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Introduction

Since about 1990, the Swedish government has been financing a bilateral assistance prograin
to support cfforts in Eastern Europe towards democracy, economic reform and improvement of
the physical environment. An additional implicit objective is that the activities should also
serve Swedish self-iterests. The program is geographically focused on the region in the
immediate Swedish vicinity, comprising the three Baltic states, western Russia and Poland. In
the first four years, Poland has been a major recipient of this support.

The purpose of the present study is to make an overview evaluation of the Swedish activities |
Poland under this program, to elaborate on their strength and value and, especially, to indic
the weaknesses and deficiencies. The purpose is also to suggest alterations which could
improve the efficiency and effectiveness of the Swedish endeavors.

Any full-fledged evaluation must base its conclusions on some kind of benefit-cost analysis:
How does the accomplishment of objectives relate to the costs? In the present case, not even a
qualitative benefit-cost approach is possible to apply. First, a majority of the activities are so
new that their ultimate impact has not yet emerged. Second, the Swedish expenditures in mos:
cases constitute a marginal contribution in the overall activity from which benefits are deri:
and it is next to impossible to determine the share of such benefits that can be attributed to the
Swedish effort. And third, the goals pursued by the Swedish donor are lofty, and not always
internally consistent. Hence, goal attainment is hard to identify, and even harder to measure in
a uniform way. For these reasons, the following analyses address more general issues, €.g. the
goal structure and 1ts fit to Poland's needs, the efficiency loss that results from tving the
assistance to Swedish resource use, or the problems caused by the remarkable proliferation of
Swedish executing agencies and projects. It should be underlined that the responsibility for
such general issues often rests with the government of Sweden, and not with the Swedish
agencies which execute the aid program.

The overview nature of the studv must be emphasized. Given the scope of the effort, it has not
been possible to make independent reviews of the individual projects comprised in the
Swedish program. However, existing evaluation studies of such projects have been taken into

account.

The work was conducted between April and July 1994. It is based on the public documentation
prepared or commissioned by the Swedish government and the principal Swedish aid agencies,
and on discussions with representatives of the Polish and Swedish governments, and with
several of the agencies involved on the Swedish side, and receiving agencies on the Polish
side. Appendix 1 lists the principal Swedish agencies preoccupied with aid to Eastern Europe,
by acronym and full name. Appendix 2 contains a list of persons interviewed, along with their
affiliations. Tables 1 and 2 in the following section, containing summary data on the
committed and disbursed amounts of assistance, as well as Appendix 3, which details these
figures by project, have been compiled by Lisa Levin of SASDA.
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Swedish assistance to Eastern Europe formally began in 1990. The financial allocations ~
amounted to roughly 300 MSEK per year in each of the fiscal years 1990/91 and 1991/92 (the s |d8 3288|888 |8|8|5|%|8/8 |8 slwle
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begin with, it was separately financed. As the program for Eastern Europe was launched, and
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for the 5-year period 1989 90-1993/94, covered by the present study. Commitments peaked in -
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efforts to improve energy efficiency have dominated the environmental endeavors. Industry- .
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Table 2 subdivides the flows by principal aid agency. The projects conducted by BITS have ‘%
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SIDA have been expended on financing the technical assistance activities of Swedish NGOs in 2
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for 70 % of overall commitments and about two thirds of disbursements. SIDA ranks third n
financial terms, among the donor agencies, after BITS and Swedfund.

Given the improvement of the general business climate in Poland since 1989, SwedeCorp's
activities in that country are likely to shrink. The concession contained in Swedefund's
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financial support has the predominant form of not charging a higher interest rate for specific
country risk. Since Poland no longer represents a significant country risk to foreign investors
and lenders, the Swedefund schemes offer little advantage compared with purely commercial
arrangements. Hence, Swedefund's activities in Poland, like those of SwedeCorp, are unlikely
to continue on a significant scale.

The summary content of tables 1 and 2 is subdivided by project in Appendix 3. A discrete
project subdivision raises certain complications, given that projects may be discontinuous in
time, consist of several phases, sometimes with different executors. For these reasons, the
Appendix list mav raise some ambiguities. Brushing these aside, and excluding projects with
total costs below 1 MSEK, the Swedish program in Poland has comprised a total of 60
projects, implying an average commitment of less than 6 MSEK and a corresponding average
lisbursement below 4 MSEK so far.

The present studyv is concerned solely with the program identified in Tables 1 and 2.
Cbviously, alternative definitions of what is assistance would yield other numbers and
different categories, but such issues are not pursued here.

Mevertheless, in order to provide an international perspective to the Swedish endeavors in
Poland, Table 3 displays Sweden's disbursements in 1990-1993, along with those of other
1""e*nber< of the Group of 24 (data obtained from the Council of Ministers' office, Warsaw).
The grand total comprises debt reorganization, which is not part of the assistance dealt with
here. Excluding that item, Sweden ranks as number 11 in the bilateral league. The total
Swedish commitment, 142 MECU, is far higher than the values recorded in Tables 1 and 2.
The difference might be explained by the inclusion in Table 3 of export credits and direct
foreign investments under the heading "production”. Such flows are not comprised in Tables 1
and 2. :

Swedish assistance to Poland. excluding debt reorganization. accounted for 1.8 % of the G24
total. A subdivision by categorv shows very high Swedish shares for production and for suppori
to private organizations. The first may be due to sizable direct foreign investments in Poland
by Swedish mul inational firms. The second is primarily because very few of the G24 members
provide such support.

YWhat does Poland need?

