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FOREWORD

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

Examinations of the overall management of the bilateral aid
programmes, in terms of results or the offectiveness of programmes in
each country, have seldom been carried out in Sweden, The recipient
country is an appropriate level at which to address the question of
results because it is the level where bilateral funding allocations are
made by the Swedish Parliament, where the strategy for results can be
determined, where goals are sot and where bilateral agreements are
signed for programmes and projects. A country specific strategy would
enable Swedish development co-operation agencies to focus on specific
and measurable results, country by country.

The Secretariat for Analysis of Swedish Development Assistance
(SASDA) has commissioned & number of country-case-studies in order to
analyse the results achieved by Swedish aid, taking inte account other
donors’ experience. The objectives are to analyse the effect and
effectiveness of Swedish aid in the sense of appropriateness to the
objectives set for aid, to analyse its cost-effectiveness, to make
recommendations to improve its effectiveness and efficiency in
development co-operation in the future, and to make proposals for the
methodology to be employed in analysing and following up the
effectiveness and efficiency of aid in country studies,

In this report, Professor Arne Bigsten, Depariment of Economics,
University of Gothenburg, together with Dr. Chris Adam, Professor Paul
Collier, Dr. Eva Julin and Ass. Professor Steve O'Connell, analyses
Swedish development co-operation with Tanzania for the period
1965/66-1991/92, and particularly on its development after 1980.

The opinions and conclusions of the authors of the report are their own.

Stockholm, August 1964,

Ingemar Mundebo
Chairman
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Part 1: BACKGROUND

1. INTRODUCTION

11 Purpose

Sweden has been giving aid 10 Tanzants siece the carly 19605, and in most years it has been
the most important recipient of bilatersl Swedish sid. The total amoust of ad disbursed is
about I8 bilbon SEK at 1993 prices. Morcover, Tanzania has been at the focus of the
discussion m Sweden, on axd specifically, as well as on development issues generally. It is
therefore of particular msterest 1o discuss and summanize the experiences of three decades
of development collaboration with Tanzania. Many snalyses of specific projects and
programmes have been undertaken previously, bat no comprehensive review of Swedish aid
to Tanzanis has been done before,

SASDA has commissioned four country studses on the mmpact of Swedish aid The
Goteborg-Ondord team is responsible for this one on Tanzanka snd another one on Zambia,
while the reponts on Guises-Bissau and Nicaragus arc written by two other teams
(Svedberg. Olofsgird, Ekman, 1994, Lundahl, Behar, 1994) SASDA has also
commissoned studses of the overall inpact of aid to the four countries (White, Voss, 1994)
and of other aspects, such as evaluation quality. Each study i rather limited in scope, but
the aim & that they jomtly shall provide a basis for a discussion of Swedish aid policy. The
country studies are mot comprehensive enough to be the only basis for Swedish decisions
on aid 10 the respective countries. They cover 3 wide range of 1ssues, which means that it
i5 impossible 10 peoctrate all issues in depth.

The mam purpose of this report on aid to Tanzania is to examine the extent to which
Swedish aid has been successful in achieving its stated objectives. A secondary purpose is
1o investigate the efficiency with which aid bas been handled by Swedish aid agencies.
Fally, os the basis of our analysis we will discuss implications for future Swedish aid to

Tanzania




1.2 Goals of Swedish Aid

The overall objective of Swedish aid is 10 improve the sandard of living of poor people
More specifically, the Swedish parkament has decaded that Swedish 2 should contribute
to economic growth, ecowomic and social equakization, economic and political autonomy,
democratic development of socety. 3 sustaimable use of natural resources and environmental
protection ' Although the main priority has slways been poventy eradication, the translation
of this into concrete activitics has changed over the years, with trends in the development
debate and experiences gained (sec ¢ 8. Hveem, McNeill, 1904),

mmmmmwmn«nmm of aid allocated 10 2 country
is 10 be based on fve cntena: 1) development towards a market economy, 2) democracy,
S)Mforhmmad)mceﬂkhqofﬂ. and S) a low military share of total

government expenditures.

1 the 1960's and 1970's Sweden supported Tanzania enthusiastically, since it was felt that
the goals of the Tanzanian govemnment were very much @ line with those specified for
Swedish aid. The Tanzanian govemment cmphasized equitable growth, and Tanzania was
one of the strongest proposcots of self-reliant development, Politically, Tanzania was far
from democratic, but still President Nyerere was a nmch-respected spokesman for 1be poor
countrics of the Third World. At the time. therefore, it scemed reasonable to Swedish
govemments 10 support Tanzasis. Eventually it became clear that the policies pursued were
sot successful in realiziog the noble aims, however, and donors became increasmgly
disillussoned. Even Sweden started to Joose faith, aad from about 1983 Sweden joined the
critics of the policies pursued under President Nyerere.

In the latter part of the 1980's, the maim objectives of Swedish assistance to Tanzania were
economic growth, equity and coaservation of the eavironmest. Suppon of the economic

! See e g UD, Prop 1993/94:100, bilaga 4 s 48, Lamera C: Insernavioneii vecklimgaezarbete.
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recovery programene (ERP) introduced in 1986 became top priority.” The maim activities in

the Swedish asd programme were geared to suppont the ERP, and commodity suppornt was
conditioned upon agreements with the IFls

It bias also shvays boen eanphasized by the Swedish governmment that Swedish aid should be
complementary 10 the efforts of the recipient country. This implies that there is a need for
mcreasing domestic resource mobilization and for streagtheming domestic institutional
capacaty. Full responsibility for the planning and implemantation, as well as for the follow-up
and reportmg of the use of funds, should rest with the recipient, as should the full
responsibility for coordinating domor support. SIDA emphasizes that only those projects
which are cost effiective will get contmued support. We will consider to what extent these
ambitions have been realized with regard to Tanzamia.

1.3 Approach and Scope of the Study

We have been sshed to mvestigate what the effect of Swedish aid has been on Tanzania's
ovenall development. Specifically, # is moted  the terms of reference that the review should
focus on growth and dastribution. We will therefore concentrate om the goals of growth and
equity, while the other goals of Swedish aid will be touched on more briefly. It should be
noted that usless there is ecomomic growth, it will not be possible to achieve poverty
eradication m the Jong term

When one looks at a cross-section of countnes and controls for other relevamt vanables, it
15 not possable to find any comelation between the amount of aid and growth (Mosley, 1987,
p. 139) At the same time, project evalustions show that the majority of projects are
successful. This is referred to as the macro-mecro paradox. It could mean that the direct
offects of aid are postive, but that the indirect effects tend Lo be negative. This may be so
because project money mdirectly leaks into less productive actavities (fungibility), or because
of negative indirect effects on the public and private sector. Of course, aid 18 primanly
allocated to countrics that are in a poor state to begin with « often more aid 10 those in the

's«.kteuwlt.mamnummmwmmmmmemmmm 1988
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worst shape - and this may explain the lack of correlation. For example, during the 1980's
Sweden concentrated its aid efforts on Afiica, where the worst performing econonmes are
located.

The major problem when analyzing the impact ou a specific country is 1o define the
counterfactusl, or the norm of comparison. We are mot able to denve a well-defined
couterfactual Moreover, Swedish aid is a relatively small componcat of overall resources,
which means that #s impact is not casily identified. We therefore abstain from tryimg to
undertake a0 econometric exercise Inking Swedish aid and macroecooomic aggregates. We
will confise our analysis to a more general discussion of vanous effects We will reason
-wxmumsocsmuaumumofmmmmm we have, and on the
basis of our understanding of the workings of the Tanzanian ecosomy and the constraints
that it faces.

1o our analysis we distimguish between the direct and 1he indirect effects of aid, The direct
Mdapm.mamu-&eﬂmmomnpmjed. The
indirect effects are Jess casily identified. Aid 10 the public sectors releases resources which
camn be used for cuts i taxation snd borrowing, or for increases in expenditures. The private
sector is indirectly affected, for example, via changes m relative prices. A proper
wentification of these indirect Ihlsismaﬂydouwi&hwugmleqﬂibﬁumm‘cl
of the economy, which we do not have. Our discussion of these links will therefore be

temtative.

Fmaﬂ&wﬂldnmmﬁuimm“eﬁms.'l‘heloulemnimhum

effects of progects snd programmes at the pmcro level Then we will consider the indirect or

macroeconomic effects on the ecomomy
14 Outline of the Study

The study is structured as follows: In Chapter 2 we review briedly the factors determining
cconomic growth m Afrnica and discuss some relevanl aspects of the asd relationship. ln
Chapter 3 we show the overall Bows of aid to Tanzania, while Chapter 4 describes Swedish
suppont

Thea follows our discussion of the results achieved. In Chapter 5 we examine the direct
cffects of aid. We review the major projects and programmes in which Sweden has been
involved This chapter thus summarizes the results of Swedish aid as observed at the micro
level It is based on evaluations and other studies already undertaken. We do not undertake
any evaluations of our own, and we do not cover all projects. Still, the coverage should be
comprehensive enough to give a fair picture of the problems and achicvements of Swedish
aid to Tanzania

In Chapter 6 we dascuss various aid management issues. We consider very briefly the
administrative costs of Swedish aid, although it is impossible to come up with reasonable
otimates of cost-effectivencss without a major research effost. It is obvious, for example,
that higher admimistrative costs may result in better quality of owtput. Simple ratios,
therefore, tell us Btle. Stil, we provide estimates for one year, to give a feel for how karge
a share of aid goes to administration. We also discuss the quality of appraisals and

D |bemmMpwﬁmkmmFormMi¢m evaluations. The chapter concludes with some notes on the results of other donors.

K &
l:g;:u mobilization is essential. Possible negative indirect impacts of aid on such mobilization will
< ‘ therefore be considered. Domestic savings and tax efforts are two important varisbles to Then, given the time and resource comstraints we face and, as discussed before, the relativel

small Swedish share of total sid, what can we say about the impact of Swedssh aid from a
macro perspective” We start i Chapter 7 with a macroeconomic overview of Tanzania's

- "":'. coasider. We are also concensed with the development of exports, which in the longer term
' is a mecessary prerequisite for self-sustained growih

o
record with respect 1o growth, export performance, investment, savings, and government
In our analysis we will first consider the direct effects of aid, that is, we will consider the

resource mobilization simoe 1971, Chapter 8 is devoted 1o an analysis of sid dependency.




Chapter 9 analyzes of policy conditionality and its impact, while Chapter 10 discusses the
design of palicy conditionality i the light of the former apalyss. Chapter 11 discusses Dutch
disease and the choice of projects versus programmes, while Chapter 12 discusses the roots
of comuption, its impacts and possible responses. Finally i Chapter 13 we draw policy
conchusions from the macroeconomic discussion. The gencral reader may prefer to skip
some parts of Chapters 9-11, which are somewhat technical

The main task of this mvestigation was to look st the macroeconomic effects of Swedish aid
and, particularly, to consider its impact on growth and income distribution. We have pointed
out that it is virtually impossible to provide a sound sciestific answer 10 (hese questions.
Sall, i Chagier 14 we summarize what we have learsed about the impacts from our micro
dmnﬂyaWeMatmmmeSibkmmon‘emud
dhm-lws.hnkdu!ymlhm«mutbmndmktw

Finally, Chapter 15 prescuts our policy conclusions and discusses what seem 1o be the
appropriate forms of future Swedish aid to Tanzania. More remains to be sad on this
difficult issue.

2, GROWTH DETERMINANTS AND THE IMPACTS OF AID
21 Introduction

In order 1o analyze the impact of Swedish 2id to Tanzania with particular emphasis on
growth and income distribution, we first need to review the factors that determine income
growth in African economics’ This chapter will do this, and then we will identify some
ionportant aspects of the aid relationship itself In later chapters we will analyze the impact
of aud on the growth factors ientified here

22 Accumulation and Technological Progress

In any economy, the rate of growth s determined by the accumalation of physical and
buman capital, the efficiency of resource allocation, and the ability to acquire and apply
modern technology. This proposition is consistent with all types of growth theories, the
traditional neockassical model (Solow, 1957) as well as the more receat endogenous growth
approach (see survey in Hammond and Rodriguez-Clare, 1993). Models in the latter
traditson typicalfy assunw that the accumulation of human capital is & crucial determsnant of
technological progress. Unfortunately, evidence shows that the gap is widening, between
technologics as apphed im Afiica, and those at the imternational frontier. It thus seems
reasonable to hypothesize that poor educatson is one of the decisive constraints on African

The policy question is how the environmest could be changed to facilitate not only the
sccumulation of production factors and their efficient allocation, but also the introdusction
of better technologies. The experience of many countries shows that economic policies at
the cro kevel should aim to develop and sustain clbicent markets, while macro policy must
be geared Lo guarantee macroeconomic stability. [t has become obvious, furthermore, that
an efficient economy requires a supporting environment of efficient mstitutions.

' Svedberg, Olofghed and Blunan {1994) peovioe a pood feview of recest work on Se determinames of
prowth in LIDC s
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23 Economic Policy

Mhebeuhm&lmimhtheincmiwmauus.hTmhmd'-myocha
Affican economies, and consequently resources have boen poorly allocated. With recest
reductions in distortions the allocation of the meagre resources has probably improved. but
the growsh impact has been somewhat disappointing. Obviously, much more 5 required in
tenms of economic policy to support factor sccumulation, cfficicnt allocation of resources,
and technacal progress, . The structural adjustment programmes have been grappling with
this, and there has been some progress.

A necessary but not sufficient condition for growth is mvestment. A major aim of recent
adjustment programemes has boen to mcrease private sector investment, and studics of the
adjustment experience of a range of countrics suggest that recovery of private mvestment
is the distinguishing feature of a successful programee.

Uncertainty and lack of credibility are important constraints on imvestment These factors
nlzhumﬁylmyimhw«ﬁkw«mhmmllmdtheyﬂilﬂlum-
term speculative behaviour. When there is uscertainty, firms choose to place their money
o bquid assets. mmmmmm-tmmmmmm, and
for this 10 be credible, debt burdeas may have to be reduced A sound ovenall
macroeconomic emvironment is thus a basic coadition for mvestment, which is a requirement
for growth,

AholtyddmadimewiltnwdtothAdauNleiswﬁﬂbunlcﬂin.mmnI
market interventions played an cssential role i their success. The answer given by the
*miracle-study” is a quakificd “no* (World Bask, 1993). However, one area where
w&mQMMCsmwmnmwlhmefunwmuﬂpo&yis
mmuomnwnamw.wmmmuuadu
Mmmmummmummmmmmmm
These preconditions seldom exist in African ecosomics.

14 Institutions and Tramsaction Costs

So far we have argued that growth s determmed by physical and human capital
accumudition, techmological progress, and the efficiency of resource allocation, and firther
that the outcome is mfluenced by the economic policy pursued However, the smooth
running of the economic system also requires an efficient set of mstitutions. An efficient
cconomic system requires low transaction costs. The character of institutions s a very
impontan determinant of these transaction costs. In devedoped countrics, agents can rather
comfidently make explicit or implicit contracts with strangers, and this makes specialization
possble. In African cconomics, one needs 10 be more careful due to higher uncertainty. This
hinders transactions and reduces the scope for specialization. Uncertam ownership
conditions inchme people 1o avoid long term contracts and to use ttle fixed capital.

A central question, then, is why growth-supportmg mstitutions develop, A govemment
which is primarily comcerned with its own survival does not nocessanly set up ownership
nues that are good for econommic growth, With special imterest politics at centre stage, there
is bound to be static mefficiency due to distortions, mvestors are going to be cautious, and
resources are goimg to be wasted in rest-secking activities.

2.5 Governance and Politics

Many observers of African economies have noted the pervasive influence of politics on
cconomics. A characteristic feature 1s that many policy mterventions have been discretionary
in Africa, while they have been more rude-based and mstitutionalized in the Asian NICs. This
selectivity of interventions has paved the way for the high level of corruption and rent-
seeking in Africa (Bigsten, 1993). Many interventions were well-intended, but the power
elite has also used the system (o sllocate rents as a means of securing their power positions
(Bigsten and Mocne, 1992),

A notion that appears many times & the aalyss of the Asian miracle is “shared growth”,
that is, the mass of the population must se¢ the benefits if they are going to participate
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mvb'.A.d'nkwmly&egmldhmwhmbchdnded,bumothemlingdu
must allow competing elites 10 progress, and must also allow new competitors to come mn
The desire for total comtrol bas stifled many wmitiatives in African countries. For shared
gwnhtooomnbom.tbcreisneedfoub\numc)'ofﬁghqmlity.whkh‘smﬂieiemly
msulated from pressure groups. Such an institutional set-up is not casily created. It is not
enough to nstill the relevant skills in civil servants. If they are them put W0 institutions
where outside interference determines outcomes, they become frustrated and cynical To
avoid this result, the norms and bebaviour im the society at large have 1o change. An open
debate can contribute to such change, and here Africas cconomies have taken strides in the
right direction in the last few years.

We have just reviewed the basic factors which, we believe, determine the rate of economic
growth in African cconomies. Now we will consider some aspects of the aid relationship
itself which meed to be kept in mind when analyzing the impact of aid on growth

2.6 A Choice Between Current and Future Consumption

Aid can be used cither for consumption i this period, to thus improve the welfare of the
current generation, or it can be imvested 1o gemerate growth and increased future
comsumption. A choice is made by the recipient government on the basis of its preferences,
but & nay be constrained by donor condstionality, The smaller the share of the budget that
k&meedbyaidmuy.lhelngetislhneopeforlhemc‘pienlgmmmtto|llocdl¢iu
own moecy i such a way that the impact of conditionality from the donor 1s neutralized It
is natural that some of the mflow of aid is going 1o be used to mcrease the consumption of
tbecmmlgm«tﬁu.ﬁisumﬂbnlbcdomicminguhmiuohgtobemﬂw
than before, even if the sum of domestic and foreign savings and investment is larger. I
should also be noted that investment in human capatal, in the form of education, is going to
be recorded as current public sector consumption,

mmmmumpm-dﬁammwmummmmuh«
complicated by a range of factors. For example, ecomomics are exposed 10 uncertainty, and

10

weomes may fluctuate due 10 swings m commodity prices or commodity production or
because of intemational cycles The recipwest may therefore chose to use aid for
comsumption-smoothing, rather than for mvestmest. when the economy is facing problems.
This should be acceptable to the donor also, when there is an emergency situation with, for
example, drought and the threat of starvation

Furthermore, the chosce m most countrics is not under the full control of a central decision-
making body, such as the Ministry of Finance. Much aid is chanaclled directly to line
ministres. Jocal suthonties or other organezations. Even when the government channels the
money centrally, it may not have full control further down the lime in the expenditure
process. The final allocation may then be viewed as the end result of a game between these
diffecent actors.

2.7 Constraints on Project Choices

Once the choice between current and future consumption has been made, the govemment
has to choose the projects and their locations. This process is heavily mfluenced by political
considerations. Decision makers at all levels have clients that they want 1o satisfy. The less
central control there is, the larger the scope for these considerations in the process. Since

the power base of govemments is esseatially urban, there may be a general bias against rural
arcas.

It is mormally the Ministry of Finance which tries 1o control expenditures, while the lnc
ministries always have ambitious plans. At the same time, the donors have a boag list of
projects that they would bike to fnance. To the extent that they negotiate directly with the
line ministries, they are very likely to come to an agreement. And omce such an agreciment
exists, it is difficult for the central authority to tum a project proposal down. Therefore,
development budgets are ofien added up from the speading mimistries without due
consideration for the recurrent cost implhcations. In the short term the decisions nmay make
sense, but eventually the recurvent costs will have to be faced. I the budget cannot bear
them, the projects will not be viable in the loag term
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Dounors gradually became more aware of the recusrent-cost problem, snd i the 1980°s there
was a shift towards rehabilitation and maimtenance. More money was used for spare pans
and repairs, and sectoral programmes were getting increasimgly supported. Stll, donors have
mmﬂybmnlmmto&mmmwu&mdueof&cmmk&uiis
difficult 1o end such support. However, to introduce another project when the recurrent
costs of the system canaot be met is destructive. 1t would make more sense 1o focus on
changmng the system and/or on providing money for recurrest costs. The use of counterpant
funds 35 budgetary support is one example of sach an ntervention At the same time,
however, one should guarantee that the recipient shows commitment to new projects by
coverimg a part of the recurrest costs. Moreover, this share should be increasing over time,
to pave the way for donor withdrawal. If this condition is imposed by all donors, there wall
be a natural check on project proliferation.

Mosdey (1987, p. 99) conchudes that the fragmented covironment of decisions will result in
an allocation of aid money which deviates wildly from the economsc optimuin, unless 3
coordinating agency exists 10 overnide the political and buresucratic imperatives.

18 Impacts on Public Institutions

The problem described is naturally compounded when the sumber of donors is large, and
Tanzania has more donors than most other LDC's. Apart from the problems discussed
above, we also have the problem of administrative overload. Each donor wants to have a
system that supponts the efficient management of their projects and makes it possible for
them 1o be sccountable to the taxpayers at home®. 1t is also noted that in East Africa “some
of the most takented local personnel were tied up greeting, meeting and generally satisfymg
donor cunosity, whims, regulations and performance criteria. The care and attention given
to visiting missions coatrasted starkly with the cursory treatment grven to the domestic

¥ They all wish “at the very least 6 spply an economic, technical and financal spprissal ¥ suggesied
projcts before they slarl, 10 cagage N Subsequent REROUAGONS CONCErTing Jocannn, wechmical pecification,
raining of counterpart staff, phating of fi ] contribe ad very ponsiNy mopects of e policy
erveormnent sach is peodect prices , rail raves, ssbuidies and commercial palicy. 1 mealios progress through
m.m“uhmnqupdmmmq—u:nﬂncmmwﬂuum
end of the dishussement and peasidly a few years aferwards as well” . (Mosley, 1947, p. 100)

12

anneal badgeteg process” (Camathers, 1983, p 49) In the same way many talented persons
are absorbed o the projects of the donors as coumterpans or employees. fusther
undermining the competence of the core organization

Another factor that has been pointed out many times is the technological proliferation that
results when many donors are imvolved in the same sector. There may also be conflicting
conditionalitics or cross-conddtionalisies. All these factors contribute (o instiutional
destruction, Coordmation in the form of consaltative group mectings, and other mectimgs
on the ground. in the recipient country, will be of some help, but so far progress has been
rather Himsted. Dowors wamt 1o give sdentifiable asd, but also the recipients want to be able
10 play the donors off against cach other, 1o retain more decision-making power.

29 Summing Up

Growth-determining factors are mvestment in physical and human capital, efficiency of
resource allocation, and techuical progress. Chasges in these factors do im tum depend on
the character of the policy enviroament (appropriste prices and macroecononse stabality),

on mstitulions and on governance, Thus, variables to consider are the investment rate;
accumulation of skills through education; relative prices such as the exchange rate,

macroeconomic stability # tems of budges balance, external balance and monetary stability,

institutional structuses; and the quality of govemance. In this study we will investigate the

pact of aid on these varables. and in this context we will also discuss how the character

of the aid relationship itself affects the growth impact of aid.
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Part 2: THE STATISTICAL PICTURE

3. FOREIGN AID TO TANZANIA

31 Total Aid Flows

‘This chapter presents figures on total official development assistance to Tanzania, based on
Swedish and international statistical documents, mainly from SIDA and the OECD, We
cover bilateral and nwahtilateral Bows, and consader aid by sector, by dosor, and by grant and
bume.Dmkpmtdiﬁmmhssﬁrh&lswemobkloﬁndi

Since independence, Tanzania has received substantial amounts of official development
assistance, in the form of grants and Joans, both bilateral and multilateral. Between 1960 and
1991, arousd © billion US doflars (current) was disbursed to Tanzania from bilateral donors
(see Table 3.1), while it received a total from all sources of almost 13 billson USD between
1970 and 1992, During the 19905, Tamzania's share of total global assistance has been
around 2.5%. and its share of all DAC assistance to Sub-Ssharan Africa has been around
8%. Thus, Tanzania is onc of the major recipients of assistance.

From the mid-1970's until the early 1980's, we saw a major expansion in #id to Tanzania.
This was the first 2id boom. Durimg the first half of the 198('s, however, aid declined, as
there was disagreement about economic policy between the Government of Tanzania and
most of the donors. hpcﬂiahr.rehﬁouwihlhclﬂsmhd.wmm«dnidﬂows
10 Tanzamia remained substantial even so (se¢ Table 3.1) In the second half of the 1980's,
there was again 3 rapid increase in aid to Tanzamia. This was due, of course, to the fact that
agreement was reached with the TFT's about a structaral adjustment programme, which
started in 1986. This second aid boom has continued up to the prescat, akthough there is
now considerable apprehension among donors about the meffectiveness of the govemment.
mmmmmmwormwmﬂoﬁummmm
beinslboulMofoﬂicil(iDP.Aidﬂommthmfmmlikayloshﬂklhnuo
mcresse in the next few years.

Table 3.1: Net ODA to Tanzania in nsllion US dollars by DAC coumtries (current
prices) and the bilatersl share of the flow

]

1960 1961 1962 1963 1964
Bilateral 542 216 36.8 20.2 26.1
Multilateral -0.04 2.39 -0.01 059 504
Bilateral share | 100 90 100 97 84

1966 1967 1969 1970 1971
Bilal. 24.2 17.8 279 378 50
Multilat. 1.26 581 114 134 12,5
Bilat. share 9s 75 71 74 80

1972 1973 1974 1975 1976
Bilat. 534 90.7 140 238 212
Multilat. 78 9.7 223 67.7 55
Bilat. shase 87 90 86 7% 79

1977 1978 1979 1980 1981
Blll: 257 332 457 523 484
Mudtilar. 58 91 127 127 173
Bilat. share 77 78 80 80 74

1982 1983 1984 1985 1986
Bilat. 485 429 409 373 514
Mubikat. 188 150 140 104 16l
Bilat. share 72 74 4 78 76

1987 1988 1989 1990 1991
Bila 719 782 692 844 768
Multilat. 163 230 225 327 313
Bilat share 81 77 75 72 71

Sources DAC googeaphecal duanbubion, vanows years.

ot Data foe 1965 and 1963 s missing,

In the six first years of the 1960, Tanzania's major domor was the UK, which alone (and
in some years together with the USA) suppbied almost all bilateral aid 1o Tanzania. In the
later part of the 1960's, a lot of other domors emerged, and since 1967 Sweden has been the
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magor domor every year, except for 1970 and 1987 The other Nordie countries, Germany,
and the Netherlands have also been important donors, with Italy, Japan and Canada
emerging 35 substantial partacrs in the 1980's (see Appendix 3A)

Table 3.2 illustrates the importance of Swedish suppon to Tanzans, especially since the
1970's. Starting from scratch in 1962, it increased to around 10 percent i 1967 and
averaged over 20 percent in the 1970's. Sweden's share of bilateral ODA declined to around
16 percent in the 1980's, but then increased to about 20 percent agaim in the first years of
the 1990's.

Table 3.2: Sweden's share of bilateral ODA to Tanzania in per cent of total DAC

—
Year _.gn_m Y%r Share Year Sh_ﬁ Year Share
1962 0.05 1971 21 1978 19 1988 13
1963 0.30 1972 31 1979 20 1986 21
1964 409 1973 36 1980 14 1987 I
1966 6.70 1974 25 1981 16 1988 13
1067 9.90 1975 23 1982 15 1089 13
1969 30 1976 24 1983 16 1990 I8
1970 18 1977 22 1984 13 1991 19

Sewces DAC geograplucal datrdutien

32 Grants and Loans

The grant share of aid to Tanzania has always boes larger than the Joan clement. Table 3.3
shows that the bilateral share of gramts is larger than the multilateral share, and that the grant
element, in both bilateral and mubtifateral aid, is high The grants element in bilateral aid
betwoen 1985 and 1991 varies between 95% an 99% In multilateral aid the grants element
has boen somewhat lower, between 82% and 94%. Donors have obviously realized that the
debe-burdened and crisis-ridden economy canmot carry more loans.

Table 3.4 shows the amousts of met official lending smce 1960, In the 1960, almost all
official kending was bilsteral, but in the 1970's, mwltilateral lending increased m importance,
becoming the dommant form of lending in the 19805 Since traditionally no debt relicf has
been given on multilateral loans, the debt service situation will soon become problematic.

16

Table 3.3. Gramts clement of ODA and bilateral share of gramts

1985 | 1986 | 1987 1988 | 1989 | 1990 | 1991

Bl 0 9% 95 9 98 96

w9
Multalat. 94 B5 o4 [ 86 38 82 83
Sowcss’ DAC geograpliice] Satrduton, Vious years
Table 3.4: Net official lendmg. millions of US dollars
1960 1961 1962 1963 1964 1966
Bilat. 4.65 17.2 10.3 10.2 15.6 9.1
Multilat -- -- - - - et
———
A 1967 L 1969 | 1970 1971 1972 1973
Bilas, 129 79 14.3 23.7 139 324
Mubilt. | - 7.0 9.4 8.1 2.7 3.0
1974 1975 1976 1977 1978 1979
Bilat. 50.3 8.7 427 654 880 188
‘ Mubtikat. 12.8 31.7 28.6 52.5 54.5 78.1
. 11980 1981 1982 1983 1984 1985
Bilat. -840 43 56 518 460.2 277
Multilar 72.2 107 127 97.3 74.6 41.2
1986 1987 1988 1989 1990 1991
Bila. -580 120.5 552 576 56 -52
Multilat. B6.S 9.0 116.7 121.7 230 220
Sewecen: DAC grographical & Rution, varicus years
33 Aid By Sector

Table 3.5 shows aid Bow 10 Tanzanka by purpose. In the 1990's, the most importam sector
was economic mfrastracture, that is, eacrgy, telecommunications, and transportation. Social
sector support has received 7-11%, except for a peak in 1990, Programme aid has varied
between 9% and 35%. Production sector support has been between 18% and 29%, and

17




echnical assistance between 15% snd 31%. Small amounts of 2id have b llocated to
’ 5 PP Tabde 3.6 All official development finance, compared o Swedish aid 19851991, by main

food sppart. Debt reorganisstion has been of minar importance, except for 1989 and 1990, sectors m per cent

If we compare this total allocation with the Swedssh allocation, we note that Swedish T

sapport 1o the social sector has been larger between 1985 and 1991, while support 10 All ODF SWEDEN

economic infrastnicture has been dess (see Table 3.6). However, Swedish assistance 10 Social sectors 10 19

economic mfrastructure has increased in recent years up to the same level as in OECD Economic 24 9

countries. Swedish production sector support has been in line with that of other domors, . e

whille the most striking differeaces is the very large share of mmltisectot/programme sid in Proluction sereer a 24

Swedish 5id 1o Tanzania Programme 21 2
assistance

leltlszidhyuaor'-pacem.allODA %mwlmaFMFMnmqummm.msm.

1985 1986 1987 1988 1989 1990 1991
Social sector 10 7 8 o 7 16 11
Economic 21 24 0 9 24 26 37
mfrast
Prod. sector 29 22 18 24 21 21 23
Techn. coop. 26 18 17 20 31 17 5|
_Progr_aid 11 26 17 33 10 9 12
Debt reorg, 0 0 3 2 3 10 g i
Food aid 3 1 1 1 0 | 0

Seurces. DAC Geograplieal Distribation, varous year

N
——— —- iy 1] W
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Appendix 3A: Net ODA to Tanzania by Main Doner, in millions of US dollars

197075 19807 1990-1992 Total
Bilateral 1865 sA419 2416 9,300 2418
of which
iz 1214
%0 50 1588
oo o so1 m 1,038 807
Germany a5 533 208 0 737
Norway 1% 66 m o7 758
Dennack 1 s 263 2 3
™ - al 197 40 86
baly 3 436 210 0 538
Japen i 4 i 675 16
Cansds A 100 % I a3
Findand N 291 TS s an
USA 14 101 “w 338 |
Multilasersl e 1632 11% 3267 498
of whosh:
15 76 554 1495 140
W I 18 1% 593 “
EC ® M2 193 19 47
OVEC " @ 4 12 086
100
TOTAL gy 7,048 3579 1307

Scutces OECD, Geographisal Distribaticn of Financial Flows 1 Developitgg Coontroes.

4. SWEDISH DEVELOPMENT ASSISTANCE TO TANZANIA
4.1 Time Series of Swedish Aid to Tanzania

Tanzania was one of the earliest recipicnts of Swedish sid and, since SIDA’s formation
In 1965, Tanzansa has been one of its main aid recipients. In fact, Tanzania has
received more from the Swedish aid budget than any other country: a total of
18,414,977,000 Swedish kronor (in 1993 prices) during the period 1965/66 to 1992/93,
of which 17,669 million was channelled through SIDA.

The volume of aid 10 Tanzania increased rapidly up 1o 1974/75, and then remained
rather constant for a decade. Sweden thus supported Tanzania consistently through the
crisis period of the early 1980°s, when some other donors reduced their aid because of
disenchantment with economic policy. When Tanzania failed to reach an agreement
with the IMF during the first half of the 19805, Tanzania could still rely on Nordic and
other sympathetic countries for aid. By tacitly sympathizing when Tanzania rejected the
IMF's demands, these donors made it possible to delay economic adjustments at least
until 1984. Pressure on Tanzania increased when the Nordics around 1983 also made
it clear that they felt that the overvaluation of the currency was a serious problem, and
that Tanzania should undertake a comprehensive structural adjustment programme.

During the mid-1980s, Tanzania entered into an Economic Reform Programme
supported by the whole spectrum of donars. Swedish dishursements increased, along
with those of other donors, during the second half of the 1980, and reached a peak
in 1989/90 at 1,047 million SEK in fixed 1993 prices. This of depended primarily on
a large reservation, bat the Ministry of Foreign Affairs also disbursed substantial
amounts of balance payments support that year. The allocation from SIDA to Tanzania
from 1994/95 10 1996/97 is planned by SIDA 10 be 550 million SEK annually, which
is # substantial reduction in fixed price disbursements (see Table 4.1).
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Table 4,1 SIDA aid und all Swedish aid 10 Tanzania (in thousands SEK} in fixed 1993

prices
S1DA All Sweden
1965 /66 45454
1966/67 135,042
1967/68 75,148
1963 /69 185,236
196970 251,818
1970/71 277059
1971/72 4621
1972/73 404,426
1973/74 S91.333
1974/75 812,291
1975/76 831,592
1976/77 900,505
1977/78 756,028
1978/719 906,286
1979/80 853,490
1980/81 680,063
1981/82 982,774
1982/83 182,497
1983 /84 865,145
1984/85 797,038
1985/806 692,253 950,064
1986/87 818,980 908,136
1937/88 14516 833,255
1988/89 70,772 885,867
1989/90 1,025.530 147,034
1990/91 772,931 79,078
1991/92 831,140 836,526
1992/93 565,267 606,190
TOTAL 17,669,035 18414977

Sourcey BSD 1992/9%

Dishursements as a percentage of allocated funds vary from  high of 123.8% in
1989790 10 a low of 704% in 1992/93 (sce Table 4.2). Slow dishursements are
normally due to problems and delays in projects, but it is of course rational to hold

2

payments back in that case, rather than trying to reach disbursement targets at all costs.
However, taking all years together, virtually all allocated money has been disbursed.

