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Foreword
– Does ‘aid’ itself  create incentives that undermine sustainability? This is the
provoking question underlying the present study, which explores how the in-
centives that arise in the system of  development co-operation affect sustaina-
ble outcomes.

The point of  departure is the view that many development problems in coun-
tries where foreign ‘donors’ operate are caused by weak or so-called perverse
incentives for local actors to engage in collective action for their common
good. In turn these perverse incentives are to a large extent rooted in unfa-
vourable institutional circumstances. Sustainable solutions to development
problems require institutional conditions that shape incentives for collective
action, and development co-operation may promote the creation of  such fa-
vourable institutions. However, it may also create or reinforce perverse incen-
tives that prevent sustainable outcomes. In order to better understand any
such ‘donor’-imposed constraints to development, Sida’s Department for
Evaluation and Internal Audit, which is an independent department report-
ing directly to Sida’s Board of  Directors, commissioned the present study. It
was conducted by a research team from the Workshop in Political Theory
and Policy Analysis at Indiana University, headed by the internationally ac-
knowledged political scientist Professor Elinor Ostrom.

The contribution of  the study is manifold: First of  all, it introduces an institu-
tional perspective on development and development co-operation that is
partly novel to Sida and the rest of  the ’aid’ community. This perspective
highlights the importance of  incentives and increases our understanding of
incentive problems within developing-country contexts as well as within the
system of  ‘aid’ itself. Secondly, the study provides a method and tools for in-
stitutional analysis and evaluation of  the relationship between ‘aid’, incen-
tives and sustainability. It illustrates theoretically how these tools can be used
to analyse incentives within the complex system of  ’aid’, associated e.g. with
‘donor-recipient’ negotiations and with different ’aid’ modalities. Finally, the
study applies the method empirically, by initiating an analysis and evaluation
of  the incentive structure and its causes within Sida and five Sida-supported
projects in India and Zambia. The analysis is based on interviews of  more
than 175 persons within Sida and Sida-supported activities and a thorough
literature survey. The study concludes by drawing lessons and recommending
Sida an agenda for action.

A central argument of  the study is that Sida can contribute to more sustaina-
ble outcomes, through 1) a more explicit and systematic understanding of
incentive problems and their institutional causes in the local development
contexts as well as those created by the very system of  development co-oper-
ation; 2) the creation of  incentives within Sida that encourage individual and
organisational learning about sustainability; and 3) the devolution of  owner-
ship to the actual target population.



In addition to a comprehensive main report, the contents, findings and rec-
ommendations of the study are briefed in a summary report.

Stockholm, May 2002

Eva Lithman
Director
Department for Evaluation and Internal Audit
Sida



Preface
This work is the product of  nearly two years of  work by a team of  researchers
who were, until June of  2001, all associated with the Workshop in Political Theo-
ry and Policy Analysis at Indiana University. The team responded to a request for
proposal set out in November of  1999 by the Department of  Evaluations and
Internal Audit (UTV) of  the Swedish International Development Cooperation
Agency (Sida). A contract between Sida and Indiana University went into effect
in February of  2000.

The Terms of  Reference (TOR) of  this contract (see Appendix D) identified
three broad purposes of  the study. The first purpose was to review “the state-of-
the-art as regards the existing knowledge about incentives and aid” (Sida, 1999g:
1). In our preliminary draft report submitted on August 15, 2000, we included a
specific literature review (Chapter 2) and drew on our wide review of  the litera-
ture throughout the draft report as well. In response to the comments received on
our initial report, we have integrated our understanding of  the “state-of-the-art”
regarding “existing knowledge about incentives and aid” throughout Parts I and
II of  this main report, rather than isolate it in a separate chapter.

The second purpose of  the study was to identify areas, in regard to the relationship
between aid, incentives, and sustainability, that are relevant to Sida so as “to in-
crease its knowledge in order to improve the organisation and management of  its
aid” (Sida, 1999g: 1). Throughout this report, we identify multiple relationships
between aid, incentives, and sustainability that are relevant to Sida. Further, in our
last chapter, we make specific suggestions regarding approaches that Sida can adopt
to increase its knowledge and improve the organization of  its aid activities.

The third purpose of  the study was to suggest an approach as to how to evaluate
the relationship between aid, incentives, and sustainability – which we do in
Chapters 1 through 6 and then apply in Chapters 7 through 10.

In addition to the three broad purposes of  the study, we were also asked to com-
plete several specific tasks:

1. To answer the following questions in regard to the literature on how aid, in-
centives, and sustainability may be related:

• What do we know about incentives and aid?

• What do we specifically know about how aid, incentives, and sustainability
are related?

• What theoretical models and empirical methods have been employed in
these analyses and what are the experiences?

Chapter 1 introduces key concepts involved in the linkage between aid, incen-
tives, and sustainability. We use these concepts throughout the rest of  the re-
port to analyze how aid affects the incentives of  each of  the multiple partici-
pants involved in development assistance. We have included an extensive bibli-
ography derived from our literature review that includes references produced
by staff  members at Sida, by Swedish scholars, and by scholars elsewhere inter-
ested in incentives, and development assistance more generally, or in regard to
Sida in particular.



2. To review key Sida documents with respect to incentives and project/pro-
gram sustainability and assess to what degree the role of  incentives is dis-
cussed, and to interview Sida staff  to assess the concern and consciousness of
the issue of  incentives and sustainability.

During multiple visits to Sida headquarters, the Workshop team reviewed more
than 100 documents to assess the degree to which the role of  incentives is dis-
cussed. In Stockholm, we conducted 111 interviews including Sida staff  mem-
bers at all levels, public officials at two Ministries, and consultants familiar with
Sida projects. In India and Zambia we conducted an additional 66 interviews
with Sida staff  members, recipient government officials, and project organiza-
tions associated with the five projects chosen in India and Zambia (see Appendix
C. These interviews are identified in the text of  Chapters 7, 8, 9, and 10 by the
number we have assigned to each interviewee to assure them the anonymity that
we promised them at the time of  our interviews.) From these interviews, we
gained information on the perceptions of  Sida staff  and others working closely
with Sida regarding incentives and their concerns and consciousness of  how in-
centives are related to sustainability.

3. In light of  1 and 2, to suggest areas where it would be most relevant to carry
out reviews or evaluations on how aid, incentives, and sustainability are relat-
ed in order to improve the organization and management of  aid activities at
Sida.

We have done this in our last chapter.

4. To explain how incentive analysis becomes a useful tool in aid evaluation in
general, and for Sida in particular.

We have addressed this task throughout this report.

5. We were then asked to design a short-term study to examine how incentives
promote or hamper the sustainability of  aid-financed activities and to cover
four specific issues.

• First, we were to identify “incentives facing staff  at Sida and assess how these
incentives promote or hamper the sustainability of  aid financed activities”
(ibid.: 2).

• Second, we were to identify the incentives facing officials in recipient coun-
tries.

• Third, we were to describe “how the nature of  cooperation between the do-
nor and recipient create and/or affect existing incentives, which hamper or
promote the sustainability of  aid financed activities. Specifically, the evalua-
tors are to assess how the organization and management of  Swedish aid ad-
ministration create and/or affect incentives that are faced by recipient gov-
ernment officials” (ibid.).

• And finally, we were to assess to what extent perverse incentives explain the
“lack of  sustainability in relation to other factors affecting sustainability in
Sida-financed activities” (ibid.).

The TOR also made several references to possible field trips, to searching archi-
val materials, to conducting a review of  Sida documents, and to other methods
that should be considered in carrying out the research.



Needless to say, such requirements made for an ambitious short-term study. We
finished our last fieldwork in Stockholm and then in Zambia in November of
2000 and submitted the first draft of  our main report in March of  2001 and this
final draft in December of 2001.

Why Do This Study?

Some colleagues at Indiana University have asked why we were willing to under-
take a demanding short-term study like this, and why we have allocated financial
resources to this project beyond those provided by Sida in their contract.

Our basic answer is that this study is important given the long history of  ineffec-
tive efforts to enhance the political and economic viability of  many of  the poorest
countries in the world. In our prior “ground up studies,” we had observed a
number of  instances in which local efforts to create not-for-profit or for-profit or-
ganizations providing needed goods and services had been stymied by donor-
funded projects of  their own national government (E. Ostrom, Lam, and Lee,
1994; Sowerwine et al., 1994; Shivakoti et al., 1997). Further, we were already en-
gaged in a number of  studies of  national-level policy making and its impacts on
development processes (Gibson and Lehoucq, 2000), and were beginning work
on the impact of  international assistance in the area of  humanitarian aid (Shiva-
kumar, 1999; McGinnis, 1999d).

The opportunity to work with one of  the world’s leading development assistance
agencies – Sida – to examine how incentives could lead well-intentioned individ-
uals to produce results that at times were unintended and counterproductive, also
appealed to us. Sida, by simply issuing this TOR, signaled that it was willing to
consider some of  the most perplexing problems facing international development
assistance today.  Further, Sida and other closely related agencies in Sweden had
already undertaken some path-breaking studies of  how institutional structures
lead to the potential for perverse incentives (Sida, 1999b; Catterson and Lindahl,
1999; Bräutigam, 2000; Eriksson Skoog, 1998). Indeed, it was important to us
that our work on this difficult topic – in regard to theoretical developments, em-
pirical findings, and policy recommendations – would be taken seriously by the
agency requesting the study.

We have benefited greatly by the opportunity to work with one of  the world’s
leading development assistance agencies – Sida – to examine how incentives
could lead well-intentioned individuals to produce results that at times were unin-
tended and counterproductive. The questions being asked here are of  relevance
to all who are interested in how to enhance development processes. When indi-
viduals trying to do good find themselves hampered in these efforts by the incen-
tives they face, it is quite important that one steps back to examine what these in-
centives are and how they can induce behavior that slows down development
rather than enhancing it.

We are deeply indebted to all of  the individuals who gave us substantial time
when we talked with them or helped to dig out documents, data, and archival
materials. We interviewed over 100 Sida staff  members, consultants working for
Sida, and officials at the Swedish ministries of  finance and foreign affairs.

We are also appreciative of  the welcome we have received in Stockholm on multiple



occasions from Anders Berlin, Gun Eriksson Skoog, and Ann Marie Fallenius of
UTV and of  the extensive help offered to us by Malin Karlsson, Stefan Engstrõm,
and Wendy Fryer. We thank the many individuals throughout Sida who took the
time to talk to us and who have given us extensive comments on our report.

For the India case studies, we appreciate the help of  Anita Ingevall and Farhad
Irani, Lars Lagging, and Elisabeth Ekelund at Sida in Stockholm. We are indebt-
ed to Sida’s office at the Embassy of  Sweden in New Delhi for many kind courte-
sies extended. Owe Andersson, Jonas Lövkrona, and Ramesh Mukalla were gen-
erous with their time and their wisdom in discussing a range of  issues relating to
incentives and ownership. Also, in New Delhi, Rita Acharya, at the Indian Min-
istry of  Finance and Jagmohan Bajaj, formerly Finance Secretary to the Govern-
ment of  India, took time to inform us on the conduct of  bilateral aid.

For the Orissa project, we thank the Orissa Forest Department, in particular P. R.
Mohanty and S. C. Mohanty. Neera Singh of  Vasundara helped us to understand
many of  the complex issues involved in Orissa forestry. N. C. Saxena was, as al-
ways, courteous and knowledgeable. For the Maharashtra project, we appreciate
the kind help of  Carl-Göte Carlsson of  ABB-India, Pramod Deo of  the Mahar-
ashtra Secretariat, and V. S. Patnai of  the Maharashtra State Electricity Board.

The Workshop team that traveled to Zambia received crucial help from both
Sida staff  and Zambian officials. Ambassador Kristina Svensson allowed her
embassy staff  the time to help us with both the logistics of  this study and to lend
their considerable expertise to our work; we would like to especially thank embas-
sy staffers Göran Hedebro, Marie Holmlund, Mulenga Muleba, and Torsten
Andersson. In addition to Sida staff, the number of  individuals who gave us some
of  their valuable time and insights include: Peter Aamodt (Zambia Chamber of
Commerce and Industry), Peter Agaard (CFU), Kuwana Akapelwa (ZESCO),
Cyprian Chitundu (ZESCO), Ian Fraser (Zambian Privatization Agency), Dutch
Gibson (CFU), Andrew Kamanga (ERB), Namukolo Mukutu (GART), Teddy
Mwale (ZESCO), Jacob Mwanza (Bank of  Zambia), J. Mwenechanya, Olle Ot-
teby (Sida consultant), Matthew Phiri (ZESCO), Raphael Salasini (formerly of
ERB), Shatis Vlahakis and team (CFU), J. Zyambo (ZNFU), and Moses Zama
(ERB). To these individuals, as well as the other 40 people we interviewed in
Zambia, we extend our deep thanks.

At the Workshop, we have benefited greatly by interactions with our larger team
including Professors Matt Auer, Roy Gardner, Michael McGinnis, and Christo-
pher Waller (from the University of  Kentucky). Matt Auer not only helped inter-
view Sida staff  and contractors at Sida Headquarters in Stockholm, but he also
joined Krister Andersson in co-authoring Chapter 8 (“Incentives for Contractors
in Sida-Supported Activities”). We thank Eduardo Araral, Shaun McMahon,
Esther Mwangi, Amy Poteete, and Enrico Schaar for their useful input. Without
Patty Zielinski, we could not have survived the fact that we are now separated
and located on the opposite coasts of  the United States and needing to exchange
text via extensive emails and contorted files. Her editorial skills are famous, as is
her patience.

