THE WORLD BANK AND
THE INTERNATIONAL MONETARY FUND

Poverty Reduction Strategy Papers—Progressin | mplementation
Prepared by the Staffs of the World Bank and the IMF

Approved by Gobind Nankani (World Bank) And Mark Allen (IMF)
September 20, 2004

Contents Page

EXECULIVE SUMIMAIY ...ttt ettt be e ae e et e e se e et e e s ae e e e e e nbeesnneereeennas 4
T a0 (8o o o PSP RRR 8
[1. Status of the PRSP INITIALIVE .......coiiiieiieieee ettt e 11
[11. Addressing 1SSUes in IMpPIeMEentation............cooerireerenie e s 13
A. Reinforcing a Country-Driven APProach........ccceeveeeneenenieeneese e 13

Broad Government OWNEISNIP .......ooveeiiererie e 14

Sustaining PartiCipatory PrOCESSES. .........coiirierierieeiie et 18

B. Enhancing Analytical Underpinnings..........ccooeeeiernenienesneseesiessee e see e neens 20
Analysis of Growth and its Distributional Implications...........ccccceeeveenienen. 20
MacroeconomMiC FrameWOrKS............coiiriiiieie e 23

Pro-poor EXPENTITUIES........coiuiiie ettt e 24

Poverty and Social Impact ANalYSIS (PSIA) ....coveiiiieieeeeeee e 25

C. Strengthening Institutional CapaCity ...........ccoveriireereeierie e 29
IMProving PrioritiZation.........c.ccoieeiieeiiee e 29

Public Expenditure Management 1ssues (PEM) .......cccovereriinienencieneenien, 30

MONITONNG SYSEEIMS....ccviiiiiiieieeie ettt sre e e nneas 32

The PRS Approach in Countries with Difficult Environments...................... 37

D. Enhancing Aid EffECHVENESS.........ooiiiiiieieeesee e e 38

[V . INEXE SIS, ..ottt e s he e b e e s he e et e e sae e e aseease e e b e e sreeenneesnneenreenns 43
AL ATCNITECIUN.....coeeeeee et sttt b et s ae e b e e tesneens 43

The Joint Staff Assessment (JSA) of the PRSP.........cocco i 43

Annual Progress Report (APRS) Of PRSPS........cccoooiiiiieeeeeee e, 45



B. Progress ReVIEW iN 2005..........coiiiiiiierieerieeee e s see e snee e 47
RV o o 11 Lo g SRR 48
Tables
1. CountriesS With FUIl PRSPS .......ocuiiiice ettt ettt 12
2. Factors Identified as Sources of GroWth...........cccoviiieci i 22
Figures
1. Growth Rates: 2003 Actual Versus PrOjECLEd ..........ccoocveeeieriinieseeiesee e 21
2. Sectora Distribution of PSIAsin Low-1ncome COUNLIIES ........ccceeveeiieeiieesie e see e 28
Boxes
1. Next Generation Of PRSS........cciiiiiiicce sttt sttt nnee s 13
2. Customizing the MDGs to Country Circumstances. Vietnam and Cambodia.................... 15
3. Parliamentary Oversight of Ghana s Poverty Reduction Strategy ..........ccocevvereereniennennne. 18
4. Tajikistan: Welfare Implications of Cotton Farmland Privatization..............ccccceevenenienne. 26
5. Public Expenditure Management: Country Assessment and Action Plans.............c..c........ 32
6: Poverty Monitoring and Evaluation Systemsin Central and Latin America...................... 35

7. Mozambique' s Performance Assessment Framework ...........cooeeveeeereninnieenesiee e 42



AAPs
APR
BWiIs
CAS
CODE
CPI
DAC
DfID

GDDS
GDP
HIPC
[-PRSP
IDA
I[EO
[FI
IMF
JSA
JSAN
LICUS
MDB
MDGs
MTEF
NGO
OECD
OED
PAF
PEM
PRGF
PRS
PRSC
PRSP
PSIA
UN
UNDP

List of Acronymsand Abbreviations

Assessment and Action Plans

Annual Progress Report

Bretton Woods Institutions

Country Assistance Strategy

Committee on Development Effectiveness
Consumer Price Index

Development Assistance Committee
Department for International Development, United
Kingdom

General Data Dissemination System
Gross Domestic Product

Heavily Indebted Poor Countries

Interim Poverty Reduction Strategy Paper
International Development A ssociation
Independent Evaluation Office
International Financial Institution
International Monetary Fund

Joint Staff Assessment

Joint Staff Advisory Note

Low-Income Countries Under Stress
Multilateral Development Bank
Millennium Development Goals
Medium-Term Expenditure Framework
Non-Governmental Organization
Organization for Economic Cooperation and Devel opment
Operations Evaluation Department
Performance Assessment Framework
Public Expenditure Management

Poverty Reduction and Growth Facility
Poverty Reduction Strategy

Poverty Reduction Support Credit
Poverty Reduction Strategy Paper
Poverty and Social Impact Analysis
United Nations

United Nations Development Program



EXECUTIVE SUMMARY

STATUSOF THE INITIATIVE

Although the Poverty Reduction Strategy (PRS) approach was introduced just over four years
ago, it isnow seen as the country-level operational framework for progress towards the
MDGs. Although implementation experience has varied with regard to process and content—
both across countries as well as within individual countries strategies—a key contribution of
the PRS approach has been to focus attention on country-specific constraints to devel opment.
In many low-income countries the PRS initiative has also resulted in a sharper focus on
poverty reduction, a more open participatory process and greater attention to monitoring
poverty-related outcomes.

Over the past year (through end-June 2004), ten more countries have finalized full PRSPs,
bringing to 42 the number of countries implementing PRSs. Twenty-three countries now have
completed one or more annual progress reports (APR).

| SSUESIN IMPLEMENTATION

The main findings of this progress report are twofold. First, countries have made good
progress in addressing the more straightforward challenges inherent in the approach. For
example, poverty analysisisrelatively good, strategies recognize the importance of growth
and macroeconomic stability, indicators lists are being rationalized, and sectoral coverageis
broadening. Second, the challenges that remain are technically difficult and institutionally
complex. For example, the analysis of the sources of growth and its distributional impact
remains relatively weak and countries have also experienced difficulties in marrying their
aspirations for the future with the resource and capacity constraints of the present in the
context of their PRSs.

To better realize the potential of the PRS approach, sustained efforts on the part of countries
and their development partners are, therefore, needed to: (i) reinforce the PRS as a country-
driven approach; (ii) enhance the analysis that underpins a PRS; (iii) strengthen the
institutional capacity for successful implementation; and (iv) enhance aid effectiveness. Given
the scope of these challenges, expectations need to be ambitious yet realistic, while capacity
building and analytical support must be appropriately prioritized and sequenced at the country
level.

Reinforcing a Country-Driven Approach

» Coverage of MDG topicsin PRSPsisimproving and some good practice has emerged in
customizing MDGs to country-specific priorities. A key chalenge is to strengthen country-
ownership of the MDGs and to enhance the effectiveness of the PRSP as the operational
framework for achieving them.



» Some countries are beginning to link the PRS to domestic decision-making processes
more effectively, and to deepen the involvement of line ministries and local governments.
Thereis aso growing parliamentary involvement in PRS oversight and implementation.
However, sustained efforts are needed to align the PRS process with country systems and
processes.

» The PRS approach has raised awareness of the value of civil society contributionsto
policy dialogue. However, there is as yet relatively little evidence of a broad-based and
open discussion of macroeconomic policy alternatives in PRSPs. There needsto be
support for building the capacity of different groups to engage in constructive dialogue on
policy options and to ensure their sustained participation in PRS implementation and
monitoring.

Enhancing Analytical Underpinnings

» While many country strategies provide qualitative discussions of the sources of growth and
its distributional implications, thereis little specificity with regard to the necessary policy
and institutional reforms. PRSPs continue to be weak in linking macroeconomic
frameworks and financing requirements to medium-term goals. They seldom use
alternative scenarios to map out how efforts to achieve the MDGs could be scaled up.
Improving country-specific analysis will require sustained support from development
partners.

* Whiledefining pro-poor expenditures is difficult, budget allocations and actual
poverty-reducing spending—as defined by countries—have been increasing. Thisis most
notable in countries where the PRS process is more advanced, budgetary processes are
stronger, and there is more concerted donor support. To sharpen the poverty reducing
impact of public expenditures, it will be necessary to aso strengthen the understanding of
how well public programs meet the needs of the poor and what influences the quality of
the services they receive.

» Theuse of distributional analysisto inform PRS design isincreasing, partly as aresult of
greater country demand. There are some good examples of greater stakeholder
participation in these analyses. However, more fully integrating PSIA into country
strategies continues to face challenges, including weak country capacity and
methodological difficulties.

Strengthening Institutional Capacity for Successful | mplementation

» There has been progressin setting out policy priorities for reducing poverty, aswell asin
some aspects of public expenditure management. However, countries still face challenges
in terms of focusing their strategies on key policy measures, sequencing these over time,
reflecting them in budget allocations and execution. Degpening the links between costing
of priority programs, the MTEF and the budget, aligning the PRS, and strengthening
public expenditure management systems will all be needed for better prioritization.



Monitoring indicators are being rationalized, and there is some progress in integrating
indicators used for internal and external reporting. However, indicators still focus on
inputs and impacts and statistical systems remain fragile. There needsto be greater
attention in PRSs to tracking intermediary outputs and outcomes, coordinating donor
support for strengthening statistical systems and reinforcing institutional arrangements for
monitoring.

Enhancing Aid Effectiveness

Although some countries with strong ownership of the PRS process have started to use
this process to align donor assistance more effectively with country priorities, more effort
is still needed to realize the potential of the PRS as a mutual accountability framework.
While many recent country strategies recognize the need for more and better aid to
accelerate progress towards the MDGs, there islittle analysis and few details that can be
used to identify and monitor donor commitments. Increasing aid volumes in support of
sound country strategies and eliminating the barriers to harmonization and alignment at the
country level are critical to helping countries achieve the MDGs.

NEXT STEPS

Architecture

The PRS approach was designed as a flexible instrument, with scope for countries to adapt
it to their own domestic processes and country circumstances. However, as noted by the
IEO/OED evaluations, asimplementation has unfolded, the strategies have not always
been closely linked to domestic decision making processes, such as the budget, and to
representative bodies, such as Parliaments. To help reinforce the country-driven nature of
the PRS process, changes to the PRS architecture are being introduced to facilitate greater
flexibility for countries as they articulate and implement their strategies, and to reduce the
perception that the processis driven by requirements of the Bretton Woods Institutions.
Implementation of these changes will be key in achieving the desired results.

The JSA will be maintained, but substantially adapted to make it more useful. The
concluding paragraph will be changed to promote more candid and nuanced feedback. The
explicit linkage between the PRSP and BWI activities will be maintained in operational
documents. The objectives and audience of the JSA will be clarified, and staff guidelines
will be revised accordingly. The JSA will be renamed as the Joint Staff Advisory Note
(JSAN) to better reflect its role of providing advice and feedback to the authorities and the
Executive Board on a country’ s PRS rather than on passing summary judgment.

On the annual progress report (APR), changes are aimed at encouraging its closer
alignment with domestic processes. Given this focus, the APR and its JISAN will only be
discussed by the BWI Executive Boards in exceptional cases such as where the APR
elaborates a major shift in a country’s PRS. The APR will evaluate performance; give a
broad overview of the next year’s policy intentions; and describe progressin resolving



previously identified shortcomings. Its content could be expanded to suit country needs.
Governments will be encouraged to use existing domestic documents wherever feasible.

Progress Review in 2005

» Staffs plan to use next year’s progress report to review key implementation issues. These
issues will beidentified in consultation with other stakeholders and their views will also
be incorporated into the review.



I. INTRODUCTION

1 Although the Poverty Reduction Strategy (PRS) approach was introduced just
over four yearsago, it hasalready gained broad currency among low-income countries
and their external partnersasaframework for development and poverty reduction. The
international community also sees the Poverty Reduction Strategy Paper (PRSP) as the
country-level operationa framework for progressing toward the Millennium Devel opment
Goals (MDGs). The PRSinitiative, which is grounded on the principles of the
Comprehensive Development Framework (CDF), has led many low-income countries to
focus more squarely on poverty reduction in formulating and implementing their
development strategies; it has opened up the participatory process in many countries; and it
has focused more attention on monitoring poverty-related outcomes.

2. Not surprisingly given the country-specific nature of theinitiative, country
experience acrossthefirst set of PRSPs hasvaried with regard to both process and
content. Some countries, such as Mozambique, Mauritania, Tanzania, Uganda, and Vietnam,
have effectively built on existing development strategies, and are now in their second or third
year of implementing their PRSs. Other countries, however, have had greater difficulty in
organizing the participatory processes that underpin the PRS approach, or have faced more
binding capacity constraints, and the pace of implementation has been considerably slower.

3. A key contribution of the PRS initiative has been to focus attention on country-
specific constraints to mor e effective development. It has heightened awareness of the need
for: sound analysis to underpin policy choices and prioritization; strengthened capacity and
institutions to translate that analysis into effective policy choices, to implement them, and to
monitor their effectiveness; and changes in how donors interact (both formally and
informally) to support a country-driven development approach. Sustained action in all of
these areas is needed to more fully realize the potential benefits of the PRS approach.

4, The main findings of thisprogressreport aretwofold. First, countries have made
good progressin addressing the mor e straightforward challengesinherent in the
approach. And second, the challengesthat remain are technically complex and
institutionally challenging. This latter point was made in last year’ s implementation
progress report and reinforced by the findings from the recent evaluations by the IMF's
Independent Evaluation Office (IEO) and the World Bank’ s Operations Evaluation
Department (OED). The issues are not new, but they have been thrown into sharp relief asthe
PRS process has been implemented in arange of countries. Success of the PRS initiative will
require steady progress in these areas precisely because that iswhat is needed for
development to succeed. And, while progress will not always be easy or quick, now isthe
time to redouble commitment to a country-driven development approach and to fortify efforts
to help countries address the range of remaining challenges.