Table 4.2: Percemt of country budget disbursed

Year Percent Year Percem
disbursed disbursed
1971/72 95.6 | 1982/83 93.2
1972/73 106.0 § 1983/84 1063
1973/74 1104 | 1984/85 104.8
197475 108,10 | 1985/86 922
1975/76 2.6 1986/87 101.2
1976/77 109.7) 1987/88 86.5
1977/78 933 ] 1988/89 93.0
1978/79 10191 1989/90 1238
1979/80 918 ] 1990/91 97.0
1980/81 80.08 1991792 9.7
1981/82 124 ) 1992/93 70.4
1993794 60.0
Total 99.6
Sowices: BSD variows yoars, figure foe 199394 from SIDA.
Table 4.3: Reservations, milllon SEK (current prices)
1989/90 1990/0 1991/92 1992/93 1993,/94
Country Frame 540 550 585 $30 445
Reservations 1952 6.5 8 x 2
Reservations as
percent of otal 26.0 108 124 - .

Sourges: SIDA drcktionspromessorior
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Reservations (unused funds from previous years) vary overtime, but are on average Table 4.4; Disbursements by authority, i thousands SEK (current prices)

substantial (see Table 4.3). Reservations bave been caused by different factors. The SIDA SAREC up girs | mpop | sweoe | swepe
one for 1992/93 was mainly due to a delay in payments for bas turbines, while the one FUND CORP

for 1993/94 was caused by the freeze on import support payments during an 18 month 1986,/K7 555808 54| San 0 2 5,141
. 1087 /88 519,757 599 | BN SMS 430 1985
period. FUSS /50 551,054 G| S| sus 1% 1006
H939 %) E72,145 L% of ass u s

N/ T3 785 13051 184m ax 20 1726 .
) 9N/ ™07 16,230 0| 443 0 0

42 Swedish Aid by Authority 192/u3% 565, :7 17,31 0| 0w . " n’j:;

Source: BSD

Up to 1984 /85, almost all Swedish aid 1o Tanzania, and even now, about 949 of total
aid since the start, has been allocated by SIDA. Today other authorities are involved
in the distribution of aid, but their role is still very small compared to SIDA. Overall,
about %% of 1o1al aid from Sweden to Tanzania since the start has been channelled

through SIDA. Table 4.5 shows that between one and two percent of aid has been Table 4.5: Disbursements by authority in percent of dishursed aid
dishursed by SAREC, but no other authority, except for the Foreign Office (UD),
which decides on substantial amounts of balance of payments support’, comes up 10 SIDA | SAREC up BITS | IMPOD | SWEDE | SWEDE
one percent of disharsed aid. 1t is therefore natural to concentrate this review on SIDA FUND | CORP
support 10 Tanzania, although we will also comment briefly on e.g. SAREC support. m% : ?: )g‘: o: gg; 233
1988,/59 # 20 170 a? 003 al
1989,/90 s 3 0 0s 0 01 :
1990,/91 us 15 24 0.1 ans 02 -
199192 o7 20 0 0.5 [ 0 04
1929 93 2x 12 0.7 . 0 20

Stmreey: BSD vanows years

43 Swedish Aid by Channel

Most Swedish aid has been bilateral and on a grant basis. As can bee seen in Table
4.6. the importance of Swedish non-governmental organizations has increased. In the
beginning of the 1970's, when distribution of government aid by NGO's started, they

‘mmmm»ammwmmumwm Forcign Ollice, it normally
matructs SIDA 0 sdminister the support, that & (0 coler into agrecment with the recigicnt, to pay vet the
moncy and to follow up the agrecment,
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distributed less than one per cemt of total aid. In the 1980's their share of
disbursements increased, and today about 8% of Swedish bilateral asd 1o Tanzama s
disbursed through NGO's, The most important Swedish NGO's in Tanzamia have been

Table 4.7: Assistance by NGO's 1991/92, in percent of NGO allocations, and in
thousands SEK

Christian organizations and volunteers. In 1991792 73% of NGO assistance was Percent of NGO Thousand SEK
handied by the Pentecostal Movement (PMU) and the Swedish Missionary Council allocations
AG 0.1 7
(SMR) (see Tabie 4.7). LO/TCO e 5;8
ls’gCU 43 18,167
Table 4.6: Disbursements 1o Tanzania via NGO's SHix 1-;‘ 2.?%
;ﬁ‘,? 3(2> 12,639
957
Thousand SEK | Percent of SIDA | Percent of SV§ 1 4605
disbursement to | Swedish bilateral Other NGOs 5.6 2,559
Tanzania aid to Tanzania TOTAL 2323
1972/73 630 06|  Same as SIDA .
1973/74 200 0.15 1972-84 Sources: BSD
197475 1839 0.9
1975/76 3,628 1.6
1976/77 4,100 1.5 44 Swedish Aid by Sector
1977/78 3726 14
1978/79 4,435 13
1979/80 4,561 1.3 The agriculture sector accounted for about 209 of nid in the 1980°s, while industry
3 . A
:g:%g; lfg > ;g accounted for the langest growth in sectorul share since the Late 1970's. Table 4.8 shows
1952/83 15,771 3.:1’ the high average level of import support, and a relatively low engagement in
::S//:; :::303) ;8 agriculture. However, rural water supply also makes up a substantial part of the aid
1985/86 24,826 sS4 39 flow, and education has received o relatively lurge share of Swedish aid. Over time
:g% gz’;z; ::-3 ig there has been a shift away from project assistance, towards programme assistance.
1988/89 39,459 7.1 57
1989/90 37,990 43 42
1990/91 49267 6.8 6.6
1991/92 42,323 53 5.1
1992/93 48,937 87 8.1
Sourcss: BSD vanious years




Table 4.8: Disbursements in thousands SEK at current prices to Tanzania by major
sectors, 1965-1993 (country frame)

Social Sector: 2,071,318 = 25%

Education: 12%
Health: 2%
Water/Sanitation: 109%

Economic Infrastructure: 682460 = 8%

Transport: 1%
Communications; 196
Energy: 6%
Production sectors: 2,125,165 = 26%

Agriculture: 10%
Industry: 165

Administration and management: 594,101 = 7%

Banks: 3.5%
Central administration: 3.5%

Multi sector: 2,706,807 = 33%

Import support: 31%

Sourgex: BSD 1992/93

Within the social sector, education and water supply are the dominamt areas, and
almost 90% of social sector aid is allocated to these two categories. Some health
projects have also received substantial amounts of support, but today almost all health
support is included in the water and sanitation projects. Economic infrastructure
support includes communications, transport and energy sectors. Within the production
sector, about 40% of support has been allocated to agriculure and 609 1o industry,
There has been a large Swedish involvement in forestry, soil conservation and
environmental support. In the industry sector, Sweden has supported both large-scale
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and small-scale industry projects, as well as training and education, In administeation
and management support, almost all aid has gone to banks (the Tanzania Investment
Bank and the National Bank of Commerce) and 10 the development of public
administration. Since 1989/%0, all support & for public administration development. In
the multisector category, most support is import support. Since 1965, just 4.5% of
multisector support has consisted of other aid, for example, in export promotion. We
will describe Swedish involvement in more detail in Chapter S.

The major share of aid by SIDA has been allocated within the “country frame”, Aid
allocated outside the country frame was of less importance during the 1970's. However,
such disbursements have increased since then, and since 1986 they have always been
aver 1046 of total disbursements, In 1992/93, as much as 34% was handled outside the
coumry frame.

Outside the country frame we find allocations for import support (3% in 1992/93),
NGO's (25% in 1992/93), and regional programmes (149 in 1992/93), as well as for
democracy and human rights, food und emergency assistance, and environmental
programmes. Table 4.11 shows the shares of the most important sectors of non-country
frame support since 1986/87. The regional support to southern Africa, SADCC support,
includes support 1o sirengthen the cooperation between countries in the region by for
example streagthening transport capacity, In Tanzania most of this support has gone
to the Tanzanw-Zambia railway (TAZARA) and Tanzania Harbour Authority (THA).
Sweden has cofinanced a project 1o develop the port of Dar Es Salaam, and since 1986
Sweden has supported a ten year railway rehabilitation project. Evaluations have shown
that there are problems in mainly in management and organization and that
commercialization is essential for the viability of the institutions. SIDA has complained
about the political unwillingness to support the reforms and the lack of "economic
knowledge®,




Table 4.9: Sectoral distribution over time, as percent of to1al disbursements
(country frame)

Social | Economic Production | Administration/ | Multi-

sector | infrastructure | sector Management sector
1965/66 85 0 15 0 0
1967768 85 (1} < 11 0
1969/70 S3 28 14 4 1
1971/72 57 19 20 3 1
1973/74 40 14 3 11 3
1975/76 49 3 19 4 24
1977178 38 6 20 23 12
1979/80 25 9 30 7 28
1981/82 21 | 28 3 46
1983/84 19 3 30 6 42
1985 /86 19 8 28 8 38
1987 /88 19 9 22 8 42
1989/9%0 19 6 27 3 45
1991/92 20 13 21 5 41
1992/93 30 32 13 7 17

Soyrces: SIDA
30

Table 4.10: Distributeon of 1o1al SIDA disbursements (in per cent) within country frame
and outside country frame

Year Within Ouiside Year Within Quiside

1965/72 100 0] 1982/83 96 4
1972773 9 1] 1983/84 96 4
1973/74 929 1| 1984/85 95 5
1974 /75 9% 1| 1985/86 93 7
1975/76 99 1| 1986/87 86 4
1976/77 99 1| 1987/88 85 15
1973/78 99 1| 1988/89 83 12
1978/79 97 3| 1989/90 68 32
1979/80 91 9] 19%0/91 74 26
19580/81 97 3| 1991792 Ex) 27
1981/82 o8 S| 1992793 a6 34

Sowrces: BSD 199295

Table 4.11: Ald distributed outside the country frame, by major sectors, (per cent)

1986-92
86/87| B7/88| 883/89| 89/90| 90/91 | 91792 | 92793
NGO's 46 44 58 19 26 20 25
Region
programmes 48 40 27 40 k(] 29 13
Import 0 0 0 M 36 46 53
support

Sources: SIDA and BSD, various years
4.5 Changing Directions of Swedish Aid

In the first years of assistance in the 1960's, much Swedish support was directed 10 the
development of social sectors, including mainly education and health. Assistance to civil
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service staff was also given, including salaries us well as overseas travel

At the beginning of the 1970%, the Tanzanian government suggested that Swedish
support should be directed mainly towards education and industry. Steps had already
been taken to increase Swedish capacity 10 support education, and support to indusiry
was now also increased, in line with the basic industries strategy. In the mid-19707,
Sweden started 10 allocate money to import support, 10 counter increasing balance of
payments problems.

Since the late 1980's, the overriding objectives of Swedish assistance have been
economic growth, equity, and conservation of the environment. According to the agreed
minutes of 1988, the first priority is to support the economic recovery programme
introduced in 1986. The main areas of Swedish aid at this time were industry,
education, water supply, forestry, public administration, and commodity support.
Swedish assistance, has since the late 1980's, been very much linked to the ERP and
to agreements with the IMF. In some areas, for example commodity support, Swedish
assistance was actually conditioned on Tanzania's agreements with the IMF. Eventually,
SIDA also reduced its large involvement in industry, At the beginning of the 1990’
Swedish assistance was increasingly concentrated on support of balance of payments
and the government budget, amd the linkage of Swedish aid 1o further reforms in the
economy continued.

SIDA has also been concerned about its own administrative burden, due to the large
number of projects and programmes. Thus, one impactant priority in recent years has
been to reduce the number of projects within each sector and also to reduce the
number of sectors. To achieve concentration, support to the health sector and
vocational training are to be phased out, while the number of public administration
support activities has been reduced from 8 to 4 since 1989,

Other important issues in the agreements of recent years are the concerns regarding

32

“efficiency” ind the “role of the reapiem”. Concermng efliciency. SIDA states that, only
those progects which can shiw cost-ellectiveness ind efficient utilization of 4 funds
will be able to get continued support. More emphusis will be put on reporting, auditing,
and evaluations. To increase involvement of the recipients and to enhance project
sustainability (and to reduce costs), more in-country training and more use of local
consultants should be promoted.




Pann3:  DIRECT IMPACTS OF SWEDISH AID

s REVIEW OF MAJOR SWEDISH PROJECTS AND PROGRAMMES

51 Introduction

In this chapter we discuss Swedish aid on 3 sector and project level We have not done any
project evaluations of our own, which means that we base our analyses on existing
evaluations and reports from vanous sources. We have selected projects im the social sector,
ecomomic mfrastructure, production, admimsteation and management, and rescarch. We
start by lookmg a1 some projects i water, sanitation, health and education. Then we look
al activities m energy and telecommuaications, which are arcas where SIDA is preseatly
deeply mvobved. We contimue with a discussion of Swedish aid 1o production. Then we look
briefly at admimistration and management support and support to research via SAREC A
short presentation of import and balance of payments suppont follows, but further anakysis
is deferred to the macro analysis i Part 4.

52 Secial Sector Support

In the Arusha declaration of 1967 oa “Afncan socialism”, the major goals to be achieved
were equity and self-reliance, which meant that efforts 1o improve primary education and
bealth sorvices were pat hagh oo the agenda. Govenmment allocatsons to education and heallh
o the 1970° were substantial: about 20%, compared to 13% in the beginaing of the 1990%
(scc Table 5.1). Access to primary education and health services mcreased duning the
decade,

Allocations 10 the education and health sectors diminashed during the 1980's. Today there
is  lack of books and other supplies in the schools, teachers are often unskilled. and school
buildings are deteriorating. The same picture of decline emverges for the public health sector.
Thus, # serious consequence of the recent economic crisis 15 that the early mnprovements in
the social sector have been croded.

Table 5.1: Percemtage allocation of government expenditure to health and educstion

1970-1992

Penod Education Heakh

19701974 13 7

19751979 13 7

19801984 I )

1985.1989 6 5

1960- 1902 6
Sonrcer Foonomas Survey and Badget Speeches

About 25% of total Swedssh aid to Tanzania has beeo allocared within the social sector,
mamly to education, health and water, In the carly years of assistance, disbursemenis to this
sector were a much larger proportion, around 85%, while it fell to around 20% in the
1950°s. o 199293 it was aboun 30%. It should be moted, however, that balance of payments
support generates coutervalue funds that go into the budget. These funds may be allocated
to social services, but it is them not possible to specifically sdentify the eventual impsct of
Swedish ad.

Now we will consider some specific Swedish activities i the social sector. rural water
supply, health through sanitation and water (HESAWA), health including Tanzania Food
and Nutrition Centre (TFNC), and education.

521 Rural Water Supply

SIDA's engagement in rural water supply staned in the 19608 From 1965 10 1984, the
programme represented 48% of Swedish disbursements to rural development and
agriculture. In the early 19707 as much as 80% of the overall resources used for rural water
supply i the country were costobuted by Sweden. There was a political eagerness in
Tanzania to get water projects going, because they fited the villagisstion scheme. Today,
the Swedish contribution is much less dominant. By the middle of the 1980's, Sweden's
mvestment = rural water had dropped to about a third of the total. Total disbursements to
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rural water are shown m Table 5.2

Table 5.2: Disbursement to rural water supply from SIDA at current prices,
m millions of Swedish kronor

T2 T3
24.3 .0

M50 P21

The dominant role of Sweden in the water sector makes it possible to say somethimg about
the impact and resalts of Swedish aid, even though Swedish involvement is hard 10 separate
out specifically. Radetzki (1986) concluded that “the activities finally adopted were
technically mappropriaste or misconceived, and inadequate consideration was devoted to the
respomsibility for operations and maintenance that would follow the investments financed
by the donors™ Apart from fimancial and sdministrative mabilty by the govemment to
provide maintenance and operations costs, the diesel-fucled pumps proved a problem m a
country which often could not afford to import diesel fisel. There were also problems with
competence building, since personacl oficn left for other occupations once they were
trained. The onginal plan was for free water for all of the rural population before 1992, But
by 1984, omly 12% of the rural populstion had access to rebable drinking water, according
10 to Radetzki's evaluation report..

As early as the mid-1970's, criticism of the programme bad emerged, and slowly SIDA’s
strategy changed, from supposting a nationwide water programme (o recommending a
regional rural water development programene, concentrating on rehabilitation of existing
water installstions and local engagement. However, due to very extended "planaing and
groping”, change was slow. In the cooperation agreement {“Samarbetsasvial”) for 198134,
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SIDA abandoned the position that water was 10 be a free good. Instead #t concluded that
fusance from bocal communities could relieve the government of excessive fimancial burdens,
and could slso improve local participation

Considering the sshstantisl amounts of money spent and the long time period involved, one
must deem results of the rural water supply programme in Tanzania very disappointing, (An
evaluation of Dutch 2id to the sector reaches the same conclusion. ) As Radetzki (1986)
conchaded in his evalustion:

« One must specify who is respoasible for recurrent costs.

« Advanced technological solutions must be supporied with adeguate facilities.

- For sustamabibty. local engagement is essential

- The programme was overambitious, beyond the scope of the government.

« The donor must be careful not to enthuse the recipsent into ventures that are above their
financial capacity.

In 1985, Tanzania and SIDA decided to concentrate in three regions, and the so-called
HESAWA project started.

S22 HESAWA
The HESAWA programme, health through sanitation and water, staned in 1985 as an
mtegrated programme of health education, sanitation and water supply in the Kagera, Mara

sand Mwanza regions around Lake Victona

Table 5.3 Disbursement 10 HESAWA 1985-93, in current prices, thousand SEK

1985/86 33,250 198990 37,984

1986/87 30,844 195091 31,365

1987/88 31,507 1991192 27817

1988/89 38,520 196293 36,000

~ SIDA, EA-sy aod Uneckimgeamartoto med SIDA, | 99495-199697
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govemment support. Sustainability is to be achieved through the use of simple techniques
tand local financing, material, and resources. Villages are brought into the programme at
their own request, and extemal assistance is offered instially Villages are supposed to open
HESAWA accounts and establish management commitiees. Apant from developing
afrastructure, the programme aims (0 develop human resources and capacity. Involvement
by women is considered central

Thus far we can summarize some important achievements of the project: 1) Improved access
10 waler in the three lake regions, 2) Acceptance by the government and villagers for using
mare appropeiate, affordable technologies, 3) Increases in knowledge, skills and capacitics
at local Jevels for plasning, implementing, operating and maintening water supply
inptwmulx-d.toaleswemﬁhniaeudhunmm

mmuuMawammmumemm:mmmmmW:
A rather well-functioning programme with a Jot of potestial However, there is criticism of
the weak data-base and of the limited preparation for phasing out. These conchusions have
been reached i several evabuation reports, as carly as 1987 and as late as 1993, The
sustainability of the programme afier SIDA's withdrawal is still an open guestion. Extensal
ivolvement continwes 10 be substantial Many people working in the project seem to befieve
{hat assistance has to continue for a Jong period. What can be done to prepare for phasing
out? A comerstone of the project is Jocal cost recovery, but listle has been dooe (after
m-balo)hlmof&ewleah‘l\eaﬁiionminoooll«tmfmndlhe
degree of succes in this will be interesting 1o follow up. We fear that it will be difficult to
hplmﬂﬁuubnpwpklwcg«thwm;ﬂymdtog«th;ﬁuwucr.Inlhefutun.
fees for water should be introduced directly after installation.

SIDA chould also amalyze what implications there may be 1o always using the same
consultancy firm, which has been working with the project for over ten years. Does the
project gain or loose in cfficiency, cosis, etc? What happens to the knowledge and
“histonical memory” of SIDA?
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In this project, as well as in others. the donor has chosen to mimimize the involvement of
central authorities, and instead to concentrate on cooperation with districts and local
nstitutions. This is m bae with the Local Government Act of 1982 and the National Water
Policy of decentralization of 1991 This reflects obvsous problems of cormuption and the weak
government in Tanzania today, and we do appreciate the problem of allocating moncy
through cemtral govermment if # does not fulfil even the most basic accoumtability
requirements. The procedures chosen thus do increase the efficoency of asastance in the
short run, but we still believe it 15 very important 10 analyze what will happen in the future,

if domors undercut the ceotral govermment, The local level obviously need 1o be
strengthenod, but the question is what effect a weakening of the lnks to the centre will have.

523 Education

Despite being one of the poorest countries m the world, Tanzania managed to achicve very
respectable enrolment rates and Iteracy levels dunng 2 loag peniod afler mdependence.
However, since the middle of the 1980's the situation has detertorated, many schools have
fallen mto decay, enrolment rates have fallen, and drop-out rates have increased

SIDA has supported the education sector i Tanzania since the 1960s. At current prices this
has totalled around | billion SEK, or 12% of total disbursements from SIDA 10 Tanzania.
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Table 5.48: Disbursement to the education sector 1965-93, current prices, thousand

SEK
Car nts
5/66 5.3
7 14,021
7168 5.4
% 3.81
2,80
71 4,503
T2 12,6194
7273 13,973
73174 17,694
74175 21,3000
178176 35,078
76/77 25,151
178 33,391}
TRITY 44,024
TS0 38,064
1 52,70
1/82 62,28
2/83 70,514)
54.40
< 51.50
30,01
$0.4108
/88 47,297
51,499
66,7064
1 74,065]
1/92 65,1
3 $9.63
AL 1,022 46

Table 5.4b: Education sector asd to selected projects, current prices in SEK

Years Amount disbursed

1965-84 33,765,000
1971-76 67,806,000
1985.93 189 834 000
1965-92 962,828,000

Source: SIDA, BSD and EA-xystem

Noge Aduir edicatson mchades g J aduh o adult od o Kidatu and the mstitute IAE

The nsajor areas of Swedish assistance have been vocational training, adult education, and
primary school support, which cludes primary schoolbook production and teachers
training. Most of the support to adult education was disbursed in the 1970's, while support
1o vocational training was domanant in the 1980's

Together with Denmark, Sweden bas supported and developed vocational training. Suppor
has mainly boen m the fonn of traiming and cducation of teachers, aid to central awthoritics,
nd to five schools. The direct support to the schools will be phased out during 1994-96,
and in line with the goal of concentration, SIDA will phase out vocational training
completed during 199697, Support 1o adult education has already been phased out, since
i was considered 1o be the keast efficient form of education support sccording to several
evaluations. One general enticism of Swedish support, which has come up in several
different evaluations, is that education and training often have been expensive, and
sometinms 100 advanced. In post-literacy programmes and adult training, many persons in
the target groups did not feel that they had the time 10 attend courses, and they also
complained that # was 100 expensive for them to attend. In the area of schoolbook
distribution, there have been large problems with management and organisation
Evaluations, therefore, have recommended that private firms should get imvolved in
production and distnbution of books
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Despite the substantial amounts of money put into education by Sweden and other dowors
plus the govemment of Tanzans, the average education level remains low. Large
improvements took place i the first decades of mdependence, but the current downward
trend in education is very worrying. Problems with low salanies and delayed payments to
teachers have decreased the status and the standard of teachng There is an urgent need for

supphics m the soctor.

Today even the sbility to of maintain the existmg resources i i question, let alone mitiating
amy new education projects that neght be desirable. Especially alarming is the problem with
primary education, which must be considered a top priority for a country such as Tanzania.
Aid to education should now focus on the restoration of the primary school system, which
is vitally importast for economsc development in gencral. A good primary system is also the
necessary basis for bigher education ' The cument support is aimed at the supply of teaching
matenals and the further education of teachers These programmes support premary
education and have a national coverage, which is appropriate in the current educational
cnsis.

524 Health

Health sector suppost was until Juse 1994 divided in three main catcgories: support to
Tanzania Food and Nutrition Centre (TFNC), support to fight agamst HIV/IAIDS, and
support to district health care through the UNICEF programme for Chald Survival and
Development (CSDP) in Mwasza and Mara. The sappost to the health sector from July
1994 is concentrated oa only TFNC. A fimal suppost for the programeme against HIV/AIDS
will be given until December 1994 and s thereafter terminated. We will confime owr
discussion to support to TENC. which is an interesting example of instnution buildmg
HIV/AIDS has also recetved substantial aid in recent years through differest organizations,
such as the national programme (NACP), the African Medical Research Foundation
(AMREF), and Svenska Kyrkans Mission (SKM). Disbursements to the health sector are
shown in Table 5.5,

"There is somesupport from %o SIDA and SAREC 00 Usiversity of Dae Es Sudaam.
a2

Table 5.5 Disbursement from SIDA 10 the beahth sector, i million SEK

1965-78 1979-86 1989.93
TFNC 21 20
JHIV/AIDS 30,5
Total 53 72 61 (1989-92)

Sewecens SIDA EA-system, BSD 308 Resubumwedoviamng 1993, SIDA,

The Tanzantan Food and Nutrition Centre started in 1974 as a parastatal under the Ministry
of Healih. The major functions of the centre were: 1) planming and mitiation of food and
nutrition programmes; 2) reviews and revisioas of food aad nuteition programmes; 3)
training related to food and mutrition; 4) rescarch; and 5) advismg the govermnsent and the
public institutions.

The changmg economic and political environment in Tanzanis bas also changed the
covirconment for institutes such as TENC. TFNC's claim on the govemmeat's total health
budget has increased, but these resources are far from enough to maintain operations. As
can be seen i Table 5,6, fumds from Tanzanian sources, such 3s the government and intermal
funds. cover just 28% of the centre’s budget. However, the increased allocation from the
govemment's bealth budget, in a time of senous economic problems and budget cutbacks,
shows a willingness from the government to suppon the centre But forecast when and i’
the centre can be totally funded from local soarces is difficult. As in many institution-
building projects in Tanzania, extemnal funds seem to be needed for a very long period.

Table 5.6 Contribution to the TFNC budget, 1986.92

Tanzanian Government  24%

SIDA 48%
Other domors

(mainly UNICEF) 24%
Intermal funds 4%
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It seems that the centre today is functioning well, and problems that were discovered
evaluations in the 1980's are 10 a large extent solved. The stafl 1s well educated. and there
has been little problem with bram dram. Performance that can be messured shows rather
good results. The UN's committes on nutrition, ACC/SCN, reports that malnutrition among
children under age five has decreased in regions where TFNC and UNICEF collaborate.
Also, mvestigations made by TFNC show improvements in nutntion standards in regions
wivere work has been doac by the Ceatre.

Sustamsbility of imstitutions is primarily linked to the fimancial capacity of the recipient
country. Often, too optimistic estimates are made as o the time required for a project Lo
become self-financed. According to the evaluation report of 1991, 20 years is a short period
of time for building a sobd institution. Continwed support for the aext five years is planned.
This mdscates the long-term aid implications i giving aid to this kind of project.

53 Ecomomic Infrastructure Support

Economic infrastructure support has been around 8% of total Swedish dishursements
between 1965 and 1992 There was no such ad in the 1960%s. 1t then increased to in average
20% in the first half of the 1970%, decreased 1o under 10% in the 1980°s5, and imcreased
again in the first year of the 1990's. For the budget year 1992/93 it was about a third of
Swedish disbursements 1o Tanzania, and it will be a major area for Swedish assistance in
coming years. As noted above, substantial regional support has also been given 10 the pon
of Dar Es Salaam and TAZARA. The most important areas for Swedish cconomec
infrastructure support today arc energy and telecommunscation support. We will describe
the energy support iscluding Pangani power plant, and telecommunications support.

53.1  Energy Support
Sweden has been invohved i the energy soctor in Tamzania since the begmning of the 19705,

both in capacity-building and m maintenance of power plants, often together with other
donors, maialy the Nordic countries and the Workd Bank. Esergy support is still a major
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srea for SIDA support to Tanzanm. 557 million SEK bas been allocated for the energy
sec10r 10 be dishursed between 1984 and 1997, About 299 million SEK of that bad been
disbursed up to 1993 Between 1985 and 1990, demand for electricity increased by about
10% per year, and between 1992 and 2002 the World Bank estimates demand will contimuc
10 increase about 4.5-6% per year Rapidly rising demsand for electricity i recent years has
led to power shortages. In 2 report on power i 1993 the Workd Bank argues that this will
have large negative consequences for econonic recovery programmes in Tanzamia. The
shortage of energy in Tanzania is thus a serions growth constraimt.

The major recent project has been the power plant in Mtera, which was supported with 130
midlion SEK from 1984 10 1994, The plant has been in use from 1988, Large investments
have also been made in the power plast at Pangani, fusther discussed below. In the period
from 1992 to 1996, SIDA will slso support gas-turbines m the Dar ¢s Salaam region to
alleviate the energy shortage caused both by drought and by increased demand. Moreover,
90 milbon SEK has been allocated to studses, semmars, consultancies and reports, through
UNDPthe World Bank {ESMAP) and the Stockholm Environment [nstitute (SET), between
1988 and 1995, to wcrease efficiency and to facilitate awareness of environmental aspects
m the encrgy sector.

5.3.2 Pangani

The shortage of clectricity in Tanzania in the beginning of the 1990's ked to discussions on
bow to increase the sapply of energy. Among the options considered, the redevelopment of
Pangani Falls hydropower potestial was found to be the best. Cost-benchit analyses suggest
that this project is highly profitable, with rates of return in the range of 20%.

This seems to be a welk-functionmng project. It has a form of donor coordination and
cooperation that we believe should increase in the future. The Norwegian, Swedish and
Finnish aid agescies are all contributing to the project but, instexd of cach of the three
donors administering their own assistance themsebves, NORAD has responsibility to
administer project work and to negotiate with the recipient country, and then to report to
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the other two donors, SIDA and FINNIDA.

Table 5.7 The prelimimary disbursement schedule for Pangani in NOK (millions)

!!!!!!;

Sowses Inatspromemoria 19911008, SIDA. ANNEX 1. Rogermgabenhut

The Tanzamiss Electric Supply Company, TANESCO, has been mvolved i the work from
the begmamg, and has been the coatractor m the construction of the lines. About ten Nordie
consulting companies have assisted with the procurement of materials and with construction
management. Thus, technology transfer and trainisg of TANESCO personnel have been s
patural part of the construction work. Another important pant of this project 15 water
masagement and coviroamental protection, Water management of the entive Pangani river
basin is being organized as a vital part of the project. and the Pangani Basin Water Office
bas been created to supervise water use. An insportant part of water use management s
stopping illegal abstractions, the registration of water rights and the istroduction of water
foos. However, s in the case of HESAWA, the comcept of user fees is difficult to
implement. Many people working m the project have doubts about the possibility of
successfully collecting user fees. Here again, ose should implement fees as soon as possible,
before people get used to getting the water free of charge.

Besides transmission lines, which are provided by TANESCO, dependence om foreign skills

and funding is high. TANESCO finances Jocal costs, while dosors provide for imtemsational
costs. In the 1991 budget, the forcign component was 100 millon USD and the local
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component from the Government of Tanzasa about 3-4 millios USD. NORAD constributed
42% of the foreign component, FINNIDA 33% and SIDA about 25%. SIDA has allocated
10 Pangani 193 willion SEK, to be dishursed between 1991 and 1997. Of this, 130 milbon
SEK has already been disbursed (see Table 5.7),

Construction of the power plan seems to have run relatively smoothly. However,
sustainability and economic return om the investment will depend om the cfficiency of the
power company handlimg #. Therefore Sweden has jomed the World Bank m a policy
dulogue about commercialization. TANESCO has improved its financial managment since
this work started, and it is now working under 2 performance contract which states the
Govermment's required retum from the company. The process of commercialization will,
however, take time [t is a much more difficull undertaking than the actual plant

construction.

533 Tdecommunications

The telecommuanications sector s one of the high-priority arcas in the Economic Recovery
Programme (ERP). Sweden has coatributed to the telecommunications sector since the
1970's. |t began with an 1DA credit, together with the World Bank, and has increased since
then. Now SIDA concentrates on maintenance of existmg facilities and on developing and
commercalisation of the nstional tekphone company. Disbursement to this company
between 1981 and 1992 is shown in Table 5.8,

Table 5.8: Disbursement to the national telephone company, current pnces,
thousands SEK

81/82  |8283 | 8w84 | sa8s | s%86 | 86/87
1928 |s7038 |6712  [8034  |s465 | 10681
8788 | swo 8990  |ean  joumr | 92093

11,465 13,176 11,801 12,004 9.741

Soucees SIDA, EAsystem and Resultatredovising. 1993
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Support to the tekephone company (TTCL, previously TPTC) aimed to recomstruct the
company and to make it more effective and professional Education and development of stafi’
resources at all levels is central. Managerial competence is bow and needs to be improved
There are also problems with mamtenance. Latelly, there is 4 concentration of efforts on the
development and commercialisation of TTCL. No evabsation of telecommunications support
has been dome, but in SIDA's preseatation of results in 1993, it is concluded that willingeess
to reform within the telephone company has been low, due 10 lack of economsic incentives,
Reforms bave been implemented only because of donor pressure. As with Pangani and
TANESCO, SIDA has josved the Workl Bank in a pobcy dialogu, and here also there seems
o be some improvement. The degree of progress in this ares is gomg to be s major
determinant of the success of the reform process in Tanzanis.

54 Production Suppert

For a peniod afler independence, economic policies remained unchanged, but then with the
Arusha declaration of 1967, there was a shift away from the previous liberal economic
policies. The agricultural sector was now 10 be transformed from individual ownership and
management 1o communally-planned farming w0 a huge villaguzation programme, creating
the so-called Ujamas villsges. The villagazation programme was mitially voluntary, and these
reforms created little disruption in the begmning. The nstionakization programme in other
sectors was also implemented gradually, and compamics were compensated m the
nationakization process. However, between 1973 and 1979 the reforms quickened, and in
1975 the Basic Industries Strategy became 2 key component of the national development
strategy. Instead of market forces, reliance on administrations and costrols increased. The
mdustrialization strategy also meant large import requirements, at the same time that the
export sector was squeczed. The strategy was not viable,

A larger share of Swedish support to production has gone to imdustry than to agriculture.
As we saw = Chapter 4, about 26% of all Swedish aid has been allocated to production, of
which 16% went to mdustry and 10% to agricubture. In the mdustrial sector, Sweden has
supported both large-scale and small-scale industry projects. We will discuss two, the sister
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industry project and the Mufindi paper mill. Other Swedish production sector support has
gone to forestry, sofl coescrvation and enviroamestal protection, and to the Nordic
Cooperative Project

L4 Mufindi

Southern Paper Mills (SPM) in Mufindi is the best known imdustrial project in Tanzania
which has received financial support from Sweden. The plant was instiated by the Workd
Bank and several other dosors. Sweden contributed 200 milon SEK to the total mitial
investment costs of about 240 million USD. In 1983 the World Bank, German KfW and
Sweden contributed snother 40 million USD (Sweden's share was about 100 milbon SEK)
for running expenses, and in 1990 Sweden contributed another 65 million SEK
Unfortunately, Mufindi is a major ecomomic failure.