Elinor Ostrom
Principal Investigator



�

Table of Contents

List of Abbreviations ..................................................... ix

Executive Summary ...................................................... xii

PART I: Introduction

1 The Problems of Aid, Incentives, and
Sustainability ......................................................... 1
������� ���������������������������������������������������������������������������������������� �
��� 	
��
��

���
����
�
���
��������������
��

�
�
����
��
���������
 �������������������������������������������������������� �
����� �������	
��

�����������
���	��	
���
��	����������	


�

�

�	�� ����������������������������������������������������������������������������
��� ����
���
������ 
������������
���
�������������� ������������������ !

����� �	

�
�
��	
 �������������������������������������������������������������������������!
����� �	��	
���
 ���������������������������������������������������������������������������"
����� ���������	
��	�����������	
��������
��	 ����������������������������"
����� ��

��	�����
 ���������������������������������������������������������������������#

��� �
�
����
��$
�
�
����
��
����
������$
���
����
����
%������
	����
�� ��������������������������������������������������� &
����� !�

�	"�!�	� # �����������������������������������������������������������������&
����� !�

�	"��	

�
�
��	
# �������������������������������������������������������� �'
����� ������
���$��
��	���
��
��	
��
�
%��������� ����������	
 ������ �'

��( )*�
��+��
��
�
�
����
�� ������������������������������������������������ ��
����� &����	���"�������	��
��	 �������������������������������������������������� ��
����� '(	��
%����	��������
������
��	 ��������������������������������������� �(
����� ���������	
��	
��� �'(	��
%�� ����������������������������������������� �!

��! )�
����
	���
�� 
�+

,
���� �������������������������������������������������� �#

PART II: Theoretical Foundations

2 Understanding Potentially Unproductive
Operational Situations ..........................................19
������� �������������������������������������������������������������������������������������� �&
��� ����� 
��
-
���
*��+
�������������
���������� ���������������� �'
��� ��
)�
���
*
�� 
�+

�������������
��������
���

�
�
����
��
.���
*��� ���������������������������������������������������� ��



��

����� )��*"���	� ��������������������������������������������������������������������� ��
��� ��
)�
���
*
�� 
�+

/����� 
	����
�� 
��
�������������

�������� �������������������������������������������������������������������������������� ��
��( 0�����������
	����
��
��
��
)�
��������
�
�
� ����������������� �!

����� ��
���"��	"�� 
��	�
��	�����
��
��	
 ��������������������������������� �!
����� �������+���
��	������$,���	" ������������������������������������������� �"
����� �����	$�����,�
�������������
 �������������������������������������� �1
����� &%��������
�	-
�������� ������������������������������������������������ �'
����. �
 ���
������(���,���
��	
%��
 ��������������������������������������� ��

��! �����������
	����
��
��
��
)�
��������
�
�
� ������������������ ��
��.�� !�

�	"��	�����
��	 �������������������������������������������������������� ��
��.�� �
 ���
�����	�����
��	�����
���
��	
 ������������������������������� �"
��.�� �
 ���
�����	�����
��	�����
��%����
���

��
 �������������������� (�

��" )�
������ 
)�
��������%�
�
�
	����
�� �������������������������� ((

3 Changing Operational Rules in Policy Situations:
What are the Incentives? ......................................46
������� �������������������������������������������������������������������������������������� ("
��� -���� 
��
�+�� 

2����������

����������
��

,
����
��
�������
� ������������������������������������������������������������� ("
��� -+

	����
�
�� 
/
��
��
3��
������������ �������������������������� (1
��� -+

����
����
%�+���

�
�
� ����������������������������������������������� !'
��( 0�����������
	����
��
��
�
����
����
%�+���

�
�
� ���������� !�

����� ,���
��
��������+���
 ������������������������������������������������������ !�
����� ,�	
$���*�	" �������������������������������������������������������������������� !�
����� ������
��	 ����������������������������������������������������������������������� !(

��! �������������
	����
��
��
�
����
����
%�+���

�
�
� �������� !(
��.�� !�

�	"��	���
 ���
�����	�����
��	 �������������������������������� !!
��.�� ��
��������
��	 ����������������������������������������������������������������� !!
��.�� &��	
��
�	"��������	��
��	
��'�
����
�/�&%������

�����
 

&%����� �������������������������������������������������������������������������� !!
��" 4��
�
�+

����� ������������������������������������������������������������������ !"

4 Incentives across Situations: The International
Development Cooperation Octangle......................59
������� �������������������������������������������������������������������������������������� !&
(�� -+

�+���
�� 
���
�
���
�� ������������������������������������������������� "'
(�� -+

���
���������
�
�
����
��
����
������
)���� �
 ���� "�

����� &%�������'�
�	"�� ������������������������������������������������������������ "�
����� &%����	��$,������	
�0�"�
��
��	����	� ����������������������������� "�
����� ���	�����$�"�	
����	�
�(�
%�	���	����	��,������	


���	
���
 ������������������������������������������������������������������������� "1
����� )�	���������
 �������������������������������������������������������������������� #�

(�� ���������� �������������������������������������������������������������������������� #!



���

5 Focusing on a Part of the Octangle: An Institutional
Analysis of Donor-Recipient Negotiations ..............76
������� �������������������������������������������������������������������������������������� #"
!�� �
.���+
�
�����������
�� 
�+

���
.���
*��� ������������������� ##
!�� �������
-+
��
�����
�
�����
,
 ����� 
�+

�����%

,
����
��
5
 ���������
	���
�� �������������������������������������������� 1"

6 Incentives in the Modalities and Characteristics
of Development Cooperation ................................89
������� �������������������������������������������������������������������������������������� 1&
"�� ���
��
��
���
����

��
���
�� 
6
�
	�7��� �������������������������������� &'
"�� -+

����� �������
�� 
���
������� �������������������������������������� &�

1���� &%��!���%���" ��� ���������
�� ��������������������������������������� &�
1���� �����
 ���������������������������������������������������������������������������� &�

"�� -+

�+�����
�������
�� 
��� �������������������������������������������������� &(
1���� +��	

2������

2��	��+����	
��
 ���������������������������������������� &(
1���� &���$����/��

��
��	���	��	
���
 ��������������������������������������� &#
1���� ������	��
��	���
 �/�3���	
�����
�
�3����

 ������������������� �''

"�( -+

0�������
�
�� 
�
�
����
��
����
������ ������������������ �'�
1���� ���4��
���� �������������������������������������������������������������������� �'�
1���� ���"��������� �������������������������������������������������������������� �'(
1���� ���
������"������������
 ���������������������������������������������� �'!
1���� 5���	�
����	��

�

�	�� ������������������������������������������������ �'&
1���. 0+'�������
 ���������������������������������������������������������������� ���
1���1 &��%	������������
��	 ����������������������������������������������������� ��(
1���6 ,�
����%��������
��	 ������������������������������������������������������ ��"

"�! ���������� ������������������������������������������������������������������������ ��1

PART III: Empirical Studies

7 How Does Sida’s Internal Organization Affect
the Incentives for Stakeholder Performance in
Partner Countries? .............................................119
������� ������������������������������������������������������������������������������������ ��&
#�� ����������������������������������������������������������������������������������� ��'
#�� 3��� ����� ����������������������������������������������������������������������� ���

6���� ���� �	"�
%�����������(��*�
��
%���	
��	��
'�"�	�7�
��	��� ����� ����������������������������������������������������� ���

#�� ������ 
�����

���� ����������������������������������������������������������� ��(
#�( ����
8����
9������
�
���
-+
��
�����
��
�
��

������
��
��� �������������������������������������������������������������������� ��1
6���� �	

�
�
��	������
��
��	����	��	"���
��	����	�
8

,���
$�	$9
� ����������������������������������������������������������������� ��&



��

6���� �	
����
��	
���
(��	�������	��
%��!�	�

� ���
�����"	�������
 ��������������������������������������������������������������� ��&

6���� ,���
$�	$9
����������-
��	
��	�������
��	�!�*�	" ������������ ���
6���� ,���
$�	$9
����������-
�)��"�
�� ������

�)��"�

 ����������� ���
6���. ���
��������
��
��	����	��	"�
%����
��	����	� ������������������� ��!
6���1 )���% 
������%����
���

��
��	����	��	"�
%����
��	����	�
 �� ��#

#�! 	���
���
�� 
���
��������:
���
����
�
���
�
����� 
�����
����������

)�����
� ������������������������������������������������������� ��1
6�.�� ��5�"%� �!�
���
����
��� ����������������������������������������������� ��&
6�.�� 3���������3����	����	�
%����	��
��	
������	��������

:���	�	"�����
���

��	�����
 ����������������������������������������� �(�
6�.�� '�"�	�7�
��	���:���	�	"�
%���"%��������3�����
��	
 ������� �!'

#�" 3�� 
����
	���
��
�
)��
��
�
-�*���
�������������� ������� �!"
6�1�� 3���������3����	����	�)��"�
�� ����

�����	���

������


�	�:���	�	"�����
���

��	�����
 ������������������������������������� �!"
#�# ����������
�� 
.����� �:
���
����
�
���
��������������

*��+��
���� ������������������������������������������������������������������������� �!1

8 Incentives for Contractors in Sida-Supported
Activities ...........................................................160
������� ������������������������������������������������������������������������������������ �"'
1�� ����������������������������������������������������������������������������������� �"�
1�� ���
����
�
;
�
���
�
��
�+

����
�����

3����� 
	���
�� � �"�
1�� ���
����
�
���
����������
	
��������

��
�+

����

	��<
��
����
 ���������������������������������������������������������������������� �"�
;���� ���$��
�"	��%�
� ����������������������������������������������������������� �"�
;���� ��
�"	��%�
� ����������������������������������������������������������������� �"�
;���� �������	
�
��	��%�
� ����������������������������������������������������� �"�

1�( ���
����

���������������
�:
�������
���
)*�
��+�� ���������� �"(
1�! �����������=
���
����
�
���
�+

	����
���
���

�������������� ��������������������������������������������������������������������� �""
;�.�� �
�����	
��
�	
$�����
������4��
�:�*�� �
�������

��	����# � �""
;�.�� <%�
��
�
%��,������ �
%����	
��
�	
��	�'(	��
%��# ����������� �"#

1�" -+

����
�����������=
	
��
������ ����������������������������������� �"1
;�1�� =����<%������<��<��*#> ������������������������������������������� �"1
;�1�� ��	
���
��
-�������
��	
��� �,���
��	
%���
������ ��������������� �"&
;�1�� <%�
�!�*�
�����	
��
�	
�&��*# ������������������������������������ �"&

1�# ����������� ����������������������������������������������������������������������� �#'

9 Sida in India ......................................................172
������� ������������������������������������������������������������������������������������ �#�
&�� ����������������������������������������������������������������������������������� �#�
&�� �*
�
�=�
�
�
����
��
����
������
*��+
����� ��������������� �#�

?���� &%��+����	��	
��� ��(���	 �������������������������������������������� �#(
?���� &%��+����	��	
��� ��	��� ����������������������������������������������� �#"
?���� ��
��	
��	������� ���������������������������������������������������������� �#1



�

&�� ��������
3������ 
���
	������������
0��� 
�
��
��
�
 ���
�
.��
���
��
)����� ������������������������������������������������ �#&
?���� ���4��
�)��*"���	� ��������������������������������������������������������� �#&
?���� ���� �	"�
%�����������(��* ����������������������������������������� �1�
?���� '�
����
8��������
��	
�����'(	��
%����	����

��	�����
 �� �&(

&�( -+

�+��������%	�� +

>9��
����
��
�
-
������
	��<
�� ������������������������������������������������������������������������������� �&"
?���� ���4��
�)��*"���	� ��������������������������������������������������������� �&"
?���� ���� �	"�
%�����������(��* ����������������������������������������� �''
?���� ��	���
��	
��	�'(	��
%����	����

��	�����
 ������������������� ��'

10 Sida in Zambia ..................................................212
������� ������������������������������������������������������������������������������������ ���
�'�� �*
�
�=�
�
�
����
��
����
������
*��+
?����� ����������� ���

�@���� )��*"���	� ������������������������������������������������������������������� ���
�@���� �(���	-
�,�����	�A����� ������������������������������������������������ ��(

�'�� -+

?������
4�
� �
,
 �������
3���� �������������������������� ��!
�@���� ���4��
�)��*"���	� ��������������������������������������������������������� ��!
�@���� ���� �	"�
%�����������(��*�
��
%����
���� �
%��3	��" 

,�"���
��	�)���� ����������������������������������������������������������� ��#
�'�� -+

@���

;�� 

>������*
�
�������
,
+�����������

	��<
�� ������������������������������������������������������������������������������� ���
�@���� )��*"���	� ������������������������������������������������������������������� ���
�@���� ���� �	"�
%�����������(��*�
��
%����
���� �
%��B����

+��"��5 �����(����
�
��	�,�%�����
�
��	����4��
 �������������� ��(
�'�( -+

����
�������
.����� 
2��� ��������������������������������������� ��1

�@���� )��*"���	� ������������������������������������������������������������������� ��1
�@���� ���� �	"�
%�����������(��*�
��
%����
���� �
%�

��	
����
��	������	"�9	�
 �������������������������������������������� ��'
�'�! ���������� ������������������������������������������������������������������������ ��1

PART IV: Conclusions

11 Lessons and Recommendations .........................239
���� ����������������������������������������������������������������������������������� ��&
���� �*��
�
��
�� 
�+

,��

�� 
���
����
� ��������������������������������� �('
���� -+

5����

�� 
�+

;��� ��������������������������������������������������� �(�
���( )*�
��+��
���
�������������� ������������������������������������������� �(�
���! �����������
���
�
����� 
*��+��
���� ����������������������������� �("
���" �����������
���
�
����� 
*��+��
�
�
����
��

����
������ ���������������������������������������������������������������������� �(#
���# -+

,��

�� 
����������� ��������������������������������������������������� �(1
���1 	����� 
3
�
�������
�
.���� �������������������������������������������������� �!'
���& �
�
����
��
�� 
@��*�
� 

��
,
����
��
�������
� �������� �!�



��

Bibliography ..............................................................253

Appendix A The Institutional Analysis and
Development Framework ........................273

Appendix B Technical Appendix .................................301

Appendix C Methods Used in This Study Including
Interviews Conducted .............................330

Appendix D Terms of Reference for a Study of
How Aid, Incentives, and Sustainability
are Related ............................................348



���

Tables and Figures

Tables
-���

#�� -����
�������
�
���
�� 
����
3�� 
��
���
�&&#6�'''

��
A����
� ������������������������������������������������������������������������� ��!
-���

#�� � 

������������
�� 
,
�����
���
��
����
����� 
����
� ����� �('
-���

#�� ������������
�� 
	
����
��
���
-
�������
����� 
��

����
����
�&&!
��
�&&& ����������������������������������������������������� �(!