5. The |[EO/OED evaluations of the PRS approach conclude that the approach is
relevant and that it hasthe potential to encour age the development of country-owned



and crediblelong-term strategiesfor growth and poverty reduction. However, continued
efforts are needed in anumber of areasto realize this potential. Bank and IMF staff agree
broadly with many of the findings of the IEO/OED reviews, which confirm many of the
conclusions of past PRSP implementation progress reports, as well as of reviews by other
partners, but staff have alternative views on some aspects of how best to meet these
challenges.

6. Thisprogressreport assessesthe status of PRS implementation along several of
the key dimensions highlighted by the evaluations. The issues discussed are medium-term
in nature, and, due to the more limited scope of this report, it does not put forward specific
implications for the World Bank and the IMF. However, it does set forth changes to the PRS
architecture to better meet the identified challenges. The IEO review aso evaluates the PRGF
as an instrument to support the PRS process. IMF staff will be addressing those issues
separately in papers on PRGF program design and on the IMF s work program on PRSP
issues.

7. Good progress has been made in some aspects of the PRS approach. PRSPs
generaly contain arelatively good analysis of poverty. The importance of macroeconomic
stability and growth as the basis of poverty reduction is recognized and is usually set out in a
coherent macroeconomic framework. Key indicators for measuring progress have been
established, and the targets are increasingly well-defined. Similarly, most PRSPs have
sharpened their focus on poverty-related expenditures, particularly in the key social sectors
and increasingly in other sectors such as infrastructure, and budgetary resources have been
increasingly reallocated toward these outlays. These are generally the more straightforward
aspects of the approach, and progress is being observed in countries that have just formulated
PRSPs, as well asthose that are in the second and third year of implementing their strategies.

8. By contragt, all countriesface greater challengesin other aspects of the
approach. PRSPs underscore the importance of growth for poverty reduction, but for the
most part, the analysis of the sources of growth is relatively weak, making the prospects for
accelerated, pro-poor growth more difficult to assess. Similarly, the approach to private
sector development is for the most part gradually being refined in the second and third years
of implementation, and countries are only now beginning to address more squarely the need
for productive investment in other sectors, including infrastructure, in addition to the
emphasis on the socia sectors.

9. Many countries also experience difficultiesin marrying their aspirationsfor the
future with theresource and capacity constraints of the present in the context of their
PRSs. This has led to difficultiesin formulating the PRSP in terms of operationalizing the
MDGs, and in linking the PRS s targets to the annual budget allocation decisions. Few
countries are using alternative scenarios to address these issues, which reflects both the
analytic difficulties, as well as uncertainties with regard to increased aid flows.
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10. Progressisbeing madein refining indicator s to measure progress, but thereare
still major weaknesses in monitoring and evaluation systems. Domestic demand for such
systems as a means of enhancing accountability could often be strengthened. In many
countries, too, the participatory process and consultative approach are still not
institutionalized.

11. Many countries continue to have difficultiesin prioritizing their PRSPs. In the
absence of mechanisms for arbitrating between competing objectives, PRSPs are often awish
list with little prioritization. This has complicated the process of transating PRS priorities
into budgetary policies in annual budgets and in medium-term expenditure frameworks.
Moreover, few countries have fully aligned their PRS cycles with domestic decision-making
processes, especially the national budget cycle.

12. Fundamentally, donorswill also need to make demonstrable progressin
providing mor e resour ces and better assistance to help countrieswith sound PRSs make
progress towardsthe MDGs. The PRS processis viewed as having increased the burdens
on low-income countries, particularly in terms of reporting requirements, without providing
commensurate benefits in terms of more aid and improved donor alignment, coordination and
harmonization.

13. In short, the PRS approach is still awork in progress. It has helped to focus
attention on country-specific challenges to improving development outcomes and effectively
reducing poverty. It has also increased awareness of the scope of these challenges and the
need for more effective development cooperation, including more aid. However, important
challenges remain, and resolving them in individual countries will take considerable time and
effort. In particular, efforts to strengthen capacity at the country level, both human and
institutional, will continue to be critical in helping countries address these challenges.

14.  Thestructureof thereport isasfollows. The next section provides an overview of
the status of the PRS initiative. Section |11 selectively addresses four key dimensions that are
crucial for enhancing the effectiveness of the PRS approach: reinforcing a country-driven
approach; improving the analytical underpinnings; strengthening the institutional capacity for
implementation; and enhancing aid effectiveness. Section IV describes specific changesin
the architecture of the initiative—including adapting the joint staff assessments and
strengthening the annual PRS progress reports. It also describes the planned approach for
next year’simplementation progress review.
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[I. STATUSOFTHE PRSP INITIATIVE

15. In September 1999, the World Bank and IMF agreed that nationally-owned
participatory poverty reduction strategies should provide the basis of all World Bank
and IMF concessional lending. The goal was to support country-driven efforts to define and
implement effective devel opment strategies, and to increase the support of those strategies by
external partners. At about the same time, the 2000 U.N. Millennium Summit led to the
adoption of the Millennium Declaration and the MDGs, by which the international
community could measure progress on key dimensions of development. Although the MDGs
are global, their implementation must occur at the country level, through country-owned and
-led development strategies that respond to local conditions and priorities. Since then,
increasing attention has also been given to the need for strengthened global partnershipsto
accelerate progress towards the MDGs. The consensus forged at Monterrey in March 2002
called on developing countries to improve their policies and governance and on devel oped
countries to step up their support through more and better aid and more open markets. For
low-income countries, their poverty reduction strategies are the vehicle through which
country policies, programs, and resources requirements are linked to the MDGs. The PRS
approach provides the framework in which to make operational the responsibilities and
accountabilities—of low-income countries as well as their development partners—that were
framed in the Monterrey consensus.

16. Thebreadth and depth of the PRS process continue to grow in low-income
countries. Sincethelast progressreport, ten more countries have finalized full PRSPs,
bringing to 42 the number of countriesimplementing their strategies (Table 1).
Consistent with the increasing number of countries in the implementation phase, 23 countries
now have one or more APRs. This past year for the first time, more APRs were prepared (21)
than PRSPs.

17. Countriesare clustered into two stages. Slightly over half of the countries which
areeligiblefor concessional resourcesfromtheMF or World Bank are currently
implementing their PRSs. For these countries, the average implementation period is just
under two years. Of these countries, Burkina Faso, Tanzania, and Uganda have completed
three APRs and have embarked on preparing arevised full PRSP (Box 1).

18. Thereareabout 34 countriesthat could become engaged in the processthat have
yet to complete a full PRSP.* Most of these countries are L ow-Income Countries Under

! The group of countries likely to engage in the PRS process comprises IDA-only countries,
and blend countries that are more likely to seek support from the IMF under PRGF-supported
programs. For blend countries not seeking PRGF arrangements, a PRSP is not necessary for
accessto IDA. It is expected that these countries would articulate a national poverty reduction
strategy closely reflecting the principles underlying the PRS approach (World Bank, 2001).
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Stress (LICUS). Of these 34, 11 have I-PRSPs, of which seven are LICUS. For the
23 countries with no I-PRSP, 18 are LICUS. The remaining five are all very small states with
populations well under one million.

19.  Although the preparation of PRSPs continues to be time consuming, once
countries enter theimplementation phase, the time between reportstendsto shorten.
Countries have taken about eighteen months to bring forward their first annual progress
report (APR), and the time elapsed between APRs shortens to about fourteen months. More
effectively linking the PRS process to existing domestic processes (see Sections I11.A and
[11.C) should further reduce the burden on countries and facilitate regularized reporting.

Table 1. Countrieswith Full PRSPs

Early PRSPs Later PRSPs Recent PRSPs”

May 2000-June 2002 July 2002-June 2003 July 2003-June 2004
Albania* Azerbaijan* Armenia

Bolivia (CP) Benin (CP) Bosnia and Herzegovina
Burkina Faso*** (CP) Cambodia Djibouti

Gambia, The* (dp) Cameroon (dp) Kenya

Guinea* (dp) Chad (dp) Lao PDR (1)
Guyana* (CP) Ethiopia* (CP) Madagascar (dp)
Honduras* (dp) Georgia Moldova

Malawi* (dp) Ghana* (CP) Mongolia

Mali* (CP) Kyrgyz Republic* Pakistan
Mauritania** (CP) Nepal Serbia & Montenegro
Mozambique** (CP) Sri Lanka

Nicaragua** (CP)

Niger* (CP)

Rwanda* (dp)

Senegal* (CP)

Tajikistan*

Tanzania*** (CP)
Uganda*** (CP)
Vietnam*

Yemen

Zambia* (dp)

1/ Based on information available as of end-June 2004; represents dates of document compl etion.

2/ PRSPs completed during the past year. These documents are reviewed in this report.
* ** and *** indicate one, two, and three APRS, respectively. Countriesin italics have completed
an APR during the past year, and are reviewed in this report.

(CP), and (dp) indicate countries that have reached the completion point and the decision point,
respectively, under the HIPC Initiative. (1) indicates countries eligible for debt relief under the
HIPC Initiative that have not yet reached the decision point.
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Box 1. Next Generation of PRSs

Three countries are in the process of preparing arevised full PRSP (Burkina Faso, Tanzaniaand Uganda). As
part of the process governments have the opportunity to reflect on experience and refine their original strategy in
light of changing circumstances. A number of partners are also reflecting on issues that may arise as countries
revise their PRSPs.!

To assist in the preparation of future PRSPs, the government of Burkina Faso has created a National Poverty and
Sustainable Development Observatory (ONAPAD) to monitor and assess poverty reduction activities—it will
identify a set of poverty indicators to be included in the revised PRSP. The government also plansto create a
new institutional system for implementing the revised PRSP, including a ministerial steering and monitoring
committee, sectoral and thematic committees, aframework for coordination with devel opment partners, and
decentralized structures to monitor poverty outcomes at the regional level.

In Tanzania, there has been interest within the government to use the review process to institutionalize key PRS
principles and develop them into a national development plan that has stronger Cabinet backing and greater
public awareness. This presents an opportunity to widen PRSP ownership from the Ministry of Finance to all
line ministries and local governments. It will also enable closer linkage with the budget.

As part of itsrevision plan, the government of Uganda prepared a paper on the achievements and challengesin
attaining PRSP (in Uganda, the PEAP) and MDG targets. The issues raised are intended to inform the PEAP
revision. According to the paper, the MDGs should and can be usefully incorporated in the revised PEAP, which
will also focus on updating existing targets and setting new ones. Increased attention will be given to child and
maternal mortality and to environmental sanitation. The revised PEAP will also highlight the tradeoffs which
must be made between competing demands for public expenditures to meet different objectives.

1 oDI, 2004 and Oxfam, 2004.

[11. ADDRESSING ISSUESIN IMPLEMENTATION

20.  Thissection considersfour dimensions, also identified in the [EO/OED
evaluations, that are essential to effective PRS implementation. First, it looks at
mechanisms to improve how countries drive their PRS processes. Second, it selectively
reviews progress towards strengthening the analytic underpinnings of poverty reduction
strategies. Third, it examines progress towards strengthening the institutions needed to
prioritize strategies better and monitor them more effectively. It aso touches briefly on some
of the specia challenges faced by countries with extremely weak capacity. Finally, it focuses
on how donor behavior—in terms of the level of aid and how it is delivered—can foster more
effective PRS implementation.

A. Reinforcing a Country-Driven Approach

21. Developing and assessing country owner ship of a national development strategy
isa dynamic, complex process, influenced by geographical, historical, political,
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institutional, and economic factors. Certain aspects of the PRS initiative further complicate
matters. The tension between country ownership and the link to BWI concessional assistance
identified in last year’s PRSP progress report and in the IEO/OED evaluations is one such
dimension that arises—as long as there are specific conditions attached to concessiona
lending, this tension will need to be carefully managed.? The consultative approach and
participatory process bring together many stakeholders with different, sometimes competing
views, leading to further tensions. The resolution of these tensions rests with continued
efforts to strengthen the link to domestic processes, to enhance dialogue with various
stakeholders on how the principles underlying the PRS approach can help improve
development outcomes, and sustaining participation by involving the stakeholders more
closely throughout the entire PRS process.

Broad Gover nment Ownership

22.  With aglobal compact to achieve the MDGs by 2015, a key challengeisto
strengthen country owner ship of these goals and to continue to enhance the
effectiveness of the PRSP as the operational framework for achieving them. While there
isno required set of indicators or goals that must be included in PRSPs, the targets specified
are expected to be framed against the background of the MDGs. However, these targets need
to be tailored to take into account initial conditions and national priorities, and they need to
relate to a medium-term program of policy, institutional, and financing requirements.

23.  Whileearly PRSPs often did not formulate targetsin terms of the MDGs, most
still had relatively good cover age of the MDG topics, and that coverage hasimproved
over time. Some recent PRSPs include an evaluation of progress toward each MDG indicator
(Mali and Nicaragua), while others provide a qualitative assessment of the probability of their
achievement, including possible constraints (Ghana and Tagjikistan). In some cases, the
authorities have linked national PRS objectives very closely to the MDGs (e.g., Armeniaand
Tajikistan). In other cases, although the PRSs include national development goals that are
broadly consistent with the MDGs, the links between MDGs and PRS goals are not clear
(Guineaand Kyrgyz Republic) and/or the commitment to attain the MDGs is not linked
directly to the specific policies and programsin the PRS. Countries need support in unifying
thelir reporting on MDG outcomes with progress reporting on their PRSs, so as not to strain
their limited capacity.

