awsmpang o drae op a
definition of aid dependency which alerts one to this wider perspective, Al e owisctil needhs e be srid tha his
i Ty Cusy Lask il were, Tthe problems would bave heen resodvad already. A particolar difficolty arises
bocanse gl dependeney conlinues b vicwed 0 negative erms. As it would simply be too confusing to
canstruer a dafinition of aid dependency which cmbraced bth posilive sad negative aspeets even i0 a8
discussed in Seetion T, there aee grownds for o doing. this study contnue ro wse the term o this (nemative)

Wiy,

T seens measure, these dilemmas can be resolved by making clearer twa distinedions which cumenily e olien
Blurred and confusel. Phe Arst invalves distinguishing berween aid dependency as a static phenomenon and
wid dependency as o process, the second involves oying to draw o clearer distineion between the favtual
descriptive anilvais of what 387 Gaid depomdensyy aud preseriptive cormment oF what “ought to be™ done
[policy oncamest, '

Cin this hases, this stwdy proposes aid dependency shanld be understaed in terms ol a provess, Thos, it iy
sugpeslod, when pidicy-nakers Tocws their aitenuoen onwd dependency it will be most helptul if they

. understand thes as

st prre ey B whinh the continascd provivion of aif appears e be rookio aao sigrifloans contribution

to M achicvement of self sustaiing developnen”

T give thiz definiteon more substance, it is further suggested that this rood deliniien be relined by sub
clividing pullerms af gid dependeney into thres broead groups, This ars ermed mild add dependency, chronic
aid dependensy and diminishing aid dependency and defined thus:

ML wid dependency v the process By whicdt the conrineed pravision of aid imdafes fo SIERRCaRt fmpacT oR
vedhucing the facrors impreding the achieverent of self-sustaining develipmen.

"l deseritse sooecthing and, al the same time, to depict it s had necessurily poinls o gelions o remedics gimed
eldressing, and eveniually renying, the problen. One can cooeey Lhis by means of a sylopismchos, Whenthings are
agsessed g3 hadl, accion should be taken o reduee the hann done. Ald dependency s somettung bad, Theretore action

nzeds 1o be taken w rednee wd dependancy,

1 L, i . LN . e - . H ' " Tt e ; =™ "
I sell-suslaining doevelupoent™ is oo the obectree of the ail, then thiy tetm wonld be topliced. A1z most
aenerl, wid dependency would be deiined ss il proeesy i afiiol the continmed provi oo aio agapreins i be wnk g
e ST roneREnTion fo te aelieverment of the odyec tives for wiioh i s teen privided.
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Chronic aid dependency it process by whicd the pronisiorn of wid creates taw andfor veinforees exixiing
mpedintends ir the aollivvement of setf-sustaining develogenend, tereby redueing or, wf the extreme. aullifeing
the positive oy teoimes enlieipeied,

triminishing aid dependency is the provess by which e procision of oid conrilnees w the reduction of
Factars ingpeding the coefifevemil of sell-sastniving developniens,

A number ol puim.a e to be made arising from these delinitions. First, they do not distinguish belwoen
dependency arising from particolur fromls i guanttative indicarors and dependency arising leom trends in
nom-gquantibilive indicators — oo, indeed. from dependency arising from the cumwlative elicels o the
interaction of 4 range of diferenl Lypes ol indicators. Secondly, the delinitions cneompass different torms
ol wid dependency: bath dependence which is caused, 10 soine way, by the nawire of the aid relaionship, amd
by the failure ol aid 0 achivve 115 ebjectives, They place the term “aid deperndency ™ lirmby within the contex)
al wid’s purpose and objectives, This is deliborate as the intention is w direct the atlenlian of palicy makers
well bevond e process of aid dependency to the process of development. TUis intended to cantion arains
common eut reactions 1o aid depondeney: proeide aid 0 differenc forms, inerease condilionality or, sioply,
rodluee aid. '

‘T he sirongest case far reducing aid s swprgested froso the definition of “diminishing wid dependency ™ aid has
boecn cfTective and thos there s less need for it In U cose of “cheenic aid dependency™, thers are evidently
mapar problems, and some of ese are clearly attributable to aid itse14 or 1o the nature of the aid refaconship.
Thus in s cass: the nanue of the aid relitionship cemtainly necds we be examinad. bul within i broader
coutext, Yel thore is no golomatie peesumption that reducing aid. changing s foem or Increasing
canditionality will on their own resolve the problems identified. Finally in the case of “milid aid dependency™,
whike the insertion ol aid does nozappear to ba doing harm, thers: i liode 1o sug gest that 1¢has been doing much
good either. Again, the policy implicatien 15 not necassarily to cul aid, s 1o Tocus on the narrew ald
relationslip, but rather o understand better the nature of the developmant process and why wid’s intended
PoSiivE Tt I8 THHL DeeuTTing.

Overall, therclore, amed in bne with the ariginal motivations donots have Tor previding development aid, 4
mujor advantage of these detinitions ol gid dependency Toc donoes 15 that they frome e e within g conlest
wlich gssurnes thal aid is potentially vistuwons — il dows have the puential to conoibote to seff-susiuining
develapment. There 1y 1o o prios wssinngilion that the phenamenon of aid dependency o iy incrgase should
lensed ddomeors automaticatly and necessurily o pursue any preordained policy.

A pelated feature of dhese detinificns ix thal they are open-ended. The emphasis placed on the relationship
~helween vid and the development provess is deliberule: iU is inlended o encourage pelicymakers 1o cxarmine
either or hoth quantitative and nun-guantifiable characteristics of U aid relitionship in order o Uy © assess
the tmpartance and intfluence of cuch. Musrzover, ne atempt is made o calegorize #id recipients as aid
depenidenl on the basis of statte indicators — if they reveive, say, an umount of aid above a particulur spetiled
amount. o7 if the ritio ol wd boperocolar indicators such as G2 domeslic saviog or impets are above a -
particular hench-mark figure, This is booause of the view (discossed above] that on their own, cither abselue
ammonnls ol wid or state indicators of relationships bebweon aid and particular variables provide nswilieieny
infammacion lor palivymakers vnwhich 0 come to any firm decisions wboul how they should for sheuld oo
abier the amount of aid they provide or the mannerin which itis given.

Yol Thgse vorments showld o ba interpreted ay suggesting thal gquantitative indicators are not relevants their
imporrange is disgrased moe Tully inthe next section, Equadly, bowover, i1 s o strong assertion of this study
that if the antdeipated virtuows quantitilive relaiomizhip between aid and key coonomic varishies Malls shoet of
capuctalivns, oF perhaps twens out  be perverse, [hoen g large part of the explanation for this is fikely to e in
ane of & number of important and nsnally significant set ol conlextual and struoctwral factors influencing Lthe
narrye quantitativestechnical relatienship, One consequence is that when characieristies of aid depanleney
arise o are saspected nreladon to particular formes ol wid, cepectally atthe micee-level, 1ois Likely that suceasy
i reducing such dependence will reguice action 1o be taken well beyond the rarrow paraimeters within which
this particalar part of the aid. relulianship s bounded. This point is discusscd and developod explicity in
Seclion V. '
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Iremically, thoogh the definitians given here appear vory opon-cndel, inmany wavs they provide o harsh view
of aid dependency: they point 10 e necd 1o manitor amd unalyse Lthe phenamenon. its causes and possible

solutiomes vm g continual busis, For instance, thougl it is commaon far aid dependency to be associated wilh a

s i1 bhe ameunt of ald peovided o partcular recipicnts, amd for policy makers o focus on this phenomenon,
aecording to the definitions given here, while aid dependency could occur when donors provide maore aid, i1
conld wlse ocear (mild aid dependency ) when aud levels are sanc and even when aid kevels are falling! Donars
need 1o analyses cach vl These dilfercmt sitwarions, Thus if the recipient economy is dagnating v conlracting,
ar becoming less able jtself to embark on the path of sell-susainiong development, then mainlsining aid ac
current levels would charncterise the recipient s “ald dependent™. And as aid dependency in viewed
acgatively, thisimplics the need w ke action.™

Tor all the advantages andbed o 1his more dynamic set of definitions of aid dependency, 1L is nocessary o s
sarne of the weiknesses or problems, discussed o the previous seclioo, which have non been resolved, Thus,
wltherel the palicy context has been emphiasised, we are silbmade Tile headway in indicating what particular
policies donors shoold execule when did dependency, as defined here, exists. Addidonally, the necd 1o
distinguish belwesn moenitaring the ald actvally supplied vather than the wid required bas not been resalvad
either. Defining aid dependency s merely o sl step, The nexl step is to decide on and draw up a list of
imlicators reguired 1o monitor the aid relatonship in ordec o be able to assess whoether sid dependency cxists,
113 extent, the reasons far its existence and the prospects forand mems of lurtbering its elimination, This is the
subject of the next section.

ML2  Quantitative Indicators of Aid Dependency

Pevelopment qid s provided to help the recipient on the mad w sell-ast@ining dovelopment, 1t is an
assumption of this stwdy (shared by the denor communityy thal seli=sustuining development will be fiuthered
b the achicvement ul high rales of ceonomic growvel and. aither, an ineraazing udlisation of domweslic reseures:
Ly daehivve (his end, or else the ability  gain access 10 these rom oxlermal commeeial chanmels”
Conseguently, I has been common For aid 6 be assessed in grms ol ity conrribution to this process. Thos,
rmgerpceonamic analyses of aid fsuch as the SASDA stielica) have atternpted 10 analyse and monitor the
ralationship between aid and a range of dilferent coommmic and Gnancial variables deemed o be important
gither directly {in terens of aid™s direct purpose in filling specific resource gapst of indicectly (e woms ol
relationships between aggregwe gid inflowy and paticolar indicators of macroeconamic perlormance). 1 iy
thus w Turther wesumplion ol this study (again widely shared by dooors) that o erilieally importam wiy to
menitar the evalving ald reladonship and o assess whother aid dependency i inercasing or decreasing is to
examnne ttends over thme ol a nurither ol coomwmmic amd nancial indicators, Yet. as the definitions of ajd
dependency just iscuss sugpest. the peelformance of most discrete indicaters will ool necessadly provide
proadl ol sid dependeney, Rather the aceumulated knowledge of the pecformunce o s range of indicarors helps
to bulld up o more general pictuce ol the bidh cesnomie perfsemames and the elationship of aid o
development which meneases, howrwbedie ahiul aid dependency,

FIL2 L Imdicators inked directly to the aid relationship

Buw what Nnancial and coomsmic indicators and wend data are the best anes oo wse as quantiladve indicalors o
memiler trends in aid dependency? Clearly, as just indicated, one selor clusier of indiclors selected are likely

“Lonverscly ilmizhl be possihle 1o pereeive a sitiation in which an economy receiving increasing quanlitis, ol id
wis ol deemedaiddependent. This could hapeen, forinstance. i the vate of ineresse ol wid provided parallelad, oreven
Fell=hartafthe rte of economic growthidsvelopinesnl, However as ilis alselikely thatLcontinuing growthandexpansion
wollld Increase the capacily of the recipient Lo wlilise its own resourzes forfurure deve loprasat, this pacticular siiatian
womld be likely oindicace miore g erowing pap between aic needs and the guantivy b sid provied by donoes,

' 1he cow purpase of Swodish wid s 1o improve the well heing of the poor [%8 e primary goel for Swedish
development assisianee conrines fo e fo lapeoee e stardaed afliviae of peor peogades (empliusis added 7. Swedish
Minisiry ter Fareign Artair fitesneitican ! Development Conperation. Suamiare efthe Bueger BTG5 Stockhalm
1204, 3] Thus all Sweedishuaid owght o be judied inrelation Lo its suceess ik improving the living stancdacds of pour
peoples. This Issue js discuased moce lully in Seclivn ¥,
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e include thase which have evalved o form key elerments in the macroeconomic theory ol aid. These would
- thus inelyde the Tullowing.

Trends in ageregate aid and aid per copite, and in the relationship between aid inflow sl wverall
jrowih eales (suitably laggedy,

Trends In develomnaml a5 againsl emergency aid,

Trends in aid and the domnestic saviangs,

Trends in aid, exporls und oports and, especially, the coment sceount delcil.

= Mare recently, the contribulion ol aid o government finances has received prominenee, bath becanse
il has been used o fund budgetary delicits and boecause of contining debates about the wisdom ol
doenors Tunding reeurent costs. lence trends in different indicators of budgetary performance
{including defieirs are also Jikely (o help baild the overall pictore, '

Tex e excdomn Tha wiel 26 encant w “fill gaps™, s success would be measored by Lhi nurrowing of these gaps, 1
aid continues at past levels {ur incTises) and these gups have nat been narrwed or 10 they have been
mirnkaing e slowly than andcipated (for instance in companison with other similar aid-receiving
seanemisy’ and here iy Hile dimlication dhay aseregate growth levals or the prospects for growth have
improned, then these indicators would point te Tkely aid depeadency.

11822 Indicators to shed liphs on wider development performancce

Relevanlimdicatsrs for coming to a comprehensive picrg of uid dependency need to include thase that extend
well boyond the marmew relationships monitoring aid impact more ngmowly. They need 1o embrace those
cansidered particularly impartani Tor schicving scl-sustaining geowth, such as those that provide proxies foc
the progressive movement towards the achievement of macroccenomic stability, even it some of these huve nol
been af parlicular coneetn W nwue nardfe macroeconomic aid theery, Thowgh debales concdnue about whit
factors contribute o self-sustaining srowlh amd their varving degrees of Importances,™ the sory of indicators

*There is by o means agreement oh preciscly which indicalors are e most soitable for measuring trends in
husdgetury performanes and gssess novenents towards cor sy from self sulfeicney ). Onthis peao: a recenr World
Banl paper comments this £ Whal Happe s whieo the Akd Rung Qut?™ mimeo, Tanuary 19957

Afed Ix sor ahveanys o divec! sulvention o e brdgets af developing comntries; bdeed, rmost dunoes have fried 1o
phave ont badgetary aled fn oot coves, oid (5 mow provided o frnns whick sequire the recipient counntey o
cipN e the ol courterpet af ol fineeds to wpproved prdects wlidcl wowdal atherwise fearire v the brdgel. Logs
af aied fineds wondd don fierefore, witomatically foad e o dnceease v badget defloite fo princimde it sheald
feare thear wachanged, while the profects thetrseleey woield fo concelled. Howeven Tere wonld centminfe o
sore leakage, gy governmenis soug i fo ualect afd-suppenrted profeeiy,

= Az araved in their SASDA study of Ciuines-Bissau (Seodberp, Olofspard nnd Flmemn (1994: 25 and 26):

thonglt greeek theors oy achionced consideradlv stace the o= TR we still luck o corplezie maodel G
Breorparates aff, oF even uwst inporlant fraicres of the Tndividial model The empirtcad stadies Buat have
emerged do net Sl strorg oad rabost coreelorions Berween all e even most of) e “eoretiool ™ aroerh
determninaniy, and the aciual growth prerformance af differeny coumteiar. Phey do, howerver find strong and
st corrdlatinag hetwea a tews of thexe 'growh determinons  aod aeil groc

W e meod ke the sufffciest comditions for proarh . ver what has esnerged B oorathee widels acceped e
of Wl constiiiieys Ihe minianm Recessaey precondinans for significane growt., witheud e fullilment of
thare conditions Neela eF mo greoadh ean be epecied,
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comsidered of impotlances hete would include the following:

* Trvemds inorhios el domestic invesumenl o G0

* Tremads i the ratios of domestic saving to GDP

# o Trends i the “tax etfort™, such as darncatic revenoe fo Gill 312

# Treuds in thdicators ol the eillicient use o capital tsuch as -:‘imnﬂec i capacey utilisation rales, wmd
trands in changes in cntpuc per anil of inpody.

g Trands v vaciows key wonctary indicalers such as the nte of inflatdon and changes in the money
ST Y,

¥ Trends In mevements in the real eachange rate, including an cxaminalion of any  possible

relationship bevween picd inMew gl chamges i e exchunge cate (addressing debates abouc Linwch
disizise )

# Trends in the quantity and qualice of bunn cesourcss, monivrsd through analysis of enralment
Mgures aml s ol difTerent age cohorls inoprimacy, secondary and certiary education. perhaps
supplemented by ends in aumbers of key skills of increasing relevance 1w grvadd in dhe slohulised
warld econnmy, such as scientiaes and cogineers: and [Andly,

# Tremds in forcion investment inllow inlo the economy, disageresared inoe divect wid pl:r!ruHU

NSl
HL2.5 Quantdfative indicetors that montitor sirnctural change
Additionally, pecformance indwatons which monitee sell saslaining prowh and develapment will usually need

to inclode indicalm that help s e Yight on structucal changes accurting an the cconomy. Ar leasl s
aspects ol sructural change need to be considersd here. The lirar velates to indicators which auempt o captrce

a warlety of differsnt direct constraing, structral problens or “structoral maps™ impading salf-sustained

developrment. The seeond concems thise fndiciuors which atternypt to focus an the underlving factors impoding
the Tilling of such gaps: whar is preventing those changes Mrons bring made. The clislier nl indlivators which
might be considerad inihis contest wondd include e Tilowing:

# Trends In the developineny of the physical inlrsirociune (Geeh as ranspan. ruada rilways and
harbewrs), including capatal replucement .

* Tremels i the stueture of the economy, commenly maonicored Dy changes o the camposilion of
imports cawiy from consumer productsh and i the share of manolactoming in GERE

* Trends i the developmiental and aceess o poweer and eleeommunicitions,

* Tremds in the share S he population with weeess o basic services (water, education, heatih)~

* Trends in the external debe position of the aid recipient, including projected (acionl wd antic 1pdred‘.l
repayment rales;

* Trends in poverty, cmployineni Gand unemployment) and inegueality, monitored through o vandety of

wogial slatistics. particularly trends in the share of the popaladion with sccess Lo basic servies (water,
education, heakth ). And

Trends in the shaee of sovermnenl cxpendilore going to the military and law and oeder budeetary
allocidions versus that allociked to econamic and human reseurce ullocations.

I.3.4 Priovities in Quantizative Fadicators

Tuken tagether. this threefold group of quanatulive indicators looks aher like o benge shopping Tist, Ts i
neCcessary o by 10 rxamning tremds ball ol them, are some moee impottant than others? Part of e answer Hes
i Lhe view of his study that the phenomenoen of aid dependency is far moce complex than is oftan thoogls, and
thus that tracing the performance of a largs nember ol indicalns crahbles ane o build o moere comprehensive
pleturs of the dynamics of the reelpicnt ceonany and 1he gonsitaints ficing it Impartandy. 100, an Ueirown,
enchs inindividual indicirors <l us very little aboat the reasons for pariculur porfommance: ouleomss,

T PuLsituply, Dulchdiscuse ssapplivd teaid theory s that aid inflows put pressuce onbe cackungs i srenghening
s value and sherzly reducing the comypetitivenass ol the aid recipicol™s cxpors.

“ln part. rrends i chese fdicaiers seeve asa prisy lormonioring the development of and access 1o markets,
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clusters of perfarmney imdicators can help w answer the more impartanl guestion of wiy ald perfommunee
has been sub optimal. Far instance., wend data of the aid and savings velationship showing that demestiv
stvings saps have not parrowed merely tell us about (poer) aid impact. Bul i these sme compared. say, wilh 2
falling ratio ol tax revenues Lo GIRE and with rising wends in miliiry cxpenditure, then we sy iave far more
infarmalion 1o by able 10 judee the underlying causes foc differing pertormance. The lacger the number ol key
indicarors manitored, the greater the likelihood thae the s causes of aid depondency and thelr relative
imporiance can be idenlificd, thus previding more accorate infermation vselul for policymakers needing (o
assesy whul action to1ake, On the ether hand for poor counites cspectally. and thus for those ol wos interest o
aid demors, i nectks 1o he acknowledged thal much of the data which mighe polentially be usetul will eilher not
I svailalde, or be of very dubivus securacy,

Tiowever, the meneral desire 1o obtain desper und more extensive infonmation decs wol mean either 14t owe
should attempt 1o peocecd simlossly theongh the shopping Bt In iying to build up the picuwe of what s
coing o0 1o decpen an understanding of possihle causality, not only will indicaters be of differing relevanee
and importanee, hul e necessary ) selection of indicglors will he derarmined in part by the (unigue) natore
of the development problems and churacieristics of the couney in guestion and the {mique) galure ot
inclucing history o, the wid elaionship established, In enber words, itis simply ol possible to say o pedoe
which of these different indicalors are likely o be mere or les inporiant for the analysis ol quaniitive
indicatars.

Though the thrust af the study is Lo argue srmongly against specilying particular quantitacve indicalors wl wid
dependency, il comeedes thal, providing these wre not used o deaw policy comclusions b wfsiedcns, doers
ribghy Find it usefl o foons on g small cluster of indicatory W manitoring ald dependency vver time. L one
guantitative indicali were to be wsed, e best would prabably be tremls in the ratio of aid dishursed Lo
Ievels of GII

Lowever, il donors e oo use guantitacive indicalors of aid dependency if 5 anzucd that it waould be tar mon:
melerable to monitor the progress of ulargar (thou gl still comparatively amall) number of indicaters. A cluster
of stx indicalors is proposed which attempt nal-mercly 10 menitar the level and conpibucen of aid ta the
recipment, but which attemnpi o bogin s capture at least some of the underlying fstrocturall reasons why aid
comtitues i Mo, roying to highlight what is heppening to the economy and socicly more widely, These wre
lisled in Box 3.1

Box 3.1 Aid Dependency Core Indicutors
(Ten ¥ear Perivd}
Tatal Aid disburscnrents per capita at fixed prices
The ratio of wid disburscments to GOP

The rgtio ol cmerzeney aud o GLIT

The ratiy ol wtal del to GLH?

Lingler 3 mortality cages for aivls

Secondary school entolmenls as percentage of U1e wtal ages cahort

# A recentyssesamend of ald w lanzania i Helleiner, 1985: 3-8} suggested that figures as basic as the country's GDP
could wellbe 100% inacourate. opurtandy, too, and to repreat the poind made sarliar the gid dats collecied wellubways
i data of the ard provided and net necessurily ol the aid peeded. Torhe extent tha thers are wide differences benween
these Lo, aetuad wid porformance is kel dobe inMuenced quite profoundly by the size und nauee of these gaps.
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Analysing trend in the perfaormance of these Indicatars will not prossde finm weswers ahowt aid depenceney in
Lhes reeipiont coundty i which they are monitored, However it s submitted that monitoring the parformance of
these six indicators together should provide an important first stage in judzing whether aid dependeney s mild,
chevaic e diminizbing. A combined wpward mirvemcen? in the firs, Tve mcdicions imed o dowoward movement
in b sixthowould supeest that wid dependency 1s Dcreasing, a trend which is likely o be particularky worrving
it che eore ratie of aid ro GDP (ndicacer 21is pacicilary high.

The Tolloseing prorcide same veey bricT conmnuneots shond some individwal imdicators and Fnks bolwoen them,
Tnchigilors T and 2 provide fwa key components negded 1o toild up the speregate information 1o assess trends
in the overall scale, size and impotance of the aid etfort. From the poine of view af “"donar efTom™, trends in
nchicatar | are of grealest inportance, while Teome the poinn ol view ol the eeerall importanes of wid, Indicator
21w ol preatest imporiance, As discussed below {(see Section 1L.3.2). an initial ratdo of aid o GDP of aver 10%:
should be coosidered worrvingly high, thouah a racio of 3% and hisher sopoess indicates tha aicd iz inMoential
in the copnomy and thus that ils perfommanee againgd key ceonomic indicalors needs o be very closely

mcnitered,

The purpese ol memiloring frends in Iodicators 40 5 and 6 1s o help o throw further light into what s
lappening within the aid recipient conntry and thos o anderstand hewer the nature of the aid relationshin.
Thrsph Tnddicator 4 vemains on it oen an inasdeguate indicator $o capoee all debd Irends, 10 does begin o el a
slory whout potential construints on aid impact.™ Particular rrends in Indicarors 3, 4. 3 and 6, especially are
likaly to cantion nne against making ton hasty asswmprion abour redocing aid even when Indicars 1 and 2
calbit Ty Leve uprward rencds. Thos @ riseoin Inchicalir 3 wouold ollen sogges) that the recipient s
axperienving problems well cutside the contines of technicu] mocre-sconomic and financial reladonship: it
would caution ane apainst assmiming that ad was a mogar cause of the problems of rising aid levels. Such an
analysis would 1end w b meinloreed by o poor perforrmgnce inrelalion o Indicaler 3.5 Indicalor 6 is meant o
be Bl an Lnporcant social indicacor as well as 2 proxy for structurd] changes i the econceny. ™ A significant
rise i e performance of Tadicatar 6, especially 7 accompanicd by g sipnificant Gl in indicanse 3 would b

pimsilive und reimloreing.

Monitoring the perfommanee aweet Bme o these sis corg indicators should provide donors with the initial
overil] viow ol i dependeney, wigelher with some G signs of e anderlving causes of the prevailing ane
changing aid relationship. Bui it neads 0 be stressed that this tvpe of manitering doas not help to shed muoch
insizht inte the link between types and levels of aid aod dhe changing nature of the recipient coonomy. 1

caaining Thase issues inodeptho o will be neesssary 1o wnalyse the performance of the indicalors disessed in

Seation N1.2.2 ahove, Likewise, i1 morg inlormation is requited (o analyse structural change in the recipient
CcoUntry. to examine trends in a greater variety of social and gender-specific indicators then the initial six
clusters 0T indicators will need wo be complememed by analysis of adeiconal isdicaoes, a5 and when sceurde
clatin e avaitible. Thus, overall, wind when il dependeney is bith chronic and inereasing, 1he purpose of the
initial apalysts ought to be to urge donors to undertake turther study both of additional arcay of quantitaryve and
gqualicative indicaiors Listed and discussed in this section of 1he studs.

.2 Condexival and Stwrvctural (Nop-Quantifiable) Indicators

However gecurale they are and hewoever numenns They are, quanditglive indicaliry can never provide a
complets anywer o questions about 4id and overall development performance, und thus w the causes of aid

“Table IV.3 provides a far betcer cluster of indicatars to monitor debt constraints an development,

T mast aid recipiant countries, pne wonld expect Tndicaror 5 1o be Ealling sven g static rrend wonld indicare
either minimal development and/or little progress in addressing gender Lasnes,

1 may e beter Ahough il would be more comptex ) b devise awei ghted education indes which captanes progress
in tarms of primary, secondary and tertiary adocation. Howevar if ane indicatar is fo be chosen i is argued that
secondary education enrclments would be a good ooe becanse in the process of plabalisation, secondary cducaion is
Likesly o b o wpomee Jng Inporaos s, Sven liwugeh uolversal pricoaey cducaion remuios anesséotial poal.
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dependency. Teis thus of megor noporiance Lo te cuerent discussion o note that a 2rowing characteristic of aid
discussiany n reeen | year hus been the extont e which alleniion his been Tocuscd on non-guantifable fuctors
influencing aid and development performance. In this section we discuss these colleelively in lerms of e
urmbrella e “connteatug Dand sirugtueal tnem-quantifiable) indweaters”, subdividing them into teo broad and
distinet clusters: first, indicurors which focus on domestic cupacily, commitmenl und capalxlity, and nexi,
indwarors which Mocus oo dooar-recipient celatinns.

LT Indicators of damestic commmitment, capacity and capability

ol development aid have always heen argued in terms of the context or secting in which the aid was to be
inserted. Indeed it has alwayvs baen the view of aid™s propanenty thal unless the comditions e righl amd Lhe
context conducive, devebopment aid woold never be likely 1o achieve the alyjectives for which it is given: and it
waould certinly Tl well shor ol cxpeelations This the Fest set ol indicatoes of domestc contesoual and
steuctueal Faceors we be moniored which ace likely oo influence the impact of wid und the prospects tor reducing
aid dupenieney are thase which focus an the dillerent pre-conditions minimally necessary fir aid's porential
pasitive impact. They would include the following:

indicators of overall stabilivy. embracing ubacnes ol war and civil sivile, exlending e manilesaion of
the exizsrence of law and order. Measurahle proxies of these might include the following: militury
eapenditure, rends incmereency ail, the seoeraphical functioning of eovernment departments, and
crime fgures; ™

s, Chenery and Steoul maincaioed that the contribution of external resources “may ke large ar small,
depondhing upon the responsc ol Lhe recipicnd coantry ™4 Baa: 725, 700 Similarly, Rosenaieim-Rodao argwed thar the
principal elemaent in the mnsilion t well-suseining ceomomis rrose L Smost e the 2llorts the ciiscns ol lw reeipicnt
countries themselves make to bring it abour™, adding thar “capital aid shenld be offered wherever there s arcasonable
assurine thal i0will efleeively e waed™ (1967 1077,

“ Arguing thot the presence of and teend in emergency aid Gabove o minimal thresholdy ssoold provide a wsciul
imdrcater ol whether developinent wid s likely W webieve iz abjectives could well lead on o the whaole sob-ser af
questians and debare abour dependency upon emergeney iid: o fo define it whal indiciloms o vse in determining i
prosuence, inerease ur deolse, wheiher dependence an emergency aid should lead to less being provided, or 1o it being
proveicfed indilTerent forms and Tor dilerent line pericds.There s neither Gene noe space G pusswe Lhese Bsoes inany
grant depth here. thawgh it should he noted that s Tagge liseratore is cvilving on this aod related issues. Prom this,
porbiaps Lo sels of observalions mighl be rade.

Fust, sotne recent warls, such as thar by Tlall-Marthesss ¢ 1995 sogaests the need Tooviow cmorgeney assistance mil
exclusively theough the eyves of these providing i, but through the eves of those recerding it, furer afio. he arpues that
praviders of emerzsncy assistance have a tendanay lowailuni ] potential recipienis are ind st o L dest laeo omtil ey
provide the aid, by which roe they ave Likely to become far mare dependent upen such assivance than they would have
bt o the aid bud been provided sooner. most ootably before losing tluse assets necsssary fof themn o provide
ecomammically Tor thamselves aller the cmargency passes.

The scoomd sof ol points ruises doubls aboul conlinuing to wainlain aorigid distbotion belween snergency and
development aid. As argued in Riddell ¢ 19967, ruditionally, omerzeney wasislaoce and disasier melic] have been
percaived as remporary, providad wirh the hope and axpectation that iU coonimics have 1o be provided with such
ansislance hey would quickly meve back we more nocmal Tumss ol development assistance. The weakness, and indesd.
unsatistactory natire of this distinorion s ewrremd ]y scen 10 fhree wiys,

Lo e fresit place, a leege (soume would argue w growing} number of countries appear o be ina state of “permancnt,
emermency, raguiring such “rransifonl” assistance Torlongs periods ol time.

# o Becondly budh in conteats of Mperianent emersency” and where there i= preater valnerabiliry o amarpency, it
teineredsingly recmrised tharivis nodongersul leicoibe plao developownt inilialive s ignoring the possibilicy that
they may wall be protaondly disrupred or even have ro he abandoned. Thus the asarmaed chain ol caasaliy from
developroent o ciergency and back w developmentagain — s challenged.

[eombinesel. .
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* a legul fromewods, judicial systom and insidional stmgtnres minimally coapable o cmbling
soverpment and the economy to function. [Tere the issue is not so much “degrees of etficiency” (o be
comitered belve ) bl miore whether vory basic rminimal framework is inplace. The indicators mizit
be meusured in relation W the existence [l least on paperd of o luncioning legal system, including
impuartantly, an indepemlenl judiviary; sccess of citieens W the system: minmal rights o relation w
Feeedormof assembly wd the lormation ol volmiry gssocialiong

¥ the termminim] nstiteional srocwre” moeuns the cxduenee alminimal skalls and un adminisiraiive
framework o order that the stace is able to function and business i< able to aperuge, This would inelode
a style wlmiuisistion covering central auhorilies and coverspe of the main popelaion areas. with

staft ahle and willing o carry out minimadd Tunetions,

Achieving these husic pre-conditiony wonld nommadly e considered @ neeessary condiion Tor developroen)
aid 1 have any chance of achieving s abjectves. A lmportant and immediate conclusion 1s that 1F o reciplent
stare Fails 1o fulfil or deteriorsles o the cxtent That 0 no lomger Tulfls, these minimal comditions and
development aid s peovided, then aid dependency would appear to be all but inevitalrle: conttnuing o provide
developrenl i will not produce the development outcomes inlended. Tad, importantls toe. this does oot
pecessarily mean that no development aid shoubd be provided, I0may well b highby desirable thataid aie
ricro-level boe provided, Rie insumee, (o cnbance the level of skills of government or potential govermment
officers, or to help to create a new lemal svsten, But i almost certainly means (il armmssale posilive sllocts of
thir aid proseaded will not he evident. Tt also suggests that if the intermational communicy wishes ta halp poor
coumneries in such conditions to develop, whar iy likely to be most helpful ure forms ol nssistnes: wnd nlerclion
differeart in nature and Mo Teom development aid. '

Cince these care preconditions have. been met, wids unpact cun be udversely wilecied by bao othor forms ol
comlex gl and sirugiwral consirginds inlgrngh Lo The recipienl countty, Uhie fird is the eommmitment of the
recipicnt to development, including, impartantly, evidence 1w indicate that all necessury meusures are loken
ey ensone L dhwe aid preercided has the best chanee of achieving s ohjectives. Tha second s the capacity of the
recipiant and its competence and capability to utilise the aid effectively,

[ weennled clisarly be naive W expect aid recipicnl governmoents Webe “loally committed e developmznd”, o lor
all adminiserative sratf o be totally dedicared to thelr work, Bevides domesiic ceonomic mrowsdl, ol
goreemminenly Lgve other legitimate commitments (national. cegional and inwemaoonal. palitical, coflural,
security-related b which they peed topursue, Whal is imended here (s s e bey 1o jude sehether ominimum
commiinent to development s evident. This can be considered both positivaly and negatively, Thus the
comuuitment af the recipient goveriment W further the process ol el sustaining development, including its
commitment to try o unlize awd resources eftectively, is likely to be reveuled in relation to the followine tvpes

al inelicators:

* srpvernmen] slateneents outlinmg both s commitrment o development and realistic measures
achicve those ohjeclives:™

ua .

YL comlinued)
¥ Thirdly, within the new mirkel bused wicw of wid und wid needs, iwoudd be evenomers imporlacn for donors 1o
assess whather they should he providing aid just because cmargeneics sirike. Do meed W assess the cupaci Ly
aned cupubility ol the pulential necipient o ublain the necessary resources themselves, and if 50, 10 re-assess their

ToEPOTAS

‘Tahen logether thess prants suggest that the waditional distinetion made herwsan different Forms of uid —emergency
asgistange ond developmenc aid - are becomimg Tess impaorant indetermining what o de, howe o help, what e Crame
within whicl to assess externdl assistance nesds and what role aid should play, than s distineoion hased o different
clusters ol recipionts, whicll is more able o caplure thete relative porential for achieving developmenr, the leve] and
degree oF constraines they Taee. and the time lrwne Cor exteenal assisiance. wod thos the paciiculue role which aid might

play,

I There 1= no doubn That movernment statements and deological miendation e been imluctial Moo in
[eominueil. .

Project 2015 48 Sida 19596




Ald Dependency o Roger C. Riddell

comsisleney bolween what the government states is ity development intendiany aod what it does in
practice, Here one is ot s much coneomed with aciual suteames. not least beciuse s0me porverse
wuteomes may have resuled from influences well bevond the indluenee of the governmenl. but with
tw sorts of perlurmaics indicitor; she lirsttban inioal policies embarked upen are o some nunimal
sense Mpv-development™ the second that there s sufficient evidenee of wllernipls o fedrodue
commiervgiling policies when enespectad perverse outcomes result what might be lermed “suying
power
* openness and transparency in relaton oot only to providing infomuiion and dats o ceanic amld
Framgeial premcdy amd 1o civil society, bulabso i eelaton o helping donars (or not putting obstacles m
the way af allowing donors o monitor and wssess the impact o the aid tiey provids. Chae Indication
ol apenness and ransparency would be the attiude of the host govemment {0 corraptien; beth irends
in the exlom ol cormplion gnd trends in seriows sl o addeess the problem. perhaps by osing
Transparency International s coruption index, might prove osefut i ihis conlex)

# One indizatorof the commitment of the host movernmenl 1o wse aid elTective |y might be jueeed by the
cxlent wy which the posernmaent s willing o draw up a profile of its own needs and ourling how 1t
intends to co-ordinate e fnputs, and programcs of different uetual or potenual donors.™

Carnmaitmoent. Ly schicving the souls of the aid peotided and of self-custaining develapment need to be married
with at least a minimal ability to do so, Our concern here iv nat so mueh with the capieity of the cesnarmy L
abaorh diffarent amaounes of cxemal assiztance, and the effecrs an ditfferent variables such as the exchunpe rate.
nllaliom rale. te money supply wle: these will have been nonitored by esarmining wends in the appeopriate
quantitative indicators discussed above, llere the concern s more wilh the capacily and commetenee of
prevdi g, instilutons, govvernment depacuiments and hey individvals oo da a number of things:

* helping w0 ussess the need for aid at the aggrepate and sectaral, national and local level;

# the ability w admianizier pacrtiicular packeges of aid:

M comtinued)
determining aid allocatioms 1o particular reeipionls o Swedish developrment wid Ve comenon conuesnporary vicw s
that such statements are nacassary bat fac from sufficient. However if actual dovelopimen) praclice is hrowdly supporlive
of zelf-sustaining develapment and the etficient use af aid funds, one might begin o question whether such stitcmenls
HUL BVCTH NCCENALY,

*The rerrn “fexible”™ economy is now sometimes wsed to atremp fo capoure the dilferent charclerstics which
ek our economies (or which development is & poal that is actreely pursned, Building oo the experience of the East
Asiun NICs, Seddon wnd Behon dones Toeos on e links belween podilics, insitudivos aodd MTexibilivy, aceoing that
OS99 32500

Eennonfe el i depemes e vaclallv e poliovadaprabiline: the capocii to choaee the policy fromeweark vithin
which the soonamy aperatas, whether in detdf ar in ovarall divection, ragldée, efftcienily and effectivedy, aid
peiffient wnelwe sociad or palitical friction, Police adapadility Ia functior Do of the choracter ared etlios of
Fhe covernrent aned the burecacraeyv,, arved of Thelr desree o Tresalation from the smmediare ressures of .f."Jr."
pofiviced ot Favwfation Duet The sorme a Doelutiond s possible onle I Hee vefonorship fenvesr the pedics-
aerbcinne proeess e e wider poditica scomamy peemilys Bue offective revafution of both il stode " and “civil
SO LR AT Cerlonin Broeel E aceeplafle fararelers.

B Wearlin (1994 distinguishes berween primary corruption = simply mreed o cxcossive partisanship or
selfishness that 1s subject to official punishment ar papular condemuoation. as sugeested in pypucal definitons of
conTuprion — and secondary corrupticn, referving to grecd (or metely manilestalions ol ambilion o soreivallin the
absence of viahle povernance which rend 1o be systemic or standard aperating practice. He argues that the tools ol
corraplion lie not sa muach in eseessive greed as in the failure of the polimcal systeam ro protect the public which can
only be confrooed by wddressing the low qualily of gevernance through, Tor inslance, promoling leginnasy,
secountihility, deceniralisation, respect for human fights and the role ol las and parlicipation.

 As discussed below, (his s considered an issue af criticak lnportance,
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the ability ta monitor the parfonnance of the aid provided and take appropriate action when the gup
[lwcen ohjeclives ad whil lappons inpctice T garienlarly wide:; and

® thee ahility 10 use lessons learne From past aid o help work oot corrent and fumire aid needs and
enbunce futore wid clleslivenows.

Two immediate questions arise: how does one dsvess such cormpetenes, and how great s level ol compelenge
shoubd cive expect? These are hidch important bat ditficolt questions to ansswer, This 15 because to the exent that
skills shurtges are o sanpom af Lk of developrnent amd inability 1o cibark (unaidedd an the path 1o acli-
sustaining developmeant, it is quite likely that one of the eriteria for judging the need Lot &id lies precisely in
i leguacios in this area. Thos i eeuld be oo harsh a requirement for gesvernmeants alesady o have the alhliey
to mamase an aid programme with great eficieney.™ The question s how one should judge what sheald be e
miniow reguired.

In many respects, the question can only be answered wilhin pacticular couniry conlexds Cnee the relevind
basic pro-conchilions o the receipt of develapmant aid have heen met (and thus that there 1 a “hasic™ alility o
“nuanise” the aid provided), whal becomes st importm Lis to Ged andmomilor imdicalors which peaot to Lhe
Increased ability aof the recipient to manage the aid with arowing competence. Clearly 1F there are not enough
pople o belp mangze and memitor the aid programine, oc il thereas little angible evidence of a willingness o
ca-ordinate different uid programmes. then aid impact will sofler adversely. Clearly, o, i1 civil seevamls have
lile ability 1wy carey out their jobs and are ziven litle 1o ne training ta enhanee their competence, Len. o, one
can be Cairly sure that the probiems ol weak absorptive capacity are not being addressed. Additicnally. of the
salaries of key personnel are not at a level near or moving o s 1ving wage then 108 Wghly unlikely tha Lhey
will hivee the ineentive Lo do the job. even if they are capable and competent individuals,

But lerw absorptive capacity, and thus increasing likelihood of wid depondency could absa oo a5 @ resu ol
mcriely fronm woaknesses ol indivicdual <) bt fron weaknesses within and across prevailing institutions or even
from the absence of institulions nocessury o g (e aid and we prewende the benader “enabling™
crvirormnerl W enhanees sell selaining development® Again, it may well be necessary for aid agencies
constder far more deeply and syslemudicnly than they have i the past the estent w whish they wre matching
the invreasing quantitics of aid they prowide with the wleguacy of the institulions doowgh which thesse
increasing funds are being managed and administared, ™

These potmes provide the eriry point Tor diseussing the third cluster of contextual and structoral constraints
which can limic aid’s impact and thus either directy orinditeet ly wark s waintan aid dependensy, namely the
relatomshin between cecipiznts and donacs.

1132 Relativaships between denors and recigients

Ade griving hag cvolved o be stencthiog fac more extensive and complex than merely the handing over of a
single quantity of money to the aid reeipiont and iy disercic and solated wse Aid grving 1o mest and recipicol

[

M As s uppienily demanded in the SASDA study of Guinen-Bissaw See Svedhern, Olofsgal and Ekman
[1994:34],

s ussion of aid effecrivensss has otten ended ta “stick™ at the level of institutioms: and noldiscuss wedhnesses
ob ko individuals henee e deliberate menuon beee of ndevidoals before insitotions, This orientation i
comsistent with and suppaoried by e lollowssing cornmwent Do Geind le and Thomas, 190 1820

puhlic affiewals are chnos abaaes actively engaged In efforiz fo influence e seope and ratie aof change in el

secfefier. Thale parceptionis, aerfeitles, wmotivariony, and pact Berefive Jdeserve mrore destenaic anelvlic
ctierbions e ey srorterally Deer giben them) (0 Sonssiom o the oliey process i develiogiRg CrieRifies,

U there. For instanee, sullicient computer haedware, aod lished, softwars foomest increasingly mare rgarous
adminismrative and management reguitemenls as reetpionl seonenics eapond 7 '
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gouniries now tivalees anosigional set of relationships between a range of donors linked to the recipient
both at the centre (wsually thrauih the Ministry of Finanes) and diveenaards oo ditRerent rrimisrics, mslituions
ardl idividul .

The evalution and. in mest aid reciplent counlries, ever more complex inler-elationship belween donors andd
cecipients Das oocuerned mon migrely ws g vesult of the groseth of aid and i3 existence in drfterent discrete forms,
but it has been influenced by the urgings. promptings snd declsions of the dogors, lirgely prompled by denor
concerns o wonil aid meee closely and w ey 10 enhance its umpact. On the face of it, these purpose and
ohjective huve been highly commenduabli. For tone domg, aid was provided on the assamption thal it weald
achieve its ohjectives, But ance doners rook the decision Lo underlake comprehonyive moniloring ¢l project
poerformance, w commizsion m-depth cvaluations of impact and o respond 0 weaknesses expnsed, Icis
inevituble thal the institulional relationship botween donors and recipicnis wauld become G more comples.
Indeed, the lareer the individual wid programmes of particolar donees and the more extensive ara the difterent
relationships between domes gl resipien] The greater is the potenlial Tee the insiaions] infrastoeliune
bereeen donor and reciplents to pliy o rode of its own which, cumubatively coold influence advers2ly Toth the
impact ol 1the aid peeseaded and, more wadely, the abilice and potential of the econamy 1o proceed as eapidly as
posaible o The palh o sell=sustaining development. Additinally, this is mmse kel 1o seeur in counlrics
which recerve mare rather than less aid, hut it is these coontries which are lease likely o be able to absorb such
Feomts™. 1 ia in This semse thal the aid eelaioship couldd wsell play & role o exacerbaling an add recipient
Ceonomy s dependenoe upon aid.

Uhie purpose GF Lhis seclion is Lo raise woscries of guestions whiel e ineaded 10 shed Tgghi on the potental aid
dependent nalurg of donor-recipient inter-acton, The perspective throwgeh witich donor-reciplent relationships
are Viewed 35 in relation oo the way they mighr aceelerate and enhance. o inhibit and fewstrace, the achieyement
ol setsustaining develspmenl, More specifically, we are concermal W highlizht Indicalors, ar to miise
gaestions Tor donors o answer. which might pinpoint the extent to which e donors are bath committed ta the
rapicl achievemet of Ui overall parpeose ol wid, and the extenito which cheir actions o their Failuee woact helps
ot hinders Lhe luriherunee of 1his objeclive, !

Consider st the averal] ald relationship, I donor aid is provided inorder o omecl priotity needs impeding the
path ta self-sustaining development theo one would expect the activities of Individoal donacs to be consistent
and sipporhive of this end. Do this comlesd, the Tellowing sorts of qesivas soneld necad e e gsked of individul
donors, '

Torwehal extent is wour aid prosranime based onan cverad] assessment ol aid necds inthe cooey and
the sharing of the allocation of responzibilities and inputs with other donars based an comparanyve
dhonor stremzthis? How olen iy this necds based revicw carvicd owt 2 15 The recipient does mon hygve The
skills o draw up a protile of its 2id needs (short term and long term), what resources are you
atiocanng 1o help 011 these paps?

e Da vou provide aid for purposes other than needs-based development? I so, how do vou
crsene that twe paps and pedenial conflicis belween these aned the recipienls development
goals are minimised?™ Whit proponiion of aid 3 tded and what are the costs in reoms of
raising costs? Do vou always try o “huy local™ rather than import gonds, services and
porsonmel Trom beme in order W denonsdrae oo overall and browd commmiunene e
development?™ To whal extent is the matare and composition of your aid programme
colaored by your own agenda and non-developmental priorities which might distart the

T T o signilicanr axten, the discussion in this section provides a micror image of the commitment and capahilivy
ol e recipient discossed above. Hence whoen combined togetber, ey provide woooeoe complele picluee ol the
aberull aid relubonshin.

* Providing tlarge and increasing amounts ofy aid for militay purposes could well act as a disincentive far
recipienrs wr wae developeoenl ad elliciemly snd ellecively.

This issue is discussad in more detailin Riddell (15917,
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recipient’s development b

e Crver whal time e o v cormmil aid funds and how does this time-frame aceord with
attemipts to enhance the path rowardy seli-sastaining development®™ Om o what basis do voo
decide weincrease or decrease aid levels and how are these lnkad o the samyving assesEmgnl
of the nesds ol the reeipicut und the actions and decisions of ather donors?

R If vou assess thal aller donors aghions o aclvioes are working against the alms of the aid
vou provide, or against the objective of achieving scll sustaiming develipnnen? with lowees
amoumty o gid ws guick Dy s possible, what actions do vow take 1o address these problenys? 1
vou are unable 1 intluence other mojor donees, what soteria would von use ta assess when
the adverse imparct of ather doaors” aid reduces the overall impact of your vwn aid 10 such an
extent that vou shou il tectode v withdrae?

Do wour relalions with the recipient goveramant invalve specifle slopy Wy encowrsige The mieipionl
erizage actively in iniliatives gimed al readucing the need Tor and dependence upen aid, or do they
cncowrge cither passivity or continuing denor dependenec? ' This dssue mighl be answered inrelation
tan e lollimaangs uestiome:

A tha o reyuitedencourageddiscolrage recipients to draw up their owen jid prograrmne and aid
priocity chech-tist as i conditien o providling aid? Tlesw do vou help recipients to mest
resauree consraints in diis area”

- o you requirsfencourigeidisoomage recipients 10 1ake the lead in coordirating aid and
linkinge aid b the wider process of working for seli-zustuining developient™ Hiw do vou
help recipients Lo mec! resouroe constrames in this area”

A kv you requircfencourageddiscourage recipients to moritor and cvaluale your gid projects
and programmes? If not, what forum exists Tor soeipicnts e provids feedback w you an
craluslions aml projest completion repores? Hlow do you ekl oipienls 1o vieeh resmmee

oL rHiT i s area?

i whet mechanizsms and monitoring systems dooyon have nplacs 1o eosure thal effots to
gohicve Lhe particolar obyjeclives of different elements of vour own wid propramme e mil
achieved at thy cosl ol wider recipicnl ohjeclives 1o acheve self-sutticiency ? For instunce,

i il wou employ Jecal-staff at higher than local costs] whal mctsures doe v Takis 14
coumler-halanes: these “distrliong™?

i [T oo use expatriates i your aid programmes, whal moisares dooson ke e it
shills iy asitivens of the recipiend country?

e Hewe in the shills eransfer component of your proprammes incorporated inie
assessmen 3 ol project achicveiments?

4

“Anevample here mighe be u donor which proeides aid 1o the mining sectorta encourags the axiraction.od minerats
tte donor requires, butwhich exposes the recipicnt w inereased vulneraddlity [ commedity price fluctuanons,

S The jwsne of continuity and stability i aid Rows i discussed o Ndufo 01965 71, Relarediy, after 173 vears az
CGhaona's Minesterof Finance, Dr K, Borchwey resigned in mid 1993 Commenning on donor relutions aver this period
he made the Jollesing coonmnents (Afrca Financiog Review, Vol 2, No 4, [8995 p L6k

oo lwnve e B frocratiom with demoes . The disripgion T e mcene ecanokdc posifion coaced e the
e precficteada e of codees st oy fas feen verv diinaging.
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T D o drigw upr and share with other donors and the recipient vour detuiled plans
progressively o inersyse the shaee of Incally-cantracted staff ro replace ex-patriare
staf¥ in your projeces?

b what machanisms do you have o plice W eenopensate for the necessary institutional
demands you place on the recipient in ferms ol the smenathing running ol yoar aid
progranune. [ie instencs in werma of iman resaoucee time, skills and nse of other recipicnl
reyouTces!

Whal comdivions aned vtiwer dermands have von placed on the recipient in lumn Lot the wid providel!
Daes the recipient know how these conckilions relute 1o your fundismamal cencern and objective to
prormous sell-sustaining develapment Thve von inedicared o the mecipion what o will o 10 these
canditions e nol mel, eapecially if the recipiens fails o meet the conditions delibendely with
minimal exlcnualing circummslances? Are vou consisient as a donar in terms of what you say you will
da it canditions are rat met? YWhen you operale inand s prosiding aid withio s el siate” do yow
cncowsgd the peepetuacion of it weak attributes by being o “solt dones™ Arc treats 1o meduce wid
fiollowadl throngh?

Diiscussing these sors of issues and raising these sorts ol queslion places conte-siape a critical guesaon oo
olten natl futtly sddressed or comfronted, numaly the very parpose of praviding wid, Thoush mest donors readily
concur with the notion that aid should be provdded with the aime ol inaking a sigaificanl contribution to
achicving self-sustaining development, the aid provided o any panticular counlry is m in es B Ralher s
subdivided - twice — into varous sub-Tlocks: first different donors srive dilferent shares of The whele, and
secondly, mos] domors Gl Bilatera ] dewnors) divide theie “rsen? Block into different compenents of their own
distinct aid programme. At their best, euch aid programeme 35 drven g 1o meet pacticalar (dis-gggeezated)
necdys of the recipient, efien linked o the particular skills or attributes of the donor In question, Thus. aid s
provided iy meet ctlucation mecds, health needs, infiaso ectursl needs, o o contribote o 1ling partéculaly
critical agergrate tesoures gapys through, T inslance Palanee o pay mene of Padgetary support.

It the case ol Swaelish ail, the cores motieation for providing 1ois to “impreve the standards ol the peor™ and
thus aid 1s conumnenly channellod inoa Torm where the hnks bhetween he aid provided and the celietfuture
climinaton of poverty is mmade explicit. The problem is dhat it too moch attention s Mooyl on secking
enhance dhe fmpact ol the snaller micro-progrooane, or on reaching and seeling o unpeove the Tives of
pateticwlar poor peapple divect by, thenoin i BRely tha less anention will be focused on the moes long tenm issuss
of increasing and enhancing the capacity of recipicnts to be botler able thomselves iy achicve these ends of
developnzot, and en encergping the recipient “ownership” of donor aid prajects and prosrammes — tha i,
imless specilic actiom is Luken laoaddress this potental weakoess™ A erucial question which donors need
cottinvally to addrass s whether the purpase of aid is w contribute o the development process dircetly, or
whethar it is to strangthen the abiliny and cupaeity ol the reeipionts wr achiove These ohjcetives Themiselves
Promors are Hkely ke answeer thit they 1rv 6 do both these things, thongh serhaps not wirk all the aid provided,
But i prastice nol even Lhis is ¢lear” There is amather Bnked wension, or potential contradicuon, which noeds

e receot AL stgtenent i shared onentations for development cooperation stated explivitly thae [CHECD.
CLUISY Dlevelopmend Foortrersip in the New Cloba Do)
Fur develvpment to swoveed, e people of the cornieivy concerned sl Be he Toweners T op thalr
e loapiienne polieie s and pro e, '

=1 he imaportanes of hiplighiming these distinedons i nob that donors e unawane ol e bu Dot thein practival
approach o ald would aften appear rebe contradictory. Thus, om the one hand, donors are now Inctessing |y arguing thit
Uweir atd zhould be provaded only of is incended =ffect has a chanee of being <oscrinable in the mzdiom o Tong term,
Tugintainiee, e, i nooedn | perbiaps mosU od wid s Jastiog iopace is Likely to be influaneed crucially by the exrent to
which the reci piomts e invelved diteotly i decksions about wid prioriies. warking outrs foon and monitoring ics nse,
Yer, anthe other Teynd, doners appesr oo be placing inereased conphisis ancassessing Lhe trgraet wnd guality ol thizir wid
inraterence fothae developmant oncomie achicved. The result s thil i praciice donoe a0 Lie iaes appeay o be weighiied
heavily against working cur how the aid they provide might he packased up hetier in dooms which Tocus on
[ontined. .
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ta be highlighted. Tt (s entirely appropriate, indeed it is commendable for donors to wish to enhance the impact
of the discrewe aid projects o more general aid ioerventions that they fund: f nothing else, they are
accountable to padiamend o their baards o ensure thal xpivers” mooney by been used as eflcicntly oo
effecrively as posaible. Yer the very process of focusing on ways t improve the development impact of discrets
ald projects nol only steengthens The incomploi: nodmn thal the parpose of @ s exehively o podoes
tanzible development improvements, it also reinforces the tulse view that it is aid which makes the cructal

hilTerenee w gl iy the calalyst ol development,

Mot ol The prints wnd guestions aised here Tocus s dileren) insidions | cosezings thal can arise ot ol Th
awd eelationship. bany arise from tensions and contlicts belween diflerent objeetives. meloding dilterent tvpes
ol obgectives, Satoe arse Tram gehions fken, semg frenn the Tatlure of donees 1o act, Whar rhey all share 35 2
view of the wd relationship sean throngh the perspective of the twin core justifications for aid: that it shoold ba
Mcused v helping recipients achicve sell-sustaining development and that it shounld, thus, be temparary in
TluTE, Some of the key instidutional implications ol approachiog aid theoogh the soms ol gquesions have
reeenly boeen saemoatised thes OB esacyruml G Toapore. 1994): :

bk aded sysienn el Deoreviewed froml a recipient perspeciive. Local condivions amd capocitivs
- showld beeome the stevting point of develogrent prognomimes rather oo ihe confextie foofmoie,
impalien: seabing down espaciaions o whal con realisiicallv e aoliieved? adopting an Sitlerdciive
DRk anpradeln fo desioning g mplementing developments programmes adapiieg e meiuee of
dewrar Gmvalverneny 1o focal copacittes; and adapting filcrcial floves 1o Fecipient Bnplenieniation
capacities, This implies that the “first-best ™ technical preseriptions and ¢ omplex schenes imay not he

dippparopeiote, ol extendad tinie forisons are ivedead,
]

Priradoxically, the first priorine i oot fo builed new: fesritudions et o dismantle the wicle ceeev of od
frer Bratitndons created by specd wp e dagplemennation of cdiferens comnponeny parts of i el

PHFLFQRINIES,

A recentevaluation report for Sida s driwn atleation to the weal Lol ieraise now weatlable smoms i Lot
building. bt 1o the pawcite of adviee oo how donees might amplement palicies o strengthen local
inalinions™ Reviewing e leraure on asd dependency suggests nat only that there (s little ad vice available
to denors on haw to aveld or minimise the perverse instiloiena | cffeels which prwiding sid can potemizslly
Letve san The wecipaont ceomenny, but that there has also been Litle rigorows analvsis of the sorcs of issues raised
here. In short, when domees Tocus on T dsse of aid dependeney, s coanman far them o Tcus merst an
causes which focus an Impact ssues “outthers” and [ess possiblo cinses Lo which They Thennselves are ot mighi
b party. Yo taken rogether, it should be apparent that donoes, individually o as a group could sell be playing
A large part in perpetuating or crealing new areas of aid depencdeney, Unloss these possibilites ae reviewod
and analyaed any study of aid dependency will remain incomplete, Incraasing the risk that policy propasals

mhade will Tail looachicve The ouloormes expreceed.

17y cantinaued)
strepgthaning and enchancing the capaciiy af recipients bath to invelve themselves more dircetly in rhe dovelepmeant

oy and b schicve Their developmient objeclives [or thomselves.

*Moare, M., Stewart, 8 and Undock, A, (1993 hsriinion Bollding s n Developenent Axtisignee Methad: A
Review of Literaiire ool fefeas. SIDA Dvaloanon Reparr [H9571, Stackhalme: S04
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TV AID DEPENDENCY: EVIDENCE AND ANALYSIS

Tt 15 one thing o discwss 1he ssuc o dependeney athe theeretical level and to draw up a set of indicalery which
are intended o shed light o0 the potential extent of aid dependency. 10 guite another (o analyse the extent o
which aid dependency oxists, anscss whether iois a growing phenomenci. and pinpoint the characieristics of
aid ﬂependenc}-‘ which appear to play o particulavly imporiant rale in porpelualing or mcereasing a pardeular aid
recipicil s depemdence upon aid. Within the averall constraints of this study, the dizcussivn in this seelion of
the: study ok a the sy ol gid dependency by focusing more closely un the evidence of and In practics, Tels
divided into two parts. The first summarises some maeet-ceorginic rerds and dialia, the second tries 1w link the
discus=ion ol wid dependency directly Lo the Swedish ad programme.

I¥.1  'Irends in Aid Dependeney : sume evidence

Ruevigwing Lhe Mendmre omaid, ail theory wied aid impact,and moes broadly the literancs on macrosconoemic
growth and development, reveals {perhaps surprisingly] thal there have been very Tew swdics which have
atempied 1o analvae 1ssae of aid dependency per se In any comprehensive nunner Most discussions ol ad
dependensy wnd 1o be o sub-set of brmder siadics enadd and aid impact. Frome this eomplete and very
variable liceratre. the following very general pezture of aid and devalopment performancea provides wn nifial
peneral overvicw of aid dependency issoes i teem of pacicolar groups of coontries,

* Clearly aid is not pecessary for development, Al its best, il is seen as w mouns of scccloriting the
developmend process. The attribies and strengthe of the Tastest growing develaping economiss (such as the
newly industrialising countrics) appeir o Lic i the package of policics they awdiypted, o spectal Torm ol loier
relationship between the stale and the murkel. o commuitment o developmenl, flexibilily eod acaptabiiing, the
privocity given W education and skills training. and policies w encourdge the rapid expansion of exports of
inercasingly comples prodacts. W chaeaeierises the leratoee on the develepmem af these ceoncomies is o
marely that ehey are “lightly aided™ but the absence of, or vary minoer interest inoald ssoes al all, 15aid was wm
irnportant caly husis o Tutare arowlh, aod the largest refersnee e aid talks {n different ways) about Ic
mrnicling o Chreathing space”, il sarly importance gppears 0 be quickly focgoien, Tnoother words. when
countriey have embarkad upon a stable and sustained procesy of growlh, the wid relationship ol any
ciscussion of actoal or potendal aid dependency tast hecames icrelevant,

* I strong contrast. there would appear to be a core of 20-30 countries {of whon a lurge proporiion are in
Africa) which are charactzrised by high levels ef aid, and in mast cases both expunding amounts of aid as well
as severe amd olien growing probloms al growth amd developrment Thase could be enmed “heavily-aided™
They have recently been relemed o s “parilvsed comomies”™ ("Narme Calling and Gs Penls”, The Frgntanise,
ith May, 1105). Currencly, aid is given to some 160 countries and tarritories across the globe. Of these, thera
are Towr which have rados of OF2A 1 GHIP in eacess of 23% - Taneania, Mosambigue. Nicioragoa and Uganda,
A Turher 240 counmries nave ODAGGTIR miees of hotweeen TO% and 25% . O these 30 counurices, 259 (all hot onass
are clusxified by the World Bank as low-income counties. and 22 of the 30 are counlries in Sub-Sobarun
Africa, Flowever a Turther T low-income countrics have ODAKTIP ratoes of Tess thao §0%5.

For ahigh propartion of thess 30 countries aid dependency. as measwred quantitutively in tenms of ¢he wid/GDT
CaLI SpPoins B be increazing. Wil s kess cler lacrely because i bas maon been analyscd sulficieody ) is the
exlent 1o which continuing o rising iquanuative} aid dependency has been significaontly influenced by the
nuture of the ail relaoeaships Nor s it clear mowhat extent changes o the aid relatienship will have a
sipnilicant fmpagt in helping o case The comsiraimts o develaprment. Nonetheless, there remmaing the susmcion.
of conuern that because aid is falling 1o achleve its puipuses, the combined eltect of e history of the aid
relatianship and current aid dependency must in some way he contribeting to the ineffectiveness of the aid
provided.

Bolwoen those two groups ol countries (those whete wid fonds 1o bo marginal and Lhese inowhich agid
flovars lay o major role in thelr econamizs) dre 2 large number (80 or more) of the totad of 160 aid recipient
counteies where the recipients recerve wid couivalent 1 around 3% 3o (0% of GODP T these coundrics, the
guantrative relationship between aid and different naerecconomie indicadors varies widely, Acrss dhese
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aad-recipient countries, trends 10 same indiwcators suggest that aid dependency is increasing, some that it s
dleercasing, with dillerent indicatns showing differing relaismships both aeross different counteies amd et
differant timea perinds withio the sarme country. oo surprisingly in same of these.countries, 1t i argued that aid
is mol very o Moenial amd that 10 aicl 1w Canding we achieve s objectives o is exacerhatng or erealing ncw
problems, these wee relatively unimporint Lssoes, O the atler hemd inother countmes, s argooed thad aid can
and does buve g mager influence on development and this that ithas the pogential o make 2 major fpositive or
negacivel impact and influence. 1t Is probably in this smull group of, perbaps, 30-40 aid recipiont ceomomics,
wied not e the st pooe and most and dependent, or i the “lightly aided™, wheare perhaps the grearest scope

wiy aud is given, change bevond the donor-recipient relationship, ar o judicions mix of all of some of these
clements s diMicul b say because ol the lawck ol cvidenee of the egenc and impartance of aid dependency vis-
d-vis other constraints on developmeant.

One exception to the partial natove of masl ol the gvailable svidence ame he vacres swdics on aid dependency
which bave heen careied out in Bangladesh, and now in Tanzania, most notably those by Sobhan (1982, 19491
pmed 19937 Briclly, Sohhoan’s anslysis leids bim e conclude that Bangladesh {and nowe Tanzaniad are
econammies where importane policy decisions are talen by cxlomal gclors and agents, gl That anomg (his
prcp aicd domors have plaved asignificant eole and influcnce. He argues not anly that instead of aid leading to
inereasing self-sustaining developrent it has beeome “the sull opdon i licw of 1aking hard degisions an
mohilising domestic resources and improving the yield of vestments™ (1W91:3), The ald relatienship, he
sy, has thecorne o vehicle For b enrichment of a class whose affluence derives from the aild programme”
Clao 130, Why did thig occur and whid aee the solutions' Sabban argoes thit 700 was really the tncapacity of
aucucssive governments womohilize adequare damestic resources and o use ald and investment more
elMicien]ly which gregieet the ¢limale Tor growing dependence vpon cwetaide donars™ (1991:12). The critcal
issue anc the solution for Sebhan Jdo not lie in advocating the end ol aid, or even indonors providing aid in
dilferent forms. Rather, it hes in “whether we can really assercour own authority o cur relutions with donars.
whenewe can Tisk saying no o projects and policy advise il iley remain conteary e our-natiomal intecescs and
priovicies” {19120, a point repeated in his study of aid dependence in"Tuneaniyg (1 995).

Linking these notions of ald dependency to the discussion in the Tusi section ol the study, 10 appears Thal the
concept of aud dependency provided by Sobhan gives more weight e amd places more cnphasiz on mallers of
grvernance, mist notahly the Taloee 10 vse ald oo assist in the procass of self-sustuining development, thun on o
rangc o remds ol paricolar guanticlive varables and relatenzhips. Tndeed. Sobhan’s abservation that the
ratic of ODAMGDE has tended to fall In the Tusl 10-15 yoars decs nollesd hine o Taller in his sonviction that aid
dependency remains‘as lnporeant as o always was, even it he docs ploce rrealer siress on the Tailure ol
dvmesie savitgs e rise as a share of GDPY There are three qualitative types of Vindicators™ or chicacteristics
al aid dependency which Sobhan gses. ar wlers 1w sonflivme his jodgements about Bangladesh’s aud
dependency. The first is the absence of iy plan or stritegy Jor inler-acing with deanors, ranifesy eos clearly
in the way that doners have been able continually o pursue their own agenda, The second 15 the evident gap
and Lack of consistency between dhe theleric ol 2ol relianee and what happens in practice. The duird 1= the
Covernment’s ignorance about the outcame of the wid profects ool programimes ol individual deawrs,
Iromeally, tueacver, twe sitoation which gives the donors such power 1s not one wlich loads o donor
satisfaction or complaceney. As Sobhan argues “Theie Tusiration at e poor developmant performance has
given wiay to anger wnd contempt at our incapacily | impree oar porformanes” CE997:27F Tmportantdy.
hoveecwer, while Sobban scknowledees weaknesses i the Gavernment’s adminisiralion which lowers the

FRecoul macroceanomde wend deta on Bangladesh suggest thar in terms of kay aquanticarive indicators diseussed
in Section 111, Banglailesh is heooming cven bess "aid dependent” (see also Dables V2 and TV 3, below),
Ratio _ 1980 1993
ORASGNTD H329% 3%
Mational SavingiGNT 380 1145
Lett Service Rano - 23N 1350
QDA nports TR S AL

Sowree: Warld Bank 11995 World Tahles and OEL3 i satislics [ virlous soures).
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clfcient wae of sl and ethor resoerces, and bence comribuwes 10 the peepetuation of vae Torme of aul
dependency, he armues thut unless proflems of governoee are addressad, addressing these admmistrative
praoblems will ol wrike s the core of the problems In other wonls, he not oonly areoss that
strucluralivontexiual issoes are more important for understanding the narre of fid dependency than changes
In quantitative relationships, ot it s equally important o judge dhe relative impocance of thewe nom- -
g itadve inChences. Additimally, aad ol melevines b the diseusston about hosy elosely aid necds and the
supply of aid ace linked. Sabhun argoes ool only that the level of aid provided is Far Tigher than that reguired,
bl thal & maggor reason Tor 1his is thal o ol sell=inlerese oflicialy in doner aid agencies and those from the
denor country whe benelin from wid contracrs are influennial in ensuring thar aid levels remain “us high as
poasible™ (199131 '

shifiing the focus @auy from Bangladesh, it 15 of Interest 1o nete that a recent Indepondent study of aid 1o
Tanzama came. indirectly, 1o similar conchusiins about aid levels Uhes i arpuad that s anticipaled Totore Tall
i afel fevels By wal Mkely to make much (8F any) dilterence to the mpact of aid, bocause of the current
inefticiencies in the way aid funds are aiilised.™ In other wards, 1he theoreleal discussion in Seclion 11 which
dlrowy attention e the gan belween The gid supplizd aud gid peeds appears to hive impaortant policy ralevanee in
the real world, Likewive, Sobhan’s armument that the heart of the preoblem of awd dependeney lies tn the ek ol

the gwing view in the Hteraire on the importance of “ownerslup™. pactcipacion and irvalyement i aid
Projects and programimes, which could both be viewed as elements of cormmitment.™ The cinerging policy-
linked consensus o these desues i net enly thal ol advocating recipianl commilment to, idenlity witl, and
canerel af wid and develomuent. balitis ulso providing evidenca of the importanca of these attributes in Lerms
ol impuel. bar instance, o recent Wiorld Bank soody argued, v the hasis of evidenee callected, tha the gaiomal
determinaticn o a peogramiue will weaken @l the Bank ealls (e governiment™s sense of “ownership” of the
prograne which muy well be the mest important determinant of its suecess {World Bank, [99da). The siwdy
assewsed programme ownership by Lhe estent o which the initalive Tor the programme s palicies wias local or
asternal, the level ol intellciual conviclion in the uppropristeness of its measwres, the extent of support fram
the 1o political leadership, and efforts wwards consensus bailding amonyg the wader public, and lested Tor
correlatem hitween the variuble and ils assessmant of the satisfactory owtenme of the programmes. The resulis
showed that the extent of povernimem. ownership predicied the salislucuwy  outedmes of adjusiment
programmes in three Towrths (7350 ol all cases, with most outliers explained by exosenaus shocks. )<

For its parl. IMF analysis focuses more on the capaciy and capabilicy of govermmenls o cirry out policies than
on their commitment which, iy i grpgoed, iy the mos eritical detenminanc tor the suceess of aid {in Africay and
thar elficiend gbyorprion ol higher levels of aid fSee Hadjimichael ef al. 19933 This is conlirmed by Reynalds
(J8EZY who maintaing more widely Teos g compehensive survey ol world mends in economic growth, that
wihal he v “adminisdrative competence’ is the single most importunt variabla in explaining differcnces in
growll belween countries, The policy implication fram this evidenee Tor the debate sboul @id dependency is
both that adwinisrative anpotenee is s critical determinant of aid cfectivenass, and hence one should be
wiry o deriving policy vonclusions metely. frem trends in quantilative relationships, and e that oomgor
purpose of aud ought o Ivvslve addressing adminisiranve weiknesses inaid regipiont ceonaomies.,

Mo civgaeed. s aned B epeed I many i the GOT o well s 5o the aid comennitn, B o reduction e ihe
degree af Tanzonfn's dependence wpon oid & eniirely desivabde. I mediun o longer ferm, we shen: s vien:
Redured chid 1o Leirzenion aeed nor e ar the expense of the cowntry’s cosnttined propiess, particadariy IFE D g ved
meere effticientle borh by dovioes gad e GOT Tlelleiner eralf 1995 8,

N For a discussion of evidenee an the Nink botween purtici palion and project perlimance sae Tshane ef af (] 904,

©See Killick {1995h) Toee o disoussion of the study and i smplications for conditionality, Ses also w1993 World
Bunk study an stmctural adjnstment peopranooes weboch provides evideoes ;i the inipunanee ol swrership for
gnsuring adjustient programnw eateoomes Clohneen and Wisey, 19930 .
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IV.2 The SASDA and Kelaied Stodics

Willy the notible excepion of the study of Tanzania commizsioned in mid- 1995, netiher 1 nor the Minisimy
of Fareizn Affairs has either undertaken or commissivned a conuprehensive shidy o wid dependency of any
counley W which 10 gives sl Thus the evidenes which the SASDA aod other studies provide on aid
dependency iv indirect. Befare this evidence is summarised, it 3s wseful 1o draw allenion W s0me comnmoen
leatures ol wid dependeney comained in these sldies.

Lirat, the points raised tend oo be almost entively coumry spoecilic: there s e wlempt Gand some reluctance)
Ly b drgseninlr imaking wersss-the-beard peneralisitions about, say, common feacures of aid dependency froam
the specific counory evidence gathered. Sccond, the stwdice focus most on gualysing rends in selectsd
guartitatve rilatienehips o derive conchsions oot the degree and vacying intensicy of aid dependency. In
somirist Ly Sobhun, it s quantitative ndicators which are almeost entirely the hasis of the conclusions drawn.
Thirdly, and relatedly, the studies focus mest on deseribiing trends tham on trying e identifyinge the cause, or
canses, of ail dependency. Biaurhly, howeser, wnd perhaps of most interest o the poliey delate, the SASTIA
studies by no means follow a rezimentad type of argument of the form il aid dependency is inercasing, then
aid pught w be reduced”. In a number ol instances where the cxpecled (o hoped-lon) positive relationships
hulween did and particulur macro-ceonomic variables has not oceurred, the case studies often go nat of their
wily fo caution wirainst concluding aither that withoor aid, ar with lzss aid, the recipicnt would be bener of 1 o
that aid sheuld be reduced sirnply becawse 1 Fals e nehicve the auieome mtended,™

I this conlext, the ollowing points wken directly from the SASDA case studies provide some of the main
conclusions an aid impact which inform the debane and discossion ol aid dependeney Trom e cose studies of
Cluines Bisswau, Nicargon, Taeemia and Zawnbia, '

V21D Cruinea-Risson

& That aid showld help the maldlisation of demesue resources may seom rathor abvives, bul this has not
happened. Althoush the Goverminent gy commilled Dsell o domestic resourees mobilisation, acal
performance speaks a different languape. ' The Gawernment’s revealed prelerence suggests thal moch
ol Lhe elTorls have instesd ben geared wsaarnds maximising cument caonsumption, especially privacs. al
the expense el domesic saviog and imvestrmen] in hoth physical and human capital,

= Empirical analvsis of a divect Link betwean aid and growth has becn shosaen $ohes Fruiyless and beset
with meihodelopical delicicnees.

# The actual as opposed to the rhetorie. olyecuve ol the Covernment has nol been “sell relignes gl
penpla’s parlicipation™ bul rther the masimissbion ol he inllos of development aid, Since 1987
when Lthis eonlenfion was stited o the S10A counory report the Government has non signilicant)y
managed to change that Inpressions.

Transparency and the bodgel, In CGuinea-Bissiu, far trom all aid has been recorded in the 2overnment
central budeet.

Dutch dizcase, Whal has caused the appreciation of the peso” The answer 1z unambizuoas: Forcign
aud. There is senply no alternative ssplanation: e i< neother iollos Cogyaled ol Toreign exchan s
Teomn abroad andd deanestic soppely Teem the cepnart seelar Bs B oo small o have o substamial effect,

* The neglect of analysing the absorption (absoeptived capucily, gs well gs the indireen oMecrs ol aid on
asroceonsic varishles such as the real cxehirge ridle, intlation and savinges, seem o have prevailed
over e vears. This 13 probably one explagation wly na discussions concerning the amount of aid
witil the last taeyears have boen held.

* Ay illustrated below, the Coinca Bissuu study probably produces the soronmest conclusians ahaout the need to
e wid. ’
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Tt appears that the system ol cowntry Mrawes led o mere or less autonaically inereased amounts of
supporl cvery year, inespestive of the actual effects of (he aid.

The report recomimends a subsiantial reduction in Secdish aid a5 well as o higher concentralion of gil .
tor certain key sectors. Teadvocates a drastic cut i1 balunce ol pavinenis and fmpart suppost.

Nicaragua

In this stucy Toreign aul dependence s defined as “a country’s inability W Anamee imeesimient aod
impart requirementy thvowgl normal cennmersial channels™. Nicaragua is a perfect exampls of Lhiy
tepe ol depencancy. - '

Nicarngna iz completaly sid-dependent mim oole Toe growch bud also for carrving out its stabilisurion
and adjustment programs, There is simply no way ol getling the countey hack on a growth path
withon! workiog on Tuether vensgotiation of the country’s foreign delb and this clearly includes dehl
forgiveness,

In relafion W the sbaorplion capacity i0 may therefore be stated that the country receives Lo much wid
HI 'FFI"C;,‘HL‘TH..

The Tanzania study

Impotl support s been g nugjor part of aid " Tancania TS an eERSient way to pucinonsy into the
sconomy and the government budgei, Bul ity clleclivensss wil depend on the sffectiveness of the
necipivil.

Dronars cannat Tarever run large parts of s comtomy, and in the oo ron, recipiont countrics must
generule Lhetr owi resources and reduce aid dependency, '

The eftects ol wid on the overs ! palicy envirunment bave been a1 keast as Impaortant for Tanzania's
grerwth pecformance as has the resources transter tinaneed by aid,

There is e obvions cvidenee o7 8 disgouraging clfeol ol aid inflows on oy effort in Tanzania, The
strong effect is a direct positive Tink berwecn sid and revenue generuted by the dispendencs of revenue
o che toopert hase.

