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ROUNDTABLE 2 : ALIGNMENT: CHALLENGES AND WAYS FORWARD

Co-rapporteurs: Dr. Fahmida Khatun, Paal I. M. Aavatsmark
Summary
a) Main issues covered in RT

Alignment is a key principle of the Paris Declaration on Aid Effectiveness, which was signed by over
100 ministers and representatives of development agencies in 2005. During the Accra High Level Forum
on Aid Effectiveness in Ghana (2-4 September 2008), the Roundtable on Alighment aimed to take stock of
the progress towards agreed targets for 2010 and to provide suggestions for work for further progress.

The Roundtable on Alignment was divided into two segments, dealing with two sub-themes each.
The first segment dealt with (i) alighment to objectives & policies, and (ii) alignment to time horizons
(predictability); while the second segment covered (iii) alignment to country systems, and (iv) alignment
to market (untying)

b) Main points of consensus

Discussions at the Roundtable showed universal agreement on one key finding: progress towards
greater alignment has been limited since Paris. Despite significant improvement in many developing
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of these strengthened country systems.

In order to our 2010 targets on alignment, there is a strong need to accelerate delivery on our
commitments. Many noted how this sense of urgency was not fully reflected in the latest draft of the
Accra Ministerial Declaration (Accra Agenda for Action) available at the time of the RT discussion.

C) Proposals for further work and debate (issues/institutional)
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own priorities, using its systems and giving it the time to achieve its objectives through policy trial and
errors - requires trust. Trust cannot be built, if donors do not relinquish control. Trust cannot be built, if
partners do not give tangible proof of their commitment to their own development agenda.

To build trust, it is important to show that progress towards our mutual commitments is taking place
on both sides. For this reason it is important for the debates and monitoring efforts that have taken place
in the run up to Accra and at this Roundtable to continue:

9 Inthe most immediate future, as we progress towards the two other key aid events planned for
2008 - the MDG-event in New York in September and the Financing for Development
conference in Doha in December.



In the longer term, within the context of the WP on Aid Effectiveness by fostering a
reorganization of its subsidiary bodies around the key issues where progress and common
understanding is more lacking (such as predictability and conditionality)

At the country level, through the setting up of country-specific monitoring arrangements better
capable of measuring and creating incentives for alignment.



ROUNDTABLE 2 : SYNTHESIS REPORT

1. Background

Identified by the Paris Declaration as one of the five principles for aid effectiveness, alignment calls
for donors to base their 2 @S NI f f A dzLILI2 NI 2y LI NophéNitra@gedzy (i NR S 2
institutions and procedures. Alignment plays a crucial role as the link between the priorities and policies
of partner countries and donors' harmonized support. In the context of what is often an asymmetric
relationship between development partners, country ownership requires alignment. By offering a shared
understanding of what the partner's objectives are and what its policies and systems to achieve these
are, alignment also facilitates harmonization and mutual accountability.

Against the background of highly uneven progress towards the target set by the Paris Declaration,
the Roundtable offered a debate around the key challenges and the possible options to advance the
alignment agenda in the context of the Paris Declaration framework and beyond. Preparations included a
wide range of consultations through Regional workshops, on basis of a Discussion Note. This lead to a
Background Note and a Presentation Note, which were made available to all participants attending the
Roundtable. These notes identified four key issues for discussion at the Roundtable:

0] Alignment to objectives and policies (Poverty Reduction/Development Strategies)

The fundamental objective of alighnment is to ensure that donors' support coherently sustains the
recipient PRS / development strategy and follows its priorities. Alignment can take place at several levels
and with different ease depending on the aid instrument. Since the Paris Declaration there are clear
indications of progress in the area of alignment at the strategic level, but the same cannot be said of
alignment at the operations and implementation level. Fostering alignment while mainstreaming
crosscutting issues can also be a difficult task. Measuring R2 Y 2 NB Q | €t AIyYSyd Fa | f ¢
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(i) Alignment to time horizons (aid predictability/the long-term nature of development)

Development strategies are long-term endeavors requiring decisions today about the future.
Uncertainties with regard to the level, distribution and disbursement conditions of future aid limit the
extent to which such aid can effectively support the development process and the medium-term
orientation of partner policies and expenditure frameworks.

