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PREFACE

Project 20135 is a series of studies and seminars to review trends, problems and opinions which will have
a bearing on the environment within which Sida will work 5-20 years from now. The main idea is not to
make projections but to initiate discussions which may give us & morc consistent vision of the
requircments and development problems that will face aid ugencies in the [uture.

One important aspect in this work is to assess how aid should best be managed in a changing world. With
limited financial and administrative resources the organisation must carefully prioritisc between the
various development activities in which it is involved. What should be the performance criteria for
Swedish aid? How should results and costs be measured? And finally, how could incentives for
stakeholders in aid be geared towards promoting Swedish development cooperation ohjectives?

As experts oh management, SPM Consultants were engaged to analyse the causes behind the proliferation
of Swedish aid into new countries and sectors and the ever increasing number of projects. In their report,
“Concentration Through Portfolio Management”, they introduced a new mapagement tool, Strategic
Portiolio Management, to facilitate Sida’s monitoring of the administrative burden and the performance
of its programme. Tnterconsult Sweden (1CS) was contracted to look into three specific aspects of aid
management: the influence of stakcholders, application of time limits and criteria for graduation of
countries from aid. Their report provides some useful insights on difficulties and possibilities in the art of
“Countering the Conveyor Belt™.

The studies have been discussed in Sida seminars, with participation from within and outside the agency.
A number of useful comments have been made. Dag Ehrenpreis and Lars Johansson, at Sida’s Economic
Analysis Unit, have written a commentary paper, entitled “Strategic Aid Management”, based on the two
reports, seminars and the discussions at Sida. This paper introduces the present volume.

Stockholm in April 1997,

Bo Goransson, Director General of Sida
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Aid Management * Dag Ehrenpreis & Lars Johansson

TOWARDS EFFECTIVE
AID MANAGEMENT

Summary and Recommendations
by

Dag Ehrenpreis & Lars Johansson
Sida, April 1997

This paper deals with the overall management problem of a donor agency. i.e. how 1o increase aid
effectiveness in a period of stagnating or even diminishing resources for development cooperation. The
analysis below points 1o some key issues for improving aid management in the new Swedish International
Development Cooperation Agency, Sida. 4

1. The issue of aid management should not be isolated from the overall issue of aid effectiveness. 1.e the
‘desired outcome of aid programmes. How to best manage the administrative, human, material and
financial resources available to the donor agency depends on what is to be accomplished. It is the results
achieved with available resources that is the yardstick of effectiveness. The results should be measured or
cstimated. as it were, interms of the overall, sustainable development impact as defined by the established
ofticial objectives for development cooperation. ‘

Management by Objectives in the form of Logical Framework Analysis should [ead the way towards
increased efficiency in aid management, provided that the overriding aim of raising the level of living of
poor peoples s at the top of the hierarchy of objectives. The management problem in development
cooperation is not just to improve administrative efficiency by doing thiigs right. At least as important 18
doing the right things (o increuse the sustainable development impact.

2. Aid management should take fully into account the interests of the major stakeholders in development
cooperation at various levels, both in the donor and the recipient country. Aid effectiveness will to a large
extent depend on the real system of incentives which motivate the stakeholders’ efforts and actions
towards or against fulfilment of the established objectives. A crucial factor for successful aid management
is therefore to master the challenge of designing incentives so that stakeholders will act [or, rather than
against effectiveness i aid.

3. Concentration is a rational management method to improve efficiency in aid by taking advantage of
economies of scale especially in administrative arrangements and accumulating knowledge of recipients
at country, sub-region, sector and project levels. However, politics and stakeholder interests are stronger
forces than management rationality. Many attempts over the years to limit the number of recipient
countries, sectors and projects have failed.
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4. An alternative approach to aid management is portfolio management based on a system of information
regarding impact, costs and risk in country or sector programmes. With such an information system
together with active strategic management, Sida would be in a better position to relate the impact of its
support activities to the available administrative and operational resources.

5. The form of support is an important factor for improving the efficiency of aid management. Programmec
support to sectors, to the state budget and to balance-of-payments is a more concentrated modality of
assistance which can have supcrior development impact by promoting a supportive macro-economic and/
or sector policy environment. This has proven to be a crucial factor for the sustainable development
impact of projects and all other development activities,

Thus, programme support with realistic and flexible policy conditionality taking into account the
incentive effects may have important development impact, while requiring relatively moderate
administrative resources in relation to financial resources. Tt does -require, however, analytical and
negotiating capacity at the macro-economic and sector policy levels as well as cffective donor
coordination. It also requires a political will to carry out economic policy reforms in the recipient country.
However, without such a will and such reforms, neither procramme nor project support will have a
sustainable cconomic devefopment impact.

6. The present paper develops a schematic management technique for choesing optimal projects and
programimes to support in a recipient country by analysing their development impact and rclevance, as
defined by Sida’s Country strategy document, and relating these to their cost-effectiveness. This method
implies a requirement of capacity for development analysis at the country level as well as at programme
and project level. Such analysis is necessary for a management %yqzem aiming at aid efficiency with
respect to sustainable development impact.

The conclusion is, that if aid management efficiency 1s to improve such capacity should be given priority
in Sida’s allocation of administrative resources.

7. Concerning the relation between strategic plunning at the regional and country levels and at the sector
level, the paper finds that there is a need for clarification as 1o the relation between these two dimensions
of strategic planning. It is necessary to take a strategic decision on a methodology for prioritizing between
_ support for different development activities in any recipient country. Since the development impact of
such activities is largely determined by the policy and institutional environment in the country and region
where they are located, that dirmension is the logical starting point for strategic planning.

Thus, the paper concludes that the issue of doing the right things should be determined by the country
strategy based on analysis of the socio-economic, institutional and political preconditions for achieving
Swedish development cooperation abjectives in each country. The issue of how to do things right within
the priority areas thus defined is the equally important task of sectoral strategies and policy guidelines.

8. The organizational implication of the conclusion on choosing the country dimension for overriding
strategic management planning is that there should be a clear division of responsibilities between the
regional and thematic departments. The regional departments focus on the task of claborating country
strategy documents as a basis for operational planning. The thematic departments concentrate on
developing general sector policies and elaborating projects and programmes within the country strategies.

Stakeholder interests must be kept tightly within terms of reference emanhting from the couniry strategy.
Managemenlt should ensure that the regional departments have enough organizational strength to balance
any risks of stakeholder collusion between thematic departments, consultants and institutions. '
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One way to sirengthen the capacity of the regional departments may be a form of team work for a group
of countnes instead of a desk officer lor each country, This would ensure beller continuity as well as
flexibility, and make it possible to efficiently utilise specialist competence, and would be suitable for the
portfolio management approach. Another way is to strengthen the links between the regional departments
and the field staff in the embassies.

9. The longer cooperation has becn going on in a particular sector in a recipient country, the greater the
risk for stakeholder interests to become entrenched and take control of the country strategy '. Thus, the
issue of time limits is central to an efficient aid management strategy. The problem has been lax
enforcement of agreed time-tables for project implementation. The recommendation is far stricter
cnforcement. '

To improve efficiency it is important to systematically introduce incentive-based rules for adherence 1o
project and programme agreements. Non-fulfilment of project implementation agreements should not be
accepted without penalty, unless it can be proved that only circumstances beyond the control of the non-
implementing party were the cause of the problem.

The project agrecments should be developed in such a way as to serve as eflicient management tools. This
means i.a. that the implementation plans must be both precise, detailed and realistic, allowing [or normal
delays due to unforeseen circumstances. There should be control stations at intermediate stages of the
project allowing for revision of plans as well as sanctions for non-fulfilment. ‘

10. Country graduation is another method of attaining concentration. Various criteria of graduation, i ¢
phasing out a country cooperation programme, are discussed on the basis of a consultancy report. This
concept also conflicts with the rationale for concentration, i e econumies-ol-scale. In this case the
argument for continuing support is stronger than at the sector or project level. As long as both the need and
the economic and political preconditions arc such thar Swedish aid fulfills its objectives, the country
programme should continue and benefil from the accumulated experience and deeper knowledge of
conditions in the country.

Concentration and thus management efficiency should be improved by focussing more clearly on the least
developed countries, where the poverty problem is most serious. Among those, Sida should concentrate
on countries where political commitment is such that Swedish aid could have an impact on poverly
reduction.

The graduation process should be considered at a more disaggregated level than the country level.
Countries do not develop evenly and there may be reason to terminate cooperation in some sectors while
not in others, :

Furthermore, for certain cooperation instruments for example concessional credits, some aspect of the
recipient cconomy is of special importance. These should be related to the recipient’s debl and balance of
payment situation. Another example would be programme support, which must be related to transparency
and accountability of the recipient’s government and public administration.

- Note that there is a certain contradiction between the striet enforcement of time limits and the economies-of-scale
argument for concentration, since the latter implics that longer cooperation in a sector goes on, the better becomes
the accumulated sectorfcountry/person knowledge. However, the longer the time is, clearly the stakeholder pro-
blem increases and the economies-of-scale diminish.
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1. THE MANAGEMENT PROBLEM

Daces it make sense o discuss how Lo do things right, without discussing which are the right things to do?
Not really. Still, that is to same extent what this and other papers on aid management do.

The analysis of aid manragement must not be isolated from the question of what should be accomplished.
The optimal management model is different for different aid objectives. However, trying to deal with
everything at the same tme 1s not practical.

This paper is mainly about aid management by objectives, which are derived from the official aim of
Swedish development cooperation, i.e. improving the living conditions of poor pcople by promoting
resource growth, social and economic equity, economic and political autonomy, demecratic governance,
sustainable use of natural resources and gender cquality.

This paper tukes advuntage of accumulated experience and deals with many of the management problems

.Sida is already facing. One such problem is how stakeholders’ incentives could be made to work for and
not against aid efficiency. Another issue 1s the choice of sclection critena lor the use of different
development cooperation instruments in dilferent countries.

The management task is to promote development objectives in an efficient way by choosing the right
development cooperation activities and maximizing cost-effectiveness for each given activity, at the right
time. This means maximizing sustainable net development impact within available resources. These are
now being reduced more severely than ever since Swedish olTicial development assistance {ODA) began.

Why is it important for Sida to study aid management? For mainly four reasons. Firstly, the world is
constantly changing. Hence the preconditions for aid are changing. This requires new modes of
cooperation and flexibility in aid administration. Secondly, research and expericnce constantly provide
increased knowledge of aid management and how aid effectiveness could be improved with respect to the
development objectives. Thirdly, the reorganization of the Swedish aid administration means that the new
unified aid agency Sida needs to elaborate a comprehensive management model. Finally, cuts in the aid
budget will make further change in the development cooperation program nccessary. Strategic and
etficient management will facilitate this adjustment. .

2. CONCENTRATION

One aspect of improved aid efficiency that has been discussed for decades is concentration with respect
to both recipient countries and scctors. The rationale is that there are cerlain economies of scale. There is
a minimum cost for a development cooperation office; there is minimum amount of time and effort that
has to be spent to learn about cconomic, political and social conditions in a country and its different
regions and about sectoral policies and capacity: to establish new contacts, to elaborate and negotiate
agreements etc. When concentrating, accumulation of knowledge will increase the confidence and
competence of both donors and recipients and make them more productive in the sectors selected.

SPM Consultants (see article below) who analysed the issuc of concentration Tound that while
concentration has heen an important issuc at the policy level, Swedish development cooperation has
continuously proliferated with new countrics and regions, scctors and forms of support. Three driving
forces behind this proliferation were identified: an active foreign policy in a changing world, the
development of new policies in response to the global debate of new issues, and the creation of new
agencies lor inlernational cooperation. Furthermore, as emphasised by TCS (see article below),
influencing all these dimensions are the interests of lobbyists and stakcholders.
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There ure stakeholders at all levels from the country to the project level. They are individuals or groups,
public or private, commercial or non-commercial. There are stakeholders on hoth the donor and the
recipient side. ICS found the strongest case of stakeholders” influence where the interests of the recipient
and donor stakeholders coincide.

Atthc same time it is important not to forget that stakeholders’ interest may also constitute a strengih in
terms of resource base and commitment. But how could stakeholders’ interest be controlled when they
impede aid effectiveness and counteract development objectives?

All significant impact of stakeholders is relevant and should be considered in the management of
development cooperation. However, from a management point of view it is the interests and influence of
people within the agency that are of most interest. Stakeholders on the recipient side are part of the
institutional environment for development activities. To pay allention to these interest and incentive
cffects of development cooperation is part of the work in designing development projects and
programmes. Some of these aspects are dealt with in the 2015 volume on Aid Dependency (Sobhan,
1996).

Stakcholders within the aid organisation is u somewhat different problem because they influence the
design and the delivery of aid uctivities. The challenge is to find ways to organise the development
cooperation so that.the interests of stakeholders to the largest extent possible coincide with the overall aim
of Swedish aid. In cases where this is not possible there must be a system of accountability that enhances
the rule of policy and guidelines over stakeholders” interests.

Concentration is rational and has a potential of making aid more efficient. At the same time all historical
atternpts at concentration have failed owing to stakeholders’ interests and other driving forces (see above).
So what can be done? SPM suggest that we forget about concentration and instead search for other means
to achieve what concentration was supposed to foster, that 1s, an effective aid programme. They propose
that development activities should be assessed, not one by onc, bul in appropriate sels of activities
iportfolios). Such a set could be all projects to a specific country or all projects within a specific sector.

The focus of interest is not the performance of individual projects but how the set of activities taken
together contribute to development, and what the financial and administrative cost for these activities are.
The profile of the activities is governed by strategic management. That is, the development objectives
should, in relation to countries and sectors, be interpreted in terms of country and seclor strategies (hat
clearly outline the strategy for the cooperation programine.

To make strategic management possible, good information is essential. A system is needed from which
information on impact, cost and risk of a country or sector programme can be extracted. With the support
of such an information system each department should regularly (once or twice a year) review their
portfolios. Impact, cost and risks of the different programmes should be related to the strategy, and
necessary alterations of the programme should be considercd (orif the strategy has proved not to be viable
it should be revised).

With limited administrative resources it is important Lo look at time spent on administrating the portfolio
and how altering the mix of development activities will influence these costs and the development impact
of the portfolio. With a system of better information together with active strategic management, Sida will
be better equipped to relate development activities to administrative and financial resources. This may
lead to concentration, but not necessarily. However, SPM Consultants claim thal a stratcgic management
approach would more likely lead to an efficiently administrated aid than would concentration.
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Another angle from which one could approach the concentration problem is whether assistance is given
as project or programme support. In the conclusions from the work on aid dependency it is reckoned hat
Sida should move towards a more genuine programme support (Edgren, 1996). Compared with project
aid, programme support is a more flexible form of support. It includes financial support Lo specific sectors,
to the overall government budget, and balance of payment support.

Programme supporl [écuses on policy and capacity. Hence, it addresses the most important constraints to
development. The counterproductive micro-management of projects is avoided. Project implementation
is handed over to the recipient. Programme support will demand less administrative resources, though the
capacity needed will be of a certain profile. Analytical and negotiating capacity al the mucro-economic
and sector policy levels will be important. The recipient’s commitment to policy reforms is also crucial
for a suceessful programme support.

So, just as changed forms for delivering aid in the past have becn onc of the driving lorces behind the
proliferation of aid, could changed forms also have the opposite cffect. A third aspect, which may, “by
default”, lead to concentration would be a better donor coordination with an agreed division of labour to
avold overlappings.

The propesed approach by SPM Consultants is interesting. They have developed a model for assessment
ol the potential workload of a set of development activities. For each activity in the portfolio one tries to
determine to what extent the sector environment is supportive’ and to what extent there exists sufficient
capacity for implementation. :

Projeets which benelit from a supportive sector environment and a high local capacity for implementation
arc denoted as “(lyers”, while projects for which the opposite holds true are catled “uphill projects™. The
“flyers” ¢could be managed without much input of administrative resources from the donor. Others will
demand more.

Fig. 1. | High
ﬁ Flyers
C
a
p .
Sector environment
Not a .
supportive C » Supportive
: i
Uphill !
projects Y
Low

However, the model focuses on the administrative cost side and may be broadened to include in
programme input as well. First, to give a truc picture of the administrative burden one also has to bring in
the channels through which we work. Sida may contribute to “uphill” activities through proxies (¢ g
multilateral donors, other bilateral donors and NGOs) that take care of the policy dialoguc and the capacity

* That is, the existence of a credible national policy for the sector’s development, a comprehensive strategy and a
demonstrated commitment to implement it.
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_ building. The administrative burden for Sida may not necessarily be higher than for a “flyer” nor need the
impact be lcssi.‘Sccond]y, and more important, the model may result in a biased assessment of the
portfolio focusing (oo much on cost minimization (i e how to achieve a certain result to lowest possible
cost) and not on overall effectiveness (1 e on net impact with reference to the development objective).

No one would disa'gret‘: with the necessity to consider the valuc of the achieved results, and not only look
at the cost for a given output. But if the assessment of output, or objective fullilment, is not an integrated
and formalised part of the routine assessment of development activities its impact on the country portfolio
will be less. There is a risk that the contents of the country portfolio is determined by an analysis
emphasising the {administrative) cost side of the development activities. Both cost and objective
fulfilment should be an integrated and formalised part of the assessment of the portfolio
performance.

To summarise, the cost and the objective fulfilment are the two components that should be assessed in a
portfolio performance analysis. The cost side could be split into administrative costs and operational
costs. This distinetion of cost is important in the overall assessment of elfectiveness of aid since resources
arc not fungible between the two types of expenditure.

Applications of the SPM Consultants” model have been made in a couple of cases. Task managers have
been asked to assess the activities they are responsible for. They have scored (he activities on six different
aspects of the sector environment and the capacity for implementation. The result has then been compiled
into a figure representing the supportiveness of the sector environment and another figure representing the
capacity for implementation.

Mapping of the development activities could then he done in the two dimension matrix above. The matrix
could then give some support when determining the appropriate profile of the country portfolio with
reference ta the administrative resources constrainl, '

When conducting an analysis such as the Qﬁe just described the purpose must be clear, Whatis it one really
wants o grasp? Is it the administrative burden of the projects and programmes or is it actually the
conditions in the recipient country concerning the sector environment and the capacity? Tf this is not clear
when the assessment is made one risks getting a blurred answer.

If it is the administrative burden that is of intercst, which seems 1o be the case in the application of the
model. the question is whether this is an cfficient way 1o make the analysis. The application made shows
that the correlation between the need for administrative resources and the supportiveness of the domestic
sector environment and capacity of implementation, is far from perfect. Would one get a less accuratc
answer if one just asked the desk officers for their direct perception of the administrative nced for a
specific activity, instead of going via the assessment of the sector environment and capacity of the
recipient country? '

It should also be considered whether the quota between administrative need and volume of the activity
should be calculated instcad of the administrative need per activily. Otherwise one risks judging a half a
million dollar project that demands two months of administrative inpul as more efficient then the fifty
million dollar programme that demands six monih of work, However, calculating quotas would even then
only give us comparable information if the value of development impact is the same for each dollar spent
on operations regardless of which program or project we look at.

' However, the total-administrative cost may still be high and should be assessed when analysing the overall cost
cffectivencss.
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But, development impact per dollar is not the same across projects and programmes. Hence, one needs to
move yel another step further in the analysis. To get comparable measures one should (ry (o calculate
impact (not volume) per administrative resource. Since impact cannot be measured in simple quanlitative’
terms it will be necessary (o make hypothctical comparisons between different combinations of
administrative resource input and possible levels of development impact.

Administrative resources, however, should not be regarded as 4 [ixed constraint in the long run. Impact
should be maximized with regard to the total budget and resources should be reallocated within the budget
so as to achieve this. Consequently, development impact per dollar is the measure to look for when
prioritising between potential development aclivitics.

SPM Consultants’ model could be adapted and used for an assessment of nct impact. So far the analysis
has focused on the cost side, as discussed ahove. The adjusted model below tries to show to what extent
development activities have the potential of fulfilling development objectives. Prioritised projects will
end up in the north east corner, projects with low priority in the south west. Starting from the most
prioritised activities the portfolio must be malched with available resources.

Fig. 2. High
A Flyers ‘
R
? .

Efficienc
Low > Y > High

a
n
C
e
Low

The refevance is determined with reference to the country stratcgy. In LFA terms this should be an
assessment of how well the output is related to objectives as defined in the country strategy. Efficiency
measures how output relates to cost, Projects to the north west are relevant but costly and/or bear a large
risk of being failures with a meagre output.

In the south east quadrant we [ind cost cfficient projects/programmes but with an output that hardly
contributes to fulfilling the Swedish development objectives. The relation between cost and output will to
a large extent depend on the sector environment and capacity for implementation. Hence, the most
important aspects of the original model (see fig 1) are embedded in this laticr model.

Another important issue is how development activities should best be grouped. The stracture of portfolios
will have an influence over priorities and the form of cooperation. It is also important that the objective
for each portfolio is clear. The portfolios could be grouped in different dimensions, but to have activities
that belong to different portfolios with competing objectives must be-avoided.
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One clear objective is essential. All responsible managers on both sides of the aid relationship should have
the same basic understanding of the development goals, as well as the operational goal, of the portfolio.
Hence, it is necessary (o apply qualitatively different management techniques to the country and regional
portfolios as compared to the sector portfolios and portfolios for specific instruments (c g soft loans).

Fig. 3.

- Sector
strat. B

Sector
strat. C

Most Sida activities will belong to at least two difTerent portfolios — the country portfolio and a sector or
an instrument portfolio. Strategic management from both sector and regional departments will imply that
the country programme is not strategically managed at all. The character of the country programme
(shaded area, fig 3) will be the outcome of the relative strength and inflluence of Sida’s various
departments rather then the outcome of a conscious strategy based on an assessment in which the overall
development impact is locused.

The guiding objective and performance crileria for each activity must be clear and therefore related to one
portfolio management strategy. The strategic managemeunt of Sida’s activities shall be implemented
on the country and regional portfolios.

Different costs should of course also be monitored in other dimensions (i ¢ scctors and instruments) for
administrative purpose, but the strategic management of the portfolio should not apply to the sector
dimension. That is not to say that sector strategics are not important, they are. However, the purpose of the
sector strategy is somewhat different from a portfolio management strategy. The sector strategy should
more apply to the methodological issues in relation to activities in specific sectors. Hence the content and
size ol the porifolio, the set of activities, will be managed by the portfolio (i ¢ country) strategy, while the
design of the specific activities within the portfolio will be governed by different scctor strategies. In other
words the country strategies are about doing the right things answering the question: what? Sector
strategies are about doing the things the right way answering the question: fow?
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Fig. 4.

Sida's grand strategy for

Country
strategy A

Country
strategy B

Capital market

development cooperation’

The relation between portfolio strategies at different levels should be clear. Regional and country
strategies are subordinate to the overall Sida strategy (including the programme ol action for poverty
reduction, sustainable development, equality between women and men and democracy). Strategies for
certain programmes within a country must be harmonised with the country strategy.
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Field representation should be seen as the third corner of an organizational triangle. Field offices, sector
departments and regional departments all play important roles in Sida’s aid management today. Roles and
responsibilities need to be further clarified. They tend to vary over lime depending to a large extent on
which persons run the different departments and their relative strength and influence. Such tendencies will
hopefully be curbed by Sida’s new administrative manual which outline the division of work and
responsibilities.

Different forms of short term assignments at the embassies may be considered. Itis important that the ficld
representation is designed to fit the programme and not the other way around. With new possibilities for
fast and cheap communications the need to have desk ofticers on long term assignments 1s less urgent.

Sida should also consider organising its work more in teams. Instead of having onc desk officer being
responsible for a country or programme a group of desk officers could administer a number of countries
" or programmes jointly. This would have several advantages, First, it would make it possible to draw more
on specialist competence through a division of labour between the desk officers, which will contribute to
a more efficient aid.* Secondly, it will automatically change the incentives for the individual desk officer.

A common problem is that desk officers identify themselves and their success with a specific project,
program or counlry. They will be inclined to defend a _éonrinucd support to their “baby™. However, if the
work is organised so that each desk officer is responsible for a number of projects, programmes or
countries this tendency may be avoided. The desk officer will take part in the process of making
appropriate priorities and not be a stakeholder trying to gear the decision in favour of his or her “baby”.
Thirdly, an additional advantages would be that change of staff will not have such a disruptive effect as
may otherwise be the case when only one person 1s responsible for a specilic country.

Working in groups fits well with the portfolio management approach. Each group 1s responsible for a
portfolio, which could be divided into a number of sub-portfolios (i e country portfolios). The work should
be highly decentralised and the group made accountable for the performance of their portfolio in relation
to the strategics. A decentralised portfolio management can not he successfully implemented without a
clear accountability at euch level. Someone must (be made responsible W) ask: did you work according
to vour strategy? How did it go? Why? And what are you going to do about it?

To work with accountability and follow up is nothing new. We must just take advantage of experience and
try to improve. One should also be aware that it is a process. Sida is a young organisation and it will take
time and a lot of trial and crror before a management structure is developed that suits the purpose of the
organisation and all its different modis operandi.

3. GRADUATION

Concentration may be achieved by excluding certain categories ot countries from development
cooperation. One has to work out which countries should, and which should not, belong to those eligible
for aid and why. Mavbe the general answer would be that the most developed countries should be the ones
that are phased out first. This model of graduation was launched by the Swedish Government in the late

For example the development cooperation with 3-4 countries could be jointly administered by an macro-econo-
mist, an anthropologist, 4 physical planner, a health specialist and an educational specialist. Each one will cover
a specific field in all the countries which the group is responsible for.

“To achieve this one should preferably start from the top. If the heads of division are made accountable they will
be forced to think about how to make their heads of units accountable ete. One suggestion would be to put 4
controller directly under Sida’s Director General head of Sida with a high status commissioned to follow up
performance in relation to stralegics and plans.
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1970’ s as one of the foundations for the programme of mixed credit (H-Ds 1980:3). However, the problem
is to define the level of development that could justity a phase out, or graduation, and to design the phase
out process itself in such a way as to avoid disruptive effects on the recipient economy.

As part of the background work Interconsult Sweden (ICS) was commissioned to look into the broader
issues of eligibility criteria and graduation. When reaching a certain development level, a country is in less
need of foreign assistance and could be said to have graduated from aid. But graduation could also refer
to a country rcaching intermediate levels of development, not motivating tinal graduation. At these
different levels different modes of cooperation may be motivated, adopted to the specific constraints a
counltry may face at different stages of the development process.

As ICS observes little research has been done on how to terminate aid once the development objectives
of the cooperation has been met. The World Bank has the most developed approach towards graduation
where per capitaincome thresholds is the central eligibility criterion, for highly concessional IDA credits
and normal IBRD terms.

ICS argues that a graduation policy should apply to both countries and sectors. The different sectors of a
country do not develop evenly and to graduate the different sectors as the development abjectives arc
reached would give a smooth stepwise graduation of the country as a whole, Principles for sector
graduation could hence facilitate a shift towards a more genuine sector programme support. The
consultant also notes the importance of coherency between Sida’s SPS and graduation policy.?

Another question is whether all forms of support should be embraced by the graduation policy. For
example, ICS shows that Sida is today channelling aid through NGOs to countries with quite high per
capita income (e g Hong Kong). However, we would argue that NGO support 1s exempled from Sida’s
graduation policy. Within richer countries the NGOs tend to work directly with the poor, with democracy
and human rights — arcas that are well in line with Swedish development objectives. The NGOs also have
special historical role. Support from the NGO community was one of the most important factors behind
the establishiment of Swedish ODA in the 60s and its increase over the next two decades. The political role
played by NGOs must be acknowledged in relation to the question ot graduation.

I a policy for [inal graduation is to be applied to the support channelled through Sida, what should the
criterion for graduation then be? Per capita income could be used, although this is a quite unsatisfactory
measure of development. One could also consider some other indicator or a combination of social
indicators (e g HDI). Every indicator has its own weaknesses.

When ICS apply their model, USD 3000 per capita income is used as threshold level for inal graduation
(which is close to the World Bank dividing line between lower-middle and upper-middle economics
(USD 2800)). Tén countries that currently receive support from Sida (incl. NGO-support) would then be
- disqualified from aid. A threshold level of USD 800 is used for half-way graduation, which is
approximately the cut off level for IDA credits and the dividing line between low and middle income
countries. ‘

The choice of income per capita as a threshold level for graduation seems 10 harmonise with the Swedish
development objectives — countries ought to be poor to gqualify for aid and Swedish aid must be belicved
to decrease povertly directly or indircctly. Hence countries with a relatively high per capita income should
be excludéd. They have graduated. Poorer countries may also be excluded if Swedish aid for some reason

& Sector Program Support — Background Document to Sida Policy, Sida, July 1995,
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does not have any prospect of contributing to reducing poverty. Forexample, if government policies make
development activities [ruitless.

However, one could discuss whether the average income level of the recipient country should be a strict
selection criterion. Since the Swedish development objective is to support poor people an average income
measure at the national level could be questioned. In all countries that ICS suggests should graduate from
Swedish aid there are people living in absolute poverty.

The rationale for only helping the poor people in poor countries is that countries should be able to
redistribute resources and so support their own citizens. But this is of meagre comlort il they in actual
practice are not able, or willing, to do so. So why not help the poor in whichever developing country they
live (through the NGO support this is to some extent what Sida is doing today)? But to continue this line
of thought, why stop at developing countries? People are living in absolute poverty in USA, France and
other OECD countrics. Should we support the poor also in those countries? Most would say no, and with
a limited aid budget we need to concentrate. '

To facilitate this concentration there is a need for some criterion to base the concentration on. Using GNP
per capita or OECD/DAC's definttion of developing countries will both be quite rough instruments that
could be questioned tor a number of reasons. However, it will have the advantage of being a fairly simple
and transparent selection criterion, agreed upon in international coordination forums and implemented
universally by all donors.

With reference (o the experiences in Eastern Europe and the former Soviet Union one could also question
whether it is enough to look at the absolute development level, maybe the direction is as important. Take
for exampte Beluras and Vietnam. In Beluras the gross national product fell by approximately 10% 1992
and 93 respectively and in 1994 the drop in GDP amounted to over 20 % (EuroFutures, 1996). However
the income per capitais still higher than in most developing countrics, although rapidly approaching them.
Vietnam on the other hand is a very poor country in lerms of income per capity, but one of the fastest
growing economies of the world. The reasons o support both Beluras and Vietnam may be good, but
different. '

There is no simple answer to the question of final graduation. We will come back to our recommended
approach below. But let us first discuss the issue of stepwise graduation, i ¢ the issue of appropriate forms
of cooperation before the stage of final graduation is reached. To move from sofl, concessional terms
towards morc commercial terms is the most common concept for stepwise graduation. Another
suggestion is that the recipient should be made to share an increasing part of the cost for development
dctivities. ICS suggests that as a country develops one should move from untied support towards more tied
aid.

The guiding pr‘incipl:e for a stepwise graduation policy must be that it serves some development
objectives. As we see one can tind different arguments for ali the ditferent graduation models but from a
development point of view it is not possible to argue for a certain kind to be applied at a specific
development phase. Such an idea is based on a linear develepment thinking. That is, that countries more
or less follow the same develapment track and that they differ mainly because they are at different stations
on this (same) track. But if countries travel along different development tracks, some of the development
problems a country goes through may come in 4 dilferent order compared with some other country and
some of the problems will not occur at all, This causes lwo problems with respect to development of a
graduation policy. First, it will be very tricky to deline the threshold levels and secondly it will be
impossible to generalise about appropriate forms of support at different levels.
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When developing a graduation policy it should be borne in mind that countries develop more slowly than

agencies produce new policies. Hence, a graduation policy will mainly serve the purpose of determining
which countries would be considered eligible for aid roday with respect to current values and knowledge
of the processes of development. Before any larger number of countries eligible for aid today have reached
final graduation Sweden will have changed the criterion many times. However, we do need to consider
which countries we should support today and to think in terms of a graduation model is a way of catching
the dynamic aspect of development when determining the criteria for Sida’s country portfolio.

It should also be borne in mind that stakeholders will mobilise their resources to counter any graduation
criteria that will imply that countries cease to be eligible for Swedish assistance. The political economy
of aid policy will therefore make it difficult to develop and implement graduation criteria.

To achieve a more effective development cooperation is the rationale behind developing a graduation
- policy. If a changed policy for final graduation does not contributc towards this end there is of course no
need for such a change. The assistance through NGOs is one of the most important factors contributing
to spread of Swedish aid to so many countries. However, this form of support does not demand much
administration from Sida (although the total administrative cost for this cooperation is not particularly
low) and in those countries that could be subject for graduation under a tougher graduation policy they
seem to concentrale on aclivities that are well in line with Swedish aid objectives.

In principle, all developing countries and countries in transition should be eligible for aid. However,
concentration is still warranted, but should be sought through other means. In the process of strategic
management a larger proportion of the aid budget should be geared towards the programmed country
support.

In the selection of the programme countrics the new emphasis on the main objective for Swedish aid,
poverty reduction, should be the point of departure. That is, the programmed cooperation should be
concentrated to the least developed countries, Among those the stress should be on the countries where we
could contribute the most to achieving poverty reduction. Itis of limited operational value to try to develop
a more generalised model on which countries that should be subject to programme aid and which should
net. This should rather be determined on a case-by-case basis, The PROJECT 2015 regional studies are
important in Sida’s review of its country portfolio.

However, there may be a scope for a partial stepwise graduation. As ICS writes, countries do not develop
evenly. The constraints to development may look different in different sectors and at different dimensions
of the economy. Taking for exaumple tied concessional credits, it is rather the profitability of the project,
not the income level, that is of most inlerest when considering the appropriateness of this tool, More
interesting is the debt burden of the recipient country and government, and the problem of debt overhang
in particular. '

Another example would be that for countries that have succeeded in developing a fairly transparent and
competent public administration, Sida should move towards mere financially untied support e g sector
programme support or even budget support). So there is scope for generalisation about different forms of
support that could be utilised when making decisions on what kind of support to applly in different
situations, although maybe not at the most aggregated level.
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4. THE ROLE OF TIME LIMITS

A management device that has been considered in PROJECT 2015 is the application of stricter time limits.
Time limits are not interesting in themselves, They are instrumental and are only relevant in relation to a
goal. ICS notes that time limits is not a new feature in Swedish aid but what “may be lacking are instead
detatled guidelines for the phase-out process and, more important, the actual adherence to time table
requirements”. Sida needs to operationalise time limits as a means to achieve a cost eilicient support,

The core of the problem is how to design clear agreements and how to follow up these agreements,
Basically any project should be governed by an agreement that states what should be done, when it should
be done and by whom. Furthermore the agreement should specify what the consequences will be if certain
achievements are not reached within the stipulated time. Preferably the agreements should be designed to
give those involved an incentive to work for the project goals while making it possible to complete the
project cven if time limits are not kept. The purpose is not to kill the project through rigid project
agreements but to foster an effective implementation. Lessons could be learnt [rom commercial
agreements for larger construction and building works. Such agreements usually includes clauscs on fines
for each week completion is delayed.

Which factors that are actually under the control of the implementing party and which are not should be
carefully considered. Punishment and rewards linked to factors that are out of control for the one subject
to these incentives and disincentives are meaningless and will onl y cause frustration. Al the same time one
should avoid agreements that frees operators from responsibility if the outcome in any way is affected by
somc external factor. There will always be exiernal factors. To some extent it could be expected that
extcrnal factors should be handled by the implementing body within the framework of the project
agreement. Hence, the agreement must also recognise this. Ultimately an agreement is about the limits of
responsibility and these should be made as clear as possible.