Poland's economic progress will depend, overwhelmingly. on the ability to mobilize domestic
resources and to allocate them efficiently. Foreign resources, including the official assistance
flows from abroad, cannot play other than highly marginal roles in the process. Nevertheless,
the transition of the Polish society, from communism and relative isolation to democracy and
an open market economy, has created special opportunities for foreign participation in
sustaining and speedmg up the process. The oeographlc proximity of the West European
market economies gives them a special role in this context.

In his 1991: lectures (subsequently published as Poland's Jump to the Market Economy, MIT
Press, Cambﬁdge 1993), Jeffrey Sachs, one of the architects of Poland's transformation,
pointed to three vital needs for Western, and particularly West European support. The first was
a one-time financial relief, through reorganiation and forgiveness of the country's excessive
foreign debt, built during the last decade of communism. The second was to provide technical
help in building up indispensable practical skills in legal, financial, administrative and political
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matters, amongst others, and to help in the establishment of lasting institutions in these areas.
Finally, the West could reinforce Poland's transition by opening its markets to Polish exports,
and by facilitating foreign investment flows into the Polish economy.

In these very general terms, Sweden's policies vis-a-vis Poland in the early 1990s have been in
line with Sachs' recommendations. As is apparent from table 3 above, Sweden plaved a
prominent international role in the reorganization of Poland's foreign debt. An agreement to
liberalize trade between the two countries was entered into at an early stage. And the broad
subject thrust of the Swedish assistance programs so far has been on training and other forms
of technical support, to improve deficient Polish skills.

Developments in Poland have proceeded at great speed. By 1994, the transition process is
firmly established, and has reached quite far. The absorption of practical skills needed in the
new socio-economic environment has progressed at a fast pace, given the high general
education levels of Polish professionals, and the intensity of the foreign technical assistance
efforts. Hence, while the overall orientation of Sweden's assistance program may have been
appropriate in the early phases of Poland's transformation. there is cause for reconsideration in
the light of emerging developments.

Prevalent Polish opinions (see below) suggest that an appropriate composition of the assistance
program in coming years would require a lesser stress on skill creation, and a greater emphasis
on investment finance, balance of payments support, and promotion of commercial
collaboration, in the form of joint ventures or otherwise, for instance to facilitate privatization.
Poland is much poorer than Western Europe. On this ground, continued grant aid, or other
concessions could be motivated. But in most other respects. this country is being transformed

from a recipient of aid to a mature and equal partner, in commercial, economic or political
exchange. :

The goals of Swedish assistance

The Swedish assistance program to Poland (and to the other countries in Eastern Europe),
arose out of a concern about the fragility of the transition from communism. But the transition
was also seen as an opportunity for the pursuit of Swedish objectives, as the East European
countries opened up, politicallv and economically, towards the West.

Two of the explicitly stated goals are exclusively related to the viability of political and
economic transition. Swedish assistance should aim at:
-reestablishing and consolidating institutions central to a society based on democracy
and law; and

-restoring an efficiently functioning market economy.

The third explicit goal is unrelated to the transition process, even though the end of
communism has greatly widened the possibility for Swedish intervention. The benefits to
Poland in this case are mixed with a strong element of Swedish self-interest. Sweden's
assistance should aim at:

-improving the environmental conditions in Poland. especially those relating to the
Baltic Sea.

There are further, important, but less explicitly formulated goals, aimed primarily at providing
benefit to Sweden. Thus, the assistance programs should be composed so as to serve Swedish



foreign policy interests in general, to enhance political stability in Northeastern Europe, and to
promote Sweden's economic and commercial interests in the region.

This is not the place to evaluate the objectives of Sweden'’s assistance to Poland in an ethical
sense. Instead, it is fo point to the problems caused by the above goal structure in the
formulation of an assistance program that aspires to be efficient in some respect.

Attainment of efficiency in the sense of maximum goal satisfaction with a given amount of
inputs, is impossible when several goals are pursued at the same time, when they are internally
inconsistent, and when no clear hierarchy of tradeoffs between them has been established.

The problems arising from the pursuit of a multiplicity of goals have been studied in
considerable detail in another context, that of state-owned production. In the past, state-owned
enterprises in many countries were regularly asked to pursuc a variety of social goals in
addition to capital return. The mv'tiple goal structure bred inefficiency because it greatly
complicated monitoring and cast control, and in practice provided scope for politicians and
management to p own pet ideas, even if weakly related to capital return or social
benefit in a wider I increasine use of maximum capital return as an overriding
objective in stat aperises, and the global tr oud towards privatization of state owned

production can be seei a5 reactions o the traditional inefficiencies.
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North-Eastern Europe, on the other

The goals are often mutually incons Suboptimal outcomes emerge when several goals
are pursued at the same time, but in the absence of clear tradeoffs, the loss of efficiency is hard
to determine. Inconsistencies frequently arise because Polish and Swedish interests differ. For
example, given the goal formulations, Swedish choices of environmental projects will tend to
favor those with a positive impact on the Baltic, even when such projects do not address the

—

most acute Polish environmental issues. Similarly, tyving assistance to Swedish resources
satisfies Sweden's commercial self-interest, but often reduces the overall efficiency of resource
use (more on this below). Obviously, a net benefit may accrue to Poland even when such
inconsistencies are present, and the Swedish interest takes precedence, but the value of that
nenefit will be smaller than the money expended.

