3
%‘. University of St.Gallen

The State as an Obstacle to Development?

Rebekka Gex-Fabry
Peter-und-Paul-Strasse 2
9010 St. Gallen

rebekka.gex-fabry@student.unisg.ch

Suresh Elavumkudy
Konkordiastrasse 32

9000 St. Gallen

suresh.elavumkudy@student.unisg.ch

Adelin Royer
Oststrasse 22
9000 St. Gallen

adelin.royer@student.unisg.ch

Martin Gutjahr
Heiligkreuzstrasse 36

9008 St. Gallen

martin.gutjahr@student.unisg.ch

Seminar Paper

Praxisprojekt in Entwicklungszusammenarbeit

University of St. Gallen (HSG)

Dr. Urs Heierli

May 12th, 2009



Elavumkudy et al. The State as art@tie?

Table of Contents
S 0 T U= O 3
RS 0T =T o] o] (=AY = U (o I RS 4
o 1] =0 = PRSPPI 6
1. The Role of the State in Foreign Aid: Historicaldiyion..............cooovvvviiiiiiiiiiiinneeeen 8
1. 1. Foreign Aid 8
1.1. 1. Historical Background...............uuuuuiiimon oo 8
1. 1. 2. PUrPOSES Of Al ... e e e e e e e e e e e e e e e e eee e 8
1. 2. The Role of the State 9
1. 2. 1. The 1960S: TriCKIE-OOWN ......uuiiiiiieeee i e e e e e e e e e eeeene e 9
1. 2. 2. The 1970s: Integrated Rural Developmeofelts ...............ccccceeeiiiiieeeeeeeenn. 10.
1. 2. 3. The 1980s: From Projects to Structurau&tipent Programmes..............c........ 10
1. 2. 4. The 1990s: Political, Economic and Insitinal Society-Building.................... 10
1. 2. 5. The Paris Declaration: Focus on “OwnerShip..........cccooovvieeeieeiiiieieeeeiesmae 11
2. OT S W AN A ittt ettt et et e e e e e e e e e e e e e e e e s sannnreeeaaeeaaaeaeenn 12
2. 1. Macroeconomic Environment 12
2.1.1. Managing the ECONOMY ......cooo e 12
2. 2. Socioeconomic Indicators 13
2. 3. The Role of the State 14
2.3.1. The Size of the GOVErNMENL.........cocoieeiiiiiee e 14
2. 3. 2. Government EXpenses and REVENUES e eeeveeeeiviiiiiiiiiiiienieeaeeeeanennnen. 14
2. 3. 3. Governance QUANILY .........c.ooiiiieeeeemerities s e e s e e e e e e e e e e e e e e 14
2. 4. Aid Forms and Actors 15
T (= N PR 16
3. 1. Social and Economic Environment 16
3. 2. The Role of the State 17
3. 2. 1. POlItICAl CONEXL......uvuiiieii et e e rree e e e e e e e e e eeeens 17
3. 2. 2. The Size of the PUDIIC SECLOr .....ccceeeereiiiiii 18
3. 2. 3. Governance Quality: the Problem of Ende@ooruption.............cccceeeeiieeeenneennn. 18
4. MOZAMBIQUE ...t e e e e e s s s s 22
4. 1. Historical Context 22
4. 2. Macroeconomic Environment and Socio-Econdmdccators 22
4. 3. Public Finances 23
4. 4. Foreign Aid 25
4. 5. Governance Indicators 25
4.5. 1. Voice and ACCOUNTADIIITY .........uuieieiiiiiiiiie e e e 26
4. 5. 2. Political Stability ...............etmmmmreeeeeeiiiiirr e e e e e 26
4. 5. 3. Government EffeCtiVENESS .......coooiiiieiiiiii 27
4. 5. 4. Regulatory Quality and Rule Of LaW .........cccvvvveiiiiiiiiiiiiiii e eeeeeeeeeeveeeeee 27
4.5.5. Control of COrmUPLION ......ccoi i 29



Elavumkudy et al. The State as art@tie?

ST U €Y NN PP 30
5. 1. Historical Context 30
5.2. Social and Economic Environment 30
5.3. Role of the State 32

5. 3. 1. Size of the PUDIIC SECLON ........commmmeeenniiiiieeie e s 32
5. 3. 2. Governance QUANILY ........cooiiiiiieeeeeeeeiiee et s 32
5. 3. 3. Qualitative Analysis — The Problem of \éekinterests ..............ccvvvvvvvnnnnns 34..

LI O 0] o od [1 ] o] o 1RO UPPT 36

7. Implications for the Swiss Agency for Developmand Cooperation.............ccceeeeeeee. 0.4

BiDlOGIraPNY .. —————aaaaaaaaar—————_ 42



Elavumkudy et al. The State as art@tie?

List of figures

2. Botswana

Figure 2.1: GDP per capita in BOtSWaNA.........ccccovvieiiiiiiiiiiiiiiese e e e e eee e e eeeeeeeeeeeeeeeaannnes 12
Figure 2.2: HDI and life @XPEeCIANCY .......coceeeiiiii e erre e e e e 13
Figure 2.3: Six governance dimensions between 28002 and 1996 (top-bottom order) ... 15

3. Kenya

Figure 3.1: Structure of the Kenyan €CONOMY ..........oooiiiiiiiiiiiiiiiiiiinee e eeeeeeeee e 16
Figure 3.2: GDP per capita and HDI SCOIE ....uuueciiiiiiiii e 17
Figure 3.3: Six governance dimensions between 22002 and 1996 (top-bottom order) ... 19
Figure 3.4: Indexes of corruption in KENYa ..........ccooiiiiiiiiiiiiiiiciiies e e e eeeee e e e 20

4. Mozambique
Figure 4.1.: Six governance dimensions between 22002 and 1996 (top-bottom order) .. 26

Figure 4.2.: Ease of doiNg DUSINESS INUEX . ceeeiiiiiiiiieiee e eeeeeeeeee e e 28
Figure 4.3.: Corruption in MOZamDBIQUE.........cceeiiiiiiiiiiiiiiiiiiee e ee e e e e eeeeeeeeees 29
5. Uganda

Figure 5.1.: Uganda and its most important ethiBEiL................coeeeeeiiiieeeiivee e e 30
Figure 5.2: GDP per capita and HDI SCOIE .....uucciiiiiiiiiee e 31
Figure 5.3: Six governance dimensions between 22002 and 1996 (top-bottom order) ... 33
FIQUIE 5.4: CPI SCOME ...ttt eeeea e s s e e e e e e e e e e e eeeeeaesnnnnes 33

6. Conclusions
Figure 6.1: Ease of doing business iNdiCAtOrS ...... ..o eereereeneieiiee e e eanensn 38
Figure 6.2: GDP per capita and HDI SCOIe ..........cuceeiieii i e e 39



Elavumkudy et al.

The State as ast@ie?

List of abbreviations

ADB African Development Bank

ADF African Development Fund

AIDS Acquired Immune Deficiency Syndrome
CIA Central Intelligence Agency

CPI Corruption Perceptions Index

DAC Development Assistance Committee
ERP Economic Rehabilitation Programme
FDI Foreign Direct Investment

FRELIMO  Frente de Libertacdo de Mogambique
G8 Group of Eight

GDP Gross Domestic Product

GoM Government of Mozambique

GPA General Peace Agreement

HDI Human Development Index

HIV Human Immunodeficiency Virus

IMF International Monetary Fund

LDC Least Developed Countries

NATO North Atlantic Treaty Organization

NGO Non-Governmental Organization

ODA Official Development Aid

OECD Organization for Economic Co-operation angd&epment
PARPA Plano de Acc¢ao para a Reducéo da Pobrezduddso
PEAP Poverty Eradication Action Plan

PFM Public Financial Management

PPP Purchasing Power Parity



Elavumkudy et al. The State as ast@ie?

PSR
PWC
RENAMO
SADC
SDC
SISTAFE
Tl

UN
UNCTAD
UNDP
USAID

WB

Public Sector Reform

Price Waterhouse Cooper

Resisténcia Nacional Mogcambicana

Southern African Development Community
Swiss Agency for Development and Cooperation
Sistema de Administracdo de Fundos do Bstad
Transparency International

United Nations

United Nations Conference on Trade and Depeient
United Nations Development Programme

United States Agency for International Deyeieent

World Bank



Elavumkudy et al. The State as ast@ie?

Preface

Why are some countries so rich and other counsitegoor? At the dawn of the twenty-first
century, a definitive answer to the fundamentalstjoe since the days of Adam Smith re-
mains as elusive as ever. At the same time, neaferdhas the question been more relevant.
Indeed, a defining feature of the contemporary dwedonomy is the dramatic inequality be-
tween countries. The economic divergence startéd thie industrial revolution in the 18
century, as Western Europe and the United Statzsesded in breaking the shackles of pov-
erty and economic stagnation and in achieving dl@s@nomic dominance. Outside the
Western world, Japan is the only country that le@shed similar stages of economic devel-
opment and prosperity. Instead, many Asian andnLAtnherican countries, although they
have taken off and grown faster during the twehtigntury, are yet to catch up with rich
countries. Africa — in particular the Sub-Sahamgion — appears to be mired in poverty.

At the beginning of the new millennium, this pattesf international inequality re-
mains largely unchanged. If anything, the dividealeen rich and poor countries seems to be
inexorably widening. The major implication of thiend is that low-income countries will
continue to depend on aid and assistance fromi¢hewnorld for a long time to come. Since
the end of the Cold War, there have been unpretedi@ttempts by Western governments to
rapidly develop poor countries. In particular, geedocus was placed on the African conti-
nent. A 2000 UN Summit agreed upon the ambitiowb aite-ranging “Millennium Devel-
opment Goals” (MDGSs). In January 2005, British Rriinister Tony Blair called at the
World Economic Forum in Davos for “a big, big pusinward” — financed by an increase in
foreign aid — to end poverty in Africa. In Februd@@O05, the international community en-
dorsed the Paris Declaration with a view to makkenaore effective. In July 2005, an impor-
tant outcome of the G8 Summit in Gleneagles, Seodilavas the decision to double foreign
aid to Africa, from $25 billion a year to $50 bilhi to finance the “big push”. In addition,
global campaigns such &ake Poverty Historyrave contributed to putting the cause of end-
ing poverty at the top of the agenda of the intéomal community.

In view of the increased attention given to foregyad in the fight against poverty, the
following question becomes particularly relevawhich role should the state in recipient
countries play in the development proce$s&ditionally, much of foreign aid has been given
by states in the North to states in the Soutlollos that increases in foreign aid would di-
rectly affect the state in recipient countries. OWe last few years, there has been a growing
consensus among donor countries that a functioammpeffective state in recipient countries
would make an important contribution to developmefforts. This change in thinking
amounts to a momentous paradigm shift. The rol¢hefstate in promoting development,
however, remains a much neglected topic in thealitee. Scholars, policy-makers and practi-
tioners are yet to develop a rich body of work lois issue-area. Moreover, a comprehensive
assessment is largely absent in the existing titezawhich often tends to give an uncritical
view of the state. More attention and researchhis dubject are thus urgently required, not
least because the newly favourable view on theabtbe state has far-reaching implications
for practice. The issue has become especially @ructhe aftermath of the Paris Declaration,
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since developing countries have been assignedeponsibility to implement their own de-
velopment strategies and to exercise leadershiptbeananagement of foreign aid.

This paper attempts to shed light upon the roléhefstate in the development process
in four Sub-Saharan African countries that areodnisally and geographically close to each
other: Botswana, Kenya, Mozambique and Ugafdee main research question is whether
the state acts as a catalyst for or as an obstaxi@evelopmentOur hypothesis is that while
the mere size of the state is not per se an impEdinthe state may impair development if its
institutions and policies are plagued by “bad gowece”. In order to test this hypothesis, we
need to find indicators that stress the correlatietween development and the state — that is,
both the “quality” of state governance and the&Siaf the state. The primary focus is on in-
dicators measuring thguality” of state governance (e.g. “Governance Mattersicatdrs
published by the World Bank) as well as on indicatelated to thésize” of the state (public
expenditures, number of employees in the publitosgtease of doing business” indicators
measuring the quality of the regulatory environme®bcio-economic indicators — in particu-
lar the Human Development Index (HDI) — are aldeemainto account, for they provide a
good overview of the development stage in the tmuntries under consideration.