Dromors should wish there o be o high savings v ont el @l bt should not be distucbed it <his is
significantly less than F00G. A ate of L00% would ooly be justified il the donor allached ng weighi
e Lhe alleviztion ol cumenl poverly.

When evidence of Duteh disanse are presend, the cure is nod neeessarily a reduction in e oo ol
siel. “The real issue s oone of podicy design and capabilicy, not of macroeconomic dyslunclion
irrinsically associated with wid. While owlling wid is appropriale i a varety of circuemstances, it s
nevet, in the absence of policy implemenation peotlommy, o firs-bes response o Duteh disease
pechlems. Aid and Duteh disease in Tanzania; the ovarall vordict is thal aid plaved g seeondary mele,
Ald filled the gaps created by poor export performancs: and in doing so i sapporied an appreciated
exchange rue. BUT M ajd has been lower, it is noc clear ac ali that export performaice would bave
been rch hitter.

Locking at dhe growth record of Tanzania, i is hard to arguc thad aid has had g very postiive efTecton
ceomormic prowlh. The growth rales recorded however, depend mainly on factors pther han fureisn
gid. Ther country fora long e Tollowed s developoent stralegy that turned corc to be anviablzs, and
the economy has dlso been exposed 10 o seriey o external shogks. T is nol pussible wo disentangle Lhe
eneerall proseth e Zlece ol aid {or of Swedish aid) in this conrext.

Sustginability of selivities 1 the mejen worre wilh vegard 1o current awd to Tanzana, To Improve
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sustainability, priorily areas of aid should coreespond to key sectors of govenunent expendine.
Actvitiva va which government has low prierily run s high riskh of decling unce donors withdras

SUPTH I

Tt iz desicable that the government “owns” the id programime o higher degres than il docs al
prosent. To achieve thia demors should delegate e sesponsabilily L the government, while at the
simie fite credling incontive stracuare for good Behaviowr,

Tn Tanzania. S10A tries o pass e cenivad governimen? and to wark oo the disiticn lovel witllextensives
5134 contrels of payments as well as the exceution ol the projects. What will be the Jong rerm
implications of this? — Well functioning projects in a falling overall strugiures are nol proslof a good
aid programine, '

The Zambia Study

Arrues that the Swedish aid programme w Zambia bas beon inlloenced quite profoundly by estemal
Swedish i luences.

Dridence, eapecially in the second hatf of the 1930 thar Sweden's aid policies and Swedish aid levels
wite imirked Iy ont of step eath those of other denors.

Swoden's awd policy was inlluenced proloandly by belicl in the govermment’s plins and policy
documents, s Far less by analysing the revealed prelerences” of the governmeant,

The Swedish aid package has cimphasised rral development, while the Govormmaent hud an wrban
locas. 'l there has been o conilicn of inwerest between the Oovernment and Sweden (as well oy
ather donars). In theory, the Govsenment avcepied Swaden’s wid priveitics bat in pracuce largely
ignored them,

In the porsud fram 1970 to arcund 1983, 00d Mowe basicaly underwrote dﬂl‘liestii‘.pﬂlit‘.y LS PN L
exormal shocks. These were broudly wimned al muintining public and privace comsumption in 1the fige
of tha decline in the natienal wcatne and supponting the bins in deweslic relative prices towards
impart-intensive consumption und capital inzensive production, Ald flows were low (relulive o other
pedvane wnd official capital fows) amd were govered by quive light sonditeaulity. Puring this phise,
wid substitoned far domestic saving and investment - which wonld have been the opiimal response i1
the terms ol Lrade ek liad indeed been lemporsry - while adherenee to conditionalily was

EJ]{]DEE‘ nons b the extermnil envienment.

[n the ghaenes of 8 well defined counrerfacoml, it cannan be infeered thao the iocrease in par capira aid
contiribened rothie decling in per capita incames m Aambiy.

[ the carly vears, as aid incrcused, so conswnpliem has risen, investmenl shomped and domesi
sivines Fallen. T his same conclugion is haed to drivss in the Lzt period where infarence is complicated
by the cumulative clecs of much greater macroeconamic disgguilibrium prioe 1o i a0 of the aid
pragramiue.

An impartant rewson far Zambia s poar performanie is thal donors have rmacde ecrars.

The bigeest problem facing the curenl programme i thar the “tlow™ responses W pulicy relorm
which are broadly positive risk boing swarmgred by sweck adjusunenc” effects which are lkely e lave
riegalive clfect: on oulpuk, incomes and growth in the shorl o medinm e,

1 sbioudil be noted that if wa chooss o allocite mouey e sclivities which are livted as priorilics by the
Govermment of Zambin, wi ary in practice anvwiy supparting Lhe wholz budger because of the
Tungibility of lnmds. ' .
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V25 Summnary study: The Macroeconomics of Aid

* [n all comteies, policy comlitionulity has witnessed a change in the compesition ol aid, with o far
greuter share of balance of payments (import support and debovelicCy tan previansby, This tepe of aid
i dinkod e wirnciural adju=tncel [or lwo rgasans: (0 1818 sasier © “turn on and i ol i response sy
paticy changes; and (i) a5 Tecipients reform their cooneadies then aid which operates dirough the
murkel s destruble and more clfteien. The swdies sugaest that halance of payments support s
achicved hoth these obyecrives.

* Ajd and the externsl balioree, None ol the studics Towml g sirishiforsard relationship between aid
and imperts, T Tansania and Zambia, there was a pegative vorrelgtion hetween aid and impen
volumes in Migaruro g wecak posilive link, aod in Guinea-Thissan no apparent reladonship.

* Thebi Adl Towr countries are now dependent apon aid eo be able to mee their debl obligations.

Aid and internal balance. None of the country studies reported an ceonomially signilican negative
relitionship botween wild and apgregste domestic savings, Recipent government ceaction to aid
inflery was found to support die theoretical results of the Jlscul response model - that is with wid being
sl Loy suppirl comsamplion experditure, reduce taxes and so redoce public r:a'»'ings.ﬁ'1

= Import snpport. The stodies of Nicarazua and Tanzania state that iport supporl las had [he dosited
eflcet of Tuelling growth thrangh ehe mihsation of esisiong fapare) capacity. Criticisn that impore
sippot funds enable Tuxury conswmption appear unlfounded From the commtry sty evidenee,

Ownership, Ownership is cruckul 1o ensore secipiont comumitment o e programme.

o Aid Dependency. This i delined as the <ilwation in which a conntry will require aid to meet its
investment and foralan exchange requirements indefiniiely, Guincs Bivaan, Nicacm, Taneania amd
Zambia ace all Toreed into o position of aid dependenee by theie high debst boacdens, Tocaddicen,
Wicaragua and Guinea-Bizsau, declining private savings rates, dismal expor, petlormgmes and visving
fovmnsumic basel iropuet demiand have widened the ca-anee internal and external paps. requiring
continuously high aid inflows 1t 1s cancluded that e limioalion af uid dependenee needs net only
and maney w premote groseth hut also policies to adjust the ecanemy. '

Overall. The resuits show that the macroeconomiic imyet of aid is mon: complex than sipposcd in
the twa pap medel, ar as shown by the emplirical literanes which regresses imports and lnvestment on
aid, There is no olear cul one-lfor—ome link boerween Thoese variables and i1 mol possibsle we lind wny
siznificant relacinnship in same cases.

But if we wish W snswer ure these comitries betor ol il aded Than st 19777 The answer rowst be
wes, And inoall foor of the recipients is paving a debt burden which could nor be metl Hom the
resipienl s o Tesources, Witheu this aid there would be oo domestic resources for develapaoent
and reform would be difficnlt to sustain, '

I¥.3  The Swedish Aid Programme More CGenerally

The SASDA studies constitute four in-deptll analyses o e aid relionship, They all share the view thit )
the maceo-level it s parbeulacdy difficult 1o trace the impact and effectiveness of Swedish aid, even when
Swoelen has been o pariculidy laree und influendal demor. The purpose of this secton s 0 widen the
discussion more gencrally and raise additional points sboot id dependency throwgh the peism ol the Swedish
aid programme, hased largely on quanceative data and a sample revicw ol some recenl cooperilion

[ more recent paper oo fiscal behavionr and ald inflows into Tndia in Swedish programme country ), White
concluded that “sid is tnostly osed W increase ieestimeat. with Liftle nmpact on consnmprian expendinarss, or on taxes
R T T VR R '
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azreaments between Sweden and same of its main aid recipients.”
V.3l Swedish aid disbursements by conniry cafegory

In 199384, Sweden provided aid to 117 conmtries, of which 18 comslinuied “progranime”™ or prigrly couniies,
It 1% for these awl recipients that Sweden has heen more able to allocate human resoorces and technical
expettise i order o create parlicular and hofistic aid progrsmmes; in contrgst miesh of the aid o non-
PEOS AT Counirics is subject less i asaregate o creerall serutiny. Thos icwould seem reasonable to assume
el Sweden has boen ahle o develop an aid preegramnie based on necd o programme countrics; T the
athers it wonld usually have to raly more on assessments made by others, bt b= thus of Interest 1o note that in
1993 only 3% of all Swedishaid was disbursed inthewe 19 programme countries and ooly 5% of all aid nog

specifically exrmarked tor multilaterat purposes.™

To what extent s the allocaion and disbursernemn of Swaedisho awid relaed fo need? But bow does one jiadae
need? As the primary goal of Swedish development assistance continues to be huased on the objective of
itnproving The slandand of living of poor peoples, L would seem reasonable {as a firar stab) to examine aid
flows in reladon o the development status of the weipiont, One indicator of poverly is the cluslor ol couniricy
called the “least developed”. Ten of Sweden’s 19 programme countries are within the least developed

erouping. Witk i, these 010 + 11 connries aceinied Tor 67 % of all Secedish aid w programme countrics
disbursed i 1993, and 22% of all Swedish ald.™ However in rerms of the World Bank s ¢lassilication, all but

Twerr 0f Sweden's programme coundries (Mamibia and Borswana) are grouped as low-income countries, Bot
perhaps the mest widely used comempeniry measore ol widor poverly is Lhe United Nalions® Developmaenl,
Programme’s Tluman Development classification. The UNDEP groups ogather 46 countries under the rerm
“Tapee Human Developmes™ and in 199394 Sweden provided aid to all of them. Az for Sweden’s 19
programime countriss, k2 of these are grouped o the URKTH S Dave Huaman Preveloprent groonps ol somitries,
aowven are grouped it the Medinm Tluman Develapment group. with 80% of all programme country aid
dishursemienls going fo the 12 Low Human Developrment Ciowep,

Howe do these lpuves of gid dishurscments, snd diflering atternpls W egquite anl provided with level of aid
need refare 1o the discussion of aid dependeney? First, it shonldd be viated thil 30 veeo wayys The figures are nol
particulurly helpful. Thoso the fimores just gueled are Gpoes Tor ol Secdish aid and thas include
coergency ald where immediare nead is by no means always related to asgregate levels of poverty and
nrlerdeveloprment. Thus where aid 35 channelled 10 crnergencies in countries that are far from amongst tha
poorest, ibdoes ol mean U U aid iy nol being esed noomeed impertant boman needs. Likewise, whils more
waalthy developing countries are more able to meet their development necds From theit own resaurces or
10 ohtamn them esteenally theoegh normal commercial channels, country classifrcattons are based lurgely on
slalic analysiz Thus they acither inelude paual necds which mighl be mel maore efficiently with and nor do
they incarporate the notion of the potental for developmenl and Tulure esonree shortGalls, Tnoother wards,
while the figures given here do provide pointers towards certain conclusions abool the link belween aid
proavided and relative need, one does have Lo be cantious e esing these figures of Swedish aid dishursements
by tvpe of comntry and to draw hard and Fasl conelusiony sboul the relaldonship bolween dishuarsements gl
the need For aid. Tt 15 alao important to compare Swedish ald o that of other donors. In relatton to hoth
Huropean Union (EL D and all sher OFECD onor., Sweden's performancs indicates a Far greater orientalion
ta the nesdy, Thus in teoms of countries ranked in lems of GNP per capitin, S5 of Saodish aid goes o he

*F Thix is me a “represciiative”™ sumple. 1is basid an documents which Sida’s Policy Division was able wr ablain
and send to the consultant, '

By F909%094, six prosramme couniries {almwst o thind of the 1o6a]) received Tess Swedish aid than cither Bolivia
or Chile {noo-programine countries),

F ol corrmmenlalors agres thal it was roore loe eehssea] reasous™ thn becawse ol its lalome wmeet Lhe counantic
incligares required to meet the criterin of “least developed” that Trdia Tus ol been srooped in this parbicolar
classitication.
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21 poorest counlrics, campared with ouly 39%. of all TU aid and oaly 23% of all aid.™

Whenever atd is provided when it is not so urgently needed [ perhaps because the recipients are not particularly
poor, when compared wilh others maore deserying, or beeause resoureds: conhd be e lsed it non-aid Gomds
at {ittle o o bong run cost to the aid recipienc then it is very difficulr to judze when it will no longer be
reeded”. Tndeed, as argued earlier, if aid is provided in circumstances when it o oot really needad, such a
context Is likely to provide ar encourage the clrcumstances for it not to be vsed efficiently and atfectively, and
Thus cerainly ol a comtexl inowhich bigh priority is given o redacing aid dependency. Tois thus reassoring o
roadh n Litest comtry wmermgrpmdum wthe Devebaproent Assistanee Commticee (RAC) of the QECD tha

T

Sweedish “development cooperation will concentrate incraasingly on support for the poorest coantries™ ™

+

TV 3.2 Swedish oid divburvementy to programare conniriey

The o SASIIA counlry stodics desoibed a number of chiracieristics ol the aid relationship aud tocused
only peripherally on the issue of aid dependency. Four issnes they haedly addrassed were the following:

* the way that Sweden assesses aid dependency in particolar countries:

* hese Sweden devises palicies fo crsere That the aid i provides in particeliar couniries is used s
effcotively and efticiantly ay possible:

* hesw Swoden ensurcs thal any potentind perverse elfeots ol the wid relutionship which might
exacerbire or worsen ald dependency dre minimised: and :

hurae Swoden injoructs with other donors o relation to assessing and addressing problems of aid
dependency.

The: purpose of this section is to discuss dhis and related issues.

Cm e busis of the docoments reviewed — though it needs e be stressed that the conntry memoranda upon
which these comements were draven s excecdinely srmall there 15 limle o ne evidence wl Lhe conmtey level 1o
stuzresl. il '

lewels of aid provided we particubar progromme countries are Based on any agerezais asscssmenl of
need umd eviduation of how Sweden’s contriburion to filling aid needs fits in with the aid progranimes
of athar donoes:

* there are regular periodic reviews of aid impact oraverall aid levels in relanon 1o the overall impagt of
Swedizh aid, changing needs o the recipient or changiong mlicies and atd Tevels of olhoer dongrs,

* there 15 an attempt o ensere that efforts w enhance the efficieney and fmpact of dilferent sub-
clements ol the averull gid programme, such as seetoral aid, do pol exacerbule or Incresse potentil
problems of ald dependency bevond theése discrete programmes; '

* siratcgies huve been drgwen up and devised tr cncouragze reciplents By fake over the ownasship of
dilferent aspects of the Swedish aid progromame @id w plan For (e waining of local stlf in o phased
withdrawa] of foreien technical stafi;

Bl

Sweelem bas salisled itsell nol only that the recipient needs development wid because of the attributes
of underdevelopmant, but that certain (specified) minimum conditions have been fulfilled w ensure
that the aid provided has the poteotal o make oo dapact, nof keasl in progress Wowards sell
sustaining develapmenc:

* Figures [rom Sidu™s policy depurtment hased an international statistical comparisons,

" Development Assistance Commitee Aid Revies 199095 Memovandum of Sweden,
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= i dilTerenl progrummes countries, time-tables, criteria andfor Lingets have been drawn up ggeiny
which to judge the exlent 1o which The gid prwvided coentbutes we self-sustaining development and
Ui s planing path Cor the reduetion and eventual ending aof the Swedizh sid celaionshin,

Thiz 15 oot to arsue that none of these Issues are evoer mised, anabysed or discussed: many of them are.™ Thus,
lor inslance, o reeent memerandum of Tanzania notad that “The Swedish gl lneanian Délepations shared
the view that the rale of the Swedish devclopmenl ussistance was W provide supplementary sappor o
Tamzamia’s vwn clfots™™ and a recent Kenvan memorandum nowed thal “HBal delesalions ageeed that o
fundamental character of Swedish assislance was o provide suppart o Kenya's own development efarls™*
The sume memetandum spoke not of the plunned reduction o phasing oot of akd {or even o long-term
framewark whete Uis was implicd), bue rather states that “1t is our hope that in the flure i will be possible 1o
increase the Swedish allocaton o Kenva™ o i erodi i was emphasised that such an increase was o be
dopendent npom such factors as measures w0 curh conuplion. improve mevernance and Tuether uoprove
political, social and ceonormic developmaients in Keonya, Measures to improve the udlisulion of Seedish lunds
while retaining ahigh dearee of aeeoumtabiliny will itser b ol parlance.”* Dot oo details were provided of any
speci[ic winvs i which these rather vague criteria were to be operutionalised. v performance rmoniloced, in any
prarticular tise-frame, This, in goneral, theee s linle wene evidence 1o suggest thar the check-lat of points
listed abwrves are raised or analysed compeehensively or svstematically on o eegubar basis as part of the aid
manrement process in difforent couptries.™ It might be arpued tial the serics of macrweconomic sudies now
being undertaken by econoimists from vanows Swedisie oniversities o moenitor performancs in Sweden's
[rOgTAInIC connlries gocs some way towards addressing these questions. While the data, information and
analyvsis contained i These shwies have wsually heen accurate, ¢lear and a delivile conlrbmim i
-understuanding contemparary economic problems in dilTerent ceoneics weeelving Swedish aid, they da not
themselves provide policy answers o aid managers about bevels of aid, aid prioritics and the wider impact of
the Swedish aid relationship.

Nat only is was this stdy unable to nnearth moech evidence to indicate that thess issues. ol conral imporfance
ws the aid dependency debate, are the Fous of alenlice 10 Seedish ald managers at the country level. the
evidence which is available of tronds in the guantity of aid provided to partioular programmme countrices emls s
suppor the view that. (o sharp contrast, over gl least The kst 7000 1S vears a magor poelicy his been continually
ardd sleadily oo increase the amounl of gid prosddod o sach programne country,

Thet= are three rypes o) evidonee which sopport such a view, Firstly, in the period rom 1980 (and carlicr oy
st counties) 10 the saly 9905, the umaunl ol aid allocated o all programme countries — with the

" Tor pepear, these commenis arc based on e culleclion of duecuments sueveved and oot an sl Sida documents, 11
nay woll be thar other decumsnts do focus on these sorts ol ssaes mare caplicity, I that ¢ontest it is impomrant 1o
elraw wtlention o the growing production of Country Strategy papers which ure L be prodoced For all major regiplent
souptries. Ragrettably for the preseol discussion, it would appear thar these are being written in Swoedish and naot
Loglizh,

yemorandurn ol Understanding on the Development Cooperation hetween Sweden and Tansunia, 25-26Auznst
19494,

" emorandunoel Lnderstanding on the Devalnpment Cooperalion bitwoen Swoden and Kenya, 13716 Fek, 1993

E e focws of altention here is the Swedish part ol the aid welationship. Becipienrs differ in the exrenr 1o which
they foous on Uiese sorls of issucs, and for some 3 momber of the Gasues voised here are impeclant. For example,
Botswana dewates comsiclerable Gime and resowrces 1o agempting to provide consistency belween ditTerens deonoe
progrmme: aid between donnr and government progruing s aod oy o ensure that extamal aid resources ate well
utilised. For it parl, 1o, the new South African Government wis very cautivus ahout accepting ald unrel ithad worled
ot its cre T priorities and its veen agenda for the potantial vae of aid lds, o geneeal, hessaver, e wid beratiee woald
suppest that thesa are muther rars s copliuns.
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exceplion ol Mamibia (where rend dida are nol relevan 3 amd S Lanks afler 19998 was churacierized by a
steady and continual expansion. with anly slight marginal dips in the pattern of contimual expansion in the cise
el three counlries: Tamneeania, Bangladesh and Yiemam. The peak year of aid allocations For 13 programems
countries was in the years 1987 o 19937 Secondly. the most murked Eall in aid ullocations 1o programme
covatrizs accurred in Lhe pose- 1992 period, and was thus asaociated with dhe overall cucs o Swedish aid. Thus
1 199, exvery TragnImime CcoumniTs wis allogitced less aid mm allocated in 1992 aud or 1993, even 110 the case
of omwe or two counones, such as Nicaraeoa, the cut was relatvely small. A dhird factor supporting the view that
aid allocitions in dileren] programme countrics appeared 1o be inloenced moere by amegale aid levels G,
were supply-led] rather than the needs of particular aid recipients (demand-lad} is that thera is little evidence to
shesw thal Swieden comnmilled HaelMo providing aed it a particular ovel for mare than one, twa o theee vears
wrime, Thuy for 18 progrurmme souniries o which dat ane avadlable, enly Bve insfamees havs Teon recorded
in an agpresated period of 250 vears when Sweden allocated the same amount of aid for 4 patticular country in
ercess of more than theee years. ™ e AR5 of cuses, Sweden chaneed the amount of aid allocated Taau one vour
Loy the exl,

The ahsence ol eonniy level evidenee o indicas that levels ol Swedish il or Tens al gl providid have buen
determined in conjuncticn with discussion of inputs of other denars becames of added signitficance when data
showeing the relative coninbudion of Swalish aid e overall aic levels wee analysed. Clearly 15 Sweeden s o
lizalinge cipnor ymed s widd comsdiluties o mugjor share o el aid then the polential Tor Swedishoaid w contribute to
the overall economic impact of all the aid received by a pacticular councey, as well as to influence (positively or
pepative ]y dircetly amd indirectly Lhe std veladonship more widely wild be likely wobe signilican 0In the ather
hand, i1 Swedish wid s g relatvely minor part ol wial aid, 15 5weden does ool concern sell with assessing and
trying to enhance the averall bmpact of aid, and if Sweden dees not irealve itself in wrying to minimise any
poolcniially adverse siroctural and contestoal elects of and dependency, then the relationship between the
mnpact dnd inllucnce of Swedish wid and the overall levels and degrees ol overall wid dependency i the
country in question will tend o be rather zmall or else oceur moce by luck than by design. Indeed in such a
contest, 0 Sweden cacharked onean imitianve o stempl we reduce different manilestaisons ol dependencs
urlsiyT o ils can narrow aid relationship, and other donors did not tollow suit, it 35 1ikely that the Swedish
initiatives woatld be swamped and thus make vety Tittle overall unpact.

The significance of these comments becomes evident on examination of the contribotin and <ive of the
Sweutlish wied proggrarming boh in absolute s and ws gshiee o The ol wid e, This, s nalgd, in 1993494
Sweden provided aid w some 11 covntries und territories: bue for 83 of these cowntries (74% of the totul} ic
gave amounts of aid vained at SEK 70 min or less. Cumulatively, the total quanticy of aid given 1o these 83
countries arrnonmieil we 3% of all Swedish g disbimscd, and just aser SO0 (513890 o alk bilateral gid. Tn the
case of ull but one of the |9 progranume countries, Sweden provided in cxeess of SEK 70 mn of aid in
199304 Yet OBCD data (far 19921 reveal that for the 19 programme countries as a block, the share of
Sweedlish il came Lo qust 535 od 1ol wid peoseicled ™ This ranged from s high of 13% G Bolswang (Swedon s
keasl-posr progrinmme country] 10 a low of 2.6% tor Indiac o only four countries {Angoly, Botswana,
Nicaragua and Viemnam) did Sweedish aid account for I0% of 1atal aid disborsed; for nine counues (oaoee then
hal " Sweecken s prosramrne coaniries) Lhe ralic aes less tham 3%

M Gwedislt Add Lo Mamibio oo ly staried in L]

“luch of the data discussed i this and subsequent paragraphs is reproduced as in the Appendix A.

" The record was an cizhl year poriod [ (986 w0 1993 when Lesotho was allocatzd annually SER 7000
wor, Tl by <3x yaur peeiol from 198RS o0 1991 when Vietnam was allocioted SEROUETO00 anmsly, However
the data do nor answer the queston of whether the recipient was informed in advanes that this would be the and
allocaled, or whelher the decision 1o contimie allecating aid abihe same level was due boa Swedish deciss sed on
histamica] precesdent.

B e cxce plion s vear was Botswana, where aid dishursements wlalled SEK 648 o,

*Figures reproduced in Sweden s Development Assisince in Figieres and Grophs S0 199394, Table 12,
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A the wlio ol Swasdish aid o iolal tends w vary (often goite markedlyd from vear Lo year, 16 1s probably more
useful to compire trends in this calio over lime. For 1 mregrarme countries, the trend data are contained in the
Appemlix A In pencral, they supgest the following. :

-‘; That the overall importance of Swedish uld we g shane ol folal gl has dechined markedly across all

Lhesse prosrmime cound rics.,

That it the cases where weden gives aid wo the world’s Largast aid recipients. ils comtribution 1o leal

aid has always been small; abways less thanc- 105 and mosteommonly-only in the arder ro 2-3%."

= That for a select group of small conntries, Swaden hus een amajor deaor G0 this 5 defined as
comiribiming st 255 or meee of weal aidy However, when Sweden was o “magor donor™ (as
datined) this most comumm by oecmTed nthe 19705 arcarly 19805, and inanly one instance {Vietnum
from 1982 10 1987y was Sweden ever i “major donoer” (contabuting over 2345 ol wial aid) Tor a pecod
af more Tham ome vear al alime.™

Tuhle 1V.1 hows the relative position of Sweden's ditferent programme countaizs in rekation w the absolute

amounts of aid given in 199395 aml their ondse i eems of the share of Swedish to total uid,

Tadrle IVT. Ranking of Swedens Pragrarnme Counlries,
thased au average dishursements for years 1993, 1994 and 1995)

Programme  Rank in tevms of Rank in terms
Contiry fotet Nwedish mid of share of all aid
Anaoly 9 12
Bungladesh T L7
Buotswana - 19 2
- hicpia 7 L3
Gniney-Bizsau L6 fi
tncha | ] L&
Cupe Yorde 7 7
Kenya 12 L&
Lags [= 4
Lacsaathus H 14
Movzamnbigue 3 Lo
Wamilua 12 2
Micarasuy 4 4
STl Lanka 1% 1o
Tanzania 2 R
Lourarnla 14] 16
Yicimim : l
Zambin 5 L
Simbaliwer 8 3

Source: Sida statiscics and OBCU dati,
Mute:  This i3 based oo oends over the last five years w0 anm oul yaar-on-yaar volatility,

As noted above, substuntive diseussion of gid dependency in eelation to Swedish aid ae the level ol dilicrenl

The rend slulistics show that onee aporesate aid lavels for any countey Tises Lo around 5900 mn a vear, Sweden
has never hoon able G cotdnbute more thaee WS of total aid,

= e peak vears For Swedish aid as a share o rotial uid e heen as Dallhrss: Aogola, 24%5% in LRSS, Guinea-Bissa,
3% im0 1976, Tanecunia, 329 I 1973 Laos, 2650 in 1982, and Vicinamn, H0% and shove lrom 1982 10 1987, and 5%

in 1983, Foreletuils see the Stueistru) Appendis,
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proaranune countries s made difficult Fecanse of the absence of sny shichies which haveuddressead the wsue
hoad wn. The resl ol (his seclion provides some input to the discussion by commentiog very briefly, and
exclusively from within the framework of guantitadve ends, on od dependeney in Swoden’™s muin
prgrarme countrics (escluding these which Tmmcd pars of the $ASDA siudics), The conunents are based,
capoeti Ly, o the e reproduced here in Tables IV.2 and IV.3, and in the country by country data fouwmd in
Appendix A, Before the ditferent points are macle, Twaver, i1 s impartanl o sloess that the dula given here
presicle @ wholly inadequale basis upon which oo draw firm conclussons ahout trends i aid dependeney, or,
more imporcantly. on what specific comclusions Fer Tulure aid pelicies, This is il because there is no
discussion of the donor-recipient wlalienship and or of any of the strucnural and concextual facoors likely oo
combribule fo aid dependency.

Angola Feonomic irend data For Angola are ditficule to abtain and of particalarly dubious accuracy, Hinwever
an the guantitative indicators available, i docs oo seon tid the coundry coufd be erouped amaong those
conslderad extremely aid dependenr. Ul biggest concsm relates to its debt position, particularly debt pacment
arrcars. What are cleatly neaded are eftorts o provide security and polidcal stability in order thad, the coundry’s
subslanitul oil revenues can provide the motor for developmwent. Swcden ws an imporlant domee o Aneald for
mast af the last en years, but its relalive imporianee hus sharply declined in recent vears.

Eangladesh. On all the different indicators reproduced inFables 1V.2 and 1Y, 3, Bangladesh appears to provide

evidence of dirninishing wid dependency with a serious, bat far from crippling, catemal deb problem. Perhaps

the most impaortant lesson o draw feom the Bangladesh exymple i thal in spile of the quantitative trends

suggesting diminishing aid dependency, ttends Tar move favourable than those of mast other Swedish

prograrne conntrigs, Sobhan draws the unequivocal conclusion that aid dependeney in Banghidesh i3 not
~deercasing, Sweden's overall ioporance as wn aid donor is roinimgl.

Ralswana. OF a1l Swoeden’s programme countries, Botswana provides The clesrest evidence o all i wmms of
diminishing ald dependency and a quite rmanugeihls catemil dubl position, What is therafore mast surprising
iram the perspective of wid dependency analysis is that during the whole period of this Impressive ceonsnic
performance Swedish aid o Botswans hee continued 1o vise while the imvolvement of other donors {in
aggregate) has Mallen properionatcly, Cleurly this raises a pressing guestion which these gquamtiativie data
=ity Gwimot provide, namely the extent e which Butewana ngeils (he gid which Sweden provides and
whether dhis amoant ol Sweilich ail might be betler served by being chanpelled elsewhere.

Cape Yerde. This coontry provides koy clemiclenistios ol mrowing (quantitatived aid dependency. Starting
from heing the Yargea recipiont of 2l per capita. It has outstripped all other vecipicns in lerms ol 1his
(porversel indicator, Growing amouts of aid have been associated with very low lovels ol growh and still very
Jons: contributions of domestic saving und imports purchased with non-aid funds. [Towever some imprevament
in the aidfirnports and sross domestic savingfGDE ratios hovee heen recard, alboil From s miserably low bise
and Lthe dett problem, though arowing worse, s mol man weally onl of gonlrol, Sweden hay continued to
allacate high Tevels o aid e Cape Verde, but in reu lerms there has oot been a noable inceease and the pallem
ol Swedish aid giving has been consistent with ageregate e

Ethiopia. Apain, the duts are exceptionally poor but the evidence available revéals both mowing aid
dupendency (in terms of the data monitored) weethior with o large and now effectivaly vnmanageable dele
problem. Sweden remains asmall deneor e Blhiopia, though providing a conststent share of lotal aid for many
YSUrs,

Triclia. Swaden provides more did to India than to any ather programome: country, though its overall coneribotion
15 minngeule, Ingrer capeétar terms India is very “lghily aided” and exhibits strong indicators of diminishing aid
dependency. Bs only aid dinked concern is with a high current debr servics rate which 1101w now addrossing
willt ils liberalisation policy. Given anch a small agpregate dependence on aid, il would appear that in the case
of Tndia there would be mere value in analyvsing the potential dangers of dependence at Lhe dissggresaicd and
oL rrser v,
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._f"ﬂd Dependency Raoger C. Riddell

Kenya. With the sole eaception of aidfAmpart tremeds (e ralis is sl diamgerously bigh in absolols lenos, the
Kenyi duta presented provide evidence of prowing aid Jependency. murrivd with complementary adverse
rrends 10 terms of iy exiernal doeb stais, This seoms e be o “good™ cxample of growing ad Tunds leading less
tey the positive geonomic ovteome expected and mars o the need for further aid inlTows, Thouwgh Swoden™s idd
gcontAabuiion s far frow insigmlcane, o 1993 disbursements were the lowest for 12 years, When all these
factors are linked to the fact that Swedens overall coniribution e Kenva™s aid clTert is negligible (it ranked
L& in Tuble 1310, 30 wonld moet appear thal Kenva would lose nach in the aggresate if the dacline in Swedish
aid were t continue.

Lans. Laos Is one of those programme countrics in which all the aid dependency trends monitored here oot
umly show adverse trends buc o rapidly deceriovating pecfonnonce, Relatedly, the counley™s debt priblems
fespecially in temms ol deblA GNP have grown rapidly. Sweden is a small bat far from insignificant donoer to
Laos: Swedish aid dishursements huve experienesd greatl welalilite bul i spae of an insreasingly poar
porlormanes, aid allotations bove arown proeressively aad steadily, From this cvidenee 10 wonld nol appear
that at the macro-level the wid proveded s very ellccnve. '

Lesotho, With minles grevwth and a high initial 12vel of aid dependency (in terms of aid/GIY)," Lesotho i
among that small group of progrimmme counlrics which cshibits consiswent signs of diminishing aid
dependeney. Sweden's aid o Lesotho has been characterised above all by i prodiciabilily, with the ameounl
disbursed tailing ol Tom ity peak in 1987, The decline of “hard”™ aid has now been avershadowead by the
injection of “soft™ commerially-linked did with Swoeden’s cuntribution to The countre’s larpe hevdoo-electric
projecl, whichh raises other questions of dependency for the couniry,

Mozamhbique. Mozambique's aid and development link mirmwes the alverse assesstent of Cape Verde with
the exeeplion ol it dedn performance and status which is farworse, Since the early 19905, Swedon hay hoen an
important donar (in the carly 1980 1L wis one ol e country™s leadiog donors) and i still is in terms of the
[ewel of disharsements {(which have doobled o rea) termes Trom the cordy 19800 Thoueh Morabique s
clearly gn cxarnple ol the Tuilare of aid e acr as 2 moewr for mare self-sustained development, thete e Lew
who would argee that the answers o its development problers will be enbanesd mecly by withdvaowing the
aid. Wosrambigque s thus a good cxample of a connoy for which o nwrow quantitative anslysis of aid
depondency on its o proveides little o ne guidance of precisely what donors (and recipienes) should deto
address the country s dependence upo sid.

Marnibia. Namibia is 2 new cecipient of aid in general and Swedish aid in pamicudur. Inocrms ol both ahsolute
amounty o Swodizh aid aml 1he conwbution of Swedish aid to aggremate aid, the coomry s reladvely
unmtnpartant, a factor which necds to be aesessed agains ils staws as a middle income developing country.
Hivwever it suffors feom laree inherited inequaliticy and poverly whiads its Tulws devedepmeat prospests depend
gritically on engincering new forms of structural change, It is In addressing these Tesues thal aid 1 necdaed ™,
indicating. in this cuss foo, the Hmilations ol macro-ceonemic indicatars to provide all the information needed
(o determine appropriaca aid strategies,

Sri Lanka, On meest of e dncdicitors presented here, S Lanka appears oo be grouped as ane of thase countries
in which wiel dependency is diminishing as well as one whore Un agaregate b aid eoreel erms has fallen
subalaniially in recent years. TTowever the adverse trend in domestc suving o GO suireesis ol merely thal,
ana neads o be cautieus in making snch a judzement bul points oo the need o examine the case with far greater
veoor, minimally by analysing trends in o Lzger oumber ol quaslilative indicators, Prom the sicepoinl of
Sweden, long wres wends abready indicate a high degree of Jisenmagement, suggesting thal the erilical
quastion for Sweden is not 1001 eeases 1o classily Sei Lanka ameng s programme countries, bt when it
decides o make this decizion,

" Fop Lesorhi, the ST raria is less intormative than loe many other countres becawse of the hivh ibwougzh {alling)
progortivo of GNP derived from migrancy pryments: in [980 the ralio ol GRP Lo GNF was $8%:, 1isdng L 62% by
1963,
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Tanzania. This has heen the subject of an in-depth swdy on aid dependency {Sabhan, 1995 ) 50 there (s little
e thal Lhis study is kely (o wdd, cxcepi that 301s cleaely an dmportant study s omderlhe wehen Tincimia's
exceptionally poor performance in relation to the quantitative indicawrs of aid dependence exumined here are
linked toethe imporiance of Tansanis 1o Swedens overall aid peogrameoe.

Tpanda. Uzands s an droperlant coundry Tor discwssion: of gl dependency becaoee 15 guantitalive
pertormance indicators. revealiog o copsistent and marked pattern of growing wid dependence. contrast
markedly with the rather “up-bear™ assessment of the econamy and Its prospects by the international finance
Ansliutione and leading dimors. Ugamdls highlighes an fwporkan coveal one needs 1 make 10 ol all
comppuralive siulistivs which altempr to frace relationships between ald oy, wsually denominated in USSs,
and various macrasconamic Indicalors. especially when (not by any means an exceptional occurrencaed the
connmTy. s cxperienoing o sivesble deprocignm in e valog ol s comreney. ' Thus, conirast these tao sels of
trand data; from 1985 to 1993, Uganda’s GDP rose o real terms Iy an average of 3.0% o vear giving a per
cupirencregse of over 39 a year vol in LSS ey, 1t GNP per copafies muoee Than halved, Talling From 54400040
1985, 10 $ 180 in +993, The critical question for Uganda is whether its high rates of growth can be sustained
with less aid. This depends to a laree extent on the abilicy of the econamy to diversile its cxpoart s, an e
wliich thie il provided ths e has ol sullicienly sddeessed, A peesent Swedenn's aid contribulion 1o Uzanda
15 smull in both ubsolute and relative terms: its chaice therefare lies between quietly withdrawing ov embarking
{with others)y on a major effoct 6 address soime of the acray of structural weaknesacs which soll charieenise the
CAOTILATILY.

Victnam. Though tend dae are either nom-existent or ol dubiome: scemrey, 1101 appareat il i contris o
many aher countries, Viclngm s “lightly gided”. Certain features of its debt profile e alarming though in
terms of agoregate long rerm deht it is exhibiting very positive irends. The Swediad link with Vet his boen
very linporlant esprecially in the carly amd mid- 19805 when Sweeden wis regularty providing between 0% and
BGE of bl aid, Since then, Both allocations and disbursemans In real terms have been halved. Shilts have alao
accurred in tarms af the em ol the sweeral | wtd programme, notably oo corly domminamee ol seeumal aid giving
waly Lo import suppott in the ealy 1290 which was all bue coetailed in 1993 Today Sweden continues (o be a
major and wfluendal dooor. The dats presented bere sre cleatly insuliicient on heir own o indicate whad
Swadden™s Tutwe aid poliey should be. or whather the aid provided has belped or hindered the process of
reducing aid dependency. '

Limbabwe, For Sweden, Zimbabwe is an example of a country which s “herwixt and between™ 1 forms an
important part of the Swedish aud peogramne and Swoden mukes o G from insigmificann conirtbution to
Ainthabwee™s overadDaid inflre. Trends in the indicators of aid dependency and the country™s aid profile provide
4 mixed picture of Zimbabwe's dependence upon aid: aid plays a growing and very sigmificinl patl in
providing foreigm exchunge, though it imporiames in ey ol conlributing o investment and to the overall
budlyret proprymine are decreasing, Key Issues of general relevance to the ard dependency dizcussion are raivwed
by the Zimbabwe case. Thesdly, the Teures ol aid dependerey are bighly Ganel gedversely Y distoriod in al least two
g wiye, Thus there i bunching of #id flows in the sarly 1980s which, together with the slow initial
disbursement of aid commited in the period 1950 oo 1992, suggesis thal an cxazzermed biay of “over gid-
dependsney™ fu the cacly period will hivee been creatcd. Fikewise, Tocusing v GDEP growth in the 1953 to
1993 period meany that the record hishs of the early 19808 are missed which distorts wider assessment of
dagrepate econcmic performance. Additionally, and of wider importance, in the peried svnee the mid 19805
Zimbalrwe has been implementing a series of adpsiment policies, lanerly in cooperadion with the World Bank.
Recent policies have fund o merked deMdiomury elfect on the ceomny al the same time as donars have
rrevicled wid in order o assise the adjustment process. The ovtcome is that in this period in particolar, the policy
process and the policy context are such as to fouel trends mobe relationship between sl and macrosconomic
telicatcrs which woald lend w be biased owardy (over)-emphasising rrowing aid dependency. Again, what
Uis mdicates 13 ithat on Lheir own trends In macroeconomic indicators can often proneide insalTicienl
information with which lodiew policy conclusions lor domors jgboul how mogh aid they might provide, inwhat
Form, amual Tor whial L period,
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YV ATDDEPENDENCY AND DIFFERENT FORMS OF AID
¥.1  The Context tor Judging Degrecs of Dependency

Rarcly, of ever, is aid provided either “en bloc™ o a recipicnt or withea! any discussion of how it might be
spenl; il i uswully sub-divided ino different component parts linked to varioos types aud lotms of
condinonality. Thus. like the aid of other donors, Swedish gid 1o particular recipienn countries 18 subdivided
imto dilferend cloments, and 1615 10 relation o these that the greatest amount ol discussion takes place with the
recipdent, in termis of the form i the i will tike, s likaly duratien, aod any conditions upon which the
ireetall dishursement of the aid, or the drawing down of sub-pans of the aid, s based.

Tike ather doners. oo, the different elements which make up Swedish aid bave ended o shift in recent vears,
Thuns, most donors Loy ek the aid they previde to over-arching economic relorm programmes (oflen linked
to conditionality demandsd by tha itlormlional Teenee insutationsy. providing different packages of aid in the
foern of impart sepporc, balance of payviments support. budgelary support, aid o premote and strengthen
democrucy, human righls amd eivil secicly, and aid in the foem of debr relisf, When Brst iniroduced, these new
foems of aid tended to be minor supplements o mie lradicional Borms of aid, such as sectoral and
ielrsirue el aid oc aid Toe the prococtive sectors and technical wssistamee. Bul, in some cuses, siine of thess
newel torms of aid ave swamped nuny ol the more wadmional forms of aid, What s alse relddvely now, or
leasl meare common. 14 for donors net merely 1o allach comdiliony w diserete Tenns of aid as and when icis
provdided, bul Lo insist on sune conditens (pre-conditdonst even before particular patts (ranches) of aild are
provided. It is also increasingly comnon G Bililoral dinors we peevide eheir aid on condition that the recipiznt
Mullils cortnin conditions land deeen by other denars, most norably those of the DA andfor the Woeld Bank in
celation 1o stabilisudion and siruciorl adjusinenl leondiong.

Given this whisle amay ol dilferent 1ypes ofF aid, icis understandable that a discussion ol sid dependencey should
try o find answers to the quesiion of whelher particular Lypes or forms of ald andfor different 1vpes ol
condilionalily alached w ditferent sorts of aid are more (or kesyd Hkely 10 inereass (o deorease) different
manifestations of aid dependency. Bub even bilor: knowing whether itis possible to provide tirm answers to
these sors of questions,” i s Imporant o know precisely whal the policy uplications of having this
inlormation might be, Mo might ar should donoes vse infimdion s the gid dependency of different forms
of aid? In broad termes, they conld uae the information in one of tweo genetal witys, cither whal might bo wemed,
meecharisticedlv, of, more clrcamapectty. Lzing o more mechanisic approach. donors could compare ancd
assci e irnpact of different soecs o aid and different sovls of comditionality and rank them by the extent to
which they arg said Lo increase or kessen the potential for aid dependency, Using this falornation, they could
then re-order the forms in which they prwvicde aid, and the conditions they attach to it in arder vy more
cllicicatly and clfectively oo reduce aid dependency, The thrust ol this study bas beeo oo argue against this type
af approach o resalving probleme ol aid dependency. It has stressed the need nol merely 10 aonalyse whether
aid dependency hus een oceurming and 1o sirive fo 2oek o understand better the cavse of sueh depondenee, bl
equally importanty, @ andarstand how the phenomendn of aid dependenes Fis inte te 1?J'nader picture of the
main lgelors impoding audior colancing the ald recipient’s path ro sell-susuining develupmacnn. Tuis this far
wider, assessment which. it is arrued, should Torm the underlying Basis for determining the nature of the Tuture
aill rebuticnship. Relatedly, whein ane donor’s aid contgibution Teems caly s mines part of the overall ald effor,
this study hus also poinicd 4o the dangers of cne donor taking unilateral action o allempl i sddress a poablem
whase roots and origins are lkely @ e waell beyond the parameters of particular fonns of ald provided by
dilferent doners. This applies as much to aid ar the micro-level ae it does weaid ac the macro-level

This imeans-that there i no @ prieyd wsurplian that infenoation oo the dependence of a partiolar Lot el aid
oughl 1o orient donaors o ke any auonukic oF specilic changes o their ad programmes. This is 0ot to argue
that aid dependeney is nol imporfant, and that different manitfestations o aid dependency exhibited by
dilTwrent Torme af aid showuld not be analysed: when aid 15 boing provided, especially incinereasing amounts,

*Tha thrust of the review paper by Johansson 1905015 w conchads thar the lireratre provides Tew (5 any imiswers
tothis quasrion,
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and the process of self-sustaining devalopment without add appears (o he no nearer eachicvemen, it is cleasly
noportand o exarmine all factors actually o poténdally impeding the objectives of aid. Ald dependency iy
clearly one of these thelory which nesds o be examingd. iy in this coplest that the disenssien in the nese
seclions an different lformes of aid needs 1o be placed.

¥.2  Ald Dependency and Diflerens Forms of Aid
V.21 Determining the importance of different rype.!;' of dependency

Addd s packaged wp and privvided in dillerent fonms tooineet purticolsr needs, masl conunonty B L parlicular
econamic or development gaps. Tt is thus assumed that there is. or ought 1o be, a positive relationship batween
the cliffevent foems inwhich aid s provided wnd the expecied ouleome. Tn apite of the pessimiste conclusions
of many studics, ineluding most of the.5ASDA studics, that 10 is diffieult i me impossible we draw casal
relatioaships between aid inputs and economic performancs manitered throush key indicators, o major hope
al studios ol aid dependiency is (it they will provide evidenee sy indicade whether ditferenn fmms o aid are
more or less lileely o achieve their objectives, or mare or less lileely o lead o different Forms of 2id
dependency. IF similar {Tavourshle or disappaintngd patlens of cotcpoe are Tound we exist acrosys diffecent
countries, it s anticipared that donors will be in o better position to judge how they should dres up their overall
ald programmes in terms of their “opmal” companent parts.

In practice, Hle headway has been made thsfar in working positively lowards these abjectives, A hsic
problem facing aid dependency discossions 15 that ot Is difficult G not impessibled o monitor with any degree
ul aceuraey or sorlainty the eamsal relatonship berween the difTerent Tormes of wid provided sad the onleomes
achieved, As o tesult one s fuced coninually with the unanswerad question of whelher, and if so how much ol
the auwcome achicved was due oy aid’s henevalence (or malevolence) or o other factors and what was the
relative inportanc: of cach has been, 100 impossible o mike geneelizaions aboul il impact and causality
willun the confines of ane country. it 1% clearly idle w attempt 0 make generalisations across Sountries: na
wander the SASIEA dodics shy wway lronn making such generalisations.™

Dracs this maean that mothing can e wecladby said aho diferenl Tommes ol aid and aid depemleney? b, bl
wicans that 11 will probubly e mora froitlul In enns of policy debates to approach e ssue from o ditterem
(new) direction. namely the top down (thal s from the overall coatexl of ad) than leome the botonm up
Cslarting Promn the ditTerenn fommes ol aid 1 Vhis will be the approsch diseussed in the nex) s paragraphs,

The discossion in Section HI on the different imdlicamrs that help ang wanalyse and build up a piotere of aid
dependeney prawdde e overvall Framewark o which, it iy soggesiel, i iy possible @ begin o approach (b
guestion of how difterent discrete types of forms of aid contribute to or lead o a reduction of aid dependency.
Thus, swmrmarisine amd simplifyinge, s, 10001 sl the dilTerent Toems of i are [ikeiy e Bl shor of their
miended objeclives and thus, in some manner, w0 be vulnerable to furthering or maintaining aid dependency t
the estont that

1 the busic pre-conditions foc development aid’s virtuons relationshipn to development have oot been mer;

]

the mecipient povernment and o mnge of key personnel arve not commitred o0 pursuing o pro-
development agenda which needs o include the arempl 1o wie ald matey in g manoer conducive 1o
accelerating the padh to sebf-susmaining development:

. - - =
* Tohansson cxpresses Lis dilermnn ths o T8930 4 amwl 51

The: fundlarmenial guestion D whetber Hrere exialy any cenoed reduiion Befweean aid oad the developrent obieoiives.,
Whrent it comer to the relafion Retiwet aid ong prowth, He eeonoierrfe Shadies cive swnclegr resulta . [0 ihese (5 no
positiee refotion betweea i ool growtl tiere v oo ool dependency fas i D defined here) sither (Hiveven the
ahzence of stelindicel prowf fer o reletion dees ROt wmear Bl sucl a reladfon i niwing ).

ft the leverage of abd on the netfruttonal framewark 3 moee baportan? o developesear B the divect gffect on
e et dRoer rmodel 15 Reeded o annlese giel deponiddence, Purthermers, e evadlalile oo 05 ofien of poor
guerdily veafrictingg the possdldlive fo dranas any far reaching comelasivns feont il results,
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A Lhes reeiplont docs not higve the capreeity and capability o crecue prosjees and s ke insresdod 1o
secking o enhiance and improve its capacity and capabilities;

4 danors do nol seck e base the idd they oive on the needs ol the reciptenl and do ool worh, cooperatively
and in collahoration with each other, and with the host goeernment, we address the mose eriical
dovelopment consirints amd Tewrs comtribeting o aid dependency, including constrgints that anc
attribusatle, directly and indirectly, to acrions they have taken foften with the best ol intentions) to scek
{u improve the impact of the discrele projects and programmes mdividual donors have lunded, ™

T is subrmitted (e action on these differcn and, o part, incer-relaisd fronts are likely oo make a signilicant
imtpitct in reducing the shorttall between the objectives of dillerenn forms of aid aud whal happoens o practice,
Clearly, o, The manmer 3nowhich they imight be addiessed will necessarily dilfer Trome eoanley conilest o
COUNrY context. pointing to the need w onderrake detailed anulysis of asch wid recipient couniny as u basic pre-
requisile for reducing the dependency of ditferent forms of aid.

A additiona | fask woudd be v aiiempe oo peiceiise the range of Fuclies constrianing aid’s development Dinpact
- ar o place them i o hievavchy ol importanes, Tevinge o produce o bicrarehical ranking of conslraints
should help v shed further light on the cavsal relationship between providing aid in different forms and (in
the cise of certain Lypes of wid dependency bils Lailure 1o achieve the objectives inleaded, thus helplog w point
et thicir iimmedisle neads angd wrcmback onsninvestment prog s o build o up grads the infeasiewetaee.
and the mareingd vate of retuen onoovestment 15 nol attractive enoneh o attract capital macket financiog. then
conuessional aid i Mkely Lo be nesdisd, and w Bkely weelal Torm o which wid mighl e providiod waoobd be
balance of paymoent or Import suppor iid. But the impact of this form ol ald will itself be dependent not onty
et these Torgign eachiange needs ol oo the wrgeey @0 meet them ¥is-a-vis other demands for Toreigo
exchange. Tor many “ad dependent” econcnies. it is apparent that meeting immediate external debl
obliraions is ollcn soins to he higrrehical by mnrg imporiang, simply becaose contcs ase commilmenls 1o
pay off these debrs, necessitating o drain on foreign cxchunge prior to providing aid w (11 "moee normal™
ooty exchame gips, o cven o help Tund the recovrenl udygel progrmme of esscnnal sspenditane, T shor,
the hierarchical ranking of differenr constraints, as weall us the relative soenmh and mpotiace of each. 15
Lilely to provide further insights into methods of reducing dependence ol (many ] ditferent lomms of aid,

OF coupse ranking nesds und conscrainis doesn’t necessarily mean that sl aid should be used 160 address these
cifferent constrnoes, and in therr ranlked order, bet — ta stay with the debr example — it does suggest that
wnluess wnd wmid the eeippling elleers af the debt averhang are sddressed. the ahilivy of olther forms of cconomic
and [nancial aid o meet their ohjectives will fall considerably shorl of expectalions, Relaledly, 101 imiportan
e caphisize thal thess “hicrarchical ranking”™ initigeives need oo be placed alongside 1the othee four laciors
lised ahove, If they are not, then additionul problams sre more likely ooarise Trom specilic aclions eken.
In parcicular, easing one set of immediate consceaines dike providing aid o the firse place) can have the
perverse effect of loweening the resalve and commutmen! ol the goverunenl o UrsUE (o coeurse wl action (hial
addresses other constraints, because both removing constraines and providing additonal concessionary
resourees provids the reerpienn with additicmal oppeatunites nol w execote difficuli policies or to delay the
[ricess of retorm '

V2.2 The role and imporiance of aid conditfonalify

A moded at the stat ol this section of the study, the tnisiore of evideoee of grosing aid dependency and the

reality of seene recipients falling short in terms both of their commitiment to developnwent and in terms of

M are discussed o detail in Section WL above.

e dilernuua s componded when a escipient li less than rotal commiomene to rravelling as quickly as possible
om the path of well-sustuining developmenl as thie id provided sives the recipent wlded legitimacy, helping ta
miinlain dhe presen governmaenlin priwcr.
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secking to boild their capacity and capability 1o wse aid resources efficiently has led doners 10 focus
incrzasingly an requining vanous tepes and degrees of conditionality 25 w epeded g grere Tor giving ald. To whal
extent should condifiomlily be wscd s a medns of oving oo reduee dependence on aid?

At e Tevel, amed i the exdlent that icks complied with, steeching particular types olcondinonaliey o different
farms of aid would seem an initially siruciive way of enhancing the impact of the aid provided and be likely 1o
reduce aid dependency. This, doners could and do provide aid to enhance prodoctive mveslmenl carcomciton
Lhat the governmment keeps recurtent expenditune: in cheek and has targels i increase txes; donors can and do
provide suppor! o alucation oo condition that parents are made Lo puy inereasing levels of school fees w
suppore the education budset; and donors can and o provide wehnical assistance and resources 1o build. say. a
lelecommunicationg system on condition that a fee strocture is pul in place which ot keast covers current
roaning and future mainienanee cosls,

Mol wnly a5 Lhis sorl of conditionalily widely vsed but 1t appears to ™aork”, especiully i smne aid s beld back
and the draw down of Tuture aid funds i dependent upon past conditions having been met, Indeed il i3 possible
Loy b cven e specific about the forms of ald most likely to benelil (have their irmpaes enbanced by chis soct
ol conndidomality. Thus, those diserele Tormes al aid most likely 1 benefit dn tarms ol reduced wid dependeney)
leoun specific condidonal ity will be those

thiat ivolve achicving particular, lang ble ouloonics, eapecially “phased” outeomess;

w

Chal e toen suscepible 1o meaitaring o erms of quantitative targers, and thoss
# tha e least Bikely o be blown off coucze by external influeanees,

Tn contrast, thase discrete forms of aid least Likely do benel@ Gn ferms of maintaining or encouraging aid
dependeney  levae specific conditionality will be those

# where aid is provided to address more blunt targels (eusing bilance ol paymenta canstrainis);

cpnseguences ol injecting alditional foresgh resomucesh;

* where the impagt of the aid iz more vulneralde to external intleences (exporl premotion aimed at
expanding oxpors sensitive Lo comnmidiey price Muctuations).

Pressing this sort of argument further would sugaest that if a high priodly 5 seck ways 1o redece aid
d{tpemlmm:y, thoen wid showld be packaged upin ways in sehich icis possible to impose ds lunge o range of
specific coaditions as possible inacontrolled covirmammenl, Gy this would mercase the chances that it is used ay
ntended. Mall Toems ofF aid can be provided in terms of rigid conditionality tul 35 likely 1o beadhered 1o, then
together e whole wid progriomme wdll ave made magor advances In erms of reducing ald dependency, This
all sounds maost attractive o a donor whose tocus is exclsively on wwducing the dependence of itz own aid
programine. [ s within this contest, for inslance. that tied impart supporl programimes bave ofien been
favoured because of their potential foe muliple conditionality, Vo instance. it s faely easy to devise o aid torm
ul impoct support peegratmine which iovalves five favers of condiliomulily. Thus, w denor peovides ald, but this
Lias Loy be wsed anly to purchase commodity imports {1irs condilion), which can only be obtained from the
donge conntey (second condition), and only using shipping, insurance und freighl Gacilities ol the donoe
country (ehird condilion. The gid prosided leals we the generation of local, o counter-part fundy, The domar
car Next fnsist that the recipient vses the funds tor particular scotoral programmes influcoced by the donor s
pariicila interests 1 Tourth eondition. additionally eequiring that when and i the recipienl “chooses™ wease the
lundy ine g seetor inowhich the donor has a seetoral aid programme, the funds be used w0 help fund such o
programme (it condition).™

s o being suggested bere Ut Sweden iz among those donors who insist on 4]l these dilterent loyvers of
comditimal ity The sceond ol 'Lhe fve lueers certainly would ot apply tathe Swedish case, while, inrelution 1o the lirs),
reontinued. .}
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T is this rewte of more and increased condittonality the route to tuke, ard Lo cxpand upon, 1o osder Lo edue
aid dependency? Hosides the mome spocalic drawbieks Tisted abwove, o ey problem wich trying to enhance aid
impact {and minimise one form of wid dependency} by imposing conditicas on disceeie Tomme of aid s Hhal
while il might bee possible (o devise ways of ¢nsuring thae the- immedite ohjectives intended are better
achicved (for particnlar forms of aid), the very process of providiog additienal wmaosunts of aid Tor specilic nwes
pormily the regipicnt e imee up®™ 16 own iand in some cases ather donors™} resources elsewhere and use them
s desived and without conditions, This iz the prsblom of aid Tungibility, A secand problen s that, peiversely,
thi more comditions thal damers 1Ty L impose e 4 basis for providing aid. the less is the impact and influence
which conditienality plays, Thus pol only will increased comditionulity imposed by one domg have the 2Teel
ol reducing the poweer of the conditianality “weapan™ Tor other dooees who might be using it or wish o use il
mare, buteventually its “over-use™ will be sell delcating for individual dotiors as well,

The Jegibility of aicd presents donors with a dilernmia wider than the issue of condidonalicy, How can the
- problems of fungibility of did be reduccd? There are two main wiys il of which reviolve aroand one of the
four factars listed above, namely the willingnoss and ability of the wapiznt to promote a self-sustaimng
deselopment path, stgzesting, inrer afia, that there are severe Timils 1o the ababicy af comdinmnaliny on i own
Lo gehigwe an awcross the bomrd redoction in aid dependency.

The Livsl way of redimcing Tumgbility s o Tovus on Lhe noteon of aid as an addition to demestic resourees, The
scape for diverting funds to other uses @il be minimised o the escal that the wid Tunds poeyided by denors ane
nol censtdered addiicnal, but racher, are considered @ part of all “domestic™ wesourees for which decisions on
spending prinrities have already been worked oul, I ather words. 10 ane wants oo reduce i’ funzilicy then
i s cascnlial for all aid funds to be integrated into budgst (recirent and capitalp spending plans and profiles.
For [his o fappen wa things need 10 ccear. Firstly, the recipient will nead o dras wp a bodgel eapendiwre
plan which includes all damescically gencrided and doter Mamds Ginchsding aty coantee-part lunds), ot which
particular aid projects and programmes of denors wre intzgrated. ™ Tat secondiy, recipients are unlikely w do
this until und unless donors are williog to provide assurimaees thid The i they have compmined will inded be
provided, ™

Thers are w nmuaber ol implications of such Tungibiliv-minimizing approaches for the discusyion ol aid
depernleney o terms of the diflerent forms in which aid 1s provided, Aca minimwm, dopors should ensure thae
all formy of aid which involve “additons™ o reapiont government expenditures are incarpotated into wnd
aeconted fonwithin the normal bodgetary framewacds, paintinge o the necd alvwiys 1o look heyoond disereie
seclord] progrrammes e thear relationshup o overal | spending pricrides. Troes this mean that a “boiter™ lorm of
iied would be o loeus entinely om providing necessary additicns w L overall hoadget, hased an agresment with
proposed spending plans, and move away trom sectorl spending enlirely™ Thore ae wo teasons why such o
muorve Ix undikely Lo be opkimad is wgeneral rale First, more dinect involvement at the segtoral Tevel provides dhe
oppartaniy Mo the dones to understand at first-hund son of the munggement wnd capacity problems Tacing
the recipicnl s weell as e monier consistency between policy statements and budpreiary practice. Yhisin el
ought W provide valuale feedback lor discussions ol the budger al e agpezne lovel, Ineluding the
approprigle level of dones igpul. Secondly, as the primary goal of Swedish sidicimprose The standard ol living
ob poor people, i3 Hkaly w be susior G nenilor e achievement of dais core abjective i ad continues w b
provedcleed in fewms which link the aid provided as closely as possible w b people fac shom it 15 intended, D

olhier wards, tha i 1o inlegrale aid plans more elosely with bodgetary spending plans and prediles would |

normally be viewed as additional to. nat i subsdwte for, insalvementat the seclsial level

L centioused
is now increasingly common for Saecdestyaid 10 be pooled weith that of other danors.

ST e dongr commuonity drasws up the spendings progposals hene will clearly e less chanee Dt the spending
plans and prioritics sill be homowaed.

A, s discussed above, e ipaent grockwdTl B ehis arcads Gar more likely tobe weee Tortheoming if dones wgree
Lo wid levels [or wowindinuen o theee years, and ideally tongar
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The second way that the fungibility of Tunds can be reduced is by denors reguiring # set of ever-arching
cunditivns both well hevond the specitics of discrete wid projects and well beyomd the whole aid relaticnzbi.
Thiy [orm of conditionality would apper o have greac allraclions Jew the donor community beeawse it “leap-
froas'™ aver the parfiality of the aid dependency debate. which has beert 2 concern of this study, L (have the
potential w tocus directly and immediately on the migor Tactars consimnning the inove to selt-guulyining
development, As is well known, both the TMT and ihe World Bank have made continyad and sustauned use of
such broad-based canditianality for at least lwo devades, ihereasingly ringing io hikeral donors (o link their
e stied 1 such eondidonality, The question T addeess here i the exient to which such overall, all-embrucing,
conditionality provides a realistic way ol addiessing problems ol vid dependency.,

{ne way of answering this quuestion 1= 1o ask the exeent 1w which the conditonalily wnpased has led 1o e
outcome intended: i1 the svidencs was strong and positive s would surely endear sueh policics e potential
recipients. Al the level of wechnical relationships., thore is one beneficial outcomu 1o report, namely that afler
some W 1S years of conditional lending there is now a brosd consensus that husic nacrocconemic
managemenl i a neces-ary prerequisite lor sell-sustaining development: the need o gvid large msceo-
imbalances “is ne onwer much conwesied within sconommcs” (Killick, [995¢: 159,

There {v ample evidence of the decisive influence of the policy enviremmens as o detenminanl of o
ctuRTn's aopionc perfiemance. The importance of tockling the foreipe evelange consivaing, widly cohd
itw fmplications jur vestrent, copacity willisarion and human welfare, is self-evicem. Similarly., there
is avrunulnting evidence thar rapid inflalion. wswally horn of memetised badper deficies, inpedes
gl R varsens megaoliiies.

What remains in consilerable doubt, however, 1s whother packames of specific clusters of more ever-arching
conditions, and polivies exconlald o canfarmity with these condinons, lead tio the (virlpous ) outcome intended,
including the achievement of many of the lrgets set. [n practice, 1he available evidence indicales quite
forcefilly thal in vory wiany cases the specific oulgomes expected, intended or hoped Tor have not pUtrred, a
least 1y the degree anticipaled, and the overall resulls have been disappointing. There are twd inportanl
ceasons for this. The first 15 that the impacl of cxegenons and Jarpely unexpected inflluences huve oficn boen

profound: the “hot-hause cnvironmens™ upon which the oucomes cxpectad when the conditeons were upplisd
lave ol been sustained. Secandly, in some cases, the faid) [unds haught necessary to furlher and cnhance the
procrammes have nol been forthicoming. There is lile doubt, wo, that the failure of many programiies 1o
provide cvidence of wndispuiod sueeess has dilutad the connmitment of recipivnts 1o comply with 1be
conditions laid down by donars especially when — as has commonly heen the case in relaliom e both te
M5 stabilisinion policies and the Bank’s adjusiment policies — the policies have produced (intentional En
leist ~hor! deflationary owleomcs.™ The implication is that while sugeriicially “overarching”™ conditionality
would seern Lo provide an important “answer” m reducing wid dependency hy ensurng dhal 1unds are nsed as
intended. its suceess as o methad of reducing wid dependency. because 111 dependent npan its ahility 1o
achicve the resolts intendod. has been disappointing, Indecd, Kilhek's recent revicw of condivonalives
ilargely of the 1MUY provides the even mome perverse conelusion that “the proliteracion of conditivmaliny has
wiensificd the non-compliance prablem which probably grows exponentially wilh the increase in the ninmlbyer
ol condiions™ [M393c: 167, '

The strongest conclusions Lo draw lrem reviews of buth the Bank's adjustment policies and the Fund’s
stabilisation (and cnhanced adjustment) Facilicies 5 thal the mosl importan facior delermining solnd
macroecemumic performance Is the eommilment and compelenee of e execuling grvemmaent © 4
programme of Teform (see Tolinson and Wasty, 19937 Tar instance, in his sludy of the Bank’s adjusteent
pragrammes, Larsson (19941 concludes that the securing al suppart for these programmes 15 olally
important o deienniuing efficiancy and long-lern sustainability, Indecd, Lhe evidence dogy aor show ihat those
whier folloawed the harshes] policies achieved the best resalts (Killick, 19956 8171, Andin terms of IME policics
and condinonalities, statistical unalvsis indicates that & ceuntry’s wlative debt siluation provides a betrer
caplanation tor the breukdewn ar collapse of programmes than adherenes (o the programme’s variousy

*# addd w this the far from =mall number of stances o which there was never any firm comnomitment oo behalf of
the recipienl Leimplenent the condittans: in e cases agreeing todbe condilions wasa way of gainingaecess to funds
atherwise tohe denicl.
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componenls [RIlick, 19950 64, Killicld's recent stndy and assessment of the Tound's policies mhgs mioch 1he

same palnn (L0952 12 )

Wihite the evidence dovs suggest Mot the IMF & olle 1o axert a consblderable influenee over prive
vaviables such ax the exchange rate, imtereses saves and produeer prices, this {5 uor maicied by
cormmeesarale inflaence over fiscod and mosetary Tustrimrents, noe i Hie drea of insiitutional reforms,
Chven the Fund's fimited revealed feverage veer these ather vaviables, It (s scarcely surprisine (ke
mteeroeconimle reswlie of ies programmes fall well short not ondy of fnteations bat alse of the degres of
SREFOTRed FROFCVERIERT fecesiary [0 ensure credibBilily fior wovernmens policles aed o reviee e o

conyfelenee.

Conditionalin - vhre policy levertge bowglu by the provicion of [Eieste fad Supnsors - amgies a8 Seniertfine
el a doeifdess tgen. We con comtjecinee thet what marters o pood deal wore I5 thie extend o which the
garvernmtent itelf e comeimced of the aeed for prodear amd credifle mocrosconomic management.

Droes this mean that condiiomality should be: alsmdomed”? Ko ac all, But it means two things. Tiest, that the
capectalions ol whal conditionulity ¢ achieve in the real world needs to be woned dowar The secoml
implication is that denors nesd to devore far mess cnergy. amd mone resgurees, o eneourage nwilling or
unskilled recipients o like the initialive. " Thus while the iranediaee imgract of particuluas types of aid might well
be cnbaneed by Tinking discrere fonns of aid to successive Toyers of conditionalily, the overall problens ol aid
dependency are likely to remain largely untouched. As Tin awver arching conditionality, (his should be vsed
with caution: w should certainly mid Taive hopes that benelicia) ourcomes are likely o emerge from harshly
imposed conditions, Focusing on ways i which recipient commitment can be built up and nurared shouald
helr In beo ways: doners won't be lured dinto thinking thal they have sl the answaery; bt equally, recipients
should e Tucther encouraged 1o belisve thal The beog Feial resules hoped for will depend as much (o perhaps
wiored o thelr own commitment and inereasing comperence to take contrnl of and sieer their own ship inoshatl
will continue to be very chappy waters. To quote Killich arin g 19950: 149y,

Lt waannt ter tegnee thed comeifionaslity i rever effecrive... Bur fn general § suggest thar 1o be
effective, meavares o proimate adopration past eranare from an widerstanding by responsilile
rimisters of the geriong wecessary, wirl policies emerping orgamically. ax & were, rreneh Lol
eecision naed inplemeniariion processes, and edlor-aaee o domestie condiriony g wav thar iy

anly feasible when desigred foeally.

V2.3 Nelping to bueild commitinent and capacity

If sccapiont connmailmenl, capability and cupacily (the 3 ©Cs™ turn out to be as critical as sa much of th
llerlare on il Bapact i3 now sugeesting, o Is important oo focus more closely on ways in which door
programmes (and different forms of aid) can enhance or Tustrate the nurlesing of these attriluotes, Whateser
the specific and rmors fangible abjectives of particolar types of development aid — providing imperts, building
roail, expamding cducation o girls — all donors need to keep their eve an the ulumale puresc ol all gid; w
warl: for its most rapid demise.

Helping Lo murlure the 3 Cs7 ¢am be doate either directly, by establishing spoecilic prowgrammes aimed solely o
#chieving this objectives, or indirectly, by incocprauliog 8 capacity and competonece component inte aid
projects and programmes airmed s schicving more Gmgible and Imumediate developmeant objectives. The
prohlem donory have is tha (they face pressores to provide aid in forms which proside as pood g ok or gy
possible between specific concrete needs and different aid packagoes™ Thiv b lended 19 mean tao things.
Tirst, a proportionately smallwmount of sid memey has Beon channelled towards initiagves aimed o building
caricthibilios and cupacily W a more general level, Second, in the often disproportonately furge number of
diserete and mare tangible prajects and programmes. donges hive waded (eith pressares Tom homed to place

* Relatedly, danors face pressures 1o show Lhal uid “works™ the mushrooming of interest in manitoring and
evaluanon is nlended in part 1o do precisely this,
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primary emphasis on trying o achieving inmediate developrment resulis and loss in “huililing capaeity and
cormpelencs” al the sectorad and losal level.

Pressures 1o procduce tangible and concrete results have further meant that donors have frequently seen it as
more imporan to vse crpatdale skills i order wrenhancs the immediate fmpacl el ®heic™ aid peojeews, than oo
view projects as processes which to be successtul and sustuinable reqoire both local commitmenl {owenership)
and the training of local persconel. The frony is that recenl evidonoe s mrs supgsting thal projest
perfarmance aoeross 2 wide ranse of aid interventions 15 likely t be adversely effected if it does oot explicitly
invelve bencliciury parlicipation,”

Thise points hiee o direel bearing sn the dssue of leebmical wasistance (TA L many ol the weaknesses of which
have been identified in the recem “Berg Report™ (LINDE, 19937, From the perspoective of aid dependency.
the mast eritical weaknesses ocear where demars do noe place the highest prionty oo using TA in ways almed
al building up and cobancing local capacity, [0y ehe Bilure ogive progrily o thiv objeclive which ha
created or perpetuated such prabdems as the excessive reliance on expatriares «nd the “supplyv-driven nimre”
ol trehnicul covpertion. Uhe answer o this problem waeally doss nod liein rapidly cunning dewn o halting
technical assistance as a fomm of aid giving ™ n praciice, it commaonly means nob just Ll o re-orientalion
of the parpese of echnical assistance 15 requircd. Bue it akso means thar the choice of rechnical assistance
pevsonme | and the work they thy be asscsscd nol mere |y in erms ol iheic abilily e e the practical poboal hand™
bue in terms of their dhility o impact their knowledae and hand on their skills.*” And it also means chat the
eapectatons ol more langible “and delivery™ projects neal 1o be aliered o order o encompass this Tondarmentl
shilt ol emphusis,

Honwewer i1 neals o be ackmeeledged that g reoricntaliom of widd s give peiorily Ly building cipuctly and
commitment can produce problems (potendal and real) as well os conflicts with olhar wid objectives, Mo donor
mvday would quihble with the need cononually o work o ensure that the projects which aid moeney supports
T as soslainatle s possible, Burwhal happens whoen there 35 conllict hetween some inmediaie and geocrad
long rerm objectives of aid, In partdcolar o conflict babween providing did directly fo dssist poor people now or
providing aic 1o haild copacity and eompetence bevond the Tevel of individual poor people™* Should caneern
with capacity building mean that denors should ignore or radically down-play shorter term assistance? Should
domarrs provide and 1o fund recurrenl espendiloee prograurmnes (either wl the level of the ovecall bodees or down
e tha level of poor commumunilies) many of which would simply not exiat without condinoul donor Tunds?

Far Swoden, whore aid 15 cmmently podaed inorelilion o s soecess inimprosing the Bving sandaeds of the
[pour, it appears that it withdrawad of atd were to result in the deterioration of the living standards of the poot |
and the failure to meet these “core haman necds”, then it would be difficult to ardve the legitimacy of such a
conrae al actism. Fawn the point gl view el the aid dependency debate, the cracil issue 3s then nol so much
whether certuin activities should continue to be funded even i there is little to noe mediate chance of their
becoming susinahle, but howe one can ensure that the process of giving aid inthis {dependent] farm will not
unchiby eaintdn e rein loree continua dependenee apon aicd over this lomger termm, R s extenl, The answiers

#l e o mstunee, Taham, Maravan aml Pritehate (19240 and World Bank 11994u).

2 Fyven thangrh thare ate far tog many noeror staries of particalar indidduals or even sronps of people whose inp,
has basn detrimental to both developoent and to building culrural bridpes batwean danor and recipienr country, and
1o Lhe employinent of costy danor countey nadionals when other cheaper aliernatives have been aeailable.

B Ak recent STIASS da documents have sitessed, it is ofen Importnn ol merely 1o lscus on eehnical assstanee
persanne] bur alsa an the instituiional and arpanisaaonal setting i weluch imdividuals interace. See SIDA, 1991 and
1o

Tt hars begn commen o acane that providing immediate help ro poar people is more an act of providing welfare
assistance than develepmen awl, owever, cspecially o the 1080 Tollowing the fll-owl feom . adjusiment
progrannanes. ib ey becone ncreasingly ditlioult e sestin sech o owalerlicht distivetion beteecen all Torms of
“ernergoney assislaniee” sl ]l forns of “developrment aid®.
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o 1his question have already been discussed, They lie in inerewsing wransparency in budgeing, in enbancing
the commitmen ! g capacity wf the recipient ws strengthen the sconamy and the efficiency of the budgetary
process (perhaps duough targeting revenue-raising melthodsy, and in incorporaling aid Minds ino the gverall
spending of line miciaties, However, the dilemmas and tensions in trying to meet different alyectives are
likely 10 cermain of practical concern ta aid managers tying 1o map oul particidr gid programmes incdilleren,
prowramme countrics.® Insuch o comtexr, efforts o reduce ald dependence may well come into contlict with
care fand perhaps seen by some as mulual Ly exchusive) sbhjcetives ol the aid mogeamemne. ' his points cven mare
forcetully 1o 1he necd 1o cantien against proposing any particular cotrse of action outside the context of in-
depth country analvses.

V2.4 Nupporiing NGO

Sweden currently provides s lmae winewd s and L non-governmeneal organizations and uncl the recent cuts in
averall aid levels, the shire of offteial aid going w NOOy hus steadily inercased. T he question 1o be addresaed
here s the excent to which official wid chagnnclied e and theowgh WOOs contrihooes o or alleviates the
probiems of aid dependency. In addressing this issue, neither the did prowided 1o NGEOs Tor ciiergeney
purposes nor il prosided as part of the official aid programme will be discussed, Rather the tollowing
paragraphs will concentrate on the aid provided o NGIOs amd waed by thens oo help further ther own
uhjectives,™

The first general pwanl 1o rmake 15 that there 1z very 1'llit]l:;: swseematic evidence weailuble on the relaliomshin or
link hetween NGOs and abd dependency. sither overull o in lerne o] Swecdish and and Swedish NGOs. As
miteed, Lhis oirmers a similae ahsence of comprehensive studies of the extent and depree of wid depoemleney and
utficial aid, The second point is thal mking generalisations abou sueh links us particolarly difticult because
the cerm “NGO" embraces a whole variety of diffcrent ovganisafions, whose pucpose and Docuons excend well
bevond the parameters araund which olfeial domr welivities and chjectives are drawn. Soine NGOs are largs,
s e very very smally some have many yvears experience working in develepment, smne very Bwde; some
keep in fouch with debtes aml discussicn aboue development, others do nott and seme are inlerested in
analysing the extent to which their own activities have reinforced or eased problemes of gl dependency, some

show ng intarest i b isae.