‘ust as traditionally occurred in state owned enterprises, the unclarity and multiplicity of goals
makes monitoring difficult and reduces efficiency, however measured. The goal structure also
provides considerable freedom for the managers in the donor agencies in Sweden to shape the
programs tp their perscnal liking, and for Swedish politicians to justifv expenditure on any
-urrent fashions. This mav have been precisely the intention when the goals were formulated.

“he inefficiencies following from a multiplicity of inconsistent goals are in no way hmited to
swedish assistance to Poland. They are equally prevalent in Swedish aid to other East
European countries, or to developing countries. as well as in the aid efforts of other donors.
The generality of the problem in no way justifies the arrangement which breeds it.

{ied aid and the quality of Swedish resource transfers

Virtually ail Swedish assistance to Poland is tied to Swedish resource use. BITS, the dominant
principal agency so far, has an explicit mandate to employv Swedish organizations and Swedish
resources in its project execution. SIDA is entrusted with the responsibility of supporting
Swedish NGOs in their collaboration with Polish counterparts. The very nature of the activities
of the Swedish Institute is to promote cuitural and scientific exchange between Swedish
stitutions and Polish counterparts. Swedfund's financial engagements, through loans or in the
form of share capital, do not. in principle, require a Swedish joint venturer, but in practice 2

narty from Sweden is virtually always involved.

The practice of tying is an expression of the Swedish self-interest: tying assures Swedish
exports and Swedish employment which might not have occurred in the absence of this
restriction on the recipient. The practice is in no way unique to Swedish aid. Tying is equally
prevalent for other bilateral donors to Poland. Assistance from the EU (PHARE) is also tied,
hut sinee twelve donor countries are involved, the arrangement 1s far less restrictive.

Mumerous investigations over the 40-year history of international aid to developing countries
have shown that significant efficiency losses regularly follow from the practice of tving aid to
the doner country resources. This is either because the donor's resources are not internationally
competitive, and therefore expensive, or because the limited number of suppliers in the donor
country permits them to charge monopolistic prices in tied aid, or simply because the donor
country supplies are not entirely suited for the task at hand. With a given amount of funding,
tying will reduce either the volume of resources transferred. or the final output from the use of

these resources in the recipient country.

The efficiency losses due to tying of the assistance flows to Poland are denied by the Swedish
donor agencies. For example, BITS maintains that the projects it supports relate to activities in
which Sweden is internationally competitive, but that tying is nevertheless needed to permit
the entry of Swedish resources into fields otherwise dominated by tied aid from elsewhere.

The argument that support is needed for Sweden's sake, to permit this country's firms a
foothold in the emerging Polish market, given that other govenments provide such support to
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their corporations, has a doubtful validity. If there is a fashion among many governments o
subsidize the activities of their firms in a particular market (e.g. shipbuilding, or sales of capital
equipment in LDCs, or supply of managerial consulting services in Eastern Europe), then any
resources that the Swedish government would want to employ for the promotion of Swedish
business interests, would be more productively employed in other markets, where the Swedish
firms do not have to face head on competition from companies benefiting from public
subsidies.

BITS also claims that even when efficiency losses occur on the grounds spelled out in the
preceding paragraphs, such losses are more than compensated for by the savings accruing from
the simpler bidding procedure and the less complicated monitoring of project execution, when
only Swedish suppliers are involved. This may be true from the point of view of the Swedish
agency. The Polish recipients, on the other hand, would clearly gain from an opportunity to
shop among a wider array of suppliers, while the complexity of their monitoring needs would
hasdly be increased by a non-Swedish choice, given that they already receive assistance from
dozens of donor nations.

The technical assistance from Sweden has addressed a number of complex, sometimes unique
issues related to Poland's economic transition. Very special competence profiles have been
required from the experts assigned to these tasks. to assure efficient performance. First, they
needed a solid background in the subject matter, be it sludge treatment, privatization of
industries, or training of corporate board members. Second, they needed at least some
understanding of the intricate process of transforming socialist societies into capitalist ones.
And finally, for the persons to function with reasonable efficiency, they had to know something
about Poland, and be able to communicate, preferably in Polish, but at least in English. These
are rare combinations, and a restriction of recruitment to Sweden, predicated by aid tying, must
have been a severe limitation on finding the appropriate profiles.

Evidence from Swedish-financed projects in Poland points to failures due to inadequate
overlaps between available Swedish competences and Polish needs. For example: (a) A high
level consultant group advised on Polish forest industry restructuring, but part of the advice fell
beside the point, because the group lacked appropriate insights on the specific problems faced
by this sector in Poland. (b) A venture to produce and sell environmentally superior coal
boilers, designed a product which was too expensive for the Polish circumstances, so that
ultimately only one sale was made. (The problem was aggravated by a more generous support
package from another donor to develop a competing product.) In other cases, problems arose
because even centrally placed bureaucrats in the Swedish assistance administration lacked
communication skills. Potential Polish counterparts could hardly be blamed for their deficient
skills in the English language, if they failed to understand the meaning of the following passage
in an official Swedish prospectus describing the conditions under which assistance could be
provided:
"Support will be given to companies in the receiving country who owns and operates a facility, that
produces, distributes and uses energy. The conditions for the loan will be aligned with those of the World
Bank, and will be conditionally in the sense that they might be remitted. Such remitments will be
connected to a function or a prerequisit that is beyond the control of the receiving company or could not
be foreseen by him."
Failures and deficiencies of such nature are both embarrassing and inopportune, especially
since the Polish counterparts are regularly highly educated, even if lacking the specific
competence that the Swedish support is supposed to transfer.