The paper is organized as follows. The first seciilostrates the historical evolution
of views on the role that the state is expecteflay in the development process. It begins
with a brief description of the historical backgnouand the purposes of foreign aid. It then
concentrates on the role of the state in promadiegelopment during the post-war era. The
following four sections apply the set of multiphadicators presented above on the four coun-
tries. The next section draws generalizable comahgsby conducting a cross-country analy-
sis. The last section briefly discusses the impbcs of the key findings of this paper for the
Swiss Agency for Development and Cooperation (SDC).
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1. The Role of the State in Foreign Aid: Historical Evolution
1. 1. Foreign Aid
1. 1. 1. Historical Background

The end of the Second World War in 1945 marked mertous watershed in modern history
of international relations. The deadliest conflicthuman history had completely destroyed
the pre-war order, brought about the defeat ofAkis powers, and severely weakened the
European great powers. The United States and thietSdnion emerged in the aftermath as
the world’s major centres of power. The growingitaily and ideological rivalry between the
two superpowers, however, ushered in the emergehtiee Cold War and in the de facto
division of the world into two antagonistic blodss the undisputed leader of the Western
camp, the U.S. set about building a liberal Westeder. Major arrangements of the post-war
settlement were, among others, the North Atlanteally Organization (NATO), the United
Nations (UN), and the Bretton Woods institutionge(iberry, 2000, p. 9). Another distinctive
feature of the post-war era was thé&roduction of foreign aid. Indeed, as Hans Morgenthau
(1962) — one of the founding fathers of the disomlof International Relations — succinctly
noted, foreign aid is among the “real innovatiortsch the modern age has introduced into
the practice of foreign policy” (p. 301). Lancas(2007) corroborates this view by pointing
out that “[floreign aid as we know it began asrinstent of Cold War diplomacy. Without the
Cold War, aid would likely not exist today ... Aig, in short, a child of hardheaded, diplo-
matic realism” (p. 25).

1. 1. 2. Purposes of Aid

The diplomatic rationale behind the voluntary tfan®f public resources among sovereign
states is not the sole explanation for its estaiyient in the post-war era. In fact, from its in-
ception, “foreign aid was used for four main pugmgliplomatic, developmental, humanitar-
ian relief, and commercial. Cultural purposes wals® present but less prominent” (Lancas-
ter, 2007, p. 13).According to Rossiter (1985), tilgplomatic purpose refers mainly to “the
advancement of donor’s short-term political andglverm strategic interests” (p. 9). The bi-
polar geopolitical reality indeed required an aetpromotion of political and national security
priorities by the two rival blocs. Thaevelopmental purpose, instead, points to the “support
for economic and social progress and a reductigrowrerty” (Lancaster, 2007, p. 13). It also
reflects the now generally accepted view that gohntries have a moral obligation in pro-
moting development in poor countries (Martinussed Redersen, 2003, p. 10). Aid fou-
manitarian relief constitutes the support provided by the governmehbetter-off countries
in the event of natural disasters and man-madestcafdes. And theommercial purpose of
foreign aid includes expanding a country’s exparid securing access to raw materials im-
ports.

! Martinussen and Pedersen (2003) classify the masbiitant forms of foreign aid as follows: “developmn
assistance and emergency relief; state and voluaidr financial, technical and commodity assis@rassis-
tance in the form of grants and loans; bilateral amultilateral aid; and programme and project &m"39).
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Further, Lancaster (2007, p. 15) argues that dohave added four purposes to their
existing aid agenda after the end of the Cold \@awe of the new motives is the promotion of
economic and social transitions in former socialist countries. Another purposéhspromo-
tion of democracy and institutional development in Africa, Asia, dratin America. As Lan-
caster (2007) points out, “the goal is to spreath@zacy, not just as a means of furthering
development (on the assumption that developmédikigly to proceed more rapidly in democ-
ratic polities) or for promoting international peaand security (based on a view that democ-
ratic countries do not wage war on one another)dsud worthy goal itself, reflecting the
value placed on political and civil rights by thd-giving country” (p. 15). In addition, more
aid is being given with a view to addrasgernational public goods issues such as environ-
mental problems (e.g. water pollution), diseasg. (dIV/AIDS), and food security. Further,
donors provide aid fomitigating conflicts and managing postconflict transitions. In spite of
the tidy differentiation of the various purposesand, however, it should be noted that the
reality is much less clear-cut, that the purposesndend to be inextricably linked with each
other, and that each donor country pursues oftiiffexent mix of purposes.

1. 2. The Role of the State

Having so far focused on donors, the analysis nesks to complete the picture by address-
ing the role of the state in recipient countri@here are, of course, other actors such as the
private sector and NGOs, but the focus on the ggtestified by the fact that “[d]evelopment
assistance has for the most part been an inter-sfir, that is, aid from a government in the
North to a government in the South” (Martinussed Bedersen, 2003, p. 41). The fundamen-
tal question can be then formulated as follows:clwhble should the state in recipient coun-
tries play in the development process? The questiowever, has been answered differently
since the inception of foreign aid. Martinussen &salersen (2003) aptly point to “signs of
pendulum-like swings ... in donor’s relationshipthe state in developing countries” (p. 52).
More importantly, the views on the role of the state of practical relevance as well. The
strategies adopted by donors to implement theipality agendas indeed tend to reflect their
views on the form and functions of the state. Hdeo to comprehend the current debate on
the state in recipient countries, it is therefargortant to show how the complex interplay
between aid strategies and donors’ views on the abthe state has evolved throughout the
last four decades.

1. 2. 1. The 1960s: Trickle-down

In the early post-war period, capital accumulatmd technology were generally viewed as
the main determinants of long-term economic groeuid development (Bigsten, 2007, p.
296). The dominant aid strategy of donors incoraldhese assumptions and thus adopted a
two-pronged approach to development. Aid was giwnthe one side, with a view to help
meet budgetary and balance of payments needs, ratldeoother side, in order to finance
physical infrastructure projects and technical siasce (Lancaster, 2007, p. 14). As Mar-
tinussen and Pedersen (2003) put it, “[tihe expectavas that modern technology and or-
ganization forms would trickle down and spread Ikedernizing rings in water to the sur-
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rounding traditional society” (p. 44). Accordinglyne state in recipient countries was viewed
as a crucial player in the implementation of thes @trategy. As a result, “[ijn the 1960s, the
World Bank took the lead in enlarging the role loé state as the provider of modern infra-
structure. The Bank supported the establishmestaté boards and enterprises within trade,
services and even production” (Martinussen and Bede2003, p. 52).

1. 2. 2. The 1970s: Integrated Rural Development Projects

Over time, limits of the trickle-down-approach bét1960s became evident. The most serious
drawback was that poor people appeared to not ibdreeh the general growth that actually
occurred in recipient countries. Donors reactedatmgnding their aid strategies. It followed
that “aid for development took on a more redisttilei orientation” (Lancaster, 2007, p. 14).
In other words, greater emphasis was placed oillihdfthe basic needs of poor people. The
donors’ new approach took mainly the form of intggd rural development projects (Mar-
tinussen and Pedersen, 2003, p. 45). As Bigsted7§20oints out, the basic argument was
that “poverty reduction efforts should focus oniagture and social sectors such as educa-
tion and health” (p. 296). Just as importantly, tihedified aid strategy implied a new view on
the role of the state as well. Indeed, as Martienssd Pedersen (2003) note, “[iJn the 1970s,
the [World] Bank contributed to extending the statastitutional presence into all corners of
society through support to the line ministries’ mhoating role and to establishing integrated
project organizations with close links to admirasibn at local, regional and national levels”
(p. 52). Hence, the state was assigned a more taergaole in the development process than
in the previous approach of the early post-warqukri

1. 2. 3. The 1980s: From Projects to Structural Adjustment Programmes

Oil price shocks, debt crises and global macroecnniambalances dealt a huge blow to de-
veloping countries during the early 1980s (Bigs2007, p. 296). The domestic policy fail-
ures in developing countries, in turn, led to aadagmatic change in donor’s aid strategies.
The new catchword of the World Bank (WB) and theeinational Monetary Fund (IMF) was
“structural adjustment programmes”. The basic ciomility was that donors would provide
“aid to governments in developing countries in exae for promises of liberalization” (Mar-
tinussen and Pedersen, 2003, p. 47). Consequeleyeloping countries were required, as
Martinussen and Pedersen (2003) put it, “to ‘reick the state’ ... and to create order in the
macro-economic balances (balance of payments, ddlattion and state deficits)” (p. 47).
With regard to the role of the state, the new apginaepresented a revolution in development
thinking. Indeed, Martinussen and Pedersen (208Q)eathat “[ijn the 1980s, the World
Bank’s pendulum swing over to an attack on theestath demands for liberalization ..., pri-
vatization (sale of the state boards and enterptiss the Bank itself had often contributed to
establishing), and cutbacks (firing of public eny@es, especially those lowest in the hierar-

chy)” (p. 53).

1. 2. 4. The 1990s: Political, Economic and Institutional Society-Building

The end of the Cold War was bound to have far-riegcimplications for the aid industry. In
addition to the economic level included during #880s, the donor community added the

10
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political level to the aid strategies during thé®@9. As Martinussen and Pedersen (2003) ob-
serve, “[tlhe donors made explicit demands for demaization in the form of multiparty
elections, observance of political human rights godd governance. The latter meant ... open
and transparent political-administrative systenat there accountable to the citizens; control
of corruption and misuse of power; and a certaigrele of decentralization of power to the
local authorities” (p. 49). Bigsten (2007) alsorgeiout that “there was in the 1990s a shift
back towards a policy emphasizing poverty reductisrnthe ultimate objective of develop-
ment” (p. 296). The new approach to developmentuin, paved the way for a rethinking
with regard to the state. As in the past, the W@&ohk set the tone of the debate, and its
World Development Report 1997997) led to substantial reappraisal of the oiléhe state.
Indeed, as Martinussen and Pedersen (2003) corifiimthe 1990s the Bank contributed to
‘rehabilitating’ the state, both ideologically and in the form of sector programmes via line
ministries, credit programmes via special orgairat and management of NGOs and local
communities via local administrations” (p. 53).

1. 2. 5. The Paris Declaration: Focus on “Ownership”

In 2000, the international agreed upon the MillemnmiDeclaration and the Millennium De-
velopment Goals. The latter place greater atterdiothe effectiveness of foreign aid, that is,
on its ability to allocate resources to areas Widithave the greatest impact in reducing ex-
treme poverty and hunger, along with improving ediown, gender equality, health and envi-
ronmental sustainability. The last Millennium Deyginent Goal — to “develop a global part-
nership for development” — States that the effeciess of foreign aid depends on the coop-
eration between donors and partner countries (Wlalak & Canadian International Devel-
opment Agency, 2008, p. 7). Building on these Gaals Paris Declaration on Aid Effective-
ness endorsed on March 2, 2005 aims at improvithgfectiveness by enabling developing
countries to achieve their own development goatsis€quently, the Paris Declaration con-
firms the increasing emphasis on the role of tla¢esthrough the key principle of “owner-
ship”, according to which “partner countries exseceffective leadership over their develop-
ment policies and strategies and co-ordinate dpwedmt actions® Partner states are thus to
be viewed as the main actors in assistance, andr dmuntries are expected to respect this
leadership. Practically, low-income countries hawelevelop and implement themselves na-
tional development strategies that provide fordistribution and the coordination of foreign
aid. As a result, general budget support emergéseasiain aid modality: donors are moving
away from earmarked aid towards programming flexiglsources in support of the priorities
of the partner country’s government (Vokral, 2008).