24. Customizing MDGs and relating them to country-specific goalsisatechnically
challenging undertaking, but some good practice has emerged. For example, Vietnam’'s
Growth and Poverty Reduction strategy articulates the government’s commitment to the
MDGs, but specifies goals and strategies (the Vietham Development Goals—V DGs) that

2 However, to the extent that conditions are derived directly from the policy priorities of the
recipient, as set out in a country’s PRS, this tension can be reduced.
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reflect extensive work to adapt progress towards the MDGs to local conditions (Box 2). The
targets and objectives spelled out in Madagascar’ s PRS are consistent with the MDGs. The
strategy uses the Millennium Declaration as one of its references, and clearly links PRS sub-
programs to specific MDGs.

Box 2. Customizing the MDGs: The Experiences of Vietham and Cambodia

A way to develop a broader consensus around key development objectives and increase government ownership
is by tailoring the MDGs to respond to local conditions and priorities. Vietnam and Cambodia are at different
stages of a process to customize the MDGs to local conditions.

Vietnam. The goals which Vietnam has adopted in its Comprehensive Poverty Reduction and Growth Strategy
(CPRGs) are strongly related to the MDGs, but are adapted and expanded to reflect Vietnam'’s national
challenges. Goals and targets have been customized along several dimensions.

Vietnam has reached, or nearly reached, some of MDGs and more ambitious goals are needed. Poverty, for
example, was already cut in half between 1990 and 2000. Vietnam defined a new localized version of the
poverty goal in order to motivate policy formulation over the coming years (VDG target: Reduce by 40 percent
the proportion of people living below the international poverty line between 2001 and 2010).

To respond to Vietnam' s priorities, the strategic focus of the VDGs is sometimes different than the MDGs. For
example, although Vietnam performs well on some of the access targets that dominate the MDGs, there are
urgent challenges associated with improving the quality of those services. Consequently the VDGs emphasize
improving the quality of services (VDG: Universal education and improve education quality).

Vietnam sets targets aligned with its own strategic planning cycle. Vietnam's planning cycles have different
start and endpoints from the MDGs. Vietnam has considered the 25-year cycle of the MDGs alongside its five
and ten year planning horizons. This has allowed measures and actions to be tailored to national outcome targets
for 2005 and 2010 which are, in turn, consistent with international targets for 2015.

Vietnam sets goalsin some priorities areas that are not directly covered by the MDGs. For example, specific
goals and targets are set on reducing vulnerability, improving governance, reducing ethnic inequality, and
ensuring pro-poor infrastructure development.

Cambodia. Cambodiais at an earlier stage in the process of aligning its strategic planning documents. The
National Poverty Reduction Strategy (NPRSP) approved by the Government in late 2002 has a monitoring
system which focuses on inputs, outputs, and some selected indicators, based largely on data routinely collected
and analyzed by the line ministries. The Cambodian MDG Report (CMDGR) developed subsequently and
launched in March 2004 tracks localized MDG indicators (including some of specific relevance to Cambodia,
such as mine clearance) based on aggregate data collected through the census and household surveys, as well as
line ministry information systems. While the NPRS and CMDG indicators are not always consistent, a process
has started to combine and streamline the two monitoring frameworks. Some progress towards this was made in
the APR. The process requires further prioritizing key indicators and achieving consensus on current or baseline
values and targets.

Although this processis likely to take time, as was the case in Vietnam, it has the potential to increase overall
country ownership of specific development goals and the targets and indicators by which to monitor progress.

! Swinkels and Turk, 2004; www.vdic.org.vn.
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25. For sustainable impact, the PRS process needs to be aligned with country-
specific decision-making processes and institutions. While many PRSs have been built
around existing domestic planning documents, the linkages between them are not always
clear, leading to confusion and undermining ownership. Other countries have produced
separate PRSPs that largely duplicate existing documents. A promising approach taken by
several countriesis explicitly to integrate PRS principles into existing planning processes—
this approach helps to focus capacity building and institutional strengthening on domestic
processes rather than externally generated ones, and also helps to streamline documentation.
In its PRSP preparation status report, Bangladesh reports that its PRS will be fully integrated
into its domestic planning process, and that only one planning document will be produced.?
In thisyear's APR, Vietnam has signaled asimilar intention for its next PRSP.

26.  When the PRSisnot clearly linked to the medium-term expenditur e framework
(MTEF) and budget framework, its operational relevanceis undermined. A clear
relationship between the PRS and the budget is critical for prioritizing the strategies and
aligning policy decisions with budget allocations. One good example is the case of Nepal
which isusing its MTEF, backed up by an innovative annual “Immediate Action Plan” of key
policies and program initiatives integrated into the annual budget process, to help implement
its PRS. This has helped to make the devel opment budget more realistic and streamlined.
Funding for key PRS activities has been substantially increased. While efforts are still needed
to widen and deepen the MTEF process, which so far only includes the development budget,
the experience to date is promising. Issues related to aligning the PRS to the budget process
are discussed more comprehensively in Section 111.C.

27.  Thereisconsiderable scope to embed annual reporting on the implementation of
strategies mor e effectively into existing domestic processes. With afew exceptions, APRs
have not served domestic reporting requirements. In many cases, producing APRs has been
time-consuming, and the document orientation has not always maximized the potential value
added to country authorities. To address thisissue, staffs are proposing changes to the APR
process (Section IV.A), to focus it more squarely on country needs and domestic processes,
and to de-emphasize the production of lengthy, stand-alone documents. One case of good
practice is Mozambique where the authorities have now fully integrated their annual
reporting on PRS implementation into their own progress report to Parliament (the BAPES).
This was achieved by enhancing the BAPES to cover awider range of sectors and to access
outcomes more rigorously. While efforts are still needed to increase the strategic focus of the
BdPES, and to improve the underlying data and sectoral analysis on which it is based,

% The PRSP Preparation Status Report provides an update on a country’s PRS preparation in
cases where a country takes longer than a year to develop afull PRSP, and where thereisan
operational need for an update in the context of an IMF program.
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support for institutional strengthening and capacity building is now firmly embedded in
domestic processes rather than in an externally generated one.

28.  Whileinvolving line ministriesin the PRS process helps deepen domestic

owner ship, many countries have yet to do this systematically. Line ministries are key to
successful implementation and need to be involved in PRS formulation to help identify
development objectives and prepare sectoral plans to achieve them. When the PRS is more
closely linked to domestic processes, sectoral ministries are more actively involved in PRS
implementation and in helping to tailor appropriate monitoring frameworks. One positive
exampleis Senegal. Line ministries participated in atechnical committee that formulated the
PRSP, and they have continued to be active by further devel oping implementation action
plansin their respective areas of responsibility.

29. Many countries arefinding it useful to extend the PRS processto regional or
local levels, reflecting the decentralization policiesthat they are pursuing to enhance the
transpar ency and accountability of local expendituresand to reinforce pro-poor service
delivery. Some countries (e.g., Pakistan) have used local or regional development plans as
inputs into the PRSP. Other countries are exploring mechanisms to introduce PRS principles
into local planning efforts. In Vietnam, where some of the most important decisions for
poverty reduction are made by provincial governments, efforts are underway to adapt the
CPRGS approach in planning and budgeting processes to the local level. In Honduras, the
Loca Development and Decentralization Program (PRODEL) has introduced mechanisms
for ensuring municipal, mancomunidad (local consortia), NGO, and community organization
inputs to the design and implementation of PRS interventions. Rwanda s Ubudehe, whichisa
grassroots approach used to identify and prioritize local development initiatives, informs
district-level planning decisions and is reflected in aggregate plans at the national level.

30. There are signs of growing parliamentary involvement in PRS oversight and
implementation, but many countries still face significant institutional and capacity
issues that impede the effectiveness of thisinvolvement. PRSPs have been formally
presented to parliament in about half of the countries with full PRSPs. About athird of all
PRSPs highlight the role which parliament is being asked to play in PRS oversight (see

Box 3), either through a PRSP standing committee (Azerbaijan), or through membershipin
PRSP Steering Committees managed by the executive branch (Chad, Georgia). Legislative
reforms are planned in Ethiopia and Bosnia and Herzegovinato facilitate parliamentary PRS
oversight, and the governments of Benin, the Kyrgyz Republic, and Tajikistan are required to
report regularly to parliament on budget and PRS implementation.

31 Parliaments ar e also beginning to shar pen their focus on PRS prioritization,
costing, policy coordination, and monitoring of poverty outcomes. A growing number of
parliaments are strengthening their capacity to monitor PRSs, MTEFs, and budget linkages,
and to provide more targeted policy recommendations on the PRS to the executive branch
(e.g., Burkina Faso, Cameroon). Efforts are also underway to increase the regularity of public
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hearings and information exchange with constituencies, in order to refine feedback on
poverty-related issues by parliaments to policymakers (Mauritania, Rwanda, and Tanzania).

Box 3. Parliamentary Oversight of Ghana's Poverty Reduction Strategy

Monitoring of poverty reduction results has emerged as a priority for Ghanaian MPs. A special Committee on
Poverty Reduction has been formed to consider and report to Parliament on the content, focus, and adequacy of
the Poverty Reduction Strategy. The Committee draws its membership from five standing committees which
specifically address poverty issues. Through a Community Monitoring Program on Poverty Reduction, which is
administered by the Institute for Policy Alternatives, Tamale, Ghana, parliamentarians are monitoring the
attainment of poverty reduction results at the constituency level, and there are plans for local government
officials to carry out short-term secondments to parliament in order to better understand the operation of the
legislature. Ghanaian M Ps are also engaged in the Capacity Strengthening Program (ACPSP) on poverty and
expenditure management with support from the Canadian Parliamentary Center. The Centre for Budget
Advocacy NGO isworking with District Assemblies to bring citizens' voices into the budget formulation
process both at district and national levels.

Sustaining Participatory Processes

32.  Whilethe PRS approach has opened space for a broader range of stakeholders
to engagein discussionsrelated to poverty reduction and development decisions,
experience acr oss countries has been mixed. Participatory processes have been most
successful when national ownership and commitment to accountability is strong. The
underlying processes have prompted greater awareness of the value of civil society
contributions to the policy dialogue. To improve their ability to engage in monitoring and
implementation activities, many stakeholders have engaged in cross-regiona exchange of
good practices in PRS monitoring and evaluation (study tours and field visits of civil society
organizations from Central American PRS countries to Ghana, and from Tajikistan to
Tanzania).

33. A morediverse set of stakeholdersisengaging in the PRS process, both at
preparatory and implementation stages. They seek deeper engagement in PRS
implementation and monitoring phases, but frequently express frustration that the flow of
information and its quality continuesto fall short of their expectations. To address this
concern, some countries (Armenia, Benin, and Ethiopia) are setting up PRS monitoring
systems which explicitly involve central and local government, and community councils, as
well as diverse civil society organizations.

34. Experience of the past year indicatesthat the engagement of the private sector
and trade unionsin PRS formulation and monitoring continues to grow. Business
associations have been represented in PRS working groups (Cameroon, Senegal), or
participate in more targeted discussions of specific issues, including public-private
partnerships (Ethiopia, Mauritania, Rwanda, and Tanzania) or anti-corruption strategies
(Mozambique, Uganda, and Zambia). Trade unions in Uganda and Tanzania made
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recommendations on the employment generation, social protection and education reform
components of the PRS, and organized labor’ s contribution was integrated in the more
recently formulated strategies of Armenia, Bosnia and Herzegovina, and Serbia and
Montenegro.

35. Capacity building is also needed across a range of groupsto strengthen their
abilitiesto engage in constructive dialogue. Under the PRS process, inputs to policy are
increasingly requested from across the executive branch, parliaments, regional and municipal
governments, and civil society, and cross-sectoral policy interventions are increasingly
recognized as important to development effectiveness. However, the capacity to contribute to
policymaking and to engage in a constructive debate on policy is limited, particularly among
civil society organizations. Thisis an area where coordinated assistance from other
multilateral and bilateral donors can play an important role.

36. Thereisasyet relatively little evidence of a broad-based and open discussion of
macr oeconomic policy alternativesin PRSPs. This may reflect areluctance of governments
to open a debate in an area where in-country capacity to formulate feasible policy optionsis
limited. Development partners should help in building in-country capacity in thisarea.* In
cases where alternative analysis is available within countries, the BWIs should be willing to
consider these views in their discussions. The World Bank and IMF should also encourage
governments to open up the macroeconomic policy dialogue.

37. Participatory monitoring mechanisms, including citizens' report cardsand
participatory budgeting tools, have been developed to promote the institutionalization
of citizen feedback into periodic PRS assessments. Examples include the multi-stakehol der
impact monitoring systems in Ethiopia and Kenya; local-level NGO sectoral information
networks in Bosnia and Herzegovina; and a coalition of NGO, academic, research, and media
organizations that was formed to track and report on budget implementation in Albania

38.  Oneof thechallenges of PRS implementation remainsthe linkages between
social accountability mechanisms developed to track PRSresults at local gover nment
and community levels, and the official monitoring and evaluation systems developed
and managed by gover nment agencies. Some countries with longer experience with PRS
processes are merging these top-down and bottom-up processes to enhance the relevance of
stakeholder feedback to policy makers, thus enabling a more effective policy response. In
Mozambique and Senegal, Poverty Observatories have been established to encourage joint
official and independent oversight of PRS implementation, and to serve as the basis for
comprehensive review by the government with full stakeholder involvement.

