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1. Challenges to Us: Sector Programs and Japan

(1) What is a Sector Program?

The land-sliding shifts toward what are called Sector Investment Programs (SIP), Sector
Coordination or more recently the Sector-Wide Approaches (SWAP) or Sector Programs (SP)
is transforming the landscape of development cooperation in not only Sub-Saharan Africa
(hereinafter “Africa’) and LLDCs, but also many developing countries?. Regardless of what
they are called, the essence of these sector-level structural changes in development cooperation
is coordination and collaboration among the stakeholders such as donors and governments of
developing countries. It is seen as a new form of partnership for development. In this paper,
“coordination” will be the keyword to review how Japan should respond to Sector Programs
in Africa.

As elaborated later on, Sector Programs can by no means be a panacea to save Africa out
of poverty and marginalization. However, Sector Programs are a decisive measure devised
after various “trials and errors’ in assistance for Africa and developing countries, and is
underpinned by a coherent rationale. In addition, Sector Programs are closely related to recent
changes of policy-support cooperation, which has evolved from economic structural adjustment

to ingtitutional building and improving the quality of governance.

(2) Lessons from Japan’s Awkward Position to Structural Adjustment

The rapid spread of Sector Programs in Africa is similar to the Structural Adjustment
Programs (SAP), which swept across the continent in the 1980s. The concept of SAP itself
has some positive aspects, and it has played a major role in introducing market- and outward-
orientation into the contemporary African economies. However, the 1980s, especialy the first
half, experienced many problems with the SAP. And they passed on enormous negative legacies
such as social costs and greater social confusion in quite a few countries, and further
dependence on aid and deeper debt burdens.

Many of these problems with Structural Adjustment apparently could be attributed to little

2 Many countries are undertaking Sector Programs in Africa (Ghana, Ethiopia, Tanzania, Zambia,
Mozambique, etc.) and similarly in Vietnam, Bangladesh and Papua New Guinea. The main sector programs
implemented by Japan in Africa are health and education sector programs in Ghana, an education sector
program in Ethiopia, an education sector program in Tanzania and a health sector program in Zambia.
From 2001, Japan is playing a central role among donors in agricultural and rural sector development
programs in Tanzania.
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attention devoted to political and socia costs and the role of the government in the uniform
policies of international development financial institutions. At the early stages, the donor
community was committed to SAP, and the above issues were not examined critically in
depth. While doubtful about and not very satisfied with adjustment policies in Africa, Japan
extended substantial amounts of financial assistance such as contribution to funds of SAP,
co-financing and grants. However, Japan was an extremely marginal partner in terms of
intellectual initiative. It was not until the former Overseas Economic Cooperation Fund
published “Issues relating to the Structural Adjustment Approach of the World Bank”2 in
1992 that Japan raised questions articulately and theoreticaly.

Japan in the 1980s was certainly a latecomer as a donor especialy in Africa. The Japanese
government and academia were neither intellectually nor practically prepared to understand
the justification of structural adjustment policies and make constructive criticisms of them.
However, the present situation is different; Japan is not only a major donor in terms of volume,
but has also played an important role in formulating the DAC New Development Strategy
and hosted the two Tokyo International Conferences on African Development (TICAD), thereby
contributing to consolidating development strategies for Africa shared by the international
community. A substantial amount of experience and knowledge on aid to Africa has been
accumulated through these experiences. She should not repeat the faults in the 1980s, being
content as a marginal partner and standing by as a half-hearted spectator of the disastrous
failures of the SAP in the 1980s.

On the contrary, Japanese should intrinsically understand the rationale of Sector Programs,
make critical and logical diagnosis of related problems, and make proactive and practical
recommendations. This is the way for Japan, a responsible major donor, to intellectually take
the lead in assistance for Africa

(3) Chalenges to Japan

Despite the above arguments, Sector Programs have brought forth various difficult challenges
to Japan’s development assistance.

Japan has been, in a sense, a lucky donor. No other donor country has been as fortunate as

Japan®, in that main recipients of her development assistance have succeeded in development.

8 Those who have further interests are recommended to refer to “Jounal of Development Assistance” No.
73 (1992) in which the article and printed.

4 The only comparable example would be the US during the Marshall Plan.
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In addition, her experiences in East Asian recipients formed the basis of the Japanese
conventional approach to development assistance. In that approach, the role of Japan’'s aid is
to enhance and complement recipients' efforts for development, provided that recipients have
certain capacity to absorb aid. Concretely speaking, the donor is expected to respect the
initiative on the side of developing recipients in finding and formulating projects and to limit
areas of support to projects, capital expenditures and the foreign currency portion. It is so
called support for self-help efforts.

Fortunately for Japan, the major recipients in East Asia, as a rule, had sufficient capacity
to absorb aid, which has been strengthened over the years. With South Korea and Singapore
being forerunners, East Asian countries climbed the ladder and graduated status as aid
recipients. Needless to say, high and sustainable economic growth enhanced this process.

Given her fortunate experiences in East Asia, she did not feel a strong need to change her
conventional approach to assistance. In addition, as the East Asian recipient countries had a
relatively high level of capacity to absorb or manage aid, there were little signs of aid
oversupply or donor competition. These circumstances did not so much necessitate donor
coordination, and there were few technical factors that pressed for reconsideration of Japan's
own projects with tied-aid.

However, the circumstances surrounding assistance for African countries are markedly
different from that of Japan’s major traditional aid recipients up till now. The capacity to
absorb aid is meager, and in some countries the capacity has dwindled due to deterioration
of budget deficits. Furthermore, donors' scramble for scarce absorptive capacities has been
intensified. Japan’s approach to assistance for Africa, therefore, must be different from the
conventional approach, which is based on the said experiences in East Asia.

Sector Programs have been devised in response to serious situations of assistance for Africa
and LLDCs. Therefore, Japan cannot take light of Sector Programs, and if she is to participate
and play aleading role in Sector Programs, their rationale and background are to be well
understood. However, as it has already become evident, to make full-fledged participation in
Sector Programs, Japan should reconsider her conventional approach and determine how to

redesign it. This issue will be discussed later on.

(49) How Can Japan Contribute?

As mentioned above, the traditional Japanese approach as it is will not be of use intact in
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assistance for Africa. However, the Japanese ideal of support for self-help efforts is not
completely meaningless for African development. From this viewpoint, quite a few problems
could be pointed out with regard to Sector Programs. They must be well clarified at this
stage. Through endeavors to examine problems of Sector Programs and to resolve them, we
are to make a valuable intellectual contribution, which is a task to be completed by Japan, a
leading donor.

The essence of support for self-help efforts has been translated into international dialogue
on aid as the concept of “ownership,” which is emphasized in the DAC New Development
Strategy® and the Comprehensive Development Framework (CDF)S. It is not only Japan that
claims the importance of ownership. The World Bank, and European and North American
donors are al the more keen about the issue, as they were disappointed with the management
capacity of and aid effectiveness in Africa and others.

Ownership is the pivotal issue with regards to Sector Programs. As elaborated later on,
Sector Programs could in effect intensify donor intervention in the recipient’s domestic affairs.

The challenge here is how to balance two requirements underlying Sector Programs: to
improve aid management and thereby enhance aid effectiveness; to respect and strengthen,
where possible, ownership on the side of African countries. European and North American
donors do not have a definitive prescription for this, and it will not be an easy task to find a
clear-cut answer. However, for this the most difficult issue of Sector Programs, Japan is to
make a contribution through theoretical and practical recommendations. This is the way one
can materialize the concept of support for self-help efforts. In any case, such recommendations

should be made, well taking the actual situation of assistance for Africa into consideration.

