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Enhancing Linkages Between Aid Modalities and Country Strategies:

The Views of Partner Countries
Summary of the Workshop held in Mauritius, June 20-21, 2007

A meeting of senior policy makers from 14 countries, primarily from Africa, was held in Mauritius on June 20-21.  The informal technical workshop was co-organized by the World Bank and the OECD and hosted by the Ministry of Finance of Mauritius.  The workshop provided a forum for exchanging experience and views about managing and coordinating development aid.  In particular, participants shared experience with new types of aid, such as global funds in health, education, and the environment.  

Discussion was led by the participants from Benin, Botswana, Ethiopia, Haiti, Madagascar, Malawi, Mauritius, Mozambique, Niger, Rwanda, Sierra Leone, Tunisia, Uganda, and Zambia.  They shared their countries’ approaches to aid integration and coordination to national strategies in the context of the Paris Declaration of best practices for Aid Effectiveness.  This includes strengthening national strategies, coordination groups, procurement modalities, and monitoring systems that maximize the benefits from this more complex set of partners and funding instruments.  They also had a lively discussion about linkages of these specially targeted programs (not limited to global and vertical programs, but also other special programs from multilateral organizations) into their national budgets.  
The critical success factor is that these governments are exercising greater leadership over their national development plans, in a way that donor partners can support.  One key conclusion of the workshop was the shared recognition that “external partners are endogenous to the process.”  In other words, all donors – both new and old – should understand that they can best help when they explicitly realize that the assistance they provide must fit into the strategies and processes that are ongoing in the country.  Of course, the dialogue between donors and countries can mutually set forth challenges for both sides and should be focused on achieving results.  
The workshop was part of a series of global discussions of the 2005 Paris Declaration on development aid effectiveness signed by over 100 countries and organizations.  These discussions will culminate in the High Level Forum in Accra, Ghana, in September 2008.

Session A:  Progress in implementation of the Paris Declaration

This first session, chaired by the participant from Malawi, examined the role of global programs at country level.  How do global programs and other sources of aid fit into the Paris Declaration?  In general, countries participating in the Workshop had responded positively to the Paris Declaration, and they shared their recent experience with good practices concerning its five fundamental themes of ownership, alignment, harmonization, managing for results and accountability.  
Regarding ownership, all participants noted progress in their country’s capacity to articulate their Poverty Reduction Strategies (PRS).  They had generally reached broad understanding with national and external stakeholders on policies to reach overall development and sector objectives particularly in sectors linked to the MDGs (Benin, Botswana, Ethiopia, Malawi, Mozambique, Mozambique, and Niger).  Ownership continued to depend greatly, however, on the quality and strength of country leadership and country technical and management capacities (a point shared among all participants).

Significant challenges remained in countries with weak planning and management capacity, Fragile states like Sierra Leone and Haiti, are highly dependant on external aid and do not have the necessary technical resources to develop policy frameworks that are strong enough to engage donors in policy discussions.  Some countries, like Malawi, Madagascar, and Niger, noted that matching objectives to resources available remained the greatest challenge, particularly when donor commitments did not materialize as planned or disbursement was delayed due to donors’ own constraints.
The mismatch of objectives and resources was exacerbated by the dichotomy that could exist between planning and finance functions within a government, especially when coordination between departments was weak (Mozambique, Niger, Malawi).  A number of countries said that these ministries had been merged in order to avoid these dichotomies.  
When capacity is weak, and there is lack of leadership, strategies are highly influenced by external partners.  There are often differences of emphasis in meeting needs in the health sector, e.g. more funding for HIV/AIDS versus funding for other important priorities like prevention or treatment of malaria or other diseases (Uganda, Ethiopia, Sierra Leone).  Global programs support were rarely integrated to the overall national development or sector strategies particularly in health where PEPFAR and GFATM operate in parallel to government sector policies and systems (Malawi, Benin).  Actions for better integration of global programs were being taken in several countries and progress is noticeable (Ethiopia, Uganda, Mozambique, Rwanda, Botswana).  The problem is however acute when global programs are main contributors to a sector and when they focus all their resources in a single and same sub-sector such as in health for GFATM and PEPFAR (Malawi, Madagascar, Sierra Leone). 