* The IEO/OED evaluations underscored this problem, and recommended that BWI staffs
engage earlier in the PRS process to foster such debate on aternative policies. In the fall, the
IMF's Executive Board will consider a paper on the IMF s involvement in the PRS process
and the macroeconomic framework, in which these issues will be addressed in greater depth.
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39. Many PRSPs also reflect ongoing effortsto ensurethat the prioritiesand needs
of socially-excluded groups ar e assessed through PRS monitoring mechanisms. For
example, the PRS process in Cameroon, Kenya, Mauritania, and Senegal included the
preparation of alegal framework to guarantee rights and design targeted programs for
disabled, elderly, youth, refugee, and displaced populations. In Serbia and Montenegro,
analytical work and consultation processes led by the Center for Enterprise and Economic
Development resulted in the inclusion of Roma prioritiesin the PRSP and its related tracking
mechanisms.

40. Communication strategies around the PRSP have been generally successful in
the outward dissemination of information, but mechanisms to channel feedback from the
media, parliament, local government, and NGOs levels to policymakers need to be further
institutionalized. Government agencies in several countries (e.g., Cameroon, Kenya,
Mongolia, Nicaragua, Senegal, and Uganda) are also working with the private sector, NGOs,
community-based organizations, and media to develop dissemination strategies, improve the
accessibility of public information throughout the country, and strengthen feedback channels
to policy levels.

B. Enhancing Analytical Under pinnings

41. ThePRSapproach has contributed to significant improvementsin documenting
the multidimensional nature of poverty, but progressin identifying the policy and
institutional leversfor accelerating growth and for making it more pro-poor in specific
country circumstances has been mor e elusive. Staff reported this finding in the last
implementation progress report, and it was also noted in the IEO/OED evaluations of the
PRS process. While growth has become increasingly central to countries’ PRSs,
complementing the qualitative discussions with quantitative analysis remains a key technical
challenge. Assessing the distributional impact of growth and how it is affected by
macroeconomic, structural, and sectoral policies in the specific country context also
continues to present analytical challenges. Strengthening macroeconomic scenarios to better
deal with potential shocks—as well as to develop alternative scenarios which reflect
aspirational goals—is also an important agenda item. While countries often specify certain
expenditures as “pro-poor,” the analytic basis for defining these expenditures as “ pro-poor” is
frequently absent. Finally, there is scope to better inform policy choices by strengthening the
analysis of the poverty and social impact of specific reforms which are being considered.
Development partners, including the World Bank and the IMF, need to continue to help
countries address analytic gaps, but to do so in a manner that recognizes that analytic
prioritieswill vary by country, and that gaps will need to be addressed in a sequenced
manner.

Analysis of Growth and its Distributional I mplications

42.  Whilemany early PRSPs had unrealistic growth projections, staff consider that
the growth ratesin morerecent PRSPs and APRs, while optimistic, arein most cases
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achievable. An assessment of the actual versus the projected growth rates for 2003 reveals
that, although there is significant variation at the country level between projected and actual
rates, in over half the PRS countries where data were available the actual growth rates were
higher than those projected (Figure 1).

Fizure 1. Growth Eates: 2003 Actual vs. Projected
{Percentage)
la
14 4 +*
12 4
10 + 4+
= g *
= *
=6 + + +
o - *
B4 + +
o + 0+
=4 2 4 .
I:I T T T T T
| % 5 g0 12 14 1§
4 .
5 -
Projected Value

Source: World Bank.

43. Recent PRSPs have also shown much greater appreciation of the centrality of
growth to poverty reduction, aswell asthe need to understand itsdistributional
implications. Qualitative descriptions of the determinants of past and future growth appear in
nearly all recent PRSPs, and have been broadened beyond agriculture to include other
determinants, such as macroeconomic stability, regulatory reforms, trade, and investmentsin
health and education (Table 2).° PRSPs are also beginning to discuss, at least in qualitative
terms, the transmission mechanism between growth and poverty reduction, although detailed

® This paragraph and the next is based on areview of the 15 most recent PRSPs and 14 APRs
(Husain and Khalid-Khan, 2004), and compares trends to earlier PRS documents (Nagarajan
and Muthuram, 2003).

® Growth and poverty analysis is generally less well developed in APRs than in PRSPs. This
is not surprising since APRs are expected to be less detailed than the PRSP, but could be a
concern where the analysis in the PRSP itself was weak. However, some countries (e.g.,
Uganda and Tanzania) have used their APRs to augment their growth analysis.
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guantitative analysis (such as in the APRs of Honduras and Vietnam) is still the exception.
The most commonly-cited transmission mechanism between growth and poverty reduction
remains employment creation (Armenia, Serbia and Montenegro, and Pakistan). More recent
PRSPs have also included fuller discussions of the role of rural infrastructure and increasing
the access of the poor to productive assets. Djibouti and Madagascar, for instance, cite the
importance of rural roads in helping the poor increase their assets. However, other important
contributors to growth, such as financial sector development or the linkage between access to
finance and poverty reduction, frequently remain unaddressed.

Table 2. Factors Identified as Sources of Growth
(Percent of recent PRSPs)

Hedlth,
Source of Macro Regulatory education Infra-
Growth stability Trade reforms  Agriculture expenditure  structure Tourism
Past 65 47 48 53 47 87 10
Future 93 67 80 73 67 47 60

Source: World Bank, staff estimates.

44, However, while there has been a broadening and deepening of qualitative
discussions of growth and itsdistributional implications, their analytical under pinnings
still remain weak. In most countries, the PRS process has made it clear that there are
significant analytic gaps in the understanding of the sources of growth and the policy
priorities for accelerating growth or making its pattern more poverty reducing. In this sense,
the PRS initiative has helped highlight the need for more country-specific analysis to inform
the formulation of effective development strategies.

45, Strengthening analysis will require sustained support from development
partnersfor the development of better quantitative tools, long-term capacity buildingin
countries, and improving the availability and quality of data. The shortcomingsin the
analysis of growth and of the linkages between growth, its distributional pattern, and sectoral
strategies—which have been noted here and in other reports—are not new but their
consequences for the development agenda in low-income countries are now more explicit. In
the short term, however, growth analysis and the quality of growth projections can be
improved by avariety of methods, including the use of cross-country studies, based on data
compiled according to internationally accepted methodol ogies.

46. A combination of research, cross-country analysis, and country-specific support
will continueto be needed to fill these analytical gaps. As part of this effort, the BWIs will
jointly host in February 2005 an international research conference on “Macroeconomics,
Poverty and Growth,” with the co-sponsorship of the governments of the Netherlands and the
United Kingdom. The World Bank has also recently undertaken areview of the development
experiences of the 1990s, which considered the influence of policy and institutional factors



-23-

on the growth process, and emphasized the need for policy choices to be grounded in
country-specific analysis. The World Bank is also undertaking a range of research related to
growth and its distributional impacts. Apart from defining and measuring pro-poor growth
more precisely, this research seeks to deepen the understanding of the role played by initial
conditions (including initial inequalities) in achieving pro-poor growth and of the factors that
drive distributional changes over time. Drawing on this research, a series of country case
studies is being conducted with an aim to inform operational guidance on how key
macroeconomic, structural, and sectoral policies relate to poverty and growth, as well as how
country context and initial conditions should inform the selection, design, and prioritization
of such policies.

M acr oeconomic Frameworks

47.  Contingency planning in PRSPs also remainsrelatively weak, and continued
efforts are needed to make macroeconomic framewor ks moreflexible in their responses
to changing circumstances. This could include greater use of stress tests and sensitivity
analyses and robust multiple scenarios to deal with macroeconomic uncertainty due to
shocks. Given the vulnerability of low-income countries to exogenous shocks, such as
adverse terms of trade developments, conflict or drought, it would be useful for the PRSPs to
assess how shocks would hurt the poor, and indicate what safeguards need to be put in place
in implementing the PRS. Also, in cases where ambitious macroeconomic targets are not
underpinned by an analysis of the sources of growth, providing relevant scenarios would
enhance the credibility of the macroeconomic framework underpinning the PRSP.” While
fully addressing these issues will take time as capacity is gradually built, the authorities,
supported by development partners, could apply simple techniques where these have been
shown to provide more realistic macroeconomic projections. The BWIs can also provide
more effective support for countries that do face unforeseen circumstances owing to shocks,?
and encourage the authorities to use stress tests and sensitivity analyses in the design of their
macroeconomic frameworks on a more systematic basis.

48. PRSPs continue to be weak in linking macr oeconomic framewor ks and financing
requirements to medium-term goals.® Developing alter native scenariosthat illustrate
the effects of the combination of improved policies and better and more aid can help
countriesto map out how they would scale up efforts over timeto achievethe MDGs.
These scenarios and their medium-term goals will need to be made operationa by linking

’ Some PRSP documents do contain multiple scenarios dealing with different growth
projections (e.g., Ethiopia, Georgia, Madagascar, and Niger).

8 See International Monetary Fund, 2003b.

® These issues were highlighted in |ast year' s implementation progress report, International
Monetary Fund and World Bank (2003b), paragraph 63.
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them to annual budgets and medium-term expenditure frameworks so as to maintain
macroeconomic stability. The fact that few countries have attempted to do this reflects
several factorsincluding: (i) the technical challenge of the exercise, particularly in capacity-
constrained environments without appropriate support from external partners; and

(i) incentive issues in that most low-income countries are pessimistic about the prospects for
actually mobilizing higher aid flows in support of a more ambitious scenario.

49. External partners, including the World Bank and the IMF, can play a
constructiverole by helping countriesto assesstheir present absor ptive capacity for aid
and to design and implement measur es to help build up this capacity over time.
Absorptive capacity has multiple aspects, which need to be unbundled at the country level.
Theseinclude: the country’s overall human capital, such as teachers, doctors, and managers,
and the adequacy of its physical infrastructure. Initial conditionsin each of these aspects will
determine its ability to use additional aid productively. But, sinceaid can also helpin
addressing each of these constraints, it is necessary to look at absorptive capacity in a
dynamic sense and to address the binding constraints at the country level in a phased manner.
Particular attention will need to be focused on the sequencing of investments, policy
improvements, and higher aid flows, and on the time lags in terms of impacts. Substantial
increases in aid may aso have implications for a country’ s macroeconomic framework in
terms of debt sustainability and external competitiveness. For its part, the IMF could help
countriesin fleshing out these implicationsin the alternative scenarios, aswell asin
addressing the issues of macroeconomic management that might arise.

Pro-poor Expenditures

50.  Strengthening the understanding of how well public programs meet the needs of
the poor isfundamental to assessing the poverty-reducing impact of public
expenditures. For example, while many countries define spending on health and education
as “pro-poor,” analysis of the incidence of public education and health spending in arange of
countries shows that, contrary to the declared objectives of the program, spending is often
skewed toward better-off households and not the poor (World Bank, 2004g). Furthermore,
spending often fails to reach front-line service providers, and even when the money does
reach providers, the quality of serviceis often quite low, especially for poor people.
Understanding the dynamics, at the country level, of how other investments, such asin
infrastructure, benefit the poor either directly (access to safe water and basic sanitation) or
indirectly (improving access to health care or markets, generating jobs through accel erated
growth) continues to be an important challenge. Clearly, the definition of poverty-reducing
expenditures needs to be undertaken at the country level and to emerge from an adequate
understanding of the appropriate public interventions necessary to reduce poverty.

51. Notwithstanding the previous caveats, allocations for poverty-reducing
spending, as defined by countriesin their PRSPs, in national budgets as well as actual
spending have been increasing, both in relation to GDP and total spending. These trends
are evident particularly in countries where the PRS process is more advanced, budgetary
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processes are stronger, and there is more concerted donor support. Between 2000 and 2004,
budgetary alocations for PRS-defined poverty-reducing expenditure increased, on average,
by 1% percent of GDP in the 20 countries for which data are available. Actual spending has
increased considerably, by an average of 2 percent of GDP between 1999 and 2003. These
expenditures also increased considerably as a share of total government spending during the
same period. However, weaknesses in public expenditure management systems, particularly
budget classification and reporting systems, limit disaggregation of expenditure data by
function or program identified in PRSPs as poverty reducing, making it difficult to match
spending allocations and outturns with the priorities established in PRSPs (see also

Section I11.C on public expenditure management issues).

Poverty and Social Impact Analysis (PSIA)

52. Distributional analysisto inform PRS design islimited, but it isbecoming more
common. Thiswas afinding of last year’s progress report which also emphasized the need
for realistic expectations with regard to the pace and scope of PSIA. The IEO/OED

eva uations concurred with these findings, but noted that even with limited data and weak
national capacity, it isstill possible to assess some of the potential poverty effects of given
policies and therefore to contribute to more informed policy debate.

53.  Although theimpetusfor PSIA has often come from external partnersrather
than country authorities, there are some signsthat country demand for PSIA is
increasing. For example, in Ghana, with the support of external partners, the National
Planning Commission has commissioned five such analyses, ranging from tackling
vulnerability and exclusion to assessing the distributional impact of petroleum pricing policy.
Each analysisis guided by a Technical Committee made up of representatives of various
stakeholders, including government ministries, consumer associations, and donors. In
Mauritania, initial Bank support for PSIA of the reform of mining services and water pricing
has created demand by the authorities for further anaysis.

54. For the 10 countries which completed PRSPs over the past year, some form of
PSIA has been undertaken or isplanned in each. For example, analysisin Armenia of
electricity and water utility pricing has been completed. Energy sector reforms are the subject
of ongoing analysisin Djibouti and Moldova. Studies are being designed in Kenyato
consider health user fees and pension reforms. PSIA has also been used in counties that are
implementing their PRSPs. For example, taxation reform proposed in Ethiopia was designed
in the light of a distributional incidence analysis of the introduction of a value-added tax
(with the assistance of the IMF), while tax reforms in Honduras and Nicaragua were similarly
guided by PSIA. Distributional analysisis also ongoing in Rwanda to examine the impact of
privatization of the tea sector. In Tgjikistan, the distributional impacts of various reformsin
the cotton sector are being considered. Its experience illustrates that while such analysis may
give policymakers a better sense of the pros and cons of policy choices, it cannot substitute
for decision making on a country-owned basis (Box 4).
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Box 4. Tajikistan: Welfare Implications of Cotton Farmland Privatization

The cotton sector is central to Tgjikistan’s poverty reduction strategy. Not only does it provide employment to
about 80 percent of the country’s rural labor force, but cotton fiber is also the country’s second largest export,
contributing almost one-fifth of total export revenues. Almost 75 percent of the extreme poor live in cotton-
growing areas.