Given this array of differences, L woukd be Cairly siinpde 1 prodoce specdic examples of ways in which some
MO uctivitics have contnbuied 0 ad dependency and others have had the opposite <llecls, B as such
examples would be larzely ancedotal they would not provide much sense of their relative importance o NGO
aid relatonships more widely, Perhaps, theredore, it woulid b mene waclul Jor the present discussien to
highlight o nornber of featuees of NGO activitios or atributes o KGOy which wnd. outhe one hand, wedue
ar minimise aid depend=acy and, un U olher o inerese orreinfoce such dependence.

There are three major wivs in which NGO development activities are likely to lead o a reduction ol overall

C Plnview ol the particular place siven o poverty redhuelion in Swaden’s aid progriunme it is of relevance 1o e that
the recent Marwegion Commission Reporl Norwegian South Policy Tor a Changing World called opan the
Murwezian Goverment i down play ivs direer commmitment fo poverty alleviation and 10 Bias the approach to aid more
in favour ol capacily buildiog,

tn principle the Cormaission B seepiical adaut e fdee that Nemwegion or other intermativna sdonor orgonizol iy
shautd find, aned provide aid divecilv i the pocarest ports of the popilatian o1 special terget groups iv conneries I
the Sonth, The wofe of whd mast e to sipport counteies own developrens polivies and INaeony so g tey ean
ndfif evsentiol funceions.,, The Cosmisaton segpests that the [Norweygion ofd progaaruae G low welfiee cowtoies
he givided Tn teo programme calegorivs: o leug lerm puoorapire Jiv resowrce, copaetty and Inaitutiona!
development aimed or g Nmited e of eounteics; and one or mare regional funds thal coe firgnee sare
ARl e measwes s oo ivesimant deeds in the swme welfivre comuries. o ax o sugrlemend i ihe ooy term
propramaes. The Commizifon emvisoves fToed udeef alffocarions for selected bow welfare conneries covering only
forig-rerm progranmes foe o fitatfonal qand humot resonree developmen.

# For delails of hoth budetary trends and discussion of she diffzrent pomoses snd sizes of dillerent Tomding
windows see Riddell eral {1995),
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aich ddependencey, Firsily, mimy of ths Targer NGO eapecially are mol ooly Tamibiar with comlemponry debalis
and discussion on development (ssues and on ways o enhance development impace but MG and NGO
personnel have been neajor contrbutors wesuch tiscussions, T hus, contenporary congemm sith gid dependency
iysucy, including e polentially perverse effects of sid, have been placed on the agenda in part by NGOs,
Secondly, owareness of aid dependency issues has been complemented by a cange ol specilic and direc actions
amed activities laden by KOO 10 adilress problemrs ol gid dependency. This

* Aangjor thrust of WOO approdches fo develomnent has invelved the alijective of “empowering” poor
people and communities hy strengthening their ability 10 take contenl of their Bves aocl draw
developioent resources Lo themselves,

* In particular, NGO have placed great emphasis in the projects they cun ar fund oo local osenership and
marticipdion and on strenglhening the role of women, Indead it would appear thar, not uncommanly,
muany NGO placed emphasis on these aspects of development well helore mumy official aid dimors,

* Foually, many northern NGOs have songht to boild np and strengthen the capacity of Tocal NGO balh
to forther their abality o execute developmuent povests themselvis, s, in the process, 1 sirengthen the
role amd plaee of volurtary orpapisations across civil society, thereby enhancing their advocacy
cupabilities,

* Helatedly, many novthern NGOs have used their pacticular and often grass-voots contacts within aid
recipient countries to expose corrupt and and-developmaemal policies and practives, as well as human
righls wiolations of swec developing counlry regimes, therely making indivect but often critically
imnpoertanl contibutions o the reduction or removal of core constraints impeding development and
overall ald impact. '

Thirily, these types of action, activities and experience have provided NGO with the expericnes and evidenee
to broadeast mare widely the thesiz that Csney contemparary aid pructices of key otficial donors and donar
agencies can themselves contribuite t the mainerance and perpoetuation of aid dependeney.™ [ncreasingly, (oo,
while there sll remain wnsicos between particuwla NCGOS and purticular donors, there has been 4 marked
cowiemporary irend i the relaionship berween NGO and official donors which is far less conlmanational
than in the past. One consequence is that it is now moes commen o official doenors o seck ow e ideas of
MO0 and for NGO Lo proside an inpeelinig devising and design the aid progranumes of some donors,™

Haowrever there are also a range of olther characleristics or fealures of NG and NGO relaions which tend o
maknEin or conlribue to Turther sid dependency, Firstly, many NGOs continoe to view themselves and their
dovelopraent work moere as separate and distinct from mainstream doevelopment activities, incloding finks
berween recipients and official danes, thine as integratsd with these broader development activides and
initiatves. A particolar ¢Tect ol NGOy solationist approaches (where they continued is that a number of NGO
projects {some would say most NGO projects) have been set up o replace pewarly managed gavarnment
Projects o services of sImply 10 provides them where no svemment facilily ever existed, This was not such a
problem when MO0 activitics where small-scale and few in number But the recent rapid expansion of NGO
invalvement in development has meant that it a5 now far from ancommon Re these expinded NGO
developmene initiatives w lead 10 the ereation and cxlension of stroctures paratlel o the goverunent,
exracerhated when and if NGOs reyist any form of rationalisation or skill-sharing with refevant governinent
deparimenis, When {his gceury at the same time as NGOs poach staff from the government o run KNGO
projects, even a small cutflow of persoane] fraom gorvernmmoent uy NGO projoets s Hkely to decrease even further
the ability of government departments 1o run elliciently, encouraing NGOs to set up even more projects 1o
prowicde Tor thase ingdeguadely served by the government. producing fiuther perverse dependeney eileels,

* Far many years, leading and influcntial KGOS and N hodies argucd agsinse aid froem a soncturalise and
cleprertlenelo perspective.

*The implications of this for the aid dependency debate will be discussed further beiow,
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Sceondly, whereds many notthem NGOs articulate their aims and ehjectives to include srengthening southern
partners, in praceice many nordern scek L msinlan an almost penmancn telationship with southern pariners.
When discrete projects are complated, it 5 not uncomonen far new prajects to e born, funnelling new tunds o
the: sanne logal NGO or commiunity in an cver-continwing process. When Lhis occurs it perpetuales a continual
inter-dependency of southern NGOs with northern NGOs, most frequent]y reinforeed by the maintenanee of a
dependent funding relationship,

Thirdly, while 1he comparative evidence of official aid agency and NGO projects indicaes thit in general
NGOs have 2 greater ability 1o “reach down™ w poorer people and poarer conminunities Lhan official donors, the
impacl cvidence of NGO projects suggests that in prachic: NGO projects often tend (o seere poarly hath in
terms of achicving marked impravements in the stapdards of living of project beneficiaries, amd in terms of
projec! swstainabilicy. This suggosie that the rhetoric of NGO which cautions agwinst contingal zud
dependence is not always married w0 evidenee off NGO successes in avoiding these dangers in their own
projects. Thuy, NGOy bave been criticised for providing “empowerment withoul conlent™ while some of the
impact studies bave shewn 1hat the objetive ol sieengthening the power of oppressed women b ollen
bieen malched by evidence ol tangihle gains i practice:

Fenwrthly, some NGOs have been eniticised in relution o the way some of their projects have made use of
foreign personnel. Like the tensions apparent in official aid projects, some evidence suggests that Torcign
personned working on NGO projects have also tended 10 coneentrate more un proveet delivery and less on
huilding kaeal capacity, with the indigenization of project managers beIE i pal uneemman weakness
histlishied in particular Swedish country studies (see, lor example, Sinchain, 19895

So mineh for the averviow of different weaknesies snd strengths of XGOs in terms of aid dependeney. Clearly a
fur deeper understinding ol (he link berween NGO sctivities and aid depenileney would be obrained by
undertaking in-depth coanwey assessiment studhics, paralleling thase required for assessing the relationship
bueiween official aid and aid dependency. Danors could play a role by helping w Jund suceh anulyses,
Additionally, there is seope for official danars to make nse ol The experlise and 2xpericnce of NGOs to infanm
the dehale about how official aid could be used in o manner which addresses problems of official aid
depapdency more substantially and comprehensively, Yer There is no reason why donar activity should stop
there. An impeatant component o doner NGO relationships is thal danors provide (some of the] lunds wehich
NGOs use for their developmien activities, Evep 11 Sida were to continue its rather “hands oft™ selationslips
with Swedish KGOk, the Govermnent could require Sidi ¢and the relevant frumework arganisatons) 1o
incarporate the issue of sid dependency more direetly than it has in the past in the process of willing through
mtenal projects for fimding.

There are thiee specilic wayvs Lhis might be dong, Tiest, the Government could require NGOs roceiving
development funds o explain nwe the prafects funded contribuic o 8 reduciion in will dependency. o1
minimise any increase in aid dependency® Secondly, o cortain portion of the money e Croverniment
provides 1o NGOs for development could be earmarked to fund activities which are cxplicitly aimed to
reducing did dependency, o altermalively, the share of fotal NGO projeer costs provided by the Crovernment
fur poverty-tocused and capscity building projects could. be vared.™ Thirdly, in cases whers NGOs

® Ihey alveady hive to cxplain how they contribine w developraent in general.

* The Norwegian Commission plced mijuee o mp]mt;b om his aspocl ol NGO activitias 1o be lunded by the State
(1993161

The most important contribufiog for o majority of voluitory oeganisazions will ., be coopernfiom with similor
crganiivations in the South on the boady of comeion values and iilerests, (0 ovder stevigiken thelr abilire ened
COEICE Y 0 e 1edr gowds, TRIS B g task thai cansot he caprfed et By official bodies.

The naioriiv of WO chonld concentrale o pregrisalivn covpe rodion with parimers in e Sourh. Apart from
AT 3 ! EIFE
feconboued. .
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repearedly request Tunds to promote {different activities) of the same sowhern N, sy comdition Tor the
receipt of additional funds, the Governmenl could reguite these NGOs o explain bow such use of state funds
1+ the same arganizuion can continue to be justified. Finally and more genecally, in counties with a large NGO
presence, Sida could seek the cooperation of the WO comununity e belp il devise an aid sirepy which aims
ta understand the problems of aid depemdency smd sceks ways inowhich (logelher und separately bat in close
cooperation with e recipicnt govormment ) adliciat donors and NCGOs might eoaperate to reduce ir.

Tinally, lumwever, inorelation ke NG5, 1 is important o stress a recirrent theme of this study: neither the
evtdenee ol existing aild dependency of NGOs and NGO activitics. oor evidenee of increasing aid dependency
of MG0s and NGO activities provide sullwient dita and information o concleda that (any specific) action
shoold b taken 1o reduce such dependence, Diffevant policy aptions should only be considersd whon
problems of MO0 aid dependancy are analysed mwre broadly, within the conlest ol e aid recipient’s differenc
development profems, and ineluing an analvisis of how best these mighe be addressed with and without wid
liimeds, '

M continued)
shis. afed aoiivities showld preforafly be concertrared o fewe e oriaiisu fons,
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VI SUMMARY CONCLUSIONS AND POLICY IMPLICATIONS
¥1.1 General Conclusions and Policy Tmplications

‘Though donars have Biled 1w provide, or agree amang thamselves. w cowprehensive definition of aid
dependency, Lhe term has come 1o be fwidely) used (o describe the sitation where large, contiuuing, and ofteo
rising, amounts of donor aid ar: provided 1o recipients with little to no developrient impact resulting. For
sormie. the dorm aid dependency is alse used o describe the sitation where the failure o wid 1o achicve ils
ntended results is miced back {in parm) to the very mature ol the wid relationship. As thus understood, aid

dependency 15 a cancept that has become an increasing focns of danoer atlention in recent vears. Tn general, and

in spite of the failure b come up with 2 precise delimilion, most donors believe that aid dependeney cxasls and
thac it helps to explain why wid has now mads 2 greater unpact, Many doners would appear to have gone further
and woull ureue that aid dependency is an Lhe increase. Qiven such percemings, il is nol surprising that donoes
should berin (o examiine more chosely how ald dependeney can be reduced.

The present stialy has sought to nnderstand the coneen of aid dependency, to try e delvig what il i more
precisely and 10 discuss o number of ways in which i might be reduced. Yet it has also emphasised e
necessily of locating the delaie shoulaid dependency within a broader contesl, urguing, more specifically, that
thoush the phenomenon of aid dependency s an nmoriant one for donors o focus upon. il shoaeld noet b
viewed in Iselation and (s should not be the sole basiys for denors wedesipn oc alter their aid and developmen
cooperation palicies. Indeed it is arged that cven i itis possible to show that aid dependency i5 increasing, on
its own such cvidenee does not provide suflicient grounds Tor reducing aid overall, tor alexing The diflerent
orms in which it is given, for impesing harsher anddor dilterent Torme of condidonalies on the recipient, or
wwan Lhat firal priority should be given w redocing such dependence.

‘I'his is not, however, e argne thatl aid dependency should be vicwed a5 “a good thing”. nor o0 suggest thar noe
it should be taken to attempl 1o teduce i Bud where the wider context i ignored or downe-played. there are
tisks thal g namow Focws on ald dependency, and discussion aboot ways to reduee it could prove harm utl vy the
aehicvermenl of ad's care develapmuent wljectives. There are strong analogies bolween sddressing problems of
aid dependeney und secking w enhance overall wid cflcetiveness. Thus. one can anly hope to undurstand o
best o utilise aid resources and o determine how moch gid shoeld be provided. and in what fonms. by locusing
vm the Tacoors constraining developrment and the extent to which wid is abie Gind is unable) 1o help meet these
comsivaints. Likewise, one cannot hope o understand what policy implicuticons should be detived from
examining aid dopendeney onless one exumines closely nol merely the linkages betweean did dependengy arul
aid trnpact, but alse the complex linkages berween aid and development. including 2n analysis of the tailures of
development which have little or nothing w do waith either aid or aid depandency,™

Locating the diseussion «ff aid dependency within its wider contest suggests that specific and practical policy
implications arising from debale. discussion and study of aid dependency are more likely 10 emerge from
studying parlicular aid recipient cauntry coniests, and less fram trying o draw peneral conclisions lrom cross-
country trends. This, womors wishing to assess policy options arising from continuing or growing wid
dependency need {0 underlake analyses lor themselves, or study curclully wnalyses made by others of aid
dependency ws it cxists and has evelved in particulas eomtry contexts, focusing cspeeially on he relative
impartance of different comsimnnts inpeding the path lo selissusiaining development and how they might e
sl teduced o overcome,

Additionally and rclutudly, such country-specific studics of wid dependency need to focus not merely on she
" dillering comsteaints ta developmuent amd the role aid has played. and hay failed 10 play, o reducing these
comstraints, bul alwo on an assessment of a country’s aid needs at the macre- and micro-levels. Clearly, Lo,
the smaller the individmal contribution of a particular donor okl atd received by a reciplent, the l=ss impac

* Shilling al ance from ap amalysis of the esistence o aid dependency to proposals w reduce itis a dis-service o
the aid dehate becuose iehds toraise false expoctations ol what uld can da, mast notahly fuellng the False noton thst
withoutaid there waouwld be o development.
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wnilateral action by that donot will have ither in enhancing averall gid impact, g in reducing the adverse
elfeel: of @il dependency both overall and in relation to particular forns of aid. Thus a study ol uid
dependency within the tramework of 4 single donor™s aid programme will neecssandy be a very incomplere
slily. Indecad sneh s sindy weonld comsiderably inerease owo sors of cisk: the risk that the identified canses of
uid dependency will e mis-vpecifled, and the sk thal any propuescd actions o reduce such dependency will be
diluted by wider influences.

These considerations peonvide the contest tor consideration of mare concrete action Sida misht rake in relution
Loy the: phemomenon o id dependeney,

¥[.2 Paolicy Implications for Rida

At present, aid dependency issues do not featre very promminently in decisions made about Sweadish aid or in
inluencing the tehs thal aid managers porform. Thus the firs decision Suda neals wetake is whether 10
incorporate the notion of aid dependency mara formally into policy deliberations aboutl ils aid und
development conperation relations. In part thiz siudy was commissioned o belp Sida answer this guestion. The
answ et [ The precedinege discwssion of this sludy s uncguivogal;

there wiuld appear 1o be sulTicient substance in the claims that aid dependency, in a range of
different manitestations, has the real potentinl adversely to frusieate the objectives of aid ard (he-
process of development, for aid dependency issues to inform and influence Sida's aid and
development conperalion progranames.

The next question s pracisely how ad dependency issues should infarm and be integrated inie Sweden’s aid
and developmenl coopieralion palicics, As just nodoed. this study his argued stieengely tan T the vigsspoint el
informing policy debate, aid dependency issues shoold be monitored discussed and analvsed, and any action
dewermined, at ihe awd recipient country kel The loag list of different quaniilaive, non-quantitative,
comtes ol and siosclural indicators presented and discossed in Section P provides aninilial check-Tist ol the
dilferent wpes of aid dependeney isaees which coulil be nsed as w basic huck -drggs Ter beginning the soanury -
spreet (10 analyses of ald dependency, However, it is argued that this needs 1 be placed in ils widsr contloxt
incloding a far maore rigorous assessment than is comeoonly made af, incloding quancification of, aid needs.

Bul should In-depth stodies of aid dependency e caried out in all the approximately 111 countres o which
Sweden provides aid? If awl dependency is to be rzized in stams oo beeome an issue against which all aud
prograsomes should be awseased, then the amswer is that, yes, ddeally a1 commiiaes By which Swelen sives gt
should be assessed in tenms of the extent to which aid dependency exists, and its overall importance in rerms of
the wider aid relationship and cFfoers wr Turther the developanent process. However i1 s one thing to say that all
aid Swoden gives, ar is considering giving, owghl 1o be wssessed against an aid dependeney analysis, bl guile
another thing to say that Sweden itself. or Sida, in partienlar, shoold conduet or arrange for such smdies w be
underiaken.

At ageneral level, it 1= suzgested that when Sweden prosides only a small amount of aid. it should make use of
eithir unalyses ol aid dependenc aguinst which fo guscss iy comen] small {or polential Y cogagemaen L or i ey
are itbem, seek o encourage the leading donor or donors to undertake such an analysis, [n this regard, Sweden
should seek o make particular use of ita new slutes as 2 member of the Bueopean Union to iofluence bath
Conununity aid and the bilateral awl programmes of ather U member smates ta cooperate in this regard. But in
cases where Sweden 15 disell a major donor then, Tor these aid recipiont conmnies, i s swerested teal Sida
shonld cither conduct it own aid dependency study or satisfy itsell’ that other axlsting studiss sufliciently
answer the questions it has w inform the wider dizscussion of e natere and degree of md dependency and its
link o enher develaprment constraings. ™

*Itis important roempliagise that ir is not sulficient merely for recipient coontry studies of aid depencency “to be
done™. 1 as af equal ioportanee that the aes radsed aee integeated inte and infoems the decisjon-neking process ol
wid mianggers, Particular stress is Laid on Lhe word “integrale”™ becanse ol o sense thal for all the good seork omaderiaken

Doontinaed., .}
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But whene shonld the ool olf poinl be sedecide Tor which partcalar coamtries Suda should embark on in-depth
studies of aid dependency? Wit is a “major donoc™ A Tairly stmple dividing line cosbd Be drcsn between
Swoclen s programime countries Cahere studies would be carried ont) and the non-prooramme coontries (where
they would not), Hovwever, 11 s anpued that sioch s decision ueeds webe additionally informed by some of the
other issues raised within this study. Thus, the discussion in Section JY suggested thal Tor some programm
counitics the share of Swedish aid oo total aid is so small that any emelateral action taken by Sweden to address
the prablems of aid dependency are likely to malke litle overad] differcnce wr Lhe problevs identifivd. Clearly
vme implicadon ol being such a small deoor s far Sida to encovrage other donors, particular larger donars, o
riise the status and mportanes ol aid dependeney issues inotheir and deliberatiens: indecd soch a stralegy
would apply with equal farce to alomost ol of Sweden’s programme countrics. Howevor beyomnd Drthering
sich inler-arency cooperation, i i passible w specily particular criteria for Sida o consider embarking on its
ol Ln-depth counery cass study of aid dependence?

The lolawing paintys provide sece painters ITSER 100 mo were the cucoff point in terms of absolute levels of
a3id then in terms of the 199546 finunciul vear, T countries would e selecled Torin depth audies: Angola,
Bungludesh, Hibiopda, India, Mosambigue, Nicaragoa, Tanzania, Vietham, Zambia and Aimbabwe, If a
Swedish contribuion amoonting e 5% ol 1ol @il were 1o provide the cuc-off point then in 19939 the
fellewing 11 countries would gualify for inelusion: Angola, Batswang, Cape Yerde, Guinei-Bissau, Diaos,
Worambigue, Micangoas, Taovania, Viemam, Zambia and Zimbabwe. Combining the two would reduce the
number of countries 1o seven, Howoever, 11 neads Lo be potnied ot thal these cu-olT points are based on actual
aidd levels and thus on thelr own provide only part of the information regquited, They do mut incorporate erileria
eitlier ol rellive poverty slatus, or of the extent o which the countries receiving aid require and need the uid
which Sweden. and other Jonors, arc curmently providing.

YWhatever the precive number of sowmirics anld the precize criteria b padge the oat-off painc it s important
i emphasise the purpose and function of the conmtry-hased shudivs of wid dependence. A the mosl general
lewel, thie pusposc 15wy inform the wider decisions to be made confliming the size ol the Swedish uid
programme, its form and the cxlent and vange of somditions w be abtached o the aid proveded. Tn this context,
art imnpurland inibal purpose of astudy of aid dependensy aught to be to inform and provida an input to the
ditferent Country Stratgey Papers being planned prepamed and produced. Tnoother woends they should be seen
predominuntly is an inpul i aid management decisions.

Hiwarver if such counory-based smudies are to be of use w ald managers il i impartanl Lor thom ni mere |y
o be undenlaken onée, bl Tor them to be updaied o proeude a continual stream of relevant data and
informacion. Thus equipped, ald managers will be infimed sbout any changes that might be made in the
conupasition of the aid programme as a result of changes in the manner and degree to which different Lypes
obf iid dependency issucs s inllueneing the and relactionshipe The discussion in Section 'V, abave, provides an
initial check-list of issues and questions to help this sort ol wlling asscssmoenl within the broader context”™ But
W acddifiomally highlights how impaortant it 3s for aid managers with responsibility lor couniry programmes fo
have e abilily cimtinually e wicw the aid programme holistically: to ensure that its component parts
continually pass the tests of meeting needs nal morcly individually bal together™ Pertiaps the higgest task

* - cantimed
e apalyse contempocary macro-economia trends in leading programmme countrics, there bas ollen been o zap
buetween Lhe process of uodertaking these stadies and publishing the results, imd using the infmmmadion provided o
inform and influcneds decisions ahout e shaps ol particular aid programemes,

T Losuimmariss these briefly, SeetionV disw attendon to thefollowing check Listolol wsters ol mere balislic Jacsms
likely we be Srmportant in reducing the level and extent of aid dependence. These are: the fulfilment of the hasic
preconditions For aid 1o begin G function @inended: the ddal and contnued comtutment of the recipient ta
development: the competence and capacicy of the eecipienr; dongr cooparation in working 1ogether 4o help meel
recipion needy; judsing the hicrarchy of consieaints iopeding developinent prospects and porenrial: ensaring that aid
funds gl resourecs sre Ineoporiied in overal] - domesiic resowe”™ planning: and. applying any aid cooditionaliny
Juelierously and in a manner which is consistant and in harmaony with the achicvemenl ol the alher objectives.

* Thue, the World Bunk’s Wapenhuns Report comnene ated thac O T9920):
: {eentinwed...)
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lor i munagers, and one which strikes at the core of wid dependency problems. 1s o work Lo iry to gehicye
rreiter barmony between L recipient and the ofen dispacate group of erganisateons wdich make up the donor
“community”. Tt s withio this normative frameasork that many major imntidives will necd 1o be hecited,

Focuying on aid depemdency probles poinis o Lhe need for Cownuey Stategy Papers o locate the Swedish aid
relaticnship within a particular time-frame. For many programme countries, it is likely that this ime-trame
will be of cansiderably longer duration than currend planning periods: he Kaewegian Commuisyion mendiony i
time Meame Doy low-wellare couotries of 13 o 25 years, The theast of this study has been w sugeaest that the
appropriate time-trame for plauing an aid programme can really anly emerge mom speeific countty analyses.
But the main peint o be made here 15 that all Country Steategy Programimes should not oonly nermally have a
tirne-Traoe againsl which he aid rebionship 35 muositored, but tha this sheeld contam partcatar targels Tor
the achievement of particular development objectives, specified in terms, sy, of suving. luxation, toreign
cxchange carming and wsumtional capacity-bailding rargets. Then, as time passes. assessments of
porfonmunes cun be made against these criterii wmd Ihe easons Tor any shori Falls sl ysed.

There 15 one final thing to say in relation ta aid dependency and the aid provided (o non-programme countries,
The prrint weass inade sbesve thal thengh Sicda should nolallocite scarce resourses and Tunds o an anadvsis of gl
dependence constraints and problems in all the small countries to which it gmives development. it was sugmested
thar awl dependency 1sanes should by no rmcans be ignored, and thar, ss Tar as posaible, building voally on
olber analyyeas., the wid given should ke provided in o manner which had the byl clhanee ol meeluyr eeds and
enhancing the route o self-sustaining development.

[t is additionally surgested that as Swedish expentise and monitaring of aid in these countrizy 15 clearly aing
toy he Tess in-depih and intensive, aid dependency peoblenis are lkely we be less peevasive iF the Swedizle and
provided W thess counlries be miven to achieve more speeilic and tangible, and ideully time-hound, objectives
[up-grading a statiseical department, providing skills training to thase lectiring in a nueses” training college,
et One implication ot the teerall add progrmmme el adepting o moms narres and lime boamd perspestivee Tor
these countries is that current and past allocations of ald o small aid recipiants would not play such an
infleentiat part 0 deterrmining futere allocaticns of pid beyond Lhe ime-bound period ol the particular project
or projects funded,

" cuatinwed

The profect De-prafect appecach 1o portfolic geeformipnces mlang feserd feads oo roceed Witk @ cowlies comtes
to geddresy pereeic profilems of implesmerdtotiion cnd yvafemic opporiunifies for portfofia improvement, aud Lo focis
ercorrnioeb Iy widlein ke Bends for povifofio resalts,
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APPENINX A

STATISTICAL APPENDIX

Table A1 Trends in Swedish Aid to Angola 1980-1993

Swedish aid

Swedizh aid

Yoeur Mot dishursemenis Swecdishaid as

sm e ol all aid thisbursemenls & allocatiom &
Allaid Swedish aid 1494 prices UL T

Index, V9E=100 199:=1010)

13 30 [LiRE 33 36} 131
[fHp2 35 R DR 1.3 1087 125
14r] 280 62 |2 L 125
14350 2T} . b . [4.5 1203 10
|89 7] 40,0 239 1524 i
[R5 139 271 17.0 iz 87
|87 |36 218 6.0 R 78
1336 L3 an [£.0) L) B 72
135 2585 132 a1 804 B3
1984 201 106 3.3 67.2 65
1483 L75 o1 1 6.7 H2
1982 353 223 6.3 1257 59
181 L& 323 a0
IR 0.3 489 43

Sowree [Tor all tables in Appendixs Az Swda (1993) Sweden s Davalopmen: Assistaace in Figures and Graphs,

Stockholm: Mlanning Secretarial. Sida, and OBECL stalislics.
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Tahle A2 Trends in Swedish Aid Lo Bangladesh 19801993

Yoar MNet disbursemenly Swedish aid as Swedish il Swedish aid
m il 9l aid disbursementys & allocation G
Adl At Sweoddish aid 1994 prices curren] prices
Tndex. [B94=L00 1964 1000
R 354 24 24 132 17
1992 1834 30 21 A25 121
1491 THED .232 1.3 54 121
1940 2100 357 1.7 128 112
1454 TROT 20 L4 111 112
1988 1615 335 2.1 1416 17
19%7 1806 29.( L6 130 121
FUEG 1459 252 17 [41 121
1955 1144 1.8 1.0 B2 21
1944 1203 4.3 1.9 _ _ L0 121
1953 1 IR 1.8 ' L3 121
9§z 138 TN L 137 116
1981 1124} 270 2.3 159 108
1980 1306 - 304 2.3 163 117
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Tuble A3 Trends in Swedish Aid to Botswana 1980-1993

Year Net disbursements Swoedish uid us Swedish aid Swedish ad
% oot ull ad disbursemants @ allecatiom 48

Al A Swedish uid 1994 rnives CILTECTE [ricey
. [ndex, 1994=100 19%4=1410)
19493 1143 16.2 147 199 133
1942 1na - 16.2 11,1 156 141
19491 136 159 13.5 192 141
129 148 19.] 125 211 141
1954 Lot _ 17.2 17 225 141
195K 151 23.3 1534 L 14]
1087 156 [4.6 93 212 133
14986 114 6.7 16} _ 2R3 126
15 9 £.0 7.0 144 L%
1934 103 L1 (N ' 234 108
1943 104 12.7 12.2 233 1034
- 1982 102 11.3 L1 2123 104
1951 a7 131 135 228 4]
1980 10> 155 4.6 254 g5
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Table Ad Trends in Swedish Add to Cape Verde 19801993

Year Ner dishursements © RBwedish aid as Swpdesh aid Sl aid
.‘_‘Sm _ G of ull wid disbursemenrs @ allacation @

Al Aid Swedish aid 190 prices CurreeH prics
_ Index, [9EM=100) _ 15011000

1995 M7 1.4 9.4 106 400}
19492 124 116 b3 T RD 175
1491 107 Q.6 0.0 77 a0
1990 74 7.3 0.2 a3 325
1954 75 7.3 8.2 120 30
1384 B4 0.3 LG 10H S0
1957 Ba 8.2 93 03 275
L9856 LiZ2 5.1 1.2 5 ' 250
1955 73 6.7 B0 109 225
1934 G S 6.2 AL . 110 225
1953 G5 6.0 42 104 240
1U332 St G 12.5 (XL 175
[LEY 32 XCHN 12,7 a1 1543

1030 B % 3.3 8.1 B9 L5
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Table AS Trends in Swedish Aid (o Ethiopia 19801993

Yiar Net dishursements Swedish ald as Swedish aid Sweclish nid
Sm e ol ] aidl thisburserents @ Wlocation &

Al Ak Swidish aid 1364 prices CUrrent prices
Tides, 1994~ (W) 1904=1{K}

1993 1249 54.1 4.3 153 115
1992 1181 1.7 4.4 | LIS 77
1951 1119 52.3 4.3 123 P
14940 1072 324 4.8 32 L1
19K BU3 44.0 £.] lﬁ1lﬁ Li
1953 1105 50.3 5.1 173 -1
1987 o F25 ¢k | 55 136 1010
1986 70 3.6 4.0 124 a8
1553 540 220 28 KL 77
L5384 317 5.4 32 bt 77
1983 a6 | 13.5 24 e )
1982 344 t4.4 4.1 Gh 1
1981 34l 247 72 it 3%
Lty 27 228 g4 . 87 34
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Tuhle A Prends in Swnﬂish Abd to Goinea-issan 19761993

Year et disburssments Swoedish aid as Swolish aid Swedizh aid
A G ol ull aid disbursements allocation @

Al ALd Swedish aid 1994 prices carrenl prices

Indey, [90d=100 19494=1CH)

14953 1(H 9.2 9.1 30 188
R 114 134 1.7 93 211
1991 119 151 127 105 200
1990 133 17.2 129 132 17y
1985 118 15,1 134 145 2000
1958 1004 9.4 187 180 t7s
1987 114 - 1T 0.3 121 167
1956 74 [[LXV . 135 119 167
1985 39 L E 127 Ly
195 61 £.1 1003 a3 133
1983 65 54 29 131 144
1952 63 firs 161 147 b33
193] 67 1.7 164} 131 122
L930 76 120 15.9 134 122
| 574 37 14.3 23l 159 122
| H7E 53 L.z 20.2 158 11
|77 33 8.5 22.6 137 111
197 22 LR I3 138 Ry
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Table A7 Trends in Swedish Aid to India 198%0-1993

_Roger C. Riddell

Year Net disbursemens Swedish anl as Swoedish aid Swdish aid
Frn % ol ull aid disbursements o allocation &

Al AT mwedish aid 1953 prices: CUTTLTIL Prives
index, 19494=1tH). 149 = |00
1993 1533 0.4 3.3 fl 120
1942 2450 74.2 Al fy 16
154 2744 f3.6 23 3 116
19490 07 1769 126 L39 1)
1950 LT7H 6.1 Az 84 11}
1988 L9356 347 28 70 11}
1587 1703 R 1.5 44 17
LG5 | 56 85.5 4.1 137 t.f]J
LEE5 2306 R L3 TH 08
154 2193 5.9 23 Tiks 08
1933 2329 321 2.2 13 03
IR 2265 440 14 53 D
1981 50.5 £ 89
190 63.8 105 54
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Table A8 Trends in Swedish Aid to Kenya 1980193

Year Met dishursemuents Swcdish il ax Swecdish aid Swedizh aid
< $m e ot all uid disbursementy €2 Wl lneaion @

All Al Swechdand 194 prices CULrent prices
Inidex, 1994=100 199=1{H}
L5923 Hod 207 2.3 lis 10
1942 RO 245 27 130 124
1941 921 27 29 126 _ 143
1690} 1187 162 an 18] 133
L9RY 1.{}64 356 23 213 133
195K %36 3.3 AT L&) 133
1987 360 250 1.5 - 167 128
1956 445 198 ' 1.5 133 124
[JHih] 334 197 37 : Loz 124
19R4 343 27 23 129 o124
19873, 476 13.0 27 L3 I 14
1982 375 139 23 126 L1
TaR1 172 136 1K}
196} 232 179 e
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Tahle AY Trends in Swedish Aid to Laos 19%0-1993

Year Mer dishursements Swedizh aid ay Swedish aid swedish ad
= ol all wid Habursemenls & allocatwn &
AllAid Swedish ad 1994 prices current prices
Indes, 1994=100 (=100
L593 1494 166 4.3 114 110
L0532 157 Lo &4 a3 1110
(991 131 (4.2 13.0 10 100
| o) 152 3.1 8.0 54 85
| 9%4 140) LE. 1 129 139 T
196K 77 124 16.0 96 H
1957 aH 1213 203 143 0
LDEG 48 3.5 114 55 63
L9E3 4 3.6 36 43 £
1954 35 7.3 208 a3 ]

. 19R3 0 84 28.0 L= 55
1952 R 0.0 20,0 114 55
1941 94 30
| 95A) 135 43
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Table A 10 Trends in Swedish Aid to Lesotho 1950-199)

Yoar Net dizhursements Swadish md as Sweilish aid : Swecdish anl
i ool all aid dishursements & Wlocution @

All Aid Swedish aid [ 99 prices currenl prices

Iridey, [9941=1400 [984=100

1993 124 4.6 36 n 117
1a52 133 77 _ 3.8 37 )
1991 120 8.5 71 3l 17
199t 1) Q2 f.6 _ 37 117
lagy L32 9.3 7.1 44 117
Ly LEI 5.4 1.6 oo - 17
[T Loi 82 71 33 117
1986 87 8.6 0.8 21 117
19%5 91 27 2.9 19 83
[ 251 | L0l 24 ' 24 22 83
L33 LS 28 2.0 L5 a7
|52 03 21 2.3 23 57
931 [0 ' a7 “36 21 - 54
| S5 o 14 3.6 23 47
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Tahle A1] Trends in Swedish Aid to Mozambigue 1980-1943 -

Roger C. Riddell

Yot et disbursernents Swoedish aid as Swedish aid Swedrsh aid
tm e ol all wid dishurscmcny & allocution @

All A1 Swoedizh aid 1944 piices curlent prices
[ndex, 12594=1{0 [ 394 =101}

L33 172 748 1.4 110 123
Loz 471 L1534 T 13 tay
Lo [ 107 [37.0 124 168 1349
[ Sy [ 3 L2077 115 173 123
989 faets] 067 120 1ok L1]
14ER 4o 1060 106 174 Ll
1987 ThHE 321 6.8 %l 04
1986 368 fdd 113 132 ad
1985 J6% 332 G4 83 a0
1554 300 32 110 87 i
1983 2249 337 147 a{ T2
1972 230 A6 136 B i3
1] La% 24 KLk slé
| thEL} 174 224 73 1
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Fable A 12 Trends in Swedish Aid to Nicaragua 19831993

Eoger C. Riddel]

Year Met disbursements Swedish aid ax Swecdish aid Swiadish il
Fan Goof all aid disbursemencs & allacation &

Al A Sweilish gid 1944 prices currenl prices
Tndex. 1991=101) 1941= 1)

993 337 RYRS L2 06 ik
L1992 B 754 (s 130 1ok
1991 Al 446.0 5.3 07 ILLE
§ 500 335 04,41 207 157 83
(PESY 44 3.6 7.5 L1¥ 70
1988 23} 3.0 16.% Loz 39
1987 141 298 211 o) 40
1986 156} 18.3 122 £ 33
1983 Lo 14.3 123 43 28
1954 (6l 11 6.3 46 24
1983 (72 8.7 1.9 40 L%
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Tabic A 13 Trends in Swedish Aid to Sri Lapka 1980-1993

Yedr Bt Lli_nabu THUTILCILY Swecdish aid as Swedish aid _ Swedish aid
3L e ol all aid tlisbursements @ allocation &

AllAid Swedish aid 193 prices CLImEn prices

Trcles, 15994=100 19%k4= 10

993 . . 551 11 Coan 12] 164
1992 483 13.3 27 ' L 0
144 $15 166 2.1 136) 20N)
194 TG4 4.7 1.3 : A3 FH)
1950 547 43 7 r 143
PEE! S48 745 4.1 .29l ()
1957 s02 274 54 368 GIHD
1986 513 A0 77 6UU (i)
14983 S84 3.7 54 _ Bl ' (LN
1984 642 252 19 . S0 GitH
1983 530 190} Y 378 a43
1983 472 18.0} 3K 320 224
1951 1S ' 318 256
1950 200 L TU R 257
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Tahlc A 14 Trends in Swedish Aid to Tanzania 19731993

Year ° Netdisbursements Swedish aid as Swailish wid Sweedish gid
Frin _ Ge ol all gl disbursements @& allocation (%

All Add Swedish aid 1994 prices current prices
_ 1ndex, 159494=1010 | S3d=1 100

1we3 L um 77.0 7.4 e 1
1992 13534 1405 14 113 131
14491 1083 1460 135 . 136 123
1440 1171 15I..‘} 1249 - 150}y 121
(PR 917 iy @3 153 | 117
LELES L1z 101.7 10.0 | 44 114
1987 as2 T Q.0 - 157 17
LUs6 673 1079 16.0 '1154 1143
1955 AT A58 [/ 137 1543
(&4 549 332 97 [EQ in3
DR 374 BE.6 [J - 133 94
h ER) 13T Lo.s L& 9%
2y 637 774 11.4 ' 117 25
1980 . &30 732, 112 147 B
|97 384 B4 15.6 1536 T
1975 423 63.1 4.8 130 61
1977 3la 503 179 155 56
18976 2av IR 19.0 |43.; alil
1975 303 5440 178 (4 11
1474 162 WAL 214 1z 41
1973 | 100} 128 e Rl 27
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Talle A 15 Trends in Swedish Aid to Vicinam 19850993

Roger . Riddel]

YT el dishursements Swedizh aid as Sweedish aid Swedish aid
_ Em G- ol all aid dishurscinents € allocition @
Al Addd Swedlish aid 19494 prices cutrent prices
[nclex, 1994=11010 L9994 =] g
[9e3 322 425 132 112 125
|99 F40 51,4 L3 107 L&)
[t 238 62,3 6.2 136 L7
1990 10 48,1 25,3 13 167
1439 120) 484 1.3 137 L&7
R 147 44 302 133 167
14T 110 515 4710 154 &7
KB 146 554 SR 214 &7
14945 43 403 330 20 23
1444 104 37.1 34.9 273 213
14943 77 5013 fr5.3 241 192
1982 138 al.y +4.8 26 213
1941 TiLG 263 2013
19510 } 7.4 ) 273 222
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Talile A 16 Trends in Swedish Aid v Zambia 1980-1993

Year - Netdishursomaents Swedish ald us Swedish aid - Sweaish aid
fm . of all aid disburscments & allocation &

All Al Swai<h aidl 1594 prives cumenl prices
Tnclex, 1994.=1040 [ S3d=1100
1993 803 51.2 fr.4 132 108
1992 1032 (2.0 RE ' 123 102
13431 B53 434 1y 194 %
1940 452 434 AL 104} &1
| 359 396 333 5.4 _ a2 &4
[hiex 470 352 15 o3 )
1987 426 260 .1 _ L 30
19 436 344 7.a 123 74
| 483 34! 18.2 3.3 ' 8l i
1434 i o 20 8.0 o7 I
[RE7 235 25.2 17 L7 f3
982 a1 218 69 9l 57
1941 242 35.3 14.6 12% 51
- 1980 295 214 _ 7.6 77 41
1979 277 24.2 8.7 ys 37
1978 L83 I54 137 112 3
1977 108 134 12,5 £ . 24
1975 62 12.1 I35 £ 2z
1935 3 R 9.2 B 15
1974 a3 4.7 7.5 31 12
1973 45 L9 4.2 I3 &
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Tauble A 17 Trends in Swedish Add to Zimbahwe 1982-1903

Yoar Met dishursements Swedish aid s Sweelivh uidl Swadish aid
fm 5l wll il dishurscmenty & allocacdon &
AllARL  Swoedish wid 1999 prices SAFTCIL prices
Indox, 1984=1{K) 1o a=1 (1}
lgos A28 340 X 143 Lz
192 T3 332 6.7 126 Iz
1991 303 194 1.0 124 TS
199 340 4 15 101 uz
1989 265 ' 287 134 91 82
[98s 273 R ' 7.8 114 77
1987 204 LS. 06 34 69
L3806 225 192 &1 140 64
1455 34 10.6 38 1 : 6d
14384 432 (R 33 i td
1003 333 9.4 a0 fit 56
1982 467 ] 418 46 51
193] T a3
1430 7T S2T73
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APPENDIXE TERMS OF REFERENCE FOR THE ALD DEPENDENCY
: STUDY

Study 31 Add Dependency

Cne of the tive major official objectives of Swedish development cooperation bus becn 1o contribole w
coomomie and mAiical independence. This goal was in the beginning inspived by he dependency schood of
development thinking, with its emphasis of economic dependance and recommendation of the tnpord
substitmion industrzatiation stratcpies and vavious poopasals under the heading of these ideas ander the
heading of a New [nternational Economic Order o the TY60%, when thesucerss [ul applividion of these idias
in the ol markets had led we OPEC, twn major global oil price crises and evenmally a debt ceisis for
particularly e low-ineeme counlrics,” locus was shilled wr the polideal sepect o depemlency, The
consolidation of decolonized new, tormally independeni stares wus one major reason for providing
dervelaprient wssistance, sl only rom e Tormer colanial powers, bu also foe other dooors.

Tiar Sweden, thers was & strong crnphasis on the polilical aspect of dependence, &g in supparting ¥ietnam,
Laos and Cambodia during and abrer the war against LSA and ity allics ws owell as Cuba, Chile belone the
military coup and Nicaragua, In particular, the stenggle against apartheid and minarity rule in southern Africa
wite supporled thromgh the Rbergiien mgsernents snd Limgge ail programmees in the FPronlline Stawes.

N b heeoane increasingly clear, owever, thal many of Sweden’s recipient countrics have developed a major
e form of dependency, ie aid dependonce, incduding wost Adican cowies, Bangladesh amd Daos, This Gl
has created an embarrassing dilemma for aid donars, who ars hard up w explain how their aid programmes is
hiwing an fmpael Wwands sustainuble development, Deh redicl, wid coondimslion and programme wid with
some form of policy conditdonalicy is seen by moest donors as the way out of this dilemma, Conservative
analysts and aid critics who sec did g~ pun ol the peeblen rather than the solution propose reduced aid and
Inereased reliunce on tTes markets and incendvey for povate invesimenrs oy e solulion.

At iy commonly believed that ald dependence is increasing in muny comriss and that i leads o reduced
incenuyes for domestic resource mohilieation. distors the allecaoon of avalable resources and undermines
Ches Teedinge of responsibilivy among politicel decision-mukers, and henee alsa scakens mitionas ] govemmamee,

This stucky weill revicw and discuwss variows indicators ol aid dependencs, e

- nee aid transters/CLIP

- nsk i ramstors por capila

- andfaovernment expenditures ult, revenues
- alfeaporL carminge:

- il invesinenly

- akdfimperts

-ele

There s ne aenerally accepted definiton of the werm aid dependency. Diffcrent definitions are wsed to ilhusteare
defTerent sets o prablems, making 30 al) the mote imporim] ksl Cy whal is meanl, 1 apppears (i defmitiony
cannot be based on quuntitacve criteria alene, since dependence: characicnses a type ol hehaviour, moet jusl a
shale ol imaneial insolveney, :

The Murdwimental gquestion is whether there esiss g etearly wnderswood cansal velationsbup betseen the aimaunt
af wid and dhe development objectives, The relatmn botaven gid amd coomomic prowth s mol been
conclusively claritred by econcmetric analyses of cither methods, Both positivae and nagative correlations huve
heen ohserved, and the egusal direetion of any correlation 1s impossible me prove. Aid iz likely to he ar least as
much determmined by nead as by proven productvity in growth terms. depending on sach donor’s political
preferences. IF there s no clear relationzhip bevween aid and growth, there is no aid dependence for achieving
prow Ll objeclives cither. '
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Thug, defining aid dependencs mplies o theory of ad and devlopment. One such theory or sel ol theorisy 1@
the gap theory, based o zrowth modzls such as the Tlarrod-Domar model. This can be used to define ad
dependence i lenns of closing the omesdraning gapr, be 10 savimgs, Rreign exchionge revenues, Moty and
White [ 1993) nsed the tan-gap model to develop the following definition of aid dependence: * an economy is
aid dependent it ir is not moving lowards a position of sell-sustoined growily, tht 35, gither ol the e or
aavings gap is not chsing ™

The macro-ceatomic mechanisms by owhich aid dependence can increase or decrease are relaied to savings.
investments. exporls, imporls and pricey, Rolaive prices will chamge and sl the allocatien ol resgurces and
patlerns of consumption and invesoment. One of the factors that will affect relative prices is aid. The theory of
Dtk Discase caplicily deals wilth the effect of a boeding seetor on the relalive prices of fradable and nan-
truclable and the resulting affects o the cconomy. Aid may canse effects similar to the classical Dutch Thsease
b ciwsing real approciaion of the eschange rle, inereasing relative prices of the nea-irzdabbe secwe and
crowding ouc rradable sectors of capital and labour mackets,

On the other hand. aad 15 tocreasingly condittonal vpon economic palicy reforms including larpe [nirial
devalualion, which counerset the gbove tendencies, These effests have been apalysed Dor sonoe Seedish
[Frogramime countries inthe SASDA reports in 19494,

Orther econamic aspects of aid effectiveness and dependence are those concerning the incentive structure. eg
hudlges solicmne withy weak dncenlives Tor cost-elTectiveness. Another aspect 15 dependence oo technical
assiatance. A special form of aid dependence is that of inereasing indebtedness from ald-financed credits,
eypocially in conjunction with tod aid, as i the syswem of mised eredils at concessional wrms which Sweden
has been incressingly applving in recenl vears, Infhis conneciion, eehnalogical dependenes cregled by aid-
linanced sx sems should be considered.

Sustainabilily is a key comeapt in daltning aid dependence. Reducing dependeitce must mean maving towards
swstaimability, This should melude not only macro-ceonomic aspeets, bl also strcta | ancd cnvireqemenlad and,
not Teast, pelitieal wnd instiutional canstraints o sustainable development. The smdy should not only take
aceomt of the guanty of aid in relion w domoslic resources, e alee Lhe way in which 0 alfecls the
hehiviom ol mudlivical-decizion makers, instiwdions and the markeis Tor goods and services o the country
dependence shauld thus not be defined by o fisure but muy well be describod by o number of qualitative and
(uantilalive chartaelerisics.

The study shoubd consider different methods of reducing aid depandence aldng international exparienca into
consideration, Strategics Mo difforenr propramne cauntries far Swedizh develomment cooperarion shinld be
disenssed and proposed, as well us more generalized approached to reducing aid dependence,

The swudy shall:

1] dhiscuss guantitanve as well as behavioural and qualitative ceiteria for determining aid dependence,

2] examine different types of aid, such as iechnical cooperation. God and unticd Grancial guisiange, granly
anel losng reouiring different vepay ment or connterpart contributions, from the poinr of view of whether
ar not they may inerease or decraase ald dependence; # briel wview ol dependence priblomy with
regard to assistance via NGOs shoald also be given:

&1 discuss toowhar extent or under whar conditions the ongeing shift from convenrional forms of @id ta debt
retied and alance o payment supporl led W policy concilions migy comtribue o o lesseming of aid

depandence;

4] suggest methods to improve sustainability in development cooperation programmes. from g lhnangial
pring of view os well as with regard o other development objectives laid down by the Swedish

Hirhameni,

The study shall produce o preliminary report by the cod ol Seplember and w Tinal repor by mid-November
19435,
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PREFACE AND ACKNOWLEDGEMENTS

Allemping fo write showt i comiry such as Tanzania, on the basis of two months exposure w its problems with
three weelks spentin the countey, remains 1 highly presumptuons sk bodering onimpertincoce, My remerity
in umlerieking this slody an Ald Dependence at the invitation of Gosta Ederen, Deputy Director General of
SIDA. must thus be viewed as a part of my own self-education. My own dotg vears of audy dnd dirget
crproure 14 the pathilogy of wid dependence in Bangladesh over the Last quarter of a cemtury has provided me
with some insights an the subject of aid dependence. To he able o draw wupon my limied kmewledge of
Bangladesh to study another counuey such as " laneania, T romoved (tom Bungladesh, was thus o unigue
vpportunily [ e b brodden my knowledge of the sobject by looking at the shared elements of this highly
problemane relation between dunor and reciptent in particularly aid dependent countries,

Undertalcing this task within G0 moanths was, for me, bollean sducation and o challenge, Whilst my educalion
lias been of immense value to me ! am less sure if | have heen equal 1o the challenge of cuptaring the essence of
the Tanzanian experience witl their donors. Tancania’s conumumity ol development speeialists s excopticaally
streangg ancl there i Ll one can say on thele experience which has not begn covered in an exceptionally fertile
literature, on the country, already in place. | would thus seek the induleence of those Tansanians Tar more
couipped e revicw their own realily than Hes wilhin the cupacity of an kinerant Bangladeshi. [ hope however
Ut the Tanzanians may find some elements of interest in my comments on Bangladeas)s™s encounter with sid
dependence, It wauld he moce saeful i1 wigether stk Uncaniom develgprment spoecialisls, we could review our
shared experience colleclively, Such a couperative endewvour may help us o evolve a more senaible and self:
respecting patten of celations with our ail denors than has been the Gise so Tar, We should, 0 misguote
Shakespears’s fuwlbes Caesgr, remomber (hat, “the fault dear Brutos Yies not wiah the donot’s but in cuarselves”
Whilst there is much in the present paper which may guestion the role of the donoes in bl " Taneanda and
Bangladesh, a1 the cod ol the duy we must hold owrselves responsible for netther generating a sufficiency of
diamestie resources to buy ws anwnomy over our development agendas nor independence of Lhooght 1iosel our
oW pobkkcy directions. : '

Ackoowledpenienls

In prepanng this stwdy, T wauld Bhe w acknowladge the frvaluable contribution made towards my edocation
about Tanzania. during my twer visils there by all those Rsiein Atmesoee 1% ol This paper, For someone with
such o lieted cxposure 4 Tanrania, had not all those people given so freelv of their time o help deepen my
understanding of the Tanzanian reality, T would have wunderstond mwuch fess Tonn my Hiodieed sudy ol the
literanre presenced in the babliogruphy, '

Whilst it would be iovidious we singbe oul particubsr peopls Trom those Bsled in Aonexure 1%, [ would be
remisa i D did ool scknowiedge my speciul debr o Mwatimu Julius Nyerere, who, long before 1 had the
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privilege of weeting him, bad mede e and iany ilees of my genecation, in the Third Warld, aware of the
Tamzzmian expericnee. My association with him during his inspiraticoal leadership of 1he Sooth Comnission
and my racert meeting wicth hinyan Dar s Salaam in August, 19935, were particulaly educational, Twould also
Hke 1o speciully acknowledge all the assistance 1 received from my old friend Prol. Sumoel Wimgae who,
togather with Prof. ¥ Sembora, arganised 4 joint seminar of the BSRF and ERB. duging my Suvgust visio to
Tanzania. foe me to diseuss the theme ol aid dependence, T am also moest appreciative of the oppuoriunilics
provided by Prof. Wangwe Mor me oo atemd some of the searinars ergenised by the ESRE Sam Wangwe has
baen Kiwsien to me Tor mgmy years amd his insightlul writing and views on Tanzania's development have been
anerher source of my inferast in Tanzania. A further sonrce of my education on Tanzania bas been provided by
the late Amir Jarmal, who Y invited o Bangladesb, inony capacity a5 President of the Bangiadesh Eeonomic
Asstcialion, ds far back as [985, w share with some other senicr policvmakers from other counijes, his
axperience as a Minister of Plansing in Tareania. My rogular mectings wilh Amie Jamal, during my visits @
Crencva, comiribuied greally o my cducation gboutl Tanzania 2 mouch as about the struggles of the Thicd World
in assertityg isell doring the Vhugowy Round negolistions, Hiz commiomeat botl o his country and che Thind -
World will always renin an inspivition to me, 1 would also like to acknowledes the cppertunitics opencd up
tar me by Mr. ML Devani, to meet with tae Tanzanian business comnuniiy which provided i oan valuable

]‘.rcl'ﬁpecti‘r'c on the Tanzanian coonomy.

Aoward of thanks woulill wlsa be inecder o another old tiend. Rober Syles, the Director of the Bricsh
Crommeil in Tanzamia. who made ity possible for me w meet socially, outside working hours, with a wide rangs
ol inlTeennal Taweanians, as well s people from the donor commmunity in Dar, who greatky added w my

unilerdanding ol the Tunzanian seens.

weouldd b reniss i Ddid m ackoowledge the help | received from the SIDA mission in Dar Es Salaam. Trik
Rorsgren in partdenlar weus particwlarly helpful i both sdvising me onsail relalioms and in amanging oy
meclings. Bul the special burden of organisiag iy hectle schedule in Dar Es Salaam fell on Mre. Marieta
Lorusy, who spent many howrs attempting to arrangs my appeintments o which fremain mess gra:ful,
would ke fo offor my special thanks o Gos Fdgen, of SHA for providing me with the opporunity tor
decpening my vnderstanding of the nature of aid dependence as well ws 1o Lars Johansson and Dag Ehreoprois
ot S113A tor their supporc. T also appreciate the comments of Roger Riduell, of the D04, ono oy paper s well
a5 the commients provided by those prasenn al dhe $IDA seminar in spowbound Skeppuatholmen at the end of

Seorvienhor, 14995,

Panally Twoull lke wacknowledse the suppat of my associales ol the Centie loe Policy Dialogac, Dhala
in the preparation of this study, Special mentien must be made of the invaluable research assistance 1 recerved
Cremn bath Aninnl Hague, Rescareh Associale, CPIY and Anisar Bahman, Ressarch Associate, CET. T would
also hikye o recosmize the research assistance provided b CPDr Rescarch Associales, Shahoaz Kodm and
Darothy D' Costa. Twoukd alsa lke to ackuoe ledge the enoruoos Tabours in prepading this vather Lirge paper
“eoniibuled by our word processor operators, Hamidul Tlogue Mondal, Abdul Quaddus and Tbeahim Khalil,
wha worked regularly till after 10 p.m. w produce the maugscript for this suly.
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EXECUTIVE SUMMARY
1. Introductinn

I the early phase of decelonisation and afier the end of e Secood World War, Toreign aid in the form of
eaternil resource flows wi seen as the panacea for the develapment and transfarmatian of the developing
councries (D Add was then deemed neeessary Tor bodging o savings imecatmeot sap and the fmipon

cxport gap, The post-colonial stutes presumed that the advaneed industeiul coumeries {AIC would provide aid
ta bridge the twin gaps not only out'of a sense of mocal chlization also by tha motivation of the Keynesian
arthidoxy ol that v s eaport o capital s afd e the s would wlso siimulace and sustain the
development of the ALCTs economies themselves. This shared vision of a2 mowally benaticial partnership
berween the DCs and AICs has, oeer the veaes, dissipated wsell While the donors have developed o thear
nnils a scnse of doeepr disillusivnment ever the Timited mramslormatery impact ol three decades of aid Nows 1o
Lhis 13Cs, the s on e other hand have a growing feeling in theic minds that the aid relationship has forped
new pattarns of hegemany by the North aver the South which has compoomnized the sovercimty of Tlard World
atales TS Ve erodled the Tegilimaey o their regimes,

Aonew school of theught has emcrged anumgsr social scicotises T both Sl and Sooth which agues Ul
ail hus hecsme parl ol the problem and not the solution to the development needs of the DCs, There is an
element of aid fatigue now rife within most donor cowntries ond pressane has been msounting w bypass The slile
in delivering ad o identified targel groops wilthin the comtdc:. This deleroradion in the aid climale hay
encourired aid bureaocraeies (o become more assertive over the terms on which awd shonld be offered which is
turther compromising bath the capacity Tor governunce wittan L05 and aaeravaung tensicos inothe donor
recipicnt relattons=hin.

It is in Africa where this sense of uncase witle the il relutionship haes beeomme particalaly aggravated aud
whoere prowing aid depoendence is justaposed arainst o deteriorsling econamic situation, A massive intlow of
danor resoirces and proswing expasare o donor sdvice bas Gaaled i reverse s delerioraion inohe ceonomics
ol w greal number ol Afmcean couniries. This paper addresses the sources of the dereriorution in the x1d
relatienship by examining the pathology of aid dependency and donar pelicy in the specilic comest ol
Tanzania, and by eelateng this s the capericnes of Bungladesh.

2. The Congepl ol Aid Dependence

Aid dependeney can be coneeprualised as o structural phenomenan which derrves from the incapacity of the
gconamy o react o external shocks, Tnoan increasingly interdependent world ol more apen ceonomies,
esternal shocks impier more severcly on structurally  indiversilied economies which are particularly
chiracleristic of tha LICs, External dependence has thus emeraed as a consequence of this staie of sieuclucal
atrophy. Aid dependence has, hovacver, wo be seew in the wider conlest ol exiemal dependengy. Thus. #id
dependencre for g couniry todiy muyt be situated within the chanaing stroctural featares of its economy and
wilety, os well s i interface with the global wading system. This inercascd vulncrabaling of mumy T8 0
external econamic foeoes bas, nooerm, e tooo hss ol aulomomy over (helr management of Lheir economies
which his compromiscd the political authoricy of many Third Warld regimes. This erosion of domestic
auwthority fas accentuaied the cnisis of governance which was part of the orpinal problem of wd depeodence
and now remding a critical factor in s perpetugdicn. '

Liwsking al wid dependence in both Bangladesh and Tanzania as a steactural phenomenon, we may note thac
Bangladesh has managed ta diversify its coonamic and export base somewhat in reeenn vears, 1 bas il up
sizgable markel Toc iy ciport of readymade garments (RMG) and migrant Tabour, This hus served to
moederitely redwee s dependenca an aid but has =61l left Bangladesh volnerable ta trends in the glohal
ceonnmy. In comrast "lasania™s ceomny remaing lamrely undiversitfed cven todiy which leaves il ouore
vinerable Wwddy Lo the flucloations in aid flows than i did in e 19705,

In many DiCs, forcign and provided by deaors (o Arance development bas indeed gl been very efleelive,
particularly in the TICy in contributing o the transformation of their economic structures. The move by
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tunies to provide free foreign exchange under the aid budged, i the Gorm el anmpert Support programimes, may
have comirbuled to s delerioralion inthe efforts of the recipient countries at domuestic resouree mobilisation wx
well as to generare domestic cxporls, Add Mows, particularly in thew current forms, thus cacry the potential of
apgrinviding hoth the budgetary as well ay the extermal resouree gup. Programme lending has, in practice,
rended to erode the capacity [or cfeetive gevernance apparent in the weakenad 2fforls al doneste resoures
mohilisution by appravating the loss of ownership over domestic pificy-making. Weab povernance has thus
become in-built in the gid relaionship, In this caviranment of growing aid dependeney, public oticials Mnd 3,
ware proditable to negotiate aid intlows mthee than e mobilise didoestic fesources o o mManitcr project
implernentativn aml iimpreees the management of completsd projects,

This detericeation in governance capacity has promplid The wscendaney ol 1he donoes in influencing the
macTo-coumamic tineetion ol the cconomy. This process las further aceenluded (e alrssdy pro-aclive ol of
thte donors evident In the micro-manggemenl. exercized by them at the project level, The erosion in domeslic
governance capacity has contribeted to the waak impact of donor driven policy celorms o many LICs, In the
19805 era of programme bascd lending this phenomenon had, we have noted, not yicldod particularly
satialactory economic results in many s Paradosically, this poor develapment petformance s led o o
gven mmore visible proesence of donoes in the DCs rather thian o pricess of withdrasal and rethinking. The
arowing hegemony of the donors ovet the policy design and direction of DC econornies has made Thivd $Worll
wewvermnents Teel increasingly disconnecied D the relonn process. The palitical leadership o many LICs
hay thus appuearad Lo their citizaens o e subordinated to the ideological agendas ol the donors and Iocal
bureaneracias appedr to be wnbeddid in rebdions of inomacy both with dogors and business. Thiv has
esniribuled o the correption of the state throogh its grudusl pivansaion. This symbioce deterioration in both
movernance and [he counomy bas caposed the aid celadonship to discredit and poysible airition within the
donor countries. This process has generaled demandds in both dones and Third World countisy o a
tundamenlal rethinking of the ad relationship isell, '

3. The Macrocconomics of Tanzania’s Aid Depencence

Upto the mid 1980s, Tanzania had muinidined o cameity (o linance s development budget though this
capacily declined progressively from the 19705, Aidin the pro-1983 peniod also played a much less siznificant
rale in underwriting e recurrent aceount deficit, Inthe vase of Bangladish, aid continued to linance over 705
af the development udgel (hronghowt the 19705 and 19805 rising o same years 1o over SEE.

Friwn 1956 guwamls, aid Onance, came to exceed ol develomnene expendituee (TDE) in Tanzama, rising
from 120% of TDE in 1946, when the Government of Tanzania (COT) sceepled (he 1es ol the Foeonome
Reform Frogramme (ERP-1) desiged by the Brellon Yoods Tostimicdons (BYW, to L70% in 1993-24,

Friom the 1970y, aid 1o Tanzania in the Form of tmport Support was designed (o service the Tuller utilisation of
tmstalled productive cupacity. and 1y generale seuntecpart funds for finanedng domeslic govermneni,
gxpendiune. However, these counterpart funds were nol alwiys ftheaming,

Nolwithatanding the failure to fully realise counlemar payioents, the Tmpart Support, in fuct, begun to play @
erowing Tole in financing Tanzania's recurrent budgel delieit as between the pre and past TR period.
Consequently the share of rogurment expenditurs i total expenditure showed an increasing tremd whils
development expenditure declined bodh in absoloe and reladyve werms, This fallwre to expand the productive
s Ll ke scope for diversiNeation of the econony, T some exlenl the aceess 10 atd fuads also helped to
finance current expenditure in Bangladesh. '

Add o Tanzania has also conwibuted o sustain o consomplion o thresagh the Tree flows of imports.

without any corresponding sureein the import ol capital goods (het of transport equipimenl, in real wrms), This

5 due ey the Tt Lhal imparl support has been accompanicd by g domaer driven agenda for rapid inport

liheralization. This process has Nooded the demestic marker with imported consumer goods. This lremd has

undermined the viahibity of many local Indesiries which buad, in the last decade and o half, been nurtured

under a profechive trading reginie. As a result many local industrics bave had fo close thair doors oe 10 reduce
© their capacity use,
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The Incraase in the share of recuTent expenditure in TPE and the share of consumption-related imports hag
cxposed Faneaniy o a gradual dectioe in its rate of gross domestic savings (GLSY in relution e GIP Che
decline inthe grovern rate of G has been paralleled by acdechine in the external resource gap' QDI ratia, The
deterioration in Tanzania's GDS and the rise In the exlemal resoutce wap preratbels Banglodesh expenience in
[his T930%. Hawever in recenl vears Fangladesh has managed to reduce irs external gap through sxpanding ils
caparl carnings.

There is a positive but weak 1ink between aid und O growah deriving from the low prodoctivity of aided
predeels. Whils! wid may have had a cather mndest impast on Tanzania™s fluctuating economic Garlunes up b
L85 there i litde doobi thar much of the revival ingreoweth since 1986 can he attributed o the signiticant
inpaoverment i aid floswvs, Tn actoal practice, during the period of reforns and genevous aid Mows aller the
BRI Tanwania’s coonomy, placod in historical perspective, performed (235 impeessively than may have been
expected. :

4.  Realizing Sirueciorad Change
(a) The Ecopomic Strmcture

There weas litle m the way of siewctural change realised in the Tanzanian economy which could conrribute (o111
diversiticidon, Ag ropaeds the structimal change in the manofactueing seeoor, 115 shace in GOFE, expart fell
considerahly from the late §9704 to the early 19905, Also the value of the investment in manofacturing el The
inereis inoatd throwgh the OIS, targeicd we nnprove capacity wse amengst it other uses, thus did nat make a
creat deal of difference o the manufacturing sector, The manufacturing seclor is woday Deed with the prablem
of luck of effeative demand, due both 10 the poverty of the population and to excessive competition frem
et impporis, which comiowe o come it freely under the OO sesiem.

Tareimins inabiliny e diversily s peodostion capacity and s export stracoure impozed both a balance of
Py Inents consteaint an ies geowth and as exposed such orowth to o high degree of instubility, Vhe poverty o ils
il ceonomy and the mporl constrnlarising oul ol s week export hase has, over the years, underminad the
Basic Industrial Strutegy (BISY which underatole Tanzania’y indusiialization drive in the 19705,

Buth Taneania and Bamgladesh inilially abempied o diversily their ceetomics trough development of the
manufacturing sector. including some investment in both Wntermediate and capital goods, Though their strulegy
dicl inibae woane indusitialisaion, incluwding diversdlicauon of e export base, the diversification of the
manofacturing buse wis constriined by the smaller size ol their demestic markaets. Bangladesh has owever
hren more suceessifill in diversification of its manutacturing and expart base than has Tanzania, Bangladesh
las in he process imamaged (o reduce its external dependence doe oo the develapment of an entrely new expuort
industry, Readyvmade Garments (RMO, which, along with migranl vemittances, bay led toasigmlican). grseh
10 cxporl carmngs. in space af & decline in the export earninegs of s once dominant jure industry, I contrasl.
Back of diversilicattimm i dls expon base b el Paneania, in 1995, 05 dependent an primary commodicy
exparts as it was during the pre-wdependence 2ru. '

For over a decade Tamgania has been in chnomie deficit even in i reeurrent bodaet, This has Yepe its
development process much more externally dependent than iy the case in Bangladesh, which can today
tfinance a larper share of its development budget than B did @ decade ago, The decline in the proporion ol
Tanzunia’s developnent bodeel, which is underwritten fram domestc soutrces, sevarely abridges the control
ridaineed by The hosh govermnenl gver s developrment prioritics, leaving ic bostage to the priorities of its aid
donors,

The prevatbing orthedoxies whicl condition denor thinking on development policy do net include any
initiacive oo diversity the Tanzanian economy. Since there has bean little growih in dhe Tanzoinio ceonoamy
ion Lhie ot decade, 10 s hardly an abractive place Por direst forelgn ivestment (DET), which o the lase five
vears hay been virually nepligible. Bangludesh has alse beon very ansuceessful in drawing upon DET @
diversity its sconomy,
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(hy Thesocial strociure

Realising structural change is not just & questton of changing the siructure of the economy but depends on the
social sirclores which drive the foroes of ceonimic change. Bolh in Bangladesh and Tansmiya, m the pist-
colonial phase, the state came o play a paramount rele for the direction of their respective economies, This
ascemileney ol the state was due, inono sl mweasuee, 10 the tact thar the embrvonic or even non-egistent
indigenous bourgeaisie in these conntries were largely incapable of filling the econamic space vacated by the
theparling crpuiriale busioess commmity, In this cnvinenment, the presactive or desnengdc stale cmerged o Gl
the entrepreneurial vacunm. The weaknesses of its native bourreoisie are now constraining Tunzania's etftorty
o downsiac the state theourh o process af privadsation. The main beneficiaries of o BWT-driven palicy of
privatesation e2main the Asian community which had raditionally been dominant in business in Tanzanla and,
i recoent voears, some fneien capital lagely ontrinaibiee irom " whie” South Alrica.

Thirugh the process o mdigenisation ol the Tameanian sesasmy theoagh oalivnalisution had 1L been
particularly suceesstul dve te the weak pertormance of the parustalal seeton, a policy of privalisatien could
toduy become counwer-productive af i cesurerects local fears in respect of the cestoration of Aslan dedminance
over Lhe economy. ¥oves W counteract the public perceplion ol Asian demmnimation by bringing Aldcans ol
busingss will necd Lo esplore nweees structord and insuiational rather than policy-based solutions which iay
demand a more pra-active role by the state, 1 any Tutther Asianisalion ol The Tanyanian coomomic space
remaing politically unacceplahle in demecratic Tanzania, then, In the absence of more innovative rethinking
over the role of the state, structural atrophy remains a likely prospect Lor Tansania, The Asiuns” Investiment
behizvion, opting wore T trads rather han indusery, stll remaing influenced by the nationalisation of their
aszels in the wike of the Arusba deelaration. Tnoun wapurl-BheeslHsed ceommoy which hes alveady Led e the
closure of many Asian caned indostries and wich the growing African toars over the revival of Asian
dominance, Asian troders are hardly Bhely 1o be enconrzel e mansfome theoselves inte Vansanian

industrialists.

Gangladesh too, at the time of I liberation in 1971, inberied o weak entreprensurial class since the local
ceonony wias lnoely donimaed by oan oxpainiale bosiness commuoity. The sudden withdreawal of these
cxpdriates brarm Bangladeds on the ove of independence left behind many voenantad busioness which were
talen over by the state which led wan overriding prosenee ef T shate an the “rodern® seetor o e economy!
Howover, in contras o Tanrania. Bangladesh was able oo develop some local entreprensurial capacicy by the
endd of the 1970y, which spearbeaded iy cwn process ol struetaral wansformation threagh investment in the
BN sector, The smaller size of enterprises in the RMG industry mike Tewor demanids on cnlrepreneerial skill
and resowrees sinee exlemmal markels lead been Tarsely poaranceed due o the guotas available to Bangladesh
under the Muli-Fibre Agresment (MEAL Such a guaraniced markel may net survive when the MEA s phised
aul in the nestdecade as a consequence of agresmenrs reached under the Utuguay Round of trada nagotiations.
Criven the lick of backeand jniegraoom of ils RMG indusoy. Bangladesh 1z muach less equipped o compete
with the lareer. more diversified, cheap labour econonues of Indiz and China in o quaosta-froe trading

crvitonmcenl.

Whilst the emergence of a private sector, arcund the RMO sector, presented lew problems, the privolisalion ol
stute-owned Industrias in Bangluwlesh remaing G morne problematic. Over 30%: of cmerprises pavatised in
recenl vears reman closed and many more are in bad shape. Indiscriminate faith in privatisation ds 4 panicea
e stinulating the veomseny could Lhuas be mesplaced i local entreprencerial capacity remain incapable of
taking aver such enterprises and running them mare efficiently thun the public sector, T hus, ian industrial
pulicy which is tictated by the wvailable capaciies of the peivate entrepreneurial class and donoe-imposed
tnaction by the stute could turn oot b he g recipe Tor slrociued glrophy or al beas) retardation of e pace of
atruchural change, in barth Tanzania as well as Bangladesh and indecd inmost LICs.

5. The Raole of the Aid Relationship
Fhirses of e cid velafionskin

The unsatistactory outeome from the provision of forgign aid has contribuled 1w The delerioralion in The wid
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relationship. Tt i< therafore appraprigie o oow examine this relutionship.

Tanzania™s ald ralatiens may be divided in three phases, each with same element of overlap:

i The Tirat phase may be charactertsed ag the peced ol fecal ownership, This wias g period when, alleeibe
Arusha declarution. even the WB, along with other donors, embraced the vision of Mwalimu Julios
Myomere af sell reliance Tor Taugania, In contrast o the weainenl of Thneania during the 14705,
Bangladesh’s attempt to pursue an agenda of state-led growdh, also in the early (9703, was exposed 10
mch harsher treatment by the deriors. '

1l The second period. araond [3R0-80, may e seen as a period of confrontation berween the GOT and the
donors as o whe was in charge of thes aid relationship Bven thomgh the Panesanian coomomy poerfommed
ety in the Late 1970 (he GO declined o acvept any ideolosically-driven conditionalities attached
to thelr 21d. This sranee of Tanzanma waz, o a small exeent, similar oo the case of Bangladesh, when the
thean Prime Winister of Bangladesh, Mujibur Rabrman, velused gid sleced on conditions deemed 1o be
prejudicial o Banpladesh’s sitategic tterests. This defiance led eventually to a coneraction of aid floas
and gevere strams on the coonomy. Tanzania, bowever, Taead up e ez with the doners belween
1943 84 by carmying ough its own economic recovery programme {ERPIL. This programme
evenmally became the basis for the renewal of its relations with the donors by 1986 when the World
Bank underwrcte whal was kmewwn gz the At Heonomie Recvery Progrmnme (ERP-1Y, Lee contrase,
Banghidish, afler a change of regime in 1975, embraced without demur the policy prescriptions of the
aid donors,

i, The Nng! phase of Tanzawda's ald relationship associated with the pose-ERP era 15 one of donars,
patticulacly the BWIa in the ascendanl and Taneania 1o the role ol wker ol wid and policy dircclion Ower
Lhte bt Lweo ddecinles, the domors higve also ledl the dircclion of paticy reforms in Bangladesh to the BWT.

Expasare o a decade of BWT-led relioms in Alnca his, however, Ted 1y o new phise of concern over the
prolacted stagnation of the retorming economics, inclwding tha of Taneanie Tnothe mid 19902 wie ane
withessing vt another phase of doms Godgue, The aid relatonship has pelronised  ove siccessive
developrmenl paradigms, the state-led and the market-driven reform process. The outcorme of both these
models failed w impress the aid donors who bave become progressively more disillosioned w»ith rhe aid
relamenship,. Howover whilst dhe carlicr sicglopies in Tamzanda were lurgely home-grown, the inadequate
risulls viclded by the BWI reform agenda puc in place over the last decales derive Tromn @ Far moosee domnia-
delven reform process than was bitherss the case, ' This loss of ownership has e some extent delegitimised the
Tanramian stale, which has in (uem compromised the reform pracess and contributed o the perpetuacion of aid
dependency. A similar, more dorable loss of ownership over s policy agends over the Bisl decade
characterises Bangladesh’s relationship with i donors, This hus persisted even in the 19905 when
Hanglinlesh™ aid dependence was bess severs than in the 1950,

The outenonmes of the refornn agenda

The main features of the awcarne of The domor-drives reform process in both Tanzania and Bangladesh are
it soed bolise

i The BWIL, through their escalaed volume of prosvumme loans, asctually coniribmed  owirds
aggravatng nnhilances on bih the bodgcory and sxdemal secoune which has hardly conceibuced to
rraimlaining sl disciplioe,

i The growth it medaey supply, over the last decade, Bas in Gel been guits wsiained in both covatries, 1o
Bangladest e dewand Lecimeney o the 19808 remained largely diiven by the increasing deenandd fon
credit fram a growing privade sector ata tinne whoen the rele ol The public sector in the 2conomy was
besing clovenizel.

Lil. Financtal sector relnrms have run into semous cdifMienllicys in hoth couniries as there hag been lrle
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headway in recovering defaulied loans from both the pablic and the privide seetor, Thers 15 @ need to
aclelress irsues of governance which largely influences the degrees of discipline in the management of
Lhe finaneiil svaeem and promares a defanlt cullore amongst orwwers,

1. Exchung rate reforms have served well to reduce the distortions in the coonoms as wall as mimmising
the enormous seepe for public amd private renl secking. B the Taed thal such policies have had a
favouruble impact on promoting exports rmains debatable. In Bangladesh, at leas), expor. prowth hay
tended e be inflaciced strongly by the Mueloating levels amd composilion ol global demand as well as
supply side diversification which intluences 115 export capaciry.