Perhaps the major problem for Sida has not been to make agreements on what should be done and when
(although there may be some room for improvements even on these points). It is rather the follow up that
is the problem. Non-fulfilment of project agreements does not necessary lead to any consequences for the
parties. Often a meagre result is blamed on some external factor that is used to legitimise some deviation
from the agreement. When this is the case agreements risk becoming meaningless paper products. There
may be several reasons for this failure of using agrcements as an effective management tool:

* the agrecment may be badly designed from the start making it difficult to use as a follow up
instrument. First, the intended output and/or when it was supposed to have accrued may not have
been clearly -defined. Secondly, the agreement may have been designed not allowing for any
flexibilily. An external factor may make the agreement impossible even though what is actually
possible to fulfil may be very warranted and make economic sense. In such a case all involved will
have strong incentives to ignore the agreement in order to make possible to achicve something
good. Thirdly, time tables and performance criterion may be too optimistic makin g it impossible to
live up to the agreement even in the absence of negative external factors.’

* another problem is that the parties have not a priori made clear what the consequences would be if
the agreed objectives are not reached. Expectation on the measures to be taken will differ between
the parties and the responsible desk olTicers must be prepared to deal with a conflict. There may be
reasons for avoiding such a conflict and so delays, or output below expectlations, are accepted and
there are no repercussions.

7 As shown by Sobhan (1996}, stakeholders on both the donar and the recipient side may have strong incentives (o
enter into an agreement that has no prospect of being successfully implemented.
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The potential situation of a result that falls short of expectations should be foreseen when an
agreement is formulated. Consequences for the parties of delayed completion, should be spelled
out. If the regrettable situation materializes the agreement will [acilitale the foliow-up.
Expectations on consequences will be less divergent.

+ finally, political interests may make it difficult to take a tough-stand on the fulfilment of agreements
if the pressure for continued support is strong.

Experience has shown that time limits often cannot be met due to unrealistic planning. This has led to a
gradual undermining of respect for time limits in aid administration. [tis important for efficiency reasons
to reestablish such respect. Agreed time limits should be adhered to. Hence, it is extremely important that
those time limits are realistic, and include sulTicient margins for unforeseeable events.

In project preparation, cxpected results in relation to time should be clearly spelled out as should exit
points. With due respect to a realistic perception of risks, time limits and exit points should be formalised
in agreements, ' '

Other incentives that can contribute to aid ellectiveness should also be considered. TCS suggests that
commitments could be made for a second step project conditioned on the performance of the first phase
of the project. Different kind of monetary incentives could also be used. However, such incentives must
be analysed carcfully so as not to distort the domestic resource allocation.® '
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0. BACKGROUND AND SUMMARY

This study is a4 component of Sida’s 2015-project. The 2015-project aims at reviewing and challenging
some of the conventional wisdom in the polices and approaches to development cooperation to be used for
- policy review and development in a medium to long term perspective.

Concentration has been a lead word in the Swedish development cooperation policy since its inception in
1963. The purpose of concentrating the resources to a limited number of countries and sectors was thought
to lead to forceful actions and, thereby, to ensure an effective and efficient use of the resources. Tt was not
based on empirical evidence. but understood to be a good principle m anew field of government activities.

Chapters 1 and 2 clearly show that the Swedish aid program has developed in quite the opposite direction.
Diversification is a more adequate label for the actual evolution. The trend is the same regardless of which
perspectiveis applied: (he number of recipient countrics, the scetor allocation in the country programs and
the total number of projects, supported by Sida. Three driving forces have jointly managed to undermine
the official concentration policy: the active Swedish policy for international development cooperation and
solidarnity, the emergence of new aid agencies and the response to issues on the global agenda [or
development.

Chapter 3 contains a brief inventory of how the thinking in current business and management schools has
treated the issuc of concentration. Despite the differences in rationale, some insights, especially on
portfolio management and strategic management, can be used to guide Sida in its future deliberations on
aid managcment. ' '
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Chapter 4 is an attempt Lo apply the experiences of chapter 3 — and with due respect for the three driving
torces — by defining the cornerstones of a model for program management. The main conclusions are that

« formal concentration 1o countries and sectors should be replaced by portfolio management, aiming
at the establishment of country specific project and program portfolios that seek the best
combination of “risk and return”; portfolio management aims at ensuring that that the policy
directives in the country strategies (and, when relevant, scetor strategies) are transformed into
effective and cfficient projects and programs (this requires that the present project database i3
developed into an casily accessible management information system; a project classification matrix
is developed in section 4.2); '

» strategic management is necessary to act on and adapt the portlolio to the often dramatic and
- unforeseen changes in the country and sector environment in the recipient countries; the tool to do
it is there (LEA), but it has not been fully developed as an operational device;

* the time dimension of the cooperation needs to be more flexible. .

The study has been conducted by Lars Rylander (team-leader), Ulf Rundin and Camilla Hedlund, SPM
Consultants.

1. CONCENTRATION IN THEORY AND PRACTICE
1.1 Dt_afining the issue

*Concentration” is almost a mantra in the history of Swedish development cooperation. It was mentioned
as an overriding principle already when the government program for international development
cooperation started, and it has — with few exceptions — been emphasized in the annual budget proposals
and the Parliamentary debates since then. ' '

The very first Bill to the Parliament in the subject area, dated 1962, contains three criteria for the Swedish
cooperation to become effective and etficient:

» it should be (able to be) efficiently utilized by the recipient government;

it should be dirceted to arcas und sectors where Sweden had a comparative advantage in relation to
other donor countrics and to the needs in the developing countries;

e it should have a cumulative effect,

The Parltament added (1964) that “it is obvious that our cfforts should not be divided between too many
couniries and areas”. SIDA! concluded in the first budget proposal that the technical cooperation should
be concentrated (o the six countrics which already received the bulk of the support®. A limited amount of
technical assistance was proposed 1o be continued, but not expanded, to nine other countries’. This
operational interpretation of the principle of concentration was contirmed by the Government.

' Tn the report the donor agencics are referred o with their names before 30 June 1995: SIDA, BITS, Swedfund and
IMPOD (which became SwedeCorp in 1990) and SAREC, whereas Sida is reserved for the new agency created
1 July 1995.

 Hihiopia, Kenya, Tanzania, Tunisia, India and Pakistan.

K3

Algeria, Ghana, Liberia, Sierra Leone, Zambia, Burmu, Ceylon (Sri Lanka}. Korea (South) and Nepal.
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The Government also declured that family planning and vocational training should be given “super-
priority” when concentrating the support to sectors and areas. Emergency assistance and, to a certain
extent, (amily planning could be excluded from the principle of country concentration, because these
issues needed to be addressed on a alobal scale. The support through NGOs and trust fund arrangements
with the UN system were also implicitly excluded, although not without parliamentary debate.

In summary, the principle of concentration was cxpected to ensure that the efficiency and the elfectiveness
of Swedish development cooperation were to be maintained by focusing on a limited number of countries
and sectors. The principle was not based on empirical evidence, but thought (o be a wise line of orientation
when utilizing scarce financial, technical and administrative resources. '

1.2 The reality

Concentration fo countries

Most of the debate on concentration during the following years referred to the number of recipient
countries and how itaftected the quality and effectiveness of aid. The tables below show the change in the
number of recipient countries of Swedish bilateral development assistance. A registered disbursement,
small or big, 1o a country is used as definition of a “recipient country™. The figurcs do not include
disbursements from NGOs supported with Government funds. Therefore there is a p0551b111ry that the
actual number of recipient countries is underestimated.

Table 1 below shows that the number of recipient countries has increased [rom 26 in 197510 1161n 1993.
The number more than doubled between 1975 to 1985, and doubled again between 1985 and 1993. The
strongest increase took place between 1990 and 1993 when on average 12 new countrics were added per
year, corresponding to an overall increase of 45% during the period.

Table 1: Number of bilateral recipient countries 1970 - 93

B8 Series 1

Number of countries

1920 | 1975 | 1980 1985 1990 | 1982 | 1993

Year

Table 2 describes the growth of the number of recipient countrics per continent. The picture is clear: the
number has grown on all continents, and since 1990 Europe (Eastern and Central) has become
increasingly important as recipient of Swedish hilateral aid.

* Figures from OECD’s Development Assistance Committee.
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Table 2: Distribution between continents

120

2]
-E 100 A B Furopa
E 80 i| |E Oceania
.; &0 || ® Asia
- B Latin America
2407 Africa
E » '
=

0 y

1870 1975 1980 1985 1990 1952 1993

Year

However, the principle of concentration did not exclude the possibility that many countries could be-

~recipients of Swedish development cooperation as long as the long term development cooperation
remained concentrated 1o a handlul of countries (in SIDA’s vocabulary referred to as “program
countries™). Besides this group of regular partners are those countries who receive contributions on an ad
hoc basis. Table 3 also shows that the largest increase has taken place within this latter group of countrics.

Table 3: Number of countries taking 25 and 75% respectively
of total disbursements

120
100

Mo of countries reéeivning 25% |

M No of countries receiving the
remaining part

Number of countries
<
[am]

1970 1975 1980 1985 1990 1993

Year

Table 3 shows that 14 countries reccived 75 % of the total bilateral disburséments in 1993, Consequently
the remaining 25% werc shared between no less than 102 countries. This may seem to confirm that
concentration to a few larger partners has, after all, been applied as a leading principle, and that the strong
increase in the number of countries mainly reflects the fact that smaller and less regular support has been
granted to a growing number of countries. ‘

A closer analysis proves, however, that the high concentration in 1993 was mainly due Lo the [act that very
considerable amounts were disbursed that year as emergency assistance to two arcas of armed con{lict;
Ex-Yugoslavia and the West Bank/Gava. Il instead a country by country approach is applied it turns out
that more than 30 countrics have become regular and long term partners with Sweden in development
cooperation (although not necessarily as “program countries™).

Project 2015 o 26 Sida 1997




From Concentration to Portfolio Management _ ‘ SPM Consultants

Table 4 confirms that the ratc of concentration has been reduced. During 1970 —75the ten largesi partners
received between 70 and 80 % in 1970 — 75. That sharc went down to just about 40% in 1993,

Table 4; Share of Swedish bilateral assistance to the 10 largest recipicents

[ Swedish bilateral assistance to
the remaning countries

EEl Swedish bilateral assistance to
the 10 largest receivers |

Percent

1970 1975 1980 1585 1990 1993

There are three dominating trends in the number of recipient countries: -

* a growing increase in the total number of recipient countries,

» 4 growing number of recipients on all continents;

* more countries are becoming long term partners.
These trends are not unique for Sweden. As regards the number of recipient countries Sweden is placed
between Canada, Germany and UK which all have more than 120 recipient countries and the other
Scandinavian donors with 72 for Denmark and 90 for Norway. A look at how much of the total funds are

disbursed to the ten largest countries by these donors shows that the share varies between 38 and 45 % with
Canada as the only exception (26%).

Table 5: Share going to the ten largest recipients in six countries
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Concentration to sectors

Another argument that was used for ensuring efficiency and cffectiveness in the Swedish cooperation was
to concentrate the aid flows to arcas and sectors where Sweden hus u comparative advantage. This issue
will be discussed in greater detail in the next chapicr in relation (o the cooperation with six countries. The
presentation here will only Tocus on the global picture,

After the first years concentration to family planning and vocational training, the support soon spread into
new areas of cooperation. The country programming technique, which could limit STDA s role “to transter
resources in accordance with the partner countrics’ priorities™ was one factor that opened the door for
greater variation in the sector allocation.

Table 6 below shows the changes of the relative sector allocation of the bilateral assistance between 1973
and 19925 The table is not broken down into SIDA s sector and sub-sector allocation (health, education,
water, energy and so forth) for the simple reason that the pattern would be far too scattered to allow for
analysis. Yet it well shows how the priorities have changed over time,

Table 6: Official Swedish commitments by sector destination 1973-92
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Apart from the growing complexity, which would be much further underlined by a break-down into STDA
sectors and sub-sectors, some interesting trends are noticeable. Firstly, the relative share of emergency
assistance has grown. The same trend can be observed for general program support (multisector, food aid,
debt relief, import support), although not to the same extent. In two sectors the trend has chunged direction
during the period: the altocation to the production sectors first rose and then declined, while the resources
to the social sectors followed the oppaosite course. Finally, infrastructure has maintained its relative share
since 1985.

5 SIDAs Budget Appropriation for 1975/76.
& SIDA BSD (Bistind i siffror och diagram).
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1.3 Why was concentration not accomplished?

There seem to be three main reasons why so little effective respect has been paid to the principle of
concentration, be it in terms of the number of regipient countries or the scetor allocation.

The first 15 predominantly political. During the late 1960s and early 1970s the eligibility criteria for
developing countries to become long term partners (program countries) were intensively discussed. Inthe
wake of the political radicalization, it was emphasized that the economic growth in the Third World did
not meet the needs of the poor or of the rural population. It was thus argued that the best way of ensuring
an effective redistribution of productive and social services and involvement of the poor in the
development would be 1o cooperate with countries which themselves pursued a policy with this purpose.
“The country became (he project”, as one critic expressed it’.

The political dimension opened the door for a new set of recipient countries where Swedish policies in
support of de-colonization, national independence and anti-imperialism were the guiding principles,
rather than explicit evaluations of the Swedish goals for the development cooperation®. The Tocus on
human rights in Central America and, later, on the dismantling of communist rule in Central and Eastern
Europe made countrics in these regions recipients of Swedish aid. The justitication often referred to
fundamental Swedish development goals, especially support to a democratic development and respect for
human rights. There were also other political considerations involved, especially with regard to Eastern
Europe, and its particular geopolitical situation close to the Swedish territory.

The sccond cxplanation relates Lo the perception that when the Swedish government wanted to develop
more commercially oriented forms of cooperation, based on a mutual interest and on less concessionary
~terms, SIDA was not the best tool. This new form of “broader” cooperation emerged with the three
couniries that were considered teo rich to remain program countrics” and a group of countries, mainly oil-
exporting, with whom Sweden wanted to develop scientific, industrial and commercial relations'®, After
a few years of detining this cooperation, it beccame institutionalized in the Commission [or International
Techmical and Economic Cooperation, BITS. Also the birth of Swedfund and SAREC with their
respective focus on industrial and research cooperation can be referred to this category, where the creation
of new institutions in Swedish -development cooperation contributed to undermining the formal
concentration policy. Through these agencies new recipient countries were introduced, but the assistance
to these new countries was also directed 10 non-traditional SIDA seciors,

The third cxplanation is the emergence of new issues, sometimes conceptualized as new objectives or a
re-focus of existing ones, sometimes as important, cross-cutting policy issues. In this category falls gender
equality, environmental concern (whereby the Sahel countries were introduced), human rights, HIV/
AIDS, energy conservation and so forth.

Each one of these factors — the international political ambitions, the emergence of new institutions and of
new issues — has diversificd the aid pattern in its particudar way, in fact, to an extent where “diversity”
beeame a word of honor [or the Government s policy on international development cooperation''. Despite
this development, Parliament recontirmed in 1990 that “the main part of the Swedish cooperation should
also in the fulure be concentrated to a limited number of poor partner countries™.

7 Swedish Development Aid in Perspective, p. 70.

¥ New program countries during this period were Botswana, Lesotho, Swaziland, Vietnam, Laos,
Angola, Cape Verde, Guinea-Bissan, Mozambique.

® Tunisia, Cuba and Pakistan.

" Algeny, Trag, Nigeria; Egypt, Libya and others .

" Government’s Budget Bill 1988/89.
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1.4 Effects on the aid administration

Tt probably holds true that the determining factor [or the workload of the aid agencies is the extent and
orientation of their portfolio of projects and programs, not the number of countries and sectors per se. The
core of each agency’s operational activities is the assessment of project and programs, the design of the
Swedish support, the contracting of resources for implementation and the monitoring of the
implementation. While new countries and issues demand an initial investment in new knowledge, it is the
production of project and program support thal uses the bulk of the staff and management resources. Every
support activity, be it limited or lurge in time or volume, follows a more or less identical project cycle
format, from project idea formulation to evaluation and final report'?. For this very reason itis of interest

to see to what extent the diversification into new countries and sectors had an impact on the number of -

projects.

Table 7 below shows the rapid increase in the number of projects in the bilateral cooperation that has taken
place, and that the number has increased rather evenly on all continents. The dramatic growth from 1988/
89 to 1994/95 may be an exaggeration due to the difficulty ol defining a “project” in the databases. Still,
it is probably a good indicator of the effect that the creation of new agencies, the revitalization of the
democratization goal and the introduction of the environmental goal, especially in SIDA’s case, had on
the overall stock of projects.

Table 7 The growth of the project stock in Sweden’s bilateral assistance
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'2 A SIDA review in 1993 found that the financial volume of a project is not correlated to the use of administrative
resources, The character of the project (policy formulation/institution building as opposed to project
implementalion) and the use of Swedish resources (consultancy services/procurement of goods as opposed to
local cost financing} are the main determining factors (Oversyn av SIDA, 1993).
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The estimation below of the number of projects differs from other calculations. The review in 1993
already referred to estimates that STDA was engaged in 118 programs, ol which 65 were in scctors detfined
as concentration sectors. The delinition of a program was here equal to an entire sector Supporl program,
and thus represented a substantial under-estimation of the number of projects as calculated in table 7, even
when the calculation was limited to the program countries (a sector program may contain 5 — 15 distinct
projects, each one needing planning and monitoring)."

A'SIDA in-house calculation of “all active projects” in March 1995 found that SIDA was crl.gduttd inl287
projects, once again calculating a sector program as a “project”.

The growth pattern is largely similar for all agencies, which is confirmed by table 8 below. Tt should be
noted here that the data for SAREC only cover 1987/88 und 1994/95 and for SwedeCorp only the stock
during 1994/95 is included.

Table 8: The growth of the project stock per organization
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While it seems that BITS has been able to cope with this cxpansion', SIDA has repeatedly cautioned that
the quality of aid would sulfer unless more staff resources were granted 1o meet this expansion. The other
institutions {SwedeCorp, SAREC) have not developed project pm‘tfo] 1os of the size where the
administrative resources have became a constraint.

" I is virtually impossible 10 use SIDA’s datzbase to select “project support”. The datubase does not discriminate
between development projects in sector progrums in the countries and, for instance, preparatory consultancy
studies, censulting services (to a project), field positions for gender issues ete. The comparisons over the years
are therefore not accurate, but the trends are most likely 10 be correct.

" In a recent booklet, the Tutheran work ethics of BITS arc particularly commemorated {“BITS 16 ar i bistindet™).
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The growth of the number of projects in SIDA s portfolio has provoked a redefinition of the concentration
policy. The founding mothers and fathers of Swedish aid and of the concentralion policy feared that a
diversification into too many countries and sectors would limit the effectiveness and efficiency of the aid.
Now one can see that the diversification that has taken place has resulted in a severe strain on SIDA s
administrative resources, and that it has become the main rationale for S1IDA s demand for and reviews of
the concentration policy, especially as regards the number of partner countries. While concentration
initially was justified with regard to the usefulness of Swedish aid resources (its output and impact), it has
gradually come to motivate requests by SIDA 10 ease the administrative burden of the cooperation.

There are also other reasons for the differences between SIDA and the other agencies. SIDA s partner
countries belong to the poorest, those with least absorptive capacity, which require more involvement in
planning and monitoring and, hence, loeng term technical assistance. Another reason is that SIDA is
expected to focus on poverty reduction through broader and more long term scctor programs,
Consequently SIDA s work seems to be more labor-intensive in spending relalively more lime on
assessments and, certainly, on menitoring of the support 1o projects anl programs. SIDA has also spent
much more time on country and sector analyses and generul research work in aid issues than the other
agencies.

BITS has intentionally pursued a policy of non-concentration to sectors, and of considering a part-
financing of a contract between institulions, companics cte. whenever a “mutual intercst” has been
identified by the partners themselves. The main thrust in BITS s operations has been to ensure that the
capacity of the partners involved is adequate and that the expected development impact of the cooperation
is in line with Swedish development goals. rather than to take part in the detailed design of the project or
monitor its implementation. BITS has also been granted [resh stall resources, although limited in volume,
to meet the increasing demand for its services.

SwedeCorp has used a bottom-up approach in its project identification. This has also led to a project
portfolio which is largely defined by a joint interest between pariners in Sweden and -the recipient
countries in promoting commercial projects in the recipient country. Both BITS and SwedeCorp have
been encouraged by the Swedish Government, through their board of directors, to promote cooperation
with new countries. SAREC s approach in its bilateral and international programs has also been explicitly
anchored in national or international research institutions.

With the benefit of hindsight one must also bear in mind that the expansion from six main and 15 other
recipient countries 10 30 main and 80 other countries, from a fcw to most sectors, and from a limited
project portfolio to a situation where it is ditficult even to define the portfolio, would not have taken place
if the financial resources had not been provided.

1.5 Conclusions

The discussion so far indicates three main conclusions on the theoretical and practical application of the
principle of concentration on the globat fevel:
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The next chapter will focus on how concentration has been applied in the cooperation with six countries
and the lessons that can be learned from it.

2.  LESSONS FROM SIX COUNTRIES

This chapter contains a discussion of the guidelines and directives given by the Government regarding the
cooperation with China, Guinea-Bissau, India, Nicaragua, Tunisia and Zimbabwe. The purpose is to study
how the concentration policy has been pronouhced in each case, to what extent the policy has been
implemented in terms of allocation of resources to “*concentration sectors”, and how the policy may have
inlluenced the results of the cooperation.

A more thorough description of the cooperation with each of the countries, including statistical abstracts,
is enclosed as appendices | and 2.

2.1 Sector concentration in practice

It was not until the mid 1980s that the Government in the Budget Bills started 1o state explicitly which of
the Swedish development cooperation goals should be given priority in the cooperation with each of the
program countries. In the 1984/85 Bill it was emphasized that “the goals should be specitfied in the country
program for each individual country. These (the country programs) should explain the major trends in the
development and which sectors (o support.”™

SIDA had already, in a review of the concentration pelicy in 1980, defined concentration sectors in each
of the countries. A similar review was undertaken in 1985, The Governmental guidelines regarding the
sector concentration — and other issues — have largely been expressed through the budget dialogue
between SIDA and - to a lesser extent — the other agencies. The governmental instruments for
management of and coordination between the aid agencies were the subject of an official inquiry in 19939,

The chart below is a summary of the sector concentration policy, how it was expressed in cach of the six
countries and whether it was actually implemented in the cooperation. The horizontal axis indicatcs
whether an official policy of sector concentration has been declared in the cooperation with the six

* Landdversyn 80 (“Country review [980°7), SIDA 1980.
'8 Styrnings- och samarbetsformer i bistindet, SOU 1993:1.
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countrics. The vertical axis shows the extent to which Lthe cooperation in reality has been characterized by
sector concentration. The understanding of the concept of concenlration in the table is that cooperation
aiming at or comprising activities in less than three sectors is regarded as concentrated (in SIDA s
terminology “concentration’” seems partly to indicate sectors where a long term cooperation is envisaged;
the number of concentration scctors have amounted to five or more in a few countries).

The figure includes actual shifts that may have taken placc in the policy or in the actual sector
concentration in the course of the cooperation. The shifts are marked by an arrow between situation 1 and
2 respectively'”.
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It is interesting (o note that the number of countries subject to an official policy of sector concentration.
(our interpretation) is the same before and after policy shifts took place (first India, Nicaragua and
Zimbabwe, then China, Guinca-Bissau and Nicaragua). The actnal sector concentration where there is a
policy of concentration has decreased from 3 to 1(first India, Nicaragua and Zimbabwe, then Guinea-
Bissau as can be seen in the yes-yes-combination). It can also be observed that the number of countries in
the ne actual concentration fields has increased from 2 to 4. Although the number of countries studied 13
very small, the changes still indicate that the rate of scctor concentration has also fallen in the countries
wilh which Sweden has entered into long term cooperation. '

Aparl from these general trends the pattern is very scattered, which suggests that the explanations for the
changes are different in each one of the countrics. In fact, five different combinations of change can be
observed.

2.2 Five different patterns

1. From a policy of concentration and actual concentration to the opposite (from yes-yes lo no-no)

India and Zimbabwe belong to this category. In the case of India the cooperation in the early 1970s was
effectively concentrated on an import fflnancillg program and a few projects in the lield of family planning
and (orestry. Swedish political concern for the widespread poverty in India and the weak achicvement of
the goals related to the import support program contributed to a change of policy at the end of the 1970s.
An increase in project based assistance in the social scctors (health, water, social forestry) was carried out
over the years, resulting in better targeting but also in a larger number of small projects in several sectors.

'" The policy shifls refer 1o changes in policy statements in the Government’s Budget Bills.
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Seen over a period of thirty years, the Swedish assistance gradually became more tied and project-
oriented. Energy production was added in the early 1980s and later grew to substitute-the old import
support altogether, At the outset the Indo-Swedish program was not concentrated through a declared
Government policy. India s creditworthiness and need for industrial inpuls made a lending program the
appropriate assistance form but it was more a policy by defauit than by intent. The subsequent change of
the program composition represented a deliberate step to achieve a better targeting of the poor. This goal
was given priority over existing administrative umbitions to concentrate.

A complicating factor was the large country financial frame which under the import support program was
easy to handle, as the Indian ability to utilize the funds was well developed. With project support, which
took more time to plan and implement, a huge balance of unused funds was accumulated. This put pressurc
on planners to find fast disbursing projects and the time tor preparation and field-testing ol new ideas
became too short. '

As for Zimbabwe, there was initially a clear policy of concentration (0 rural health and education and
import support, partly tied to procurement in Sweden. These sectors were selected with reference (o the
gouls of “social and economic equality”™ and of “economic and political independence™ from South Africa.
There were also early expectations that the cooperation could soon be transformed into more commercial
forms. The relatively strong private industrial sector in Zimbabwe would be the vehicle for this.

A part of the financial allocation was subsequently reserved for a personnel and consultancy fund,
whereby Swedish technical assistance was provided for invesiment studics and other forms of expertise.
The economic potential of Zimbabwe motivated BITS 1o grant concessionary credits, and Swedfund came
to regard Zimbabwe as a possible major partner. Also SAREC s research cooperation with Zimbabwe
‘grew steadily. All this, naturally, led to an increased diversification of the support.

However, the expectations of rapid social and economic development in Zimbabwe were not met. One of
the more difficult national issues was the transformation of a basically totally white —and non-cooperative
— public sector to a sector more in tune with the new government policy. SIDA was approached at an early
slage by the Zimbabwe government o assist in these endeavors. Following Zimbabwe s public sector
reform and policy of decentralization in 1984/85, a SIDA sector program was launched to support the
enhancernent of the public administration. During the same period the consultancy (und had. among other
things, been used to develop a roads master plan, and the transport sector became a new sector of
cooperation in 1986.

This broadening of the support to new sectors was reflected in the concentration decision of 1986, which
mentions these five sector as “concentration” sectors. Following the introduction of technical assistance
through BITS the cooperation expanded further, and Zimbabwe became one of the recipient countries in
which all of the Swedish aid agencies were very active. This led to concern about the lack of coordination,
and the cooperation with Zimbabwe was subjéct to a critical casc study on coordination in the above
mentioned official inquiry.

Tn sum, the initial scctor concentration was — implicitly - abandoned in 1985, The main reason was that
Zimbabwe requested support to new sectors, and there were no constraints, financial or technical, against
this.

2, A policy of concentration maintained, but less actual concentration (from yes-yes to yes-no)

Initially the cooperation with Nicaragua was expected to have (he same potential as that with Zimbabwe.
Aftera few years of emergency and imporl suppoct (o cater lor the social and economic convulsions during
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the transition from Somoza to Sandinista rule, there was a belicf that industrial and commercial relations
between Nicaragua and Sweden would grow, '

The Government declared in 1985 that the cooperation should be “directed at economic growth and

national independence through the mining and forest indusiry”, These two sectors plus import support

were declared concentration sectors by SIDA in the 1986 review. However, a deterioration both of the
security situation, due to increased armed aggression, and of the macroeconomic conditions effectively
destroyed the conditions for productive investments in Nicaragua.

The democratic elections in 1990 led to a new agenda for the development cooperation with Nicaragua.
Following the national privatization of public corparations the support to the national mining corporation
became largely obsolete, and also the support to the forestry sector changed focus to institutional and
environmental aspects. Lmport support and energy development became new concentration sectors, but
support has also been granted to the social sectors — mainly health -, forestry, public administration and
democratization.

In view of the greal changes in thec cooperation with Nicaragua, it is evident that long term development
cooperation to a few concentration sectors is a useless tool to ensure ellicicncy of the cooperation in
countries undergoing rapid political and economic change .

3. From a policy of non-concentration and no actual concentration to the opposite (from no-noe to
yes-yes)

The cooperation with Guinea-Bissau has undergone a substantial change since its inception at
independence in 1975. A widespread import program, inherited from the commaodity support to the
liberation movement PATGC, had to be partly transformed to project support in a number of sectors, due
to a limited capacity for managing the commodity support. Consequently, the SIDA revicew on
concentration in 1980 indicated that no less than six sectors were to be concentration sectors.

However, expericnee also showed that the cooperation tended to favor the urban rather than the rural
economy, and therefore a gradual reorientation of the support to the rural sector was recommended in that
review. This policy was realized during the mid 1980s, and recontirmed by the SIDA review in 1986. The
_cooperation was concentrated to three sectors: agriculture (especially), education and import support.

Throughout the period the Government indicated that the overriding goal for the coopération with Guinea-
Bissau should emphasize economic growth and social development. An evaluation by SASDA in 1994
found that very little economic growth had materialized in Guinea-Bissau, and it was furthermore
concluded that “the growth objective is too vaguely defined to make possible a definite conclusion of the
effectiveness of the Swedish aid to the country”. Institutional and policy deficiencies were mentioned as
the main factors behind the weak development.

The cooperation with Guinea-Bissau shows that concentration on rural poverty reduction —no matter how
well motivated it is — cannot be an effective tool as long as the cconomic and institutional framework is
weak and gives little support to development. A more diversified policy, in combination with support to
establish a betler policy and institutional environment, would probably have produced more tangible
results.
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4. From apolicy of non-concentration and no actual concentration to actual concentration (from no-
no to no-yes)

Tunisia was one of the first long term partners in Swedish development cooperation — ene of the initial
group of six countries. Tunisia also became a program country when this form of coeperation was
introduced in 1972, although not without debate due to the country s relative prosperity compared to most
of the other program countrics. During the period between 1963 and 1975 the cooperation expanded
rapidly from an integrated support to a small fishing village in the Cap Bon peninsula to a well-spread and
reasonably well-managed support in the production, infrastructure and social sectors. There was no policy
on concentration in the cooperation. Tunisia could absorb the development assistance, and the main
constraints were to be found on the donor side. SIDA also nsed funds-in-trust arrangements with UN
agencics to overcome the administrative constraints.

In 1976, Parliament decided to change the cooperation into less concessional forms, and concessionary
credits and technical assistance through BITS became the mainstay of the cooperation {rom 198(0. As
mentioned in chapter I, BITS did not communicate any policy message tavoring sector concentration, but
rather wanted to encourage cooperation where there wére mutual interests. There were of course
consultations between the Tunisian government and BITS on various projects, but the new terms of
cooperation — cost-sharing and commercial or institutional joint interests — became the motor of the
cooperation. Since then most of the cooperation has in fact become concentrated to two of the former
SIDA sectors: telecommunications and sewage water treatment.

The bottom up approach. i.¢. when mutual interests at micro/project level define the cooperation, can thus
lead 1o increased concentration in the cooperation even when this is nol encouraged — but rather
discouraged — by the donor s official policy. '

5. From a policy of nan-concentration and actual cancentration to a policy of concentration and no
actual concentration (from no-yes to yes-noe)

The cooperation with China started on a small scale at the'beginning of the 1980s with no limitation to
particular sectors. The Swedish Government and BITS deliberately left the program to find its own
composition, depending in the first place on the interest of the Swedish partners and the Chinese in
utilizing resources from Sweden. Concesstonary lending became an important part of the program. The
dircction of the lending operations always depended on whether Swedish companies were interesied in
bidding lor them and whether the bids were selected as competitive. As Tor lechnical assistance, the
quality of the project, reliable and interested contracting parties, and a feeling for what was appropriate for
Swedish assistance, guided the selection of projects.

The assistance to China was frozen in June 1989 after the purge of the demonstrators in Beijing. The freeze
continued until April 1991 when lending was resumed on a limited basis. In May 1992, the Swedish
Government for the first time took an official decision on the future direction of the cooperation with
China. Il was o be limited to the environment, democracy and projects in the social sector. After strong
objections from the BITS board, the Government opened the program once again for telecommunications
and energy. Later other sectors have been added.
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2.3 Conclusions

The experiences of the six case studies can be summarized as follows:

3. LESSONS FROM BUSINESS AND MANAGEMENT SCHOOLS

The discussion in this chapter is an attempt to apply current thinking in business and management schools
to the discussion on concentration. It must be made very clear that these ideas and theories are developed
to answer a qualitatively different question than Sida s discussion on effectiveness and efficiency: how to
create a strafegic advaniage that will help profitability to be maintaaned or improved under competition!.

Still, there are similar concerns in the sense that business ventures and public organizations, such as Sida,
share the interest of a continuous review and improvement of the management syslems so as to ensure a
good use of their financial and human resources. There may thus be something to learn from the
contemporary literature on business strategies'®,

™ This section is hased on writings by T. Peters & R, Waterman, M. Li. Porter, 1. Mintzberg, MacKinsey. Boston.

Consulting Group, 13, Karlaf, L. Bengtsson & P. H. Skiirvad.
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3.1 From long term planning to strategic management

Relevance for Sida:

Who would have said, in 1985 or even as lale as in 1990, that almost 20 % of Sweden s total assistance
would go to Eurepe at the same time as Africa s share would decrease from 41 % to 28 %7 And who would
in 1980 have predicted that Sweden in 1993 would have 25 partner countrics receiving more than SEK 50
million each when, in fact, the entire ambition was to reduce the number of countries [rom 17 to around
10? These simple facts demonstrate that forecasts of long term patterns and trends can provide only
limitcd guidance for strategic decisions on the best composition and orientation of future work programs.

The six country case studies give a similar messagc. Macrocconomic shocks, political changes,
deterioraling human rights situations and other cmergencies and cvents that are difficult to forecast create
a need for considerable changes of the program over time in a given country. These changes will
sometimes affect the project, program and sector environment more than the capacity for project planning
and management (these are referred to as “external factors™ in LFA terms). This conclusion does not
eliminate the need for a long term perspective in the cooperation with regard to the choice of concentration
sectors. Whatit means is that the must be an awareness that the premises for the decision on concetitration
may change and henee that Sida and the partner countries must be alert enough to update the cooperation
program when such changes oceur.

Lessons for Sida: Strategic management should combine a bottom-up approach, on support to projects and
components that perform well — on their own or under a sector umbrella — and a macro-analysis as part of
a country strategy process regarding which sectors or areas to support. With this view support to non-
performing projects should be discontinued, regardless of their high theoretical development impact
(unless they can be reformulated so as to improve performance). Strategic management could also imply
greater caution in starting full scale cooperation in certain sectors, and (o rely more on the performance of
individual projects before the necessary conditions for successful cooperation at sector level have been
established. Sector program support should [irst be directed to build the necessary policy and institutional
platform through concrete projects.

The annual sector reviews should focus even mote than today on the results {outputs, effects, impact) of
the program, and the reasons for deviations - positive and ncgative — in expected results. Necessary
modilications (o improve the rate of elfectiveness and efficicney should be negatiated without delay. This
would [urthermore make it easier to redistribute resources from slow performing projects to those which
do better, The system of result oriented annual reviews, based on the LFA framework, could then become
the toundation of Sida s system for quality assurance.
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Relevance for Sida.