Since independence in 1991, Tgjikistan has been gradually privatizing cotton farms by giving collective land
tenure rights to individuals and families. Though fairly widespread, this collective privatization strategy has not
significantly increased individual farmers decision-making authority since it leaves farm management
unchanged. Tgjikistan’s most recent Annual Progress Report also notes that productivity gainsin the sector have
been elusive. It points to shortcomings in the privatization process, as well as inefficiencies in the cotton fiber
production chain, including financing, ginning, and marketing. The progress report notes that despite the
potential to enhance the livelihood of the farmers through land reforms, inefficiencies in the downstream sub-
sectors continue to impede the economic livelihood of cotton producers.

To address a part of the problem, with the support of the World Bank, Tgjikistan has experimented with
transferring individual land tenure to farmers along with seed capital grants. Under this method, farmers have
direct control over crop choice and al financial decisions. A PSIA study looks at the distributional impact of
both this new privatization method and complementary liberalization of the cotton fiber production chain.

Findings. Current distortionsin the cotton sector result combined with the sub-optimal privatization result in an
annual loss to the economy in the range of $136 million to $204 million (8.7 to 13.1 percent of GDP). These
losses are a combination of rent seeking and productive inefficiencies.

The PSIA considers two options, both of which anticipate privatization that provides for individual land tenure
to farmers, but differ on liberalization of the cotton production and marketing chains. In the first option,
complementary liberalization of the production chain does not occur. This option would be opposed by farm
managers who would lose control over “their” farmlands, but it would meet with little resistance from vested
interests in the ginning and marketing sub-sectors. While the impact on the income level of poor farmers would
be positive, the magnitude of the benefits would be fairly modest compared to the second option.

The second option considers the impact of liberalizing the production and marketing chains. Thiswould result in
significant improvementsin productivity and incomes for farmers and the country as a whole. However, this
option would meet with considerabl e opposition from both farm managers and vested interests in the ginning
and the marketing sub-sectors.

Maintaining the status quo is also a choice for the government, but the PSIA shows that with this choice, poverty
in cotton-growing areas will remain high and cotton yields will not significantly increase. The findingsin this
study should help foster a more informed debate among stakehol ders and policymakers. However, tough
political choices remain, and PSIA analysis can not substitute for the domestic decision-making process of
policymakers.

World Bank, 2004f.
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55.  Therearesome good examples of stakeholder participation in conducting PSIAS,
but thereis considerable scopeto strengthen thisdimension. The analysisin

M ozambique, which examined the underlying factors affecting primary school completion, is
agood example of inclusive stakeholder participation. However, it is worth noting that
improving stakeholder participation in the PSIA process—which can enhance the quality and
ownership of the analysis and its results—can also further extend what is often alengthy
process.

56. Integrating theresults of PSIA into country strategies continuesto pose sever al
challenges, and expectations need to berealistic. Difficultiesinclude: (i) weak country
capacity; (i) sometimes limited government demand for analysis; and (iii) methodol ogical
difficulties—such as estimating the impact of reforms and obtaining requisite data. ™
Analyses need to be tailored to country-specific conditions and the reform area being
considered—and depend on the data, the capacity and analytical constraints, and the
timeframe for the analysis.

57.  Selectivity isessential in the choice of reformsto be analyzed. Good PSIA
requiresthat possible policy actions be well-defined in order to be amenable to analysis.
Also, given that PSIA often requires considerable resources and can take a significant amount
of time to complete, it isimportant for low-income countries to focus their analyses on key
reforms which are likely to have significant distributional impact.

58. In addition to supporting country capacity to undertake PSIA, the World Bank
and the IMF are working to integrate the findings of such analyses morefully into the
programsthey support. For the World Bank, ex ante analysis of the social and poverty
reduction impact of the World Bank-supported reform program is now recommended under
its new lending policy directive.** The World Bank also uses PSIA more generally to help fill
gapsin the stock of country knowledge through its nonlending program. For the IMF, PSIA is
used to assess the poverty and social impact of key reform measures contained in PRGF-
supported programs.

59. Since the spring of 2003, the World Bank has enhanced its effortsto mainstream
the use of PSIA techniques by dedicating supplemental budget resourcesto country
teams undertaking PSI A analysis. This supplemental financing has supported about

70 PSIA-type activities (over 80 percent in low-income countries) over the past 15 months,

19 \While ex ante PSIA is particularly relevant for initial policy formulation, such analysis can
and should also be undertaken during and after the implementation of policy reforms.

1 A good practice note provides advice to World Bank staff on promoting PSIA in-country
and integrating it within development policy lending (World Bank, 2004d).



and is expected to support over 40 more activitiesin the coming year (nearly al of which will
be in low-income countries).*?

60. Thesectoral coverage of World Bank-supported PSIAsisbeginning to deepen.
Early analyses were focused mainly on utilities, agriculture, public sector, and selected
macroeconomic reforms. Over the past year, sectoral coverage began to broaden to consider
trade, social sector, and land reforms. Over the next year, the sectoral spread is expected to
continue to widen, including attention to decentralization and fuel subsidies (Figure 2).

Figure 2: Sectoral Distribution of PSIAs in L ow-Income
Countries’
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61.  Whilerecognizing thelead role of the World Bank in supporting countriesin
undertaking PSIA, the IMF also acknowledgesits own responsibility for ensuring that
measuresin | MF-supported programs are appropriate (and for incorporating available
PSIA in PRGF program design, including compensating measur es wher e appropriate).
The IMF staff will endeavor to baseits policy discussions on, and to include in its reports,
more rigorous PSIA carried out by the authorities themselves, the World Bank, and other
partners in the context of developing the country’ s poverty reduction strategy. To this end,
the IMF has established a special group in its Fiscal Affairs Department that will focus on
helping to integrate PSIA into the design and implementation of PRGF-supported

12 These numbers do not capture the entire universe of PSIA activities. They refer only to
activities receiving supplemental World Bank budget support. They do not reflect exercises
that are already fully mainstreamed into country work programs nor those that have been
supported by other partners.
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programs—the group has already begun discussions with country teams to that end. The tasks
of this group include: (i) helping to use existing PSIAs to assess the likely impact of program
measures with major effects on vulnerable groups and, where appropriate, crafting
compensating measures; (ii) reviewing PSIAs carried out by development partners and
liaising with them at different stages in their preparation of PSIAS; (iii) assisting in drawing
lessons from PSIAs carried out for other countries; and (iv) if resources permit, carrying out
PSIAsin the areas of the IMF s core competence. IMF work on PSIA would be available to
country authorities and could be used to help inform the design of country strategies.

C. Strengthening Institutional Capacity

62. In additional to formulating country-driven PRSsthat are grounded in sound
analysis, countries also need to build theinstitutional capacity to implement and
monitor their strategies. Strengthening the institutiona link between the PRS and the
budget processis key to helping countries better prioritize their strategies. More generadly,
continuing to improve their public expenditure management systemsis also a priority for
most low-income countries. Another key area for institutional strengthening is monitoring
systems which are needed to enable countries to adjust their strategies based on actual results.

Improving Prioritization

63. Recent PRSPs and APRs show progressin setting out policy prioritiesfor
reducing poverty, but many countries still face major challenges. Specific areas for
attention include: focusing their strategies on those key policy measures that are appropriate
and feasible; properly sequencing them over time; and reflecting them in budget allocations
and execution. The relation between the PRSP (or the APR) and the annual budget plays a
crucia rolein this effort. In the absence of clearly identified prioritiesin the PRSP,
prioritization usually occursin the annual budget. Countries with close links between their
PRSP cycles and their budget processes (e.g., Mozambique, Tanzania, Uganda) have made
significant progressin prioritization. However, in cases where either the PRS processis
independent of the budget process, budget processes are weak, or the medium-term
expenditure frameworks (M TEFs) are nonexistent or ineffective, prioritization remains an
elusive objective.

64. Improved PRS processes, realistic projections of resour ce availability, provision
of operational detailsin PRSPs, and the need to demonstrate progresstowards MDGs
can all contributeto improving prioritization. However, the need for a comprehensive
strategy tackling all dimensions of poverty has, in some cases, led to wish lists of programs
and policy interventions that lack strategic vision or afocus on actionable priority measures.
More ambitious aternative scenarios can be useful guides for scaling up efforts toward the
MDGs (e.g., Ethiopia), but these aso need to identify credible prioritiesin order to mobilize
additional external support.
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65. Incomplete costing of priority programsin the PRSP, aswell asthe lack of links
between costing, the annual budget, and the M TEF remain obstaclesto incorporating
PRS prioritiesinto the budget allocations.* In many countries, the PRSP and budget
cycles are not properly sequenced and aligned, reflecting both parallel institutional settings
for the two processes (PRSPs are frequently driven by specia bodies outside the Ministry of
Finance) and externally determined timetables (e.g., requirements under the HIPC Initiative).
Also, MTEFs are often not yet firmly anchored in the national budget process or are only
partialy in place, limiting their potential contribution in linking PRS priorities with annual
budgets. Particularly in countries where the PRS processis at an early stage, sectoral
programs are often poorly defined and not well integrated into the overall strategy.

66. Wherethe PRS processis more advanced, however, priority sectoral programs
areincreasingly being reflected in budget allocation decisions and their costsare
integrated into MTEFs and linked to resour ce availability, strengthening the sequencing
and implementation of the priority programs. For example, Tanzania has made significant
progress in costing sectoral programs, integrating them into the MTEF, and linking sectoral
priorities with budget allocations. Similarly, in Mauritania, priority programs for five sectors
(education, health, transport, rural development, and urban sectors) are linked to the MTEF.

67. In these mor e advanced PRS countries, the PRSis gradually becoming the front
end of the budget process, with closer alignment and integration of the PRS and the
budget cycles.* Positive results of this process include improvementsin the underlying
processes and greater operational detail in APRs (e.g., Ghana), which also greatly facilitates
donor efforts to align their support with the PRSs priorities.

Public Expenditure M anagement I ssues (PEM)

68. Strengthening PEM systemsremainsa priority for PRS implementation. In
addition to providing mechanisms for financial control, these systems are ameansto align the
use of budget resources with the policy objectives of the PRS. Most countries with PRSs,
particularly HIPCs, started with very weak PEM capacity. As these countries started to
implement their PRSs, steps were also taken, often with assistance from external

development partners, to improve PEM systems.

13 Reflecting the persistent problems of line agenciesin estimating reliably the total costs of
programs proposed for the PRSP, as well as capacity issues.

1% For example, in most of these countries (Uganda, Tanzania, Mozambique, Ghana, Benin),
efforts are underway to adapt the timing of the annual progress report so that it draws on the
existing reports on budget execution and sector reviews, but itself feeds into the preparation
of the coming year’ s budget.
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69. Most of therecent JSAsindicatethat significant improvementsin PEM systems
are already underway or being planned within the PRS process, and measuresto
improve PEM capacity areincreasingly included in country strategies, aswell asin
donor-supported programs.™® The majority of APRs produced in 2003-04 cover PEM issues
in considerably more detail than in the underlying PRSPs. The focus of thereformsis
primarily on budget execution, and the reporting and monitoring aspects of PEM. Many JSAS
for these APRs also noted progress in budget formulation and execution processes, the
integration of these processes into MTEFs, and the strengthening of audit mechanisms.

70.  Strengthening PEM systemsisa particular focus of thetechnical assistance and
policy advice provided to low-income countries by the BWIs, with special attention
given to improving PEM capacity in HIPCs (Box 5). As countries have progressed in the
PRS process, emphasis has gradually shifted from short-term actions to ensure that the HIPC
debt relief was utilized appropriately toward strengthening overall legal and regulatory
frameworks, improving processes for budget formulation, execution, and monitoring
(sometimes through afull Integrated Financial Management System, asin Tanzania), and
increasing the effectiveness of budget resource use.

71. The donor community is also working to enhance the coor dination of support

for capacity building in public financial management more generally, as part of the
overall donor harmonization agenda.*® The revised approach to Bank/Fund collaboration
on public expenditure issues also builds on the assumption that the recipient countries will set
out a capacity-building strategy in their the PRSP as a coordinating framework for assistance
in responding to identified capacity weaknesses.’

1> The average number of measures focused on improving PEM systems was 15 in PRSPs
produced in 2003-2004, comparabl e to the previous year but considerably higher than earlier
years.

18 Thisis acentral aspect of the work of the OECD-DAC Joint Venture on Public Financial
Management, which is producing a good practice paper on the provision of support for
capacity building in public financial management (PFM). The Public Expenditure and
Financial Accountability (PEFA) group, a collaborative venture involving the World Bank,
the IMF, the European Commission, and several bilateral donors, is designing a common
assessment framework for PFM systems in recipient countries that would also measure
progress over time, as well as an integrated standard PFM diagnostic tool that isintended
eventually to replace the individual donor tools currently used for their fiduciary analyses.

! International Monetary Fund and World Bank, 2003a.
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Box 5. Public Expenditure M anagement: Country Assessment and Action Plans

In April 2002, PEM Assessment and Action Plans (AAPs) were completed for 24 HIPCs, based on a

guestionnaire covering the critical elements of the PEM systems. An update was presented to the Boardsin

March 2003.! Bank and IMF staff are jointly working on AAPs of 27 HIPCs and plan to present to the Board in

early 2005 an update on 16 benchmarks for PEM systems, including a new one on procurement systems. The

guidelines for the APP exercise currently underway identify three main purposes of these assessments:

» To assessthe existing capacity for tracking public spending, including poverty-reducing spending, where
tracking is defined as the identification and reporting of budgeted and actual outlays for poverty reduction;

» Tounderstand risks associated with implementing poverty-reducing spending, especially in the context of
receiving debt relief; and

e Toclarify what donor and technical assistance should be provided to improve systems for managing
poverty-reducing and other public spending.