5>  The formal title of DAC New Development Strategy is “ Shaping the 21st Century: the Contribution of
Development Cooperation”. It was resolved in 1996 by the Development Assistance Committee (DAC) of
the Organization for Economic Cooperation and Development (OECD). It recommends an approach to
development and aid emphasizing ownership and partnership.

6  Thisis a new approach proposed by J.D. Wolfensohn, the President of the World Bank, in January
1999. In addition to the economic aspect, it emphasizes the importance of structural, social and human
aspects of development, and points out the need for harmony among governments, international institutions,
NGOs and private sectors engaged in development and poverty alleviation.
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2. Failure of Development in Africa: Overview of Development Assistance for Africa

(1) Failure of Development in Africa: Poverty, Marginalization and Aid Dependence

We, therefore, should have a brief overlook of the circumstances of development in Africa.
But to avoid unnecessary reference to what are already well known, only essential facts relevant
to the issue of this article will be cited.

As South Asia has the lowest average GNP per capita on the US dollar basis (1997,
US$380), Africa’s GNP per capita (US$510) is not the lowest in the world. But in the PPP
term (namely, the term which controls differences in price level), Africa posts an average
GNP of US$1460 per capita against US$1590 of South Asia. One, therefore, could say that
Africais poorer’. More serious is her past economic performance. According to World Bank
data, South Asian average annual growth rate of GNP per capita was 3.0% p.a. for the 1980-
1993 period and 2.9% p.a. for 1985-1995. On the other hand, Africa recorded a decline of -
0.8% per capita for 1980-1993 and -1.1% per capita for 1985-19958. According to other
statistics of the World Bank, the average GNP per capita on the US dollar basis decreased
from US$639 to US$503° for 1980-1997. This means that an approximately 20% decrease in
income for the average African took place. Needless to say, the direct causes are rapid
population growth and economic stagnation.

The marginal status of Africa in the world economy can also be demonstrated in figures.
In 1997, the share of exports from Africa in world trade is only 1.6%, and inflows of private
capital to Africa constitute 2.2% of the same to al developing countries.

What are at the center of problems of Africa relevant to this paper are weak administrative
and financial capacities. For example, the share of tax revenue out of total government revenue
in Africa is generally low compared to developed countries and East Asia. Furthermore,
personal income taxes account for less than 10% of total revenues in most African countries
(about 24% in Japan)°. It is justified to view this as an indication of the low level of the
government’s capacity to collect financial sources through direct taxes. The weak administrative
and financial capacities, reflected in a tiny tax base, lead to dependence on export/import

taxes and foreign aid. In terms of aid as a percentage of GNP, gross domestic investments

7 Source: The World Bank, World Development Indicators 1999.

8 Source: The World Bank, World Development Report, 1995 and 1997 editions.

9 Source: The World Bank, African Development Indicators 1998/1999.

1 Source: International Monetary Fund, Government Finance Satistics Yearbook 1999.
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and export expenditures, which serve as indicators for the degree of aid dependence, Africa
posted 5.0%, 27.7% and 12.7% respectively in 1997. They are definitely higher than other
regions. The same figures for South Asia are 0.8%, 3.6% and 4.3% respectively.

(2) Background to Economic Predicaments in Africa

While degrees of economic difficulties vary, an important thing is that they are common
for the mgjority of most African countries. It means that there are initial conditions, which
are shared by those African countries. Preeminent conditions shared by 40 and more African
countries are natural conditions and historical backgrounds.

The first point to draw your attention to is the very adverse natural conditions. As thisis
outside the scope of this article, we should avoid discussing this issue in detail. However, it
is worth mentioning that a crucial developmental issue as regards severe natura conditions is
that Africa is the only continent where the Green Revolution is yet to be initiated. Technology
to overcome conditions such as soil that cannot subsume organic matters and erratic and
unreliable rainfalls, and moreover, ingtitutions to disseminate and promote advanced technology
are yet to be developed. Agriculture in Africa remains unstable and at the mercy of natural
constraints and variations. Livelihood of African farmers, accounting for nearly 70% of the
working masses, are till dictated by needs of subsistence, in which they must secure materials
indispensable for their surviva largely through manual labor.

From a different point of view, the key to promoting industrialization and transition to a
market economy in Africais how to improve agricultural productivity and effectively mobilize
surplus resources to other sectors. That is why it is necessary to place an emphasis on
agriculture in development assistance for Africa

One should pay due attention to common characteristics of historical origin of African
states. Africa was arbitrarily divided by European powers, which convened from 1884 to
1885 in Berlin. Contemporary boundaries of African states have origin in this unjust action
by Europeans.

The arbitrary division forced people who belonged to different social groups until then to
live in the same territories. Without common language, culture, customs, governance
mechanisms or integrated economic institutions, which are necessary for a territory to be

deemed a country, the colonies gained independence in the 1960s. Thereafter, African countries

2 Source: The World Bank, World Development Indicators 1999.

-42 -



have had to live with social diversities and heterogeneity. According to recent studies, the
simplistic view that ethnic fragmentation necessarily and directly brings about social turmoil
and economic stagnation has lost its persuasiveness. Nevertheless, the fact should be paid
due attention to that social groups with great differences in language, customs, residential
areas, environment, and interest in livelihoods were forged into a country.

Colonial rule in Africa from the end of the 19" century to the 1960s was shorter-lived
than that in Asia. It was too short to create a shared sense of nationhood. However, it was
long enough to reinforce differences and enmity among ethnic groups under the divide and
rule policy, especialy that of the British and Belgium colonies, which seriously affected
political and socia conditions even after independence.

It is important to take note of the grim fact that there is still a long way for Africato go
in the historical process of creating an integrated society, developing a state and building a
market economy. What are happening in Somalia, Sierra Leone, the Republic of Congo and

Angolaillustrate how fragile the process is, which is another point to bear in mind.

(8) Africaand the Developmental State

Why has not development in Africa made progress as in East Asia? The background to
this are the disadvantageous initial conditions mentioned before. But specia attention should
also be drawn to the role of the state.

The focal point in recent controversy on economic development is the necessity of the
developmental state in Africa. The developmental state described here is not merely the state
of ‘developmental dictatorship’, which above all pursues national economic growth.

The developmental state, whose ideal type has been formulated through studies of the East
Asian experience, is characterised with two key factors:

(1) Attaching importance to macroeconomic stability and external openness, and
pursuing effectiveness in the overall distribution of economic resources; and

(2) Focusing on the improvement of the basis of people’'s livelihood, especially
agriculture, and thus developing basic infrastructure and education with substantial
efforts.

In other words, the modern developmental state is a state, which plays necessary and
adequate roles to achieve growth shared by broad sectors of society (shared growth). According
to the theories of traditional economic schools, shared growth is to be achieved through

redistribution of income by the government. While the income redistribution policy has been
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deemed inevitable from political and social viewpoints, it has been regarded as negative for
efficient resource alocation. A new development economics, on the other hand, suggests that
investments in basic education in the long run will enhance broad-based accumulation of
human capital, and thereby lead to growth of a society as a whole. At the same time, it will
allow mass population to share the process and results of growth, and enable the society to
achieve social equity dynamically.