The beliet of early vears that concentration to a handtul ot sectors would ensure effective and efficient
development cooperation has been overtaken by events. The new Sida has a great variety of projects and
is active in many sectors, although the profile differs a lot between difterent partner countries. One part
of the diversification originated in the rapid growth of the aid appropriations in the 1970s. Another part
camc from the expansion into “broader™ cooperation,

Another explanation is that the issue of development turned out to be more complex than just adding
resources to modernize industry and infrastructure, and to help control population growth. Yet, it may be
time again to rethink to what extent Swedish comparativ advantages should guide the allocation of
Swedish aid to various sectors. This is not a controversial issue in the more advanced developing
countries, where the terms of the cooperation arc driven by a mutual intcrest to get a Swedish company
or an inslitution to become engaged in comimercial or institutional activities. But the question is if Swedish
comparative advantages should also guide the assistance to the poorer countries to a greater extent than
it does today?

Lesson for Sida: What would an agenda for “Back to Basics™ meun for Sida?

3.3 Portfolio vs. business strategies

Relevance for Sida:

The reason why Sida is in business is largely undisputed. But being recently formed as a “group company”

would call for a discussion of each departiment s business strategy and, certuinly, of the overall portfolio

strategy of the “group™ and of cach department. These strategies must, of course, be compatible at country

level, As ¢ matter of fact. the 2015-project can he regarded as the first step in developing a portfolio
stralegy for Sida, ‘
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This discussion must be closely related to the use of country and sector strategies. Both strategies express
policics and intentions. To become operational, they must serve as guidelines for identification of support
to projects and programs in order to accomplish precisely the development impact expressed in the
strategies. Portfolio management fills the operational gap betwcen the strategies and the follow-up by
focusing on how projects and programs should be designed and monitored to increase the probability of
effective and efficient implementation.

In Sida, the application of a portfolio concept should be built on the actual and intended production (=
appraisal, negotiation and monitoring) of the different forms of support (to projects, sector programs,
general programs). The application requires access to and classification of projects and programs with
reference to their expected and actual performance. The projects and programs should be summarized in
a country portfolio (particularly in countries where the cooperation is managed and monitored through
country programs), in a sector porifelio (at least one per sector stralegy) and, why not, in a department
portfolio, -

What is a portfolio?

A country porifolio is not synonymous with the sector programs in a given country, but a
classification of all projects supported in a given country. For practical reasons itis suitable to group
projects under a sector program together as one program. A concentration of the support to
activities and projects in a certain sector program or in a few sector programs implies, of coursc, that
Sida s portfolio in the country is weighted at that sector, be it poverty reduction, commercial
development or macro-stabilization.

A sector portfolio includes all the projects, with their special features, in that particular sector in all
the countries; i.e. one could talk of Sida s portfolio in e.g. primary health.

Similarly, a depariment portfolio is a summary of the projects that the department is involved in; i.¢. one
could then talk of INEC s or DESO portfolio, which is a summary and classification of all the projects and
programs under the supervision of the respective department,

Portfolio management does not stop al the identification of certain portfolios, but includes also an active
identification and monitoring of projects and programs which are expected to perform well (or better than
the alternatives) in relation to the development ohjectives defined for each partner country.

Does porifolio management challenge recipient country ownership?

In Sida terms portfolio management should be scen as Sida s contribution to the recipient s
responsibility for project cycle management. Portfolio management says that Sida also has a stake,
although more altruistic than commercial, in the development projects and programs that Sweden
supports, and that Sida has its responsibility to make sure that the projects deliver both short term
and tangible results and development impact.

Where the in-house responsibility for portfolio management is to be exercised, Sida s general
policy on decentralization and delegation should be followed.
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The composition of the country portfolio should reflect Sida s (and the recipient country s) assessment of
“risk and return” (probability of failure and achievement of objectives, respectively) in the cooperation
_program. The risk assessment may involve factors such as: '

» political risk (political and economic stability),
-« environmental risk and

« instifutional/commercial risk (institutional capacity, ownership, capacity for cost-sharing).

The assessment of the expected “return™ is based on the logical project structure (according to ILFA) and
the expected results, impact and cost-effectiveness of the project.

Somelimes it may be motivated by vital policy directives to cstablish a country portfolio which carries
relatively more risk for failure (relatively more “up-hill projects and programs” than in other portfolios —
for definition see below chapter 4) . The arguments for this should then be presented in the country
program. :

Based on the various portfolios a number ol issues could be raised. Should Sida for instance try to establish
synergetic country portfolios {mutually supporting projects and sector programs) or is a diversified
portfolio to preferable in a given country? ls it possible — or desirable — to continue o operate in one
country in the same manner as before Sida was formed, i.e. with different approaches 1o the size and scope
of the cooperation depending on the sector and the respective department s sector strategy? These and
other issues should make an important part of the country strategy process [or each long term cooperation
partner. |

Lessons for Sida: There are, at least, two main areas for application of the portfolio concepl in Sida: the
country portfolio expressing the composition of the cooperation al country level, and the sector portfolio,
which describes the present stock of projects in a Stda sector {(education, health, private sector
development, forestry). The portfolio carries more information on the project and programs than the
present list of projects, especially as regards the factors that determine “risk and rctum” (see more in
chapter 4 helow). The compaosition of both kinds of portfolios emanate from the country and sector
strategies respectively, and are updated through project and program appraisaks and through annual and
in-depth reviews, heing part of and providing feed-back for continuous portfolio management. Full
application of portfolio munagement thus involves definition of performance criteria for project and

- program selection and project monitoring according to a methodology that aims at ensuring good results
and impacl with regard to the risks involved.

The present data base does not easily producce information on Sida s project portfolio, which makes these
analyses difficult to conduct. Thesc issues will be addressed in chapter 4 below.

3.4 Corporate culture and shared values

Relevance for Sida:

SIDA and SAREC have had a common feature in showing great empathy in their daily work. The staff in
these lwo donor organizations are far from being hard-nosed, bankers, striving primarily to ensure
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financial viability in the projects. The resultant organizational culture has been characterized by an
alertness to assist in defining problems and in finding creative ways to finance even “non-bankable”
projects, and by looking at processes rather than at projects and tangible results. When a request for
support 1s proposed to a staff member, the response would in many cases be a gentle — *yes, let s see if we
can take it” — rathcr than a flat or even cautious “ne” with reference 1o current strategics on concentration
or other formal practices. But it must alse be acknowledged that even when SIDA has taken a tough
attilude against further diversification, there may be strong political and commercial pressures to persuadce
SIDA to include new projects or continue supporting projects that were to be phased out.

The cultures of BITS and SwedeCorp arc more commercial, more focused on delivery of short term and
tangible results, although yet with cmpathy. Both organizations also require some kind of local cost-
sharing and contracting of Swedish companies and institutions. Both organizations have beenina process
of establishing themselves “in the market”, finding their segment in relation o SIDA s, Although the
“products™ have been comparatively well-defined, the need to market them has created an openness and
an attentiveness to new clients and countries. Both organizations have sent marketing delegations abroad
— and received such delegations from abroad — to explain their respective missions and to describe how
to apply for funds Mrom them,

The two predominant cultures — empathy and marketing ambitions — converge in one important point; an
inherent positive attitude to ideas and proposals of cooperation from existing or potential partner
countries. All the four organizations have established a contact network which provides them with a stable
flow of such proposals and requests. The extensive network in combination with the positive
organizational cultures define the environment in which a strategy on portfolic management is to be
developed. '

Lessons for Sida: The new organization will have to learn how to say a polite no rather than a hesitant yes
it any policy and strategy on portfolio management, aiming at balance between the rather fixed
administrative resources and operations, is to survive the date of its decision. Dcfining — in advance —
clearer exit points for the Swedish support with the use of performance indicators will support such a
process.

3.5 Conclusions

With due respect for the differences between Sida s and commercial companies business environment, the
experiences of the latter seem to provide some guidance for Sida:
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4. CORNERSTONES IN A MODEL FOR PROGRAM
CONCENTRATION

4.1 Three critical features

When working towards & model for achieving more focused programs, attention must be paid to three
critical [eatures that need (o be accommeodated by the model.

1. The main conclusion in chapter 1 was that endeavors towards concentration could not cope with the
strong driving forces in Swedish development cooperation:

* the policy for international development cooperation and solidarity,
* the emergence of new aid agencies, and

* new issues on the international agenda.

One of these forces has now been brought under control: since [ July 1993 there has only been one agency
for development cooperation. As for the other two, there 15 no indication that Sweden intends to change
its active development cooperation policy, nor is there reason (o believe that the agenda for international
development has been set for good. A new policy on reducing the number of projects and programs must
bear this in mind, and the model to be constructed must be able to handle these driving forces. For the same.
reason, policies that aim at reducing the project portfolio by setting barriers around the number of partner
countries and sectors of cooperation in each country will not succeed.

The inherent driving forces will soon break through these barriers, and there will be no vehicle for the
automatic phasing out of support (o sectors or partner countries when new sectors or countries are
introduced.
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2. Concentration has ne intrinsic value. Sida s main task is to difect the resources te projects and programs
that maximize the development impact as expressed by Swedish goals. Nothing says that this would he
best accomplished by putting all eggs in a few baskets: be il in one or (wo countries or in one or (wo
predetermined sectors in a number of countries:

It is a trivial statement that the development conditions of each country are unique. The mechanisms of
resource allocation must be able to direct the resources to areas or needs that are vital for the development
in each recipient country, at the same tme as they arc in line with Swedish development goals and
resources and, not least, achieve results and impact in support hereof.

Thus, concentration or focused policies would start with a déﬁnirion of these areas and needs and an
intervention with Swedish resources in them with the best possible combination of the instruments that
Sida has ar its disposal: policy advice, various forms of financial and technical assistance, well defined
project support or broader more long term sector program support, and so forth. Focused country
strategies should be a vehicle suitable for these considerations. In the light of the conclusions in chapter
3 on strategic management, it is important that the country strategics combine the long term perspective
with ability to manguver in the short term.

3. Concentration should thus start from the demand side: how can Swedish assistance be used effectively
and efficiently in the process of development? Yet, the administrative capacity of the aid organization is
a constraint to the number of development interventions that Sida can make. But this constraint is not
static; it depends to a great extent on the character of the project and program portfolio. The more-risk
prone the pertfolio management is, the more administrative resources (staff hours. direct costs) must be
spent on assessment and monitoring, and consequently the smaller the number of projects which can be
supported with given resources. The other side of the coin is that the less risks are involved, the larger the
portfolio can be and the more development impact can — probably — be gencrated.

Onc practical Sida problem in coming to grips with this issue is the present project database. It was
mentioned in chapter 3 that it is almost impossible to get comprehensive information on the project stock.
And itis definitely not possible to get access to information that sheds light on the composition of the stock
in respect of the risk scenario, Such information is necessary for discussion by the management on the
optimal way of using administrative resources. Below is an attempt to construct a model which would
contribute to such a discusston.

4.2 Project and program structure (portfolio)

The classification matrix

In Sida s policy on Sector Programme Support a number of criteria were identified. to be used when
asscssing the suitability of such sector programs, The criteria referred to the planning and imp]eméntali on
capacity of scctor instilulions, to the general socio-economic environment, not least the requirements for
macro-stability, and the level of donor coordination. The capacity of sector institutions in plarning and
implementation represents a fundamental risk factor to be assessed not only in sector program support but
in project support in general. Tn fact, the criteria used can be further broken down into characteristics of
the sector environment (policy support, comprehensive national strategy, commitment) and the capacity
of sector institutions fo actually implement and marnage activities in the sector.

Below is a matrix that defines the composition of Sida s preject portfolio. The matrix has the scctor
environment in terms of policies and strategies along one axis and the capacity to manage and monitor
implementation along the other axis. (When the matrix is used for classification of general program
support, the “sector’” environment should be understood as the macro-economic cnvironment.)

-~
-
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It should be made clear that that the two axes arc not neccssarily uncorrelated: the implementation
capacity may be facilitated by an adequate sector policy and a strong political commitment, but the
bppositc also holds true: it doesn t matter how good the capacity is for project management as long as the
policy is inadequate, and further, even the best policy and strategy will be useless unless there is adequate
management capacity at the implementing imstitutions to transform the policy into action.

In the model, the sector environment is characterized as “supportive” and “not supportive™ depending on
the degree to which there is

* g national policy lor the scotor s dévelopment,

» g comprehensive strategy in terms of administrative and financial resources to implement it, and

* 4 demonstraled ownership in terms of national, political commitment to the program/project
{(demand-driven).

The capacity of sector institutions is rated as “high” and “low™ respectively depending on the degree to
which there is

* aprogram or project document with clear objectives for implementation, and

* implementing institutions with capacity for project management (personal commitment as opposed
to political commitment), especially in terms of financial management and procurement.

Sector environment

Not supportive Supportive
High 3 1
Capacity lor
implementation
Low 4 2

-The four fields of the matrix describe four different project environments:

— Field 1: here arc projects and programs which operate in a well planned environment with clear
priorities, often characterized as “enabling”. There is a strong national ownership rendering high priority
for implementation. In this category one is likely to find projects that do well without great Sida

involvement in assessment and monitoring. The risk of institutional failure is low. In project management .

vocabulary these are known as flyers. The partner institutions are able to define the kind of technical and
financial assistance they need to improve their performance, but they do not need fundamental policy
advice or help to develop their general managerial or institutional capacity. Tn short, there is a strong
ownership of the project or program both at the political and implementing level., However, project
management, for instance in the construction of a power station or other specialized transfer of know-how,
could be included in this project environment.
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Many of the former BITS s projects and also some SwedeCorp projects belong to this category. One part
of the cxplanation is that the general seclor conditions are oflen “enabling™ in these agencies partner
countries. But since the perspective used in the classification model in most cases refers to the sector
environment and institutions, not the entire country (exception: general program support), it is quite
possible to find flyers also in the program countries, for example energy projects in Tndia,
telecommunications development in Mozambique, support to education in Sri Lanka etc. Most SAREC
bilateral projects and many of Sida s “special programs” probably belong (o this category.

— Field 2: projects and programs in this category enjoy a reasonably stable policy environment, hut they
need technical assistance 1o be successfully implemented. The technical assistance component is not
limited to project management, but to the development of various forms of management information
systems in planning, programming, budgeting, human and material resource administration and other
administrative systems, Projects in this category are accordingly capacityv-builders, and they must include
activitics for improving institutional and management capacity.

There are anumber of such Sida projects and” | Rograms, in public administration but also in other seclors:
health in Kenya and Zambia, fishing investigations in Angola, population in Bangladesh, water in
Tanzania, district development in Botswana ctc. Such programs require time bath lor preparation
{appraisal ol program documents), contracting of long term consultants and general monitoring.
Coordination with other donors should be sought in the establishment of entire sector programs; in this
manner the technical assistance in capacity building could also be shared and harmonized.

— Field 3: projects in this category are often difficult. The pelicy environment is not supportive, and
sometimes in conflict with the project and program objectives. It 1s therelore not possible to support
development projects downstreuam, without resources being directed to policy dialogue and development.
A part of the technical assistance must often be used to ensure that the agreed ohjectives are respected
during planning and implementation. Projects in this category could be referred to as projects which lack
a national driver. Here again, it is important to seek donor coordination around sector policies.and in
developing sector program support with a focus on policy and strategy development and commitment.

Examples of programs in this catcgory are the rural development and employment program in
Bangladesh, part of the health and fishery program in Angola, social forestry in Indiaetc. The crux of some
of these programs is that the development needs are obvious, but it is impossible to ensure a rational use
of funds under the existing (deficient) policy. These projects therefore tend to use a great deal of
managerial resources at headquarters (and may also be the subject of media concern).

— Field 4: in this category are the real uphill projects. They are often found in the rural and social sectors
in the poorest countries. Projects and programs in this category need a very long term approach, following
the full Logical Framework Approach Format. 1t would imply application of a risk-prone management if
Sida became generally engaged in programs in this field". Those that are taken up, encouraged by policy
directives, should be caretully assessed and monitored through strategic management. Once again, the
scctor program support approach is vital for a gradual establishment of the conditions that make a joint
recipient-donor approach possible tor more concerted actions in these sectors.

In this category one would find cducation and rural development in Guinea-Bissau, education in
Tanzania, Mozambique and Ethiopia. It would also appear that many of the projects aiming at
democratization form part of this catcgory.

1 Others would claim that projects in this ficld should be Sida’s main concern.
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Application

Basecd on the classification, portfolios at country, sector and departmental level could be established. The
main purpose would, of course, be to study the composition of the portfolios. Is there a concentration of
uphill projects in certain sectors or in certain countries? How could the country portfolio become more
focused, and which programs should then be phased out — uphill projects or flyers? Appendix 3 shows a
desk attempt to establish the country portfolios for Kenya and Nicaragua. '

The classification should also be used to define the necessary competence within Sida to manage the
various portfolios:

— the flyers need competent project administrators, experienced in project and program appraisals
(according to LEA) and contract negotiations — this can be regarded as base-line Sida competence;

— the capacity-builders also need experience in organization and management analyses — capacity to
assess whether intended instututional goals can be achieved with available managerial and
institutional resources (reliability and adequacy of budget and accounting systems, capacity for
project planning and management, capacily for procurement and maintenance of goods and
services) ;

— the no national drivers projects need the ability to conduct a dialogue in (sector) policy and strategy
formulation; this requires both technical skills in the relevant sector and understanding of policy
formulation;

— the uphill projects need # combination of policy formulators and capacity-builders; in other words,
teams of expertise rather then individual program officers, since it is unlikely to find this
combination of knowledge in one single persen. -

The in-house expertise in these areas, as well as the supply of consultants with relevant experience in the
subjcet arcas, set the limits for Sida s portfolio. Again it is evident that the larger the number of flyers, the
larger the number of projects and programs that can be handled by Sida.

The model also contains a dynamic component; the overall purpose ol the support to projects and
programs in the last three categorics above is to make them move into ficld number 1. And the more
projects that become flyers, and later on be successfully phased out of Sida s portfolio, the higher the
development impact of the whole program. - '

In addition 1o the country strategy process, where we believe that a classification of the projects and
programs according to the matrix would give the best operational feed-back, there are other areas where
the portfolio perspective would provide a basis for important analyses:

— are there too many uphill projects and catire programs, given the existing resources? In view of the
structure of the portfolio, should administrative résources be increased or shifted around?

— what s the profile of each division/department s portfolio and how does it correspond to its (sector)
strategies and actual resources and expertisc?

— where should a reduction of the portfolio start in relation to the most severely felt bottle-necks?

— what kinds of additional skills scem indispensable in relation (o the desired portfolio?
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Such information would also make the governmental budget dialogue in Sweden more constructive.
Through the classification, Sida would have a better tool to demonstrate the administrative consequences
ol the total program for developmenl cooperation, and certainly with regard to requirements for expansion
into new sectors and countries.

In order to perform such a classification, the project database must be reorganized. This process has
already started by combining the databases of the four agencies. From a classification perspective, there
are some very precise requirements for the new database:

— the database should be able to single out not only sector programs but also projects under a sector
program {there 15 no requirement to register this level in the present database}. This 1s important
since most of the sector programs in fact consist of “projects”, which need their own planning and -
monitoring, especially to allow for reallocations between projects. (Very few scctor programs are
loday (or will be) composed mainly of budget sector support.);

— every program and project should refer to the relevant project document;

— as in SwedeCorp every program and project should have a Log Frame matrix included in the
database (in larger projects the matrix should preferably be part of the project document, in smaller
projects such as democratization and the special programs a home-made matrix would doj);

— the monitoring format {date of decision, agreement, annual review, in-depth review etc.) should be
registered;

— every project should be classified in one of the four categories above (until other and better formats
are identified) and be reclassified, when necessary, following the annual review (corr.).

From the above requirements it is evident that the development of the new project database must be the
joint effort of project and program operators, LFA-specialists, statisticians and financial staff.

4.3 Conclusions

The discussion so far has shown that a formal policy on concentration to countrics and sectors has not been
sufficient as an instrument for accomplishing ctficiency and cffectivencss in the Swedish development
cooperation, The discussion has focused on ways and means to improve the management of the actual
production of support activities, not general policies and strategies. If Sida wants to pursue this
orientation, three main issues must be addressed.

Portfolio management instead of a concentration policy

Concentration should be replaced by portfolio management. The portfolio would reflect the country
strategy (when relevant) and be related to ' '

* the specific problems and issues in the country

* Swedish comparative advantages

* Sida s personnel resources

The country strategy would then be the vehicle for striking the right balance between policy directives at
country level and available in-house and external resources. There may be countries where no formal
country strategies need to be elaborated; in thesc cases the portfolio can reflect a simulated analbysis based
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on the country s or other donors analyses. Portfolio management necessitates cusy access Lo amanagement
tnformation system as the one described in section 4.2,

Portfolios should also be established for seclors and departments, since they provide information on the
balance between strategies and results as well as between commitiments and available resources.

Strategic management for results based decision-making

The need (o react to and adapt to change calls for more emphasis on « botlom-up approach in monitoring
of the support. Sida (SIDA and SwedeCorp) has, in principle, a good tool for assessing the results of the
cooperation through the Logical Framework Approach (o project planning and monitoring. A full-scale
application of LFA at all stages of the project cycle — and serving as the fundamental management
information system — would certainly facilitate a rapid and results-based allocation ol the Swedish
resources and contribute (o ensuring an cffective and efficient use ot Swedish (and national) resources.

The time dimension

The time dimension of the cooperation includes a latent conflict of interest. While, on the one hand, it is
important (o give some selected countries long term assurance of cooperation, such commitments may on
the other hand lock up resources in activities that do not perform well. Portfolio and stratcgic management
combine a long term perspective with flexibility to change the composition of the portfolio. One concrete
idea to pursue may be define more clearly the road from “concern” to “voice of discontent” to “exit”.
Clanses may be included in the project agreements which can be referred to when the project performs less
satisfactorily than expected, what the indicators of performance are and when the exit option can be used.
In other words, projects that do not perform well — that do not follow a steady path to eventually become
flyers — should be phased oul with reference to these performance criteria.

A system with indicative planning frames, rather than fixed country [rames with balance carry-overrights.
will give better flexibility in munaging the project portfolio. The risk of losing funds, if project
performance is below expectations, can be a strong driving force for improved performance.
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APPENDIX 1: CASE STUDIES_ON' SIX COUNTRIES

1. CHINA

Background

The cooperation with China started in 1979 with technical assistance through BITS. The major part of the
cooperation consisted of training courses and project studics. A scholarship program for studies and
research training in Sweden was run by the Swedish Institute and other Swedish scientific institutions. The
first linc of concessionary credits was agreed in 1983,

The policy

China is besides India the most important country for concessionary lending from Sweden. Several factors
have contributed to making China a favored partner for both technical cooperation and concessionary
credits. China has a big population, it is a low-income country, it has heen credit-worthy over the vears,
it has a large industrial base and it continues to invest heavily in infrastructure. All these factors made
China an interesting commercial partner and the country has attracted great interest from Swedish
COMPAUNICS.

The cooperation with China expanded rapidly during the 1980s. BITS and the Chinese authorities agreed
in 1984 to expand the technical cooperation and to give priority in lending to energy, industry, transport
and telecommunications.

The conditions changed, however, in June 1989 after the purge of the demonstrators in Beijing. The
technical cooperation was restricted and no new lines of credit were extended to China . The freeze
continued unti! April 1991 when the Swedish Government decided to allow BITS to resume lending on
a limited basis. A few credits were signed in the field of telecommunications and preparations went ahead
for resumed cooperation with China,

In My 1992 the {(new) Swedish Government for the first time took an official decision on the Tuture
direction of the cooperation with China. The cooperation, mainly in the form of concessionary credits, was
to focus on projects within the social sector and in the area of the environment and democracy™. These
limitations, if they had been implemenied, would have meant a complete turn around of the development
cooperation with China, which was very much oriented towards indastry and infrastructure. However, the
policy was not fully put into effect. BITS’ board made great efforts to convince the Government to

 “Regeringen beslutar att del begriinsade svenska bistindssamarbetet med Kina. bestdende av friimst u-krediter,
huvudsaklingen skall inriktas pd projekt inom miljoomradet, demokratifrimjunde insatser samt insatser inom
den sociala sekiom™.
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reconsider its restrictive standpoint. In the Budget Bill for 1992/93 the Swedish Government agreed to
include telecommunications and energy once again in the Chinese-Swedish cooperation program.

The reality

During: the period of our review, China has become the most important partner in the “broader”
cooperation. ‘

Swedish bilateral assistance to different sectors in China as a
- percentage of total Swedish assistance

Others 1
B Industry, mining & construction l
Agriculture, farest, fishery

¥ Eneray

B Transport & communication

Percentage

B Water and sanitation
B Health
Educaticn

! 1984,/85 1985,/90 - 1993,/94 ‘

; : Year '
| ‘ - ]
BITS increased its assistance rapidly during the 1980s both as regards technical cooperation, international
courses and concessionary credits. During this period the cooperation was not limited to particular sectors
but governed by the general rules, which applied to BITS® technical cooperation and concessionary
lending. It is important to nole that the volume and direction of the cooperation, in particular the
concessionary lending, has partly been determined by circumstances outside BITS control. Despite
certain priority areas, the projects to be selected were always dependent on whether Swedish companies
were interested to bid for them and on whether the bids were considered competitive.

Quality of projcets, reliable and interested contracting parties and a fecling for what was appropriate for
Swedish assistance guided the sclection of technical assistance projects. The process ol selection was
often done together with the Chinese counterpart during the annual meeting between BITS and the
Chinese authoritics. The Chinese were keen to get the network as broad as possible with many
departments involved on the Chinese side. In their perspective, a broad cooperation interface had a value
of its own.

Projects proposed by -the Chinese had to fit the Swedish resource base. The requirement for cost sharing
(local costs, accommodation, travels, ctc.) gave the necessary indication that the project had priority.
Sometimes the technical cooperation, in particular the international courses, started as a complement to
approved credits, as they opened new windows of cooperation. But on the whole, the technical
cooperation was not programmed systemalically by BITS or predetermined by Government directives, at
least not in the 1980s.

New consensus rules within the OECD, agreed in 1992, on limitation of concessional lending to projects

classificd as “commercially viable”, reduced BITS s possibilities (o extend credits to the industrial sector.

These rules did not affect Swedish cooperation with China very much as the Swedish government already
had decided to limit the lending to a few non-commercial areas.
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The Chinese-Swedish cooperation today mainly covers projects in the area of telecommunications,
energy, transport and the environment. Since the start around 150 projects have been finalized of which
90 % focused on training and studics. '

Conclusions

While BITS has tried to concentrate concessionary lending to a few areas, the technical cooperation has
been greatly diversified and covered several sectors. From the start the Swedish Government and BITS
have deliberalely left the program to find its own composition, depending in the first place on Swedish
partners and Chinese interest in utilizing resources from Sweden. The cooperation with China was never
programmed or restricted untit 1989, The Government decision of April 1992 is the first and only policy
statement on the direction of the Chinese-Swedish cooperation. The decision was a break from the earlier
cooperation, when the driving force of the cooperation was the mutual interest between partners at micro
level. The later modification of the decision must be regarded as an adaptation of the policy to the real
conditions for the cooperation.

2. GUINEA-BISSAU

Background

The government to government cooperation between Sweden and Guinga-Bissau was initiated in 1975.
[t had then been preceded by substantial Swedish commaodity support 1o PAIGC, the liberation movement
that scized power after independence. The first years of cooperation continued along the same path.
although with a clearer orientation of the import support for development purposcs of certain sectors
(telecommunications, energy, education, health, agriculture). A program tor small and medium scale
industrial development was also agreed upon (o increase the economic value-added from the industrial
transformation of national resources. Following fact finding missions, project cooperation was soon
mitaated in education, health and small-scale fishery.

Il was early understood thal the management capaci{y on the Guinean side would be the main constraint
in the cooperation. In fact, this circumstance soon also made it necessary to transform the import support
to telecommunications and energy to project support.

The policy

Towards the end of the 1970s it became evident that the Guinean policy and the Swedish assistance were
not effective in addressing the emerging dual cconomy, and that the assistance was biased in favor of the
urban sector. This was acknowledged in SIDA ¢ country review of 1980, which concluded that the
Swedish assistance, because of the low absorption capacity, initially had to be spread over several sectors,
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but that a gradual reorientation should take piace from infrastructure to the productive seclor and with
increasing focus on the rural sector, Programs that supported resource mohilization would be favorcd.

The first, explicit prierity in the Swedish development cooperation thus became to support the
development of the rural sector, and agniculiural development in particular. This was considered of prime
interest, partly with regard to the essential role of that sector in the Guinean economy, partly with the
purposc of spreading the resources for development more equally between the urban and the rural sectors.

(1 the mid 1980s the Government s Budget Bills noted that the lwo governments agreed that “priority must

be given to the needs of the rural sector and to agriculturc”. By that time, the growing deficits in the public -

sector had resulted in hyperintlation and an accumulating forcign debt. Structural adjustment programs

were launched with support from the World Bank and other donors, Sweden included. The objective of
the Swedish cooperation became even clearer in its emphasis on economic growth and social
development. The SIDA support to industrial development was far med oul to Sw edfund, which had
initiated a project ol its own in 1982, Although it was clear from Lhe beginning that this support was to be
phased out it took more than 10 years to do so.

The bleak macroeconomic perspective remained, however, and the fundamental growth orientation ol the
Swedish assistance was reconfirmed. Within this framework, the Government noted in its Budget Bill
1992/93 that this goal should be accomplished by “human resource development and institution
building”. The Bill also said that « “further concentration of the support ... should increase the efficiency
of our cooperation™. :

Reality

The cooperation with Guinea-Bissau has two dominating trends, of which the first can be observed trom
the table below.

Swedish bilateral assistance to different sectors in Guinea-BisSau
between 1974-1994 as a percentage of total Swedish assistance
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The first trend relers to the sector allocation of the assistance. As the table shows the cooperation has -

moved from import (balance of payments} support, over to infrastructure (telecommunications and
cnergy), further to the productive sectors (small scale industry, fishery and rural development) and, most
recently, to the social sectors (education and health). A small revitalization of the balance ol payments
support, resulting from the structural adjustment programs, can also be observed.
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The other trend relates to the project cycle (formulation, preparation, implementation, evaluation) and
where in that cycle SIDA has concentrated the assistance. The trend indicates a move upstream trom
project implementation to institution building and systems development, i.e. to strengthen the capacity of
recipient institutions to develop strategies and plans and to manage the core activities.

The cooperation with Guinea-Bissau was evaluated by SASDA in 1994%'. After having found that very
little economic growth had materialized as result of the overall foreign aid-financed investments, the
evaluation concluded that “‘the growth objective is too vaguely defined to make possible a definitc
conclusion of the effectiveness of the Swedish aid to the country”. The bleak results are partly blamad on
the imbalance of the volume of aid in relation to the absorptive capacity of recipient institutions and partly
on the deficient socio-economic framework,

Conclusions

The most pertinent conclusion of the cooperation with Guinca-Bissau is that policies for sectorand project
concentration are not effective tools as long as the general socio-economic and institutional framework is
not conducive to development. This is most clearly demonstrated by the deliberate concentration of the
assistance to rural development, which not has led to any tangible development effcets. lemight have been
amistake to concentrate the portfolio to the productive sectors and forego infrastructure in the early 1980s,
The single most successful project is without doubt the support to telecommunications, which laid the
foundation for the privatization of the telecoms department. It cannot be excluded that similar results
could have been gained for instance in cnergy, which was phased out to provide room for the productive
sectors.

The lesson is that resources must [irst be directed to help establish a reasonably supporting policy and
institutional environment, before more substantial investments in social and economic development can
bear fruit. The current discussion on Swedish support to education also proves this fundamental
circumstance.

3. INDIA

Background

As onc of the leading countries in the third world and the home of a major proportion of the world s poor,
India has always been in focus for Swedish aid constderations. Apart from aid policy objectives, political
interests as well as commercial interests have played, and still play, an important role in shaping the India-
Swedish cooperation program.

' Evaluation ol Swedish Development Cooperation with Guinea-Bissau, 1995
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- The cooperation with India grew out of an import financing program intended at the outset Lo serve the
requirements of Indo-Swedish industrial joint ventures. Technical cooperation expanded in the carly
19705 in family planning and forestry, and later in the same decade to vocational training, drinking water
and health. A program with clear {ocus on the poor segments of the Indian society emerged during the
1980s.

The policy

Very few statements about the desired direction of the Swedish support were made by the Government in
the early 1970s. The import support was aimed at filling the two “gaps™ in the Indian economy. i.e. the lack
of domestic savings for needed investment and the trade deficit. No particular discussion on the relevance
of this gap-filling assistance was held in the Swedish Parliament. The Government Budget Bills of the
early 1970s only noted the existence of such assistance and described the type of imports made possible
by the loan from Sweden (e.g. raw materials, mtermediate goods, spare parts)

The introduction of tied commodity aid in 1972, which started as a result of a Government directive, did
not change the direction of the aid flow very much. in particular as the Indian government chose to include
commaoditics which otherwise would have been financed by untied funds under the commedity aid
scheme.

A few sectors or subject areas were given priority as early as the 1960s. Family planning was explicitly
mentioned in the Indian program. It was further noted in the Government s Budget Bills that the Swedish
assistance to India was focusced on “rural development”. In reality it meant IDA loans for construction of

“silos and piped water wells. A few UN trust fund projects werc incloded in the early 1970s such as the
cooperative movement (ILO project), health (eradication of smallpox with WHO) and export promotion
(ITC). They all remained small in terms of disbursements. '

A new aid policy emerged during the 1970s, marked by a mistrust of import financing as a means to reach
stated Swedish development assistance goals, and stronger support for project aid. believed to be more
efficient in reaching the target groups. This shift in emphasis was initiated by SIDA. It is not reflected in
the Government Budget Bills to the Parliament until 1977, when it is stated that project assistance should
be increased and arranged so thal the poorer segments of the population would benefit more directly.

Similar statements are made 1978 and 1979 and 1980: a gradual increase of project bascd assistance
should be made with increased concentration to large and long-term programs and projects within a
limited number of sectors. A gradual decrease of import financing was foreseen as this type of assistance
was criticized both inside and outside SIDA for not being etfective in reaching the social development
objectives. '

Later, in 1984, the targeting of the poor was stressed even more through emphasis on a particular segment
of the poor people, “the most underprivileged groups, in particular in rural areas™.

Several new project areas or sectors were added during the 1980s with the intention of scaling down the
import support and shifting emphasis to sectors and themes which were considered more important in the

Indo-Swedish cooperation. Energy was introduced as a concentration sector in 1984 and gradually

became an area with several high-tech projects. SAREC slarted to support research projects. The
environment as a subject area is first mentioned in the 1988/89 Budget Bill to the Parhamenl. Industrial
environment projects were selected for financing by BITS through its two lines of credit. SwedeCorp got
engaged in business development in Karnataka and Kerala. Human rights is noted as target area as from
1993/94.
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The reality

Scen over a period of thirty years, the Swedish assistance has gradually become more tied and project-
oriented. A cooperation which started with very loosely defined areas has changed into a project based
program, where the import support now stands for less than one per cent (Uri will absorb all import support
financing over the next few ycars).

Swedish bilateral assistance to different sectors in India as a percentage
of total Swedish assistance
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In 1979 STDA selected four concentration sectors: health (including family planning), education, forestry
and import support. These limitations did not last. long. Already in 1981 drinking water supply was
introduced and energy was identificd as a suitable new area for cooperation. The volume of project aid
grew gradually with the introduction of direct assistance to womens NGOs. The import support was scaled
down to make room for the project aid to better target the program, While long-term programs and projects
within a limited number of sectors were repeatedly advocated, the policy shift to better target the program
to the poor led in teality to a more diversified program. A further proliferation occurred as a result of
Swedish interest in the Indian industrial sector. The introduction ol Lied energy assistance and soft credit
lines for industrial development was significant for this development.