Figures
.� ��

��� -+

0���
;
�
���
4�
�
���
�� 
�������������
�������� �������� ��
.� ��

��� �
.���
*���
���
�������������
�������� ������������������������������� ��
.� ��

��� -+

���������=�
���
��� �������������������������������������������������� �'

.� ��

(�� -+

�+���
�� 
���
�
���
�� ������������������������������������������������� "�

.� ��

(�� -+

���
���������
�
�
����
��
����
������
)���� �
 ���� "�

.� ��

(�� -+

�����%,
����
��
3�� ����� 
��
�� ����������������������������� "(

.� ��

(�( 	��������%� 
��
,
�������+���
*��+��
�����
���
,
����
��
;��
���
��� ������������������������������������������������������� "1

.� ��

(�! 3
�
�������
�
��
�
�
����
��
����
������ ������������������������� #�

.� ��

!�� ������%)�����

����� 
�
���
��������
�
�����%
,
����
��
5
 ��������
���������� ����������������������������������������� 1'

.� ��

#�� ����
-��%�
�
�
)� ���B�������
�+��� ������������������������������� ��!

.� ��

#�� ����=�
,
 �����
���
�
����
�
�����
��� �������������������������� ��"

.� ��

#�� 0������

������
����������
�� 
�
�
����
��
����
������
����
�+

	
���
����

�� 
�
����
����� 
0
��
� ������������������� ��#

.� ��

#�( �
��+
�����
)�
���
*
�� 
�+

-��

�� 
,��
�
���
���� 
�*
���+
;��
���
����
	�� ����
�� 
���
���������
�
�
����
��
����
������ ������������������������������������������������ ��'

.� ��

#�! ���
��������
�
�*

�
�+

;��
���
��
���
���� ��������������� ���

.� ��

#�" -+

� 

��������

��
���� ������������������������������������������������� �("

.� ��

1�� -+

	���

�� 
�����������
��
�+

�
�
����
��
)���� �
 ��� �"�

.� ��

1��� -+

���C���
-��������

	��������%� 
��
,
�������+��
��
����
�
������� ����������������������������������������������������������������� �"(

.� ��

1��� -+

������
�
-��������

	��������%� 
��
,
�������+��
�� 
����
�
������� ��������������������������������������� �"(



����

.� ��

&�� �*
���+
���
��
�����
��
������
�� �������������������������������� �#"

.� ��

&�� ������
��
�+

)�����
��������
3������ 
	��<
�� ����������������� �1"

.� ��

&�� )���� �

��� ���
�� 
�+

��������
3������ 
	��<
�� �������� �1"

.� ��

&�( -+

�+��������%	�� +

>9��
3����

	��<
�� �������������� �'�

.� ��

&�! )���� �

��� ���
�� 
�+

�+��������%	�� +

	��<
�� ���� �'�

.� ��

�'�� -+

)���� �

�� 
������
���
�+

���

�� 
�+

?������
4�
� �
,
 �������
3���� �������������������������������������������������� ��1

.� ��

�'�� -+

������
�� 
�+

)���� �

���
�+

@���

;�� 

>������*
�
�������
,
+�����������
	��<
�� ���������������������� ��!

.� ��

�'�� -+

���
���������
�
�
����
��
����
������
)���� �

���
�+

���

�� 
�+

����
�������
.����� 
2��� ��������������� ���



��

List of Abbreviations

��	�0 �������
�����������
���
	�����
��������������
���
0��� 
�
��

�33 ��
�
3��*�
3��
��
�� ���
������ 
����
��
��. � ����������
�����������

.����
��0 �
�����
��
���
��������������
C����D
�.,� ������
�
�����
��
C����D
���45 ����
�
�����
��
C����D
���	 � ����������
�
����
���
���
��
	�� ���
3>4� 3+����
>
���
4�
�������
�����
�
3�-� �*
���+
� 
���
���
���
���������
-
�+�����
���

4�������
��%��
������
�4,�� �
���

�=4���
�

�
�

,
�+
��+
�
���
�

�7�
����
�
��

���
���������
�.�� ����
�������
.����� 
�������
�������


�.0 ���������
.��
��
0��� 
�
��
�.2 ����
�������
.����� 
2���
C?�����D
�;��, �����������

;����
���
���
���������
� ����������
,
�
���+
��,�� �
���

�

����
������
���
���������


�

,
�+
��+

� ������E�

����
�

�
�
����
�
��
��2�� ��%��
�����

�
� �

�� 
�+

2��
�5,� �
���

5�������
�

��
,
�+
��+

���
�����E�

��� �
�
����
��
���������

�������


�� 
�+

)4��
��		 �
�
����
��
���
����
	
���

��
	
���

�� ���
��
����
��
�4� �
�����
��
�� 
4�������
�������$
0�������
�� 
.�����
$

;��
���
��
�� 
�����
�4�) �
�����
��
���
�
�������
���
������
�
�
����
��
C����D
4��? 4�������
��
���
����
�������
�����������
�� 
?�����
4��	0 4����
��
�
���

���
�
�
����
��
	�����
0��� 
�
��
4;�� 48�
��
;����
��
�
�
����
��
����
�$
0�������
�� 
.��
� �

�������$
;��
���
��
�� 
�*
�
�
4,3 4�
� �
,
 �������
3����$
;��
���
��
�� 
?�����
4,� 4�
� �
,
 �������
���
4�� 4�
� �
������
��������
492 �
�����
��
���
.�����

���
��������

�
�
����
��
.�55��� �
�����
��
���
���
���������
�
�
����
��
����
������

C.������D
;�,- ;���
�
9���
�
� ����������
,
�
���+
-����
;�� ;��
���
��
�� 
�����
;�0 ;��
���
��
�� 
0�+����+���



�

;,? ;��
���
��
�� 
?�����
>9�� >� +
9���� 

���
��
����
��
��� �������������
��������
���
�
�
����
��
��� ������
�������������

�
����

�3,� ���
���������
3���
���
,
������������
���
�
�
����
��
��� ���
���������
�
�
����
��
� 
���
�.� ������
.��
��
�
����

��4� ���
���������
��������

���
4�������
��
���
�
�
����
��
��0� ���
���������
���� �����
0��� 
�
��
��������

�0. ���
���������
0��
����
.���
�54� �
�����
��
���
�������������

���
4�������

����
������
C����D
�5.) �����������
�
�����
��
C����D
F.0 F����
.��
��
0��� 
�
��
@;� @���

;�� 

>������*
�
�������
@;,	 @���

;�� 

>������*
�
�������
,
+�����������
	��<
��
@-� ��������
.�����
�
-
�+�����
����
������
C����D
0�.. 0�������
�� 
� ��������
$
.���$
���
.��+
��
�
04,� 0�+����+���
4�
��������
,
 �������
����������
0.� 0�������
�� 
.��
� �
�������$
;��
���
��
�� 
�*
�
�
0�43 0�+����+���
����

4�
��������
3����
5�-2, �
�����
��
���
5������
,
�����
�
���
�+


4�������
��
C����D
534, 5�������
3��
��
�� 
4�������
,
�
���+
54	 5�������
4�
� �
	�����
5;) 5�� ��
���
����
)� ���B�����
5),�� 5��*
 ���
� 
���
���
�
�
����
��
����
������
5-.	 5������
�
.��
��
	�������
5-	� 5�������
-+
����
	�*
�
�����������
�� 
�����
)�� 3�����+
)�
��
��
�
�
����
��
� 
���
)�� )�
��
��
�
�
����
��
��������

4��	0 4����
��
�
���

���
�
�
����
��
	�����
0��� 
�
��
)4�� )� ���������
���
4�������
��%��
������
���
�
�
����
��
	4) >����
,
�����
�
�
�����
��
	.� 	�*
�
.�����

�����������
	)� �
�����
��
���
	�����
���
����
������
�
�
����
��
C����D
,4;42 ��������
���
42%E�
������
	,	 	�*
�
,
+�����������
	�� ���
,4�� �
�����
��
���
�����
��
����
��,4� �
�����
��
���
,
�
���+
����
������
C����D
����� �
��
������
���
�+

��������
�� 
�*
���+
�
�
����
��

���������

�43 ����

4�
��������
3����
�4@� �
�����
��
���
����
������
*��+
5;)�
���

>�����������
���������

C����D
���� �*
���+
���
���������
�
�
����
��
���+�����



��

���� �*
���+
���
���������
�
�
����
��
����
������
� 
���
����%4��� �
�����
��
���
�
�����
���
4���
��
4����

�0		 �
����
0�+����+���
	�*
�
	��<
��
�	� �
����
	�� ����

�������
C����D
�/�	 �
����
/��

�������+
-), -
���
�� 
,
�
�
��

25 2���
�
5������
25�4� 2���
�
5������
����
�
��

��
4�������
��
���

�
�
����
��
2�;�) 2���
�
����
�
;
�
���
��������� 
)����

5���� 5�������
�
������
���
���
���������
�������
��������
2���� 2�
� 
���
���
���
���������
�
�
����
��
2-9 �
�����
��
���
4���������
���
���
����
�����
C����D
/�4� /����
����������
��
4�������
��
���
�
�
����
��
/>) /����
>
���+
)� ���B�����
?4��) ?�����
4�
��������
������
�����������
?5.2 ?�����
5�������
.���
��
2����



���

Executive Summary

1. Background to the Report
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2. Foundational Concepts
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A successful approach to the problem of development must focus on how to generate
appropriate incentives so that the time, skill, knowledge, and genuine effort of multiple
individuals are channeled in ways that produce jointly valued outcomes.
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International development assistance is intended to help the people living in less-developed
countries overcome poverty resulting from the wide diversity of often-unresolved or poorly
resolved collective-action problems. Unless development aid properly addresses the
incentives of underlying collective-action problems, it will likely be ineffective or, worse,
even counterproductive.
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3. Innovating Evaluation Methodologies
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The Institutional Analysis and Development (IAD) Framework
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General Elements of the IAD Framework
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Figure 1: The Most General Elements of Institutional Analysis
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Figure 2: The International Development Cooperation Octangle
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Motivation and Information Problems
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Overcoming Motivational and Informational Problems
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Achieving increasing economic productivity and poverty reduction requires helping those
involved and their political leaders change the structure of the situations they face so that
the problems of motivation and information are effectively counteracted.
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4. Empirical Studies
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5. Main Findings of Our Incentive Studies

Ownership and Sustainability
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Ownership in development aid, as generally practiced, does not contain the four conditions
of ownership we argue are necessary for sustainable outcomes:

1. Beneficiary owners need to enunciate a demand for aid;

2. Beneficiary owners need to exercise some control over the resources made available;

3. Beneficiary owners need to allocate at least some of their own assets to the project or
program so that they have a real stake in the way their own and other actors’ assets
are used;

4. Beneficiary owners need to have clear assignments of responsibility and be able to
participate in decisions regarding continuance or noncontinuance of a project.
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Incentive Structures within Sida
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Incentives for Individual Learning about Sustainability

�� 
 ��
 �� ���B�����
 ������
�
 �� 
 �
�
���
 �
�
��
 �� 
 ���������%� 
��
 �
������%
�+���
+��
��
��
�
���
����
�
���
����������
�
����� 
�����
��������������$
��

*����

8�
��
��
����
C�D
��� %�
��
���� ��
���
�� 
����� 
��
��
��
��
���������K
C�D
���
���

������
��

����

�+��
����������
�����$
*+�
*
�

�+���
�
��
��+
�
��%
�� ��
���$
*
�

���

 ��
������
��������� 
 �����������
�����
���<
���
*��+
*+��+
 �+
�
+��
��
 
����
�
 �����������K
 C�D
 �
 �
�������

 ��
+���� 
 �
�������
����� 
���
�
����� 

�����
��
�
����
���� 
�
�����K
���
C(D
���

�
������
�
��
����
���
���
�
��
���


8�
��
��
����
�������������
��
���<
���
�+��
+��
����
�
��
�

����������

6
������������
���
���� 
����
������
-+

�
�
���+
�
��=�
�
�%
�����
 ���
���
*�
*��+
�
 �� ��������
����
�
�� 
 ��������
 �
�
��
�
����
 �����
��  
��
�+��
�+
�

��

�
�
���
�������
�
���
����� 
��
�
���
�����
��������������
�� 
����%�������
�
��������
�
��
�����
�
�������
��
/

����
�+��:

���������	
��� ��
��
�	�
�����������
�

��
��
��
���������������������
�
�
��		����
�
	

,����
���
�
��
����
���� ��
��
��
���� ��
��
���
������

 �
��
�
���
%
 ������
���� 
����� 
���

8�����

��
�
����
��
�� 

8�
��
��
��
��
����
����
��
�+

�
�
����
��
�� 
  
�
�������
 ���+
�
 �+��
����
��������
*��+
�

�
���*�%

� 

�� 
�+

����������
�����������
�
���
������

�� 
�
����
���
���
�
�
������%
�
��
3��
�
��
���
�����
$
�+

��
�� 

�
� �+
�� 
���

��
��
���� ��
��
��
�+

��
��
��
��
+
��E����
��
��
����
����
�
����
0��
��
�$
#!
�
��
��
�� 
����
�����
�
��
��
�

�
�+��
�+

�����
������
�
�� 
���� ��
���
+��
+��
�
�
 ����

��%
����
��
�
��������
�
)���
�"
�
��
��
�+�� +�
�+��
������
�
���� +�
����%
���

�
�����
��

��
�+

������������
�� 
�
*
������
���
���� +��$
*+��

1
�
��
��
�+�� +�
��
+��
��
�������



����

�����������	��
���
�����	�	�
��
�	��
�
��
�
��
���	
���
��������
��
�
���	�
�	

����� 
 �
������ 
 ����
 �+

 ��
��
 ����
��
 �������

 ���� +��
 �����
 �+

 �����
�
�������
����
8�$
������$
���
�+

�����
���
���
��������������
�� 
����%�������%

�
��������
��
>�*
�
�$
����� 
*+�
�
����

�+
�
���
������B

�+��
���*�
� 
�
)� 
 �+

 ���
���
*
�
����� 
*+�
+��
*���
�
��
�������

���<
���$
(#
�
��
��
�
�����
�
�+��
�+
�
+��
	���������
��
���
*��+
�+

���<
���
��
*+��+
�+
�
+��
*���
�

����
��
)���
��
�
��
��
�������
�
�
�����
�
�
�
�
�� 
�������
C������
���

�
�
��D$
���
�&
�
��
��
�������
�
�
����
������
�� 
�������
C������
��

��
 �+�


�����������
�
�
 �
��D�
�
 ��
��
��<�����
 �� 
 ����
 ����� 
�
��
��
 �
%
������� 
��
����=�
�*�
���
����
����
��
�������
�
�+��
�+
�
��
���
�+���
�+

�� ���B�����
 ����������
�
 ��
��
���*�
� 

��
 �����*�
��
�� ����������
��
 ���
��������
��

��� ��
� �������� ������
���� �� � 

�������� 	
��� � �
��
��
��� ���
�
	� �
������� ����

	�	
��������
�

-+

����������
�� 
�
�������
����� 
��
�
����
��
����� 
+��
�+���
�
����
���#
�
��
��
��
�&&!
��
�!��
�
��
��
��
�&&&�
����� 
�+

�
��=�
�����
��
����
��
0���+
�� 
�'''$
�+
�

*��
�
�
��
��� 

����������
�� 
�+

�
��
)����
�
����%
�����
��
�+

,
 �����
�
�����
���
+����� 
�
�������
����������
��
�+

�����
��
�����
�
�����
��$
(
���
�� 
"
�
��
)����
��
+
��
�
�������
���������K
��
�+

������
�
�����
��$
1
���
�� 
��
�
��
)����
��
*
�

�
�������$
���
��
�+

����
�
�����
��$
�
���
�� 
"
�
��
)����
��
+��
�
�
�������
���������
/+��

�+
�

�����������
���
+��

������
����

���*�
� 

���
������$
���+
���������
��+����
����� 
����

� � �� 
��
�
�
��
�
���
��������
*��+
�
�
������
��
�
*��
�� 
�������� 
�
����
�
���*�
� 

�����
�+

����
��
�
��
*+��+
�+
��
���<
���
��

��
�

�����
��
���+
�
�
��
�
���
��������
��

�
�
�����
���
����������� 
�������
��
�����
�+��
*���

����

�+

�+���� 
�� 

��
�����$
���
���
�
��������
���
+���
�$
�����������
��
�+

��
��
����
8��

� ������!	����

��������
�
�
����

�����	����
��

��
���
��������
��� ���	
����"
�
	

����
��
��
������

��
�+

���������
�
���
�
��
�
�
����
��
����
������
+��
���%
��

�
��
��
�
�
���� 
��
�+

���

��
�� 
������
�
����
������
���� 
���
���
�%
��
*

�$
����
�
�
��
��
�������
�
�+��
����������
��

���
�
��
�+

�
�����%
���

�� 
�+

���<
���
��
*+��+
�����������
+��

*���
�
��
�+

�����
��8��
�
�%
�
��
�+�� +�
�+��
����������
��

	�
��
���������
��
��
�+

����
���<
��
�
�����%
���
$
*+��

����
��
�
��
��
�+�� +�
�+��
�
�+���
���

���
���
�� 
����
���<
��
�
��������

*
�

���
�
����
�������
�����
������

��������!""#������$���
������������%������!"""�����	�����&�������
��'�
������
���
����������(
������������
��������
�������	���������������������	����������
���
���������
��	��
���������������������		�����
������
���� ���
�
��	���
�

�)�	������������������	�������	���
�����������
�����
��	������������������������	���������



�����

Incentives for Organizational Learning about Sustainability
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All government agencies tend to face considerable pressure to disburse their funds within
the budgetary year in which they are appropriated. This tends to lead toward a bias for
larger projects that enable staff “to move the money” as rapidly as possible. Sida is not
immune from this tendency.
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Consultants often face incentives to maximize their efforts on tasks they think will please
Sida. Given that consulting firms tend to seek long-term relationships with Sida, they strive
hard to maintain their reputation and relationship with Sida.
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Chapter 1
The Problems of Aid,
Incentives, and Sustainability

Summary

Recent studies of development assistance programs conclude that despite
tremendous efforts and good intentions, aid has produced generally disappoint-
ing results. Sida, along with other bilateral and multilateral aid agencies, has
observed that the lack of proper incentives generated by aid itself may be an
important factor undermining its sustainability. As commissioned by Sida’s UTV,
this report explores how the incentives that arise in the system of development
assistance affect the goal of sustainable development.

This report highlights four major contexts where perverse incentives operate.
First, perverse incentives are found in many day-to-day situations facing citizens
in all countries of the world. Second, the policy processes in recipient countries
frequently do not lead public officials to search out better ways of improving
institutional arrangements facing their citizens in their everyday economic,
social, and political lives. Third, the international development assistance system
itself is a complex tangle of relationships. Aid sustainability hinges critically on
how this system, and the incentives created with it, interacts with the opera-
tional and policy-making contexts in the recipient country. Finally, incentives exist
within most donor agencies themselves, as well as between these agencies and
contractors and other donor country organizations. Few incentives may exist
here to vigorously pursue strategies of individual and organizational learning
about how to achieve sustainable learning development initiatives.

This chapter sets out basic definitions and concepts used throughout this
report. Institutions are defined as formal and informal rules that are generally
followed by individuals. Such rules structure incentives in human exchange,
whether political, social, or economic. Incentives refer to the rewards and
punishments perceived by individuals to be related to their actions and those of
others. Development and development cooperation involve improving the
material conditions of individuals, often through processes of deliberate interven-
tion. By sustainability, we mean the longevity of development cooperation’s
effects, rather than particular projects or activities themselves. Finally, owner-
ship of a development assistance project or program is identified with four
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dimensions: enunciating demand, making a tangible contribution, obtaining
benefits, and sharing responsibility for long-term continuation or noncontinuation
of a project.

1.1 Perverse Incentives and Sustainability
of Development Assistance
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1.1.1 Four Contexts for Perverse Incentives in Development Assistance
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1.2 Concepts Linking Institutions and Sustainability
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1.2.2 Incentives
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1.2.3 Development and Development Cooperation
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1.2.4 Sustainability
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1.3 Development, Development Cooperation,
and Collective-Action Problems
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1.3.1 Missing Money?
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1.3.2 Missing Institutions?
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1.3.3 Collective-Action Situations at the Core of Development
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1.4 Ownership in Development
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1.4.1 Terminological Confusion
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1.4.2 Ownership and Collective Action
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1.4.3 Four Dimensions of Ownership
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1.5 Overall Plan of the Report
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Chapter 2
Understanding Potentially
Unproductive Operational
Situations

Summary

Understanding the range of incentives related to collective-action problems that
afflict both recipients and donors is key to a more scientific and sustainable
approach to development assistance. The Institutional Analysis and Develop-
ment (IAD) framework, already used as the theoretical foundation for a large
number of empirical studies, serves as an appropriate tool for the study of
development assistance and sustainability. It is multidisciplinary in approach,
presents a practical method for dealing with multiple levels of analysis, and
allows for the investigation of configural or interactive processes.

Individuals interact within multiple levels of rules. At the operational level, they
engage in repetitive situations that may directly affect physical outcomes. The
rules that structure these operational situations may themselves be designed or
agreed upon within policy-making or collective-choice contexts. In turn, constitu-
tional rules affect who will make policy decisions and how these policies and
procedures will be adopted. This chapter provides an overview of motivational
and informational problems at the operational level.

Basic operational-level problems within recipient countries need solutions if the
goals of development assistance are to be achieved. Accordingly, we first focus
on problems stemming primarily from inadequate motivation to contribute to the
production of joint benefits, even when participants have complete information.
These problems include those identified as Public Goods, Common-Pool
Resources, the Samaritan’s Dilemma, and Asymmetric Power. Second, we
focus on those problems where missing or asymmetric information exists about
the actions of actors or about the characteristics of these actors. Situations
with inadequate or asymmetric information are called a variety of names,
including Principal-Agent problems, the Moral Hazard problem, and the problem
of Corruption.
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2.1 Coming to Terms with Dysfunctional Situations
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2.2 An Overview of the Institutional Analysis
and Development Framework

2.2.1 Background
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2.3 An Overview of the Working Parts of an
Institutional Analysis
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Figure 2.1: The Most General Elements of Institutional Analysis
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Figure 2.2: A Framework for Institutional Analysis
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2.4 Motivational Problems at an Operational Level

2.4.1 Cataloguing Dysfunctional Situations
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2.4.2 Public Goods and Free-Riding
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2.4.3 Common-Pool Resource Problems
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2.4.4 The Samaritan’s Dilemma
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Figure 2.3: The Samaritan’s Dilemma

Recipient

High Effort Low Effort
Samaritan No Help 2, 2 1, 1

Help 4, 3 3, 4

Source: Adapted from Buchanan (1977: 170).
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2.5 Information Problems at an Operational Level
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2.5.1 Missing Information
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Learning What Works in Particular Settings – Local Knowledge
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Establishing Trust through Reliable Monitoring
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2.5.2 Asymmetric Information about Actions
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Moral Hazard
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Adverse Selection
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First, the level of education that is taken as signalling high productivity must be
such that the low-productivity workers are unwilling or unable to attain it, even if
by acquiring more education they could mislead employers into thinking that their
own productivity was high and be paid accordingly. If this self-selection constraint
were not met, then the low-productivity workers would obtain as much education
as high-ability workers, and the education signal would convey no information.
The second condition is that failure to obtain the particular level of education
should accurately signal that the person is not highly productive; it should not be
the preferred choice of highly productive workers. This is a second self-selection
constraint. (Milgrom and Roberts, 1992: 155; emphasis in original)
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2.6 Overcoming Operational-Level Problems
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Nearly every developing and former communist nation has a formal property
system. The problem is that most citizens cannot gain access to it. . . . Their
only alternative . . . is to retreat with their assets into the extralegal sector
where they can live and do business – but without ever being able to convert
their assets into capital.
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Chapter 3
Changing Operational Rules
in Policy Situations:
What are the Incentives?

Summary

When embedded in an open realm that has an effective property-rights system
and an accessible and fair court system, individuals can build trusting relation-
ships that enable them to increase the benefits that they can jointly obtain. In
aid-recipient countries, however, such institutions are often missing, weak, or
bad. These institutional realities frustrate the realization of positive outcomes at
the operational level. While changing the rules structured at the policy making or
constitutional level may improve joint outcomes substantially, perverse incentive
structures at the policy making and constitutional-choice arenas can make it
difficult to create the environment that facilitates solutions to prevailing prob-
lems of development.

Citizens in developed countries frequently engage in ongoing efforts to improve
performance by changing the rules-in-use. In developing countries, by contrast,
motivational and informational problems at the policy-making level often inhibit
the resolution of unproductive operational outcomes through changes in the
rules-in-use.

3.1 Trying to Change Unproductive Situations
in Recipient Countries
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3.2 The Problem of Weak or Bad Institutions
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3.3 The Collective-Choice Level
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Alive to the fact that forests are the cash cow of the state, the forest department
(FD) has wrested control of VPs in one fell swoop. All it needed to do was change
the rules of the game (read: amend the law) to take de facto charge of the forest
village councils. In doing so, the government has deprived the villagers of the
only forum that empowered them to manage their ecological wealth.