The East Asian experience demonstrates that governments approximate to the model of the
developmental state can in effect appear in the contemporary developing world. However,
many of the African states are far from the model, at least in a historical ex post evaluation.
Instead, the description of ‘the predatory state’ seems to be more suitable. The reason why
attempts to apply ‘the Asian experience of roles of the government’ to Africa could not be
achieved is that sufficient consideration has not been given to differences between Asia and
Africain initial conditions for development and characteristics of governments.

Nevertheless, it is indisputable that the preeminent factor for fostering ownership of

development in Africais the creation of the developmental state.

(4) Mechanism of Government Failures in Africa

Then, a question arises: why was the developmental state or one akin to it not created in
Africa? According to Easterly and Levine'?, the major cause for low economic growth in
Africais ethnic fragmentation. Generally speaking, in a highly heterogeneous society with
diverse values and views, it is difficult to formulate national consensus. Consequently the
state’'s commitment to development is nothing but weak. As the African countries were forced
to inherit the negative legacies of colonial rule (ethnic fragmentation and friction), it is
understandable that it will require more time and costs to build national consensus.

However, many countries in Asia also bear ethnic diversity, and this alone cannot entirely
explain the cause for government failures in Africa. One important question is whether an
African government had been given a sufficient time, opportunities and resources to build
capacity viable enough to govern society with such heterogeneity and diversity effectively.

Asian countries, not to mention China and India with thousands of years of bureaucratic

history, have maintained sophisticated ingtitutions for state rule well before colonization. Those

2 Easterly, W. and R. Levine, “Africa's Growth Tragedy: Policies and Ethnic Divisions.” Quarterly Journal
of Economics. vol. CXIl. November Issue 4. 1997.
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state organizations experienced numerous competition among themselves. They spent hundreds
of years under colonial rule and have spent more than 50 years after independence to build
the administrative institutions. It is probably a huge mistake to regard capacity of African
governments as same as that of Asian counterparts, when discussing effective cooperation
with them.

One point to mention in connection with government failures in Africais that a major
development challenge facing Africa is how to enhance small-scale agriculture, and above all
food production. Small-scale farming, if compared with manufacturing, is remarkably
constrained by ethnic and regional differences. To develop small-scale agriculture, the
government must play the minimum role in constructing infrastructure, disseminating
technology and developing farmers' human resources to remove bottlenecks of technology
and information. However, in Africa and elsewhere, government resources are usually scarce
at the initial stage of development. Therefore, for government investments to take effect,
they must be concentrated on certain sectors and regions. This would inevitably generate
regional disparities, and might increase tension and complications in political and social
relationships among ethnic groups and regions. A nation’s development depends on whether
society is flexible enough and the government strong enough to withstand the social costs of
widening disparities, which are inevitable when pursuing efficiency in use of scarce resources.

The history of the modernization of Asia, ranging from Japan through Korea and Thailand,
and extending to Indonesia and China, is a history of expanding regional disparities. In the
so-called Asian model, the governments managed to absorb such social costs, succeeded in
rapid industrialization, and made efforts to develop the remaining rural regions, mobilizing
surplus funds generated from successful industrialization. As for Africa, there is no end to
listing up cases where ethnic disputes resulting from the regional agricultural disparities have
led to development stagnation: for example, the ethnic confrontations in Kenya between the
Gikuyu ethnic group and others: the North-South dispute in Uganda: friction in Ghana between
the Ashanti-Kumasi region and others. tension in Zambia between regions along the railroads
or the Eastern province and others). The governance mechanisms in Africa are not yet
developed viable enough to coordinate and overcome these disputes and maintain sustainable
development investments. As such, the history of the African state is still in its infancy.

More serious, the environment surrounding African governments has deteriorated since
independence, degrading the morale of government officials. The government and state-owned

enterprises have become means of creating jobs to swell the numbers of officials. It was
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thereby made difficult to set up a wage system based on meritocracy. Compounded by
persistent economic turmoil and budget deficits, officias wages have diminished to the level
that they are not enough to live on, in turn generating corruption and degrading the morale
of staff in the lower ranks in particular. The post-independence conditions of the African

governments have weskened their administrative ingtitutional capacity rather than strengthened it.

(5) Role of Development Assistance

As mentioned above in the context of enhancing development ownership in developing
countries, above all, the government, which is to be the coordinator and the leader of
development efforts, must be geared to national development. Then, what can assistance do
to this end? It is not easy to answer this question. But one thing should be pointed out:
assistance could undermine ownership. It is imperative for donors to be considerate enough
not to impose excessive intervention or conditionalities, which would reduce the choices of
developing countries and deprive them of leeway for trial and error.

However, foreign donors can also, and must, assist indirectly in creating the environment
for African governments to become more development-oriented. The input of information
from donors can often be effective for central governments in Africa, which lack the
mechanism to absorb and compile needs of mass population’s daily life. But more important,
donors should extend assistance indirectly to further democratize the development process
and expand fair opportunities for participation by the masses. Of course, as some Japanese
are concerned, there are fears that the democratization process may aggravate social friction
and lead to populist policies in Africa, where experiences of state governance are shallow
and the school-education level of the people is low. However, if our goal in development is
to achieve shared growth by broad sectors of the people, it is indispensable to build
administrative institutions, which are capable of absorbing the people’s needs and promoting
the participatory process.

One of the roles of donors is to call for democratization of the development process, while
making actions possible to prevent social conflict and populism. In this sense, the input of
intellectual, development-oriented messages, which are in fact more valuable than funds and
goods, is an important responsibility of a donor.

The point is that the process to formulate ownership in a development-oriented government

in Africa will take a very long time.
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3. Background to and Justification of Sector Programs

(1) Formulation of the Post-Structural Adjustment Regime: the Principles

The regime of international aid to developing countries, notably that to Africa, experienced
a shift in regimes in the 1990s. The international aid regime can be defined as ‘a place
where international actors (aid executing bodies) regulate their activities under set principles'.
One could say that there existed the so-called structural adjustment regime based on simple
and clear principles during the structural adjustment era.

The end of the Cold War, democratization in Africa and other developing regions, greater
concerns with aid effectiveness and reflections on early versions of structural adjustment all
prompted shifts from the structural adjustment regime. While there may be different views,
in my opinion, the formulation of the post-structural adjustment regime guided by the following
principles is currently in progress®.

» Respect for the framework of structural adjustment policies (macroeconomic stability

and market-oriented, private sector-driven and outward-looking development strategies)
¢ Close donor cooperation and collaboration

» Emphasis on ingtitutional building

* Incorporation of governance issues into aid policies

« Shift of priority to sector-level activities

» Selective approach for aid recipients and sectors

The transition to the post-structural adjustment regime has not been revolutionary, but
evolutionary in that it has been based on the experiences and reflections of the structural
adjustment regime.

Nevertheless, while the economic concept underlying the structural adjustment regime
was such a naive one that assumes that simple economic liberalization instantly could induce
private sector’s response, the post-structural adjustment regime is no doubt more comprehensive
and multi-faceted, encompassing political, administrative and institutional considerations. One
can assert that now comprehensive politicization of aid is now taking place.

On the other hand, it is important to take note that the aforementioned principles are closely

8 This view is largely based on the argument of Nicholas van de Walle. See van de Walle. “Managing
Aid to Africa: The Rise and Decline of the Structural Adjustment Regime”. paper prepared for the AERC-
ODC Collaborative Research Workshop on Managing the Transition from Aid Dependency in Sub-Saharan
Africa. 1998.
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interconnected. At the same time, friction can occur at the concrete implementation dimension
as to who should take leadership, as there are differences in views of how to put the principles
into practice among the donors. The focal point of this paper, therefore, is the problem that
while Sector Programs are an essential and integral part of the post-structural adjustment
regime, differing stances of donors are the main cause for controversies in the regime.