Table 5.9. Disbarsement to MUFINDI from SIDA

Thowsand SEX
197930 7.3
198031 343
108142 333
1982/33 4492
198534 64
193435 33
198336 149
193637 194
195738 149
193839 = 7.1
1 95950 40
195091 244

Soutee SIDA . Excoosmy divisicn
Since the start m 1986, SPM has run with heavy losses, often arousd 100 million SEK per
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year. Initially, extemal problems sach as lack of rallway capacity hindered production
However, intemal problems such 35 poor mamagement and bad maintenance have also
contributed to the poor results. Maionconurc:itmlytoohighfoztbcﬁmlobc
M:.smwmmammemmmym
lbeWofld Bank uowedasdnmﬂoﬂouubysweuh 1992. Today, Tanzania is trying
lopmuiutbelin,bmth«cdoesmsemtobcuywilhgbuyw.

Wihlhewsnlnikkmthll Swdulndlhemherdomﬁouldne\whmv
supported this large-scale industrial project. The donors failed to appreciste the probleims
ofnln‘qmdubig&mhlbcﬁnnﬁ-monicmirm Sweden was also slow
1o cut suppont 10 the project. SIDA does nog seem have 1o have dose its own analyses of
the project, but has relied on the judgements of the other donors wvolved. In many
doec.lmeou (eg “agreed mimutes”), problems are discussed, but SIDA states that it wall
continae Suppont i agreement can be reached between Tanzania and the other donors,

542 The Sister Industry Programme

of the cost. No firm was then interested

The fiest outhme of what was 1o become the SIP was made i 1976 by a team lead by B.
Sandkull. who recommended a sister approach as a tool for technology transfer. Three
objectives were considered especially important, namely utilization of Jocal resources and
skills, raising techoology levels in rural arcas, and undertaking production for impont
substitution

The first sister mdustry started under SIDO in Arusha m 1978/79. After ten years of sister
industries support, a SIDA evaluation concluded that results were very mixed: Many
companies faced large management problems and were i urgent need of recomstruction.
Mast of the industries were kept alive through import suppont. SIDA also concluded that,
if measures to boost production were not undertaken, there would be 2 continuation of
capital out-flow from the imdustries into more rewarding activities. Thus, at keast one
cvabaation report poimted out specific problems to be solved if the project were to become
more efficient. but like was done. So, when a new evabuation was done in 1991, criticism
was massve: “The sister imdustries are, however, neither small scale or rural nor privale
sector wor innovative, and the programme cannot possibly be considered a lucky move, at
least not for Tanzamia®. It was also poisted out that around 90% of the 700 millos SEK
dishursed from the beginning of the project up 1o 1991 had been for purchases im Sweden.
In 1992 SwedeCorp took over the SIDO suppont and reduced assistance to Jess than  third
the following year. No funds were disbursed directly to sister industries.

543 Other Production Support

Finally, we just note that substamtial suppont has also been given to forestry, soil
conservation, environmental protection, and to the Nordic Cooperative Project, 35 can be
soen in Table 5.10. We have not reviewed these projects, but it was obviously very difficult
to get the cooperative project to work in the policy environment which existed in the 1970's

and carly 1980's.




Table 5.10 Disbursements to the Nordic € 1 } '
byt i b 1 Looperative Project, agriculture, forestry,

11,431
e
5.2y
9442
1856
17.003
14m
15.000

15135
2,169

cce

Sowces: SIDA BSD and FA sycom

ss Administration and Management Support

Simce the late 1960, Sweden has given technical support 10 adeministration and
management. About morsmmm 1965 and 1993 has been allocated

w.lhs sector. At the beginning of the 1980's, suppont comcentrated on mstitution building,
primardly central administration and banks

Support lum&lybmh&efmdmmﬁumm.dTam
- . u
:w;d:mmﬁtmqkb«mmemcdqlm:ﬂweumaiyduui

a--dthUdmﬁyoanrsSlhmb«mtheSmﬁstnmlﬂmuuof
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Seatistics (SCB) and its Tanzaman counterpart { Takwumu), and between Bohlims in Sweden
and the Tanzams Audit Corporation

Swedish assistance has incladed
« Support to improve the budget process
From 1986 to 1993, 14.7 nullion SEK was disbursed, This has strengthened the capacity of
the Ministry of Finance and the Planing Commission to handle the reform process.
Education of personnel and miroduction of computers in the budget process are major
achievements

« Central Bureau of Stasistics (Takwinm)

From 1983 1o 1993, $1 million SEK was disbursed, The main goal of this assistance has
been to improve the capacity of the statistical bureau. The competence of Takwimu has
increased, but still it can not function properly without external assistamce.

« Higher edweation in economics

From 1980 to 1993, 254 million SEK was disbursed. Support has azmed to mcrease the
quality of education in economics at the University of Dar es Salaam. Sice the start of
financial support, 12 doctoral degrees in Econamacs have been granted, and dependence on
foreign staff’ members has decreased. It also seems that the departmest has played an
important role in the economse reform process.

- Tanzania Awdit Corporation (TAC)

Between 1989 and 1993, 14 million SEK was disbursed. Support has aimed to cducate
personnel and to miroduce computers. Quality of sudits has improved, and TAC tries to use
intenationally acceptable methods

« Institute of Tere and Administration (1TA)

From 1985 to 1993, 13.4 million SEK was disbursed, mostly for education of tax and
customs personmel.

- Bank of Tanzania

From 1988 to 1993, 11.5 million SEK was disbursed. The Export and Transit Trade system
has been developed. Improved education of persomnel has increased cfficiency, and bas
mcreased the possibilty of managing without extemal belp in the future computerization

process.
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- Tavzania Bureau of Standards (TBS)

Fm.n 1979 10 1993, 80 million SEK was disbursed Among management and admimistration
projects, TBS has received the most Swedish support. (It was intially & project withis the
industry support.) We will discuss this institute in greater detail below,

From 1993 1o 1996, SIDA plans to reduce annual support from 30 million SEK to an
m:gfofltﬁusmutomdnoemofaﬁponﬁm 1110 4 (plus planning and
evaluations), These changes are in howil&emﬂofmtmiooudthemionof
the Swedish country frame for Tanzania. Mwinhemnledhmw&hnpm
&mﬂWW(WZLMwlotMWMMM
w&w(llnﬁuSEK).thammAmnDnﬂopm Project {14
n-.l.o. SEK), TAKWIMU(ltmiIIio-SEx). and doctoral education m cconomics (6,5

.mllaoa SEK). Programames m public administration such as these will hopefislly help l'o
wlbem‘s -dmhinmive-ndnooomthg Systems. Such improvements are
obviously crucial if the government istobec«ngmmablcadcﬁ'ectivc Progress ou

S50 Tanzanian Bureaw of Standards

The Tanzanis Bureau of Standards (TBS) was established i 1075 The Tanzanian
Rovemment sought technical assistance from the Swedish Eovermment, and 3 bilateral
Agreemant was signed. The Swedish Standards Ingtitute (SIS) was commissiomed by SIDA
lo.anthemh;qncy.thSls&MoeAB.B«m 1979 and 1992, 80 million
SEK was disbursed, and three five-years agreements have been concluded '

Tl:le.|979~83 period inchaded design and construction of the TBS office gnd laboratories,
::::o:“mm ::d::;:ofmmnd matenials In the 1984.88 peniod, more

ousing was completed, and a naterials testing laboratory
was constracted and began operation. Training continued berwoen 1989 and 1993, and more
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equipment was delvered. A packagmg technology centre (PTC) was built.

During the first phase. the standardization work was coacentrated on domestic consumer
products and onindustrial products for the domestic market. In later years, work was
drversified to cover commaodities for export. For a long time, the sale of standards has been
very low, but recently there have been marketing efforts to increase sales.

TBS offers calibration services o the arcas of mass, Jeagth, volunse, temperature and
pressure. TBS also handles tank cabbratson for all Tanzanian ol deakess, Since 1984, almost
1000 industrial workers have been trained. Technical assistance is also provided by TBS to
exporners,

However, after almost 20 years, TBS has a Jong way to go. It has to work more towards
the market, towards payisg customers and creatmg its own funds Over the years, the
proportion of imtemally crested funds has caught up with govermment subsidies. SIDA
grants, however, have ahways been the dominast suppor

PTC was initiated because packaging standards are poor m Tanzania, and increasing the
quality of industrial packaging was scen as necessary (o increase exports. However, sace
SIDA has now phased out ils support to the institute, no more equipment has beea bought,
and the packaging technology ceotre buildimg remains mcomplete and empty, The
govermment has now, however, decided to allocate 45 million TZS to finish the PTC phas
100 milbon 1opay outstandmg credits and current costs. It seems, that TBS, im spite of its
problems, is on the whole a techaically rather well-functioning institution. But, it remaims
to be scen if it will be sustaimable. The TBS budget cannot be met through self-gencrated
funds @ the short-run, and if external funds are not coming m, there is a risk that activities
will be closed down or that the quality of work provided by the bureau will dechne,

This 15 a good example of the sastanability problem. There is a risk that this institute is too
advanced, has too large runnmg expenses and has capacity too large for the cxisting
Tanzanian markes. Most of the equipment mstalled and spare pans required are not
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produced in Tanzania. which means that HIPOMTs are mecessary. At the same tune, the
government does not feel pressuse in the short- run if an wstitution such as this one runs
down. TBS therefiore tends 1o et put way down on the list of priocitics. A proper analysis
of the recurrent cost implications. and of the willingness and ability of the government 10
take these over later, must be made before such s project stans.

56 Import Support

Economic crises in the late 1970 Jed 1o adoption of structural adjustment refors. Already
in 1982, some structural adjustment measures were indtiated. inclading liberabization of
marketing and distribution. Fiscal and external balance reforms were implemented in 1984,
Relations with the IFF's were poor in the late 1970, but they improved somewhat in the
1980's. An Economic Recovery Program was designed in 1986, together with the World
Bank and the IMF. The program involved relaxed state control and abolition of the dtate
manopoly in grain purchasing, price reforms in agniculture. and reduced import controls.

Sweden costributed impornt suppont during the cconomic crises to relieve the foreign
exchange shortage, This was doae 10 ecahance capacity utilisation and 10 contribute to the
rehabilitation of the existing captal stock. A major concern sbout commodily import
support (CIS) was that it was not used to foster structural change in the mdustrial sector,
but rather simply to preserve that heavily protected sector. Between 1988 snd 1992 a large
proportion of support (as much as 74% of Swedish CIS) went to parastatals, and only 24%
10 the private sector, Firms also got the foreign exchange at subsidised rales, since importers
paid in local currency at the official rate, which was lower than (he parallel market rate,
Morcover, many importers did not even pay their cash cover, 50 that CIS sllowed the
govemment to sabsidize loss-making enterprises.
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i i nd SEK
Table 5,11 Disbursements 10 import support/commodity support in thousa

Er Twd

7273
13704
1474

105,033
123
lll_::‘l]
163,359

117,074
126,589

Sowses SIDA EA-system

Then the market based Open General License (OGL) system replaced CIS. From the
beginning of the 1990fs impont support was increasingly allocated through the OGL system.
OGL was plansed to work on a “first come, first served” basis. Foreign exchange was

allocated to those compamies that could obtain a letter of credit from a bank. In total, about
30% of disbursements between 1965 and 1992 has been alocated to import support. The

amounts disbursed are shown im Table 5.11.

Mﬁ;toummw.mﬂhshrwdwwon
support inchuded. among others, that an agroement oa financial swonm.embetmmw
the IMF and Tanzania, Otherwise, Sweden may suspend its grant to Tanzania. In
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easure cost effectiveness, Tanzania should carry out pre-shipment mspection to venfy

Quality, quantity, and the ressonableness of the price in procurement. For public sector
procurement, established procurement proceduses in Tanzania shall apply. For private
sector procurement, established commercial practices shall apply. Tanzanss shall provade
Sweden with sudit reponts, and shall assist Swedes i performing audits, follow-ups sud
evaluations of the impact of the programme. The current system s thus more strict than
before, and the scope for abuse is substantially reduced in the new auction systenn

57 Research Support via SAREC

SAREC imitisted cooperation with Tanzania i the area of research in 1977 Total
commitments between 1977/78 and 1993/94 were 125.4 milon SEK. Disbursenments in
199293 were 16.7 milbon SEK.

Tanzania is & country with a very weak resource base and the support of SAREC has had
two main objectives: a) To assist i the creation and strengthening of rescarch capacity, and
b) to promote research work of high relevance to the development of the country,

The projects also entail the training of local scicotists in modem rescarch techniques, the
im?ductio- of Tanzamian researchers 1o the state-of-the-art i their disciplings, the
thg of rescarch libraries and the mteraction between Tanzanian scientists and their
foreign counterparts involving transfers of knowledge. SAREC slso supports the universities
and cooperates directly with a number of research departments m Tanzania in order 10
strengthen national research capacity. The major areas are agrculture'natural resources and
bealth. The former mcludes support in the aress of soil. water and vegetation and
f:oncunmes on rehabilitatson and improvemest of degraded environments. Health resesrch
1s concentrated to HIV/AIDS, schistosomiasis, weaning and reproductive health,

u&rysw:mmviyotblresSnlumlnll\nysbmoneonbeunh-erﬂiu
-Mmmmwhamhohokmuﬁtiunumchmyumua

58

oty 0.6% of recusrent costs. Many books and other material are also in bad shape and ofien
ourt of date. SAREC supposts this unsversity Borary as well as other braries. The periodicals
support for various libraries in Tanzania is meant to counteract the isolation caused by the
lack of foreign currency. The 10131 SAREC costribution between 1984 and 1991 was 10.5
million SEK

HIV/AIDS: Iy one of the other main arcas for SAREC support, HIV/AIDS support, 21.1
million SEK was disbursed betwoen 1985 and 1991 This is a collaborative research project
between institutions in Sweden and Tanzania and it bas thus far resulted in a variety of

research papers and traming,

COSTEC: SAREC earlier supported Tanzania Commission for Science and Technology,
COSTEC, with substantial funds. Between 1976 and 1982 with § milion SEK. In 1986 ,
however, the agreement with COSTEC changed and between 1986 and 1991 oaly some 1.1
million SEK was disbursed for spare pans. trave! costs and mformation was disbursed.
Financimg of the commission comes from the national budget and several extemal donors
ez SAREC, NUFFIC. NORAD and UNESCO Smce most domors dom't fimance
administration. the fundimg of the commission has been difficult

In geweral SAREC suppost to Tanzania has been refatively successful in strengthen the very
weak research environmenat It is important to suppont individuals/groups who try to do
research, im spite of the adverse conditions, on & long term basis and 1o support their

rescarch environment.

The research support seems to sufler from the same kind of problenss that we find in other

forms of support. Documentation abowt projects is very impostant for evaluations and when
decisions about fisture suppon are to be taken, but it seems as if the archives are not
sstsfactory. Often it can be difficult to find the first project plans and proposals and

documentation of results.

Evaluations by Widstrand from 1991 recommended concentration of SAREC support 10
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fewer mstitutions (o enable long term support and planning Periodically evaluations based
::ocommoo sense. good and well kept archives and knowledge of the subject matter was
e p:;:e::: :::l:i!: p.Mm)' It would generate betrer knowledge about the state of

: possible 10 close down bad progects quicker. Widstrand also
mentioned donor coordinstion as & mportant area

ORen there is 3 tendency 10 overestimaste the capacaty of the recipient country, both with
regard 10 personnel and financial resources. With fow graduate students one ca'nnol Cary
:.u; :r::m sc;nle resu'nh and rescarch traiming programees even if the subject or area is o(

' %mcmm- : umpact of support 10 supplics such as mstruments, books, xerox
m, subscriptions ctc. can be more vahuable than other kinds of support. It is uimost
impostant for the functioning of the Universities

58 Conclusions

::;: ;l:;:::: s:.a‘::s :::rimlcd Swedish aid in the carly years, while it is now about a

: % Sweden spent very large amoumts of aid on water supply.
but‘ the ufnlt; were poor. Smce then, there has been a shift of focus 10 the HESAWA
pro;ct:t. uh-ch 5 a Jocal, low technology concept. This works relatively well, but its futuse
'summbnluy should be analyzed further Support 10 education contributed to carl
uap.rosjanans m liceracy, etc., but standards have been eroded by the general oco-om:
::hd:n : N!he Wl::::- Support 10 health Projects has been rather limited, but the Tanzanian
iy c.lrc seems (o be a \fell-nn and worthwhile project. Like nany other

s, bowever, it does not seem viable without foreign support

Mwwiﬁnmmhsmnn in imponance, and these projects seem 1o be
:;e;:ns m a high rate of return. The main worry is that the organizstions that are 1o
s m :: gencrally Iunhly mefficient. The development of these mstitutions is
o) X mouroes mvested are not (o go to waste. SIDA is actively invohed
in work, together with the World Bank and others. In addition to the cases of
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TANESCO and TTCL mestioned sbove, the same type of policy dialogue goes on with the
Tanzania Harbour Autbority and TAZARA. Commercializstion is established as a condation
for future support, and this is obviously very important for the future viablity of these

mstitutions.

Swedish direct support to industry has wot fared well. The co-fmanced Mufindi Paper Mill
was 2 major failure, and the small-scale altemative Sister ladustry Programme also did
poorly. Because of these expenicaces, SIDA has esseatially withdrawn from direct support
10 production, and comcentrates mow in infrastructure which supports productive activities.

A growing share of aid is going to admisistration and management, which is obviously an
area where support is needed. The worry here, of course, is that progress will depend ca
changes i overall policies, such as civil service reform. One must change mstitutions and
mcentives, and also provide individuals wath relevant skills. There has been some progress,
but it is too early to see what the overall impacts of the aid will be.

Import sapport has boen a mujor pan of aid to Tanzania. It is an efficient way to put moscy
into the economy and the govemment budget, but its effectiveness will depend on the
effectiveness of the recipicol. Controls seem 1o have improved recently, but the government
is still highly mefficient. Still, some goverment services are essential for economic and
social development, and this may be the best way of supporting them. Appropriate
conditions should be imposed, bowever.

A central issue is concentration and coordmation. Swedish aid should be concentrated on
few sectoes, few projects to ncrease efficiency and to facilitate monitormg and auditing. To
concentrate @ few areas also means that knowledge about these areas increases within the
domor organization, which should increase its efficiency. SIDA is currcatly tryimg to
concentrate Swedish support and to decrease the number of activitics withim the sectors

Sweden should further improve coordination with other donors, as well 25 with Tanzanian
authorities. This is not just a Swedish problem. Most donors and Tanzamian authoritics
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discuss the mportance of coordination, but in practice very little is done.

ﬂmbiy.niamtoanlytoo&erdowuwojmsnmu.

Miubo?nnunbiion from many donors (see SIDA's study of the roles of different
.amhlhaudp:ooeu-“ro&nrehhm')lo delegate the work of the recipient COumMry,

for phasing out at thtverybeghn'ngoﬂhcprojea.
Mﬂmmsanmchlimyprojeas It nbouldbc\uyclm&omlbehsiuhg

who is responsible for maintcoance. Donors and the recipient should together analyze and
thmmmwﬂ&mﬂhmeﬁumuﬁnpmsm

hmal.'-lhemlymofidm:e.hckofminedmpowmamjor
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problem for Taszanian admmisteation snd mstitution-building This is not an acute problem
today, but mstead there are problems of poor motivation due to low wages and lack of
proper incentive structure for mdmaduals, which lowers chances for sustainable projects.

Donors nmst support changes resulting m a smaller but better paid civil service.

In many programmes intemational consultancy costs are very high. One could reduce such
costs by using local consultants and institutions. There are also hagh costs associated with
travel and trammg abroad m many programmes. These costs could also be reduced by using
local faclities 1o a barger extent.

SIDA mow puts mare stringent conditions and demands on Tanzanian authorities. If there
are doubts about recording, momitorimg, etc., within the projects, SIDA should stop
paymemts and awan records. There should be a greater readiness to take even more
unpleasant steps, such as ending bad projects,




6, AID MANAGEMENT
6.1 Aid Disbursements by Function

\Vchwebeeuuudloidnlifyulmﬁddishrmuco&uotmrmesmslodi\ik
disbursements into expenses for technical assistance (consuMants), SIDA personnel and
sdministration, resource transfer and debe relief In our classification, based on SIDA's FA-
system (which could oaly give us figures from 1989 onwards), we define techaical assistance
tocc.md-ﬁmas&mmﬂ;n-mmsmnrmdmtohcuc
mmmmch.:umu-d‘uuohcbdulunsfmormuy
and goods. Wehmhdwmheﬂkmlyislo&bwsmwﬂsmA,mdﬁccno
Mn&rhlbead\uwsm.mdomichdeﬁgmuformh_

With reservations for the quality of the statistical data and the classificstions made, Table 6.1
shows the sb.am of SIDA personnel and sdmimistration, technical assistance, and resource
transfer of disbursements to Tanzanis in the four budget years for which data is available,

3 oOwWs O“no‘ l”w’ M h ‘.d

Table 6.1: CoaﬁnresofSlDApm-dndodn‘nia i
! ration, techmical assi
resource transfer in aid to Tanzania 1989-93 n per cent e

198950 19%0%) 199192 199293
SIDA persomnel and
o e 27 13 16 Is
Tochaica
| assistance 20 313 pA L] o
Neseruce tranefer Tio 680 "o Tio
Sources: SIDA EA system
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Table 6.2 Shares of different dishursements categories in importast sectors, 1989/90, in

per cent
SIDA perscnosl Tochmcsl - sy
cialadisias Other reansfer
SAP 0ol 34 ¢
Induatry o ” o
Education Lh e :
Rty s ”® on
Masaggemnenn
i 13 ” 06
Forestry 2 2y »
ih 92 14 | o 4
BoP 0 . d

Sosces SIDA EA-systern

Costs for adminsstration and SIDA personnel as measured here are relatively small, but o
should be noted that we have not been able to allocste any costs relating to the headquater in
Stockhokm nor costs relating to the development office in Dar es Salaam. Technical assistance
is a large share, abow 28% m 1992/93. This category can, of course, be a substitute for SIDA
staff The reduction of SIDA core staff in recent years has led to increased use of consultants.
‘This may be rational in many cases, wiven specialist staff is needed only short term, or when the
type of specialists required canmot be recruited 1o the organization, However, in some instances
SIDA hires consultamts to do work that they could have dome as SIDA employees, if SIDA had
been allowed to imcrease its staff. The employment kmitation imposed by the govemment to
mprove “efficiency” may therefore inflate costs instead, since consultants generally are more
expensive per unit of time. It may also be the case that extensive use of consudants negatively
affscts mstitutional leaming, since the experiences of the consultant are ess likely to be retamed

by the organization.

Looking at sector distribution we find, as one would expect, that in financial transfers such as
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balance of payments support, close to 100% of the total dusbursement is i fact resource tramsfer
to the recipient. At the other extreme, we have aid categones containing mostly techpical
assistance. In aid aimed primarily » human capacity development and mstitution building. the
resource transfer is as low as 13%, These figures, taken by themselves, unforumately tell us
very litthe about what would be an appropriste cost structure for different types of aid. Even
within the categonies in the table, one would expect percentages 1o vary a lol across countrics,
sccording to the specific charscter of the sctivitics undertaken. [t is, of course, far from self-
evident that projects arc “better” if there is less admamistration or Jess techmical assistance.
Therefore, to get beyond these simple ratios and say anything sensible about aid effectiveness,
ot must do evaluations of specific projects and programmes.

6.2 Appraisals and Evaluations'

The issae of project appraisals is a vast one, which we cannot discuss in full here. We will just
dwell om some aspects relating 1o sustamability. When undertakmg mitial apprassals in countries
like Tanzania, it is absolutely essential to consder the future availability of funds to cover
recustent costs. Availability of buman resources should also be investigated, although this is kess
of a problem now than it used to be. More generally, from the very beginning of the praject,
is important to consider the project’s long-term status, particularly how the domor invohvement
isto be phased out. So far there has been very litthe specific discussion i mitial plans about this,
and if mo plans exist for the defnite transfer of a project to the recipient country, there is an
obvious risk of low recapient ambitions to take over all the costs. This may “force” the donor
to contiwe support, or else see the project collapse. Discussions about phasing out are seidom
found m the oniginal plan documents.

During and after projects, the donor also undertakes evaluations. An interesting study by Holm,
Lindgren and Olsson ( 1994) analyzes the quality of evaluatioas of Swedish aid to Tanzania and

! For 2 moee extended discussion of evaluanen withn SIDA, see Carbisos, Kotk sed Exhom (1994).
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the use SIDA has put them to in ils recommendations 1o the Swedish government.

The study st checks whether there are explicitly stated criteria for the evaluation, Resualts may
be evalusted agamst the stated goals of the project, One cam also consider the sustamability of
the project. Secondly, the study Jooks i the relability of the conchussons, and whether potential
sources of arror are exphcitly discussed. Thirdly, they consider whether the costs of the project
are explicitly discussed, and whether bencfits are compared with costs.

The study covers 56 evaluations between 1968 and 1993 but, according to the defmition used
in the study, oaly 28 of those can be properly considered truc evaluations. The earber ones
often lack clear criteria for evaluation, but kater ones are better. Only 31 of the evaluations
discuss project goals comprebensively, while ooly 17 consider whether the project is sustainable
without aid

Most of the evaluations have a quabtative approach, which means that the results are based on
mterviews and the analysis of documents. Only cight studies have a satisfactory discussion of
the vakdity and reliabdlity of the resubts, while ten more have a limited discussion. Ouly eleven
studies apply an scknowledged method of evaluation, such as cost-benefit analysis. Only a few
of the evaluations show clearly what the total costs of the project are Cost effectiveness
cstimates are rare. These dehciencies may be due to nadequate routines for accounting and
surveillsnce, There is little wn the evaluatioas about agency monitoring, that 15, about how well
SIDA follows upon the development of the projects.

In 16 evaluations there i3 a relevant discussion of project mputs, while in 15 cases there is an
sdoguate discussion of project outputs. Not one of the evaluations discusses whether the results
could have been achieved with less resources, or if the resources could have been used more
effectively. This is the most inpornant deficiency.

One gemeral conchusion of the study is that SIDA does generally use the resuks of evaluations.
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They seem to be an important basis for decision making al SIDA. In general, it seems that SIDA
uses the recommendations as a basis for #s proposals to the government (“regermgssknvelse”)
In all six evaluation reports which were amalyzed more closely i the HILO-repont,
recommendations were made which could later be found in proposals made by SIDA to the

Swedish government.

There is scope for further improvement of both appewisals and evaluztions. Considering the vast
sums of money that are handled by SIDA, it would certainly make sense to set aside more
resources for analysis. An upgrading of analytical capacity would require that SIDA be sllowed
to pay competitive salaries.

6.3 A Comparison with the Experiences of Other Donors

Several donors countries are in the process of evaluating their collaboration with Tanzania, So
far these studics have not been published, so we are not able to quote directly from them Sull,
it is probably fair to say that they generally find the results of the collaboration disappoiting.

However, 3 World Bank study was published in 1990, i which it reviews the projects # has
undertaken in Tanzania (World Bank, 1990a). It reviews its projects o the basis of Economse
Rate of Return (ERR), achievement of physical targets, capacity uwtshzation. financial visbilicy,
and delays in project completion Its record as reported there is far from good:

- In agriculture, 17 out of 23 were evaluated. Of those, 12 had negative reestimated ERRs, and
anotber 4 had ERRs substantially below the estimates at appraisal

- In direct lending 1o ndustry, reestimated ERRs were available for oaly two (both textile) of
the four projects. The reestimated rates were negative, partly reflecting low capacity utilization
of 10% and 28%. Capacity utilizatson in the other two, lesther products and pulp/paper was
only 4% and 49% respectively. Thus, massive operational losses were experiences m all the
cnterprises.

- In mfrastructure, the Bank had financed ten projects, and re-estimated ERRs were available
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for sax. Five had ERRs below the estimates at sppraasal Still, operations m telecommunications,
energy and power, and water supply snd samtation were gemerally successful, though significamt

delays i completion were expenenced.
« In the socnal sectors, results were mixed Out of seven education projects, six had been

reviewed. Of those, only two were successfully completed The others had failed 0 meet
physical constructson targets, were substantully delayed, and operations were bampered by stafl
shonages.

In most sectors the highest failure rate did ocowr n the mid-70s. In several cases, the failure was
saad 1o be due to poor and hasty preparation. In other instances, projects were (0o large and
complicated, beyond Tanzania's managerial capabifitics. It was also noted that support by the
govemment was often madequate, and that there was a lack of some types of maspower. The
study also suggests that the field stafl of the Woeld Bank was not large enough to supervise the
projects. Lastly, of course, many of the fhilures were due to the govemment policies pursued
and 1o the overall economic stuation.

The conclasions that are drawn from this study would also seem relevant today. First it is noted
that it is mmportant to understand the coustry's development strategy and the operstional
implications of that strategy. It is importast to take 2 realistic view of the recipient's absorptive
capacity. One must recogaize the crtical importance of economic analysis. Moreover, projects
should not be too complex. Projects should be designed simply, with only a few componcats.
Finally, the role of institution building is cnphasized, as is the need for supervision and donor
coordmation. Exactly the same recommendations can be made on the basis of Swedish
expenence,




Part 4 THE MACROECONOMIC IMPACT OF AID IN TANZANIA

If the Arusha experiment had not existed, the western social
democrats in the 19705 would have to have invented it
-- Bagachwa, Mbelle and Van Arkadie, 1992, p. 6,

7 A MACROECONOMIC OVERVIEW

This chapter provides a macroeconomic overview of 2id in Tanzania in the period since 1970."
Figure 7.1 shows the evolution of aid in Tanzania, measured in mports at 1987 prices We
measure aid usmg “net transfers on 2id", which is the sum of grants and disbursemsents of
concessional loans, minus repayments of principal and iterest on concessionsl loans  Dats are
from the World Debt Tables; they are quite clase in magnitude to the similar comcept of "net ODA
transfers® reported by the DAC, so we will confine the amalysis to the WDT data” Aid in
Tnnmislnmlvedilhr«vet)'dislhupiwintbcperiodf-ec 1970. A broad
mterpretation of the three phases is that they mvolve & shift from an essentially cooperative, arms-
length relationship between sovereign partners in the 19705, 10 a confromtational relationship
between 1980 and 1985, and finally = 1986 t0 a renewed collaboration but one influenced by the
recognition of clear conflicts of interest between donor and recipient and by the overwhelming
concentration of bargaining power m the hands of the donors

The theee majoe phases in aid to Tanzania are apparent in Figure 7.1. The first last from the early
19705 to 1980 and is associated with steady increases in net transfers. There are flactuations
around this trend associsted with the 1974/75 drought and oil shock. the coffee boom of 1976/77.,
and the trade liberalization of 1978, but the overriding story is one of steadily increasing
engagement by donors. The second phase lasts from 1980 10 1985 it is a phase of donor

' The literanure om Tanzanes i performance is See Bevan, Collier snd Gunsag (1989,
1990) for an overview of e period between 1975 and 1985 and Maze (1993) for 10 overviow of the persod since 198§
Collie {1790) and White e o {1 993) focus eo the macrnocommesic ¢fSocts of 3id

3 W—anww&hhmdﬁalmmuﬂiptmuhw
produce 3 oot flow of fusds
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Figuore 7.1 Net Aig Tramalers, 1987 Prices
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disengagement that might be best characterizedas a ‘war of attntion’ between the Tanzanian
govemment and s foreign parons. Foreign aid falls steadily by roughly $30 million per year
durmg this period of cconomic decline. The reduction is more dramatic m per-capita terms, and
excluding techmical assistance; by this arguably more relevant measure. the disengagement period
drrves aid down to the bevel of the carly 19705 (Figure 7.2), The final and current phase began

Figure 7.2 Ald Por Capita Exchuding Technioal Assivtancs, 1987 Prices
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m 1986 and is associated with the IMF-approved Economic Recovery Program and its successors
Durmg this phase aid bas resumed the increasimg trend characteristic of the 19705, both
aggregate and per capita terms.

Holding aside the trends in Figures 7.1 and 7.2, the levels of aid in Tanzania are high by vinually
wary measure. Net transfers per capita (excluding technical assistance) averaged S11 between (970
and 1978, $26 between 1979 and 1985, and $35 between 1986 and 1992 Iy 1992, pet transfers
were $39 per capita and represented an extraordisary 42 percent of GDP at the official exchange
rac. By contragt, aid to other countrics m Sub-Saharan Africa averaged roughly $17 per capita
in the 1930s; for other low-income coustries the figure was below $5 (World Bank, 1994).
Figure 7.2 shows that aid bas been the overndingly most important source of loag-term net
external transfers for Tanzamia, there are shon-fved blips in nonconcessional net transfers
borrowing during the first and sccond oil shocks and in 1984, but the levels are small relative to
aid and net non-aid transfers have been negative simce 1985, The figure also shows net transfers
on short-term debt beginning i 1980, These have been small and negative in most years, with
more substantial reductions w 1986 and lMauoa‘led\hihlbemihgofm

AioflhmpiudemdwdbyTnznhichuiyofmomochammmlyfor
Bﬁw-dm«dewﬂrimcﬁasuwrhbluﬂeiqomndivcam but also for us
mnfluence - whether passive, as in the 19705, or active, a in the 19805 and 1990 -~ on the policy
environment. In what follows we focus on the intersction of aid with economic growth,
investment, saving, exchange rate policy, export performance, and governmemt revenue
mobdkzation mmd&kﬁmm&emdmmbyp:widiguovm
of macroeconomic developments in these key areas. Chapters $-12 then take a more analytical
approach 1o selected issues in the aid debate, focusing particularly on aid dependency,
Miouiy.dulddimeﬁeasudlkpmblemofeomﬁu Chapter 13 concludes this
nuhof&e:eponmlwmqornmemodcpoicyhvhions.