2 The full text of the Paris Declaration can be iesed on OECD website:
http://www.oecd.org/dataoecd/11/41/34428351 .pdf

11
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2. BOTSWANA

2. 1. Macroeconomic Environment

Botswana is a former British protectorate. “WFBotswana attained her independenc:
1966, she ws among the poorest countries in the woiThe Republic of Botsana, 2008, p.
13). One of the legacies of havingengoverned from outside the country was thatively
low level of infrastructure. Indeed, the road natkyaailways and airports were ensively
built up only after the achievement of independe In addition, the government was dn-
dent on foreign aidluring the early years (African DevelopmBank|[ADB] / African De-
velopment Fund [ADFE]2002, p. 11)Since then, however, there has been a remarkao-
nomic transformationThe performance durinthe period of 1992000 was particularlym-
pressive: real gross domestic product (GDP) grethatannual average rate of 5.8% (
Figure2.1). With a per capita income higher than in athep country in Africa, Botswar
was now wellpositioned to qualit as a middle income country (ADBADF, 2002, pp. 1-2).

Figure2.1: GDP per capitain Botswana
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Source: World Bank (2007)

The positive economic performance was largely &aeby the mining sect, which accounts
for 40.5% of total GDROrganisation for Economic (-operation and Development [OECI
2008a, p. 154)n particular, a key role was played by the diamsedtor, which accounts f
75% of the exports and on whiche economy remains dependent teay\high degreeAfri-
can Development Bank / African Development Fund)2Qop. -2). Despite considerable
efforts, Botswana has been unable to achieve gignif diversification in xports (OECD,
2008a, p. 153)Another factor of vulnerability is the reliance South Africa: most of Bt-
swana’s imports and exports are directed throughetghbour. As a result, the country te
to be directly exposed to domestic developmentcuth Africa (United Mations Conference
on Trade and Development [UNCTAI 2003, p. 13).

2. 1. 1. Managing the Economy

The principal objective of monetary policy in Bo&wa is to achieve a low and stable leve
inflation that spurs growth and competiness (OECD, 2008a, p. 157). Although then-
omy is growing at a high pace, the country hadnflation rate of only 7.2% in 1999, inn-
trast to 16.5% registered in 19SADB / ADF, 2002, p. 6.) One major contribution to s-

12
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perity in Botswana are the proceeds — mainly fraenrhining sector — that were invested in
basic physical and social infrastructure (includeager, roads and schools), which in turn has
fostered development of tourism and services sgdmance and telecommunications (Coo-
lidge & Rose-Ackerman, 1997, p. 36). Another intpot factor in promoting prosperity is
the government’s willingness and ability to shdme benefits of economic growth. In order to
ensure that all citizens benefit from the growircpreomy, the government has decided to
provide a number of social safety nets (OECD, 20p8a59).

Despite Botswana’ stable macroeconomic environntéet,country has not been suc-
cessful in attracting foreign Direct Investment (Jz:Dn 2005/2006, FDI accounted for about
10% of GDP, down from 28% in the previous year. Tdut that FDI is largely confined to
the mining sector might be viewed as an indicatibthe failure of Botswana to attract sub-
stantial amounts of foreign investment. The couhtty lagged behind other Southern African
countries, pointing to the need to improve the tess$ climate. A number of initiatives have
been undertaken, such as the enactment of newdad/policies with a view to promoting
FDI. These reforms also target unemployment. Algiothe official unemployment rate has
fallen to 21.5% in 1996, it remains high, with &raf 17.6% in 2007(ADB/ ADF, 2002, p.

3; OECD, 2008a, p. 154).

2. 2. Socioeconomic Indicators

In spite of having the highest per capita incomésirica, poverty is highly prevalent in the
country (African Development Bank / African Devetopent Fund, 2002, p. 2). The inequality
of the distribution of wealth is best shown witle G INI-coefficient, estimated at 0.57 in the
latest Household Survey in 2002/03 (IMF, 2005&)pAccording to the negative correlation
between inequality and growth, this result suggtststhere is an urgent need for Botswana
to reduce poverty in order to obtain sustainabamn when mining revenues and govern-
ment activities level off (Royal Norwegian Ministo§ Foreign Affairs, 2002, pp. 35 and 37).

Figure2.2: HDI and life expectancy
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Botswana has a moderate HDI, with 0.654 in 2005t@8dnNations Development Programme
[UNDP], 2008a). The fast increase of Botswana’s GiaB not been translated into a growing
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HDI. The reason it keeps constant throughout tteesybes in the decline of life expectancy,
which has decreased from 63.5 (1987) to 49.8 y@4A@6) because of the upcoming of HIV
in the 80s (Figure 2). According to the World BaBk% of the population was infected by
HIV in 2008, which is one of the highest percentaigeAfrica.

2. 3. The Role of the State
2. 3. 1. The Size of the Government

The government crowded out development-enhancingtersector activities by ensuring the
services of scarce human resources. Total pulditoisemployment, including the parastatals,
accounted for about 43% of total employm@byal Norwegian Ministry of Foreign Affairs,
2000, p. 20-21)It is now being recognised that the government khgradually reduce its
role and influence, transforming itself from a kmarticipant in the economy to a facilitator. A
step towards that end is the privatisation of gmises. The newly creatdeliblic Enterprise
Evaluation and Privatisation Agency (PEEPAas prepared a master plan for privatising
state-owned enterprises, but little progress hag lbaehieved. One of the major difficulties is
related to the absence of an effective regulatcaynéwork to protect consumers from the
monopolistic tendencies of some enterprises (OEXDD8a, p. 161).

2. 3. 2. Government Expenses and Revenues

HIV/AIDS became a national emergency and its preganand control is now being ac-
corded the highest priority. Along with tubercuksthe diseases had a major impact on
health servicesRepublic of Botswana, 2005, p. 7). According to WWerld Development
Indicators of the World Bank, expenditure in thallie sector rose fror8% of GDP in 2001

to 18.2% in 2005The spread of HIV/AIDS is undermining past achieeets and intensifies
pressures on expenditures just as budgetary resoare becoming more constrained. The
authorities recognized the importance of fiscaluatipent in maintaining macroeconomic
stability. They reiterated their commitment to asimng balanced budgets over the medium
term and agreed that significant additional fis@justment may be necessary in the context
of the budget 2005/2006 in order to achieve thigalve (International Monetary Fund
[IMF], 2005a, pp. 4-7)Botswana's tax rates are generally low, and théeggiglation is sim-
ple and transparent. As public spending increaseddponse to higher revenues, significant
shares of diamond revenues have also been savese Favings boost the country's foreign
exchange reserves, which have been managed prydedttransparently by the central bank.
The government also has “medium-term plans to abladiamond revenues into capital in-
vestments” (Carstens, 2005).

2. 3. 3. Governance Quality

As mentioned in the last section, the economicsfiamation is due not only to the mining
sector, but also to the prudent economic managearehgjovernance (The Republic of Bot-
swana, 2008, p. 13; ADB/ ADF, 2002, p. 11). Botswanhich is the oldest multi-party de-
mocracy in Africa, has enjoyed remarkable politistbility (OECD, 2008a, p. 163). It is
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Africa’s least corrupt nation accordingToansparency Internationg36 out of 180) (Trans-
parency International, 2008). In 1994, Botswanal#sthed eDirectorate on Corruption and
Economic CriméCoolidge & Rose-Ackerman, 1997, p. 39).

Figure 2.3: Governance indicators. Comparison between 2007, 2002, 1996 (top-bottom
order)
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Botswana enjoyed relatively good governance sitecadependence. It might be argued that
the lack of systemic corruption, along with thehigvels of political and macroeconomic
stability, appears to encourage a long-run perggeamong politicians. The economic suc-
cess produced by this helps to maintain polittability, generating a “virtuous cycle” (Coo-
lidge & Rose-Ackerman, 1997, pp. 37-38). Betterggoance is also an important factor in
the fight against poverty and in the efforts to ioye living standards. The past decade shows
that improved governance promotes development (\Raihk, 2008d).

2. 4. Aid Forms and Actors

The World Bank Group has financed a total of 28ratiens since the first operation was ap-
proved in 1964. As Botswana’s economy grew, thentrguapped increasingly into its own
resources for development financing, and stoppedrtieg to foreign aid. The Bank’s en-
gagement shrank and its focus shifted to limitedlyital and advisory work (The World
Bank, 2008). As a result of its economic and sgo&formance, the country has also ceased
to be eligible for African Development Bank resascThe last borrowing from the Bank
took place in 1992 (ADB / ADF, 2002, p. 23).
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3. KENYA

3. 1. Social and Economic Environment

Kenya’s economy is considerably strengthened bylihersity of its economic structure. Un-
like countries such as Botswana, Kenya does natrdepn a single industry. Theanufac-
turing sectoraccounts for about 15% of GDP. Agro-based indesstare performing best,
along with producers of wood, cork and basic chahpcoducts. Kenya also has a significant
engineering industry along with producers of glasd construction materials and a large tex-
tile and clothing industry. In theervice sectqrtourism is dominant, accounting for nearly
50% of GDP (see figure 3.1). Tlagricultural sector(coffee, tea, cotton, sugar, tobacco and
pyrethrum) remains the cornerstone of the econ@ogopunting for 27.1% of GDP and em-
ploying about 80% of the workforce. Kenya is alse second largest horticultural exporter in
Sub-Saharan Africa, and the second largest expoftdowers in the world (Euromonitor,
2008a). Furthermore, Kenya’s economy may counthensbundnfrastructureof its capital
Nairobi, the main communication and financial ceraf East Africa, as well as of Mombasa,
the most modern port in East Africa.

Figure 3.1: Structure of the Kenyan economy
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Whereas the Kenyan economy grew at an annual avefignly 1.5% between 1997 and
2002 (Euromonitor, 2007), economic growth has beercth stronger than expected since
2002. GDP growth was 5.8% in 2005, and in 200&athed 6.6%. Yet, growth fell sharply in
the aftermath of the last elections. The Kenyamenty staged a recovery in the second half
of 2008, but another downturn is expected in 2088wever, the economic growth has
largely failed to raise Kenyans' standards of hiyibecause Kenya's population has at the
same time quickly increased. The number of peaplKenya living in income poverty in-
creased from 11.3 million people in 1990 to 17.1iom in 2001 (Government of Kenya, p.
16). In 2006, 46% of the Kenyan population stileldl under the poverty line. Even if life ex-
pectancy is higher than in most Sub-Saharan casn{s4.1 years in 2007), there has been no
sign of progress in terms of the rating of HDI €ri®90 (see figure 3.5).
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Figure 3.2: GDP per capita and HDI score
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Besides, Kenya is one of the most unequal counimiesrica. First, income distribution is
geographically extremely unequal; in Nairobi, 30%people live below the poverty line
while in the northwest the figure is 95%. Seconén¥a’s Gini coefficient which indicates
income inequality on a scale of 0-1 (where O isihejant to perfect equality and 1 is equiva-
lent to perfect inequality), rose from 0.43 in 2G000.52 in 2007. This level of inequality is
not unusual in Sub-Saharan Africa, but while thiaation has improved in most countries,
income disparity worsened in Kenya despite strac@nemic growth (Euromonitor, 2008b).
However, Kenya has a well-established middle atdggofessionals, which separates it from
many other African countries that are divided bemvéhe extremely rich and the very poor.
19.7% of households in 2007 had an income of US&R{6 US$10,000, which puts them
within the broad limits of the middle class for Kam standards.

The government has set very ambitious targetssipribmising “Kenyan Vision 2030
Strategy”. They include annual rates of growth 0%4lby 2013 and the annual creation of
500,000 jobs, through the implementation of fiveayplans providing for investment in in-
frastructure and education. The plan's future, vaweis uncertain and will depend on the
priorities agreed to in the parliament.