What is called the ‘ second-generation approach’ by the World Bank (and IMF) and the
Comprehensive Development Framework formularized by the Bank is a reflection of their
own perception of the post-structural-adjustment aid approach and the guiding principles. In
addition, Ms. C. Short, the head of U.K. Department for International Development (DFID)
made a statement* in 1999, claiming that tied-aid of procurement requirements by certain
donors was comparable to outdated “dinosaurs’ or so-called “aid protectionism”, which should
be disposed of. This criticism is no doubt leveled at major donors including Japan. In view
of donor coordination, which has developed since joint supports for SAP were initiated,
Secretary Short’s statement indicates the country’s intention to take the lead of controversies,
insisting on untying of aid. The issues of donor coordination and untying of aid are, needless
to say, closely related to Sector Programs, and thus her statement deserves due attention

from the viewpoint of this paper.

(2) Limitation of the Macro-approach

When examining evolution from the structural adjustment regime to the post-structural
adjustment regime, it is important to take note of the shift in priority from the macroeconomic
level to the sector-level.

The backgrounds to this are as follows.

First, in certain countries with good performances of SAPs, there has been progress in
macroeconomic adjustment resulting in certain achievements. Successes have been observed
especialy in the liberalization of foreign exchange markets with the shift to the floating
exchange rate system. The focus of macroeconomic assistance has shifted from the balance-
of -payment supports to budgetary supports.

Second, fiscal balances are apparently recovering in some countries, but this is due mainly

to dependence on foreign aid, and the weak taxation capacity of African governments

4 Short, C. “Protectionism in Aid Procurement: Disposing of a Dinosaur.” a speech at the Adam Smith
Institute on 2 December 1999.
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mentioned earlier has never been resolved. Therefore, in addition to long-term efforts to
increase tax revenues, it has become essential to control expenditures more systematically
and strictly.

Needless to say, the second point has been a constant issue since the earlier period of
SAP. Under the structural adjustment policies, the WB/IMF tried to control expenditures by
making governments formulate Public Investment Programs (PIP). Very often, however, PIPs
tended to be a mere compilation of independent and often scattered aid projects by individual
donors, and was not necessarily useful for effective control of development expenditures and
relevant recurrent costs.

It, therefore, became imperative to regulate budgetary expenditures in detail by means of
new methodologies such as the cash budget, which prohibits spending commitments without
actual financial resources. At the same time, it became necessary to involve donors in
expenditure management, as aid was a major factor for budgetary spending.

In other words, the shift from the macro-level to sector-level was prompted by the need
for stricter management of expenditures. Participation by a donor in sector-level coordination
inevitably has become a must. In World Bank terms, this could be illustrated as the shift
from a PIP to SIPs.

The move by SPA to incorporate sector-level assistance into its scheme, screening Sector
Programs through certain criteria, also symbolizes this priority shift. This point will be
elaborated later in 4 (2).

(3) Limitation of Project Aid: Shifts to Program Aid

The concept of Sector Programs that project aid is not effective when isolated, but should
be related to each other, or that individual projects should not be distinctly separated, but
rather various concrete activities should be implemented flexibly as integral parts of one entire
effort has become the mainstream of assistance for Africa in the 1990s. In the 1970s to
1980s, the term program aid referred to macro-level financial assistance without specific
limitations of purpose of use. But presently it means coordination at various levels from
grassroot development of villages or slums to macroeconomic policies.

The awareness of the need for program aid has deepened also in Japan, but attention often
tends to concentrate solely on the interrelationship among Japanese projects. However, currents
in aid for Africa have progressed farther than that to reach the stage of implementing a program

with the collaboration among different donors.
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To understand clearly backgrounds to this, one may look at the situation called aid
bombardment. Aid bombardment is the situation in which excessive foreign aid projects, which
cannot be absorbed, are concentrated on recipients with scarce aid absorbing resources
(recurrent budget, human resources, etc.). As a result, recipient governments cannot absorb
aid, and thereby aid effectiveness is necessarily minimal. The cause of this situation is not
merely the quantitative imbalance between aid inflows and aid absorbing resources, but the
lack of sufficient capacity of recipient governments to coordinate aid projects. It consequently
produces paralel, overlapping or inconsistent projects. This phenomenon has often occurred
in African countries, where poverty brings about undeveloped administrative institutions and
weak organizational capacity. For, from the purport of development assistance, though
depending on the conditions, the poorer a recipient country, the more likely foreign aid is
concentrated on it.

Under the circumstances of aid bombardment, there are only two alternatives for donors to
enhance aid effectiveness in the short-term. That is, either to give direct support for aid
absorptive capacity on the African side or to adjust the volume and to coordinate foreign aid
on the donor side. Amidst the growing critical concerns about aid effectiveness, a large number
of donors, especially in Europe, have been pushed to cooperate in combining these two
alternatives to address the issue of so-called aid bombardment.

As pointed out in 3 (1) above, aid approach under the post-structural adjustment regime
has put a priority on institutional building, rather than the naive economic approach. While
there are many reasons behind this, one of them is a change in concept of aid effectiveness.
Project aid, in a number of African countries, failed to gain self-sustainability after completion
of construction or after departure of foreign experts. Or even in case projects have been
sustainable, quite often spill-over effects have been extremely limited, making successful
projects isolated or small ‘islands'.

To overcome this phenomenon, it is insufficient to merely formulate programs through
strengthening coordination among projects. It is necessary for developing countries to adopt
and establish institutions on their own, so that aid and other development assistance could
produce sustained effects.

Concretely speaking, required institutions will vary from sector to sector. For example, to
make health projects sustainable in the long run, financing of expenditures or cost recovery
must be ensured to finance the costs of the services supplied. Apart from subsidies from

government budget and foreign aid, the possibilities may include collecting fees from the
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beneficiaries and creating an insurance system. In any case, these are institutions never
experienced before in quite a few African countries. If no sustained effects of a project could
be expected without relevant institutions, interests and intervention would inevitably turn to
the sector-level.

Furthermore, in the case of financia institutions such as mentioned above, it is corruption
and inefficiency that obstruct their functions. This necessitates integrated mechanisms within
the institutions for ensuring transparency, accountability and meritocracy. This is consistent
with the recent trend in the political sphere that demands for democratization and participation
in the development process. This could be called governance improvement at the sector-levels.
The key point in this context is that it is not satisfactory to set up these mechanisms only as
elements of the democratization process in the dimension of national politics. Instead, they
should be established in the concrete processes of construction of administrative institutions
at the sector-level. If transparency and accountability are similarly required for aid money,
the corresponding mechanisms (for example, accounting and disclosure) should be also

available for donors.

(4) Fungibility of Financial Assistance

An important point to take note of as the background to Sector Programs is the issue of
fungibility of aid money. The negative aspect of fungibility, in particular, has often been
pointed out: as any money cannot be earmarked by nature, financial assistance for recipients
may actually be helping expand spending on undesirable sectors, such as a military one.
Fungibility, however, also implies the convenience for users: they could spend it flexibly as a
lump-sum amount, irrespective of sources, for occasional, concrete needs.