The Indian government representatives were not in tavor of substituting import support for project based
assistance. However, they understood, or had to accept, that the cooperation program must be more in line
with Swedish development objectives and eventually compromised on both the poverty focus and tying
to energy. While new sector engagements were to be “concentrated” to only a few subprojects (social
forestry to three states, health to three subprograms, energy to small-scale power stations, ctc.) the discord
between the strategy of concentration and the policy of introducing more project assistance was never
commented upon in Government documents.

Conclusions

Concentration as such has not been a major objective of the Swedish assistance program for India. The
planning has been directed to expansion into new areas with the aim of contributing to poverty alleviation.
As noted in a recent study®, the wish in the late 1970s to find large investment programs which would

2 G, Edgren: Indo-Swedish Developmenl Cooperation. Objectives, Issues und Achievements, Mimeograph 1995.
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directly benefit the poor proved (o be too optimistic, The multibi health projects in malaria, tuberculosis
and leprosy were comprehensive and well targeted but in most other areas, education, water, etc. a focused
poverty profile made it neCessary to move into several small projects. The need for a poverty profile for
Indo-Swedish cooperation undermined the administrative demands for a comprehensive program.

The Indo-Swedish cooperation was initially managed through a small representation in New Delhi. When
the demand [or project assistance grew, efforts were made to find low-cost methods for monitoring the
new pr-ojects. One solution was multibi ¢(health assistance through WHO, water through UNICET, ete.),
another was long-term contracts with consultants {(applied 1o social foresiry projects). The energy
couperation provided opportunities to involve Swedish companies lor project supervision and
implementation. A sort of sector concentration was achieved at low cost. A more effective strategy might
have been to build more on Indian local resources both for project planning and for supervision®. Direct
coaperation between Swedish and Indian institutions has beecn, and is still, an area which could be
developed more.

A particular agpect of the Indo-Swedish prograim is the concentration to a few states or geographical arcas.
The introduction of social forestry projects closely tied to the State governments in Tamil Nadu, Orissa
and Bihar, encouraged a concentralion to these statcs and to Rajasthan. The reasons were mainly
administrative and the wish to develop good knowledge about the states and good working relations with
the local administration. No evaluation of this particular aspect ol concentration has been made. As
proposed in the above mentioned study it would be worthwhile to review the selection of Indian
concentration states from the point of view of some specific criteria related {o either the policy
environment or the chances of replicability, or both.

4, NICARAGUA

Background

The Swedish cooperation with Nicaragua was motivated by the Sandinista revolution, which put an end
to the dictatorial political regime of Somoza in July 1979, Humanitarian assistance of SEK 2.5 million had
been provided the year before to cater for the socially deprived in N ical'atgtlat and Jor refugees staying in
neighboring countries “as a consequence of the events in Nicaragua”, The following year, after the new
government had seized power, SEK 30 million was allocated from the emergency budget, to be used
mainly to finance imports for reconstruction purposcs. The Government further remarked that
“cooperation in other forms” was expected, especially with Swedfund, IMPOD and SAREC. A special

2 A recent “Review of STDA’s Aid Management Effectiveness in [ndia” (Draft July 1995) argues for a greater
involvement of IO personnel in “a managerial role™ and complaing that there is no institutional memory because
DCO persomnel transfers every 3:4 vears. This would hardly be cost-effective for Sida in India considering an
alternative with greater reliance on local Indian participation and increased institutional cooperation.
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contribution was granted to an NGO aftiliated to the Swedish labor movement, AIC (now known as the
Olof Palme International Center). The following year the Government stated that it would *not exclude
that the cooperation after the present phase of reconstruction and consolidation will be transformed Lo
other forms ol cooperation”. ' '

This statement was not repeated in subsequent vears. Instead, the 1982/83 Budget Bill declared that “the
cooperation with Nicaragua (and Zimbabwe) should be planned according to the same long term
principles that othcrwise apply to program countries”. When the reconstruction work was concluded, the
regular cooperation became oriented to productive sectors. notably mining and foresiry, and, o a lesser
exlent, 10 energy and public administration (system for tax collection).

During the Sandinista period, the socio-economic and political environment never became conducive 1o
development. Not only did the external sector suffer from a US trade embargo on Nicaraguan exports, and
the financial sector from a US veto on multilateral lending, but during the second half of the period most
development activities were hamnpered by the civil war between the government and the contras. The
election of a new government in 1990 has stabilized the political situation, although most of the cconomic
problems remain to be settled.

The policy

During the first half of the 1980s, the cooperation was regarded by the Government and SIDA to be of a
different kind than that to other partners. Swedish institutions and companies were invited to direct
collaboration, financed by SIDA, with Nicaraguan counterparts. Initially the Swedish institutions acted as
advisers to facililate implementation of the support Lo the productive seclors, and therc were expectations
that this form of agsistance should be the start-up of commercial cooperation, particularly in mining and
forestry. The Swedish government declared in 1985 that the cooperation was “directed at economic
arowth and national independence through the mining and forest industries™.

.The very samc year import support was introduced o meet civil needs arising from the military
aggression, The bulk of the import support was uscd for importing inputs to the agriculture cooperative
movement, which later became a sector program, and 1o the indusiry scctor. As a conscﬁucnce of the
continued armed aggression and the economic deterioration, the share of the import support was increased
to correspond to more than half of the country program. During the late 1980s new projects were
introduced in culture and media. SAREC’s cooperation had grown into a substantial research program of
more than SEK 10 million per year, partly related to the concentration sectors (geology. energy and
medicine). '

The democratic election in 1990 led to a significant change of the Swedish development cooperation
policy for Nicaragua. The earlicr dominating support to mining was canceled, as the state mining company
was privatized. SwedeCorp financed a consultancy to facilitate that process. The support to forestry was
gradually transformed from logging and planting to strategic planning and, uvltimately. to focus on
environmental aspects, In 1992 the Government declared that the cooperation with Nicaragua should
follow two main lines of oricntation: “to consolidate democracy and the process of reconciliation and to
suppert the economic relorm programs”™. The latter orientation would imply that the balance of payments
support ' would reach “a high level, but would graduaily be reduced to benefit the encrgy sector™.

SwedeCorp has been encouraged to initiate cooperation with Nicaragua. The macrocconomic situation
has, however, not facilitated commercial projects. Nicaragua is one of SAREC’s major partners.
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The reality

Swedish bilateral assistance to different sectors in Nicaragua between
1979-1994 as a percentage of total Swedish assistance
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The table underlines the drastic changes in the cooperation program with Nicaragua, especially the
complele turnaround of the support from production and income generating projects to fundamental
institutional issues related to the general social and economic framework for development. The
deteriorating conditions for development following the armed aggression and the US embargo have been
mentioned as the main reason for this change. But also internal factors, such as a weak economic policy
and, as regards the cooperation, lack ol clear objectives and short sightedness®, contributed to 2
refocusing of the program.

Conclusions

The Swedish cooperation with Nicaragua has almost entirely been dictated by the events at macro level
in Nicaragua. The lirst year’s optimism of emerging commercial cooperation, based on mutual interests,
was washed away by the grim unfolding of events, and probubly, a certain over-appreciation of the
planning and management capacity of Nicaraguan institutions. As an example, the tax project was poorly
adapted to the existing computer capacity, both as regarded hardware and software.

The shift in the macro-economic paradigm between the Sandinista government and the Chamorro
government, installed in 1991, had strong repercussions on the agenda for cooperation. A consequence of
the change is that the portfolio has been more diversified (see the statistical abstract). |

The cooperation with Nicaragua shows that long term sector concentration is a rather useless tool for
ensuring elficient and effective cooperation when the general conditions for development arc changing
rapidly.

“* See for instance Evaluation of the Swedish Support to the Forestry Sector 1982 - 92, Lebruary 1993
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5. TUNISIA

Background

Several factors, the most important probably being close contacts between the ruling political parties in
Sweden and Tunisia, made Tunisia an early partner of Swedish development cooperation. The first
agreement was concluded in 1963, Tunisia was also one of the first countries to be excluded from the
group of program countries. The last country program between the two governments expired in December
1981. The cooperation has continued since but in other forms, notably concessionary credits, technical
assistance and industrial cooperation. On the Swedish side, BITS and Swedfund/IMPOD/ SwedeCorp,
have heen involved in this cooperation.

The policy

In the first phase of the coopcratioﬁ, Sweden was actively encouraged by the Tunisian government Lo
concentrate its support to the Cap Bon peninsula, and in particular to the fishing village of Kelibia and its
surroundings. Sweden agreed in 1963 to support the construction ol [ishing port facilities, a vocational
training institute for lishermen and a mother and child health care center. '

Towards the end of the decade, when the program country approach was initiated, there was considerable
hesitation on the Swedish side as'to whether Tunisia should enjoy the status of a program country. Two
argurnents were raised: Firstly, that the Tunisian economy had reached a level where its GDP/capita had
surpassed the World Bank critcria for developing countries. The second argument was the dismissal, and
later imprisonment, of the Tunisian minister of planning, whe had been instrumental in the development
of the cooperation. The government decided, however, to include Tunisia in the program country
category, partly with the ambition to help Tumsia to achicve a definite economic “take-off"™?.

Before the program country period started, the cooperation had spread into new forms and areas. A
growing part of the assistance had been implemented through trust fund arrangements with UN agencics,
¢.g. development of elive cultivation with FAQ, secondary schools with UNESCO, export promotion
with ITC. Furthermore, long term credit had been supplied to the national institution for industrial
development (SNT).

In the 1972 Budget Bill the Government emphasized the role of employment generation, in view of the
high unemployment figures (15%). This led to a large labor market study, tor which ILO was contracted.

During the 1970s the diversification continued: agricultural credit, afforcstation, irrigation, agricultural
exiension, stock breeding, techmcal high schools, teacher training, rural water supply, housing
construction, urban witer supply, sewage treatment and rural electrification. These projects and programs

% Based on “Sweden - Tunisia. Expericnees [tom 20 years of development cooperation”. B, Wallberg, SIDA 1982,
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were generally well executed by the Tunisian authorities. Towards the mid1970s, SIDA proposed that
“broader cooperation” should be discussed with Tunisia. The Government confirmed in 1975 that
assistance from SIDA “was expected (o be phascd out around [98().

The broader cooperation took off in 1977 in the form of technical assistance [rom BITS. A large part of
that cooperation was a continuation of SIDA’s support to sewage treatment, which, with a stronger
emphasis on the environmental aspects, has become onc of the largest sectors of support from BITS. SIDA
also supported training in telecommunications in the early 1970s, which contributed to the Swedish
telecommunications company Ericsson’s business in Tunisia. Telecommunications have laicr become the
largest sector, mainly through [ive concessionary credits for installation of AXFE exchange equipment and.
(o a lesser extent. technical assistance. An active involvement by Swedish companies has been a necessary
condition for cooperation in both these sectors. BITS has had an explicit policy of not concentrating the
support to pre-selected sectors, but to supporting projects where there was murtual interest. Concessionary
lines of credits were opened for small scale industry cooperation and environment. Institutional
cooperation was supported in physical planning and housing. and in the archeclogical excavations at
Carthage,

Swedfund and TMPOD were also encouraged (o initiate cooperation with Tunisia in the late 1970s.
Although being well prepared, the joint venture companies in which Swedfund became a shareholder,
faced growing difficultics. A rcason that has been mentioned is the differences in the Swedish and
Tunisian business cultures. SwedeCorp has maintained the trade promotional activities initiated by
IMPOD.

The reality

From the table in appendix 2, one can sce that Tunisia’s position as a recipient country not has weakened
since the broader cooperation was initiated (which Tunisia feared). During the peak years of SIDA’s
assistance, Tunisia received (in current prices) SEK 4t million. During the first years of the 199(s the
value of the grant clement of credits plus other grants reached over SEK 90 million per annum:

With the introduction of the broader cooperation, particularly the concessional credits to telecoms and
water treatment, the concentration has increased; the three largest sectors now take more than 90% of the
funds. Since the table docs not include all years, the big sharc of concessionary credits going Lo
telecommunication is partly concecaled.

SIDA’s, BITS' and SwedeCorp’s share of Swedish bilateral assistance
to Tunisia between 1969-1994
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The table below shows the transitional period — how BITS gradually replaced SIDA as the main donor
agency in the cooperation with Tunisia. The presence of SwedeCorp Swedfund/IMPOD peaked around
1980. ' '

Conclusions

The cooperation with Tunisia has never been related to any explicit objectives or motives, except during
the transition period to ‘broader’ cooperation, which was motivated by the growth of the Tunisia
economy. lmplicitly, itis obvious that the driving force in the Swedish-Tunisian cooperation shifted early
* from anideologically hinged concern for rural and regional development (o a strengthening ol the genceral
conditions for growth in all sectors and with active involvement of Swedish institutions and companies.

"The project portfolio expanded rapidiy during the 1970s due to good Tunisian capacily for planning and
management of p'rojecls and programs. The fact that the portfolio has been reduced since 1981 s not a
reflection of a decrease in that capacity. Instead, it is the shift to a more supply driven form of cooperation,
which requires that Swedish companies and institutions have suitable capacity and a willingness to
cooperate, that explains the change. It is interesting to note that the policy of letiing “market forces”
determine the cooperation has led to an increased sector concentration of the Swedish support.

6. ZIMBABWE

Background

The cooperation botween the governments of Sweden and Zimbabwe started in 1980, the year of
Zimbabwe’s full independence from the United Kingdom. Tt wus preceded by humanitarian support to the
two main liberation movements — ZANU and ZAPU. The go‘.-«'emment had indicated support to an
independent Rhodesia in several of the Bills in the late 1970s. The ¢ountry was a rather odd partner
compared to the other major recipient countries. It had a positive balance of payvments, high GDP per
capita and an industrial sector that contributed a third of the GDP. On the other hand, the bulk of the
productive resources were in the hunds of the white minority. This circumstance formed the foundation
for the Swedish support, in addition to the immediate needs to cater for the refu gees reluning from
neighboring countries. '

The policy

The first Budget Bill referring to Zimbabwe (1980/81) declared that Sweden now started cooperation
based on a “country program ... for long term development, concentrated to rural development™. The need
for reconstruction of the rural social infrastructure and to rehabilitate refugees became the first priority in
the cooperation. '

Project 2015 63 : Sida 1997



From Concentration to Portfolio Management SPM Consultants

The fact that the country already had arclatively strong private industrial sector made the Government add
that it “cannot be excluded that the Swedish support proposed now can be (ransformed after a fow years
into other forms of cooperation™. The Swedish Government obviously anticipated cooperalion on less
concessionary terms. A part of the first year’s allocation was accordingly reserved for a personnel and
consultancy fund whereby Zimbabwe would be able to use Swedish technical assistance for investment
studies and other expert advice. For the same reason, a portion of the impaort support was tied to
procurement in Sweden. The other aid agencies were also encouraged to initiate cooperation with
Zimbabwe, and all agencies were active there by 1983,

The following ycars the Government declared that the cooperation should be concentrated to just a few
sectors: rural reconstruction and developfnem (health and education}, the personnel and consultancy fund
and import support. The rural orientation was motivated with reference to the goal of “social and
economic equity” whereas the other support was related to “economic and political independence”,
aiming in particular to reducing Zimbabwe’s economic and commercial dependence on South Africa.

The message was reconlirmed until 1991, when the Government in the Budget Bill that year rather
surprisingly declared that “the striving towards democracy has been central in the composition of the
country program”. This shift in emphasis was probably more related to the change of government in
Sweden than based on an evaluation of the effectiveness of Swedish support, although the deteriorating
human rights situation in Zimbahwe had been watched since the mid 1980s. The new policy was further
confirmed in 1994 when it was declared that the “process towards democracy, particularly the
development of good governance, and the growing respect for human rights should be supported, as well
as the economic reforms aiming at a liberalization of markets and the establishment of a competitive
business sector”. In view of the needs to develop the Southern African regional infrastructure, the Bill also
concluded that infrastructure projects would become increasingly important.

The reality

Swedish bilateral assistance to different sectors in Zimbabwe between
1981-1994 as a percentage of total Swedish assistance
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The increasing diversification is demonstrated by the time scrics over the share of total assistance going
to the three concentration sectors. That the rate fell [rom the first year’s 95% should not be a surprise, but
* that it has continued to fall over the years to less than 50% is more remarkable and secms to be in
contradiction with the concentration policy. Half of the assistance to Zimbabwe in 1993/94 was channeled

Project 2015 64 Sida 1997




From Concentration to Portfolio Management SPM Consultants

to activities other than rural health and education (“equity”) and multisector (“independence”). The
change in policy was reflected in a STDA review on concentration in 1986, when no less than five sectors
were declared to be “concentration” sectors: cducation, health, import support, public administration and
transport.

As regards the number of projects supported, there is a clear increase both within the sectors and in the

category “other sectors”, Although the other agencies have been active in Zimbabwe for more than ten

years, SIDA has still dominated the resource tlow with its share remaining at over 90 % of total

disbursements (except for the years when concessionary credits have been granted) . Technical assistance
through BITS was introduced in 1990.

Conclusions

Instead of being phased out early as a program country, Zimbabwe became — for various reasons — an
attractive recipient country. The transition of the public administration sector required gap-fitling, and the
personnel and consultancy fund became a useful tool in recruiting Swedish staff to a number of
management positions. The need to staff the public sector with persons more in tune with the
government’s intentions and the striving towards decentralization of the public sector opened the door to
a sector program for public administration from 1985, This program soon spread into a greal numnber ol
projects.-The consultancy fund spilled over to projects in the transport sector and by 1986 an agre. ment
on support to the transport sector was signed.

- The cooperation between Zimbabwe and BITS, Swedfund/SwedeCorp and SAREC respectively has
undergone a similar trend, and Zimbabwe has become an important partuer of all agencies, Swedfund
organized industrial delegations to Zimbabwe at an early stage to encourage commercial cooperation, and
also posted a representative in Harare, Despite these measures Swedfund/SwedeCorp’s experience of the
cooperation with Zimbabwe is mixed. BITS and Swedfund have joined forces in a couple of projects, but
otherwise there is little evidence of more concerted efforts. SAREC has also had a regional research
coordinator posted in Harare.

In fact, Zimbabwe is one of the recipient countries where all agencics have been active. A recent case study
showed that the coordination bhetween the agencies could have been better, especially after the
introcduction of technical assistance through BITS.”¢

% Styrnings- och samarbetstormer 1 bistndet, SOU 1993:1, bilaga 4 “Bistindssamarbete med Zimbabwe” K. Forss.
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APPENDIX 2: STATISTICAL ABSTRACTS

China Thousands SEK at current prices
SIDA. BITS, SwadaComp, UD, Swedfund, Impod, Sarec
Years

Sectars 1869/70 1974775 1979/80 1984/85 1989/90
Social Seciors 1394 1840 2936

Education 1394 -B70 498
Health 1117 1318
Water and sanitation 53 1110

Population

Qther social infrastructure & services

Infrastructure 3086 14810
Transport 1054 6597
Cornmunications 2231
Energy 2032 5002
Productive sectors 7519 4657
Agriculture, forest & fishery 3533 2130
Industry, mining & congt-uction 3986 2327
Tradg & tourism 200
Administration & management 87 115340 4494
Financial_administration

Cenual and regeonal barks

Central _administration 97 583 1042
Local administration

Support to privale seclor 10837 3452
Multisector

limpart_suppart, licd

Import suppart, untied

Other multiscctor -

Debt Relietf

Emergency relief

Matural cisasters

Hetugees, war & conflicts

Other emorgency religf

Total 1491 23975 26897
Food 4400

Emergency

NGCs 1800
Democracy

Regional Prog

Environment 700
Other (Special programme) 500
C1, €3, G1

Humanitarian aid

TOTAL 5891 23875 29897
Total SIDA 4400 0 3000
8]}

BITS 1491 13038 22357
SAREC 838
SwedeCorp

Others

Swedfund 10937 3482
Impod 200
Debt relief

TOTAL 5691 23975 29897

1968/70 1974775 1979/80 1984/85 1989/90
Swedish bilateral assistance going to the largest sectar 41100 10937 6587
Swedish bilateral assistance to the remairing sectors 1481 12038 23300
Total Swedish bilateral assistance 5891 23975 29897
1969/70 1874/75 1979/80 1984/85 1989/90

Swedish bilateral assistance going to the three 'argest sectors 5891 184586 16031
Swedish bilatsral assistance to the remaining sectors 4] 5519 13856
Total Swedish bilateral assistance 5681 23875 29837
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Guinea-Bissau Thousands SEK at current prices
SIDA, BITS, SwedeCorp, UD, Swedfund, Impod, Sarec i '

Years
Sectofs 1968/70 1974/75 1979/80 1984/85 1989/90
Sacial Sectors 5570 3802 13142
Education 4210 1622 96006
Health 1360 2180 3453
Water and sanitaticn B3
Population
Other social infrastructure & services
Infrastructure 2000 17455 9164 733
Transport )
Communications 4768 7853 . 733
Energy 12687 1311 -
Productive sectors 11681 49550 40685
Agriculture, forest & fishery 3569 235356 29283
Indusiry, mining & construction 8112 26015 11402
Trade & tourism
Administration & management 5019

FEinancial _administration

Central and regional banks
Central_administraticn 5018
Local administration .
Support 1o private sector

Multiseclor 14000 15987 7624 B762
Impaort support, tied 3645 53

Import support, untied i 5531 6778 5424
Other multissctor 3811 705 3338

Debt Relief . 21100
Emergency relief .
Matural disasiers
Refugees, war & conflicts
Other emergency relief

TOTAL - 16000 50693 70140 49441
Food 919 3000
Emergency ) ) 2300

NGOs 326 499 6300
Democracy

Regional Prog
Environment

Other {Special programme) 400 2900

€1, €3, G1 ]

Humanitarian aid

TOTAL 16000 51019 74258 - 101641

Total SIDA 16000 50802 74258 79358

up

BITS 83

SAREC i} 117 1100

SwedeCorp

Others

Swedfund

Impod ) .

Debt reliet 21160

TOTAL 16000 51019 74258 101641
1969/70 19474/76 1979/80 1984/85 1989/90

Swedish bilateral assistance going to the largest sector 14000 12687 26015 29283

Swodish bilaleral assistance to the remaining sectars 2000 38332 48243 723568

Taotal Swedish bilaleral assistance 16000 5101% 74258 101641

1968/70 1974/75S 1979/80 1984/85 1989/90

Swedish bilateral assistance going to the three largest sectors 16000 29330 57403 61785
Swedish bilateral assistance to the remaining sectors 0 21688 16855 39856

Total Swedish bilateral assistance 16000 51019 74258 101641
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Indla Thousands SEK at current prices
SIDA. BITS. SwedeCorp. UD, Swedtund, Impod, Sarec
Years

Sectors 1968/70 1974/75 1978/80 19B4/B5 1886/80

Social Sectors ) 10000 39600 45432 89105 161747

Education 1600 4762 38716 1528

Health 20800 8981 11276 102114

Water and santation 31689 49113 58107

Populaticn 10000 16400

QOther social infraslructure & services 890

Infrastructure 99830 10191640

Transport 311
Gommunications 1149

Energy © 99330 1018730

Productive sectars 8600 2400 21484 44436 1548589
Agriculture, forest & fishery B&010 ago 11149 43462 146684

Industry, mining & construction 750 2414
Trade & tourism 1500 10335 224 5561
Administration & management 2681 182

Financial administration

Central and regional banks

Gentral_administration 3n4 182
Local administration

Support {0 private seciar 2587

Multisector 19400 215500 205283 159321 7492
Import_suppoert, tied 71000 100000 125241 1482
Import suppert, untisd 19400 125000 105000 33750

Other _multisector 195090 283 330 8000
Debt Relief

Emergency relief

Matural disasters

Relugees, war & canllicls

Other emeryency relicf

TOTAL 38000 257500 272199 405383 1343440
Food

Emergency 100 46400 1000 1480 500
NGOs 6332 21243 38800
Democracy

Regional Prog

Environment 3000
Other (Special programme) 1516 1000
C1, C3, G1

Humanitarian aid

TOTAL 3g100 303900 278531 429622 1386740
Total SIDA 38100 303900 278321 323537 829317
up i

BITS 100874 552623
SAREC 121¢ 2500 4400
SwedeCorp

Others

Swedfund 2387 ,
Impod 224 400
Debt relief

TOTAL - 310D 303900 279531 429622 1386740

1869/70 187475 1979780 1984/85 1989/90
Swedish bilateral assisiance going to the largest sector 19400 125000 105000 125241 1018730]-
Swedish bilateral assistance to the remaining sectors 18700 178400 174531 304381 368010
Total Swedish bilateral assistance 38100 303900 279531 428622 1386740
1969/70 1974/75 19748/80 1984/85 1988/90

Swedish bilateral assistance going {o the threc largest soctors 38000 242400 2366849 274184 1267728
Swedish bilateral assistance to the remaining sectors 100 61500 42842 155438 119012
Total Swedish hilateral assistance 38100 303800 279531 428622 1386740
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Nicaragua Thousands SEK at current priccs
SIDA, BITS, SwedeCorp, UD, Swedfund, Impod, Sarec
Years

Sectors 1969/70 1974/75 1979/80¢] 1984/85 1989/990
Social Sectars - 25000 2460 8845
Education - 3000 658
Health 22000 1860 3021
Water and sanitation

Population

Other social infrastructure & services 500 52688
Infrastructure ) 28586 52971
Transport

Communications

Energy . 2856 52971
Productive sectors i 784786 BBOS94
Agriculture, forest & fishery 26915 453849
Industry, mining & constructicn : 49370 42725
Trade & tourism : : 191
Administration & management 2637

Financial administration i 2637

Central and regional banks

Central _administration

Lacal adrninistration

Support to privale sector .

Multisector 12928 111448
import support, tied ) 15088
Import_support, untied : 89013
Other _muitisecter 12928 7347
Debt_Relisf 65000
Emergency relief

MNatural disasters

Refugees, war & conilicts

Cther_emergency relief

TOTAL 25000 99357 3264538
Faood 4300
Emergency . 33344 18046 25000
NGOs - 4147 11027 34700
Democracy

Regional Prog 100
Envirtanment 4300
Other (Special programme) 784 63400
€1, C3, G1

Humanitarian ‘aid ) 13400
TOTAL N 62491 129214 414558
Total SIDA £2491 123785 339418
ub .

BITS 98 281
SAREC 5300 .9859
SwedeCorp .

Others .

Swedfund

impod 17

Debt relief 65000
TOTAL 2 52491 129214 414558

1969/70 1974/75 1979/80 1984/85 1989/90
Swedish bilateral assistance going fo the largest sector 33344 49370 B2013
|Swedigh bilateral assistance to the remaining sectors 29147 79314 325545
Totzl Swedish bilateral assistance 62491 129214 414558
1969/70 1974475 1979/80 t1984/85 1989/99

Swedish bilateral assistance going o the three largest sectors 59491 96331 205984
Swedish bilateral assistance to the remaining sactors ) 3000 32883 207574
Total Swedlish bilateral assistance - . 62491 129214 414558
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Tunisia Thousands SEK at current prices
SIDA, BITS, SwedeCerp, UD. Swadfund, Impod, Sarec

Years
Sectors 19698/70 1974/75 1979/80 1984/85 188%/90
Social Sectors 85040 23800 23262 1993 1923 .
Education 6000 6200 8155
Health : 400
Waler and sanitation 17200 8587 1503 1923
Population 2500
Gthar_social infrastructure & services 6520
Infrastructure 225 829 79821
Transport 225} - 125 151
Communications 704 79818
Energy 52
Productive sectors ] 1500 23000 1630 906 547
Agriculture, farest & fishery 1500 10500 954 906 20 '
Industry, mining & construction 11000 ac 327 .
Trade & tourism 1500 606 200
Administration & management 900 2179 100
Financial administration
Ceniral and regional banks |
Central administration 100 |
Local administration 900 380 [
Suppor to private sector 1799
Multisector 12100 154 99

Import support, tied
Import_support, untied
Other multisector - 154 99 !
Debt_Relief 3
Emergency relief ) - E
Matural disasiers
Hefugees, war & conficts
Other_emergency relict
Total 23000 46800 27450 3827 82391 .
Food 3321 5500 :
Emergency ' 400 90
NGOs 903 2233 1600
Democracy
Regional Prog
Environment 5300
Other (Special programme) N 1924
Ci1, €3, G1 I
Humanitarian _aid i
TOTAL 23400 46800 28443 11305 94791

Total SIDA 23400 46800 24228 8346 124090
uD i
BITS . 2416 2958 82191
SAREC : |
SwedeCorp . !
Others [
Swedfund ‘ 1799 [
Impod ' 200 '

Debt relief .
TOTAL 23400 46800 28443 11305 94791 '

1969/70 1974/75 1979/80 1984/85 1969/90

Swedish bilateral assistance going lo lhe sargest seclor 12100 17200 8587 - 3321 79618 i
Swedish bilateral assistance to the remaining sectors 11300 239600 19856 7984 15173
Total Swedish biluteral assislance 23400 46800 28443 11305 24791

1969/70 1974/75 1979/80 1984/85 1989/90

Swedish bilaleral assistance going to the three largest sectors 20600 38700 23262 7547 90418 )
Swedish bilateral assistance to the remaining sectors 2800 28100 5181 3758 4373 !
Total Swedish bilateral assistance 23400 46800 28443 11305 94791 I
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Zimbahwe

Thousands SEK at current prices

SIDA, BITS, SwedeCorp, D, Swediund, Impod, Sarec

Years

1969/70 1974/75 1881/82 1984/85 1989/90
Social Sectors 54371 BBa4z 71728
Education 48207 60934 4:584
Health G164 22853 30144
Waler and sanitation-
Population
Other sccial infraslructure & services 4655
Infrastructure 120 43105
Transport 125586
Communicatigns 300
Energy 120 249
Productive _sectors 348 3401
Agriculture, forest & fishery 11886
Indusiry, mining_& construction 348 1815
Trade & tourism
Administration & management 86840 33368
Financial administration
Central and regional banks
Central_administration 8513 30554
Logal adminisiration 52
Support 1o private sectar 124 2814
Multisector 12786 62379 40329
Import supper, tied 227 35748 35209
Import_suppert, untied 1048 3181
Other_multisector 26531 1839
Pebt Relief
Emergency relief
Natural disasters
Ruefugees, war & conflicts
QOther emargency reliet .
Total 55647 159978 191531
Food 38484
Emergency 1000 800 4600
NGOs 2889 7900 1830¢
Democracy
Regional Prog 2600
Environment 100
Other  {Special programme) 6700 2800
C1, C3, G1
Humanitarian aid
TOTAL 59536 178282 219931
Total SIDA 59436 175172 201465
ubD )
BITS 411 4852
SAREC 34446 10700
SwedeCorp
Qthers
Swedfund 124 2814
Impod 109
|Debt relief
TOTAL 59436 179262 219931
* avser enbart tom juli 1994

1969/70 1974/75 1981/82 1984/85 1989/80
Swedish bilaleral assistance going to the fargest sector 48207 50934 42558
Swedish bilateral agsistance to The remaining sectors 11229 118328 177375
Total Swedish bilateral assistance 59436 1792482 2180931

1968/70 1974/75 19B1/82 1984/85 1989/50
Swedish bilalgral assisiance going to the three largest saclors 57260 123313 119349
Swedish bilateral assistance lo the remaining sectars 2178 55949 100582
Total Swedish bilateral assistance 59436 1782682 2193531
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APPENDIX 3:
COUNTRY PORTFOLIOS FOR KENYA AND NICARAGUA

KENYA

Supporting environment

CAPACITY-BUILDERS % | | FLYERS

3

X Roads

x Soil Conservation
X Health

x Personnel and Consultency Fund

x Research
OW capacity 5 High capacity |
<1 3 g
X Water
x Democracy, Human Rights, Gender
. 1.
UPHILL NATIONAL DRIVER
v
Not supporting
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NICARAGUA

- Supporting environment

CAPACITY-BUILDERS 3 FLYERS

x Energy

X Local Development

x £Economic Development

¥ National reconciliation x Election Support
x Health
Low capacity x Managementof o High capacity
Natural Resources ‘
1 3

X Social Relief Fund
X Institutional
Development

X Cui_ture
x Gender Equality X The Legal System
UPHILL 1 NATIONAL DRIVER

Not supporting
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COUNTERING THE
CONVEYOR BELT

On Time Limits and Graduation
by
Jan Valdelin and Goran Schill

Interconsult Sweden (ICS)
April 1996

0. EXECUTIVE SUMMARY

This paper reports on one of several studics within Sida’s Projecr 2015, Tt concerns the time factor in
projéct and programme management as well as eligibility and graduation from Swedish international
development co-operation. The authors strongly argue that the objective of the study — fo arrive af policy
and implementation guidelines — is a very timely exercise as the collective of stakeholders is currently
under strong outside pressure to reform. The current cuts in Swedish aid budgets are regarded as an
opportunity to seize for improved implementation of policies for project cycle management and for the
introduction of a Swedish graduation policy. Past experience and current needs to adapt to budget
constraints jointly point at the urgency of excluding projects, programmes and countries from Swedish co-
operation: the policy proposals of this paper provide ways and means for such action.

The unalysis of stakeholders points at the existence of a national and international aid establishment, with
a joint interest of keeping aid at high levels, as the strongest single engine of the ever-moving conveyor
belt for new projects. Alliances of stakeholders between countries and across the frontiers of roles make
it very difficult to terminate projects and to graduate countries. As indicated above, a stakeholder crisis
due 1o strong outside pressure may be seen as a beneficial event, making headway for reforms.

By reviewing the existing discourse and current practices of the international donor community we have
arrived at the strict conclusions that graduation criteria should only apply to devclopment levels
{objectives in the LTA hierarchy), while time [actors should only be applied to inputs, activities and
outputs (again in the LFA sense). Graduation is therefore relevant only for sectors and countries. Time
factors are relevant only for projects and programmes (others than sector programmes in the strict sense).
Graduation and time faclor management are two distinctly different matiers.

Tn spite of many a vood argument against a strict policy of time limits in project cvcle management, the
p yag g g policy proj 3 g
paper strongly holds that the only manageable solution is a strictly disciplined application of time limits,
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combined with incentives to projects in order to achieve results on time. To do otherwise would be equal
to abstaining from a policy.

We argue that Sweden should urgently adopt a two-level graduation policy: the lower level is a ceiling for
erants only and the upper level is a ceiling for all development co-operation involving Swedish subsidies.
Our proposed levels may of course be debated, but we propose, in line with other systems and past
Swedish application of instruments, eligibility for grants below annual average GNP per capita of 800
USD and graduation at levels above 3000 USD per capita.

In the zonc between the two ceilings, there is a necd lor a means for transition of the co-operation along
with country development. Rather than the conventional means of degrees of concessionality of credits,
or the traditional project level approach of cost-sharing, we propose the tool of changes in the Swedish
instrument mix, closely in line with past practices in Swedish development co-operation.

1. INTRODUCTION

In 1995, the Swedish International Development Co-operation Agency (Sida) initiated a number of
studies as part of Project 2015, This is the report on the study of Time Limits and Graduation (c[. Annex
1, Terms of Reference). The first draft of the report was completed in December 1995 and most of the text
has remained in its original Shai)c. '

1.1 Report status

The present report is the revised Final Report an fime Limits and Graduation. Tt has benefited from
discussions at two seminars arranged by Sida in December 1995 and February 1996. We would like to

thank all those who made comments on earlier versions of the report and those who generously gave of k

their time to discuss with the authors and propose articles and other documents. (ct. Annex 2, Documents
reviewed and Annex 3, People met). |

1.2 Current trends in international development co-operation

Our study was carried out against a background of changing conditions for Swedish international
development co-operation. Some of the historic milestones and current trends, as we perceive them,
should be spelt out as part of the stage for future policy changes. The relevance of cach of them may vary,
but together they add up to a fluid situation of more uncertainty and higher risk levels for future projections
than the levels of risk felt during the 1970s and the early 1980s.