Harmonization and alignment are highly dependant on government leadership, technical capacities and the quality of governance.  There are still too many PIUs, as well as parallel policies and procedures applied by donors for all aid modalities particularly regarding procurement, disbursement of resources, and monitoring and evaluation of results.  All participants in the Workshop found that there is a proliferation of monitoring indicators difficult to manage in contexts of limited capacities and excessive separate donors reporting requirements.  Great efforts are being exerted to remedy this situation, but a lot remains to be done (Mozambique, Ethiopia, Uganda).  As one participant noted, it had been easy to sign the Paris Declaration, but it was harder to bring those principles to the country level.  National policies regarding procurement are generally good but their implementation is problematic when capacities are weak and external partners insistent for applying their specific own procedures such as for the World Bank, African Development Bank, PEPFAR, USAID, GFATM, Japan and others (Ethiopia, Malawi, Niger, Mozambique).

Alignment is particularly complex and difficult to achieve when ownership and coordination are weak and several programs are competing in the same sector, such as for water and sanitation and health (Benin).  The best results in harmonization and alignment are achieved through budget support programs, but many donors are still reluctant to use this funding instrument, while some countries see risks in relying too much on budget support.  There is the concern for long term sustainability in donor commitments, expressed by countries as “we started this because of you; if you go away what we will do?”  Fiscal implications of global programs need to be assessed for their impact on long term sustainability, sound allocation of resources and macro-economic stability (Uganda).  Likewise external budget supports should be carefully calibrated to avoid undue risks to the budget because of stringent conditionality hard to meet (Botswana, Mauritius, Mozambique, Sierra Leone). 

The ability to manage for results also depends on a sound strategy.  There is increasing progress in coordination (Mozambique, Uganda, Ethiopia, Botswana).  However, in a context of highly fragmented aid, the challenge is to bring donors together and have them remain committed to respect what was agreed to in MOUs or other instruments.  Institutionalizing a strong coordinating framework depends on capacities and country leadership (Ethiopia, Uganda, Malawi) and it is made easier when strategies and policies are well conceived and articulated and there is a clear definition and distribution of roles (Benin, Botswana, Malawi, Madagascar).  

Mutual accountability is very much dependant on a clear allocation of roles.  It is essential to reach agreement on a single common performance framework with a manageable number of indicators easy to track and assemble (Benin, Malawi, Uganda).  Countries and donors partnering in programs and projects should be able to share risks and accountability on the basis of well defined respective roles and relevant key performance indicators that reflect progress and impact over the long term. 

Session B:  Resource Allocation Issues in Sectors and Sub-Sectors
Chaired by the participant from Botswana, Session B focused on global programs and the resource allocation issues that country participants have encountered in sectors and sub-sectors recipient of highly targeted funding.  Country participants shared their experience in health, HIV/AIDS, energy and environment, and primary education.  

Sustainability and predictability can be a challenge with global programs, but government strategic leadership can reduce problems.  The GEF was cited as a fund that had helped Tunisia to catalyze country level action for solar energy; as a result the government had worked upfront to develop a framework to make the program sustainable, in light of past experiences where sustainability had not been achieved.  In the case of funds for HIV/AIDS, it was pointed out that Botswana had made progress on access to anti-retroviral therapy, to a near-universal level, but could face challenges in sustaining this achievement due to the high cost and long-term nature of these commitments – both domestic and international resources could fluctuate.  