And now, as the people begin to realize the ramifications of the surreptitious
move, the resentment brewing among them is threatening to snowball into a
statewide agitation.
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3.4 Motivational Problems at a Collective-Choice
Level
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3.4.1 Rules as Public Goods
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3.4.2 Rent-Seeking
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3.4.3 Corruption
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A couple weeks apart in the fall of 1999, the western donors announced that
Cameroon was slated to be among the first nations to receive significant debt
relief in the context of the revised HIPC [Highly Indebted Poor Countries]
initiative, and Transparency International announced that Cameroon had for the
second year in a row been bestowed with the dubious distinction of being
ranked as the most corrupt nation in the world, in its annual Corruption
Perception Index.
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3.5 Informational Problems at a Collective-Choice
Level
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3.5.1 Missing and Asymmetric Information
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3.5.2 Fiscal Illusion
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3.5.3 Translating Preferences into Outcomes
– The Impossibility Theorem
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Chapter 4
Incentives across Situations:
The International Development
Cooperation Octangle

Summary

Action situations, in any modern complex society, are rarely isolated from one
another. Instead, the outcomes of any one situation provide input into other
situations. In this way, situations link within a system. Sometimes the system is
contained entirely within one organization and is represented in a simplified form
by an organization chart. In regard to international development assistance, the
set of linked situations crosses many organizational and national boundaries.

Some action situations function more effectively when linked within a system
(Simon, 1965, 1972). Further, the effectiveness of a given system depends on
the way its action situations are linked together. An effectively structured federal
governance system, for example, links national, regional, and local units so that
each can undertake those activities for which it is most efficient. In this way, each
provides goods and services complementary to those provided by other levels of
government (V. Ostrom, 1997). Conditioned competition among these units can
lead toward substantially greater efficiency. Information flows can lead to greater
accountability than could be achieved in the absence of an overall system.1

Development cooperation can similarly be thought of as a system or network of
linked action situations. The conventional way of thinking about these linkages is
as a “chain of aid delivery,” which we will discuss in Section 4.1. This stresses the
primacy of the donor as a principal who must work through a series of hierarchi-
cally organized agents to reach the final beneficiary (see Figure 4.1). In an era
when most donors are stressing the importance of ownership, however, this top-
down way of thinking about a chain of relationships is a particularly inappropriate
representation. In fact, the only two-way relationships in the chain of aid are those
between an individual donor and other donors. Even the recipient government is
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viewed here as being no more than an agent of a donor government. While this
may be, in fact, how some view the process of development cooperation, we
think it is more valuable to think about a set of nested situations that may take
on any of a variety of productive or unproductive relationships.

In our effort to understand the complexities of development cooperation, we
have developed a schema that we call the International Development Coopera-
tion Octangle – or “the Octangle,” for short. Section 4.2 derives the Octangle
from its component parts. In essence, we scale up our analysis so as to look at
linked action situations rather than isolated situations. Each set of relationships
among the relevant actors is outlined, and the entire interlinked set of relation-
ships (the Octangle) arrays all relevant actors in their dynamic contexts. In
contrast to the metaphor of the chain, which brings to mind linear linkages from
one actor to the next, the Octangle reveals a multifaceted set of relationships
among the actors in development cooperation.

Taken together, the relationships within and across countries, agencies, and
their citizens are a tangle of relationships among a donor, a recipient, and the
other six types of organizations involved. For example, whereas the donor pays
for the services of a contractor, the nominal principal is the recipient govern-
ment. Meanwhile, the consultant, typically, has more information about ground
realities than do officials of the donor or of the recipient agencies – or of the
citizens of either country. The result of this tangle of relationships is that many
individuals are responsible for ensuring the effectiveness and sustainability of
aid, but no one is really held accountable.

4.1 The Chain of Aid Delivery
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Figure 4.1: The Chain of Aid Delivery
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4.2 The International Development Cooperation
Octangle
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It is vital to study the nature of the interorganizational linkages between the
different levels. In what ways do the agencies influence each other? How
autonomous are they, how much do they depend on the others? How is the
policy process changed, adapted or even blocked as funds flow from one level
to the next?
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Figure 4.2: The International Development Cooperation Octangle
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4.2.2 The Donor-Recipient Negotiation Arena
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Strong Donor – Strong Recipient
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Figure 4.3: The Donor-Recipient Bargaining Arena
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Obviously, the donors did not wish to admit that their conditionality was a
charade. Equally, the critics of market-friendly policy reforms – largely Marxist
academics and the nongovernmental organization (NGO) community – wanted
to attribute the impetus to reform to imperialist donors rather than to African
governments. Donors and their critics thus connived at exaggerating the power
of donor conditionality out of proportion to its true effects.
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4.2.3 Principal-Agent Arenas within Donor and Recipient Countries
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Figure 4.4: Principal-Agent Relationships within Donor and Recipient Governments

"�	�������	���	�2������	���	-������	F�������	���	���	-����
�	#������	F�������
����	�	�����	����	��	���������
	�����
�	���	��������	���	���
��������	�����������
"�	�����	�����	��	������/�	"������������	�����������	#
�����	�������	�����
��������
�����	���	����
��
	�����������	���
�����	 ��	���������	��������	����
���������
���	���	�������	�	���
��	�
�����	����	��	���	"�����	����������	��
!�������	#������	��	���	F�������	�� 	-�������	��	�������1�	�������	��������	����
�������	��	�
������	��	����������	���	���	������	���	��	���������	���	��������	���

��������	���	������
��	�� 	�����
�	���	���
����	���	���������

 ��	����������	�� 	����������	�����������	���
����	������	���	��������	���
���	�
����	��	�����	����	������	����	���	�����	��
���	������	
�������������
 ���	��	��	�����	�����	��	���0������	������	�����������	
������	���	�����	�� 	�����
������	������	�� 	���	�����	�
����	����� 	���	���	�������������	���	��������
�����
�� 	����	!����������	����� 	�����	����	����������	����	��	"�#	������
	��������
������	��	��	
����	���	�����
�������	�� 	��������	�������	���	���	��������	�� 	�	
���
�������	��
�	8���	�����	������	�
����	���	����	�����	���������	������	���	
��
��
	 ��������	 �������	 �������	 ���	 
������	 �� 	 
������	 ���
��
�	 ��	 ��������
�������
�	 ����	������
	��	���	����	������	���	���������	��������	������	������
����������	 
������	����	 ����	 ��	 ���	 ���	 ����	 �������	 ���	 ���
��	�����
�	 ��
�����	 ��������H	 ����	 �� 	 �����	 �����	 ����	 ��������	 ���������	 ���������	 ���
������
�	����	����	��������	����	��	���	�������	��	���	������	-�������	�
�������
�������	 ��	 ���	 ����	 �� 	 ������	 ����������	 �����������	 ���	 ��������	 ����
��
�����	���	������
����	�����	��	�	������	����	��	����	���	�����������	����� 	��
�����������	4�����
	�	�����	���	�����
��	�������	�� 	���	���	������	�
����	��
����
	 ��	��
���	��	��������
�����	 ��	�����������	��	����	��	 ��	��
���	��	�����

����	
�����	���	�����	���	���/�	���	������
�����	��	�����
	�	����������	��
���	�����	�
����/�	��������	��	���������	$���	����������	��	:������	B'�

Sectoral Ministry/Agency

Contractors

Donor Government

Aid Agency

Recipient Government



�	

 ����	������	���	����������	����������	�� 	���	"�#	���	�	��
��������	
��
��
���	��	���
�������	���	��
�������	�������	������	�����	����	
�	������	����������
����
���	��	���	����	���	����,	!����������	����������	����	����	���	��������
����	�� 	��������	������	�����	�����	�����	�������H	������	��
��������	������	 ��
�������	 ��	���	����	������	��	��
���1��
	��������	 ��	�����	�������	�������
������	��	�������	�����	�������	��������	���	��	
����	�����	�������	����	���	����
�
�� 	���	���������	���	"�#	��	�	�����	��	���	�������
	����	����	���	���	������
������	5���	 �����	 ��	 ������	 ����������	 
������	 �������	 �����������	 ���	 ���
����	�� 	"�#	���������	���������	����	���	��������	���������	���������	���
����	 ��	
�	�	���	 ���	 "�#	���������	 ��	 �����	 ���	�����	 ���	 ����
�	 ����	
�
����
	����	���	��������

 ��	�� 	���	����	���������	����	�� 	�����������
���	���������	������	���	D�����

��	 �������,	 $*'	���	
����������	�������	�����������	���	
�����������	����	���
������	����	��������	���������	��	���������	$��	�����'	�������	���	$6'	��������	���
���������	�����������	
�	�����������	�������	�� 	���	��������	
�����������

Principal-Agent Relations – Politicians and Bureaucrats

�����������
���	 �������������	 ����	 �����	 
������	 ���������	 �������	 ���	 
��
����������	�����	���	������������	��	�����������	���	��������	��	����	��������
���	���	
�����������	��	�
�����	���	��������	��	�����	����	����	#�	��	���	�����
�������
���	��������������	�����	��	���	���������	���	��
��������	�����
����	��
�����������	���	
�������	
������	���	���������	���	���	�
����	#�	��	���	���
��������	����������	����������	��
��������	����	�2����	����	���	�����	��1���
���	�����	�������	���������	����������	$ ������	*++?'�

 ��	���������	�������	�� 	�	���������	�������	���	����	��	�������	��
���	���
�����	��	�	���	����	
�������	�	�����	���0��	�� 	�����������	����������	$��	<�����
*+B*�	����
��1��	�����	�
�'�	�����������	���	���	�������	�
���	���������	����
�����	���	����	
����������	��	���������	��������	��	�	���	����	
�������	�����
���	����������	 $4������	*++?'�	F���������	
����������	���	����	 ������	��

�	�������	�
���	�����	���	������	������������	 ���	��	����������	���	����	��
����	���������	���������	�����	
����������	���	����	������	���	���	���	����
������	
�	�����	�������	������	"�	����	������	��������
	
��
��	���	�������
	��	���
������
	����������	��	��������
	��������	���	
�����	���	��������	���	��
������
	 ����������	 �������	 ����	���	������	 ����	����������	�����	 ����	���
�������	���	����	����������	
����	����
������	����	�����	�����	�������	���
������	��
������

"�	���	�����	��������	�����������	���	
�	����������	��	�����	���������	��������
���	��	���������
	���	��
���	����	��2�����	�������	���	
���
	�����	��	�	����
���	���������	�������	�����������	����	��	������	���	���
����	����	�����
�	���	��
��������
�	D��������	��	�	�����	�������/�	"�#	����	�����	���	�����������	5����
����	���	
�	���������	����	��
������	����������	����	���	����
��	����	������
�������
	�	���	�� 	���
����	���	�����	�����	���	��	�����	(����)	��������
���
��	�������	���������	����������	���	������	������������	 ����	��	 ��	����	���
������	��	����	�� 	���
����	��	������	
���
	�����



�


Development organizations are directly affected by the basic contradiction of
development goals…. They are placed between different publics: (a) the public
which is at the receiving end of aid, and (b) those who are allocating funds.
These two parts of the environment are segregated from each other and do not
overlap. The ambiguity greatly affects the ways development organizations
operate. (van Ufford, 1988: 21)
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Aid agencies are far removed geographically, administratively, and politically
from the people of the Third World, the intended beneficiaries of their activities.
As a result, the role of aid agencies is, to a large extent, merely that of
channeling aid funds to other bureaucracies or agencies responsible for the
actual implementation of aid projects and programs. Hence, Donors do not so
much manage development projects as development funds, and one of the
prime objectives is to allocate these funds with as little administrative cost as
possible to the government.
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Principal-Agent Relations – Owners, IDA, and Contractors
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4.2.4 Beneficiaries
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Links between Beneficiaries and Government
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Linking Governments to Citizens and Interest Groups
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Figure 4.5: Beneficiaries in Development Cooperation
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This lack of direct information feedback makes foreign aid programmes
particularly vulnerable to manipulation of information and facilitates the use of
persuasion as a political instrument in foreign aid, especially because politi-
cians have privileged access to project evaluation information. Only an explicit
information feedback mechanism, labeled generically as ‘evaluation,’ can
correct information asymmetries in foreign aid. (Martens, 2000: 28–29)
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4.3 Conclusion
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Chapter 5
Focusing on a Part of the
Octangle: An Institutional
Analysis of Donor-Recipient
Negotiations

Summary

Development assistance processes involve multiple interlinked action situations
as discussed in Chapter 4. A key dyad within the Octangle is the negotiation
arena involving a donor and a recipient government. Both actors in this dyad
must reach a basic agreement for a development assistance program of any
kind to exist within a recipient country.

To illustrate how the IAD framework could be used to analyze the multiplicity of
dyads, triads, and the many-party situations involved within the Octangle, we
conduct an initial institutional analysis of the negotiation arena between a donor
and a recipient government. We provide a sketch of how an analyst would
approach a more extended examination of this action situation. The questions
used in this chapter illustrate the types of questions an institutional analyst uses
to conduct an analysis.

The specific context and strategies of each donor-recipient negotiation differ,
depending on many factors. Three tentative lessons, gleaned from the analysis
of this hypothetical, generalized situation, are relevant for a bilateral donor such
as Sida. These lessons are presented as “tentative” since they are hypotheses
derived from this application of our theoretical framework and analysis.

(1) Adopting a policy, such as Sida has already done, that foreign aid will largely
be allocated to programs or projects where the recipient government is
committed or “owns” the proposed activity is generally more sustainable than
when the recipient does not have real ownership.

(2) The best outcomes are potentially achievable when a long-term commitment
to a recipient country is made, as Sida does when it makes a country-frame
agreement. If recipient governments are not committed to serious institutional
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and economic reform, long-term commitments involve substantial investments
that produce few desirable results. This could lead to the least efficient and
sustainable investment of all.

(3) When facing recipient governments whose leaders are not benefited by
institutional reforms and effective economic policies, donors are faced with a
choice between helping a few citizens with short-term gains versus pulling out
and waiting for more auspicious opportunities. Pulling out may be the only way
to help those citizens in the long run, especially if donors can form alliances
with other donors not to support countries resisting reform.