* the cnd of the Cold War

* the international ideological current towards less state intervention and more reliance on markets

+ the new budgeting principles of the Swedish government (performance based budgeting)

*» the budgetary crisis of the Swedish government

* the floating of the Swedish currency

* the reduced support from public opinion in Sweden to international aid

+ the increasing shares of aid going through non-governmental organisations (NGOs)

U Title: From stakeholder power to mutnal intevests. On time Limits and graduation.
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+ the past reductions of Swedish aid and the probability of further reductions?
+ the perceived increased risks of termination of finance to projects due to lack of funds
» the Swedish entry into the Europcén- Unien (EU)

» the ncw Swedish aid policics already decided upon, including the new organisation (the planned
reduction of the number of projects, the new sector support policics, ctc.)

» the.introduction of the Logical Framework Approach (LFA) as a planning tool in Sida

* the on-going policy studies on Swedish aid, such as Project 2015

» the emergence of the “Eastern™ aid recipients after the disintegration of the Soviet Union

» the increased probabilities of further armed conflicts in Europe and its neighbouring regions
* the increasing importance of “common security” as an objective of international aid

» thecontinued deterioration of conditions for the majority of populations in many countries in Africa
and Latin America ' '

*» the return of poverty alleviation as a major theme among influential donors

 the political uncertainties surrounding (uture US support to the World Bank and the UN system and
its implications for other major donors?

The above trends and events are not further developed in the report. Sometimes they will constitute not
only a part of the implicit background of our reasoning, but also an éxplicit assumption of argument for
decisions on policy options. We argue, for example, that some of the above trends actually do support
hypotheses about opportunities for a more important role for policy and guidelines (cf. section 1.4).*

1.3 The idca_l case and the real cases

At some points in a policy study one necessarily has to revert to an analysis of theoretically assumed
situations. The only way to isolate different arguments about reality may sometimes be to base the analysis
on theoretical models or ideal cases. On the other hand, itis obvious that policy guidelines need to be based
on consideration of real situations in order to be workable. The aim of this study is to arrive at proposals
for workable policy guidelines on the use of the time factor and graduation in planning and monitoring of
Swedish aid. The implicit overall objective is to contribute to more impact from each spent unit of money.

A well-known scientific paradigm may illustrate the point about ideal cases. The neo-classical model of
economics 1s far from close to real situations in most economics in this world. Siill, it is being used for a
great number of practical applications and policy formulations, not icast in the current international
assistance paradigms such as enabling environment and structural adjustment®. The art of moving from
the ideal case to application to rcal cases is tried by many a donor without really having the skills for it.
Among the Swedish aid evaluation criteria we find cost-effectiveness. According to a study carried out by

4

Since this was written, the Swedish government has proposed a cutback on international development co-opera-
tion for the 1997 budget, by more than ten per cent in nominal terms.

In Odén, 1995, it is stated: “Total aid {lows to the South can be assumed Lo be significantly reduced during the
period” (twenty years), 2

* The proposed 1997 reduction of the Swedish aid budget will probably lead to a quicker test than we expected of
this argument. For an inleresting analysis of the ideological and political changes paving the way for “aid fatigue”,
cf. Utrikesdepartementet, PM 1996-03-12, Jens Odiander.

In spite of views like that of North; “Neo-Classical theory is simply an inappropriate tool to analyse and prescribe
policies that will induce development. [tis concerned with the operation ot markets not with how markets develop”.

(1993).
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SIDA®, cost-effectiveness is a concept based on the neo-classical general equilibrium model, which in turn
implies a number of assumptions that are seldom met in situations where the cost-cffectiveness criterion
must be applied in evaluations. In the real case, cvaluators must try to find other approximale means Lo
assess cost-cffectivencss.

It would be too cumbersome to discuss, for example project Cycle management, without assuming that
projects-are reasonably similar in important respects, such as that the planning process has involved at
least minimum precautions in terms of the establishment of objectives, oulputs, ete. according to some
planning tool, for example LFA. The analysis is then based on some kind of ‘ideal case’, involving
assumptions such as for example: that LFA standards have been followed, that individual officers tend to
toe the line, that monitoring is carried out, etc. When it comes to policy guidelines one must move on to
drop assumptions that arc not met in actual Sida practices, for example, in order to make the guidelines
workable in the real cases. Readers of this report must have to bear with this movement from the analysis
of ideal cases to examples of real cases, and to keep this distinction in mind when assessing the relevance
of analytical arguments and policy guidelines, respectively.

1.4 Policy in spite of realities

In the past. many a SIDA decision was made under heavy pressure {rom stakeholders of various camps:
in real cases policies or guidelines may not be sufficiently specific te resist pressure from the
particularities of ¢ach situation, In the tinal analysis, so the saying goes, politics is all that matters. So, why
bother about policy and guidelines? ‘

A major force behind past decisions has been alliances of stakeholders in a black and white world of Cold
War and never ending allocations to intemational development co-operation (cf. section 4 below). During
a long period of time after the 968 parliamentary decision te fix Swedish aid budgets at one percent of
GDP, annual increascs were 25% or more.

We have identified a basic sel of speeific changes that, reinforced by the other trends mentioned above,
may have a major impact on the past basic unity among influential pcople making Swedish aid practices.
These are: the end of the Cold War, the new scarcity of funds since the beginning ol the 1990s and the new
budgeting principles of the Swedish government. Together, these changes muke us believe that policy and
auidelines, based on an increased sentiment of accountability in the new Sida, may get a lot more
importance in the future than in the past.’

Therefore, we proposc policy and guidclines in the conviction that they will, in spite of the sometimes
blurred perspectives of real cases, be uscful for future decision making in Sida. Once the nccessarily
political decisions on objeclives, country choices and overall allocations have been made, the practical
application will be supportive of more effective use of aid money. Again, our discussion is governed by
the purpose of more effective aid. '

& SIDA, i.e. the Swedish International Development Authority, was abolished on June 30, 1995 together with the
Swedish Board {or Investment and Technical Support (BITS), the Swedish International Enterprise Development
Corporation (SwedeCorp}, the Swedish Agency for Research Co-operation with Developing Countries (SAREC)
and Sandd U-centrum (Styrelsen for u-landsutbildning). From July 1, 1995, these former agencies merged to
become the Swedish International Development Co-operation Agency, i.e. Sida. In order to distinguish between
these units, all the mentioned acronyms may need to be used in the present report, covering a long time span in its
empirical parts. To uphold strictly this distinction, however, Ieads to absurd wording problems. This is why the
reader 1s requested to interpret the acronyms in their proper context, Further, the remaining foundation not merged
into Sida, i.c. Swedfund International AB (Swedlund), must of course also be included in a discussion of future
instruments of co-operation.
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2. GRADUATION - CONCEPT AND POLICY

Astonishingly little research has been carried out on graduation in a development co-operation context:
the issue of when and how (0 end donor engagement is more or less a white spot in the current debate. A
few attempts have been made, notably by the World Bank and the Development Assistance Committee
(DAC), to elaborate policies on how to graduate countries [rom development assistance. However so far,
next to nothing has come out in terms of operational criteria and detailed working guidelines.

Generally, graduation refers to the withdrawal of forcign assistance when it is no longer warranted. It
implies that the main rationale of co-operation is to assist poor countries in reaching certain development
objectives and that interventions should be terminated once these have been met.” As such, graduation is,
at least in theory, a more or less self-evident and non-controversial feature in international development
co-operation,

However, a closer look at the subject reveals a number of uncertainties and, perhaps, problems. In four
sections, this chapter examines graduation [rom a conceplual as well as a practical angle. First, it makes
a brief review of existing donor policy and guidelines. Second, it argues, partly based on conventional
LFA-thinking, that Sida policies for graduation should be applied both o country and sector levels, but
not to prajects and programmes. Third and relatedly, it suggests that graduation and time factors are two
diﬁ"erenr matters, and that they, for the sake.of clarity, should remain separated also in Sida’s policy
discussion.

Finally, the chapter observes that the achicvement of certain development levels is not the only reason
why assistance could be withdrawn. Country and sector support may have to be terminated because
development is deemed impossible given for example lacking commitment and poor performance.
Further, the success and failure of assistance are not the only criteria for a selection of co-operation
activities, nor, probably, for final phase-out. It is no secret that donors’ domestic and foreign policy
interests always hover in the background of decisions to engage in or pull out of development co-
operation. Prospects of mass migration from neighbouring regions and common security concerns are
increasingly and overtly influencing such strategic choices. Commercial considerations are there, as are
those of individual decision makers and stakeholders. Thus, a realistic policy discussion on graduation
and related subjects cannot be held in isolation from issues which lie outside the strict confines of
development in the recipient country.

2.1 Graduation and the international donor community

*

This section presents a summary of current policy discussion-on graduation and development co-
operation. It should be noted that the precise frontiers between official policy, confidential working
guidelines, and mere discussion matters are not always distinguishable in the discourse reviewed.
However, rather than to reveal whal exactly has become donor policy, the idea is to present a range of
recent ideas on graduation and their relation to current foreign aid practices.

The World Bank

During the early 1970s, the World Bank formulated a graduation policy based on per capita incomes. If
a country reached a certain income level, it was assumed that it also had the capacity to substitute private
borrowing for Bank loans. At present, countries with 1992 per capita incomes of over USD 4,715 are
expected to begin the graduation process from the International Bank for Reconstruction and
Development (TBRD). The IBRD and the government concerned come to an agreement on the modalities

" This definition is generally unconlesicd.
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of this process. The duration, scale and composition of the lending programme during the transition period
will depend on specifics, including the country’s past record of private borrowing. Since the IBRD made
its first loan in 1947, 26 countries have been graduated (Barbados and South Korea being the most recent
examples).t

The World Bank's soft loan arm, the International Devclopment Association (IDA), was established in
1960 to fund investments in countries unable to fulfil IBRD lending terms. The formal eligibility threshold
for IDA credits is updated annually and is currently limited to countries with 1992 per capita incomes

below USD 1,305.¢ Once a cointry’s income exceeds the threshold and its creditworthiness improves, it

is deemed 1o longer to be eligible for IDA credits. It then becomes eligible for the IBRD. Some borrowers
are also subject to a combination of IDA credits and IBRD loans. There are at present seven such “blend”
countries, including China and India. Since 1960 20 countries have graduated from IDA.

In the 1980s, the IBRD and IDA began treating the per capita income more as a point of departure for an
analysis of possiblc graduation, rather than as a mechanical and once-and-for-all criterion. The graduation
policy was therefore elaborated with parallel benchmarks related to a country’s ability of embarking on
long-term development programimes as well as to its overall economic situation. Although it is unclear
what cxactly became IBRD policy, particular emphasis was placed on two related factors influcncing the
pace of graduation from the Bank: a country’s access to external capital markets and its proglebs in
establishing key institutions for economic and social development.

The World Bank experience showed that when countries approach the IBRD GNP per capita trigger level,
they are likely also to have gained access to private capital markets for medium and long-term borrowing.
IBRLY's position was that the critical factor is the access lo adequate and steady in-flows of capital,
although no formula generally applicable for measuring such access was identified. 1t was concluded that
flexible approaches were required in determining the pace at which a country could move to complete
reliance on non-concessionary finance. A careful and country specific study of these issues was therefore
deemed necessary once a country reaches the income threshold level.

The IBRD also recognised that countries with similar levels of per capita incomes may display substantial
differences in their progress towards developing key institutions for economic and social development.
Obviously, countries which have recently experienced a rapid increase in income because of for example
improved terms of trade or new mineral discoveries, tend to display much lower scores on social
indicators than other countries at the same income level. While refraining from formulating a general
policy approach to such deviations, the TBRD called for a thorough assessment of borrowing countries’
seriousness in addressing developmental problems as well as for considering this seriousness when
determining the graduation timetable. ‘

The IDA has embarked on a similar qualification of its eligibility benchmarks. Current criteria are based,
apart from relative poverty (indicated by per capita income}, on the borrowing country’s (i) position
(indicated by economic performance and absorptive capacity) to use IDA resources effectively, and (i1)
lack of creditworthiness for conventional lending. Although these criteria broadly were in place already
in the early 1960s, they have since been developed to form a more elaborate policy of IDA eligibility and
graduation.

5 The World Bank Homepage, The Internet, October 1993,

9 Since the late 1980s, IDA credits arc provided only to countries with income levels well below the formal threshold
(at present below USD 805). The gap between formal and real maximum levels for eligibility is generally referred
to as “the operational cut-off”, and is partly a result of decreasing IDA resources since the 1980s. Ibid.
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The pefforrnancé criterion is used by IDA both for eligibility and allocation purposes. As an eligibility
criterion, it precludes IDA from lending to a country whose performance, due to political instability or
inappropriale cconomic management, is so poor that it prevents the country from making effective use of
those resources. Examples of countries which have been ineligible for IDA on performance grounds
during five years or more are Uganda (1972-79), Central African Republic (1973-78), Chad (1980-85),
and, since 1980, Vietnam and Afghanistan.. Lending has also been suspended [or shorier periods (o
Liberia, Sierra Leone, Haiti and Zambia. With respect to allocation, the performance criterion helps
determining the amount of IDA funds to eligible countries (better performance justifics more resources

for any given level of income and size).

However, little information is provided on exactly how IDA delines workable criteria of performance.
Three factors seem to stand out as the most important in this regard: the quality ot economic management,
poverty alleviation, and government willingness Lo pursue a meaningful policy dialogue, but the detailed
measurement ot these factors remains unclear. In any case, performance-related criteria are today said to
carry more weight (as a result of an increase in policy-based lending) in TDA’s approach to eligibility and
graduation than was the case during its first decades of operation,'

Creditworthiness is defined by TDA as the ability to service new external debt at market interest rates over
the long term. A lack of creditworthiness thus implies a need for concessional resources for a country's
development programme. On the other hand, if a country manages to obtain loans on conventional terms
(including from IBRD) in spite of an income level below the TDA threshold, it will receive no credits.
Countries with low creditworthiness but relatively high income may be offered the blend of 1DA credits
and IBRD loans. Indications on what makes a country creditworthy or not depends critically on the level
of a country’s existing debl service, its ability to save, and the relationship between returns on its
investment (as reflected in real income growth) and the interest rate on its external debt.!"

Interesting to note is the inherent inconsistency between poor performance and creditworthiness. Poor
performance, reducing the eligibility for IDA lending, leads to worsened creditworthiness which, in turn,
increases the eligibility, The IDA is of course aware of this pitfall: countries which lose their
creditworthiness due to poor performance do not automatically become eligible.

DAC

The Development Assistance Committee is currently developing its own approach to eligibility and
graduation. Although the Committee has yel 1o agree on a final policy, the preparatory work carried out
so tar is interesting enough, not least since, in contrast to the World Bank, it discusses graduation also in

" Ibid.

II'Savings capacily and returns on investments, in turn, depend to a large extent on a country’s econoumic policies
and management, its human and natural resources, and its external terms of trade. I1DA Policies, IDA, September
1987.
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relation to grant aid. It should be noted that the [ollowing is not official DAC policy, but a working paper
produced by onc of its consultants.™

The paper proposes a definition of graduation from Overseas Development Assistance (ODA) on the basis
of real per capita income (adjusted by Purchasing Power Parity) along with two sets of additional
indicators: the ability to rely on fiscal and private sources of finance (financial capucity), and the
achievement of satisfactory development levels (economic and social development). The paper goes on
to consider an eligibility system based on the successive fulfilment of these indicators. Countries above
the income threshold are classified as “potential graduands”, fulfilment of financial capacity targets make

them “active graduands”, while achievement of economic and social development implics final
graduation.

Wide-ranging (and rather complicated) sets of criteria for each step of the process towards final graduation
are provided. The financial capauty criterion has been selected on the basis of showing a country’s ability
to finance its own development programme without recourse to ODA. As such it is also split into three
groups of sub-criteria showing that a country

» should have ready access to international capital markets as a means of complementing its own
resources (criteria: reliance on aid, private creditor’s share of debt, concessionality of public
horrowing, privale capital inflows, and borrowing spread),

« should be able to mobilise sufficient domestic resources for the basic investment needs of both

public and private sectors (criteria: savings rate, savings/investment, private investment, and
government revenue),

» should be able to sustain its domestic and international financtal position in the medium and longer
terms (criteria: debt burden, debt maturity, reserve position, capital cost, and sovereign risk).

The economic and social development criteria are similarly broken down in three sub-groups showing

« that structural transformation from traditional agriculture and primary commodity production has
taken place (criteria: percentage of the labour force in agriculture, percentage of labour force in

industry, industrial production as per cent of GDP, and manufactured exports as per cent of total
exports),

+ that appropriate levels of humdn and social development have been achieved (criteria: life
expectancy at birth, adult literacy, mean years of schooling, access to safe water, the ratio of female
to male years of schooling),

« that the economy is sustainable and not vulnerable to pressures of various kinds (criteria; total
fertility rate, population growth rate, ratio of debt service lo exports, and export concentration
ratio). '

12 Criteria for Graduation from E[ig'ibiiity for Official Developmeni Assistance, University of Oxlord, October
1994,
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All these criteria are defined more in detail in the DAC paper, but they are not made operational. The paper
suggests that, in order to forestall possibly misleading and temporary levels of any indicator, it would be
appropriate that countries stayed above specified pre-graduation levels for a minimum of 3-5 consecutive
years before decisions on promotion and final graduation are made.

UNCTAD

The United Nations Conference on Trade and Development (UNCTAD) has recently presented a paper
on graduation in relation to the Generalised System of Preferences (GSP).”* Although this matter is of
utmost importance to most countries receiving official development assistance, it is still a special case in
relation to the main theme of this report. The main points relating 10 UNCTAD’s graduation paper are
therefore presented in Annex 4. '

Bilateral donors

Very little documentation can be found on graduation policies of the bilateral donors, CIDA (the Cunadian
agency) is currently up-dating its criteria for the ODA eligibility framework approved by government in
1987. The framework stipulates a number of general conditions based on foreign policy provisions,
human rights records and economic criteria. Each year Canada establishes confidential five year bilateral
planning figures for each eligible country, using criteria which take account of the country’s needs, its
commitment and capacity to manage aid cffectively, the quality of its cconomic and social policies (or its
commitment to tmprove such policies), its political and commercial relations to Canada, as well as its
commitment to involving the population in development. Emergency food aid and humanitarian
assistance may be provided to ineligible countries after specific Ministerial approval.'

DANIDA activity is regulated by a combination of recipients’ per capita GNP and the form of assistance
provided. NORAD and FINNIDA do not seem to have any explicit graduation policies at all. Neither does
Sida, although “Project 2015” is one of the initiatives to develop one.

2.2 The scope of graduation

One of the first issues to be tackled when developing a graduation policy is its scope; who and/or what
should actually graduate? Most donor policies (or policy discussions) reviewed so far tend to focus
exclusively on graduation at country level. They highlight various criteria that signal that a country’s
development has reached such levels that make it, as a country, incligible for further .clevelopment
assistance. An exception is of course the discussion on partial (sector or product) and full (country)
graduation from the GSP programme (cf. Annex 4).

13 Criteria for Graduation under the Generalised System of Preferences (GSP), UNCTAD, July 1995.
14 Official Development Assistance {ODA)} Eligibility Framework, CIDA, April 1992

Project 2015 ‘ ‘ ' 83 : Sida 1997



Countering the Conveyer Beltl Jan Valdelin & Goran Schill

The guestion, then, is whether policics for graduation should be restricted to the country level or be
expanded downwards to apply also to sector level (and perhaps even upwards to the regional level).”” Not
surprisingly, no simple and general answers seem possible. Such choices must be guided in part by the
overall objectives of the assistance from which graduation is to be effected, as well as by the available set
of instruments or lorms of that assistance.

However, il is difficult 1o scc why the envisioned Sida policy for graduation would not benefit from
embracing also the sector level. This is so [or at least three reasons. First, after the aid organisation merger,
Sida today has a broader-than-ever range of mstroments for co-operation with recipient countries — from
various types of grants to different forms of concessional credits. Its scope in terms of geographical
coverage and sector-wise engagement has increased, compared to the former SIDA. At the same timc,
individual projects, some clustered to form sectoral programmes and primarily targeted to the poorcst
countries, still constitute Sida’s predominating activity. A graduation policy which is strictly defined for
the country level would thercfore have less operative relevance for Sida. Although dependent on the
development level set {Sida may chose (o co-operate only with 1.DCs, thus narrowing the developmental
gap between the present situation of these countries and that required for future graduation), it seems that
country level graduation of a majority of recipients of Swedish assistance is likely to be too distant in the
future. Thus, one result of treating graduation in relation only to countries and not to scctors, would be a
policy of less applicable and active value.

Second, Sida is currently preparing the way for future implementation of its new policy for sector
programme support (SPS), approved by the Excentive Board in September 1995.7 The SPS policy spells
out a vision for (non-specified) budget support as well as ear-marked activities coherently directed to a
particular sector through the government’s budget. Strong emphasis is placed on donor co-ordination and
recipicnt-donor dialogue. Attached to SPS is a range of requirements covering, in particular, the
recipient’s sector policy and capacity for planning and implementation. In the ideal case, i.e. where all
conditions for a full-fledged SPS are met, all bilateral agreements for a particular sector will take the form
of budget support, “fully managed by the recipient government in support of activities which are
consistent with a coherent sector and national development policy™.

Coherence also between Sida’s SPS and graduation policies is undeniably desirable. The SPS benefits
from a holistic approach which bridges policy provisions between the sector and macro levels, a case also
for graduation. Countries could reach gradualing levels by means of progressing their respective projects
and programmes for development. The process leading to country graduation is largely one of sector level

_activities fulfilling their respective objectives in a slep-wisc manner towards the required development
level. Sector and macro development are interdependent processes, but it is also important 1o recognise
that sectors may be unevenly déve]nped and that graduation of one sector in 4 country may be warranted,
while not of others.

Third, regardless of the SPS’s envisioned trend away from bilateral projects, it could be safely concluded
 that ear-marked projects will continue to {orm an important part of Sida operations for many years to
come. The application of graduation thinking also to the lowcer {(and more operational} sector level will
provide leverage for the wider results-orientation of Sida-funded activity at the project level. It will
highlight that the desired impact of individual projects and programmes contribute to the broader

'3 "Expanded” would then imply that a sector becomes ineligible (while other sectors of the same country may still

be eligible) for further assistance when it reaches a certain development level, much in the same way as sectors
are graduated from GSP-treatment.

16 Sector Programme Support — Background Document to Sida Policy, Sida, July 1995, Indeed, this is the first
policy taken by the new Sida. ’
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objectives of sector graduation. An additional sensc of direction and purpbse of these activitics could he
expected s a result.t?

Therefore, the Sida policy for graduation should arguably best be designed to apply to both sectors and
countries.” But should it apply all the way down to project and programme levels? Conceptually, it
cannot. Projects and programmes” do not graduate from development co-operation — they are
development co-operation. They should be terminated when their respective output targets have been
achieved according 10 a given timc table, or when targets cannot be achieved. Where successful and
properly planned, the impact of projects and programmes contribute to the development levels deemed
necessary for graduation. To put it in I.FA language, graduation criteria are “impartial” and long-run in
the sense that they are outside and above project objectives, In sum, an implementation of project and
programme graduation would, apart from confusing matters, add little to the guidelines on project cycle
management already maintained by SIDA* and Sida.

The issue of the scope of graduation also needs to be addressed in relation te the various instruments of
co-operation which Sida has at its disposal. Should policies for country and sector graduation cover all of
Sida’s instruments and channels? This question is particularly important for the support provided through
Swedish NGOs. One basic feature of such support is that the NGOs have (and, according to prevailing
policy, should have) a high degree of autonomy from Sida in the planning and implementation of their
respeclive activities. A graduation polic¢y of full coverage would restrict the autonomy of NGO activity by
suhjecting it to the e]igibility thresholds.

For example, the support provided by the Swedish Voluntcer Service (SVS) to the Seychelles would
probably fall prey to an all-out graduation policy. The Seychelles is relatively rich: its annual per capita
income is USD 6,280 (far above IBRD’s indicative trigger level for graduation), its life expectancy at birth
was 71 (highest in Africa), in 1992 its pupil/teacher ratio was 22 (lowest in Africa), etc.?! Still it received
SEK 2.6 million in 1993/94.2* Whatever the criteria used and benchmaurks set {or country graduation in
future Sida operations, it could be safely concluded that the Seychelles vw]l not qualify for co-operation
if graduation were to apply also to the NGO channel.

Although this examptle is simply too clear-cut to be representative for NGO support at large, it illusirates
the [riction which may be cxpected hetween different Sida policies. Thus, in order to avoid overlapping
and inconsistency, il is necessary to strt,amlme future graduation provisions with other Sida policies
already in force.

I” This advantage 1s also recognised by SPS: “In the development of sector programme support, the analysis madc
al project and sector level is combined with a macro level approach, ensuring that the support can be consistent
with a coherent development policy at all three levels.” Ibid.

'8 It must be obscrved that all forms of Swedish assistance cannot be embraced by sector graduation. For exumple,
balance of payment support applies only to the couniry or macro level.

"1t has been pointed ot to us that STDA used to muke a distinetion, in Swedish, between “projekt” and “insats”,
the former being the country’s project and the latter being the Swedish support to that project. In this distinction
our conclusion applies of course only to the project support part of the intervention. It could be argued that this
distinction in many cases is an illusion: many a “projeki” is just a gimmick to raise donor funds and would never
be realised without donor support.

20 A particular difficulty should be pointed out already at this stage: during the SIDA period, the other agencics also
had their own versions of project cycle management, in some important respects differing from those of SIDA. In
Sida, therefore, there are currently more than one practice of project cycle management. In many instances, when
discussing methodology, we here refer to the former SIDA’s “Metodhandbok”, however.

2 African Development Indicarors, The World Bank, January 1995,
2 Bistdnd i Siffror och Diagram 1993794, Sida, January 1995.
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2.3  Graduation and time factors

Separating the subject of graduation from that of phasing out projects and programmes is more than a
question of conceplual hair-splitting. The dividing lines between the two are even more pronounced in a
discussion on time bound development co-operation. Trigger levels for graduation of countries and
scetors cannot be operatively tied to time limits — the more macro the level of graduation, the lesser the
applicability of ttme factors. It is inconccivable that development agencies could in any way estimate and
plan their assistance on the basis of the future dates of country or sector graduation, The external and

unknown factors influencing the development process at such levels are simply too many. Graduation is-

effectuated when countries and sectors are ripe, but to calculate this and to plan co-operation thereafter is
impossible. ' : '

However, Sida could set time frames for its projects and programmes. As mentioned, the rationale for
phasing out and ending co-operation should in fact be the fulfilment or non-fulfilment of ouiput targets
according to time plans. This was already stipulated by standard SIDA methodology, albeit not always
implemented. What require further studies and guidelines are instead the modalities and best practices for
time bound implementation. In this regard, the studies of the processes of ending three Swedish
programmes in Zambia and Laos are particularly interesting.>' As time limits and phasing out processcs
constitute a subject quite different from graduation, these studies will be discussed and analysed in the
next chapter. '

2.4 Graduation, time and the logical framework approach

. The subjects discussed in the preceding two sections, graduation and the relation to time factors, is rather
neatly summarised and illustrated by conventional LFA reasoning. The basic elements of the LFA project
matrix are clustered in three groups: (i) inputs, activitics and outputs, (ii) immediate and development
objectives, and (iii) pre-conditions and external factors.

The first group delimits the actual development co-operation, be it in the form of projects or programmes.
This is the arca that the project management could influence directly both in terms of planning and
implementation, and for which 1t is held accountable. As such, it is also the area for which time factor
considerations in development co-operation apply. There is no point of introducing time limits above this
arca since the corresponding increase in the influence of external factors (risk increase) inevitably will
cloud any projection of such limits.

The second group of LFA elements delimits the co-operation’s objectives. Consequently, this area is not
only beyond the direct reach of the project management, it is also the area in which the notion of
development levels begins to make sense. These development levels, whatever the criteria used for
measuring them, are the main hallmarks for donors’™ decisions to graduate or not. The co-operation’s
immediate objective should contribute towards the development objective. Idealiy (or at least most cost-
effectively), the ultimate development objective will be synonymous with the development level which
triggers graduation. '

To summarise, ime factors apply te inputs, activitics and outputs of development co-operation (group one
in the LFA matrix), whereas eligibility for assistance and criteria for graduation apply to development
levels, i.c. the objectives of co-operation {group two).

21, e.p. The Phasing OQur of Aid Programmes — Experiences and Guidelines, University ol Stockholm, Decem-
ber 1994,
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2.5 Other rationales for withdrawal

Graduation denotes success. The country or scctor is developed beyond the levels set for eligibility, and
Swedish development co-operation should be re-allocated to arcas in greater need. However, donors may
face situations where it is necessary to withdraw in spite of formal eligibility. Such sitations could be a
consequence of factors ranging from for example non—cummitléd leadership and unsound economic
management to political instability and war. Whatever, the point is, from an objectives-oriented
perspective, that assistance should be terminated either because the results are poor, or because the results
are good but irrelcvant in a broader context. Although this paper does not dig deep into such guestions, it
should be noted thal the success of co-operation is not the only possible rationale for withdrawal.
Sweden’s decision to pull out of Chile after the military coup (cf. below) scrves as an example.

Moving away from the strict issue of recipient development, a parallel set ot factors may influence donors’
choice for the selection and phasc-out of co-operation. Such factors, for example the donor’s domestic and
foreign policy inlerest, common security, commercial relations, and preferences of individual decision
makers and stakeholders, are best discussed on the basis of empirical evidence (cf. subsequent chapters).
A few comments on some of the driving forces of assistance could be raised already at this stage, however.
Initiation of and withdrawal from co-operation should logically be based on one and the same criterion (or
criteria). If Sida engages in Fastern Europe because of geopolitical considerations®, then a certain level
of oblained common security should justify withdrawal. Similarly, the more commercial forms of co-
operation aimed at developing scientific, industrial and commercial relations imply that Swedish interests
guide the allocation of assistance, and that such assistance should be phased out once thesc interesis have
been {or cannot be) satistied. '

Or should it? Sweden’s security and commercial concerns for co-operation are of course sided by a
concern for development in the recipient country. A problem with dual (donor and recipient) justifications
is that they tend to make decisions on withdrawal more difficult and less rational. What are the proper .
balances between security and commercial developrnent in both Sweden and Eastern Evurope that warrant
some kind of mixture of termination and graduation? How could policies provide clear-cut and
operational answers?%

Sweden’s security (as a part of common security} and commercial interest (as part of mutual bcn.eﬁr) are
examples of openly recognised and endorsed justifications for co-operation that do not belong, directly or
wholly, to development in the recipient country.® Then there are the unoflicial reasons — those relicved
rather by stakeholder analyscs than by documentation and policy. While it could be generally concluded
that stakeholder interests (those of consultants, decision makers, counterparts, project staff etc.) have an
impact at project and programme levels, it could remain an open question whether such interests, in
themselves, have the potential of initiating, continuing and terminating co-operation also at the sector and
even country levels. This paper provides an affirmative responsc to this question, however (cf. section 4
below).

¥ C.f. On Concentration — Background Study for Sida's 2015-project (Draft Report), SPM Consultants, October
1995. :

2 A related problem (in a graduation context) is the number of overall development objectives for Sida suppaort.
What is the proper balance between the multitude of fulfilled and/or near-fulfilied objectives required for graduation,
even on case-by-case basis?

®C.f. e.g. Regleringshrev for Budgetdret 1995/96, Ministry of Foreign Altairs, June 1995, Whatever some people
would like to belicve, that fact is that these things belong to Swedish development co-operation.
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Finally there are the more indirect reasons for termination of assistance. The following is a list of five
Swedish factors which are likely to have at least a potential impact on the decisions to withdraw from
sector and country support: (i) negative public opinion, (1) a harsh cconomic situation, (iii) Sida’s size and
potential relevance as compared to other donors in a particular country or sector {the more donors
involved, the lesser the justification for Sida presence), (1v) empty resource base (withdrawal because all
cxperts ina certain leld have for example been retired or have lost their international competitiveness),
and (v) the policy of concentration. The list could probably be made longer, but the interesting point is
whether such factors indeed have sparked off termination or not.

3 THE TIME FACTOR IN PROJECT CYCLE MANAGEMENT

The previous chapter concluded thal graduation at project and programme levels does not make much
sense, basically because graduation has to do with development levels (the ends of co-operation) and not
with the projects and programmes as such (the means). However, this is not to say that the issue of phasing
out and ending donor activity at the project level is in any way less urgent. Rather the other way around,
most Sida-sponsored activity goes on at the project level, and the meeting of targets within stipulated time
frames 1s one of Sida’s main Opcration'al Tesponsibilitics.

3.1 Projects with and without time factors

Obviously, time bound Project Cycle Management (PCM) is not a recent innovation. For scveral years,
* il has been stressed as a main feature in a range of SIDA manuals for PCM methodology, not least as part
and parcel of cost-effectiveness requirements.” Thus, general policy provisions for time factor
considerations are already in place. What may be lacking are instead detailed guidelines for the phase-out
process and, more important, the actual adherence to time table requirements.™

Therefore, two types of discussions on time factors seem necessary the ideal case where time factors do
frame the project cycle, and the real case where they usually do not.*? In the ideal case, the project unfolds
smoothly and in accordance with plans (including time plans). The targets are SMART™ and defined in
project documentation atready [rom the outset; an adequate assessment of the project environment has
been carried out: and a realistic vision tor the project’s contribution to development guides all activities
¢le. Inthe ideal case, ending a project or a programme becomes mere routine, Sida engagement is simply
withdrawn either when targets — including, where warranted, targets for counterpart capacity to take on
full responsibility for project sustainability are achieved at a pre-destined date or when targets cannot be
met due to previously unknown and inconceivable factors in the project environment.

TCL eg Metodhandbok 90, SIDA, 1990, and LFA — Handbook for Objectives-oriented Planning, NORAD, no
date.

* Another aspect has to be neglected here, but is of crucial importance: the institutional framework. According to
North (1993} a theory of economic dynamics, and thus an important part of development, must include “institu-
tions and time”. A reasonable hypothesis would be that the use of the time factor in PCM, its relative ease and
workability, 1s strongly dependent upon the institutional set up ot a project. Suffice it to mention the comparison
between o BITS financed contract and a SIDA agreement with a Ministry. In this paper we cannot detail this
matter, but the reader must keep in mind that the instruments used in development co-operation should be carefully
analyscd in institutional terms when the use of the time {actor 1s settled.

*In past practices there are significant differences between SIDA, on the one hand, and the other agencies on the
other hand. BITS and SwedeCorp, for example. have practised time limits on a much stricter basis than SIDA did.
The institulional arrangements were also very different.

# 8Specific, Measurable, Achicvable, Relevant, and Time-bound.
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Needless to say, this is a tal] order, In reality, a range of circumstances frustrate the handbook version of
PCM - the achievement of targets and phase-out in accordance with time tables is a rare phenomenon
according to past Sida cvaluations. Why is there such a discrepancy between the ideal and real cases?

Firstol all, it should be recognised that proper PCM is difficult, especially in the developing world. One
important point, however, is that SMART targets were rarely found in project documents or as guiding
lights during project implementation. If a project is brought to life without specific and measurable targets,
then there is no way of ielling whether targets have been met or not after a certain time period. In fact, time
tables, other than in sheer budgetary terms, are inconceivable without proper targets. Thus, the absence of
operational targets tends in itself to dilute the attention to time limits. An improved capacity for LFA-
oriented planning and implementation should therefore yield positive results also when it comes to time
factors in PCM.