V. The Necralization ol mmporls may bove become counter-prodoctive in both countrics througsh s
negative impact on peivate industrial invesoment and by andeeminine the siability of s nasoent industrial
sl

wi.  The lberalisation ol price controls made public institudony in Tanzania more seositive to commervial

considerations. But it may have done moes haem than good we the poor and sl Gavrners o both
cowelrivs 1F prive coimal s wiewed as o distibulive decision and not just an issue of econamic
efficiency.

vit.  Clvil service reforms have barely touched dhe fringe of the problem dwe to the reluctance in bath
counlrics ol electra | aspirunts operating ina plural polisical svstem to challenge the collective strength
of créll service nnions. Thus donor-driven administracive reforms remalin an unopencd Pasdera's baoy
where sensitive ainh democratically mandated solulisns will hive 1 be endogenously designed and

politically marketed.

vitl,  As repords public enterprise reform, the BW [ have committed themselves w its whole-sale replacemen
by Lhe private sector This commilment 1o downsize Lhe st secler, whalever 1 level of perlurmance,
has led to # scricus deterioraiion in the morale of public sector cmiployees, As aoresull the qualily ol the
public: servants and the sustinability of public insitutions s degenénded exponentially in both

CrLnEres.
S congiffongdilie

The very notion ol conditionalily derives fron the belief that the host country is unwilling andfor unahle 1o
underiabe a proposcd set ol relomms. In Fwen the attachment ol =uch conditionalies of reform w an aid
package, from its vory coneaplion, serves to erode Lhe sustainability of the veform process. The reform process
in boch countries has thas become a largely donor-diiven process with linle local ownershipe over the process,
Conditivmal aid ageeements are thus inercasingly coming Lo depend on the instiluionad ioperatives of hoth
side: trom the bureancrats of the aid agencies who negediaie the aid sooas O convines then maslees that they
have persiaded reeipionty w conhroce relomms; amd fromm the recipiont country butsierats who want 19 ensure
that an aid agreement has been coneluded which brangs millions of dollacs ino the counery. Thus commiunem
to arser ot eonditionglines has litthe to do with their appropristencss for the coutry and owe more to the privite
arendas ot the bureaocrats. The end resule of this collusive bureiucratic compact remaing the continuing
spectacle of defanlt owver condioionalities in both countrics.

Thre cseendency nf the BWEHn setring e policy agenda

[ rhe case of Tunzania mast donors, incloding the Nordics, have ler the WB and IMF 1ake the lead in sewing
the comditonalitics thraugh teir programme laans. In Bangladeeh, the BW1 and ATYB have no only become
the main agrents for the desian and enforcement of condiionalities b cllempr to persuade bilzieral donors 10
sign on W pardcular condinemalities, therchy enhancing the leveraps on Bunsledesh, atlached 1o The BWI

desipmid comditionililies,

The BWI have acquiced i ceelain primaey o their influence over the development agenda of the GOT by
Playing a role as wd coordinaer aod drongh their monapoly avar the documentation prepared Tor the sid

Project 2015 [ 18 Nida 19945




Add Dependenee and Danor Policy Rehman Sobhan

comealtanve meetings. Thele position has been strengthened by the ascembansy of the W0 oo the position of
lead donor o Taneaia in the 19905 The BW L plavs o simlar role inBangladesh. The problem is thal btk the
design of the refarm and the evaluation of progress are vested with The swif of the BWI, and thus tend 10 be
heavily weighled by their world vicw and analycal framesork,

fsnes of ovenerihip

3.7 Tn Bangladesh arempes have been made o develop an allermative perspeetive (o the Tiank’s dominance.
over the dovelopmenl discourse in such erganizalens as the Bangladesh Institute of Development Studies
(BIDS) and the Centre for Palicy PHalaguec (CPEE The CPLY has bean publishing an independent review ol
Bangladesh's development (IRBD) which was launched in 1995 with o revicw of the BW I-driven experience
of cevnomic reftems, The report s the first cfforr oo provide an endogenous source of inlonmation oo the
BC LI Y,

S The GOR, s owell as the GO hus, Tor all pracocal pusposes. dost control over its development
privrities, Tn these circumstances the complete avtonomy of cach domw over 15 own prects has now
intruded ine rupssing 1S awn progranime priorities over both countrdes, The imability ol bath the GOB and
the GINT Lo scl their own develommenl priorilics las macde a0 difliealt or ceordinate wid ac the micro level, This
has resulted in wasteful use of aid, through duplication of elorl and insdwcions] peoliferation. Tlowever
minimal aMfoels al aid coordination both within the government, with and ameongst ceen s donses, conld lead
to substamlial suvings o aid which could in Tael enbunce the voluome of resources delivered directly 1o Lhe
paot.

Tl peeens o viief

Boah the GOB and GOT have accessed a lacge share of their aid on sofl termy, The easy fomms on which buth
counlries seooesy ald i however ol withoul g price. Molwithaanding Lhe softening in the terms of aid, the sheer
volurne of aid being delivered in both countries has raised the weight of their respeclive deby birdens. Tn 1994
Tanzania’s debl/GDP mtio in 1993 stood aban ineredible 213%. Anather cost of "soft” aid is the custs Unal
accrue out of aid eving. The main cost of "soft” sid however romains e kverage 11 provides oo dooors 1 dictae
the policy agenda, dezign and management of their aid, There is thoy o wde-eF bepwecn "sall” lerms and
“hyrd” comdiliona litics.

6. The Role of Technieal Assistance

In Tanzania the share ol Techaicnl Assistanee (TAY 3 1otal aid has inoreased Trom 26% in 1785-83 w42.6% in
1992 In Bangladesh the share of TA 15 close toa fifth of all ald infloss, This TAcdy, howover, prlaying acoamier-
primlueiive role in b Tancaniza and Bangladesh becaose i undermines demestic capacities, distots Lhe skilt
wmurket and erodes ownership aver domesiic podicy,

Hore ‘Tuneania 15 slight better ofT than in Bangladesh o retaning its best people at hoewme, However, Tor
Tanzania s for Bangludesh, the price ol keeping lop professionids al home s w see thent absorbed inte the
elemestic cansulancy market. sustaned by donor-driven programmes of TA, Such TA-driven consullancy miay
i gl conribale we s rmisallocation of scarce wesources ineach country since the best skills in each couniry
remain invesled inowitng conswluney reports which aee largely onread by the GOB or GOT. All this time
ivested in donot-driven consultuney work has o high apporianity costin time divereed from teaching
respraisibilities, contributing o the domestic policy debatg efe,

In Both Bangladesh and Tanzania e new approasch ol the donoes sppears we be 1o coopt i flueocdal, technically
gualified burenuerats. This co-option of senior bureaucrats inwo the service of the aid dompes 15 naw withoul i
political problems since e swme ofticialy aee thon expeciod to negoliawe the meries of the same policy
reconnumendations made by the donor to which they hivve been party as comsullaniy 1o Lhe sume donuon

It is interesting o note thal Tansania appours 1o be rech better served than Bangladesh incinfluencing the
domestiec policy debate through such local organisacions as the Feonmmic Roscarch Burdan (BEIZY of the

Projoect 2013 114 ' Sida 996G




Aid Dependence and Bronor Policy . Rehman Sohhan

University of Dur Es Suloum and the Economic and Sociu] Research Foundation (ESKEF). Avempes 10
influence public policy have also been made in Bangladesh. N oremains o be scen i the recent elTors of tie
CPLY wdll Delp o resioe 1 developmenl speeialisis vy the poblic divngin whore they cin gsordise more
influence on poblic pobicy, Howeavar in the absence of o direct commitment by the sovernment, whether in
Bangladesh or Tanzama, o deawe upon it own professionals and wvolve them in the policy discowrse, such
it lives trom civil society will tend o be ruther limilad in their impact,

7. Aid and Governanee

The emerzing resource gaps on budeetary and external account, and capacity atteition in bath Tancama and
Banaladesh, rematn intimately Bnked o the gualivy of pocernaoce. InCTanvania sdrdmisirlive porfarmisnge

appedrs to have deterioruted, This iy appirent in Bungeladesh also, whers at the central, sectoral and local level, .

admunistratrve capabilities haee ecoded exponentiall v Whilst the inability 1o protacl real comes may be athe
roal ol this deterioratiom e adminisbrative capacitics, the problem goes mnch boeyand that oo general
breakdown ol the chain of command. where scoommtabilify disuppears and maintenanee of discipline becomes
impossille. Such a systém of governance seams doomed t collapse by implosion to the poant wheee the slae
chegrnerates inle institutionatised predation. Here the cellure of business, the quatity of govermanee and the
politicgl will o change bolh, remains mare cenlral e the resolutbon of the problem than o donor-driven agenda
of palicy reform. '

Tl fmpact of aicd

Wonk gowernance has inevitadly influenced the impael of aid. The WE evaluaion of s oid expericnce in
Tuncami found thal reiumms T mest ol Thedr prodectls were below theit ongloal espectation. Qul of ¥ ciuses
identitied for dhis poor performance. 3 of them were defined as governance-related. A similar list of
cxplanations coulld be cited 1o cxplain poor project pecformance in Banpladesh, In Tact inown aid depencdent
sirriely which freids aid ws a poliveal resauree Tor privale consumpion o Lot use 1o oblain partisan gain rather
than as aleng e imvestiment [ realiang coonomie transTormation of thew couniry, Tidle elforl s mecsted in
mwanaging wid meels cllectively, Thus, st of the administrative elTort s invested 1o negotiating ald, much
less in iraplernending iid projecrs: umed the least Ume s deployed o effectively managing the project once it 1s
catnplered. This disrored use of adminiarative tioe and political priocicy is o typical outeome ol an aid-driven
sysletw ol govermanes. TS thus ol sarprizing that in bodh laneanio and Tangladesh, given the high vodume of
wid recgived under prygramme Louns and the wenk ouleomes of thelr welom process, the WEs wpenda of
programme loans cannet be courted ds a grear success n terms of acceleration in growth or alleviation of
furverly.

8. TheAid Rekdionship

I thos coding hegermony L The BW aver il policics, Tanganii and Banpgldesh have Tollowed o roule s
familiar to mast L1Cs, For the Last 13 veurs in Banpladesh und sines 19840/87 in Tanzania, both the vision and
ils execution have cmerged fooun 1the donor community. The burcaveracy bas gradually, bt swilling!y,
simendered s aulhonly over policy imulatien o the domry, This disuse of their prolessional skills, along
with the diminudon in the exercise of authoriy, has made the bureaucracy into receptacles and then
Lransmizsion gpends for doner wlvice o the GOBC This relociance of the bureanerads, both in Taneanty and
Hanglaesh, 1o ke greater charge swer the direetion of public policy, hus serad o weahen the public
authority of the political leadership which depends on the bureawcrats Tor policy advice.

Thus A0 sppears that 115 iy, Taneaniin o Bunghclesh s i seck wr Jorge an independent ditecion inoits
sconomic policy. it would find that its capacities Tor autonamous action have become atrophied by disuse.
Onuee o nation reaches Lhis stte ol insllectieal paeelyses aid dependence ceolves Tionn anseinomic condition
inre acultueal phenomena which conditions the naticnal psyche.

9. Aid amd Democriacy

The aicd relatenship origingdes io the oawree of the sdate se T The noture of the sude a0 bolh Uimeeani aned
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Bunpladesh hae thus influenced the aid celancmshin. The ahseoce of pohdcal plaralism in Tanzania made dhe
syatern much Lesy semsitive o the weakinesses of policy o e GOV inglined ur ke corective meisures iyrainst
tailures of policy implementation. As a result. with the visible deterioration (o the Tunzanian economy in the
Fawes L9705, the denors emenged a5 the main chablenge o the autherce of the saale 1o farmudae policy. Ao,
when the BWLgsseried il hegemony over Tangamiu®s development agendy, hardly any public debale cmerged
an Lhis validily wlihis change in divectisn. To eeen limes, bowgser, elTorts o been made By the academes in
Tanzanii lo vegister some concern over Lhe negative imypplications of the BW 1 retorms, In practice, however, the
agenda now pur in place by the BWT and under implemeniation by the present GOT, remaing withoot elTective
challenge o e ahsence ol any poliically Eacked attempl sy design an endogeminsly-coneeived refonn
agenda. Al present, the private industrialists in Tanzama who are one of the principa victims of donor-driven
imperr liberalisation, appear o be cmerging as 2 polenlially inlfleential feee which might back some
allernative thinking an the teform progess, Bur the urgeney of this group o chunge the import policy ramains
weald as long os these same business houses can ot for trade o a more open cconomy 10 coumpensate e the
closuee of their indusoriz] capacity. '

In a donor-intluenced polity, as prevailed in Bangladesh and Tansama over somany yeaes, there 15 o Leggelilion
al poolicy debutes an develomment issmes or the slightest attempd e build @ democratic consensos behind policy
reforns 1hrough the medium of such debate both in the legislature and within civil society. In post-demeeralic
Dangladesh, parliament has unforunately never cowerged s an eflective grena Tor policy debule, The scenario
in Taneania iy nol dissimilaz, Faorelorm process is By be made suleuble, a policy dialogae must be put in place
with the initdative coming both froam civil society and the posesmment. In Baeeludesh, atempes have boeen
undertaken by the Centre for Policy Dhalesue loimiiise such plicy dialogues, Iniliatives such as this most be
el in Tanzaniz by using such arencics ae the ERB and ESRE

apericnce [rom the donar’s reaction 1o polls in posl-socialist Eutope indicates thal the donars prefer to put
their Tuith i their own vision of econemic reforms rather than the democratic concerns of aid recipients,
rezisrered at the polls. T space of bhostile segnals Troen the polls, host govemments are coeourigred o persevers
witl the donor-driven relorm process. This sends o confusing message to political beaders in both Baneladesh
and Tanzanin whe are seeking o eslablish demiperaic sysdems i the wike ol prolimged exposure o a non-
plural puliticul order

HL  Conchasion: The issue of self-reliance for Tanzania.

Anagenda for celf reliance Ror laneania calls Tor mire seoiows cflors (o find endogenous solutions which can
ke fuller use ol it gvailable produclive capacitias und professional skills. This implies:

A Hethivking of the feveloprent P.‘.'rri.‘."t:j{?ﬂ?

Redichesteialisuiion: The present policy ol capacity whilizalivee fn0 Tanzamia s perpeluding sluctural
atrophy Thig drsell 35 the root cause ol its mrowing gid dapendency. Tanzania thus needs to reactivale ics
preduction basethrough rethinking the pucs of i3 tmpent Tiherahisation stracpy and compelling those
parastarals with powential 2ostwinabilicy 0 sperile within the discipling of the markel pace, Using domestic
capucily shoold thus be accorded the foremast pricrity tor industrial growth and cxport diversificanion. EMG
lndusrries with o capacity Tor buckhward lnkupes seem obviows weas for inlervention, Invesiment in value
addition, pardcularly in the mineral sector, helds great potewtial Cor promating stuctural change ihraogh
induscrializatise vather than cxporting these inoa primary tormeAs wemseds civing Tangania’s maojority African
mwopuliaiion a mere posilive stake in the coonomy, it needs o be addressed diough a more pro-active sole of thie
public seclor in broadening equity in the cwnership of the enlerprises with the prospecl of Tutare divesiment,
This agenda coubd learn muwh Mo 1the Malaysion eapirionee of caewding the cmnirol of the Sheonipuieas or
[ewzal population, over the coonemy Tl sueh stde iniciatibves,

Clovernonee encd Add deprendency

a Gevernance und develapment: The desne of governamen needs 1o ke designad 1o establish the elfiviency
af public expendilure gnd enhamee domestic revenue motlisadon, Public enterprise reform necds o
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be considersd as part of 2 wider agenda of good governance W creare fiproved porfommance of
parastatals.nlicics healh services and thie patlic education system,

b. Esingge dlomprestio sy dn provliey meaiing - The relorm process must draw wpan the wisalth of pratessional
sRilla within the couniry. In this respect the role ol the ERB and ESRF can be institutionalised oo
pramote dialegoe and policy analysis. Laocal prolessiorals showld be weed 10 their fullest capacity so
that their work can b poe iy elfective nve in pelicy muking and in the political disconrse. Exiernal
capertize should be sought only when it emerges as a felt need articulawd by the decal cxporls, Such
imported technical csporise bould increasinely be acecssed o the lorellsctual resources of the
Sonth and pariicularly neighbours, whose problems are similar io those of Tanzania.

Promuting Folitival Cemsensis hehing Fofiov seforms: Parlinmentary committees,headad by members
ol The apposifion and supparted by a panel of independent local experts, should scoinize all refomm
propasals. ERB/ESRIE should develop a regular sehedule of policy dialogues al the level of civil society
Lo helpr cesign the refirmm process and o assess ity outcomes, The output of these dialogaes should e
exposad to public debate at the grassraos level toomaks the ordinary people wwane o public policy i
demecracy and e relomo process i« 1o be kepl sustaingble

o

d. The vede oof dlowrors: Dronoes showdd be caposed s these policy dislogues ot Lhe professional level and
consdtantly exposed s the vigws of denocralic opinien. Again,full public disclaosure should e made of
public documenc: prepared by the donors. Danors sheald allow aid coordinaiin o be e responsibility
of the GOT who sheald convene the annual comsulalive meelings in Tunzania where they should
mesen | their pregramne and policy agenda to the donors. backed by quantifiable targetls against which
the GOT s etforts can be evalnated, Some thoaght showld alzo be given 1o applying the coneep ol the
edeveliypnnend contraet which should spell ol the policy abligslions of the GOT in return for which
cdinors shoold commr thair aid programmes tor the financial vear, mobilize privaie forcign imvesimend
underwrittan vy commtments o accaess 1o the morkets of tha gid consartium membears,

11. Conclusions : From aid dependcence to seff reliance

Al dependence i mol Just wosel o mgero-sconemic fizures, but a state of mingd where the aid recipient
counbies lose theit capacity to think for themselves and thereby relinguish contral over the diteation of =i
pattey . Viewing aid dependency within this porspective calls Tor Tancania 1o lake changze 80 s own policy
agendas where the CHTL must work ol Tor iescl 1 throogh o process ol democratic consultation, whers it is
going ancd how 1035 o wel there, These goals need to be coneretised inta palicy agendas for realising structural
chunge, But above all. an alternacive agenda needs to Nnd exprossion in coeating opporiuniies Ror lopcgl
skillsaesouwrces and cupacitics o be Tully amd cifectively ailsed n the policy muking process. This
encdogenoms, el necds 1o be linked 1 i ongoing policy dialogue which makes politicians and civil socicty
wwatres ol poliey [ssues which will determine the fucure of the country. TF Tuncamians canmoat drivs up amd
effectively implement plans Mor their vaen Tuiure, no doner, even with leres of aid or dracenian conditionalities
abtached o 11, can serve The pupoese. The only conditionality which should be attached o aid offered 10
Tanzania or Bangladesh is dhat ao policy or aid peoposals oot developoed within the coumry by local experty
and lacking democratic support will be crnwertained by The donors
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1. Introduoction
Backyround 1o the stud y

Backgroundts the stody Foreign aid, in the Tornn ol ofNei | develspiment assistancs (O12AY, wis ouce seen a8
the panacea for the development and transtarmation of the developing countries (O Tn the early phase of de-
colonisatica, aler the crd ef the Seeond Wirld War, newly indeprendent countrics spuaght e fead their poeople
aul af the poverty and backwurdness bequeathed to them by the colonial era, The inherilors of the powt-
coloniul stawe bebeved that a process of aceclerated invedment, wechnological oparadation, and =trucniral
lransfonmalion of mano-culiural geonomics would stinmlale growlh and eradicals poverly. ' The sk Tesoureg
buse bequanthed to these ameraent states, due wr the exploitarve nature of the coloniad relationship, indicared
that at the imcial stage ol their developrment, extemual resonree flowes weonld be needel o bridge the 2avings -
irvestmgnl gap amd the import expor gap. Thiz wis imdeed the et ol the 1w prapy development modals which
wire Lashionable amongst the newly emerping communily of developroent aconommists,

I weis presoned By the lewders of the post colonial sttes thal the advanesd indusimal counteies (A0 who
remained the sole repository of swrphus capital at that stage, would. as a moral obliration. provide aid eo bridee
the twin gaps constraining the fransformation of the DCs. This concept of moral vhligation, fimplhicit 1 the
perceptions ol DO lewders, was reinfipeed by (e domingl Keynesian orlbislosy of (the e, That cipord of
cupilal as aid to the DCs would also stimulate and sustain the development ol the AIC economies. This
Keynesian vision Tuemed the aid-centric philosophy of the wepocl of the Pearson Comnmisaion athe end of
1960 wnd s snccessor, the vepor rom the Brundl Commission, al The end ol the 1978,

This sense of vision which deove the post-colonial leaders of the DCy ancd this shared vision of a muwally

heneficial parimership between the 13O and Ay e over e years dissipated wself, Vhe conlempaorsry lenor

al the relalionship between the donars from the AIC and the aid recipients from the DCs s now penneated

with o scose of muwal rearintination. Ta the winds of the denors there is 2 sense of deep disilluaon aver the
lirniied trunsformatory fmpact of three decades of aid flows to the 130 In the minds of the OOy thers 14 2

arowing feeling that the aid relaonship has forged new patterns of heoemeny by the North over the South

which has compramised the sovercenity ol Thitd World stales (WS andd croded Lhe bemitirmiey of Lheir

TeEimes,

A schoal vl thoughl b cmerged amimgst social seicntists Tom bath the North and the Somb which srgues
Thish aid Ty bevome parn ol e problem and not the salution o the developmeny needs of the s, It is arpued
that external resource ransters reduce the theenuyve for domnestic vesource mabilisation within e TS, distart
the allocalion of available waonrees aud underming the Feeling of respansihilice wmonst political decizion
makers. The and resull of this resultunt delerioration in the capacity For nurionl myvernance, arising oul of the
aid relacionship, has been low prowthe persistonl poverty, accenations insocial inequalities and. ahave all,
the permrtuaiion of uid dependence.

This sense of dixitlusion with aid has bean driven by the writings of social scientists, drawn Trom both the
idenlogical ieltand the right, which hive contibuied fomards the element of aid Tatige now rile within mosc il
w ol domor connries. The anti-ald coalidon in the AICs represents o peeuliar admixiune of tighl-wing
conservative politicians and Thind World ariented NOOs, vadical social seicntsts atd left wing paliticians. Aid
consnencies within the s are breing proweessively whicuadsed i the aid agencies, choreh and NGO
coanmunitics wilh The kidter inercasingly armiing thit the D stle shoukd be byppssed amd aid deliversd
diveeily te und throngh ¢ivil sociery a5 exemplified by the local WO groups, Diriven Ty his deterloration in
the aid climate, aud burzaveracies, both at the bilaweral and rowlilaeeal lewel, are i i becaming increasingly
e assertive over the terms on which atd showld b oflerial 1o the DCs, whick lurther comprommises both the
cupacity for governance witluo the DCs ane ageravites tensions in the denor-recipiznt relatianship,

The pervasiveness ol aid dependensy

Thiz sense of mounting uncase i he atd relalionship s indeed now endersic e the Thind Woeld but nowhere
in i more manilist than m Adrics where mounting oid dependence 15 juxtaposed asains) 1 deterioraling
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ceononic situation. Tn country after coantry, two decades after independence. the dependence on wid to
flmanes noi just development but cunead cxppenditume bas gceenloated. This dependence has mawved Trom the
area of resource flows o the growing influence of the donor commuomicy over the direction o {he milicy
agendas of the resipicnt couatrics. Howeser neither the moentng inflow of denar resources northe growing
exposure 1o donor advice hus, Tor a mcal nuinber f Alrican conntees, H'I:tTiI-J"'L'IJ. o roverse s deterioeation

in 1he sbate of Lhaeir sconormics.

Tahle 1 presencs compearative frures tor the extemal resouree mup Tot low income somtries (1IC) for Alrics
arl ather TACs, Whilsr the external eesouwrce gap s financed hoth by aid as well as comuercial flows of
capilal for meost LICs, el resours: gap reaeding largely undersereitien by aid soothat the sise of the gap in
relation to CDP remains a measure of aid dependence, The figuess in Table 1 ~how that Loe comtries whers
ciwnpasable Rgures are wvailable, the external resource gap for LICs In 27 cut of 23 countries has deternoriiced
betwoen 1970 qod 1993 Arnomgal TLICs in Alrics the external balance of 1% aur of 22 counlries has
deteriorated in this sume period, However, by 1993 ou of 23 Africun countrics 21 had w0 negative resouree
balance; ol these, 22 coundries had a negatve balance above 3% of GDP and as maay as 13 covnrries had
a negihive bafunee which was ubove TO0 of their GBS OF the 33 LIS with 2 negative balance of 5% amnd
ahove, 22 weare from Africa

Tuble 2 shows comparable Hgeres o the mucro-coonomy between T963-80 and 1981 93 Tor low incemo
Africun countries. In the case of GDP wrowth, 13 out of 22 countrics showed o delenionlion in growih
purfarmatee and 16 ot of 24 countries in 993 demonstrated oegative per capita income growth, In the case
ol Invastment growlh, 14 oug of 2 coumries showald o detsrionaion. whilst in the T9R0-1993 poriod. 9 LICs
i Atfrica registerad negative investoment growtll, Inche cose of et growith, 12 o0 o 26 counnies showed
a deterioration in growth rawes. Tn the case of inflation. in 12 out of 23 coantrics there was un incTease ':n iha
rute of inflalion, A g messure of e de-indosuialisstion of the region, manufactucing groath rates in 7 ouc
of & countries delorioraced botaesn [963-50 and 19871 95 Thiz procesy of de-indusirialisation was farther
wlfirmed by the fact thay belween 1963/70 and |832/93 the share of manonfactures in GDF deteriorueed in 11
out of 20 African countries; of rpe 9 cownrrics which showed an inprovemenl, the sharg of the manulacmess
in dhe GEF o 4 conntries rermained helos 109

Whilsl there are miny vomplex toasons o oxplain these lgures amed their specific features betweon differsnt
couniries. the evidence presenled here suppons the poinl that throughout Adtien, durmyg a period from e
LaROs where, asa vesalt ol libaral provisions of aid oo support a donar driven refonn ¢1§:end<i. aid dependence
Mad universally increased, coonummic porformimes has Jargely deterioraed. [owever some exeeptions do
remain and in another context i way be uselul o dingnose why sone Alrican 1ICs hgve improved their
ennanns sapwation whilst athe same time o ivvesoizate why so few have managed 1o doso.

The miture and inplications ol sid dependence goe thus unigue o e circumstanees ol @ach counry, This
paper s however designed 1o address the specific ssue of Ald Dependency amd Dovor Pidicv in Torgania.
I studying Tumzanas 10 3% worth ootinge that its sitluwion is noc woigue Tself and ag least suparficially it shares
by macro-ecnnoic trends in common with ather Alrican countrics. '

A comparalive perspective fin Tanzania’s aid dependency

Tuis argued in this paper thar the specificities of Tanzania®s problem of aid dependency derive from cettain
pathological Teatires of the aid relationship which have eepriduced themselves not just within the Aftican
situation boe aceosy the Third World, Sipee thiv puper is, in faet, mo o vealise oo abd dependeacy bl o more
apecttic sudy of aid dependeney in Tanzanip 1615 proposed to examing the pathology of aid dependency by
draiingg upenn e specilic leatures of aaother aid dependent Third Waoeld covntey fram oarside Atrica, The
country, wsed far purpases of compurizon and contrasl with Thangania, 5 Bungladesh, a country with wovery
dilfercnl peomraphical localion, hislorienl exporicnce, natueal Teatures as well ws resources, wich quite diferent
demuogiaphic, sociil and celtuval confizurdions, [n other warndy (e many shared Teaiunes e be Toumd within
the African continent which could explain the commonality of Tanzania’s exparience with its neighbours
cannel be replicaled ina country sooremele b ity capaericnes as Bungladesh, TU therelwe, thees e many
commen teatures in the socio-coonomic dymunics of Tanaanii gl Bangladest il remaing uselul w ook G
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these i the shared nidure ol their encounter with the aud doners and the many similarites in de outcemes from
this relationship, However exposure to a common disease still has to recognise thal The host boties remain
dlissimilar so that the pathological charees for the teo countries must also reflect these dissimilarities,

Since however our study Is one of aid dependency in Tanzania and not & comparalive study ol Tanemin and
Bamgrladesh 1035 gain only inlendod Limeoks companisons with the Bansladesh experience. illustratively. in
the course of the review of the Tanzanian expetience, 30 as to provide a broador perspoetlve o our mon
specific enguiry indo the dynanics of aid dependeney. Thos the references to Bangladesh are not backed by a
vorresponding deplh ol unalvsis und presentation of data wehich bas been underaken elsewhere by the wrter in
the course of his exrensive work on die issue of aid dependency in Bangladesh (Sobhan, 1984, Sobhan, |49,
Sobhan, 199300

Outline of the Paper

Our review of Afd dependency oo Doner Policy In Tanzania is soroctured o gdehs parts. apat from this
intreeluction. Scction e alieinpls (o concepliglise the aid relatonship i order w identl the nawore and
properiies of aid dependency, the dynamics of the aid relationship and he implications of {his relatmnship to
the povernance of the developoment process, the social balance of power and the funcicning of the pality. The
el section looks an the many Reatures ol Tansmin’s aid dependence Tnomelnien o s macne ceenonmic
Iralances on the domestic and external account and the Impact of wid on the development of the sconomy.

The forrth seotion develops the conted urgumen !l el The paper That aid dependencs in Tinzamia is Jriven by
certain structural features of the econotny and sociery from which this dependency originates and is
rerpelialed. These surme siruetorl delerminants ol wid dependeney sre o loen influenced by the naoere of Lhe
uld relurionship. '

Seetiom e looks al the cvelving mature of the aid relalionship in Tanrania belween the 197(0s und 1980k
durng which time 2 changes weok pliace in the balanee ol the relutionshipe This section thus Tooks ac the
changing terms on which wid Is offered both as to s conditionalities and costs. The issue ol techinica)
assisrenee 19 separately discussed in section v in relacion o the way in which icis deploved and the impact as
wll as imnphcatisns of Lhis Torm ol eehnical asaistumes onthe developmoent ol endogenons capacitics within
Tanzania, :

Hivinyg roviewod Lhi Teatures of aid degendence and its nalwre, in seelion seves we move on o look at the
implications of aid on the governance of the development process, in terms of domesric resource mobalisacion,
the management o externzl fingnces, the eMzacy of aid vse aml ownership of the counuy’s develipnen
policies, In section eiofhe of this paper. an attempt is made to sitnate the a1d reladonship within the chunpging
anci-political comest of Tanvania so as o eelaw e woplicadons of @ dooor driven development agenda to the
Furwclioming of g dermieeralie palily.

I the cencluding secti eipe, wo look sl e implications and seope Beecedocing aid dependency in Taneagnia

1 tenms of struetural change, domestic resoutce malalisation, Tecal ownership of the retiorms and the politica]
ditnensions of this transformatary process. :
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2. THE CONCEPT OF AID DEPENDENCE
The arpument of the paper

The contral argument ol this paper 1s bulll areund e proposition el sl depemlenee e oa sructurl
phemmoenon which derives frons the incapacity of the economy to react to external shocks. Tnan increasingly
inlerdependent world seeh wxlomid shiwcks ure beooning pregressively more Treguenl amd sevens in Lheir
impact on the moee stucturally undiversified economies of the developing countries. Ald dependence has
bocome The consegence ol this st of stracleal gty and oo also o canse becanse of the natwree af the
dominant development paradigm being macketed by the wid donors lweugh he mechanism of aid
comciliomshitiz: o5 an wniversal panacea o the problems of the developing world. The noture of this donae-
driven development modeh, which pays Bl wlleniion g the necds and mimdalites of coommmic diverst Geation.
has scrved to perpetuace this seeoctural atraphy o the DCs which is the souree ot thair aid dependeney. This
miidel e boun parionlar y problenetic Tor thes least developed sountries (LIDC) whewre distinguished by the
undivarsitied nature of their economies,

Al the wime ime, The gicd relaionship, in s resent conligoraiaon, has conlribowed o the weakening in the
capacity of DC policymakers to davise their own endopenonsly derived policy responses o cope wilh those
shogks, therehy croding the cesilienee of thele ecomomics. This ioereesed valnerahility of many DCs o
gconemic Torces and influences oulside their control hay led v g loss ol sownomy and henee politeul
leginmacy of T regimes which are Increasingly seen as more depandant on the goodwill of the aid donars for
their political survival, This loas of purpose sl winhorily s the part ol the poelicymakers has aggravaced the
crisis of governance which was par of the ariginal problem of aid dependence and now remaims o criical
letor in il pemoiualion.

Thiz increasinghy pervasive and persistent process of aid dependence, with its attendant weukening of the state.
i comieiluting Hr the desalnstion ol s democratic mandate. Thas discanperwerment of the authority of the sate
15 now noed Jusl theeatening che viability of many DC econamies but the stability of their sociul order and, in
cxlromne cuses, e susiingbility of Ue nadon stde. Cbsdously this argument soorks sells oul w0ith varving
degrees of relevance in different cewntries buc the exient of its validing remains crincally related o the
structura] diversiey and policy EIUIUIIi._'rr"I,l}-' of The 10 comgemmed. W prosent helow the main features ol the
dboee arguiment.

Ald dependance and strvctiinal divarsity

Wi v doan inereasingly ier-dependent weorld where the domestic ecaonomies of all countries are opening up
o influences origimding tulside Their own bieders, Flows ol inlormation, wesoorces, capital. weehnalogy and
perple are having a transfoomatory impact oo he forunes ol pariicular commbies. A dependency, i this day
and age, thus needs o be sioated within the wider context of external dependency. For many developing
counles. the exposire 1o epen rades, open skies and the casy movement of both private capitl and people
have become far more decisive than their dependency on wich o inluenee the pace and dirgetion ol Lheir
clevelaprment.

In this changed global environment. the crlical tseue Gy vemaing the sorialions in The capacitios el dilTerenie
ountries 10 handle the forces of change originating outside their borders. To the extent that 11d flows comstiite
an impaortan] dimension of the cxlernal ceonemic nelaticns of 2 DC, s volume and natare come o play a
decisive rale in the fortunes of o particular couniry, But where olher resouree Plass in the wiay of Tihoor
rermittances. private capital inflows and a prowing valume of exports assume importance in tha @concmy, the
sigmificance ol aid correspondingly erowdes This doss oot mean that geosing excernal dependence,
independant of aid flows. cunnat expose DOs o severe and debilitling shocks, o the 19305, lor cxumple. the
Bungladish coomarmy, s mnch ws the Taneanian ceannomy, wias heavily dependent on the global demand and
price af their prineipal commaodity expots, As o result, both countrics wers liced with comsidersble instbifily
innthe performanae of their respective economies. Tlowevar by the 1970s aid hud bacome much more dominanc
in [he cxlermal ceonemic relafions of both counteies, comparced o there commodity exports, <o that the and
relatiomship came o assume a g mores critical dimension incheir cesnomic lomanes.
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The derninance of aid in the access to external resources need nol however be an Immutahle process even for
5. By the 1990s, Hangladesh, in centrast o Tanzania, had built up a sizeuble market Tor jis export of
readvimade sarments (RMGY and migvan] libour, Thus the dymamics of the oil exporting counties and now
also the South East Asian econonies. as well as the glabl mirket repime Tor paemencs, are ioday no less
frnportan L Baogladesh than the Mews of aid. Tanzania however ramains even more ¥ulnerable loduy 1o the
fluctuations in aid flows than it did in the 1970s, Ald dependencs: for any counlry mast thus be Iocawed wichin
thi changing sirocturah letores of e ceonomy and society, as well as ity interfuce with the slobal rading
svarem, if we are to effectively wualyse the Implicalions of this dependense. I this contexto our paper argues
that the reduction in aid dependence mast theretore look tawirds o structrad ranslormanon in the coommny
rathier than mcrely Tocus on cormeeting thye maero-ceomamy resourcs Balances of the economy which reflect the
symptoems rather than the source of aid dependence,

The st of eied dependence

Hurw dor we determine the extent of a country™s aid dependence ¥ The standurd measnre romaing i cxlermal
rosouree bulanes which caplures the gap betwaen esteenal earnings and expenditure. It 15 however na lesy
important o ook at the up between domeslic investment and sgeings In toe days when aid was equated with
development and development with investment, the import-export gap and the Invesimeni-savings gip ended
ek b inore prissimate. Thas dinors provided and 10 Gnance development 1o the belief that such donations
wonld raise the rate of domestic ipvestment above the rile possible T the low kevel ol domestic savings. The
resultant higher wovestmant would generate higher incomes which in tum would rise savings o the poinl
whore the invesimenl-savings mup would be elesed aca ligher level of income,

In praciice, however, aid did oot translate inte iovestment, and In many developing counirics 1L bogame: an

inporlant source Tor Ananeing coment conswiption both oo the private and public aceount, Aid thus came 10

finance the trude mup which expanded, through the availabalivy of wid, oo fhaece a riang solume of carrent

conswnption. Similacly, aid came w finance public expenditurey on currenl avcoun! bocause govermmenl,

depurtments reclassifed their recnting cxpenditures as development expenditeres. This became possible due

to the changing structure of aid which was increasingly prowvided by donors as e Toreign escliange i he wsed
s e derrnesdie rrearker demaneed.

This change in the dooor’s ald strategies originated fron the probloms Geed by most 1305 in the oy
absorplion af all the aid an ofTer 1o then, Danoes, who ance qpon a tune ended to tie aid o specific projects
and commodities. wore constan |y expaoscd Bothe prsblem o slow uilisadon of aid due to lack of matching
domestic resources, Thiz fack of domestic resources wus seen s 1 special Reature of undendeveloprment and
henee a purely wmporary phenomenon. Since aceclarated development waould serve to improve the domuestic
resou e bise and henee senerale necessgry donnesic revenues 1o accommodate aid, of was presamed that this
peovision of 2id, o the form of untied foreizn cwrrency, would impeove thie colerity of aid use.

W chomors il mot vecken with was the possibilily thal the avainlabiliy of free foreign exchange under the aid
budget, o be converted into domestic currency to [nance the: local vosks ol develapment ribeets, would
heeome o licenee Tor recipient countries o slacken thewr own efforts at domestic resource maobilisation and
conld even serve as o disimcentive Bo gsonergle domeside cxpoets. The Dedely divease phennmena, associated
with the appreciation in the exchange rate due to o yurfeit of aid-provided loreign cxehange, along widh a
genaral relaxation of presswre o generate foraizn exchange throwgh domestic elfoe, wau presined o mike
wiel gvaibibilivy imindesl v exporl promation. Al thoes caceied the potential for substmting domestic savings,
budgetary surpluses and cxpor cumings., theveby agpravating Lhe cxternal resource gap.

Atel eorel poveernamen
Thre equation berwesn the weakening incentive for domestic resource mobilisution with an crosiom in the

capadity or cllcetive govermance was Thus inbailLin the gid celationship, Gosernuments which wers exposed to
a ready access w aid tended to be no mare enthusiastic aboul mobilising domesiic resourees than they wene
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abour curbing wasteful consumption. With the growing availability of wd to finance current expenditure,
s CTTImIeTs were by inclined o irim wasde fram theae budpet, o the wae of exoessive public conploymmcenl
andd over-designed projects, which thereby sended 1w be bolh capital and imper-intensive in Lt comeeplion.

Promwwes, whir helicved that i rising shire ol developmient espenditore wo tolal palilic cxpendii was a nicasws
of successful development. exposed themselves to the budgetary sleight of hand practised by DC budgat-
makers whi could reclss My the sularies ol school teachers, rowd mainienance costs or pered Tor efTicial
vehicles s legitinute companents of the developmenl process, lepral v he eilicacy amd sustainability ol o
denar-funded development project. In Bangladesh. for example, 37% of the annual development budoer for
TERAEY waw in Lact classatlahle s currenl expenditure; but such espenditures will temain a recurring charge
on the public revenues cven when Lhe wid lunded development project is comploncd (Sobhan, 1990 Dinors
may make a fine point that they should sive aid ro repair roads rather than build new reads or pay the saluaries of
achuoal teachers U public primary cducaunn is w be sustaned. B will these same donoes be willing o meeat
these recurring expendifioes on o permanent basis ancder Their sid bodgen to s particalar 1207 This may well
hecome necessary if DO governments become addicted to the availability of fungible aid to finance their
currenl cxpenditures. This, no doube, well-intentioned patcern of aid financing is, By it nawre, likely to he
unsusiiinable,

The wesd labvilily of aid 10 finanee cuerent capacity wae itsellorizinated in the belief that new, maore fungible, aid
could enswre moe ellvetive use ol aid prsects slnsdy completed. Thos domers, Taced with underalilised
health nerwarks or industrial capacity, with mounting system losses i the power sector, acon in railway
ralling wlock and fvigation capacity, all Manded under diverse ald programemes. soughr to conrain this capacity
erision by supporting more cilcelive wse ol capacity thrpgh inereased availibilily ol Tungible aid.

Thiw chanee in the composioon of aid by the donoes was however driven by the questionable assumption that
Lovw capacily use of aided projects dedved Fromea supply doven resoarce sonstrant ralher thien the weak
governance and misplaced allocative prioritles of DC governments, Thus the new aild strategy, oftering more
{ungible wd, madverently encouraged now forms of hudgerary indiccipline and erosion in the capacity for
maobilising domestic savings. '

In this coviromment of grseding aid dependeney, public ofNeials thes Tound i more profioble 1o invest theie
time in negotating aid, rather than in mobilising resources, The laier wsk being bothoadminismraiively morg
demanding and polittcally hazardous. It was easier to seek new locomeotivey from doners than to discipline
teilvewy wawrkers o improvs their nwn-aroond oo or moaet workshops o keeping colling stock on line cather
thun in the wotkshop, Public officials comed moms eredil inonegoliating new proejects tather than in
suceessfully bringing such projects to fruition and then seeiny thal these sume projects menerided @ high nde
of reloen. 1o the cxwen 1hat soch aid peojects were in many cases conceived by camumission agents and
cquipment supplicrs, designcd by caparvinle censultmts and negotisied by elTicials with emly 2 wansicn
commibment tothe viability of the project, many such projects ware lotedeomad Lo Tailre. However the lonper
lerin cosl wis 1y he counted in the corrosion in the sense of commioment of the officials w thelr public
responsibilities. us well as their corruplion, ay moch through Facilitios offered by the donor agencies w those
offecials receptive to donar guidance, as through Intimacy with the commission agenls for donor-lunded
IR LN,

The Dane of ownership

The deterioration in governance capacity, prompled by e muture ol the wid relalionship, s due in o sinall
micasere W e role assumed by the donoes themselves. Dealing with weak bureaucracies, donors took on
Lhemselves the task af defining the atd need, dranslating 10 inwe projects, designing and often implementing the
praject throuah expatriate exparts and. on an inereasing swale, spelling oul the insiuliongl femework and

mamagenial praclicos e Lhe projeet. The asweescdaney of the domoes (o the macro-coonomie divecoor of the -

economy thus ariginated in the already pro-uctive rele exercised by dopors in their imiero-geonosmic
intervenions 4l the peojeel level. The choice of inapprapeate technologies. cormpounded by the faillure of

consultants to transter technolagy, meant thal projects which porformed beless par could ol be neodified 10

meet local problems. If the project desion was serviceable, similur projects could ol be replicarsd by drawing
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upan local skills, thereby perpetuating the need for expalriate cxpertise. Many projeets tended 1o be highly
il inlensive, allen al the direst cost of doemestic capacity use andfor use of demestic profassional
cipacities. This lurther compromized (he susiainiilily sod veplicabilily of such anled projests.

The mownling evidenee of failures i the governance of aul and ics deteriorating rewrns led woan even more
visible presence for donors in the DCs rather than a process of withdrve:tl and relinking. Domenss persegded
thwemselves that the Tailares of aid derived From the failures of sate policy in the DCs thereby absolving
themselves ol any eollusion in the desipn oF these policics or responsibiliny fie the oalcome of Lhisir policies.
The role of the global economy, interfacing with the given structurud fealuves of a D coonomy, wis
underplayed. Linde el wis wade by AIC bilalecs] domas or the Tretten Woods Tnstitotions (BWT), 1o
cximaing the nesd and seope o stractural adjustmends inthe global ceenomy o even in e ANCs s part ol 2
shared agenda for adjnsumenc with the s Thus the DO s were expected to adjust o the changing realities of
the glibsal coomapny throogh o highly seleclive and idealagically determined pagsetn ol adjostment. The Tocus
of this donor-driven adjustment process was on cutting domestic expenditure, withour reference 1o the nature
of the locat pohical sceomarmy o particonlar 130 which would influence the distribuaon of the expendituee cots.
The emphasis on maising domestic savings (broupeh improving domestic capaeily and resauree s s
underplaved. Iimport hiberalization and the openiong up of the econnmy w foreien capitad was emphasised
wilhowl scddiesging the wopacl ol Lhis process on anderdeveloped manolfaciuring capacity and  Local
critrepreneurial capabilities or the dangers of capital flicht, Export promotion s cmphasised bul largely
through the mechanism of exchange rate adjustment rather than strecoural interventions o both create as well
e diversily expim capacily wilh g vicw o seek more Boowable points ol entey inus the inernational division
ol lubonr, Thiv crueial lesson trom the East Asiun experience has rarely becn dingmosad by the aid doeaors nor
has its relevance ta the development atratesics of ather DCs, even the LDCs, been seriously addrassed in
elomoar-1C dnlogues Chansden 1989), '

Thiis Faifurss to wdileess tssee ol satrerencurial cupacly, denuesdic esluctica stuetures, the robe of the suaie in
governanee, the distibutive cutcomes of reform and the political context in which il 1s to ke pacs, [elt the
reform mexlel underspecificd and thus insensitive o the circumsrances, of particular countrics. Tt was no
surprise that this weak and insensitively conceived reform mode]l would lead to unanticipated and highly
variable cesponses inomeany D05 g lurecely dovor-driven relorm agenda T miost cases the developmental
ouleomes mom the relorms tended 1o be fur balow expectation amd cven where the resnlis were positivee, the
improvements th the performance of the economy were not always sustainable. The heavy ivestment of uid to
serve-buoth s aninduserment o pebicymakers we by Lhe relormes and gy a lubricant foe the acceplability of the
teforms by the public in many cuses made it difficult to ditferemtiire belween the ald” efleel and vhe ol
effect in gavging the tutenmes of Lhe refarm process. '

In the prevailing circumstances, the growing hegemony of the donars over oot just the design bot the direction
of the 13C! ceonunies, meant thal govermimes capacitics woere woenkened, even de accumulaied, and owncrhip
eroded to the point where roverniments felt inereasingly disconnecled fromhe retorm precesses lowhich they
had commited themsclves. The Tailure of the “relorming” povernments o politically market these eeforms,
parlig:ulm‘ly in counltics undor exposire o demoeridizalion, distanecd the refarrinyg (rom their tended
benaticiaries, This failure to build a domestic political consensos behind the retorms turiher eroded ownership
ol the demor-driven reforms by the palitical leaders. These leadees were looking for opportunicies o transter
the ceonomic cost of the relomms o the denors in order 1o oo paying the polidenl eost of refomme al L
polling hooth.

The political leadership of many such aid-dependent T35 thus appeared to their citizens to be subardinated to
the ddeologival agoendas of the donors and becal rcaucracics were seen e be cmbodded noreladons of
intimacy bath with denors and bosiness. 1e 15 hardly sucprising that DiC roling eliles taced an erosion in their
tomesae poelitical sredibilite. Howeser at this very poing when the authorty of die state is exposed to
depreciation both in relation w the donoers and 1a the eyves of their citizens, the enhancement ol aid Ty, 1o
induce commitment to the donor-driven ceforms. has significandy enhanced the palitical patronage available
Ly the slale. Thiz commmlicion belaeon the sule’s enhanced powers of palronage and s ceisis of domesoic
tegitimuey s contribuied to the conuption of the stle throueh it mradual pivatisidion, Moz milicy,
buezamcracies ara inclined to look out for opportunities to translare their aid-given powers into private pain,
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through colhusrve arrangements with the privare sector o madiare both reseurces and opporfuntics o be
e w the privele seotor under the pressurs ol the donoe-driven reforms. The autonomous state has dhos in

many s tended to evolve into the predutory slile (Sobhan, 19930,

In this enviromment of deteriorating state capacily, coomnomic stwgnation, shrusturglacrophy and romising aid
cdependence, the awl relatiomships have become increasingly exposed to diseradit and possible attrition within
the doatar countries. The slobal communily has today wrrived sl g walershed in the aid relalionship which
(eminds o Tundamental rethinking of the reladonship. Te will be wsetul to identifty the directions for such a
rethinking of the wid relationship in the contes) of Tanrania®s cocountcr with aid detors over the last thres
docades. Tn the remainder of this paper we will seek to view Tanzania™ wid relationship, within the conceplual
framework developed above, where we hope o driw upon The Bangladesh expericnee wilth aid, whoere
appropriale; Lo examinge the validity of the hypothesis for understanding noc just the experience of these two

cotries but of o broader range of develaping countrics.
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RS _ THE MACRO-FCONOMICS OF TANZANIA'S AID DEPENDENCE
The resouree gap

How dependent is tie Tanzanian economy on forcign aid? There are imany kevels atwhich (his proposivion muy
be addresscl. Far the poqaoses of oae paper we will focus o the roks ol std 1o lnance the gap berween public
capendiluee and demestic revenue collection qwnd belween cxleral carnings and payments, From these 1w
muaps we iy derive sene measwre o the role of aid In bridgaing the investmanl savings zap.

The hudget gap
Toncenin s fedger gagr

In Table 3 we present an esdmare of the cantribution of aicd o nence public eapenditues in Tanzania, Public
expendiiurg is a composite of both eodrmiog and development expanditure. In Tansamin, sccording 1o their
system of budget classification, the conlnbwion ol aid may he disaggregated betwesn reournng amd
developrment ¢xpendinuee. Tn acmal practice however this distinelion is sunmes hag synthetic since aid derivad
feom councerpart funds. provided mder the various impoet suppoct schemes on offer to Tangania by doneres,
is o fungible resonree which enters into the revenve pool of the Treawry and can be used 1o finance recurrent
gapenditires both in the developanent as well as in the recurrent budgel, In comirast w such Tungible
resourees, aid may he programmed directly o underwtite specific projects of the government and particolar
KGOs or can be provided in the Torm of personnel, funded under wurious fochnical wssistance (TA)
Progranimes,

The mast serious problem faced By Tanzmia lies in the fact thar i recusrent sxpenditure has, sivce the nid '
180, been in deficit in relation to resources generyled Trom demesiis sources. Table 3 chows that between
1961-43, cven hough aid inflews ot Tanzania remained quite sircable, Tanvania generated safficient
demnastic resnurees o contribure to the financing of ils development budgel In the fiest half of the 19060s uid
thus eovercd only 535 ol development expendinre. In the second half of the 1964k the coverage of aid fell to
28% of development expendilure, I The 1970s, when aid flows hegan to increase quite noticeably, aid civercd
43% of developrment expendituce in the period 1971-75, rging 1o 45% in 19680 Tn the crisis-ridden perind
of the [980%, berweaen TRRO-E5, the contmbution of aid as a proportion of develapment expenditure wis 55% .
This suggests that up to the mid- 19808, Tanzaniua had mantsned a capacily 10 fsance s development budet
though this capicily deelined progressively from the 1970s,

Addh in the pre 1985 period also played a mush less signiticant role in underwriting the recarrent acconnt
deficit. Thos. betwesn 1961-55, the share ol aid o iotal expenditare only onee rose above 209, i 1977 when
it aceounted Tor 21.7% of wtal government expendilng. In thid year, 6155 of development expenditure wus
funded by uid so thal 39% of development cxpenditare still originated from domestic sources (Mjomi, lable
Lt TIenwever this element of local fimamcing G develommient vapenditore was o part derived from the
womniributions mads by domestic bank borrowing or deficit finanee. w tinamee Tanrania™s overall hucdget deficit,
Thus the Incal contribulion 1 [nance development should not be fully cquated with the capacity ol the GOT 1w
pralise expomdilue contral or mebilise domestic revenuss:

Add inihe Bangladesl budeer

This not insignificant ¢onribulion by Tanzania o penceate ssources o finance itz own development may
he pul.in parspective by observing that in the ¢ase ol Banglidesh, throughoot the 199705 and ] %8s, aid
continued Lo [nance aver 70 of the development budget. rising in some yeurs w over 908 (LRBLN. Tis anly
inthe lust two vears, [993-95 that the shure of local linancing in Bungladesh's aid hudger has risen above
A% (8In. of Finance, Government of Bangladesh), In [$93494, domestic resources conlrbued 36,05 of
the development budyre, rising (o HE3E in [981935 (Lhid). This increase in domestic resouree use wie due
I an improverucnl inorevenue codleetion where the revenuefGDE ratio Tose from an averape of 3.2% n the
second half of the 1970w (o 12.4% 10 1993 93 {OWorld Bank. 19935h).
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This improvement in the 1990s in Bangladesh's capacity to cellect revenues must be Rept i perspecive, since
Bangladesh's revenueGDP ratio remams, sven in 199394, below Tanvania™s ralio and, in Tel placss
Trangladesh an the lower cod of the DO seaie as 1o i capucity For revenue molilisation. Bangladesh's low
levels of revenue/GDP collection are however compensated by the Tt thal, in 1993 1w public
eapendilurc/GIP ratio way 1765, compined 1o 30,8% in Taweania, This points o the moch lacger size of
lhe gconomy of Bungladesh, both in absolute terms as well as inrelation oo the role of the stale in the economy,
as comparcel 1o Tanegnia, ’ '

It must e also kepr mind that, as is the case of Tanrania, Bangladesh's smilus on il revenue budpet i
senthelis, awing W our shared practice of injecling ilems ol cwment expenditure ino the development hudgzet
i order to aceess awd. This form of aid w Taneladesh s made available by domoes, under what is known gy
Redmbuesabie Projecr Add (REA L wlich privvides fumgible Torelgn éurmeney by lnance local currency costs of a
praject. This encooragss the line mingstries of the Government of Bangladesh ( GOB ) 1o ransfer many items of
cureenl expendiure (o the revenue budgen i the sxpeclidion that the donors will pick op the tab and obviare the
necd Jor severe expenditure curs within the ministry’s currenr bodget (Sobhan, [990b). Thos, o re-
classitication of Bangladesh's development budeer, e cover anly capital espendinere, would show thil
thrag e the Lest twee decades, up 1o T992/93 uid Bngneed 100% of capital cxpenditures aond also pat of the
recurrent expandinires of the GON (TREBDY. L 19038 T the Tirsd fimme, o ned sueplos on recurrenl seeonnl
was wvdilable e fmgnee sreund 3% ol the capilal expenditure of the (FOB,

The growth of gid dependence in Tanzania

Tanzania's capacity for generating local resoweees to Mnancs s development prograncne ended i T985. Fron
9855860, Lable 3 shovaes thal gl Mows persislently erceoded idal doveliypment expenditure (TDE), rising lrom
1X¥e of TDE in 1986 w0 £70% in 199344 This period,  froon 1986587 onwards. coincided with the
accommadation belween the Government ol Tanzaniy (GO0 and the doners 1o aceepl the Trsl ol the
Foonomic Reform Programs (ERP-1) designed by the two Bretton Woods Institetions (BWT), the World Bank
(W and the Inlernational Moenctary Faod (TMF)L Thiz newe rend in Tanvania®s ad relationship implics Lhat
Irom 1986, (o an increasing extent. aid donors tinanced oot anly the encre development budget of the GOT but
a pising share of its recurrent hudget.

The diseribution of ald between the develnpiranls oned rwwourrens Budget

The macro perspoctive an aid Mows and ol eapenditgre congeals the Baed That o the 1970 some part of
the ol aid bodget wus being diverted to finance recurrent cxpenditares. Thus the acmal share of aid o the
Mancing of the development el was ralher lower than iy sugpeestied From the Gprores in Table 3, This s
caplyined by the Lwet that & lavge pat of the aid indlows, generated by aid tunding under the import sopport
programme, was channellad o the recurrent budget in the foem of councerpart fund:. The ilea of counterpart
Tumds was ol course to finanee the ocal costs of the development budget, But this objective was never realised
Iy practice. The 199344 development budgel, for which a more detailed breakdown s available, shows thal
PR3 al ity Funclitgg was in Fael covened Trom boeal sowrees: cven thougly, in il vear, there was o defieit of
W70 batween recurrent expendifures and current revenues {World Bank, 19#93a). This supgests that the
tiversion ol public revenues o supporl some development expendituce wis being compensated by the
diversion of aid resources to finance a growing share of the recurrant mdeet. '

OIS and conrrerpart finawcire fov the budget

From the 19705 1he doners Iivee been providiag pact of their aid to Tanzania in the form of commaedity impoet
suppent {CTSY It had, fraom an early period in the aid relationship, been recognised thar projeet aid alane was
inaddeyuale 1o meet the specific needs of foreign exchange constrained DCs. Most DCs were exposed to a
shiortage of toreian exchange to tfinance intecmediate imports needed to ensare Tuller utifizaton of prodoctive
capagity ereated both throwgh the projeet sid budgeds as well ws from direel investmenlt in and by 4 country,

This CTS weas thus imitally prveided o Taneaniz in the Tonm of specitic inlermediate lopors designed to
sersice the dentand of installed productive capacity. But this fonmn of CI5 care to be combined with provisions
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of wash Forcign exchumgy unided o the poeewrement of a particular commaodity. This form of votied CIS
provided & fungible resowrce (o the GO and eventually came to umdimwrile the systenn ol free inpaorls under
the wyadern of open general liceoee (OGL),

CIS i Bantglodesh

T the 1970 several biluteral domors to the DCy tended o olfor comimodity vmport. suppport (C1ST uwr lnanes: The
dermamd for speci e iowermediaoe commaoditios such as coeton, chemicals, rubber. needed by the economy for
intermediae consumplion, In Bangladesh, Lor cxauple, in o the 19705 the ITSAITY programme priviced
Bangtadesh with cotton, crude edible oil and rock phosphate along with feedgrains, wll tied to LS sources of
procurctmenl., {Sobhan, 19840, Some blateral demors and the maltilateral institucions. such as the World TRank,
programuned casl forelon exchange to procurs o specific list of commmodiliss houeh s was untied as to its
surce. The World Bank cventually began to provide Gangladesh with untied cash foreign exchange ander its
commaodity id programme, bul this s s Al e procimement el imlermediate inputs.

Such progranmes ol C15, whether provided in kind or cash, were expected o gencrae eounterparl. fumds Troo
the user amency, in the public or privice sectorn, which accrmed as a local cutrency esource to the DO
government. Tleseever, local counterpart funds aenerated from the sale of food and other commodities, under
shee U8 PL- 480 progeamme, remined sathin the dispositon of USATY, which prvgrommed this al their
discretion ro finance local projects of their choice in o particular DO, For example, ar the beginning of the
196405 10 Liasl Pakistan, newe Bangladesh. TTSATD wsed its counterpart fonds froen the sale of Mood, prowided
unedet Lhe PR propramme. W linamee whal was then one of the lamgest public works prscrammes in The
warld desizned with a view to generate oft-season rural emplayment.

Nopwithstanding the value of this programme. many problems of cortuption arose. and oppartunicies for
politieal patronage were made possible by this disbursement aid in the form of cash resourcss o the then
Crovernmeal of Pakistun undee the PE-480 progranone Csabhan, 19681, As i result, Trem Lhe 19705, USALD
bogran Lo alishurse 1 PE-GR0 Tood abd 0 kol Todiy an NGO CARE runs s lare Food foe Work progranmg
using L'S PL-AED wheal, However even direct disbutsements of food aid generated opportunities for
carmption, with an estimated feakage of around 30%: of this aid 2oing as eansactinn costs 10 vacius off1cial
and polilical soomees wedinling the delivery o ol aid W the rurd pororin Bangladesh (Hossain clal)),

Tendaty the higzest of the Tood for Work programmes in Bangladesh 5 run by the World Fuood Progromou:
CWHITL which drres on Tood stocks domated by varioos counirics, Both the WEE? and the CARE PO I
provide tood in exchange for woek by the rucal poor and to destitute rural women. Recently this food aid o
Bampbacdesh s alser being wscd as anoinducennent to girks o sitemd rumil schools as part ol s food fore eoseation
PTOSLRLTIITNS., ’

Fuen oday, o number of bilgleral donors continee 1o provide aid 10 Bangladesh in 1he fonn of CIS, For
example the main source of aid to Bangladesh from the Netherlands has, in recent yeaes, beei in the torm of
15 nwedd oy procure raw collin and phosphalic feriliser Tor Bangladesh (Netherlunds, 199351 Howeyer from
the 1980y, the Workd Bunk has been moving weay from commodity ald o prestanune did. This provides
fungible fareizn currency 10 Bangladesh, but tes this Lova paclicelac programme of reforms, as for esample, in
the enerry scetor, The Fnancial seolor, the indositial secwr or in e aoriculoral seelor f5abben, 19950 All
such prosgramee loans are subsoonced onder the rubeie of Stecetorad Adfusiment feooms (SALL The implicidion
ol these 8ALs For the wid relutionship will be discussed elsewhere in his puper. At this stage, the significance
of programme laans lies in the fact that they peovide balance of payments support in the farm of Tree foreign
eschange injected 0o e reserve pool of o country 6 anderwrite o mackel diven prsgromme of imparls, 1o
Tanzaniy, thiz lommo ol oid underetites o programmne of imports wnder the open geierad Heance (OOL)Y svarem
which leaves customers, bath an public and private acconnr, free o impant, wharever they want, whether io the
Form oF capidal, inlermediate or consumer moods, as permitted wnder the QUL sy sten,

Flre evedntien of the CLN viestem i Tinzaniv

In the Tunzanian context. the L5 system, which had served for nearly a decade as the poncipal source of
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inlermediate imports, has from the ineeplion of the Economic Reform Programme (FRI%, been overtaken
by the OO Tasility W finance imperts, This move tosards uniying the import finaneing sysem and making
it more mackel-driven is part of the syistom of impovt liberalisation promeoted by the BWE in Taneania, The
mave away feont i highly reguligiedd trading regime. built upon an oveervilecd exchang: rae, aperated theough
a syslem of multiple exchunge rates to undersrite differenl calegories of frade, was erucially linked 1o the
mowve moweards the 001 syslem, '

The significanee of the donor Tumled wopor suppont progranme, in our analvsis of csemal dependenee, is to
be Moo o its contribution towards Tinancing the recurrent expoendilurs of the Government of Taoyania
(CHOTY, We have abserved from owr carlicer diacusaions that aid under the CLS and then O has, vinee the
197k, been wsed o porerate cowmierpart funds for financing governmanl capondiiore. B s warth noting chat

whilst allsuch aid was supposed to genarale counierpart lunds, this did not always take place in practice. Thus,
wnder the CI5. commodices imporied under the CIS were channelled dircetly 1o parlicutur projects,
Counterpart revenue was hwever nol lways generated. even thowgh the privject which was absodhing 1he
TeROUECE was supposed o deposil a cash coumlormr! Tor the commadity with the Tansanian treasiary (Bhaduri,
et al). The failure 1o deposit @ connlerpart paymenr constituted a direct, nom-reimbursuble subsidy 10 the
prajecl comeetned, ser up undar some aid programme, usoally maniged by g Parastatal, This failure Lo gonenan:
a councerpart fund by the Parastaal concerncd ways in fact quite illegal and shouldd be coen il s mach as 2
deticicney of public policy bol a Lailure of governance, hoth within the Parastatal as woll s in the Treasory. Tor
ailure wrenforee the deposit collection.

T s nony sthserved thal in spite of a tightening up of the system under the ERP and the move to the DG,
system. the failure to make counterpart depoyils s now been extended from the public to the privale sector.,
The commerzial bunking system, which is supposed to collect the local comency deposils against the release of
forcign exchange under the OGL, has novalways done so, thereby providing wnansecured loan 10 the user af
tha: foreign corrency. Uhis wendencey will also be discussed elsesrhere (Thid., -

Within the contexl ol the budgel, whilever counterpart funds have been seovrated from the ild programumne are
distribuled belween the recurrent and deseleprent bodzel Table 3 shows Lhe share of vounterpart funds
recurrent expendilure. Belween the first half of the TU8Gs (T980-831 and the second half ( 1986-03%, cavering
the: ERIF period. the contributien of coanterpant Tunds in relation fo the recurrent hudget has increascd from 6%
ro 248 T we measurs the contribution el 1he counterpare fund ro the acteal deficic om current weeom, we tind
that, vm averags, 37% ol The defielt hay been covered from this Tumlin the 19R0EET - B8556 pericd. Bot in the
post ER[ periad. CIS, on average, coversd wore tan the recurment deficit and was also heing waed 1o Mnance

sonmie of the development budgel. Thue, ab the margin. the increment in the budae! deleit has beon increusingly

mitetied by dhe weailahilily s counterpart funds,
Uederwriting of fanzania’s budyer deffeir througgh At

ILis hureover worth noting that ic is 0ot only couanterpart Tunds which o o Aance the recnrrent budeet b
als part of the loans and srants provided by The donars, To obtain o more accetrate meastee of the mle of wid
in supprrting the reeursenl budgel, as contrasted to the development budpger, some crde caleculations have
been wlompled in Table 5. vsing data available Gor the Tour vears 199091 - 199304, We have estimated e
share of ald that has gone to e reewreenl budget by deducting the atnounts of esternal Tlinancing shaorbed

in the development bodgel Trom the lstal low of external funds baing disbursed. 1he residual is deemed to

b the soniribullon of aid to the recurrent budget. Table 5 <hows that throughout die 19905 around 5% or
move of aid wis being diveried e reewrrent expenditure, On agorepate, over the 4 vears of the 1990, only
47% of aid went 1o developent compured o 53% being diverted o finance meomtent cxpenditere, Table 3
further shows, that as between 1990-91 and 1993-94_ in agyropate, 33% of recurrent expendinure was funded
By aid whilst 6d% of all developruent cxpenditure was funded by aiwd. Whilst the sharg ol aid 10 TDE s
naturilly higher, given the much smaller share of TIRE in TPE, i the 19905 the share of aid in recurren
expenditure was quite high and, as observed from Table 3. remuing well above levels in the 19805 und more
50 than i the 19705,

There ix thus considerable evilenee al hund Tor us 1 conclode rhat aid. and particularly the more Tungible
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varicties of aid provided under che Import support programme andfw inclusive of programme aid. Is to un
increasing exlent being wsed 1o nance recurrent expenditure whilst the dedicit on the current budget s being
underwritten by aid, Within the aid programone, iwporl support or balance of piyments suppor, whether nnder
the programme logms of the World Bank or the impoct support programme ol the Novdics and e Dueh
donors, has become the main agency for supporting the @rowth in public expenditure and for mudersriting
- ahe budget dehicits of the GOT.

it i obviously not possible to categorically conclude that there is o diveet csusal hink between hath the
imereuase inoaid us owoll as il manifesiation o progeamime assistance and the growing delicin o current
acconnt, Nar is it possible to conclude that there 120 causal link between the inadequacy of e revenue <im
of the govemment and the conuibution of ald Bat the circumstantial evidence would appesr 1o be rather
porwertul that aid, and particulaely CLS wid, has proseicded o leenge Tor the growth of recurrent expendiiure,

Mizese of the CFN svsrem

A omare seriows implication arising freen the ready availability of aid is the possibility thal problems of
realising economies in public expenditure, gy well ws in putting in place elffcetive policies to enhance revenue
generation, se being compounded by Gailures of governance in the way of failure to collect tevenues already
due. This loss is, i part, attributed to the tailure 1w oMot counterparn Tunds dae from te provision of I8
I+ wser apencics. Table 6 peovides data on defanlt rates under the CIS provided by various donors. Tetween
L DS -0, 4% of Norwesian, 51% of Swedish and 497 of ‘vther” domers” OIS a1d remained nncompensated.

Aorecent paper sugmests thal up e Tek V12 Billion in cash cover payrments under the CLY and OG1L sysicm
were it arrears as of January 1995 (SPA Joint Evaduatton Mission 19955 To this may be added the failure o
collect revenues dug Lo svslom ol diserelionary 145 cxemplions an impors coming into the couniry. Some of
these waivers are deemed as legitinue under ke provisions of public policy W promoece investment throogh
the agency ol the Investrment Prometion Centre (TPCY, which is authorsed w0 give waivers on fascs 10 be
collected from Imparts of equipment needed for industial ipveshment. Howaver, a sizcable shaee of soch
wgi vers were decmed o bave heen rmade theough collusive arrangements batween public olicials and priviee
traders concerned, whershy gosds clearly nol eligible under the TEC mandate, uoported under the CIS system,
were aecepled as eligible for exemprion through discretionary waivers by the 0 andat higher levels of the
GOT. In a highly publicised case of official opposition la grunling auch o waiver Ty the GOT i o private
busincssman, a Minister of the GOT, Cdwin Mrema, eveninadly resigned froms the cubinel amd then the ruding
party wnd beegene the leawding Presideniial cundidate Tor the oppesition o the ¢country™s Brst mulipary
Presidential elactiom (EIT). This distinetion belwesn pelicy-driven and malleasant discretionary exemptions
ity s bo wselul as o mcasuee of the sie of governance. TTowever such a larme measire of discrelivnary
exemption, atf i time when the povernment iz accurmnlting o sircable deficit on its recurcent budget, suggests
thar the ready availability of aid is, in no small measure. an nducement g weakening revenue cfTon by the
GOT.

The domors have Loday made 3 major Tssuc oul of the tsue of cxempricns, to the extent that 2 Minister ol
Tinance was relieved of his pordfalio and moved elsewhere in the cabiucl (Gibbaps, 19933 Noreay and
Sweden susperded disburscments ander [hee C18, bul are noving fowards a resumption on the hasis of 1he
progress made by the GOT to tighten vp the collection provess, However il i worlh asking how far this
prohlen ol possible malfeasance in revenue collections was irsell ol (he owlewmas vl elimate of laxity inboth
revenue generition sud controlling corent pultlic cxpendilure, made possible iy the escalaton in flows of
fungible aid. The juridicially acceptalle answer to this question need w unduly detain vy here. We merely
pust the question 2o ws 1o understand both the taoue and some of the implications of donar wid palicy Tor the
growth of wid dependence in Tanzania,

Table 3 shows that Tuneauia goneratcd a surplus of revenue wver corrent expenditoees until 197874 I had
hoswevar run o deficit, in relution o its total publie expenditure {TPEY, Tor moch longer, due oo the' need 10 also
finance its dévelopment budiel The defeil on il expendits was thus Dnanced argely by ald, Bur Tuble 4
shows hat domesiic borrowing also emerged as 4 sizeable factor m [nancing the deficit, which it
contributed 1o the build-up of inflationary pressures in the Tanzanian sconomy. The weeomulaiva o domestic
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borrowing ilsell indlited the volume of recorrent expendinirs due ta the increase in debt service obligations.
Frendy in real TPE

Herwowet il noeds Lo bo noled 1hat the grveeth in latal public expenditure (TPE) was something of an illusian.
Tuble 7 shows, that in real terms, TPE fell sharply betwean 197879 and 1986087 Ty which Lme i1 hal sl
halved isell The revival in the growth o TPE was thos lapely driven by the increase in the flow of aid aiter
Lhe implementation of the ERF. so thar, inoeeal terms, TPL shows a vising trend op o 1991292 aler which thers
was a slight decline. T thus sweorth beeping inind thai, noteithslaoding the ingreasing weailability of uid in
receld yeurs [ fnanoe recumenn expenditure, o real wens the volume of recurrent expenditure, on average. in
L0560/, was helow what iwas i TI?ER0. This suggests that the inercase inoaid masy be deing ks more than
kecpng pace wilth inllaiion s dhat the GO s noamal activities must also appear perenially shart of funds
rather than an indication of acts of fiscal extravagence.

A more serious featie of tends in public expenditure 15 the cxponential decline, inoreal wrms, in Wiyl
development exponditure (VI which, as shown tnebbe 700 1986/94 was o third of whal @t was In [476/80,
Whil=t there wus some revival from 19909 ] to 199344 in TDE, his stil! remained at ondy a third of wha
was in T97RT9. The implicidions ol such g conructiog o development expendituee on Tanzania's
divelopment capucity do not bear emphasis and are only teo visible wday in the erosion in s capital
infrastrucrure. '

The prowing rode of the CF8 in finwincény Tovzendo's fuedirer defiods

The stznileant rsue aclsing out of this decline in TDE is again to point to the growing cole of aid in financing
recurrenl cxpendilure amd therehy, the currenn delicil, Table 4 shows us bow (e budget deficit was largels
driven by the rise in the share of recurrent expendinue, since the share of developmient expendiure wy 1ol
expanditre declined frong 353% inthe T9708 10 195 in the 198k and then w155 00 the 1985 up o 19493-94,
This deficit. during the 1970k, was financed by domestic boreowing as well as forcipn ail. However, hy
LOBR], and had beeomes the principal source Tor Grancing the defici Table 4 showy thal between 1986787
and 199394 aid financed % ol the carnlative deleil, compared o 197677 10 1979780, when the recurrent
cefictl was largely fimuneed by domestic borrowing, This trade-off between ald and domestic borrowing has
same advanmge insofar as it belps w redoes domesiie inflaiovary ressoee. B such g wde-off is hardly
sustainable anda poor substiode forcuing the budsed deticit throush expenditice sconomies and/or increased
v el isation,

Howaver what 15 more significant is the impartance of CIS financing of the deficit. TIp oo 19335538, Table 4
shows that farelgn loans and peancs had Been the peoncipal source of and and henee the principal sowee Tor
Finanieing e delicil, However, sines (he ineepplion of the BRI, the vse of Tungilde aid, through the balance
of payments suppart peogranimes, has become ihe principad scorce af aid amewnong we 124985 ol the recarrent
deficit. Table & shows the vising shae ol 15 in Tanranda®s wdd bodgel s belween the pre and post ERD
period. By 199192, CLS accounted for #6% of all aid flows and thuy tinanced §3% of the total budget deficic
(Dorye, 19950 Tn 1992003 and 1993594 there seems o have been o chanes indonor palicy, as the share of
fevame anel ramls incressed once again and. i 99394, accoonted tor 84% of all aid, which financad 82 2% of
the budeet deficit (Thid). This was doe In some mewsure 10 e donoes” desision o oo desen o C15 unldil o
satisfacumy accounling v made by the GO in colleeling coumtoqunt Tuads tom the €18 sysiem. The
available evidence thus further corcobarates the auﬁume_nt that donors have been wnderwreiting lanvaniu ‘s
eecurrent budpal deficit under the C1S avawem.