Currently, Sida is experimenting with making long-term commitments to a
region, rather than to a particular country in the region. This may greatly help
to get incentives oriented toward producing more sustainable development
assistance. While making a long-term commitment to a set of countries, Sida
is able to pull out of one country that does not take reform efforts seriously.

5.1 A Further Application of the IAD Framework
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Figure 5.1: Action-Outcome Linkages for Simplified Donor-Recipient Negotiation
Situations
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Over the past few years Kenya has performed a curious mating ritual with its aid
donors. The steps are: one, Kenya wins its yearly pledges of foreign aid. Two, the
government begins to misbehave, backtracking on economic reform and
behaving in an authoritarian manner. Three, a new meeting of donor countries
looms with exasperated foreign governments preparing their sharp rebukes. Four,
Kenya pulls a placatory rabbit out of the hat. Five, the donors are mollified and
the aid is pledged. The whole dance then starts again. (August 19, 1995)
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5.2 Initial Theoretical Lessons Regarding the
Donor-Recipient Negotiations Process
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Chapter 6
Incentives in the Modalities
and Characteristics of
Development Cooperation

Summary

This chapter examines some implications of different rule configurations on
incentives in development cooperation.1 These configurations arise in, among
other variables, the context of particular aid modalities and characteristics of
aid interventions. In this report, we take modalities to mean the broad instru-
ments of development cooperation such as Project Aid, Programme Aid, and
Sector Programme Support. We take aid characteristics, in turn, to refer to the
means – such as credits, grants, and guarantees – by which aid is delivered,
and the conditions – including those related to procurement – on which aid is
released.

Much of the literature on incentives in development assistance focuses on
conditionality – that is, how aid can be used as a carrot and stick to modify
recipient behavior. This literature deals mainly with the relationship between the
donor and recipient governments. Chapter 6 points out that incentives in the
context of aid are based more broadly and deeply. In Section 6.1, we summa-
rize the underpinnings of this well-explored interpretation of aid as an incentive.
Against this background, Section 6.2 draws our attention to the idea that the
characteristics and modality of aid carry rule properties that, within specific
configurations, take on particular institutional significance. In this regard,
Section 6.3 draws out the main rule characteristics of grants, credits, and
guarantees as well as tied-aid, while Section 6.4 draws out the main rule
implications of different modalities of aid. Finally, Section 6.5 notes that these
rule properties interact with institutional realities faced by beneficiaries. Sustain-
able benefits from development assistance can emerge only when the structure
of aid helps align incentives to extant problems of collective action.
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In sum, we find that incentives in aid must be understood in a broader context
of relationships than just that between a donor government and a recipient
government. A more complete follow-up analysis should include the larger and
more interlocking set of principal interactive arenas depicted in the Octangle.
It should also consider more fully the contexts within which the complex of rules
introduced by the presence of aid interacts with those on the ground. Such
analysis can help us discern if the institutional context of development assist-
ance furthers or retards the resolution of underlying collective-action problems
faced by beneficiaries.

6.1 Aid as an Incentive in Itself – A Précis
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6.2 The Configuration of Aid Capital
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6.2.1 The Morphology of Aid Capital

"����������
	������	�� 	���������������	���	�����	���	����������	����������	��	���
���������	������������	 ����	��������	��������	��
�����������	���	������	�� 	���
�������	���	��������	�� 	�����������	���	����	�� 	��������	���	������	�� 	���	����
������	���	���	�������	�� 	���������������	"�	�����	�����	����
�����	����	���
���	���	��������	�� 	�������	�����	���	����������	����	����������
�	���	�����2�
������	�����	�����������	�����������	�����	������	#��	����������	���	������
�������	����������	�	����������	�����	�� 	�����	�����	����	����	����������	��
���	����������������

����	������	����	�������	��	���	�����	�� 	�����������	������������	����	���
�������	��	�������	������	����	�������	����
�����	�����	���	������1��	�����2�
����	������������
��	4����	����	����������	�����	����	���	�����������	�� 	�����
�������	������	���	
�����	�� 	������	���	��������	������������
��	���	������
�� 	�����	��������	���������������	���	�����	�����������	����	�2�����
	������������
��	�����
������	 ��	 ���������	 ��	���	������������
	�� 	���	����	 �����������
���	��������
�����	���	��������



	�

 ��	���������	>����
	>�������	$*+B*�	*+BC'	�������	��	���	�����	�� 	�����
����	��	�	��������
�	�� 	��������	�����	����	���	���������	�� 	����������	���
�����	��	�	�������	������������	"� 	 ������������	���������	�	����	�� 	������
��������	����	��	���	�����	��	����	�� 	�������	��������	��	�����	����	����	��
����	�� 	�������	��
���1�������	 ����������	 $!�	D������	*+++'�	#���
	���	��
���	�����	����	��
��	�����	��	�	����������	����������	����	����	���	�����
���	#
�������	��
����	�� 	�����	���	
�	���������������	������
���	���	��������
���	 �
����	�	
����������������	�����
���	����	�������	�������������	����
��	�	�����
����	 �������	 ���	 ������
��	 ��������	 �� 	 �����
�����
	�����	 �	����	 �������	 ���
������������	�� 	
������
��	-�������	����	�������	�����	�� 	
������
�	����	
�	�����
�
��	���	�	
����	�������	�	����	�	�������	�������

"�	���	����	�� 	����	����	����������	�����
��������	�� 	���	��������������	��������
����	
�	�����
���	D� 	������	����	���	
�	����	��������	��	�	����������	������2
������
	����	������	���	�	������������	
����	����
�����	�����	���	������1��	���
���
������	�	��	���������
	���	�����	�� 	����������	����	����	���	��������
�������	 �������	 ���	 ��������
������	  �	 �������	 ���	 �������������	 �����2��	 ��
����	��	�����	����	��	����	��	
����	����	����	����	�� 	�����	���������������
����������	���	����	���	����	��
��	����	��	�����������	����	��������

G�������	���
��������	���	������������	���	�����
��	����
	 ���	����
��
����	���	����	��������	�� 	�����������	������������	 ����	��	��	�������������	�
�
����
	��	���		�
�
���
����
�������
�
%� ��	�������	��������	��	
����	��	����������
�� 	�$��	
����	��
��	���
��	���	��	��������	
�	�	#
�	
�	"�	��	 �������	
����������

	�

���	

���
#�	�(�
��	�	#��	�����	�������	����	����������	����	������������	����	����
��	����������	������
	��	�����	���
����	�����2��	%�����������
	���	������
����	����������	����	����	�� 	�����	�������	���������	�	
���	���
��	���	��
������
��	�������	��	���	����
�	�� 	���	
����	���	������������	�	���	����	��	����
�����	�� 	���	���������	�����0������	�� 	���	����	������	���	���������	�� 	����
�����
������

6.2.2 Caveat
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6.3 The Characteristics of Aid
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6.3.1 Grants, Credits, and Guarantees
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6.3.2 Tied-Aid – Issues and Incentives
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Three Problems with Tied-Aid
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Tied-Aid and Mercantilism
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Tied-Aid as a Commitment Device
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6.3.3 Aid Conditionality – Ex Ante versus Ex Post
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6.4 The Modalities of Development Cooperation
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6.4.2 Programme Aid
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Incentives and Sustainability
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6.4.3 Sector Programme Support

Description

������	���
�����	�������	$���'	��	�	����	����������	����	�����	����	����
���	 ����	�� 	��������
	���	 �����
�	 ��������	��������	 ���	 �������	 ���	������
����	 ���	 ������	
�	 �����������	 �����������	 ��	����	 ��	 
�	 ���
�����	 ��	 ���
�������	"�	��������	�	����
������	������	����	����	�����	���	
�	������	�������	��
���	�����	�� 	����������	��������	�� 	����	����	�����	������	�������	�� 	���	������
��	����	���	���
�����	��	
�	������
�

 ��	���	����������	��	��������	��	������	�����
	��������	���������	���	�������
���	�����������	 ���	��	��	
�	��������	�����
�	�����
��	
������	�����	���
���������	����	����	������	
����	���	�	������	������	���������	���	�	�����
���
���	�� 	����	$�����	6777�'�

 ��	���	 ��	��	�2�����	�� 	 ���	������	5���	#�������	 $�5#�'�	�����	���

���	�������	
�	�������	
��������	���	������������	�����	�
���������	�5#��

���
#	����������	
������ ��"�������������	
�������
����1
/#/���,��-AAA2������"��E�� 	9=/���L	���!
����"��%�����(	�������
���"����$��L�$����
����=�	
�0�������	���"�����	
������ �	��%
>
	����	�"!



�
�

����
����	�	������	������
��	�	
���������	�2���������	���
����	���	�	����
�
�����	���������	���	���������������	����	�	������	������
	
�����	"�	����
����	�5#��	���	��������	��	�������	�	(�������)	������	����	�	(
��������)	���
������������	"�	����	���������	�5#��	�������	��	�	�����	���������	�����
��	��������	��������	��	�����	����	�	���������	��	��������	������	���	�	����������
������	���	���������	
��
���	��������
���

Linkages among Actors

#	�5#�	�������	�	������
	������������	
������	�	��	�
�#���
	��	
"��
��
���	�

#���
	��	
���	���
#�	�(�
��	�"����	���	#���
	��	
�� ��	���������	��	
�
������	
������
����	 ���	���	�������	 ���	��	������	�	��������������	F�����	 ���	<��
��
-���������	  ���	 ����������	 ���������	 �����
�	 ���������������	 ��
�����
������	��������	���	�������	��������	
�����	
��
�����	����������	���	�2������
����	�����������	"�	����	�����������	���	�����	����������	�� 	
���������	���	���
���	������	-��	����	�� 	���	��������	�������	������	����	�������	����������	���
����	��	������������	����	���	���������	����������	���	��	����	��
�����	��	���
����	�	������	����������	���	��	���	������	��
���1�������	��������	��	�����
���	���	������	���������	���	����	�2����������	��������
���

#�����
�	 �����
��	 ��	�5#��	����������	�������	 ��	 �����	��	 ���	 ���	�� 	 ���
D����
���	��	�����	���	��2�	���	����������	����
	�����	������	��	���	D�����

��	���	
�	��������	
�	�����	���������

Incentives and Sustainability
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The partner countries themselves determine the political objectives and that
those countries which receive support direct the implementation of programs in
a dialogue with the various interested parties, including external financiers. The
external financiers relinquish their right to identify and direct individual projects.
The restrictions implied in the traditional project form of support are replaced
by a continuous dialogue on strategies for the implementation of broader
sector objectives. (Sida, 2000c: 15)
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The unpredictability and unreliability of donor flows has serious consequences
not only at sector level, but is also a problem for macro-economic manage-
ment. Donor flows can be highly uncertain as to their timing for purely
bureaucratic reasons . . .. Managers at all levels can find that the financial
resources on which they depend can be interrupted because of the failure to
meet conditions at a higher level or lower level over which they have no direct
control. (WHO, 1999: 8)
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6.4.4 Humanitarian Assistance
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Incentives and Sustainability
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6.4.5 NGO Support
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6.4.7 Research Cooperation
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Chapter 7
How Does Sida’s Internal
Organization Affect the
Incentives for Stakeholder
Performance in Partner
Countries?

Summary
This chapter focuses on Sida’s internal organization and how it tends to affect
the sustainability of outcomes of Sweden’s development cooperation. Our
analysis of the incentives within the Swedish aid process draws from informa-
tion collected through interviews of randomly selected staff and selected key
managers at Sida headquarters in Stockholm in March, June, and November of
2000, as well as a wide review of Sida documents and literature. In interpreting
this information, we will follow the IAD framework briefly described in Chapter 2.

We start out with a discussion of the significance of underlying collective-action
problems at Sida headquarters as well as in the field. We note that Sida itself is
internally organized in a series of complex principal-agent relationships that are
themselves linked to other crucial actors in the development octangle, such as
recipient governments, contractors, organized interest groups, and beneficiar-
ies. As suggested by the IAD framework, we analyze the context of these
relationships at the constitutional and policy levels and assess how these
relationships affect the prospects for sustainable results of Sida-financed
activities at the operational level. We emphasize the importance of analyzing
three types of contextual factors that influence the formation of incentives within
Sida: the institutional, cultural, and material factors. After an analysis of these
contextual variables, we discuss our empirical findings on patterns of interac-
tions and their embedded incentives for Sida staff to learn about sustainable
outcomes in partner countries.1 We conclude the chapter with an exploration
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of what options Sida faces with regards to modifying its incentive structures to
better support its quest for sustainable outcomes.

The empirical analysis of internal incentive structures at Sida finds that Sida’s
management has been successful in creating an internal organizational environ-
ment that encourages and sustains cooperation among staff members for the
benefit of the organization. We found that Sida staff, in general, are highly
committed to the organization’s long-term goals and that Sida’s personnel policy
offers many opportunities for staff to develop professionally through a variety of
training programs. While Sida staff’s high working morale and strong commit-
ment are truly important resources in efforts to overcome the perverse incen-
tives that abound in the public administration of international development
cooperation, they are not sufficient to generate sustainable outcomes in partner
countries.