71 A Caveat and Classification of Episodes

Al the outset we issuc & cavest regarding the quality of the macroeconomic data. Careful attempts
Lo assess the size of the unmeasured “second economy” (Maliyamkono and Bagachwa (1990),
Samis and van deo Brmk (1993), Planning Commission ( 1993)) conclude that it is extremely large
- generaling mcome equal to 2t keast 307% of official GDP in the late 1980s — and that the
mational income accownts are subject 10 senous bizs. Trade statistics are also extremely unrefable
given the prevalence of export smugghng and import overinvoicimg and weaknesses in customs
data collection  Investment data are crude, largely based on import data and Jocal cement
production; while the recent national accousts revision represents an mmportant improvement in
the investment daa, the revisaon is confined to 1976-85, Al of these weaknesses affect estimates
of comsumption and ssvieg, snce these vanables are derived as residuals in the national accounts

Since a large part of cconomic activity is mis-measured, inferences drawn from official data must
be based oa geoeral trends rather than on desailed movements from year 1o year. Even multi-year
wverages can be misleading, however, if major changes in the policy environment systematically
alter the incentives for official and unofficial activity mid-sample. To bandle this problem, we
divide the period since 1970 010 theee sub-episodes - corresponding closely 1o the three phases
m the aid relationship -« within which policy was refatively consistent. The “Pre-Crisis” period
runs from the Anusha Declaration in 1967 to the collapse of the coffee boom m 1978, Simce our
data stert from 1970, we date the “Pre-Crisis” period from that year. The “Crisis” period begins
with the Uganda Was and the second OPEC ol price shock m 1979 and runs until the resignation
of President Nyerere m 1985, The "Reform” period begins with the adoption of a major IMF
adjustment program m 1986 and runs to the presem.”

By the carly part of the pre-crisis period (1970-78), the Govemment had consolidated its hold on
most aspects of formal econonse activity. Basking aad large portions of the industrial sector bad
been mationalized, the bulk of termational trade and private retail trade had been confised to state
aponcies, and market prices had largely been replaced by administered prices. A foreign exchange
sllocstion system had been developed in response to the balance of payments crises of 1970.71

* The sermisalogy is from Mass (1993)




and 1974-75, and in 1974 a National Price Comnussion was ¢stablished that by the late 19705 was
setting costrolled prices on some two thousand goods. By the mid-1970s, most of the rural
population had been resctiled into “Ujanaa® villages in a major - and ultimately coercive -
sirategy 1o promote cooperative agnculture, and peasanl marketing cooperatives had been
replaced by monopoly government marketing boards covermng both export crops and the mam
food crops  The Government had formulated a Basic Industrics Strategy (BIS) of import-
substituting industrialization and began #s implementation i 4 modest way by 1974, only 10
postpoac it indefinitely in the balance of payments crisis that acconpanied the first oil shoek
(1974).  The exiernal position improved markedly with the coffee boom in 1976, and the
GovmmtmkndMBlShadecﬁwﬁnwatodon'-nelheunocmﬁm
exchange and the pattern of domestic mvestment throughout most of the subsequemt crisks penod.
The end of the pre-crisis period was marked by the breakup of the Fast African Communaty in
1977 and the rapid depletion of international reserves following the collapse of the coffee boom
i@ 1978 and an abortive import liberalization that same yesr

Colliee (1991) eophasizes the lack of usanimity smong Tanzanis's donors during the 19705 A
sectoral report on agriculture by the World Bank report in 1974 strongly criticized the major
features of agricultural policy, and both the World Bank and the IMF wansted movement on the
exchange rate. But the major bilateral donors (imchuding SIDA) were highly sympathetic to the
Arusha experiment, and the drawing power of Presidest Nyerere was fusther enbanced by his
evident personal integrity and cffectiveness, not only domestically but also as leader of the
Frontline States. President Nyerere was able to take & hard line with the IFIs', and the
fundamental policy decisions of the 1970s -+ with respect 10 agniculture, domestic pricg, and the
BIS - were unaffected by dissent among the donoss.

The "Cnisis* period began m lMMthamqjorhanschtbeﬁsnldcﬁchomchtedwﬁblM
war in Uganda. During this period the control regime developed over the previous period
tightened considerably as the govemment sought 10 finasce the increased spending and to

) | (i *1)
> MNy-m-dhu-dmlwunnydmhwh\hMM Collier (1
mﬁhwnfﬂnwn.l’“d:I‘-MW«HMMRMM—:-’-
that was el of wjamaa effcctively removed this pelicy from futie debale.
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maintain the impont-wiensive BIS in the face of rapidly declining export proceeds.® External
arcears devedoped rapidly and after the end of the Uganda war foreign mBows fell dramatically
as the government clashed with the IFIs and bilateral domors aver the exchange rate and other
aspects of macroeconomic policy. Dialogue with the IMF ended as early as 1978-79, when an
IMF agroement including 3 1% devalustion was vetoed by President Nyerere* The Government
implemented i1s own “Natiosal Ecosomic Survival Programme” in 1981-82, but reforms were
minoe and met with wo success A second mteraal effort, the “Structural Adjustment Programme"
went further but did not address issues of first-order priority with domors (mcluding exchange rate
overvaluation and hiberahzation of agncultural marketing). By 1983 even donors sympathetic to
the overall Tenzanun program were pullag out. The “begmning of the end” of the crisis period
occurred in 1984 when the Government implemented made the first major move 1owards
libesakzation, adopting an ows-funds scheme that allowed importers to obtain licenses withowt
declarmg the source of their funds. The exchange rate adjustment was small, however, and a
more definitive eod came = 1985 with the resignation of Pressdent Nyerere and has succession by
Presidest Mwiny,

The “Reform™ period began m 1986 with a maxi-devaluation and the instiation of a standby
agreement with the IMF and a structrual adpustment programme with the World Bank. The
“Fconomic Recovery Programns” (ERP) presented 10 donors m that year mcuded a broad range
of policies aimed at liberakzing intermnal and external trade, unifying the exchange rate. reviving
exports, stimulstmg domestic saving, and restoring fiscal sustainability. Internal debates abowt
the degree of hberalization were ongoing m Tanzania. however, and the thrust of the ERP was
crisis management rather than a definitive move to a market-oriented ecomomy (Mans (1993)).
The programme nonetheless addressed the chief short-run concems of donors and met with
substaniial ssppont, nchuding rencwal of the IMF structural adjustment facility m 1987, 1988 and
1990, In 1989, reforms entered & second phase under the govemment’s “Economc and Social

! Bevan. Cellier nid Graming {1990} provide an Sysin of devebap durng the cnis
perd Loxley ( F955) and Hyden and Karbivern (1994) provide scoouats of the polay dadogue withun the Tanraaan
Govermment snd between Tanzana, the IMF. and other donors.

Y Prossdont Nyerees again used mational soversignty in an attempt 1o protect policy autonomsy and isclie
wympathetic dooors. A phease $hal wae wadely quoted imemationally was “When did S IMF bocome an fntersatons]
Munostry of Frsatwe” When ded tvhons agee 1o sussender 1o # Gew power of dovoson makng™ (Bask of Tanzani, 1991
P28
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Action Programme® (ESAP) ESAP comtinued carber efforts ot trade and exchange rate
liberalization and macroeconomic stabilization, but widened ssgnificantly 1o mclude reforms in the
banking system, agricultural marketing, the paraststal sector, govemment admamistration, and the
civil service, together with » targeting of the social sectors which had deteriorated sabstantially
during the crisis period. These reforms were accompanied beginnmng m 1990 by definitive moves
towards adoption of a multi-party political system.  The first multi-panty presidentaal clection is
in 1995,

72 Macroeconomic Performance by Episode
7.21 Aggregate Growth

Table 7.1 ssonmarizes the sobering economic growth picture provided by the official GDP data,
From Independence in 1961 to 1966, growth averaged over 6 percent a year Over the period from
1970 1o 1992, real GDP barely kept up wath population growth on aversge. Real GDP per capita
was therefore roughly equivalent in the carly 19905 to its Jovel in the carly 19705 Against this
background, however, the data suggest importast changes by episode. The 1970s were a period
of stagnation in overall real GDP, though with substantial fluctustions in gross domestic income
(which incorporates terms of trade changes) associated with the oil shock m 1973/74 and the
coffee boom of 1976/77. The stagnation of the 19705 already represented a dechne from the
1966-70 penod (ot shown), dunng which real GDP had grown a1 4.2 percent. Stagnation tumed
into dechime in the crisis period. and between 1979 and 1985 real GDP fell by 1.5 percest on
average. The reform period has seen a defmitive tumarousd m growth, with real GDP per capita
mcreasing at the modest rate of | percent per year

The national accounts, then, suggest a broad picture of stagnation, then decline, and then rebound,
with essentially zero overall growth m inconse per capita over the catire period. This view is
corroboruted by survey evidence in Bevan, Collier and Guaning (1989), who show a prosracted
decline in incomes during the “Nyerere Expenment” and some recovery thereafier. Given the
magnitude of aid received by Tanzania, the dismal growth picture poses an obvious question of
a4 offectivencss. It is cear on the face of it that aid kas oot had extremely strong payofTs in 1erms
of growth. Coastructing » proper counterfactual is extremely difficult, however Whst woukl
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bhave happened if aid had been significantly smaller? Aud has clearly exerted two kimds of influence
m Tanzama oa the supply of extensal resources, and the other on policy formation. Disentangling
these effects is crucial for assessing both the histonical role of aid and its potential effectivencss
in the 1990s. We argue below that the effects of 2id on the overall policy environment have beea
ol least as smportant for Tanzamia's growth performance as has the resource transfer financed by
wd.

Work on the second economy modifies the picture suggested by national accounts data in two
respects, but without changmg its overall thrust. The first is to suggest that the output declme
during the crisis period, and its subsequent recovery, were more pronousced in formal activities
than i mformal ones and i the urban sector than in the rural sector (Sarris and van den Brnk
(1993), Bagachwa and Nabo (1990)). The second is to suggest a somewhat stronger overall
recovery dunmg the recent adpstment persod than is suggested by the national accounts (World
Bank (1993)). The ComeWERB/USAID project suggests that rural incomes fell very litthe during
the collapse of official real GDP, as peasant houscholds readily switched 1o subsistence activities
that were not captured i the official statistics. These same households benefitted less from the
officially meausured economic rebound that occurred after implimestation of the structaral
adpastment measures in the mid- 19805 Urban incomes were more affected, both by the crisis and
by the subsequent adjustment, and their welfare (as measured by consumption) grew stromgly
between the budget survey year of 1976/77 (which was the last good year before the crisis) and
1990 The authors argue that most of this growth probably took place after the implementation
of adjustment in the mid- 1980

Table 7.1. Real GDP Growth, 1970.92

197078 1978-85  1986-92
Real GDP growth 33 1.5 4.0
(factor cost)
Real GDP per capita 0.5 -1.6 1.0
growth

Seusces Werld Bank, Warld Tables,




722 Sectoral Growth

Table 7.2 shows growth in officially measured sectoral GDP for the three sub-peniods  The
sectoral growth rates show a clear shifls in relative performance by episode but relatively littke
duueowlbeﬁnllpaiod'nlhemoulimmofoupul. In the pre-crisis period, growth
ishdbytbepobicodmhiﬂmioumw.wﬁhdmngmuibuhnsﬁoma;ﬁcuhummd
manufacturing as well mp'mmch-gulmrtdlyiuheaiﬁspcﬁod.wihaoolapseof
mmmwmmdad«hhqﬁcdurﬂpmhofmlw
mpﬂswwuuw;nbﬁcm‘umimmainsitsludiugmlebulsuunel
reduced growth rate of 3.7 percent, nepiam'-tbemfompuiodisthcmmoﬁhepm-

Table 7.2 Sectoral GDP Growth and GDP Shares 197092+

Sectoral growth rates sessecee Shares of GDP

1970-78" 1979-85¢ 1986-92" 1970 1986 192
Agniculture* 49 27 49 430 467 483
Masufacturing 49 38 37 93 79 83
Electricaty and Water 7.1 71 2.7 12 22 17
Construction 0.7 -37 13.5 43 28 45
z:de. Tuu?on and is -1 49 23 178 Rl
Finance* 36 39 1.3 56 98 76
TMM 10.5 3.7 0.3 3 129 118
GDP (factor cost) 5.1 14 42 100 100 100

Sturces. Government of Tanzania, Narions! Accomts of Tanzamia, September 1981 asd August 1993

Noter: * Growh rates are calculated using begining-of-peried a0d end-of-peried ;

observaions  GDP

z"ﬂlmtmrm ‘?;un-mlmm' * Dats in constant 1976 prices -l’::lmuuhhim'
Quarryiog GOP in bath and "N mpaced .

10 1978 and 4. 2% & 1992) e ol bark servico charges (equal to -2 2% of GDP

crisis period. Agricultural growth neacly doubles, while the manufacturmg sector switches from
2 decline of 4 percent per annam 10 an mcrease in 4 percent. Sharp recovenes also take place in
constrsction and in a category we boosely Isbel “market infrastructure”, witich imcludes retail and
wholessle trade and transport amd comumications.  The lagging sector is public
administratioo. The changing role of public admimistration in Table 7.2 captures oaly part of the
public sector/private sector divide in Tanzania. State control of the “commanding heights” of the
ecosomy was a central temet of the Arusha Declaration, and by the late 19705 Tanzania had
constructed a parastatal sector of extraordinary scope by international standards.” From roughly
40 entities in 1966, the parastatal sector grew to encompass over 400 entitics in the late 1980s,
covering the entire range of economic activities As of the late 19803 the parastatal sector as
whole contributed mearly 25% of non-agricultural wage employment and generated some 13%
of total GDP (Bagachwa (1992)).  The manufacturing sector is dominated by parastatals, which
account for 60% of sectoral value added. The official data suggest that the share of the parastatal
sector in current-price GDP changed very littke in the 19805, although this almost centainly
underestimates the shifl in activity towards the private szctor given the strong growth i the
informal sector.

723 Reform and Response: Exports and the External Sector

Tanzania's export sector is strongly tited towards a relatively well diversified set of traditional
agricultural exports (coffee and cotton acounting for 14 and 34 percent of total exposts on
average dusring the 1980s). Nomtraditional exports accounted for an average of 24 percent in the
1980s* Until the carly 19805, the policy environment in Tanzania was hostile to both categories
of export.  The pro-rural stamce of the Arusha declaration meant that explicit taxation of the
agncultural sector was relatively mild, but such taxes as existed favored food crops oves export
crops. More mportantly, the rewsrds to peasant productson for export were undercut during the
1970s by (1) government monopolization of marketimg, with increasing “marketing margins”
driving down producer prices. (2) the enforced relocation of rural producers in the “villagization”

' See Bagactiwa, Mbells and van Askadee, ods. {1992)

* We iclude masulacoanng. mining 3nd petroloen o ths calepery




of the mid-1970s; and (3) the imposition of heavy effective protection m the import-substituting
industrial sector, which tumed relative prices m favor of urban areas, and (4) the use of trade
controls rather than exchange rate adjustiwent as a means of adjusting to external shocks
Development of the small mostraditional expont base was funber discouraged by the rapid
emergence of the state as an eenpoyer of first resort for capable Africans -- whose entreprencurial
talents were then developed i & wholly burcaucratic environment - and the active
discouragement of private sector trade in general. Figure 7.3 shows the result, with expornt
vohumes declining precipitously in the mid-1970s and failag to recover by the onset of the crisis
peniod

Figwe 7.3 Expoet Volumes and Real Effective Exchange Rate
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Export performance deteriorated markedly m the cnss peniod, as domestic inflation increased

rapidly and the govenmment compressed imports through direct foreign exchange ratioming rather

than accomodating the mfation through nominal depreciation. While the government began to

reverse its producer pricing policies in an attempt at expost promotion @ the carly 19805, this was

rapidly more than offset by mcreases in marketing mefficiencies and overvaluation. The exchange

rate became the centerpiece of a proloaged straggle between President Nyerere and the IMF, wath
30

{he more sympathetic donors proloaging the period of overvaluation by costimuing to support
‘BardBmers’ m the Tanzanian govermment, By 1983, bowever, even the Nordic coustries were
centain of the weed for a substantial devaluatson, and the dosors as & group (together with pro-
reform mtemal growps) won a decisive victory with the resignation of President Nyerere in 1985,
A maxi-devalustion of 55 percent (the IMF bad carbier pushed for 100%) was mplemented = the
following year along with the adoption of a crawlg peg.  Import Bberalization has also been an
mportast feature of the reforvs. Figure 7,2 shows a dramatic tum-around m export performance
during the reform period, with exports mereasing by nearly six percent per year on average, m
comparison with a decline of 3.6 percent per year durmg the crisis penod.

Table 7.3: Changes in Exchange Rates, Export Volume, Terms of Trade, and Import Capacity

1971-78 1979.85 1986.92

Average arwmal percentage changes:
Official exchange rate

(increase = depreciation) 1.0 13.0 K
Real effective exchange rate

(increase = spprecistion) 09 12.5 -21.0
Parallel foreign exchange premivm 26 25.1 -38.7
Expont volame (goods & services) 49 3.6 58
Exports + private (ransfers” 49 24 62
Terms of Trade 4.0 30 221
lmport capacity:

Exports -1.7 273 30

Exports + private transfers <19 -1.5 31

Notes * 1986-93 * Privale Iramfers are meavered = ussts of expons

Sources The real effectve exchange rate is from the Weeld Bank  The paralle] excharge rate agamnst the US dollar
o from IFovhi Carvency Vearbook, varions years, snd Kaofmass and O'Councll (1991) The official exchange eate
and balance of paymecnitx data are from IMF, fnie J Fimancial Sk Yearbook 1992 and Bank of Teazesa,
Feumowsc and Operations Report June 1993 Expon sod unport prece mdexes and termes of trade ace from the Werkd
Bask

The export volume data in Figure 7.3 and Table 7.3 refer to officially measured exports and
should be interpreted with care, given the likely importance of export smugghng. The Tanzanian




shiling has been nonconvertible for capiial accownt pusposes since #s introduction in 1966, and
exporters have been required 10 reait foreign exchange canwings to the Bank of Tanzania a1 the
official exchange rate.  The balance of payments crises of 1970-71 and 1974-75 saw major
increases in the black market premium os foreign exchange, and thus provided strong temporary
incentives for the smuggling of exponts. These moentives became more systematic m the criss
peniod as tight forexgn exchange rationing drove up the domestic pnces of imports and mcreased
(e desmand for forexgn exchange 10 finance import smugghing (Kaufmann and O'Connell (1991))

1t 1s likely therefore that a substantial portion of aggregate exports has boea snwggled since at
least the carly 19805 The decline m official exports during the crisis period is at least in part
diversion of exports from official to unofficial channels in respouse to an ncreasing parallel
premium (which doubled roughly every two years on average, rising from 45 percent at the end
of 1978 to over 800 percemt at the end of 1985)  Simslarly, some portson of the rebound of
officially messured exponts afier 1986 may reflect the “officialization” of illegal exports rather than
a response of aggregate exponts.

While smuggled exports are by their nature difficult to measare, a rough order of magnitude
during the recent period is suggested by the volume of unports broaght i through the "Own
Funds® window mtroduced in mid- 1984 This scheme allowed mporters to obtain import licenses
without declarmg the source of their funds. 1t is likely that reverse capital fight was an important
sousce of own fusds early on, but afler the first few years of the program, the bulk of own-funded
imports has probably been fmsanced by cusrent usdeclared exports. Since a large portion of own-
fimded imponts are offset in the balasee of payments accounts through a credit fem wnder private
unrequited tramsfers, the sum of officially measured exports and private transfers gives a (very)
rough estimate of total exports. By this measure, totsl exports during the reform pesiod exceed
the official amount by some 50 percent.  Table 7.3 imdicates that the growth rates of the two
categorics have not been markedly different, afier controlling for the jump in transfers in the furst
two full years of the program.  This is puzzling. given that the parallel premium fell markedly
throughout the reform persod. One explanation for this is own-fnded imponts were ustil 1992
subject to much looser pre-shipment inspection than other imports, allowing greater avoidance
of customs dutics. Simce export retention has only recently been substantially Bberalined,
undeclared exports have remained the msjor source of these cheaper imports.  Additional
explanations for the persistence of usrecorded exports in the face of exchange rate umfication may
82

therefore be (1) uwcentainties on the part of private traders about the sustamability of exchange
rate reforms, and thus a yehuctance on their part to expose their own histories of export smuggling
by declarng their curremt activities fully; and (2) deterioration of NBC banking services and thus
a continwed preference for the fnancing of trade through parallel channels

Fagure 7.4 Impacts and drgort Capacity of Exports and Aid

\ » ;"’ b

800 . ,‘\ \. ’. -
A S N

400 + L N -c',?°°u

Degdl e — —

e i = Ll

>ep 4

N saan~s - ~ -

NNH”*'\&:

no;oonoo§ iii!"!‘%‘
-

e e e e e e o o e - e e e e -

Figure 7.4 shows impon volames and the import capacity represented by exports and aid
(measarmg import capacity by deflating dollar flows by the import price index), Terms of trade
movements were favorable on average in the pre-crisis period (Table 7 3), with the commodity
price boom of the carly 1970s and the coffee boom of 1976-77 more than offsetting the first
OPEC oil price shock & 1973 and 1974. The terms of trade have followed a declining trend since
the late 19705, however, 50 impon capacity grews more slowly than export vohame during both
the crisis period and the present reform period. The Bgure brings out a dramatic shift in the
relationship between aid and exports over the three periods. During the pre-crisis period, net aid
transfers offict the trend dechne i impont capacity of exports nearly dollar for dollar on average.
Flacutations of aid around its rising trend to some degree offset short-rus fluctuations in cxports
a5 well, particulasty the portion attributable to movements in the terms of trade.  Aid then fell in
the crisas period and exports coatisucd 1o do so until the shont-ved terms of trade improvments
of 1984 and 1985; and i the reform period both aid and exponts have contributed to rising import
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capacity, as increases m aid have beco conditional on substantial exchange and trade regime
Liberalizations that have improved the policy eavironment for expons.

724 Investment, Saving, and the Productivity Problem

Table 7 4 shaws the structure of expenditure in current prices from the national accounts. The
data show a significant shift out of current govemment spending over the three periods, becotmng
more pronounced in the reform period. Private consumption rises steadily as a share of GDP,
undoubtedly a reflection of the extraordinary imcrease in the import share durmg the reform
period. & phenomenon we consider further below.  The composition of mvestment shifis
dd'-‘aivelyi:ﬁwroﬂlnplivuemocMlhcmieyeﬁod.luwp(heoolapseofpuﬂic
mvestment during the crisis period is offset 10 some degree during the reforms Foreign saving
M.mwmhmem;dmic'-vostmm.wi\hlbemuofgtoﬁs
domestic saving in GDP declming steadily from 16 to 5.

The data saggest a broad shift of spending to the private sector from the public sector and a shifl
of saving from domestic to foreign sources. The data are weak, however, and revisions (0 the
national accounts may ultimately imply substantial modifications. Two are worth mentioning
bere The first is suggested by the last two columns, which compare the national accounts data
(used i colurms 1-3) with the recently revised national accounts data in curvest prices for 1976-
85 The revised data suggest a mch larger investment share during the 1976-85 period and a
correspondingly lower share of private consumption. Estimated gross domestic saving therefore
rises by some $ percent of GDP, suggesting a much stronger domestic contribution to capital
formation during these years and 3 much more adverse picture for private consutmplion
Unfortunately the reviszed data for 1976-85 are not comparable with the unrevised pational
sccousts data for 1970-7% or 1986-92, so it i difficult 10 detesmine bow coaclusions about
changes across episodes - particularly pre-reform vs reform - may ultimately be altered *

The second modification (Mans (1993), Agrawal, ef af (1993)) is suggested in the memo item for

¥ White er o (199)) argee that sisce the yearly diffe b dsed and vorevised data b stnalber
towasds 1985, direct with d data for 19856-92 may set be senously midkeadng

-
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2ross domestic saving Savisg and consumption are determaed as ressduals in the Tanzanian
nationa! accounts and are therefore subject to potentially serious bias due (o usderrecording of
exports ' In Table 7.4, we mchude 20 upper-bound estimate of GDS in which unrecorded exports
- estimated by private unrequited transfers, which capture an mportant share of own-funded
muporns, the covsterpan to which is widely thought to be semggled exports - are added to gross
domestic saving. Comsumption would of course be comespondingly smaller, so that a much
higher portion of external inflows during the transfer period would have been chanseled to
mvestivent rather than 1o consamption '

Tsble 74 Expenditure and Saving Shares of GDP {current prices), 1970-92

1970-78 1979-85 1986-92 NA  NArev
Consumption 8 89 95 87 83
Private 69 75 84 n” 67
Public 15 14 1 15 15
Investment 23 20 3s 21 26
Private 8 10 21 10 12
Publc 16 10 13 I 13
Gross Domestic Saving 16 1 5 13 17
mema:
upper-bound GDS 15 15
Forcign Saving 7 U 30 8 9
Imports 29 19 45 21 21
Expons 2 10 16 12 13
Somrces: Codumns 1-4: for 1976-97, Government of Tanzama, N /A of T Wul 1993, fee 1970-
75, World Bank Cohamn 5 Staghin and Komba, eds, (1992) Revoed N A of T

The data in current prices overstate the reform-period boom in expenditure aggregates

" The expendimee-sibe GOP deatity is Y = C ¢ [+ X~ M As poinsed ot by Agrawal, e o (1993). ostpet is
deterinaad on the producton side and L X aod M ae indepeadontly extumated from the expesditers sade. Comumption
therefors incorporates any undeatimate of exparts. aed sssce gross domestic siving 15 Y + C. the same holds [or saving

"1 The estimato should be treated a8 an vpper bound for two seasons: fiest, some portion of owsrfusded spects,
paetcularly m the carly yours 138587 or 90, was probably financed by reverse capial flight  Second. experts that are net
capaured i the offica] expart data may akso not ba captured in officisl production dats, although the underestimation i
coramly greater on the evport ide.
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Table 7.5. Tanzamia: Gross Fixed Capital Formation, 1976-92

. 197078 1979-8% 1986.92 1990-92
Gross Fixed Capital Formation
(share of GDP, 1976 mkt prices) 221 23 263 275
1976-78 1979.85 1986-92 1990.92
Shares of GFCF.
Private Sector 433 22 60.7 4.2
Parastatal Secior 37.0 263 NN | 263
Central Government and
Not-for-profit sector 198 21.5 g1 95
Total 100 100 100 100
1976-78 1979-85 1986-91
Shares of GFCF by tecior!
Agriculture and mining 86 10.6 37
Manufacturing 274 235 26.6
Electricity and Water 6.5 83 153
Construction 34 81 10.0
Trade 53 24 1.2
Transportation 294 238 36.5
Finance 6.8 59 1.8
Public Adnanistration 126 17.3 19
Total 100 100 100

Seurces Govemmsent of Tanzania, Nationa! Accosnts of Tanzenio, Angust 1993 The 1990 dats include what heoks
like 2 substaotial vaderestimation of sotal GFCF, so the 1otals for 1580-92 and 1950-92 should probably be hugher.
Capital formation by sector 18 from Nanows! Accownis of Tanzama (1992)

highty weighted towards traded goods, given the large real depreciation of the shilling since 1986
Nonctheless, the boom in real investment bas been substantial, a3 mdicated in Figure 7.5, which

shows gross fixed capital formation at 1976 prices. The boom assocuated with the BIS is clearky
apparent begmuing m 1976, the boom persists followang the reductions m extemal fows startmg
w 1981, and a short-lived collapse occurs only m 1983, The boom associated with the reform
penod 1 agmaficantly lrger in real terms, wath fixed mvestment reaching a level nearly 50 percent
above the previous boom by 1987, oaly to increase further in the early 1990s. Relative to GDP
the second boom is comsiderably smaller, given the rapid growth of real GDP durimg the reform
penod (Table 7.5).

Figure 7.6 shows the breakdown of real Gapital formation by type of asset. The boom during the
reform period is primarily i equipment mvestment; within this category, the dominant role is
played by transport investment, a5 opposed 10 machmory and other equipment, The transpon
mvestment boom stants as early as 1984 with the implementation of the own funds scheme, and
suggests the exastence of a pent-up demand as well as 3 continuing response Lo the liberalization
of mtemal trade. Other works (roads, etc) are more closely tied to the aid boom, and investment
in buskdings only begins to participate in the boom m 1990, The breakdown by sector (in current
prices) is in Table 7.5 The most dramatic shifts in the reform persod are a decling in the shares
taken by agriculture and pubbc adminstration and an increase in the transpont sector. The decline
i the agricultural share is troubling, given the strong movement of relative prices i favor of this
sector and its evidest priority in a mainstay of employment and exports

The mvestment raes in Table 7.4 arc high by mternational standards -- and more than double the
average share of 16 percent for Sub-Saharan Africa as s whole (World Bank (1994), p.38) It is
clear that Tanzania's poor growth performance canmot be attributed to Jow kevels of capital
formation. The issue is one of quality rather than quantity. Low quality of mvestment during the
pre-crisis and crisis penods 5 casily explined by the highly distorted macroeconomic environment
and, i the crisis period, by the govemment's dogged pursuit of the BIS in the face of collapsng
forcign exchange availability. The latter policy, bultressed by the donors’ preference for financing
capital expenditures rather than recurrent ones. meant 3 strangulation of imports of intermediate
goods which drove the capacity utilization rate in manufacturing below 30 percent im the early
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1980s" An investment puzzlc remains in the 1990, however With extremely high investment
humﬂmwyhummﬁhmwmm The evidence suggests that the
MdmmumﬁwuiﬂﬁmwenUydmnomehl
of other adjusting Affican countrics. Using the change m output per unit of investment &5 2 rough
mdi\mtﬁﬁawy.T-mﬁﬁlewlofM‘-me 19%6-90 period -« 15 percent
v« was lower than that of Ghasa, Kenya, Malawi, Scacgal and Uganda (Agarwal, ef af (1993),
Mans {1993)) Mm‘MMWMMhTMM 198185 and
lmniwbym(‘mhdnmlhtmpaio‘hthmofﬂeﬁveco«wmm
Rough oalcuhﬁouthi(lM)siuiluiymcﬁthnlmlﬁdorptodwhiymymbe
mtodlyﬁ;hﬂhtbepoﬂ-mwiodhmufom

2 The story @ welk told in Whate of of (1993)

Figure 7.6 Acal Copitsl Formation by Type of Asser
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The first phase of refornss i Tanzasis was cearly designed to address the more drastic distortions
associated with quota protection and non-market pricing of foreign exchange. A second
constraiel on investment productivity in Tanzaaia, however, is the dominance of the public sector
in the allocation of credit. Until the banking sector reforms initisted in 1992, the parastatal sector
had satomatic access to crodit from the monopoly commercial banking sector (The National Bank
of Commerce is itself » parastatal), which m tum had automatic access flom the Bank of
Tanzania. The vast bulk of NBC's lending wits to the parastatal sector; im 1980 the private sector
accounted for less than 8 percent of NBCs outstanding Joans. The parastatal sector made
lihMMIM(ME&m(IM)).Mlmjﬂdnhmnly
on tbe budget but also on credit from the banking sector. The poimt is simple: without hard
budget constraimts, relative price changes are not likely to produce major reallocations of
resources of majos productivity gains. To a large degree, the parastatal sector, and particularty
the marketing boards and (quasi-public) cooperative unions during the reform period, were able
to pass a major portion of the relative price changes they faced into greater losses that were
financed by the budget or banking system.




Parastatal reform was acknowledged a5 a priority at the highest levels of Tanzanian govemment
a5 carly as 1985 and had important sspport within the govemment since at least the carly 19805
Adtion bas come only recently, however, and primarily i the form of (1) a transfer of bad debts
from NBC 1o the government and the adoption of standard commercial practices i its lending,
(2) the creation of the Losn Advances and Reslzations Trust (LART) to liquidate nonperforming
assets; and (3) creation of the Parastatal Sector Reform Commission (PSRC) to oversee the
privatization effort. In the meantime, the shift of mvestmeot towards the private sector (Table
7.4) bas clearly come at the expense of central govemmsest rather than the parastatal sector. The
parastals suffered a sharp decline in isvestment share during the crisis period but then increased
their share during the reform penod as the central government share fell by more than half. While
the parastatal share of investment fell back in the early 19905 to the Jower level prevailing @ the
carly 19805, the bevel is still high and out of proportion to the szctor’s comtribution to GDP. As
emphasized by Gavin (1993), Eriksson (1993) and others, the delay m parastatal reform has
almost cenainly exerted an important drag on growth.

Recent cvidence is on balance encouraging about the productivity of mvestment. NEC loans
outstanding 10 the private sector mcreased from 7 percent of the total in 1985 1o nearly 30 percent
in the second half of 1993, The shiff m overall mvestmest 1owards the private sectons
considerably greater than this and suggests that the private sector has considerable access to
informa! sources of finance (Mans (1993)). Surveys conducted by the World Bank find that finms
in the industrial sector that were incfficient in 1985 moreased output significantly more between
1985 and 1990 than did the less efficient firms; and a greater efficioncy in foreign exchange usage
was a hallmark of the expanding firms '* Private sector firms also expanded significantly refative
1o public sector finms.  The Governmeot's new imvestment code (adopted in 1990) makes a
substantial departure from past policy by embracing the need 1o promete private sector mvestment
(both private and foreign).

" Bagackma ef ol (1992) note that the Tarzansn Advisery Growp bad exp abeut par
pedformance i 1982 and that Pessadart Mwiay 1. soon sfier takong office. -ydap-blxlydu\n‘n won baoom”™ 1o clean
wp the pasaviatals.

" Details appear in Mass (1993),

725 Fiscal Performance

The most dramatic hallmark of the begmnmg of the crisss penod was an mcrease m the
government deficit by roughly 10 percent of GDP in 1979, assocised primanly with the war im
Uganda The data i Figure 7.7 suggest that govemmest spendmg as a share of GDP has
followed the general pattern of net aid transfers, nising dramatically over the 19705 with
Buctuations assocismed with the OPEC shock and the coffee boom, falling steadily over the cnsis
period and then risig steadily again during the reform period. The deficit also follows xid
transfers m the pre-crigs and criss period, since revenues are refatively stable as 2 share of GDP
over the 1970s and carly 1980s. Some fall i the revenue share is appareot in the crisis period.
however, and then a marked improvement is revenne performance takes place during the reform

period.