The dectine of development expeaditare and s implicntions

The declining share of development expenditure in otal expenditure and the gronsing imparance of C1%
driven wid 10 Mnanee the delicil in the recmTent huepel rermuaing o cause S conmgem, The donors bave
contributed in na small measure towards the rise in carrent public expenditres theoug b the availablice of €15
funding. Thus whilal i1 may be ansucd tha the greth in Tancmin’s bodeel delcil is due to ity own
woirknesses, bath in the coommmy and in governance. it is not onlikely that thay deficit woold potr have
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accumulated had oot the donors so dramatically changed their a3d pabicy lowards use o CLS tunding, beaving a
ready sourge of Tamnible resources wilh the GO o onderarie the revenae budged

Donors have of course argoeced that this wove wwards CTS Anancing was designed o ensure more etfective
ntalisation ol e priduction cipacity, Hiseever 30 s & more debatcable point i0 they alse antended that the
comnterpart funds so generaled should end wp Ainancing the recurrent deficie of the GOT and should indeed
eneputags the growthin the delicit in relation o TPE, '

Here agam donors may argue thisd sy ach widh had vriginally been investcd indevelopment projecls inthe
decade of the 14970s which had vielded very low returns. Aid invested in the recurrent budget thus enahbled
public services W be providel maore cffecively (Warld Bunk, 19900 11 iy bowever not clesr whelher gy g
comsegquenes of this willingness by the donors to support the Improvement of public services. therz was a
noticeabls improvemeaint i such services on the governmen! aerencics ramained even less molined o out down
superllueus veeurrent cxpendilgres or 0 use Lheir resoumess more elleclively, -

The growing importance of aid in financing Tanrania's recerrent delicit sugaest: tha Tanrania’s wid
dipendence 1x, w0 the provailing policy milieo, unlikely to be reduced. 1t bs assumed. from the ypothesis
underlying cur paper, that if aid dependence ariginates from the structural feamures of an cconomy and s

thi: diversification of the Tanzaniam econamy, Table 22 shows vs thae even within the frumework of a dechining
aid budget for development, the share of awl 2oing w indosory Tell to 8% by 1993 Nor was there any 15010
desvelopment gid to agrcobiuee white gid Rows und bodges allocalions declined drasteally in the 1950+ (Waorld
Bunk, 19%4a), Linless there is o dramatic upraard mavement in the contribution of fereign private investment w
total external resowrce inflows inta Tanzamwia and this ivesenent, alons with local invesiooent, is diveeied
towardds the oiverst catiens of The productive capricily of the r.-::.;:}rl.:_ﬁﬂ}-, the dechine in wid Mows tor developmant
1s likely ur further parpeluate aid dependence. :

Lrorae aidd practices e Songdocesi

By the standurds applicd in Bangladesh 1o measorve the efficiency ol i public sxpenditure and u1id use. the
changing direction of aid financing in Tanzama may be regarded a5 quice counterproductive {TREBD. In
Bangladesh we have seeo Thil st no stage has thare not been seme suplus in e correnn budged, sl leass as i iy
ollicially fonmulaled, Hivvever there has been a sizedble deficit on account of toral expenditure which was
alwavs covered by awd which was largely used 1o inanee the development buadgeet. Through the 1980 There was
i privgiessive delencaation in the share ol wotal develapmen) fo sl public espenditore, The TIESUPE rtio
Fell Prown 6400, 3%, m the fitst half of the 1RO, to 42,0%: in the second kalf of the 19805 and in the first thres
veurs of the 1990 came down to 39035 {World Bank, 19951 101 only In 199395 thal the TIJESTPE ratio hay
sl same irnprosermenl though e <L belva the vadioy allained in the late 1970 and garly 19380y (Min, of
Fipance. GOBRD, '

This dueleriorliio in Bangladeshs TDETPE ralio was alwayys deemed to be a measore of the dacline in the
guitlily of governiment expenditre and moch chetarie, it not always etton, was invested, both by Gangladesh’s
doners and the GO 0 umpeoying the share o T G0 TRPE, Hivsvover, o eenitas) e Tamegamii, donor lunding
i its current commposition gould ot be held responsible for the rising share of recuccent expenditure in
Banplndesh™s TRHE Add Donds wene birgely concemimaied in Prodest Add, A o comulative level, duting the
decade from 198483 1o (09405, 30.1% of ald wenc to projects, 134% came as food aid and 27 5% a.
commadity aid, which would he the equivalent of Tanzania®s CIS Anancing (HRIDY The share of comnnedity
aidd 10 total ail e Bunglaedsh deelined in iy Tast decade, compared Lo 38% contribuled by commaodity aid o
Leeral aid i the decade lor [973/76 1 1984/83 (Thidy,

Adrl and the external gap
The sireciure of ingporty indo Tinzania

I the same wuy that uid has contriboted to the growth in Tanzania’s recurrent budzer deficit it 35 arcoable
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that it has alwo helped to stain g cansumplien booin dhrough providing resources w underwrite Ihe inflow

of consmptian goods. Tuble @ shiows that the share ol cousumer goods fo ol imports averaged 18% in the -
firsl hud Fof the 19805, Since the step up of aid committed under the C15 atter 198687, the shave of comsurmer

aoods imports has averuged 23% in 1986-90. rising to 36% ol imports i P99394 {Deiye, 1995 Table

shupaes 1hat in dollar terms the voluwine of consumption goods impores has incraased from am annoal gverage oS

L8] millicom in the five years, T981-86. 1o S 466 million, between 199%0-93. To the extent that the volume of

impuorts has also risen in the lasi fve years, this increase in the dollar value of troports is malched by o

corresponding escolation in the real value of impony (1orye, V9933,

Whilsl the share ol conswmer goods impotts has risen, the share of capital acods to tolal imperts s also
remdined high, averasing A6% in the 19005 compared to 4275 in the Grst hall o the 1980 In valume werms
annwal irmports 8F capital mownls, in the Tirst hall of the 9305, which averaged B9 million. rose (o 5 643
Lo o year o the first e vears ot vhe 199,

This high share of capital goods inporls however concealy the faet thal o the 19905 a large part of this
aronwlh was driven by imporl ol fransport equipment. In contrast, the share of muchinery imparls, which oy
i more precise measuns of investmenl ganods, showed L inerease and 1ts share in tatal impoery declined,
Tible & s uy thi in e 198053 period, the share of machinery equipment aceounted Lor 25%. of annual
average imparts, compared e L7% in the 19971-93 perid. Tnodellar valoe eems, machinery impodts fell from
an annual average of 3 256 million in 1950-53 10 5 218 million o 1986 90, rsing somewhit we S 255 million
in 1991-93, 1t s possible Lo argue that some of the ransporl investment went inle trucks and buvey needed
b Hnprove the mwvement of goods and people which therctore has w patenidal Tor expanding the prodactive
capatity of the ceomomy, However o great dead of e investment m the transport sector hus also sone o
the impaort of cars which can hardly be weaed as an investment good. Thes the use of machinery imports
remaing o uselul prosy For investoent trends 2o that the evidence in Tuble @ hardly points to an investment
baom sinca the inception ol the ERL

Without prejudice to the validity of import data on invesiment, 1115 cloar Thar the availuble dara on invesiment
growlh in Tanzania needs to be de-constructed and a clearer understanding iy needed 6 see exacliy whal
clements of vestment have enhaoced the preducove capacity of the coonemy, Converaely i1 nweeds (o be
recogmised thal impony of machinery, wssociaied wilh enhancement in prodouctive capawity, s no dulicilor Lhal
productive capacity has indeed been enhanced it che equipment Lies wsed or prosely anderused, as happened
Anthe wake of the oo o capaal imports inthe Yate 9705,

Ir is wirth nating thar reliable evidence on investment capacity in Bangladesh is inonocbenter shape than o
is for Tansnia. gor 1z much more known ghoot the effective ualisation of this capacity (IRBD). ndeed in
bath countries data on drends in investment in building productive capacity i the small scale and infonnal
seclor of the economsy are hard to come by, Given the importmee of this seeior in commihating e cmploy menl
and cutput, dita on the volume and trajeetory of invasuoents in this arca ace essential for an understanding
af investment behavior

A il the conswnpiion romn

The investment by donovs in the CLS was in laet designed e addeess this very issae of poar capacity use dus
o it compression o the early 19805 Table 9 shows thae in the Sirst parl of the 1980, T930-85, the
categney of "other intenmetiate imperts” which crolodes ofl inpens, averaged 5 181 nullien per vear The big
Jurnp in CT8 aid financing in 1987788, which raised s share in toral aid, served w Tund s shortboom in *ocher
intermadiste pnparts’; thus, in the 1986-90 perind, soch impocts averaged § 319 million o vear, However
fram 198193 intermediate imports fell quite sharply o oan averape oF % 147 millon a year just ar the time
ot consner wrods imporls were rapidly being sepped up. To the three-year period, 1991-03, consumer
zonds imports averaged 8 466 million o year or 31% of all impons, compared e 9@4% Tor "other intermediate

imporly

The wvailable evidenee on the changing souctucal compaosition of imports presciied in Table 9 clearly
suggests that the underl ying assinmpption of the doners, to ase CT5 ald 9 stimualace capacity otilizaiion in the
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econanyy, proved tobe & shart Trved phenomenen. Instead, €15 ald tinanced o boom in the import of consumer
poods The evidence ol this boorn s fo be foewrd 1 the sireers of Flar ey Salaone, where Imperied cers, incloding
1he latest model of Mercedas, abound, whilst the shops are full o imported goods, including many loxor.
guods. In ecomrast it s dillicale 1o nd even the most clemeoiry item of consumer goods which are
rrianuliclured incCLanranda for sule in the tocul stores, A jourmey along the roucd Feomn 1 e Saluam airpord (o
thi: eity centre, through the main imdusinal ansg ol the iy, provides lestimony o closed or undesworked
mannfuciring estublishiments whaose cupacily use appears to have hardly beneldtted Trom the OIS impor
progranune, This evidence sugeests that the OIS system, accompaniad by the rapid move towards import
liberalisation and the ready availability of Torcign exehunpe ander the OGL, las led 1w period ol de

imdustialization in Tanzania, where wid has underaritien trading, mostly in Whe form ol consumplion goods
tmiperts, ac the expense of domesdc producoion.

1L may well be arzoed thatt this disincentive ro mannfacture is due to the corruption of the system where it s
pussibte for Impocts to come inio the coantey withoul paging any dutics. Fhis is aueibored ceoohe delerioralion
in povernunee rather than the duly stmcture oew inplace o Tanzania which should, donors believe. provide
more than enowah protecuon. This ivawe of trade liberalisation and its impact on local indusiey wilk De more
Ty dlisoussed Taler inhis paper wlien wodiscusy Lhi role ol domees inpolicymiking.

Ael i the Vrade gap

Wharever owr conclusiens about the impact of trade liberalization in the promotion of a conswmption boom
at the cxpensce of local manofactorey inay e Lhe mscro-goonemic dati gre goite cwleporiegl ahout the ramad
groweth in Lhe exporl-immporl gap since the inrodustion of the ERI® Table ¥ provides dula going back to the
L200s, From this table it may e abserved that during the 19605 Tansania ran a small export sucplus in the
range a0 1260 Gannuasl average). 10 was anly Toom 1969070 thal Vanzania bogin w secumolate delicits on
ils trade aceount, The 1970s saw the transtormation in the formnes of Tanzania, with the upsurge in the
oM of foreign ail which served e underwrite the trgde deficns Inothe firsy hal U ol the 19706 the Inade
deficil annwally wveraged 27.6% of imports. [n the period [470-8(h the trade defieit rose to 3% of impors,
wilhe widd nemw financing 2805 ol nporls. 11 e erisiz vears, in the iest half o the 19808, T981-45, the trad:
deticit tose 10 32% of imports, with the contribution of aid w imports rising to 69%.

The poricd from the BEI-1 covering 1836-90 and Lhin 199]1-94, wimeszed g complele manstormation in the
levels of exwernal dependence. Between [D80-90 the trade deficit rose to 05% of imparts {annual average)
whilal the aicdfimpord retio e oo 899 Inothe 19904 in the Tonr yegrs B 1997 94 the delici rose further
Wy O of impers. whilst aid covered 80% of bnports, The available cvideave, viewed in hisworical
perspecttve, clearly indicates that the build up in the external wade pap of Tanzania coincided with a rise in
I siddfimnpor vatio. From thiz evidence 0 would be reasonable 1o assume Thi the inereased availability of
aid contribuied o the accentuation of the trade eap.

The weullable evidenee In Table 9 on the changing composiden ot imports has sugeested that thes prowing
deficit an the wade account has unforiunately dane little e amprave the peodocove capacity of the econaomy
o comiibuted L he diversificaiion of 1he produclive structore bl Tas undersrilien o consamppion boot,
Thiz may indeed ba important to serve ds an neentive o nduce areater preoductive etfort W the rural
economy, But i is both poor Iogic, und indeed a measure of the dyslunclional stawe of an coomomy, that the
rrgin beneficiuries of improved fann productivity turn oo o be the traders in imperced good-<.

By wuy of perspeetive tor Tanzaunia, the suroe in farm outpul and incomcs in China in the waka of its
acannmic reforms in the late L1970 wirned ool e be a boan for miral indostry which as a resulr, from 1983,
grow 4l an astontshing H% a yeor in the 19804 (World Bunk 1990k). Fven in Bumgladesh o high e of
agrmiculiural growlh senerates domgod for pural industiial producls which Face an ineome elasticity of demand

in b alensity of the linkages within the economny whera prowth in one scetor stirnulales demand for and
rrovacth 1o the production of another sector of the economy. Tt s Tor this very reason that economies need to
diversify themsehves so as 1o be able o generate these prowih proglacmy and sustairing mterlinheges.
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The decling in Gross Domestic Savings (GDS) in Tanzania
Frennds in (FDS

We have thus far observed that aid has in considerable measure sustained a boomw In cntaent poblic
expemdiiuee amd consmner pocds importas b concrst the share ol development expendicure has declined o

absoluce and relarfve terms in recent years, Similarly, in real terms Lhere has been no surge in capitd soods -

(oL ol rgmeparl cquimmendd rnparls. 16 would therelare he not e off ge mark v conclode that Tanzania has
been expascd W o gradund decline n ils gross domesie rale of savings inorelatien to G, poralled by o
tecling in the eaieroal resonrce gapfGDE ratig, These ewa trends are capmired in the decline in Gross
Damestic Savings {GDS ) Tor wlhich evidence is provided in Table §0. '

in our discussiony below o the GDS we have used the cstimaions prepared by Ndulu Tor the period gveriges
prosented i Fable T8l owr prupwer but also draee upon djemids aomal estimames (Mgemea, Talde 95 Whild
Mdulu's and Mjema's period averages for savings we close they are nol the same. We buve however drawn
on Mjciua's wark o caprore year W year shifls and also oo differentiate trends in public and private savings
wihilst using Ndulu's esumoales [or the period averages, Loy be peduted ool that in prepasing this rper wi
carne across soveral snher estimates of saviongs, including those of the World Bank. Tndeed annther set of
vslimates has buen presenled by Likewele ol ol appoaring i (he same widumse as Modalu's paper, which
provides slight variatwms trom GDS extimates of both Ndulu and Mjema. So we have al<o reparted the
Lilewele estimates in Table 1O, ln the absence of any definitive estimate of Tanganin's GIS we tave decicled
1o work with figure< povided by Ndulo and Blema. A more focussed study of Tanzania's QDS could nsefully
et to reconeile lhese sarious eslivnstes sehich dn Gees de vl seem bt Far apart, in conmst 16 e merg
recent World Bank estimate for 1986-) which reports that -the GIDWS has fallen 1o b of GLIT Such a
sizeable diflerence in GIS cstimates can only ba exphiingd by a ditference i the methodology behingd 1he
estumalions.

It is newicaable that belween [966- 197, the raee af GIS as a peccentage of GBI was extrnordinacily high
ior w130, aversoing 2405 Dunng Thiy perisd, whils) the bulk ol the saviogs aduinated in the private seeir,
public savings wore always posilive, wveraging 2659 of all GDS in 1966-73; in fact public savings seconnted
For 42.3% of G125 i 1973 (Wema, Table 93 In 1974 amd 1975, GIX¥S G (e Ticst e el beles T4,
averuging 3% 10 rise agan, in the next two vears 1970-77 (0 an average of 22.4% (Thid) ateer 1977, the
S hegman 1p progresalvely run dowin, I Lhe period, T30 83, Tabbe 10 shows, that GLS Tell o HU3%. From
ALFA-T0 the QDS averaged 15%, still in double digics, From 1983-85, (3135 f21] to an average of 7.3%. Public
Saving was neparive for fowr vears 1979-82 (Mjema).

Whal is however noticeable s the faet that in the 20-vear period 1906-53,-GDS was higher than foreign
maawitizs, miisured de the share of exiernal resource inflows, inall exeept seven vears (Beid), Up 1o 1973,
fareign suvings averazed o meagre 12%:, rising to 13% 0 between 1974-74, when it still lapged behind CDS.
which wveraged 153% 4 vear To the firsc hall of the 19&0s, the share of exilernal ‘savines averaged & 5%
comparad to 9.7% for GIXS. This st parl ol the L9805 coincided wilh Invesiment stagnation and oionmiing
connomic ensin, eompared o the 1970 where both demestic and foreign savings had astained u rather
robust invesiment rate. Thuy, Tuble 100 shows thal bolween 1971 80 aross Gxed copilal Tormation
(GTCTYGDP ratio averaged around 27% but this deteriorated (o [B% in the parind [980-83,

GOS8 ared Self-raliance

1w fook ol The macto-ceonainic (remls in Tanyania up e the end of the 1970w 00 would be Fair f s
thar high investment rates were susiained by high domesde savings rades, so thal compared to other DO s,
Tamngania was mrore sel-relinm, Even during its period o erisis, i the Ues) hadlof the TO80:, Timeania s G0S
macched its rate of foreign savings and vovered 35% ol'ity GFCE (Table LO), ' :

Tanzania's GD¥E figures show thar, compared o Bangladesh, it remained more sell-reliunt, As belwean [9H-
5 Bunurladesd's GIXS averaped. 79% 10 the 19705 which weas well Delow that of Tanzana whose exieenal
Tesoue pap owas alse lower [Sobhan, 19333 This canl that the investinenl GO ralis in Bangladesh, in
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the T9R0%, alse remaincd bswcr than that of Tanzania In the first balf of the 195805, Bangladesh®™s GIFS ol
6% weus far lonvor than Tanzania™s, whilsl ity cxlernal resome gap was compargble o Tanzania (Sobhan,
19906 There is of course oo doabt that Tanzania’s external torunes and goverminee wmdisd (o deleriorale
in the 1980s, 5o than between 17981 amd 19835 there was a secolardeching in the rate of GDS, which f2]l 1o
5.7%. However a tate of 5.79% in 1985 wius sO11 beller than Bangladesh™s vate ol GRS of 268 0 198580,
The rise 0 the conlribalion of Teceign savings in Tanzania was also evident and by 1985 was double the
DA, till then the most adverse ratio wn Tanzunia™s hsfory,

The deteriaration i GIY pithe KRP period

Whilsl the erosion ol sell-reliance and the grossdy of external dependence in the way of aid was driven in the
furst part of the 19805 by the adverse conscquences of Tanrania’s cilemnal comomy amd coomamic reladions,
i quite different soory emergas i the second half of the 1980, particularly ofter the ERI* wus por in place.
Tithle 10 showes That between 198692 1he ' GIYE Tor Tancania collapaed o 3% on average, whilst Tanzania’s
ODAGDP ratio averaged 20.5%. In the fowr years of the L1990k, the ODAAIDE rulio had Turlher imoreagsed
oy A5, 1tk ing Tansama inlo ome of the most aid dependent econamies in the world, By same caleulations,
Tunzania GOSN may «ven be noglive ineeonl voiry,

Methodologioad problents in extimaling the (138

Vistimates of savings are of course open o challenge because few DCs estimate their GDS directly, nstead
derving il as o residual Trom the available daly anmade sl aovesinen, Data oo GRS Tor Taneania arc
therefore sensitive to estimates of all thres variabies of imports, axports and gross fixed capita] fomation
(GHCE) The World Bank has comlesied the validiy of the official GDS esdmares. Tnoo recent paper
avaluating the impaert of structural adjustment on economic perloomancs wnd wd dependeney in Tanzania They
ahicaupicd 1o re-csumate the G (Agarawal et all. They found that according to official figures, Tanzania's
GDS had fallen From 1049 in T9E]-H5 [o 19 in [958 This andicntes o mach e Teane than Ndulu®s
sslimation used by i in Tahle 1011 we apply the Waorld Bank's equations for estimating GO, Tanzania may
show a negative savings estimate in the [990%, Such a resull B haedly complimenlary o the ouleomes of the
sirciural adjosiment process io Tanzania promated by the World Bunk, Indeed, the fact that GDS muy have
boeome nemalive 10 the 1990, when the refenms have had a longes ome w0 work themselves out, wonld he
canse for even greater concern in the BWL

The World Bank :rgoed in their paper that Tameamin's savings may be umderestimited sinee their esports
wore anderestimatec, Thos, i in the macra-ecaonomic identities from which the GDS s derived the share of
vaporly could be soen W have inercasisl, the mate of savings would, woa corresponding degree, improve.
Agrawal et al argued that Tanzania's exports ars onderestimated beciuse a large volme of cxports, in ihe
way el mincrls and other conummulitios, 2o unrecorded. That some exports from Tanzania and mast other
DCs do indeed go warecorded in olficial trade stalistics s hindly o novel discovery, The Hank hovaecver pocs
eme step further and attempts to quancdfy these unracorded exports by equating such exports with the volums ol
“wn [und® dmports which are Rernally registenald in Tancania’s Balance of Payments Accounts. The so
called "own tunds imports™ scheme was introduced by the GOT in 1934 ws an indugemont Wy Tanzanians 1o
converl their itheit forergn curreney heards, held oucside Tanzania, into goods which conld be freely imported
hko the country without any questions. The World Bank stromgly sugpesis however, that these Gefe. "own
fanc™y imports are Tnaneed by exporle wiherwise nol recorded, and that they have therefore used the data
o such "own funds” imparts as a proxy for unofficial exports. In recent yeans they cstimate thal almeosd hall
ol Tansania’s cxpwrts huve remained wnrecarded.

Agarwal et al have thus added unofticial exports o the offivial Bgurey and recomputed Taeania’™s (ol
for the period 1986-90. Working on the assuomption that their tevivid oalitnale of cxporls came o 27% of
GOP, i was not difficult For the Banke oo then blow up the GOS for T9806-00 from 1% (ermed madjosted ™)
b 13.3%: Dermed “addjusied’ )y The omly sowree cited [e this methodelogy by Azarwal et al was IMF and
Wiorld Bank data and author's estipirtes (italics are mine),
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The reasoning of the Bank paper that some exports [Tomn Tinyani remnain unecorded 1s valid, In all s g
vigorous uneecorded or second” economy, including unrecorded trade, exists and has existed from time
immemorial, Thus by e sume reasoning snactive volurie of wnrecorded imperts i olse commonplace, The
dynamics of hath unrecorded Imparts and exports has been quite effectively captured by Bagachawa and
Malivarmbone in their path breaking work on the Seevnd Loomormy of Tancandn. Foweeer, Bagachawa only
provides quantitarive estimates of unrecorded trade for 1985 and [Y86.a period when such unrecorded trade
wits lThely 1 hivye been guite high becawss of the avervalution of the shalling and the presalenee of anas
vat highly restrictive trading regime. In that period Bagachaws estimuted onrecorded exports to be only
0314 of teeoded caports and uarecerded imperts 0 be R 13% of recorded imports (Bagachawa, Tabls 3019,
po 1603 Indeed. in absolwe dommy, there i@ suggestion That the volune of unrceorded imports may
subatandally exceed wrecorded exparts. f data from the Customns antharities of seizore of illicie goads in
19835 & ia weed a5 o relerence.

Tt maxy be assumed that ancecorded exports and imports persist even in the 19905 Tt is however legitimate to
s that the computsion For and henee the volume of such uarceorded rade would be subslantially woeaker
i recent years, when the external vulue of the tshilling iy ¢lose 1o s equilibnom value and goads of «l
varelics ure Mecly exportable and impartable on private account. To assume therefore that the velume o *own
tunded impores” iy the outeorne ol illicil exporls thus supgests that Lhere iy as slrong o compulsion o make
illicit exports today as there was in the [H8R0s. Were this assumption to be correct it wonld he a poor
copnmentary on the clTieaey ol nearly o dewsade o marken refewons!

Obviously alier 9B, Tor gueile some while, ilfegally repairiated capital, accumulawed throosh the cxpedients
of overinvoiving imports and wderinvoicing exports, ws well as throwgeh some smugpeling, sustained the "own
Mands” import proeramme . Today the facilioy of the *own tunds lmport” programme continues and such imports
presmnshly st be Toanced o the seme way a8 ey were Onanced Ino the 1980 theough over and
underinvoicing, which is o tonu of vapital exporl, along wilth some sinugeling seross the borders. To assune
that the entire component of "awn impores’ can be adjusted against norecorded exports thus remains a pure
assertion of the World Bank, and « rush one at that. The Bunk could have at least assumed some factor of the
total it Tiguee rather than to Lake the enoive share of "own imports” as a proxy foe oorecorded esports.

Commmusn sense weoitld also snreead that w s1ecable valume ol enrccorded Drmpwares rust also be inesvidence. The
reason for rthis s, if anvthing, stronger than that for maintasining umecorded exports, Today, reasons for
somenie o make ilegal exports ouc of Tanzania are much weaker than before [986, since there is neither any
cloy Ly be paid omocxports nor gny overvaluaoon af the currency which may cocouwrage cxporters Lo oblain a
better rabe of excliamge om Lheit exporls thesagh anolTicial rather tham olficiul channcls, 19 conlrasl, in Apilc
of & substantiad measure of trift reduction. importery are still expected to pay duties to the Customs. There 1y
worwe guite conclesive evidence thar there are laree profits to be earned hy traders through avoidance of import
hatiess. The aurishl gvoldancee ol dolies throush obigining diserciiomary watvers, throggeh The mal feaaeneg of
public aificials, 1s wlready a fact of Lile which has led 1o supclions being imnpoesad by some aid donors on the
GO Given this evidence of seeking evasion of duties on imparts. it is surelv likely that more waditional
mgthody ol cvasion, throwgh srougpling directly or vis Zanabar gs well as throweh underinveicing ol inports,
would persist und would comespondingly inflide the actual value of imparts compared o their recorded value,
Thus any attempt o adjust upwards the value of exports would have to be matched by an upward adjustment of
urrecerce] imporis. As Tar as Lhe sstimates of GDS are concerned, the s i notthe size ol the expuons b
the size of the irude bulimee. 1 unrceorded onporls are as high gs unrecorded impaoats. then the leval of savings,
dereved fromn the wsual equation, remains vnchanged, Thes until the World Bank or anyene else can come ap
wilh miore robust cvidenee Lo demonsirale that Taneanmia™ vude halance ruther than i exports s morne
lavourable than iy shown by the aflicial statislics. wamust combinne to assuimns that the GOS has muintained ity

- downward trajectory and rthat aid dependence, measured by the external resource/GDFP gap, has increased
capuncnliaily, compared o all past periods,

Addd ependence el the decline in the GHS

Given the eatlier evidence of foreign aid underwriting of bath the groswth (o the current deficit and the hoom in
constplion gewsds moparts i waoold be reasvaable wrassame thial the eollapse ol the GLS rowst proside sone
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strang clreumstantial evidenee o link the mereased availability of aid, in consequence af the GOT's
acceptance of the ER Py, with the deterioration in the GDE. Mjema had,.in his very valuahle dissertation on
the role of torcign ald in Tunzania, established theough various ecomometrie sty thad, “during 196 ]-85,
increases 10 foreigo aid inflows were negadvely related (o the domestie savings effort in Tanzania’. Were
Mjcrny to exiend his work W ineorporaly developments in the area of aid flows w coner the 1986-95 porud,
he would be just as likely to obtam no less conclusive evidess 10 sustain his results covering che T986-94
pericil tha those he derived Trom his analysis of the caclier period [961-35, The main poinl of enguiry which
Miermy or oany other Tazmion scholar may find worthwhile to subjoct 0 more rigorous empirical
Investigation than has heen possible in my paper, is 60 assess (e contribution made by the change in (e
compusition of lorcign sid wowards o greater shace of import support or CTS, as distingt from praject wid. in
bl i, gy o major fuctor m explaining the shaep deterioration in the GRS and the sharp increase in the
WO DF ratio,

Adil and Develepment
The et of alid en developreeny

Having demonstrated the accentuation in Tansamia's aid depondence i1 may be vseful to see haw far such aid
has contributed o improvemeants in the Tu:rl't:rma]w.u ol 1he Tanzamdan economy inthe way of ceemsmic growth
antl structural cliange in both GDP and exports, variables which may have contributed o the deprees of aid
dependence prevalent in Tanzania.

Analyiically it 3y dillicul v establish a direct cansal link briween aid and coonomic pertonmance, since a
variety of policy and iostitutional variables anginaing within the soontey, ag well as develapments cxogenous
to the ecanoimy, influsnes the ceonomy. In the case ol Tanzaniz, it may be argoed, though nol defmitively
preved, that e high degree of wid dependence which has in recent vours becomce manifeost, oy well as the
prependsram rale played by aid donocs i inlluencing bikh deveboproent strategy and economic policy, would
indicate a srong linkage berween aid and sconomic performance. We will of course b discussing the evalving
nulure of the relationship between Tanzama and s aid doners in the next section ws well as thie guality and
tmphications of doner advice on the performunee ol U coconomy, In this section we will thus merely addresy
the issue ol ccomamic perlormignce and move on to see, in later sections, how [ar the role ol afd and the donors
may have contributed to these ourcomes. Tn such a discussion our allention will e Focussed on these clements
af econcmic performance which renigin germane 1 the ssue of aid dependence.

Ak qoul srawith

Tt Tahle 17 wo presem cxlimates of GOP growth and its compasition over e list 25 vears, This banger time

perspective is intraduced because, In much o the recenl Hlerlure ciming out of he BWI there is o wndency

to use the early 19805 as bascline dals. {Hven the adverse conditions influencing the ceonamy duning the -
1980, it may be wssumed Thao any improvement of the economy in lawer veurs would be for the better, The

BWI nse of the early 19808 as their bascline s thus rather artiftcial and possibly motivated by thete weed o

estallish the positive nopact of their Streelural Adjustment Reforms, pud in place wicder the seis of the B

singe 1986, A wore uselul measure of economic performance, which could ™ Fact place the impact of
econamic reforms i proper perspective, would suggest the need tr g0 back to the §970s when many ol the

policies associated with the gdverse vends in the Tunzanian economy in the early 19805 were boing

introduced. but under o elher ditferent axternal eConomic sanironniend.

E<onometric tests apphed by Mjcmi have showo thad the links between aid and GLP prowth are weak bl
positive. The wegkness in he relationship derives from the low returte on Invesunent, or high 1COR. and,
by mierence, the low prodoctivity of awded projects. We atlempt no such lests (o update Miema's resules
which waes dala on hand up to 1985, We provide 2 more updated but kess nigotons depiclion of the link
bitween aid availability and economic performance. Tn Table 12 we present eslimates of the aid/GDP ratio
tor the cortesponding perind, alongaide the data on the macro-econemic trends of the ceomarmy. Tligher rates
of GIE growth in the 1960 co-existed with a very low level of aid dependence. In the 1970k, Mjema’s
analysis is confirmed by the fact that the rise in the a3dtGDP raie did ool precipilate a surge in economic
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groweth, thousl growtl in the 14705 remained quite robust by Third World standards, In the first halt of the
1T, Teenne 195 0-73 GIDP geoweth in Tanszania averaged 3.6%:. However from 1977 10 1986, anyania’s (GOP
wonl inl g long period ol low growlh, averaging less than 15 The ke 1970w, 1Tom T977-800 wis o
particulacly bad peried for Tanzania, where growth averaged 2.0% per vedr. In spite of the fact that che
aid AGTIP ratic was well ahove lovels prevailing in the first half of the 1970:.

fcerreneas slurcka crald ecormonnin gl

The tirst halt of the [980k, fram 198 1-86, was perhaps the worst period in Tiunzania’s economy history when
GDP arowth averaged 7% AL such levels of growth, for six vears Tanzania repistered a consecutive decline
in ity GP por capita. This period ol low gresth coineided sith g decling batl in e aidfCHIP rio gy sl
as in the GDS and GFCF ratio. [fwould be tempting to conclude that the contraction in aid availabilicy in the
carly [P0 dul lead 1o 2 slow down mogrowwth. Thoseever the link, as indwcated in Mjzma’s teals, remains
wak, st lhat sevoril olher varables also commibimed io te deeriorating perfomenee of the ceonomy. “Uhe
most obvious effect was the shorp deterioration in Tanzania's barter termes of trade from 106 in [976-80 0
an average of 90 in the nexe five years, 198 1-85 (Warld Bank. 19%1d). This deterioration in the tecms of trade
coplurctl bolh the dee inothe price of oil st the e sl the 190 and the deeline in esporl prices Tor
commedities ax o consequence of globul recession {see Table 161, As o consequence of both adverse
nuwweemncnls o laneania’s Terms of Trade (TOT) as well as in the decline o export volume, Tancania’s
purchasing poweer [Tem ity own exports (el Frome PT3an 1981 1ooan sverage ol 79 bolween 1982-86 (Thid),
If the adverse movements in the TOT and decline in export earnings were 1o be matched by the tact that aid
Mowes in the T %0 wetnally increused, both abselutely, foom an average of $ 6034 million in 1981-35 and
reliatively, Trom 1% ol GIR? por anmon, compiectl 1o 5 4368 mdllion and 5.7% i the 1976-30 peniod, then
we may see that aid levels were hardly decisive in inflvencing the determr;ttm-’ fortunes of Tanzania in that
poritnl.

The Aid effec

There is howvever oo donbt that Tanzania was expased to some degree of aid compression between [953-85,
Add levels Tell comacentively (rom 5 693 millieno in 1982 o % 487 million in 1983 (FCTY), OF this 3 208
millicn cul in aid, 53% ways aceounied Tor by Bilaeral donoes and 40% by the mulilacrals, of which the
World Bank accounted for 347% ([bid), Tlus was the period ol Tancanin’s conflicl over ceonomic relotms with
the W1 which therehy chose o pressorize Tanzania w accept reforms by cotting aid. Tn this move
prossurise Tanvania, the bilateral denors plaved an importane mobks, theagh oo one donor aewsd with such
severity as the World Bank which redueed ity lending 1o Tanzunia from $ 98 million in 1982 (0 5 28 million
i RS Hepsrever the roots of Tanzania’s economic stagnation lay ontside the hands of the donors and must
alsey bo shared wilh the dewerioraion in e wems of frade as well as the adverse consequence of some of il
domestic policies,

Whilsl aid Ty bave had a rather modesd impaet on Tanzania's (uctuating economic Mrunes up w 1983
there is little doubt that much ol the revival 1 growil sinee 1986 can be attribulod we the signilican
inpravement in aid flows. Table 12 shows that GDP geowth (o the most recent peciod 1990-04, averaped
3% 1M we Took al cortin key mactts ceenomia vatios, a8 between 1981-86 and 1990-1994 ) we wee that in
absoluta rerms the volume of aid. on average. rose from % H02 million to ¥ 1142 million per veur betwasn
these two perionds. As a result the share of external assistance rose from 0% of GDP to 44% ot GOF over
s e porils, The share ol id W imponts tose mom 589 10 B0%. aad the share of ail o 1otal public
expenditure rose from | 3% to 37% during thesa two periods,

The guite dramtlic upward ajectory o the share o aid all the key maene coinomic variabes inllueneing
economic growth recorded in table 12 leaves little doubt that the improvements in the rate of growth and of
capital formation muyvt be explained by the enhunced connibaion of id in the post ERP period comparcd
oy the previous period. Teonometric tests would perhaps show that. ds way the case in the earlier period up
Ly 1985 gnalysal by Mjema, the peevatling levels of aid showld in fact have vielded much more positive
economic outcomes than they did, Hvwever whalover gains wene regisiored in the Tanzanian ceonomy in Iha,
last 874 vears wau]d appear to be lareely attributable to the generosity of the donors. -
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Al eor referrnrs ax g xebmdus fo econenids pertonnaes ?

This critical role of aid s not withool significance o the search Tor positive resalls of the ceonomic elforms
being prochumaed by the BWL Bul il becomes diflicull to claim thal the improvemonts in the CROMNTY G b
artributed o reforms if all the key variaMes relevant to geowth have heen influenced by the availability of aid.
Obviows)y, had similar levels of uid been available even in the first part of the [980s, a6 were availuble (rom
1986-91, would Tanzania's econemic performance have been as bad as it was? This counter-faciual question
demands as clear 3 response ws e more Taveuned arooment of the BWT (hal withown eeonomic relorms Th
silualion in the lute 19305 and 1990« would have heen worse. This suggests thar the madel comparing the
outcomes of reform needs o incorporawe an aid variable 1F 0 i o come 10 any secorare conclusion aboot the
impact ol aid, Foe example, in Chuani, the BWES most vaunted success story in Alticy, how much ol the
impravement in the econemy in recent vears 1s due to the fact that Ghana's external rezource gap/GDP ratio
stands at 165 in 1993 comparce 1 15 in 195002 (WIIR. 1959),

In actual practice, during the peraod of relorms and genemws aid Mows, Tanrania’™s coonomy, in bislorical
perspective, perlormcd Tar loss impressively than may have been expected, Table 11 has shown that GDI?
mrowth rates in the post-reform phase were mare impressive than in the previows decade bt renimned below
lewels attained e the decade Tonn 1997-76. Agriculiural growih edes again imposed in the lae 19802
commpared Lo the early 1980, However, in real terms, agricultural cutput remained fac from rebusr, thoagh o
did register some growth in recent vears. However 37 you ook ol por capita grvath por rural inhabilang,
agriculuma] GUP using the MEP dellalor was, at Tsh. 3964, lower in he pericd 1987-92 than in 1976-80 when
i weas Tsh. 4249 (World Bank, (99440, Even if we nse | 976 prica levels, oatput per rucal inbabitant improves
by only 129 from Tshe 623 in 1978 7010 Tsh, 706 inthe T937-92 period (Thid).

I contrast to the agriculoual sector, manufaclueing trends, by cvery mewsare, sce 1o have been diswmeaared in
abwobuie terms. Uging 1976 prices, tnanufacturing GDEP aversged 2.2 hillion Tsh as berween 97075, rising by
19% 1o 2.7 billion Tsh tor the period 19760-80 (Td). From 1951, manufacturing OGP went indo a precipilale
clechine, gveraging 2.2 billion Tsh between 1281-86. In the past-reform perind of 1987-92, this rose o an
average of 2.4 billion Tsh which was below the ligure of the 19705 Tndeed manulacturing GIOP in 1092 was
2.7 billion Tsh compared we 28 billion Tsh i 1974 This could be seen aguin av o measure of the de-
indusirialivaion which hay set in over the last decade in the Tanzanion econamy, If we look at more current
trends, then the manufacturing indes of production showed no gt in 19973 compuared w1992 und Tl hl}' 9
poines frome V100 1993w 100 in 1994 (1885= 100y (EIUY, 1 we place this fioure in historical perspective,
manu Facturing output in L9904 remains below what it was in [979/80.

Atdel g exports

Amrher arca whoere soma imprevemnent iy have been registered as a result of aid was exports, However
Table 13 sherars thaemerchandise exports, though showing definite nnprovement between |952-83. averaged
only 5431 millton ayaar between 199004 comparccd 1o 5 327 midlion in the 1976-80 period. Indecd cxporls in
1994wt $5 19 millien, wete lower by almost § 100 mifkon from the peuk period figure of $ 613 million in
L], Agriculnural exports, which were presumed o have been the main wictim of the policies of the GOT in
the 19705 and 19305 were walued w1 5 419 million in 19451 L'Ulnpzﬂ'a:n;l'm S ARL million in 1997 und 5 284
millionin 19492,

I wee upply the 1985 MUY deflator to export values, then, betwesn 198 ] and (9491, total expores from Tanzania
fell from $ 310 million ta $ 264 million, whilst agacaltucal cxports fell Trom % 387 million w5 169 million.
Foven il we use a bonger eriod average, covering the eosis years 198 1-85, wiul exporls per year iveraged S 428
mmiliion compared to s 366 million in the [986-41 period. In this same pericd agricnltural expors averaged $
277 million, eomprared fm § 238 million e Tater period, Toonically, the only seclor which improved was
munulaciering cxporls, which increased from 5 404 million in 1981-35 w b 887 million 1991, The evidence
at hiand indicates that in recent vears, ncither heightened aid ainflows nore indeed sigoificant policy reforme,
have realised amy signilicant chunge in the ceonmny. .
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4.  REALISING STRUCTURAL CIIANGE
Structural atrophy in the Tanzanian coomomy

The nature of seewctweed] change

Al the levels of growth realised be the econpmy it is clear thar lide in the way ol sructord chunge bas heen
realised in the Tunzanian coompiy which could have contribured to its diversification. To estimate stuctural
chamgze we look at three indicators, the share of manufaciutng in GIP the share of manofacturing exports to
tatal exports, and the share ol muchery inpocts to total imports: this last indicator provides a medsure of the
chungze at the margin, in the economic structure., through the increass o mamdfacturing investment and che
share ol myestimont i wanulacunng as a share of ot investment,

freterioarion Qe e slore of the manafacturing sverar

Takde |3 shows that the share of manulaciuring in G s i Fact deteriorated from 13% i 1970 to 3% in
1993 This trend 15 ol sueprising given the fact cthat manufiactoring value added has declined shsohuely since
tha rezinning of the 1980y (Talle 99, Althe marging grosth in manufacturing invesement in the 18805 his nol
hocn inpresaive. Peblic investments o the indwstrial sceus, through the developmen budget, deckined from
26,60 in 1976 1o 7% in 1992, TLmay be recollected that in [977-80, the peak porivd of prismry fo indusiry,
annual odget allocations to this seclor averuged 360%5% o development expenditues (Mbelleh If we tuke a1 maors
logried lowk sl lotal manufactaring investment. including both the privide gl pablic secuw; then machinery
imports show a declining relative mend inotalal impoes and thedr absolute value ulso rematns more o losw
unchanged as between the first parc of the 19805 and the 19904 The share of manufacturing in GECFE also
Jeclimed lrom an average af 25 345 in 1976-80 to 13% in 1986-92, Magulaciuring exparis bave also 2himwn
little improvvement. In [95] ey contributed 285% 10 otal espocts compared to 145 in 1993,

At cr ecenmlillc diversifioarion

Attempts to diversify the Tanzavian economy wore e in the waks of e Amsha Declavation through large
seatle investrnents in the manefacturing sectar during the 19705, As we have noled, during the peak phase of
this policy fm 1977-50 an average of 36% of the development budget went 1o Indusdty, Those sircishle
investrnents vielded no structural tragstomslion in the seetaral sonteibution by manufacturing to the growth of
e coonomy. This may be attributed o declining levels ol cupavily utiliswion o the sector though this was not
always the cusc, [n 1970, eslimates of capacity utilisation ranged from 70-90% {Skarsieing. By 1975,
following a signiicum expansian in manulscluring capacicy, utilisation rates feil o 70-85%. Berween 1977-
80, lisvd capital farmation in the manofacturing seolr inereased by 10 billion Tah, which was based on
imparled michinery, which amounted oo 60% of export earnings in that period and 824 of forcign aid
dishursed in thar period {1bid). This augzmentation in manwtactaring capacity in the 19705, comeided with
sharp decerioration in capacity utilisstion which el o between 26-2950 in 1982 This was due ta demand
comsiraints bl gls o the inahilitg to provide a sufficiency of raw magcrials o indosiry, due 1o severe Tarckgn
exchange scarcity prevailing ot thal 1hme,

The vasing of the Torsigo viehange constraing of the manofacturing secror in the bate 1980, due 1o an inerease
in aid and partcularly CLS largelad Lo improve sapacity nse amongst its other uses. did not make a ot deal of
dilTerence Ly the manufacturing sector, Capacily use vme semoewhal Treon 27%: In 1980 to an average of 36.5%
in the T94%0-93 periad, but sl ooly acained a level of 36% of msialled cupacity in 1992 (dbellel. Between
977 and 1981 a perod ol increasingly severe comstraincs for the sector for accesy {o lotelgn eschange 1o
sustain is expanding capacity, the proporion of the reguests Tor foreign exchange allocations from the
manufacturing seelor which could be aceomodated for import of rww materialy fel] Tom 59%: w0 6% and for
spare parts from 209 to 3% (Skarstaing, 11 iz not surprising thay capacivy arilisation was as low ag 26-2%% in
1952, In laday™s open market Toc foreipn exchange, no such problem v the manufucinng sector, of
unaccommodaied demand Lo fweign cechange, shonld acse. Thus i capacity in this seclor remaing
orderused iomuse be due to a different set of variables thun applicd inothe 1978-86 period.
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Stagrationl it maitifacturing investnent

The current stine of The ceommy does nol suppest that s significant investment Io manuiacturing sty
is taking place. In 1993, an estimated 2.3 billion Tsh wus invesied in the manufacturing sector {Dorive,
19I5, This s an inprovesoent ever the 1.4 hullion Tsh invested 1o L9856, but s a lony sy rom the hileyon
davs of the 1970y when L0 billion Txh were invested belween 1977800 Given the degree ol price infladon
hetween Lhese bwo perivds, the real value of investments in manufacoring are considerably lower in Lhe
19005 than i the late 1970, Very lillle ald is now available Tor ereanng new capacity in the manafacturing
sector, which explains the figures presented in Table 15 which shows that indusiry™s share in the developmienl,
buodgel Gell o 75 o 1992 Privae investmient in the manufacouring secoor also seams wneertdin, given the
dapressed state of manuthcturing as meusuted i it Tow miles of autpul grswth Dnless ok is a significant
change of policy towards the manufacuring sector which can stimulate output. promole domesiic myeshmaenl,
and brng in foreign rvestmend, the seope Tor noticeable stroctural change in the Tanzanian economy seems
decidedly limited.

Domen perspective an iMee SRR IR e Iainfaciering Sec iy

Thee cdiwnors have sllempled 1o deal with the weakness in the manofictoring sector by concentrating their aid in
providing imyport supporl. This approsel ol the donors, demived Trom s bekiel thal ihey hud et oo pencrous
wilth their project awd oo Tanzaneta's manufacturing secror in the 9705, argned that their aid had gone into
croating while elephants inothe Parastaial seewr based oncinappropoate investiment choice and techikdogy
arising out of collusion between the Parastatuls and the donors, which bl led Lyinelficient manulaciuring
eolerpeises, which, i a highly protective wade regime. had become progressively more netficient (Warld
Bauk, 19904), Decling in capacity use wits Thus due s indiserimimde cxpansion of capasity wilhouw! any
reference 1o generating export capacity to fipance the import of intenmediare inputs ¢y, Lo capucily use,
which reached its nadiv ain the early T80 was thus the outcome, aceording to the BWLL of wrong investment
choive. inetficient management i the Pargstal seelor and Lack ol expor. carning capacity, ' Uhis vicw wis 1L
exelusive e the BW and was alwo shared by weademics working in this area (Skarstein).

The BWI solation oo the problem of low capacity use io parastatal indostries was 0 downsize or close down
Loss-malinye purastatul indusiries or w divest them o the rivaig seelor The bilaweral domors who bl indeed
financed the imvestment in many such wnits, preferred to uddress the supply-side problem through the vse of
it e OS5 which Lhey hoped would, throogh improsed sapply of inlermediate inputs and spares, help 1o
improve capacity atlisation. There is a substantial and valuable ierature on the subjeet of the impen suppir
and hows iU served 10 provide @ soft budger conatraint for the Parastatal programme (Bhaduri, Dariye et al.
19493, Eriksyon]. The nahng: and owteone of tis prsgrammime necd not dewgin us insafae as ivimpinges on the
fortunes of the manutacturing secton The outcame of these Investmenes in aid o the munulelunng secior
have, however, az wo have already ohserved, not been impressive. In the 195 capacity uolisation in
it uctring dews nol seerm Lo kave tisen noliceably which snogests that ek of intermediaie inputs s, 1aday,
the least of its problems.

It would appear that today even the bilareral donors lave lost fuith in keeping the manulaciuring Pagastalals
alive and have preferred 1o divert their CTS w the GOGL poal, [eaving the parastatals to aceess their need for
inrermediate inpuls i the open Toreign exchanee murket. This market-driven demand Tor C15 iIrlpui‘LH by
however shosn TG buovaney singe The anulaeiuring seetor nlay s Gaecd with the more seriows pratlem of
lack of demand due to excessive campetition from manutactured imports which continue 0 come in (eely
under the same CTS svatem which was designed to stimulate capacicy use in lecal manofacturing enterprises.

1 this pew environment, whers manofacturing growth has stagnated and ngw nvesimenl 1 industry remaing
Lirmifeel, the share of manofacturing in the Tanzaman econvwny has deferinrated doring the last decade. As a
result Tanzanics must be one of the few s where the share of agricullore e G has acluglly tsen 1Tom
Ja% In 1980 to 1% in 1992 (World Bank. 1994, Tlowever, using 1976 prices, the share of azriculore in
CrIP hus misen rather lews slowly roe 208 0 T980 (o A745% in 1992 T'his rather perverse rise in the shaee
of agnculture owes less to the dynamism of the agricoltural seclor than wthe stymadion in b mgmnlasiuring
sectar,
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The Issue of Economic Diveesilication
The argument for diversifying the economry

The vnderlying argument ol this paper presented at the outset 1s thal 2 counley witl o Llangely undiversificd
ceomenny 16 lkely o remain particetudy volocrable to external shocks such as natweal disasters and changes in
irs globul truding environment, A diversified commomy with oowell developed manulacluring seelor crighles o
country to reduce the impact of adverse movements in its terms of trade and 1o adjost its exports ro changes in
srlobiel domand, A diversifed manefaciaring basc, in paricalar, enabyles auch economies ta respond o changes
in global comparative advantage and 10 find points ol entry indo 1he globul division ol bour swilable wr s own
comparative advantage. Thos Tanzania's receding capacity o diversity both production capacity and its export
strugtimg b T teal the export capacity ol the ceonomey and ioopeosed both a balance of payments consteaint on
its groswth as well as exposing such groveth to o high degree of inytabilily,

Tunzania's aid dependence hus thus ineTedsed because of the ceonomy™s situeiural Ly consirained incapacily {ior
enhuncing s eaport carnings and due to the weak potential of its domestic econony for stimubdting
manu acturing growil because ol The poverly of i domestic markel. N has been arguad that bath the poverly
of its rorab economy and the import constraint arising out of its weak exporl Duse Dus, over e years,
undermineed the Basie Tndoswial Stratesy (BIS) which undeeeerote Tanzania’s indosirialisation drive n the
L9705 (Skursteins,

fncliseriotivetion gaed Self Belicnee
3ok Tunzania and Tsangladesh, in the aftermath of their iIndependence, attempted to diversify their economiey

lor certain spectfic reasons proved mare suecessful in this wsk of drversification thun Tanzamia and hay, os a8
sl gz o reduce ity degree el Sstermal depemlence o a greater estent than Tanzania.

Tunrania diel make o hold el w diverstly it cconomy in the wabe of The Arnsha Declaration. My own
unclersiancing of the developmen! siratesy assowialed with the Arasha Declacation is its commitment w the
goal of wiamea or selt-reliance. In the Tanganian conlex) ceomamic diversificilion was conirl 10 e stralegy
of self-reliance. Tanzania’s largely agriculural economy, dependent on a few truditional commaodiries for
revvicing hothe Bvelitosd and csports, exposed i to all the problems. in those days, identified with such
dricuturally-dependent economics which had been assigned o given place in the global division of labowr
as determined by their cologial masters. This inherited division of labour. which condemned P s o exchange
their prirnary cormmodities Tor manufactured imports from the AICs, was oot only seen as a perpetaation af
the volonial economic syslem bul Lol o opporiunity Ter Taneania e significantly impeovs the conditions of
bite of its people.

The muin strategy For breaking oun ol the colomiul meowld was, o those days, wesghised by both econamists
and palicymakers o be through a strategy of diversifying the production siructure wnder g progrmme of
inclestrialisativn which would taise the share of manufacturing o the econamy,- Thus virtually every DO
mandged to rajse its maoutactoring’ GLN? ratio o the 960 amd 197040 The main difference betwesn Lhe
dynamic Asian econoitics and the backward LICs was the dramatic increase in the manulaciuring/GUEH? raiios
al the Tommer catcgory, the Bast and 5T0Aan "miracle’ countries, in these coontries. the share of
manutacturing to GDP inereased, between 1970 und 1993, e 21% to 29% in Sowh Korew, 305 o 385 In
China, Moo 165 to 28%: in Thaiiand, from 10% o 225 in Indenesia, from 12% to 28% in Malaysiy, [rom
204 w0 28% in Singapore (W, 199 The above trends, as well as the prevailing levels of their
manutacturing/GDF ratio. may be compared to the evidonee of de-indostrialisation presented Tor the LIS ol
5SAn Table 2,

This siralesy aimed. at the ourset. o process a country's own raw materials, alreudy being exported, whding
value 1 ils exports throwgh drawing upon the avaitabilily of abundant, anderemploved low-cost lTabour,
lnvestment in o combination of raw material processing and labour-inlensive mannlacturing enlerprises wis
scetn as the first slage of the industrialisation process. But a number of countries lookad beyvond s mimury
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incustrial stage to o longer term goal of further broadening their industrial hase by adding depthe thiuwgh
promoton of ackward linkages, bascd on iveshineots in inlermediate and capital goods industiies, This
sleatepy wirs critical to the ranslormation In the fortunes of the Tast Asian Haers'. particulardy Tiiwan, Soulh
Koreu and Singapore, bot was aizo followaed by other DO e gy China, India, Brigil and Mexico (Amsden:,
The main point of departune hetween the first and seeond group of coontries lay in the emphiasis by the Cast
Asians on ek compelilivenesy for their manofacturing sector and the more inward oricadation of the Laller
group who helieved their large comestic markets would sustain a large, diversified, indusorial sector. However
the Twler group nover rejected the possibility that the swel, cnginecring and chomical industry, initially
designad to serve a domesiie markel would nal, gl o later stage, evolve ino internationatly competilive
industricy. Whiist this wrnareund took longer than anticipated becanse of the inward Tocus of these larme
cemtinental economics, China in 1993 was regisicring expurds of ¥ 92 billion, of which 31% consisied of
manufaciuring cxporty {WI10IR, 19935], :

This strategy of backward linked industrial growth was however embraced by a much larger group of muoch
weiker ceonumics. such as Tunzunia and Bangladesh, which argued that theit indusialisation strategy should
also move bevond value addition o their priwary exports and coneentration on mare labour inwensive
indescetes, ito iMermednte end copital goods tndustries such as fertiliscrs, cngincering, and stesl, These
sialler couniies everlooked the smaller siee of thelr mam marhels and believad thut rapid domestic growth
winld generate nuarkels For mare capdtal inlensive indusiries.

Fhe dlemen s consribniion to ineusivialiseiion

Tansanta and Bungladesh sought and received the assistance o donars wha financid invesooencs in extile
wills, leather industries. cement, Tertilisers, steel, clgarcttes and ather such sectors, As a reaall of this soal of
promoting backwaid linkage, Tansania’s share of manufacturing valve added rom inermediare and capital
(1&C7) poods industries, rose from 28.6% a0 1966 10 39.3% in 1986 when capilal rouls alene contributed
28.5% of vulue added (Mbelle). TTowever by 1997 the [&C sector’s value added fell to 16.534% und Tor capital
goals o 1 2.8%, indicaling the chwure of a number of the indusdrial units in this seclor, Tn Bangladesh, donors
fimded imvestments in the 1960 in jule, wslifes steel, shipboilding, fertilisers, maching loels, clociriea
machinery, paper, enginecring products, Given the willingness of aid domars iy underwrite this broad
spectoum wl indusiies, not just in Taneamia and Bangladesh, bui actoss the Third World, ic would be a
reasenable assumption that these samye doners, including the World Bank, at the beginning of the 1970,
shaced the beliel of Prosidenl Nyerere that the future of the Tanzanian coonomy lay in its diversitication
through investment in mamrfactueing. Inothe 1970x, around 200 of foreizgn aid to Tanzania frsn the Worlid
Bunk waz in fact dirceted v the munotuctoring sector (World Bank, 1990w The lasic Indusities Strategy
(BIS), which was inspired by the writings of the latc Judin Reywamu. which provided the base for
Tunzanka's industeialisation driove, was seeepiad and indead supported by the World Bank and must olher
dannrs.

Fven with hindsight it would be dilficul 1w faull the post-Arsha strategy of pursuing coonommic
diversification. Mo one really belicved that Tarzania sheuld continue wo depend on the cullivation and export,
mn their nglurad Torm, of cotton, sisal, collee, lobecea and coshew nels or that Bangladesh coubd survive as
um exporter of raw juie, or is hides and skins, Thus. by the 19605, Bangladesh was in McL processinge i1y ray
juie into jute ponds such wy sacking. hessian and carpet backing and hud. within a decade, made its Jute
sty inte o plobally competitive export indusire which ended the monopaly of both Dundee and Trdia in
the grlabul jule market, Acthe dnee of it indepencdence in L9710 more than 30% of Bangladesh's caports were
classitied as manutactures becawse of the emerpence of the jute industry as Bangladeb's leading export
secror In contrast. Tanrania™s manufacturing sector grew very slowly, Mcusel larsely on the domestic market,
and ilx export buse remained vndiversified cven at the end of the 19705, with its primary commedily sspeors
" ageounting for 6475 in 1976-R0 (Table |3y,

By 1976, Tanzania had raised the share o manulaciures in its GO o 13% compared 1o 8095 in 1964,
Hipwever 1970 oumed o Lo be the apogee of Tanzania™s development of s runalacioring capacity. In real
terms, o preriod of stignation in its manufacturing sectar se i, Tollowed by absolute decline. By 1993, the
shre ol munulacturing in Tanzania's GIE had acially Tallen o 5% and the real value of manulaciuring GLIP
in 199001 was, o absolute terms, lower tha it was in the 1976-80 peried.
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The rale of the mannfictiring seeten in Ranpladesh

By wuay ol comprison, Bangladesh oo wene through s own process of de-industrialisation where the
mnutuctrings G0 radio stayed constant al arommd BET2%: between 1972 and 1994 which docs not sugges
a significant degree of souctural change in the econcmy. 1o the cuse of Bangladesh, Dowever, 1ere hus bogn
a quite significant growth o the readyimudes gurmenls industey (RMOY which exploited the expon
opporiunites alfercd by the bulo Fibre Agreement (MEFAY REMG exports in Bangladesh orew from nothing
il the beginning of the 198k 1w around 2 hilloa i 199485 {Min. Pin, GOT3, 19953 Tust 2 decade ago
Bangladesh's RMO exports stood at 5 131 million. so that in g decade is exports have inersased 16 fild
il imancial apress). The RBIG sector today accounts for 62% of Bangladesh’s commodity export earmings
al % 3.5 billion, The BMG seewr lodiy, composed o 2174 entemprises, coaploys 1.2 million workers, 80%
of whorm are women (Ind). Cecher rising export items from Bangladesh include leather and lealber goods. as
will as the racdilional jule poods secwor, so thal 32% of Bangladesh's commodiny exports are now classified
as manudnchued poods,

Ny be noted thal 73% o the RMO capont value i< based on intermediace imparts of fabric and ather
inputs, so the net value addifion of forcign exchange ITom this scetor is avwnd 5300 million which s wlmes
as high as‘lanzania’s tal exports. Tlowever Bangladesli’s main export (s now peaple. trouph remitances
Cfrom migrants, which ceme o 5 1.3 billion in 1994 95, which constitutes 27% of Bangladesh's expocts
earnings of 5 4.5 billion in 199405 (3Min, Fin, GOB, 19355 117 we luke the RWOG sector and nomigran
rernitances ngether, then two thirds of Bangladesh's net export earnings consist of embodied export of
Liboug, made up o migrant remitamees plus labont inpuls inothe BMO seewn | TRBD.

It ils prosent confligurgdion, however, Bangladesh has became highly dependent on BAO exports, not just
fur expart growth where they account. on o gross hasis, Tor twe thicds of exports, but also for ils
manufacturing growth. Thus about 60% of manutacturing outpuat growth s now contributed by the RMG
scclor and HO0E of the increenent i coonmodity exports, between 198395, came from growth in RMO
exparta. It appears that the expor sectar, as well as ity manufactuning base in Bangladesh, romisdng ghly
comcentraled inoone seclor, amd s thus as undeversified as it was 20 vears ago when jute and jute zoods
accommied for 20% ol s cxpowts. Bangiadesh's fulure as a fast growing RMG exparter remains highly
sensttive o what hippens 1o the RMO marked in the post-MEA ercwhich bas w life ol W years, Trom 995,
T s feared that unless Bangladesh develaps substantial depth o ity RMOG seolor by hegyy imvestments in
bachward linkages 1o the MO axport sector, 0 will have a hard time in sustaining its RMOG export grovwth
in competition with bigmer, more diversilicd ceonomics with o bigh depree of backward integration, such as
India and China.

A i comseduencs of the growth of an enlitely oew esport indusuey, RMG, Bangladesh has protected itselt
frum the consequence of a declime in itk onee dominaml jule indoslry, Thiz new indosty, wlong with migean
remitlances, has increased self-financing of Bangladesh's imports from 36% in 38445 o 345 m 199495,
arted R, (0 the process, contabuied wethe accumulation of foresgn exchange reserves of over $ 3.2 hillion as of
endd June 1945, whichh provides cover to arowmld seven months of curenl impuorts (lbid), Bangladesh’s
expericnee podnts W the advantage of export diversification based on industrialisation as a busls ol emicy inlo
the inemmaiona | division af Libour, iy 0 mechanism Do reducing aid dependency, [lowever it also points to the
tragility of the vansformution process, due to the as vl umdiversiliol stae of Bangladesh’™s poulaction
siruciure and the lack of depthoin its new mamifactunng growth (SREDN.

Tuble 13 shows Tanzania®s expart economy is now where Bungludesh™s was il the time of Qs imlependenee
Alram British ole in 1947 when gver 0% of s exports were derived from row jute which was then also the
mainsliy ol the cxporl ceomnny ol o united Pakistian in which Tangladesh accounted for 54% of the
population. Tanzania's primary commodity expores still account for Q8% 6l ils caports in 199194, compared
L 85% in THTE-RO. A g conseguence Timeania capprO0 2 ratio bas nol changed moch since the 19605 and
it abaolute terms its level of exparts in L9 1-494, at 5439 million, 1s below whal i1 was in (e lat: 19708 when
its expors averised 5 308 mallion o year
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The slagnation of ity export seowor and the lach of diversification in its exporl base leaves Tanzama, i 995, as
dependent on primary commodily exparls as i0was al Lhe time ol s independence, Hlowever the global elirale
[or commodily cxprnts oday 5 mnch more insecure than il wis in twe 19603, du 1o technological change In
the ATCs which has ceduced significantly the commodity inteosity of thelr production and input buss. In
constunl prices, Tanzama’s principal exports, coffee, cotton. tea cushew s, wobacen and sisal are all well
below lhe levels they wore in the 19805, as rmay be seen from Table 1, which also points the adverae
movaenents in ity Termas of Trade (TOT) which has deterioratsd Trom 10000 19835 w68.3 10 1986-92_ Tanzania
is now compellod 1w push up s aditonal commeodity exparts a6 a time when Their prices are Mmoving
dowmaards in the plabul marker, '

The influence of Tanzania's non-wradional primaty csponts holds some promise, bot the volume of such
caparts is hardly worthy of note. Its dollar value in 1990 was $ 42 million, a big jump feem the $ 24 million in
1954 bt by b be sel againgt the S 34 million realised by these exports in L9380 OWorld Bamk, 199407 Indead,
in constant § prices, non-teaditional agriculowral exports in 1990 were below levels atained o 19800 117 we o
turther back and combine (his with munulceiaring and mineral cxports, subsumed ote the category ol "olhoer
cuporta’, these exports have. in constant prices. fallen leorn $ 245 mailion in 1968-7 1o 8 156 nullion in 1989
91 wrud are even below the $ 2687 million eealised in 1979-81, '

The share wl “other eaperts” has risen From S0% in 1969-71 w just 54% in 19898F, The belicl thal illici
exports from minesils i o sign of some new Torme ol espart geowth which does not enter inte the recorded
grpor! Mgures rematns again o thin plank onowhich to plan futore export growi. An cxporl stenlegy basal
an depleting valuable nom-tenewible malcerial resowees a an undetennined rate, where there iv no value
addicien to such valuable natuweal resources, seems of dubious vilue, Noris it clear that all of the earnings from
theise resowrees relurn 1o Tancania o the form of production-generating imports, Thoe s hiseever an
cuarmous patental for export development in this sector but this neails wlse Lowdd wvilue o the natoral
TESONITLL,

Sturncteral atvopdne aned oid dependente v In Tanzonia

A the oot of Taweania's stractural atrophy remaing the attrition i 1ts manu Facuring base. whoere areumd two-
thirds of its extaml oianulacloing cppeity Hes idke Yoy HiLle new capacicy 13 being created and no altemplay
boing macde W locale a marker niche for Tanzania in the evolving global division of kibour, Lile ol is being
made 1o expoil ity compirative advamlage, dedved from valuable raw mateeials sucl as cotton and tobaceo, 1y
mineral wealth, inchuding its rich resources of gemsiones, or ils cheap lubour which is, at current exchange
rules. almest as cheap as Bangladeshs labor costs of around $ 0010 per hour, For 2 couniry of around 27
million people. with such a wealth of resources at ity disposul, Lo be expusaad 10 a process of de-industralisadon
i @ sure guaranler thal aid dependence w111 persist, Towill o fact be discussed g laer part ol this papor how
far this aid dependence las embedded Tamsania iolo o devebopment srategy which binds it wichin 4 given
productivn structure which will further perpelaate its aid dependence.

Aid Dependency and Loss of conirel over development priorities
Afeleremel the rofling pleas

This incapacity bo diversily i pronloction and cxpont base is likely to sxpose Tanzania Lo sovore revenue
comsiraints which will make it diffienlt to reduce i budget detieit. As 6 stands, Tameamin bias, Mor over decade,
been in chronic dilici! even in s recunent badges This makes Tanzania's developiment process rmeh ore
externally dependent than even Bangladeshn’s, which i3 al leasl gencrating some sorphus of revenus avar its
recurrent eapenditures which can finance a4 growing share of its development budger, The decline in the
proparticn of Tanzania s developmuent budiel which is generaed [rom domestie sources, sevarely abridges he
contre] retained by the host goveniunent over its developiment priovitics.

Tn the case of Tanzania its prolonged exposure to defieits on eurrent aceount has meant thal s development
bucliel 35 nwra cntively hostape we the peeferences of its md donors, As way the cose with Bangludesh ool
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cvery recenlly, the development budgel of Tangania is wday Jitle mere thin an acgregate of aid funded
prajects, The tendency today, for countries heavily dependent on ald to finance development, 15 10 move away
from agenda-setting five-year plans 10 three-veur rofling plos, Tl premisc ol the relling plan, which was
introduced in Bangtladesh around 1990, i< that the aid recipient country does not comunand a precictable souree
of domestic revenne to realise its development aljectives aver twe Gve-vear plan period. "This is a Tisongbly
securdle assumplion for Bangldesh. Gyer sucecssive Hvie-your plun periody in Bangladesh, since its Fieg
Five-Year Plan was launched in 1973, plan targets have not been met becawse of cxapggeraied assanmplions
whuut domestic revenue genetalion and poor implemeniiion of investment trgets set for both the private and
public: sector, The only predictable eleniaot in the five-vear plans appears to have heen the aid commined by
the demars, Frve-year plans in Tangladesh have o becorme sonmething o s wish lsewhens e GOB excreised
very limited control over its realisation becanse of it own weak reveoue hase. The concepl ol mffing plaors 1y
thas a Mrank recognition by bah the densne communily and the respeelive mweernments ol Bangladesh and
Tanrunia (it longer eom planoinr, without docountability for improving domestic resource 2ensralion, cin
only b undertaden anthe couwrtewy of the wid domns,

The roffine plan. as distiner foom the fixed term plan, keeps the development spenda Clexible o oalfowe Tor
varnglions i the preeis wath which donors relese Punds amd the capocity ol aid recipient sovernments toose this
ald, This also leaves some ream for the recipient government e maks good on s revenue-genersling
Forcrasls.

I practice the sllieg plares of the GOB amd the GOT have been [ile more than an aggregation of aid fonded
prejects, One of the added consequences of total dependence on donars to underwrite the development budget
has been that they newe insdst that whaever domestic revenoss are in Casl generaled Tor Gnancing {he
development plan mus) ke pro-ermpied inorder (o provide Tocal counterpart fimds for their uided projects, Thus
even modest progress in domestic revenus gencraton, uits iottial phase. does licde meee than cnsore thar
attled progects wall be more readily implemenied, therchy leaving Tide seope for projects designed by the
Teciplant govermmnedt to be miven soime priority in the development plan, '

Banglindeshi's pacont experionce with pliving

Tt the case of Bangladesh, the denninanes of the wid-driven roffing ples his meant tha Tor the Arsg dme sinee
s independence the GOB has not been able to publizh a five-vear plan. in this case the Fowrdfs fFive-Tear Flan,
for the perind -5 This plun holiday was, in part, due Lo the change in gosernmenn gfier 198 when the
governmienl, new ly alecled to el Tes in 1991 could nol make up ils mind over what to do with the Foseeth Plon
docwmenl bequeathed to them by its predecessor govarmment. The new GOB made half-hearted efforts 1o
v ine the fowrth Pleve aml cventually Lelicremuinin cold slorige. This el ol smission in the planning exercise
wys compounded by the present GOBs fuilure 1o then prepare its own Fiifl Free-Feor Flan, for the peromd
1996-200H) for reasons which remain enexplained. In s place, over the last year, 199495, he Bangladesh
Plammimy Commission Dus engaged ilself In prepacing o [3-vaar Perspective Plon, Dbased on some process of
public consultation, usnally with elites ar the loca) level.

Apart Lrom the sllendant methodological issues of what is in factlocal level planning o how to inteprate wish
lists of local elives alfered Trom over S0 local arcas intoenalional planning cercise, 1he tesoures base of such
d long-lerm planning axercise ramaing highly speculative. Long term plans, drawn up by one-party "socialist’
sovermmenrs of ideed the East Asian states. with eavernmants which commanded beh Iong resideney inostae
povwer and cxpeet Wy conlinge [0 romain in peser. make some sense. Bot 13-year plans, as have just heen
designed in Bangladesh, draown up by a recime in ics last vear of office, with no secarity thad il will retarn 1o
office hevond ihe nest election, remains a rather academic cicercise. Where such g perspective plan s
convelvied and disigned willoul any consulladon with the principul political opposition parties, it remains an
exarcise in wish fulfillment of the leaders of the Planning Commission, and docs notl even comand e
authenily ol the entire government. n the Bangladesh contest, when such & [3-vear plan was, in fact, recently
mresented 1w the National Economic Council, the supreme econamic decision making-bady of the G 1 wys
et oame bl
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Fraezetetice s Relling Plow

In the case of Tanzania which has. as was the case with Banzladesh, had o long exposure 1o the fve-vear plan
traciven, the Thege- Fear Befling Plan now sers the agends For Tutune developroent, The complels incapaseity ol
the GO o comribute any rescurces for the development budget now ar in the near future means a donoe-
Munded rodlieg pfe i likely v remuin the only develapment plan on oifer. 1o give some element of Tocal
ownership aver the mlling plan, the GOT has Been persuaded Dy the TBWT o prepare a Rolling Plae undd
Forward Bodyet (RPFB) Tor Tanzaniy [or the period 1904/05 - 199097, The goals set by the GOT for the
RIPEB hive no prolence to Ej'ﬂilt.it-'jt}-' and seem to be taken, in toro, from the Frlicv Frameweark Faper (PEP)
negotated with the BWT as well as the World Bunk™s own metiens of Tanrunia’s sitsleyic pricniaes, The
inlluence of the BW I pver The RPFB {s cuplured in Annexure I where the priorities of the BEFTT and PFPs are
compared o those of the World Bank, This comparative exercize In Annexuce [ indicates thai there 1s no
stracegic vision underlving the RPFB nor s there any agenda Tor siroctural change Jor Tanzanii. The very
canception underlyving the RPFB appears to be to carry through the esseritially short term BWT struciural
adinstment agenda and not to beeak any oew geound. The RPT has ahos, by ils very malus:, st no
s lormalery goals Tor the coonomy, Furlhenmare, the RFFB™ resonrce forecasts, expendituee targets and
nalional TRCIO-Scomemic TaTmets remain, o say the least, optimistic and depend hoavily on donor
commitment. This may be seen from the devistion helween the rgels ol the RPER und the budget for
V99596, prosemicd by Tunzania™s Finance Minister, which is captured in Talle 17

ven in its conceptian, the RPEI shivas i sign thad the GOT will generate ils own recurment account surplos,
sy that the development budeel will not ouly be starved of local resoueces but will depend on the soodwill of
the donwrs, Table 17 shows that the share of development w total expenditare, which was ws low as 15% 1o
199394 is, amder the KPR, expected o mae o anly 29, 7% In 199697, This lack of resovrces which can be
diverivd For development hag to keep in mind that in real erms, Table 7 has shown that developent
expenditues has, on averags, inthe 19905, boen 71 al whil il was tn the 1987 856 perialamd 32,5% of what it
witk L the Late 1970x " Tinal Public Expondiure in the 19905, in real terms, is indeed lower than itwas in the late
105, Buat the diminwtion in the development componends of the TRPE Las been much more severs than it has
hien fow cecumrent capendditure. Thus, al the outset of its RPEB, Tanzania faces a strangulation ol s
development prosramimes. with only Limited prospects Tor improvement in the develapent el over the
next few yvears. The resullant depregiaion in the capacity ol the GOT o aceclerate develuptnent means that
Tansania oyl renemin withoul o vision for its fowre and thae whatever effort is made oy think ahead st
depend on the goodwill of the donors. Thus even the Tutare e lineeandy sppears W bave boen appeopriated by
iLw donis.

The fact that even in 1996/7 Tansama will not wenerate sny sumlus on i reeuerenl budget, which will be
Mnznced 1 the estenn o 3% by aid and this aid »911 in fact excesd the recurrent deficit, suggests that the
dunor: will also e incommund of the recurrent budget. The price of denor depeodence Tor financing the
recrrent budger i 10 ensurc that they will conlinue 1o play o dominamt robe inselting the agenda for short-tenm
palicymaking ws well ws longer werm development priorilies. Since donor priorities do not Include any mnve 10
craale the structuril basts for building a mare diverzified ceonomy. Taovania 15 likely 1o be moving imo the
215t centuey with nonoliceable reduetion iniry aid dependency,

Praspacts for Direct Forelen Invesimend

This weak siructoral basce ol the Tanzanian ceonomy and the fact that the scope for development expenditure
loor impraving the infrastruclure of the 2conomy is likely to remain constrained. suggests that Tanzama is nod
going L be o particularly attractive place tor direct foreian investment (D181 which, in the Tyst Rve yeurs, hay
been virtually negligible. Lack of inlerest by Fpeeign investors bas already compromised the donor-drivan
privatization policy [or the Parastitals. Prospective investors are reluctant to invest in an econnmy with such a
weal revenne and production basc.

Here aain ir is worth nming that Bangladesh has been relatively unsuceesaful inatiracting DEBL Lpoto the gnd

A
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of the 1980s, the more liberalised palicy 1o atleiet Toreign inveslors o Reel comirbaled 08 nel ol of
respurces on private account through remittances of capital and prolily by exisling lorcign investors. In
1993794 under au even imore open regirne, DFD G amounted weonly 1A% of logal cxternal resource inflows
into Bangladesh (IRBD. The bulk of the modest inflows of Toreirm imvestment which enter Bangladesh today
sl cenne in o pactfolio acsount 1y take advantage of the opening of Dungladesh's capity] market,

Tt is areued that 13FT tends 1o he aliracted oo the mare diversified economies of East and 5.E. Asia, China, Tndia
amul 1 the more meture coonormies in Latin Aracrsa, T the Alrican conest il is the more diversified cconomy
of South Africa which may serve as a magnet for DFL Tanzania, In its prosent confimurstion, will alivset only
the erundhe [rom the investors” whle. Indecd muoch af this Timiced imeecsomeant comieg to Tanzaniz may 0ot come
inlirectly but via South Adrica, In the same sy, Bangladesh may atteacy DT vi s Larges neighboue, Indra.
rather than dieectly from the multinationals. Under o resime of impon liberulisalion, several residen
miultinatimnat companics have pulled ows ol Bamgladesh o are planning to do so. Some of these enterpelses
capect o service e Bungladesh ecimomy frem theit much lirger produciivo Gaeilitics in Tndia, lowe where
they can avail of the ready access o the Bangladesh macker provided by its donor-driven sitalegy of Impor)
liberulisgtion,

An interesting parallzl o the Bungladesh esperience with its lareer neighbours seems to be emerving in
Tuneamii, The opening up of the Thamsania itk bas already made 10 ateactive womaltinatonals based in
neighbouring countries, Thus the Cadbury’s chacolale mow Lownd in baeal stores in Dar s Salaam iy made
i the Cadbury ™ plant in Mairoba ust as Cadhury’s chocolate 10 Dhaka comes not from England bot larsely
Fromn its plam in fselia Other mulinslionals iy wse Lheit corporale bases in neighbouring countrics such
s South Africa to invest in Tanzanii and other 35A countries. I the sane way, somie af the mies sulbstantial
white-cwned conporations of Soutit Africa may look to Tanzania and its neighbours as an investment outlet
(o s ieir lowear cosl lybowr, Howover There seems lile cvicdenes today 1o bunk on sizeable inllows of DFT
inta Tanzania which may not thos be expected o cantribiete to a noticeable diversification ol ils coonomy,

The Social Structure
Fenganie ' gnetvepremenriol tnfve ritanae

Structural consurdints to development do nat apply only to the economy but derive from Lhe sociely in which

Cthe ceomomy is locacd. Prometing econamic development is not just abour expanding the physical
cownponenty ot precielive capacity b s ke gecount o the agents of peonduction, dravn Trom the human
resouree ase and entrepraneurial capucities of o socicly, Inthe cuse of Tanrania, 10 must bo wecesgnised thal i6s
colonial inheritance left little cpporunity for the development of an Indigenons entreprensurial class or {o
brilid @ sebrstantial korman resource base. The more modern compuacnt of the busingss sectar, fo the way of
plantations and primary commodity cxports, was domminaied by British/uropean capilal. Inothe social space
available in o colonial economy, asmall Asian hourgeoisie had acquired some prominence In nol just Tanzania,
b thromghout Exst Alrics, in Kenya and Uganda A the gme of Tunzama's independence, the Asians were
thus dominane in the Local Business cosmmunity and seere the natural heirs ol the businesys opporiamities vacaced
by the depawrting Turopean bosiness community in the past-colenial era o conrrast the African Tocal
population remmaincd w hewerys ol wod, drwers of water and Lllers of sail’, with a small class of cducated
Africans ccoupying the lower echelons of the colanial bureauctacy,

When the post-coloninl Alrcan leaders thus planned for a stratcgy of self-reliance, they did not merely have
in mind delinking their economies from the apron suings of the memopolilan couniry bui also hoped 16
cnzhle Aldceny 1o acquire greader control over the domesac econemy both tlrough expanding their ownership
ol the ceopomy  and (hrough jvestment dn ity buman resouree base. However, any such move 1o
indigenise the contrul over the Jocal economy is not Just a gquestion of pelicy cheice or changing the ditection
ol ollicial puronage bl depends on the socie-coliaral maditions of a socicly as well as its institulional
arrangements oy manage the economy, Where a clays of people with wn estabiished tradition of rade and
cnietprac are #l had tnoa 1307, this class inevitably comes o the fore in the post-colonial period. The presence
of such communilicy in DCs is not elhnically delerinined but i its roals in the inberled divisiens el laboure
bequeathed by a country's historical experience which condidons the social attitudies and behaviour al
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particular ethnic groups, The Chinese in South BEast Asia, the Murwars, Giojralis and Parsis i Tndia the
Memans, Tsmailis and Chiniotis in Pakistan, te Thas in Nigeria, are all examples of ethoic groups with an
innherted iradilion ol entreprencueship.