The likelihood is considerable that a wider recruitment ground for human and physical supply
would help to improve the quality and reduce the cost of resource transfers.

11

Pursuit of self-interest through aid tying may be a rational and entirely legitimate donor goal,
provided that important general donor benefits are really reaped. It is an open question whether
such benefits really accrue from the tying of Swedish assistance. Asea Brown Boveri apart,
there is a conspicuous lack of involvement of leading Swedish multinationals with substantial
Polist. presence, in the public assistance programs. This suggests that the multinationals at
least, do not find the advantages sufficiently worthwhile. While the benefit of tying is uncetain
the practice exacts an efficiency cost. It is essential that this cost be assessed, however roughiy
and compared with the benefits that it is supposed to bring.

It is by no means clear that a net benefit, however measured, will accrue from the praciice of
aid tying. Suppose, for the sake of argument, that the transter of 100 MSEK vyields a net benefir
to Sweden equal to 20 MSEK, in consequence of tving. Suppose, furthermore, that the practice
of tying reduces the value of the transfer to the recipient by 30 MSEK. If these suppositions
hold, it would be better to spend 20 MSEK in support of Sweden's international interests, and
to provide 70 MSEK as untied aid, since this would generate the same total benefits, and vet
permit a saving of 10 MSEK. There is a clear possibility that a smaller, untied, aid program
might provide a lesser net cost to Sweden and a better value to Poland than do the present
arrangements.

The allocative efficiency of foreign aid: recipient problems

This study is about Swedish assistance to Poland. In the present section, however, the vista is
widened. to provide an overview of the problems faced by Poland in consequence of the great
number of donor agencies from many countries, each with 1ts own habits and procedures, and
each pursuing a variety of projects seen to satisfy a multitude of often hazy objectives. In the
following section, the same problems are reviewed again. but the vista is narrowed to Swedish
assistance alone.

In 1990-1993, Poland received a total of about 10 billion S in foreign assistance, excluding
debt relief (table 3). This is a very substantial sum. It corresponded to more than 3 % of GDP
per year. If allocated with reasonable efficiency, these resources could have added to economic
growth by some 1 % per vear, assuming, reasonably, that foreign funds had been used for
investment, and that investments of 3 § were needed to raise income by 1 § (incremental
capital-output ratio = 3). With careless allocation, the impact of assistance on income could be
nil or even negative.

Efficient allocation of foreign assistance must be an issue of primary importance to the Polish
authorities, as well as to the donors, if the concern of the latter with Poland's progress 1s to be
taken seriously. The arrangements under which assistance is currently transferred raise severe
problems for allocative efficiency.

There is a large group of donor countries, and a number of multilateral organs providing aid.
Most of these operate through several implementing agencies, each following its particular
procedures and objectives, including a considerable dose of self-interest. There is very limited
coordination among the donors.

Adam Smith's invisible hand would have been a splendid allocative instrument if the flows had
a purely commercial objective, for then the resources would automtically have sought out
activities with the greatest prospect for profit. But with capital return at best a subsidiary



objective amongst many others, the benign effects of the invisible hand are not at work.
Instead, self-interest, political propriety and other non-economic considerations result in an
excessive convergence of the foreign funds into fashionable activities like environmental
improvement or democratic institution building, with a corresponding neglect of other equally
important but less popular areas. The result will be a very low marginal utility of aid for the
recipient.

To bring some order to the uncontrolled donor invasion, the Council of Ministers in the Polish
government has set up an Office for Foreign Assistance (referred to in the following as the
Polish Office), and a Cooperation Fund, to coordinate the existing aid flows, and to solicit
additional support froin abroad. This is an overwhelming task for the relatively small
government bureaucracies set up for the purpose. It is also extremely complex, given the great
number of executing asenciss on the doror side, their explicit or implicit subject preferences,
and the varied admi ;
formulating projects and disserninatir

The attitudes among foreign donors to craploying these institutions in the transfer of assistance
is ambivalent. The historical con ext provides one explanation to some donor's desires to go it
alone. A key tasks of the nolica! 3
formerly omnipotent centra
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hip
cala d growing inflow of assistance. To
s, On the other hand, they are anxious 1o assure
¢~ waximize national benefit in some sense. This
since it involves telling donors what to do.

The Polish Office and the Coopershan Vi
with the donors. On the one hand, 1iey g
satisfy this desire, they must please ©
that the resources received are
ambition is bound to lead to frictions.

The Polish institutions have hitherto ado, =7 a flexible attitude towards the donors. Thev do
express clear priorities about the aid that i3 desired, and operate as match-makers berween
donors and the ultimate receiving counterrarts. But, as a matter of policy, they don't impose
their services on the donors. offering each the extent of help that he desires. Given their
varying and somewhat unclear roles anc responsibilities vis-a-vis the donors, and the
sensitivity of their relationships with the donor governments, the Polish institutions do not
conduct and publish evaluations of the assistance endeavors on a regular basis. The exception
is the PHARE program, where the Coope2110n Fund has the entire responsibility for definition
and execution.

o 1

well provide Poland with the best of possible deals,

These Polish attitudes and practices maj
given the belief that they help magnifving ‘he total assistance inflow, and that each project.
however idiosyncratic, does yield a net benefit to the receiving nation. At the same time, the
Polish laxity, in combination with the prevailing fashions that guide the donors at different
times, and the lack of coordination of their respective efforts, must lead to substantial
allocative efficiency losses in the use of the foreign resources inflow.