There is no obvious evidence of a discouraging effect of aid inflows on tax effort in Fagure 7.7 (¢f
Figuare 7.1). The stronger effect, apparent during the crisis peniod and more dramatically dunng
the reform period, is a direct posative link between aid and revenuc geocrated by the dependence
of revenue on the impon base. Figure 7.8 makes this point dramatically,. What is difficult to
determine, of course, is how fiscal decisions reflected in Figure 7.7 would have differed if large
#d inflows had not been avadlable for budgetary support, whether explicitly (as counterpant funds)
or imphcitly (as partrally fungible project support). The evidence from the crisis period - when
spending rose moee rapidly than external Joans and grasts but then fell dess rapidly when aid fell -«
saggests that monetary finance, rather tham tax revenue, would have operated as the marginal
source of funding."*

Wht is clear is that the cusrent fiscal situation is unsustamable i two key respects. The first is
that the quality of govemment spendmng in its core areas of respoasibility -- such as infrastracture,
education, health -~ has been seriously undermined during the 19805 and 1990shy reductions in
publc sector wages and underfunding of intermediate input costs Retrenchment of 50,000 public
sector workers is an aim of the current civil service reforms,and a focusing of govemment

1% Gavin (1993) also finds 0o offect of aid (lows on goversment commumpticn & Tanzanis  Thes may 18 part be an
witiasz of e swtomatic chaesificaion of all progect-related epending 1 dovelopment spendng. even theugh an suportant
componcnt of i i secusrent
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ding on cOTC sctivities is & central feature of the new Rollmg Plan and Forward Budget
spen my

d for the first time i the 1993/94 budget. The second is the extraordmarily high degres

adopt
of ad dependencs .
he development budget and a third of recurvent expenditures. The implied dependence

ding is even higher, given that a guarter of the development budget covers

The World Bank estimates that im 1993/94, donors will fund more than 80

percant oft
of recurrest pe

ject-fmanced recurreat (World Bank (1993))
propt”

figure 7.7 Central Governmaent Reavenue and Expendituie
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Fiscal problems are a1 the center of the recent fadlure to meet IMF programme tazgets and the
resukting suspension of the programme.  The problem s evadent m Figure 7.7, which shows a fall

= government revenue by nearly § peccent of GDP in 199295, Three are three reasons for the
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Figure 7.8 Aid and Taxes on imports
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revenuc collapse. The frst is the package of tanfl reforms implemented carly in the fiscal year
that Jowered rates in the imterest of increasing compliance  Exemptions were supposed to be
tightened as a complementary measure, but this did mot occur and exemptions appear, if anythimg

to have increased.  The secoad 15 a fall in import capacity associated with withholding of impon
support as donors awaited the Govermment's repost on arrears i countervalie payments. This
reduced the import bill directly and thus the base for customs revenue. The third s a fall in
revesue productinvity of customs officials. Lack of data makes it impossible 1o assess the relative
mmpartance of these three explanations, but all three bave been alleviated 10 some degree in the
current fissl year. Inpont suppont flows bave largely resumed, the Government has imposed
extraordmary revenue measures mchading an mcrease i customs duties and sales taxes (inchudmg
mcorporation of excise duty in sales tax base for imports), and customs assessioent is now in the
bands of two forcign firms As of March 1994 it appeared as if the modest revenue targets in the
shadow program were being more than met
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Chear dangers remain, bowover, on both the revesue and expendsture sides; among the katter are
mw-wm:hwpmlommwmdmoswﬁmhwweﬁw
from fiscal year 1992093 - the resuk of madequate control of last-minute spending m light of poor
revenue performance

Am'fwaonheuowptognmistbeuﬁwmhwﬁchmthlyspndh;nthclevdof
ministrics and regions is limited to current revenues. The cash budget is undoubtedly draconian
and will lead to some degree of inefficiency as kgitimate spending is deferved in the face of
liquidity problems. Similar schemes have been implemented recemly in Uganda and Zambi,
where they have been instrumental in bringing down rapid nflation (., Adam (1994)). A key
role of the cash budget in these countries, given their histories of monetary mstability, has been
1o bring down private sector expectations about inflation by raising the cost of monctary finance
1o the govemment On the face of #. it is remarkable that such extreme measares bave been
implemented in Tanzania, smee a stabilization problem of this sort does ot exist there (Figure
79). But liberalization of the exchange rate regime has undoubtedly increased the casc of
substitution between shillings and foreign assets in Tanzania, and the government has moved
towards a more active targeting of the real exchange rate -- thus forsaking any role of the nominal
exchange rate a5 an “anchor” for private sector expectations about mflation. Both developments
wcrease the potential for a rapid and destabiizing pass-through of fiscal indiscipline into mflation.
The cash budget may therefore have a rationale as a preventative measure, rather than as a cure
for a pre-existing stabilization problem.

A second, and perhaps more fundamental role of the cash budget i Tanzania is to improve

Figure 7.9 CP1 Infleson RAmes in Tanzansa, Ugands snd Zambis
200 ¢ 2
p— —
s » \ Fi=2)
180 l' / '|
: \ f \
140 I
o ll] R j \' I
. 1w / || " / % l e Tenteres
{loo / A. ! || o Upenda
20 /‘ /” \ \ ! e Zarabin
/ \
0 ,l g d LY = \
“ 1N A r y
zot :..—Eo" B — ’--_:__“1_. .\'\. Sorrse B bapenana gt e
- Pt 1M i ahe T
o ‘_4__.4 o LT " - PR SN E__‘ Lamten i v A pusgsrnan
- -
§FFE R FE R Eo:oEOE

fiscal performance by hardening budget constramts at the Jevel of spending units. This will (1)
force prioritization by the ministries and regions - a process already envisioned in the Rolling Plan
and Forward Budget — (2) focus pressure os the Treasury for improved revenue generation, and
(3) heighten the public and mira-governmental outcry agamst the excessive granting of customs
exemptions and other tax privileges by officials at the highest level

The fmal aspect of the current fiscal situation is the Treasury bill auction istroduced in late 1993
Planning for this was initiated in the carly 19905, at a time when fiscal perfonance looked oa a
reasonably stable course, as part of an overall arategy of moving from direct 1o mdirect
instruments of moactary control. Far from allowing a divorce of monetary and fiscal policy
through open market operations, however, the auction has rapidly - particularly in the face of
tight IMF programee (and shadow programenc) targets for domestic credit — become » major
and extremely costly source of fimancing for the govemment. Real isterest rates are high -
roughly 25 percent ~ and pose a clear fiscal fiscal danger Ifinterest and principal continue to be
rolied aver, the sterest bill will increase, relative to GDP, at the difference between the nominal
mterest rate and the growth rate of nominal GDP -~ a difference that is currently at least 20
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percent. The difference will be even faster if the suction continues to be used for new borrowing
above and beyond the rolling over of existing debt. The arithmetic is dsunting and implics the
rapid emergence of a strong incentive for inflation a5 3 way of reducing the real burden of debt
tepayments  In the meantime, the high real interest rates contribute 10 8 credst crunch = the
formal financial sector and attract foreign mflows which appreciate the real exchange rate. Given
the large amount of bills already cutstanding -~ TZS 50 billion @ March, 1993 - these
considerations must be faced squarely if the government is to avoid the emergence of a
stabilization problem or the undercutting of its credibality if # chooses to default more directly
(¢ g. by declaring » moratorium on interest payments, as Nigeria did with its T-bill auction in
recent memory)

r

8. AID, GROWTH AND DEPENDENCY

Aid has complex effects on the macrocconomy and poltical economy, and donors should
obviously be particalarly concerned with dysfunctional effects  While it is dufficult to speak
meanmgfislly of an 2d program that is "optimal” from the doaor's viewpoint a program that is a1
Jeast defensible must have two efficicucy features. First, the overall size of the program should
be approprate in the sense that the marginal value of aid over the donor's planning honizon is
roughly commensurate with its margmal cost in terms of the donor’s other objectives (either
domestically or with other 23d recipients). Second, given the size of the program, Ks seruerure -
broadly construed to include both the allocation of resources across activities and the way in
which aid 15 delivered and outcomes are monitored -~ should be such that the coatribution of the
averall aid budget 10 the donor's objectives (which may include any degree of pure altruism) is
maximized, or at Jeast obvious opportunities for efficiency gam are exploited. Size and structure
are often interfinked - for example, threats of cuts in program size may play the imporam
stroctural robe of influencing the actions of the recipicot goverament, But there is also a natural
hierarchy to the two dimensions, in the sense that structural faibures reduce the cffectivencess of
aid oo the margin and increase pressure for a reduction i program size even if there are gains Lo
mainlaming or cven increasing the Sze of the program.

Tanzsnia experienced a major bout of aid ftigue in the carly 19805, and we have emphasized the
positive roke aid reductions played in bringing sbout major policy chasge. The current situation,
with the formal IMF program suspended and clear signs of donor disenchantment, raises the
possbility that the third phase in the evolution of the aid relationship is about to end. Donor
dasenchantment is likely 10 be accompanied by vigorous attempts to tighten conditiomality or akter
the nature of xid, and possibly also by a breakdown in the consensus among donors that has
supported the fornmlation and coordmation of policy advice in the reform phase (though there
is o sign of serious conflict within the donor commemity as yet). There may be sgnificant
changes in the relstive importance of different donors and m the coordinating role of the World
Bank., These ocour agamst the background of a detenorating position of President Mwinyi aver
the Zanzibar 1ssue, an upcoming ( 1995) Presidential clection, a crisis in the public sector, and -
as we have cmphasized - clear evidence that the Tanzanian economy is working much better
10day than it was before the beginning of reforms. In such a situation it will be difficult for donors
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to proceed congtructively without developing a view as to the fundamental nature of the recent
policy faslures  The next frve chapters take a more analytical approach 1o selected issues in the
Tanzasaan aid debate.  Our mim is not to resolve these issues but to suggest avenues for thinkmg
sbout theme We begin i this chapter with a discussion of aid dependency

Aid is primanly motivated by the desire to alleviate poventy. This can legitimately be motivated
both by akruisn md self-mierest: for example, fear of the long term coasequences of a large and
abensted impovershed population. However, aid gives rise to the disutihity of patemalism and
dependency. These are more tolerable if the sid relationship 1s seen as temporary, but this m tum
wrphics that aid should enhance growth. Donors should therefore wish there to be a high savings
rate out of aid. but should not be disturbed if this is significantly less than 100%. A rate of 100%
would only be justified f the dosor attached no weight to the alleviation of current poverty. The
World Bank's latest study Adjicerment i Africe finds an mvestment elasticity of .6 with respect
to net aid transfers across 29 African countries that underwent adjustment programs m the second
half of the 1980s. 1f correct, this would seem to be a reasonable compromise between current
poverty alleviation and future growth.

The role of sd in the growth process implics that market forces are inadequate, due for example
10 bug-push extermalitics. However, since the fornmlation of these idcas (in the 1950s) the world
capital market has expanded enormously, and non-African developing countries have both
attracted very large capital inflows and achieved high domestic savings rates. Africa has almost
coampletely missed out on world capital flows and has 1 low domestic savings rate, This can be
interpreted as strengibening the need for a3d as bong as these fiilures are not sttributable to the
aid relationship.

Both public and private fnancial inflows must take some view as to what 1o do in the event of
poor economic performance.  This was a cemtral challenge for donors in Tanzania as expont
performance deteniorated i the 19705, & is a central issse now in the face of a perceived slowing
of the pace of reform and the clear prospect of continued very high aid requirements We
consider three broad mterpretations of poor performance. The first is risk. Since Africa is a high
sk environment (for example, due to external shocks), the contractual structure of capital flows
should address the issue as to who bears this risk. The megative shocks of the 1980s revealed that
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African governments were bearmg too much of the nsk associated with capital inflows, As s
result, contracts could not be honoured and so capital providers, pubbic and private, were required
to bear much of the nisk de focio. through renegotiation of debt payments The meed for
rencgotiation demonstrated the imadequacy of the previous contracts: msafficient attention had
been paid to contingencies. With regard to private capital inflows, the bigh risk enviromment
would have been better suited to equity than to bank loans since capital suppliers would then have
explicitly borse the risks which with bank lending they only bore implicitly. Public capital
providers have no direct equivalent 1o the choice between equity and bank lending, but the same
coasiderations apply. Costracts in which payments from Africa m retum for the initial inflow are
unrelated 1o contingencies which powerfully effect the capacity 1o make those payments are
mapproprately specified and run the risk of defanlt and rencgotistion. Default is intrimsically
highly undesirable because it undernunes the sanctity of contract and thercby weakens the
reputation of the defaultmg party in all future comtracts The donor's reputation is also
undermined to the degree tha it ignores breach of contract in order 1o avoid a loss of its own

gains from the xid relationship

Contingencies should therefore be mcluded explicitly in the aid costract 1o minimise the nisk of
unavoidable defaull. Additionally, donors should want to inchade contingencies as 2 means of
providing msurance which the private nuarket has failed 1o supply. For example, during a drought
or a temporary declime in the terms of trade it is sppropriate for aid to cushion consumption
Rather than this been done by means of ad hoc emergency refief, it is better made more reliable
by mcorporation mto the ad contract. Thereby, governments know that they have some
nsurance, whereas with emergency relief they have an incestive to allow problems 10 escalate mto

cnses.

Were risk the only reason for poor performance then costingent contracts would be simple.
However, m providimg msurance, donors face the standard moral hazard problem (although the
aid commuaity tends to use the language of dependency) The moral hazard problem is that the
recipaent of the aid will change bekaviour, for example, maintaining a more overvalued exchange
rate of reducing tax effort. Contracts should thercfore be conditioned on observable aspeocts of
cffort, such as exchange rate policy. In many cases, however, effort is difficult to observe and
only outcomes ~ like tax revenue -- that are correlated with effort are readily observable, This
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srongthens the argument for mclusion observable comtmgencies over which the recipient has no
control, sach as the terms of trade and the weather, snce these help the donor distmguaish low
effort from bad luck. This Jeads mito a discussion of conditioaality which is deferred to Chapters
Gand 10

A third reason for poor performance is if the donor has made errors. These can be of two types.
The donor and the government may have agreed upon an economic policy whach subsequently
comes 1o be understood as not being best-practice. For example, the rural development policy
agreed between Sweden and the goveniment of Tanzaaia during the 19705 can now be seen 1o
bave been mistakon in many respocts ot readily knowable st 1the time.  The preseot consensus in
favour of cutward-oniested policy and mmimal state mvolvement im productive activity represents
a convergence of views based i part on evidence that was not available at the time of the Arusha
Declaration.  In such cases, poor performance is endogenous to the xid programme bul not
culpably 50 (25 Jong as the domor and 1he government jointly leam as best practice evolves).

A more radical way in which domors might make errors is if they overestimate the scope for
development. I sach a case, performance would only be poor relative to an erroncous
covnterfactual. Ow the whole development performance other than in Africa has exceeded
expectations, and so srguments aloag these lines would need 1o be Africa- (and particubasty
Tanzania-) specfic. What is clear is that the reforms underway in Tanzanis represent a major shift
n development paradigm A counterfactual that mplicitly assumes that institutions, sttitisdes and
capabilities can be reconfigured as readily as relative prices is bound to produce a sense of
frustration and stalled progress among dowors and raise questsons sbout the goverament's
commitment to reforms, even if progress is proceeding rapidly when judged by more reasonsble
standards

9. UNDERSTANDING CONDITIONALITY

Whike there are undoubtedly economics of scale @ the delivery of aid (associated for example with
accumulated country expeneace and a spreadmg of administrative overheads), mcreasmpg the sze
of an aid program eventually brings dimimshimg margmal benefits to the donor even when the aid
1 channelled through a high-gualny policy emvironment. But the quality of the policy environment
exerts a fundamental mBuence on d effectivencss independently of program size,  This
realization has been a central feature of domor thinking about aid to Tanzania smce at least the
carly 1980s.

A very simple example illustrates how » policy distortion can make the contribution of aid
negative. Consider a two-sector small economy described by the production possibility frontier
shown in Figure 9.1, whach is assumed to be operate with a capital intensive importables sector
(M) and a labour intensive exportables sector (X). Being small ot faces given world prices for
both goods so that production at world prices would be a1 A which would produce 2 national
income, measured in terms of importables at world prices, of y'. Suppose however that domestic
policy favours heavy protection of the import-substituting sector. Domestic relative prices are
then given by the tangent &t point B which corresponds to a kevel of national mcome y, measured
in world prices. The domestic price distortion thus lower natiosal income relative to the free-trade
configuration. Coasider mow what happens to the economy with an aid inflow which is devoted
entirely to mvestment (5o that we ignore the fungibility between consumption and imvestment ).
Grven the structure of domestic prices the aid inflow will be attracted into the capital-intensive
impon-competing sector, and production will occur at C which fowers future GDP (to y, ) relative
to the no-nid situation.' 1 however the 2 flow were accompansed by conditioas requiring the
climmation of protection production would move to a point D and a higher future GDP. Ouly
if it could enforce this conditiomality would a donor concemed about output growth at world
prices give mid to this economy. The example just cited is extreme but it makes the central point
that there are circumstances in whach the effectiveness of aid is not intrinsic to the

' The condeion for e imllow 1o be GOP-reducing i that the Ryberytnki lise R be viccper hun de world sorens of
el The Ryberymaki e gives the path of soctoral cuiputs with an & w the ry -wide caputal ock undor constan
doencine relative prives. Uider 0006U0R Mnarns 10 soake A perfecs compenition, i 3 wralght linc; and & ix drwawand -dopeng
wader the assngoon of capeal interaty of the ympon wosor
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strengibens the argument for mclusion observable contingencies over which the recipicat has no
comtrol. such as the terms of trade and the westher, since these help the dosor dustinguish low
effort from bad kuck  This leads wto a discussion of conditsonality whach 1s deferred 1o Chapters
9and 10,

A thied season for poor performance is if the donor has made errors. These can be of two types
‘The donor and the government may have agreed upon an economic policy which subsequently
comes to be understood as not being best-practice. For example, the rural development policy
agreed between Sweden and the govenument of Tanzania during the 1970 can pow be seen to
have been mistaken in many respects not readily knowable at the time. The present consensas m
favour of outward-oriented policy and minimal state mvolvement in productive activity represents
2 comvergence of views hased in part on evidence that was not available at the time of the Arusha
Declaration  In such cases, poor performance is endogenous to the aid programme but wot
culpably so (as long as the donor and the government jointly beam as best practice evolves)

A more radical way in which domors maght make errors is if they overestimate the scope for
development.  In sach a case, performance would only be poor relative to an erroneous
counterfactual  On the whole development performance other than in Africa has exceeded
expectations, and 50 arguments along these lines would need to be Africa- (and particularly
Tanzania-) specific. 'What is clear is that the reforms underway in Tanzania represent & major shift
in development paradigm. A counterfactual that imphently assumes that mstitutions, attitudes and
capabilities can be reconfigured as readily as relative prices is bound to produce a sense of
frustration and stalled progress among donors and raise questions aboul the government's
commitment 1o reforms, even if progress is proceeding rapidly when judged by more reasonable
standards.
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9 UNDERSTANDING CONDITIONALITY

While there are undoubtedly econoemes of scale m the delivery of axd (assocaated for example with
accumulated country expenence snd 3 preadmg of administrative overheads), mereasing the size
of an aid program eventually brmgs deminishing marginal benefits 1o the donor even when the aid
is channelled through 2 high-quality policy covironment. But the quality of the policy environment
exerts a fundamental influence on aid effectiveness mdependently of program size. Thas
realization bas been a central feature of donor thmkmg about aid to Tanzania since at least the
carly 1980s.

A very smiple example ilustrates how a policy distortion can make the contribution of aid
negative. Consader a two-sector small economy described by the production possibality frontier
shown m Figure 9.1, which is assumed 1o be operate with & capital intensive importables sector
(M) and 2 bbour mntensive exportables sector (X). Being small it faces given world prices for
both goods so that productioa at workd prices would be at A which would produce a national
mcome, measred in terms of importables at world prices, of y'. Suppose however that domestic
policy favours heavy protection of the import-substituting sector. Domestic relative prices are
then given by the tangent st pomt B which correspoads to a level of national income y, measured
m world prces. The domestic prce distortion thus lower national mcome relative 1o the free-trade
coafiguration. Consider now what happens to the economy with an 2id mflow which is devoted
entirely 1o investment (so that we ignore the fungibility between consumption and investment).
Given the structure of domestic prices the aid inflow will be attracted into the capital-intensive
mmport-competing sector, and production will ocour at C which lowers future GDP (to y,) refative
to the no-aid situation.' If bowever the aid Bow were accompanicd by conditions requiring the
climination of protection production would move to a point D and a fugher future GDP, Only
if it could enforce this conditionality would a donor concemed about output growth at world
prices give aid to this ecomomy. The example just cted is extreme but it makes the central poim
that there are circumstances i which the effectivencss of 23d is not intrmsic to the

' The condiicn for the inflow 1o be ODP-redscag is that he Rybeayki Boe RR be steeper tun (he workd toiss of
unde The Ryboayoski line gives (b path of secnonal outputs with a0 - e y-wide capial wock wndir cosstant
Gomons: ssbrve price. Undier conatant rotarma 90 xcale and perfoc competition, o i & st e, and o is dowawand slopeag
under the somsrgtion of capital interaaty of S srpon secler
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macroecononscs of aid tself but rather to the imteraction of aid and the policy environment. In
spite of its obvious limstations - for one thimg, donor aid chearly adds to current consumption and
Figure 9.1: Aid-Financed Investment Under Protection of 0 husae capital formation as well 35 to physical investment -- this caricature captures imporant

Capital-Intensive Import-Substituting Sector d features of the Tanzasisn environment of the 19705 and carly 19805 The entire policy regime
favoured the coatinied expansion of a import-substituting parastatal sector that produced major
losses at world prices® At the height of the import compressson phase i the early 1980,
effective rates of protection m industrial sector averaged $00 percent (Maas (1993)), as import

L-intensive
' Exportables compression rassed the rewards to production for the protested domestic market and foreign
A exchange was channedled 1o favoured users at highly overvalued prices. The relative price of

capital goods was Jowered by direct rationing of credit at below-market mterest rates and by the
‘ preference of dowors for supporting capital expeaditures in the public sector rather than recurrent
omes, producing exactly the kind of capital-intensity baas m the import-substituting sector depicted
m the example. It should be clear that given these mitial conditions the effectiveness of asd
without policy reform was bound to be limited and may well have been negative on the margm
In the remainder of this section we therefore focus on some issues of aid and conditiomality. We
commence with a discussion on why such policy distortions may exast in the first place and how
this may lead to the emergence of policy conditionality, either demanded by the donor or
requested by the recpaent government. An important extension to these resulis is the case where
far various reasons the donor cannot fully monitor the true effort of the recipient gavermment,
Aid flows can substitute for efficient policy action on the part of the government and this is a
particular problem when the donor is uaable to determine whether pasticular outcomes are due
to bad hack (arismg from extermal shocks) or to slack economic management. Understanding thess

K-intensive moral hazard features in the relationship between the donor and recipient govermment points
> Importables towards a set of design issues.
9.1 The Emergence of Inappropriate Policy Environments

There are three reasons why the policy covironment may remain poor. The first is that
governments may simply be mis-mformed as to the consequences of a policy. A good example

* The disorting of decivon sway from the maxenianios of vk sdded % workd prives operaiol b oely Witk rexpect
50 Capial, bot alse with respect 4o sl haod sod ledour, formal sectar amploymes, and sccou 10 ENponed inguss and
commaner goods (Colier (1997) poovides & detailed son)
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of this can was the view that mamtaming an overvalued official exchange rate was a means of
avoiding cost-push mflation I government behieved this, then it would not of #ts own accord
devalue the official exchange rate even though had it done so it would have found its previous
Views 10 bave been incorrect

A secoud reason for the existence of what are seen by the donors as “bad policies” is that dosors
and the government have divergent preferences over policy choices. We do not need to discuss
in detad why preferences may diverge, but possible explanations would inchade different weights
placed om investment over consumption, divergest views on the trade-off between curreat
employment and future growth, and the choice between import protection and export promotion
as a means of fostering growth. A further source of divergence arises where the donor and
recipient hold different views about distributional issues.  For example, there may be domestic
poltical constramts on governments requiring the use of distortionary transfer mechanisms. An
overvalued official exchange rate is one such mechanism which taxes exporters sarrendering their
expont proceeds at the official rate and subsidizes importers with access to forcign exchasge
priced at the official rate. Even though such transfers may be mecessary for 8 govemment to
remain in power, donors may ot acknowledge these political constraints.

A third case for bad policy is where both the government and the donor agree that the policy is
bad but if the govenmment cannot signal its commitment (o new policaes due to reputational
problems. Credibility problems of this form are endemic to policy reform because of the intrinsic
time-mconsistency of government actions.  Governments have the sovereign power to alter
cconomic polcy (for example through tax rates), and the knowledge that they have an incentive
0 alter the tax rate once the private sector has nade iveversible commitments (ie investments)
will deter the private sector from acting in the first-best interests of the government.  Such
credibility problems disappear if the government is able to offer a means of pre-commatment to
a set of policies. Getting around this problem requires that governments cither find mechanisms
to pre-comenit themseb es not (o reverse policy changes or find mechanisms 10 create a repuatation
for not reversing previous policy.

¥ Thes anpasnent is madc i the coutens of Ugands by 5. Moreis (1994).
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92 Aid and Conditionality in the Face of Bad Policy

Coaditionality, and panticularly macroeconomic conditionality, has emerged as an important
component of sdjustiment knding in the 19805 and 1990s. Whale conditonality may in part reflect
buresucratic or managenal requirements within the donor country, or may simply represent a
convenient form of packagng and coordmating the donor community’s policy advice. by far the
most importast motive i in terms of addressing inappropriste policy environments. Of the three
reasons why a bud pobcy environment may exist, the first is the casiest to handie. Conditionality
provides a meass of forcimg governments to “see the error of their ways”. The more interesting
cases are when there are disagreements between the dosor and the govemment and where there
are credibility problems. A simple model of aid and dissgreement can be found in Appendix | to
this chapter. The model comsiders a simple case where there are only two activities which can be
financed by sid, namely the creation of mfrastructure and the provisioa of patrosage. Throughout
it is assumed that donors receive utility from sid flows but that their relative preferences for the
1wo activities financed by aid differ from those of the government (this is the essence of the
disagreement, and thst we assume that the donor places a larger weight on the provision of
mfrastructure than the govemment ). Morcover there is some opportunity cost 1o the aid dollar,
ather in tenms of domestic uses or as an allocation to another country. Fmally it is assumed that
even though donors may place a low weight oa patronage, it may not be possible for political
reasons to reduce the amount of such goods financed through aid

The principal imphcatsons from the model are as follows. Fust, while disagreement between donor
and recipient undercuts the “gains from #id”, an equally fundamental cffect is to undercuts the
shility of the participasts to capture these gains without condationality. Conditionality delivers
efficiency gains and in many cases allows aid flows to be larger. In effect, conditionality serves
to comenit the recipient to reducing the relative price of the infrastructure in terms of patronage

Secondly, if the dowor has strong bargainmg power it may be possible 1o sufficiently alier the
relative cost of infrastructure in term of patronsge that the gain = terms of the provison of

* Thar patronage and infentnucture see cvich all ferms e activiies relaively moee Bighly vauced by the recpucnt and
donee, respectively.
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infrastructure may be grester than the aid inflow. In such circumstances the aid milow is
associated with 2 greater-than-proportional increase in imfrastructure and a decline in the Jevel of
patronage relative 1o the nom-aid position. Conversely i the situation where the recipieat bas
strong bargaining power, conditionality would be pareto-umproving but & greater share of the
gains from cosditionality would sccrue to the recipicol. The mcrease i mfrastructure provision
would be smaller than the 2 inflow asd the level of patrosage would rise above the no-aid
postion, These pomnts are illustrated in Figure 9A.3.

Third, political solvency conditions may place 2 lower bound on the supply of the patronage
goods and this will therefore limit the gains to conditionality esjoyed by the donor. This casc is
als0 illustrated in Figure 9A3. More generally, the position of the contract curve will reflect the
leved of disagreement between the donor and recipicnt, the opportunity cost of aid to the donor,
and also the domestic resources of the recipicat. Changes i any of these factors wall shift the
whole contract curve. Movements along the costract curve, oo the other hand, reflect the
bargaining power of the partics, albough the model presented here does not provide an
explanation of the bargaiming power. Nonetheless it is possible to consider the effect of changes
in the determinants of the “outside option” of donor and recipicar, First, as the donor and
reciphent mcreasingly disagree in their preferences between “infrastructure™ and “patronage” the
comtract curve will flatten and for cach aid level the contract curve level of “infrastructure” wall
be higher Second. 5 the own resources and the outside option for the recipicnt deteriorates then
the comtract curve extends towards the x-axis and if the donor enjoys bargaining power this will
move the outcome in fivour of the donor. Third, as the donor's opportuaity cost of aid increases,
and 35 #s outside mhhwvwe&ﬁenﬁudmewtmﬂhymesmlothﬁwnd
thss afl pomts oe the contract curve move horizontally in favous of the donor, For cach level of
axd, the provision of infrastructure is higher and the provision of patronage is lower than before.

These smple results re quite consitent with the evolution of conditionality in Tanzasia smce the
Bate 19705 The aid relationship was characterized by broad agroement between Tanzania and its
donors in the 1970s: as stated i the lead quotation to chapier 7, if the Anasha experiment had not
existed, the western donors would have had 1o mmvent it.  Agreement was enhanced not oaly by
the pro-rural, pro-equity, pro self-reliance dimensions of the Arusha strategy but also by the
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wpeccable standards of public senvice embodied by Pressdent Nyerere. The Arusha strategy was
particalarly attractive to dosors with a strong ideological bent towards socialism  Agreement
meant ktle perceived role for conditionality, and mdeed little was mmposed im the 19705

In terms of macroeconomic pokey, disagreement first emerged over the exchange rate as evidence
of a secular export decline became apparent in the late 1970s. The IMF's attempt to mmpose
conditionality om the exchange rate, 4 view supported early on by more market-onented donors,
was spumed the early 19805 by President Nyerere, with the support of the more sympathetic
donors.  For donors who viewed exchange rate adjustment as essential, disagreement withous
condtionality meant reductions in the amoust of aid they were willing to provide. Aid fell starting
in 1980,  Donor views hardened with the emergence of the Berg Report criticizing African
govermnments for cresting their own difficulties, with the tik towards conservative, market-oriented
governments in major ndustnial countries, and with the emergence of high real imterest rates and
unemployment i the United States snd Furope. By the mid 19805 the Tanzanian ecanomy was
in extraordinary straits and as the sympathies of the Nordic donors tunaed against Presdent
Nyerere, it was obvious that bargaming power was completely in the hands of the donors and that
aid flows would fall permanently in the absence of a conditionality package «« centred om the
exchange rate but now including a wide range of other requirements.  Aid resumed when the
agreement with the IMF was reached in 1986

By this interpretation the capitulation of President Nyerere in 1985 reflected changes in the
relative outside options of the dosor community and the domestic groups opposed to reform
within a framework of disagreement. But the growing macroeconomic crisis also strengthened
the hand of groups within the govemment who favoured policy reforms simlar to those being
pusbed by the IMF.  In this sense the succession of President Mwmyt himself stromgly
sympathetic 1o market-based reforms, suggests not only a dowor victory over the exchange rate
and similar isswes, but also an immediate reduction in the degree of conflict between donor and
recipicot and thus, in the framework of the model, a reduction in the need for conditionality, In
comtrast, however, conditionality has remained important, and indeed bas become mcreasmply
tight as bargaiming power has further shified towards the donors in light of increasing domestic
demands for accountability and the emergence of pressing other extemal uses for funds --
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wchudmg m Eastern Europe and the former Soviet Uaion.

The persistence of conditionality i the fsce of broad sgreement about the policy framework leads
us 10 the third case discussed sbove, in which there are impediments to the government moving
10 the jomtly preferred configuration. The Tanzanin political economy has been remarkable for
its continusitics -~ mcluding its ability to weather the collapse of the crisis period without serious
domestic unrest - and a dramatic reconfiguration in favour of headlong reform was clearly owt
of the question m the mud 19805 President Nyerere retained immense popular support and
remamed bighly influcatial as Party Chairman (until 1990) More fusdamentally, two decades of
state-led growth had disenfranchised those groups with most to gain from reforms -~ the rural
producers -« and created an emormous public sector with powerful vested mterests that were st
nisk with each further step of reform. Inevatably therefore, the donors have continued to prefer
2 more rapil pace of reform tham the politically-constrained govemment 1f we re-cast the carlier
discussion i terms of the differmg preferences between the blocking coalition on onc hand and
the government/donor on the other, the same analysis applics.  The cvolution of tighter
conditionalzy durig the 1990s -« and its extension into politically sensitive areas ke public sector
retrenchent amd privatization -- is then consistent with government bemg in agreement with the
donor, with conditionality being able 10 alter the behaviour of the blocking coalitions.

9.3 Credibility

We have emphasized that a Ingening asymenetry i the desired speed of reform -« within an overall
context of agreement - provides some explanation for the continmation of tight poly
conditionality in Tanzania. A final role for conditionality = an overall context of agreement is to
help the government commit to policics that are in its own interest but which it lacks the
credibility to carry through alone.  Examples mclude export promotion schemes which require
budgetary outlays. The clactiveness of such schemes is undermined by a simple time-consistency
problemy the government promises subsidies m retum for more expornts, but once the private
sector has imeversibly committed resources to the expost sector, the govemmest faces strong
pressure to renege, having achicved s objective. Papageorgiou ef a/ (1992) find poor budgetary
support was a major reason for meffectiveness of export subsidies in a sample of developmg
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countries. m Tanzamia, & duty drawback scheme for exports had littke success as an expon
promotioa device in the late 19805 for the same reason (Mans (1993)).  Similar difficulties plague
any policy that relics for its success on a private sector supply respomse, mcluding trade
liberalization and real exchange rate depreciation. As long as adjustment costs are importast for
the private sector, resource movements will be bess responsive Lo refative price signals when
govermments have bow credsbility than when their credsbility s high

In the linik, the lack of credibility in government policy may be self-fulfilling. The private sextor
expects a trade liberalization 10 be reversed and therefore aggressively builds inventories of
imported goods i the short period of low relative prices, this depletes the govemment's reserves
and crushes the domestic impon substituting sector, leadmg to a re-imposition of controls
Governments therefore have an mcentive to use aid (and also the design of 2id) to purchase
credibillity for its programme so that the private sector will respond to the policy reform. This
requires, of course, that failure to adhere 10 the comtract conditions oa the pan of the government
must be met by a cessation of 23d on the part of the donors

In general it would appear that govemment credibality problems are not as profound for the
Tanzaman government as they have been are in some neighbouring countries (¢.g., Uganda and
Zsmbia) where major policy reversals bave been more dramatic and frequent,  Part of this may
precisely be because the donors have accommodated a gradualist approach with respect to
variables other than the exchange rate — and with the exchange rate, preciptous action was
camed by the donors durmg the war of attrition in the carly 19805 Investment has been strong
durimg the reform period, suggesting that expectations of reversal are not paralysing this aspect
of the private sector response, although we have also emphasized that the sectoral reonientation
of investment in respomse to real exchange rate depreciation has been limited.  One aspect of
policy in which government credsbility is probably most at risk is with respect to the hardening
of budget constraints in the parastatal sector. Moving NBC's lending to a commercial basis
required the transferral of substantial amounts of its uncollectible claims, mainly on the parastatal
sector, to the Government.  The Government now bears the burden of committing credibly not
10 bail out NBC again. Should magor bad debts arise, however, the Govermment's concem for the
viabilty of the financial system as & whole would compel it 10 intervene. The question is therefore
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whether domors - who are effectively financing the recapitalization of NBC -~ are in a stronger
pasition than the Government to make the bailout & one-time event. It is likely that the need 1o
answer 1o domestic constituencies, and reputational concern vis-a-vis other recipients, would
strengthen the resolve of donors if approached for a repeat performance. But i the meantime
there is a strong argument for close monitoring and technical assistance to NBC to prevent the

re-energence of bad debis
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Appendix 9A: A Mode of Aid and Conditionality

9A.1. The motives of donor and recipient

There is a conflict of interest over the allocation of resources, particularly 2id flows between two
akemative uses, “patronage” (P) sod “mifrastructure” (1). The recipient government gets positive
but diminishing margmal wtility from both objectives and seeks aid mflows in order to increase ils
own utility. For ssmplicity, we assume that the recipient’s utibity function takes the separable form

0! U(LP) = u(l) + W(P), V>0, v",u" < 0.

