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· 5. Should recurrent costs be financed by donors ?

5.1 General comments 

As pointed out above the basic assumption of aid for capacity building is that the recurrent cost 
implications will be taken care ofby economic growth. Donor financed activities are supposed 
to contribute to economic growth directly or indirectly. If the growth is insufficient to generate 
the required financial resources, the capacities created will not be sustainable. All of the 
poorest countries in Africa have suffered from low or negative growth over the last 20 years. 
At the same time the Governments with support from the donors have pursued policies both to 
expand services and, <luring the structural adjustment era, tried to maintain the services at 
established levels. 

However, many Governments have been forced to let the services gradually erode - also the 
most basic services which are prerequisites for future growth - through reduced allocations in 
real terms to administrative overheads including salaries and to operational costs. The 
structural adjustment policies were introduced to restore balanced budgets and to create macro 
economic conditions for economic growth. In this process donors have provided general 
budget support as a means to protect services. The donors have also increasingly addressed 
sectoral issues jointly. Sida's policy on sector programme support is an expression ofthis 
orientation21

. 

The macro and sector policies pursued by donors do not make any distinction between 
spending on current operations and development. This distinction is irrelevant when service 
delivery is prioritised. The effectiveness of public expenditure as a whole is focused. The 
budget support is not conditioned on type of expenditure. If conditions are attached they 
concem other matters. Budget support is normally treated as any revenue and allocated 
according to the priorities of the respective governments and the general conditions set by the 
donors. 

At organisational and project level it is probably a fiction that the principle of not funding 
recurrent costs has ever been applied strictly. Deviations from the principle can probably be 
found in most institutional development projects. But the distinction between different types of 
recurrent costs have to be kept in mind. Donors have generally been reluctant to fund core 
administrative costs or administrative overheads such as cost of salaries, office 
accommodation, telephone, electricity, water, offi.ce stationary, maintenance of equipment and 
other basic needs of an organisation. However, in reality donors have accepted to fund also 
these types of expenditure when the life or the progress of a project has been threatened. The 
topping up in various ways of salaries has become common <luring the last 10 years in most of 
the least developed countries. The haphazard way in which donors have used topping up has 
further distorted already distorted remuneration systems. 

Donors have been less reluctant to fund operational costs to carry out services. This type of 
funding is in many cases related to the capacity building effort as such. E.g. ifyou develop a 
capacity to conduct a demographic survey it is probably effective to include an actual survey in 
the project. This type of funding is also justified from overall development aspirations. E.g. the 
funding of the development and implementation of the IDO programme, implemented by 

21 Sida: Sector Programme Support. July 1995. 











to continue with the current practices, are probably less efficient in promoting sustainable 
development. 
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For specific government organisations there may be other ways also to include financing of 
administrative costs. But in such cases it is probably necessary to introduce some kind ofbuyer 
and seller relationship between the financier and the producer in order to create a mechanism 
to determine the relevance of the services and the size of the organisation and to keep up the 
pressure for continuos productivity improvements .. · 

Several attempts to reform government organisations are made in this direction as part of on
going civil service reform programmes. Similarly to TFNC, the Statistical Bureau in Tanzania 
is a case of extreme financial dependence on mainly Swedish support where attempts now are 
made to reorganise the Bureau. The financial dependence was clarified and sustainability 
concems were raised in 1994 through a number of studies. 23 Sida decided to set the final <late 
for its continued support to 1999. This has triggered off activities to find solutions to the 
problem of financial dependence. The solution envisaged includes the transformation of the 
Bureau to an autonomous agency financed by selling statistical services to Government 
ministries, donor agencies and private users. The arrangement is similar to the model operating 
in Sweden. If implemented, it will force the Government to determine its priorities regarding 
statistics and the Government will have to pay a prise based on the princip le of full cost 
recovery. Similarly, donors could finance surveys they would like to see done and they could 
contribute funds to Government to buy services. 

This type of solution will naturally only work for services where there is a demand supported 
by financial resources to be effective. The larger part of public services do not have these 
properties. 

23 G. Andersson & P. Winai: Institutional Development -The case ofTakwimu. Report to Sida, March 1994
L. Hjalmarsson: Effective Public Administration Assistance? Sida's programme of support for improvement of
the production ofstatistics in Tanz.ania.May 1994.
E. Heikkonen & M. Jones & S. Wangwe: An evaluation of the Swedish support to the Bureau of Statistics in
Tanz.ania.