Funds are more effective when they are structurally linked with national policies and procedures.  The EFA-FTI was mentioned as a program that reinforced integration of external funding into the education sector in a positive way.  Another specialized fund, the Post Conflict Fund, had worked through existing pillar groups within Sierra Leone’s aid coordination setup.
Though narrowly targeted, global programs can be responsive to urgent needs.  Some participants found that global programs could be very responsive to specific problems and needs.  However flexibility was important.  It was pointed out that middle income countries may not qualify for certain specialized funds, even when their social indicators are low and weakening (Botswana, Tunisia).  Within countries, there were allocation tradeoffs among priorities that need to be more explicitly recognized, such as funding HIV/AIDS prevention versus treatment, or among specific diseases, such as HIV/AIDS versus. malaria.  Also, it was suggested that proposals for global program resources should best come from line ministries to ensure intrasectoral coherence.
Programs that are narrowly targeted could lead to unintended consequences.  A number of participants cited the problem of migrating health personnel, either from one specific program to another, or out of the country.  Proper incentive structures were needed for compensation and terms of employment.  Some of these incentives needed to be considered on a cross-sectoral basis; it could be disruptive, for example, if there were pay increases for health workers and not teachers.  Higher wages could bring in qualified people but might disadvantage others at different pay levels.  These issues were raised, among others, by Botswana, Malawi and Uganda. 
Program funding and sector-wide approaches were mentioned as useful vehicles but it was also recognized that some donors cannot currently join them.  The best solution to this problem was seen as the country itself preparing a comprehensive program to involve a broad range of instruments (projects, program funding, and sector budget support).  Some participants pointed out that all targeted funding should pass through the Treasury in order to support the government’s ability to deliver accountability (Uganda).  The potential for mismanagement of funds was seen as greater when donor funding was committed outside of the country’s agreed sector-wide program.  
Competing demands on counterpart funds can have a distorting impact on the budget.  It was noted that competing demands from donors for counterpart funding did not raise new domestic resources, but rather shifted them from one purpose to another, endangering ongoing programs.  This was seen as a problem relating to the policies of a broad range of donors, as well as global programs.  A number of participants raised this issue and the suggestion was that donors and global programs should adapt their counterpart funding requirements to budget priorities and capacity to generate additional resources.  
Ultimately, funds targeted to sectors need to be part of the national strategy.  Several participants pointed to the substitution effects of targeted funding.  In Uganda, for example, integration of project aid into the medium term expenditure framework was a condition for donors set by the government for involvement in the sector.  It was widely agreed that success in sectoral programs still depended on the country’s ability to generate growth to satisfy complementarily needed investments.  All participants agreed that the paramount goal needed to be development more broadly construed, and this would necessarily be multi-sectoral.  Resource allocation in the total package of development aid must therefore retain flexibility for the government focus on all of the key issues on a national basis.  Priorities should therefore be set jointly by donors and developing countries.  
Session C:  Better balance/integration between earmarked aid modalities and country budget support in the context of countries’ own sector and countrywide strategies.  
This Session, chaired by the participant from Mauritius, focused on the challenges of integrating donor aid (both budgetary support and earmarked aid) into countries’ budget priorities, even in the absence of vertical funds.  The discussion focused on the experience of different countries and the emerging lessons from that experience.

There was a preference for budgetary support — but its risks were recognized.  Generally participants showed a preference for aid to be delivered as budget support, as this modality allow countries to allocate aid more flexibly according to their own priorities — thus preventing either the overlapping of donor interests or the absence of financing for some sectors that may be created by earmarked aid.  But they also recognized that budget support poses risks — with examples provided by Malawi, Uganda, and Mozambique.  It could be discontinued as a result of changing geopolitical interests of donors, political developments in the country (examples were given where the reasons given by donors were very vague), and sometimes as a result of governance problems found at the level of specific projects.  Examples were given where budget support was threatened by fiduciary problems at the level of very specific projects at the local level where the central government had limited control.  Thus a large amount of budget support could be placed at risk by a small project at the local level.  It was also recognized that in some occasions project support can be more effective to generate ownership and building capacity in the line ministry.  
A conclusion by several participants was the need to agree with the donors clearly at the outset on the parameters and rules that would govern the continuation or suspension of budget support.  This was critical to improve the predictability of that support.  It would also prevent later tensions and recriminations if problems occurred.  It was agreed that two preconditions were important prior to budgetary support: that fiscal and budget discipline is in place and that a minimum level of fiduciary assurances can first be established (Botswana, Mauritius, Tunisia, Uganda).
When donors support a unified and transparent public expenditure system they should refrain at the some time to undermine progress to that objective by creating too many donor-financed specialized funds.  Sometimes different donor agencies from the same donor country (or lending windows within the same multilateral agency) promoted specialized funds that create additional “earmarked pockets” in the budget.  Such a practice could undermine progress toward an integrated budget which allocates resources along clear country priorities (Uganda).
Agreements specifying sector spending targets should be avoided.  Participants agreed that setting targets with donors for specific sectors (i.e., a certain percent of the budget should go to primary education, another percentage to health, etc.) was too mechanical and rigid, and they and urged donors not to seek such agreements.  Unexpected developments or shocks require the ability to transfer resources.  Moreover sector allocations depended on how well sector reforms were carried out to achieve sector objectives — thus sector allocations depend on the quality of sector policies and their implementation.  The dialogue with donors should focus on such objectives and the underlying sector policies rather than focusing on sector expenditure allocations.  Such an approach seemed to have been followed and proved to be productive in the cases of Mauritius, Uganda and Malawi. 
The choice of performance indicators (triggering donors’ sector support) should be derived from the partner country’s own policy objectives.  The issues of conditionality and the choice of performance indicators were widely discussed.  Participants stressed that donors should select from performance indicators that the authorities themselves prepare as a result of their sector priorities and policies.  Donors should refrain from ad hoc indicators or from selecting too many indicators not related to the areas of concentration where the authorities want to focus their reform efforts.  Participants also stressed the need for donors to be disciplined; they need to work together to concentrate their conditionality and choice of performing indicators in the authorities’ areas of reform focus and not disperse those indicators across many areas.  Some flexibility should be built in.  It was agreed that performance should be measured by the results achieved and the capacity to reform rather than by the level of inputs or budget expenditures. 
Sector budgetary allocations should be derived from and linked to sector policies — and participants found that connection to be critical for having a useful dialogue with donors.  The budget could not be divorced from sector objectives and policies aimed at sector reforms.  Sector policies should drive budgets to provide coherence to the development program, and such coherence was critical in turn to help integrate donor aid.  Donors should not aim at different sector allocations of the budget as this tended to thwart country priorities and objectives.