(o)
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The allocative efficiency of foreign aid: the Swedish case

The allocative deficiencies and the administrative complications related to the foreign
assistance received by Poland, identified in the above overview, have a considerable
applicability to the Swedish program. The present section reviews these issues in somewhat
oreater detail. ’

The number of Swedish agencies offering assistance to Poland, is large. Significant overlaps
exist, and the division of responsibilities among them is unclear. For instance, the Swedish
Institute operates projects under its own budget, but also acts as implementor of BITS-financer
activities (see Appendix 3). Among the agencies listed in tabie 2, SIDA's and BITS' activities
are executed by numerous bodies, e.g. Swedish NGOs and consultants.

The degree of complexity on the Swedish side 1s rising, and the arrangements are becoming
increasingly opaque. For example, BITS has traditionally been responsible for all aid in the
=nvironmental sector. In the very recent pas*, however, the number of agencies offering
assistance in this field to Eastern Europe has risen to seven, drawing on funding from six
different ministries (Regeringens skrivelse 1993/94:252, Stockholm, May 1994), with no clear
division of responsibilities, and with different mandates, administrative procedures for project
identification and rules for transfer of resources, in each case.

{t must be hard for the recipients at central and local level. to orient themselves in this maze,
and to understand who ultimately makes policy, controls funds and decides on projects in the
hierarchy of ministries, principal donor agencies, and executors, and to understand who is who
among the many consultants, evaluators and other parties. claiming, or appearing to represent.
authority.

A radical reduction of the number of Swedish agencies involved with aid giving to Poland.
clarification of their respective mandates, and removal of existing overlaps in responsibility,
are necessary, if the confusion experienced by the recipient is to be eased. Such a reduction
should also be of great help in designing a more coherent and internally consistent Swedish a‘d
program to Poland.

I all cases, the ultimate decision on assistance-financed projects in Poland is taken by
Swedish bodies. This implies a double tie imposed by Sweden. Such double-tving (origin of
resources as well as activitv) has been shown by many studies of international aid to involve an
even greater loss to the recipient than the single tving to origin of resources, discussed 1n an
earlier section of the present study.

The principal aid agencies in Sweden have adopted different approaches vis-a-vis the Polish
Office and the Cooperation Fund. In the case of SIDA, SwedeCorp and Swedfund, the Polish
counterpart NGOs, or business associations or corporations are sought out independently by
the responsible Swedish parties, and the projects are designed without any involvement by the
central Polish institutions. BITS, the dominant agency in Sweden's assistance activities in
Poland, on the other hand, has developed an elaborate working relationship with the Polish
Office. The projects to be supported by BITS must pass a double criterion. First, they should be
favorably ranked in the list of priorities prepared by the Polish Office. And second. they must
fit the criteria set up by BITS, i.e. that the local recipient agencies are prepared to cover the
local cost component, that the projects contribute towards the explicit Swedish goals
(democracy, market economy, environment), and that suitable Swedish counterparts can be
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found. Final project approval rests with BITS. This procedure is seen to assure that the
priorities of the Polish central government, as well as those of BITS are satisfied.

The design of the Swedsih assistance program to Poland has involved a very large number of
projects of relatively small size, and often short duration (see Appendix 3). This arrangement is
surprising. One would have supposed that a relatively small number of carefully executed
projects would have been more appropriate, if Polish development and welfare had been the
overriding objective. Several reasons underlie this supposition. First, the number of
imaginative Swedish ideas for supporting Poland's development is likely to be small, and a
concentration on the best should have added to productivitv. Second, with fewer projects,
much greater care could have been devoted to selecting appropriate operators and managers on
the Swedish side. Third, a large and carefully executed project is much more likely to leave a
lasting imprint than a small and transient one. And fourth. monitoring and evaluation would be
greatly facilitated if there were fewer activities to look after.

The project proliferation, not only in Poland, but through Eastern Europe, severely complicates
the monitoring tasks of the principal Swedish aid agencies. The compilation of the table
contained in Appendix 3 took a very considerable effort, because several donor agencies had
difficulty in providing complete project lists, and in indicating commitments and
disbursements of funds over time. With the limited time that can be spent on each of the
numerous separate efforts, less care can be devoted to project preparation, including the search
for personnel or consulting agencies with appropriate qualifications. Respensibility for a large
number of diverse projects in a number of countries also greatly complicates qualitv control.
Thorough evaluations are practicable in the present circumstances only on a sample basis,
given that the cost of such evaluations may constitute a s anificant fraction of the total cost of a
small project.

Denor agencies sometimes assert that important Western ideas concerning democracy, or
market economy or environmental 1ssues are best disseminated through assistance at the
grassroots level. Hence, small projects should be preferred. Two serious questions put this
assertion in doubt. First, experience of international aid over the past decades points 10 the
difficulties for foreigners to operate at the grassroot level in recipient countries, given the
social, economic, cultural and language barriers that regularly tend to arise between the
privileged donor representative and the local community. And second, there is no evidence to
prove that grassroot fertilization is an efficient way to disseminate new institutions or values or
ideas through a nation.

Tt is hard to understand the proliferation of projects other than as an expression of one aspect of
the Swedish interest: to maximize the exposure of Swedes to Poland. Given that assistance
involves the transfer of Swedish resources, and that the technical assistance aspect has
dominated, each project has involved the presence of at least one, and regularly several
Swedes. The smaller the project size, the more projects can be comprised within a given
budget. And the more projects, the greater the number of Swedes exposed to Poland.