Second, and perhaps more important, endi ng projects which have not fulfilled their targets (or at least
some kind of idea of what should have heen achieved) within the stipulated time is difficult because it
implies failure. Evidently, inadequate results are always unwanted. By prolonging the projects” life time
and infusing more resources than originally planned, results could be improved and overt failurc avoided.
Such additional agreements are frequently recommended by consultants and employed by SIDA as part
of astrategy for “saving” projects. When resolving the problem of unachieved targets, the highest priority
has often been given to the outputs of co-operation, much at the expense of qualitative requirements for
tme limits and cost-cflectivencss. )

In this context, an interesting question is precisely why time limits usually play such a sub-ordinate role
in PCM. Put roughly, why does failurc (i.e. unachieved targets at a given point of time) so often result in
additional funding instead of termination? While not exhaustive, the following list seems likely to have
contributed in varying degrees to past absence of time limits in much of Swedish development co-
operation:

* Pastinvestments” and ignorance of “sunk costs” — Evaluations of projects which have failed 1o
deliver the anticipated results often come to the conclusion that adjustments, more resources and
additional time will eventually yield the desired outcome. A common justification for granting
further support is that the resources already allocated will be wasted unless such a project is brought
to a successful end (thus implying that the results of these projects are produced much in the way
kelchup is coming out of the bottle). While the past investments argundent may make scnse in some
cases, it usually tends to ignore the concept of sunk costs. If not contributing to the results of new
investments, the resources already plou ghed into the project are sunk and irrelevant to the decision
to allocate additional resources.

v Biased evaluations — Separating relevant past investments from sunk costs requires independent
evaluations which, where justified, are outspoken enough to cali past inputs sunk and irrelevant (for
additional support). The close, almost in-house relationship between SIDA and many of its
consultants tends to yield evaluations which are low in profile when it comes to matters which are
difficult and politically incorrect, such as the necessity of terminating failing projects.

*  Stakeholders’ pressure (donor side) - Relatedly, a range of social groups in the donor COImmunity
have various interests in continued co-operation. NGOs and implementing consultants are of
course eager to highlight the positive aspects and the future potential of their respective projects. In
addition, prolonged support always i mplies rencwed engagement for the NGO and consultancy
markets.
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»  Stakeholders’ pressure (recipient side) — A similar pressure is mounted from the recipient side.
Institutions, organisations and individuals have invested money and prestige in the projects and
‘want them successfully terminated. Some do not favour any kind of termination at all since they
rather want a continuation of lucrative fringe benefits which inevitably surround the co-operation
(further discussion on stakeholder interests is provided in chapter 4).

*  Donors’ role and discomfort — Solidarity with people in poor countries has been a main feature in
deve]oprnént co-operation. In simplistic terms, donors are here to help, not to cut off support. It may
be more inspiring and somctimes much casier to continue assistance than to turn one’s back on
counterparts and past co-operation. Prolonged support becomes a convenient, more glamorous and
less conflict ridden solution to poor results.

»  Non-acceptance of failure — Sweden today assists thousands of projects in some of the poorest
countries in the world. It goes withowut saying that all these projects cannol be success stories. A
large number are likely to fail irrespective of who manages them and how. The main problem in this
respect seems to be the general pressure on Sida to always produce good and tangible results. Rather
than allowing projects to {ail descrvedly, Sida has tended to transform this pressure into a neglect
of less urgent time limits and of non-measurable effectiveness.

» Dishursement targets and over-budgeting — Even if there is strong pressure on Sida to produce
results and even if the aid budget has been cut during recent years, there are still no strong economic
incentives for an effective resource allogation (or portfolio management). Sida’s disbursement
targets imply that there is more finance available than capacity to absorb, at least in some countries.
Each year, considerable amounts of country frames have been left non-disbursed and reserved for
the following vear’s budgets. Sida’s resources may be scarcc on an aggregate level and, more
certainly, in relation to the poor world’s needs. But for individual projects, scarcity and opportunity
costs have not usnally so far influenced or directed the decision 1o prolong assistance.

It is not possible here to prove or measure the precise impact of any of the above points. Some may be
irrelevant and some may be justified in given context. More certain is that there is a gap between the ideal
and real cases of PCM. If time factor considerations are deemed to be both feasible and desirable at the
project level, then this gap could and should be narrowed. But how? The remainder of this chapter looks
into some suggestions as to how the present policy on project phase-out could be developed and specified
(section 3.2) and how pragmatic approaches to time factors in PCM could be framed (section 3.3).

3.2 Policy specifications

From a policy perspective, it is necessary to discuss whether the development of detailed guidelines on
how to end projects and programmes could help bridge the gap between the ideal and real cascs. While it
is true that time bound PCM was required already by SIDA policy, it'is equally true that this policy was
not very elaborate when it comes to phase-out processes. The above mentioned studies by Hans Hedlund
are particularly intercsting in this respect.’ Based on the experience of three phase-out processes in
Zambia and Laos, Hedlund provides a number of important insights and recommendations regarding
planning and implemcntation of successful termination.

While the programmes reviewed by Hedlund were clearly different in several respects, their phase-out
experiences display two common themes: first, that the termination processes were largely ad hoc in the
sense that they were insufficiently planned for and communicated by SIDA, and, secondly, that most
actors on the recipient side showed little or no interest in Swedish assistance being withdrawn.

N C.K. The Phasing Qut of Aid Programmes — Experiences and Guidelines, University of Stockholm, December
1994. ‘
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Hedlund concludes that “project termination is the most cruciat time for facilitating the sustainability of
" those activities which a project has focused on. If termination of a project is implemented in a non-
structured way, much of the project work and efforts carried out previously may be neutralised or ruined”.
Therefore, a number of modifications (or, rather, specifications) of conventional PCM are required and
proposed. Hedlund’s recommendations, based on a clear appreciation of the “project culture” and the
influence and power of various (donor and recipient) stakeholders, are divided in four groups covering in
brief: '

» the decision to terminate when targets for project impact™ and potential have been achieved
(including planning for such decisions),

» aquality team ensuring quality performance in both regular project activity and phase-out (as well
as to identify and recommend indicators for the future decision on phase-out),

« well-structured and participatory phase-out consultations focusing on the anticipated opportunities
and constraints related to the phase-out process (and embracing all important stakeholder
categories), -

e a specific phase-out document analysing for example stakeholders’ reactions to phase-out, and
potential killing factors which may emerge as a result of the phase-out process which, in turn, may
hamper future sustainability.®

While specifying present policy of PCM and, as such, hopefully minimising the discrepancy between the
ideal and rea! cases, Hedlund’s proposals do not give much guidance as regards of timing and time limits.
The decision on termination, he says, has 1o be taken in a process-based way after project commencement,
when a clearer picture of activitics and the project environment can be established.* Further, quantitative
and qualitative indicators on project impact and sustainability should determine when the decision
concerning a phase-out should be initiated, not an already set time table.

This is e.xacﬂy the basic problem of time limits in development co-operation, Swedish assistance should
be results-oriented (and projects sustainable when the support has been withdrawn). Swedish assistance
should also be subject to a time table and withdrawn after a specified period. But should the support be
terminated according to time tables even if output targets have not been achieved (and even if the project
is likely to collapse after withdrawal)? Which policy guideline should rule, the achievement of targets or
the adherence to time {imits? We do not want to compromise the results, because without them co-
operation cannot be justified. At the same time, we do not want to water down time factor provisions as
these serve, or at least, are argued to serve, as an incentive for reaching the results in a cost-effective
manner. So what should be done when resuits and time do not go hand in hand?

Put simply, the handbook answer is (i) that SMART targcts, as the abbreviation indicates, are achigvable
also within time frames, and (ii) that results always should be achieved cost-effectively, i.e. that there 13
little point of achieving detayed resulis. But the achigvable in some countries is likely to be less than what
is desired by the actors involved and the Swedish public at large, evenif co-operation is brilliantly planned
and managed. Thus, strict adherence to policies probably would end up in modest ambitions, partly in
order to keep results realistic and within time frames (SMART). As most Sida projects currently run

% The present authors argue that time factors apply only 1o inputs, activities and outputs {c.f section 2.3), not to
impact, i.e. objectives. This should be kept in mind when assessing our policy proposals for time limits.

33 These points arc much more exhaustive than presented here. As there is no point of repeating Hedlund’s findings
in this papes, the reader is recommended to consult his report(s) for further information. Ihid.

* Thus implying that time-limits may not be possible even at the project level.
Proj
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without measurable critéria, we cannot tell whether such adherence would actilly lower the ambitions
of co-operation.” We could expect, however, that more would be achieved in a cost-effective manner.
This last potnt is important. It must be recognised that policies are instrumental and have no intrinsic
value, they arc workable guidelines designed for the purpose of directing activities toward shared goals.
If, on the other hand, policies are neither workable nor goals-oriented, they should be revised or rejected.

3.3 Pragmatic approaches

Still, in a non-predictable world, planning and implementation may backfire, partially or completely.
Non-pertect outcomes are an inevitable fact which has to be accommodated in realistic approaches to
policy implementation. Sida and ils counterparts are constantly in the process of building capacity for
PCM, but no such capacity can be waterproof. Thus, guidelines should be established for cases where
actual results do not fulfil the required standards after a specified time period. As the present report is a
desk study (with a narrow scope for qualified empirical back-up), we do not pretend thut we could provide
detailed suggestions in this respect. Rather, by discussing a number of relevant issues, this section
delineates a4 background and possible framework for such suggcestions.

The main (potential) advantage of time limits is that they make clear and emphasise the responsibilities
of various actors in the co-operation. They molivate project staff to achieve results before foreign
assistance.is withdrawn and, as such, highlight the requirements of recipient ownership and project
sustainability. Time limits could also prove instrumental in the assessment of individual project’s relative
effectiveness, thus contributing (o an efficient allocation of Sida resources in general.

These positive features cannot be taken for granted however. They depend in each unique case on a range
of “ifs’. In fact, time limits may even result in reduced motivation and sustainability. If a main pre-
occupation of counterpart staff is how to prolong the inflow of Swedish resources to the project area (and
not necessarily to achieve project outputs)®, the introduction of time limits could have the perverse effect
of lowering motivation to such levels that fewer resulty are achieved and sustainability becomes cven
more difficult (cf. Box 8) A

At first sight, a scnsible conclusion seéms to be that time limits need to be employed by Sida in a flexible
way, ime limits in development co-operation are desirable, but only if modifications and exceptions are
an accepled part of the policy. However, while potentially justificd in some cases, a policy of time limits
which endorses its own exceptions invalidates most or all of its- posittve qualities. Time limits are
advantageous because they spur motivation, responsibility, counterpart ownership and project
sustainability. :

These effects cannot be fully realised if actors do not expect time factors to be respected by Sida (much

in the same way as today s governments cannot allow rumours of devaluation if they want to avoid actual

devaluation). Put simply, a policy which communicates its own repeal is pointless because it will not be

respected. Since expectations are likely to depend also on past adherence to time limits during previous

projects, future Sida assistance will generally benefit from a non-flexible approach to time factors.

Deviations from agreed time limits should be avoided as they are likely to result in eroded confidence in
-and adherence to subsequent project schedules.

Tf an output target is to ‘improve’, we do not know whether the reformed and measurable target ‘improve by 5%’
indicales more or less amibition.

* This could very well be the case in several projects. C.f. for instance Hedlund’s reports for possible examples.
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Thus, “flexible time limits™ arc unlikely to work in practice.”” The main reason is simply that most actors
involved in co-operation have common interests in (and will lobby for) a continued flow of resources to
the respective projects. Projects could probably go on forever like a conveyor beltil Sida docs not decide
to terminate them.” If the continuation of projects heyond the time limits originally agreed upon is
presented as a likelihood, the stakeholders directly involved will be tempted to make tull use of their
means of making this possibility come true.

The proper conclusion, therefore, is that departurcs from time limits should be avoided to the greatest
extent possible, even if project targets have not been completely [ ulfilled. This docs not imply that the
results-orientation of Sida support is in any way watered down — we have never wanted results at diffuse
costs. If only a few additional resources are required for reaching the projecl’s goals, it could also be
argued that ownership and sustainability provisions (where applicable) call for the recipient to assume
funding responsibility for such resources. On the other hand, if huge amounts are required, then this
simply implies that the project (or its environment}) is unsound and that assistance should be terminated
as soon as possible. '

If Sida decides to continue the project after the agreed time limit has expired; this decision should be based
on an independent evalvation (and for example along the working guidelines discussed by Hedlund)
which explicitly discusses the relationship between past investments and sunk costs.

Such decisions should be a rare exception from the general rule of terminating projects in accordance
‘with time tables. If this provision is deemed unrealistic, Sida should refrain from formulating and
enforcing an explicii policy of time limits — a policy which otherwise would become little more than an -
irvelevant paper product of no operative value.

The basic assumption of the discussion so far has been that the underlying structure ol stakcholder
interests work against project termination according to time tables. Stakeholder interests are the engines
of the conveyor bélt. Projects tend to be prolonged because there are no powerful interests working against
prolongation. At present, all influential stakeholders in Swedish development co-operation have direct
interests in continued aid flows — both on aggregaled and project levels,

However, stakeholder interests are not static, They could be influenced and reformed by a mix of sticks
and carrots. In the present context, the unpleasant sticks {time limits) bave already been commented upon.
By introducing various incentives™, stakeholders could be stimulated and instigated to favour and actively
work for the achievement of results within time limits. Such carrots should of course take different forms,
depending on the nature of the co-operation. The following two variants could be contemplated by Sida:

* Given that interest groups (NGOs, consultants, project staff ctc.} benefit from being engaged by
Sida on a continuous, or at least, recurrent basis, projects may be designed so that the achievement
of results within time limits triggers distinetly separate and second-step projects. A tentative idea
ol potential subsequent step(s) should be developed already from the outset of the ¢o-operation,
mainly to cause actors to be disciplined and incited 1o fulfil their respective first-hand -

¥ Some critics of our proposal on strict time limits have called it naive. These critics belong to the stakeholders and
it may be arguéd against their point that it is rather optimistic to think that things could continue like they have
been.

* This view is basically supported by Hedlund’s studies which conclude that ‘project staif |local and expatriate]
and the recipient institutions were rarely intercsted in terminating on-going project activities' and that ‘these
projects oflen brought extra benefits to their staff {local] and the future employment opporlunities were uncertain’.

¥ Previous and current practices in projects for enterprise development (former SwedeCorp) already include
incentives for time limits.
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responsibilitics in due time. The main point would be to present project statf with a possibility that
they may be engaged also for later projects — projects which necessarily will build upon the
achievements of preceding co-operation.

« Basically, monetary incentives are universal in the sense that they work irrespective of cultural
differences. Why not fully utilise and exploit this human trait by attaching different types of
bonuses to the achievement of project results according to time schedules? In fact, the incentives
approach to remuneration is increasingly discussed and utilised by Sida in relation to consultancy
contracts.*’ A main consideration should also be how to extend such practices to the engagement of
local staff and expertise, especially in countries where public salaries are extremely low in real
terms. In an environment where salaries are well below the Minimum Living Wage (MLW),
monetary incentives will invariably produce results (provided that individuals have the skills and
equipment to perform). One possible approach for Sida could be to link topped-up parts of local
salaries to the achievement of project milestones rather than to fixed monthly payments.*!

Needless to say, there is a range of difficulties with performance-related incentives. Success and failure
may depend on previously unknown and inconceivable external factors for which the management cannot
be held accountable. Who judges whether the project failed becausc of internal or cxternal factors? Who
judges whether the planning phase should have been able to foresee a killing factor? Should bonuses be
paid to project stafl in situations where the project was run excellently but where it nevertheless failed
because of external factors? Inversely, should staff get bonuses even if they did not contribute to the
project’s success? '

While general answers seem impossible, these questions are extremely important in a practical context
not least since the whole point of incentives is to provide bonuses only in cases of merit.

4 STAKEHOLDER ANALYSIS

One of the expected results of the present study is to provide additional leverage for policy-oriented
mechanisms in Sida’s decision making processes, i.e. to assist in the setting of norms and indicators for
time limits in programme cycle management as well as a mode of graduation using a hix of co-operation
instruments that benefit others than the usual aid interest groups (if indeed stakeholders have the power
to influence country choices). The rule of policy and decision criteria over ‘unholy’ alliances between
stakeholders, should be one underlying aim of the whole study. )

If the rationale behind empirical examples of prolonged support to countries or programmes has not
primarily been one of explicit policy and strategy, one is tempted to look into and analyse the dynamics
of various interests hovering in the background of the programmes. Interests may be found acting on an
individual or a group basis, in the public, commercial and civic sphercs, as well as in the donor and
recipient countries®. The analysis is aimed at shedding light on the various forces influencing and
governing programme management. Tt is also intended to provide insights into the potential forces

2 O f. also Prestationsbaserade Konsultavtal, 180 Swedish Management Group, January 1994, as well as practices
already introduced by SIDA in recent years.

1! Experience shows that in-kind benefits and incentives for public servants should be avoided since they contribute
to a lack of transparency and equity in the public remuneration system. Remuneration incentives should always
be provided in monetary forms. C.f. e.g. Background Paper on Civil Service Reform, ICS Interconsult Sweden
AB, September 1993,

22 I Karlstrom, 1991, therc is a chapter on stakcholders,
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forwarding or abstructing concerns for time limits and graduation — insights which in turn are important
for the formulation of viable policy and guidelines.

Our analysis at this stage is based on examples, where categories of stakeholders clearly have influcnced
decisions on termination or continuation of support to projects, programmes or countries. When using a
list of examples, we are not trying to point out specific past events, we revert to examples that we happen
to know from our experience, from interviews or from documents. Any bundle of simplified examples of
the influence of stakeholders in government activity may be seen to be controversial. Our aim here is only
to illustrate the dangers and threats of not béing awarg of the existence of the different brands of stakes
involved in international development co-operation. An isolated reading of the examples must not be
taken as a basis for the conclusion that Swedish international development co-operation is particularly
burdened by vested interests or lobby groups.

At the same time however, it should be clearly recognised that different kinds of interests are an inevitable
characteristic in development co-operation activities (and, for that matter, any other large social
undertaking), and that such interests may in fact constitute a major strength of the support, for example in
terms of resource base and commitment. Categorical attention to policy and “legal-rational” provisions in
the design and implementation tends to hamper flexibility and huran innovation. Thus, our study remains
within the aim of suggesting how a balance may be struck between top-down policy and interest-driven
engagement from below to the benefit of time limits and graduation in general. Relatedly, it should also
review potential avenues for Sida to manage and supervise different stakeholders in the co-operation
activities.

4.1 Stakeholders in Sweden

On programme country level the number one stakeholder in Sweden’s presence in a given country is of
course the Swedish government, the programme country selection being done by parliament. A public
debate on Sweden’s support to a given country ends up at government level, even if Sida representatives
may appear to explain Sweden’s poelicies. The Ministry of Foreign Affairs is vested with the political
respansibility in relation to each country.

Once a programme country has been selected for Swedish support, there will in turn appear a number of
stakeholders on the general level, i.e. defending the position that Sweden should continue the support to
the country in question. This group may involve all the possible interest groups from the Swedish
ambassador to Sida employees, political parties, labour unions, solidarity organisations, commercial
interests or NGOs, and including of course a similar crowd of pressure groups on the recipient side. In the
very early stages of Swedish international development co-operation, the most influential on country
selection was probably the Swedish NGOs, particularly the churches, as they constituted the driving force
behind the establishment of what preceded the former STDA*. The first country selected was Ethiopia,
where the churches had been present for almost hundred years®. They still continue to play an important
" role for country choice in an indirect and more limited sense, as the-NGOs in some non-programme
countries are the only Swedish actors supported by Sida. A similar role for country choice may be played
by the UN system in the multi-bi share of Swedish aid. Even in a general way, the UN has influenced
Swedish country choices. The second country selected by the original Commitice was Pakistan, based on
a recommendation by the UN.

4 »Centralkommittén for svenskt tekniskt bistand till mindre utvecklade omriden”, formed in the early 1950s.

* And to which country the Swedish government gave a loan in 1945. Cf. Astrém, S., 1992
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Even at country level we must note that individuals may play a decisive role of influence, given the right
position to act from. This latter aspect should not be ignored, as we have seen examples of surprising
individual achicvements in this respect. Only a stronger sense of accountability and strict management
may reduce this element of individual stakeholders’ ad hoc influence on country selection. .

The majority of stakeholders on programme country level are actually tied to projects or programmes
supported by Swedish aid or bencfiting from the presence of Swedish embassies and development co-
operation offices (DCOs), while not interested in the country as such. Major exceptions to this are the
political organisations and the other NGOs. It is therefore more illuminating to look at stakeholders on a
disaggregated level, i.e. programme and project levels.

In moving from country level to the levels of programmes and projects, we move from overail political
responsibility to the more restricted responsibility for implementation. The first important stakeholder in
projects or programmes supported by Sweden is of course Sida itself and the civil servants working at
Sida. Sometimes the interests of Sida and an individual officer may diverge and the interesis ol the
individual may take the lead over Sida’s policy or guidelines.

Over the past twenty years we have seen many examples of SIDA as aninstitution being very touchy about
criticism of Swedish assistance in general. Meanwhile, individual officers responsible for projects are
often considering some projects as their babies, and consequently tuking a position of over-protection in
relation to such projects. In the past, therefore, SIDA’s stake in the on-going programmes in general has
implied a tendency to avoid public criticism of projects. This may probably be justified in relation to an
overall political objective of keeping the support for international aid among the public in line with the
parliamentary decision of allocating one percent of the gross national product to aid. But on a very basic
level, it is of course a common interest of all people professionally involved in aid to kcep up the readiness
to pay taxes for aid in order to safe-guard their professional carcer and their means of making a living.
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For consultants closely involved with SIDA and dependent on SIDA (or survival there has been an
ohvious interest in keeping SIDA happy with their reports and evaluations, This, in combination with
SIDAs dislike of criticism, has of course led to the classical situation in terms of evaluations: consultants
may have murginal remarks for improvements of projects, but on the whaole the projects all have potential
and should be continued. Other conclusions are much more difficult to digest and the risk of being black-
listed for future jobs has always been in the minds of consultants. Such black-listing could be morc or less
general at the institution, or it could be effectively implemented by individuals covering a seclor or a
country. ‘

SIDA officers may also have to defend their position in relation to the Ministry for Foreign Affairs and
thus feel forced to act with this interest in mind.
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In the 1990s STDA, as well as international assistance in general, has taken a lot of beating in the Swedish
media, Sometimes ill-founded critcism has been widely publicised. SIDA has also been provoked by the
governm_ent’ﬁ texts in its annual budget proposals, where the introduction of Swedish performance based
budgeting principles has led to an increased demand for results and cost-effectiveness (without any
definition, however). Gradually, this has probably, together with other social changes and changes in Sida
itself, led to a more open attitude towards criticism — along with fatigue and bitterncss - in the agency and
among its staff. It remains to be seen whether this new receptivity will alse encourage consultants to
improve their work and increase their independence.

The NGO community, being the strongest pressure group for Swedish aid, plays a particular role. Its
financial stake 1s presently highin the sense that it receives a large share of Swedish bilateral assistance,
tncluding funds that are intended to ‘educate’ the Swedish public. The NGOs clearly share values in line
with Swedish political objectives of aid, but they all also have their own particular agenda in line with their
1'especli\."e organisational objectives, Sida cannot decide, of course, in the present regulatory framework,
to terminate a NGO project. It could only decide 1o cut finance, but that decision has been delegated to the
NGO community itself.
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4.2 Stakeholders in recipient countries

The comprehensive Nordic study of the impact of Nordic technical assistance by expatriate advisers
pointed at a few rather negative aspects of this support: most representatives of the recipient countries did
not assign much importance 1o the impact ol cxpatriate advisers. They pointed at the spectacular
differences in living standards between the civil servants of the recipient countrics and the expatriaies as
an obstacle 10 elfective working relations. But they also admitted that each expairtate brought material
benefits, albeil often marginal, to the civil servants surrounding him. This alone could justify the civil
servants to bear with the expatriates, in spite of the minor development impact.

Civil servants in the recipient countries, later joined by local employees in projects and local consultants,
form the classical and largest group of stakeholders in the recipient countrics. All the factors causing this
problem necd not to be repeated here, suffice it to mention that the real income situation of civil servants
still remains the most important cause for corruption in the recipicnt countries.

In some countries there is by now a small group of civil servants so uscd to forcign aid and its fringe
benefits that practically no technical assistance can possibly be given without it. Somec capitals
demonstrate, for example, a housing market where it is practically excluded to find a house forrent, whose
owner 1s not in some way related o some civil servant engaged in international aid projects.

The most common action by stakeholders in the recipient countries is anything that keeps the aid flows
coming in. But due to the compound effect of years of aid, some people have wrived at situations where
unollicial benefits have become a requirement for continued co-operation, even at the risk of cutting off
support to a given project. Termination becomes dictated by local officials even when the project 1s
supported by the donor.
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Finally, the donor community as such should be named a stakeholder, The lack of aid co-ordination on part
of recipients (including intermediaries like such as implementing agencies) and the lack of co-ordination
amorg donors also contribute to the difficulties ol cutting aid flows to projects. When one donor is
negotiating conditionalities or time limits, another donor may discuss with the same recipient about
support. In this sense donor competition may be disastrous for aid effectiveness.

4.3 The hardest case — alliances of stakeholders

In situations where illegitimate interests abound, an alliance of stakeholders is often cstablished, making
it almost inevitable to arrive at decisions governed by such alliances. As soon as many pressure groups
compete with different stakes and ohjectives one may hopefully expect that pluralism as such may creute
an open culture of tit for tat that could create outcomes reasonably acceptable over time. But when the
stage is dominated by strong afliances. of expertise or power, letting nobody clse into the game, the long
term impact will he the result of the objectives of such alliances only.

Of course there are many legitimale alliances of legitimate stakecholders around: between Sida officials
and local civil servants, between Sida and consultants, between the local government and local
consultants, and so on. Such alliances are important factors in decisions on termination or continuation of
projects. But illegitimalte alliances are more dangerous in terms of the negative development impact of
their joint action.
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When Sida, in its ambition to transler knowledge, functions and responsibilities o local authorities, lets
the national ministries or projects procure international services, the process will take place in the above-
mentioned environment. This is why, inevitably, even Swedish bilateral assisiance is strongly threatened
by this influence of stakeholders whose prime interests are far from anything close to development of the
countries in question. ‘

4 This is one reason why macro indicators cannot be enough for policy making. A lot ol micro events will end up
changing the macro environment. Also World Bank officers’ careers have been strongly related to disbursement
targets for a long time.
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4.4 The immediate tuture

In sum, we conclude that interest groups in international development co-operation share a joint ambition,
i.e. to keep aid Mows at the highest possible levels. Tt is not easy to identify any active participants in the
decision making or lobbying processes who represent a forcetul force contesting aid or challenging
individual countries or projects. If there are any in a particular case, they are likely to be political parties,
which in Sweden are morc or less committed to aid. So, we end up with at situation where all important
stakeholders share the objective of keeping aid tflowing.

Recently, we have experienced a few noteworthy changes in Sweden however. The end ol the ever-
increasing aid budgets and the gradual introduction of the new budgeting principles have made it hard
even for 2 unanimous pro-aid community to be uniled on all important issues. The necessity to establish
prioritics and to terminate projects has created a situation where the debate once again will be more open.
Hopefully, this will create contradictions among major Swedish stakeholders, whercby old established
truths will again be questioned. The increasing number of younger people in the development co-
operation agency will also contribute to vitalise the bureaucracy.

Within Sida, an interesting experience has just started. The formerly independent agencies now merged
into Sida must hammer out a common set of prioritics and policies for an effective use of scarce
allocations. At the outset, this inner circle of aid workers will be divided into subsets of stakeholders:
defending their working methods, their instruments, their countries, and so on. In the on-going debate
about the direction of future aid and the methods of decision making and implementation it seems that the
two main groupings will tend (o be the classical ones in a matrix organisation based on regional and
sectoral dimensions: the regional units versus the scctor units.

In spite of and overriding the arguments phrased in different brands of aid ideology it seems that the most
relevant dividing lines within the new organisation boil down to a simple matter ot stakes of the
participants. Thosce who represent sectors will always have a stuke in the sector interests, bastcally boiling
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down to the issue ol having as many projccts as possible within the own sector (project by project
implementation), while those who represent the other dimension of the matrix will always have an interest
in overall planning, i.e. as many planned programmes as possible (regional policies, country stratcgies,
sector priorities): regions, countries, sectors should be planned by the regional units. The rationalc behind
thesc preferences is very simple: the sector specialists will always be involved in projects requiring their
special skills, while the regional units’ staff will only be involved as long as there are programmed co-
operation elements. Projects-only would leave the planners in a void. To some extent this division line
coincides with the frontiers between the formerly independent units. This does not simplify a merger or
the elaboration of 4 joint pelicy with a mix of instruments. ;

There are reasons for hope, however. As has been indicated above, the end of a black and white geo-
polirical situation — where most of the basic rules from the sixties have been smashed to pieces by world
cvents — in combination with the lack of funds has created a situation where the stakes-suddenly may be
less obvious within the Swedish system and where a profound reconsideration of the past would be
possible, On op of that, the new Sida seems to be a lot more receptive o criticism and apen for ideas and
dialogue.

In most recipient countries we tind very little of such hopes: rather, the silualion in most regions, including
Europe, tends to worsen in terms of stronger stakeholder alliances, more sophisticated systems to benefit
from the aid flows and no countervailing powers in sight.

5. PAST SWEDISH EXPERIENCE

This section presents a few examples ol cases from the history of Swedish aid in terms of graduation and
time factors in PCM*®. Although the term graduation was not used, a number of trials to leave countrics
for various reasons have been made. These cases illustrate the selection of countries and of necessity
maostly focus on the political level. It shouid be noted that only SIDA, among the former agencies, was
practising the country programme model. The other agencies did not enter into agreements on country
level at all, even if they could have informal indicative amounts for planning purposes. Of course, the
whole issue of individual country’s graduation is relevant only as long as some parts of Swedish assistance
is based on country choices. Should all assistance be outside the country programming procedures, i.e.
project based only, the enly valid cases of graduation would be the application of general criteria: yes or
no.

Toillustrate the use of the time factor, cxamples from sector programmes or projects are discussed and we
find that this puts the spotlight more on the technical level. Tn the case of project cycle management,
examples may be taken from all the former a géncics which iltustrate the differences in their respective past
practice. The new Sida obviously has a unique opportunity at this point of time, since the best elements
of the past praxis could be picked out to make an effective combination for the new agency.

5.1 Countries: termination and graduation

For some readers it may be usetul to know, before we continue with examples of country choices, that the
SIDA practice around 1970 came to be focused on country choice. Assistance was looked upon as a means
of eliminating bottlenecks in a country within the framework of the country’s state planning for
development. The criteria for this framework were gradually established in the government budget
proposals 1970-1972 and concentrated on equity and independence. Countries were selected along those
principles (o become “major recipient countries” ("huvudmottagarlinder”). The Swedish aid was litled

1 Main sources are interviews and official documents.
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into the countrics’ planning through the process of ‘country programming™’. Countries selected were
among others Tanzania and the countries of liberation movements {Angola, Namibia, Zimbabwe,
Mozambique) as well as Vietnam. As may easily be understood, the concept of pulling out was not
particularly relevant at the time of escalating Swedish aid budgets. '

When people with long experience of Swedish development co-operation are asked about SIDA efforts
to pull out of or phase out countries, a common answer is a broad smile and something like: ‘that is
something we have always tried, bul we always got stuck’. The shghtest whisper about leaving a country
usually awakens the couniry’s rooting section, of which the most important obstacles have becn found in
the Swedish aid establishment, e.g. the regional units of SIDA and the Ministry of Foreign Afflairs. This
may also be regarded as a sign of lack of determination on part of the political decision makers. At the time
of changes of governments, the role of the civil servants was temporarily increased, which was also
significant as the political decisions on country choice were often implemented on those occasions.

The famous ‘classic’ when it comes to SIDA’s efforts to reduce the number of programme countries is the
‘Country Review 80°. The purpose of the analytical exercise was to reduce the number of countries from
twenty to about a dozen! The Country Review was carried out by a SIDA officer and contained at least
hints about certain named countries that could possibly be candidates for a Swedish pull out. The reasons
given for a pull-out and the suggested countries indicate that the issue was not graduation, but rather
concentration. The proposal that was worked out contained the following countries and justifications:
Pakistan: military dictatorship; Bangladesh: corruption; Swaziland: GNP per capita (implicit reason for
graduation); Sri Lanka: the conclusion of the large encrgy project, Kotmale; Kenya: the nature of the
regime and donor abundance; India; sheer velume relations;

Clear-cut cases of a Swedish pull out from a programme country are rare. The only straight-forward case
is Chile, which is exactly an illustration of the point made above: the country itself creates a strong case
for a Swedish pull-out, in this case for political reasons. Sweden had made its first support 1o Chile 1in the
form of humanitarian support* after an earthquake. This was followed by a bilateral agreement on import
support. Sweden entered into an agreement on development co-operation with Chile under Allende,

7 In retrospect, it would be too easy to note that the means of politics and planning for development were grossly
exaggerated in this process.

# Again and again, we find examples of how humanitarian support is used for entry into countries in spile ol the
principles for country selection.

Project 2015 ' 104 ~ Sida 1997




Countering the Conveyer Belt Jan Valdelin & Goran Schill

whose regime met the criteria of a policy for equity and independence, but on top of that was also
hoyeotted by the Inter-American Development Bank and the World Bank. The agreement was signed on
31 August 1973, Tess than two weeks before the military coup. The agreement contained the “purpose of
economic development and social and cconomic justice in Chile as envisaged in the Development Plan of
Chile for 1971-76".* This phrase was first used by Sweden to remain passive, hut in September the
government decided (o suspend the agreement as the conditions to continue co-operation on the basis of
the development plan were ruined after the coup. It may be concluded, as there had been an attempted coup
a couple of months before the agreement, that Sweden may explicitly have added the phrase quoted in
order to create an opportunity for exit.

South Korea is a rarely mentioned example of a country where Sweden terminated its assistance when the
above-mentioned criteria for country selection were introduced. Sweden supported a family planning
programmc in that country, from which support was withdrawn.

An often quoted case of Swedish withdrawal is Cuba. The Caribbean island has been the subject of two
decisions on termination of Swedish aid. The original Swedish support started in 1971 upon the visit of
a Swedish delegation. The crileria were equity. independence and the absence of other donors. The
country allocation was gradually increased until 1976/77 when there was political opposition to the
continuation of aid to Cuba. Apparently, political wheeling and dealing involved a trade off between Cuba
and Tunisia. In 1975, the Swedish parliament made a decision to gradually terminate aid to programme
countrics *where a sustainable improvement of the development situation can be observed’ * This phrase,
interestingly worded in terms of graduation arguments, was intended to mean Tunisia and Cuba. The
political deal influenced the further destiny of Tunisia and Cuba in relation to Swedish aid.

Anyway, Swedish aid to Cuba was arrcested due to domestic politics and a simple twist of fate: in the first
version of the Swedish one chamber parliament the number of members was even and the aid to Cuba was
decided by the Mip of acoin upon an indecisive vote. Instead of the MSEK 70 proposed by the government,
the parliament’s decision was 1o allocate MSEK 40 million (partly credits with no interest) and to start the
process of terminating aid to be succeeded by “broader co-operation” as the term was phrased earlier in
connection with Tunisia (cf. below). As in the case of Chile, this had nothing to do with graduation, only
with politics. The Swedish decision led to a situation where Cuba was no longer a SIDA programme
country, but where BITS and SAREC were active the ncxt political decision to reduce aid to the country.