TLas argned in this paper that a countey's entreprensurial stock ab any ghven moement of time is thos not a
variable, derived {rom policy changes, bur an inheriled constanl, Over o longer period of e This
entreprencurial constant can he wrned inte a variable throwgh policy and instituional interventons. Atfrica’s
colomial inheritace Tett it without any Alvican enlreprensurial eluss which dimposed 5 own sloucturl
canstratnrs on its plans o indusonalise their economies. This inheritance can be changed over time. Bot this

process of change muy not always prove 1o be sustainable,

Iy the case of Tanzunia its local entreprensurial class was largely of Asian origin, Even though many of these
Azlans fuusht side by side with Mwalirmu Julivs Kyerere Mor the countrs s independence, in the mind of 1he
riajenily of Alricans the Asian community inYanzania, s indeed in Hast Alvica, wis seen iy o class apart. This
1sswe of etlnic idenlity in Tanzamia 1= 2 highly sensitive subject on which I am not qualified ro comment. Bt
withowut prejudice to the many Asians who have commutted their bepallies and finances wr the Jeveloprent of
Lhez comeniry el Lhed bicth, 01 arsparcl Lo even e casual visitor thaf Tanzanian Almicans remain uncoemboriable
with the dominant position of the Asians in the business commuonicy. even today.

It would appear thad the post-colonial regime In Tanzania headed by President Nverere, was not willing o wail
fow an indigenous entreprencurial class Lo emenge oot of the impeessive oTorts madis by the S0 10 imvest in
bumin developmienl or 1 1Tain np a new AlTicin managerial, bureaueratic and enirepreneuredl elite. The roal
of capturing contrel of the economy in local hands had beeome a ranswcendental ool of the leadership and
couhl only e realised through the institutienal instrument ol e sate which wis the ane pat of the ruling
strueture under e contrel of Ahicans,

Marionalisation ard Indigenisaiion

The sonsequential cilension of the comirol over the Tunzanian economy wis realised by a programme of
extensive natonalisaaon of the commanding heizhis of the ceonomy. Given the doninance of the Agians in the
pusl colonial ceonmay of Taneamy, following the Arusha declavion the main brunt of the nationalisalion
policy fell on the Asian community. Plantations, some factories. trading establishments, shops, and even
resiclential establishimenis owencd by Asans were nationalized, [n the Taneaniam contest, nuliogalisation thus
crmerged as purt of an agenda of Africanisalion, with a black bureaucracic bourgesisia capturing canteod of the
econany from the Asian commercial hourgeasic. This perspeciive was nol wnigue to Tanzamia and wok pace
ten i e cxlremne and brotal foorm in Ugandi when Ll At physically sspelled o large segment of the Asian
commnmity {rom the comntry ol sheir bictl,

Tiveplace Asian entegprencirs with Alrican bureacerils did oot bowever suaranics an early cranstormagion in
the industrial cullure of Tanzamia and indesd may have penerated nesative casts in tertws of the managetial
efficiency of the wkenw-over eoterprize. TTnhike many odher societics which ermbarked on an extension of state
ownsership, Tapeamia, at that Bme, did not even have an estaldished Adican bursavcratic or professional clazss w
rake over the nutionalised eqterprises and m many cages bad to invite the former Asran owners of the takeanr-
over anferprise to stay on and cun the enterprise afrer its nationalization. This meve did not guarantee thal a
mativared cadre of public sector manggers would be crewled Trom the Temer Asian awners ol these
crierprises. Indved. the mee ducable comsegoenes of such an ethnically-driven siestegy of notionulisaliom was
its divineentive cflecr on further investment activity by the dispossessed Asian commenity,

Beomgladest’s move o nattonalization

In Tanzaniz the movee 1o nationalize the coonomy thus becnme synemmoens sith e goal of potting Alncans
in commiund of the logal ceonomic space, Though, ds we saw. even this did no always take place in many
of its nattonalised enterprises. In this move there is an Intercsting analogy betaeen the Tanvanian inheritance
and the Bangladeshi capoerience. In Bangladish, which was part ol Pakislan op o 15871, the Tocal coomomy,

Froject X313 135 : Sidla 1996




Ald Dependdence and Donor Policy Rehiman Sabhan

it the oreas of private industey, banking, insurance, toreign and imerregionul trade, wholesale trade and <vien
nrany bigger retuil eslablishraents, wis owned gnd osually managed by a non-indigenons hourgeaisie. As in
Tansaniu. the local Bengali popelation. frim the period of British rule, bl kepl wwsy From business ynd Ui
caducated middle clyss opled Tor cmplownent in eovernment service and the professions (Sobhan and Almad,
19500 As a result, the econamic space in the post colinial period in Bas Pakistn, oow Bangladesh, was
rapidly ovcupied Iy o noo-local busimess elive, drawn from o few clthoic groups such as te Memons. Ismailis
ancd Chinictis who had been active in hasiness throupehowt undivided India doring the period of British rale
( Taicl ;.

Within ihis non Bengali deasinated economy, Benoali enrzprenenrial capucity, parlicularly amongst Lhe
dominam Muslim commumity, remained underdevetoped. Hewever, o the | D60s, under heavy patranage of
state run development financing institutions (DED, « small Bengadi bustness elass bogan 1o emerge.
NMobwithstanling such clTorts W buadd @ local husiness class, Ty 1971 this indizenous cliss controlled only | 8%
of manufacturing assets, whareas 47% of wasets wore owned by non-Bengaliz (Sobhay and Abmed)

The provincial government of Hasl Pukistan, in the 19604, had puc moch fath in public eaterprise as an
skitutional instrument for recupturing tocal control over the econiny, Through the stute swncd Tast Pakistan
Endustrial Development Corparcadion (KPTD, the state, backed by a liberal provision of aid lunds, invested
heavily in the capital and intermediate goods sector In Bangladesh, and in jeinl vemures with fndigenous
Bemgali enteeprencurs in the jute industry which had hitheno been monopolised hy non-Bengali privae
gntreprencurs, As aoesull ol these invesiments by the TPIDC. 34% of the munutacturing assets in Bangladesh,
at the time of it independence in 197 L wore in e public seetor,

In the wake ot a bloody war ol tndependence, whish in comsiderable measore ooginated in the unsatiztied
deanaml by the majority Bengali community in Pakistan 1o cstablish aowmomy over their sdooni Sradive and
peoniniie <pace, when Bungladesh was liberated foom the occupation of the Pakistan ammy on 16 December,
1571, virtually the entire non-Bengali business community fled Bangladesh, physically abandoning cheir
Factories und husiness vsiablishnenis. The post- Nheeation government in Bangladesh was thus forced to ke
over 7% of the assats it the modern manuGcnming seeww [ we include the 34% of manulacturing assers
owned by the EPTDNC, the state swelor ol itsellin control ol 81%: of the modern manufaciuring seclor just
alter imlependenee. Tn addition o also had to take over must ol the banks, insuranee companies. tradiog and
relsil establishmenls owned by the depated non-Bengalis, This extension of the role of ihe stale in puost.
liberation Bansladesh was cammied Ueough o e name of “socialism’, Thus zome Hengali-owed
eatablishiments in the jute, textiles, banking amd insursmes seclies pwncd by the embrye local bourgeoise
which had cmerzed in the 19002 ware also mken over which furlher exwended (he span ol he stae in the
Bungladesh ceonamy, But the main dyoamic behind the estension of state control over the Bunglidesh
economy i 1972 way driven by (he entrepoencurial vacuw created by the abrape deparoare of the non-Bengali
business community. In this respect the growth of the sl sector in Bunpladesh bears closer resemblance
the cxpericnoe of Porlugueswe tiled Angola and Mozambique or French- meled Adgrera. where the abrupt pull
out of the metropalilin business commamily, in the wake-ol bloody wars of liberation, led to the expansion of
state ownership. Tn contrast, a more deliborate natonalisation pelicy was porsued in Tanzania after 1967 with
the pirjective of both wsmoing conirol ol e commanding heiglvs of the economy ambindimenising 1ls control.

The Bistorival inderitonee and contenporary policy reformy

In Bangladesh, as in Mozambigus, Angola, Algerin and also in Tanzania, there was no way that the embryonic
ar even non-existent indigenous bourgeoisic could toke vver the calorises vacaled By the espattiate business
connraumily. Thins slate-run seonomiss emerged as an oucome of 1 given soclal inheritange rather than us,
Frovm an ideologically-driven sgeada. Vhose donors, and even local analvats, who today, with the sdvantage of
hindsight, decry the extension of the state inlo the business secton, (ol Lo (orge the social psychology of the
post-colonial erd. driven by the siong wege of peoples long exposed 10 external domination, to recaplne
control over their economies. In this emvirommerd (the pro-active o demivrgts s@ie emerged w Gl the
entrepreneuril vaeuum crsalad by adeparting expatriate bourceclsie and o waal or non-gxistent imedi s
busine s cluss, -
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L5 this same inheriance which now constrains Fansanian ¢Tors o retread, theemgh g rocess of privalisation,
Mrarmne wenal 15 deasmnasd o e an ever-calemded state, Thors 1s very lillle in the way of au African bourgecisia at
haod today in Tanzania to take over Lhe large coalerprises owned by the Parasital sccor, Some Alvicans have
ernerged, draws from local commuonilics with o toedtiven of petly trade, Others Ruve emerged backed b heavy
state patronage. But the muin beneficiaries of an agenda of privatisation and promocon of privale entemmrise in
Tanziamia remmain the Asian comrmmity, many of whom, unlike the siwation in Uganda. stayed on in Tanzania
even aller many Asian properties were nadonalised. Most of what cemained of private indosdry in Taneania
afier the nationalizations remained owned by the Acdang, Some of these busingss houses made sizeable
Erveslamienly i mimntsethnng capacily oven at the heigho of Tanzania's socialist era

In the new pelicy environmanl e promoe privaie seeloc developmenl il i Uhws the Asiam business Ty
which has cmerpod ws 1the dominan] player under the regime of trude liberalisation. The Asian communiey, on
the baxis of anecdotal evidence, appear to have been the principal Dinporers, under the “peen Tunds fmpon”
scheme, thplace sinee 1934, and armengst the privale importers, under Lhe €15 and OGL schemes, Iromically it
1% again Asiun entreprenswrs who are also dominant in the privace indostrial seetor, who are being victitod swed
by the regime of easy and often untaxed impwsts Tooding the Tocal markel, As w cimsequence many Asian
business howses, abeady inindwstty, have diversitied into trade if they had not already done 5o in the pasd. and
uppear inclincd o keep their capial as liquid as passible, wvested in trade rather than m new indistry.

S embers of the Asian community, witl whom 1 had some discussions, argue that a policy envieonment,
bused on free and untaxed imports, is oot conducive By imvestment i indusiey and may legl o the claswre of
many industries which are =il o operdtion. Furthermone, the sense of polilical securicy demanded of
husingssmen hithero involved n trade, with considerable capital invested abroad, o reloczie their capill in
Nxed assets in Tanzania vielding a pav-off o the long run, i not thees i the minds of the Asian community,
which sull remain haunted By their capericnee aver the T970s Whils] "socialism’ ao lenger appeared oo be on
thi wgenda ol any of the major parties which contested the cecent elecioms, themtic on the prospects ol a
renawed Asian dominance of the econamy his entered the polifics] wicabulary ol g number of major political
fizures, None of these poliicians spell oul what they will do to arrest the e azcendancy of e Asian husingss
communicy aver the growing privide seotor beyand making vague promises to promaote bosiness oppartunictes
For Africuns. However, such electoral posturings. with an ethnie rathar than a ¢lags diwension, do Hile
stimulare the confidence neaded to transtorm Acian raders iniy Tanzanian induwsirialisisg,

This camirdiction in the payche of the Asian business community is likely oo alow down the asenda Tor
privatisagion since Africans are oot laking o kindly b stale- owned enleprives ownol, at leasl, by an African
state, being taken over by cither Asiun tradiers or while Sauth Africad corporations, Attempts to take o ioken
AlTican pariners, usually wilh serong political connectlons, are now favoured as a proteclive measue by some
Asian businessmen. in the sume way thal Chincse cnceprencurs, even in Indinesia, gave themselves a
prateelive colouring by cnlering inte parlnetship with politically powerful bocals or dimiputras.

Strwcheend e rventions for strgctionl treasformation

This attzmpt by Tanzanian Asians o "Almicynise” thoir caieprises 15 sill foo cosmelic in s appearance o
carmy vonviclion, Bringing Africans into business will ne=d rather more suructural aolutiens w0 be pot in place
Iy anything on offer by either the SOT o the dooors e address the sob swelace engions which could
npdermine nor just the privatisation programme in Tateania, bl also any move esards simgtural
diversificaion theenagh industriabisamon. Tt may be pointed oul il similae problems wre facing the Manrdela
governmeni in (e gews South Africa wherede will have to find tnstitutonally creative solutions 10 give u stahe
1o e mujorily African comamunity in what is ver a comploeely white-dominated ceonomy (sobhan, [958,
Asosuggested by the writer In his paper o0 Soulh Alrca, Tomsania may also need 1o explore institutional
rather thim policy based selutions, on the lines pursued by Malaysia. in raising the stake ol their $hamiputeos
aver their ecomuny vis-a-vis the Chinese commumity which waditdonally dominated local business (Fome,
Salleh). :

In a sination whers growth and diversilication ol (he manofacturing sectar s constrained by the prevaleat
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socta] structures of Tanzanian society, any policy agenda which Trrecleses the ve of public cnletprise in
expanding the fronticrs of the indusimal ceonamy may necd rethinking, 1F in fact in the near futiee the only
agenl who can promide industrialisarion in Tanzania, whether as desfienge 0r sifelwife, 10 wae The concepts of
the "embedded” antonamy achool (Evans, 1983), is the aiawe, then we necd W rethink the role ol the stare
(Sobhan, 19930} This mey need W esplome ways ol making the state o more effectve economic agent than ivis
of has been, rather than to abolish it and oo wail until the privale secewr commes Tomward o perfonm its historic
Lk of translorming the sesnormy.

Given Tanzania’s anhappy experience with ils Parasiataly, any idey of an expandi) role Tor the stte remains
anathema ool juar s the BW] bt most ather donors and indeed to muny Tanzanian academics {Bagachwa,
Mbells, Van Adkadie). Buc if Tanzania cannot find a way oo revive at [eash some capacity Mo slals enlorise il
tray well have tosette foc a prolonged period of stgnativn il manulagturing sector, Any significant growth
in Lhe ianuluciuring seclor, it i iy to reach levels where it can contribure to a diversification of Taneania’s
expart base, can, in the neae futare, only be realiscd within a private scelor iiven indostrialisalion strategy,
themagh & political scoeptance i Tancmiy of unther conlol ol Aslans and white South Africans over its
coonomny. U iy further Asianisation of the Tanzanian economic space remains podiocally anseceplahble inos

< “democratic Tanzania’, then, inthe absence of mare innnovalive te-thinking aver the role of the state, structural
atrophy remgins i likely prospect for Tanzania in the foreseeable future.

New privete endrepremeried capeily i contemporary Baegdadesh

In contrast to Tanzania, Bangladesh has developed seme incal entreprencurial capacity which his spoarheaded
it own strwctral translormaen. Unlike Tanzania, Bungladesh's “socialist” episode was short-lived, ending
wilh the assassination of the founding tather. Sheikh Mujibur Rahman, then President, and the averthrow ol his
mling party by a military coup in 1975 Sueeessive regimes, led by wrmy senerals who in wen shed their
uniforms 1wy becom civilinn leaders, commilled themselves, under the instigation of the BWTL w promote
private enterprise, In the early phase. 1976-81, this privagsation peocess largely consisded of asing the 13z 0
mecliale i the privale sector lavre doses of loanable funds provided by the donrs. The Waorld Bank belicved
that an enabling enviranment, bricared with a liberal provision ol such loanabks Tands, sauld bead (08 surge
of privatz entrepreneurship toom lacal antreprencurs long frusieated by Boanpgladesh™s el encounier with
Socialism.

In fact Lthis donor-promoted period of state-sponsored entrepreneurshup ended ina minor financial orisis, with
large scale defanles being incurred by the TH L. A drmmatore cotreprencurial chiss, operating in i Jax financial
regime, Mouted projects of dubiouy murkolability, based on a highly leveraged capital base. This colluston
bolween wealt governance and wealk entreprenenrship ended with over 90%: of borroweers delauduing on their
leans and averdues an these loans reachisee S ol the tolal recoveraghle amapunl {Sobhan, 19907,

Mol sulisfed wirth this encovnrer with state-patronised entreprenencship, the donors pushed throosh w
programume of large scale privatsadon which divested over 700 sl enteiises and reduged the sive of the

public seetor Treme 35% ol manulcimng wasets 1o 40% by the mid 1980, Unfortunately, the privatisation .

[Frocess, premised on the same exaggerated assumptions about entreprencarial capacily in Bangladesh 1hai
informed the DET lending strawey, lod o aver 305 of the distnvesied enioprises going out of husiness, and
mamy o Lhawe Lhat survived doing so by defaulting on their obligations to the banks, Bangladash’s expericnee
with rank privatisation was oo more promising, with considerable evidence of insider inding and logm
classification ratios of private banks detecivrating o levels which were even higher than for the nationalised
commmercial banhs {Choodburyd, This expericnee wilth debt defuult led to 1 suspension of lending by aid donors
to the DIFLs and a martked deceleration in private investment inthe 19505,

The area where privalg investownl ia Buangludesh did flourish was in the garment secwr. Ciperacing within an
environment of overscus mackels, guarsniced umder the MEA, smallinedium sized local ENEPrensurs
crerged o sel up modesl-sized anment factories employing around 3005400 people. Some South Korean
chaelols, such as the Daiweo corporation, which had ran op againad MEA quota-ceilings in vhie L% market,
imitially came 10 Rangladesh scebing W wee i quots o the LS markel W lod ootlets for Korean fabrics.

Huweover omee Banpladeshis demonstruted thair skills at converting such fabrics o qualkicy BRMG, othwer
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overseys buyers ardved on the loeal seene. These oversens buyers located the BMO markels in the overseas
naarkets, provided e desigits, sonrced the inlermoediate mpeds and delivered these inpuis W Bangladeshi
EMO enierprises under a system ol feak fo-back letters of eredtie, which hinh redoced the local crlrepreneur’s
capital investiment and cul oul bassles with he Bangludesh Customs autharities, Today, in Bangladesh, there
arg 2174 private encerprises operatng in the BMG business, of whain some huve emerged as siacahle
CompOTalE cnlilivs owning seviral enterprises. Some of these higger enterprises are now doing their own
mivkating, moving into products and markets owiside the cover ol the MEACA Tew ol these lieal eplreprencurs
are mow investing in backwand linkages inlo state-of-the art spinning mills, and » very tew into much larger
intlegrited Libric manutacturing enterprizes. At the moment, [0 new texule mulls, wilth a capacity w produce
230 milkon vards of Tabric, are coming o operalion, some wilh invesimonts invelving more than $ 100
million dbimanenal Fxprosst Howeser Lhiy new capaity, when 1t comes on strean, will st supply only 135 of
the vetimated LY hillion yards of fabeic correndy comsamed by Bangladesh s RMO industey, novs mostly
supplicd from overseas sourees.

A revent mnovative entrepreneurial inmiative in the BMG scetor in Bungladesh bas come Tae the globally
famous Greemeeer Bk and Teom SRAC, the counlry’s Bivgest NGO wnd perliaps one of the world's largest.
Baoh these orgamisudons are using their grassroots organizational Tinks with local handloom weavers 1o
uprrade their technology and to link up the rurl-bascd weasvers with the exporl-orentod RMG sector (o
substituce local handlossm Tubeieys Tor dmperted Tebries. 1 this inddative proves both fruidful as well as
sslainable, it coold huve revoletionary implications for a struetural transtormation of 13angladosh™s rural
gooiomy by intregrating thousands of poor bandisom weavers wilth Bungludesh's fastest srowing modern
industry and therebw wih the world marke,

It 15 arguahle that private etz of an arpropriale scale, with minimal demands on capital, technelogy and
managerial skilks, locatcd in o defined global market niche. can in fact develop and proaper i rmamy s,
However a strategy based exclusively on privale cotcrprise investmeot by debaved the process of backwird
integration in TS such s Bangladesh and Tanzamia where local entrepreneurs were moch less fortheoming o
risk investments in the more capilal, mansgpement and technology inensive yam and fabric producing
enterprises sapplying the BMOindusity, Nop did they seek out the supply potentials of the local handloam
seelor bul had wo leave thiz injtigtve to the NGO sector

This delayed prowcess of hackwierd integridion, which needed to be put in place at least a decade wpo, has cost
Hanpludesh heavily in foregone expart earnings, since value addilion from B3O i only abow, 25% of expont
vilue, Indeed it is argocd that sinee Bangladesh™s BMOG industry needs 108 billion vels of fabric, India’s testile
industry, esporing ity [ubrics o Banpladesh's RMG units. probably derives as much foreign oxchange
earings from Bangladesh™s R3O eaports as 15 retained by Bangladesh, 1 s further aggued, that an enalbling
role plaved by he slae wr both invest 0 inlegrated texdile mills directly or in colluboration with the privae
sector andfar loteign irvestors, or at least ta play a mare active role of midwife 10 privale cnirepreneurs, could
i the last [ years have retained o much larger share 4 MO export camings wilhin Bangladesh than was in
pracrice recained. But the GOH was nol only embargoed by donar prassure not to iovest in the public seistor bl
st the texlile mills under public ownership run down oo the point shere maost public resile mills loday remain
loss-making wnits, Strangely cnough the westile seotor, inthe vears immediately following its nationalization in
1972, remaineal quite protitable under public enterprise and scl ap & number of new, modern lextle mills,
recent years Josses of public seclw testile mills have increpsed shumply and they have, so far done little to
meklernise themselves to explait a captive marke! within the MO seeworn The private sector textile mills, aifter
their denationalisation, have sirilarly languishad and have remained backward. loss making mumurnenls
lost opportunites. The BWy ideologically driven agenda o improve the eMiciency of the testile and jule
indusiries of Banrladesh, through a magor progromms of denatiimalisation, his largely proved incapable of
delivering the goods (Sobban, 19933). Buath the denavionalised jute and textile indusoies continue 1 make
losses whicl have had 1 be undeswriteen by the stace {Thid).

Thus a process of strpeiurul chunge demands both a steategic vision on the part of the siale, the SO0 seator and
evien lecal entreprenenis, to meet all the needs of Bangladesh™s RMO indusiry. A policy which is dictared by
the available capacilics of the privite enlreprensurial elass, ad inaction by the state, conld dus be a wecipe for
structural atroghy o ut least o retardation of the pace of structural change in Bangladesh or oiher Ty,
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5. THEAID RELATIONSHIP
Periodising the Relationship

Tuveania’s aich relations may be divided joo lree phases, euch with some element of overlap. The first may
be charactenised as the period of local ownershipy, where Lhe GOV Tareely influenced the tenor of elations with
the disnor, The seeond peiod, sreund 1980-86, may be seen as the period of confrontation berween the GOT
and the donors @ determine whoe was in charge of the relationship. The lieal phise, sssocialed with e post-
ERP cra, 15 one of donors in the sseendant and "Tanzania inereasingly in the role of taker of aid and policy
direglion,

The Period of 1.ocal Ownership
The leader s vision

Given the excessivaly dependent nature of the Tanzanian economy many pecple lorzet that Tanzania, from thie
ouesel of its independence, for oeaky o decade and g balfl sz laceely i command of s own development
agenda, The counlry was lod By a charismatic Presidenc. imboed widh a sense of wizion for the futuce of his
conntry, which not anly inspired kis party and cieens, but muoch ol the Third Waorld. Everr il domers Halened
v the veice of the Mwalimu with respeet and were excired by his vision for promoting self-reliance,
gradicating poverty dand taling development to the grass roots. Te s not intended o discuss the merits of
Muwalimw’s vision Tor Tanzaoia, which bas been done exlensively by many scholars of diverse persuasions
(lhazgrumn, Hedlmd amd oondahly, Wihat is emphasised is the fact that Tanzaein kas been through a phase where
its policymakers, from the Preasident downweards, were moved by a sense of purpose wlich was imioal iy shaeed
by the aid doners. Feen the Wiarld Buank, in the 19705, secepiod thal 1the slale would play the modernising mole
through the mwediom of pluoned development (Weorld Bank. 1990a), The Bank accepted Nyersre’s strategy of
villagization, shared lus commiebment towards indestvialisation and fovested beavily inpublic seetor indusiiial
enterprises. Robert Mucnamara. the President of the World Bank during the 19708, enjoyed a cluse
relacionship with President Moyerere amd saw im as o vanguand Ngure amongst Thitd World Leadery in
accelerating rural development and reueing poverty in their coundrics, The World Bank proclaimed Tanvinia
A a conniry on which L wou ld coneentrate iy assistance (Ihid).

YWhatever enthusiasm may have been regrstecsd by Muacenamara abonl the vigiom ol Mwalimu, durning the 19705
the Bunk wis never g biy player in "Hinrania and s share of ad amounted to only 7.4% of all aid flows to
Tunzania (see Tubla 14). During the 1970z Mwalimu’s vision of secialism was thos largely anderwritten by the
seecied desocrasic regenes in power in the Nordic eooanwies amnd by the Netherlands, who wsrether prosieled
A5 4% ol ol and Mows o Tymeania (Table 14, Sweden wlomg contribuied La%: of all aid flows 1o Tanzania in
the 1970s, Indeed for a number of lordic countries, Tanzania was their principal recipient of aed.

Ul 1970 wits the e when Nonhie rescarchers VNooded Tinaania in g vovage of self- discovery whers they
opted o conribuie o the building of the new egalitarian =ociety being forged there under the vision of
Muwalimuo. Sitling as Mar wway a5 Bangladesh, the writer, along with his aeadenic collizsgues wha hied just so)
up the lirsl Planning Comamission in independent Bangludesh in 1972, drew upon the Arusha declaration and
the inspiracional declacations of Mwalimn in seeking guidance for the agenda they wers secking 1o putin place
o the new Bangladesh. Mwadinue, o wrin which 1w derived Toomn the Avabic word, Suefim, meaning 1eacher,
was hus a leacher not just Lo iz own people in Tanzania. bui for much of the Third World, moved by their own
dreauns of seli-reliant development. ' '

Nordie/Tuteh support indeed served to underwrite Mwalitnu®s vision doring the [970s and o do a0 with
remaricably Tittle political cost. The Nowdics felr privibeged to give aid 1w Tanzania, did not drean of anschisg
conditionalities und, as zome have argued, felt too embarrassed w even comiment on some of the visible
malfunctions in Tanzania's developmenral model.

Provject 2005 L& Sida 1996




Add Dependence und Doner Policy - _ Rchman Soblun

Borrglacdex!s comirasting expe rience with the dever

The euphoric haoare of Taneania’s relations with s domers wiss in markad contras 1o the rther inndiced vicw

Laken by the donors loward: Bangladesh’s pratensions towards moving towards “socialism’. following s

naticnalisation programme enacted in March 1972 and through the Tars Tive-Year Plan prepancd by the

Bungladesh Planning Commission by mid-14973. The Nordics did indeed contoibure same aid o Bansladesh's

development but lagged well behind the muolialateral donors amd the United $taes dn their supparl e

Bungludesh, Mpedic’s remained suppontive of Bungladesh in this early "ramantic’ epach of its development and -
did not readily gang up with the BWI-led donors to pressucize Bangladesh (Sobhan, [984). Uhe Nordic denors,

in fact. ended o compare Bangladesh’™ gesiures of Tsoctalism™ rather unlasourably with their. then

crpeciabions o Tameaniy,

The high predile of the Nendie/Duwleh enienle in maintgining aid fowy o Tanzania by implication accepred
Tungania's Jdevelopment stratesy, including its progratnme of nationalisation and  silligivaion g its
expenditice prioritics which Gvoured ineestments in Pavastata | indusitics., During the period of the oil crisis,
whien all Thivd World countries experienced a severe deterioration in their erms of eade, Tansaoia wis siecd
Tronn bearing too much of the cosc of the Tirst ofl shiwk by il Nordie pitrons scho stepped up aid to Tunzania
Thus in 197475 talal wid Oows L Taania inereaved by 26.3% compared to the previons two vears.

In contrast to their reatmeent of Tanvania, Bangladesh was pamished by ivs wid donors it a time when the costs
wl the il shock croded s GIN? by 6.5% und the most severe floads in contemporary memoey led toos all in s
rice crop (Sobhan, [984), In [973/74, in fact the size of awd flows wo Baogladesh (el 1o % 4612 million hom the
$ 5514 million dishursed in 1972073, with the mzin cws being imposed by the World Bank and the western aid
domrrs, The Lmiled Stales chose this crisis period for Banzladesh, in 1974, of severe foreien cichangre sencily
and natural disaster, o suspend food aid o Tangladesh on the grounds that i1 hisd conumcied w cxpont $ 10
millom webthoel june goods o Coaba (hidd), At that very moment, under the advice of the Stare Departmant, a
walver Tud been given to Egypt under the provisions of the relevant T8 Congressional Acl, even thowggh it hid
heen a lomger stamding and more aclive ading partner of Cuba, The outcome of the US suspension of already
comnucred food ald was o severe tamine which may have cosl some TODO00 Byes bresuwe Banpladesh g,
aver the last decade, been heavily dependent on US Raed aid to sustuin ils public food distribution system
(Ihiad). Dring 1973/74 (he World Bank wrote a highly damaging camment an Bangladesh®s Tirst-Five Your
Flan. backed by o sharp deceleration o it aid disburaemaencs {bicly.

The end result ol BWI pressure, ut that rime, was 0 compel Bangladesh, of its own indialive, 1o musve
towrdrds o devaluation of Its curreacy, impose severe monelary resteins, and iy open op opporlugifies lor
the privare seceds By comnparisen, such severe adjustments were pot demanded of Tanzania out of s own
necds or by iy donors W e end of the [970s, becanse compensarory awd flawes were than quite mleguile
Tanzania's neads. -

In recomnpense for Bangladesh™s accommadation with the donees, aid (leves weere omes aguin slepped up by the
end of 1974, Tood ald was alwo resumed. But all these messares ol restilulion of i cume too lare to benefit the
incumbenl regime which was vsurped rom power in Avgust 1975, owever the rewards from the reswmption
uf ald were reaped by its successar regime, i L9756, who msted the Mruits ol an coonommie revivil pulin place
by tos predecessor eaime's politieal sacriTees and secommodaiion with the donors (Thid).

The period of confroncation
The encoumer with e FIMEF

[ the case of Tunsania, @ visible deceleration in economic performance had become visible Moo the mid-
19708, i spite of the rise in the volume g share o @id o relation to both the GOT's budget and GDFE This
inclicaled u dechne inohe etficiency of aid vse which was already visible in the detericration in capasity
utilisation in the Parastatal sectoe Tt is again notable thal ai the very lime thal capacily use eous dttlcriumtiﬁg,
daners were peoviding additional wid o sel op new public secliw manulicturing veatores in Tanzania
{ Sharadeing.
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By the end of the 1970% Tanzaniu’s exlended honeymeon with the aid donors was rapldly comiag 1o an emd,
The lanzanian economy had heen exposed to severs shocks during thiy period in the wake of the collapse of

wotles prices, the heavy coslimposcd upon it by the beeal-up of the East African community and he added

costs of thelr war with Uganda, The second oil crisis of 1979, conjoint with these shocks, exposed Tanzania to

i sharp delerioration in its erms of trade. Tanzania’s foreign exchange reserves had aleady beea severcly

deplesd by a heavy run of imports in 197778, Tollowing an episode of import liberalization under pragsure

ITom the World ank 10 use it earnings from the coftee boom 1o dercpulue imports (World Bank, 1990,

Arcempts by the GO 1o abtain some compensatory finaocing fram e IME under its Extended Fund Facilily

{ECTY became much more problematic, sinee the IMF insisicd s g severe measins of carrency devaluacion of

U Tshillivng il trwwiclary awsterily as the price tor its support {Ewald),

In thal period the Tanzanian leadership, poowithstandiog is eitical coemomic creamstances, was sl
pelitically self-asscriive crough Tor President Nyerere to state In a public speech belore the diplunalic
comrmunity in Dar, on Janwary 1, 1980, Thie he pereeved MY ancmpis @ expledt Tanzania’s balance of
pawmenls diffeulic as strange and repugnant’, He suid, "Tanzania was reudy 10 accepn TMU conditions o
ensure that such aid was ot misused, but it esapecied 1hese conditions to be nan-idesfoeical ralics mine) ..
Lthe gorvernment was not ready o devalue jost becinye this s g puditional Tree market seladon. 1t was noe
prepared o siTender e guaontitative sestrictions dig ensure the imporiation of sssential commediiies, rather
than luxories, or o conrrol ndlston throush woneiacy means anly. regardless of the etfact of such uctions an
Lhie posar, IT complianee with the IMF means suevender af sicialist principles. the Government would dispense
with IME help™ {guoted in World Bank, 1990, p, 43% Mwaifn obviously Telt s be was taking 4 principled
stand. since the GOT, at thid point, vicwsd the bavanls of the Tanzanian economy as derived [Tom eioqooos
factor Tor which donore agencies should be willing to provide compensalory Moance, cather than to use the
crdslon b lnpose theit own pet stlutions on o DO government,

Muwalimus principled stand againse the IMFE is evocative of o similar episede in Bangladesh’s refations with
the aid donors durdng the e sid consomium mecting convened by the Baneladesh Planning Commissian o
1Pk in March 1973, Om o that nccasion the World Bank mobilised sarne of the prineipal western donacs (oot
the Merdics} o pl prossare on Lhe GOB 0 accept some inhetited debt liahilitics shurced with Pukistan which
the CGFOB way umailling Lo du unil Pakislan recogiised itz soverelgnty, Whea the Bank ke some doners Lo
threaren to withold aid unless Fangladesh complicd with what the GOB sas was a politically partisan request,
the then Prime Minister of Bansladesh, Bangabandhu Shaikh Mujibur Rabman, with the polidical mandate of a
recien| tgssave clectral victory hehind him. could tell the donors thal Bangladesh would refuse aid racher than
campromise on ity stidegie inlerests [Sobhan. 19845 The donors eventually backed down bl extracied o
beavier price from Bangladesh Jduring the mer: eritical duys o 1974 when both the rasource position as well as
Ui pualitica ] suthority of the regime had been substantial by erocded (i,

Tt was a measwre of Mwealiv's authority in (he ineratienal comimunity (as it was of Mujibur Rabmam i biy
o counbey 0 19737 and the nature of Tanzania's relations with il [l;:]rH.?I'.‘\': thal Mweeedinme cold take such a
caremarical posttion. given the state of the Tanzanian econamy at that lme, However this conlronlation st
the TME hraught no relief to Tanzanti. Th (GO was exposed o pressare from the Warld Bank, which wis jusl
miowing into s own phase of conditional lending, 1o come 1o an gecomoodaiion sich the TME, of the request
for programme aid fronn the World Bank by the GOT was to be accomumuodited {Worll Bank 19903, Ths
mave by the Bank o side with the IVIF in puttings rressure on Taneama to reform its policies coineidad will th ¢
reliterent ol Macnwmara as President of the World Bank amd his succession by Mr Clansen, a former
President of the Bank of America. This phase also coincided with the wival in the While House of Presidemt
Ronald Beagan wich his evangelical commilment 1o marketise the world economy,

Crwnpensatary fincncing

Netwithstunding i conlrontadion with the BWL Tanzania connued to receive wsullicieney ol wid trom the
donars in this crisis period, Ald disborsemenis during the perienl. 1979-52, rose from 5 424 million in 1378
{0 a reeond $ 693 midlion 1982, amounting o 5 2.6 billion over those 4 years, averaging § 635 million a vear.
Tanzania's aidimpor! and sicdfexpont ratios attained their highest level recorded sinee independence during
this peried (Table 13} Both bikuerad and mulilaleral demors stepped up aid o Tanzania, In Abis period,

Project 2015 62 da 1998




Ald Dependence and Donor Policy Rehman Sobhan

shrangzely enangh, World Bunk disburwements more than doubied from $ 61 million i 1977-78 w05 175 mallion
i 1981-R2Tn 1982, In fucl, the World Bank, through TDA | disbursed § 98 million, making ic Taeania s langmesl
single donor for the first and last time in Tunzamia's history of relations with domoes, Thos ac this critical
roment, Tanzania™s bold response 1w IMIF prassure did not impase any imimediate costs [nirg Inmsuctions with
it prmeipal danors wha all meved o step up atd,

It hus since boen argoed that had the donovs, particolarly Tanzania's Novdie/duich Tricruls, been tougher,
Tanszania may have avoided 1he subscquent costly confromlation with the donars and been compelled 1o putils
own howse in order mveh eardiae than 31 dicd The weailability of such an aid coshion encowraged the GOT o
persist with policics which had become inappropriate lo tis circumstances (Ibid L hnproved wid inflows did not
hovaever compensate Tanzania’ 1O losses, or indeed resolve any ol its more sweucturally derived probloms of
lows-ruaking Parastatals, disadvantaged agricultural prodocers and falling commendity caports,

e Micharek Mission

1t is howeyver imteresiing to aole that even at that tme the Warld Bank was hesitant to dirceily prossierise
Tanzamia to accept policy reforms bor preterred e o1 a group of ourside advizers, which was heided by 2
former hesd of $13A, b Michanek and ineluded two professors, Gerry Helleinker and Crandond Prall from the
University of Totonte, 1o came in e advise the GOT on a progrumine ol relorms. The report ol te Michanch,
mission, suehmited to the GOT i April 1982, wus not far removed (rom the policy reforms being
recommended by 1he World Bank. [owever proposals coming fram an independent’ source wore manikestly
mare acceptable to the GUIU who el a sense of greater vanership over 1he peoposed refonms suggested by
such wtcam of experts, rather than to accepl d sel ol policices forced an them by their donars.

The positive response by the GO 1w the Michanek mission should have been given more aenton by
Tunzamia's donor community in subsequent vours, 15 exlernal adviee s deemed appropeide Toe o T, then i
makes sense ko at lenst invile the coneemed coontry o galecl g teamn ol its choice, which will help it w retain
a sensc of ownorhip over the team and lead 1o a more prodective response o i resrommienlaions.
Regrettably for Tanzaniz. we for Bangladesh and most DCs, when experts are brought in they tend to be
owned by the donors and in tuen, are inclined 1o wnder advice which s likely to ensure o reienlion of their
ownership,

In the spirit of the ahove ohservation, it wis an inspived desision on the part of DANIDA to bring hack. ut the
beginning of 1995, Garry Helloiner 1o Tanzania o chair a sroup of independent advisers made up o tewo other
elil frends of Tanzania, Tony Killick and Knuwd brik Svendsen, and to eam them with twe of the counoey's
most dislinguished cconomists, Npuyurn Lipumbya and Benneg Nilulo, o review the vesed dssoe of
development cooperation belween Tanrania and its ad donoers,

The evalving role af the World Hank

However duting this carly period of cmerging conflict belween the Bank and GOT, there were gnough
divisions of epinion within the World Bank o both suseain such an aceommnedsiive approach with the GOT
and o mainwain its programme of aid disbursemenis (World Bank, 1990a During the 198284 perind, the
Bank haed et inta high drive on promoting structural adjustment relormes arennd the Third Worldand Teamd
Tanzania’s anlonurneus reform initiadves gquite madequoite’ 10 what the Bank deemed to be Tansanin’s muin
problems, By 1984, the Winld Bank had decided, in effect, to withhold any new commiinwent of aud so that in
1985, its disbursements to Tanzania tell e S 28 million.

Add flows 1o Tanzania, in agererate, lad by [O85-deceleraed. lTulling e § 437 miliion, the lowest level since
19478, Toven Sweden's aid reached its Jowest poiul sinee 19700 Thiz sharp Tull ol nearly 30%. in overall aid
disbursements, between 1982 and 1985, had a catastrophic eileet sm Tanzania. which experienced a period of
inpart strangulation hetween 1983-35 when i3 import volume averaged § 585 million, compared o 5 1147
million in L980-82, a Tull of 30% which paralleled the Tl in aid dishurserment.

‘I'his Ioss of bath budgetary support and cue in imorts derived from the fall in aid disbursemeants must be seen
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as contributing to the aggravation of Tamzanix's coonomic crisis, as muoch as iz failing o carey theough
necessary refarms, The prablem ol using aid oo induce reforms or to punish the failuve e implanenn relorme,
masks the actual impact of the relorme. T the ciase ol Tineania, Taced with this celats with the donars between
1983-54, Tanzania carried through its own econanile recovery programne [ERP) which cventaally became the
baviiy Lor Lthe retewa] of iy relaions with the donars by 1936 when the Bank underwrole whal was known s
the Nirs Tconomic Recovery Programme {ERP-170,

The Donors in Ascendance
The i of the tide
By 19584, all the denors, including the Nordics, had been persoaded that the Tanzmian coonsmny neaied 1o

comunit itsel to a process of sever slibilisalion e well as dersgoladon and to move towards 1 more market
orcotcd ceomoamy, Such a reform process imvolved an alyidgenent of the mile of Lhe slale whilst satalising the

macra-=conemic balances, Al the domors were willing 10 et the BWT ake the lead in working ol this new

phase of retations with the GOT.

The fact that the Mwalimu bad, in 1985, been wececded as President by Mwanyil meant that the sense of
i ssion which underwrote the resistance of the GOT 10 ceding complede hegemany o the BWT ineedirccting
Tanzania's development agends was m longer there. The late 1980 thus witnessed much groater Nexabiliyy in
the GOT's relations with the donors, Hioweever the proscnce of Mawalimu, now as the President of the ruling
pamly, mand thist the GO had o gooen paying lip service to the spinit ol the Acusha Declaralion whilscmoving
rapidly towards the world view ol the BWI By the loen of the decade, Armsha and the spirit of self assertion
which characterisal Tanzania's relations with its donors had beeame wodistant iemory and the donors, Ted iy
the BWIL, had moved inle s phase of wial hegemony in its relations with the GOE This new balanee in
Tanzania’s aid relations has now come 10 pose w guite different set of problems tor the direction and
manggumenl ol Lthe Tiaanian ceonamy.,

This oew phase in Tanzania’s relations wich the donors, from the time of the ERE o 1986787, has heen
charaetznwed by a dizeernible indication o the donors that Tanrania had scially discovered the wae Light. Bou
the donors wan never be sure how much of thes discovery 2 derived fram a senvine feh need on the parl of the
GOT and how much s due to the willimgness o Lhe domoees e lubricare the reform pracess with lavish

comirmitcoents o and.

Many recipients of aid. such ay Bangladesh and possibly Tansaniz, by now hove in place bureaoctacies with
quile sstensive experience in dealing with donors, Thiz capericuce cawends b gauging the sensitivities of
particolur denors s wedeveloping an appropriace vocabuliry to convey 1o the donars thal their prviics ae.
by coincidence, the same priotivics of he molicy makers of the aid recipient country, Given the enthusiasm of
the bureavcrats from some donor comntekes 1o view the sid relalionstbip as a genuing partnership and their
wengril lick of seusitvily o what really motivates their counterparts, e amly seeiasion when the donsis then
discover that this communily «f views 1s of an illusory natare is when things begin to mo drustically wrong wilh
the putenrmes oF 2 Progranme o projedt,

BWT ascerdant

By the time the ERE D went inta Tull implemencation, the BW1 Bestrode the Third Workd like o colossus, They
were the principal sowce of extemnal finance 1o the Third World, following the collapse of commerciul lending
a5 a comseguence of the debo crisls, The BWI also madiated debeschedoling, under the mbelc of the Paris
Club, I Gael wrmaler this Tfactlivy Tansania managed to reschadule 5 1.6 bitlion o its dehyand obidn cancellation
at anather S 132 million ol dett between 1986-92, " This was a nof insignificant achievement, eoming to around
i uearier of its b 7.5 billion of putstanding debt in 1992 (Gibbon and Ruikes, 1995, TR Linanis and other
debt holders were thus made Iully wware ol the realivy that the Faris club required the BWI's "good
howsckerping seal of merit'. to qualify for such del rescheduling,

The BWI's seul of approval wis aleo the principal delerminant of renewed QDA since ull the donors,
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including the Nardic/Dutch entente, had accepled the authority and wisdom of the BWI In sewing the
direction of Tansania’s retorm programme. Tndeed it is now o legislated provision in CGerrmany thal unless o
recipient counby hos reached a fomal agrecnient with the TMT over reforms. no new German aid can b
comimitted. As a result, today, in the absence of suchoan apreement between the TME and the GOT, German
gssistancy W Tinziands also remains suspended. The anthoricy of the BWI over Tanzania s runs well
hevond it owa aid commitments. The BW1s intluence is made evident from the SASDA (Higsiom o al)
cvilugiiom of Swodish Develepment Cooperatien with Tanzania and the evaluation of the Netherlunds
Drevelopment Programme with Tanzania (both summerised in Annesure 1y, which both show that, by the
1990k, penerl agrecment prevailed smongst Tanzania's principal donors aver the broad thrust.ol he BWI
agenda, '

The Norchics and Duleh have continued 1o demonstrate theie traditional concemns over safety nets for the poor
whicl, they aroue, need to be buill into the BWIL relimn provess with gealer emphasis oo the social sector
Since both the TINDE, throwah it Flesran Developarens initiative and the Waorld Bank. in 1ts discovery of Lhe
imporlanet o the sectal seolar, were by the T390 cmiphasising these same concerns as the Nardies; there
seemed to be no breach in the world view of Tanzunia™y donor community over the Tulure direction of the
Tanzanian cormamy. However if we look at Table 22 we can see that, norwithstand ing this shured commitinent
wrmangmsl L dhanors e support humi developmient, thers wis no subsiantive change in their wd disbursements
tothis sectar during the [930s,

Aid fevarage and the chaniging balauce of inflrence amemg st dovers

This elising of ranks by the donor corrmeunity bebind the TRYT on the issoe of policy raforms for Tanzania was
hardly dictated by the dominunce of the BW1 over Tamzmia’s wid programme, In the 7990z, the World Buanks
share of aid disburserents wy Tanzania came o only [0.2% of total aid disborsed, compared 10 34.7%
dishursed by the SordicdThuteh group CTable 143 'The Bank had, in the 19705 heen concerned over its Tow
share of Tanzania’s aid budeet and hud chosen to step wpits lending prpgrammmye ala e when “socialivm” was
in the wseendant n Taneamia i the 1970y (Worldl Bank, 1998003 At thai time the Bank chose 1o subinerae s
misgivings over the policy orientation and development priovitivs of the GO in erder o purchsse grealer
feverage over the direction of policy.

Tha Bank recodnized that as long as the Nordic/Dnteh groop remained g ready soutee ol @id, the Bank’s oan
infMuence would depend less on i Onaocial leverage and moee on s willingoess oo contribate w the policy
diseourse, As lomg as Tuneanii remained frmly in chirge of il owen desting, the Bank's abilily s cxercise
policy leverage, with a low investment stake, was abviously going o be limited, It therefors demaded a
chaoue in the glohal covironmeeni Tor the BYW 1 o assome its ascendancy over Tanzama's development azenda,
throwgh its leadership of the donor community, nobwithstnding s Lo shae af the sid budgel conteibuled by
Lthe Bank compared W all other denars of aid to Tanzania. In countries such as Bangsladesh, the ¥orld Bank was
o omgjor doner, secomiing lor g thinl of aid foses in the 1980k, und ranked as dhe largea single donoe Tn
contrast, 1o Tanzania, during the 19803s, the World Banlcs share ol aid was only 10,29 and il ranked seeond Jo
Sweden amongst Tanzania’s principal donors,

Daring the Tater 19805, the "golden age” of the structural adjostment era the World Bank led Tinzania’s aid
consartiue by dint of ilsintellecloal authority s the aposte of market-deiven reformes, This was a role which
donees were willing 1o cede ws the Bank. Tn Tancamia, e Needic/Ttch romance with Tanzania’s socialism
Liad mivens way Lo disillusion with the continued weak perlommanes: gl the ceomamy whaere neither the prommise
of self-reliunce nor of poverty alleviation showed uny signs of muterialising, Alter going along dor g whilc
wilh Tanzania’s assumprion that ics weak econnmic performance was due to 1t being 4 victim of forces outside
its comid, the Nordic! Duteh sroup Bl ly canne wolerms with the BW Hinwerpretation of ' Taneania's prohlems.
MNatwithstanding 1he rich body of research generatad by Nordic or slher capalriabe seholars through Mordig-
spemsored sdics ol Lhe Taneaniy exporence, there was o real aiempe made by the Noedic donors to
Promcde a seirch lor an aloative, more aulonomows developmenl strdegy in "Tinsamia or snywhens clae in
Africa o the Third World, Thos the BWT agenda remained the anly reform altemative an offer so that other
donoes 1o Bneaniin by deCanly, soemied willing we code leadership ve the BWT in setling Tanzania®s reform
darrendi. '
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Hetinmking the refornt avendn

A decade of exposure tr BWI-led relorme in Alrica has bowever led to a new phase of concern over the
pratracted stagnation of the reforming economies. including that o Taneania. Aucmipts by the Wocld Dank to
praject Tanrania we one of the suscess Sories of reform in Africa CAgarwal ol al) arowse link: conviclion
arnongsl analysta iGibbons and Raikes) or ather donery and even some bilarily amongst Tanzanians. Tnthe
- L9905 we g Thus wilnessing et another phase of donor fatigne wirh the uid relationship, This Taligue in
parc derives from the donars having lived through two successive development paradigms, the stéate-led and the
marhel driven relform agendas. Both these models, played out overa perisd o g guarter ol o century oo lenger,
huve provided scann e Tor salislaction w aid denoes. The difference between these two epochs Ties in the
Fact that tha pace sewer for the current development siralcey over Lhe Last decade o Tansama, and even longer
i b s Das been this doness.

IF, in Fact, exposure t0 a heavy dase of refoom b el ATco LICs ina stae of arested development and
slruclural atrophy, s epocted an Table | of this paper then where do we go from here? The BWI,
norwithstanding the agnostic wnor of i hisloric report on Sub-Saharan Africa, prepared in 1989, still rerming
connrmitted 1o the validicy of its reform maodel, In Tamzunia it is purswing thiswodel with undiminished zeal and
allibuics ilures Lo imprwe ceonomic perlormance to failures of implementation o the parl ol he GEX I
this rather sel-zerving attempt by the BW] o inierpre the espenence of the DU s with the SAR process which
his ence wyrained created space within the danors comumuonitivs in Tvrania e think aboul why the Tancanian
BCUTIOIIY TCITIAN Y i1 poorer shape than il was i tie 1% whilst moving to a level of aid dependencs which
was unimaginahle in that earlier period,

The Dunor Agenda
The sl forr vefoorn

Tt s wamn inrepral 1o the araument of this paper that the inadequate results vicldod by the BWT reform apenda
derive from the donor-driven nudure of The relorm process. The price of donar hegemony in the development
arena in Tanzania has, el been the delesiimising of the Tagzaman. state which has compromiszad the
reforin process and contributed (o the perpetuation of wid dependoncy,

Baking the donor-driven nitore ol the reliwm process cenceal 19 the arsument of this paper i done withaur
prejudice, both to the need for reforms in Taneanii, Bangladest aond most DCs, as well as the praven merie of
iz ol the refimms putin place ander the BWI progromnmes. Nobodyeshoulo ool theaselves inta helicving
Lhat the Tameaniam or Bangladeshi coomomy was in great shape, s origina policies umimpeachable or thal o
great deal of chamge was not in order in these countrics i & sustainable development process was to the
realiscd. T s thos imporant te review the main fewiurey of the BWI ggenda 1o diagnose i1 merits and
kDo,

The SBWE refirnt ageada in Toarounia

In Tanzania, since the ERP-1, the BWL las put in place a relorm agenda committed to realising the following
poliey shjcelives :

Stabilising the fiscal ralances through curbing public espenditunes

it Curbing menerary expansion.

i, Finungial sector relorms hased on dighening up lending discipline, cleaning up the balince shesls of
the financial instituedons, Inrodoction o more mgrket driven ineres rates and finally privatisation of

Lhe bamking dyslein.

v, Cxchange rate management with o vivw W anilyving the moltiple eschange cates and leaving it te the
market e deteniine the external value of the tshilling, by eliminating alf forms ol exchange conteels.
Y. Literalisation of Toreign e, sty threugh climination of goantitative restrictions (QRs) an imparts
~ and reducing both nominal and effective res of pritection,
vi Liberalising and avantoally elimipating price controls s woell vy de-subsidizalion of poblic mouods
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whilsr deregulating and privatizing inlernal crade.

vii.  Clvil service weform, throngh relronchimg surples seald, rsing real wapes ol the residual bureauciacy,
chrmingting the provision for fusranteed government employment for all university graduares.

viti,  Pablic Tnlesprise celfomms based on expioging parastalals (0 mone compelilive operiting envizonmeant
andd 4 hared hisdgel constraint designed to cot down losses andfor close daown loss-making anterpriscs.
The key element of this part of the ceform azends 15 the downaisamg of the cole ol the saw in the
ceonomy hrough g programme of disinvestrnen] ane entry of the private sector into areas hitherlo
menopelised by the stare,

Ix. Raising mvestments amd the share o public cxpenditume in the social sector in the process. making
botter use ol MO as delivery agents,

The sigmilicant feature o the above agenda i that it could be replicated word for word in Bamgladesh ioday.

The BWIL has in fact put a virually ideniivsl policy agenda in pluce in Bangludesh over the last 12 vears,

mslly under the same rens and conditions which have underwritten their prosrarmmics in Tamrania {Soblan,

L9493, It 15 thus oot surprising Lhal much the same et of presbloms, which consitidoed the realisation of the

espocted tesully oo the gbove refonm apenda in place in Bangladesh, have also compromisad the outcpmes
ol the: relorms in Tanzania,

Anglvsing the veform outoonies

The leas a repime of dovor-driven reforms can do for a counury 15 0 design o packase of relfonms which, in
practice, can transfioent the coonenuic Tortwmes ol o reforring country, Some people and counodes may., foca
while, be thuy willing 10 rude ownership over their reforms for visible improvements in the perfommiancs of the
econonmy wnd canditons of life of the people. (riven the commmm Teatres of the BWI programime in bath
Bamgladesh and Tamzaniy, it may thos be naetul ta review the loaic tnderlying the BW I relnns in bath
countries along with thelr resultant ouccatnes, within a conmmim perspueiive,

We lhus briefly discuss befow some of the onteomes of (he BWT refonn agends in both Bangladesh and
Tanzania: :

(iv  Flscal discipline In Bangladesh has impmived somewhal bul comot escape om the fact that the
parunoun presence of the donors in wnderwriting the wid budget and the Tongible resourees provided by
retimbnrsalle project aid in Bangladesh, g wilh the CISA00GL i Tunsania, have emerred as a disincentive to
curhing cument expendilure, Bangladesh has made o modicum of progress in cuehing curreot expenditues jnd
ruisirgr [iseal revenues, Bui irs revenue/GDP ratio still remains anc of the lowest amonesl the DCs and the
share of developrnoent we GO s remains low, In Tanzanda, on the ather hand, the role of aid in Tnancing both
develormienr and the current defiele has now reached critical levels which are drven by the volume and nature
of aid. Thus, whilst the abaolue and reladve valne of developrment expendiwre declines. the denor-tundsd
recumenl deticit expands every yearn Where aid disbursements in "Baveani decelerted, oy they did in 199403,
the recurrent budget deficlt has been funded by un cocalalion in public bomrewing, The BWT's aternpt to realise
budgetary stabilisaion in Tanzamia can Thus hardly be termed a success, Tndeed the BWL as hus been argud
carler in this puper.through their escalaeed volume of progameme loans, may even have sctualky conlrbuted
trweawdds agprivating inbalanees on hath the budgetary wnd external account.

Cwrenl expenditure in Tunzama 15 held caplive by the size ol the public wage and silaey bill and the domestic
by serviee abligaiion o thit uny move o economise on public expenditore, as is dermanded under the BWI
relorn pragramme, most mpact on the economic and secial seewa In Bangladesh asimilar constraint applies,
with the addicional commitment o inaintain the sanotily of defence expenditure. Thus the size of the recuwrent
bl ger in both countrics remains impervious o donor pressure and depends on the balance of pawer within the
domestic polity, derived fronn the defnocratic satherity ol the state and the palitical power of its employess and
Lhe mulitary cstablizlimenl, Angaors (o such Dssues most be souzht in e realm of governance and politics
rther thun doncr-Tunded conditionulities,

(i} Mesterry resteafiefs temain a valid abjective of reform. T nust, however, be kepl 0 mind thi the
creation of monsy through puldic deficic financing, which builis up domestic public debt, is the end resukt
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af a wiak revene ellTorl. Weakness in gencrting domestic revenoes is due to the more relaxed systems of
movernance created throush prolenged addiction to aid. The rise in domestic boerovaing 1 Tanrunia in
1994895 was clearty deiven by 1he deceleranen in Lhe disbuesement of aid, For w country wilh o receding
capacity for mobilising domestic revenues, borrewing from the banking system cemains the must convenient
QPTG

In actual practice. in bath countrics, the relative stugnaton of the ceonomy s been o principal souree of -

niclary resitaind. Toogn coonomy whors the Dscat defivie defives from the avallability of aid, the emphasis on
menetary restraint remains importanc but hardly crocial. IT dooars will pick ap the bills, governmenis can
alFord 1o cul demen ome pubzlic bommowing. In Bangladesh thiz is whit happened. The srowdh-in money supply.,
over the last decade. has in fact been quite restrained and remains driven by the increasing demand G credin
frem a growing privale seolor al s time when the role of the public seelor in be ceonemy is being reduced,

(1Y Flreracied sector relorms in Bungladesh, putin place in Bangladesh by the World Bank in 1920 under a
Finangiul Seclor Programme lean., have ron inte serlous ditficulties becanse the Matioonalised Commoereial
Banks (NCBs) and DFIs have managed to make livle headway in recovering defsulied loans from buh the
public anl, increasingly, o the privite seelor, This weakness derivey from the political strength of privace
sector defaulters in Bangladesh, many of wham are epresented in Palivoceol, who can pressure (e
governenl W reschedule or wiile ofl theit debls, Toduy, notwithstanding the epormous overhang of
uncollscted commercial loans by the NCBs and DFIs in Bangladesh, the NCBs, under sovernmental prossure,
havee ernbhirked s new ronnd ol 1w lending L private industny will depositors” funds. o make up for the
umwillineness of the privare banks to enter tlus risky sectar. Given the melancholy experience in Bangladesh,
during the 19805, with heavy loan defaults with term beans romm the 11]S, this new Wraiesy in the 199805 of
wsing the NEH~ who bave linle ciperienee with lerm kending, to change their lending practices avernight,
sugeests the weak impact of BWT-sponsored financial refarms in Bangeladesh.

In"Tunzaniy, o coulition of pacustatal and now also privace intfloence has perotted enterprise losses and wrile-
offs of CIS-provided impats to many public and private cnieeprises which kad 1o be absorbed by the state
Hanking vyslemn, This indicales thuk imposing financial discipline in both countries demands mare than jusd
agreeing 10 a package of externally designed catormas,

In Bungludesh, privatisation of two oot of six naconalised banks and the emergence of a number of private
banks cver the last decade has not ted 10 a notceable improvement in the cflficicney ol the hanking syslem,
The private bunks have olTercd loans onnomore comnpetitive wems than have public banks, The privite banks
bupwr kepl owel ol tisky Louns Lo the rural sector and, in most cases, also o industry. This preference foc the 2asy
end of the banking business has m bowsever cnswred more prodential Tending by privae banks which have
uscil their depositor’s Tunds to lend freely w insiders™ and have made little etfort to collect on these Inans
(o howdhom et alh, In Bangludesh, on average. the "spreads’ of the pervare hanks have wended oo be higher thian
inthe NCEA. '

The limited impact of financial sectors reforms in Bangladesh is dpain evidenee of weak banking consl by
the Centeal Baak, & munilestaiion ol weak sovenaanes and the specilic charueleristics of an, as vet, inumature
entreprencurial class operating in an environment of 1ax govemance. Since Boesania’s cotreprencurial culive
i5 0 more developed than thae ol Bungladesh and s reeent demanstrations of sovernanee no move
crcouraging, the BW L agonda for linuncial sector reforms may have no better results in Tanzania than they did
in Bangladesh. Thus. inboth cisamiries allemps e diseipline the pulblic sector by exposing it to a foed budrer
consiraing can be undonc by leiting the privale secror operate with a saff credit cushion which relaxes che
dizcipline on them for repaviog their loans.

(vl Ervcfionpe rote poficies In Bangladesh and Tanzania have Mollowed parallel rracks amd hive indeed
largely clemimatod the muoluplicity inthe cachange mne regime and oght 3 eloser to its equilibeium valoe in
their resprective conmirivs. This move way o positive achisvement of the reform process and has served o
reduce a great deal of the reot-seeking aeivity associated with overvaloed exchange rales, With hindsight, the
ferocily wilh which Thnrania peolected its manifestly overvalued exchange rate in the early 19805 remains
dilficule to understand. If, in practice, Tanzania could not govern it borders well cnowgh wo prevent ranuni
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Py way Smugpling and Misht of capilal, could 30 ever run @ mamuyed curreney systom?

Hivaosver, having coneeded (he need o cxchange rnle sdjustrewent we slso need 1o recagmise thal W5 mpuc
on promeling expots s more debatable. Massive depraciation in the nominal value of the Tshilling has
actually cowncided wich expmt stagnation in Tanrania Tn Bangladesh, coononietrie escreises alow that the
exchuange viute Is mwch less important than other variables, sach as global demand and local -supply side
capacities, in inflluencing export groweh (TRELY. Ready seccss to forcizn cachange. available thrmoagh the
Hberal provisiony of Tumgble forsign aid, may, it anyibing, have ovwrvaloed the exchange ratz in the apen
martlket through a mild case of "Dutch disease’, at least in Tangladesh if nen Tanzania, This sweeests the need
for a Korean-type managed cxehiange rate, disigoed 1o keep the erehanpe wte undevealosd in onder o keep
EEpoTl compelitive. A managed comency is not the same thing as 4 market-driven axchunge rate and it appears
that the BW [ have not quite made op their mind on what policy they waant OCs oy porsue. On balanee, however,
exchange rae refinins dave served Tanzaniy and Bangladesh weell by redocing the diviartions in the ceonomy
as well as minimisinge (e cnornous scope for public and private rent-seeking atrendant on a ripld syswem of
exchange cortrols.

vy Litreralisarion of dmports has perhaps hecome the most problematic part of the relomn progrannes in
tach Tanzania amd Bangladish. Deregulation of imports witlh @ vicw to ending (he resivictive regime, which
hal boecome o haven Tor rent-seeking in hoth coontries, remains 2 positve achievement for hath councrizs.
Raducing the protection levels for a nascent industrial secior for coonivics such as Tanzania ancd Banelydesh,
with a first generation class of indusinal enfreproncors, g rpidly as big been done in both countries under
pressure rom the BW1, remmaing more problematic,

Resistance w impewt liberakisaiaon o both countrics does not only come from Mew Frade Theory ecunoimists
[t fromm the newe privade sector industrialists wha arpue for a “level playing field” if they arz o freely compet:
with more manue competitors net just from the ACs bue the Asian “oger” or Taneania s more advaneed
neighbenrs, Al sides ol the argwmenl weleomms liberalisation on the export side, In concrase, the exposiue of
such Nadging industiadisiz, operating in a small domestic marker, o compatition an haooe [eceer the rest of
the world, 15 seen 1o be contribuling lowards o prowing sicknesy i the manofuacturing seetar which is
gatatlishmy the condittons for de-industrialisation in many L5 The key issoe widh wede relormy, i1 1
arguable, i thus not policy bul governancs . A repite with sitomg sovermanee., s was the cuse in most of East
Awda, could operile o system o prowect s home market, whilst at the same time, aggressively promucing
exparts, U do this, the "tigee’ could devise policies and insuotional litatroroents e prevent the degeneration
of the syste inleea haven o ineflicient indusiries ge s subversion Thssogh Lrge seale it imports. Sinilac
el al proteeling the kome matkel in South Asia led 10 extensive rent-seeking and the deterioration in the
efficiency of many protecred industries. This suggests qualitwrve differences in the capacitics at band inothe
south, as compared to Bast Asta 1o govern o proganame ol oporl reslielions o the same way Tunzania's
soveriance is far removed from that of Taiwan sa that the focus hus © be on wavs g anprose Taneania's
governanes as much as to reform s palicics. The BWT selution 1o just apen o the coenomy hus certainly
net presvided] o delinfive answer (o ' Tanzani’s econamic ture and may well be responsible, through its
neprdlive impact on indusirial investnent. for Tanzania’s sspart stagnalion and hence perpewation of il
dependence. '

(wid  The lheralisarion of price connels s again advantageous to Tanzania (o the asteal thal il mohes puhbic
Imslillion: mere sensitive to conunercial considerations. Africa, In particular, bas long cxperionee with The
disincentive effects of price and markeling comlmols, partiowlarly om the Turm ceomimy. However price contrals
were nat Justdevised by rent-seching hueauerais hul erew out ol the dilliculties liced by small producers and
PeT Lomsumers aperaling i highly imperfect market rezimes. Price regulation was & device, howower
imperfect or distorted, to reach some goods o the pooe au rices they could sfonl Thes, picing of public
gonds is at dewe cwd of the day o distribulive decisim sl ool just an isso of economic Niciency.,

Tnn Bangladest, subsidisadon of Terliliser prces wis deemed beaclicial we small farmers who were the principal
wsers of Teilisor ander he inflaence o the scale-newteal prees revelarfon techinology, Rlininating substlics
thus became a dead weight cost 1o subsistence Tarmers who could not secoup the Ingher inpul costs arising
o de-subsidisation theough bigher prices received T their markated sugplus. Inothe Banoladesh context.
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subsidising Toodgram prices, &t leasl Tor the poar, s o benelicial distdbulive elfect. Such distributional
dimensions ol pricing policy should thus not be overlooked in an indiscriminate advance wmwards price
deregulation and markec-driven solutions as has beeo practiced i Hinrania or Banglacdesh.

Omee agagin, part of the problem lies in the stute of governance and the Institational arrangemenis wlich
determime whether some key mrublic o busic nogds gomds can be delivered with minimal ransaction costs,
calraeteid by both privide snd politica] rent-seekers, or maldistributed away trom their intended benelicianies.
Experience in the successful Tast Asian NIFs, including Ching, sugeeds that the core ol the <olution 1s not
to be found o jest leting the murhel find it awn level, Fall shops with poods accessible only to those with
Jubsamd cashoin heir pockel has wocertain appeal. ag has been argued by some rescarchers on Tanzunis
(Booth), Hawever here again. in socicties with @ laree core af undercanployed poor. opersting in highly
imperfieel capical and labom markels which romuin politically disempowerad, alternative instruments for
pricing and distribution tor at least some basic goods need nat be Ireevocably abandened we a pelicy aption
for these countries. The answer 15 10 look Tor wechanisms 1w improve The cllicieney and ntegrity of che
Sy sl

(vill Chedd service reform remainyg an fwswe of eroetal inpiranes: e bath comerics, The BWT hus, 0 most
cases, poseal the righl questions bl operationally has ended op with rather simplistic answers. Downsicing the
civil service is easy enough if a highly aid-intensive programme of *golden handshikes” 3s potin plage by the
donars, In beth Tangladesh and Tansania this ggendy bas worked selecively but has been expensive and has
thus barely touched the finge o the problem, After all over-employment” in the state sector has been a Line-
honoured substitute in many DCs for using stare revenves to provide incosmes 10 the vising wrmy of the
workless o the absence ol either o well developrad syatom o menployinent insurance or the emergence of a
dynamic ernploymeni-generating private sector, To assume that a government with electoral aspirations will
substantially ran dersn s employment crcating woelliare proceramnie, in the shscneg of the aheove conditions, is
funcilul 1o sy the leasl [ should Thus secision no surprise that the fiscal burden, in both countries, an their
respelive recurrent budgets of keeping such an army of public employees feom joining the never conracling
market of the jobless, has barely been redoced and probably never cun be, excepl under a draconian
dictaleship with no electaral compolsions or eoncern for the civil rights of i1s citizens.

Commioments t© imprave ceal incames of pablic sorvanis wsos solvenl oogel them e seeallow retrenchinents
has gencrated fow savings. 'The key issue ol provicing o compelitive wage to sendor officials to either rescoe
then from drifting inlo Uhe privite sectdrn, o privatising their services whilst still in pablic employ, remains
untouched becansa it would distuck the relativities io the wage scales hetwern the Tew senior of fiials and the
many pety officials. Neither the GOB nor the GEXU canrisk the political wrath ol ity muoch more numerous
levwer Liviel cmployees by widening relative incomes between the top and the botteim tiers o the point whoere
top officials can earn a market-competitive wage. At the best of times civil service relorms thas romain hard 16
get off the ground because of the colleetive suength of civil service unicens, With mulli-party elactions to be
contended with in bolh countries, no government will want to take on this arnny of vaters, poalling agents and
even polifcal activitsts drawn from the lower. mere numereas canks of their respective bureanercies. Thas,
clvi] service ceforms in bath counteics remain an unopened Paadoe s fox whers sensilive and democratically
rnndated solnlions will hyve o be endogenously designed and politically makered.

(vidt) Public: Lrerprise refernr his, i praclice, been shandoned by the World Buank, whatever lip service it
may [y oAl in il diadogues with the GOB and GOT, The BWI now believe that the only gond public
enlerprise iy o dead poblie enrerprise and have committed themselves oo whedesale replacement by
private sector. Regrettably the BWT have so Tar prosided vory lnle empivical evidence, least of all from
Bimgladoah or anywhere in Afica, which can comtinm that privatisation Is a panacea for improved cnlerprise
performance. The privatisation parcof the BWT agendais, on all counts, driven by pune theology, sustained by
limited cmpirical research o dutdons seadernic mert (W orld Bunk, 19950} deslned to yield pre-determined
conlusions (Sobhan, F93a%. As with unpart Tiberalisanon, the prvatisation agemda in both Bangladesh and
Tanzania has moved slowly, s led we Tew cllicieney, gains and, in practice, has led to oan accelerated
degeneration in the perlommance of the extant public sectar whase growing losses and inefficiencies have
moved o tandem with the BYWT reforms.
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Public entarprise as well as Civil Service reforms are ar the centre of the 1ssue of governance and cannat be
seen i i dechnical problem of public adoimisiraion or pablic seoor velomn., The Tailurs wr locaele Lgse e
ssues which rouch Both on the funire course of the economy as well as the sustainability of democratic
institwiions within this wider conles! of governance, and e lake refuge i simplisie, ideologically driven
sidutions, hus become counter-productive in most reforming DCs. As s result, both in Tanzania and
Tangliuclesh we Daar witness e wsilaation whers U guality ol public seevanlz and institutiony his degeneraled
exponentiully. where their morale has collupsed, and most poblic servants, whilst awaiting retrenchment ar
disivestmant, occupy thewr dowe i largely prédaliey sclivilies, whers the slawe luws el boeome an
wrglomerulion o privale colreprensors,

Don Conditionality
Tl aivemyrtiony Wnde rlvinge donor condilionalilies

The attempt by the donors to push twough a tar from tested reform maocel by attaching severe conditionslitics
to their lending agendis is in pragtice Teading 1w the worst ol all possible worlds, The e of suuctoral
geljustinent reforms, administered through the mediom of progeamme loans, has vichled raber Bmined sains.
In Bangladesh, as in Tancama. the very noton of conditionality dedves Tom Lhe baliet that the host country
tloes nol want or fecls unable o ondertike the proposcd reforms, The anly way to push these countries on the
raule 1o reform is to attach liberal offers of aid as an Inducement o undertake the relorms. A varianl of thiz
school of thought, vswally coming Fewn burciuerids i the relorming 100, is the argument that donor
conditionality sirengthens the hands of the pro-reform mroup in the administration who can therehy sell the
reforms to a reluctant Prime Minister o cabinel as 8 way of retaining the support of the donors, In e,
horwever, the attachineny ol sush condinenaliti, ITom is very comeeption, serves 1o erode the suswainability of
Lhe: relomm [RCsa,

The bugrvaradic Dapersfive

Tn resource-comstrginid coonorigs, with g long tradition of looking to donees to finince every necd, accepting
cdiwor conditlomalities becomes the least of the problems Taced by a recipient country. CiMicials whe negotiaie
these conditionalitivs on sither side are cagh diiven by theit e nsttutional Dnpecitive 1o sign such g
agreemcnul withewn o moch fuss, The donor agency officiols are anxious w convince thalr bursaucratic
rmasters that they have (a) committed a farge loan and (b hive persuadal the host governmenl e aceep! all the
condilivns desmert appropeiate o the success ol the project or programne, This psyvehiolosy has led to a
compaet hetween both domer and pecippient bureaucrats to coniract condidons which bath knew o he
mimplamentable. The erowing evidenee of Tailure oo implernent these uninoplemeniahle comdifions b nog
led to any rethinking of such memlascious compacls amongst the bureaoeras. Instead we bour witness to a
progressive lenglhening of the mumber of conditionalities introdoced inta suceessive loan agreements hetween
ald donors und wid recipients. The excessive datailing of thew conditionalities, given the anlecedenty of this
process, ey borders om the Tarcical. The conditionalitics ace largely desizned by the BWI officials and their
cxthlriale comsultanty, in theory duovegh extensive consuliation with the concerned covernment. In practice,
the local negotiators only too readily accep the dono’s conditions singe their ten insiiwtional imperalive
remaine tao sign the gareement and carn eredit for bringing § 50 miflion into the coffars of Bangladesh or
Taneama, Thus commitment W the conditionahmies may have Little to do wich their inwrinsic approprialencss Toe
Ihe commtry and much more Jo do with more private concerns for carser advancemeni on the pan of the
negolating bureduerars. '

Inmy own experience in Bangladesh, as o Minisier concerned with bodh aid negotiations and approving aid
lunded praojects, 1 have discussed ad projects with the concerned e ministoes il have boen given
canclosive evidence that there 15 mu the shighicsl possibilily of 1the ggeney iaplementing many ot he
comditionalitisy which have been so painfully negodiated wich the concered doner wpency. The olTicialy
concerned are, I very fow cascs, wnlikely 1o remain in The sgooe olMee when he e comes 1o honour the
condilionulitics v which they have committed ther povernment. In such circumsances the coneerned
nepfiators can make any conmunitment they like o the dooors without being held accounuble foe (w
implementation. Where their pliical masters alse rematn more comcemed 1o carm the encominm of raising
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the velume of aid commitments and remain oo precccupied o look at the small print of the conditions
negotiated by their officials, the burgaweratic imperadive fo sign an ageeciment beeomas the guiding motive G
the transoction with the aid doncrs. Tn a political eovironment, where the concermed povernment diws nol lave
(o seeounl. lor s commmiunens made 10 the dooees, eathee o the Paliarment ac at the hustings, aceeptance of
such conditionaulities s only o readily Tottheominge.

Drefundiing an Coiditionglitias

Tre end resuit of this nunually imesprnsible way in which conditionalities are concelved, negotiated and
accepted. iy the continuing spectacle of delault, In Bangladesh, atd disburscments under @ nwber of
agrecnients signed with the World Thanl, such as the loans for the Inland Water Trunsport sector, the Enerry
Sector Credil, the Industrial Seclor Credin, the Jute Secior Credit, amongst others, have been suspendad. Tn
some cises the credil has not taken off because Banghudesh could not even fulfil the precomditons mecded Lo
miake The credil cffeeive. [n other cases disbursements were suspended after the first or second rrunche for
tailure to immplement many of [he conditionalitics,

This cxprericnee el fuilure 1o implement conditivoalites is oo less comumanplace i Tanzania as may be seen
from the discussions in the QED World Bunk report or in varioos aid evaheion repores dhetheclands. 51104,
Pamila). Programe loans have hecome paricularly  problematic becawse they do not even oller an
imducement e the coneerned ling miini«ary weimprove its perfommance. A progeamme lean designed to r2alise
retorms in the enercy or industry sector provides cash loreign exchunge which poes inle dhe Torcigo exchange
receryves of the GOT we fund tmparts. Obligations wncurred by the Power Board, or the Industries Minisdry, Lo
improve perfomamce in dwar secsor which ease the badgetary swains of the Finance Misister but do ligle to
provide immediate benelits to the ling Ministry, prestimes i sense of collective responsibilily in the cespeetive
povernmmeits of bath codnoreies, shich may nor existin practice,

Tihe failure to implernent conditions atlachad o the Haorpey Scetor Program loan in Bangladesh has bowever
not just led 10 a suspension of programne wid disburseinenis aler the st ranche bat has Ted v a suspenswon
af new praject loans to Bangladesh’s posver sector by ull denars as g result of cross-conditions lily sonventions
practized by the donar conumumnity. As wresalt not a single meprawall ol new power capacily s been broughil
il commesaion woder the siznatuee of the present administration becawse the Power Board could nol honour
comncdilions noegiiaied by s Seerctary snd Ministor from a previous regime which vacared office over five vears
i,

Biterteral demprry cowd covebidioredities

Tn the case of Tanzania, bilsteral donovs huave lel The Wiorld Bank and 1MT ake the lead inosetling
comditiongliies an their programme loans. The evaloation reports of Finland, SUR Netherlands and the aid
docoments of the US and UK, all pledpe theiradberense to the refuem stracezy desizned by the BWI and pucin
place through the FFP (%ee Annsxunc 1) Most of these dimors doonot ircetly aneomporate culagonical
comditiomalites inta their own belateral lending programumes.