The ultimate example of such exposure maximization is the activity to promote friendship and
ties between Swedish and Polish municipalities, financed by BITS and managed by the
Swedish Association of Municipalities. No clear objectives beyond "friendship and ties” have
been formulated for the activity. Funding, on a small scale. has been given to a great number of
municipal friendship pairs, primarily for exchange visits. An evaluation of this activity shows a
tendency for the friendship to peter out, after initial contacts and subsequent formulation of
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training or investment plans, usually in the Polish municipality, which typically remain
unimplemented because Swedish funding is not available.

It is difficult to perceive that a sufficiently substantive general Swedish interest is served by the
mere exposure of Swedes to Poland, to warrant the use of public Swedish funding. The

impr rtance of specifying and substantiating the Swedish interest pursued in Swedish
assistance, emerges starkly in this context.

The procedure and interaction between BITS and the Polish Office, through which projects are
identified and accepted, was described earlier in this section. In practice, project selection is
very often determined in a somewhat different, unintended way. The arrangements permit
Swedish consultants to assume a lead role in project determination. The following is what
often happens.

Representatives of Swedish consultants looking for aid-financed business, visit potential Polish
counterparts, e.g. municipalities, educational institutions or power producers, and offer
collaboration in a field known to be popular with the Swedish donor. It is understood that
collaboration will be launched, only if most of the costs can be financed by that donor.
Agreement is easy to reach, even if the anticipated output has only 2 limited value to the Polish
counterpart, given that the proposed activity is conditional on the availability of outside
finance.

The consultant next presents the agreement to the Polish Office for Foreign Assistance,
requesting that it be given high priority in the Office's presentations to BITS. For at least three
reasons, such a request is hard to deny. First, the distinction betwee the consultant and BIT3
is not always entirely clear to the Polish officials, and the request may appear 1o be prompter
by or at least supported by BITS. Denial is difficult, given that the Office is keen to maintain
good relations with the Swedish donor agency. Second, an unwillingness to comply may arouse
displeasure from the Polish counterpart which signed the conditional agreement. And third. the
Office has little incentive to oppose, given that only limited Polish costs will be involved.

Finally, in anticipation of the formal Polish request, the consultant presents the proposed
project to BITS in terms that he knows are in line with the Swedish aid philosophy.

The procedure results in a portfolio of aid financed projects containing many items of
somewhat dubious value to Poland. At the same time, the procedure assures substantial
business to consultants specializing in the game, and not necessarily to those possessing the
best competences to contribute to the progress of the Polish society.

Although the arrangements described here have the indicated systemic weaknesses, it should
be added that active consultants can obviously plav constructive roles in identifying projects of
indubitable value, and in speeding up the decisions to have such projects implemented. [t
should also be noted that the deficiencies in the procedure to decide on projects are in no wav
unique to the Swedish donor. On the contrary, they are quite common in the bilateral
assistance flows to Poland. One may surmise that the donor agencies sometimes see the
employment of their national consultants as a very important objective, and implicitly support
the practice, despite the ensuing loss of benefit on the Polish side.

One way to restrain the negative implications of the current procedure would be to give up
double-tying, and to transfer to the Polish Office the ultimate responsibility for project
selection, as is presently the case with the PHARE programs. Such a change does not preclude
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the condition that the objectives of approved projects must be in line with the Swedish goals,
and that Swedish resources be used in project implementation. However, the change would
clear up existing ambiguities faced by the Polish institutions about the role of Swedish
consultants as representatives of the Swedish donor.

The question is whether this pxecemua‘ change would carry very far. A px‘oomm which aims at
inconsistent and opaque goals, and which is operated by a multiplicity of executing agencies
with varied administrative procedures and overlapping mandates, each responsible for a large
number of projects, is not easily amenable to rational evaluation. Precisely for this reason, such
a program, whether established unintentionally or by design, provides a fertile ground for
political and managerial favoritism, which reduces national Swe dish or Polish goal
satisfaction. More gencral and profound change will be needed to overcome the program'’s
fundamental deficiencies.

Polish views on Swedish aid

ce establishment in Warsaw, were
f their views and opinions have
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The Poles fully appreciate the effi ciency 1085 ﬁue to tying, but are resigned to accepting it.
Thev understand that the dorcr szlf-iiterest is an im portant g goal in Swedish assistance, and
that tying the flow to Swedish resources is one cxpumon of this interest.

g caves the process of project determination entirely to the Polish
Office. In the case of DLTB,‘ ‘,vhmh has so (ar accounted for most of the Swedish flows, the
project portfolio is ultimately determined by the Swedish agency, even though decisions on
projects are preceded by an elaborate interaction with the Polish Office. In this comparison,
Swedish assistance emerges as the more donor-centered. In comparison with a majority of the
bilaterals, hows=ver, the Swedish program stands out by being more amenable to influence from
the Palish side. Not surprisingly. official: he central Polish agencies appremate this
distinguishing feature, and r@(mi that it i¢ =0t applied by other Swedish agencies with

increasingly important programs in Poland, notably Swedfund.

The EU's PHARE progra

While looked upon favorably by the Poles. the BITS practice to coordinate with the Polish
Office has created ambiguity about monitoring responsibility. Such responsibility is clearly
with the Polish Office in the case of PHART-financed projects, given that full responsibility
for project identificaiion and operation re
is clearly with the forcign donor, where the coordinating bodies are bypassed, as in the case of
assistance provided by the US AID. In the Swedish case, the responsibility has not been

s (
e &

sts with the Polish authorities. Also, the responsibility
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determined by the central parties to the deals, and since none of them has adopted the ultimate
obligation, there is a feeling that the monitoring and evaluation aspects are being neglected.