The second time around, the political decision to pull out from Cuba was much cleaner: a new government
was committed to end aid to Cuba and did so right upon taking power. In 1991, the non-socialist
government claimed to have cut aid to Cuba. The decision wus again political and had nothing to do with
graduation.

+ Development Co-operation Agreement 1973,

W Utvecklingssamarbetet med Tunisien, SIDA, 1979 (our translation). One of the fundamentals of Swedish aid was
established in 1962 when the government’s annual proposition included the idea of a *political mix” of countrics,
but excluding dictatorial regimes. The major policy study 1976/77 ("Bistandspolitiska utredningen™) confirmed
this principle ot a political mix, but increased the emphasis on political independence, democracy and human
rights. A mix necessarily involves political compromise.
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In terms of actual graduation efforts, the classic example in the Swedish experience is Tunisia. This is so
partly because the discussions and debates about Tunisia coined the term ‘broader co-operation’ in the
Swedish aid jargon. Tunisia had become a country of co-operation in the 1960s, but was questioned in the
early 1970s due to income level and donor abundance (France). This is an interesting exception to the
above-mentioned rule that this time period did not invelve any efforts to pull out. On the occasion of the
first ideas and hints about reducing aid to Tunisia there was a political outery on the part of Tunisia and
the discussion had to cease. But later the political pressure in Sweden was increased (cf. Cuba above) and
the negotiations with Tunisia, after the 1975 parliamentary decision, came to deal with actual gradual
reductions of the annual allocation from Sweden. The phase-out from Tunisia started with a parliamentary
decigion in 1977 to end “bilateral co-operation” in December 1981, upon a parliamentary decision in
Sweden®’. From a graduation point of view it may be said that the graduation process was planned to last
from 1977 (o 1981, but it was extended to 1984, partly at least due to remaining funds that had not been
used.

Mecanwhile, *broader co-operation” had started in 1977 with institutional co-operation, study visits and
training projects in Tunisia and Sweden. In the last country programme document SIDA paints arelatively-
bleak picturc of Tunisia’s development and states a certain scepticism in relation to “broader co-
operation”, SIDA’s experience was that “broader co-operation” was not cffective as an instrument for
‘transition from grant aid to commercial relations” and that it was administratively demanding. Tunisia’s
idea of a transitional instrument (between grant and commercial conditions) was focused on soft credits.
Sweden had just (around 1976) abolished® development credits {"histindskrediter”). The 1979
parlament had requested material on development co-operation including ‘critcria and methods for
design and termination, respectively, of long-term co-operation programmes’ > A study was going on
regarding a Swedish system of ‘mixed ¢redils’ and SIDA requested this to include soft credits to be used
in the graduation process.

7t Before on-going agreed project support was terminated another three to four years elapsed.
* The existing loans were remitted, except for Tunisia,

N Urrikesutskotter 1978/79:27 quoted in Utvecklingssamarbetet med Tunisien, 1979 {our translation}.
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In the negotiztion brief, the Ministry of Foreign Affairs pointed at the on-going project support within
“broader co-operation” (estimated at a maximum of MSEK 5 as compared to the last country allocation
of MSEK 50) and the emphasis on stimulating ‘continued and lasting co-operation in industry, trade,
science, education and culture’.™ The delegation was explicitly instructed to give information on the
opportunities for continued aid through NGOs and about the Swedish interest o support projects to
improve the situation of women. 1t would also give information about Swedish export credits, support to
research, Swedfund and the favourable conditions for delivery of new ships. This is an important
illustration of what was meant in practice by “broader co-operaiion™, .

As most readers will recall, BITS was later formed partly as a response to the need for an instrument that
could accommodate “broader co-operation” in the dialogue with Algeria. As always there were political
considerations involved. In the early 1970s the political establishment in Sweden had become interested
in supporting Algeria, for example in vocational training, in order to strengthen ties with the oil-booming
country, The director general of SIDA did not want to include Algeria, which was justified by GDP per
capitla arguments, i.¢, very similar to the Tunisia argument. A policy study on “broader co-operation” at
the Ministry of Education focused on “cost-sharing” and “mutual interests” as the main elements and led
to the proposal of establishing BITS. BITS later handled the co-operation with Tunisia with a small
administrative input. ‘

Portugal is not very often mentioned as an example of Swedish termination of aid. Sweden started co-
operation in 1974 in order to support the process of democratisation of Portugal. The idea of selecting

" Portugal was clearly related to the concept of limited duration of the support. The concept of support to
get across the threshold ("troskelstdd™) was applied in the preceding discussions. The last development
co-operation agreement was signed in 1974 and was valid.until the end of the fiscal year of 1982/83. Due
to remaining funds SIDA extended the support another year, thercby ending the co-operation through
SIDA in 1984. Part of the Swedish support went through NGOs and their capacity to pull out is lower than
that of SIDA. The case of Portugal could be said to represent a case of graduation, where the criteria for
entering and exiting the country was democracy-related.

Sweden has decided (o phase out country programming to Lesotho. This is a case ol tcrmination, rather
than graduation. The decision is largely justitied by political reasons, i.e. “political uncertainty™ and
“regional changes”. Further, the low capacity for implementation is a justification. Continued co-
operation is planned to take place in infrastructure, soil conservation and democracy.

M Avial med Tunisien om utvecklingssamarbete: firhandlingsinstrukiion, Ministry of Forcign Affairs, 1979-05-23
(our translation).
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~ Botswana often appears in discussions about time factors and graduation. It is mostly guoted as an
example of Swedish faitures to pull out of projects, sectors and to terminate aid to the country. This is
partly due to the fact that pcople tend to think that SIDA got into Botswana with a determined idea of
support of limited duration. Maybc the time has come to modify this image of Botswana-Sweden
relations. The main reason for support was right from the outset the independence objective of Swedish
international development co-operation — not poverty, Independence was in this case related to regional
politics. Then came Botswana’s diamond success and the impact on overall GNP, on exchange reserves,
stale budgets and other indicators, making the country lock ‘too rich’ for Swedish grants. And for the
World Bank, as the country graduated from IDA credits in 1994, But from an independence point of vicw,
the support from Botswana could be justified all the way up to the democratisation of South Africa. In this
sense, the withdrawal from Botswana could be seen as a case of graduation in terms of independence.

In the high level consultations in 1994, as part of the Swedish preparation of a country strategy, the idea
ol lermination was the subject of discussion between Botswana and Sweden. The Swedish government
has decided to end the country’s status as a programme country by 1998 and the road to this end is outlined
in the 1994-14998 country strategy. In the government’s propuosition the argument for ending country
programming is that Bolswanu is a ‘middlc income country’.

In the 1980’5 SIDA also managed to reduce the number of sectors in Botswana. Under the inlluence of 4
study on concentration, SIDA’s management was trying to concentrate to fewer scetors in the country by
pulling out its support to industry. In 1995, Sweden has also left the water sector after twenty vears of
support. The support to rural water supply systems has been terminated on the grounds that the sector
development objectives of Swedish support have been met.

Three countries are often mentioned as cases, where Sweden has nurtured the idea of country programmes
of limited duration and wherc the main objective of support is to eliminate bottle-necks or to overcome
thresholds (o development™. These are Zimbabwe, Nicaragua and Narhibia.

[ Nicaragua, the original planning period was three years. The initial support was regarded as time
limited support to rehabilitation after the war. This period was later extended to five years, to be succeeded
at the end of the fiscal year 1984/85 by “co-operation in other forms™.*® When SIDA in 1982 argued and
proposed to the government that Nicaragua be treated as a programme country — ie. implicitly a
programme without limited duration — the justification was that ‘the rehabilitation period after war and
natural disasters will be longer than planned’. In 1982, there were practically no budget constraints in the
aid organisations and there were strong political ties to the new government in Nicaragua.

¥ Some observers claim, however, that basically all programme countries except Ethiopia and Indja, were entered
with the idea of a support of limited duration only to support the countries for some bridging problems. This was
not put into agreements, but remained at the level of rhetoric.

® Urvecklingssamarbetet med Nicaragua 1982/83-1983/84, STDA, 1982 (our translation).
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An instructive case for Swedish country programmes of limited duration may be Namibia. Sweden had
supported SWAPQ and parliament in 1990 decided to support the newly independent country from the
start by bilateral development co-operation. But this support was explicitly limited in duration®. It had
been prepared during close Swedish monitoring of regional development in the fatter half of the 1980s and
includes Nordic co-ordination and division of labour (for Sweden: transports, central bank and certain
training) for future support. The idea of a limited duration was also supported by Namibia’s first president.
The Swedish arguments were hasically that GDP per capita was high, while income distribution was
cxtremely skewed and that the country planned a redistributive income pelicy for increased equity.

At the cutset, Swedish planning was based on the idca of staying in the country for about 15 years, but the
timne criterion was combined with specific project objectives. A mix of instruments was also foreseen. The
first ten years would be grant aid, to be followed by five years of the instruments of BITS and SwedeCorp
with a gradual phase-out of grants. The present country strategy is valid for the period up to and including
1998 and the present bilateral agreement is valid for three and a hall years,

In retrospect, it seems that the Swedish planning and implementation so far has been relatively successful.
The Swedish support gotl 4 head start in line with established objectives [or the country programime
support and results were soon obtained. The project support had been clearly defined: establish a central -
bank, privatise the telecom séctor, construct roads and train a number of people in specific areas. Soon the
efforts were supplemented by projects supported by BITS and SwedeCorp (10-15 projecis at about 30-40
MSEK in 1995). Some factors, that may not be present in most other countries, ¢learly have contributed
to the success: Swedish aid was relatively thriving™, the country’s government was very aware of the
dangers of continued aid, public real wages are sufficient to gain a living from, and there is skilied and
educated labour in the country.

The Swedish Namibia experience has demonstrated that the existence of an exit and time limits may lcad
to improved goal attainment (through stricter discipline among all parties). In terms of graduation it is
vseful to keep in mind that the country as such cannot be said 10 have graduated in terms of the original
objectives (income distribution, for example), only the projects supported by Sweden have graduated in
the sense of reaching their objectives. '

37 The first agreement with the Namibian government was for one year, But the STDA proposal to the government
(Bilateralt alvecklingssamarbete med Namibia, SIDA, 1990) clearly states, however, that SIDA has view that the
Swedish support must be planned in a long-term perspective.

* In terms of general development of a given country, the role of all donor aid will always be marginal, however.
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Last but not least, mention could be made of programme countries where events may have justified
Swedish withdrawal, according to some observers, but where SIDA or the Swedish government did not
lake action. One example is Ethiopia in the late 1970s, when the military regime became domestically
oppressive and escalated its war in Eritrea. Another example could be Sri Lanka where elections were
cancelled due to the emerging civil war situation in the mid-80s. Such examples only demonstrate the
inconvenience of pulling out.

Tt may safely be concluded from the above country examples that Swedish experience includes a number
of various cascs of cfforts of termination and sometimes graduation, but that the past does not provide any
particular guidelines for future policy discussions. The strongest point may be that there is a need for a
gencral policy in order to reduce the influence of stakeholders and to simplify tum]mtlon or graduation
decisions regarding individval countries,

5.2 Projects and programmes: time factors and conditionalities

'This section moves from the issue of graduation on country level to the use of time factors in projects and
programmes.

Swedish experience of using time factors and conditionalities — leading (o a time limit before certain
conditions are mel — is not very encouraging when it comes to projects within bilateral agreements.
Among staff with experience of Swedish country programmes there is a general feeling of failure when
it comes to successfully imposed conditions or time limits. Swedes are not strong and determined enough
io succeed with this, the saying goes. Above, a few reasons for failure of time limited PCM have been
givern.

It must also be repeated that improved PCM with the purpose of increasing the impact achieved per spent
krona, must be based on the concept of cost-effectivencss. Time has no meaning tor PCM as such unless
it is related to effectiveness. In this conlext, ime is money.

Although the utility of a list of more or less well-known examples of difficulties of terminating projects
may be rather limited, a few lessons could help to indicate the direction pelicy and guidelines.

First, the reader should be reminded that some Swedish development co-operation instruments are used
with a strict application of time limits and sometimes with incentives to consultants or recipients who
reach targets on time. Credits are based on financial investment analysis and have an evident time limit in
an institutional context where ownership and responsibility are clearly defined. Techpical co-operation
and enterprise development support projects are not framed by a country programme agreement, only by
isolated contracts or agreements over a restricicd period of time. These kinds of agreements have cost
sharing as an element in most cases. Enterprise development projects — with more Swedish involvement
than the technical co-operation projects — normally run for three years {with a review after one year), and
possibly with one ycar’s extension. Pulling out is then not an issue as it is relatively easy to do just by
avolding new agreements. The institutions involved have a stronger sense of ownership and the
responsibility for performance in project implementation is not shared by Swedish authortties.

Swedfund has had an aid component in its project history, especially during the period when training and
management were subsidised through co-operation with BITS (started in 1981). Currently Swedtund is
aiming at bigger projects and more suitable countries. The former Eastern bloc is now the fastest growing
region, which will soon have the same share of the Swedtund portfolio as developing countries. A lesson
learned in Swedfunds history is exactly the nccessity of building exits into the agreements {the
shareholders’ agreement).
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Among projects and programmes framed by country programmes where Sweden has been present for a
long ime and where efforts to impose conditionalities, to concentrate or pull out have proven very
difficult, we may quote  few to illustrate the kind of problems encountered.

A classic in the memory of many a veteran in Swedish development co-operation is the Swedish effort Lo
try to intluence Ethiopian laws in connection with the support to the Chilalo Agricultural Development
Unit {CADU). Studies carried out by the projeet had pointed at negative impacts for the target group, i.e.
tenants (early 1970s). A major obstacle to an improved situation for the tenants turned out to be the tenure
laws. In this case, STDA’s main line of action was to pose political conditions rather than to pull out.
‘Finally the Ethiopian government presented a bill for a new law, but it was turned down by parliament.
Peoplein SIDA were advocating a suspensian of project support, but before any decisive action was taken,
the emperor was ousted by the military in 1974,

The support t the fishery and telecommunication sectors in Angola has been going on fora long time. To
prepare for a reduction in telecoms, one year of dialogue went on between Sweden and Angola, Tn
Vietnam, Sweden started to support hospitals more than twenty years ago. Ever since the Swedish strategy
put heavy emphasis on primary health care, SIDA has tried to reduce its support to central hospitals in the
country. In the last valid agreement, there is finally a phrase about a phase-out of support to central
hospitals to be gradually replaced by Vietnamese finance. After signing the agreement, the two parties arc
involved in a continuous discussion where the Vietnamese are trying to convince Sweden to change its
position.

As examples of Swedish cxits™, we have quoted the water and industry sectors in Botswana. Among
recent examples due to the budget constraint, alesson was repeated in Tndia, when the country allocation
was reduced in the 1990s. In the search for a project to terminate, Sweden had the choice between equally
successful examples. There was no wdeal candidate in the sense of a clear failure that could be taken out
of the pragramme. In the final analysis the size of the annual support became the selection criteria. The
choice boiled down Lo the support to the energy sector or the support to the water and sanitation scctor. The

supporl to energy created employment in Sweden and was politically desirablc to keep. In the 1980°s

* For further examples and analysis, ef. Hedlund, op. ¢it,
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Sweden withdrew its support to agricultural co-operatives in Ethiopia. This was provoked by a policy
conflict between Ethiopia and Sweden.

The {ull KSTC agreement, excluding annexes, is five pages. but it seems to cover the basic problems we
are concerncd with here: it is limited in time, there are exits for the donor, cost sharing is stiputated and

- the Swedish contribution is reduced year by year up to the complete phase-out in year ten. No mention of
LFA is made in the agreement, but the result of the above-mentioned elements plus the quality rules for
teaching and outputs could easily be [it into a neut LFA matrix of the project, if wanted. The costs of
qualified teachers can be calculated and compared to other colleges. As far as we know at the time of
writing, the project was successfully completed.

The mixed picture of the use of time factors in Swedish development co-operation is amply illustrated by
the indicated differences over time and over instraments used. But in contrast to the graduation issue, we
note that the use of the time factor in project and programme cycle management may have a lot to learn
from past Swedish experience. The project example from thirty years ago maybe provides a pointer: what
we need are not new techniques or models, but a policy and accountability for its implementation. Among
the lessons learned from past project management its elements may be identified.

6. CO-OPERATION INSTRUMENTS AND THE PRE-GRADUATION
ZONE

According to the Terms of Reference, the present study should ‘discuss and recommend criteria for co-
operation in the comumnercial, technical and scientific fields, suitable either to succeed grant aid
programmes or to be applied to countries where no such co-operation with Sweden has taken place so far”.

® The second was CADU, to Ultuna.
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Based on the idea that different-stages in a country’s development process call for different co-operation
instruments, the requirement implies that grant aid should be provided at low levels of development
whereas credits should apply at higher levels. Arguably, such a soft-to-hard appreach is based on the
notion that recipient countrics, as they grow richer, should increasingly contribute with their own
resources in the co-operation. The two alternatives for “graduation through transition” from grant-based
co-operation which were proposed in the Terms of Reference, were a “credit-based programme™ or “anew
concept of mutually beneficial exchange”. The ided of a credit-based programme as a transition phase
from grants to no aid at all 1s in line with the conventional thinking, i.e. debreasing degree of
concessionality as a country grows richer. The mutual exchange concept is rooted in the former Swedish
" agency BITS, where this idea formed part of the origin. This report suggests a way of achieving the
transition from grants to graduation. But before presenting our proposal it is necessary to clarify some
points of departurc and some problems common to all means for transition.

6.1 From little to less — by different means

Given that grant aid should only be granted fo countries below a certain level of development and that a
given higher level of development should mark total exit from all sorts of aid (as argued in this repert), we
arc looking for means of transition between these two levels. When a country develops beyond the ceiling
for grants, there will still be a way to go until it graduates, i.e. develops beyond the ceiling for all assistance
funds. The simplest means of them all is: from little to less! The more a country develops the less aid it
receives; and the easiest way to achieve this would be to reduce the total funds granted along a scale of
development levels. The basic idea behind this means of transition is shared by all alternative means: as
the country develops it should have less support from outside sources. '

An obvious argument against the simple reduction of funds, is that a country’s development, as measured
by GNP per capita or by the HDI, never takes the form of a linear upward curve. Awkward effects could
appear when temporary setbacks occur in the process, or when financial requirements actually are
increasing and domestic or outside political events decrease the access to financial markets outside the
international development co-operation, for exampie.

The argunment of economic development not being linear between two levels of GNP per capita applies to
afl forms of changing co-operation linked to development levels, however. There is no choice: as soon as
the necessity of graduation and the distinction of countries along development levels are there, we need
means for the transition; and a policy of graduation does not necessarily imply that the policy holder
believes in the linearity of development.

A second argument against the straight-forward reduction of funds is that it implies reduced co-operation
hetween the two countries along with the decrease of funds. To avoid this, a way must be sought to achieve
continued co-operation between the countries in spite of an increased development level.

Leaving the means of just reducing funds behind, we have the conventional idea stemming from the
credit-based forms of aid (cf. section 2.1 above) that differences between development levels should be
reflected .in the degree of concessionality: when higher development levels are attained, the degree of
concessionality is reduced. Tt should be noted, however, that this means of distinction between countries
does not lead to 4 means of transition between two levels: it just triggers changing conditions at the
ceilings by eliminating eligibility for higher concessionality. The Swedish international development ¢o-
operation embraces so many more instruments than just degrees of concessionality of credits, that it would
be a waste not to use them also for means of gradual transition between ceiling levels,
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One way to achieve a reduced input of finance trom the donor government during the transition between
development levels, without necessarily reducing the scale of co-operation and without abandoning the
means of transition, would be to use the means of cost-sharing. The recipient country assumes an
increasing share of the costs of the co-operation during the transition o graduation, when it will carry the
full cost of all development projects. This method is of course not new at project level (cf. the example
from the 1960s in section 5.2 above), but has not been tried at country level. One advantage of this method
is the ease of measurement and application: it is a transparent way of designing a gradual transition {rom
the grants-only level to final graduation. I'rom an economic point of view the costs of each partner may
be casily calculated. No major market distortions — apart from the grants themselves — are involved.

A third means of transition in Swedish development co-operation is to use the existing instruments of co-
operation in a systematic and planned way along with the development of the country in question. The
Swedish instruments could be classified along several criteria, such as for example grants or credits,
degree ol concessionalily, degree ol cosi-sharing, among others.

In the remaining part of this section we argue that the most suilable means of (ransition from the grant
ceiling to the graduation ceiling for Swedish international development co-operation are changes in the
mix of existing insiruments. This method shares a benefit with the cost-sharing method: the co-operation
continues during the transition phasc. One advantage of this transition method is that is very much in {ine
with cmpirical data of the past — although the instruments were then vested in different agencies — and
could therefore be implemented with much ease. A disadvantage is thal il is more difficult to calculate the
precise costs of each partner in the co-operation than in the cost-sharing method.

Tn selecting the instrument mix as the transition method, all that remains is to decide a criterion for the
choice of instruments carly and late in the transition process, respectively. Conventionally. the degree of
concessionality or cost-sharing would be the favourite candidates of economists.

6.2  Mutual benefit as an alternative

However, this chapter holds that rustial benefit, not counterpart financing, is the key rationale for the
consecutive ermployment of “carly”™ and “late’ instruments. The suggested approach is thus founded on the
principle that Swedish interests (commercial, scientific, cultural, elc. - not the interests of stakeholders in
aid) should be accentuated parallel to the development of the recipient country, thereby also contributing

{0 un-aided exchange between Swedish and recipient interests when Swedish assistance has been
completely withdrawn.

Conseguently, the dimension to look for when selecting co-operation instruments for the early and lale
phases of assistance is (ving fo Swedish interests, not whether instruments are of the grant or credit type.

Before we further develop the advantages of relating development co-operation phases to the co-operation
instruments in terms of their respective tics to Swedish interests a few words on the different forms of ties
are necessary®’.

' [t should be clear o the reader that the authors of this report are not arguing for an increase in tied Swedish aid:
the instruments with ties are already at hand und in use. The argument here is 1o use degrees of existing ties as an
indicator 1o where to apply the instruments in the transsition process. A well-known disadvantage of tied aid for
the reeipient country is the costinerease in 4 static comparison with a non-tied alternative. This is no problem for
the present arguement. The more important disadvantage in the present context is that the exact cost increasc may
be hard to estimale in cach particular case.
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"Tying" of aid may have different shapes: funds can on the one hand be tied to specific uses, e.g. individual
projects, and on the other hand to the supply of Swedish goods and/or services. The following figures
illustrate the relations between ties and concessionality as well as between ties and co-operation
instruments: ' ‘

Figure 1: Ties and concessionality

USE

SUPPLIES

GRANT (1) GRANT (5)
CREDIT (2) CREDIT (6)
GRANT (7) GRANT (3)
'CREDIT (8) CREDIT (4)

(1, 3. 5, 7) Grants in general: grants may .always be justified as long as they do not come with
conditionalities which distort the usc of resources of the recipient or alternative resources.

(3) Grants tied to supplies and use (or credits with a high level of subsidy, such as IDA credits): useful from
the recipient point of view, given that the conditions do not distort the allocation of domestic alternative
resources.

(2} Credits not tied to supplies or usage (i.c. gencral budget support or non-specitic import support): the
level of grants (concessionality) and the recipicnt’s creditworthiness determine the utility from the
recipient’s point of view.

(4) Credits tied to supplies and use: such conditions are not acceptable at low levels of concessionality as
they eliminate competition among other things. The distortion may however be reduced by ex post
contract financing ol signed contracts. '
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Figure 2: Ties and co-operation instruments

USE
SUPPLILES b E W | v G K
Import Project
support and suppaort
budget without prior
support; definition of
programme "Swedish
support _ interests”
credits for
contracts (u-
krediter) for
given
components
of project
project support to
support with | narrowly
lies to’ defined and
Swedish sclected costs
consultant or | and
with a COMPONEnts
defined with
"Swedish "Swedish
interest™ interests”
Non- Import Tmport ‘ Credits for
specitied support to support to narrowly
import specified specified selecled
support sectors - programmes preject
components
{suppliers’
credits and
exporl
credits)
Technical Results
co-operalion generating
research

Developing countries would generally aim at credits in the “upper left” boxes of the above matrix, while
Swedish export interests benefit from the instruments in the “lower right” areas ol the matrix.

Recipients would tend to prefer credits not tied to supplies and with no specified use before other forms
of credit. Donors and cerlain recipients sometimes do want to test sustainability and impact and evaluate
results, which sometimes would justify credits for projects not tied to supplies (i.e. tied to given uses, but
not to supplies of goods or services). '
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With the above distinctions in mind, we propose that Swedish development co-operation should be phased
by the use of certain instruments over recipient development levels, and in a gradual switch from recipient
benefits to mutual interests as indicated above. The transition to a situation characterised by mutual
interests is done by increasing the ties to Swedish interests (outside of the aid stakeholders” interests). In
terms of tying to Swedish interests, the relation between instruments and development levels could be
summarised by the following matrix: '

Figure 3.
INSTRUMENTS
Un-tied Tied
Middle
DEVELOPMENT
LEVEL
Low

The proposed approach would offer several advantages: '

» it forwards conventional thinking on graduation by linking development levels to the form of co-
operation (Roberl Cassen, who could be considered setting present standards, suggests [cf. sectian
2.1] 4 highly eluborate sysiem for levels but does not discuss the instruments of co-operation to be
used as a country develops towards the graduation threshold),

« itbuilds upon the original idea of “broader co-operation” and provides a vision for post-graduate
relations between Sweden and the recipient countries,

* inrelation to cost-sharing it adds a dimension to the co-operation in that technical co-operation and
research co-operation would involve Swedish partners in continued co-operation, in the cost-
sharing case replacement is the more likely cutcome,

* itaccommodates the existing reality of tied granis, ¢.g. the former BITS’ technical co-operation and
the former SAREC’s results-generating research, instruments which arc predominantly directed to
relatively rich countries,

« ithelps curbing the tendency of allocaring un-tied grants to riclier countries, resources which could
be spent more purposefully in poorer areas,

+ it implies (since the actval instrumentlevel-of-development allocation of Sida resources today
corresponds much better 1o tying than to any other dimension, such as grants/credits), that the
adherence 10 a like-minded policy would involve less radical shifts in the presence of different
instruments in the country,

« it follows suit with several ideas currently discussed by Sida, e.g. that concessional credits should
not be given 1o the poorest and highest risk countries, and that the development credit instrument
may be revived for such countrics (provided that it stays minimally tied), and ‘
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* it directs tied instruments to the relatively rich couniries which are better armed to accommodate
the inevitable risks of markel distortions.

The remainder of this chapter substantiates some of the above points and focuses on the different
instruments which Sida has had at its disposal since STDA, SwedeCorp, BITS and SAREC merged under
single authority in July 1995%. Section 6.1 makes an elementary classification of tied (to Swedish
partnership, goods and services) and un-tied instruments, Scetion 6.2 looks into the actual allocation
{country-direction and resources channelled) of these instruments as of FY 1993/94. The underlying aim
is to elaborate a simple staircasc model for two-step, sequential graduation of Sida instruments as
countries reach higher development levels. Criteria for such levels are suggested in section 7.

6.2.1 Instruments, solidarity and mutual benefit

Listed in accordance with their previous organisation, the present Sida instruments which qualify as un-
tied (i.e. no formal or intrinsic strings attached to Swedish commercial, scientific and cultural interests)
are: '

Table 1.

Budget support SwedeCorp projects Rescarch capacity
| building

Import support Import promotion

Balance-ol-payment
support

SIDA projects

NGO support

In practice, STDA’s import support may involve various degrees of tying to Swedish goods and services.
Similarly, SwedeCorp’s import promotion activities have an evident, albeit indirect, relation to the
Swedish export industry. However, such tying is informal and thus does not change the instruments’
respective position in the two tables presented.

Moving on to the tied variants of Sida instruments, the list becomes somewhat slimmer. Swedfund’s joint
venture financing is included because it is one of the largest co-operation instrument found outside Sida’s
authority, and because it may be perceived — [rom a mutual benefit point of view as the final step in the
graduation staircase. '

2 In the discussion of Sida’s instruments of co-operation and of possible ways of harmonising the use of them into
suitahle mixes along the graduation process, we have found no easier way to label the instruments than using the
former agencies’ names. Until we find new ways of labelling the instruments, we ask the reader to bear with this.
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Table 2.

Concessional credits Results-generating . | Joint venture capital
research
Technical co-operation

International courses

Interesting to note is SAREC s dual presence. The two forms for research co-operation are also directed
to different rectpient environments — the poorest countries are primarily targeted for capacity building
efforts, whereas resulls generating research is generally allocated in the more developed countries.®

Common to all instruments in the second table is that they are, by definition, tied to Swedish commercial
and scientific interests and, as such, are instruments for mutual benefit rather than solidarity only.

6.2.2 Instruments employed

I[n order to simply illustrate how Sida’s tied and un-tied co-operation instruments have been related to
countries with diftering development levels, a statistical exercise is presented in Annex 5. The tables
presented there confirm that the instruments have been used discriminately in the past.

6.3 Problems of implementation or problems of theoretical purity

The preceding scetions dernonstrate that the choice of rationale for a changing magnitude and/or forms of
co-operation is by no means an easy decision to make. The conventional degree of concessionality of
credits is not sutficient as a tool for Swedish aid: it does not at all take care of the transition between ceiling
levels and it cannot accommodate the existing grants and tied [orms ol aid. The cost-sharing tool is
altractive for its beauty in respect of the combination of simplicity and economic transparency. Itlacks the
capacity to embrace cxisting Swedish instruments. :

We do not believe that now 1s the time 1o throw oul existing tied instruments from the Swedish tool kit (cf.
section 1.2). That would cause unnecessary management problems in the aid agency and an uproar in
public opinion. In a not very attractive choice between the theorctically pure option of cost-sharing and
- the manageable option of using the existing instruments for easy implementation we argue that aid
management factors dictate the selection of the instrument mix as the tool for transition between ceiling
levels.

7 . ELIGIBILITY AND GRADUATION CRITERIA

This chapter discusses and makes a tentative proposal for eligibility and graduation criteria. By setting
standards tor ‘development levels’, it thereby adds the final brick in our model for two-step graduation of
Swedish recipients — from un-tied solidarity to, first, tied mutual beneflit and, second, to un-aided
exchange — as they grow more developed. -

& C.A. Parmership in Knowledge: Scientific, Technical and Cuftural Co-operation between India and Sweden, M.
R. Bhagavan, Sida, 1995.
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We thus want to find criteria for three consecutive thresholds of the graduation staircase: (i) eligibility for
un-tied co-operation based on general poverty criteria and specific conditionalities, (i1} eligibility for tied
co-operation based on general middle-level development criteria and. again, specific conditionalities (i.e.
half-way graduation), and finally (iii} celigibility for un-aided exchange based on general high level
development criteria (i.e. final graduation).

We also conclude the obvious: that conditionalities, although they have to be there, cannot be identified
without regard to the specific context of each co-operation opportunity, and that time factors cannot be

calculated and made part of the graduation policy. Our present concern can thus be illustrated by the

following figure:

Figure 4.

Level of

development
?

Time

This rather simplistic approach has been guided by two important facts, one empirical and one practical.
The empirical fact is that Sida to date does not have any experience of graduation, with the possible near-
future exception of Botswana. Swedish assistance on a larger and coherent scale has never been
withdrawn because of a higher level of development in the recipient country. In Tunisia we hesitantly
pulled out after a socialist-liberal horse-trading agreement basically to quit Cuba in order to achieve
greater political balance in our country-portfolio, in Chile we withheld the start-up of country programme
co-operation because of the 1973 coup, and in Porlugal we pulled out long after democracy was in place.
Thus, as we have no solid experience, any Swedish graduation policy has to be developed at least in part
on a trial-and-error basis, starting from the simple and moving on to more detailed policy provisions as we
gain new insights with respect to workable modalities of graduation.

The practical fuctis that a policy lor graduation from development co-operation in any case cannot be too
complex — the general absence of enforced graduation provisions among international donors simply
mirrors the probable truth that graduation is as difficult as development co-aperation itself. Too much
policy in this field risks degenerating into pure theoretical nonsense with negative-only consequences for
country-wide aid management at large. '

Therefore, we have tried to develop a model for graduation which is as simple — and hopetully as workable
— as it can possibly get. Scetion 7.1 suggests, or rather repeats, two criteria for initiating the two steps of
country graduation (per capita GNP and HDI), and contemplates a number of possible operative
benchmarks. Scetion 7.2 tukes a briefl ook at what would happen with Sida’s current country portfolio if
such criteria and benchmarks were consistently enflorced.
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7.1 A choice for development levels

For all their problems, the per capita income and HDI criteria may be the best bet when developing
graduation policy from scratch: they are readily available in a statistical form, they are relatively reliable,
and, most important, they are objectively relatedtoa country’s gencral development level. But, evidently,
they cannot be treated in a mechanical way. They should serve as pointers signalling that an in-depth
analysis of a country’s prospects for graduation is required. At this stage, Lthere seems Lo be little point of
digging further down the hierarchy of development level criteria — we may simply conclude that there is
clearly a scope for doing so, possibly by looking closer into-the DAC’s policy development (i.e. Robert
Casscr’s proposals).

Having settled criteria, we now want to have monitorable indicatlors for each step in the graduation model
(1.e. for the three question marks in [Figure 3 above), again recognising that these cannot be once-and-for-
-all benchmarks. First, we need to define what makes a country eligible for un-tied assistance in the first
place. Put brutally, the poorer the country the better. — Swedish full concessional assistance should be
directed towards the least developed economies. Parallel conditionalities, ranging from the economic,
social and political ‘varieties, will also determine whether co-operation should be initiated or not.
Measured in per capita GNP and HDI the poorest countries are today Mozambique and Tanzania (both
with a vearly income of USD 90)) und Guinca (with an HDI at {,191).%

Second, a threshold level for half-way graduation from un-tied to tied assistance and broader co-operation
will have to be determined. While it must be the Swedish government’s choice where to settle this level,
an indicative idea may be presented here. The IDA operational cut-off is at present in the neighbourhood
of USD 803 (roughly corresponding to the World Bank’s dividing linc between low- and middle-income
economies). Above and close to this threshold we find countries which are not traditional, long-term
recipicnts of Swedish assistance, e.g. Morocco, Paraguay and Tunisia. We also find Namibia and
Botswana, both scheduled for non-programme country status in the late 1990s, and the black communities
of South Africa.® Arguably, on the basis of the income levels of these three countries (USD 1820, 2790
and 2980), they should already be partners in broader co-operation if it was not for their past position in
the struggle against apartheid. But apartheid is gone, as is the Cold War. Tt may therefore be reasonable
to sct a floating level for half-way graduation at USD 800, above which the mix of instruments will
include both the tied and untied types.

Third and last, indicators for final graduation and un-aided exchange need to be agreed upon. One
potential avenue for settling this issue could be to continue following the World Bank’s classification
scheme which holds that the linc between lower-middle and upper-middie economies gocs somewhere
around USD 28000 (roughly between Botswana and Venezuela). Given that we already maintain a few

™ Since per capita GNP (as measured here) does not take account of the purchasing power of each dollar, Sida may
want to modify this criterion into PPP-adjusted income levels. The HDI embraces such adjustments and may
theretore suffice as the relevant criteria for development in the model (Ethiopia and Chad would then display the
lowest income rates with USD 370 and USD 447 respectively).