It is normal for donors to specifically limit purposes of their financial assistance. There
are various ways to do so such as limitations to specific projects, to the foreign exchange
portion or to investments (capital expenditures). Another example is the case where the funds
are not disbursed to recipients, but directly paid to contractors while the recipients are supplied
with supports in kind or as construction projects.

It to a certain extent justifiable that donors hope to limit purposes of the use of aid money.

Donor governments should take into account various matters such as needs for monitoring,

5 The World Bank’s definition of Good Governance contains the principles of the Rule of Law,
Predictability, Openness, Transparency and Accountability. See The World Bank, Governance and
Development. Washington, D.C.: 1992.
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and ensuring accountability to taxpayers, an adequate tying proportion of aid or a requirement
of avoiding aid dependence by developing countries.

Notwithstanding the above-mentioned considerations, the limitations in the use of funds
could also undermine mobility. The concern will be all the more keen in case donors and the
recipient government share common development goals. Financial needs for development
change day by day and moment by moment. To enhance effectiveness of one unit of financia
input, it stands to reason that it would be more appropriate to use it for the most immediate
need at the time. In the case of the education sector, for instance, if sufficient school facilities
have aready been built, it would be more effective to use the additional marginal unit of aid
money for financing recurrent costs such as teachers salaries or maintenance and management
expenditures rather than building more schools.

As this example suggests, if advantages of fungibility were thoroughly exploited through
flexibly allocating money without any restrictions in use, theoretically it should generate no
mismatch (imbalance) between aid inputs and local costs, foreign and domestic currency
portions, and capital and recurrent expenditures.

While African countries suffer debt burdens and financial crises, aid resources of many
donors are becoming scarce. Under these circumstances, if aid effectiveness is to be ensured
and enhanced, demands for increasing fungibility of aid money is expected to grow al the
more strong. The common pools in Sector Programs can be regarded as an extended modality

of financial fungibility.

(5) Information and Aid Coordination in Africac Asymmetry and Perception Gaps

The issues relating to Sector Programs should also be analyzed from the viewpoints of
information flows among stakeholders, perception formulation and decision-making. Emphasis
on the role of information is a major current in social sciences in general and economics in
particular.

To simplify the discussion here, in the case of traditional Japanese aid which has been
implemented with the emphasis on the request-based approach (or support for self-help efforts),
there is an implicit presumption that the governments of developing countries have sufficient
information on development, and thereby can formulate accurate perceptions, make home-
grown development strategies, and design and request aid projects according to these strategies.
Moreover, it is assumed that the governments have acquired required knowledge on the menu

of donors' assistance and resources available on the side of donors.
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A government that can perform as such must be endowed with capacities of the
developmental state, and have sufficient development ownership. Perhaps such an ideal
government does not exist in reality, but some East Asian governments are relatively close to
this model.

On the other hand, it is very difficult to expect African governments to function as described
above. Instead, necessary information is scattered among donors, the governments, would-be
beneficiaries and other domestic stakeholders (this situation can be deemed the same as
information asymmetry in information economics), and perceptions are contradictory among
them. Under these circumstances, appropriate decision-making is impossible for even a single
ad project implemented by the government and each donor, let alone for government’s sectoral
development policies (including aid utilization strategies). The more donors provide aid and
the more diverse they are (i.e. the more serious aid bombardment is), the more scattered
information is and the more likely decision-making is sub-optimal.

The results are proliferation of ineffective projects, overlapping or inconsistency between
projects and neglect of attention to needed areas as have actually happened in African countries.

Japan has switched her approach for project (program) formulation and devel opment research
from the request-based approach to that based on joint formulation and policy dialogue. This
move also can be regarded as an attempt to cope with the problem of scattered information
by means of participating in finding and creation of information at earlier stages.

To solve the problem, it is logically necessary that stakeholders including the recipient
government and donors share information among themselves to the full extent, bridge
perception gaps and, based on them, make decisions from individual projects to sector-wide
development policies. This should lessen possibilities of disputes over recurrent budgetary
resources and duplications or contradictions among projects.

Building mechanisms to ensure transparency and accountability as mentioned in 3 (3) is
indispensable for sharing information among stakeholders.

When examining Sector Programs, perhaps more important than aid fungibility is the
problem of information. Here, it should be pointed out that sharing information among
stakeholders and filling perception gaps on the one hand, and conducting joint decision-making
on the other hand are to be taken as separate matters. From the perspective of respecting
ownership of developing countries, the essential matter is who is to have the final authority

to make decisions.
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4. Challenges to Sector Programs

(1) Overview: Contradiction between Cohesiveness and Openness

Notwithstanding the various justifications for Sector Programs as mentioned in Chapter 3,
several problems should be pointed out as regards ongoing Sector Programs in Africa. This
chapter will discuss them, taking theoretical perspective into account.

A Sector Program in Africa is a form of interorganizational coordination. A number of
theoretical explorations have been made on various kinds of interorganizational cooperation,
including coordination in areas of public administration studies and organizational economics.

Rogers et al.’® examine problems arising when public-sector organizations are conducting
activities for a common goal. They pay special attention to coordination as a means to
overcome problems of sectionalism and duplication. According to them, at least two categories
can be distinguished in interorganizational cooperation in a broad sense, that is coordination
and cooperation, the looser form. Differences between coordination and cooperation are that
the former (1) sets up formal interorganizational rules; (2) has shared goals; (3) affects existing
interorganizational relations; (4) mobilizes more resources such as senior staff; and, (5) largely
undermines the autonomy of each organization.

On the basis of this argument, the following points can be identified as regarding the
problems of Sector Programs.

First, in order to pursue fruits from sectoral coordination to the extent possible, it is
necessary to strengthen coordination among stakeholders in a sector, increasing cohesiveness
among them. If employing the above argument by Rogers et al., setting up formal and strict
rules is corresponding to the said cohesiveness.

On the other hand, in redlity, a number of diverse stakeholders are involved in devel opment
in Africa. Pursuance of cohesiveness with strict rules may drive some stakeholders out of
coordination, or, in a better case, may marginalize them. This would create an adverse situation
where essential purposes of Sector Programs could be undermined, which is to realize
collection and sharing of information and common perception through sector-wide cooperation
and collaboration as mentioned in Chapter 3. (5).

To summarize, one should note that there are two contradicting demands in Sector Programs:

1% See D.L. Rogers, D.A Whetton and Associates Interorganizational Coordination: Theory, Research, and
Implementation. Des Moines: lowa State University Press. 1982.
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to strengthen interorganizational coordination to the greatest extent (cohesiveness); and to
expand the base for sharing information and perception among as many stakeholders as possible
(openness).

As Rogers et d. point out, increasing cohesiveness in coordination can threaten the autonomy
of each participating stakeholder. This is al the more problematic, especially, in relation to
the issue of ownership of the recipient government.

(2) Characteristics and Conditions of Sector Programs in Africa
Now let us examine in depth relationships between cohesiveness and openness through
concretely reviewing the conditions for Sector Programs.
According to the standard text on SIPs of the World Bank'’, the essentia features required
to be deemed a SIP are as follows:
1) Sector-wide in scope;
2) A coherent sector policy framework;
3) Local stakeholders in the driver’s seat;
4)  All donors sign on;
5) Common implementation arrangements; and
6) Minima long-term foreign technical assistance
In addition, the following are conditions for SIPs to achieve their goals.
&) Macroeconomic stahility; and
b) Commitment and leadership of the government of the developing country
The aforementioned six features and two prerequisites are most frequently cited. In light
of backgrounds to demands for Sector Programs as mentioned in Chapter 3., it would certainly
be favorable to have the features 1) to 6) listed above. In addition, to enhance aid effectiveness
of not only Sector Programs, but also all types of aid, the prerequisites of a) and b) would
be essential. When taking into account the development process of Sector Programs as an
extension of structural adjustment to the sector-level, it is quite understandable to require
macroeconomic stability. Also it is indisputable that commitment and leadership of recipient
governments are desirable, which are the essential conditions in the aid absorption process
by developing countries, and thus the key to aid effectiveness.