According to the draft DAC "Progress Report on Aid Effectiveness”, increases in predictability have
been slow to date.

(iif)  Aligning to country systems: (public financial management/procurement systems)

A key mechanism to achieve alignment is through the use of strengthened country systems. The
"2008 Survey on Monitoring the Paris Declaration" showed that while several developing countries have
made impressive advances in improving the management of their public funds, there has been relatively
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and procurement since 2005.
(iv) Aligning to markets (untying of aid)

Tied aid raises the costs of goods and services provided to partner countries and increases
administrative burdens on both donors and partners. When untied, aid helps to build a counii NB Q &
to provide goods and services in a sustainable manner. Since the 2001 DAC recommendations to untie all
aid to the least developed countries other than food aid and technical cooperation, progress has been
reported in nearly all countries. There remain, however, areas of concern with tied aid being persistently
identified by a large number of partner countries as a key obstacle for increased alignment.

2. Structure of Roundtable

The Roundtable was structured as a Panel discussion, with introductory remarks by the co-chair
followed by presentations by the panelists from the podium, and a subsequent open discussion with the
wider audience.

Participants to the Roundtable included co-chairs Debapriya Bhattacharya (Ambassador of
Bangladesh to the WTO and UN) and Stefano Manservisi (Director General for Development at the
European Commission), panelists Maarten Brouwer (Director for Effectiveness ad Quality Department,
Directorate General for International Cooperation at the Ministry of Foreign Affairs), t | dzt A,
Effectiveness Director, Oxfam International), Ismail Momoniat (Deputy Director General from the
National Treasury in South Africa) and Jacinta Muteshi (Regional Coordinator EC/UN Partnership on
Gender Equality for Development & Peace). Interventions from the floor came from a wide spectrum of
stakeholders, including representatives from CSOs and the private sectors.

Segment 1 dealt with alignment to objectives & policies, as well as alignment to time horizons (to be
filled in by other co-NJ- LJLJ2 NJi S dzND X X

Segment 2 dealt with alignment to country systems and untying. On alignment to country systems
(public financial management- and procurement systems) Chair Debapriya Bhattacharya noted that while
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public financial management- and procurement systems, there is a lack of reciprocal use of these systems
by donors. He challenged the audience on the possible reasons/obstacles for this, calling for more joint
assessments and stating that in-perfect systems should not be an excuse for not using them.

On alignment to market (untying) he stated that while the Survey had shown some progress in this
area, the challenge was aggravated the fact that Technical Assistance, which is probably the least aligned
and most supply driven aid modality, was not included in the indicator measuring the level of untying of
donors (TA is currently excluded from the DAC definition of untying).

In the panel interventions that followed, expressed frustration with the pace of progress with donors
aligning to national systems, even if they are of varying degree of quality. Even in the case of recognized
high quality systems, like that of South Africa according to an on-going PEFA evaluation, only a small
percentage of donors funds go through the budget, thus limiting both the governmey GaqQ I
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In her intervention, Jacinta Muteshi, Regional Coordinator EC/UN Partnership on Gender Equality for
Development & Peace highlighted the central role of gender equality issues for aid effectiveness ¢ while
the Paris Declaration does not fundamentally address this issue. In relation to alighment, she expressed
concern for few examples of strong gender sensitive alignment plans and the lack of government capacity
to deal with this challenge, which is often further hampered by the lack of available sex disaggregated
data. She referred to a good example of gender sensitive budget support in Nepal, with a gender expert
in the Ministry of Finance working on capacity building and developing guidelines for gender sensitive
budgeting and medium term frameworks. She furthermore underscored the importance of
facilitating/creating (national) policy space for improving national plans to be gender sensitive and to
develop account mechanisms to measure progress.

Intervening from the floor, Yannick Moulin from BIAC and a member of the OECD/DAC Business
Advisory Committee provided a private sector perspective, underlining the important role of the private
sector in development as a true stakeholder, questioning the actual progress made in improving country
systems. Underlining that many PFM systems do not function according to international standardshe
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rules of the game, recalling that fair and transparent rules are essential for the functioning of markets. In
a similar vein, while he did not question the case for untying, he noted that new emerging donors were
openly applying tied aid, ahd thus argued to introduce the context of reciprocity for new donors.