6 But helow the same level we also have Lesotho which is scheduled for broader co-operation already during the
present fiscal year. The main reason is that, coupled with the fall of apartheid, the country’s absorptive capucity
for development aid (partly a result of political instability und less than good governance), makes it ineligible for
traditional programme support. Thus, Lesotho 1s terminated, not graduated. Its eligibility for broader co-opera-
tion should therefore also be questioned until the domestic situation improves and conditionalities for un-tied
assistance are met,

% Tn HDI-terms this level would be somewhere between 0,551 (i.e. “low-income™ Egypt with un adjusted per capita
GNP of USD 3600} and 0,586 (i.e. “middle-income™ Indonesia with PPP-adjusted per capita GNP of USD 2730).
Thus, although HDI tentatively seems o be a much beller criterion, turther inguiry is needed to setile the matter
of exactly how to use these two criteria. i
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upper levels, e.g. for concessional credits (USD 2786) and the former BITS s international courses (USD
3000) and technical co-operation (the World Bank threshold just mentioned), we may consider USD 3000
as a possible level for final graduation,®’

Before summarising the discussion, one specific comment could be made on the first sequence of our
model (i.c. that for un-tied assistance). The Terms of Reference state that our study, bascd on examples
drawn from co-operation with Chile and Namibia, should ‘discuss how country programmes of limited
duration could he designed, managed and phased out’. We huve already pointed out that a graduation
policy cannot embrace rime limits because we do not know when countries reach the threshold levels. But
relatively developed Namibia, while not 4 case of planned graduation, is a good example of time-bound
country programming for a bridging of certain economic and institutional bottle-necks. The programme
identilied a number of such bridging opportunities and set a time table for assisting Namibia in doing away
with the obstacles found. |

This means that we are down at the project level, where time limits are indeed applicable (c.f. section 2.3).
Sida’s support has been {ramed in objectives-orientation and a vision for withdrawal after a 15-20 ycar
period. This is perfectly possible because the focus is on achieving project results, but it has nothing to do
with graduation. What happens if the bridging cfforts arc brought to a successful end in due time but
Namibia, at the macro level, is in fact less developed after that ime period? This is also what seems to be
happening according to Sida, the programme is running successfully while Namibia as a country is,
because of a wide range of different reasons, is not reaching its objectives of social equity, for example.®
Thus, while we do have a country programme of limited duration, Namibia does not necessarily reach
graduating levels when the Swedish programme support is withdrawn. So should we withdraw certain co-
operation instruments? This, it seems, must depend on whether Namibia is cligible by the time for
withdrawal, not on our schedule for the present co-operation. In sum, time limits are applicable in the
bridging type of programme support and should arguably best be applied to countries in the upper half of
the first sequence in the graduation staircase, - -

The conclusions of our discussion on the possibilities of claborating a model for graduation can be
summarised by qualifying® Figure 4 found in chapter 6:

Figure 5,
INSTRUMENTS
Un-tied Tied.
{Swedfund)
<3000 SAREC (i)
BITS
DEVELOPMENT
LEVEL
{per capita GNP) SwedeCorp
<800 | SAREC (i)
SIDA

“T A direct trunslation of this limit into HDI results lands on Botswana (0,670) and Venezucla (0,820), whereby we
get an artiticial average of about 0,750, and must again underscore the necessity of further research.

5 Tnterview.

# Excluding HDI (sce Jootnotcs 66 and 67)
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7.2  The model employed

A model-wise and real division of Sida’s Y 1993/94 country-portfolio, including the current distribution
of the different instrument categorics™, would yield the following (stercotyped) result:

Table 3: Distribution of 1993/94 recipients of aid based on per capita
GNP income (S, 51, Sw, B, 82, Sf = respective presence of SIDA,
SAREC 1, SwedeCorp, BITS, SAREC 2 and Swedfund instruments)

AFRICA: Mozambique 90 (S, Sw, S1, §). Tanzania 20 (S, Sw, §1, 81}, Ethiopia 100
(8, 51}, Sierra Leone 150 (8), Burundi 180 (S), Uganda 180 (3, Sw, 51), Eritrea nfa \
(8, 513, Liberia n7a ($), Somadia n/a (S, S1), Sudan nfa (8. B, 8), Zaire n/a (8), Malawi |
200 (S}, Chad 210 {S), Rwanda 210 (Sf), Madagascar 220 (B, S), Guinca-Bissau 240 (S),
Kenya 270 (Sw, §1), Mali 270 (S), Niger 270 (8), Burkina Faso 300 (S), Nigeria 300 (8),
Togo 340 (5), The Gambia 350 (8), Sdo Tomé and Principe 330 (8), Zambia 380 (S, Sw,
51, S1), Central African Republic 400 (5), Benin 430 (S, St), Ghana 430 (S, B), Guinea
500 (S), Mauritania 500 (S}, Zimbhabwe 520 (S, Sw, 51/2, B, 8), Tvory Coast 630 (5),
Lesotho 650 (S, B), Egypt 660 (S, B, 8f), Senegal 750 (5, B)

LATIN AMERICA: Haiti n/a (S}, Nicaragua 340 (S, Sw, S1), Honduras 600 (S), Bolivia
760 (8, Sw, 51, B)

ASIA & THE PACIFIC: Vietnam 170 (S, Sw, 51/2, B), Nepal 190 (S, Sw), Afghanistan |
| n/a (8), Bhutan n/a (8, B), Myanmar n/a (8), Cambodia n/a (8). Maldives n/a (B, Sf),
Bangladesh 210 (5, 51, §f), Lao PDR 280 (S), India 300 (S. Sw, 52, B, 51). Mongolia 390
(B), Pakistan 430 (8, S1/2, B, Sf), Chipa 490 (S, Sw, S7, B, Sh), 5ri Lanka 600 (S, Sw,
(8}, Yemen n/a ($)

‘ape Verde 920 (8, Sw), Congo 950 (5), Morocco 1040
(S, Sw, B), Swaziland 1190 (S, B), Tunisia 1720 (S, Sw, B, 50, Angola n/a (8}, Algeria
1780 {S), Namibia 1820 (8, Sw, S1, B, $f), Botswana 2790 (5, Sw, S1, B, 5f), South
Africa 2980 (S, Sw, 51, B) ’

LATIN AMERICA: Guatemala 1100 (S, S1), Ecuador 1200 (5, B, 5f), Dominican
Republic 1230 (S, S1, B), El Salvador 1320 (S, B), Colombia 1400 (S}, Jamaica 1440
(8. B), Peru 1490 (S, Sw, S§1, §f), Paraguay 1310 (8, 81), Cuba n/a (8, $1/2), Costa Rica
2150 ¢S, Sw, §1/2, B, 86, Panama 2600 (5), Venezuela 2840 (S), Brazl 2920 (8)

ASIA & THL PACTFIC: Philippines 850 (S, Sw, B), Papua New Guinea 1130 (S), Jordan
1190 (S, B), Lebancen nfa (S), West Bank and Gaza nfa (S, B), Thailand 2110 (S), Tran

AFRICA: Mauritius 3030 (5, Sw, B, Sf), Gabon 4960 (8). Seychelles 6280 (§), Libya
n/a (5)

LATIN AMERICA: Chile 3170 (5, Sw, S2, B}, Mexico 3610 (8, S2, B), Uruguay 3830
(3, 52, B, 51). Argentine 7220 (S, Sw, 52, B, 5I)

ASIA & TLE PACITIC: Malaysia 3140 (Sw, S2, B, 5f), South Korea 7660 (8), Hong
Kong 18060 (S}

" The table excludes the former BE1'S” international courses. 1t should also be noted thar SAREC’s research support
is not easily divided in clear-cut cllorts of capacily building (81} and results-generating research (82). The divi-
sion is based on Sida’s own estimation of the emphasis placed in each couniry, and cannot be treated in a mechanical
wiy.
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8.

POLICY PROPOSALS AND GUIDELINES

This final section is an effort to summarise the policy points made in the preceding chapters into a set of
policy proposals and guidelines for practical implementation’'. Only the Swedish context is treated.

8.1

b2

L0,

L1.
12,

Cbuntry sraduation

Graduation applies only to countries where long term country programmes are in force. Without
country programmes, there is no need for graduation. only for time limits to Swedish project and
programmc support. The graduation levels applied to support through NGOs would of course have
immediate consequences, however (cf. items 4 and 9 below).

A graduation policy should embrace country level and sector level for operational reasons, but not
projects and programmes. The issue of sector graduation is complex. 1t has not been sufficiently
treated to allow specific conclusions, except for the one just made.

The scope of graduation in terms of instruments should, wherever possible, include all instruments
except for emergency reliel funds.

As a consequence of the proposed scope of graduation, graduation should apply also to support
channelled through Swedish NGOs.

Graduation should be dealt with separately from time limits.

The gradualion process itselt is a matter that this paper does not cover. The proposed transition
criteria give, however, an indication as to what a graduation process should look like,

Inour analysis of possible transition criteria for Swedish aid, we have arrived at a new proposal. The
uhderlyin g principle for stepwise graduation should not be steps {rom solt to hard, or anything else,
but instcad steps from ‘solidarity’ to ‘mutval interest’. Consequently, we interpret “mutual
interests” as increased tying of the co-operation to Swedish interests (outside the aid establishment)
such as commercial, scientific or cultural interests. -

This paper has demonstrated that existing Swedish aid instruments may be conveniently divided
into un-tied and tied instruments. Further, the empirical distribution of recipient countries along the
instruments displays a neat fit between the actual countries™ development level and the tying of
instruments,

The distribution of countries by instruments is strongly influenced by the NGOs: the former SIDA
instruments move towurds more developed countries, because of the fact that the NGOs (in spite of
a focus on poorer countries by and large) spend some money (STEK 158 million} in 35 of the 36
countries thal raise the average, ¢.g. Hong Kong, South Korea, Argentina and Uruguay. We
suggest, as mentioned above, that the general graduation level should embrace also NGO-
supported projects. The result is that NGOs cannot get Sida support for project in countries above
the‘graduation limit.

This study has led to a proposed three-step graduation ladder. Three development criteria for the
different levels of eligibility must then be defined;
Eligibility for un-tied aid: poverty (plus conditionalitics), i.e. the poorer, the more cligible.

Non-eligibility for un-tied development co-operation, i.e. the trigger-level for (half-way)
graduation from un-tied assistance. As one option, we have looked into the level for IDA credits,
which in tumis very close to the World Bank's frontier between low and middle income economies
at 8(H) USD per capita.

The following suggestions are not all that easy to understand when taken out of context, They should therefore
not he read in isolation from the previous pages of this report. All arguments canoot be repeated here,
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13.

15.

16.

17.

Non-eligibility for all aid or cligibility for full scale graduation, i.e. entry into exchange of interests
without any aid support”. We have suggested a graduation level of 3000 USD (a level close to the
World Bank s limjt between lower middle and upper middle cconomies, Swedish soft credits’ limit,
Swedlund’s graduation limit and former BITS’ limits for technical co-operation and international
courses.

INSTRUMENTS

Untied Tied
. {Swedfund) -
<3000 SAREC (i)
BITS
DEVELOPMENT
LEVEL
<800 | SAREC (i)
SIDA

Applying these proposed eligibility and graduation criteria leads to the following simple model for
basic principles of a Swedish graduation system, including a means of transition within the zone
between the ceilings:

To summarise the proposal: un-tied aid should only be granted to countries below a certain income
level. Countries above another higher level should not be ¢ligible for any aid. In the transition from
grants to no aid — from around 800 USD to around 3000 USD - a suitable instrument mix (of untied
and tied aid) should be applied in a scquential way, since the move to graduation cannot imply
abrupt change.” Such a sequence may also include time bound achievement of bridging objectives,
i.c. widening of bottle-necks or establishment of necessary infrastructure [or the further
development to full graduation.

The implicit graduation ladder from grant aid to mutual interests without aid should offer an
occasion to design workable mixes of the existing instruments of Swedish international
development co-operation.

This paper has po'inled to the fact that graduation as a process must be based on regional analyses
and country analyses — it cannot be automatic. But our proposal of eligibility levels should indeed
be taken by the letter: they should serve to focus Swedish international development co-operation.

Meanwhile, the new Swedish planning system with country strategies and regional allocations
(without country items) is being designed with time limits and in order to facilitate Swedish exitand
flexibility. This is in linc with a graduation policy along the lines indicated in this paper.

7 We avoid the tern ‘equal exchange’ due to the misunderstandings that have arisen from its connotations.

7 Ct. the observations about linear developmenl in scetion 6 above. The instrument. mix must be designed on the
hasis of country and sector studies in cach case.
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8.2

6.

The time factor in project and programme management

. The phase-out of projects and programmes — as a distinct category not to be confused with

graduation — could be guided by findings such as those presented by Hans Hedlund.

In project and programme planning we have noted that there is a trade-off between the criteria of
time and results. A methodology for project and programme planning is already at hand, which
means that what we need further is a pragmatic approach to practical planning. This approach
should include the basic element that constitutes the bridge between time and results, i.e. the costs
and benefits resulting trom the project or programme.

The preceding paragraph and points made on previous pages lead to the following policy guidelines
(without repeating existing policies): '

All projects and programmes —not only those financed by credits- should be based on an investment
analysis. establishing what should be achieved in terms of costs and-benefits before a given point
of time. The tools for this exercise exist and can be used,

Related to the ahove-mentioned point: in all projects — regardless of sectors — where cash flows are
generated or capital formed, credit finance should be considered.

Flexible time limits do not work. Agreed time limits musi be kept and a mutual understanding of
this situation created over ime. We suggest that a strict — non-pragmatic for pragmeatic reasons —
system of time limits be used for all projects and programmies.

If output targets have not been fulfllled alter the set lime period, projects or programmes should be
terminated. '

Unless Sida is prepared to strictly apply the above guidelines for project and programme planning,
Sida should refrain from formulating an explicit policy of time lintits.

Among the currently used instruments, Sida has already used the technique of adding a second-step
project after the tulfilment of the strictly time limited first project. This may work as an incentive,
bui based only on a strictly disciplined relationship. Monetary incentives for the participants may
also be used to encourage improved performance. A number of questions may be raised as to how
to design workable incentives. There are no general answers, but those questions are practically
important since the whole point of incentives is (o provide bonuses only in cases of merit.
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ANNEX 1: TERMS OF REFERENCE

Time Limits and Graduation

Swedish development assistance has always applied a very long time perspective for choosing its
programme country partners as well as for deciding how long to stay in a project or programme in &
particular country. This has brought both positive and negative conscquences for programme quality:
when a programme has lailed to reach its objectives, it has mostly been possiblc'lo redesign the activity
so that over time it has become more effective. On the other hand, longevity has brought with itan element
of inertia and a lack of competition o demonstrate good results. SIDA's portfolio of country programmes
has shown very little turnover. The country portfolio of BITS, on the other hand, underwent changcs
which were not insignificant, The situation facing the new Sida, with a vastly increased number of
recipient governments and a shrinking aid volume in real terms, inevitably calls for selectivity in directing
resources as well as in choosing the proper instruments of development cooperation.

From time to time the guestion has been raised in the Swedish aid debate, whether development
cooperation with a particular country should not have a time frame which is limited either by duration or
to the achievement of certain specific operational goals. Early on in this debate it was also suggesied, that
Sweden should practice a type of 'graduation' as programme countries became more economically
advanced, like in the case of the World Bank wheres member countries graduate from IDA 1o less
concessional mixes of hard and soft loans. Since many of Sweden'’s programme countries are still far from
being capable of using less concessional forms of md, this idea no longer figures in the discussion. Instead,
the question of 'perennial disaster areas' has been raised, suggesting a shift in cmphasis from traditional
development programmes to eliminating or alleviating structural factors which lead to recurrent drought,
war and mass migration.

The study shall:

1. discuss how country programmes of limited duralion could be designed, managed and phased out
(examples may be drawn from Swedish cooperation with Chile and Namibia); a brief review of
earlier cascs of discngagement in the history of Swedish aid is also in order;

2. discuss the concept of 'graduation' as applied to Sweden's current development cooperation
partners (programme as well as non-programme countries);

3. discuss and recommend criteria for cooperation in the commercial, technical and scientific fields,
suitable cither (o succeed grant aid programmes or to be applied to countries wherc no such
cooperatton with Sweden has taken place so far;

4, discuss whether 'perennial disaster countries’ should be offered alternatives to the type of
development cooperation programmes so far offered by Sweden (examples from the Horn of
Africa, Afghanistan, Rwanda and Burundi);

5. make any other suggestions (e.g. in relation to the project cycle) that may be useful for enhancing

«the role of the time factor in the manageiment of the Swedish aid programme.

The study should present a preliminary report by the end of September and a final report by mid-
Novembcr.
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ANNEX 2: DOCUMENTS REVIEWED

African Development Indicators, The World Bank, January 1995,

Agrecment between the Government ol Sweden and the Government of South Africa on Development
Cooperation 1 July 1995-31 December 1996, /995.

Avslutande av det SIDA-administrerade utvecklingssamarbetet med Portugal, STDA, 1953 .
Background Paper on Civil Service Reform, ICS Interconsult Sweden AB, September 1993,
Bilateralt utvecklingssamarbe-tc med Namibia, SIDA, 1990,

Bistand i Siffror och Diagram 1993/94, SIDA, January 1995,

Criteria for Bank Lending in the [980s, International Bank for Reconstruction and Development, June 29,
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_ Criteria lfor Graduation from Eligibility for Official Development Assistance, Report (o the Sceretariat of
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Criteria for Graduation under the Generalized System ol Preferences (GSP), Study prepared by Tracy
Murray, United Nations Conference on Trade and Development, UNCTAD/ATC/ GSP, July, 1995.

DAC List of Aid Recipicnts, DAC, 1995,

Det omojliga bistindet, Bo Karistrém, SNS. 1991

Development Co-operation Agreement, Sweden-Chile, 7973 ,

Economic Performance through Time, Nobel Foundation, Douglass C. North, 1993.

European Union Aid Agencies. Comparative Management and Effectiveness. Vol. |. Comparative
Overview ol EU Aid Agencies, ODI, November 1995

Graduation from the Bank, International Bank for Reconstruction and Development, January 6, 1 0982,
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Utrikesdepartementet, PM 1996-03-12, Jens Odlander. March 1996,

Huoman Development Report, UNDP, 1995,

IDA Policies, International Developmment Association, Seprember 10, 1987.

LFA — Handbook for Ohjectives-oriented Planning, NORAD, no vear.

Mectodhandbok 90, SIDA, 1990

Niringslivsbistind i en viirld av utveckling, SwedeCorp, 1994.

Office memorandum — Bank and IDA Graduation Policies, The World Bank/IFC/MIGA, July 7, 1995.
| Official Development Assistance (ODA) Eligibility Framework, CIDA, Ap-ril 1992

On Concentration — Background Study for Sida’s 201 5-project (Draft Report), SPM Consultants, October
1995,

Operational per Capita Income Guidelines, International Bank for Reconstruction and Development,
February 8, 1983,

Partnership in knowledge: Scientific, Technical and Cultural Cooperation between India and Sweden,
SIDA, M. R. Bhagavan, 1995.

Per Capila Income Guidelines for Operational Purposes, International Bank for Reconstruction and
Development, June 8, 1995,
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Per Capita Income, International Bank for Reconstruction and Development, June 28, 1994,
Prestationsbaserade Konsultavtal, ISO Swedish Managemenr Group, January 1994,
Regleringsbrev for Budgetiret 1995/96, Ministry of Foreign Affairs, June 1993,

Report ol the Second Ad Hoc Expert Group on the Gcncralized System of Preferences (15-16 May 1995),
United Nations Conference on Trade and Development, United Nations, June 23, 1995,

Reservation av medel for fortsatt samarbete med Tunisicn, $104, (983,
Samarbetsprogram Cuba 1976/77, SIDA, 1976.
Sector Programme Support — Background Document to Sida Policy, Sida, July 1995

Some critical tactors for regional development in Southern Africa in a twenty vears’ perspective, Nordic
Institute of African Studies, Project 2015, First Draft, December 1995, Bertil Oden

Statement of Graduation, Infernational Bank for Reconstruction and Developmeni, September 6, 1994,
Stiid till utvecklingen av kustfisket i Somalia 1979/80-1981/82, STDA, /979
Stad till utvecklingen av kustfisket i Somalia F979/80-1981/82, SIDA, 1979,

Terms of Lending to Small Island Economies Graduating from IDA, International Bank for
Reconstruction and Development, International Development Assoctation, November 18, 1983,

The Phasing Out Process of Aid Programmes, Experiences and Guidelincs, Draft, Development Studies
Unit, Department of Social Anthropology, Stockhalm University, Hans Hedluned, December 1994.

To End and Aid Programme, The Phasing Out Process of the Tntegrated Rural Development Programme
in Eastern Province. Zambia, Development Szudwa Unit, Department of Social Anthropology, Stockholm
University, Hans Hedlund, undated.

Understanding the Phasing Out Process of Aid Programs, The Casc of Workshop KM 14 and the Xeset
Hydropower Project, Development Studies Unit, Department of Svcial Anthropology, Stockholm
University, Hans Hedlund, April 1994.

Understanding the Phasing Out Process of Aid Programs. Working Paper No. 3, Lao Perspectives on the
Swedish-Lao Friendship Workshop KM-14 and the Xeset Hydro Power Project, Development Studies
Unit, Department of Social Anthropology, Stockholm University, Hans Hedlund, October [994.

Utvecklingssamarbete med Nicaragua 1982/83-1983/84, SIDA, 1982,
Utvecklingssamarbete med Sydatrika 1 juli 1995 — 31 december 1998, SIDA, 995,
Utvcck]ingssamurbétet med Namibia 1994/95-1998, SIDA, 1995
Utvecklingssamarbetet med Tunisien 1 juli 1979-31.12 1981, S§TDA, 71979
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ANNEX 4: UNCTAD AND GRADUATION

In short, the GSPis a system of preferential and non-reciprocal tariff reductions with the aim of promoting
export earmnings, industrialisation and economic growth in developing countries. As a beneficiary country
becomes competitivein a cerluin industrial scctor, the need for GSP treatment of that sector will gradually
disappear. Thus, GSP eligibility works product-wise — a country may be eligible tor preferential treatment
for onc product, but not for others.

Consequently, graduation from GSP is two-tiered. Partial graduation refers to the (partial) withdrawal of
preferential reatment when product-specific competitiveness reaches a certain level. Full graduation
indicates that a country has achieved such economic development that it warrants complete termination
of GSP treatment. The approach is based on the fact that a country may develop internationally
competitive industries without at the same time achieving an overall development level comparable to that
in the preference-giving countries.

However, due to different import-competing concerns, preference-giving countries have not been able o
agree on a common GSP system - individual countries run their own GSP schemes (with EU states
participating in a common scheme).” In addition, a full range of safeguarding measures have heen
introduced in order to protect producers {rom import competition stimulated by GSP tariff reductions.
Such measures cover product exclusions, product limits, product-country limits, and, most absurd, an
escape clause which terminates GSP treatment altogether in cases where imports causc injury to the
domestic industry.

As a result, individual {preference-giving) countries tend to look for different criteria when putting
graduation provisions into force. Although there is no point of going through all practices here, it is
interesting to note thal a main rationale for gradeating countries partially from GSP has been the
safegnarding of domestic markets rather than the development kevels in the recipient country. On the other
hand, full couniry graduation has been based on {beneficiary) per capita GNP. With a current limit at USD
11,400, the United States has over the years graduated Bahrain, Bermuda, Brunci and Nauru. New
Zealand graduates benefliciaries having a per capila GNP that exceeds 70% of its own. Poland and
Bulgaria set the limit at 100%.

The EU, although it revised its GSP in early 1995, does not maintain any provision lor country graduation.
Tt does, however, have a very complex system for sector-wise gruduation based on a development index
which takes account of the level of development (criteria: per capita income and exports of manufactured
products) and sector specialisation (criteria: competitiveness in the sector market). There is also a share
limit for sector-country graduation which is introduced whenever a single beneficiary accounts tor more
than 25% of total GSP imports of any scctor.

The UNCTAD paper recognises that it is desirable to separate the concept of graduation from that of
safeguarding domestic industry. While the two are inevitable ingredients in real wotld GSP policies, their
roles are clearly different and each should be activated on the basis of separate criteria. The rationale for
graduation, the papcr says, cannot be to protect the market of preference-giving countries. Graduation
‘should reflect that a beneficiary country no longer needs preferential treatment, whereas sateguarding
should mirror domestic markets™ jary, If GSP provisions for a particular country are withdrawn on the
basis of safeguarding, then, obviously, such withdrawal cannot in any way be referred to as graduation.

* Thus making the GSP anything but generalised.
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Similarly, the EU share limit, used somewhat differently also by the United States, is not a criterion for
graduation — it is a criterion for benefit distribution.”

The paper also discusses the shortcomings of using solely the per capita income criterion when graduating
beneficiaries from GSP. However appropriate, the eriterion is certainly not sufficient for determining
whether favourable treatment is necessary or not. There is a range of countries with high per capita
incomes that are not industrialised, that have very concentrated export sectors, or that are generally
unsuccessful exporters of manufactured products, e.g. Argentine, Botswana, Gabon, Oman, Saudi
Arabia, and Venezuela. Therefore, a number of additional criteria, which could be used for partial and full
graduation, are suggested. '

The starting point for any coherent graduation policy must be the objectives of the assistance at hand, be
it concessional credits, grants, or trade preferences. When it comes to partial graduation from GSP the
subject is rather straightforward. The one criterion is competitiveness. I the trade pattern of a certain
product survives the withdrawal of preferentiai treatment, graduation of that product was warranted. If
not, graduation was unjustified and GSP should be restored. A number of practical and specific questions
rcmains unanswered, however. One is how to measure a product’s competitiveness —what trade variances
arc the accepted results of non-preferential treatment? Another is how to draw a working line between
products and sectors — how many competitive products make a competitive sector? The UNCTAD paper
also points out the necessity of implementing partial gradoation with a closely monitored phase-out
period, allowing both countries time (o supervise and adjust to the withdrawal of GSP treatment.

With respect to full graduation, the objectives of the GSP programme are 10 promote export carnings,
industrialisation, and economic development. As already mentioned, per capita income is not the only
relevant criterion here. Two groups of additional indicators are suggested — those which arc directly
relaled 1o the goals of the GSP (exports of manufactured products and significance of the industrial
seclor), and those which were found indirectly correlated (health/life expectancy, population growth rate,
education/literacy, encrgy consumption, and food cost). However, no operational benchmarks are
provided.

** Empirical studies show that partial GSP graduation (or, to be semanticully correct, termination) based on share
limits has not resulted in benefit re-distributions: the withdrawal of GSP preferences for the more effective expor-
ting beneficiaries does.not significantly increase GSP trade for the remaining beneficiaries. What happens is
instead that the former beneficiary simply exports less — a pointer good as any that the export product/sector wus
not competitive in the first place and, hence, that GSP reatment should be reinstalled.
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ANNEX 5: INSTRUMENTS’ PAST USE

The following tables expose the actual allocation pattern of Swedish support through the Sida and
“Swedlund channels during FY 1993/94. The tables confirm — with one partial exception — that Sida’s un-
tied and Ged co-operation instruments indeed are directed separately to countries with low and middle/
high development levels (measurcd in per capita GNP and Human Development Tndex) respectively.™

Below, the average development levels of Sida/Swedfund recipients per instrument category are shown
(the countries indicated are those Sida recipients which display levels closest to the GNP and HDI
average):

Table 5:1;: Average per capita GNP and HDI per instrument catcgory:

SIDA SAREC i SwedeCorp BITS SAREC i Swedfund
' | GNP/cap. 1447 1011 1411 1584 1834 1416
' {USDy) Jamaica Morocco Colombia Paraguay | Namibia Colombia
| HDI (1,488 0,505 (1,559 0,5901 0,652 0,538
! F.esotho Maldives Guatemala ndonesia South Africa ! El Salvador

With two cxeeptions, the division and individual relation between un-tied and tied instrument-categories
meet our expectations (i.e. that the higher the instrument’s degree of tying, the more developed the
recipient country). The obvious ancmalics here are SIDA’s GNP average and Swedfund. However,
Swedfund regulations stipulate an eligibility threshold: joint venture financing should only be provided
to countries with a yearly per capita GNP of less than USD 3000 (the partner country average of 1444 thus
comes close to a perfect half of the lével set by Swedfund policy).

* This section draws on data found in Bistdnd i Siffror och Diagram 1993/94, SIDA, 1995, World Development
Report, The World Bank, 1995; and Human Development Repart, UNDP, 1994, Four comments are necessury
here. First, one may wonder how the UNDP can give us the figure e.g. of Afghanistan’s educational agtainment to
the hundredth of a percentage point. Tt cunnot. Per capita income and HDI-levels are always estimations, and
even more so in the poorest countries, but nothing makes a number look more carefully researched than a few
decimal points. However, the World Bank und the UNDP are the most reliable sources in this respect, and their
figures do have a comparative use — the same errors that went into the calculation of Jamaica’s schooling index
may roughly be the same us those which blurred Lebanon’s. Thus we cannot be sure of the absolute levels set for
edch country, but there is a point in comparing (groups of) countrics with regard Lo their relative scores, and this
is what this section tries to do. Second, the average figures in the tables are “non-weighted”, i.e. they do not take
into account the size of allocutions to a particular country. Weighled figures would be muoch lower since we pool
more aid into e.g. Tanzania than South Korea. Further, since STDA is the largest contributor, its average would
probubly [all far below the levels of all other instruments. However, ol interest to this section is Sida’s country
portfolio, not exactly how much each country gets. Third, Swedish ussistunce 10 Eastern Europe and the Former
Soviet Republics (FSRs) are excluded [rom the present stalistical exercise, mainly because the rationale for
support to these countries primarily is security and neighbourhood-relations (their inclusion wounld draw up
rather drastically the average development levels for each instrument except SARECs). Fourth, all figures on per
capita GNP are the World Bank’s while the HDI scores come from the UNDP.
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For SIDA, the HDI average is lower in comparison to all other instruments, but its traditional poverty
focus should also reveal GNP figures much lower than what is found in the table. An, for example, average
per capita income of 1,447 is roughly equivalent to the levels of El Salvador, Colombia, Peru and
Paraguay. The discrepancy found between GNP and HDI figures is rather instructive — an HDI average
of 0.486 is equivalent 1o Cape Verde, Zimbabwe, the Maldives and Victnam, all countries generally
conceived as poorer than the Latin American countries just listed. Arguably, as the HDI extends beyond
strict GNP figures (by covering e.g. life expectancy, literacy and schooling), it is a much more telling
measurement of poverty levels. Keeping this in mind however, we still want to know exactly why the GNP
average 1s so surprisingly high. The following provides an answer.

First of all, statistical figures (cven when correctly calculated) may be misleading. Thus, isolating SIDA’s
country programme support, the average is adjusted down to conventional wisdom:

Table 5:2: Average levels of SIDA programme countries

SIDA prog
countries
GNP/cap. 616
(USD) Sri Lanka
0,406
Hi)l . Myanmar

Then. which country allocations press up the overall GNP average? 'Disregardi ng the programme
countries, we group those remaining countries which receive STDA support and which have an annual per
capita income of 1447 or more, thus getting a group of 26 countries ranging from Peru to Hong Kong
(roughly one quarter of all SIDA countries). Average per capita GNP and HDl levels are provided in Table
5:3. We now go on to isolate that part of allocated funding which has been channelled through SIDA
instruments (SEK 635 million)”, split this part in instrumental types, and get figures as of Table 5:4.

Table 5:3: Average levels of middle/high SIDA recipients

SIDA
+1447

B =,

GNP/capita 3830

(LSD) Uruguay
0,735
HDI -Turkey

Table 5:4: Allocations to middle/high-level countfies pef SIDA-projects/NGO-support

SIDA- NGO-
g ; projects support
Country 58% 96%
coverage: . (15/26) (25/206)
% of country 77% 23%
[unding (492/635) (142/635)

" Emergency relief excluded.
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Country coverage means that SIDA, through the NGO-channel, provided assistance to 25 out of 26
countries (i.e. those ranging from Peru to Hong Kong), while the percentage rate of country funding
implies that SIDA-projects had a 77%-sharc (or SEK-492 ml]]10n) of all of STDA’s non-country frame
allocations to the mentioned countries.™

What could be concluded from the above? First, the total amount of un-tied aid channelled o middle/high-
leve! countries (SEK 6335 million) is relatively low as compared to SIDA’s overall budget — the richest
quarter receives less than a tenth of all allocations. On the basis of money provided, it should be evident
that Swedish assistance is predominantly targeted to the poorest countries in the world. However, it is also
clear that the new Sida suffers [rom a lack of country-portfolio concentration. A glance at the DAC list
reveals that we are currently involved (with all types of bilateral instruments) in 111 (or 73%) of the 152
countries and territaries eligible for ODA.” The remaining 41 areas are, with fow exceptions, micro island
states/territories, mainly middle-income economies in the Pacific and the Caribbean.

Concentration of Swedish aid is frequently called for by the Government and there seems to be no reasons
why such a policy should be restricted Lo programme countries only. Enforcing a graduation policy based
on eligibility criteria is one way of initiating a reduction of Sida recipients. Therefore, the outcome of
graduation-based concentration will depend on these criteria, an issue to which we tum in the subsequent
chapter. At this point however, it could be safely concluded that a few flagrant country-portfolio
exaggerations — Hong Kong, South Korea, Argentine, Uruguay, Mexico, Chile, Malaysia, and Mauritius
(countries which are all rated by the World Bank as high and upper-middle income economies) — will have
to be graduated, at least from un-tied assistance. '

Second, as indicated in Table 5:4, Swedish NGQOs constitute the bulk of SWedjsh un-tied presence in the
middle/high-level countries: they have 96% coverage and contribute 23% of the resources (or 4%
depending on how one wants to count, ¢.f. footnote 62). We then return to the question of the scope of
graduation — should NGOs be included or not? Given their overall coverage in the countries discussed, and
given their sole presence in e.g. Hong Kong, South Korea, and the Seychelles (all above for example the
World Bank threshold for IBRD loans), it is suggested that they should. NGOs are widely argued to have
a comparative grassroots” advantage in development co-operation, with a particular edge in identifying
community-based projects. While undeniably true, there is still no reason to believe that they are in any
way better suited than government when it comes to choosing partner countries.

™ The percentage of country funding caleulation embraces one completely non-representative disbursement figure:
SEK 321 million through the democracy window to South Africa, or half of all allocarions to the countries at
‘hand. If South Africa is excluded (as it perhups should be since it has an average per capita income of 2980 USD),
the {igures would be: SIDA-projects 60%, and NGO-support 40%.

* Again, excluding Albaniy, the stales ol ex-Yugoslavig, and some of the Central Asian FSRs (the remaining EE-
and FSR-states are not on the ODA eligibility list).
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When the new Sida was {formed out of six former independent ’ ﬂ
aid-agencies, five inquiries were undertaken to give the new |
Sida a common policy in vital areas and a coherent vision of the

future. The inquiry into the future, Project 2015, consists of a series

of studies and seminars aiming to review trends, problems and
opinions which will have bearing on the environment within which
Sida will be working 5-20 years from now, This volume is one of
nine publicatons that presents the results from the 2015 project.

The subject of this volume is how aid programmes should be
managed in a changing world. With limited financial and adminis-
trative resources the organisation must carefully prioritise the
various development activities in which it is involved. As-experts on
management, SPM Consultants were engaged to analyse the causes
behind the proliferation of Swedish aid into new.cou\mtries and
sectors and the ever increasing- number of projects. Interconsult
Sweden (ICS) was contracted to look into three specificaspects of
aid management: the influence of stakeholders, application of time

limits and criteria for “graduation” of countries from being
recipients of grant aid to receiving less concessional financing. Dag

Ehrenpreis and Lars Johansson of Sida’s Econofmic Analysis Unit

have written a commentary paper which introduces the preseng

volume. ‘
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