A general frustratlon was expressed about the large number of Swedish executing agencies,
and espemallv about their fast proliferation in fhe recent past. The ambiguity of the respective
mandates and operating procedures adopted by the respective bodies has caused problems to
the Polish recipients. For instance, a representative of the Polish Ministry of Environment
indicated that the Ministry had become increasingly unclear about how to access the assistance
funding disseminated by the Swedish Ministry of Environment.

At the same time, the interviewees pointed out that the Swedish complications in this respect
were in no way unique. While some bilateral donors had a much more straightforward agency
structure, the comp!e::it\' of others, notably the US and Germany was at least as confusing.
This feature of aid giving has severely strained the limited personnel resources of the ceniral
aid receiving bodies in Poland.

The Swedish project portfolio was widely cnticized for containing too many small and
transient pro;ects leaving a verv limited lasting imprint. In this respect, the Swedish program
compares unfavoratlv with e.g. the British and French ones which, in the Polish view, have
involved greater efforts and been more successful at establishing valuable lasting institutions.
[ the case of the UK, the success was importantly due to the permanent presence of the British
Council in Poland, to monitor and guide the aid flow; the French success at institution building
was the result of long term nurturing of contacts with Polish universities. No corresponding
,Lmbmons had been discerned in the Swedish assistance program.

Some of the interviewees felt that Swedish aid officials stood out in the donor community by
their lack of imagination and tendency to adhere tigidly to the administrative rules of their
head offices, even when it was clearly not productive to do so. The consultants behind the
Swedish ageneies, more than those from other countries, tended to market their off-the-shelf
services, and exhibited a reluctance to adjust the assortment to fit specific Polish needs. The
Poles were not very impressed with the professional qualifications of many of the Swedes
involved in project execution. A central administrator of assistance on the Polish side
commented that the main qualification of numerous Swedish consultants appeared to b@ their
Polish antecedents and knowledge of the Polish language.

On several occasions, the interviewees pointed to the slowness and delays in BITS'

adr mmstratwe and decision-making procedures. A recent example concerns a dispatch in

January l994 by the Office for Foreign Assistance of pnorlty lists of projects for BITS to
decide on. In April 1994, the Office contacted BITS again, and was asked to send the material

once mgré, since the original dispatch could not be found. At the end of May 1994, the Office

was still waiting for a reaction from BITS.

[A draft version of the present study was sent to BITS for comment. In BITS’ view, the
statement in the preceding paragraph is incorrect:
BITS claims to have received a letter from the Polish Office in February 1994, announcing that project
lists would follow. After a reminder from BITS during March, a total of 18 project proposals were
received in several dispatches between April 12 and June 27. Four of these proposals were prepared by
BITS for final decision during May/June.
It is not possible, nor particularly meaningful, within the confines of the present study, to
clarify the “true” course of events. The emergent conclusion is that the rapport between the
two organs is less than entirely satisfactory.]




The requirement of BITS that local project costs be funded by the Polish counterpart has been
seen by the Swedish agency as an assurance of that counterpart's interest in the activity.
Though this appears to be a constructive rule, in principle, the Polish interviewees felt that in
practice the arrangement fostered disappointment and improductivity. The attractiveness of a
Swedish-financed project prompted commitments about local cost financing even when the
Polish party could not conceivably generate the necessary resources. Subsequent unavailability

of local finance tended to undermine the project objectives, and demoralize the interest and
devotion of the Polish counterpart personnel.

The BITS-financed collaboration between Swedish Resco Partner and the Polish Management
Training Center, at the time a division of the Confederation of Polish Employers, was pointed
to as an illuminative example of failed achievements due to the unavailability of finance to
fulfill Polish commitments. The project was unusual in the Swedish portfolio in its clear
ambition at the outset, to build a permanent institution capable of producing national and
international management training. Nothing came of this ambition. The Polish counterparts
were financially so weak that they could not pay the local costs as intended. Theyv could not
even maintain the skeleton personnel needed to establish the institution.

This critique about problems with local cost financing can be intepreted in at least two ways.
The problem may be due to insufficient scrutiny by the Swedish donor of the financial standing
of the Polish counterpart. Alternatively, the difficulties may be seen as a failure (of BITS or of
the Polish Office) in identifving high priorities for which the Poles are prepared to put up
money.

et another issue of funding arose repeatedly in the discussions with the Polish
representatives. Collaboration with Sweden was initially dominated by technical assistance.
This may have been the right approach during the early 1990s. Many of the efforts comprised
feasibility studies and other work to identifv investment projects. There were strong Polish
expectations that this stage would be followed by one with a much heavier emphasis on
concessional finance for the investments that were originally identified. Such follow-up
finance was in fact provided in a few cases by BITS in the early years. But the change in
program emphasis has not occurred. On the contrarv, more recently, BITS has not been able to
offer any new investment funding. The Polish need for technical assistance has been saturated.
especially since many other donors 100, have had a preference for this type of aid, while the
unsatisfied need for investment funds is growing. In the Polish view, therefore. a shift of the
Swedish spending, from technical assistance to concessional investment finance is called for.

Conclusions

Sweden's assistance to Poland during the early years focused on technical assistance to sectors
of vital importance in the initial phases of the recipient country's economic transformation. The
deficiencies that have characterized the program, partly due to the great haste with which it
was launched, have severely reduced its value to Poland. Even after appropriate deductions,
however, the Swedish activities have undoubtedly provided a net benefit to Poland's
development. It is possible that the program has also vielded some benefit to Sweden, and in

particular to selected Swedish Interest groups.