This approach would encourage the dialogue with donors toward an earlier and more strategic stage, rather than aiming at ad hoc changes in sector allocations.  For example the agreement on education should not focus on how much spending ought to be targeted to education, but on the policies aimed at specific sector objectives — the budget was one of the instruments to reach that objective.  Donor should finance sectors on the basis of the quality of those policies and the importance of specific sector objectives sought by those policies.  
A key conclusion was that countries should take the lead in specifying priority objectives, the accompanying policies, and the resulting sector budgetary allocations.  Donors then needed to adapt to such development framework.  Participants agreed that countries needed first to develop a coherent framework of development objectives, the associated sector policies and the resulting budgetary allocation.  Donor programs and projects would then be anchored into that framework.  This approach was seen as critical by Mauritius and Uganda and strongly supported by the group at large.
Countries were experimenting through different modalities of interacting with donors to achieve this coordination.  In Mozambique, the PRSP was the instrument that guided that interaction.  When the PRSP was finalized, the authorities met with donors and outlined their main priorities.  Donors then came back at a later stage to adapt their own strategies to the PRSP.  In the case of Zambia a collaborative CAS (Country Assistance Strategy) between the World Bank, donors and the authorities, was used as the vehicle of choice.  The CAS was supplemented by a matrix of donor assistance, where different donors outlined their main areas of comparative advantage in support of the government program.

However taking the lead required a strong institutional capacity for policy and budget formulation — that in itself may require early and strong technical assistance support from donors.  Participants stressed the importance of strong donor support in this area to the extent it is critical for countries to take the lead (as described earlier) and allow them at a later stage to engage donors with their own priorities.  This may have implications for the sequence of donor support.  Where these institutional capacities are weak donors may like to give special attention to this area early on.  Defining the right modalities and an effective modus operandi for technical assistance and support remained a challenge for partner countries and donors alike.
Session D:  Initiatives in the process of interaction among countries, donors, and multilaterals that can contribute to overall harmonization

The participant from Mozambique chaired this Session and opened by presenting the modalities of coordination among donors in that country.  Rwanda then presented its approach on enhancing linkages between global programs and country strategies, focusing on experience with the Global Fund, the World Bank Multi-Country AIDS Program (MAP) and PEPFAR.  

The ensuring discussion drew out the following main points and conclusions:

The leadership role of government in planning development strategies and programs is of critical importance.  With or without aid, governments have to plan for their country’s development — it can’t be left to the donors.  They need to have an overarching strategy or vision, then to organize the various sectors.  Every country needs its own coordination machinery, culminating in the implementation of a policy framework through the budget.  (Uganda, Botswana, Rwanda, Niger, Malawi)
Global programs should be mainstreamed into national development strategies and programs, and strongly linked to other sector initiatives.  Difficulties arose most often when global programs operated outside of sector and national policy frameworks and budgets.  Challenges remained to integrate global programs into sector and national programs and to bring them on budget, in order to reduce transaction costs, administrative burden and fragmentation of development approaches.  
Both Mozambique and Rwanda described their approaches to integrating the Global Fund and other vertical funds for AIDS into an overall AIDS and health sector approach.  
· In Mozambique, the Global Fund had been integrated into a SWAP and common fund.  This approach allowed “virtual earmarking” of Global Fund resources and the use of national systems rather than separate financial management and audit.  It also reduced the proportion of aid funds that are off-budget.  A key lesson for the Global Fund from this experience is the need for flexibility and adapting its procedures to local arrangements by pooling their resources in a common fund.
· Rwanda had also utilized a SWAP to incorporate Global Fund, World Bank MAP and PEPFAR financing into a common approach, including common procurement procedures.  A clear accountability system had been established from the district level upward to measure results.  The close integration of the AIDS program with the health sector program enabled funds from the global programs to have wider health sector benefits.
A strong monitoring and evaluation framework benefits both donors and recipients of aid through global programs.  Establishing a clear basis for evaluation of results enabled the government to assess whether local officials and organizations are successfully implementing sector and program activities, and also enables the global programs to determine if their funding is achieving results and should be continued.  Monitoring and evaluation should be based on national indicators (not global program indicators) which are integrated into the national development plan (Uganda, Rwanda).
The best incentive for good country-driven coordination of donor programs is strong senior level government support, together with a committed donor community.  Government coordinators of AIDS programs have had the most success integrating various global program and donor funds into a coherent framework when their superiors in government support their efforts.  The coordination process could require a huge amount of time spent upfront and can seem unwieldy to partners, but would show results by building government ownership.  At the same time, countries observed that the health sector was generally better coordinated because of organized donor groups that promoted unity of action (for example, the Three Ones approach in HIV/AIDS programs).  Countries wanted to perform well to keep funds flowing (Rwanda, Benin, Uganda, Mozambique). 
Accountability of both donors and countries is critical for sustained success.  When donors provided development assistance to corrupt governments in Africa, this gave all African countries a bad name.  It was better to put donor funds on budget, so that governments would be held accountable.  If the funds were off-budget (because of lack of trust of the government), then the donors had to be held accountable for whether the funds are used properly (Rwanda, Malawi).
Session E:  Addressing issues that need further attention through country level consultations.
The major conclusions of the workshop were the following.
· Important progress has been made by a number of countries to help alignment along the lines suggested by the Paris Declaration.  This has worked best when countries took charge.  However there was still significant variability in some areas.
· Predictability and sustainability regarding long term funding to sustained earmarked programs remains an issue.  Sub-sector earmarking by donors often does not take into account other critical priorities in the same sector.

· When there is strong leadership and sufficient technical expertise, countries take the lead in defining priorities and channeling donor aid into those priorities — irrespective whether aid is in the form of general budgetary support, projects, or earmarked aid.

· When these capacities are weaker, donors remain relatively dominant in defining programs and expenditure patterns.

· Issues remain in defining results, accountability and risk sharing.  There are still too many indicators and there is a need to define targets that truly measure progress over long periods of time.  Greater flexibility is needed to adjust to changing circumstances when outcomes are different than expected or they reflect changes in government priorities.  Clarifying risk sharing, particularly in the case of potential contingent liabilities, remains important.
· In summary, to take the Paris Declaration a step further it seems crucial to anchor assistance in a well defined medium term framework of sector policies agreed to across sectors and among cabinet members.  The Finance Ministry should determine annual budgets on the basis of this framework and steer foreign assistance into areas not covered by domestic resources within the overall policy framework.  Progress in alignment will depend critically on this coherence and links being led by countries.  Flexibility based on agreed policies ex ante allows for joint accountability and sharing of risks ex post.  Strengthening capacity in countries to formulate and implement policies was a clear request at the workshop.

Next Steps
The final session of the workshop suggested a series of country level consultations to identify at the country level some of the remaining issues constraining progress in alignment — including lessons that may be relevant for other partner countries.  These consultations could be undertaken in coordination with – and building on – other ongoing country level work, such as monitoring under the Paris Declaration and for country strategic planning (PRS, CAS, MTEF, or RRP).  These consultations would be organized and led by partner country governments, with the World Bank acting as a secretariat.
The World Bank would prepare a summary report and circulate it to participants for review.  Results from several countries would be synthesized and brought to a wider workshop of partner countries to reach consensus on critical messages for the forthcoming High Level Forum on Aid Effectiveness planned for September 2008 in Accra, Ghana.  The Workshop conclusions will be discussed before hand at the Working Party 2008 Spring Session. 
Several countries expressed interest in participating in country consultations exercise.  The Secretariat will prepare and send to the participant countries a template of subjects to be explored in more detail during country consultations.  The items are those outlined as focus themes by the Paris Declaration on Aid Effectiveness.  A list of supporting information to be assembled and suggested people to meet will also be prepared.

The proposed timeline for the country consultations and preparation of the synthesis report going forward to the HLF in Accra is the following:

	2007
	

	July-August
	Agreement on Schedules of Country Visits

	September-November
	Country Consultations

	December
	Secretariat (World Bank) to submit country reports

	2008
	

	January
	Secretariat (World Bank) to submit synthesis report

	February 
	Workshop to review synthesis report and agree on a proposed agenda to the High Level Forum

	March
	Spring Meeting of the DAC Working Party on Aid Effectiveness

	September
	High Level Forum in Accra, Ghana