3. 2. The Role of the State
3. 2. 1. Political Context

A former British Crown Colony, Kenya was grantedependence in 1963 in the aftermath of
the Mau Mau rebellion that broke out in 1956. Tlerdry’'s first president Jomo Kenyatta
was in power until 1978. At Kenyatta's death, DbAmap Moi took over from him; he had an

increasingly autocratic style and repression iregdaln the first democratic, multiparty elec-
tions in 1992, and then in 1997, Daniel arap Monwe-election, but he was constitutionally
barred from running in 2002, and Mwai Kibaki wasaéd President.
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Kibaki was re-elected as President in Decembefi7 2086feating Raila Odinga of the
Orange Democratic Movement. The poll was widelyiased by both western observers and
opposition leaders. It also led to the worst vickesince independence: More than 1,500 peo-
ple were killed in the violence following the latedection and over 300,000 were forced
from their homes. International negotiations evalyuresulted in a change in the composi-
tion of the government in March 2008 (EuromonifQ8a).

3. 2. 2. The Size of the Public Sector

The Kenyan government considerably simplified theiess regulation by eliminating 205
business licenses and simplifying another 371 utitemew Licensing Laws (Repeals and
Amendment) Act, 2006 out of a total 1,325. As ailie&enya was ranked among the top ten
global reformers in the World Bank®oing Business Report 2008esides, Kenya was
awarded the UN Public Service Award in the categidr§timproving Transparency, Accoun-
tability and Responsiveness in the Public Servine2007. In addition, the Ash Institute for
Democratic Governance and Innovation at Harvardsémsity’s John F. Kennedy School of
Government nominated the Kenyan government fongernational award for improved per-
formance in the public service (OECD, 2008b, p.354)

Despite this, the Kenyan public sector is stilb farge and inefficient, absorbing a
disproportionate part of government revenues. Tdgimout the 1970s and 1980s public em-
ployment grew much faster than the economy or theighment budget. The overall share of
the public sector in total wage employment rosenfB2% in 1964 to 50% in 1991. By 1993,
however, action on this issue had become imperdieuse of the economic crisis that
erupted in the same year. A civil service reforragpam was launched, supported by the
World Bank, UNDP and several bilateral donors. Atca component of the program has
been the retrenchment of workers in the lower wagegories through a voluntary retirement
incentive scheme; some 50,000 low-wage employeas vetired without replacement be-
tween 1993 and 1998 (O’'Brien, 2001, p. 62). Howepeogress has been limited: the gov-
ernment still employs one third of the Kenyan labéarce (Economist Intelligence Unit,
2008), and compensation of employees represes@@tl of government expenses in 2005
(World Bank, 2009). Roughlywo-thirds of the taxes collected are spent on servicingsiebt
and paying the inefficient public sector (Euromoni2008a).

3. 2. 3. Governance Quality: the Problem of Endemic Corruption

Through a consultative process that involved thié society, private sector, donors and other
stakeholders, the government formulated from 2088ands an ambitious governance agen-
da, called the Governance, Justice, Law and O@érLQS) Reform Program (African De-
velopment Fund, 2004, p.13Which is based on the idea that “governanceicgistaw and
order are not merely one of several pillars of m@fathey are the bedrock of reform. Put diffe-
rently, without governance, justice, law and ordeeye is no government, i.e. there is no rule
of law, and no avenue by which citizens can cltheir rights in a non-conflictual manner”
(Government of Kenya, 2005, p.24). The governammnda proposes a far-reaching reform
of the judiciary, strengthening of the rule of land security and implementing reforms in
public administration systems that are critical ifaproving transparency and accountability.
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Thus, legal acts have strengthened independencangegtity of the judiciary, improved
access to knowledge of law, recruited magistratespngested prisons, improved training of
the police, recruited new police officers, improdadng conditions of police officers (Afri-
can Development Fund, 2004). As a result, at leefdre the 2007 turmoil, most governance
indicators were on the rise — in particular asdarvoice and accountability and regulatory
guality were concerned, which indicate that Kenyaarwent progress in terms of gover-
nance quality (see figure 3.3).

Figure 3.3: Governance indicators in Kenya: Comparison between 2007, 2002, 1996
(top-bottom order)
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However, under President Moi, who ruled the coumleyween 1978 and 2002, corruption
became rampant, which caused donors to withdrawzadays, endemic corruption, espe-
cially at the government level, still significantlpcreases the costs of doing business in
Kenya. Furthermore, to quote from Nguzo za Haipublication of the Kenya National
Commission for Human Rights (KNCHR) - corruptios “a complex phenomenon that
undermines government’s capability of working fbe tpoor”, insofar as corruption distorts
access to public service where people have ap Ipribes in return for service, diverts
resources from intended public use into privese, perpetuates discrimination in the way
citizens are able to access public servaed, leads to the infringement of political and
civil rights (Government of Kenya, 2005, p. 38y A result, the poor are hardest hit by cor-
ruption; they simply cannot afford it.

In April 2003, two laws provided for a reductiam ¢orruption: The Anti-Corruption
and Economic Crimes Act and The Public Officer EshAct. The latter provides for codes of
conduct for all public officers, including membexkParliament, the executive, the judiciary
and which compels all officers to declare their kegAfrican Development Fund, 2004).
More importantly, the Anti-Corruption and Econontidmes Act established the Kenya Anti-
Corruption Commission (KACC), which has been themsymbol of the Kenyan Govern-
ment's commitment to eradicate corruption “througlv Enforcement, Prevention and Public
Education” (KACC, 2009). The Commission investigagny matter that raises corruption
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suspicions, and may institute civil proceedingsiagjaany person for the recovery of property
or for compensation; and recovery of such propektgn if the property is outside Kenya
(Government of Kenya, 2005, p. 24). At the requéstiny person, the Commission may also
advise and assist persons or public bodies in dodehem to eliminate corrupt practices. The
Commission also examines the practices and proesairpublic bodies in order to facilitate
the discovery of corrupt practices. Finally, then@uission has the mandate to educate the
public on the dangers of corruption. For instarmedylarch 2009, a total of 446 reports were
processed by the KACC, 146 taken up for investigesi 17 forwarded to other investigative
agencies and 55 referred to various public semiganizations.

Figure 3.4: Indexes of corruption in Kenya

Table 7: Summary Rankings of Top Ten Offenders

Likelihood Impact Severity
2005 2004 2005 2004 2005 2004 c P I Sco re
Kenya Police 822 81.6 32.0 2586 38.8 44.9
State Corporations n.e.s 46.2 38.5 3.5 2.5 17.9 14.7 3
Local Autharities n.e.s 669 58.9 123 87 25.6 234
Teachers Service Commission 66.7 57.6 0.8 08 36.7 212|| 2.5
Kenya Prisons 914 - 1.3 - 31.4 - 5 =
Judiciary 720 69.6 2.5 2.0 817 261 2
Provincial Administration 57.0 54.7 21.9 18.6 24.3 23.1
Ministry of Lands and 15
Selllernent 710 65.7 3.0 28 21.0 36.3 1
Ministry of Health 75.0 45.7 1.5 0.7 18.8 8.6
Mombasa City Council 67.3 - 14 4.7 - 0.5
Nairobi City Council 21.3 79.2 0.7 24 0.0 20.8
Immigration Department 20.0 61.5 0.6 0.7 0.0 23.1 0
Kenya Revenue Authority 20.1 57.6 0.4 1.6 0.0 15.2
Min. of Culture, Gender& Sports = 48.0 = 0.5 = 16.0 8 8 8 8 8 g 8 8 B 8
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Frequency Cost Size
2005 2004 2005 2004 2005 2004
Kenya Police 51 25 7404 23772 1,465 10,831
State Corporations n.e.s 1.2 0.3 243.2 6.0 10,783 1,286
Local Authorities n.e.s 30 14 138.4 248 995 427
Teachers Service Commission 0.3 0.1 10.8 5.1 11,325 13,115
Kenya Prisons 20 = 6.8 = 931 =
Judiciary 12 0.4 515 122 5,053 3,608
Provincial Administration 1.3 0.7 142.0 736 1,136 1,093
Ministry of lands and settlement 1.3 0.3 8557 12.2 3,901 3,037
Ministry of Health ] 27 0.1 8.5 0.3 629 713
Mombasa City Council 11 - 19.8 3,346 -
Nairobi Cily Council 19 03 92 27 314 1,266
Immigration Department 0.7 0.1 23.8 0.7 3,153 2,641
Kenya Revenue Authority 1.8 0.5 61.3 6.1 4,069 1,571
Min. of Culture, Gender& Sports - 0.6 - 3.1 - 1,816

Sources: left: TI Kenya (2006); above right: T (3)

Despite the establishment of the Kenyan Anti-Cdiamp Commission, and the fact that
Kenya was the first country to sign and to ratlig N Convention against Corruption (De-
cember 2003 in Merida, Mexico), it was estimateat thenior officials siphon off more than

US$1 billion a year in public revenue still in 20(Euromonitor, 2007). In 2005, the likeli-

hood of encountering bribery attained 82.2% in 2@8685ar as the Kenyan Police was con-
cerned and even 91.4 % with regard to Kenyan psisn2008, Kenya still ranked 14 put

of 180 countries in Transparency International’'srr@ation Perception Index (CPI). As

shown by the chart below, no improvement has beiced by Transparency International
since 1998. Transparency International-Kenya'’s keBsibery 2008 Index (T1 Kenya, 2008)

shows that respondents encountered bribery in lo&kr(56%) of their interactions with all
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organizations, both public and private, compare8@4& in 2007, with both of these figures
significantly higher than those obtained from tl@®@& and 2005 surveys (47% and 34%, re-
spectively). As a result, prior to the 2007 eletctivestern donors had threatened again to cut
off aid because of government corruption (Euronmni2008a).

The present government was elected in 2007 on &gc@mnuption platform but it has
so far done little to fulfil its promises, espetyadince President Kibaki seems to be too en-
feebled to continue with his efforts to root outrogtion. Thus, corruption appears to be flou-
rishing again in the ruling coalition. New scandatsurred, notably in skewed distribution of
oil and maize, but also in the immigration, touriamd financial sectors, so that it seems to
some that corruption is “back to Moi-era levelsK€hya corruption ‘back to Moi-era le-
vels™, 2009). As a result, investors still citeragption as the major deterrent to doing busi-
ness in Kenya, which otherwise has been one of Salitaran Africa’'s most attractive spots
for foreign money.

21



Elavumkudy et al. The State as ast@ie?

4. MOZAMBIQUE

4. 1. Historical Context

Mozambique had been a Portuguese colony for over y&ars. In 1962, the nationalist
movement, the Liberation Front of Mozambigu&ente de Libertacdo de Mocgambique
FRELIMO), was founded to counter the Portuguese. rlihe ensuing armed struggle — the
Mozambican War of Independence — between the Regggand FRELIMO ended in 1975
with Mozambique achieving independence. Peace, Wenveurned out to be short-lived.
FRELIMO, which had established itself as the selgal party after the abrupt departure of
the Portuguese, was pitted against an insurgenipgtbe Mozambican National Resistance
(Resisténcia Nacional MocambicgrRENAMO). The latter was created and backed by for
mer Rhodesia, and after Zimbabwe’s independenc8pogh Africa’s Apartheid regime, with
a view to destabilize the Marxist-oriented FRELIMIat supported the national liberation
movements of these countries. Fighting between FRBELand RENAMO — the Mozambi-
can Civil War — began in 1977 and ended in 199 lie signing of the General Peace
Agreement (GPA) in Rome.