Craig Fagan from Transparency International also intervened from the floor gave a CSO perspective
by calling for a push to (a) improve the integrity procurement practices, and (b) promote demand driven
technical assistance.

In the subsequent floor discussion, many developing countries representatives noted that even
where country systems are of good quality, very few donors actually use their country systems. In South
Africa for instance, which obtained a very strong preliminary PEFA score (3™ of 50 countries globally, and
obtaining a similar score to that of Norway), very few donors use their system. One possible reason
KAIKE AIKGSR O2dzZ R GKS |oAfAle 2F R2Yy2NBRQ FASER &

There was therefore a strong call for donors need to respect national sovereignty by using
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Furthermore, where these systems are not of sufficient good quality, donors should assist in
strengthening them, by using them and providing capacity building. The importance of taking into
account the concerns of regional and local governments in the alignment process was also highlighted.

Budget support was also highlighted as a useful modality to strengthen country systems and
ownership. A representative from the Ministry of Finance in Nepal noted that: (i) when program-
based budget support is spent in a focused way (e.g. through a sector modality) it had worked well in
Nepal, (ii) conditionality should be worked out in a negotiated way, and (iii) a way to work around the
untying of TA is promote pooled TA funding. A representative from the Uganda Treasury expressed strong
support for budget support - underlining that if the problem is lack of confidence in country systems,
donors should help strengthening them by using them. In the case of fragile state without functioning
country systems, donors should to the extent possible use harmonized funds.

Similarly, there was a call for more harmonized donor conditionality and limiting the use of parallel
implementation units. A representative from Bangladesh stated that while they had reformed their
country systems based on donor conditionality, it is yet to be used by same donors. Furthermore, human
rights pre-conditions hindered real alighment.



3. Outputs for Main Issues

Alignment has several dimensions as it can refer to a partner country national development goals, to
the policies chosen to reach such goals, to the (many) country systems necessary to implement, monitor
and review such policies and to the various time horizons of relevance for the partner country authorities
and for the achievement of the targeted development goals.

In addition, alignment touches on the power to set priorities and conditions for the use of
development resources and is affected by the need to account for such use to stakeholders in different
polities. Thus improving alignment not only involves complex technical matters but also requires tackling
political issues.

Bearing this into mind, and reflecting the priorities highlighted by partner countries during the
consultation process leading to the Accra HLF, the Roundtable debate focused on the following selected
set of key dimensions and issues.

3.1 Aligning to objectives and policies (Poverty Reduction/Development Strategies)

Since the Paris Declaration there are clear indications of progress in the area of alignment at the
strategic level, but the same cannot be said of alignment at the operations and implementation level.
While donors typically call for partner countries to provide better-prioritised plans and stronger links to
budgets, partners underline the difficulties of putting these tools into place in a context where aid
remains difficult to predictable, subject to conditions and managed outside of country systems. Civil
society organizations point to the need to extend alignment to the priorities of local development actors.

(i) Alignment to time horizons (aid predictability/the long-term nature of development)

According to the draft DAC "Progress Report on Aid Effectiveness”, increases in predictability have
been slow to date with most donors quoting seemingly intractable legal and financial obstacles
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increases in the amount of aid committed over 3-5 years periods. Being subjected to annual
parliamentary appropriations, bilateral donors appear particularly challenged in this respect. However,
even if multilaterals are better able to work with multi-year allocations, the length of their funding cycles
(in most cases three years) also limits their capacity to provide firm commitments in advance.

Predictability of disbursements is also an issue and is affected by a range of implementation realities,
including partner country performance and conditionalities. However, multi-year programming, multi-
annual appropriations, variable tranching and aid "contracts" are being implemented or adopted,
suggesting that further faster progress may be possible.