Tt should be emphasized that the weaknesses pointed to in this study are not unique to Sweden’s
relations with Poland. Many of them are equally prevalent in Sweden's assistance to other East
European countries, and in SIDA's long-standing endeavors in developing countries. The
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generali.ty of the; problems_ demonstrates the great difficulty faced by any donor in identifving
appropriate projects, and in executing them efficaciously in an environment with which he is
not fully acquainted.

The existipg deficiencies of the Swedish aassistance program in Poland offer considerable
scope for improving the productivity of the resources that are expended. A number of measures
could hc?lp in achieving such improvement. In addition, this is a time to reconsider thé cbn‘;e“n;»
of the aid, given the substantial progress in the Polish transformation process since the pro&mn
was launched. The following suggestions for reform and reorientation might help inipZ’ovizfc .
the quality and efficiency of the endeavors: l

The objectives for which assistance is expended must be made much more transparent
anq prgcise. The implicit Swedish interest goal requires especial scrutiny. If several
objectives are to be pursued, a hierarchy and tradeoffs between them should be
established. The value to Sweden from aid tying should be assessed and compared with
the loss of efficiency following from this practice, to clarify if tving is economical f;I"Dl‘i;
the Swedish point of view. ’ |

The ;peciﬁc Swedish interest in Polish (and East European) environmental problem
soh_mons should be clarified. This interest might be betier pursued separate from the
assistance program to Poland. Rather than getting involved in elaborate environmental
projects in Poland, the Swedish government might simply make cash pavments from its
enylropmental protection budget, if the Polish authorities attain certain épeciﬁed ‘
objectives, e.g. in terms of effluents into the Baltic or emissions of CO».

The S}ved1§h assistance agency structure requires a radical streamlining and
simplification. }

There IS a related need to radically cut the number of projects for which Swedish
authorities are responsible. If such responsibility is to continue at all, it should relate to
a small number of much larger and longer lasting carefully prepar@d‘and monitored ’
ventures with explicit institution building ambitions. )

It is_ hard. to 1dentify a Swedish comparative advantage in the selection and execttion of
projects in Poland. Hence, it might be appropriate to change the arrangements more
fundamentally, by shifting these responsibilities entirely to Polish agetvacies. For
example., Swedish resources could be integrated with the EU's PHARE program.
Alternatively, the funds could be transferred to a separate Swedish technical assistance
fund, to be managed by Polish authorities. |

The political and economic progress achieved by Poland since transition began,
warrantg a shift in the Swedish aid flows, from technical asisstance towards ‘
cpnce_ssmnal investment finance and general import support. Such a shift would greatly
simplify the task of resource transfer and management, and thus automatically c
overcome many of the inefficiencies in the current program. )

In per cgpita GDP terms, Poland remains a poor country. This may warrant a degree of
concessional support. But in other respects the Polish economy is becoming
increasingly sophisticated and mature. Hence, it might be app§opriate to start planning
for the termination of assistance per se. As the country is graduating from the aid :
relationship, alternative measures should be considered to speed up Poland's progress
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| and economic integration with the Western market economies. Sweden might

or by relaxing existing restrictions on the movement of labor.

The suggested alterations and reorientations raise several issues for the Swedish donor. First,
they imply a substantial reorganization of work for the involved agencies on the Swedish side,
and a considerable contraction of Swedish responsibilities. Second, the changes are bound to
reduce the benefit 1o some Swedish interest groups. For instance, a shift of responsibilities to
Poland, and of the program content from technical to financial support, will greatly reduce the
need for Swedish consultants. Finally, as Poland graduates from the aid relationship, the
reorientation may also involve a reduction in the expended sums, but not necessarily smaller
benefits to Poland, if the existing inefficiencies are weeded out in the process.

contribute, .g. by expanding its free trade agreement to comprise agricultural produce,
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Appendix 1. Swedish Agencies by acronym and full name
BITS, Swedish Roard for Investment and Technical Support.

NUTEK, Swedish National Board for Industrial and Technical Development (will be
responsible for environmentally oriented projects in Eastern Europe).

SIDA, Swedish International Development Authority.

SNV, Swedish Environmental Protection Agency (will be responsible for environmentally
oriented projects in Eastern Europe).

SUAS, Swedish Universitv of Agricultural Sciences.
SwedeCorp, Swedish International Enterprise Development Corporation.
Swedfund, Swedfund International AB.

Swedish Institute.




Appendix 2. List of persons interviewed
SWEDEN

Asea Brown Boveri
Per Vannes;j6

BITS

Gunilla Olofsson
Peeter Horm
Anders Lindholm

Ministry of Foreign Affairs
Ruth Jacoby
Ake Peterson

NUTEK
Sune Westermark

Olof Palme International Center
Sven-Eric Soder

SwedeCorp
Lars Ekengren

Swedfund
Olle Arefalk

POLAND

Committee for Scientific Research
Jan Poloczek

Cooperation Fund
Tadeusz Kozek
Krzysztof Nowakowski

EU Commission, Delegation to Peland
Radek Czapski

Ministry of Environment
Jerzy Grochmalicki

Jerzy Kwiatkowski
Romuald Wojciechowski
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Office for Foreign Assistance
Dorota Jaworska

Pawel Samecki

Tadeusz Zoltowski

PECAT, Policy Education Centre on Assistance to Transition
Krzysztof Ners

Swedish Embassy
Jan Amberg

World Bank
Christian Duvigneau
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