These assessments and the ensuing action plans will focus on three primary dimensions of PEM performance:

(a) budget formulation, (b) budget execution, and (c) budget reporting.

! See International M onetary Fund, 2003c.

Monitoring Systems

72.  Theresultsorientation of the PRSinitiative has helped focus attention on the
need to improve the availability of data and itsuseto inform policy decision making.
The September 2003 progress report noted that, while improving, PRS indicator lists are
often long, sometimes not well-defined, and baseline data are frequently unavailable. It also
suggested that treatment of monitoring and evaluation in PRSs has generally focused more on
improvements in data availability and quality and less on institutional arrangements. The
OED evaluation confirmed past staff findings that, while the PRS initiative has added
attention to monitoring, continued efforts are needed to strengthen not just the supply of data
but also the demand for its use.

I ndicators

73.  Whereshortcomingsare straightforward to address, substantial progress has
been made. Wher e issues are more complex, progressis slower. For example, a positive
development is that indicator lists continue to be rationalized in terms of number, relevance,
and data availability. For example, Tanzania s third APR updated the list of indicatorsto
make them more consistent with policy targets and with data availability.

74.  Countriesalso continueto show progressin trying to integrate indicators used
for internal and external reporting. Most recent PRSPs have indicators that take into
account the MDGs, either directly or by tailoring them to country-specific issues. For
example, in Vietnam, the MDGs have been adapted to the country situation (some were
disaggregated, others dropped when not relevant, or adapted to reflect national priorities).
This process has both increased the results focus of the PRS and ensured relevance of the
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indicators used to track progress. In other countries, such as Nepal, the PRS process spurred a
discussion across government agencies and line ministries aimed at identifying key
indicators, both sectoral and cross-sectoral.

75. However, there continuesto be a tendency for PRS indicator sto focus on inputs
and impacts—leading to a “ missing middle.” Most PRSPs have focused on budgetary or
expenditure data (input indicators) and survey-based measures of well-being (impact
indicators). Intermediate outputs and outcomes have generally received less attention, thus
weakening governments’ ability to understand how inputs trand ate into impacts. Some
countries are strengthening their indicator chain. For instance, Madagascar’ s PRSP presents
an appropriate mix of input, output, and outcomes measures, even if specific indicators can
be further improved. Pakistan’s PRSP presents a monitoring matrix which tracks the chain,
systematically linking inputs, outputs, and outcomes.

Data and analysisfor PRS monitoring

76.  ThePRS process has brought to the forefront the need for data, in particular for
data on living conditions. Improvementsin data availability are reflected in later APRs
which typically provide more data on selected indicators than was contained in PRSPs or
earlier APRs. There is some evidence that the PRS initiative has helped create momentum for
countries to carry out regular household surveys. Eighty percent of countries with at least one
APR have recent (2002 or later) household surveys/censuses, compared to only 64 percent of
countries with only a PRSP.

77. However, progressisuneven and falls short of what isneeded to fully track
indicators of development such asthe MDGs. While data availability has improved for
more than 80 percent of the indicators for the MDGs, there are significant differences across
regions. In Sub-Saharan Africa, data on about a quarter of the MDG indicators are not
available for over half the population.

78. L ess attention has been paid to improving the quality and use of other routinely
collected data. Budget and routine data collection activities play a central role in monitoring
poverty reduction strategies since they provide the information needed to monitor input,
output, and to a certain extent, outcome indicators. Efforts are needed to enhance the quality,
timeliness, comprehensiveness, and comparability of these data, and to improve their
dissemination and analysis. For example, GDP estimates typically do not adequately cover
the informal sector, where many of the poor earn their incomes. Linkages between budget
execution information, government interventions, administrative data from sectoral
ministries, and living conditions (including information from other sectors) are still fairly
weak. Asillustrated by the experience of Uganda, there is much to be gained from an
improvement of the macro- and socioeconomic data already collected and a better use of the
existing data.



79. Statistical systems, whileimproving, remain fragilein PRS countries. A recent
analysis of the statistical capacity in six low-income countries (Bolivia, Burkina Faso,
Cambodia, Moldova, Maawi, and Y emen) found that while availability of national data has
improved since the late 1990s, statistical systems remain fragile (Paris21, 2004). Statistical
capacity was particularly weak with regard to management information systems and
administrative datain line ministries. Issues related to decentralization also arise, with sub-
national-level statistical capacity typically weaker than at the central level. In addition, the
scarcity and unpredictability of budgetary resources for data collection and analysis—which
sometimes reflects the lack of political will to measure and analyze policies and their
impacts, and at other times reflects dependency on donor funding and consequently donor
priorities—remains a major impediment to the emergence of full-fledged systems.

80. Most low-income countries also face constraintsin terms of analytical capacity
within the agenciesresponsible for overall monitoring systems, and mor e broadly
within gover nment agencies and nongover nmental institutions. Capacity building is
needed for data analysis and also to help stakeholders to read and understand the outputs of
these analyses. While the PRS initiative has provided an impetus to increase analysis of
poverty determinants and of the impacts of interventions (Section 111.B), severe limitations
remain.

PRS Monitoring Systems

81. Building theinstitutional arrangementsfor systemsthat allow theinformation to
flow between the various actor s—data producer s, analysts, and decision makers—is
one of the biggest challenges. Institutional arrangements encompass both formal
arrangements (definition of responsibilities, reporting, rules, legal framework) and informal
rules and practices (which determine the actual application of the formal arrangements). The
PRS initiative has spurred interest in building institutional capacity for monitoring and
evaluation, but most country systems still do not have strong and clear channels for linking
data production, analysis, and policymaking (Box 6).

82. One of the lessons learned from early studiesisthat the monitoring system
should be kept smple and flexible, and be built progressively. A general tendency in PRS
countries has been to design complex systems, without prioritizing activities, and often with
little connection with existing monitoring activities and agencies. Since capacity is limited,
the resulting systems are often not able to perform their functions. Despite their early
engagement in the PRS process, many countries are still struggling with the institutional
dimensions of their systems. For instance, in Mauritania, the second APR underlines the need
to further adapt the institutional framework; and in Nicaragua, the JSA on the second APR
reports that a comprehensive system has yet to be implemented. In Ethiopia, progressin
implementing the statistical master plan has also been slow.
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Box 6. Poverty Monitoring and Evaluation Systemsin Central and Latin America

The poverty monitoring systems in Bolivia, Guyana, Honduras, and Nicaragua are “two-tier” systems.
Information from data producers (e.g., line ministries, executing agencies) and information systems (e.g.,
financial management) are gathered and analyzed centrally. These systems are designed as management tools to
inform policymakers and budget planning. Implementation is still at an early stage, and some important
characteristics are likely to influence the degree to which these systems will be successful.

Nationally-owned systems: There is strong commitment from the four governments, reflected in the location of
the coordinating bodiesin the Presidents’ offices. However, in most of the countries, there is still limited buy-in
by sectoral agencies.

Realistic and enforceable legal framework and procedures: The definition of legal frameworks and
operational processes are still weak, limiting the quality and timeliness of contributions and the accountability of
the actors.

Clear rolesand processes. Roles arerelatively clear, except for data validation which is typically assigned to
the national statistical institute and the coordinating unit. The systems are very ambitious and complex in light of
existing capacity, and sometimes duplicate existing arrangements. Bolivia, Honduras, and Nicaragua are already
trying to simplify the arrangements.

Capacity to fulfill theroles: The focus has been on the coordination of the “second tier,” while the “first tier”
of primary data collection and analysis has been relatively neglected, despite recent increasesin available
resources. Capacity in local-level institutions is even weaker and could limit the potential of decentralization in
countries like Nicaragua and Bolivia.

Inclusion of all stakeholders: Civil society isfairly strong and politicized in all countries, with the exception of
Guyana. This has allowed for the relatively strong voice of civil society in policy formulation and monitoring.
The processes for the substantial role of Civil Society Organizations (CSOs) have yet to be consolidated.

Built-in feedback and dissemination mechanisms: In practice, the integration of information on outcomes and
impacts with financial and administrative information is till in the early stages, and feedback is very limited.
Dissemination activities have so far been mainly limited to the PRS progress reports.

Source; Coudouel and Regalia 2004.

83.  Another lesson from early experienceisthat systems should build on existing
processes. Appropriate arrangements depend on country circumstances, such as existing data
collection systems, management system, and reporting mechanisms—there is no universal
blueprint. In many PRS countries, in particular, there has been a tendency towards building
systems that ignore the existing routine monitoring systems from line ministries or other
agencies. As aresult, the central system has often failed to fulfill its mandate. In addition, this
has sometimes undermined line ministries commitment to the national PRS. Evenin
Tanzania, where the system was designed in consultation with the various agencies,
implementation is proving difficult. Efforts need to focus on strengthening existing primary
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data producing systems, integrating responsible agencies into the PRS process, and
establishing good relationships between the central units and these agencies.

84.  Systemsshould also be built with the ultimate purpose of feeding back into
policymaking processes. In numerous PRS countries, thereis still little evidence of
widespread effective use of monitoring outputs for decision making. Demand from decision
makers and other stakeholders has increased, but remains limited. Examples of effortsto
closely link the budget, policy, and PRS formulation and reporting come from Mongolia and
Mozambique. This requires consistent calendars to allow the various components to feed into
each other, as well as strong coordination of the various units and agencies involved.
Feedback is also illustrated by the revision of targets that some countries, such as Mauritania,
have undertaken as aresult of their monitoring effort. Strengthening demand and promoting
the use of resultsin policy and budget decisions will require incentive structures which
reward performance, effective dissemination and communication of data and analysis, as well
as building analytical capacity among decision makers. The introduction of sustainable
monitoring and evaluation systems that effectively feed back into decision-making processes
requires strong political will and commitment to establish and enforce the required incentive
structure.

Bank and IMF Support

85. TheBank and the IMF have been supporting PRS countriesthrough their
lending instruments, grant funding, technical assistance, and support to global
statistical efforts.

» First, through lending instruments such as PRSCs, the Bank supports critical stepsin the
development of sustainable monitoring and evaluation systems. For instance, the PRSCs
in Vietnam support the establishment of alega framework to promote data quality,
transparency and availability. STATCAP, anew lending program, has also been
developed to assist countries with a clearly articulated strategy to make significant
investments in statistical capacity. In Burkina Faso, the project supports the creation of
the legal and institutional framework for data collection and dissemination.

» Second, through the PRS Trust Fund and the Trust Fund for Statistical Capacity Building,
the institutions provide resources for the improvement of the PRSs and their monitoring
and evaluation systems. Strengthening the PRS monitoring and evaluation systemsis the
focus of more than half the PRS Trust Funds approved so far. For example, the support to
Tajikistan will focus on strengthening the capacity of government, parliament, and civil
society to monitor the strategy, as well as on devel oping a monitoring program.

* Third, through the General Data Dissemination System (GDDY), the institutions and their
partners have been providing guidance and assistance for the overall development of
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macroeconomic, financial, and socio-demographic data. To date, 41 PRS countries
participate in the initiative.*®

* Finally, the institutions are working to build global knowledge and partnerships for the
improvement of monitoring and evaluation systems. For instance, the World Bank with
other partnersis currently extracting lessons and good practices, and preparing tools for
the design of institutional arrangements for monitoring and evaluation systems. Another
example comes from assistance to the PARIS21 consortium in providing a platform for
the development of medium-term national statistical plans.

The PRS Approach in Countrieswith Difficult Environments

86. Evidence from the preparation of early PRSs suggested that countries
experiencing instability and stress, including those emer ging from conflict, werelikely
to face unique challengesin the preparation and implementation of a strategy. And,
indeed, most countries that still do not have a PRS are low-income countries under stress
(LICUS) and/or conflict affected countries (Section 11). LICUS—whether post-conflict, or
marginalized states re-engaging with the international community—generally do not have the
baseline data, analysis, and capacity to immediately prepare a PRSP. Y et they have perhaps
even greater need than do strong performers for better prioritization, realistic estimates of the
timing and cost of key interventions, reliable donor assistance for priority actions, and close
donor coordination than do the stronger performers. The IEO/OED evaluations also highlight
the need for continued efforts to better assist countries to tailor the PRS approach to difficult
country circumstances, to put in place mechanisms to help build the capacity needed to
develop and implement a PRS, and to help ensure that processes are responsive to unique
country vulnerabilities, such as the threat of conflict.

87. TheWorld Bank, in cooperation with other partners, iscurrently engaged in
several initiativesthat aim at better under standing the constraints and oper ational
implications of supporting the PRSin countriesin difficult circumstances. These include
areview of the PRS experiencein LICUS countries, with an aim to generate operational
lessons, and a more comprehensive assessment of the challenges and opportunities of the
PRS approach in conflict-affected countries (both jointly with DfID). A complementary study
isreviewing how several post-conflict countries (East Timor, Central African Republic,
Liberia, and Haiti) have used basic planning tools to help set time-bound priority activities,
with a particular focus on actions needed to build capacity in core government functions, and
with an aim to forge consensus on priorities and to facilitate donor coordination. Given the
focus on building core government capacity, this approach may help countries develop a
more structured framework for building the capabilities needed to formulate a more realistic

18 The IMF' s regional technical assistance centers also contribute to building capacity for
collecting and analyzing data.
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PRS in such circumstances. Also, the IMF s Executive Board has recently decided to apply
the Emergency Post-Conflict Assistance (EPCA) policy more flexibly.