(i) Aligning to country systems (public financial management-/procurement systems)

Since the Paris Declaration, some systems have been strengthened but their use has only marginally
increased, possibly because other relevant factors besides quality have not been tackled. Still less than
half of total aid in support of public sectors is channeled through such systems and the share of total aid
disbursed through the modality that more readily and fully uses country systems (budget support) has
remained stable between Surveys. While these aggregate results hide important differences across
countries and donors, a great variance in the use of PFM systems of the same quality, as well as in the
increase in use of improved systems, suggests that other factors besides quality are also relevant. The
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larger share of aid that remains unaligned to country systems can be explained with political inertia that
encourages donors to stay with existing channels, perceived areas of strength and longstanding project
and program partners.

A key mechanism to achieve alignment around a country national strategy is through the use of its
country systems, in particular, but not exclusively, its budgetary processes and public financial
management (PFM) systems, including public procurement. This is a fundamental goal of the Paris
Declaration agenda, but also a particularly difficult one, since country systems are not only part of the
solution but also part of the problem. This implies difficult choices in terms of sequencing, risk-taking and
choices between short versus long-term objectives in the delivery of aid.

The Paris declaration commits partners to strengthen their systems with donors' support and use.
Support can be granted through the transfer of financial resources, goods and/or expertise. Crucially,
support can also be provided by using systems, and thereby avoiding parallel processes and institutions
undermining local systems and procedures. This raises a host of difficult questions concerning how best
to strengthen country systems, monitor their increasing quality, foster their use by donors, manage the
ensuing risks, design the most appropriate safeguards, and identify the role that civil society
organisations can play in this process.

Many of the elements needed to make faster progress, however, are in place and could be
effectively built upon if there were the required political willingness. In the case of PFM, for instance,
existing building blocks for faster advances include a widely recognized assessment tool (the PEFA
Performance Assessment Framework) and increasing lessons from experience on how to best strengthen
systems and use them while managing the related risks. Partner countries should now take an enhanced
role in work on the use of country PFM systems and create an enabling environment by addressing such
related areas as governance and corruption. Donors should better equip themselves to carry out their
commitments. This would require adopting clearer policies, establishing incentive mechanisms for using
systems and training staff in understanding and assessing the related benefits, risks and proper
safeddzZr NRa® 2AGK GAYST o0SGGUSNI O2YYdzyAOFGAz2y 2F GKS
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strengthen.
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Capacity development plays a crucial role in strengthening country systems and delivering results.
Donor support for capacity development should be based on coherent capacity development plans
developed by partner countries. Donors also need to strengthen their capacity to better engage with
partner country systems.

Taking up these challenges in the future is crucial. The voice of Partner Countries during the
consultation process towards Accra made this clear by contrasting the efforts made to strengthen
country systems with the limited increase in their use. Without faster progress, it is not only the 2010
target that is in danger. It is the overall credibility of the mutual commitment agreed in the Paris
Declaration that really is at stake.

3.4 Alignment to markets (aid untying)

Untying aid offers greater value for money, decreases transaction costs and enhances
sustainability. Tied aid is aid given on the condition that the recipient will use it to purchase goods and
services from suppliers based in the donor country. Experience has shown, however, that aid with these
conditions attached increases the costs of goods and services provided to partner countries and increases
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to provide goods and services in a sustainable manner.

In 2001, DAC members agreed to untie all aid to the least developed countries other than food aid
and technical cooperation. Since then, aid untying has continued to figure prominently in the
international agenda and has been the subject of routine reporting to the DAC. Significant advances
appear to be achieved, although technical assistance and food aid remain the most untied form of aid.

There are, however, areas of concerns. Despite overall progress for all donors, there are some
outliers with quite low rates of untying among both the countries and the donors. Also, the coverage of
the traditional DAC efforts on untying does not extend to non-DAC donors whose relative size is already
relevant in several Asian countries and looks set to increase in a wider set of countries. In addition, the
DAC 2007 Development Cooperation Report notes that, 3A @Sy A &dadzSa | NRdz/ R
impossible to say if the actual share of untied financial aid has really increased. It also highlights how the
latest figures suggest that a large proportion of contracts financed from untied aid are still going to donor
country suppliers. Finally, and perhaps due to the above, tied aid is persistently identified by a large
number of partner countries as a key obstacle for increased alignment. This raises issues concerning the
relevance of the statistics used and the importance of those types of ODA, which are not covered by the
2001 DAC Recommendations.