In the absence of aid. the recipicnt has total resousces T to allocate between the two activities
If the price of each activity is | and the amount of aid received is A, the recipient's budget
constramt takes the form

(2) 1+4P~T+A

Figure 9A_1 shows the recipaent’s allocation of total resources with and without aid in amoust A,
assuming that the aid comes without coaditionality. The wo-aid" point is N, with wiility level U,
smce both nfrastructure asd patronage are normal goods, increases im asd will be allocated 10 both
activities on the margm. We have assumed for smphcity only that U is homothetic, so that the
expansion path associated with changes in total resources, OR, is a ray from the origm.




The donor's preferences reflect three key features.  Fust, the donor has limited resources and
therefore has alternative uses for each dollar of aid, which may be to reduce domestic taxes or to

Figure 9A.1: Unconditional Aid allocate to another country. Secood, dissgrecment is a matier of degree and we want to allow
gaH for cases in which disagrecment is cither negligible or dramatic. Third, disagreements (if sny) are

Under Agreement R o Rt
: fundamentally over the relative weight to be placed om the recpient’s domestic objectives. We
: can capture these features by assummg that the domor’s utility depends not only on the recipient’s
P | utihity but also on the domor’s own domestic activity, [:
A
(3) V(LP,D) = U(LP) - 8(P) + 5D
| | R

The case of complete agreement’ is where @ = 0: in this case, the donor takes the recipient
government's utility as its own and is only constrained by the existence of competimg demands at
home. Disagreement occurs when 8 » 0, and we will focus on the case in which 8 « 1. In this
Contract Curve case, the two players differ radically over the value of patronage: the recipient values it but the
domor does not value it #1 all® We have assumed in (3) that the donor’s utiliny is linear in as
domestic activity, D, this ssmplification cases the analysis and is natural to the extent that aid is

N AT 2P DO o

v (p) =$_- » very small portion of total govemment expenditure by the doeos.
- The donor's budget constraint takes the form
£
3 {4) A+D=R,
3
i: where R is the total revenue available for aid or domestic uses. We can therefore rewrite the
i o L > domor's preferences, using (1), (3) and (4), as a functios of I and P:
B U'Mm=5 T T+A
% N: No-aid point
y 5 B: "Bliss” point {optimum for both players) * M there o o confliet b fhe recips ol s oan comu s then “agreomend’ moars rughly the

e theag as altnasn'. Mhmum;w.dwmhm&&mwumm
mdcuic 2 faidkare of dliruoe oo the parn of the Somor bur racher & Glfeence Sarwoes bow S two players trade off e welfare
of differess groups Witis (e TeCPHTE CouBTY

' Diagreament woud be even more radical il 0 > |, snce in this case the dom pets mepative marginl Wity Gon

o poltvmage, coe can Al Mg & S0 1 which e fecipwne cares only about patromags.  The laicr cas cas be

= appronimased by uetng © = 1 (the dosor docan't care shoue patromage) sad allowing the margined rae of sebatingson herween
| wad P 1o o o mfimny e cocipient always chooses arbilranly sl 1)
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(5) VILP) = u(l) = (1-00(P) + 8(R+ T-1-P)

| Figures 9A.1 and 9A.2 show the donor's difference curves for the cases of agreement and
- disagreensent. ltisdwﬁom(”thnlhmh:vcmdopnuhevmeoﬂnlid)igu’(l)-6.
and that {grven the comcavity of u) mws to the lefl or right of such points Instolfedow Figure 9A.2: Unconditional Aid
| worse off In the agreement case, a symmetrical statement can be made about P- the indifference Under Disagreement ‘
| curves are vertical at the value of P satisfying v(P) = &, and utility falls with vertical movements

: above or below such pomts. Indiffercace curves are therefore ovals in the agreement ¢ase,
centred on the bhss’ point B. m the disagrecment case, they arc imverted parabolas centred on the

same | axis. P
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It is chear that 'gains from aid" are available i cither stuation. I the agreement case, both dowor
and recipieat are made better off by increases in 3id that move the solution up the recipient's
expansion path towards the donor’s bliss point. There is no gam for the domor in trying to move
the recipient off the expansion path; the two players have identical margmal rates of substitution
at all points on that path. At point B, further increases continue 1o make the recipient better off
but by bess tham the domor’s opportunity cost (8). The donor is therefore made worse off. The
‘comtract curve' of Parcto-efficient agreements is the (beavily shaded) portion of the expansson
path between the dowor’s bliss pomt and the point a1 which the domor’s utility falls back to the no-
nid level

In the disagresment case, the set of pomts at which donor and recipient have identical marginal
rates of suhstitution is given by the upward-sloping curve CC, which origimates at a point of zer0
patronage and rises up to cut the expansion path from below. The contract curve - the set of
efficient allocations -- is the (beavily shaded) portion of CC that lies betwoen the no-aid wtility
Jevels.

2, Equilibria without conditionality

How much aid will be provided? The answer depends on the strategic environment, In this
section, we assume that the domor chooses the amount of aid and makes a ‘take-it-or-leave-it” offer
10 the recipient, with no attempt to enforce couditionality of any sort. In this "Stackelberg’
cavironment, the domor knows that the recipient will choose a point on #s expansion path oece
the aid has been transferred.  The dowor's task is thevefore simply 1o choose its own most
preferred point on the recipicat’s expansioa path. subject to the constraist that aid be noanegative.

The sobation in the agreement case is apparent from Figure 9A 1. The donor simply chooses its
bliss point B, equating the marginal wtility of both I and P with the opportunity cost & (which is
the mangmal wtility of the domestic sctivity) Not surprisingly, the players end up on the contract

T ABocations on the comteact curve are Parcto ellicknn: wartiag (P (e conract cerve, B i imposdthe b chasge (he

lewel of s oe s wix S il ool purosage without making st besst 90m of the players worse off,
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curve. Under disagreement (Figure 9A.2), the donor chooses the umique pomt of tangency
between owe of s mdifference curves and the recipient's expansion path, provided this poimt (S)
lies above the no-sid potnt N (thas is the case m the Figure) When 8 hes below N, aid is z¢r0,
It is apparent from the figures that aid is lower when the players disagree than when they agree.
Moreover, the disagreement owtcome is off the comtracs curve and is therefore inefficicnt.

3. Costless Conditionality

There is no robe for conditionality when the players agree” The equilibrium i the absence of
conditionality is om the comtract curve; the players therefore start at a Pareto efficient allocation,
from which it is by defintion mmpossible for the recipient to bind itself to an action that will
mcrease the wtility of boch players. Figure 9A.3 shows the case in which the donor's offer is of the
form [AI), where A is the amount of aid provided and | is the mémimwm amount of spending on
infrastructure allowed m the aid ‘contract’

" There may st even be & role for conditionality targeted 1o crodibiliy whes Lhe domoe’s prefiroaces over domncts:
Obpectives e sboosal 35 the recipéent’s  The Gomor's (hrest 1 0t ofF ad will De jast a8 red e 4 The focipiont s (ounise
o perfor the dowred action
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In effect, the recipient is binding itself 1o lowering the effective price the donor must pay (in terms
of aid) for an additicnal unit of infragtructure Both 23d aed mfrastructure spending are
upambiguously higher i the binding’ equilibrium, and both players are better off. It s clear,
: P however, that the contract curve cannot be reached through a pre-emptive move by the recipient
| T that lowers the effective price of aid to the donor.” The comtract curve can be reached. however,
: R by contracts of the form [A]] -- indeed, any allocation to the night of the recipient's expansion
curve and m the mtenior of the region circumscribed by U, and V, can be reached by a coatract
of this form These place 2 memimwum level on the desired activity - or equivalently, » maximum
level on patromage -- and m that sense ommec conditionality clauses familiar from actual and
relationships.  The Stackelberg equslibrium is at poit 1, where aid is devoted emtirely 10
| infrastructure and all the gains from conditionality have gomc to the donor, An shcmative
: (perhaps kess natural) Stackelberg equilibrium, m which the recipient makes a take-it-or-leave-it
| offer, is at pomt 2, on the other end of the comtract curve. Bargainang equilibeia will generally lie
in between. The equilibrrum at pomt 3 is characterzed by no change in patronage, so that aid

Figure 9A.3: Aid with Conditionality

3 ' 2 goes dollar-for-dollar into infrastructure. This outcome would require that both donor and
, __J' A recipient have some bargaining power.

n. l o

= l:'MIN'—_ - =i Ca 4 v Figure 9A_3 shows the effect of a political solvency constraint -~ which we assume for the sake
'.' | e of simplcity imposes an arbitrarily large penaky oo the recipient if patromage falls below Py, but
t__' otherwise keaves the recipient’s marginal rate of substitution between the two goods unchanged.
g o ' S § ‘-L'_’l The recipicat will then never acoept an arvangement with P < Pygy,, and this limits the potestial
{ T U=, \-Ti-Al gaims from conditionality by restricting possible outcomes to the portion of the contract cunve to
[ =

['- the northeast of point 4.

! The contract at point 1 takes the l’ormlA,.l,l

:

[

’

P

5

¥ Such » siretegy would rocae he recipeent’s exg ek & de, 3nd the donce would pick itx mout preferred
f : poss from the moddhed sxpaadon puh
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10, DESIGNING CONDITIONALITY

T he arguments of the previous section discussed possible ways of explaiming the emergence of
conditionality in the aid relationship. There are two importast design tssues that reed to be
addressed. The first issue is how “incentive” or ex ante contracts can address the moral hazard
problems which anse when the donor s unable to separate bad Juck from weak ¢ffort on the pant
of the government. The second concems whether a contract should be designed as an “mcentive”
to perform good policy or whether it should be 3 "reward” for baviag done so. ' We deal with
cach in turn,

10,1 Moral Hazard and Conditionality

The contrats and conditionality discussed in the previous section make the implicit assumption
that once agreed. the conditions of the aid disbursement cas be monitored and verified. In realty
the problem is less clear. The problem facing the dosor is that #t wishes to finance the formation
of infrastracture but at a low cogt in terms of govemmemt slack or “"patronage™. The
infrastrcture, however, is produced by combining aid and the own resources of goverment,' but
the observed Jovel of govenmment resources is due partly to the state of the world and partly the
pobcy reform and the effort put into tax collection. The problem is 2 standard principal-agent one
with the following feature. 1f the recapient 1 nsk averse n the sense of bemg willing to grve up
some aud on average in order to obtain some degree of insurance against shocks to its own
resources (e.2 it is willing 1o “pay” for an aid contract in which aid is megatively correlated with
the tenms of trade) and the donor is risk-neutral, the efficient risk-sharing armangement i for the
donor to bear all the risk and to provide the recipient with full insurance against $hocks 10 own
resources.  However, if this requires insuring agamst shocks that are obscrvable only to the
recipient, and if tax effort is also unobservable to the domor, the recipient will have a strong
moentive to relax domestic tax effort and claim compensation for a poor state of the world. Thus
aid ends up being allocated partly towards mfrastructure and partly towards substitutmg for
domestic tax effort. Knowing this the contract offered by the dosor will not insure the recipicnt

'E-m‘&hlmd‘:Mmmnhwum“ﬁm‘aﬂnwmu
soomg the wil Sanction ¢lTocarvaly which reg woae owa apet

120

fully but will tie 2ad 10 the outcome for own resources. However a feature of the contract will be
that good outcomes are “over-rowarded” relative 10 their level of 1ax effort or policy reform while
poor oulcomes are “under-rewarded” becsuse the donor canmot distinguish luck from effort.” In
other words, in order to provide s mcentive for the goveransent 1o put m a high tax cflont some
of the insurance effect is sacrificed.

If donors are interested in reducing the deviation from the cfficient nsk-shanng contract and
govensments who are committed to good govemance are risk averse, there is an incentive from
both sides to tighten conditionality in order to distinguish back from effort. This is casily achieved
by defining the contract contmgently in terms of sonse measure which is observable to both parties
and is comelated with cither the state of the world or the effort of the govemment. Since this gives
both partics additional information on the state of the world 1t is casier to mfer whether a poor
outcome was due to poor effort or a bad state of the world. The loss of efficicocy in the comtract
is relative to the case where the donor can directly view the state of the world." It is important,
however, that the additional infornsation is outside the control of the govermment, In most cases
this will be same indicator such as the intemational terms of trade wiven the economy is a price
taker. Altermatively, contracts could be specified on a toumament basis where aid flows were
conditional om both the absolute outtum and the outturm relstive to neighbouring or comparable
econommes. This laster comtracet obviously controls for common regional effects although not for
unobservale country-specific effects.

¥ sex Rioes (1945)
:  An example iMemraes the case (see Rees (1983)), The reciplont caa chooe e levels of governance, Q = (1.2.3)
and fhere ave wo ouscomes for | and 2 10.1] Seppose the individeal prodadiltiex for | aad Z arc
Q= 1 2 b}
1=0 o8 05 02
=l 02 03 0%
%0 09 05 o1
Z=1 ol 05 09

Cleacty, i we ooly tooked o | then the coopiert will be pasd well (1= 1) when i s the govermance bevel o low (Q= 1) 205
of the teme. If Che contract is defined over 7 wnd | then the jous peodabilicy {I=1.2«1.Q=1) & caly 2% Comverscly, of
coutse the risk of mat bowng pasd for fell effom {Q=3, 1=0]] A feorm 20% 10 2% (Q=3, In0 2«0} Note also tha S
payment for full cffort {Q=3] when conditins are good [Z= 1] and & pood sstcome s now 050 9 « 077 which & bwer
G e contract sobely 0 e b Thus good ek i oot overpaid (hecaise it o du 10 3 good Back) and bad Sk i compemaald
fee.
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10.2 Conditionality: Ex post or Ex ante?

There are two viable and alternative approaches linking ad to policy. Owne is detailed ex anse
conditionalty backed by credible threats of aid reduction. In this approach the donor specifics
desived pobicy and monitors adherence to it. The ideal version of this model is one in which the
specification and moeitorng are so tight, and the penaltics 5o severe, that moral hazard problems
are avoided and the government implements precisely the programme desired by the dosor.

The alicmative approach is for donors 1o use ex poss evaluation without specifying in detail how
performance will be evaluated other than as a contest between a group of poteatial recipicnts (m
other words 2 much more general form of the toumament contract moted sbove). The ideal
version of this approach is that governments compete to design and implement programmes which
they judge that donors will regard favourably when the programmes are evaluated.

Mdmmﬁ&eaammﬂkuﬁwpo&dsdnpmwulhedww
desires and so the policy objective 1s completely achieved. The disadvantage is that the domor
rather than the goverament owns the programme. The lack of government ownership has four
detrimental features. First, it bas comnotations of neo-colonialism and so may be offensive
Secondly, # prechides capacaty-building in government, particularly in the ares of policy naking
since there & no keaming by doing. Thirdly, the govemment has some mformational advantage
over the donor and so, if it chooses 10 do so, is Ekely to be able to stay one step shead in terms
of mecting measured performance indicstors in ways which do not actually deliver what the donor
wants. Fourth, and srgusbly most important, the government cannot accumulate reputation
because it cannot demonstrate that its actions in implementing policies are chosen rather than
imposed.

Erpmrcondiﬁualityontheom«hndhulbeodvmagc&ngmmsmm&e
programumes which they implement. with the consequent advantages of ownership. Ownership
u-ypmiielhcowon-niyfwmmioustobobdhhdependuuyoftheduw.wﬂchmy
alleviate the worst of the moral hazard problems associated with the ex anfe costracts. However
there are also a number of drawbacks. The first is that should a govemment choose to misuse 3id
it is free o do so during the period for which aid kas beea unconditionally pre-committed

2

Secandly, the “beauty costest” phenomena may be severe as govemments compete 1o catch the
eye of bilateral domors cach of whom may have separate and possibly imcoasistent objestives.
Coordmation between dosors then becomes an important 1ssue, not jast penodically, bat also

comtmuously.

Between these two very different, but viable, approaches is the middle ground of lightly specified
ex ante conditionality which characterised carly adjustment programmes. Such programmes are
liable 10 three types of faslure. First, because contingent events are not adequately specified,
performance can fall below specified requirements for reasons beyond the control of the
government. The donor then faces the choice between adhering to the conditions and therchy
withholdmg xd. and condoming a breach of the conditions, thereby weakenmg credibility.
Secondly, performance can fall bedow specified requirements because of government choices, and
the domor is then faced with the choice of whether to withhold aid and, if so, for bow long
Failure to withhold can be presumed to remove the subsequent credibility of conditions, but
domors bave sometimes chosen to withhold asd only for a short peniod before reopening
segotiations. This produces both a low expected price for breaching the conditions snd an
uncertainty about aid flows that comphcates macroeconomic management and may further
discourage private resposses to relative price sigmals. 1f conditions are to be imposed, then their
design should be that they arc breached only by choice (i.c. comtimgencies are fully specified) and
that the penalties are so severe (sabject to credibility) that they will mever be called. Thirdly, the
programene might Bl despite the government’s adherence to the letter of the conditions because
it has found ways of evading them. For example, if the government is required to reduce budget
subsidies to state-owned compamics, it may achieve this by removing the budget subsidy but
offsctting the effect by requiring state-owned banks to lend 1o them. This meets the letter of the
condition but fails to achieve the trae objective of the condition because of poor specification. The
logic of faibures of this type is gradually to close loopboles by adding more detailed conditions
That is, there is a tendency for this type of conditionality to evolve into the first of the two more
viable optaons.

There s 2 considerable contrast between the reputational comsequences of these three approaches
to mositoring: loose ex ante conditionality; tight ex ante conditionality, and ex pass evaluation.
Loase conditionality mwvites defaukt. This is costly not only because it fails 10 achicve its objectives
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but also because the governument acquares & Teputabon as 3 defaulter. Tight conditionality, as
discussed above, precludes the scope for the acquisition of reputation. By comtrast, ex pasi
evaluation increases the incentive for the govemment 10 acquire reputation. These dafferences may
have importaet effects upon growth. Private investment m Africa is low partly because of the
limited credibility of reform programmes. hemce. an aid relationship which mduces, rather 1han
discourages reputation-building 1s likely 10 have repercussions on the rate of private investment
and through this onto the growth rate

Conditonality in Tanzania has been cssentially of the ex anse type, with the donors and IFls
specifying the conditions required for disbursement of each tranche of funds. Thus the suspension
ol the IMF eohamced structural adjustment facility in fiscal 1993/94 was the direct result of severe
breach of programme targets with respect to domestic credit expansion. Of late, however, ex post
conditionality has begun to emerge in Africa, particularly in the arca of govemance, Among
Tanzania's neighbours. this is most marked in Kenya where the 3id moratorium by the [Fls and
bilateral donors elicited a domestically-gencrated reform programme built around various
developments in the arca of govemance and ecosomic beralization.  In Tanzania, the outlines
of 2 move towards ex past conditionality are apparent i the chear expressions of aid fatigue from
donors at the comaultative group metings in 1992 and 1993, Domors expressed strong sympathy
with the generl program outlined by the Tanzanian government (in consuhation with 1he World
Bank and IMF) but akso a clear scepticism about the government's commitment to mamtaining the

pace of reform and a willingness to shift resources owt of Tanzania if general performance was

wot adeguate.

While Afnican governments m general bave a poor track record om pobicy reversal (g, Nigena
and Zambia), Tanzania's cecord can without excessive exaggeration be characterized as one of
*resolute action” (10 borrow a phrase from Mans (1993)), not anly in the mplementation of
“good” policy in the reform period but m all threo major phases of the aid relationship, beginaing
with the development and implementation of the Arusha strategy.  Given the size of aid flows, the
overridiag role of the World Bank and IMF in domestic policy formulation, and the exustence of
powerful vested imterests in the public sector, however, the issue of ownership of reforms is
clearky relevant.
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It is not obvious that external donors will themsebves have safficient credsbility with which to
underwrite the credibilty of the govermnyent. In all cases donors as well a5 governments have a
credibality problem since the domestic private sector (and foreign investors) are mot certain that
donors will implement penaltics. This problem is obviously worsened if ex ante conditionalkity
contracts are not adequately specified in terms of contingencies, as discussed above, However,
even when well-specified, the breach which triggers withdrawal will geacrally be of a technical
pature, and although such breaches have the advantage of being clear-cut, they have the
disadvantage of seeming 100 trivial for sustained withdrawal so that expected penaltics may be
too light to discourage default. By contrast, ex past evaluation has the disadvantage of beimg less
chear-cut: an overall jadgement is being made about the past record of government A versus
govemmest B, so that a bad govemment might anticipate that there is more scope for fudging
over poor performance. However, this has the offsetting advantage that, once the decision is made
to withdraw, the grounds are non-technocratic and $o the withdrawal is more credibly persistent.
Whichever strategy domors choose to follow, credibility cas only be built up through reputation,
and this is Biely to require that, until reputation is scquired, there will be instances of bad defauk
as a result of which donors must make sastained withdrawals.

Reputations are not, however, the only mechanism for circurmventing the problems of time-
mcomsistency in government policy. The aliernative is to istroduce ex ante strategies which will
make % very costhy to rencge on policy commitments in the future. These have the advantage of
effectively pre-committimg a government that may not fully own the reforms at the time of their
mplementation. By costrast, ex anse conditionality defined over essentially short-term and quite
costlessly reversible policy measures sach as budget targets, sectoral expenditure allocations,
credit targets and other nominal macro-aggregates are most clearly prone to policy reversal and
will, as a consequence, elcat short-term responses by the private sector or responses heavily
weighted towards sectors relatively impervious to a possible reversal  New mvestment will tead
t0 be concentrated i the high-tumover Jow fixed-cost sectors, such as finance, retail and import-
export trade, or in areas like residential construction where reforms offer the opportunity 10
address accumulated inadequacies but do not expose the mvestor to sersous losses in the event
of a reversal. The sectoral investment responses may be quite substastial but the form of the
investment reflects the mtrinsic time-inconsistency of the policy reforms
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While some weighting of investment i favour of short-term commitmeats and residential
construction is apparas in Taszania, these mvestments --- particularly retail and import-export
wrade — may reflect high social retums to these activities after two decades or repression of
private trade, rather tham time cousistency problems associated with the possible reversal of
policies  Indeed, important aspects of the Tanzanian reforms have undoubtedly had a partially
iveversible efiect om the political economy. The liberalization of internal and extemal trade, for
example, removed imponamt constraints on the urban mformal sector and created strong and
politically smportant interests that will oppose any senous reversal of these policies. Whether or
wot these reforms were fuslly owned initially by the government, the principal benefit of ownership
has tended 10 accrue m the creation of conditions that have reduced the incentive for the
LOVEMMENS (0 act in A time mconsistent manner.

It is cdear that this argument st rest on the ahility of sewly created interest groups 1o offer a
credible threat that pobicy reversal will be costly to governmenst.  Here the shift towards mult-
party ehections may be very anportant, and the ex pas! condticnality which has been used by many
dowors as a means of encouraging democratization will provide the ex ante conditionality with
an important boost by providing groups benchitting from economic reform with the political
weight Lo ensure that reforms are not reversed.

An arca of reforms that would casily create a powerful and concentrated lobby against reversal
is privatization. Progress has been slow in this area, however, Privatization targets agreed with
domors in May 1993 cavisioned the completion of S0 sales or Bquidatioas in a priority list of 97
parastatals m 1993 and 1994; as of carly 1994 action had been completed on fewer than 10, and
of these the majority were the result of a piot program of privatization i the beather industry
dating from the mid 19805 A chief constraint to more rapid movement in this area is the political
cost of retrenching mansgers and employces, this suggests a natural role for donors in “buying
off” these groups and assisting in their relocation.

1. AID AND DUTCH DISEASE

Even in the absence of the types of policy distortion discussed above, large aid inflows present
potentially serious problems of macroecomomic management. In this section, we focus o
potentially dysfunctional general equildrium effocts of aid that operate through the real exchange
rate. Inflows as large as those received by Taszania substastially augment the economy’s income
and tend to increase domestic spending on all goods, both traded and nontraded. But the direct
supply effect of the inflow ks in terms of traded goods only.  The result is an excess demand for
nostraded goods, which tends o push up the price of these goods relative to traded goods and
produce a shift of labour and other factors of production into the sontraded goods sector. This
effect is the source of a potential "Dutch discase™, whereby the gains from foreign mflows are
undercut by a loss in external competitiveness.

1.1 Some Real Appreciation May Be Warranted

When s the Dutch discase a disease? We develop two broad points below. First, some shift of
resources out of traded goods production may well be a desirable response 1o a substastial aid
nflow. This is particularty truc if the imflow can reasonably be regarded as long-lasting, since in
this case the inflow represents a substantial contribution to the country’s “permanent income”, and
a permancst increass in consumption of nostraded goods is warranted. The issue is essentially
ocae of degree, real appreciation becomes a discase when the induced movement out of 1radables
is excessive. Second, when discase effocts are present, the cure is not necessarily a reduction in
the amouat of aid  Provided the source of the discase can be identified - which is necessary if
one is to meaningfully distinguish a "discase” from a matural and optimal response to foreign
wflows -~ there will typically be & policy intervention that can cure the disease with no reduction
mad The issue therefore beconwes onc of policy design and capability, not of macroeconomic
dysfunction mtrmsically associated with aid.

Figure 11.1 the familiar but important point that some real appreciation may be warranted in
respoase 10 an imcrease m aid.  The economy is assumed 1o be small in international markets,
facng fixed world prices for its exports and imports. The domestic relative price of traded goods
is the (exogenous) world termas of trade as modified by the relative protection granted to the
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export and import sectors. Provaded (e mommal protection rates arc constant (an assumption we
relax bedow to incorporate quantitative restriclions on imports), we can consolidate imports and
exposts into a single “traded good” aod study the allocation of production and consumpiion
between this composite good and goods that by their nature (e 2, public admmistration) or by
virtee of high transport costs (.., services or construction) do ot eater intemational trade.

Feashde production combinations of traded and nontraded goods at full employment are given by
the curve PP If the economy camnot borrow intemationally and receives no aid, this curve also
zives the econonyy's consumption possibilities, and equilbrium mn the absence of aid occurs at
point 1, where both producers and consumers face a domestic relative price of nontraded to
traded goods of &, Now consider the effect of an inflow of #id in amount A. We assume for
simplicity that the aid inflow is permanent, 5o that it increases the country’s command over
comsumption m currest and future periods by exactly the amount of the current inflow. Increases
= consumption of traded goods can be obtained from the 2id inflow itself, as mdicated by the
movement in the consumption possibilities frontier, which shifls to the right by A, Nontraded
goods, in comtrast, can be obtamed (by definition) only through domestic production. In the
absence of imersectoral resource movements consamption would shift to 3, where welfare has
pemunently moreased duc to the rise in consumption of traded goods. But consamption is now
wnduly biased in favour of traded goods, and welfare would be even higher if resources could be
shifted mto the production of nontradeds. The optimum is at poist 2, where the increased income
represcated by aid has been split between mcreased consumption of traded goods and mcreased
consumption of nontraded goods
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Figure 11.1: Aid and the Real Exchange Rate
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The real exchange rate eoters the pcture because it provides the relative price signal thm
accornplishes the shift from 3 to 2 m a market economy. At pomt 3, there is excess demand for
nontradeds and excess supply of traded goods; this drives up the price of nontraded goods relstive
10 traded goods and the resulting shifl in relative profitability induces the shifl in production. At

markets are inadequate for financing the temporary shamp i profitabibity in the traded goods
sector. In this case the real apprecistion may not be excessive, but the sectoral output response
18 excessive due to capital market imperfections. The third anses when the traded goods sectors
are the source of growth spillovers. These spillovers call for production subsidics i any case, but

a failure 1o increase subsidees in the face of an aid mflow reduces welfare relative to what could
be achieved with am optinul policy response.

point 2 consumers and producers both face a higher relative price of nomtraded goods — an
appeeciated real exchange rate, ¢ -- thas before the aid inflow.

- o T N T

11.2 Overoptimism and Adjustment Costs

,
| In Figure 11 1, 2id produces a real appreciation, a contraction of the traded goods sector, 3
5 reduction i gross domestic saviag, aad a worsesing of the trade balsce, Tho key polat is that
these responses are not dysfunctional; they represent the wellare-maxamizmg response 10 2
pernmnest increase in the country’s intemational purchasing power.  These nagnitede of these

A temporary aid boom that is treated as permanent by cither the private sector or government will
substastially imcrease current spending on nontraded goods, producing a large real appreciation

P

oy

effects would be altered, but not their general thragt, by a recogmition that aid is not permanent.
A temporary aid boom would increase permanent income by much less, so that the optimal
response would involve a smaller reduction in gross domestic savimg, a smaller real approcistion.
and a smaller (but permanent) movement of resources mto nontraded goods  Gross national
saving and the curvent account (net of aid) would rise by a substantial portion of the aid inflow,
allowing foreign assets to nse by enough to provide for the increase m future consumption of
traded goods after the fll in sid

The example 1 idealized in many respects, but it provides useful background for a discussion of
when the real appreciation accompanying aid inflows actually constitutes a "disease™.' Three
potential sources of Dutch disease effects are potentially importast for Tanzanis. In what follows
we briefly discuss three sources of "Dutch Discase”™ effects. The first anises when the government
or private seclor treal a temporary xid boom as permanest.  The real exchange rate then
appreciates excessively in response to the mercase in cusrent spending on nontraded goods. The
soecomd anses when agents correctly see the temporary nature of an aid boom, but domestic capital

' The snplicaons foe savirg, invesment and the current wte ahw | v. For cxanple, usder e
realnha: musepton Sl Se courtry s umable 10 bortow in sserrutonal capital markesx, a lemporary ad flow should
anprove the currest account (afer trassfers) by less relative 10 he counterfaciund G it would if he coustry were
already able W Sorrow aganst i fuure mcome.  Grons domestic wving shosld also rae by less, smceo » larger
portion of the nflow will be consumed i e current peniod. Dumestic investment will ssctcsie by meee for &
sorrowing-comirained coentry than for an uncomnirained country, since (he domestic real imrerest rate in terms of
aded goods will fall in the former coe.

and = substantial movement of resources into the nontraded goods sector. When the aid
dissppears, this will be followed by an equally substantial real depreciation and a reversal of the
resource movement  Smce resource movements are costly, welfare is lower when agents
overreact than when they correctly treat a temporary boom as temporary.

Adjustment costs can be quite bigh under realistic circumstances. First, if nominal wages are nigid
downwards and the nomimal exchange rate fived (or following a predetermined rate of crawd), the
contraction of noutraded productioa cannot take place without a transitional period of open
unemployment. The costs of this unemployment - which would not appear if the aid were
permancat, since the expansionary phase involbves rising wages and prices — might well be larger
than the benefits of temporarily higher relative consumption of nontraded goods that would be
enjoyed through the intial movement of labour imto nontraded gonds.”

Second, emtry of firms mto the traded goods sector may require substantial fixed mitial
mvestments m information and marketing. [f a temporary period of real apprecistion causes
exporting and impon-substitutmg firms to shut down -~ which it is more likely to do if the
appreciation is believed 1o be essentially permanest - these fixed investments will be lost
Moreover, in this case the real depreciation that is required to overcome re-entry costs and mduce

'mmummwummmrmmmmucmm

deprecuation w a way of reducing the cost of labour & producer of traded goode. The iraded goods sector would
Gen more Teadily sord die labowr being shed by Die contracting nontraded goods sector.
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a re-cxpansion of the traded goods sector once aid flows have fallen will be more substantial than
the mitial real appreciation. Particularly if wages are ngid o that the required real exchange rale
deprecaation requises aggressive nominal exchange rate depreciation, the collapse of a temposary
aid boom confromts policymakers with a choice between a rapid depreciation policy -~ which they
are Wedy to regard as dangerous on mflationary grounds - and a re-imposition of heavy effective
protection m the traded goods sector,

‘Third, s substantial portion of aid typically accrues 1o the goverament, where recurrent spending
decisions are difficult to reverse given the creation of vested interests and where capital
expenditures often have Jong-listing recurrest cost impheations. Budgetary decisions taken under
the over-optimistic assumption regarding 2id can therefore creste long-lasting pressures for
mflationary domestic financing when the fmancing provided by asd disappears.

Finally, an covironment i which there are large fluctuations in government spending and the real
exchange rate in response 10 temporary 2id booms and busts (or commodity booms and busts)
undercut govemment credibility and is likely to reduce the supply response to policies like trade
liberalization or fiscal reform that are designed 1o stimulate resource reallocations and factor
accunmlation by the private sector

1.3 Capital Market Imperfections and De-industrialization

Domestic capital market imperfections tend to heighten the costs associated with temporary 2d
booms. Even when the boom is correctly perceived as temporary the temporary reduction in
profitabiity for firms m the traded goods sector will drive some of these firms out of business if
they are pot able to fmance these short-run losses by borrowing against their future profits.

114 Growth Spillovers and the Optimal Subsidy

Dutch disease becomes a more serious lomg-rum issue if the sectoral allocation of resources

matters for growth. Cross-country evidence on the role of expon performance and economss

opesmess in economic growth suggests that there are imponant positive externalities generated

by firms producing for world markets. While the exact nature of these spillovers is unclear, the
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evidence favours masificlurg snd other nomtraditional exports over primary commodity exports
and relatively open, tanff-protected impon-substituting sectors over quota-protected sectors. A
substantial 23d inflow therefore tends to penalize all the refevant sectors (and primary exports as
well) by appreciating the real exchange rate and shifting resources towards firms producing for
the domestic market (nontradeds and quots-protected mmport-substitutes). This version of Dutch
disease is more important when sid is permanent than when # is temporary. There is a direct
analogy between the unfortunate effects of 3id ® this suatios and the unforusate stuation of
bemg well endowed with exportable primary products (smoe these are not particularly associsted
with growth spillovers). In both cases, the country’s static ‘comparative advantage’ (here broadly
constraed to inchude nontradables) is shifted away from the positive spillover sectors, and this
compounds itself over time producing kower growth. It is conceivable that higher aid may actually
make the country worse off, by reducing the present valae of growth spillovers by more than the
direct coptribution of aid 10 permanent income.