D. Enhancing Aid Effectiveness

88. Increasing aid volumes and improving the quality of aid to low-income countries
implementing sound PRSsiscritical to their effortsto achievethe MDGs. As countries
improve their policies and governance, more aid (including grants) will need to be provided
in forms that can flexibly meet the incremental costs of achieving the MDGs, including
providing a higher proportion directly to countriesin the form of cash, supporting good
policy performance with predictable and longer-term aid commitments, and allowing for the
financing of recurrent costs where country circumstances warrant. However, despite
international commitments to increased aid, there are signs of pessimism on the part of low-
income countries. Some do not reasonably expect any further substantial near-term increase
in available financing (e.g., Mozambique and Tanzania), while others, such as Uganda, have
become increasingly cautious about taking on additional donor financing in terms of its
implications for fiscal deficits, aid dependency, and the sustainability of poverty reduction
efforts.

89.  Aid pessimism needsto be overcome by a concerted effort by both donorsand
recipient countriesto help these countries achieve the MDGs. The PRS process
represent a unique vehicle for assessing the prospect and viability of higher aid inflows
and setting out plansfor their use. Most recent PRSPs do recognize the need for more and
better aid for poverty reduction, but in many cases thisis not linked to scaling up efforts
which are needed to reach the MDGs. Devel oping aternative scenarios is one promising way
to address this; however, as noted in Section I11.B, progress has been difficult.

90. Thereissubstantial scopefor increasing the effectiveness of aid by better
aligning aid with country-owned development prioritiesas articulated in PRSPs, and by
harmonizing and simplifying donor policies and practices. Over the past 12 months the
political momentum for harmonization and alignment has grown, with aimost 60 partner
countries and at least 40 bilateral and multilateral agencies now engaged in harmonization
and alignment efforts.™

91 In countrieswherethe PRS approach isbeing actively driven by the

gover nment, donor s have intensified effortsto harmonize and align their activitieson
the ground. This often takes place through the formation of ajoint government-led group of
local development players, through which like-minded donors align their support programs
with the policy priorities of the PRS and coordinate these programs with each other. Together

19 For details on the harmonization and alignment activities at the country level, see the
Country Implementation Tracking Tool on the Aid Harmonization website, at
http://www.ai dharmonizati on.org/ah-cla/secondary-pages/cla
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with the recipient government, these groups al so often establish aformal common
performance assessment framework (PAF) based on a reduced set of indicators derived
directly from the PRSP. Such frameworks also aim to facilitate early commitments of aid, the
integration of these commitments into the budget formulation process, and frontloading aid
disbursements within the fiscal year to enhance the predictability of aid flows—as such, they
set out the mutual obligations of countries and their development partners in the PRS
process.’ Donorsin these countries are also increasingly shifting from project aid toward the
provision of budgetary support or participation in sector-wide programs.** Good examples of
this approach are Ethiopia, Ghana, Mozambique, Tanzania, and Uganda.?

92. In other countries, by contrast, the PRS does not yet seem to serveasa
framework for harmonizing and aligning donor assistance. In some cases, this may
reflect weak government leadership in using the PRS framework as atool for deepening aid
harmonization and alignment, or disagreements among donors—either with regard to their
own priorities, or their perception of the PRS process as awhole. In other cases, the fact that
relatively few donors are involved in providing support to PRS implementation reduces the
impetus to a harmonized approach (e.g., Guinea). Therefore, while donors, and particularly
the BWIs, should encourage recipient countries to exploit the potential of their PRSasa
vehicle for donor harmonization and alignment, the extent to which this potential can be
realized will inevitably vary from country to country, depending in part on the ability and
willingness of the governments to take the lead in the process. Progress will, in many cases,
therefore be gradual .

93. Some PRSPs make explicit reference to issues of donor harmonization and
alignment, even though they do not fully reflect actual progress on the ground. In some
cases, such as Ethiopia and Rwanda, the discussion is extremely detailed, describing the
harmonization and alignment process and its objectives, aswell asitsimpact on the
availability and forms of donor financing. The progress reports of Burkina Faso,

2 For example, in Tanzania, some 70 percent of budget support commitments are now
disbursed within the first quarter of the fiscal year.

2! Good examples of sector-wide programs are in health in Tanzania and Uganda (although
these predate the PRS approach), and more recently, education in Bangladesh.

22 As arelatively recent phenomenon, it istoo early to give a definitive judgment on the
effectiveness of such arrangements. However, the start-up costs of establishing joint
monitoring frameworks have been considerable, and the process very time-consuming (e.g.,
in Ethiopia and Mozambique, the process of agreeing on a common set of indicators and
monitoring modalities took well over ayear).

2 |t isworth noting in this context that the countries where the most progress has been made
in donor harmonization and alignment are those where the coordination process generally
predates the PRSP (see, for example, Box 7 on Mozambique).
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Mozambique, and Tanzaniarefer to the memoranda of understanding between the
government and donor groups—M ozambique' s APR describes the reduced indicator set by
which donors will monitor performance. Other country documents approach the issues from
different perspectives, outlining some of the problems caused by uncoordinated donor
activities (Maawi, Niger, and Tgjikistan); describing planned steps toward donor
harmonization consistent with the 2003 Rome Declaration on Harmonization (Honduras and
Kenya); or discussing donor harmonization in the context of managing the external debt
(Djibouti and Madagascar).

94. The alignment of donor support programswith the PRS dependsin part on the
oper ational detail of programsand policiesin the PRSP itself. This determines the extent
to which donors can base their support programs on the PRS directly and monitor progress
using recipient country systems and indicators.*

95. Donor harmonization and alignment also extend to a joint approach to
providing support for capacity building and to streamlining conditionality. With
significant capacity constraints in most low-income countries, capacity building will be a
long-term endeavor. It isimportant for donors to assist countries in meeting immediate
priorities and to avoid fragmentation of efforts. Strong country-led initiatives can help in this
regard (e.g., Ethiopia, Tanzania). The PRS can be the vehicle by which capacity building
needs are prioritized, for example, in data collection and monitoring. The formal performance
assessment frameworks that have been negotiated to date also limit program conditions and
disbursement triggers to the indicators and policy commitments contained in the PRSP—
monitoring procedures are also being more closely aligned with domestic review processes.

96. L ooking forward, several challengesremain to be addressed by both recipient
countriesand donorsalike in facilitating closer donor harmonization and alignment
with the PRSP. These include: addressing the continuing communication gaps—between
headquarters-based aid agency management and operational staff, and between the global
harmonization discussions/fora and individual countries—as to both the international
commitments to, and the specific opportunities for, harmonization and alignment to improve
the delivery of aid through the PRS process; tackling capacity constraints both recipients and
donors face in implementing harmonization and alignment; strengthening domestic
monitoring systemsto facilitate their use by donors; providing sufficient operational detail of
policy intentions in PRSPs or annual progress reports; and defining a set of performance
indicators that provide an adequate assessment of progress while respecting the recipient

?* In some cases, organized donor groups have worked around this constraint by using
indicators set out in the sectoral programs—el sewhere, governments and donors have begun
to use as an operational roadmap the detailed policy matrix that accompanies the World
Bank’s PRSC operations, in the negotiation of which the donors groups have been closely
involved (e.g. Ethiopia, Mozambique, Tanzania, and Uganda).
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country’s priorities. A key challenge for the future will be integrating the activities of other
stakeholders that participate in the PRS process, including the agencies of the UN system, the
global or vertical funds, and the NGO community, and to encourage the harmonization and
alignment of their devel opment assistance.

97.  TheBretton Woods institutions will be expected to play a central rolein this
effort. For example, most donorsrequire evidence of a satisfactory macroeconomic
situation to continuetheir support, particularly budget assistance, and look to the IMF
to provide this assessment.?” The joint staff assessments of the PRSP and the APR are also
seen as acritical input to the country authorities and donors in evaluating overall PRS
implementation. Asindicated above, the policy matrices underpinning the World Bank’s
PRSC operations in some countries also contribute to the coordination of donor activitiesin-
country. Thiswould require that the BWIs make specific efforts to adjust their operationsin
PRS countries to align them with country-specific timetables;? to assist in improving the
operational relevance of the PRSP; and to structure their operations within the broader
partnership approach, taking account of other partners’ activities and defining more clearly
their roles and expectations in the context of such coordination frameworks.?” The BWIs also
play asignificant role at the global policy level in harmonization and alignment, working
with other interested donors to ensure that the global harmonization and alignment
architecture continues to shift its focus to implementation at the country level, ® while
continuing to advance technical work to support implementation.

98. Onthedonor side, an informal group with senior-level bilateral and multilateral
representation has been constituted. [tsaim isto provide high-level institutional

% The World Bank makes its own assessment of the adequacy of a country’s macroeconomic
policy framework, and takes the IMF s view into account.

2 This was one of the central proposals for aigning the PRGF with the PRSP approach
accepted by the IMF sBoard in April 2003 (see IMF 2003a).

%" In countries where the governments have taken a strong leadership role in using the PRS
framework for donor coordination, and where the BWIs participate in joint donor groups, the
formal joint evaluations of progressin PRSP implementation by such groups provided for in
the context of common performance assessment frameworks could eventually form the basis
for the BWI staff assessment (see paragraph 106 below).

%8 The harmonization and alignment agenda s being carried forward at the global policy level
through the OECD-DAC Working Party on Aid Effectiveness (WP-EFF) and itsfive
subsidiary groups (which include the active participation of the DAC membership,

15 recipient countries, the IMF, the regional development banks, the UNDG, and the WB),
and within existing multilateral development bank collaborative structures (such as the Heads
of Procurement, the MDB Financial Management Group, and the MFI Working Group on the
Environment). For additional detail, see World Bank (2003).
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support to country-level effortsto align and harmonize aid in order to acceler ate
progresstoward the MDGs. The focus of the group isto facilitate the efforts of country-led
donor groups (and recipients themsel ves) through specific interventions with their agencies to
achieve more and better aid. The aim of the group is not to duplicate ongoing efforts, but to
provide a backstopping mechanism to help remove obstacles that may arise which prevent
current initiatives from functioning at the country level. The group has initially focused on a
few countries that have significant potential to accelerate progress toward the MDGs, if
improved donor practices and increased aid volumes can be combined with country-led
reforms.

Box 7. M ozambique' s Per for mance Assessment Framewor k

Donor coordination in providing direct budget and other forms of program support to Mozambique began in the
mid-1990s. It was formalized in 2000 through the Joint Donor Program (JDP) for macrofinancial support, in
which 6 donors participated. The JDP expanded rapidly to include 15 donors by 2004, when it was superseded
by a Memorandum of Understanding (MoU), signed in April 2004 following a Joint Review of PRS
implementation, that sets out in great detail the procedural arrangements for budgetary and balance of payments
support. Two specific features of this arrangement stand out: the agreement on a common performance
assessment framework (PAF); and the commitment to use government monitoring instruments into which the
monitoring of the PARPA (PRSP) areintegrated.

The PAF isareduced set of palicies, actions, and output/outcome indicators of the highest priority proposed by
the Government and agreed with donors, derived from its commitments in the PARPA (PRSP). It has a three-
year horizon and is the basis for the annual plan and budget (the economic and social plan (PES)) approved by
parliament—there are semiannual reports by government to parliament. It includes an important component of
public financial management reforms, seen as critical for the provision of budget support, and provides for joint
fiduciary risk assessments by donors. The donors themselves commit to align their support programs with the
priorities of the government, to harmonize their procedures to reduce the transactions costs of aid, and to
enhance capacity—these commitments, too, are monitored under the PAF.

While not alist of “conditionalities,” the PAF matrix is the source of prior actions and disbursement triggers
used by the participating donors. These are distinct from the key underlying principles for conditionality defined
in the MoU (these are poalitical governance, fighting poverty, and sound macroeconomic policies—donor
concernsin these areas are to be dealt with through consultation and dialogue at the appropriate level).

Performance relative to the commitments set out in the PAF is assessed in the annual joint review—established
dialogue and monitoring processes provide for frequent exchange and early signaling of concerns. Donors have
committed to a graduated response to problems with program implementation—reflected in their pledges and in
some cases in their use of fixed and variable tranches—with a view to limiting the occurrence of atotal
suspension of aid disbursement to cases of violation of the underlying principles.

The World Bank has joined 14 bilateral donorsin this group. The government uses its own report to Parliament
on the implementation of its Economic Social Plan to assess performance and asits APR.
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V. NEXT STEPS
A. Architecture

99. TheOED and IEO evaluationsfound that the PRS approach isrelevant, but
recommended changesto the architecture aimed at: reducing the perception of the BWIS
“signing-off” on the PRSP which undermines country ownership; enhancing the
clarity/transparency of the link between the PRS and Bank and IMF assistance programs,
clarifying the role of the Joint Staff Assessment (JSA) and its audience, in order to enhance
its quality and candor; and increasing the focus on improving underlying country processes
rather than on producing documents.

100. TheWorld Bank’s Committee on Development Effectiveness (CODE) and the
IMF’s Executive Board strongly endor sed the relevance of the PRS approach and the
need to maintain and strengthen the operational link between the PRS and BWI
assistance. In this context, the changes described below seek to address the findings of the
OED and IEO evaluations with regard to the PRS architecture and to encourage countries to
use the PRS instrument flexibly.? Staff guidelines are being developed. Since
implementation will be paramount, staff intend to review implementation experience in the
2005 report on progress in implementing the PRS approach, and make further adjustments as
needed.

The Joint Staff Assessment (JSA) of the PRSP

101. If an operational link between the PRS and BWI concessional assistanceisto be
maintained, as was supported by CODE and the IMF Board, therewill remain a
tension with country owner ship. This reflects the difficulty of reconciling the objective of
respecting and fostering country ownership of the policy framework embodied in the PRS
with the need of the BWIsto ensure that they provide concessional resources to countriesin
the context of a broadly satisfactory institutional and policy framework. Thusin the context
of using the PRSPs as the framework for the provision of concessional resources from the
BWIs, efforts are needed to manage this tension better and to reduce the perception of
Washington “signing-off” on PRSPs.