4. Conclusions

The evidence-based information provided for the HLF-3 (the 2008 Monitoring Survey, the
Independent Evaluation as well as the Progress Report on the Paris Declaration), the regional
consultation process held in the lead up to Accra, as well as the discussions at the Roundtable on
alignment showed universal agreement on one key finding: progress towards greater alignment has been
limited since Paris. Today:

1 Budget support only accounts for 20 % of all aid

9 Less than half of all aid uses partner country systems for implementation

9 Less than half of all aid is recorded in countries national budgets

9 Less than half of all aid is disbursed according to schedule

9 Less than half of all aid is delivered through coordinated support of national programs

Against this background, we need to accelerate delivery on our commitments simply to meet the
2010 targets. Many noted how the draft of the AAA at the time neede to be re-inforced. Accordingly, the
following main recommendations emerged:

1. To progressively reduce conditionality, shifting away from unilaterally imposed policy
measures/conditions towards accountability on agreed results, away from the annual
verification of conditions towards medium term assessments of performance based on a
stronger dialogue between partners.

2. To make greater use of country systems and support strengthening them. Supporting a
country own priorities and policies, through the use of its strengthening systems, is crucial to
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make aid truly useful for its recipients. When systems are of quality, donors must use them. This
is not an option but a commitment taken in Paris, which must be respected. Similarly, partner
countries must continue their efforts to strength the quality of their national systems.

3. To make our aid more predictable. Besides issues surrounding the quantity of aid, we must
keep the pace of whatever is being decided. Donors must work to remove whatever legal or
administrative constraints block them from entering into multi-annual commitments on a rolling
basis, and make use of innovative financing and delivery modalities.

4. Many pointed out that budget support is the aid modality more attuned to the alignment
agenda and the strengthening of country systems and country ownership. However, budget
support should not be seen simply as a channel to disburse funds to a national Treasury. Rather,
budget support should be seen as a tool enhancing good governance as well as transparent,
inclusive and effective systems for the planning, budgeting and execution of nationally owned
development strategies. This should involve civil society, local authorities and the private
economic sector.

5. Achieving progress on alignment requires push for reforms on both sides. Donors need to
address any legal and political constraints limiting their capacity to implement the alignment
agenda. Partner countries need to continue their efforts to strengthen their policymaking,
planning and budgeting systems. For both donors and partners, this requires political capacity
to advance the relevant reforms. In order to secure sustained support for this, direct
involvement of all relevant voices - such as national parliaments and CSOs is instrumental - at
both national and international level.

In their closing remarks, co-chair Debapriya Bhattacharya, Ambassador of Bangladesh to the WTO
and UN, called for a change in the political attitudes2 ¥ (G KS R2y2NAR (G2 RS@Sf 2 LIS
donor community continues to see foreign aid as a tool for its foreign policy, full alignment with partner
O2dzy i NB LINA2NRGASA OFy y20 dGF1S8S LI OSp¢

Similarly, Stefano Manservisi, Director General for Development at the European Commission,
emphasised the importance of providing greater budget support for alignmenty W¢ KS Y2NB 6S |
policies to the priorities of partner countries, the more the mistrust indicator is pushed down which
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Proposals to organize future work - Next Steps

Supporting a country own priorities, using its systems and giving it the time to achieve its objectives
through policy trial and errors - requires trust. Trust cannot be built, if donors do not relinquish control.
Trust cannot be built, if partners do not give tangible proof of their commitment to their own
development agenda.

To build trust, it is important to show that progress towards our mutual commitments is taking place
on both sides. For this reason it is important for the debates and monitoring efforts that have taken place
in the run up to Accra and at this Roundtable to continue:

T Inthe most immediate future, as we progress towards the two other key aid events planned for
2008 - the MDG-event in New York in September and the Financing for Development
conference in Doha in December.

10



In the longer term, within the context of the WP on Aid Effectiveness by fostering a
reorganization of its subsidiary bodies around the key issues where progress and common
understanding is more lacking (such as predictability and conditionality).

At the country level, through the setting up of country-specific monitoring arrangements better
capable of measuring and creating incentives for alignment.
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