Mozambique then faced the daunting challengesecat post-war reconstruction. One
of the legacies of decade-long military conflictasathe extreme socio-economic backward-
ness of the country, with “high levels of exteraald internal debt, a disordered economy,
destroyed infrastructures, unskilled human resauare millions of citizens directly and in-
directly affected by the civil war” (African Devegdment Bank [ADB], 2005, p. 5). But the
restoration of peace paved the way for increasditigad stability. This, in turn, helped the
transition from a socialist regime based on a edlgtplanned economy to a democratic mul-
tiparty political system with a market-based ecowoirhe introduction of market-based eco-
nomic reforms actually begun already during the &880s as the FRELIMO regime, in spite
of its formal socialist commitment, turned to thee®W by becoming member of the Bretton
Woods institutions in 1986 and by adopting a stmattadjustment Economic Rehabilitation
Programme (ERP) in 1987 (Arndt, Jones and Tarp72p0242). The first democratic elec-
tions were successfully held in 1994, with FRELIM@®erging victorious and staying hence-
forth in power. The result of the general recorwtom effort and of political and economic
liberalization was an impressive success in ecoog@rowth and poverty alleviation. Indeed,
as Arndt, Jones and Tarp (2007) point out, “Mozamueiis a success story in terms of growth
and poverty reduction since 1992” (p. 280).

4. 2. Macroeconomic Environment and Socio-Economic Indicators

In assessing the performance of the post-war ergjmportant to take into account the des-
perately low base from which the reconstructiorofivas actually initiated. Since 1992,
Mozambique has succeeded in achieving a staboeconomic environmeftarp and Lau,

1996). An important indicator of this rapid and tairsed trajectory of improvement is the
GDP growth rate. As Arndt, Jones and Tarp (2007¢,f@nnual real growth is estimated to
have averaged 6.5% for the period 1992-2004, aigai@%o on aggregate” (p. 243). Although
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there are important variations between income gpuggions, and urban and rural areas
(World Bank, 2008), “growth has been supported diyust recovery of the agricultural sec-
tor, with manufactures, transport and communicatialso playing major roles. Growth has
also been boosted by a small number of large eedlgpe foreign investments” (Arndt, Jones
and Tarp, 2007, p. 243). The improved macroeconataiaility is also reflected in other indi-
cators, such as improvements in debt sustainagbddwptrol over inflation, reduction of the
exchange rate, and growth of international rese(@esdt, Jones and Tarp, 2007, p. 254).
The pattern of improvement is further confirmedthg average annual growth of GDP per
capita, which increased from 1.6% (1987-1997) 88%6(1997-2007) (World Bank, 2008b).

Similarly, socio-economic indicatorgoo, reflect the positive trend of the post-war p
riod. Even though Mozambique remains one of therggiocountries in the world, the per-
centage of the population living below the povdirg decreased from 69.4% in 1996/1997 to
54.1% in 2002/2003 (Arndt, Jones and Tarp, 20025R). Further evidence is provided by
health and education indicators: infant and chilattadity rates have rapidly dropped, malnu-
trition indicators and vaccine coverage have gdlyaraproved, and enrolment rates and ac-
cess to education have also shown good progress,(3@7; Arndt, Jones and Tarp, 2007,
pp. 252-254). But, notwithstanding the substantiglrovements, Mozambique continues to
be plagued by acute poverty. The most worrying sigie the high levels of malnutrition, a
relatively low life expectancy, the high prevalenmeHIV/AIDS, geographical disparities,
impaired access to water and sanitation servicescancerns about the quality of education
(SDC, 2007).

4. 3. Public Finances

With regard to theevenueside, it is necessary to begin with the obserwati@at over much

of the period of civil strife, that is, “[b]etweet®75, when Mozambique gained its independ-
ence, and late 1980s, the economy declined, thennall sector grew rapidly, and tax admini-
stration disintegrated” (IMF, 2005b, p. 21). In I981ozambique introduced basic tax poli-
cies as part of its transition from socialist cahplanning to market-based economy. The tax
system established in 1987, however, was “highipmex, distortionary, and inefficient and
had a low revenue-generating capability” (IMF, 200p. 21). As a result, the Government of
Mozambique (GoM) introduced a tax reform in 199&eTprimary objectives were to “in-
crease the tax revenue ratio to GDP gradually, mrenhthe system’s administrative efficiency,
obtain greater tax equity by broadening the taxelzaml applying moderate rates, and promote
economic activity in general and investment in ipafar” (IMF, 2005b, p. 23). The main
achievement of the reforms was an increase in bwengenue. Indeed, “[t]lax revenues as a
percentage of GDP have grown by 1.4% since 199%he largest revenue gain came from
the introduction in 1999 of the VAT [value-added]tao replace an inefficient and ineffec-
tive sales tax. ... Income tax revenue also ine@&y % of 1% of GDP over this time frame”
(IMF, 2005b, p. 33). However, in spite of Mozamhatgisuccess in developing a comprehen-
sive tax system, the latter still has considera@aknesses. In particular, the current tax “sys-
tem has to date generated relatively low revenugth [a tax ratio below the average of
Southern African Development Community (SADC) coes]. This seems to be mainly the
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result of the narrow tax base, which has been erbgegenerous tax exemptions and incen-
tives, and poor tax enforcement” (IMF, 2005b, p.. 35

As regards the expenditures side, the GoM facedldlmating challenge of reforming
the allocation and management of public resourltes$act, “[b]efore 2000 Mozambique’s
public financial management was characterized byr pvactices across every dimension.
Accounting used antiquated systems. Budget covevagegooor. Expenditures outcomes were
almost impossible to track. Cash management wasnieated and weak, and auditing inef-
fective. There was little transparency and accduiliy for the use of resources” (World
Bank, 2008, p. 80). Batley (2002) even points t@lJack of government control of, or even
information on, a high proportion of public spergfir{p. 8). It follows that the “[d]ata on
expenditures by sector before 1999 are unavailallé data since then have severe deficien-
cies” (World Bank, 2008, p. 81). In addition, “[#jabudgetary activities are significant in
Mozambique relative to the size of the budget, llespe fact that legislation requires univer-
sal coverage by the state budget ... [More impdstarsuch extrabudgetary spending is not
subject to systematic monitoring, control, and egabn” (IMF, 2001, p. 2). One major rea-
son for this state of disarray was the governmemgak capacity in a country that had only
recently emerged from a protracted civil war. Arstheason was “the inadequate legal basis
for financial management, corrected with a newrfgial management law in 2001 and the
phased introduction in 2004 of a new integrate@rfoial management system, SISTAFE
[Sistema de Administracdo de Fundos do Estado] r{@M®ank, 2008a, p. 81).

Total expenditures as a percentage of GDP haveeased considerably. Indeed,
“[g]Jovernment spending has increased at least stsafa GDP since 1999, implying positive
real growth. National accounts show government @wanion per capita (current expendi-
tures) growing 12% a year during 1997-2003. AltHoagme of this increase included a large
increase in government salaries, it also refle¢ésge increase in inputs devoted to providing
publicly supplied goods and services” (World Ba2&08a, p. 81). Furthermore, government
spending in education, health, infrastructure (eogds, water and sanitation) has been in-
creasing as a share of total government expenditlifee increased resources for these pub-
licly provided services reflect the new anti-poyeicus of Mozambican authorities. In fact,
the new “expenditure policy underlay the first natl poverty reduction strategy (PARPA 1),
which identified four priority areas for public expditure: education, health, basic infrastruc-
ture, and agricultural and rural development. T@@&2revised strategy (PARPA Il) increased
the scope of targeted expenditure to add HIV/AlQ8vernance and judicial systems, and
other such priorities as social action and labar employment” (World Bank, 2008, p. 79).
However, despite the whole-hearted reform effoftshe government, serious impediments
stand in the way. In particular, “there have beewblgms of weak capacity and poor infra-
structure. And results have differed across sectarth education showing outstanding
achievements, water fairly good progress, and heaid [agricultural] extension the least”
(World Bank, 2008a, p. 79).
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4. 4. Foreign Aid

Mozambique is heavily dependent on high levelsooéifyjn assistance. First of all, it should
be noted that it is one of the largest aid recip@untries in Africa (IMF, 2005). Moreover,
the pattern of heavy aid dependence is not nethdrearly 1990s, aid dependence accounted
for more than 100% of GDP (Batley, 2002). It hadntliallen to below 30% of GDP by the
late 1990s (Harvey, 2002). As Batley (2002) pomis, “[d]Jonor support accounts for more
than half of total public spending and currentlpattwo-thirds of public investment” (p. 7).
Between 1998 and 2004, “foreign grants and loansipés accounted for 15% of GDP, on
average, 70% of which was in the form of granteat ts program, project, and in-kind grants
[...] During 1998-2004, total grants and loans aged US$641 million dollars and were allo-
cated mainly to the priority sectors defined in Mowique’s poverty reduction strategy pa-
per” (IMF, 2005, p. 12). It follows that foreign @e&opment assistance plays a crucial role in
the country’s fight against poverly.

In view of the heavy aid dependency, two factsdrparticular concern. The first fact
is Mozambique’s high vulnerability to donor pressirFor donor countries, as Batley (2002)
warns, “there is a danger of misusing power by datimg the policy discussion and reducing
[Mozambican] government accountability to its owanstituency” (p. 7). The danger is not
only potential but also real. In fact, “[m]ost datal, economical and social reforms started as
responses ‘suggested’ by international institut@md countries ... and not as a result of initia-
tives based on Mozambique’s own technical, poliacal social maturity” (ADB, 2005, p. v).
The second fact refers to the problem that, aseB4®2002) points out, “much aid is unre-
corded and unknown to government” (p*7).

4. 5. Governance Indicators

The following section discusses the evolution ofzZsimbique in terms of governance indica-
tors. Over the years of civil war, the system ofeqmance was modelled on “a combination
of Portuguese administrative law and governmenicgire together with policies of socialist
ownership and planning” (Batley, 2002, p. 8). Tlstpwar period, instead, was characterized
by the transition to democracy and the adoptiolibefal political institutions. An analysis of
the current governance structures in Mozambiqueldhiberefore take into account the fact
that the latter are relatively new and, to sayléast, not yet deep-rooted. Figure 4.1 provides
a broad overview of how the governance dimensianve ldeveloped in the period 1996-2007.

% On an analysis of the impact, changing role andpmsition of foreign aid in Mozambique, see Arnitines
and Tarp (2007). On macroeconomic management efgfioraid, see IMF (2007).

* The main reason for this lack of information iatth “large proportion of donor funding is ‘off-byet’, mean-
ing that it is not applied through the Treasury &llbcated direct to ministries, provinces, diggjor to donor
projects that completely by-pass government” (Batk002, p. 9). The by-passing seriously impaies gov-
ernment’s capacity to allocate and manage resoinaas efficient way.
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Figure 4.1: Six gover nance dimensions between 2007, 2002 and 1996 (top-bottom order)
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4. 5. 1. Voice and Accountability

The dimension of voice and accountability in Mozauile is, as shown in Figure 4.1, ranked
high compared to other governance indicators. SI®&2, the country has indeed made great
strides in liberalizing its political institution3.he progressive trend, however, should be put
into perspective. In fact, “accountability of gomarental institutions, the justice system and
Parliament remains inadequate” (ADB, 2005, p. \We TParliament, for instance, is con-
fronted with several financial and operative caaistis that hamper its ability to duly monitor
government activity. Moreover, civil society orgaaiions and the media lack the ability to
force the GoM to carry out effectively and effidignits obligations towards the citizens
(ADB, 2005, p. 26). llliteracy, poverty and gendiscrimination only compound the problem
of insufficient accountability. Not surprisinglyhe country ranks slightly below the regional
average on government accountability (ADB, 20052)p.Mozambique thus has still a long
way to go to consolidate its accountability systé&nd any reform efforts should take into
account the fact that the reality of insufficientauntability has deep roots. Indeed, the “leg-
acy of colonialism, decades of protracted conflaetd centralized rule damaged trust, down-
ward accountability, and state-society relationMwezambique. And the checks and balances
developed during the postwar period have frequdrdgln unable to safeguard the needs and
interests of citizens, particularly poor ones, Ilegdo resentment, frustration, marginalization,
and exclusion from the public sphere” (World Ba2808a, p. 120).