11.5 Aid Spent Entirely on Traded Goods Has No Effect on the Real Exchange
Rate,

Before proceeding, we note two circumstances in which an aid inflow has no effect on the real
exchange rate. The first is when the govemment increases its spending on traded goods by the
entire value of the inflow and leaves its speading on nostraded goods unchanged. In this case,
private sectos incomes and spending are unchanged and since the govemment’s spending om
nontraded goods is also fixed there is no pressure on the real exchange rate. The second is when
there are quantitative restrictions on imports -- comverting these emimently tradable goods into
noatraded goods on the margin -~ and the govemment loosens these restrictions dollar for dollar
with the 33 inflow, making no change in its own spending bebaviour. In this case, provided the
import restrictions remain binding, private sector spending on imponts rises by the full amount of
the a3d inflow and agaim there is no effect on the real exchange rate,”

¥ With quasikative resrictions in place, e domesic relative price of expants o rgorts n codogenous and we can B
foeger weat tradod goods v 3 voghe good  Pugare 111 is therefoes wappeg aEdough the anwdysis casdy peneralues s
everything we Dave said about the real eachange rste now applics 1o the real exchange rde for cxports. -
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.6 Curing Dutch Disease: Aid Cuts or Policy Intervention?

The common festure of these mterpretations of sid-induced Dutch disease is an excessive
comtraction of the traded goods sector during the period of high inflows. This makes the ukimate
reduction of aid more costly than it would otherwise have boen. The result is a kind of aid
dependence in which the donor is confronted with an unpleassnt choice between forcing a painful
contraction in the nontraded goods sector of - it would appear -« throwing good money after
bad. The Dutch disease effects of aid are. however, largely avordable through appropriate
policy inferventior. While cutting 3 is appropriate in a variety of circumstances, 1! /s smever, i1
the absence of policy implemensation problems, a first-best response te dwich disease problems.

Figure 11,2 illustrates this point by demonstrating that a production subsidy to the traded goods
sector can neutrakize the effect of an 23d inflow on the intersectoral allocation of resources. In the
absence of intervention, the inflow appreciates the real exchange rate and shifis the production
point i favour of nontraded goods, from point | to point 2. But point 3 can be attained -- thus
avoiding the mtersectoral shift - by a production subsidy to traded goods at the rate ba/ca. The
subsidy separates the relative prices faced by producers -- which remain at the original real
exchange rate - from those faced by consumers - which move against nontraded goods in order
10 discourage the spending of aid om nontraded goods The appropriate subsidy is an increasing
function of the amount of aid (see van Wijnbergen (1984)). It is important to note that if the
entire traded goods sector is to be protected. a corbination of impost tanifls and equal export
subsidics will not suffice. Such a policy kaves the domestic relative price of traded goods
uschanged and therefore will be completely offset by a rise in the price of nootraded goods.
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Figure 11.2: Neutralizing Dutch Disease via
Production Subsidy
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The point generalizes to the case m which growth spillovers are gencrated by ouly a subset of the
traded goods sectors  In this case w selective production subsidy 1o the relevast sectors is
sppropriate. Again. » trade policy mtervention, such as an subsidy to nontraditional exports, is
inferior o a production subsidy; but in this case, the problem is not that the subsidy will fail to
prevent resources from moving into montraded goods, but that it will generate a consumption loss
by distorting the relative prices of traded goods faced by domestic consumers. It is therefore a
second-best altermative that may be appropriate if other considerations prevent the use of a
production subsidy. It is important that if trade policy intervention is used om the import side,
quantitative restrictions are avoided. These prevent foreign competitors from accessing the
domestic market on the margin and have geocrally been associsted, both i Tamzania and
elsewhere, with rent-secking, growing inefficiency, and a conspicuous lack of the kind of
spillavers associated with an outward orientation.

1.7 Project vs Programme Aid

To this point we have treated 2id inflows as wnrestricted and bave not distinguished between the
spending pattems of the public sector and those of the private sector. But two key features of aid
are (i) that mwch of it accrues to the govermment, cither directly or in the form of countervalue
payments, and (i) that the direct spendimg effect of aid is typically restricted in centain respects,
particularty when aid is in the form of project fimance.

When #id is varestricted and the government has sccess to non-distortionary tax mstruments, the
share of 3id accruing Lo the govemment as opposed to the private sector does not mattes for the
real exchange rate except 1o the degree that the government's spending behaviour differs on the
margi friom that of the private sector. Thus the real exchange rate will appreciate if any portion
of aid-fimanced government or private-sector speadieg falls on current nontraded goods, An
mcrease m the share of 2id accruing to the government will further appreciste the real exchange
rate provided tha the goversment's share of spendig o current nontraded goods is larger on the
margin than the private sector’s share. It is mvelevant, morcover, when aid is unrestricted, whether
the portion that accrues to government is recerved directly i the form of foreign exchange or sold
1o the privale sector in return for countervalue payments. What matters i cither case is how the
government's speading oo traded and mostraded goods changes; private spending and the real
136
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exchange rate are then determined as resduals grven the production capacity of the cconomy. In
fact, In this case it does wot even matter, under the additional assumption that the private sector
s competitive, whether the private sector pays countervalue for the impons it recerves under aid!
The relative pnce of these imports m the domestic market is determined by the aid inflow and the
govermment's speading response, and the payment of countervalues is essentially a transfer from
the public sector to the private sector (and one that can be unwound through non-distortionary

Laxes).

When aid comes in the form of project finance, bringing with 1t a specific combination of spending
on traded and nontraded goods, effects on the real exchange rate can be more complex It is
usefl to distinguish the case @ which the expenditures in question would have been undenaken
sayway and the case in whach the recipient would not otherwise have undemtaken the project. In
the first case. the aid is completely fungible and 1t is As if it were entircly unrestricted, In the
latter case, the government must fit & partially or fully fimanced sddtional project into #ts budget,
and this will mean some combimation of a rise in overall spending and a shift in spending away
from other activities. The ovenall effect oo real exchange rate, however, provided non-
distortionary taxes are available, depends only on the net change in spending pattem,

The effects of asd on the real exchange rate are therefore straightforward in pomciple when there
are mo serous problems of government finance. But the financing of government spending is
costly m practice, and this means that the govemment's behaviour camnot be divorced from the
way mn which aid 15 channelled into the economy. We consider two implications of this.

Consder first the non-payment of conntervalues. This is essentially & transfor to the private sector
and could m principle be newtralized by a rise in lump-sum taxes. But in the absence of
nondistortionary taxes, the more likely effect is an mcrease m inflationary fmancing. More
importantly, in practice the transfer has boen directed largely towards the parastatal sector, and
has amounted to 2 way of keeping mefficient firms producing  Growth would have be meore rapid,
ot least in the medsum rum, if the foreign exchange had been channelled towards those firms who
could use it most efficiently. Owe way 10 accomplsh this would be to enforce payment  Of
course, it is important to be clear about the counterfactual. 1f the underlying issue is a reluctance
to undestake the politically painful task of imposing hard budget comstraints on mefficsemt
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parastatals, it is not clear that requiring payment of countervalues would have sccomplished thas
and delivered the accompanying efficiency gains. Payment of countervalue might simply have
shifted 1o the government budget or the banking system, and ultimately 10 the central bank

Consider next the distimction between project aid and import support. Does the lstter imply 2
more overvalued exchange rate? The essential issue would appear to be that import support
camies conditions that limit the government spending response, by tying countervalue payments
10 reductions m government debt, either extermnal or mternal, while project aid embodics in the
first instance an increase in government spending. With import suppot, the net effect s that
more foreign exchange is made available 1o the private sector than would have been the case
without aid; the real exchange rate appreciates. With project aid, Jess of the foreign exchange
infow is made available to the private sector, siece some of the aid has beeo tied durectly 10
government imports; but at the same time, the govemment's demand for nontraded goods may
have changed i response 1o the local curmency costs of the project. If the government's demand
for nontraded goods is unchanged by the project — 5o that the portion of id fimancing directed
10 bocal currency costs ends up reducing govensment borrowimg from the banking sector -- then
the net effect of the project aid is (o appreciate the real exchange rate by less than the equivalent

amount of import support.
1.8 Dutch Disease in Tanzania, Then and Now

Was *Dutch Discase” importast durmg the 1970s and early 19805, in the seosc that the real
exchange rate would have beem less overvalued and export volumes would have declined
appreciably less if 2id had been lower? The answer i that sid played a secondary role. The entire
aate-led, import-substituting policy package was highly biased against exponts, both in terms of
wnulproductionmditetmonbellbcuionofhemeu,bulbep«hgemswm
by aid. 1t is not that 3id had ne effect; 5 filled the gaps crested by poor export performance and
n doing so, #t supported an sppreciated real exchange rae. But if aid had been lower, it is not
chear at all that export performance would have been much better. When aid did fall betwesn
1980 and l985.tbcmvcmmenlmpondeditpmwithandwbninapﬁwiunuonofﬁe
wmmw.hnmhlywﬁtﬂwnmxyhﬂg(mm&jmmofml
spending) and imposition of tight import ratioming (rather than devakuation) 1o protect capital
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goods impons. The exchange rate appreciated cven faster as aid fell than it had during the aid
boom of the lme 19708

How about during the reform penod? Dutch disease was clearly not an issue carly in the reform
peniod, snce ad flows were buying policy changes that were pro-tradeables, and these cffects
swamped the spending cffects of the 2id. A has been extremely large, however, and it would
be difficult to argue that the real exchange rate will not follow a more appreciated path in the
1990s than W would if aid were lower, assuming no change m the policy regime.  The two
questions are (i) has the ecomomy moved 100 slowly into traded goods, so that #t is insufficiently
prepared for a possible reduction i aid by say 20 percent over the next five years or so, which
would convert the current situalion into & temporary boom? (i) given that aid will remaim large
even if it falls by some amount, 15 the overall structure of incentives safficiently tilted 1owards
tradeables to capture positive spillovers? In our view the second of these questioa is the more
mmpostant, but the sppropriate policy response naay well be identical. The question is whether the
govermment's trade and industnal policies are giving sufficient promotion 10 sectors competmyg
m the world market, given the tendency of 3 to un-protect these sectors by sppreciating the real
exchange mte,

Disaggregated trade data are available only through 1991, For what it is worth, they show a clear
shift towards manufacturing and “other” expons as against traditional export crops, petroleum
products, minerals, and re-exports:

1981-85 1986-88 1989.9]
Share of manufactured and
“other” products in 1otal exports 245 30.7 381

It is difficult to know to what degree these shifis reflect changes in the composition of overall
export volumes (as opposed to relative world prices). and to what degree they reflect greater
“officialization” of previously smuggled nontraditional exports than of traditional exports. The

.
Dunch discase elfocts do o appear 0 have operated arongly theough the paoaliel read exchnge tsie cither. V!
Wipderpen (F985) Nnds ot wid Bas & sesall sod st icelly inmigsilicans offect on e paralhed read cach rate i T ~
over the penod 1969 53 K
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former has probably opersted to some extent given the steady declme m workd coffee prices since
thve mmid- 19805 (until very recently) But the data are at least consistent with the kypothesis that
export volume responses have been at least as strong in nontraditional exports as in traditional
exports On the import side, the trade Bberalization beginning with the own-funds scheme in 1984
has put serious pressure on the import-competing sector - the World Bank estimates that average
effective protection levels dropped from 500 percent in 1984 10 150 percent in 1985, Much of
this was desisable, ghven the extreme mefficiency of large portioas of that sector, particularly the
parastatals. But weaknesses in customs duty collection, particularly on goods coming through
the own-funds window (where pre-shipment inspection was not required until fiscal 1992 (Mans
(1993)), have clearly comtributed to de-protecting of the import-substituting sector.
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12, CORRUFPTION

Public sector comaption represents & more importast concem for donors in Tanzasia currently
than at any time in the past  As with other aspects of poor economic performaece, the
appropriate response depends on the diagnosis of the problem. We argue bere that the mcrease
in observed cormuption is probably grester than the actual mcrease in corruption and that as
mmpornant part of the actual mcrease represents a transitional phenomenon. There are a vanety
of isterveations open to donors that can help minimize the incentives for cormuption.

Tavzania had 3 reputation for low cornuption at Jeast until the lae 19705, in pan the result of
strong norms of equality and public service personified by Presidest Nyerere and cmbodied in
formal constramts om wealth accunmlation by public officials  Pubbc sector corruption
undoubtedly mcreased dunng the early 19805, This was partly in response to the increasing
tightoess of price and exchange controls -- which mmplied nsing differentisls between offical
pnces (of goods and foreign exchange) and prices in illegal parallel markets, and therefore
woreasmg rewards to legal activity - and panly under the pressure of declining real wages in the
public sector. The latter effect made cormaption bess costly by Jowering the cost of losing one's
b More fundamentally, by the mid- 19503 real wages were low coough that finding alernative
sources of income was a matter of survival rather than choice.

There are at least two reasons why actual comuption has probably increased less rapidly since the
mid- 19805, mcluding the most recemt period, than observed commuption, The first is that
democratization bas opened up the political debate, so that the press has been much more active
than previously i exposag evidence of public sector cormuption. This will undoubtedly accelerate
with the wpcoming elections.  With promotion of the private sector at centre stage in the
ecanomic reform program, the shift from a press dutifully reporting on the government's attempts
to uncover “cconomic saboteurs™ in the private sector in 1983 10 a press keen on wdentifying
public sector abuses could not be more dramatic.

The second reason why the nse m perceived comuption may not correspond 1o a rise in actual
cormuption is that market Bberalization - exchange rate liberalization, commercialization of NBC
lending, trade liberalization, domestic price decontrol -« has removed a whole range of
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mechasisms through which the govermnment not only mfuenced relative prices and the allocation

of resources, but also delivered “hidden” transfers to poltically favoured groups that might have

been considered unacceptable if dome openly.' Exchasge rate unification is 2 particularly clear

example; overvalued exchange rates meant » large implicit income transfer from exporters

vemitting at the official rate to favoured importers able 1o purchase foreign exchange at the official

rate. The replacement of quastitative mport restrictions by tariffs is another exanple, as is the

recent abolition of NBCs maximum kadieg rate and the move to commerciahze its lending
policics. In each case, the pre-existing policy could be defended on the grounds of its allocative
intentions, rather than as a transfer from a set of unwitting “losers” to a set of “winners”. The
cosing off of these mechanisms, however, raises the question of compensating the bosers, if the
government is under continuing pressure to do this, the compensation may occur through
mechanisms that are more easily idemtifiable.  The net amount of transfer may well fall even
though the observed level of corruption increases. Govemnment tolerance of nonpayment of
coustervakies is a prime example; ratber than an mcrease m net corruption, this cssentially
reflected the substitution of a visible transfer for previously hidden transfers ocourring through
exchange rate overvaluation Customs exemptions grasted at the highest levels - generally
thought to have played an important role in the revenue collapse of 1992/93 -~ may well be
another example.

Whike the recent imcrease m corruption is probably overstated, it is highly likely that some net
increase in corruption bas occurred. One reason is the comtmued pressure on public sector real
incomes due to budgetary stringency. An equally important reason, however, and one that is
particularly relevant since 1992, is the retrenchment process that is cumently underway in the
public sector. In the context of & stageant or faliing total sector wage bill, the gencral
deterioration in public sector efficicucy associated wath falling real mcomes can only be halted by
a reduction in public sector employment. Retrenchment of workers was therefore part of the cavil
service reforms initiated in 1992/93, with 10,00 workers retrenched in that year and 20,00 per

Mhes paragrap draws on Come and Morris {1994).
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year scheduled for the followmg two *  The prospect of retreachment can have a powerful effect
an the incentives for corruption. At the extreme, workers who know in sdvasce that they will
lose their jobs in six momths time have very itle 1o lose from being fired.  Their general
performance will deteriorate, and an mcrease m cornuption is ose aspect of this. Moreover, they
now have a stromg meentive 10 “capitalize” 1he lost future benefits of their position by imcressing
their bribe-taking or other cormmuption in the short run.  Pre-amnounced, but not implemented,
retrenchment is therefore a recipe for increased corruption.

When workers do not know whether they themsclves will retaim their jobs, the effest of a general
increase in the probability of being retremched whesher the retrenchment is merit-based or not.
Iit is not, then an increase in the probability of retrenchment acts exactly like pre-announcement
without implementation. The discounted value of public sector employment, and thus the mmplicit
penalty from being fired, is reduced, and comuption rises. If retrenchment is merit-based. there
is a strong mBoence in the other direction. Workers are then competing for a Bmited number of
renaiming jobs, and this is likely to reduce corruption.

The arguments just made for public sector employees spplics with equal force to managers and
workers attached to parastatal firms. If privatization means job loss, an increased probability thai
this will occur in the mear fature reduces the cost of being sacked in the near term and undercuts
all aspects of employee or management performance, inclidmg mcreasing the mceotives for asset-
sripping and other abuses of the privileged access afforded by public sector employment.

The transitional coruption associated with anticipated downsizing of the public sector raises
importast questions of policy design. Merit-based retrenchment is clearly preferable 1o other
forms.  With respect to worker retrenchments, admunistrative inadequacies and the strong
Tazanian tradition of not drawing distictions among workers are important constraints to the
mmplementation of merit-based retrenchment.” There is therefore a strong argument for svoiding
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pre-announcements that make it clear which warkers will be retrenched, and an even stronger
argament for avoiding delays once the groups to be retrenched have been identified.

On the parsstatal side, there are a namber of strategics available to help contain the transitions!
corruption relsted to downsizing  First, a bardening of budget constraints will reduce
opportusitics for asset-stapping, since one of the key "assets” that would otherwise be strpped
¢ the firm's credit with NBC (thus reducing the value of the firm by increasing s outstanding
debt). Second, the detailed audit reponts of the Tanzania Audit Corparation provide mformation
that can be acted upon much more vigorously, so that mamagers in poorly performing parastatals
are made more directly rospoasible for performance. Third, management buyouts should be
eocouraged as 3 means of privatizstion, particularly for small parastatals where this is a realistic
option; these offer the most direct incentives agxinst asset stripping. both by management (for
obvious reasoms) and by employees {since the benefits from improved employee monitoring will
accrue 1o the managers).

A second explanation for the increase in comuption foBowing liberalization is that, at least 31 the
carly stages, democratization means public sector teaure m office is bess secure, mainly in higher-
level posts. Cormupt officials and ministers consequently raise their rate of extraction of rents.
Otniously one of the principal objectives of democratization is to increase accountability of public
servamts with the express purpose of reducing cormuption. The two forces are most likely to be
imhahaeod'nt.bcdlonmutbedwﬁchweddtmunhoﬁc«mybemmidlhmlh
emergence of systems and norms of accountability. Corruption therefore rises in the short rus,
although the long run impact of democratization is likely 10 reduce it.

We emphasized at the outset of this section that any donor response to an increase in perceived
cormuption must depend on the diagmosis of the cause, and in particular whether it is due smply
10 corruption being more visible, and whether the effects are transitional. Many of the reforms
already wmstituted in Tanzania have embodied comcems about enhancing sccountability of
institutions to shareholders or to the electorate. More gevenally, capacity and constituency-
building mnstitutional reform holds out the greatest promese for developing accountability. One
of the consequences of institutional reform, however, is that the process of reform itself may
engender corruption-increasing activities on the pant of mterest groups likely to suffer from the
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reform  Since mdigenous systems and porms of accoumabiity under a iberalized framework sy
be slow to cmerge, the key design issue facing donors becomes the design of reforms which
provide the right incentives to the "Josers” so that corruption is memimized.

A fmal issue regarding cormuption is the rolbe of high-Jevel leadershup. We have emphasized the
“carrot” of reasonable wages and the *stick” of fosing one's job as key determinants of good
performance by public sector employees and as important disincentives (o corruption in particular.
Conuption is clearly driven by social norms 25 well as by these narrower calculations, however,
and part of the increase in cormuption pereeived receatly m Tanzania may in part be associated
with the perception by ordinary Tanzanisns that conuption has for the first time begun to
permeate the top levels of govenment Oge of the key arguments in favour of ex post
conditionality of the type we discussed in chapter 10 may be that it enhances the government’s
meentive to invest in a reputation for low cormuption
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13. POLICY IMPLICATIONS OF THE MACRO ANALYSIS

Tanzania’s economic reforms of the past ten years have nadically transformed its polbtical
cconomy. The reforms have not taken place without struggle between Tanzania and external
domors, but by and lirge the dynamic has come from within, as the failure of the state-led, mward-
onented Arusha strategy increasmgly limited the poboy options of government and srengthencd
the hand of the more reform-minded groups in the pubbic and intemal debate. The first phase of
refomus has achieved many of its targets, snd the econony is working  The transfornsation to a
viable, sustamable economy based on the private sector is far from complete, however The
second phase - with reform of the parastatals and civil service high om the Hist - has barcly begun,
The second phase involves changes that are extremely demanding sdministratively and impose
large and concentrated costs. They will therefore be considerably more difficult to inplement,
even in the presence of continued consensus st the highest policy levels, than the carlier changes
= the trade and exchange rate regime. This is particularly true given that civil service reform and
other institutional changes are precisely a Tesponse Lo a crisis in the effectivencss of the public
seclor.

In the mtenm the supply respoase 1o the re-osientation of relative prices achicved in the first phase
has almost centainly been distorted and limnted by the contimuance of sofi budget comstraints in
the parastatal sector. ‘This has naturally caused disquict and a sense of stalled Progress among
Tanzamia's donors. Donors focused particularly on evidence emerging in he carly 19905 of
serious imegularitics in the collestion of counterpart revenues from import suppon; their holding
back of import sapport during the investigation of this issue. while justifiable, contributed to the
poor revenue performance in 199293 and the termination of the IMF program. The revenue
collapse was also driven by a reduction in customs duty rates, designed to cahance compliance,
bmdo-onh-vebemimhambhdbythcaiddybddipmedoo that the steep fall in revenues
was bargely the resubt of a failure to limit customs duty exemptions and other special priviloges.

During the second half of the 1980, the Tanzanian govemment worked collaboratively with

external donors — though the broad lines of policy formation were largely at the bebest of the

donars, not the govemment -~ under the correct assumption that aid flows would be large and

mcreasing. Donors were able and willing 10 impose tight conditionality, and the Govemment
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delsvered on sufficsently important and visible components of the agreements to justify
contwuation. The sitwation bas shifted 1o some degree i the 19905, with coaditionality
increasingly geared towards detailed, institutional reforms and an CMETRINgG scepticism among
donors about the Governmomd's genuine mterest in firther reform.  There is some possibility that
the current kevels of aid, which are clearly not sustainable in the long run, may fall substantially
n the mear future.

The reforms ahead are more difficult than the anes sccomplished thus far, the upcoming election
puts the govermment puts it under severe political strain to compromise fiscal and monetary
targets (witness Ghana, Kenya, and Zambia before multi-party presdential elections), the
hikelihood of major retrenchments is increasing the mcentive for opportunistic behavious by public
sector managers and employees, and to top it all off, fiscal pressures in donor countries are
making for “fitigue” even in the absence of Tanzanis-spectlic difficulties. Yet there is substantial
evidence that the Tanzanisn goverment is making a genuine effort at gettng the difficult reforms
underway. Fmancial sector reform has now already begus. Menidien and Standard Chartered are
competing deposit and trade finance business away from NBC, and NBC itself has begun to
barden budget constraints i the parastatal sector by moving its keading on 10 commercial
principles. The Bank of Tanzani has acquired considersble mdependence vis-a-vis the President’s
office and the Ministry of Finance (though not vis-a-vis danors) and is now primarily responsible
for the formulation of interest rate and exchange rate policy. LART and the PSRC are up and
running; although neither has concluded even a small fraction of its business, there is learning-by-
doing in these early stages as basic principles applicable in differcat cases are developed. The
Investment Promotion Centre bas approved a large number of medium and large-scale imvestment
projects with private sector and foreign ownership, mamly in Dar ¢s Salaam and other urban
centres (Bagachwa (1992)) In the central goverament, adoption of the Rolling Plan and Forward
Budget represents a major movement from a year-to-year, crisis-oriented process - essentially

the rule since at least the late 19705 - 10 a J-year planming cycle in which the goOvemment's
Jonger-nm priosities are brought to bear a¢ all levels of the budget process. The cash budget under

the IMF shadow program — a extraordmary measure grven the absence of a geoume stabilization

problem in Tanzania (unkke in Zambis and Uganda where similar measures bave been

implemented) - is putting strong pressare on the Ministries to priontize, and ow the Treasury and

Customs to imprave revenue performance. pethaps equally importastly, by readering exemplions
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sector activities durmg the reform penod. Information is a commodity with istrnsic externalities
The central bank, the missstry of faance, and the donor community may all be mterested i better
and move tumely customs data, but under general budgeatary srngency and mstitutional stress

£ and special treatment more obviously costly, i is likely to increase pressures on the President’s
. office. Primoe Minister's and Minister of Finance's offices.
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the macrocconomic front. Export promovion is one of the mos! glaring. Expenence shows that
an important drawback of export subsdy schemes is their lack of fiscal credsbility, promotion
requires ex past outlays, and promises to deliver may be tinwe-®consisteal. Aid orgamizations
hnfacluriﬂaolop'ulimmhcxpoﬂpmﬁion.lupﬂﬂionlhlmgimmnheyhm
vmnydnlpiondismils.ndudﬁﬁhl«cny'veuthnwmhwominkcylosdﬁ
reliance for the recipient in the longer run. Assistance to retrenched workers and management
i another. mummnﬂmdwymm:viﬁuoﬁlenumnm
mvolved in a smaller range of core activities. This vision of a reduced public sector represents
omaﬁlmmwuofvhwsbﬁhaanmh‘sdomnduiﬁ:Tman&
Nonetheless. of all the reforms brought oa board since the early 1980 it represcnts the purest
repudiation of the Arusha principles and conxs into sharpest conflict with precisely the groups
(hat have benefitted from their application over a quarter of a ceatury. It is not surprising,
therefore, that one of the chief constraints holding back civil service retrenchmcnt and to some
degree parastatal reform, is the political cost of undercutting the kvelihoods of a vocal and
relatively well-cducated group of the population (Bagachwa (1992)) -- a group that if not
MWWwinbubhwWiﬂw&tmmkao‘ﬂwpmy.M
as the Tanzasia workers umion. Dosors can be involved in providing goldes parachutes and
assisting in relocation. In the absence of serious progress on reducing the employment in the
central govemment, there will be no exit from the low-wage-low-productivity trap and Ftle
probability that donor fusds channelled through the government structure will produce bigh
payofls. Rehabilitation and further extension of roads, particularly in rural areas, is a third.
Mmawbkpddmmwmmydm”b&mu. A major
i:mmoﬂhemnlmldmvrkwwldmlbemlymometordmvtprioeul
marketing reforms by lowering transport costs; it would also promote competition, therefore
substituting 1o some degree for the Government's kck of regulatory capacity, Assistance i
mmmmd:mmmataﬂmmwdww”cmmmmw
accounts is a fourth. The data in Tanzania are extremely poos, and bave probably deteriorated
MkMdWhMWWMMMMQMdM
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there may be little effective pressure on Customs - and fow resources available — to improve its
effots. Donors might reasonably see themselves in a long-run role in this respect; it is not thm
data collection and management mvolves technology that is difficult to transfer, but rsber tha
many of the extemalitics 1o such collection accrue intemationally - to the donor countries
particularly - and thus justify a continuing extermal role,

How hard should donors push on privatization? The question is difficult. To the degree that
Tanzania’s public sector has been umiquely privileged since the Anusha Declaration, its private
saclor bas been uniquely suppressed and is wniquely unprepared, both financially and in terms of
entreprencunial expenience, 10 undertake the medmnm-to-large-scale operations of parastatal firms
n the industrial sector. The Indian community is better poised in this respect but there remains
s serious political resistance to allowing a concentration of industrial activity m non-African
hands. Moseover, ownership may be a poor proxy for efficiency. Evidence from Kenya, for
example, suggests that quasi-public firms (in which the government has only part ownership and

chief exccutives are not political appointees) out-porform both private and public firms. The
bardening of budget constraints through the banking system is therefore likely to be the most

important measure in providig the right incentives for parastatal management -« not oaly those

whose frms are viable at workd prices but also those who are not and whose managers therefore

have the stroagest incemtives to abuse credit allocated om non-commercial terms.  Budget

hardening has moved first from the budget, with the cut in direct subventions to parastatals, 1o

the Bank of Tanzania, with the elimination of autonsatic deading to parastatals and the NBC and

the more careful mositoning of counterpart funds collection, to the NBC iself, which is mow

under strong pressure to apply commercial principles in its lending and has already shified its new

lending away from the parastatals to a marked degree. Ultimately, of course, the pressure for

Bmancing the waiting export crop or for supporting » collapsing NBC resides with the Bank of
Tanzania - or with the donors. Having supported a major bailout of the banking system, the

donors face the difficuky of credibly committing not to do so agam. They therefore have a strong

imerest in monitoring the performance of NBC to prevent a renewed detersoration of its balance

sheet, and in supporting its Gapacity to evaluate credit risks on commercial terms.
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Some progress ow privatization is important in the short run, however, in order to establish
aedbiﬂyof&c?SRC(dmsMigudemﬂuﬁoneﬁeaupmdmm)ndMﬁi
precedents applicable to finms in different industrial sectors and in differing states of financial
viability. mehvcboavuy&lkpmywhm&poﬁ;ofﬁlmnerMuﬁudi--
that are clearly unviable 3t world prices. Donars may have a role 10 play m making it possible for
tthSRClodiposeofﬁmsﬂboumuii;M(hcmmmhmbyusmme
the firm 45 & going concem.

What is the role of import support in the next five years or so? To a recipient government clear
abou'umptiociiu.adohoﬁwoﬂmoﬂ—pmidediisudy-ntbd-—ismorcsdmbie
than 3 dollar of suppont that is tied to 2 project From the donor’s side, import support is a vote
of confidence in the recipient’s overall programme. In these respects import sapport is umiquely
well adapted 1o the kind of ex post conditionality that we have argued may provide stroog
mmmmamﬂmm@wmrmmm.wm.u—
establishment of s earlier reputation for lack of commuption. If import support is to play this role,
donors must be prepared to cut #t when the situation deteriorates sufficiently. We do not think
the situation warrants a cut in import support a1 this poet The government & keenly aware of
dmw&sqnietwiﬁthcpaecoﬁd’omudismvic“mmny&ws With respect 10
coruption in particular, we have cautioned against overreacting 10 the current stuation. Much
of the observed increase in corruption may simply be pre-existing corruption coming to light o
dnnclngfomiiﬂnoflhccbs‘-sol!‘ofasymmm&eemangctm
overvaluation. Momhnponmﬂy.nmnﬁ(iunlhauxinoomq)donmybenﬁue&aoﬂbe
very reforms that the donors desire, particularly the downsizing of the public sector, A mere
quﬂhloﬂhmihdﬁmm“ﬁﬁaumﬂiyﬁ
1o 34 is compensating the “losers” from reform

What about the overall sze of the aid program? We do not believe that concems about “dutch

discase” weigh stroagly in fxvour of  reduction in the overall aid budget for Tanzania, It is true

mmmemmgmzemmwmmamhm«ummum

to depreciate the real exchange rate for exports more substantially than if the suthorities

responded — 35 in the early 19805 -- with a tightening of import coatrols. But any aid-driven

inter-sectoral shift of resources can in prnciple be offset by sufficiemt fiscal incentives to
150

traded goods sectors. More importantly, our view is that the effect of aid on the overall policy
environment is still its primary macroeconomic effect, and that this effect is still highly positive,
as it has been throughout the reform period
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Part 5: Conclusions

14, IMPACTS OF SWEDISH AID ON TANZANIA

141 Introduction

This small study was given 2 huge task, to analyze the impsct of Swedish aid to Tanzania
over hree decades. To do a proper evaluation of the impact of Swedish sid oe the
Tanzanisan economy, one would have to specify a counterfactual, and then try to compare
development with xnd without Swedish aid. We do not have a good enough bass for such
an experiment, Our discussion of the impact of Swedish aid bas therefore been somewhat
tentative, by necessity. Still, we hope that it wall contribute to the debate on Swedish aid to
Tanzamia, and on Swedish aid in general.

We assume that Swedish aid is motivated by wanting to address poverty, and that basically
the motrve behind this is altrussm. This means that Sweden wants to concentrate aid to the
poorest countnes, such as Tanzania, which m tum normally are those countries where it is
most difficult to rus projects and programmes effectively. The first dilemma of aid is thus
that we want to aid panticularly those countrics where m all likelihood 1t will be most
difficuk to get aid to work effectively. This must be kept im mind when judging the resulis.

In this repoet we have looked at the pact of Swedish aid on Tanzania from several angles.
In this chapter we step back and provide some gencral observations. In Section 14.2 we
conssder the inmpact of wid oa economic growth. Since # is extremely hard to link aid directly
to growth, we also consider the impact of 23 on some growth determinants, We then look
al the scant evidence that is available on changes i income distribution and poverty, and
discuss the empact of aid there m Section 14.3.
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14.2 Aid and Growth

Official GDP numbers saggest that real incomes per capita in Tanzania are not much
different now then they were in 1970 The pattern is one of stagnation over the 1970s,
dramatic reduction in incomes during he crisis persod of 1979-35, and slow but defimite
growth during the reform period starting in 1986, Corroborating evidence of the recemt
recovery is provided by Booth (1993), who reports that ERP was considered positive by
rural people, particularly the poorest groups, both in terms of goods availability and in
stimulating €Conomic activity.

Comparisons of survey data for 1976 and the early 1990's suggest that chamges in rural
mcomes have been bess dramatic than suggested by official GDP aggregates. This suggests
that rural incomes fell by less in the crisis period due to the availability of subsistence and
parallel market activitics, and they rose by less in the recovery period. Urban incomes, in
contrast, fell markedly during the crisis period, and have recovered very strongly smce the
mid- 19805, although this is less true for some higher income bouseholds, e g those in
government employment. There may be some inspression from prelimanary statistics that
gwrowth bas dowed in the 1990's relative 1o the late 198075, but the official dats is essentially
useless for making such judgements.