The analysis, which is based on personal interviews with a large sample of
randomly selected staff members, suggests that Sida can improve its incentive
structures for both individual and organizational learning about sustainable
outcomes in field settings. These types of learning, which are distinct from
individual professional development, are frustrated by a series of factors.
Among the most prominent enemies to learning about sustainability, we
especially note (1) the lack of permanence for professional staff because
of high internal turnover rates and a growing proportion of short-term staff,
(2) sub-optimal use of evaluations as a tool for organizational learning about
sustainability, (3) broad tendencies to focus planning on tangible budget targets
rather than more appropriate proxies for sustainable outcomes, and (4) Sida’s
reliance on a large number of intermediary actors for providing essential
information about the needs of beneficiaries in partner countries.
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7.2.1 Applying the IAD Framework to the Internal Organization of Sida
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The Action Arenas: Action Situations and Actors
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However, a unique and most striking characteristic of foreign aid is that the
people for whose benefit aid agencies work are not the same as those from
whom their revenues are obtained; they actually live in different countries and
different political constituencies. This geographical and political separation
between beneficiaries and taxpayers blocks the normal performance feedback
process: beneficiaries may be able to observe performance but can not
modulate payments (rewards to the agents) in function of performance.
(Martens, forthcoming: 20)
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7.3 Looking Inside Sida
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Figure 7.1: Sida Top-Level Organizational Chart
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Source: Adapted from Organization Chart provided by Sida Information Office.
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Figure 7.2: Sida’s Regional and Sector Departments
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Figure 7.3: Multiple Action Situations of Development Cooperation from the Perspective
of a Sida Staff Member
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7.4 Contextual Variables and Their Influences
on Action Arenas
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7.4.1 Institutional Factors Influencing Action Arenas: Rules-in-Use
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7.4.2 Interactions between Sida and the Ministry of Foreign Affairs
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Figure 7.4: A Schematic Overview of the Type of Rules Affecting Swedish Governmental
Programs of International Development Cooperation
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Level of Rules Affecting Examples of Instruments Main
Interactions Action Arenas Actors
Constitutional The laws and policies

that define the
fundamental purpose
and rationale of
Swedish aid.

The declaration of the seven
objectives of the Swedish
governmental aid program,
bilateral framework agreements,
expenditure ceilings, etc.

Parliament,
MFA
Sida

Collective-
choice (policy)

Procedural rules that
govern the processes
that define and
change operational
rules.

Country strategy documents,
internal budgets, Sida at Work,
annual work plans.

Parliament,
MFA
MFi
Sida

Operational The rules that define
the format and
content of specific
activities.

Contracts and terms of reference
with staff, consultants, and
counterpart organizations.

Sida and
Embassy
staff,
consultants,
recipient
organizations
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Figure 7.5: Interactions between the Government and Sida
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Source: Adapted from Sida (1997e).

Sida consults MFA and policy
documents, such as the country
strategy documents, and
prepares annual work program.

MFA reviews and revises Sida’s
proposed work program and
presents it to the government.

Based on the budgetary
adjustments, MFA
issues a letter of
instruction to Sida.

Sida adjusts its internal
planning process so as to
incorporate the instructions
from the government.

Government presents budget
proposal for the coming year,
including aid activities. Parliament
debates and votes on proposal.
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7.4.3 Rules-in-Use for Sida’s Internal Decision Making
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7.4.4 Rules-in-Use for Sida’s Budgetary Process
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Table 7.1: Total Disbursements of Sida Budgets for 1997–2000 by Quarter (SEK)
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7.4.5 Cultural Factors Influencing the Action Arena
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7.4.6 Biophysical Characteristics Influencing the Action Arenas
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7.5 Patterns of Interactions: Incentives for
Learning about Sustainable Outcomes
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7.5.1 A Highly Motivated Staff
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Table 7.2: Age Distribution of Respondents to Sida Staff Survey

Age < 20 21 – 30 31 – 40 41 – 50 51 – 60 >60 Total N

1 41 65 79 114 8 308

0.3% 13.3% 21.1% 25.7% 37.0% 2.6%
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Is a Highly Motivated Staff Sufficient for Achieving Sustainable Results?
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Individual Learning about Sustainability
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7.5.2 Empirical Evidence on the Conditions for Individual Learning
about Sustainability
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I perceive Sida as an organization that monitors and follows up on its activities
well, and

I perceive Sida as a workplace where it is self-evident to question the estab-
lished thought-patterns and working routines.
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Short-Term Assignments
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30 months in Field Assignment 1
28 months in Field Assignment 2
27 months in Field Assignment 3
23 months in Field Assignment 4
12 months in Field Assignment 5
72 months at Headquarters
12 months in Field Assignment 6
36 months in Field Assignment 7
42 months in Field Assignment 8
18 months at Headquarters
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Communication after an Assignment
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Temporary Contracts
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Table 7.3: Distribution of Permanent and Temporary Staff at Sida from 1995 to 1999
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Year Total # of Permanent Temporary % of Staff on % of
Employees Staff % of Total Staff Total Leave Total

1995 767 677 88.3 90  11.7 94 12.3

1996 746 673 90.2 73  9.8 100 13.4

1997 749 659 90.0 89 11.9 99 13.2

1998 787 683 86.8 104 13.2 107 13.6

1999 837 711 84.9 126 15.1 112 13.4

Source: Sida, Personnel and Organization Development Department, December 2000.
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Retention and Recruitment of Younger Staff
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Figure 7.6: The Age Structure in Sida

Source: Sida, Personnel and Organization Development Department. See Sida (1999e: 5).
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Between the years 2000 and 2005, 72 members of the staff will retire. A
further 222 persons will retire between the years of 2006 and 2011. This will
be an extremely serious loss of skilled personnel. In response to the departure
of such a large number of staff and to bring new skills into Sida, Sida has
recruited younger staff during the last three years, in particular young program
officers. Instead of a large number of younger staff members vying for more
senior positions, it would appear that the ranks of the 40 to 50-year-old staff
are relatively small, while many of the younger staff members leave during their
first decade of employment. This portends of a loss of institutional memory
likely to happen in the next decade or so.
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Career Advancement Criteria Related to Performance of Past Projects
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7.5.3 Organizational Learning through Formal Evaluations
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Empirical Evidence on Organizational Learning: Incentives to Use
Evaluations for Learning about Sustainability
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The General Usefulness of Evaluations
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It is no exaggeration to say that there is still some way to go before the typical
evaluation process provides a good starting point for a broad utilization of
evaluations results. There is, across the board, a significant disregard of the
critical factors which determine whether an evaluation will be relevant to all
stakeholders. An evaluation continues to be a concern for a very limited
proportion of all those who have an interest in a project and are affected by its
outcome.
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The evaluations analyzed in this study have been used in various ways and for
various purposes. It is discouraging to find that the general pattern has been
that the further away you are from the centre of the project in terms of power
and involvement, the less information you receive on evaluation recommenda-
tions and findings (emphasis in original).
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Lack of Agreement on Criteria of Performance
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Project Innovation
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How Do Sida Officers Learn about Sustainability?
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7.6 Budgetary Processes Oriented Toward
Sustainability21
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7.6.1 Empirical Evidence on Budgetary Pressure and its Impact
on Learning about Sustainability
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7.7 Discussion of Findings:
Incentives and Sustainability within Sida
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Chapter 8
Incentives for Contractors
in Sida-Supported Activities

Summary

As revealed in the Octangle, contractors1 occupy a central position in the
system of international development cooperation. Sida relies on contractors
for a wide variety of services including project design and planning, project
implementation, project evaluations, ongoing monitoring, and follow-up of field
activities, as well as for expert advice on particular topics. Furthermore, the
contractor’s role is particularly important given that they, rather than Sida staff,
often have the closest and most regular contact with recipient organizations.
A study of the incentives facing contactors is thus essential to understanding
issues of aid sustainability.

The incentive analysis of consultants presented in this chapter draws on
interviews with representatives from ten large Sida contractors. It draws, as
well, on visits to five Sida-supported field projects in India and Zambia; these
projects employ, or have employed, a variety of Swedish and local contractors
to perform specific duties for the recipient organizations. We find that there are
inherent contradictions between the incentives consultants face in promoting
ownership and the incentives they face in retaining control of the project. While
control over project decisions might increase the likelihood of good short-term
project results that may please Sida, it can well compromise the prospects for
sustainability.

The chapter begins by identifying the positive incentives generated by the
competitive bidding process, followed by a discussion of how such incentives
can affect sustainability. The chapter ends with an assessment of motivating
factors critical to realizing quality contractor performance. In concluding, we
argue that Sida can improve aid sustainability by combining consultant expertise
with local knowledge held by local beneficiaries. This, in turn, calls for assigning
a greater role to beneficiary organizations in the design, implementation, and
evaluation of Sida-financed field activities.
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8.1 Introduction
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Figure 8.1: The Place of Contractors in the Development Octangle
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8.2 Incentives Generated by the Competitive
Bidding Process
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8.3 Incentives for Contractor Performance
in the Sida Project Cycle
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8.3.1 Pre-Design Phase
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8.3.2 Design Phase
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8.3.3 Implementation Phase
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8.4 Incentive Incompatibilities: Control vs.
Ownership
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Figure 8.2a: The De Jure Tripartite Principal-Agent Relationship of Implementation
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8.5 Contractors’ Incentives and the Prospects
for Sustainability
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8.5.1 Is a Consultant-Directed Project Likely to be Sustainable?
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8.5.2 What is the Role of the Consultant in Ownership?
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8.6 The Sida Contractors’ Perceptions

8.6.1 “For Whom Do We Work?”
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This project involves Sweden’s money, not ours. What is the purpose of
aggravating a consultant who seeks to change a salary condition? If we irritate
him, he may do his job less competently. Perhaps the changes that the
consultants seek are not what we desire, but it is better to get some assistance
than no assistance at all.
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8.6.2 Contractors’ Perceptions of Relationship to Sida
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8.6.3 What Makes a Consultant Tick?
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8.7 Conclusions
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Chapter 9
Sida in India

Summary
This chapter presents two Sida projects in India as case studies. These are
“Capacity Building for Participatory Management of Degraded Forests in Orissa”
and “The Chandrapur-Padghe HVDC Converter Terminal Project” in
Maharashtra.1 The cases demonstrate the use of institutional analysis as a
diagnostic tool. Further, they illustrate how problems of motivation and asym-
metric information discussed in Chapter 2 arise within the complex mix of
actors involved in each project to present distinct challenges for sustainable
development. As such, these two studies, along with those presented in
Chapter 10, provide a rich and contextual interpretation of many of the theoreti-
cal issues raised in earlier chapters of this report.

These cases also reveal two larger issues that aid officials and others must take
into account in planning future projects or conducting evaluations of past
projects. The first major theme relates to the nature of the underlying collective-
action problem that gives rise to the existing incentive problem. In simple terms,
this is the reason why we identify particular situations as requiring remedy in the
first place. Here, we need to ask why existing institutions have failed, how those
trapped in social dilemmas can overcome this failure, and (only then) how
development assistance can help. Both cases provide examples in which the
underlying collective-action problems are not addressed successfully.

The second major theme relates to ownership. Ownership of an asset refers to
participation in provision, production, consumption, and decision making related
to its continued use. In the field, these attributes are often dispersed among the
donor, the consultant, and the formal owner or recipient. Beneficiaries, who
often have an enormous stake in the outcome of a project, however, are often
excluded from the prerogatives and privileges of ownership. Sida’s early
experience in Orissa, for example, shows how ownership that is poorly defined
and improperly vested can hamper the success and sustainability of an aid
project. In the Maharashtra power case, the formal owner is financially and
politically weak while the de facto owner regularly interferes with its preroga-
tives. As a result, the power sector continues to be underfunded by local
commercial interests and faces a rampant free-rider problem.
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9.2 Sweden’s Development Cooperation with India
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9.2.1 The Government of Sweden

The Country Strategy

������	
���������	���	���	
�	���	����������	���	"������������	�����������
:����������	��	���	�������	F�������	�� 	-����
�	#�������	�����	������/�	���
���������	�����������	����	"�����	:������	������
�	����������	�����������
��	 ��������	 ���	 ���	 ���	 
����������	 ����	 �2������	 ���	 
��������	 ���	 ����������
������	���	��
��	�� 	�����	������
����

:������	������
�	���������	���	���������	������	�2���������	�����
�	������
���	
���������	�������������H	����	���	�������	��	�������	�����	 ���	���	���
���	 �����	���	�2������	��������	�� 	�������	���	 ��������	 ����	 ��
�����
����	�������	
��������	�
���������	����	
�����	�������	���	������	�������	�
����������	 �����������	 �����������	 �������	 ���	 �	 ������	 �� 	 �����	 ��	 ����
������	 ��	������	"����	:������	������
�	�� 	L���	*++A	���	���	��	
�	��	�����
�����	L���	677*�	:������	������
�	���������	��	���	��	
������	�������	����
����������	��������	���	��	
�	������������	 ���	��	���	���	�����������	����	��
�����	��	�������������	��
���������	�������	����������	��������������	������
�������	����	 ��	������
�	����	��������	����������	��	���	��	����	��������
����	�����������	�����������	�	�����	�������	��	���������	��������	�����
�
G4D��	%G	�
�������	����	-�������	���	:������	������
�	����	���	
��
��	�������
 �
�����	���	����������	��	 �����	������
��	���	���#�
	�������	���	�������	
�����
���	 ����/�	 �����������	 ��	 �����������	 ������	 �	 ����������	 ���������	 �������
$�����	*++B�'�

������/�	������
��	����������	��	���	�����������	�����������	����	"����	����
����
��	�����	���	���������	��	���	*+A7��	!�
���	$*++@'	����������	���	
����
�������	��	�������	����������	��	"�����	 ��	������	���
���	����	���	����*+A7�
�����
�	���	*+B7��	���	���������	
�	�	����	��	�

�	#
��	������	���	
������	���
���	��������	�����	���	
���	�������	�	������	�� 	������
�����	��	���	:���
5��	���������	���	��	
����	��
�����������	��
	�	������	
�	���	�������	��������
���/�	 ��������	 ��	 "����	���	 ���	��������	 "�	���������	 ���	�������	F�������	��
-������	���	��������	���	��������������
	�����	�� 	�������������	��������
����	 �������
�	����	 ���	 ��������	 ��	 ������
	 ��	 ���	 
���	 ��	 ����������	 ���
������	3��������
	�����	����������	���	�
��������	�� 	�������	���	��	����	�����	�����
��	��������	��	������
	���	��������	�� 	�����
	���	����	����	���	����������	�� 	���
���������	�������	������	
����	���	���������	���	����
�	�� 	����������	���	���
������������	"�	����	����	�����	�����������	���	��	"����	���	����������	������	��
���	����	�� 	
�����	���	������	��������

!�
���	$�
���'	����������	���	������	������	�� 	�������	����������	��	"����	��
���	*+C7�	���	*++7��	<�	���	����*+B7��	��	������	���	�������	�����	
�
��
��	������	 ����	 ���	�����������	�� 	�������	 ��	 "����	�������	���	���	�������	 ��
����	
����������	"�	���������	������/�	����������	���	�"�#/�	<����	�������



���

��	����	�������	���	������	����	��������	���
��	���	�����	 ��	�������	
���
�������	����	��������	����	�	���
��	�����	�� 	�������	���	���
���������	����

��	��������	�������	
������

:������������	��	"����/�	����������	���������	���	
���
	����
��1���	��	���
������	��	�2������
	����������	��������	(��������	���	���������	�� 	����
�
����������	��	�	�������������	������	���	���	����	�������	�������	�� 	.����

�������
/	�������	���	��	���	����C7��	�����	����
	��	
���	��	���	������	$����
�'
���	��	���	�������	�� 	�����������)	$!�
����	*++@,	*6'�	�������	����������
���	���	�����	����	��������	�����������	����	"����	��	����
�	��������	������
��������	���	��������
	�������	��������
��	<�	���	�����	*++7��	�������������
����
�	��������	����	��	���	���
���	���������	�� 	�������	���	��	"����	����
�����	
�	���������������	������	-�������	���������	<�	����	�����	������	����
����	���
����	���	���	
��	�����������	$""!��	*++?,	#���2	*,	*@'�

 ��	 ������	:������	������
�	 $7�	��

�
�#�� )	���	�	 *++A'	 �����	�������	 �����	 ��
�����	�����������	(�������	3��������)	���	
���	�������1��	����	("�������������
�����������)	 ��	 ��	 �������	 ���������	 ���	 
��������	 ����������	 ��	 "�����	  ���
����
�	�� 	�����	��������	D!:�	��
��������	����	�����	��
����1��	���	�������	��
��������	����	���	���������	������������	���
���	��	����	��	������/�	���	������
��
	����	�2������
	��������	��	����
�	�����������	$D!:��	*++AH	"�*+'�

Implementing the Country Strategy

#�	���	����	�� 	�����������	����
��	����	
������	������	�������	�� 	���	�����
������	��	��������	�������	
�����	���	����	���������	���	�� 	���	�������	���
������������	���
����	��	���
�����
	���������	���	�������	
����	 ��	����
�����	 ��	����
�	������2	��������	���	 ��	��������	 ��������
	���	�����	
��
����������	 
����������	������	 "����	 ���	 ��	 ������	 ��	 �����������
	 ��������
����	���	
���	
��
�����	 ���	���	��	�	
�����
	��	�������	������	�����	��	��
""!�	������	��
����	���	��	���	��������	�� 	���	%��	�����	�������	��	�	���	��
�����	���	
��������

���	��	��������	�����������	��	���	��������������	
��
���	��	����	��	����������

�	���	4�"	��	������	���
�	���
���	�� 	�������	��������	��	���������	����
��
����	�� 	���	��������	���	������	�������	��	�����������	���������������	����
���	���	������������	����	���������	���
��	��	���	%G	�
�������	������������
���	G4D�	��	 ���������������	 ��	�����	��1���	���
����	 ��������	 ��	���
���������������	��������	����	��	���������	��	����	���	�����
�����	����	����
���	���
��	�����������
	�
������	��	���	�����	���	����������	�
���	�����	��
����	���	�� 	���	
�������������

��;
���"���
	3����	���������"��������������#��	"�	��0��"��"��6������3�������
�����"	$��������"��"/#�
�	�� 9�$����� ��/����K���
���+E�*AA�T
������U�K�0"��"�"	����$�������� ��"���	������A������"�������	��
$�	���/��� ��/�#�����	
��!��"���������$���0�����"�����/����� ��/��	/��	�������	 �	����"����3���������
�0����"������	������3������ ��"��5���	��#�$���
�������	/����"� �0���������������$�!�
�#/
�������
�0������
��#�������"����������� �J
���������� ����������������5���	�	���0���	������������/��
��� !�

�4/�������/�������/����"/��������$������ ��"��6�����"�
�<�155+L�����@:�
������:�-�2!



���

9.2.2 The Government of India

Receiving Aid from Sweden
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Figure 9.1: Swedish Aid to India by Component

Source: Edgren (1995: 16, diagram 1).
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The Incentives of Aid at the State Level
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Priorities and Incentives at the National Level
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9.3 Capacity Building for Participatory
Management of Degraded Forests in Orissa

9.3.1 Project Background
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9.3.2 Applying the IAD Framework

Action Arena: Actors and the Action Situation
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Figure 9.2: Actors in the Orissa Capacity Building Project

Figure 9.3: Octangle Diagram of the Capacity Building Project
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9.3.3 Outcomes: Implications for Ownership and Sustainability
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9.4 The Chandrapur-Padghe HVDC Converter
Terminal Project

9.4.1 Project Background

Project Description
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9.4.2 Applying the IAD Framework

Action Arena: Actors and the Action Situation
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Influences on the Action Arena
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Figure 9.4: The Chandrapur-Padghe HVDC Bipole Project



�
�

�
�=���
���������
	���������:�"���:BB000!��0��
��!���!����000!�������	!��
��000!����!��!��!
���=���
���������
	���������:�000!����!��
�	���000!
�������	!��
!

Figure 9.5: Octangle Diagram of the Chandrapur-Padghe Project
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9.4.3 Conclusions on Ownership and Sustainability
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Sustainability
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Chapter 10
Sida in Zambia

Summary

This chapter presents a case study of three selected Sida-supported field
projects in Zambia. The IAD framework allows us to identify the predominating
incentive structures for several actors in the action arenas of the three projects.
We bring some of these incentive structures out in the open and discuss to
what extent they contribute to the achievement of sustainable outcomes in the
three settings. To carry out the case study we interviewed about 60 individuals
in both Sweden and in Zambia, who are or have been involved in the projects.
Our empirical evidence from the institutional analysis indicates that: (1) Aid to
Zambia appears only rarely to have changed the underlying institutions that
contribute to poor policy outcomes. (2) In the electricity sector, where we
studied two projects, the government continues to underinvest while many
donors keep it going with aid, and thus weakening the incentives for high
performance. (3) Cost is not a good predictor of sustainable outcomes. The
Conservation Farming Unit is an example of a low-cost project that has achieved
impressive results in a relatively short period of time. (4) The success of the
CFU can, to a large extent, be explained by the introduction of positive incentive
structures for beneficiaries and consultants that are compatible and closely
aligned with Sida’s own incentives. (5) Through its strong emphasis on institution
building, Sida can play a significant role in several sectors’ future development
in Zambia, especially in those sectors that undergo structural reforms.

The chapter starts with an overview of Sweden’s bilateral development coopera-
tion with Zambia. We note that Zambia’s relative dependency on aid, not only
from Sweden but also from other countries, has a profound impact on incentive
structures conducive to beneficiary ownership and this also to sustainable
outcomes. This is especially true for the government-to-government model of
development cooperation, which channels most of Sweden’s support to Zambia.
The overview is followed by an institutional analysis, guided by the IAD frame-
work, of the three selected field projects: (1) Zambian Energy Regulation Board,
(2) Kafue Gorge Hydropower Station Rehabilitation Project, and (3) The Zambian
National Farmers’ Union and their Conservation Farming Unit (CFU). Each
project’s analysis follows the same sequence of IAD-structured analysis: We
start by identifying the action arenas, its actors, positions, and the type of
situations they interact within. Because of their influence on each actor’s
incentive structures, we spend a great deal of time discussing the particular
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contextual variables that define the characteristics of the action arena. The
incentive structures materialize in the “patterns of interaction” and are de-
scribed explicitly at the end of each section. We end the chapter with a discus-
sion of the implications of our incentive analysis findings for Sida.

10.1 Sweden’s Development Cooperation
with Zambia

10.1.1 Background
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10.1.2 Sweden’s Role in Zambia
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10.2 The Zambian Energy Regulation Board

10.2.1 Project Background
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10.2.2 Applying the IAD Framework to the Case of the Energy
Regulation Board

Action Arena: Actors and the Action Situation
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Figure 10.1: The Octangle of Actors for the Case of the Zambian Energy Regulation
Board

Influences on the Action Arena: Physical/Material Conditions, Attributes
of Community, and Rules-in-Use
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Patterns of Interaction: Incentives and the ERB
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10.3 The Kafue Gorge Hydropower Station
Rehabilitation Project

10.3.1 Background
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10.3.2 Applying the IAD Framework to the Case of the Kafue Gorge
Hydropower Station Rehabilitation Project

Action Arena: Actors and the Action Situation
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Influences on the Action Arena: Physical/Material Conditions, Attributes
of Community, and Rules-in-Use
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Figure 10.2: The Actors of the Octangle for the Kafue Gorge Hydropower Station
Rehabilitation Project
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Patterns of Interaction: Incentives and the Kafue Gorge Hydropower
Rehabilitation Project
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Outcomes: Implications for Ownership and Sustainability
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10.4 The Conservation Farming Unit

10.4.1 Background
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10.4.2 Applying the IAD Framework to the Case of the Conservation
Farming Unit

Action Arena: Actors and Action Situations
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Figure 10.3: The International Development Cooperation Octangle for the Case of
the  Conservation Farming Unit
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Chapter 11
Lessons and
Recommendations
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11.2 Awareness of the Role of Incentives
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11.3 The Nature of the Good
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11.6 Information and Learning within Development
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11.7 The Role of Consultants
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11.8 Putting Beneficiaries First
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Appendix A
The Institutional Analysis and
Development Framework

This appendix is divided into four sections. The first section provides a basic
overview of the IAD framework – its history and broad capabilities. The second
section focuses on the core analytical construct we use in all analyses – the
action arena composed of an action situation and actors that interact within it.
How to examine patterns of interaction, outcomes, and the evaluation of
outcomes is addressed in the third section. The fourth section digs into the
contextual factors that affect all action situations by examining rules, physical
and material conditions, and the general attributes of a community. The
conclusion of the appendix focuses on the use of IAD in incentive analyses.

An Overview of the Institutional Analysis and
Development Framework
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A Tool for Studying Development Cooperation and Sustainability
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Figure A.1: The Most General Elements of Institutional Analysis
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Figure A.2: A Framework for Institutional Analysis
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Linking Action Arenas
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Appendix B
Technical Appendix

Incentives in Strategic Interactions Involving an
International Development Cooperation Agency
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2. Strategic Implication of Altruism for Results

2a. Aid in a One-Shot Game: The Samaritan
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2b. Aid in a Repeated Game: The Samaritan’s Dilemma
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2c. Principal-Agent Problems in One-Shot Games
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Figure B.1: Principal-Agent Problem
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2d. Principal-Agent Problems in Repeated Games
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2’s strategies

High Low

High (2.4,2.4) (1,4)

1’s strategies

Low (4,1) (1,1)
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3’s strategy: passive 2’s strategies

High Low

High (2.4,2.4,3) (1,4,1)

1’s strategies

Low (4,1,1) (1,1,0)
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3. Foreign Aid as a Substitute for Borrowing
in Capital Markets
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3a. Aid Conditionality
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3’s strategy: active 2’s strategies

High Low

High (0,0,0) (0,0,0)

1’s strategies

Low (0,0,0) (0,0,0)
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Figure B.2: Tragedy of the Commons
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4b. CPR Problems
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Figure B.3:  Equilibrium in Corruption Regimes
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6. Equity Considerations
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7. Warm Glow Effects
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Appendix C
Methods Used in This Study
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Figure C.1: Design Matrix for Case Studies
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Appendix D
Terms of Reference for a
Study of How Aid, Incentives,
and Sustainability are Related

����J% & *+++�*7�6;
#�	<�����J��	D������

1. Introduction
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3. The Assignment
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3.2 Issues
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4. Competence
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– Does ‘aid’ itself create incentives that undermine
sustainable outcomes? This is the provoking question
underlying the present study. The study explores how
incentives that arise in the system of development
co-operation affect the sustainability of development
outcomes.

The study provides a partly novel framework for institutional
analysis of the relationship between ‘aid’, incentives and
sustainability and conducts a partial evaluation of the
incentive structure within Sida and five Sida-supported
projects in India and Zambia. It highlights the importance
of incentives and increases our understanding of incentive
problems and their institutional causes within developing-
country contexts as well as within the system of ‘aid’ itself.

An overall conclusion is that Sida can contribute to more
sustainable outcomes, through 1) a more explicit and
systematic understanding of incentive problems in
developing-country field settings and those that are shaped
by the very system of ‘aid’; 2) the creation of incentives
that encourage individual and organisational learning about
sustainability; and 3) the devolution of ownership to the
actual target population.

The study was conducted by a research team from the
Workshop in Political Theory and Policy Analysis at Indiana
University, headed by the internationally acknowledged
political scientist Professor Elinor Ostrom.
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