7 P. Harrold and Associates, “The Broad Sector Approach to Investment Lending: Sector Investment
Programs.” World Bank Discussion Papers (Africa Technical Department Series) no. 302. Washington,
D.C.: The World Bank. 1995.
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Nonetheless, despite the text's large influences, the features and conditions cited by Harrold
et al. have not necessarily taken root in practice. For example, in the discussions of the
Economic Management Working Group of SPA (Strategic Partnership for Africa)'® four
elements of criteria for Sector Programs were once proposed: 1. macroeconomic stability; 2.
comprehensive sector policies and a strategic framework; 3. sector spending programs; and
4. donor coordination, in addition to integration of financial contribution to Sector Programs
into the recipient government’s budgets. These criteria are for a Sector Program to be
recognized under the SPA scheme, which are significantly looser than those of Harrold et al.
Moreover, in case of SWAP, which is often used for the health sector or by UK officials, it
is emphasized that the form should not be restricted. The Sector Development Program (SDP)
of EU is simply defined as an implementation method to clarify purposes of sectoral
development and required resources, and to organize follow-up and post-evaluation.

In the meanwhile, the features and prerequisites proposed by Harrold et al. themselves
deserve elaborate examination. There seem to be at least four problems to be discussed.

First, one cannot clearly see what the six features require us They on the one hand seem
to be desired goals to achieve, while they also look like absolute necessary conditions to be
deemed an authentic SIP.

Second, the important point about the two prerequisites is that they could in effect intensify
selectivity in activities of Sector Programs and even foreign aid itself, for the prerequisites
are not necessarily ready in many African countries. As mentioned in Chapter 2., the
governments of African countries face the problem of lack of commitment and |eadership,
which is one of the reasons why appropriate macroeconomic management cannot be
implemented.

Whether these prerequisites are satisfied or not, important sectors such as health and basic
education in any African countries have enormous needs for resource input. In fact, the situation
of those cestors is often more serious in countries with macroeconomic instability and weak
government commitment. The issue of how to balance between selectivity and development
needs is crucia for aid to Africat®.

18 Strategic Partnership for Africais the revised name for Special Program of Assistance for Africa. Aims
of this forum are consolidation of policy support by donors for macroeconomic stability and structural
adjustment. Now it is moving to incorporate coordination at the sector-level as aready mentioned in 3 (2).

% The author had the opportunity to meet with a World Bank economist familiar with Sector Program in
2000. He agreed that excessive requirements of commitment, leadership and capacity of African governments
did not suit the present situation of Africa.
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Third, if such diverse requirements as Harrold's six features and two prerequisites were set
out formally as a rule, we would be confronted with the problems pointed out in 4 (1) above.
It would be desirable to demand numerous strict requirements, if all stakeholders could agree
to this. Excessively strict requirements, however, could obstruct the current favorable trends
for expanding donor collaboration and discourage donors and local stakeholders from
participating. Instead, the brief and flexible requirements should be set out, taking the most
essential reasons that demand for Sector Programs.

Fourth, Harrold et al. point to the minimal reliance on technical assistance in SIPs. This
should be nothing less than or more than warning against intervention in sector policy
formulation and taking-over of the leading role in coordination by foreign experts. They would
undermine ownership of the government of the recipient country and impede the use of local
human resources. Considering the weak organizational and technical capacities of African
governments, however, it is natural to recognize the need for a wide range of technical

cooperation such as assisting coordination functions™.

(3) Coordination and Stakeholders

We will, in this section, further theoretically explore relationships between strict cohesiveness
and openness or needs for broader participation as already discussed in (1) and (2).

Needs for wide sharing of information and common perceptions are discussed in 3 (5). In
quite a few documents, including that of Harrold, it has been pointed out that Sector Programs
should incorporate as many stakeholders, ranging from donors to grass-roots organizations in
the developing country, as possible.

If strict requirements were set out, not all the stakeholders could take part in coordination,
and thus various problems would occur. First, the information of the limited participants in
coordination would not necessarily be comprehensive and complete. It is indispensable to
note that the recipient government, which should take the pivotal role in a Sector Program,
may lack capacity to collect complete information. In that case, decisions to be made could

be sub-optimal. The most serious situation arises when local stakeholders are not sufficiently

2 The author also asked the World Bank official his views on the relationship between technical assistance
and Sector Programs. His notion of technical assistance was support to second expatriates to fill postsin
administrative structure. Mr. Harrold explicitly stated he acknowledged that Japanese technical cooperation
was different in purpose and form from this, and that assistance to enhance government capacities was
necessary.
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participating. In addition, in the case of donors who have become outsiders, information on
their potential, valuable aid resources will not be reflected in the decision-making process?.

Second, if stakeholders excluded from the coordinated activity were individually rational,
they might opt for free-riding. They might be able to enjoy spill-over benefits of coordination
without sharing burdens and costs for participating in coordination. In the case of Sector
Programs, for instance, an excluded donor could extend a significant amount of assistance
and thereby use up the recurrent budget?, while organizations participating in coordination
are making efforts to restrain assistance in view of the limited aid absorbing capacity of the
government.

Third, in the case where mutual trust is strong among donors, it is difficult to imagine that
the excluded would act as a free rider. Instead, it is likely the excluded totally withdraws to
avoid confusion from that Sector Program?®. This would result in a decrease in aid amounts,
though it is not necessarily a negative phenomenon in view of balance with local budget.

Fourth, for coordination with high entry barriers, it would be difficult to adapt itself when
major changes took place in the composition of relevant stakeholders. In the case of Sector
Programs in Africa, Asian middle income countries, neighboring nations, and non-DAC
members could become partners in development cooperation through South-South cooperation
or intraregional cooperation. A Sector Program that could not respond to emergence of new
donors and changes in local stakeholders will lose the potential to develop and dynamic

effectiveness.

2 Interesting examples are the health sector program in Ghana and the education and health sector programs
in Ethiopia. A common pool was set up in Ghana's health sector program. As it discouraged donors not
contributing to the common pool from participating in the sector program, the Ghanaian government changed
its policy to open the door of the sector program to these donors as well, while maintaining a strong
desire to have donors participate in the common pool. The opposite case was observed in Ethiopia. In
Ethiopia, due to the organizational structure of the government cabinet, the sector program tends to combine
both the education and health sectors. Of specia note is that although sector programs are being implemented
under the strong initiative of the government, donors with differing opinions are being excluded from
sector program meetings.

2 Putting aside the possibility of Japan becoming a free-rider, this is a situation that could never occur
unless the government itself actually breaks the agreements of the sector program. Nevertheless, it
unfortunately cannot be denied that possibility exists in Africa. A donor should be cautious not to unwillingly
become a free rider because of alack of information.