102. The staffsalso recognize the shortcomings of the JSA as an instrument. In
particular, the JSA paragraph which calls for staffs' conclusion on whether or not the PRSP
forms an adequate basis for continued Bank and IMF concessional assistance may lead to

? Given the endorsement of these changes to the architecture by the Executive Boards, staffs
arereflecting on what changes are needed to the operational modalities of the PRS and HIPC
Initiatives. IMF staff are also considering the implications for the legal framework in
connection with the PRGF.



assessments that are not always as candid and as nuanced as desired. And, despite the
disclaimer to the contrary, the exhaustive list of items referenced in the staff guidelinesto the
JSA may contribute to the country authorities' perception that PRSPs need to address all
issues. The guidelines may also give the impression to staffs that JSAs should assess each of
the issues mentioned, thereby leading to overly long and unprioritized assessments.

103. Despitethese problems, staff believe that thereisvaluein maintaining a self-
standing instrument that provides candid feedback on a PRSto the country authorities
and presents staff viewsto the Executive Boards and other stakeholders. Therefore, the
staffs share the view expressed by CODE and the IMF Board that ajoint instrument should
be maintained, but with substantial adaptation to enhance its usefulness. In particular, the
JSA should be reformul ated to emphasize a graduated view, rather than a binary conclusion.
To thisend, anumber of specific changes will be made and these are noted below.

104. The concluding paragraph of the JSA will be changed to promote mor e candid
and nuanced feedback. Specifically, the requirement that the JSA conclude with a standard
statement that the PRSP is a suitable basis for concessional lending will be eliminated to
encourage the staffs to provide frank feedback on the strengths and weaknesses of the poverty
reduction strategy. The concluding paragraph will instead highlight areas for discussion and
ask for the Boards' views on staffs' conclusions regarding: (i) priority action areas for
strengthening the PRS during implementation; and (ii) areas where (a) there are
inconsistencies between the PRS and its policy framework and the content of Bank and IMF
programs that reflect existing analysis or (b) further analysisis needed for the PRS to provide
aframework for Bank and IMF assistance.

105. BWI activities, including lending oper ations, will continue to be based on PRSPs.
Specifically, the World Bank’ s Country Assistance Strategy (CAS) and World Bank
operational and IMF program documents will discuss how the weaknesses identified in the
JSA are being addressed so that appropriate assistance can proceed. In presenting a request
for anew PRGF arrangement, IMF staff and management will recommend approval of the
operation based in part on the country’ s PRSP and taking into account the JSA, aswell as
specific measures to remedy weaknesses under the IMF s mandate. Thiswill be reflected
through the inclusion of specific language to that effect in the Board's decision.*® As regards
the HIPC Initiative, the fact that a decision point is being approved would imply that a
country’s I-PRSP or PRSP is considered satisfactory, so that a specific joint endorsement of
the I-PRSP or PRSP by the Boards will no longer be required.

% The summing up of the discussion of this report by the IMF's Executive Board reflects the
Board' s support for this new approach to the role of the PRSP in PRGF lending operations,
and IMF staff will propose amendments to the relevant instruments as necessary.
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106. The objectivesand audience of the JSA will be clarified. Specifically, the JSA will
aim at providing the prioritized and candid joint view of World Bank and IMF staffs on:

(i) priority action areas for strengthening the PRS during implementation, including as a
vehicle for meeting medium-term development goals, such as those embodied in the MDGs;
and (ii) areas where (a) there are inconsi stencies between the PRS and its policy framework
and the content of Bank and IMF programs that reflect existing analytic work or (b) further
analysisis needed for the PRS to provide aframework for BWI assistance. While the JSA
will continue to be prepared jointly by the Bank and IMF country teams and will reflect their
joint views, it will increasingly explore ways of drawing on the views of other partnersin
order to improve partnership around the country-led framework laid out in the PRS.
Continuing to strengthen the PRS process and content at the country level should also help
countries in using the PRS process more effectively as an accountability framework with
donors, in terms of their commitments, such as to the alignment and harmonization of their
assistance and to increased aid volumes,

107. The JSA will bedirected primarily at the country authorities and the Executive
Directorsof the Bank and Fund. Aslong as the feedback in the JSA is candid, thereis no
inconsistency with having more than one audience. With regard to country authorities, the
JSAswill provide the authorities with staffs’ advice on what the priorities are for
strengthening the PRS content and process. With regard to the Executive Directors, the JSA
will seek the Boards' feedback on the issues identified and indicate how the BWIs can
support the country’s PRS, by identifying weaknesses that might constrain concessional
financial assistance. The Executive Directors would thus provide feedback (i) for countries
on their PRS; and (ii) to staff on the issues raised.

108. The JSA guideinesarebeing revised to reflect thistighter focus. The relatively
exhaustive list of key questions will be considerably reduced, with an aim also to help tighten
the analysis and eliminate the pressure to address all aspects of the PRSP. There will be no
overall set page limit, since as the issues to be discussed will likely differ across countries,
although there will be a presumption of brevity. Asis current practice, Bank and IMF staff
will continue to provide feedback to countries on their strategies through a range of other
means, including policy dialogue, technical assistance, and program discussions.

109. With these changes, the staff and Boards of the World Bank and the IMF will be
mor e in the mode of providing advice and feedback on a country’s PRSrather than
bearing judgment. To reflect this change in approach, the JSA instrument will be renamed
the Joint Staff Advisory Note (JSAN) for PRSPs and Annual Progress Reports.

Annual Progress Report (APRs) of PRSPs

110. TheOED and IEO evaluations suggest that APRs have played a constructive
rolein reporting on progress and in adjusting strategies. Thisrole could be strengthened,
however, by more closely linking them with the budget and other domestic processes and
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ensuring that their timing is country-driven. Such a change would also help reduce the strain
on country capacity.

111.  Whilethe APR will continueto be part of the PRS ar chitecture,® changesare
being introduced that aim at encouraging its closer alignment with domestic processes,
giving the country authorities an opportunity to assess progress and set the agenda for the
year ahead.

112. Given thisfocus on setting the domestic agenda, the APR and its accompanying
JSAN will not be discussed by the IMF and World Bank Boards, in most cases. APRs
and the associated JSSANs will be distributed to the Executive Directors for information
only.* Thiswill promote an emphasis on improving the underlying processes rather than
producing papers on a fixed time schedule and reduce the perception of needed a yearly
Washington sign-off. However, for countries with existing conditions for reaching the HIPC
completion point, the IMF and the World Bank staffs will review the APR and decide
whether the PRS, as evidenced by the progress report, has been implemented satisfactorily.

113. Each country will determinefor itself how it will carry out itsannual reporting,
and how it wishesto usethisinstrument. As part of the PRS Initiative, the APR will be
expected to have three basic elements: (i) an evaluation of performance and analysis of
outturns relative to benchmarks, for monitoring and evaluation purposes; (ii) a broad
overview of the coming year’s policy intentions, particularly as reflected in the budget; and
(iii) adescription of progress made in addressing specific shortcomings identified in past
JSANs. When warranted, the APR could also note modifications to strategies, policies,
targets or indicators, or provide updates on poverty or other relevant analysis.

114. Countrieswill be actively encouraged by Bank and IMF staff to link their
annual reporting to domestic processes. Ideally, therefore, the APR should be an integral
part of the domestic monitoring and evaluation process, rather than a separate exercise. The
process of preparing it should be as administratively light and nonduplicative as possible.
Wherever feasible, governments could draw on existing information, such as budget reports.
In some countries, utilizing existing processes should aready be relatively straightforward. In
other cases, where existing processes are weak and do not provide the requisite information,
the transition to embedding the APR into domestic processes may take longer, and
institutional strengthening will need to be supported by the country’ s development partners,
including the Bank and the IMF.

3 The precise link between the APR and Bank and Fund assistance are being worked out so
asto be consistent with aligning the APR more closely with domestic processes.

% An exception will be made where the APR elaborates amajor shift in the country’s PRS, in
which case staffs will recommend that the APR and the JSAN be discussed by the Boards.
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115. The APR’scontent could be expanded if it suits country needs. The authorities
and their external partners could, for example, agree to use the APR as an instrument of
donor coordination and harmonization. In such a case, the authorities would ensure that the
information needed by the donors for their performance assessments is adequately presented
in the APR, reducing the need for additional reports to donors.

116. The APR will continueto be a public document. In the event that existing
documents are not publicly available, or are quite technical and thus inaccessible to some
audiences, the authorities may wish to produce a short note that could accompany and refer to
existing national documents, and summarize their conclusionsin away that fosters domestic
participation and enhances government accountability. The government may choose to
prepare the APR without an extensive participatory process, deciding instead on the best
point in the process to consult with local stakeholders (including the parliament) and with
externa partners.

117. Theguidelinesto the JSAN of the APR are also being revised. The JSAN of the
APR will be expected to describe how the authorities have addressed the key issuesraised in
the JSAN of the full PRSP or previous JSANs. As such, it will provide feedback to the
authorities, as well as the Executive Directors of the World Bank and IMF, on the core
elements of the APR with specific relevance to the BWIS' operations.

B. ProgressReview in 2005

Assessing Progress Towards Addressing Key Challenges After FiveYears

118. Thecoming year will mark the five-year anniversary of the PRSinitiative. In
advance of mainstreaming PRS progress reporting, staffs plan to use the 2005
implementation progress report to review progress, challenges, and good practice related to
severa key issues that have been identified through discussions with stakeholders, past staff
evaluations, and the IEO/OED evaluations as being central to enhancing the effectiveness of
the approach. In particular, the review will draw lessons for future policy from the experience
of the first five years, with aview to enhancing the PRSP’ s effectiveness as a vehicle for
attaining the MDGs. Staff will aso use this opportunity to assess whether the architectural
changes proposed in the preceding section are having the intended impact. This 2005 review
will include the views of staffs and other stakeholders, including country officials, donors,
civil society organizations, and other partners. A specia focusis planned on the following
issues:

* Broadening and deepening participation, including attention to: (i) key actors (therole
of domestic constituent groups and institutions such as Parliaments, labor unions, trade
and business associations); (ii) mechanisms (such as for broadening the space for
macroeconomic and other policy dialogue and consideration of alternative policy options
including macroeconomic scenarios); and (iii) sustainability (moving beyond consultation
in PRS formulation).
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* Enhancing linkages between the PRS, the M TEF, and budgets, including the role of
line ministries and local governments, in order to strengthen the country-driven nature of
the initiative, to help promote greater prioritization, and to better integrate sectoral
strategies.

» Strengthening the medium-ter m orientation of the PRS, including adapting the MDGs
to country-specific circumstances; the use of alternative scenarios to help flesh out the
implications of aiming for more ambitious development goals than warranted by current
policies and financing flows, more robust growth analysis; and poverty and social impact
anaysis (PSIA) of policy aternatives.

» Tailoring the PRS approach to countries with particularly weak capacity or difficult
circumstances.

» Utilizing the PRS as a mutual accountability framework between countries and
donors, including alignment and harmonization of external assistance and increased aid
volumes. In this regard, specific implications for World Bank and IMF assistance will be
considered.

119. Bank and/or IMF staffs plan to prepare notes on the above topics, either as specific
background or as part of ongoing policy and research initiatives. Stakeholder consultations
with be conducted at regional fora, linked to the extent possible with other planned events.
Other partners will be approached to augment the critical analysis available on these topics
and to organize consultative events that can provide feedback into the progress report. Based
on feedback received on this proposal, a more detailed program will be drawn up and
launched in the fall.

V. CONCLUSIONS

120. ThePRSInitiativeis maturing asa process, as several countries enter their
second and third years of implementation. Improvements are evident in many areas: the
analysis of poverty and its multiple dimensions; building poverty reduction strategies around
stable macroeconomic frameworks that foster growth; defining appropriate indicators for
measuring progress, and sharpening the focus on poverty-related expenditures.

121. Therédatively uniform progress observed in these ssimpler, somewhat more
technical aspects of the PRS approach standsin contrast to the continuing difficulties
experienced by most countries, even those at mor e advanced stages of PRS
implementation, in other aspects of the approach. Thisis particularly the case with regard
to refining the analysis of the sources of, and constraints to, accel erating growth; building up
strong monitoring systems and creating a domestic demand for these; costing and prioritizing
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PRS programs; and balancing the tension between the need for realism in the PRSPs (as the
operational framework for the poverty reduction effort) and the need to aspire to more
ambitious results related to medium-term development goals, in particular the MDGs adapted
to country-specific circumstances.

122. Developing countries haveinternalized the PRS approach and its various
processesto differing degrees, and all recognizeits potential asan instrument for
deepening country owner ship of the development process. The international community,
too, clearly sees the PRSP as the operational vehicle for achieving the MDGs, and as the
appropriate framework for donor harmonization and alignment aimed at enhancing aid
effectiveness. The PRS approach is therefore clearly relevant, even beyond the operational
requirements for providing debt relief and concessional assistance, but needs to be improved
by concerted efforts on the parts of recipient countries and their development partnersto
address the remaining challenges.

123. A critical rolewill be played by the BWIs, both in the provision of technical and
financial support for PRS implementation, and in adapting the overall approach to
changing circumstances. With the passage of time, some of the pressure points have
become more obvious. In response, this report presents some modificationsin the
architecture of the PRSP initiative. In several aspects of the approach, thereis aso aneed for
the BWIs, as well as other donors, to make more of an effort to align their own operations
with the PRS approach. For the BWIsin particular, it will be important to create the space for
countries to define and implement their devel opment priorities and thereby help reduce the
perception of the PRS approach as a Washington-driven process.
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