4. 5. 2. Political Stability

Another governance dimension that fares compaigtivell is political stability. In the post-
war era, Mozambique adopted “a democratic multyppdlitical system based on universal
suffrage, an independent judiciary, and freedomassembly, religion, and speech” (Lloyd,
2007, p. 3). The transformation process was fatdd by the fact that the former rebel group
RENAMO agreed to lay down arms and operate as itigablparty (Lala, 2003). The first
multiparty elections were held in 1994, with FRELOM- led by the charismatic Joaquim
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Chissano — emerging victorious and becoming thagyparty. After 18 years at the helm,
President Chissano stepped down in 2005 in thenadté of the December 2004 elections,
and was succeeded by Armando Guebuza, a wealthgelsaman and an influential FRE-
LIMO member. According to Llyod (2007), “Guebuzakection cemented the control of ...
FRELIMO over the country. The opposition RENAMOsaw its political influence slump. ...
The continued electoral losses of RENAMO suggest Mozambique increasingly displays a
‘predominant party’ system, with FRELIMO being seenthe ‘natural’ party of government”
(p. 2). The enduring dominance of FRELIMO threatéims fledgling democratic founda-
tions> In addition, the winner-takes-all electoral systeas left parliament weak and FRE-
LIMO dominating all three branches of governmenb@W Bank, 2008, p. 120). More worry-
ingly, “[tlensions from the civil war still existhe two main parties frequently accuse one
other of physically harassing supporters in thespective political strongholds” (Llyod,
2007, p. 4).

4. 5. 3. Government Effectiveness

The effectiveness of government authorities iskigsire 4.1 suggests, perceived to have de
creased during the period 1996-2007. The main eafilan for the deteriorating trend is ar-
guably that the “state is overextended and, in @mpn with other African countries, faces
difficulties in delivering services and enforcingglislation at the district level” (ADB, 2005,
p. v-vi). Government effectiveness is hampered éfjciencies at several dimensions. The
major flaws are found in the size of the state agipa, the quality of public services and the
quality of policy formulation and implementationh& African Development Bank points to
this sobering state of affairs in unambiguous terffiee capacity of the Mozambican public
sector to deliver quality public services remaimsited. The sector is beset by: (i) poorly
qualified and unmotivated civil servants; (ii) aghilevel of centralization; (iii) inefficient
public services and an inadequate system of fishmecanagement; and (iv) widespread cor-
ruption” (p. 3). As Llyod (2007) notes, the civérsants are generally selected on the basis of
merit and open competition, but their efficiencylgmofessionalism are undermined by rela-
tively low pay, inadequate resources, and lackraihing. The authorities recognized the
flaws in the prevailing system. Consequently, th@MGntroduced a Public Sector Reform
(PSR) program in 2001, “covering legislative, fineh and judicial areas, including decen-
tralisation, the progressive of state employeesariatorruption measures. The program has
produced significant technical results but lackacpcal implementation” (World Bank, 2005,

p. vi).
4. 5. 4. Regulatory Quality and Rule of Law

The GoM generally promotes the private sector, erages foreign investment and guaran-
tees the right to ownership of property (Llyod, 200. 15). Laws and policies that regulate
business activity are therefore formulated and em@nted with a view to support private
sector development. It should be noted that thedWidmcan “economy is characterized by, at

® As Llyod (2007) notes, “[d]espite equal campaignapportunities and government campaign fundingafor
parties, FRELIMO nevertheless enjoys a decidedalalcadvantage as it has been in power for thegadks, is
better able to tap into state resources for palitampaigning, and has built a national prese(ze3).
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best, an incipient private business sector” (Ardadines and Tarp, 2007, p. 278). The pre-
dominantly favourable business climate is alscefld by the substantial increase in foreign
investment during the past few years (Llyod, 208515). The commitment to liberal busi-
ness regulation, however, fails to conceal seveeficiencies in the regulatory regime. In
particular, excessive administrative rules and @doices — “red tape” — remain a major con-
cern. Indeed, as the United States Agency for matesnal Development (USAID) (2002a)
points out, “[r]led tape is a serious problem in Miowique” (p. 3). Another major constraint
is the lack of judicial capacity (Llyod, 2007, )11t follows that the inefficient nature of the
judicial system makes protection of property righteen problematic. In general terms, as
shown in Figure 4.2, Mozambique ranks poorly anelvisn below the regional average in the
ease of doing business index.

Figure 4.2: Ease of doing business index
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Excessive administrative constraints adverselycafieévate investment and business activity,
with negative consequences for economic growth emgloyment. For instance, compared
with a regional average of 63 days, it takes betwkEz?2 and 153 days to start a company in
Mozambique. As a result, only few entrepreneursvating to bear this long and costly
process and many give up or prefer to remain ustegd (ADB, 2005, p. 9).

As Figure 4.1 illustrates, the rule of law is trevgrnance indicator with the lowest lev-
els in the Mozambican case. As the African DevelepnhBank (2005) notes, “Mozambique
scores poorly in international indexes on the afléaw” (p. 18). Indeed, the efficient and
effective functioning of the legal and justice &ystis severely impaired. The following de-
piction emphasizes the major structural flaws i@ pinevailing system: “(i) complex judicial
procedures; (ii) insufficient human resources) (oorly trained staff; and (iv) an excessive
number of judicial processes per judge ... In vidwhese difficulties, many citizens have lost
faith in the legal and judicial systems. A high gartage of processes are not concluded due
to corruption. The judicial fee system is highlyngaex and costs are excessively high for the
average citizen” (ADB, 2005, p. vi). In recent ygahe GoM has introduced a range of legis-
lative reforms with a view to make the formal judicsystem more accessible to the poor
(World Bank, 2008a, p. 131).
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4. 5. 5. Control of Corruption

The extent of corruption represents perhaps the segus concern in regard to the govern-
ance system in Mozambique. Not surprisingly, theegoeance dimension of the control of
corruption in Figure 4.1 displays comparatively lmwvels. Corruption is also a politically hot

issue in the country. In 2004, the President Chsdaad to step down amid complaints of
government corruption, and the FRELIMO candidateléiiza won the presidential elections
by running on an anticorruption (and anticrime)tfolan (Llyod, 2007, p. 3). Figure 4.3 em-

phasizes the great extent to which public funcisomsed for private benefit in Mozambique.

Figure4.3: Corruption in Mozambique
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Several indicators confirm that the phenomenonasfuption is deep-seated. Transparency
International’s 2008 Corruption Perceptions Indé€Pl) ranked Mozambique — with a CPI
score of 2.6 — 126 out of 180 countries surveyBGAID (2002a) too paints a sobering pic-
ture: “Corruption in Mozambique is widespread, @t rendemic, and presents a serious, as-
yet-unaddressed threat to all sectors in the cpuMbzambique has, in fact, developed an
unenviable worldwide reputation for corruption” @). Nonetheless, national authorities have
demonstrated the willingness to firmly tackle thsue. In particular, the GoM introduced the
Anti-Corruption Strategy (2006-2010), which is “emegral part of the overall Public Sector
Reform Strategy, with the objective of improvinge throvision of public services to citizens,
and developing a favourable environment for thewgnoof the private sector” (CIRESP,
2006).

® See Corruption Perceptions Index, www.transparengy
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5. UGANDA

5.1. Historical Context

Uganda’s boundaries were drawn up by trigures.1: Ugandaand itsmajor ethnicities
British colonizers and contain a large number[f l TR
different ethnic groups with very distinctive sefg ~_ * Y 0 A N 4

of traditions and long histories of their own. This S L
~_JACHOLILAND |

— o, S,
. . -

made co-operation between them particulafly { . :

cumbersome after Uganda gained independen%%'l‘”]':I ,.\ ?Eulv___ ‘“
from its former colonial power in 1962. The %éj 5 &_ N DA
country soon fell under the sway of the ruthless &__:"ﬁgf’. _ o

. . . . A L) K =" Y
dictator Idi Amin, who ruled the country during ofort -/ BUGANDA, B, /
-

the years 1971-1979. More than 300,000 people fgee™™ * kampatal, 5~/

were killed over that period (Central Intelligenge [~ | 4 -

Agency [CIA], 2009). After Amin invaded thd | L& " . [ T "
neighboring state of Tanzania, his governmgnt. # 1 -

was overthrown and replaced by a civilian gon//-mﬂ”[m T AN 7 AN-FA
ernment under Milton Obote, who had alreadly .-/

served as Uganda’s first president after the cgimindependence. Allegations that the elec-
tions that brought Obote to power were rigged hklpevoke a civil war that left around
100,000 people dead. After Obote promoted a cleive to army chief, he was overthrown
by two high-ranking army officers in 1985. Theilewended after a few months as Yoweri
Museveni’'s Uganda Resistance Army took the cousitcgpital Kampala by force in 1986
(Pirouet, 2009). Museveni has been Uganda’s presieleer since. Shortly after coming to
power, Museveni banned all political parties otfian his National Resistance Movement. In
1995, a new constitution that proscribed one-party was enacted (Marblestone, 2005). In
2005, the ban on other parties was lifted and therse allowed to participate in elections in
2006 (Perkins, 2009). The elections were won byeévasi, who is expected to stay in power
until at least 2011. Also, Uganda is plagued bynaargency in the North which is led by the
Lord’s Resistance Army, a guerilla movement (Ho&809). As of today, 1.27 million inter-
nally displaced persons live in the country (CIAR02).

5. 2. Social and Economic Environment

Uganda is blessed with vast fertile grounds andisogint mineral deposits of copper, cobalt
and gold. Nevertheless, Uganda is among the leaglabed countries (LDC) in the world.
In 2008, the values of GDP (at purchasing poweitygd?PP) and GDP per capita were US$
35bn and US$ 1,100 respectively. Only 67% of thenty’s population is literate. Life ex-
pectancy at birth is 52.7 years (CIA, 2009) and ndigais ranked 156 out of 179 states in the
HDI (United Nations Development Programme [UNDR]Q&b).
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Figure5.2: GDP per capita and HDI score
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Macroeconomic conditions in the country are rekdgivstable. When President Museveni
came to power in 1986, inflation was running at@4@er year. The soaring rate was subse-
quently reduced to 42% in 1992 and 5.3% in 2008ation was likely to be over 10% in
2008 but is still considered to be at a reasonk@viel by international experts (United States
Department of State, 2009; CIA, 2009). The GDPaased by over 5% every single year
between 1988 and 2007, except for 1992 when ieasad by only 4% (World Bank, 2007).
This, in turn, has helped reduce poverty: the peege of the population under the national
poverty level decreased from 56% (1992) to 31% §2@World Bank, 2009b). In the fiscal
year 2007/2008, economic growth exceeded expeotatth a growth rate of 8.9%. This
compares well with the figure for Sub-Saharan Afras a whole, which is 6.5% according to
Price Waterhouse Coopers ([PWC], 2008, p. 1). Hanemost of the increase in GDP has
been eaten away by population growth, which hasageel around 3% per year between 1960
and 2005, that is, at a rate at which the populatioubles every 20 years. After indepen-
dence, there were about 7 million people livindJganda, whereas today there are over 32
million Ugandans. It follows that economic growtlush be at least 7% per year in order to
sustainably reduce poverty (Euromonitor, 2008c).