Whiat can we say about the effect of aid on growth determimants in Tanzasia? If we first
coasider physical capital formation, it is obvious that 2id i the 1970's contributed 10 a high
nvestment rate, but because of the inward-looking, state-directed strategy, the quality of
mvestments became low. Investments declined oaly moderately in the crisis persod, although
capacity utilization fell dramatically. Finally, there has been a dramatic increase in capital
formation smce the reforms started m the mid- 19805, and there is now also a considerable
increase in private mvestment. The recent mcrease is obviously related to the 4id boom. The
quality of investments is higher than in the previous period, but still generally low. This may
be due to the fact that there still have been only relatively small changes in ownership and
the orientation of investment, that is, parastatals still play a large role.
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Sweden's earhier attempts to support mdustry directly did not fare well, and Sweden bas
shifted from direct suppon to indirect suppont of productive activities. This is a sensible
change, which also reflects the shifi m Swedish strategic thinking about the role of aid,
which has been underway since the mid- 1980's (see SIDA, 1994a), A substantial share of
Swedish aid has therefore m recent years gone 10 mvestments m, and rehabiltation of,
economic mfrastiucture. These investments seem 10 show good returs, and they also help
to create an enablimg environment for ecomomic activities. It seems obvious that aid,
inchuding Swedish aid, has made it possible for Tanzania 10 achieve higher investment rates
than what would otherwise have been possible.

The major areas of human capital formatioa that are relevant are health and education.
Sweden has mamly contributed to education. Although the results of the projects have been
mived, the projects undenaken cootributed 1o the early improvements in the supply of skills
in Tanzania. Unfortunately, it has been difficult to sustain the advances and many of the
achieverments of the 1970's have since been eroded. The budget support provided im recent
years bas at least helped 1o contain the decline of the public educational system, but it is

cenaimly s & very poor state.

Apan from transferrng external resources into the country, aid also has an effect on policy
formation. This indirect effect may at times be more importast than the direct resource
transfer effect, It could be both postive and negative, We have argucd that aid in the 1970's
and in the first half of 1980s mdirectly supported a strategy that later tumed out to be
uviable. Dosors gradually became more and more critical in the early 19807, particularly
with regard to the appreciated exchange rate. Sweden was reluctant to join in the critique
und, together with other sympathetic donors, Sweden probably helped make it possible for
the traditionaksts m the Tanzanian govermment to delay economic adjustment. In this period
it 15 therefore probably fuir to say that, akhough the direct ¢fects of aid were positive, these
were counteracted by the negative indirect effect of preserving a policy regime detrimental
1o growth. The latter effect s impossible 1o quantify, smce one needs to know both how
sensitive the Tanzania govermment would have been 1o the extra pressure that Sweden could
have exerted and also how much extra growth an earlier change would have brought about.
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Still, the costs of delayed reforms may have been substantial However, since about 1986
aid has increased m support of market reforms, and for this period the impact of aid on the
policy cavironment has mstead been decidedly positive. The donors in this period have been
essentially in agreement about the requirensents for #id to Tenzania

Much of the aid provided by Sweden in recent years has been geared 1o support the
economic reform programme. Poor govemance is obviously a severe problem in Tanzania
today, and the poor quality of the public administration must certainly have retarded
cconomic growth. Swedish efforts to support public sector management probably have been
beacficial, but such effects are hard to measure.

The ability of the country to sustaim long-term cconomic growth and to redwce its current,
very high aid depeadency will depend om the levels of domestic savings, 1ax revenues and
export performance. The domestic savimgs rate appears to have gone down during the recent
ad boom, but the data is very shaky. Still, this is the effect one would expect. It should be
noted, however, that at the same time there has been an imvestment boom, so there has not
been any dramatic increase in the consumption share.

At preseat close 1o half the budget is financed by dosors. This is certamly 100 high a figure
to be accepeable in the long term. It is partly a reflection of the current problems in revenue
collection, xs discussed above. We do believe, however, that those problems are caused to
some extent by the reform process and the present political instability. The problems are
bemg addressed by the government in several ways, but this is an issue that donors should
foBow closely. It is not unreasonable to assume that tax efforts may be more lax when there
is an sbundance of aid.

Finally, we have the issue of export performance. There is coasiderable evidence showing
that expont success is closely related to ecomomic growth, and if 2id has effects that are
detrimental to exports, this is a serious problem. The focus of the discussion has been the
so called Dutch discase effect, that is that aid mflow leads to an apprecistion of the real
exchange rste. We have discussed this issue extensively above, and concluded that the
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picture with regard 1o Tanzania is somewhat mixed Dunmg the Nyerere years the whole
policy package was highly bissed agaimst expons, but this package was basically not aid
drven. Stll, by makimg it possible to fimance imporns, aid did suppont an overvalued
exchange rate, and  probably also helped extend the period of imward oricatation. In the
first years of the reform period, aid increased dramatically, while at the same time the real
exchange rate depreciated a lot. Then aid supported pro-export reforms. Now the exchange
rate is market determined, which means that 2id inflows will tend 1o have an apprecating
clfect on the exchange rate. We retum to this problem m our policy discussion in Chapter
15

Looking at the growth record of Tanzania, it is hard to argue that aid has bad a very positive
effect om ecanomic growth. The growth rates recorded, bowever, depend mainly on factors
other tham foreign aid. The country for a loag time followed & development strategy that
tumed out (0 be unviable, and the cconomy has 2lso been exposed 1o 2 series of exteral
shocks. It is not possible to disentangle the overall growth effect of aid (or of Swedish aid)
i this context. We have, however, discussed the relationship between aid and the factors
that are imponant for economic growth. We have poisted out that the direct effects of
resource transfers m most cases are positive, although the effects have often been smaller
than expected. We have then argued that the indirect effects on policy are very important,
Here, Swedish aid is of course only a small part, but in the case of Tanzania the Swedish
stand does matter. It 15 posssble that Swedish aid made it possible to delay adjustments in
the first part of the 19805, and thereby exerted a negative influence on growth. Since the
md- 1980, bowever, this situation has been reversed, and aid has supported sensible policy
changes. We have also touched upon the effects on domestic ssvings, tax efforts and the real
exchange rate, aod noted that aid may negatively affect these variables. Again quantification
is difficult,

143 Aid and Equity

We saw above that there is somewhat conflicting evidence about chamges in per capita
Bomes over tinse, but according to the Comell-ERB study, both urban and rural incomes
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seem (o have increased between 1976 and 1991 What can we say abowt meoquality?
Comparing household budget surveys, the World Bank (1993) finds that inequality has been
increasing smce 1969, The Gmi-coefficient was estimated at 0.39, then it rose to 0.44 in
1976/77, and finally &t rose again 10 0.57 in 1991. Accordmg to this study, the peniod of
crwsis and subsequent adjustment has implied increasing inequality, It is also argued that,
while inittally nural mequality was lower than urban iscquality, the situatios is now reversed.
Both have increased, but the rural onc at a more rapid rate. Increasing imequality is not an
undisputed result, however. There does exist some 35 yet unpublished work suggesting that
there has even been a reduction in mequality. We can thus not draw any defmite conclusions
about chamges in mequality at this stage.

The World Bank (1993) also specifies two poverty lines. Households with less than 50% of
the mean aduk cquivalent mcome were classified as poor, while households that were unable
to afford certain basic meeds were classified as hard-core poor, On these criteria, about $0%
of the population live i poor households, while 36% live i houscholds classified as hard
core poor. Poverty is mainly a rural phenomenon, where $9% of people living in rural areas
are poor, against 39% of those im the urban areas. About 50% of the hard-core poor live m
the rural arcas, mainky in farm houscholds. The differences between poor and mom-poor
households are also reflected in differences in their scoess to basic needs such as water,
decent housing, and cducation. The results achicved in Tanzanis with regard to poventy
eradication are obviously very much below what was hoped for.
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Table 14.1: Some Social ladicators for Taszamis and Sub-Saharsn Afnics

1980 1985 1990091
Tanz SSA Tanz SSA Tanz SSA

Life expectancy at bisth 17 47 48 9 43 51
{Ycars)

Infast mortality 122 | 127 | 117 118 1S 107
{Per 1000)

Average daily calone intake 2244 | 2107 | 2229 | 2040 | 2206 | 2120
Keal ita)
Primary school gross 03 70 72 68 63 69
| enrodment rate cent

Source: Workd Bank (1693)

The social indicators in Table 14.1 suggest that Tanzasia, durmg the 1980°s has had a
development, which in several respects, bas been worse than that of the average for Sub-
Saharan Africa. Tanzania does well with regard to calonc mtake, but on the other three
indicators it has dowe poorly. Life expectancy has hardly increased, and infany mortality has
decreased more slowly thas for SSA. The most dramatic changes, however, is the large
decline in prmary school eorolosent. From a situation m 1980 with an enrolment rate of
93%, way sbove the average for SSA, it was by 199091 down to 63%. well below the SSA
average. This is an indiction of the serious dechme that the public sector has undergone in
the 1980s. Thus, even if average ncomes have increased since the mid- 19805, there also
may have been an increase i inequality, and there has certainly been a detenioration in
nocess (o and qualisy of public services.

We have noted that the vast nmajority of the poor sre 1o be found in the rural areas. The
welfare of this group will depend on its income, as well a5 on #s access to different forms
of public goods, such as cducation and health services. Aid that contributes to income
growth and improved provision of public services in the rural areas would therefore have
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benehicial distributional effects Much Swedish aid was imitully directed directly to the
provision of welfare services 1o the rural populstion Sweden also provided considerable
Support 10 the agnicultural sector. These carly efforts did mot produce the desired results.
The experiences from Tanzania have shown that distnbutional ambitions, which are not
backed by a sound ecomomy, are unsustamable. The ambition in the reform period has been
1o stabiize: the ecomomy and to provide a basis for economsc growth. In the long term, this
is iaportant also for the rural poor, but one would like 10 soe a patternn of growth tha
benefits the rural population alkso in the short term

The mcomes of the rural population wall depend on the demand for its products and on its
asset. Maoy studies have shown that changes that increase demand for the poor man's assets
or his products tend to imprave mcome distribution. Policy changes in the 1980° tended to
shift relative prices in favour of agnculture, and thus did have » beneficial effect on the
incomes of the rural population, In the loager term, however, income increases require
investments, and it is not clear what the investment response has been in the rural arcas.
There are indiations, however, that the present aid boom has had larger effects in the urban
sreas thas in the rural arcas. How 1o spread activity to the rural arcas in an effective manner,
therefore, still remains a key question. The creation of an enabling environment for nural
mvestment is high on the agenda.

At the same time that the govermment managed to improve the policy environment for
producers, its ability to finance services sach as health, education, and public mfrastructure
of relevance to the poor has boea declming, Since aid im the second half of the 1980 has
fimanced a large share of the budget. it has at least helped to preserve some services. Thus.
to the extent that aid finances public goods which are widely available, it should have a
beneficial inpact on the distribution of economic welfare. Swedish aid to publicly provided
social services, and direct budget support, would be examples of this.

Growth-oriented support, such as that to economic infrastructure, has indirect effects os the
poor via their incomes, but whether it increases or decreases mequality is i gemeral
impossible to say. It will, of course, to some extent depend on the type of infrastructure
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aided. We wall get back to this issue in the final chapter. Growth is 2 necessary prerequisite
for long-term poverty eradication, as well as the provisson of public goods such as education
and health senvaces to the poor. Progressive distribution policies must in the long run, in any
cconoay, be based oo a stable ecomomy. Growth is not a suflicient condition for long term
improvements for the poor strata of the population, but it is a necessary condition,
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15. CONCLUSIONS FOR SWEDISH AID TO TANZANIA

In this chapter we draw together the policy impBcations of our analyses. Most of these have
been discussed m greater detsil in provious chapters. Since the study is a broad overview,
the policy conclusions that cam be drawn will also be of a general natare. We are not im a
position to preseol a complete aid programme for Tanzania,

15.1 How Much Aid?

Should Sweden give aid to Tanzania? This is a political decision, and the allocation of aid
to Tanzanaa must be weighed agamst allocating money 1o other poor countries. There are,
bowever. a few reasons for coatinuimg with aid to Tanzamia, Tanzania is still one of the
poorest countries in the world, and it is a country with which Sweden bas long-established
relations and which is well known to the Swedish aid apparatus. The last few years of
structural sdjustment have seen dramatic improvements in the policy environment, and the
private sector is coming alive, However, progress with regard to institutional reform of,
particularly, the parastatal sector and the civil service, has been sdow. There are also worries
about the lack of traasparency and good govermamce, but we would caution agaimst
overreacting i the short term. We have argued that deterioration may be  consequence of
the process of reform and democratization, and if so, it may be temporasy and solvable. If
the situstion with regard 1o govemance does not improve in the longer term, it should have
comsequences for the amount of #id allocated 1o the government of Tanzania ' We will get
back 1o this issue below when discussing the conditions of aid.

When decidimg on the amount of 2id to a country, the issue of aid dependence should alkso
be considered (see discussion im White and Voss, 1994). This continues to be very high for
Tanzania with aid being sbout 40% of GDP. This is a big increase since the mid- 1980/s *

'MaMhthnhMyleoum_e-memn.emol
Counlervidues wisk not solved and for educaion asd parts of the forestey support

¥ It hold Be noted, bowever, Gk previously the relative irporance of aid was endersied by the
overvalusd exchange rate. On the ofer hand 3t da always boen overstaned Becavse of the poor coversge of
umuuuoan'uan?.uu-wmmmmmomu.hmummumme
18 still woerying.
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Owe way 10 lower the ratio would be to reduce asd, but given the delscate situation m
Tanzasia i the run wp 10 the clection we do not thank thas s the right tame to contemplate
a reduction. Moreover, Tanzanis may also have 1o set aside more resources 10 senice ils
large debt, which means that the aid requirements of Tanzania will contimue to be high

Ancther aspect to comsider when decidmg on 1he amount of aid is absorpuive capacity. We
have noted the poor state of the civil service, while at the same time arguing that an effective
civil service is & necessity. The ability of the administrative machmery to handle axd
effectively is thus & najor problem that needs to be addsessed. The direct approach is to try
10 help reform the system so that #t can cope. This is underway in many institutions, but it
is undermined by the generally poor status and morale of the civil service. For it to be
effective, one also needs progress on civil service reform. Secondly, one needs to use aid
forms that are administratively simple and do not overburden the apparatus. Thirdly, one
could seek akemative channels for 2id. Owe needs to work on these three areas to make it
possible to channel aid effectively. In a situation with poor administrative capacity and a
alrge dedt burden it would slso make sense to shifl resources to debt service, This will make
it possible for Tanzania to use more of its own resources for development, and a reduced
debt should also stimalate private investment.

15.2 What Type of Aid?

Given that aid to Tanzamia continues, where does aid has s comparative advamages”
Where can 23 be effectively used, and where is it better to leave the activity to domestic
agets”There is also the issue of division of labour among donors. The fact that an actwvity
is appropriate for donor imervention does not necessarily mean that Sweden should be
involved. Coordination among donors should mean that many important arcas are left
untouched by SIDA

The Tanzanian government is overstretched The government of Tanzania cannot finance
the whole public sector structure and pay the wages that are required for effective work in
that sector. Donors should be wary of creating new public sector institutions, but shoul
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mstead concentrate on strengthenmg the core metwork Swedish support 1o central
mstitutions 15 an example of such ad.

To improve public sector performance, there must be serious chvil service reform. Policically,
2 reduction of the civil service is very difficult, because of retrenchment costs etc. SIDA
could, for example via the use of the countervalue, fimance retrenchment or the cost of
severance payments of redundant civil servants. This will be very healthy in the long term,
and will also put some Btle capital in the hands of a number of individuals (rather than the
goverament) who might do something productive. A similar opportunity exists in supporting
retrenchment of workers and managers in down-sized or privatized parastatals

Balance of payments (or budget) support is an appropriate way of chamnelling money into
an ecomomny like the Tanzanian one, where there is limited ability to absorb new projects st
the same time as there are serious recurrent cost problems. Previously, countervalies were
not paad consastently, and this is a necessary requirement for this type of s, Failure to pay
up undermincs the stabdlization efforts and softens the budget constraint. Sweden refused
during 18 months 10 pay out import support before the Tanzamian authorities implensented
appropriate guidelines and instituted measures to deal wath the arrears. The current
handling of countervalue payments is improved, however.

Budget support as well as support to projects on the priority list of the government, is
essentially support to the government policy package. Given 1hat this is the form of aid. the
donor camnot shifl the structure of expenditure directly. 1f this is to be achieved, he must
mstead specify conditions for minimum shares going to certain expenditures, or put a ceiling
on other types of expenditures. Primarily one should coesider expenditure shares for,
primarily, education and bealth. This should, however, not be done by Sweden unilaterally,
Like with other gemeral conditions of this nature, there should be coordination among the
bilateral donors and the [FTs, for example in the context of the Public Expenditure Reviews *
With a shift in this direction, donors would need to work out a new type of guidelines for

'Sweden has recestly wgether with wuh 1BRD, EEC, UK and Nodeay tkes poet s a PER wirh this

m.Mmd»deaSums«wSumyn-thtmpmlmo(mid
services.
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monioring and auditing, since this would have to be of another form than carrent project
evalustions. One could use simphified procedures for accounting, ¢. g in terms of broader

criteria of programme inplementation. Look further below st our discussion of ex post

evaluation.

Another type of public good, apart from education and health services, that we believe it is
very worthwhile to support is the roads. We do believe that a major extension and
improvement of the road network in the peripheral areas of the country would contribute

very significantly (o the incomws of poor rural groups. We have noted above that this is
group that really needs support, 3t (he same time as it is difficult to find efficient forms for
such support. This type of investment could crowd in mvestments, in the tradables sector.
What will be the main issue in this area i, of course, whether the Tanzanian goverament at
different Jevels will have the capacity to maintain the extended network in the future.
Capacity-building here would thus have to focus on strengthening the relevant mstitutions
i this area. SIDA argues that this sector is already overcrowded with domors, but we think

it might be worth taking a second look

A coaclision from our review of projects and programmes was that support (o cconomic
fiastructure in general, not just 1o roads, seemed 10 work well, akhough we were at times
2 bit worried sbout the efficiency of the institutions or firms that are to handle the
mvestments ouce they are there. Still, we would recommend a contimuation of support to
these types of activities, but with close attenlion 10 the need for commercialization of the
arganizations involved. SIDAs is already involved m institution development efforts

We have discussed the problem of currency appreciation, and argued that the first best
response 10 this is pot less axl, but production subsidics 10 firms in the wradables sector, or
simply export subsidies. One could actually coasider export promotion in the form of both
price and now-price incentives. There remams a bot to be dose on the latter side, such as
further Boeralization of marketing m agriculture, and extensions or improvements of the
rural network. Duty drawbacks were tried in the 19805, but with lttle success largely

because of inadequste budgetary support. Mere s a natural role for aid support.
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Alternatively, one could introduce interest subsidies, that is, the introduction of 2 subsidy
to banks to make it possible for them to charge lower interest rates for exporting firms.
There are, of course, complications with these kinds of systems m Tanzania The
govermment noust have the capability to handle it and the miegrity to allocate the money on
ment. These sdmimstrative issacs will therefore require careful consideration.

Donors shoukd not try 10 do 100 complex things. It is too complex to intervene directly into
production activitics, be it agriculture or industry. It requires too much local ksowledge

Donor nterventsons related to production should mstead be directed to the creation of an
enabling cnvironment for the private sector. This nay of course mclude the crestion of
mstitutions that can provide finance for the private sector, but the allocation of these
resources should be keft to the market. The private sector in Tanzania need to be
strengthened. One way to do this woald be to set up a charitable trust fund, support »
vesture capital istitution (SWEDEFUND has just entered such a scheme), or even suppon
3 bank in Tanzania, This could then function as a fimancial institution that places its moncy
m projects on a commercial basis. This would be one way to chasnel money into the
country, without using the govemnmental channels or competing with them. Some
experimentation with new forms of aid would be wekcome

A 1major conoem & poor provision of services in rural arcas as well as the lack of institutions
supporting agriculture. We would like to make sure that more resources are used for
expendntures that are refevant to the rural population, and they should be spemt in such a way
that the results are sustainable. The HESAWA project is an attempt to deal with this
problem. It is obviously directed at what should be the main target group for Swedish 2id,
the rural population. It aims 1o provide social services that obviously would be welfare
improving in the rural arcas. However, are the results sustainable? Serious commitment from
the central authoritics for regional sctivitics may be required for long-term viability, Thus,
we would like to see a thorough analysis of this and other attempts at buildmg up social
services from below,with very Betle reliance on central govermment.

Sustamabdlity of activities is the major worry with regard to current aid 10 Tanzania, Al
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aupport requires careful assessment of affordability, given the level of extemal suppon likely
to be forthcoming. If incoasistent and unsustainable standards of service provision are 1o be
woided. a sector approach is usually preferable 1o project 2id.* [n situations where recurrest
©0sts are a serious problem, as is the case m Tanzamis, donor support is especially
appropriate for programmes which requive higher expenditure now to permst lower
expenditure later, and which therefore (o some extent have their sustaimability built in
Privatisstion. civil service retrenchment and mfrastructure rehabiltation are examples of this

To improve sustainability of aid activities, priority areas of aid should correspond Lo key
sectors of govemment expenditure, Activities on which the government puts low pronty
run a high risk of decline once doeors withdraw support. Priority areas in Tanzsnia that we
believe should be supported are social services and economic infrastructure. To make these
work i the loager term, admimistration need to be strengthened  lnstitution-building is
therefore also important. Particularly, local and regional admimistration are in a very poos
state, which means that it is very difficult to defiver public services effectively to the rural
areas. It is obviously hard to get aid to work i Tanzania, but SIDA is already extensively
mvohved in the sectors that we identify xs important. The work of phasng out should
contimuc,

153 On What Conditions?

In this report we have discussed the refationships between aid and policy and policy
conditiomality extensively. We concuded from this discussion that i is desirable that the
Tanzankan government “owns” the programnws to a higher degree than it does at present,
To achicve this, domors should delegate more responsibility 1o the government, while at the
same time creating incentive structures for good behaviour. At present, the donors feel an

' “The pestification for rocurrent cost suppent in particular q x careful eval of affordadility
uﬂmﬂmﬁlodﬁl\ihmumwuhwunm.MWMdcmlm
10 % e of underfinancing are a poor use of ressurces, asd ultimacly waswstsinabie when donor fashions
m.lln!h:u-.n-ed«mbumwmwmmmmammxmmmmll
-u-n;tnmuﬁie»mnn‘duMpmlannﬂammmmfa-mmumu
for a0 ustitstion” | (ODA_ 1998, e 11)
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acute conflict between this type of solution and an effective handling of the projects that
they finance. In Tanzania, SIDA tnes to by pass the central government and to work os the
distnict bevel, with extensive SIDA control of payments as well 2s execution of the projects
What will the long term implications of this be? Can effective project islands survive and
have positive indirect effects on the surroundings, or does the hostile environment eventually
force a project collapse? After all, well Runctioning projects in a fashing overall structure ase
not proof of a good aid programme. This is particularly true in arcas normally covered by
govermnment mimistries, where an important output of amy projest should be a trengthening
of Tanzamian govemnment capacity 10 formulate and execute smilar endeavours.

I general, one should have the ambition that projects mwst not become isolated islands
(Sweden may have done so dess than many other donors). However, there may be mstances
when the country only as one institution of its kind and where it is of strategic importance,
Maybe a donor could then take a more long term responsibility for preserving the institution.
Swedish support to the Bureau of Statistics may be such an example. Both govemment
stitutions and donors need better statistics about for example trade fows and mformal
sector activities. It is therefore not unreasonable that SIDA should consider paying recurrent
costs of such an institution for an extended period.

Project documents should include a discussion of how and when the withdrawal of SIDA
support is Lo take place. All projects that stant should have a specified end-point in time (or
&n argument for indefinite or very long-term support). They should define the responsibility
of the goverament of Tanzansa. If the Government is not willng to commit itself, the project
should wever start, For the commitment to be credible a greater share of the project cost
should be covered by the Tanzanian govemment from the very start.

Due to weak institutional capacity it has been very difficult to realise the aim that the
recipient should handle projects. Responsbility for implementation has increasingly been
taken sway from the government of Tanzania. There is an obviously a conflict between
giving responsibility 1o the recipient, and financial accountability. In this report, we have
argued that ex post conddtionaly can provide stromg mcentives for reforms, and for a
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reestablishment of the government's carlier reputation for sow conupuion. [0 some exien
there has already beco & move toards ex post conditionality, with less of todal akd beimg
disbursed within country frames and more under thematic programmes.

The domors as 2 whole or individual dosors should not shift completely towards ex post
conditionality, There & 2 chear robe for ¢x ante coditionality - not least in terms of provading
2 means of transfer of advice and expertise and providing some pre-specified contractusl
obligations, bat also for the reasoms about the creation of constituencies which will "punish”
goveraments for rencging on ex ante commaments. It is best to think of the aid and
conditionality relationship as 3 two part contract with prior payments within a state-
contingent ¢x amte-conditionslity framework and then further aid flows based on ex post

There is a meed for improving the design of ex ante conditionality to focus more on state-
comtimgency in costracts. There are two important reasons for this. First, if conditionality
is not state contingent then the typical conditionality comtract will reward good luck and
pusish bad huck. If the doeors are not in a position to separate good kuck from “cHon” then
ex post conditionality will remforce this, and there will bo & bias in the allocation of aid
money towards 1hose enjoymg good hick. The second reasom is that the most convimcing

potential recipicnt ® is still important that the rules of the game are made clear and that they
sre intemally comngstent hetween donors

A shifl towards ex post conditionality would also make  casier to allocate sid as gencral
budget support, whach we have argued is desirable for a number of reasons. In the case of
ex post condionality, oace the decision to dishurse is made - ex post - the donor mmst
logically relinguish amy claim on how the resources are allocated wathin the country. If the
govemment is truly of the “right type” then it will mansge the resource flow and the
countervalue funds in a manner cousistent with the washes of the domor. IF the recipient
government spends it all om non-productive expenditure, inflatios and patronage, then (a)
the donor has misjudged the type of the country and (b) the country will not win the contest
for aid mooney the mext time. With the ex post spproach the rules of the game will allow the
donor to distinguish good and committed governments from bad opes.” A shift towards a
general form of sapport of the Tanzanian govemment, giving it increased responsibility and
ownership could help restore the quality of government. However, if this approach is
chosen, then the donor must be prepared to walk out if the stuation deteniorates sufficiently
The govermment should be made aware that there are other equally poor coumtries that are
competing for the funds.

arguments for a shifl 1owards ex post conditionality revolve around the question of ] 154 Aid Management
reputation. Part of the imability 10 generate reputations is that the ex ante conditionality,
which is oot state costimgent, typically does not allow any revelation of effort or X In the situation that Tanzania has boen in until recently, it was very difficult to trust the

commitnsent for the reasons discussed above Credible governments have an incentive 1o
demonstrste commitmest or ¢ffort and this can be achieved better with state comtingent

results of project analyses. The economés imbalances meant that there were all kinds of
distorrons and ccomomic shocks could change the pecture dramatically. With the market
reforms of recent years, however, project analysis will come into its own again. Prices arc

e

7

contracts

P o1
.

There will be some need for donor coordmation also with regard to ex post conditionality.
What is required is to fimd the approprate balance between ex ante and ex post. For
example, govermments may have cash flow problems such that although they are committed
to reform they are unable to implement reforms without additional aid resources provided
ex ante. Similarly, although ex post conditionality does not specify conditions for the
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now a good guide for resource allocation decisions, and the country has achicved » measure

*Ihere is oo caveat 6o the argument that there Sould be 50 conditons on diursemen of G ex post
conditonadity and tat relaoes 0 the Dutch Dieae problerms. Suppose for examgle the Mnbuie Se domor 1
rewarding ex pont is eapoet drversfication In this case the winser will recqive an xd “price” which by
appeeciaiing the real exchasge raie may wndermine the benefits gained s pursuil of the price. I nay be
neccsary, Serefors, 10 ensure thal the mplicht Gk on expacters associaied wilh ©e ad inflow is offset by
some subkidy of compensalion, wilbier by way of » subsidy on exporied outpat, expodt producticn (pasuhly
oo the cost of credit) o On INvesUTATE
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of macroecononws stability

In this mew situation, more effons should be made to refine project amalysas. In appraisals
and evalustions, costs are seldom weighed agaimst benefits in 2 systeeatic fashion The
quality of project evaluations in Tanzania has improved, but even today qualitative analysis
dominates, while cost-benefit or cost effectiveness analyses are rare. The sustamability
problem mus also receive closer attemtson. The mmplications of projects for future
government rocurrent costs are not sufficicntly coasidered, which means that there is a nisk
1hat cither SIDA has to finance them indefinitely, or that they will collapse when SIDA
keaves. SIDA should specify from the very beginning how its esgagement in a project is to
be phased out, and thus force the Tanzanian governmest to commit itself from the
beginming

Aid coordimation does exist in Tanzamix. Most important are the Consultative Group
meetimgs, whach have been held annually since 1986, The Jomt Government- Donors
Meatings are held quarterly, and donors slso meet among themselves moathly. Still, in spite
of these improvements. UNDP (1993) concluded that effective asd coordmation is not in
place. The main obstacle s, of course, that the govemment imstitutional capacity to
coordination i weak. When there are over fifly donors there are bound to be overlaps * It
also makes aid management i Tanzanis 100 mch of a donor-driven process. Responsbility
for implementation has mcreasingly been taken away from Tanmzania. More atteation needs
to be gnven Lo the mstitutional trengthening of Tanzamia's administration in the ficld of
project formulation snd sppraisal. as well as auditmg. monstoring and evaluation.

* There exiwed more than 2000 projects in de early 19905, with enoemous prodlems, for the Tanzana
” of capend 3, and dishur of fands
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TERMS OF REFERENCE

Review of Swedish development co-operation with Tanzania
1.  BACKGROUND

The new government report of forms of management and co-operation
in overseas aid (SOU 1993:1) proposes the elaboration of country

profiles and country studies as an essential tool for the management
of aid to individual countries.

Over the period 1965/86-1991/92, Swedish aid payments to Tanzania
have amounted to 9,3 milliard SEK (c. 17,4 milliard SEK in constant
January 1992 prices). Sweden is today once of the largest donor
countries. No comprehensive analysis has been made of Swedish aid
to Tanzania which takes account of other donors’ experience or places
emphasis on the results achieved by Swedish aid.

This is the background to SASDA’s intention to carry out a review of
Swedish aid to Tanzania over the period 1966/66-1991/92, and
particularly on its development after 1980,

2, OBJECTIVE

The review will -

a) analyse the effect and effectiveness in the sense of
appropriatencss to the objoctives set (or "external’
effectiveness) of the aid given;

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

<) make recommendations to improvo its effectiveness and

efficiency in development co.operation withTanzania in the
future.

d)  make proposals for the methodology to be employed in
analysing and following up the effectiveness and efficiency of
aid in other country studies,

3. CONTENT

The study should provide answers to the following questions:
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4) What has Sweden supported in Tanzania?

b) Why has Sweden supported Tanzania in this way?

c) What results have been achieved?

d) 1s Swedish development co-operation with Tanzania reasonable
in relation to the countrys” structure of production, economic
policy and political conditions?

e) Has Swedish aid been cost-effective?

f What have other donors done in Tanzania and what do they
intend to do in future?

g What should Sweden do in the future?

3.1. What has Sweden supported in Tanzania?

The analysis will be based on a comprehensive time-sories of Swedish
aid to Tanzania, broken down as follows:

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

2) by channel (bilateral co-operation, multilateral co-operation,
NGOs, companies);

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

4) by macroeconomic function {external consultants, local costs,
imports, credit, debt operations);

5) by final rocipient (public sectar, private sector).

The analysis will also highlight information about commitments,
payments, carry-over of funds and types of grant. It will be
supplemented by a short description of the contributions made,

3.2. Why has Sweden supported Tanzania in this way?
The study will examine:

1§} applications from recipients;

2) policy considerations by the responsible authorities and the
government;

3)  discussions between donors and recipients;

4) decisions; and

5) communication of decisions to the recipients with special
emphasis on comments or observations about content and
execution.

3.3. What results have been achieved?

This part of the study will analyse, summarise and draw conclusions
from:
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1§ evaluations carried out by Sweden;
2) evaluntions made by other donors,
3) evaluations made by Tanzania;

More detailed consideration will also be given to contributions which
are of particular importance in Swedish aid to Tanzania.

The review will analyse the macroeconomic offects of Swedish aid
and the effects of total aid on Tanzania. Analysis will focus on the
effocts on growth and distribution in general, on selected sectors {of
interest for Swedish aid), and on aspects of fungibility or
additionality (effects on savings, public expenditure and investment),
The ’{r':wdmg-out.’ and 'crowding-in' effects will be examined if
possible.

The management of aid flows will be analysed with regard to the
recipients’ economic policy, financial programmes and budgetary
procoss (rates of exchange, equivalent value in local eurrency and
incorporation in the state budget). It assumes that effective aid
demands that the recipient takes steps to implement different co-
operation programmes and makes the hypothesis that good
macroeconomic management of the flow of aid is a condition of
effectiveness,

Has Sweden applied the concept of conditionality? If so, what
requirements does it set? Report and follow up on conditionality.

3.4. Is Swedish development co-operation with Tanzania
rational?

The reasonableness of Swedish contribution will be considered with
respect to:

1) the recipients’ resource base and economic strategies as
reported in policy documents (development plans and
analyses):

2) the recipients’ priorities as shown by analysis of Tanzanias
national budgets (current outlay and investment plans);

3)  public expenditures review;

4) ::alyma made by the World Bank, IMF and possibly other

nors;

5) analyses carried out or commissioned by Sweden;

€} the democracy objective of the recipients.
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3.5. Has Swedish aid been cost-effective?

The review will include a broad analysis of administrative costs per
aid project to Tanzania.

3.6. Aid from other donors

Development co-operation with other donors will be covered, analysed
by channel, product, macroeconomic function and recipient,

3.7. What should Sweden do in the future?

Working from points 1.5 above, the review will make
recommendations for the future orientation of development co-
aperation.

Particular attention should be paid to the recipient country's
strategic planning documents for the future, the World Bank's and
IMF's future-oriented analyses and estimates of the need for
financing.

4. RESPONSIBILITY FOR EXECUTION OF THE REVIEW

The study will be carried out by Arne Bigsten at the Department of
Economics, University of Gothenburg, who will be responsible for
planning and for discussions with SASDA. He will also be responsible
for recruitment of research assistants to work on the project.

5. TIMETABLE

The study will begin on 15 September 1993 and the final report be
presented to SASDA on 1 June 1984, SASDA and Arne Bigsten will
agree o date for interim reports as the review proceeds.

6. INTERIM REPORTING

Bigsten will present his final report in English with a summary in
Swedish (¢, 20 pages) to SASDA on 1 June 1994 at the latest. A
preliminary report will be presonted during April 1894, The report
may be published in a series of SASDA reports by agreement with
the author.

The final report will be in WordPerfect 5.1 or 5.2 in printed form and
on diskette.
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