Traditionally the Nordics und Dutch hive pushed both Tansania amd Hangladesh fowards paying more
attention 10 poverty alleviation and the social secoor. However their commitient uy these goals havd lanmaly
been realiscd throweh the conspesition of their aid programme and declacations of interast from the respective
goverument tather than thkough itemised comditfonalitics (Sce Annexuee | for lending prelerences of the
bilaleral donors to Tanzania). In Bangladesh there have been few cascs where any Mordic deaor or Duleh gid
et Has suspended disbursements becawse they have bean dessatisfied with the way in which a project ot
indeed. their whole ald pregrumne, hay progressed. Whore they have been disappoanied by the gencral
dirgelion of economiv management, as was the case in Tanzania in 1943-84, domers have ool divsn Laedr
averall aid commitments or cven threatensd e suspeml aid, Ws rarg Tor them we direely allach condiionaliiies

- Lo thoeie ey a3 oo ohe pedt whers aid can be actually withheld, The declision by Novwiay and Sweden, ae e
end of 1994, (o soypend disburseancnts of aid under the CT5 programme wntil the GOT gave measurable
evidence of impraving is tovenue callections Tom delinbiers, was s somithing of a roval nieiary st far
hath these danors.
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In Bangladeah, USATD at one stage used to attach guite strong conditionilitics 1o s A7 &80 wid, when i
wunletl Bangladish fo privalise foriliser distiboton and made its aid commitments o the late 19705
contingent on soch an agreement and complionee on the side of Bangladesh (Sobhan, 1984 But i recent
years e TBWT and now the Asian Develapment Bank huve become the ouan apenis for the desizn aimd
entoreernent 4 condiliomalilies in Bangladesh, Belween them, these 1wo agencies command enough leverage
we enfiwee caompliance from Bangladesh and concarrence from biluteral donors, Notwilbsianding their
leverage, Lhe World Bank and ADE prelor o take on boaed panticalar danors o sign on to the eondidonalities
atlached to their progeamme loan packages. Thus several bilateral donors suspended nes aid cormmitmenis Lo
Hamglilesh’s ecnergy seclior until the GO eould demonsteate complianee with the conditons attached to the
Warld Bank's Energy Sector Credit, The World Bank suspendid negotiations of new eredits fo the ggrcal ol
sector in Baneladesh and] Bangladesh could show compliance with the provisions of rhe Food Crop Seclor
Lazan nogrotiated wilh the ADB which imposed conditions atwod ending subsidies on fertilisers and demanded
the sale of all irrigation equipment owned by o Pacastatal Lo privide buoyers.

[n Tanzania. the s share ol the World Bamd in the country’s ail programme meant Lhat its programeane loas
conditionalities could amdy become etfective if oller donors signed on W the project. This was i elfeast done
tleroogl the OTS wned O5G sy siem which enhanced the purehase of World Banle proeramme loans which ted the
summe resources pool served by the Nordics and the Thineh. ' Thus between T98E-94 Table 6 shows that oot ol S
12635 mullwon commiced under this programume, 41.5% came from the Wordd Bank, wlich wax the maiostay
ol the programme, @y parl af ity prograrming lending operativns in lacania. However 14 1% of all programme
loans were contributed by Norweoy and Sweden and 35.6% by other donors, all of which served (o considerably
crbgnee the leveraes cseresed by the Woeld Tiank ondhe GOT in s condidonality-driven progranmne loans.
When we consider thil in this pericd 195 ol all imports goming into Tansanis woes wideewriften by Lhese
impert suppart programmes, the impartance of the CISAOGL aid progrumme for influencing policy leverage
gxereisi hy the BW 1 camiet be undensaimated. '

Huesweower, the policy leverase purchased by the World Bank through the CISAOCL was, we have already
abserved, being rapidly undermined by the accumeularing detault on the CISAOGE, progrumme, Table 6 again
shonwes thal close L hal T ol the imports onder this programme did oot generate connterpart resources from the
ageneies receiving the imports, Thuy meusures designed to enloree Gaeal discipling wmder condilionmidily-
driven programme loans weee compeomised by the provision of a saft bodget constraine 1o the users of the
OGL progranime, many ol wham were Parastatils who ahserbied these fmmats withou! payment as a sirogli
subzidy to their operations {Erikson, 194930 & [$05),

Donor Coordination
The Role of the Wil Bank

W have abserved thar the BWT have in recent vears acquired a certain primacy in their influence over the
development agenda of tw GO This position v realized inidally through e vele asoid cormdinator and
their monapoly over the documencation prepared for the aid consultative meetngs, This role as intelleciual
leader has, only in reeen] yiars, been strengthened by the ascendancy of the Warld Tiank 10 the posilion of lead
donar to Tanzania in the 19940, when it accounted Lo 16% of 1o ald in 1990-92 wnd ot 44.5% of all
CIS:00G1 aid in the T983-94 period.

Im e cutly phase af Tareanim ssaierhip aver its development sorategy in the 19705, the GOT could Treely
drawe upen o variety of sources for advice and wid which freed 1 from the diminanes of the BW 1 or any i
or peoup of donors. Such agencies as the [LO and academics from the Nordie countries. with views
syimpathetic e the pereeived gpends of the GO competed freely in the marker place Tor influence on
Tanzania’s pelicy. In that period, grealer policy ecleclicism prevailed even wilbio the YWorld Bank where Lhere
wore clements of coatradiction beotween the Bank and TME over the stoneency of the BWI reform agenda.
In such cireumstances there wis Tode seope for The World Bank 1o play o leid role ioaid cosalinatien in
Tanzania.

Even follewing 1he coming logether af the Bank ancd Fuml on wacking oul g programne of wformes widhin
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Tancama und the gradual secemmance by the bilaeral domegrs ol the BWT proseriptions Tor relotme ol the
Tanzaniun economy. donor coordination remeadined an informal process, which was only institionalized atter
1986 At that point the responsibility for chairing sech coordinaion meetings was joinly ausnmed by the
LN me) World Bank, though inidally the CNDE provided the sectetunat lor this coordination exercise,
In recent vears, as the ank™s capacity to service the denor consulotive mestings with the GO irmproved
throneh 1ts superior comand over docmmentiation. the Bank has assumed the lead role in ald coordination.
The World Tank has wsed thiz coordinative role w sdrengthen the leverage 0 now cxercises over Lthe diteclion
ul the {30717 policy.

The principal arca of donde coardimation by the BWLin Tanzania aeiginates T thir lewd role i pragramme
lending, The mole ol the IME in prepaning the FEER in consultation with the GOT s inter-Ministerial Technical
Committee (IMTC)L sets the basis for suding the GOT's policy agenda and defines the measures lor
muoniwing i1z isplementation within g speeifc Gioe rame. Oher ditnors, sach is Sweden amd Nomaeay, which
co-finance e Import suppot programme, thus implicitly-accept both the leadership of the BWT in setting the
reform agenda Mor the CrOT and inmoniwsing a oulcomes.

Adel coarelineivm b Bangladesh

I this respect the lead role of the BW1 in defining and maonitoring the reform agenda in Bangladesh is identical
to the role 1t plavs in Tanzania. In Bangladesh the PP is dealied by che BWT in consolation wilh the Minisiry
all Finunee, The prxgress of the agrecd melirm progeamme s then evaluated by the World Bank through
periodic coocdination meetings, in Dhaka, amangst the donors and with the GOB, leading vp to the Faris
Consarliven meeting in April every vear, Al the Pars Meeting the World Baok prescos the end ol leem repin
on the progress with reformn wo all the donor members of the Ald Consortium, embodied o the World Bank’'s
Connory Ceonemic Memaorandum (CTMY. The GOB s given a oight of reply at the Consortiem meeting, lor
which il preprnes its own meorandurm inrsponse 1 Lhe Worlid Bank s report. Inacina] praclice, the (OB
docurment for the Paris meating is not 0 moch a reply as an atempt to dernonserate the fidality with which it
ity ke plils programmg on rack wilh the agroed goals sof i the PR

The hinplicarions of the lead 1ede by the World Bank in Ald coordinagtion

The prablern with s approsch to wid covrdination thriwgh the BW remains thygl beth o Tanamig wnd
Bangladesh the design of the retorm as well as the evidwation of progress are vested with the stutf of the BWL,
In batly Tanzania and Bangladesh 1t is recognised that the onginal draft of the PEP s prepared in Washinglon
[ s than the respective efficials negotiaing the Tingl docaments are gt besposiiened oo inser! maedilications
in the adrelt bl never by chalienge cither the overall strslegy or Lo cven imcorporale subsigntive roditications
into the BWI draft ro retlect naticnally detenmined priorities.

Wore seriously, the gelual momioeing of progress has become Lhe eselustve respomsibility ol 1he Wik Bank.
The grey cover teports of the Bank cover the annual overview of the econciny in the CEM and their sectoral
reviews also appear in specific grev cover reparts. The Bank thus defines the methaodology as well as selecrs
and inleepretz the Gews which detsrine the cvalmstion of the GORS o the G075 relorms, Inperlinming (hiy
task of both advocate und judpe of the reform process, the World Bank disposes of lavish bodgats to hire
expatriate consultants, assisted in recent vears by local consultants. These consuloants, both espamiate and
Tocul, lened in sl cases 1o0be of 8 persugsion syeopathetic 1o the aeeney of the Wioeld Bank andfor o st Tegs)
know wherg rheir bread s bultered, The discussion on hoth the validily of the retonn model and its progress,
discussed in aid coordination meatings. is thus heavily weighted by the world view and judgements of the
3w,

In Tanzania there is evidence that particalar hilateral donors have been inclined o invice academic cipers
ol u mare mdepodent poinl of view 1 reviow the validily ol the previiling refoeom agendie The recear study
of Strnctund Adfustment T Turaaenio, [986-94, prepared for the Danish Ministry of Foreign Affars, is one
such cxample. The repowr of the Growp of bedependeant Advisoes o Developren) Cooperation foses
Benvagn Tanzania aud s A7 Donors. discussed earlier, aguin commussioned by the Punish Minisiry of
Forzign Affairs. is another such etfort. In the Tanzanian scene, the important role plaved by the Noedics in
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the aid precess b at least creacsd some intellectual spuce for more independent apprinsils of the BWT-
intluenced developrment agemla which have provided a professienal input o be drawn upoen by alier domors,
which s comparable if not superior to Ui wark on offer by the BWL Tlowever, notwithsanding the
agnodicism infornming moch of the professional writing on the refonn esperience in Tansama {eog. the work of
Giilrhoms and Raibes), there is no sieeag evidence thar the bilareral donors have osed such academic work L
challenge either the validity of the BWI in settiny the pace R the relorm sgenda Ter Tansania or indeed its
atletnpls incoondenating thwe aid process.

Alle rrative perspective int reforis (L Bongladesh

By contrast in Baongladesh, ool very rocontly, there has boeen me comparable effort to challenge the averall
develapmental visian of the BWL whose aid leverage is Lt more powerlul than in Tanzama and whose
menopely over the policy sgenda 15 thus far less open o challenge trom the bilateral doners, The higgest of
the bilateral donors to Bangladesh. Japun, is distinguished inoi aid relationships by s silence on palicy
isaues. notwithstanding dhe recent initiative by Tupun in challenging the orthedosy of te World Baok
pulicies, voiced at the Board of the World Bank, which inspired the Bunk’s East Asio Mirele Soehe In
Bangladesh. Jupan has silenily scceplod the agenda setting-role of the BWT and has satisfled irself with
concentrating on its project lending activities which aguin cany very low palicy somlinonality sompared o
muny smaller donoes, such as the UK. Tlowever the very silence of Jupan al the Banglidesh aid consoeium
mestinges pliuees ils aid as g lree levenge resewrce availlable to the Bank o influence the state of the policy
discrurze in Bansgladesh. :

Chullenges o the indchieciual heremony ol the BWT have thus come from civil society, in Bangladesh trom
same academic institutions such as the Bergladesh fastitute af Devedopment Stedies {BIYSY Even here, onlv a
wiry [ow pencral revicws of the stfucnwal adjustment policies of the World Bank huve heen alenimled {Sobban
L9930, Ruhmum), [hough parlicular wspects of BWT sectoral strategy have been oridgued by academics in
Bangladesh, Such efforts have remained acudemic erercizes which thus Tailed woprovide azerons inpat into
the pelicy debare al the consorrinm méctings. '

The Tirst 2uch attempe oo develop an alternative perspective e Lhe Bank’s dominunes over the development
discourse in Bungludesh was made by the so-called Like Minded Group (LM of donors. Sweden, Nooway,
Drenmark, the Necherlands und Canada, which Tundicd o s~y oo Lthe poverty-alleviaciing impact of aid. The
sludly was coordinated by the North-South Tnatitute in Ottawa bul much of the work s dine by Bangladeshi
economists mder the legdersiap ol e Maosharall Hossain. a professor at Dhaka Lniversity, The resulls of the
study confirmed that aid had done little o alleviale poverty in Bangladesh. The LMG has since supparted an
umgtine stucdy on poverty, undertaken by BIDS, This Taeter study s nipw porbimlical v relerred o ac the Paris
melings as a relurenee ke prvgress of the GOT o povercy alleviation.

Aorecent initiative of o more ambitions nature to challenge the inlelleciual begemany o the World Thank in
palicy debule has originated in the efforl by the Cenfre for Policy Dalogne, Dhaka, lo assomble some ol the
leading economists of Bungludesh to preparc an fredependen Review of Bungladesk's Development (IRBD,
This TRBD, canceived by the CPD, made its first appearance in 1995, amd is now commitied o be published
every year, The IRBID projecl, which is the Nirse magor attemp to produce a holistic, well docimenied snd
analvtically insightful review of the Bungludesh development experisnce, has been pubdished this year under
the title of Experiences wiii Econamic Refornn A Beview of Bangladesh’s Develigameni. The intellectual
weighl of the IRBIY i sulficien 1 prnide soime ballast o the LMG and other ditors in challenging the
interpretations of the BW1 an the Yogic and stutns of thetr reform programme in Bangladesh. The IRBD s thus
caprcted, every vear, wopeavide the Paris Consortivm, the Parliamen and civil socicis, with an independent
assessmenl ol the relorm process on iLs outcomes and validimy,

Fock o abed vonrdinarier at the profect fevel
Such an expectation from the IRBD o promate an alemadive perspeclise 1o that of the BWT on Bangladesh s

the BWI's coordinuiive role in Banglydesh uppears cven less challenged than it is in Tanzaniia, Inmically,
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notwithslunding the aolhority with which the BWI influences the macro-policy agenda, in neither Tanzama
nor in Bangladesh have they been particlarty suecessful in conrdinating aid at dhe sectaral level. Thus
Tamzamia sonne WY domwes ave Tuncding ore thame 20000 projects, across o varicly of seelors, Those projests
reprosent the individual aid pricrities of particular doners and embody their diffzrent philosoplies, modes of
tmplementation and mechanisms of evalvation. This diversity and complementary amongst dooor priceitics in
Tanrania 1 caplured In Aapesure T ol this paper Inevitably there iy borh overlap and indesd contradiction in
the objectivas of many such projects. A& similar proliferation of project interventions choracoerizes
Hunglaledh® s aid programnics.

For many veors donors have viewed this pralieration and anarchy in the area of project ald with snme
concern, in bolth countrics. Thus moch rhatorie bas been peneratial over the need o schieve coordinalion
amengst demors al fhe seoral level and wr iniegrude their sectoral Tevel wid plans wilh the migna-cconomis
strategies put In place by the BWI To this end, In Tanzania attempts are being mads to subordinate the
projecs o the priovilies sel by the RTPE which s designed 1o pronicse aided projects Tor purpeses ol
cormmitling locul budgeiry resources, A st lar asswmpion underlics the design of Banpgladesh™s Phree- Yooy
Raffing Plar, put In place in 1940, which was supposed to priontdse the commitment of local resources to
priomty aided projects.

Frafiems of zector lovel nid coordintion

Al the secloral Tevel, the QO s supposed 1o design seeloral stralegios which are supposed 1o provide the
framework for guiding doner project did contributions. The fevrated Roads Programeaw has been cited as
one such example of a successful effort aca coordinated efoce o atiract atd (Mellemmer et uld. Suoilar elors are
supmessth 10 e raede fo coordingde aid inlTows indo The social seeen agmieuiural scotor and Fer ke civil service
reform programme (Lhid. . Similar sub-secroral programmes on Health and Educatian are supposad ta ba on
the draweng board.

| am nat In a position to comment an the efficucy of these efforts by the COT at sectoral or suh-zectoral
cootdination. Expericence fram Bamgladesh sinzeests thal coordination guthe ngional, as much iy the sectoral
leve], remainy Licgsly notional. The Lailure al seetoral comdinalion derivey tTom certain. stiuctural features
which remain inherent to the aid proarammes of hath countries as weell o in their admmistrative practices. Tn
bowh Bangladesh and Taneania the prosence of o macrn agemdy bas thas never been reconeiled with micro-
projects, There are good reasons for this inaldlity ro reconcile mucra-goals with micro-prajects, This mogy be
enderstood by discussion of the Gangladesh experience with planning.

Foanglodesh ' experiens ¢ with cogrdinaing sectenr plans

In Bangladesh, in succcasive live-year plans, the macco-chaplers ol the plan in the Dirse part of the plan
cocannenl relleel o philosophical slawement of inlent, underwrillen by some maero-lamreiing Jerived foom a
rudimentary macro-econamic mode], fuelled by statistics of dublous reliability, which make the co-efficients
which hold the model togather quite cutdated and hence largely unserviceable. The gpenda-seiing ol the fve
wour plams, which ingwporaled nofe poils ol high growih, improved selfrelinnees and signifcunt poverty
alleviation, in practice bore no relation to the second half of dhe plan document which set out the sectoral
capemditare strategios ol the e These plans were, i elTecl, the agpregation of projects, sty wid-Tunded,
miiasl ol which were carmicd over Fom the previous plan. Thus, the Lymamy of the on-going projects lamgely
determined the sectoral priorities of the successor plan. These carried-over projects from the proviows plan
peritnd i rerlected the prionines of the donees, theit genersi ly and pace ol awid dishurseoent. Such domor-
inlTuenced project expenditura priorities. n agregate, bore only a tenuous relationship to the strategic and
even allacative priorities of the GO

The indoction of the Tlree-Year Redling Pleccin 199w replace the fowril Five- Feae Plae ol Bangladesh, lor
Checs irst Limie camnes oy 1o weithe Lhe veality thad Bang ladesh bad Yostis capacity o diseharge its developmental
vision, articulated in its plan document. or indeed to retain any control over its developmental priarities which
were Now seresclusively by the prevailing conligurations of donar aid carmmitments.
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This determination of development expendilurs priorities, sef by the sepurile wid prionilics and praclices of 4
large number of domaors, indicates that the comeept of poojeat prioritisacion, s laevoured by the dooors, azan
remains i thetorical exercise, Once a danor Ly committed funds to a project determined by its own donor ald
mission, the sommitment & this fropect (s 861 in stone and nothing can sast it aside witheat pucing the GOB or
GOT into conllict with @ particular donor, Gecasional elforts by the GOR e diveourage the prioniisation ol i
progecl Tavenwed b g particular donor haee involved 1hreals Trome the doner aid mission 1hat repection of the
praject could prejudice the entire bilareral aid commitment from the concerned denar Thuy the GOB has, for
all practical purposes. lost conteal over its developmant priarities. In the absence of a mediwm teem plan to
puidde it2 privoritics, Bangladesh nose s (o aceept whalever project sd is oflTered by parlicular denors and 1w
embrace [he Metion had these priorities are ity own,

In these cirewmsianees, the only ameney which can coordimgle and prioniise gid v Bangladesh are the denors
themselves, Whilst individoal dooors have been quite willing to cede such coordinative functioos to the BW
For macro-pedicymaking, they have macde no such gestre i theareie of prajeel aid whore cach donar his
probecled Iy sovarelmty aver its own prajects with exceptional tenacity, Indeed, even withio the World Bank.
thers is nothing like an overvicw 1o guide 5 prodect lending pograrmones, Thos didTerent departmienls ol the
Bank sel their own agendas lot project design, size and prierides, which may not be in concert with the
overall phulosoply of the Bank's owo macro-reform goals. Tor example, piven the $3ank’s prescoupation wilh
macro-cxpenditure coonemies, the sheer wasteluliess o resources in some of s own over-designed
individual projects in Bangladesh suggests that philosophy and practice, even within the World Bank, may
nat alwys e conrdinared.

The complete aotenomy of =ach danor over their awn projects has now inoruded into imposing 1her ovn
programme prioritics cver recipicnt coundrics, Thus some domars s prion e somen indevekpoenl, seme
the cnvirgnmenl, some health cars, mest want o eradicate poverty and each claim the righe to desian their
owh projects sitated within such programmanc gudelines, More reent |y, issaes of homan righis, denoericy
amud “good govormunee” have enleted mto the aid priorities of same donors and ure being pursued in a highly
eclectic manner by cach donor, comtribning 1o ne ol of confusion o the minds of thetr wid reeiplents as o
whi! iy wid-worthy political behaviour (Sobhan, 1993k The formulation of programme priorities by
pattictlar donor agencies has thus creared its own special Torm of verbal pymmastics. Recipiontys e advised
v the uid ageney That pariicnka prvcers buve (0 be [itted into the donor’s particular set of programime
priorities, This ands up in a collusive pame io which a whole variety of projects, designed sither by the donor
OF PECIPIENL, At writlen up i wiys which micke the sewatmalary oF (e prvieel confrm (o g donee’s poesnanime
- priority. :

My very limil exposome to g proaclice of priyeel Tormwlation and design in Tanzania suegests that donor
practices lere are not very different from those in Bangladesh. As 0 Bangladesh. it appears that mdividual
ministries nezotaie their own projects wilh pardcolar deners, derved Trom Minkslerial or bureaucratic
prelerences., [he cntrepreneurship of commission agents or equipment sappliers, and the pet preferences of aid
bureancrars. In these circumstances, the ootion that Tancama’s RPFT i anythiog moce than a ralivmalisaion of
the aceidental prioritics, w emerge ool of e previous micro-leve] project and prograomne commitments of
tndividhaul dumnoers, needs to be seriously investigated betore ane can accept it as the outcome of the slealegic
vision of the GOT. Tn the same way, Lhe secloe plans, inchcling the rad prograrmmis, meril much eloser
irveesligation Lo explore s Tar past and prospective donor project commitments have been elevatad into the
category ab g well-eomesived scotoral disign, sitaled withing wider siralegic wision of the (GOT, The available
discourse on the weak capucity of the GOT to secits own agenda, and the general acceptance of the complete
loss of a guiding viswn within the GOT, do not sugeest e deeree of parposcfolness alleeed oy inlorme cither
the RPTTS o the sceteral plans. Such an impression must, howsver, wemain imppessionistic und needs to be
subslantialed by more rigorous investigation of the dynamics of aid prieritisadon in Tanzania and the
pathalogy of development activity o any minisgey of the 200 '

Drelivery cosia of wacoerdinared peofeot aid

One ol the less sulubrious ouleomes of the lack of coordinatian in the use of project aid is the tendency for
wiste and institotional proliteration which characteriae the aid peogrammes of Tancamia and Bansgladesh.
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Pomars in Tanzamia bave tended 1o sel op their own peoject bureancracies, outside the exising burcaucralic
stroctures. often with scales of pay kepl cutside the offieisl pay sructores. Over and above such instincional
trterventions, within the satse seetor donors alsa fund WNOO projects o set up schools, health care conters, skill
development progrmmmes. whose projects oo exisl, side by side, with donoe-sopported official projects,

This same culture of ipstijutional proliferation has been in place in Bangladesh far the last two decades. The
resultis & mone towrards instutional anarchy witl duplication ol Taeilities in the sarme aea and rising delivery
custs for aid, In Bungdudesh, almust identical projects, all designed to alleviate the poverly ol youth, women.,
children, are negotizted separately by different minisites as woell as by aver 700 NGOs registered to recelve
foreign Temeds, with different donors. As a consequence. an analysis of g selection ol aid Tunded poverly
alleviation projects indicated high delivery cimls, whers P caample it may ke one dollar in project
vvetheads 1o deliver one dollar in credit to the poor. Some skill development prograimnes Tar the poor have
thus endzd up with a cost per raincd person which was higher than for producing o warversity gradusate, Such
high delivery costz originate in the need ro et up separde project establishments, with provisions for
adminizietive salarics, office establishment, eansport, foreign tips and high investment in Toreign
cansultants, wha in some projects. arc known 1o have comsaimned ap w 40% of an aid praject targeted to train
poar semnen ot peavide credic o the poo,

Sywtecers foxy cerd Transaciion cosis

Minimal efforts at aid coordination, bolh withine the CoOT and its donars, and between them, could lead 1o
substiuntial suvings of aid which could in fact be delivered directly o the pour o the extent that the aid
ralationship, at the cod ol 1he day, 1= abiut 2 las paver o Gothenburg, Sweden., wanting to alloviate e poverty
ala destitule woanan in Gaibandha, Bangladesh. the Migh delivery costs ol this sncooedinated transaction may
reduce, by up to S08% the aetual reesipt of aid by the poor woman trom her Swedish beneluclor The ramainder
of the 50%: of the Swedish donor’y lses are consamed fiy the and boreaucracy of both the donor and recipienl
counlry, including the even higher delivery costs when aid i chunnelled through the multilaeral apencies, the

_share of expatriate as wall ay local consulian i and sl ihose illicit intermediates who appropriate a share of the
aidd enroule from Uhe Swedish taa payer to the poor womeam in Bungludesh. The high delivery costs of awd may
he wermed u farm of svsiee foss because it 1 i losy which i inherentin the institational systems we hove put in
place (o delivor wid. The illicil appropriations of a part of the aid flow by Toreign and lecal inlenoediarics may
be termed the fransaction coses ol delivering wid wo the pooc. IF we add together botl the sesrern fosy ws woll iy
the iransaction coxiy of delivering ald from our generaus Lsdy in {'in.l.hl:rahcrg o A poor woman in Gaibandha, it
is a wonder that any of this aid actually reaches the poor womun wha provides the bisic justificauon of this
costly superstouciuts pul in plag dodeliver aid.

In practice, however, iLis up 10 the GOB and the GOT 1o take commind af the cowdination process through
establishing their own devotopment philosephy, focating it within holistic programmes. 1o instrumentalise
their 2oals and to then desimn projects which cam reflect these programme pricsites. Once a recipient can
gchicve such contral over its own develapment programme. il can alse assame the responsibiliey for
coordinating the aid programmucs of 105 doners we it into it nationu] priovities, Such g bald move would
hopetully drastically economise on delivery cosls of wid. Unlomrunatels it s this failure of the GOB and the
G la articulate their own natonal priorities of (o senerite minimal resourees o underwrie these prioities
which leads to the Joss of conlrol veer Their afluirs which perpetuates anarehy in the wid process and viises the
delivery cosrs of aid.

The Cosls of Al
The Frimes op Add

Rath Bangladesh and Tanzania, as least developed countries, huve benelited fron Lheir aceess m satt aid in
the form of grmts aid soll losms. In lable 18 we present the changing composition and wrms of aid Mows
wr bioth countrics. Between 1S and 1993 the dyc in the proportion of graot financing is apparent in bath
counltigs. B s lower in Bangladeah in 1993 because of the higher share of Wirkd Baak and AT aid coming
into Bangladesh compared (o Tansani. Bot Word Bank and ADB aid mostly come in the Tormn ol loan

Iroject 2013 178 Sida 1496




Aid Dependence and Door Policy ) Retunan Sobhan

tinamcing on 1A forms,

Maost such mullilateral loans are offered on soft terms and s did not significanny add ke the debt homden ol
gither country, The exuct wrme vnowhich Tansama has acoessed its aid i3 also presented in Table 14, This
sheves that, compared o both Sub-Saharan Africa and other LDCs, Tanzamia has received aid on selaively
gasler terms, ineluding both a higher shure of gros and thieugeh the sofer terms of its Toans. Table 15 shows
that belweenw 1961 and 1990, the average matarity period. Intarast rute and grace petaod were comsisient |y e
Favourable i Taneanin, compared we cither 12 88A neighbeurs o0 other LICs, which would include
Bingladesh, In 1990, Tanzania's averuge malnily period G it beans was 17 pears, conpared we 12 Tor $5A
ancl 11 tor othwer LTCs and 15 average grace period hefore loan repayments were o commence was O yveurs.
COTRTed ‘o d wedrs [or the wlher two graups Siodlarly, o 19920, the average oterest raie on the Toan
compeaent of Tanzania's aid was 4% , compared to 8% for 8554 and 9% for other LICs,

The eusy tenns on which boll cowntraes aceess aid is hipcser ma weivhoul o price. "Solt aid’ i@ now evolving
into “hard’ aid becanse donois are now seeking their returns from recipient countries inereasingly throueh the
erms 0 Lhe canditionalitics imposad on the recipienes of such "soft® sid Add. which has o be repaid with
tneerest, such ax IRBD aud, measures its worth by whether it s indeedrepaid wilh inlures), cven 10 e ey are
hielow 1hase on affer in the opeo marked. Awd offered with a low repayment cosc or no cast at all 15 deemed by
the donorsas o @il or rewand’ Toee which they Teel entithed s make demands on where this aid s osed, on
whom and with whar results, Thus the rise in ad conditionality may be seen as directly related 10 0 lowering of
the Onancial cost ol aid. Che gresahc ol condidanalitics and emphasis or deoor-deiven reforms suagests thar in
Both Banglidesh and Tapeamii, donors Tee that such "wfled” sid 35 nol being wseld very eltectively amld that
donars. acting in the namea of thelr tax payers from the donors® countries. we thereby entitded to demand o sy
i cranming the mere efleelive wse ol such aid.

Flre Delay Brerclen

Natwithstanding the softaning in the terms of aid. the shear valume of aid being deliverad to both countries has
riised the weeipght of thes debt buden. Table T9 shows the cxienn ol e debt baeden s share inceelation w GIP
and the weight of debt service, measured in relation o export earnings, Ut is @vident that Tunzania s debt burden
in relacen e GEXP was, a least sinee the carly 1970, much hagher than i Bangladesh. In 1970, Tanzania’s
dehF GO o wis | 7% nourly thrae times the 6% nlio of Baagladesh i [5750 In TS0 $hie oG 32 o
for bath countries had risen substantially bur Tanzania's eatio was double that of Bansladesh. However, whilst
Bangladesh’s birden evenially rose we 345 of i GIRP in 1994, 30 Tanconia (ks deb U P eatio in 1995 swwod
at 4o incradible 3| 3%. This, in part, retlects the much wealier prowth in Tomeania's GO, as well s ihe Faster
increase in aid dishbarsements i Tanzania, compared to Bangladesh, in the 1ast decade,

The and result of this build-up in the accwmnlated aid borden of Tanzania is to be found In the divargenl
teends in its deb service vatio. Notwithaanding the easy terms on which Tanzania hos accessed s external
restTees, 1 1993 il debl service talio v 239% oFils carmings, 15 howeever we Tabee seconnt af "Tanzania s
debt rescheduling at the Paris cluh, then its debt service charges come down to 1195 of external sarnings,
goneh more manaacable Gonre. I conrast, Bangladesh s debl service oo bas conne diven [oan 289 40
L85 o [ 2% in 199344 This reflects the rapid growth o its export earnings in the lust decade, By Third
World standards, boily Bangladesh’s and Tanrania’s debr service ratn are not oo onerows, and may be
comparcd with the ratio for L10s as a whole, which stands at 16.4% Tn the case of Tanzania, rmuch depends
in wehal we assme aboul the goiel cxporl camings oF Taveania, which miay need we tahe aceount of s
unofficial exports. However even taking this inte account, Tanzania's debt. in relation to GO 05 at a
frighreningly Tugh level and raises a presceiptive claim for deht rescheduling or debt forgiveness. This prohlem
hus been recoynized by the Pardy Club which rescheduled 5 1.6 billion of “lanceania®s dehl aml cancciled
anather $ 152 million. However maore effort may be needad in this divection, sinee o deb/CG N2 rutio ol 313%
could commmrmize the future of the nexp generadion in lancamia unless there s g radical upsunse in soewth
s well i generouy write-off of its delt.
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Tving of Aid

Bouh Bangliclesh gl Tanegmia have been exposed we sorme teing o gl Tn 19846, a swdy estimated that
between 1971-53 Bangladesh lost about 5 728 million m the cosls o sided commedity imporls as i
consequence af aid g, This added 19% 10 the cost of commadities imported under aid (Sobhan, 1300,
[[owever the diseconomies of aid tying were not unritorm as some donor suppliers cxlraciod & higher reward
frorm tied ail than did athers. Tn the case of Tapan, for example, the tying of aid added 9% to the costs of the
impuorted comimoedities compired o 29% for USALD-inungeed commuodity imporis {Ibid). The costs of ted 21
tor praject aid are howeever estimated to be much higher in Bangladesh than those for commedily ald because
il 1he higher deares of kickhacks assecianed with such aid. Tal ne empirical evidence is at hand ta suppart this
argument where information s largaly of an anecdotal nalure,

Mo witnilar cvidenee is il himd Tor "Linceanis o allermpl an setoal measoee of the proportion of aid which is tied
and its actual opportunity cost Annexore |ogives some casual evidence on this sabjecl Tur tomae belateral
domenra. Il reporta thad both Sweden and Norway have limited their tied aid at a low und stabla level, below
20%, Both Netherlands and Demmirk hgve, in roeond years, reducald their propoeann of ued aid uy Tanzania
thowgh the TTE anll ties a higher proportion of its aid than other donors mentioned hete,

[t might howaver be pointed out that aid coming inlo Tancanin as programme wid or as import suppor,
whaethier from bilatecal or mollilateral sources. tends to be vntied as it is designed to service the frae markets
For toreiyn cwnTency, Mullilaleral aid iz alsiombied. In contrast, bilateral project aid and technical assistance
are mode likely to be tied though some donors in Tanzania advised me that bath their project wid as el as
theit fgrl suppoere aid had been wotied. T we assume that, at the mionimun, all ioporc support plus
mwldlateral aid is untied, then the estimaieys o unticed wid w Tanvania come w about half of all aid dishursed
heteesen 1990 and 1993, '

Table 2} provides the basiz for the above computation by breaking diwn the compasition of aid inflows inle
lanzania between 19%0-93, Lhe wwble shows that 38%: of wid inows came Trom moltifateral sources and that a
guarter of all aid came in as programume aid. In an open market system, with $he opening up of both imade and
fareign exchange markers, it 15 much moere difficult for donors o new tig thair aid, o thal some ol the 30%: ol
Ll widd which comes in as non-programime hilateral aid may also be assumed to be votied. Some donors,
Liwverver, Mandee o ensure hal their sid cnds up being wsed in the country of source even though the aid is
classad as untied. US food aid, for example. is still pegged to ils Lam support programemes, a8 indeed is the
i oF NG Tood wid. Similarly Tapan manages o keep its project aid sufficizatly under its awn control so that
very [lle of sueh ald gocs 10 any olher than Japanese sources of supply.
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6. THFE ROLE OF TRCTINTCAL ASSISTANCE
e siewifioaree of Techiion! Assisiome e (1A

Teehnical Assistanes C1A) i3 vewled separately [rom owre discussion of aid relations in the previous section
becanse of its special implications for the issue of ownership over policy making and for capucity building. Iy
artrac breres thal "U& T now pluving a counter-productive role which oindermines domestic capacities, distorrs
the skill marke! and erodes ownership over domestic policy,

A famsenie

in Tansama, Lhe share of TA (o ial aunl has increased steadily. Table 21 chows that the share of TA rose from
JH.49% n T9R0-85 10 42.6% in 1993, This leved of TA in an aid programms s by any standards exlraordinarily
high. By way of contrast, in 19493-9 the share ol aid disbursed as TA in Bangladesh came toless than 20%..

Of the $ 386 million in TA to Tanzania dishursed in 1993, the bulk of this, $ 362 millicn, is classified as five
steneling 1A, compared 1o % 24 million ol favestrens refoted TA, The principal souree of TA W Taneamia in
1993 was the World Banl which conmibuted 14.6%. tollowad by the EEC. which contributed 13% of TA.
Amongst bilateral donors, the Noedic countrics contributed between them 27%: of all TA, wuh Thenmark
gslablishing iscll as the lavees) of Lhe bilareral donors. Surprisingly, the UNDP copiboled only 2,3% ol TA
flows to Tanzania.

In 19493, the principal chianuels for the abeorpion of TA was the Administratdon. Planning & Finance sectors
[ APT which abeorbed 28%. ol all TA . This heavy invesument in TA Tor the APT came o 5 107 millionin (9975
Indewd, as berween 1990-93, 1hiy secror remainad the largest recipierit ot TA, absorbing 35% of all TA in 194940,
28 in 1991 and 33% in 1992, o total of § 13 million or 31% of the $1.4 hillion of TA dishursed herween
LGV FRIES

Such oy high level of investment in the urcd o TA for ceomomic munagemen] and development sominisiration
in the 19905 could not be vnrelated to the heavy investment made vy the donors io influencing the direction of
palicy o Tanzania in this period. Nod cnough malerials are bowever of hand (o indicaie where, inoahal arcas
annd wilh whal effect. such resources wera used, since the LUINDE tables indicate that the user agencies for seme
5% af TA dishursed in 1993 rermains "unspecihed” (TTNTYP 1994

Problems of vver-dependence on TA
Pl problent aa defined fe LI

Such o bewvy investment in TA o Taneamin has ot hoeen ree of the hacards assoialecd with TA on alter o
mwosl DOy including Bungludesh, The LINDE itselt undarstates these probems bot spalls out the problems of
using TA in Tanzania as arising from lack of gqualified local counterparts, poocly designed raining
programmes, disiess of indigenoos experts and L. stringes aniached 1o Technical Cooperation puckages by
donors™ (LIKDIE 190945, :

Tira verle of expaivicre consulariis

T recent vears, under the new UNDP lewdership and following a redasizn of other donor agencies” guidelines
there has been some effort to make better use of local expertise in Tanzania. TTowever, for many vears,
Tanzania, as indeed Bangladesh wid mosr African countrizs, his been a happy hunting groomd Tor capplnisl
consullants Entire insdilutions n many AIC countries have grown up or have continued 0 survive on the
ahility w fund research poojeets and consultancy wocks paild For o ol the budgets on bilderas | and mulglaleral
domar guencics comnmilled Tor providing lechnical assistunee to Third World countries, In recent veurs. where
B0A0% of personmonthis of TA In Bangladesh may be supplied by local experts, 905 of the TA hudpet of
an apeney such us TINDIP poes Lo cxpatriawe caonsulianis 15abhan, 1940 Tancaota s no csceplion o 1his
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praclice. Thiz is parndogicad, becamse unlike many suher 854 countries, Tanrama’s professional resources are
guite well developed. Ar least in the ares of economics and planning. ils capacitios compare well with many
Third ®veld countrics and would not be inferior o Bangladesh.

The wrreitior of lncal eapertise

The prablems wich Tanzania, as with Bangladesh, has bean the inability of the domestic murkel 1y provide
cotnpetitive rewards fo il best prolessionals, many of whom are locaed w Niaed salary positions in acodemic
institutions, the administraton and Parastatils, The consequenlial erosion of real ingomey of the st shillied
Tameauians dnel lows of motvadon, ortginadng in the dominance of pelicvmaking by expatriate agencies
andfor their consultints, has contributed 1o a process of capacity alriee, The best ol such experts.have el
the brain deain ince the TN system or have availed of other pratessional opportunities abroad, though 1 tind this
ax b Far lesy evidenDin Thimeanis coanpared vy Bangladesh. Indecd in Bangladesh the best of the engineers,
ecanmmists, doctors and ather professionil experts have movetl abooad to Nonb Ameica, Woslern Furope aml
parbiculurly i the Middle Fase Tnelie institudons such as the Bangladesh Instite of Development Studies
{BLD% 1 which, in its eurlier ncarnation s the Pakistan st el Develpent Eeonarmics {ETOD, faanded
in Wacachi in 1935, was prohably the first development research institute in the Third World, older than 125 m
Sussex or Lhe nee Tamins: Kotesn Developanent Institue (KDTe for which ic was a role model, whole
generations of economists, trained in the world's leading universifics Ihrough progoammies of intermation|
technical sssistance, have moved abeoad. & cacant casual survey of the recipients of pold medals awurded o
Lthe top srudwides of the Banpladesh University of Engincering and 'Technology Tound elose to 0% of their
alumni haed migrated our of Bangladesh.

The appariuaine casis of the domestic comsidtaney market

Bangladesh, ol course, has analder and wider lechnical resobres base than Tanzania, so it can continue to
sustain its domestic institntions with a resldue of compelent prdfssionals whe stay borme, Bon the prce of
rbaninmgr these exporls at home 6 e see them abssabed o the domestic consultancy market which s, itself,
almast entively sustained by programimes of techinical assisiance. As g rosull, o preal deal of expertise in
Bangludesh s wduy ficd up in wrling consultaney reporls, ustally in the capacity of juoior paetners o
expaciate consuldng firms (Ibid), Many of these protessionu] services on oller Tor comsulianey wiark in
Hangladesh rermain imecsded in repores which are wnread by the GODB. As a resulg some of Bangladesh's best
Litlents remin underused, even unteal, since much ol this comsulancy work ends w eemain unpullished. All
this time invested in donor-driven consultaney services las a high opporiunily cost in dme diverted o
eaching respnsibilitics, suparviaion of students. qualicy professional research of a publishible natwre and n
conlAbuling s the deanestic debate on policymaking sathin Bangladesh (bid},

This trend towards capacity atriden. cbservable in Bansladesh, repaats itsallin Tansania, where thise skills
ridgined an horne romain hesvily oceupicd o the international and domestic consultancy market, Teis, however,
worthy of note that fewer top prolossionaly move ahrood pernmanenlly Mrom Taneania than s tie case in
Tangladesh, ot these Tanzanians who stay heme are overnghelmad with comsultaney obligations,

Cwiersiip over TA mind its implication s

Thiy dependencs on doner driven consuliancy wock Teads to loss of ownership ovar technical services by the
recipient country, Most TA prorrammes in Thinzanis, gy in Bunmglwdesh, originate from and donoes which
usually design the rerms of refarence (TOR ), define the methodelagy o be usaed, indicate the philosophy which
miay inlorm e repor and ellen even spell ol the conclusions they capect o read in the TA repart. Lip service
is paid w the coneept of local ownershipp over such TA sorvices, Bul Tow demands T saeh TA crnanate Trenm
the felo needs of either the GOB (Thid} or the SOT (Mukandala, 19927,

The eommitment of he respective eovermments in Bangladesh and Tanzanla for such larmely unsolicited TA
services s secired by the denor agencies, lareely throueh inducanens offered o the government officials
supposedly cammissioning these seevices, In Tauzania, ws in Banglidesh, seh indueements may exicnd Mrom
oppertunitics for overseas Leavel for negotiations and study tours. o provisions for marérial inputs built ingo
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T4 projects in the way of cars, office equipment, and Tunds for renning of affices Tor the TA project, Tn
Bamgladosh the yellow-plaed eehiele, associated with a foreign agency, is seen in ubiguitous servics wilh
most senior povernment 4icials who are not wormally cligible for official transpore. More recently in
Bangladesh, as in Tanzania, ofters of hundsome per diems offercd by domors i allend TA- related semmars
appear Lo have bocome commonplace. These yer modest financial inducements to maks local Burcaucraly mor
T miemlly have gradoated inte the recrulomenc of the more prolcssionally qu-ihln.d burciucrals ds
cunsullionts 1o donor projecis (Mukandala, 1992, Sobhan 1994,

This exirerne step in the co-option of senor bureavcrats into the service of the wid donees is nol withew il
politival problems whers the same officials are espected to negotiate the merits of the same policy
recortumendations to which they have been party as consullianls Looa particalae donee. In Bangladesh, for
exatnple, the Warld Bank co-opts senor bureaucrars into the preparation of somne ol their grey cover repiris
prepurcd in support ol their programe loans 10 Bangladesh. The Bank fails to see the moral wbiguily
imvolved in this exercize through the conllict ol imerest this imposes on such boreancrats. Thess same
consultamts-cum-bureancrats may have to adwvise their polifical masters about the wisdom ol the poticy relomms,
to which the pavernment s cxpreled o adhere under prossure of donor conditionalities, If the same
burcaucrars have already contributed to writing the conditionulities inuy the World Bank’s reporl can their
welvice boe entirely obyjective?

Such practices, now in vogue In Bangladesh, seem to huve extended themselves o Tanzania amd many siher
Sa A connires {Mukandiba, 199200 lnmany such countries io 354, the unpopularity and perhaps viediability of
danor-driven conditionalities is being mutkeled o purticular govemiments throwgh the sspedicat of providing
material inducements o tap officials or professionals of these countries to s such dimor-desigmed advice 1o
their respeciive govermimenls (Berg).

Much of this expatriate advice, mediated to S84 governments by local otficlals and consuliants, miy b
petlecily senaible. But all such advice, ofTercd by e Back-doeor rather than presented up front throngh public
dehate over such policy advice, 3s hardly Tikely 1o he sustainable in the locul political markel Hace, particu Iarl ¥
if it runs coonter lo demacTtalic opiniom,

Distortions in the TA markct
Fracefixime ire the cowsealiceney ke

Drenar-driven {*mnsult;mc::,' coniribules o seriouy disriions in the domostic market Tor lechmcal sereices. Tt
creales the hasis for a dual wage system which creates parallel markers for the same skifls (Sobhan, 19953
Thirse wher cam seecss the UA market move into a hsher incoane hracket and social circle. This new life style Is
however not sustdinable in the marker place bur can survive anly Thpuph aceess o' TAL The rewards on oficr
uncler sueh TA have, i both Tiangladesh and Tanzania, been deiven up by the continuing compulsion ol donors
ta dishurse most of T TA resourees (o expatrinte consalinls. ' hus a three-ter carning sysem now aperates
in Tanzania and Bangladash,” where expatriate consultants continue o e compensiled sl inmmarionad
stanclards, compared W local comsultans, whe in Wen, earn much mere than their domestically salaricd
assaciates,

Lixpalriaws are usual imported into both Bangladesh and Tanzania without reference o the availubilily ol
equivalenl domestic shills Sobhan, 1994, Miokandala 19920 Many of these expatriaie experts are manitesthy
etferior oo local experts, wat fust i tenns of local expericnes bul ws W thoir professionad qualifications. Some of
thoae  capatriates  shamelessly pirate  local  reseacch, without compensation  and  ofion withewg
achrowldgement, for use in thitr consullancey reports or draw heavily oo work by local experts wha do the
bulk of their work. For such redundant TA services donors ave willing @ pay double and ireble the wages on
ol w local counlomarts, which bolh consmmes the bulk of their TA budgets and also drives up compensation
and cosrs for lacal TA services,

The mamilist melReieney amd diseeonemies inherent in e prevalent global doonor-deiven system of TA have
itrvolced little corrective action by donors i spite of much treast-Poeating on the subject. The writer was hoch
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a contriburor to and participant in one such hizl level conference in. Paris a wear ago, co-hosted by the
Frosident of 1240 the Adnamistrdor of the USRI and e vice Psesiden ol The World Bank, with hiwds of
many bilareral donor agencies also present, Notwithsranding eloguent conunitments to retorm the systrem of
TA. the prevalent cost-ineffecuve syatems of TA persist even doduy in violaion of all the norms of eomrrilive
sdvinlige with high opporunily costs Tor counimes soeh as Bangludesh amd Tanraoia.

Asca consegienes ol The inelThcieneics ol the global TA sysiem, 1he govemments in Bamgladesh or Tanzania
can rodiy no longer afford the services of the best experts in their own countries even If they wera o pay the
local macket prwce (or such services. The only way local esperlise can merae be deployed w serve s pablic
parrpapsas i p muiivaie (hom wath o Feeling thio theiraadvice is Bhely (o inlTecoce duemestic padicy, However as
long as domestic palicy s mare likely to e intluenced by aid dooers, local experts will remeain reluctant o
sacrifice their lme o guisolis pesiures of public service, solicited by political gr burcaueratic paironyg who
have surrendercd their authority to muke policy o the doners, Some locul experts Justity their work tor the
donors by arguing that it 15 better w influence the piper who calls the tane by working as thetr consulant than
Ty wiste thedr me with o government which danees 1o the doma™s ng Lmd profirs Wp lslen s such expratiiate
advice in preference w thair lecal professionals,

Mohiliai dowme i shills

Tn Bangladesh today, professional skills bvesied o o public purpose are increasingly becoming an
cadimnggersd resoures: thaugh stompts coninug 1o e made there o reeapiune becal skills w indTuence domestic
policy agendas. One such attempt made In Bangladesh, o assemble the best skills avadlable ta influence
public policy, was arcemipeed in 199 The then e gereernmment inoflice foe 3 monihs, we conelnel w lree
and v cleetiom, inviled 235 ol the lop experts of lhe coumiey to purticipaee in 29 Task Forces w prepare
reports o the state of the ecancmy and the policy alrernatives open o the newly elected government and
Packiament. "Uhe 29 Tisk Forees produced sk of cseepiivoal vihie sithon semuneraion as s wedunliry
public wervice. Regrertably the world was imoered by the new govemment which pretarred the sater haven of
BWT advice already on offer through their grey cover reports, Mare reconily the Tndependent Roview of
Bangladesh’s Development ([RBD the Centre for Policy DHalogue, & Dhoka-based think-tank, assembled
another such team of experts to underrake o review of the state of the economy. The impact of the TRED i
sl 1o prove wsell

Ieis interesting to ohserve that Tanzania appears 62 e much batter served than Bansladesh by the contribution
of zuch lecal erganisaticons as the Deanoanic Research Bureaw (TRT ) of the Universicy of Theo Tis Salowm which
huirs Tor over o decide been drewing together the best available professionsl skills ur speak and wrile on
rnpottant policy issues, The ERB. has, for the best part of o decade. assembled o varlety of alents in the
COMNTTY every ¥ear to parcipale In o maygor seminar o address some problem of immediale policy relevanee.
The weisll ol this collective opiniim, asseenbled inos single publicaton of greol prolossional v, iy nol
wilhoul impract on the domestic policy-making procass, However. at a time when donaocs dominate the policy
agenda in Tanzania. the valve of these domeste pobey inputs appears to be largely acodemic rather than
inllaential armimisl policy makers, '

The emereence of the recently established Teonomic and Social Rescarch Toundauen (TISETY wnder the
lealersbin of Taneanin s lepding ceomamist, Samogh Wangzwe, holds comsiderable promise of building another
Instirutional hase tor establishing an indigenowns source of pelicy research and advice.

(o csentrist Wanghacdesh with o world Rarnows developrmenn rescarch institwle sncheas BIRS o deaw upon. seemms
fir extrucl much levs collective service from ity dewelopmenmt speeiulists, whose largely donor-driven
cansulrancy work remains, with some imparlant eaeeptions, o be atomised and thos moch less neciced ul
b compated Lo the onleome of the BRB seminars in Tanaamia. [ 1o he scon 10 The reeent efors of the
Centre for Palecy Dialogue, o both assembsling coanamises o prepare an annoal TR and in bringing Lhem
into comtaet wilth policyrakers and politicims i regalar programme o policy dislogues, sill help e reslore
ity development specialists to the public domain where they can exarcize mora influence on public policy.

Heonweaever the eMicacy ol the ERE or the HSREE in Taasania wdll e niy oavegier tham that ol the BINS or the
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Centre for Policy Dialueue in Bansladesh, unless the government of duw doy o both countrics and indeed the
pelitical opposition recognise the need lor recapruring contrel over their domestic policy agendas. Until the
paliticat leadership of Tanzunia and Bangladesh commit thamaelves to sceking policy alternatives. prounded
inthen domestic sacio polical cealitdes, and do se by deavang apuan local capoerlise ot of o genuing Leld necd,
such exercises in domestic capacity building or retantion will be exposed o attrition because of their lack of
effective domeaiic e value.
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7. AIDANDGOVERNANCE
Weuk Capacity for Resource Mobilisation
The Budeet pop

The above discussions on the emerging resoorce gaps on budeelary and exiemmal account, oy well as our
discussions of capacity awriion in Tanvmia wnd Bungludesh, remain intimately linked to the qualine of
povermanee, We have abserved that the central macro-economic 1ssoe allecling wid dependency remaing one of
contrelling current expendituce and awgpmenung domeslic rmesonrees. Tuneunii hay been reoirkable for the
large share of eeunen] expendiore (REY in irs TPE. The RETPE ratio has continuously increascd lrom 635
in the 1970t 81% In the [981-86 period. o0 B5% 0 the 1986-94 perinl. By comparisin, Bungladesh's
REMPE ratic ratio increased feom 35 in the Girst hall ol the 19808 and rose to 60% in the 1990s. In 199354,
however, the RESVPE share had again come down o 53%. In perspective it may be noted that, oven al ils
zenith, Bangladesh’s RESTPE rang was helow levels realised by Tanvania al ils lowest peint, This may tell us
samething aboul the peebslem Tuced by Tanvania about commiting o sufficiency of public resources Tor
develypmnend.

Acministrarive depreciarion

[n both countries. we have observed that the high shire ol the reeurrent expenditure derives from the
abligatioms Lo pay wiages and sulacies 10 luree bureaveracy, most of whom are Iocawed in the lower tunge of
L Burcancratie Tadder. In Tanzania the policy of goaraniecing a job o svery universily grudinde his not only
placed an impossible burden onothe bidgen bud bas Ted oo dedeienation in the quality of the administrative
service. IHsossions wilth senior administrators. with exposuea to the administeation Teoan the doe of
Tanramia’s independence, indicate that reciitment and 1raining standanls have progresiively deteriorired over
the vears. Today, with a far higher coverupge and level ol cducation than was at hand a quarter of a century aga
arl considerable invesiment of aid for purpeses of education, mraining and capacity buildiog, adrinisiralive
performance appears, in the view ol these Bemer buteaucraes. o have dereriorated. Within the administration
thees 15 Woday wn appaent unillingniss on Lhe part of public functionaries to perform thelr assigned wsks in
ey ol investinents of adeguate tme, to do a job of a desired gualicy. ohserviog the regquiced roles and
procedures, to do the prescribed work on time ar to be even avidlable wl the designated pluce 1o do their job
(Mukandala, 1994).

This delerioration in the capabilities of the Tanzanan administradion, as caplurcd shove by Mukaodaly, couldd
be reproduced word for word for Bancladesh uloy, whoere both st the central, sectoral and local level,
administrative capabilities have eroded cxponentialiy, In Bangludesh and TanzZania, aid funded capacicy
huilding progrummes build intrastmicture which is oot maintained, provide cquipment which Talls inge disose,
train people wha eicher join the brain dramn or bave s moonlighl as consullants or wik ol second aud third jobs
toomake ends et Sechoa silowdion dedves rom the ibsence or erosion of systems Dailt around rules and
mrecedents and e subyversion of such systems for personal or parochial advamage woder pressure of ahaolug
and felative deprivation. As a consequence of thiz apparcnl boelriyval of stundurds by the administrative
leacership, the lower cohelons ol Lhe oreaneraey (ake refuga in collective action to protect thedr incomics and
pers s weell ay to resist efforts o exceact improved performance Drom them wathom, sehsantial muderial
lncentives.

Thes lensdeney to eventually commoditise all public services 1o the poant where the slale wilhers away o an
aggregation of privae snterprises, vperating umder cover of public tfice, appears to be the respanse of the
Tancaman and Bungludeshi bureaocracy o the marketization of society. Whilst the inahility wr protect el
incomes My lie at the root of this deterioration o administrative capacilics, the proflem goes much beyond
hart 1o s general broakdown of the ehain of command, where accountability disappess and roainenanes of
disciplineg becomes impossible, In such a system, 1 becomes dilTicull 1o roward dilferentiored skills,
experience or effore T address these problems ws parl of o dono-driven agenda for eliminating surplus
cmployes: misses e point, bacanse soch budget savings cannot be deplovad 10 sufliciently upprade
compensition at the top o motvate public employess 10 pecferm at an weeepable stmdard, Thos public

Froject 2113 156 Sida 1996




Aid Dependence and Donor Policy Rebiman Soblan

eapenditure culs cannot ke place whers they are neaded hecawse puhlic emplovee compansation remains the

hioly cow of the system, where the employess have w be placated with periodic opportunities lor across-thi-

Roand pay increases =0 s 1 protect the percnnisl crosion in thew real wigees. Such episodes of indiseriminate

ety inerenses tend 1o be deluved wnd inadeguate o prowicde sufficicnl incenfives W improve perlormancs whors

iL 15 really needed. The share of public emploves compensation in public expenditure thus continues o

incraase whilst the qualicy of public serviee deterorules. Such o system of governance seonis doomed 1o
callapae by nplosian w the point swhere the s1ae degenerales inoy instivlionalised predanon.

Thie pralitical ecomony of bidoat moking

In stagnant coanommias, with few job opporiunities, particulacly Dor ibose will o basic educition which serves
tor Lnftate dheir sense of self-esteem whilst equipping them with few productive skills, the educamional syvsrens,
the values ef the secicly and the weoakness ol (he ceomomy W e consping w mreserve e swollen pablic
erploves budgel as o deadweight cost on the economy, This s a tvpe of prablem which cannot be
gecamoodared within an apenda of paraslatal or eivil serace relorms b denwsands societal level neiponaey
Unrsagh o redincetion of development sirdlegy and an overall changre in the guality of governance. Where
poserful intecesr groups such as the military cun peoeect their shace of pabhic capeondilore, priviade seew bank
efanlises und pusaerful parstata] rade unions can cach cotmmasmd the palitical power 1o challenge domie-
driven refonn amendas in both Tunzania and Bangladeash, the issue of cuing public expenditure becomes an
pasne of goveernance and ool of econoimic policy.

In the same way, iwproving revenue collections, we have scen, can be frusceated by Lthe corrupliosn of the
revenue adrindseration by indeeiduals who sould prefer oo delimdLon their fseal abligations through privice
aceommodation with various echetons of the state. The Tanzanian reveme crisis, which has exercised the
donors o the point that both Sweden and Norwuy suspended CLS aid dishursements, B nol gomeg 1o mo awiy 8%
a comsequence af digor pressurce, As long as it remaing advantageous for an individual to have his imports
mizdeclared through certificates provided by Tanzasia’s lnvestment Promotion Cendre (JPCY and there are
undereomnpensaled oflicicls whio are willing be accomimodate such (Ml regqecsts, sueh slleirpts o Escu
predation witl persist. Some reliet may be found in potling in place a syslen whiere no diseretionary powers ane
lef with revenue olicids Bt this aonld obviously inply that sy atternpt w provide policy incentives to
influenwe expenditure in Tavour of Investment dver consumption, o provision for pronwwing basic needs over
hmary consumplion, will be exposcd 1ooabose, The abilig o pud dn place Becal sysioms with miinimg]
diserctionury power with sulliciently low raes of fax o lower the incentives for evasion and with
improvements in the colture of law enforcement, may Do diffieulc T such (5 demandeel, 17 g subsiantial
irmproeemenlin reven e colleetion is 1o be realiscd.

In Bangladesh. the inlrodueticn of the ¥AT ineregsed the coversge ol he s collecion system and reduced the
incentive lor diserelionary inlerventions which has served to raise public revenues (TRBDY, Bucdirect taxatian
levels remain losw in reladon oo botle cotal eevenues and GLUF compared even o Tamegnia This 13 due o
Bangladisbs very nammowe i Base amd the polilical reluctanes ws well ws the administrative incapacity (o
widen the fiscul nel 1o a level which makes a signiticant tnpact on demeatic savings. Tn both coustries. dhe
answer would thus appearto e in lower 1ax cates amnd wider goverpe ay the rowle 1o revenue enhancement and
imprevernen| in collection rules, But any change in the tax swuctura and improvement in enforcement of
revenue collection needs again to he sitnated withio an agenda of governunce refoom in botle counires rather
than as mers exercises 1o fiscul policy reform.

I the speeilic case ol Tunwania, the peeuliailies of the constitntional wrangement. which permits a dual fiscal
syslom 1o prevail in mainland Tanzania and the island of Zanzibar, tenain a recipe for the wndermining of
discipline in the collzvion of import revenues. The answer o s problem obviousTy Diegs inoaniling the fiscal
structures ol the two vegions, s maasure which may requite constitulional wmendiments, This may be a task of
considerable political dehcacy which can hardly be recalved throwsh the donos™s D, :

mitmilarly, the doper advice o farn oot the responsibility of avaliating the price of inported soods o
accuritely sa as o dizcourage underineoicing, throwsh pre shipmént inspection by foreisn frms, hgs shown
et apren e wbuse. Tn Bangladesh, o recent syslemn of permilling individwal importers w0 produce pre-
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shipiment certificares by racognized international firms lent itsell 1o widesproad abuse and has had (o be
withdrawn for suech highly profitable bul heavily Lised woporls as cigareries. Here again it may be asked why
pre-shipment inspection works betrer in indenesia comparel o Bangladesh or Tameania™ The answer Le such a
guestion gy e more material than the approach to Introduce pre-shipment inspection as e panaced 1o
weiknesses in 1he domestie sysiem ol revenoe collection. Here the culture of business, the quality of
gervermames ind the polidealwill o change both, memains more central o the reselution of the problem than o
donor-driven agenda of polivy relorm,

Governance ani aid utilisation
The ¢ffactivenssy of aided prefecly

la Tansanin, o large Hlerature has been assembled abouethe problem of making more effective use ol aid. Some
of this is captured in e weighly report of the conlerence held in Dar es Salaan at the end of Janaary 19495 to
discuss the cvaluation reports of several donor agencicys, The discourse on aid elfectiveness drsws upon the
argumnen it the eMcgey of aid wse rentains mere inportane than the volome of aid (Cassen). InAnnexure [ ot
thix paper we have provided some meisurs: ol hvse different donees have evaluaced the eifectvencss of their
respective aid projects. Differeant donees have come up with o mixed bag of resulls The Duweh reported thay
two-lifthy of thoir project investmenty may be reganded as abseldute fallures, Both Sweden and the Denmark
reparted negative results from thair aid w indwstrial projects, whilsh i infrstocture projects were eported
b vl mixed esu s

Afel effetiveness

T'he Warld Bank's evaluation of its aid experience found thal, on balanee, retuens Teem mast of their propects
wre bolow ils eriginal cxpectatien. s evaluabicen s clted ac Annexurs IL Industry Foans seomed renerslly 1o
have bean below par 12 owl ol 17 agriculiure prajects cvaluwaled by the Thank had negative CRES and four had
ERRs below expectation: thus onky one owr of 17 Bank projects was deemed hoave perlomnued up o the
estimates made at the dme of appraisal. Five aut of sis of the Bank™s wanspart peojects sere Delow par bua
projects 10 telocommunications, energy und powoer, wuler supply and sanitacion, allbeegh much delayed in
implenentation, were deemed generally successtul. In the education seclor, Lwo ol of six projects were
Jecricd Lo have been suecesatully conmpletec. The seneral record of the World Bank's self-evaluation of ils aid
projects does pol susgest a vory posifive onleomis Fenn its aid experiznce in Tanzania,

The proximale causes N such poor eatcomes Trom the projects oF the World Bank e ciied in Ammesuore 1.
Out of the eighl civscs idenlilicd by the Bank Tor i poor results, 600, daflasiructure contstiaims and weok
everadl coomontie Sitadion. may be classilied as ordginating in the coadition of the lamanian econemy, and
pne, froppropriale secter pelicies, vellects the need for policy relomms, Howeoeser (o retnaining [ve isaues
ciled by the Bank, ol feud projecr desipn, deficient staffing, inedeguute support of government, uRdise fiaste 1o
eler forlloows e preedects and dnsufficlent supervision, uppuoar o be wovernance relaied issucs, OF these, five lssoes
praject design, and Rete fo do fodlow on projects derive as much it nol maore from misgovermmes in thye donor
institution racher (han jost the COFL

Asdmilar st of caplanations eould be cited to sxplain poar project performance in Bangladesh. Onae of the 29
Task Force Remurs, oiled. carlicr, which addressed the theme of Add Crilization, comey up with & s of
implementation prablems which could fuve boen Lified diveely Teenn the World Tank report for Taneania as
giled inAunesare T1

The above list of reasons for weak project perlormine, sssembied by the World Bank. temls to be replicated in
the cvaluaizen of other donors, To this Tist, cited in Amnexvre IL may be adaed the Turther Bt ol protslemns
common to both Bangladesh and Tanzania These include problemc ol deliys in implementation, in many
gases due 1o attempls at the upper reaches of decision making & influence the chadce ol comiractars and
comsultants, the lack ol supervision ol predects umles snplementation, and the complete luck of sy national
level concern over extracting positive resulls from projects. omee comnpleted. Thas burcaucratie time wends to
b disproportionately diswibured between negotiating wid, mplementing aided projects and managmg
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compleled poojeets, with the time spent declining exponentially a1 cach wage of the project cyele (Sobhan.

1951, This distoried use af administrative time and politcal priorty is the typicil oulcotne of an aid

dependent society which trears aid as a palitical resonres for private conswnption ar for nse to obain partisan

wuin. rather thao as a long lermn Investment for reatising the economic translormation ol the country (Sobhan,
- LB '

This aingzular failure to manage aid projects ellectively leads incviiahly W onder-capacity nse of prajzcts and
cvenlually capacity aieition, where projects simply i down o lack ol aduinisislive sllendion and
political indifference, Dedunct aid-Tnded Sactaries, roads with pot-holes, ooc ot wse EQUIpIENT, Jre SYIRPTomS
of this careless nge of aid, Donors deem this mizuse of aid o e an owleame of lack of recorring revenue
wenilable 1o the resipiend gorcrnment. They feel thar this inadequate expenditire on Gl could thus he
addressed by providing budgel amd balance of puymanls suppart oo conteibute fungible resources for use m
the recurrent budget in arder to activite these moribunc aided projests These donores semain [ess inclined to
vicw poor projec! mainicnance as g measure of governance failwre, Such weaknesses inogovernancs
cantributed, in the first plics, L the Gilune kymanaage the projects well enongh. Such failures in governance led
s the Failure W keep eguipment serviceable where it could gencriwe @ steeam of gineds and services which
could have augmented 1he revenues of the project, we finance s own maintenance andfor could hive
conoribured revenues to the government o that it would not losk e The denors 1o Tinance 1w G£M. The
trachitiomally Towe PECERES o aided peojects provide o quantitative measure of the weak growth polential amd
savings perfomance which huve boen cuplured in Mjcima’s coonometric exercizes Tor Tanzanis, The
perpetnation of aid dependence wouldd thus appear to be inherent in the peenliar citcurstimess of i aid
eelationshipin both Usamia aml Hangladesh. '

Fhe effectivencss of proganmne eid

Mow that an inereasing share of aid i being invested in programme beans designed wechange policy, the BWT
i inchned to evaluaces the effectivencss of such aid in terms of their dearee of success wn readising the medormy,
Bangladesh today earns high marks for its successtul retonms, mewsurcd by s rmproved macie sednomic
balimes (vinol Fn C03E) Unlorwmaely the burden of och of the earlier argument in this paper points ro
the impartance of assessing the end resulis ol such rielommus and el in messuring The actual SUCCess in carrying
through the reforms. Tn termsaf oncomes, neither Bangladesh nor Tanzanii seore very high merhs in wrme of
the acccleration in growlth, sirugiueal manslirenation or the alleviadon of poverty. In both Tanzania and
Gangladesh, given the high volume of aid received under programme loans and the wisgh onteormaes Tron their
relormm proce s, Lhe World Bank s apenda of programme loans in these two counmries could thus net e counled

A% i Erdl BUCCEsy,

[0 ol be: uselul 1o be able s canmy Lhoewph g moes satis facoory exercise which estimates the lpact of aid on
poverty alleviation in Bangladesh. There is no Lick of ellon 1o cstablish such cavsal links ot the ghbal level
(Cassen] or Innnumerable project svaluation exercises, The truth is that dunor interventions to alleviale
poverly in Tauzania or Bangladesh cannot be serimusly eviluaied in the absence of a bolistic programme of
poverty alleviation articulared by either government. In the name of poverty allovislion wl we huve i 4
plothora of doner lunded prsjeens, some ol which alleviawe some poverly but most achieve little, becavse these
interventians tend=d to he unsustainable bevend the lile of the aid-Tunded project. In such circumsances we
neasd 1o develop accepeable measuees of poversy. with concrere peogrammes with clear poals, within which
domeyr funded projects can be sitvated in oider to perform an assigned task within the poverly alleviation
programme. Within such o przgramme perspoetive it would be wore Teasible @ assess how far aid has
managad o make 4 substantive dant on poverty. [n place of suel o Iromework Tor linking aid o poverty, what
we have are a sernies of exercises. fuoded by the BWT and cther donors, w ascertain whether structural relorme
have aggravatid or sllevisled povoerly. A reeent csereise was carried out by the Warld Bank in Tanzania which
was discussed in a major conference in Arusha in May 1995, The conlorence wso drew upen a nomber of
studiey an poverty el incCTameania (World Bank, 19930, Sarris, 1993 T have found these studies most
instructive but unable to establish any link between povarty aod either the BWI relorms or Tanwania’s aid
programmcs. [ e eontext of our staedy of aid depeodency, it may oot thus be very usetul o pursue the lssue of
the: poverly-aleviating impact a0 wid, which necds 1o b studied otz ownright.
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The 1zsue of vwnership
Whres desiyers fhre developmeni agenda ?

At the core of this peculiar juxtaposition of aid dependence and weak governance lies the issue of gwnership
aovel Lhe development agenda, To answer this quesiion cver ownership we must idemtify who makes policy in
both Tanzania and Bangladesh.

In the case of Tamzapia, it may be argued that up o mid 1980, the GOT wuas clealy in charge of its
development strareey. It was driven by a sense of mission. emanating foom a charismatie leader of cnoemouas
riaral inteprily whiy cormanded unigue respecl eth utermaionidly o wt bieoe, M limn Jolios Nverens,
d President of Tanzania. had o vision for his country and sought to imboe hizs government with this same
serse of purpose (Reoum et all) iomey be argoed Lhin Mwalino's vision wias flawed, thal iwas inapprepriaie
W the nesds of the country, of Y orginally appropriate, then became less so o later vears and needed
modification in its direction. blwalimu’s vision may be deemed inapprapriate o the administrative capaciiics,
maliticul commitment awd cven the social churselerstes of Tanrania, Such g debawe on the validity of
Mwiliv's vision tar Tanzania obviovsly can only satisfactorily be addressed within Tanzama and by
Tancanians. Tt s mappropriate Mor wncraol cxpatriaes o partake in this debale as much as i has been Tor
the comirrs Lo inlloenes the aulcomme ol 1his debate, Tor many denors omd cisual omside Sscholurs” have
tended o pass uninformed. ahistorical and hence politically insensitive judgements about Mwalimu's vision
which are driven by hindsizhl and subjectivity, Such wappropriate commenls do lile we help us undersiamd
the ¢contexe from which such o viston emerged or o ereate the basis tor o similie capacity 1o develop an
indigenous vizion for Tanzama.

Whar is however at issue is that Tanzania was, tor close 10 20 vears, more in charee of its own destiny than most
Third Worll counlricy. In conurst, Bamsladesh visionary phise lasied but o Cese ycars sohen 10wy presummed o
be i change of its own development apenda. Hard as it may be o remember this in the Tunzania of today, the
Tamcanian wision wis once doven, however misdivecied ar inefcienlly, by Tegeanians,

With the departure Mwulimu from oftice in 1985, when he volunturily relinguished the office of President
under the provisinns af the constituoon, it s wniversally ackneswledeed that policy making io Tanzania kst s
serse ol direction. Frawn TORAET there s inercasing cvidence Lhat the principal aid donors have iaken over the
dhirection of policy, al Hmes Wlmost with o sense ol embarrassmenl al (e Lk ol challenge rom the GOT,
Earlier attemprs to challenge the authority of the denors through occasional guestions raised from outside the
wiwernment, hecise ol the prosence of Mawalimo as President of the ruling paety, have, inoreoent yoears,
weakened 1n their imicnsily. Today Tomeamin®s development agenda 3y indistingoishyble From bl of the
universalist prescripiions of the B, itemisad eaclier in this paper and spelt out for comparison in Annexore
P Wirtwally cvery mapor pelicy initmdive put in place i Taneanty in recenl years appoears W bave orginated
oot ol initiatives by the World Bank or the IME

FWE role tn policey nefornn in Bangluadesh

T this ceding of hegemony ta the BWT aver its policies, Tanzania has followed a route now tamiliar 0 most
LICs, ineluding Banghadesh. 1 has boen arpoed thial over Lhe lasl 15 vears, nod g stngle mapor policy relomm
in the field of development in Bangladesh bas originated from within the GOB (Sobhan, 1984, 1943400, The
closest the GO came o formulation of its owen policy was when it set up a Matwooal Commussion on Meoney
Rarking and Firence i 1985 40 which (his auher was a member, However even this Cinummission wis
Inspired by the donors aoc of a concern for the deterioration 1o the banking sactor, associated with massive
debt default 1o the TOTFTs and NCBs (Sobhan, 1990a). Tndeed, the actual policy document around which
linameial seclor refunms wore inlroduced by the OB in 1990 ongnaled inoa grev cover report by Lhe World
RBunk, preparcd by cxpatnate consalians, and was pot inte effect as part of the conditionalities awached 10
a Fimanciad Sector Propramme loan, Yineally every olber mwasure of palivy relorm in el yars on ginaled
trem the World Bank or the Asian Development Bank, Same of these denor-sponsored programme loans are
it helow:
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- the Tnduitriod Secter Cregir: promaing import liberalisation:
- Ererey Sector Credin, promoting inproved pertormance af the Powear Developman! Board;

- The Small Freigation Credie: promoting peivatisation of the irizuton seetor sud lheralicaion of the
vinpar of irrigation equiprment;

- The Food Crop Sector Loan: pramoting desubsidisidion ol the sile of Tferalisers and sale of werigarion
erpuipmenl hehd by Lhi GOBL o privas buvers,

- Public Enterprive Reform Loar: promating disinvestment of public cnlerprises:

- The Juie Secior Loga: promoting downsivingy and disinvestmenl ol public eoterprises in the jute
seclot.

The gbove refurmus were cach underwritten by programme loans to which policy relimmms were sitached s
conditionalities for the commuitment o the lenm, Most el these bsans are disbuesed o several tranches., Failure
1o iuplement tha eonditionality programmed as part of the Tosn doring the Wine stipulaed Torirmplementation
can lead wr suspenyion of aid dishurscrmenls alter the Tiest or second tranche. Many other poelicy relorms o
praject sectar Tevel reformes originate in repocls prepanad by the consullans commissioned by Bangladash's
prineipal dones.

Sorme of the reforms introduced under BWI conditionalities muy be eminently switable foe Bangladesh. in all
ar rarl, But thi mant al issue is the sourcee of the reform proposal, I the need tor such velorms 1s comecived by
the donors, the terms ol relorenee 1or the rolomn propeesats are designed by the donors, the erey cover repart s
preparcd by their consultants. assisted by o few local experts fncluding some mesmBighing sivil seovants, and
thee relorms are inplementsl only under presswes of conditional loans, what s lett of the sense ol vision and
thie crisdibitity of the avntharity of the Government of Bangludesh? Owvor the lazr 15 years, successive
govermmenls in Bunglidesh v thus been spaned 1he inconvenience of enunciating a vision for their country
or giving it snbstance through a set of policiay conceived und designed within the GOTR Tostead. bt the
visien urad iLs exccwien have emerged cut of the donor commaunity,

Phirecting Tancanda's policy reftrm procass

In Tanzania.. one finds @ bit more evidenee of domesie initative in dicecting policy ceform through the
csthlishment of several Wational Comumissions. Thus, the Presidentiol Commideion on the Tioe Yestem,
chaired by K. Miei and the Commission on the Land (uestion, chaired by the radical lawyer 1, Shivii, are
examples of GOT initiatives, But aguin, it would appear, thal, sy in Bangladesh, the inspiration for thess
Natiomal Cosnmizsions came feom the dongrs, who sought, in the process, W share ownership of the relenm
megsureys which they el wes neceded Do lanrania.