Agriculture contributed 24% of GDP in 2007 and eutly provides employment for
over 80% of Uganda’s workforce. Two-thirds of Ugand depend on subsistence farming.
The service sector accounts for 50% of GDP and faatwring for 26% respectively (World
Bank, 2009c; CIA, 2009). Main exports include ceffdish, tea, cotton, flowers and gold
(CIA, 2009). In 2007, net FDI amounted to US$ 484liom. Between 2000 and 2007, FDI
accounted for around US$ 2.3bn (IMF, 2009, p. T8k only industries in the countryside —
where 87% of Ugandans live — that could benefinfriihe significant increase in FDI were
tourism and tea production (Euromonitor, 2008c)vé&oment officials claim that the econ-
omy will grow by 9% in 2009, but pundits put thenmoer closer to 4% (“A country adrift, a
president amiss”, 2009). Economic growth lags bethia potential, since infrastructure is
inadequate and business suffers from blackoutddktafor 12 hours per day more often than
not. Furthermore, Ugandan educational institutifailsto provide graduates with skills rele-
vant to the labour market (Euromonitor, 2008c). duabproductivity is therefore low and
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“[iInvestors often complain that Ugandans are rkiltexd or hard-working enough” (“A coun-
try adrift, a president amiss”, 2009).

5. 3. Role of the State
5. 3. 1. Size of the Public Sector

Uganda’s budget forecasts an increase of totalrgovent expenditure to US$ 3.66bn in fis-
cal year 2008/2009. 70% of government revenues \paesgected to come from domestic
sources and 30% from donors, down from 38.7% mafigear 2007/2008 (PWC, 2008, p. 4).
This means that the government budget is approrin@6% of GDP in 2008.Income tax
collection has increased by 41% between the figeats 2005/2006 and 2007/2008. This is
due, on the one hand, to an expansion of econattiigtg, and, on the other hand, to a more
effective enforcement of tax laws and efficiencyngawithin the tax authority (PWC, 2008, p.
6). Priorities within the 2008/9 government budget health care (accounting for 10.8% of
projected government expenditure), education (1}.4#fense and security spending (8.2%)
and works and transport (18.6%) (Uganda Ministryisfance, Planning and Economic De-
velopment, 2008, p. 75). Compensation of governraargloyees in all sectors accounted for
23.6% of government expenditure in fiscal year 28(6hd grew by 13% over the previous
fiscal period (lbid., p. 43). In its review of tigevernment budget for 2008/2009, PWC (2008,
p. 1) praises the government’s efforts to ensustable macro-economic environment, but it
points out that there remain “pockets of ineffitcipnblic expenditure” and criticizes govern-
ment agencies for slow implementation of programthas would likely have a stimulating
effect on the economy (PWC, 2008, p. 5).

In the World Bank’s Ease of Doing Business repdganda is ranked 1f1out of 181
countries. The country was ranked @6 the previous report. Starting a business in ldgan
is particularly troublesome, since 18 differentqadures are required by the authorities. The
average for the region is only 10.2 proceduresfan@ECD countries it is a mere 5.8 proce-
dures. Registering property also is an administeatiightmare, with 13 different required
procedures (almost double the regional average)aamait time of 227 days, more than
double the regional average and more than sevesstitme OECD average (World Bank,
2009d). More worrying still is the fact that sindee last report by the World Bank Uganda
has not undertaken a single reform aimed at impgpthe business friendliness of its admin-
istration (World Bank, 2008c, p. 48).

5. 3. 2. Governance Quality

Kaufmann, Kraay and Mastruzzi's survey (2008, @98) on governance indicators world-
wide shows a mixed picture for Uganda. Due to tilment insurgency in the north of the
country, Uganda is ranked in the bottom quartepfditical stability.

" Own calculation based on an estimate of the GDEWgmonitor (2008) and the official budget forchs year
2008/2009.
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Figure 5.3: Six gover nance dimensions between 2007, 2002 and 1996 (top-bottom order)
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Corruption is a permanent problem that was so dareffectively tackled. However, in other
areas some progress was made: Regulatory quabtalie (if slightly decreasing) on a rela-
tively high level. Uganda’s ranking for voice anctauntability, the rule of law and govern-
ment effectiveness all improved between 1998 aid 20hese rankings draw our attention to
one field of particular concern: corruption. Ugaisdaerformance in anti-corruption measures
has been disappointing at best, which is also aiftein Transparency International (TI)'s
Corruption Perception Index (CPI). The last CPsyrranked Uganda 1%6and gave it a
rating of 2.6, which is the same as in 1998. Inrtteantime, the problem of corruption wor-
sened until 2001, when it hit a bottom. Since tliba,overall trend has been slightly positive,
but results remain still unsatisfactory (TI, 2008).

Figure5.4: CPI score
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One area where Uganda’s government has won plauadiesent years was the implementa-
tion of the principles outlined in the Paris deatan. A 2006 survey found that the Ugandan
government has a long-term vision for its counttyick is described in its Poverty Eradica-
tion Action Plan (PEAP). It also has various meditamm strategies in a range of sectors —
such as agriculture, strategic exports and edutatim order to make that vision come true.
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With sound financial mechanisms in place, the Migi®f Finance, Planning and Economic
Development’'s Aid Liaison Department is in chardealigning incoming foreign aid with
national strategies. Both alignment and ownersliidevelopment projects can therefore be
described as high. Uganda’s public financial mansege (PFM) is rated 4.0 by the OECD
(the average rating for developing countries worttbwis 3.2) (OECD, 2007, p. 3). The
OECD (2007, p. 1) concludes that due to such resplenhandling of aid money, Uganda
was able to increase development aid from US$ 7ill@min 2002 to US$ 1159 in 2004.

It is hard to assess the overall quality of govecgain Uganda. On the one hand, the
poverty level was reduced from 56% in 1992 to 3h92006. Prevalence of HIV was 5.4% in
2007 (World Bank, 2007), down from double digitgufies in the early 1990s, due to respon-
sible government action with President Musevetihatforefront of anti-AIDS campaigns. On
the other hand, Uganda is still one of the poatesntries in the world in terms of GDP per
capita. Furthermore, its ranking in the HDI is véow despite the country’s fertile grounds
and vast inflows of ODA. Infant mortality was stlstaggering 0.134 in 2006, even if down
from 0.224 in 1960. In view of all these trendsthe state adequately responding to the tasks
at hand and does the government's performance mietie Western governments’ prdise
and their taxpayers’ money?

5. 3. 3. Qualitative Analysis - The Problem of Vested Interests

When President Yoweri Museveni took office in 1988, stated in his first speech as new
leader of his country that "The problems of Afrieed Uganda in particular, are caused by
leaders who overstay in power, which breeds impuibrruption and promotes patronage”
(Perkins, 2009). 23 years on, Museveni is stilsmlent of Uganda and some critics claim that
the country is plagued by the very problems thatgresident described in his inaugural ad-
dress. Between 1986 and 2005, Uganda’s one-pastgraywas justified by Ugandan officials

with the idea that election to parliament and proamshould be based on “personal merit”
rather than party affiliation (Marblestone, 200Bjesident Museveni, a former military com-

mander, is from the south-west of Uganda. He Hiesifihe most important posts in the mili-

tary with people from his homeland (Jones, 208%urvey found that 74% of the 23 highest-

ranking officers in the Ugandan armed forces asenfthe president’s western region (“Fami-

ly rule in Uganda”, 2009, p. 2). Also, that regibenefits the most from development initia-

tives undertaken by the central government inield$, e. g. infrastructure and poverty reduc-
tion. The north and east of the country remain pmuit excluded from the political stage

(Jones, 2009).

When appointing high-ranking government figuresesittent Museveni developed a
taste for choosing members of his own family. Bample, he made his wife a state minister,
his brother senior presidential adviser on defehisebrother-in-law foreign minister and his
semi-literate sister administrator at State Hottsealso found posts for his children and their
spouses as well as for a large number of othetivetaand people somehow linked to his
family (“Family rule in Uganda”, 2009, p. 1). Howay nepotism is not restricted to the realm

8 Former US President George W. Bush said on ateiditganda: "You have shown the world what is fassi
in terms of reducing infection rates" (“Bush praisgéganda Aids fight”, 2003).
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of politics but stretches to other domains sucthaanilitary, business and the church (“Mu-
seveni govt's ‘Family Tree”, 2009). The Ugandanekly The Independenstates that the
government still reflects the diversity of societyd different regions but decision-making is
increasingly shifted to an “informal but highly perul” network of members of the Muse-
veni clan (“Family rule in Uganda”, 2009, p. 1).

The Museveni clan’s machinations have so far sphlikée resistance from donors and
the international community. Only the presidengsidion to replace his previous presidential
aircraft — which he bought in the year 2000 (Nalugb607) — with a US$ 48.2 million
Gulfstream V private jet is said to have angeremesoepresentatives of the IMF. The pur-
chase came shortly after the IMF approved a ddiagtfreackage for Uganda (“A country
adrift, a president amiss”, 2009). The outcry hadas been bigger at home. Uganda has a
vibrant media landscape, with straight-talking casliations and quality newspapers that “un-
cover corruption, excoriate incompetence [and] phke at pomposity”, as Perkins (2009)
puts it in an article for the British newspagdre Guardian A prominent opposition journal-
ist, Andrew Mwenda, urged the international commuitd refrain from giving foreign aid
and granting debt cancellation to the Museveni Gawent. Mwenda argues that such pro-
grams hamper the government’s accountability tows people and provide a disincentive to
undertake much-needed economic and political refétenrecounts the government’s reac-
tion to the Group of Eight (G8)’s promise to forgitdganda 80% of its foreign debt: “Upon
hearing the news, the government increased the ewmwibadministrative districts in the
country, which serve as the main instrument oftpali patronage, from 56 to 80” (Mwenda,
2006, pp. 7-8). This ‘reform’ alone led to an irese in public administration cost of US$ 120
million (Ibid.).

Undeterred by domestic criticism, Museveni seemigetaletermined to run in the next
presidential elections in 2011. The 1995 constituset a limit of two consecutive terms for
Uganda’s president, but that restriction was rerdaleng with the ban on political parties in
the constitutional reform of 2005. There have be#orts within the international community
to offer Museveni a job in an international orgaian in order to prevent him from becom-
ing “the new Mugabe” (Ross, 2005; Perkins, 2009) f&, there is no successor singled out
in his National Resistance Movement, leading tocslagions that Museveni might plan to
install his wife or son as new leader of Uganda ¢tAintry adrift, a president amiss”, 2009).
That smacks of the evils Mr. Museveni so eloquentliicized in his inaugural address 23
years ago.
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6. Conclusion

The main research question of this paper was whétleestate acts as a catalyst or as an ob-
stacle to development in low-income countries. @ypothesis was that while the mere size
of the state is not per se an impediment, the statg hamper the development process if
practices of “bad governance” are ingrained innssitutions and policies. In order to test this
hypothesis, the focus was placed on indicatordaelto the‘size” of the state (e.g. public
expenditures, number of employees in the publitosemnd “ease of doing business” indica-
tors measuring the quality of the regulatory enwinent) as well as on indicators measuring
the “quality” of state governance (e.g. “Governance Mattersitaidrs of the World Bank).
Socio-economic indicators were also taken into astdor they provide a good indication of
the development stage. This set of multiple indicatvas then applied on four Sub-Saharan
African countries: Botswana, Kenya, Mozambique digdnda.

Our findings show a complex and multilayered pietuOn the one hand, it can be
firmly argued that the state is an actor that camte development. Indeed, state institutions
often play a key role in providing several impottpablic goods and services that are a nec-
essary precondition for long-term economic growtk @evelopment. It is important, how-
ever, to begin with the observation that there gseat variety in the form and functions in the
four countries under consideration.

The tasks and functions of a state are dauntingt bf all, the state guarantees secu-
rity. This task — viewed as the precondition offalther state activities — can be divided in
two sub-groups: maintaining internal order (intérsecurity) and protecting independence
from external threats (external security). The @uenportance of security is evident in the
case of Mozambique. The country succeeded in acigidugher growth rates only after the
devastating civil war and the conflictual relatiomgh the Apartheid regimes in the region
ended. Obviously, people are willing to make loag# investments only in relatively secure
and stable environments.