2 |tislikely that Japan will be pressed to make such a decision from the perspective of foreign diplomacy.
Germany, which has a different view from that of the Ethiopian government concerning the framework of
the health and education sector programs, has opted not to participate in the sector programs; instead, it is
cooperating solely with local governments in Ethiopia. However, Germany has not entirely dismissed the
possibility of participating in sector programs. The country contributes to the common pool of the health
sector in Tanzania on an experimental basis.

- 58 -



(4) Who is to Coordinate?: the Issue of Ownership
a.  Decision-making and Ownership in Sector Programs

The key issues in Sector Programs are how to make this new modality of partnerships in
development assistance get along with ownership on the side of the recipient country, and
how to respect and foster ownership, if ownership is problematic. While ownership is the
most essential factor in aid absorption, it is the most difficult to grasp.

In case ‘commitment and leadership’ cited by Harrold et al. as one of the SIP features
were available, and aid absorbing capacity were sufficient, there would be no need for strict
Sector Programs. As mentioned in Chapter 2., in the case of assistance for East Asian countries,
which were endowed with such requirements relatively close to the developmental states,
coordination was implemented by the recipient governments. It had been possible to achieve
the relatively high level of aid effectiveness in East Asia without close donor coordination.

As Harrold admits, Sector Programs are sometimes implemented to complement weak
ownership and absorptive capacities of the recipient government. On the other hand, ownership
and coordination capacity of the government affect a Sector Program’s success. Sector
Programs in progress in Africa illustrate this*. Here lies their most difficult dilemma.

According to Rogers et al. as mentioned before, the most essential point distinguishing
coordination and looser interorganizational cooperation is joint decision-making by the
participating organizations. This may imply that the autonomy of each organization, including
the recipient government, can be undermined as a result.

To enhance total aid effectiveness, each donor/probably has to give up its independence to
a certain extent through strengthening inter-donor coordination. However, the issue is the
autonomy of the developing country. If Sector Programs necessarily demand for joint decision-
making, as the theory of Rogers et al., it means that certain restrictions are to be imposed on
the government’s freedom to make their own decisions. This is more likely in the case of
governments with already weak ownership.

In ongoing Sector Programs, a donor as the lead donor often takes charge of coordination.
This will give rise to difficult problems of fostering of ownership and legitimacy of the lead

donor.

2 As pointed out earlier, the Ethiopian government had strong initiative, which can be confirmed in the
refined institutional capacity and relatively steady progress of the Sector Program.
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b. How to Grasp and Evaluate

As ownership is difficult to grasp, it is not easy to evaluate it. This also signifies how
difficult it is for donors to be associated with the process of ownership formulation of the
developing country.

As Harrold points out, an important ‘merkmal’ of ownership is that local stakeholders such
as government officials in charge have the will and capacity to take the lead in discussions
and activities for Sector Programs. Preparing documents of sector development policy and
establishing systems for sector-specific accounting/monitoring by themselves are among
examples of such activities.

One, however, should note that even if there are very beautiful policy documents, quite
often they are not effective in African reality. Pointed out in 3 (3) is the need for making
efforts to build sector-specific institutions. However, building effective institutions is totally
different from making beautiful bureaucratic documents. The causes of these discrepancies
should be examined in depth.

As stated, in 4 (2) above, there is the dilemma between the issues of ownership and
selectivity of developing countries in relation to the SIP requirements. As aid resources are
becoming scarce, donors are starting to take a serious look at ownership in Africa. Thisis
not limited to the context of Sector Programs. Criteria for evaluation of ownership include
willingness, capacity, degree of understanding and honesty of officials at government ministries
and/or executing agencies in charge of the relevant sector®.

Donors often judge them by looking only at a small number of staff at the top strata of
relevant government offices. While the situation varies by country and government office,
extremely excellent high officials are often found in each government office also in African
countries. However, it is the middle and junior officias that actually implement projects, and
in most cases their morale and ownership seldom draws donors’ attention.

In reality, the most serious problem with ownership of African governments as regards aid
and development interventions is the commitment and capacity of the whole organization,
including junior to senior personnel. Not only the individual human resources, but also the

question of institutional capacity itself should be examined.

% Considering the case in Ethiopia where certain donors were excluded, the question should be raised
whether the recipient government is prepared to respect partnership.
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c. Capacity Building and Institutional Building

The final problem is how to involve ourselves as donors in the actual process of capacity
building and ingtitutional building of governments in developing countries. The problem would
be most crucia for successful Sector Programs in Africa.

As exemplified by rising influence of the New Institutional School in economics, the interest
in institutional building is growing. Rather, one should state that behind the recent emphasis
on institutional building by the World Bank and others is such a trend in academic theory.
By the way, the main contribution of the New Institutional Economics is that it has clarified
that non-economic matters such as institutions were actually formed endogenously out of the
needs of a market economy.

To extend the argument further, it is not possible for any institution to take root unless the
need and initiative originate endogenously from within the society. Johnston, who discussed
ingtitutional building in Africa, stated that institutions could not exist unless there was a firm
and distinct cultural foundation. This statement can be taken as almost the same as the idea
above?®. Moreover, technology cannot be transferred and absorbed without endogenous
initiative, as a specific technology cannot be transplanted without corresponding social
institutions.

Furthermore, institutional building must include the process of strengthening capacity to
secure and utilize sufficient human and physical resources so that the organization in charge
of ingtitutions in question can function effectively. This should mean that not merely is each
individual factor to be secured, but also overal institutional capacity enhanced.

Needless to say, as seen in the experiences of Japan and East Asia, technology and
institutions cannot develop without transferring them from overseas. This is why foreign
assistance is meaningful.

Perhaps one of the problems facing African governments, in view of the developmental
state, is the lack of technical capacities to articulate the institutional and technical needs
required by society with appropriate institutions and technology transferred from abroad.

To summarize our observations thus far, el ements indispensable for institutional building
by government agencies of a developing country with ownership are as follows:

- putting right officials in right places, and strengthening technica capacities of personnel

% Johnston, A. “On Developing Institutions in Africa” Wohlgemuth, L. et al. (eds.). Institution Building
and Leadership in Africa. Uppsala: Nordiska Afrikainstitutet. 1998.
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from the lower to higher ranks (especially the capacity to understand details and
implications of institutions and technology)

- sufficient funds to finance investment and recurrent costs and mechanisms to secure
and provide them

- systems to collect information and build a consensus for grasping social needs and
formulating effective policies based on them

- management to make full use of resources available for relevant government agencies,
notably human resources to thereby make the organization as a whole provide best
and optimal services. In particular, an approach stimulating working morale in the
middle ranks and lower.

The World Bank, as an effort to promote morale of officials, is attempting to decrease
redundant personnel through administrative reforms, and thereby to improve working conditions
of the remaining capable officials. This measure is also aimed at reinstating a personnel
evaluation system based on meritocracy.

Retrenchment of redundant personnel and creation of the framework for meritocratic
personnel management are indispensable in view of the present conditions of African
governments. However, there ought to be differences in approach between developed countries,
especially the Western countries, where discipline is rooted in common cultures and where
top-down management of institutions is a tradition on the one hand, and countries such as
Africa, where the history of modern institutions is shallow and the background to people in
the organizations are diverse on the other hand.

In this area, there is possibility for Japan to contribute by means of extending assistance

for Institutional Capacity Building. This point will be discussed in the final section of this
paper.

(5) Fungibility of Aid Resources and Common Baskets

If al stakeholders including all donors agreed to withdraw all the conditions (earmarking,
limitations to capital expenditures, etc.) attached to financial contributions, it would be desirable
to exploit full advantages of fungibility of aid money through common pools in view of
flexible use of financial resources.