There is an increasing sense of drift on the part of the GOT and a growing passivily, ndiceable even (o
donars, oy to the role ol the GO, The REPFE was an attempl we aswablish a sense of direction for the GOT
Tl thiz cxercise would have carried mare credibility had it emerged ow ol a process of national debats rather
than our of the state bureaucracy. and did not so closely approximall 1o the priotitics laid out in the Woeld
Bank®s cown agemla summarised in Chapler § Fnzasio: Reselute Action, In the CENT lor 1993, Snceossive
programme logns designed by the Wikl Bank have set the conurs of Tanzania’s tuture development
strateav, These include:

Fize Miatri-Seator Belwhilinatom Crecdis £1986G)

Fhe dndlusirial Kekobiliintion and Trade Acdjasiment Credit 11988
The Tanzanio Agricitnoed Adfestmese Credid { F990)

Tire Fingnelnl Sector Adfustinert Programme

o recent years. Gillowdng Lhe suspension of CTS aid payments by Sweden and Norway In Movember 1954
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over the issne of tax-exemptions, Tanzania is in the process of improving its tax collection arrangements-andd
has recently sel up g Revenoe Auihonly under the leadership ol a leading economist. Benno Ndolo, o

institutionatize a more effective process of revenue collection. [Towever even this initiative originated in

comclilionalilies buid devan by particular domer..
Cronvernenen Capraeily i fomoaie

The relinguishment of its autharity W the donoes in dirccting the develapment agemda i part may rellec o
wahtioss ingovernment capacily By Tormulute polivy, Thore are indeed some highly competenl economists
and other professionals i the GOT, In the ministries of Finanee and Planning, in the Bank of Tanzama and
cven in the office of the Prooe "intsier However it is less evidene tial these skills are beimg waed effeclively o
define strlery and desiyn policy. T reported thal i cotamilles has beon sot up by the GOT, headed by one of
the senior professionals of the Planning Commission, 1o assemble a team to woek ot a long term vision for the
srvernnenl. 1o wess less clear 10 this ailernpt by the GO 100 sel 8 new direction T 'Tanrania®s Palure dorved
from an awurenass of the eroded authaority of the GOT ar was part of a pre-election ettort to demonstrate o the
vinters thar the raling party was in charge of the country’s econatmic desony,

In practice we bave ohserved already that Tanzania 15 oot shore of professional expertise, located in the
Lneversity of Dar Tis Suloam and such think-tan ks as the FSET Tndeed i1 would appeac that the well endewecd
ESRE supporied in pard Lrom the African Capacite Bxilding progrommme, sponsorcd by o manber of donors,
was inspired by the need to build up an autonomens capaciey for policy formulation within Tanzania. There is
incderd evidence of some iatmacy between the ESRT and senioe burcaueras in the econcmic minisitics in the
(GOT. Thers is also some rrulfic betwesn the locul professionad commuity and the poverninent. a5 evidenced
by the fact that members of the TFaculiy of Ceonamics from the Universicy of Diar Bs Salaam ars advisiong the
Privue Minisier, wre in senior positons in the Planning Commission and another s oo o head the new
Revenus Authoriry, Academics are also invited in to advise the government und w serve on the Mational
Courmissions as 4 evideneed by the Gaet that Shivji, a teacher in the Law Faculty af the University, is chairing
the Land Commission.

Ao at prodfcy caeremenny i Banglodesl

Oy adl uvailable evidence it would wppear to this writer that the GOT males much better use of its professionals
Ly provide an inpat into the policymaking process than does the OOR . Tn Bangladesh, for one brief peceod after
the independence ol the country i 1971, the new movermrmenl. of an independenl. Bungudesh sel up the
Beneladeslt Plaming Compission, howded by toor of the leading sconomists ol the country, $1 ol wheam hagd
been intimately associated with the independence moverment. The autharity of the economists derived Tess
frorm their professional repataticn. than their closeness o the pehical leadership @ that time. Thas new
Plamiing Commission was built up through the recruitment ol soms of 1he best professionals in the counliy
and exercised, in s nitiadd phase, considerable authority in mfluencing economic palicy bur mueh less
gulhurily over i implenientgtion.

The professinnal capahitives of the Plameiny Corrprivaion. the confidence it enjoyved with the leadecship and
the palitizal authority of the Prime Mindsier, which, in the carly voars of Bangludesh™s Rstory, was 1o less
than that commanded by Mwalimn in Tanzania. enabled the Planning Commission to ke o position wlich
was hoth independent of and in many cases contrary to that of the World Bank. This assertion of both
political and ekl ndependence of the Plnning Commission was oot parlicudarly spoeciated by the
World Bank, which had, through the 19605, enjoved exceptional intluence over the diraction of policy in
unclivided Pekistan, which was ilscll a highly aid-dependent country (Sobhan, 19841 Atlempts by the new
Bangladesh Mlanning Commission b recapture control over pidicymaking inan mdependent Bangladesh rom
the World Bank inevitably hrought it into coatlict not just with the World Bank bur also wich the permanent
Bureaocracy, wlich was, In the Paldstand period of Presidential avocersey, wlally in command of the
pirlicymaking process, to the exclusion of both politicians as well as the professional classes. Sinee some of
the Flanning Commissien s policy advice alse alicrated the embryo Bangladeshi business communily,
vittually all the traditiona] elite groups were Inimical to the dloence of this new orgunisation which
contributed 10 the erasion of influence of the Commiszion with the political leadership. TTosvever in the
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highiide of the Planning Commission’s influence for some three years, Bungladesh was more immune from
dinor inlTuenees i the direciion of 1 own developmeant azenda than has been the caze since that ome. This
obzervation s made withour projudice oz v whether the ten Plunning Coanmission miay hiavee boen beller
served by paying emore hoed by BW influcuces, Bur il doey seek to establish the fact that for some briet
mmimenlys Bangladesh way incharge of Iis own palicies. whether right or wrong.

This sense of self-assertion in policy-making could not sustain itsell in the absence ul o sirun ke Fseul elfor
underwritten by rapid coonemic growih. The crogonons shocks imposed on the Bangladesh ecanomy in 1974
mitcle the country much more dependent on atd and hence vuinerable o demor pressues. AL Lhe same time, the
erasian in the peliteal credibility of the governmuent, b time ol seenomic bardship e ondiny people. made
the pulitical leadership much less inclined Lo persist with an avtonomaus development agenda The compulsiom

or sevommadation with the dances after the famine of 1974 sel the stage o the reasserlion of donor
hegemaony over policymaking in Bangladesh, B this process did nol mevs into high drive till the change of
regime iw August T8 and somye sparks of pelicy antonomy were still evidentin the body politic of ungldesh
during 1973, The high price extracted by the donors For this initial gesinee of sell assertion waws enough o
persuade all suceessive governments in Bangladesh that eme could anly chullense the did doners acgeeat rish o
the survival of o regime, This may have been an exaggerated imputation o the aothority of the dinors bt it
was what successhve governments of the day in Bangladesh came ur boelicye.

The decline of the Planning Commission cormespomdisd with w decline in the salhienly of the professionals and
the re-ascendaney ol the permanen) bpreaieracy over policymaling in Bangladash. The vounger of these
burcauerats, moest of whom are now Permanent Secretaries, are professionally wwined, o number holding
dovtorates in economics. [lersceer the new wenevation of brcanerits hivee ksl From their seniors that close
relalioaships with the doners iy 3 suler and alse more personally rewarding path o advancement. Since weany
ol this new cluss of bureaucrats do not limit their ambitions for carcer advineement Lo upward mobility within
the Dangladesh hureaucraey bul aspire e carcers inthe inlemational orcanizations, including the BWT amd
AR, they hinee been purticularly sttentive to maintaining harmeny with the donors oo issnes of policy | For
those with more localisad working ambitions, good relations with the donars were not withour its advantages
fiyr porsoni] benclit, As i consequence. the bureancracy in Tangladeah huas willimgly, 10 gruclmal 1y, surrendered
its authority over policy Tewmualation e thi donors, cven lhough some of them are quice competent o frame
mslicy, This was in marked contrast w their predecessors from the Pakistani burcancracy who saw thermselves
iy pravt af the Palastani roling class, with awre localsed ambitions, who conld thos aftord to treat dhe donoe
COMmunity a5 parlnets and cvell insinments in perpemating the authority of the burcaucracy vver the
Yukiglumi poliry ¢Sobhon and Ahmad: 1930,

With thiz dirninished appelie of the Bangladesh buresucracy to influence policy. there has also hoeen o
comresponding attrition in professional skills within the government. Thus disuse ol both their professional
skills as well as the dimunilive in their crereise of authority has made the bureaucracy o receptacies an
then transmission ggenlys Lor donor advice.

fhixen LM F Rl {J’?Il:’!l L Il

This reluctance af the hurcaucrgs, whether in Tanzania or Bangladesh, to ke greater charge over Lhe
direetion of public policy has served w weaken the public authorivy of Ue podideal leadership which depenids,
um Lhe burcaoerals Tor pedicy advice, A numtber of Finance Ministers in both Taneania and Buansladesh e
themiselves been ex-bursmicrars and so have cacricd ower thoeir imdmacy oy olfeials with the donors to their
more elevated office of Minicer.

The preblem in Tanzania, as mmch as in Banghadesh, has been that a least Lor the Last decade the political
leadership has cruncialed no auonomous policy agenda of its own and has bad o accepr the received
wisdom of the BWI, transmitted through the national burcaucracy, as its own pelilical agenda. In
Bangladesh successive Tinance Ministers have uncritically embraced the BW] agenda as their oivn even
whers it roposes some political cost on their political party,

Thiy willingneass to concede o doner policy advice s, in part, driven by the tact that suecessive Finance
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Mimsters in Bangladesh, sinve 1974, huve been professionals, witheot politicad awthority or an electoral
randade, Thiz laek of represcnitive credentials has made the prolessignal/burcaverat Tinance Binisters more
inclined to s2ek the patronuge ol the doners rther than the suppart of the viskers or indeed their political
colleiges. These Finance Ministers have based their authority in the government, nsually measured by their
proximity to the President/Prime Minisler, by securing the benediction of the denors and coublishing tieir
capacity lr ineteass the wid budget. Thiz continued patronage of Lhe donors bas depended on the fidedity with
which successive Finance Minislors in Bangladesh have sought to accept the policy prescriplions Lsid dowo by

s chiymors.

The political histary of Tanzania Is less Faniliar to the writer ut hears same resemblanee, i receml yours, 16
thal of Banghadesh, with the authoriny of the Finunce Miniser depending in g0 small measwre on his
relationship with the donors, The displeasure of the donors wis balieved 1o be g miinsignificant factor in the
atster of the previows Tinance Minisrer, '

I shonld be kept in mind that once governments such a in Bangladesh bacome aceustomed W the habit of
genuflecting o donor inluenees, iLhecomes very difticult 1o roverse this trend, even when objective conditions
hecome more conducive to the excreise ol greater aatanomy over the policy-miking process. Civil servants
full oot ol the habit of arguing with the donors and live in perpetual apprehension of the personal and
bureavcraric cost ol appesting to be seen by donnrs as a reculcitanl clement. Finance Ministers, who have
crdablished 1helr autharity within the sovermmenl through their capacicy w bring home lavish sl commiiments
due ta the roodwill they have accamulated with the donors, [nd they have alienated themselves trom theic
domestic palitical comstituensics al st nowe depend an the patronage of the domoes Toe their very survival,
Cmorare oecasions, when polidcal Ministers do contradicn the donors at moments of extrenc provocalion, this
conries a5 o foom ol oullore shock o the donors who have begome liws cornforiable with the servitude of their
clients. T such circumstances. as in Bangladesh wday, where an improved Liseul and bilance of paymeits
pasilivn shoukd hive boughl considerable space to the GAOB o ke 1es oven dnitiatives, we still remuin wiinoys
(o a political leadership which contines wr seek the apprabaticn ol the donors on ull possible occasions and
cotinues to leave the imtiative w the BWT and their consuliants 1o direes Bangladesh's economic palicy
throngh the instrument of the grey cover reporl,

I wonld thas appear that if. oday, Tumeania were 1o seeh o forge an independent direction in i cconomic
peoicy il oo wolid findd thar its capacities for autommmons aelivn have become atrophied by disuse. Unee o
nation reaches this stde ol inlellectual paralysis, aid dependence evalves lrem an ceonamic condition into a
cultural phenemena which conditions the nutional paiche.
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5 ATDAND DEMOCRACY
Adel arl the rinlure of the alcii

e earhier disgussian on aid dependence has argaed thar dependence 15 nor merely a question of numbers hut
originates in the very structures of the economy, the governance of the state and the thought proceyses ol the
government, where cach of these processes stands in symboc celationship to the other, At the end of the day
thez sl relations g wrbginates W the nalore of vhe state Tsell Vo ek this argumenn bp s conelusion we will
therefore brietly look at the Tanzanian and Bangladesli states to see how far the narture of the respective states
has influesneed the aid velativeship, . :

Dontears coried the Tonzarioe siale

It 1y sienificant that both Tanzania and Bangladesh have operated within authoritarian political structures for
mast of therr hiseory, Tanzania. Feom s independence until just @ year ago. was a one-party slate. This was
withuml prejucics 1o the shle™s demoeratic mandide which derived fom (e mehallenged polilical authorily of
itg leadership and sceong political support for its mling pacty. The one-party syseem, ule into Tanzania’s
comstitution, integrated the party amd government within the stie and cvlablished o dyarchy 9 power whowe
imstitulions duplicaled each other throughoot the couwntry. The main teatwre ot the one-parey state lay 1n the
absence, oth institudenally as well as politically, of any political challenge o the anehority of the ruling party
ani government. Whatever pulitical conllict omerged had 1o be subsnimed wilkin the party. Thus political
debale over officiul policy was rarely amiculated in public and was internalised within the party or wlerated at
an academic level (Tandon and Taba). This absenes ol palitical ploralism imades the syslen much less sensitive
L e weitknesses ol prolicy or inclined (o Gke correciive megsures against Bilures o implemenaion, Too
much depended on the vision, porpose and capacity of the leadership to identity itz own nustakes and initiate
carrective actian.

Giiven the visible deterioration in the Tanrarian coonemny i the lale T97, 11 s arguatrle Ul oomone plural
polilical sysiem wauld have promoted more imensive debate and politica] challenge to the policy agendas of
the government. Instead: dhe main challenge o the system emerged from the danors, which Teom the end of
the 1971k, ernerged as the riin challenge we he authorily of the state 1o Rarmulate pelicy, Given the weikness
i the ceomomy and Lthe increased dependence on the donors for aid. such a challenze was potentially
tormidable, notwithstanding the anchallenged awhority of the leadership. Today ane hears of rwch internid
dissent within Lhe povernmen! aver the diteetion ol stle palicy in Tanzania during the era of Mwalimo's
leadership, but at that time not much was heard about such dissent. To the best of my knowledge, the fiest
challenge at that time to the increasingly dyvsafunclional deift of slate policy, arsoing Tor same camective
actien) rather than o chamge of diteetion, cmereed aul of o sominar srganized by e economists of the
Universiry of Dur es Saloam in 1984 (Lipumba et al, 1934 ), By that oime the GOT was io deep conflict with the
BWT, the IMIE had suspended negoliations and the Wonld Tank bad cuy ofT il Inothese Dmey of visible
hirckship thers was no diseernible domestic challenge to the tuling party so that the political debate devalved
into i question of the sovereigoey of the Tansaman srate vis-a-vis the donoes eather than an the nare aned
conseguences ol the official pelicy as well ay the need tor change, The conlrontation of the economists in
gquustioning the diraction of state policy was quite cottumendable ar that cime but did net qualify as a political
chaltenge 1o the authority of the state which remained wnassailable in the ghacnee of an institotenedised
paitical opposition. T

The foss of anefanoe over poffcwnaking in Tanoania

A and when the BWT asscowed ita hegemony vver Tanzania™s developrment agenda, 1t is mdiccable thal mi
corresponding public debale on the validity of this change in direction has cmaerged. The main cedticism of the
news direcoivn of pakicy has coane rom Lthe Chaitman o the rolinge pany, the Tormer President of the couniry,
arel apain Tram wilhin the scademic community, The recent conference. Beviwid Stewcteral Adiusintent
Prooranmes in Tancesde, held in Dac Ts Salaam in Augost, 1995 ander the spansoeship ol the ERB, has
posed some challenging questins abml e elficacy and Tulure ol The relomm agends. A Quile siveable
lteralure of comshilorable pridessional meric is now on the table, otiginating from both Tanzanian and
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CApalialy ceonemisi, Some ol thiz work has been sapported by the Nordie donors which suggests that there-iy
a growing concern outside the BW1 about the elficacy of the Structural Adjusioent Relorm agenda as well as
the persistenoe of 2id dependence (Tlelliener et al, Gibbons and Raikes).

This concern over the negative implications of the BW 1 relorms theouglioul 554 hus o Gacl aroosed congern
throughout Africa, Thiz may be seen fronn Uie initiatise by CODESRIAL in Dakae to assemble researchars
from around Africa o initate an African response to the hegomony of the BWE wlorm wgrenda iver policy
within 354, with 1 view 1o develop more actonomous visions about development alternattves for S84
ariginating from within (he African nescarch cemmunily (CO1RSRTAY

Prernocracy and the domor-driven podicy ayened b Torcaria

These growing concetns both over the impact of the BWI relorm paradigim and the s of awtonemy over
policymaking in Tanzinia bas inspirad soms constructive thinking in academic circles on future options for
Tanzania (hambichaka et al), lowever none ol this hyy sorfaced within g halistic framesaork which could
comatitg an wllernative palicy agenda for the country, More seriously, there is o pelitical consditnency 10
respond to such policy oplions. [ Xscussions wilth opposiuon leaders in Tanzoma contesting the first multi-
puthy clection indicate thac the parties contesting for stule power do me bave w clearly ariculated alternative
genda v thal ol Tanrania’s ruling party. Ooe of the principal leaders of the opposition indecd cluiimed, m g
dizscussian sith the writer, that his purly would pursue the BWT agenda with geeater sincerity than wouid the
ruling party! Ancther leader indicated that they would scck some ke oup in the rsh owards impart
liberalisation begause of W05 impact on domestic indostry, There 1s some ConeeTn aboul pushing Lo rapidly
with the privatisation agenda because ol The prospeet ol Asians taking over an excessive share of the
mrinluctive gsecls in the conneay and resuming the same cconemic begemony which pelicies, based on the
Arusha declaratton, seught 1o conrecl. In prctics, boseever, the agenda now put in place by the BW1 und
under implementation by the present GOT. remains withoul eifective challengs nowe e in the futuee, in the
ibsence ol any serious, polideally backed attempt to design an alteenative more endogenously soneeivead,

refowern apenedu.

Thiy silualicm in lanzania today s peounded o the more pervasive belief thal the econamy is oW 40
dependent an aid for its current expendilures on rubbis and private account that any threat 1o the flow of aid
couled have quite serious repercussions for the wiability ol the coommny and indecd the survival of the polity.
A wide comstiency of prople, with a stake in the continuity of the wid relationship, are nee there s
influence the thinking of the peliteal paries. These groups inclode the bureaveracy, the new tading
howrgeodsie who have praospered under CISAOGH sustained  import hberalisacon, and those in che
prolessional comunily who are prospering under donor-funded consultancy work. In the roral arcas, the
Boodch study indicates thal the wider availubliey of comaumer gonds has been quite popular, However whelher
access 1o such boported goods can be sustained in the absenee of an incrcase in export sarnings and an
enhungetnenl ol Tural carning capacicy remaing another question. In contrast the Parastituls, the horeaoceacy
now joined by domestic mrivale imdusimalists, entrepeencars, and miscellaneouy elements of the subaliem
clasacs, including small waders, remin wortied by the impact of the current policy agenda on their respective
Tutures (O] Changas, 19930

The privale industrialists of Tanzania, in particular. appear (o be cmerging a5 a potentially infTuential
constituency whir soe Hille Muture forthemsel ves under the present pelicy regime, Thise wha wish i sirvive in
industry would be supportive ol any polideal imitadve W moderae at least the policles for import
liberalisution. Hiseever, 25 in Bangladesh. thig same industrial bourgeoisic alao muhes s living as aders ar ar
least huve farmily membors whi o s Thus their wegeney to change the thrust of a policy which iy contribuling
o the de-industrialisacion of Tanzanis remuiny wosk ws they have the option oo close down their factories and to
relurm Ly Lheir origins as laders.

Perlficemaleing varder elescracy

lo a demacratic process. policymakers now huve 1o ke aceount of the various concerns of those contlicting
comsliluengics veet the sue of donor-dominance in policymaling, Thronghout the counlry, whether in
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governmenl., the private scelor. or the professional slssaes, there is o Reeling thal the stale is no longer in chargs:
of the direction of the economy and that Tanzania's future is more dependent than ever on ity extermnal
henefucioes. This loss of ownership by the govermment over 1 policy apencs and of socicly over s vision Tor
e Tulure may nol angur well for the ald relationship unless the donors wish to resume o coloniad patrimeny
aver the Tanzanian state.

Within the prevailing circiwmatunces thete s universal acceplmes that reforms of Qe ceomany were necdd
anchmuch o the BW L agenda bas considerable merit. However the nature of this reform process, its nnderlving
raionade, its ability oo deliver iy peenised reselis, s dizwibutive iphications and ghove all, s sastainabtbing
withoul livish donor supporl remain highly pooblemalic.

Tanzania has nove moveed inwea e pHural polilical syslem wilh an ineipiont free pross and opportunities Lo
apen public dehute where political leaders have to worry aboat the concerns of their voters. Weither the raling
parey nor the oppasition can therefore uncretically accept an cxotzmally-deven developmentagenda. In oni-
party ur anthendtarian puslitical syslems, policymakers can allond to ignore domestic opinion and/or © expose
their pulicies o the influence of the donors, since their acenuntahilily o a domestic conslilueney 15 mnch
weaker Tn such regomes the challenge (o exlemal inllyenees thus by to originate in e sense of vision of the
dirncslic keadership, as way (e cuse in the pre- 1385 period in Tanzania. In the absence of such a vision, the
policymakers operate within a polidcal vacuwm which has only too eadily been lled by the donors, The
mizcling of the corselterive ofd growp bus becoamus, For the Finunee Minister, the equivalent of the budget
sesshon In a renuinely democratic Parliament. Such a simation may have heen tolerable under presidentis
antocracies, Faced with impotene legislatees, This sitwaion can hurdly prevadl ina working paciamentary
democriey whers a Finunee Minislee™s tiest responsibility 15 to Parliament, Tlowever, even in a working
Farliument, whether in Tanzania, or ia Bangladesh, unless the demuocratic epposition wilhio wnd aithoul
Parlizment, can monnt gn elfective challenge (o donor-sponsored policies, the Finanee Minister will continoe
(o Lok Lo Lhe doners For his policy mandare,

Building a perdivr corsensis

I i demeerane poliky whene gid conditionalities senerate adverse politdcal consequences within the viting
pultlic. & Finance Minisrer cannor atfocd oo push throngh an exiemally driven palicy aaenda adlh the siyme lack,
of concern as his counterpart ina less plurd polity. Under s plora) polivdca] system, iF such an agenda is o be
mianle politically sustainable, it has to be marketed to che poelitical oppasition through debale in Patiament, o
civil saciety through debate in the country and o the profossional comuunnily through an enmeng pelicy
dialerguaes. Invademar=inMueaced polivy, as provoiled in Bangludesh and Tunzanii over so many yvears. there (s 10
Leackiiomn of policy debate on devealopment issuas or the slightest attempt o build @ demecratic comsensus
behind palicy reforms theowgh the medivem ol such & debate beth an the legislalue and within civil sociey (Yan
Arhadic, 1944,

In pest-demacratic Bangladesh, Parliament bas, anRwtumnately, never cmerged s an eftective arena for policy
tehate und Parliwmeotary comnitbees, whene more inlensive discussions on policy refoem may take place,
Lvie Temuined maoribund. The present GOD itselF ook Tew initialives sinee 0 was clecled 1 ollice in [99] w
build a political cansensus behind by policy reformes within or ooside Padiament and indeed remained
inbiihited about cven publicising is reforms, The reform agenda thus remained a private dialogue between Lhe
demars and G0O8 burcaucrals. ghetoived in the Financee Ministry, and devold of supportnat anly in Parliament
and Lhe country but even within the cabiner. Tothe extent that the negative eMect o reliems woere made at isyoe
i laeal elections, it was argoed that ths may have sost the ruling party in Bangladesh the past of mavarin its
Ly principal ciliss. 10 the coonomic welorms become an issus in the general elections, the cost to the ruling
paTty 1y b heavier and may severely compramise the commitment of a successar govornment to 1he relerm
. process. . '

This seenurio in Bangladesh is not without relevance 10 Taneania where ssperience with welorms in g non-
ploral systetn has not beea hssimibar o that o Bimgladesh, 1F however its retonm process is w0 be made
salcable inoa plural pality, thon old habits most be abandoned and a policy dialogue within the new
Parliament, within civil society, using such agencies o the ERB aed the ESRE, must, be pul in plice, with
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the inilialive coming mi just rom civil seeey but from the government itselt,

In Banplalesh such an atempt by the Cenrea for Policy Dialogue o inildale such g procees ol policy dialogoe
has attracted the participation ol the Fininee Miniscer and ather cabinet colleagues who sit in these diaboguecy
*withs the oppesition leaders. business conmunity, NGO, coomomists und cven the donors, including those
from the BWL to deble economic prolicy. Bul this iniliative, whilst helding promise. still does not respond to a
lell newd of the present GOB, which paticipates not oul ol an appreciation of the value of snch a dialogue
pracess but [or the purposc of heing able 101211 the donoes in the Paris Consortium meeting that i iy engaged in
agrnuine attermpt o praject the retorm progromne: thengh soch public dialogoes,

Refvrmnis versus Democracy: A challenge fo doner priorisies

The danors have Lo grapple with teir own dilemmas. Most donors e conscious ol the limiled impaetand the
shallows base of the retorm process amd would ke 1w see refoem sastained by a stronger democratic mandaly,
Howcever public debate on the refooms, including o nemative resul ot the polis, means that policymakers may
need to modily the refanms, cven reverse some clements of a reform and look to more endigemuos wllermitives.
" Tn such an event, donors will have o give serions thaaght ss oo whether they will respect democratic opinion in
Tanzamia or Bangladesh or they will peesise in demandiny perseveranes with the reform process even if this
puts the government inte comilic wilh demnswralic conion achome,

Domer commilmenl o promats democratisation 45 a critical componsnt of Theit sid agenda may thus be pu
it severe concest with thelr more durpble comminen? w marker- oriented reforms it the voters of Tunzunid
ur Hanglalead repudiace the incensicy of such refirms in the polling booth, The response of the BWT and the

 Westem domors 1 the challenpe by the voters In post-sacialist Burape, to the sudden shock therapy being
unposed an them by the BW I, sumgzests thal when it comes dewn to making a choice, the donors would prefer
t put their Taith in thelr vision of economic relorms over the democralic concerns of the victims at such
reforms. This leaves somo maiher comlusing messages w political leaders in both Bunglclesh and Taneanta
whir are bath acching o establish demacratic systems in the wake of prdonged caposwe o & oon-plural
political system,
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9, CONCLUSION: THE ISSUE OF SELF RELIANCE FOR TANZANIA

Ls well-reliance a meaningful option for Tanzania? If this poses the guestion whether Tanzania can o should de
withoul aicl, the answer s thal it cannal and should not. Such eddrenfr chivices are indesd rust very mcaningful
today since ao country secks 1o delink isell fewn the world system or can afford o de oo In these
cireummstanees an agenda For sell relisnes, Tor countrics such as Tanzania, really invelves a more serious eflon
to find endogencus solutions which can make much [uller nse of it available productve capacites, and
professional skills, can add valee o its abundane national resourees and generale value Trom s humen
resonmie. Thiz implics:

I. A Rethinking of the Development Paradizm
Fe-indusirialisation

(i} The present policy regime in Tanzunia and muel o S5 s connibuiing o capreily abrition with the
clusure plis industrial ssiblishmentz. The disineentve for investing in new industry [s perpeniring steuctoril
atrophy in Tanzania, which is isell i the rool o Tinrania™s gowwing aid dependensy.

Ui Tancania thue oceds 6 caplore mere careflully hew o reactivate its praduction Base., through rethinking
the pace of its import liberalisalion sintery. In providing somge proteclive cover, over ao agrecd me-pecied,
lerics indusories become nuore internatonally competlena, mare ¢Teative thinking is necded to design policy
inslremen = for keeping deaestic producers competinye. Parastatals wich a potential for sustainabilics omst be
Lept efficient und compelled to operate within the diseipling ol the mutkel place.

(i} The scurch lor sueh policy alernattves, inan erwhere industrialisaoen and clesurs of stade eoferprises
has hecame part of the conventional wisdom. will demand courage, imaginative thinking and paolitical
gomrmilmeni. Fyeh coumnty bas Ly refbink boch the coneepeal basis Tor policy making and s application o its
siven situation. Closing fastorics in poor countties and opening marckets indiscriminately to imports does not
seent a et bl agendu and most pesple o Tanzania ar Bangladeale deonot belicve it1o ba so.

jivi Using avarlable dormesoc capacity s the Divsc slage of an agenda for industrial growth and exXport
Jdiversification Iias 0 be explored as pact of o podicy, siiwated within g lomger lenn ggemls, designed 1o find
appropriate points of entry for Tanzania into the global division of lobour, REG industries with o capacity Lor
bagkwand linkage, drawing an high qoility cowen prduced o Tansama and mobilising i low-cost laboar,
seem obvious areas for intervention.

iv1 To deplete Taneamin’s malural vescurces Through exporl of s valuable winces| resources inoa primarsy
Form does not appear to he an appropriace sorategy for 1995, Investments In value additien. particulacly in its
mineral sector, held grest polenlial s parl el e indusiaaslisadoo process needed o promaecs somwctueal change
i Tanzania and could provide anether strand o the goal of cxport diversiBcation,

(¥i) The issue ol giving Tumeanii's majoriy Altcan poepiakiiion s more positive lake in the coomomy will
have to be faced and cannot be resolved either through sencphobic outeries wrainst minorilivs or (hrough
havleling up Lhe growelh of the manalaciumng seewr. Here imoch can be learnt from oe Malaysian experience of
caparding the share ol Aherieire or local swnership of the cconemy through a mare pro-active role of the
public sector, In Malaysia o policy of iniliating public ownorship over scetos of the ceonomy, nsing these
institutions ta broaden the equity stake of the biueniputeas in the enterprise and ro then divest comtrol ol these
enerrises U the new owners, rised the e of Mramdgevas from around 2.5% in 1970 o 30% in 1990
{Salleh), This model may e explored as part ol 0 package of mcgsures o make Tansania’s pacastatals mos
comperitive.
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Y. (rovernance and Aid Dependeney
fal  Grevermance amd Develrpment

iy  The issue of governance, its pature and link to the development process, needs fo be diggnosed iF bolh
coeonomy as woell s elficiency of public espendiluie 19 1o be calablished and domesae rovenues wre o be

enhincaed,

iy The lutoe of public crlerprise needs o be considered as part al g wider agendi ol good movernane:
which creates an enabling enviconment for improving the performance of not just Parastarals, bur vtilities,
heallh services aned the poblic cducation sysiem.

Pl Clsing doweentic skills ie policvmeal dng

{1 The reform process must draw, first and foremoest, upon the wealth of professionul skills within the
countey. This demards a genuine mamage. based on g mowal need, herwesn pelicymakers, polincal partics
and Tunzaniu’s professicnal commumnity. to help desiza policy allematives and provide independent anilysls of
the outcomes of the refarm process. The role of the ERB and ESRF can be institucdonalised to prosnote both
didlogue and plicy sl y sz

(it L he wlea, pulindo practice fae Bangludesh by ihe Conwe for Policy Dialogue, of mvidng prafessionmals
Lo anoadly prepare an independent review of the staie of development gy o comnmentary on the polivy sdvies
of the donoes and the siewaedship of the cconomy, moy be tried out in Tanzania which has a wealth of
prstlessional et W nndertahe sueh s sk ' The BRBGSREL may, in Mol be comomissiened by the GO 1o
prepare an Independznt review of the Tanranion sconormy. o be prosented bolh o dhe powly elecled
Farliwment an the ove of the budget and oo the denoes on the eve of the aid gronp meeting. This indepandant
repornt could become the Koy resowie 1ot pultlic debate an the slae of the ceonomy and the ments of the

relonr el

(iiy Local professiomals shondd ho wsed sy their Tull copacity so thal they can re dizecover Lheir sell worth, The
idea that their wark will be put o effective use, in both palicy making and political discourse. will be o far
seromger incentive Tor creutive elTeel than affering them lavish consoloancy fees and excessive work abligations

lor werile Tephorts sehich may remain unread.

fivy TFexternal cepertise foc policy making and analysis is o be soughe theoueh TA provided by the dooors,
Thiv whoull cmnerpge gy Mol el srticulaisd by local cxperts, whie should bath spell oot the TOR wnd cwven
dentify the expearts who mey be associaled wilh their work,

{wvd o D dvawding upon expairisie caperiise woch greatsr wse should be made af the ineelleciual resoucces of
the South through shuring the expericenee of other s, particularly neighbones bud alse connimes with
problems simitar to those of Tanzania, as well as lewning from the experiences of the Asian ‘miracle’

COOTIAILICS,

{viy Dwonors zhould attempt oo remove distortions i3 the TA market by minimising the use of expatriates
crocpl when ashed fwoand building an iocentive structuee which s competitive with the domestic privawe
sectorn, Under no cireumstances should cxpatriades be broughn inif local skills are ol hand to dathe jal,

i) Promoring politieal conserses feling pediey refovm
{1 Parhameotary Coammittees. headed by & mamber of the opposition, supported by a panal of indepandent
local expens o assist them, should «¢ruiinise all relrm proposuls, debate thom and pul thor recommendations

ain the floor of the Parlioenent for ratification of the reforms.

i1t The ERB/ESRE should develop o regular schedule ol policy dislogues sl the level ol civil sogicly,
where they can bring together ministers. opposition leaders, bureavcrars. business, NGOs, donors and
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pretlessivnaly, The lessins Trom 00, Bangladesh, ney again b uselul for Tunrania, where the commitmmcni
of the OOT to a regular invalvement in soch dialogoes need: e securad.

i) Arising our of the output from the profossional didlogues and the Parliamentary Committees, podicy
issnes ahould be expesed o public debawe al the grassoms level where NEOS should creawe Tora fie sech
discwssions. Ordiary people nead to be made aware of public policy 1 democracy 15 o be sustaingd, and o
reslorm process sl he eapsed o pubhe deba 10075 100 be sustamable.

fell The veede of dorers

(i3 Dooors should be exposed we these diglogoes ae the prolessional Tevel amd constantly seansicised oo the
views of democralic opinion. They should come to terms with the reality that no refom process, impased from
without. is sustainable or even likely o be sucoessfill. Visiling aid missons, concerned with policy reform or
progrEmne eviluition, shonld, s a matler of routing. he exposed to these professional dialogues within
Tanzania where they take account of independent professivnal opinion and can be inviied to detend their
policy advice. Full pubdic diselosure shsudd be macde of all policy documents prepared by donar agencies,

(i Denars shonld spen ag fhe windows ol thoir iy disconrse o more plurs st vision abaut the policy
needs of LIC such as Tunrania, They shoubd be receplive o policy options coming out of the domestic
dialagues and should provide space for Tansama to develop its awn policy aptions. The vulidity of such local
policy imitarves should be measured by their outcomes arrd oot by their fidelity to certiin pre-conceived ideas
of what is the night” policy.

ity Add eoordination should be made the responsibility of the GOT which shauld convene the annval aid
consultative meeling in Tanzania, whers it should present their programme and . policy aeendd, wilh
quantiliuble Lwgets wiaimsl which they can be evaluoted. The GOT': policy document should e
complemented by the independent review of the economy prepared by the TREFESREIL Domars shouwldd
cormrment o both docormes and dine shoold be provided For o gendine debale where all thiee stdes can be
heard. Some thonght may be aiven o inviting Finance Ministers af some neighbourine 854 countries and
even oLher Thind World countrices we these sonsaliative mectings, 1o cnsure that Tausania can draw upen @ wider
ritnre ol share] expericnce during its dialegues with the donors,

{iv} Some thought should be given to applying the concept of the developrnent conract. first sugoested
Iy J. Stodtenbere when he was Torcign Mimisier of Norway. Thos shoold spell vut the policy obligatisns of
e GOT in return [or which donors shoald commmin Uiy idd progranmmes tor the finauciad vear, This comlract
should also huve provisions for guacanteeing access 10 che markets of the contracting AL acound which
uxps.}rt mdustrics can b developed in Tangania, Prospective focign iovesiors iy be oviled o these
meelings o see 1 comunilments by them Lo make such investments could be linked io comumitments of the
demors 10 provide mirhel aceess Tor e sulpal T such investments, alomg with some additismal lubricant
B sy ol investment guarintaes, Povers could alwo use the otfer of theiv aid for inflastiucture projects
suppartive of the foreign imvestment, which can e wriden into the development contract as a lurther
tricucement o allpael peivare investors who cemain esfmaondinarily reluclaod w move inlo such LICs ay
Tanzania and Bangladesh,

fel  Crelusions © From ald dependence o self-relinnee

Al thuse suggeslions made above remain rther rondom (houghls gbout indtaives fo reduce aid dependence
and pul Tansania on o more self-relinnt development path. It muse be appeaciated that awd dependence is oot
just aset of mucro-econontic figures, it 18 a shale of mind whene the gavenmmenes of the ald teeipienr counlricy
lve Hosl their capacity o think for themselves and hove thereby relinguished control over the direction of
state paticy, Within this perspective of loakioy at aid dependance, self-relance also has 1o be seen as mosing
heyand ratzing (he GIRSAADP ratico dowards rocaptoning Taneania's capacity o wke charze of s ow peldicy
agendas. where the governmene of the day must work out for iselfthrongh a process of demncratc
comsuliation, whers i 15 gaing aml howe 30 13 going gl there, Suech an esercise i not g rhelnical
[rraspersilisn 1 bas o by concretised inwe pelicy wrendas which realise stanctural chunge, But above all, it has
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o find expression in crcating oppwiunitics Tor local skills, resources and capacities to be maee fully and
cifcetively ulilised in 1he pulicyimaking process and o link this largely endogenaus eMor, weam ongoing policy
dhialoproe which makes politicians and civil sociely wwure of peliey issues which will influence the futurs of the
LTy, '

- A casual outside observer of the Tansanian situation, such s the writer, seeins its atfairs in the perspective of
the mytion’s history as well as in the context of his own counlry’s cxperiones with exlernal dependeance, 1s left
with a sense of confusion. Tor reople oy gencration, Taneania wis a country founded on a oorrent of hopi,
whore a prople, commited to the concept of ejoeme, wnder leadership of exceplionsl conmminml, were
showing the way o other Third World countries on how o backwand coumenty can chart iy owa destiny. Today,
lewsking st thiy samne country, arain with an oursider’s eve. one is disturbed 16 see thar the well springs of hope,
whigh inspired Its people and indeed much of the Third World, seem (o huve un dey and the country and its
ance proud leadzrship are drifting tssrdsan uneertzin Mo, in g rodderless boat, blown along by the winds
crnaniling [rom the donor conumunity, For a counory which has <uch s wealth of humim tulent and natural
resources, with soch an inspivaticnal hiswsey, ilshondd be inconggivable that it could not mobilse s imimense
TNEr FEsnurces bo recapiune contmal over ils own destiny,

The fucee of Tansania, g uny other Thitd World country, cannot at the end of the day be decided in the ofees
ol domers, however well meaning may be their intentions, undess these domses wish o recreate the age of
calenialist where while oc browe sefify ran romote comites from horseback, That order collapsed many
¥UAFS 30 und Ity contemporary successors are even less likely 1o suceead im rinning an empice by E-mail tram
Washington and theowgh ilinerant sdvisory missions. 1 Tanzanians cannot draw up their own plans Nor the
furare, articulale programmes 4y give substunee o their plans, and design projects as well s pdicics
insirurnentalise their programmes, then no dooor san do this ask Tor them, whaether by laes of aid or by the
attachment of draconian condilionylitics 1o theic did. The only canditionality which should be anached 10 heir
aiel o Tanzanin o1 Bungladesh is that oo palicy or aicl proposal, nol developed within the comiey by local
gxpents and lacking democratic support, swill b entertgined by the donory, I miy be oped that this muoual
recognition of the limiutions of Lhe old order of relations between Tanzania and irs mid donors will encourage
the common search for a new pattern ol relations which G both workable and democratically sustainatbde
within Tanzania.

Proguect 20135 P Sida 296




Azd Dependuengy and Donac Policy

Relumon 5 L‘.Ibhﬂﬂ

TART.ES

Table 1

THE EXTERNAL RESOURCE BALANCE INLOW INCOME COUNTRIES (LIC)

Mom Adrican LICs

al

)

el

5]

el

Muriher ol U ries
whete the exrernal
resource balancre has

Drererioriated
botween |970-1593

Improved belween
14T [ 903

Homainy Pasitive
i (993

Reyouren bulance was

negative in 1593

MNeoative balance
remains aboee 5% of
GDr

Mewative balance
remaing alwoe 1005
ol Gl

ALIC

.

LAd
[

Africun LICy

Suauree: World Developmunt Bepor, 1995,
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Table 2

Erhman Sobhan

MACRO-ECONOMIC CHANGES IN LOW INCOME COUNTRIES (I.TC), 1970-93

Liowy incoms
capnries (L CTH.

Mool AL LTy Non African 1.1C0s African LICs

(- -} (+) (-] t} {-]
|.GIF L3 20 G 7 o 13
2.0NF Par
Claping’ L3 23 7 N . i
J.blanufcm-
rinyg Cirowlh & [ 4 4 2 N
4 amaesne
Investinen| 11 |4 3 3 8 14
3. Haporns 20 [ f 4 14 12
£ .Inflaticon 20 ] & 4 12 11
Nuole: + = Nuher ol countries registering a positive rate of change between 1970-80 and 1951-93

- = Number of countricy regislering oo negative rte of change between P970-80 and PAS[-03

Sonerce; Workd Developmene Bepors, 1995,
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Tahle 3

TH.E GROWTITIN EXTERNAL DEPENDENCE OF IPUBLIC EXPENDITURE TN
TANLZANLA INHISTORICAL PERSPECTIVE (19G1-45)

Period Exl Fin f11IkH ©Ad Grants/TDL Ext.Fin/TIPE  Ryucureem Delicil

(%) (%0 {5 mm e mwmmmm e e oo
Rucurrent Hxp (455

96 -3 3286 1.3 3.94 -

[ 9670 2772 X8 178 -

F97L-75 H He 2028 L4260 oo

L976-80 N 5422 | 756 -

19H1 H5 3538 7831 12,53 -

19565-90 L6513 31,84 2752 3.5

1990-01 32060 56.30) 3452 . 152

19453 254950 41.30 4335 LL.3

1992-0% L9s. - F0.60 40,02 414

1993 94 1L 81.70) 35,00 247

1994-05 - : - 283

MNote ! LS ] -85 figures, dre busad on unuusl avennmes,

Sonree; (D6 1-H0; Mjcma; 198%6-94: World Bank, 1993a: 1994-95: Budger speech of Mintster of Finance
for TY (00540 Recurrent deficitfexpendilune ratia 1986 200 110 Scmbaja in Developnrend
Challenpes and Snatesies for Trazania.

Key: LxtTin  =External Finance
TI3K = Tuatal Phevelopmeent s peoditure
Tr'E =Totul Public Expendilore
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Table 4

FINANCING OF TANZANTA’S RECURRENT BUDGET DEFICIT

CAnnuul Averages)

| CI8 as % of Tolal Bodger 122
el

2. Loans and Geanis s % fd. 5 93
Tolal Budget Dreticit :

3 tal Addlay Seol TBral - 172
Budger Deficit

4. Domestic BoTowing as % of 36 45
Toral Budget Deficit

5. CI5 as % Recurrent Budget - 37
TaficiL

i
b
g

. Total Aid as % of 43

Rocierring Expoemditung

T O15 ws % of Recwrring &
Expenditure

8. Share of Devclopment a5 13.5

Fxpuenditure as o & 1otal
Expenditure

Source; Doniye, 19493,
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Table 5

THE CONTRIBUTION OF AID TO TANZANIAS BUDGET

Total Aid Aid for shire of Al Share of Aid
Puriowd {107 Bz Dievelop- Recurreni in Requrrent in Development
{1sh mernt budget budyet budget
Bilticn) (Tsh billiomn) i Tsh bilkion) o7
1990-91 314 26004 263510 19.2 33
1691-92 &4 | 170N 67 (R0 41,2 41.5
[G42-03 1206 121G ﬁﬂ.S[zlt]} 2001 T
[a3-tg 220.0 PELOGAg) 11356051} 458 817
Tl 484.2 2262047 Rt Rliy 326 6.2

[ EPEAE)- R0

Maote: Figures i pareochesis show 45 shaces of tonad wid godng s recoment and develomoent budsel,

Sonrce: World Bank, 19934,
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Tahle 6

Eehnan Sohhan

EXTERNAL FUMNDING OF THE OGL/CIS AND DEFALULT R;‘l'l"-l-lS ON COMPENSATORY

PAYMLENTS

Sonrces

ITRTREREY

2. Sweden

Ll OGLACTS OO TS a5 %
of of
commilmenlE Lodal iI'I'IpUTIE-
[5E-04 FOEE-04

3 {her Pomors:
I World ank LI
P Aran eyl 109y

Bank

i Chher Bilaleral 6653

Donocs

Dredauli as

. of dishwrsement

of CL5/0GL
LDAT/RR- | B2 ANY

Souvce: ()

Blhaduri el al.

(i Cenfecance on Aid Effectiveness i Tanzania: Based oo Mordic & Detch Hvaluation Heporl.
Faper by £5. Kimed on Programme Assislanee: Lessons Tom QG and CS,
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Table 7

TRENDS IN REAL PUBLIC EXPENDITURE TN TANZANIA

{Annual Averases)
1976/ TT T80 1980815561 IisaET 05,94

1. Trends in Total mn a7 T4
Pahlic Expenditare

2. Trends in Recurrent 130 74 4]
Lapenditoee

3. Trends in Development . [LLE, 46 33
Fapendditumg

4. Share of Develapmaeni 3a 19 15
Expendinime us o % of
Total Expenditure

Notes ; Index of real expenditure based on dellating current capendiluge by Nutional Consumer Price

Incles.

Source ;. Dorve, 1993,
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Table @
TANZANIAS COMPOSITION OF IMPORTS

(Fips in US 5 puillion, Annudl Averages)

Tl Capital goionds Other inter- Cansumer GFCE
mpart  mmmmmmmemmem e mediare goods ooy 14223
Muchioery iin Tan

Shillinus]

19R0-85 1000 443 23 150 . - 18l 36ak
' 145%  1234%) (5% [18%%:)

198BSt 117 4449 21K 31 275 4122
(2%  (18%) CATE (3%

1193 1492 113 245 141 400 1543
(defy (179 e (2%

Soorce: Doviyve, 995,
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Talle I0

TANZANTA™S INVESTMENT SAVINGS G AP 1966-02

rAnnual Averagesh

Hahman Schhan

1966-1) 1971-75 076 %0 [958 1-55 13505592
I. C3ross capita] formatiom G T 4.2 4.8 2800 [, 1 244
2 Gress domesnic savingsiGDP
11 Neulu 17.1 124 5.3 10,5 A
i1 Mjoma 2.2 163 166 9.z
iy Tikwelile® et 13.4 161 1131 4.5
Y Apurwal el ul®r - - 0.4 14}
(madjusted)
vl Aparwal o alk - My 133
Caniljusted)
3. Rano domestic savingsicapiial - 707 451 a6 5.0 148
fFrammalion
4. Hatio foreign savinesdcapical 29 KSR 454 420 %32
formation
5 Resource halance GLF -1.6 7.1 3 SN 296
Motes . F PEG-G]
= LH A
31 Based an Mdulu's savings estimates
() Busod om Ndula™s savings esrimates
Source: I.Benno I Idulu Tanzania's Leonomic Development: LsperteocesChallenges, Tabde 1.3 in

Development Challenges and Strategics for Tanzania.
2. Likewele eral Forcien Ard & liconomic Develaprent in Taneania, Talle W (Thid)

3N ema, 1945

4 Agurwal, clal., Siructural Adjustment, Eeonomic Performance, & Aud Dependency 10 Lunsaniy,

lable 11
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Falle 11

MACRO-ECONOMIC TRENTES TN THE TANZANIAN RCONOMY
CAnmudl Avierages)

[9e5-7  1971-75 [ 7641 981 45 | - T4 =%
Anmual CiTHY a2 340 i) 0z 4,1 34
Caromaeth Hale '
Aaricnlnral 4.1 13 1.5 A0 4.8 4.0
Ciroraeth Rale
hanufacturing &1 4.5 2.7 -4 0.34 il

Cirovweth Rale

Souree: FO6-92 Wiorld Ranh, 1994,
193-94 FEI)

Table12

ALY AND KLEY MACRO-LCONOVIC TRENDS INTHE TANZANIAN ECONOMY
PHRE AND PONT-ERY
Cannnl Averiges)

TUs | -50 T b0
Add lovars, Anmg] Averase GO 1142
(i LS $ o)
CiT Crroveth por i+ 34
LT
AAAGTIT () [} 41
Al hopuores (%) fy Rl
AUVTIR I3 37

Sourec: 196 1-92 . Frude: World Bank, 1994
Tem1-92 Ad: FOMDC, VUNODE FIT
1993894 Trude and Aid: B0
|98 [0, ATdTPR: Darive, [995
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Talxfe 13
THESTRUCTURE QOF TANZANIA'S EXPORT TRADE

(A alon US 5. Annual Averaest

| e _ 197 6-3i) 198 [-#5 | FEA-OL 14 G

[. Traditionzl 3261 26002 217 2535
(64 i) (5t {60)
2 Non ' L8220 145 1568 17357
Traditional (37} (36} 1417 fdih

- 18.2 8.3 3R

v Agriculturs (4.3 (7.5 49
T0E 40.8 Th.b (Wl

i dlanufaciores (137 {11 (200 (13}
Total Export 081 A4 JraE 4203

o (1000 i 100 i 1003) {1080 |

Peimary Commedicy A2 2784 2502 2951
Exporls ifid) {04d) B} [(f3]
[L+ 20T '

Bource:  Cusoms+Crop Board & BOG Customs & Sales Tax Department Data, Agricultural Seciue

Melcarorandum.

Note: Figures in parenthesis indicale %% ol Toul caporls.
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Table 14

TRENDS IN ATD DISBURSERMENTS

L L9707y THE0-40 1990-03 Tarul
Total Aid TS$ million _ 2352 T14R J424 3 134924 3
1. Mueliibiterad (750 0.2 228 334 238

1) World Banl 7.4 iz 16,2 1.6
2, Bilaterul (3 7.2 TAR L{eRY, TiG
U Swreden 180} L1} 1004 12.0
i1 Netherlands liy4 8.3 a7 R.0)
B Al Mewdic Conrtries 354 205 29.0 an4
i ¥ordics+ s etherlands 454 ELAUE 34.7 Isqd

Sowrce;  For [470-92 Evaluation of the Development Cooperalion Betwieen Tanvania and Finlamd, 1995,

For 1995 UNIF Develspment Cooperation Repart; Tanzania 1994,
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Tuhl: 15

SOME MACRO-ECONOMILC RATHS DEFINING TLHE SHARE OF MANUFACTURING
INTHE TANZANLIAN FOONOMY, 1970-93

1970 19746 1951 198G 1903
1. Manulicnre/GOE (%) 4 13 [} 8 3
2 Manvfactired - 7.7 251 2.5 14
Towal Export ()
3 Manvfacrore/Total Deve- 3.4 s 21T 20 7.4
lopineot Budget (%)
4, Mamfactinre/GFCE 154 14.0h . 253 244 130
A Machinery Mokl . 25 14 17
Import (4] ' _
6. Tl exporlfCGOP (5:) - 19 1z 5 Ith
7 ExportaGIH (%) - : 12 fi fi 9.7
. Tradiriomal ExportToral - H5.6 55 k1 52
exporl ()
Y, ImperlGIDE (4 - 22 20 2 X

Sourge: I-3 hlheile
T2, pond L
4o Doy, 19405
S Noriye, 1925
-8 Cuztoms, Crop Boards, BOT,
. World Buuk, 19940 and FIL.
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Aid Dependence and Donor Policy  Rehman Sobhan

Table 16

TANZANIA'S TERMS OF TRADE AND IMIPORT 'RICE TRENDS, 1996-92

¢ Annal Averages)

o [Ga6-700 | [971-73 1976-80 98 1-35 | ¥36-92
Terrms ol Trade [ndex 1985=100) | A 653
l _ ]
1 2. Trands in prices of principal
carmml. exp eans,. THES LIS )
Sk C19GG-T0 = 100) )
: |
m Cotfee 23 2.2 4.4 252 [5G
(100 (96) (187) aem | e
b) Cotton .73 .77 171 1ss | a2
(100} (10 [EhEy (B4 i(76)
ch&izal (.39 (G 055 - 0,44 {145
i L0} - {153 ERN 1234 (LS}
d) Tohacen 3.1 29 2. .86 .70
{1000 {93y | (1t (6 156
<] Tan AT .2l 1.82 1.55 oy
[ 1) (63} (6] (33Y (341)
1 Cashew a7 Al 054 | ¥ AR (LG5
. {Itiy {72) 95 ) 12 {113}

Customs & Fxcise Annual Trade Reports (BOT, Tanzania Economic Trends. (Econcgmic Research

Source:
Burcin, LUK, T es Salan) Incernacional Tinancial Soatistics Yearhook (T World Bank.
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Lahble 17

BUDGET FRAME TFOR THE. ROLLING PLANAND FORWARD
BLDGET FORTANZANIA

1903/ 14984595 to 194594 199637
projected
— |
1. Recurrent Dl gy % 26 4 Il 1i)
of Recurrent Cxpenditire (283 _! i
2. Foreign Financing as % ol i 5 58 33
Dromisstic Resourcss (273 I |
3. Teareign Financing as % of 34 RR 36 3l
Tatul Resonress S FE (32) i
4. Poreign Financing as % 33 iz 3h 34
Totul Expencilure _ _ Lo 20
3. Boreian Binuncing as % of i3 10 17 13
Recurrent Expenditurg (12 Y
&, Forcign Finaneing as ol ak 47 W2 iy
Desrelopmeant Expenditure o s (81
1. Development Expenditure 15 204 205 207
e Foal ol Lspenditure i 14,5} | (22} n
B, O ol Firesipn Financing 23 T8 &y 70
soing b Development {14) (63
Lapenditure -
9, % of Foreimn Financing Ti hy 33 an
zaihg o Local infh {37)
laspoendilues

Source:  The Rolling Plan and Forward Budgel for Tunzania 199495 967 [uble 4.1, p19

Figure in parendhesis from specch by Mindster Nor Finenee 1L ol Jakaya Kaikwete (MPY Introducing o Kational
Assembly the Dslimate of Poblic Revenue, 199235,
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Aid Depeadence and Doner Policy . Rehuin Subhan

Tahle 20

FORELGN A IO TANZANLA BY SOLIRCEANDTYPE, 1991 -93%

Armuaanl

A Totu Add Lo 1993 (in 08 Million $3 ' 7S
B. Souree § AL % ol it aid)

L. Multilareral arT

2. Bilateral ) YR

o MNERD 1.3
CType of Aszistance (As % of total and)

1. Frevstanding Technical Cooperation {FTC) EL

2 lnwasumenl Relaled Technicul Covperation {[TC) Gl

A Tnvesement Project Assistance (1PA) Jh.a

4. Proaramme?Bwdsetary {ROP Supporty (FTBEY 257

5 oo Aad {1404 ’ 0.6

. Fmarpency & Eelief Asaistance (LEA) L1

T U nallocale:d 1.3
1. Fslimnates of TUntied Aid (A: a % of towal aids 5.3

CBOT 305 ol (3

Sowree: Development Cooperatian Report: Tancant UNDE, October, 190594,

Note:  Lstitnawe ol unticd aid, o 2liminate doutde-counring, deducts 306 o) Progrwenne wd shown ubove. ahicl s
alza ncluded under IDA™S uliilaeral aid dhown o B above,

Projecl 205 221 _ Sida 1996
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Reliman Sobhan

Tahle 21

TANZANTA'S TECHNICAL ASSISTANCE (TA) PROGRMMI 1950-93

%oaf Tatal T in Suurces § 50
TA ] Add LS S milihang
huhi- Bilateral N0
L o lateral
I h9%0 85 | 268 264
rAnmgl va} | _ _ _ .
2. [9EY 325
Ty 24 11 33 65.3 1.5
41992 EER() 154 42 S6.5 L5
. 19493 42.6 KA 3R RF 1.4}
1 Dree Kl
slunding
ThA !
iy Tievestimegot
Heluged 'TA
B, Principal
Source ol IA
in PSS Lin Sl
i Bilateral by
L Drenmmark o
. MNorway T
i, Sweden |4
iv. [amm 3
v, MNetherlands iy
by Muoltilurerul 14
vi. IThA i
vii, LINTT 5
will LC ]
T, Dsbursemens ol
TA by
sectal (%)
i, Adnm. 24
Plamming
Finange &
GEher
SOTRICLE
i, Teamspot. 1)
i, Agricnltuee I 17
v, Hugan | i1
Fuesauaree
v. Fneray |5

Source: Development Cooperaion Bepore: Tanemiy, LINDE Ocewober, 1994

Proguet 2045
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Aid Diependence and Daneor Policy _ Retuwaun Sobhan

Tahde 22

SECTORAL DESTRIBUTLON OF EXTERNAL ASSISTANCLE IO TANZANLA

{10 G}
5-;;;(:;'--- 7991 N 1997 143
1. Agricalturs 15.5 : 13.."3. 114
2. Indusiry . 8.2 11.6 £

3 Humiumn Resource 135 l4.4 [EERL
1. InJrastrmetire ' 6.2 ilA a7
3, Muparement & 258 47 271

Adminisdratiaon

Souree @ Development Cooperatian Repoct, Tanzania, TNDY, 1894

Project 200 5

fad -

23 Sidi 19496



G LI el

Lds

uhii | TPRE

AnMKERURRET

BLLATERAL DnNOR AT STRATZGIES

e

ALY IR RR

L'EMW & E =0 s

SEITH=EL AN

S 1M

ShYEDRS

LLs &

[NCTIINE EIRRT |
Inra-.rncrure: Sinck

LnHwmicl 1R
Sl

1041 ; Sy il 114k,
1. Whnzr fn LT
De-iezpiia-il £ Ly

Aoy e glad 105 T !

Presocdar
1000 Tearepen L
Fresrpe

L aweale
(I RS e U]
Tameslivaraznr

1T T e

LIS S B o8
aecly Puverls
leemt o

2 B i
Iz o> Bead |
Ierr i

Telows _pumesiear = °
S nnmensal
Jawtiom

Z Srarvarh’ g

AL T

sdvay- 1SS

1. Bz al Sewior
A
S
LT THE PR |
Fral- = =inn

LR
LT o

L. Tenpaart Sl
2 Baloazsar
Prurenr

Slnce 1950
I. -

ad-aimiEr-ion
LWID L
Laerwum. g il g s
190 Toramic
islialmelas

L By

X Telscrrinnica
Lit..

1 Tanzpart

Sl ooy

L'rurns

T S 7 e

Rt de T2 =0

S 1970y

1 Tuloamy

2l Seapy B 1

HRAIRT ST H
.

Sier 1k

L. lorasage
wald v

DT &

RPN HH TR

Al ] TU ) e g

TN

UL



.

£
5

Ty 1alarg

[ENLIETRNINAEN
LTTY

AILVTY IML

Ladl k> LIk
FROKIOTR
EYEICLEMCY 10
ARSI

1. Dzoraank, s
s s

(v

1=l dic e, ied
il Rl

PSRN RN
neenta Folw

1. L
AN
[{MPH

ST preveerd

ENT RTPE R TR
Aimarer

Ly Jalue

Ll
ibevet inticn
I Fsel gl

dBannn ssnner
i
= Hrstvenongche

RN EREER AT}
i
saathed 7o o s e
hatlzean iz
shisd ger Ty
wondtting Irend

ol s o

war s rsnl
RN TR RTITEHH |
ATaelars

I TR T A

| 1. Bl e
sl et

| 2. Dwal s Hecln
rerarcl me ik

i Tride hFermlivaiom!
[RIHE T
A e

S e ezl

LA

RIS RN N [N

[ IR R Y
rehiively e o sl
I el

RUEN

Lo e,

2 Do bulsaivm
R (ESEW ECLT |
SRS [T

tes L

1. L'l Sevim
wlhorm;
o lenevealde

RO RRITNIH
he Privis Seviar

L ziL- 00 Lein
=i sl mrrter

AN o] e @t spnadagT iy

WP, TEER]



'.'

[ 20y,

a

L

L L

li

FOERRS
ndostry: hiver
eearhy
Fewzibiluy |

Alade ]

Porpmemme -
wia Lo
Terlarloey |

1 e |
Pzl )

i RGO-Froioel.
1 I aen

AR TRIORITINS MMM A 11 250 STTTTREANDS | RITRay EARER
I AMEFTTECTTYT. Trunspirt & I |. Indurirr: I Prorumainie | 1. Indnstiy Secenn
| MESS . Lomoiunicialion, | o ltesul - Asmibnlumce: Hesinive
i e rnies o Agrienlure b P TR 1 2 Edupenriong, hliseal
| I3 e Lk i Enlresie loe Bl
i Infrasieiture: mh 3 TUIE WEALE
Llarimiur 'oaject: P el s Azl nes Supply Mep
|Pﬂ'-".'m L Anpleal A, Regninbic
- Pwreslye: il Inlrusirus:iu ne:
| 3 Water e LRI
 Renul 5. Ain lar Palivy
A Flsation & Fuvirgnngn
Soiciml bervice: Tl rharnpe Posilive
Rrau'=< e qrin Nevclyragnr v, Beiainbid M Jocin
[[HTH EE Mizel Retale Prugrum me: Casiie
4 Technlesl Il >
Liairperativn:
LI meeras
5 Neclwraid
Sunar] Hisoeo
e e [
K LUFFIERES
DWWNFRAHTP o waler Suppls . . Poesanmen: 1. Pultic Sectic &
Axistunee: Tndart Snpprat

Fertiliser xugplier:
wnnneE cieen

Lol bodualey:

| iveel Sen e
Techimibogz : ez or

| Manurtatuminn

| Indusre: Dones
T Trearepor i Al

| 1hrojects [hinor

Beipy 2w O e

2T Seryiee
Hebirme Buiumee of
yrieni;
Teleeomuonlboal o
& Comtriaclion:
Lo Cweri o

Lienecad Tyvre
Ablea bed, |
Frajern: % el

AT U] B0 U 2ILAPUSCI ] ]Iy

LG IS UK LY




L)

10

AL LML A s | LA ARE

EINWLAMLE

FELH-BELARLYS

SR AY

S LB

L.k

AMTHHOICY T4 [ A R AR TR Ry B ]

I*RCFATOFT
netiowrieal
Lwan cponer .
4. Mo Rewan ve
U D,
'

AN YO

I 159% Der urk:

e e Lidgoal Lo

il e b Thenish
(LRI

1 Falaass nrwe
=k L’ sy
P3N T

T e aer-ul
by

i Tans
PR ETRRE | ] [ [T

1= Jerabcoar

| [ LT TR TR el | 5
PRl
AT
| Al #viarive
SoH s )
Flee’ e
[ERATRI R

“THirs
TP PR T
Tarzaria hes e’
F Rt R

W

LY
L g

I lafily t RALT 0

FEINN

(AR
pEI]
ER TIRTI0
Alewtalan

3 Lngonicg i
B RV ]

i <lveer
T Lt Murwy
EHEN R AATH
TN ST
wenniz:

(R EE B O]
1950 2 & Tok
[V R r TN

IR CFenrs
leticg sy Tree=

TRk
Ve apawns.
Szl Feevica

= ez

o

B | P | PR TATLRE
Tz asreis
[N R

I Fayrarre Lirma=h

LT

orl

Al e

v

13l Ir = tinor

ivowh
R STIN | T T

1] ML ] AL P

A

=l
i
=

AT L LYY



T

w1

(S

]

QAT IS

AN MR TORS
1

Tl LANT

WETHTRI A™NTIS

MCRAY

AWELTH

I
TSTRIBTITIOY

DM AIDBY
ATCTORA:

| 1.Ar

. .

1. Laucalizr

|+ Heaer

ERR LT

- T b Y
AL ni slsivn
R T TR
Fleming

T TG
IR B
TRIATTIRE

[ RRATRTETN
mival.r «

4. Fio

| Ireaelizmarenl

A LI S o i i
| rECITM

L Agealnme

e Mwal e,

X leelnstry. Mivirs,
e L'ealzn 2l

WL RROTTT AN
VAL E AL
Ao

ARTETAEIE

L P o |

[URCETE B 4 IR
!

ERHE TR b

P e

EE

1 5% "%

(LR B LU R TIEINE

T

BT LU )

(BN LR |
[CI N |

S o |

i,

ML

(B I R

1

e 140

SN2l 1952,

SR | JOULE | PR L) g

1 LY




Aid Dependence and Donor Policy Rghman Sobhan

Seurce:  British pid (o Tancanig, OG0, 195 Conlercocy on Aid effecliveness in Tanzania: Bused oo Nordic aod Dutch
Evaluation Bueperets, Der Ex Sulaun. 1995 ; Counury Memwrandwm: Denmarls s Development Assistance 19991,
DAMNIA : Fxalntivm o[ Developmenl Cooperation Belween Tanzaninand Finlod. 19951, 10O, Helsinli, 19495;
Evaluation ol the Metherlands Desclopment Prograoume with Tanzania, 1970 - 1992, DG, 19949 Havneyik, L.
Kjell and {nhers: Tansania, Country Study and Norwegion Aid Review, Centre for Development Stodies, 14955;
Moemormdum o uilerstanding wo the development eo-operation between Sweden and Tanzanio, 1994 DA,
Eritivh Aid Statistics TYRTAR-1991/02: S1DA, Fvaluation of Swedish Deyveloproent Cooperalion wilh Tanzania.
SASDA Heport Now 50 19 SIDA Developmient Co-opealion with Tanzamia Y9495 -1996/97, Embassy of
Sweden, DO Dar Es Salaam, 199 Thy <G reen Baok™, US Overseas Loans & Granls; DSATDVTANZ ANLA,
Assesstent of Programme Impact, 1Y 19,
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Ald Dependence and Donor Policy Rehrian Solhan

Annexure [1
Kyvuluaiion ol ¥World Bank Projecls

I Resdt of Project Fvaluation reporis

fu) In the Agrdrural scetor, of 23 sperations |7 have been cvalualed. OF these, 12 had negalive Ta-
exlimuted FRR, aod Jour had BRE sulstantially below thie calimode at appeaisal. The ouesanding
example 15 the Cashewnot Development Traject wich re-estumated ERR being negative compared
will an apyraisal BRR ol 30%; with processing capacity reaching i Jovel shree dmes thag of
cishownul production and with four ot of [ve project Tuctorics staoding idle within lour years
after appraisal of the follow-on operation,

(b} lmeddiveel lending o Indusiryre estimited ERE i lubles For tweo (hoth wesdler ol the lour projects
were negutive, partly rellectiog low capacity unlization of 1% and 28%., Capacily vnilization in
the ather two, leather products and polppaper, seas 3% and 9% respecrively. MMassive financial
lnssics aof e apetating cnderpises rosulied.

fsd] In [ofrastructure, of ren transpart projects financed, re-estimated BRE are avielable for 51z, and of
these five arc substmtilly belew FRR cslimnted gl appricisal Operalions i Telecommuonicatinms,
Erorgy and Power, Waler Supply and Sanitalion were gencrally seecessiul thoogh signilicant
delays in complarion vwere experisneed.

[y In the Social sectors resdls were mised. OF seven Fducatonal projects six have been rovicwed,
and of these oaly the first and sizth were snccessfully completed, The orhers failed to meet
phasical consoruction farsels, weare suhstmtially delayed, and operations were hompered by statf
sherlages.

In general, effecriveness of Bank lending in insticurian buildeng Tas heen wali helow expoctations, except in utilitias
wiers thore was alrcady @ L]y sood base with which lioworh, Tochnical assislames prosided Throush pmeject Tixins
i el with Crovvomment teluelanes Jor s loan funds For this pupose, given abundunt lechnical assislnee grants
Trom other sourges. Lechnieal assistance operandns have underprovided for and inadequarely idencified and planned
for waining, leading 1o lreguend failure ol this congeonent.

2 Ceses for Poor Profect Resules

Project completion repors and sl repors sogmes et te prosinale cinses e poor prjeel resclls

wo e T [allivaing:

1 kad project design. selection, and prepuration:
i) Tuck 1l skills wed delicient statling:

ik wappropriate seclor policies;

] infrashricture consirint;

vl nudeguate uppaort by the Coverment;

vi) undue hiaste to de follow-on projecrs:

vii} insutficient supervising

yilil wisdh overall econanie situutisn.

The likely milerlying cuuses can somelimes be infemed rom he Gregueney with which cotlan prosinle ones ars
ciled in reviews, ot inslance, e Treguency with which indrasleacture s ciied as 9 reason for propeel failure roises
questions regarding the balance between infrastructure and ather sectors in the coomity s Imdestmeant progeam and in
the Rl ™s banding prigram. The repeated relerenes o design, sehection and proparalion ays causes ol project lilure,
and e cecurence of sernad Gailures in fallow-on projects suggest that the Bank failed ro identity and to head lessons
froan its lemding experience, Imadequaie support by Crovemment and menpeossear hottlenecks indicale difficultics
with Tanzania's absooptive capasity; and raise questoms abour the overall size of the lending program. Al these
umcderlvimg causes poind 1o deficienvies inthe Bank's svswem Tor planming its leoding operations. Sormne causes, ey
soclar pulicies w the overal] conoomic sitoation, mainly case concerns abant the rale of the Government, but they
alse reflect on the linknee (or Tack of i) between macrn-policy diabogme aned project Tending aperitiones.

Sowvee : Exrac! From World Bank, 19904, pposvil-sviil.
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Annexure TTT

The Shared Vision of the
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* Rehman Sobhan
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Annexure 1Y . _
Treople in Tapzania wich whom I had discassions on the Tanzanian
developnent experience: 18-24 June and 6-1% Augusi, 1995

.'"i.

L]

-1

i

1100,

n

L6,

Political leaders

Mwalimnn Juling Nyerers, tormers President of Tanrania

e T Wier, Chidrman amnd Presicdeniial L'-'i“_di.:iiﬂc For CHADEMA and fimmer Minisier lor Finanee,
D Abdur Bahean Babs, former Planning Mindstor and Vice Presideniial candielae fir NCUR
MroAdkey Svkes cne ol the Tounders of TANU

Mr Pl Ruepia, Toreoer Chicl Seerclary e the Govt, of Tanzania snd Padiamencary candidace for the
ruling pauty.

Officials

Dw. Enas Bukoku. Econoomic Advizeg wo twe Prime ."\-Iinim..cr

mr F Kieiwra, Principa] Secratary, Planning Cammiszion

Prof. Darive. Theputy Principal Scorclagry, Planning Commmission
Mr. §. Odunza, Deputy Principal Secretary, Minisliy of Finanee
Mr. G, Mbuwe, Hesd of [he Parastatal Reform Commission

D Bavan Waide, Aclvisenr wo the Parisilatal Belomm Cotmmission

Academics and I'rofessionals

“Proll Sam Wimgmwe _
Exgindve Director, Economic and Sonzial Rescarch L oundation (SR

[ H. Sembaoja, Fellonar, ESRF

Prof. ¥J1. Semboja, Dircctor, Beonomic Heseareh Borean { ERB ),
Loniversity of D By Saliam (U1SM)

Dr M.5.D. Bagachawa FRT, [TI35M
Dr ILEB. Mozhi. TRE, L.DSK
P, Godwin Mjema, ERB, UDSM

Mr. E.G. Luvanda, Dept. of Teanmnics, 1135M

P, N Lipumba, Lrmer Chainnan, Dept, of Econnmics, TTDS M

Prof. BB, Mabele, Chainman, Dept. of Economics, LIDEM

Dr.ANY Mbelle. ERE. LIDSM
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I
ed

'l
L]

Dr. Evelyvn Maje, Deph. of Ticonamics, T7DSM

113 Bal, Yisiting Professorn, ERB. UDSA

Prof. R. Mukandala, Head, Depl, ol Polilice] Scicoce, LTSN

Tar Andrew 5.2 Kiondo, Depl, of Pol, Scienee. UTIS M

Business communily

Mr, Ashok Chande, Chairman, IV Cirouap

WO Jumi Mwapuchu, Threetor, I Group and Editar, Clange

Vae, MU Deseand, Chaleman, Dar Ex Salaam, Merchanis Cliarmber
e David A Mawgibully, President, Taneania Chamber of Comimerce and Industry
M Sielreddm Shend i, Chadrrnan, Shariff Group

Wie Bob Meshani, Chaieman, Associated Breweries (1) |l

M 8 K. Matabuzi, Chairmun, Tanzinia Exporiers Associalisn

Mr, AL A, Lalani, Managing [ irector, Savioes and Tinance Lod.

- M Thrakim H Seaishi, Direcuor, Coopers and Lybrand, Tunzanm

[ Khaled Kanat Khao, President. Tanzania Medical Centre

Aid and Diplomatic Comanity

Mr, (7. Farsiraned, Hewd, S5TT3A

Mr. Crik Korsgren. Chief Ecomomist, S12A

Mr, Dlm-.inl G, Baell, Firdt Scerctary (A1dy. Brutish Ligh Conunission
mr. Hobwert Svkes, Directar, Briegsh Councii

&l Anne Christensen, Counsel o, TRANTIA

Mlr Towe G, Mintsier, Counsellor, WORAD

Mr 5% Hacrmmans, Tead. Development f_'.DUl}L;.l'Eiliﬂl'l._ Metherlands Tmbassy
Mr Mark Wentling, Direclor, LIS AT

Mr, Fred Willhuns, Pvgram {'}J'I':lu'._'.r', LSAITD

Me. Simon Nhongs, Deputy Resident Representative, UNDP

17, Frameis, L, Mational Geonamist, UNDE
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3. Mr. b, Komishi. Resident Represeniative, World Bank

4, Mr T Thoempson, BEconormisl, World Bank, Resident. Mission
S Mr. Zatar Ahmed, Teonomist, Tase Africa Dept.. World Tiank and member TMF-Waorld Bank mission

Al Mr. CG.C. Gondwe, Deputy Directar, African Department, TMT and leader of 1MF-Warld Bank

BAissinn bo Lineania

52 Ms. T. Lujabe - Bankoe, 1Tigh Comimissioner of South Africa
33 Mr. OF Gupta, High Commissioner of India
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1T
I3
ET'F
Fab21a?
ERB
LEP
HEP
ESEF
G5
CFCH
GOR
aGorr
1&C
IMT
IMEC
IPC
IRGD
K1
LDC
LIC
(MG
MEA
RN Ef
CHiA
OGL
FI'F
Pl
Ik
RMG
REA
ELFB
aal
TA
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TPl
TWs
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Advanced Industrial Coontries
Adminisiration, Plaoning & Finance sactors
Bungladest lostilo: ol Development Studics
Basic Industries Strateny

Brottom Wil siiuolions

Country Eeonamic Memorandum
Commmenlity hapeol, Support

Developing Counlrics _
Development Financial Instimtions

[direat Foreian hiveslimenl,

Extended Fund Facilits

Tasr Pakiztan Tndustrial Developroent Corporation
Eronomic Rescurch Borcin

Ecanomic Recovery Progranumnme
[canmmaic Refoem Programs

Econonds: und Siwrial Roscarch Foundation
Girass Domestic Savings

Carosas Fised Capinal Tormacien

Curverment OF Bangladesh

Ouaverment OF Tanzania

[rermmelione & Capinil

Incernational Monetury Fund
Irer-Ministrial Technical Committee
Fnvesiment Pronnotion Clenee

Independent Review ol Bangladiosh™s Develiypmoen
Korean Develapmesol Inatitule

Least Developed Coumiries

Low Income Counlries

Like Minded Group

Multi Fibre Ajpmeereot

Matonalised Cominercial Hamks

- Official Develapment Assistancs

]'U]m:n Cremeril icenos

Folicy Framowork Puper
Pakistan Instituee of Development Studies
Hicurrent Fspenditure
[Readymade Gurments
Reimbursable Project Aid

Huslliny Plan and Foeveard Bodget
structural Adjustment §aans
Technical Aszsistance

Total Poevelipanent Vs penditare
Terms OF Trade

Toal Poblic Expanditure

Thired ¥World Suues

World Bunk

Winrld Fond Frogeamime
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When the new Sida was formed out of six former imdependent
aid-agencies, five ingubrics wore videriaber o give the new
Stedi o commuon policy I vital areas and a cohoeen vision of the
futare. The mguivy inwo the Toweee, Breojeet 2005, consisis ol a series
of studivs and sematgas aimiog to roview tends, prohlems and
opitions which will bave Dearing on the environanent within which
Aida will be working 5320 voars from now. This volime is one of

nine putdicaticnns thal preseos the vresalls [rom ihe 20030 project.

Aid Prependency is the subject of thiv volume, Sidd has commis-
sioned v well-known expoerts, Roger Ruldell aod Rebman
Sobtean, o examne this highly complex and noanced dévelop-
menl conperation problem. Thelr Ondings are very interesting and
has grear relevance [or Sida and others interested in b this prol3

lem could be handled in the [lure. The smdies are introduced in a
commentary by Gus Edgren, Head of Sidu’s Poticy Depuarunent, He

incorporates the discussion within Sidy - and the wid Sspoounity
—with the results from Roger Riddell and Rehman Sobhan stacdies

and mives us an ddes how woe inus change the aid relation wayoid ;

negative side cffects i the Tunare rlm-{‘.h“:-pmt‘:n?ryjp{‘_tjal.ir_u‘l. ‘?
Other publications from the 2015 project: f

* Aid Management :

= Trends in Social Development

« North East Europe ‘ :
* Latin America : :

»  Asia
» East and West Africa
» Southern Africa

o Development cooperation
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