A second fundamental responsibility of the statmiprovide rule making and politi-
cal authority. Traditionally, the state is dividedo three branches, each with separate and
independent powers and areas of responsibilityslkggve, executive and judicial. The legis-
lature provides for the formulation and establishinef collectively binding decisions; the
executive is charged with the implementation of ¢th#ectively binding decisions; and the
judiciary interprets and applies the law. It goathaut saying that these three branches are
key actors in each of the four countries under ic@mation. Although there are important
differences in practice, the three branches angrass$ more or less the same tasks and re-
sponsibilities in each country. In particular, thtate is expected to act on the rule of law,
whose essential function is to safeguard agaistrary governance and to create secure and
stable expectations about state activities. Alse,state institutions contribute to establishing
political stability, which in turn is a necessamegondition for economic advancement of a
country. This finding can be derived from the sgr@mowth rates that both Mozambique and
Uganda achieved after a certain degree of polistability was established in the two coun-
tries that had long been plagued by wars and atdhan regimes. The case of Botswana
corroborates the hypothesis that political stabildsters economic prosperity. The country
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largely owes its economic success to the presehsstitutions that have generated market-
oriented incentives, protected the property rigiitsivestors and deterred political instability.

A third task of the state is to promote welfareeTdbject and the extent of state in-
volvement in this governance area vary greathhafour countries under consideration. But,
in general terms, it can be noted that the statutions play a key role in the following ar-
eas. economic stability, physical infrastructureblpc health, education and social insurance.
The four countries aim at fostering economic stigbihrough different degrees of regulation
and economic reforms. Mozambique, for example,duggeeded in achieving a stable mac-
roeconomic environment, which is reflected in thgiovements in debt sustainability, con-
trol over inflation, reduction of the exchange raaad growth of international reserves. An-
other common area of state involvement is infrastme, which includes aspects such as
communication (e.g. telephone or postal servicahsport (road and rail networks, ports and
airports), and utilities (e.g. water and sanitas@nvices, gas and electricity). Mozambique is
also active in areas such as health and educ#&tidwganda, for instance, priorities within the
2008/2009 government budget are, among othersthheale (accounting for 10.8% of pro-
jected government expenditure) and education (1p.A% example of basic social insurance
is provided by Botswana, where the government miasduced a number of social safety nets
in order to ensure that all citizens benefit frdra tapidly growing economy.

On the other hand, the paper brings to light thatstate can also act as an obstacle
to development. The following paragraphs attempt to illustrate #xtent to which the state
tends to hamper the development process in thectmurtries.

First, state institutions are often weak and iretife. The deficiencies are especially
evident in the case of Kenya, Mozambique and Ugamti@reas Botswana appears to fare
much better. In general, the main constraints @ued at the following dimensions: technical,
personnel, administrative and financial. Mozambigua case in point. The state apparatus is
overextended and faces huge difficulties in deihgeservices and enforcing legislation. The
public sector is also plagued by problems suchigls tentralization, insufficient technical
and administrative capacity, inadequate managenfditancial resources, and lack of quali-
fied human resources. Kenya, too, is confronted wittnilar difficulties. For instance, the size
of the state is of great concern: the governmelhtestploys one third of the Kenyan labour
force and compensation of employees represdésfigdof government expenses in 2005
Second, corruption and “red tape” appear to beaingd in the state institutions of several
countries under consideration. In particular, Kerlyganda and Mozambique are plagued by
widespread corruption in the public sector. Theeekbf corruption in the three countries is
exemplified by the fact that President Kibaki (Kahynd President Guebuza (Mozambique)
came to power by running on an anti-corruptionfptat. President Museveni of Uganda also
stressed his opposition to corrupt government egtin the early years of his presidency.
Corruption is one of the biggest impediments thabantry faces on its development path.
Excessive administrative regulation — “red tapas -another area of concern. As the follow-
ing figures suggest, all four countries are contedrwith massive constraints and flaws in the
system
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Figure 6.1: Ease of doing businessindicators
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The thirdfactor that should be taken into considerationaw thestate is dealing with
the different groups in the society. Kenya and Uigarfor instance, were able to lift sol
social strata out of dire pougr even though they failed to bring prosperitythe majority of
the population. As this example suggests, theud#g of governmental and societal el
towards the state might be of utmost relevancest@ry development strategy in a coun
The nost fundamental concern is that certain social gsauight capture the state institutic
and exploit them tohkeir advantage. In theory, tlstate is expected to be neutral, thatit
must not become a source of income for specificiethroups and rrge family clans. But th
case of the Musevemidministratiol in Uganda illustrates the fact that certain sestioh:o-
ciety can gain access to public office, and usepthwer of public authority to build and n-
solidate an imregnable social positiorn such societies, once a social group gets thecel
to put its hand on state coffers, it is likely todertake every attempt to weaken the pos
of competing social groups.

Fourth, the macroeconomic data and s-economic indicators point to the t that the
four countries are at very different stages of ttgu@ent Figure 6.2).Botswana is the onl
country which displays high economic growth andektively high standard of living.n-
stead, the economies of the other three coun— Kenya, Ugada and Mozambiqu— are
stagnant and still remain at a very low level. loygments in the standard of living are ¢
very limited, once the catap effects that were discussed in the respectiggoss are c-
counted for. This is even more astonishif one takes into consideration that those tl
countries are affected by HIV/AIDS to a much lestegree than Botswana. The disease t
highly negdéive impact on the latter's HDI score. Were it fiot HIV/AIDS, the divide le-
tween Botswana and the re$tthe countries would probably be even more gtp

This paper has stressed on several occasions tistv@na represents an exceptic
case in Sub-Sahan Africa. The concluding remarks are thus madé¢aking Botswana as
benchmark against which tnake some suggestions about the other African desrBots-
wana is blessed with vast natural resources andst&how succeeded in channeling
revenues from the use of those riches towards fogtesaicic-economic development. But
would be wrongo draw the conclusion that the endowment with r@esources is the on
reason for Botswana’s rapid economic growth andhdi-thanaverage HDI scoreAfrica’s
broad economic experience shows that the abunddnaed and natural resources alone 1
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not guarantee economic succ If the SubSaharan African countries aim at achiev
progress in longerm economic growth and development, they are-advised to follow
some of the policies that Botswana implemented giifat success. In particulthe eradica-
tion of corrupion, cronyism and patronage seems to be of gngabitanceNot surprisingly,
Botswana oygerforms all other three countries in the govereamaality indicators. Withot
much external aid, buthrough proper planning and manaent of its natural resourc
wealth, Botswana yielded tangible benefits for ¢bantry. This, in turn, has been conduc
to business and westment. The outstanding case of Botswana cléadigates an existin
correlation between governance and proty. The case of Botswana also provides thi-
dence that even witholdarge amounts (foreign aid the African countries could still achee
higher levels of economic development and prospdfitirthermore, although Botswana he
heavy bureaucracy, theatter has not hindered the country to develop fadtan its
neighboursThis somewhat «prising finding seems to corroborate the view thas much
harder to start a business in a country with femiadstrative procedures but a high level
corruption and other iproper behavior bstate officials, than in one with a cumbersome
slow but lawful bueaucracy. Its heavy bureaucracy burdens businglssavihigh number c
different steps to obtain consction permits and long wait times for the reration of new
enterprises. Nevtheless, Botswana is ranked much higher than ther dhree countries |
the World Bank’s Ease of Doing Einess Index. As this example suggethe size and the
workings of the w@te alone are not the only decisive fas. In other wordsGovernance mat-
terd

Figure 6.2: GDP per capita and HDI
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7. Implications for the Swiss Agency for Development and Co-
operation

The newly favourable view on the role of the statethe development process has far-
reaching implications for practice. This paper takee liberty of pointing out some implica-
tions for the workings of the SDC and making a fewggestions about the way forward.

First of all, the SDC — in particular ttgektion Analyse und Politikis well-advised to
put greater emphasis on adopting a humble, opedediand adaptive approach. The sober-
ing reality is that nobody has a definitive answ®rwhat determines long-term economic
growth and development. History is replete wittris®of pundits that boasted of having dis-
covered “the truth” about economic phenomena, ¢éoljind out to their dismay that their
theories and models had miserably failed in expigimeal facts. People ignore the downside
of an apparently omniscient mindset at their ownl.p&/ith regard to the factors that promote
economic growth and development, economists wowrhgps face some difficulties in
agreeing on a commonly accepted catalogue. A presgnclassification would probably
take the form of a peculiar mix of factors suclcapital accumulation, technological change,
appropriate institutions, sound economic policgspgraphy and culture. A functioning and
effective state is a relatively new entry to thiseady daunting set of determinants. If past
developments are an indicator, it is reasonablexpect that new factors will be included in
the list, while some other factors might be disedrdJust as importantly, the current discus-
sion on the role of the state is likely to evolweotime. The main challenge for the SDC will
lie in gaining relevant insights from theory andgiice on this issue-area and incorporate
them into its development policies in accordandd ws overall goals and capabilities.

Second, states in developing countries have difteiorms and functions. This key in-
sight warns against formulating and implementingé'size-fits-all” solutions. In addition, it
is of great importance to not overestimate the c#pand capabilities of state institutions.
The SDC should take into account the fact that ilmeeme countries are often confronted
with massive challenges related to technical, admative, financial and political con-
straints. A conclusion that the inability of statestackle development problems is due to a
lack of commitment and effort would be wrong. Ir&tethe SDC should set realistic expecta-
tions and achievable goals. In particular, its anynfocus should be to provide the priority
countries (“Schwerpunktlander”) with a form of atance that meets their different develop-
ment needs and suits the implementation of their dewelopment strategies.

Third, the SDC is well-advised against adoptinguaaritical view of the state. On the
one side, it should avoid an ideologically basgdaten of the state. But, on the other side,
an assumption that state institutions are alwaysgbeand act only in the interest of the peo-
ple would be wrong-headed, counterproductive artdghi naive. This is, of course, not to
disparage the work of the majority of public setgaifat are sincerely committed to deliver-
ing better public services and often display a cemdable public service ethos. But, unfortu-
nately, cases in which the public office is usedpiovate gains are not a rarity in developing
countries. Public servants do not act only on \&laed norms, but also on interests and in-
centives. Similarly, state institutions aim notymlt formulating and implementing collec-
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tively binding decisions, but also at preserving pivileges and safeguarding the interests of
their own organizations. The recommendation forSBXC is to be aware of these pitfalls and
to closely and constantly monitor the activitiestate institutions.

The last observation is that the state is deepllyezlded in society. This crucial insight
has important implications for the workings of t8BC. Indeed, an exclusive focus on the
state apparatus would prevent the SDC from recognthe importance of the state’s rela-
tions to its surrounding society. The historicalhpand political environment tend to have a
long-lasting effect on the shape of state insbngi Moreover, the effectiveness of the state
depends on factors such as the culture, stagetiohrend state building, and social context.
Hence, a more holistic approach is required. tfiflundamental relevance to recognize that
the efforts of the SDC to strengthen the statefzacedy will have powerful effects on the
state-society relations in a given counityfollows that the SDC faces a paradoxical t&3k.
the one hand, it should help poor countries to ldgvand maintain state institutions that are
strong and capable enough to carry out successiidlopment policies; on the other hand,
the state should not be provided with so much padharenables it to dominate society. Fur-
thermore, the SDC should refrain from supportirajestapacity building if state institutions
are likely to be captured by powerful social grqupscause it would only weaken the posi-
tion of the very target of development assistangmer people — and subject them to more
exploitation. In view of this daunting array of deages, a guiding principle for the SDC
might be to promote the establishment of a systérftieecks and balances” in which the
state, the private sector and the civil societg miven country do not prevail over each other.
A stable relationship of this kind, in turn, woyddevent certain social groups from accumu-
lating too much power and exercising it againseotiroups. It is the SDC’s moral obligation
to facilitate the creation of such neutral stateaaptuses in Switzerland’s partner countries.
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