However, considering the present situation of African governments, there are problems with
common pools as the following.

Firgt, even if donors choose to contribute money to common pools, donors are not exempted
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from accountability to their taxpayers. Monitoring and accounting reports from the recipient
government are still required as usual. If the government must conduct comprehensive auditing
and reporting on the uses of al the funds in a common pool, which are diverse and of large
amounts, it might heavily burden the government.

This will necessitate the sharing of common procedures for accounting and budgeting as
pointed by Harrold et al. However, in case, for instance, donors accounting systems differ
from each other and they could not be unified, it would overburden the government’s aid
absorptive capacity. In turn, this may invite excessive intervention by the lead donor.

Second, contributors to the common pool tend to become the core group of the Sector
Program in question, and a major part of sector policies is often made by this exclusive
group?. This would contradict the fundamental purpose of Sector Programs, which is to bring
together the participation of a wide range of donors and stakeholders to the extent possible,
and fill gaps in information and perception.

Third, not all development resources are fungible as financial resources. As mentioned
later on, activities of technical assistance, in particular, are of specific value not to be
substituted, as they vary according to features of donors. In-kind assistance also fits this
description to a certain extent. In addition, in case domestic private sectors of the developing
country take part in a Sector Program, it is not yet clear how to incorporate their contribution
in the form of labor or in kind. To secure broad participation and contributions of diverse
modalities in Sector Programs, operations dependent solely on common pools should be
avoided.

5. Conclusion:; Sector Programs and Ownership, and Japan’s Approach

(1) Diverse Paths toward Development and Ownership

As mentioned in Chapter 2, backgrounds to poverty and stagnant development in Africa
are so complex that they can by no means be resolved only by increasing the volume of aid,
setting up Sector Programs or untying aid. Nevertheless, the situation of poverty and stagnation
is extremely serious, as seen aready, and it is also indisputable that we must do the greatest

' The earlier situation of Ghana's health sector program, which introduced a common pool arrangement
earlier, would be a typical example.
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possible to improve aid approach. We must always keep in mind that ‘ God helps those who
help themselves and that foreign aid is only a sub-partner of development.

As aready pointed out, the most important task for formulating proper ownership is creating
a development-oriented socio-political regime, in other words, the developmental state. While
the financial crisis in 1997 has raised new questions, East Asia's historical experience of
high and broadly-shared growth till has profound implications for Africa and other developing
countries. At least, the experience proved that countries with a history of European colonization
and initial conditions markedly different from Western countries were able to establish
development-oriented socio-political regimes, which have enabled them to take off in the
latter half of the 20" century.

Depending on the differences in initial conditions, there ought to be diverse paths to build
the developmental state. Experiences of development in Western countries were a valuable
example for Asian countries including Japan. But we should remind ourselves that the Asian
countries were successful, because their governments were endowed with ownership and
repeated scores of ‘trial and error’. Humankind’'s common heritages such as respect for human
rights and democracy, private sectors' initiatives and market principles must be universally
shared, but it is reasonable to allow multiple approaches to achieve the goal of poverty
alleviation within that framework.

The early stages of structural adjustment were a series of failures, and African countries
failed to formulate ownership in SAP because of hasty and uniform policy concepts. We
must not be half-hearted onlookers at poverty prevailing in Africa And it will take a long
time to build a development-oriented socio-political regime. As self-evident from the notion
of the endogeneity of institutional building, it is only governments and people of Africa that
can achieve development, and donors are to patiently continue assisting in formulating
ownership, keeping a stance as sub-partners.

This principle should be respected in all types of aid approaches including Sector Programs,
policy dialogues and policy support. This is the very way to trandate Japan’'s ideal of support
for self-help efforts into redlity in Africa

(2) Toward Open Sector Collaboration
As it has become clear from discussions thus far, Sector Programs cannot be a panacea to
save Africa out of present predicaments. Furthermore, there are many problems with regard

to Sector Programs as mentioned in Chapter 4.
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However, aims of Sector Programs are basically identical with what Japan hopes to realize.
The following three elements are of special importance:

1. to render sector development policies and various related activities consistent and
coherent through donor-government cooperation;

2. to resolve the situation of exhausted aid absorbing capacity, so-called aid
bombardment, and thereby to enhance aid effectiveness and development
interventions as a whole; and

3. to promote participation and sharing of information and perceptions by domestic
and international stakeholders

These principles should be applied to all sectors, regardless of the existence of a formal
Sector Program.

In particular, sharing information and perceptions by as many stakeholders as possible
(especially diverse groups including domestic private sectors of the recipient country) is an
essential factor for building a developmenta socio-political regime. As already pointed out, it
would contradict this requirement if certain donors drove a Sector Program to an excessively
strict one and monopolized information, or if governments excluded certain donors for specific
reasons. A role that Japan should play is to ensure that Sector Programs maintain openness

and flexibility as much as possible.

(3) Japanese Technical Cooperation and Sector Programs

Sector Programs will have a major impact on Japanese technical cooperation with respect
to common arrangements for procurement requirements, budget auditing, and accounting
reports. In particular, common pools will impose considerable constraints on Japanese technical
cooperation.

It is worth noting that certain European donors are promoting Sector Programs and insisting
on untying aid at the same time, for both issues are closely related with each other in that
both are trials to make use of aid fungibility.

There is indeed a certain degree of rationality in enhancing fungibility thoroughly for
financial assistance. But it would be very problematic to extend identical arrangements to
technical cooperation. The reason is that certain portions of bilateral technical cooperation,
especially knowledge transfer, could not be very effective if unique features of each donor
were completely erased. The paths toward development ought to be diverse. For Africa to

save itself out of the present serious crises, not only general theories, but also any kinds of
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wisdom should be mobilized. In this sense, intellectual assistance could never be fungible
and should never be so. Through the disastrous failures of earlier SAPs, we should have
learned the lesson of the dangers in depending on a uniform development concept. Of all the
multiple paths for development, it is but the people and government of each African country
that can find the correct answer. It is the responsibility of the international community to
alow them freedom to grope for the answer based on ownership, and being cautious not to
cause confusion, to provide them with rich ideas, which could be choices for Africans
themselves to choose.

Furthermore, there is an area in which Japan can make a contribution utilizing her
uniqueness. It is related to ownership, the largest dilemma in Sector Programs. As already
pointed out, the most serious constraint over ownership of African governments is the low
willingness and morale of personnel, especialy those in middle stratum and lower at ministries
or agencies, that should be the leading organizations of development efforts. As discussed
before, perhaps the top-down approach in administrative organizations in Africa alone could
not strengthen institutional capacity. On reflection, within the framework of bureaucratic and
corporate organizations introduced from Western countries, Japan has succeeded in ingtitutional
capacity building by formulating an accommodative institutional culture, which had induced
active participation even by junior staff. This promoted bottom-up flow of information and
ideas, and thereby broadened the intra-organizational base for making decisions. Africa has
marked social diversity, which differs from Japan. But it seems the formulation of an
accommodative organizational culture is al the more effective when societies are diverse. Of
course, major efforts must be made to transfer Japan's experiences to Africa appropriately. At
the present stage, however, if Japan can just persuasively show that the challenge to Sector
Programs is capacity building of relevant organizations on the African side and suggest a

new direction for it, this in itself will be a major contribution to African development.
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