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EXECUTIVE SUMMARY

The High Level Forum on Aid Effectiveness

in Accra (Accra HLF) in September 2008 saw
extensive debate and eventual commitments to
accelerate progress on implementing the Paris
Declaration on Aid Effectiveness (PD). The Accra
HLF was a follow-up to the 2005 meeting where
leading donors and aid recipients resolved to adhere
to a set of partnership commitments or principles
aimed at making aid more effective under the PD.
These included country ownership, harmonization,
alignment, results, and mutual accountability. The
two issues spotlighted at the Accra HLF were the
use of developing country systems!' (alignment) and
division of labor among donors (harmonization).
The main focus of the developing countries was

on making progress on the first issue—the use

of country systems. If aid were fully aligned to
developing country systems, and managed by them,
coordination problems would likely become less
relevant. Heated negotiations finally resulted in a
commitment by donors to “use country systems as
the first option” and a new target was agreed on to
channel at least 50% of government to government
aid through country fiduciary systems.

Although they may appear to be technical matters,
alignment and harmonization have broader
implications for the long-term resilience of states
and global stability. Fragile states have increasingly
come into focus since 9/11 and policymakers

in both the United States and Europe recognize
the value of development policy as a critical
instrument to helping address state failure and

the transnational threats they can potentially
generate, such as terrorism, global pandemics, and
international crime. Fragile states suffer from a
nexus of poor governance, poverty, and insecurity
and to varying degrees are unable to provide basic

! These include systems for public financial management,
procurement, audit, monitoring and evaluation and social and
environmental assessment.

services to their citizens (e.g., education, health,
security, etc). While this report examines two
relatively stable developing countries, Tanzania

and Ghana, the challenges of improving aid
effectiveness revealed in these cases have important
security and geopolitical implications that should
be acknowledged in a global context.

Not using local systems (non-aligned aid)
effectively means bypassing local institutions
and important processes—legislative oversight,
budgeting, auditing, etc. This can influence the
strength and inclusiveness of the state-society
relationship. For instance, “project” aid that
operates off budget and often with little national
legislative oversight can undermine the ability
of national authorities to scrutinize budgets and
policies impacting their citizens. Non-aligned aid
may negatively impact the legitimacy of national
authorities. At the same time, alignment with
national systems by donors can potentially help
strengthen national capacities and systems and
enhance the state’s ability to govern.

In the case of harmonization, creating a division
of labor among donors effectively means reducing
the excessive burden aid recipients face in having
to manage so many donors. With national
governments focused on managing multiple
donor relationships and accountable to meeting
their expectations, this can overburden weak state
institutions that already face limited resources and
adversely impact their ability to provide public
services to their citizens.

While this research focuses on the political and
technical aspects of alignment and harmonization
post-Accra, it should be recognized that progress
in these areas will have broader implications

not only on poverty reduction but also on how

2 Accra Agenda for Action, http://siteresources.worldbank.
org/ ACCRAEXT/Resources/4700790-1217425866038/ AAA-4-
SEPTEMBER-FINAL-16h00.pdf.
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Harmonization
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is about trust

in your fellow
donors and the
developing country
government.

well states are able to function and participate in
the international system. This research aims to
encourage a comparative analysis between U.S.
and European approaches to development and

a more informed transatlantic discussion on aid
effectiveness, keeping in mind the implications for
broader human security and geo-political stability.

At the Accra HLE the European Union—home

to dozens of separate bilateral donors plus

the European Commission—was particularly
concerned about getting a strong agreement

on division of labor. Developing countries bear

the administrative burden of too many donors
pulling in different directions and demanding
different things; they were successful in ensuring
the agreement reflected their concerns that donor
division of labor would not result in donors
“carving-up” development responsibilities, limiting
aid to specific sectors, or reducing overall aid flows.

These two issues are not new. In 2005, donors
agreed in Paris both to align their aid to developing
country systems and to reduce fragmentation of
aid through better division of labor. When donors
do not align or coordinate their aid, they can
undermine country institutions and systems. But
slow progress to date in both areas only reaffirms
the need for greater political will and accelerated
action by governments. This report examines three
donors: the United States, the United Kingdom,
and the European Commission, and their progress
on these two issues in Ghana and Tanzania—both
considered “donor-darlings” because of the high
levels of aid they receive.

How will donors translate the new commitments
from Accra, which are set out in the Accra Agenda
for Action,? into meaningful actions? This paper
finds that even in Ghana and Tanzania, two
countries that have performed well in improving
the quality of their public financial management
and procurement systems, donors have not always
met their side of the bargain by increasing their use

of those systems. And despite having histories of
extensive donor coordination, these two countries
have not seen progress on increased division of
labor and donor complementarity has been slow.

This paper finds a number of factors that influence
whether donor coordination around developing
country priorities and alignment of aid to their
systems occur. Political commitment by donor
governments to the Paris principles requires
government executives and legislatures to accept
that effective development will require genuine
partnerships with developing countries. Ongoing
flag-planting and earmarking of funds undermines
this. Aid recipient countries also have an obligation
to invest in their own systems and engage in efforts
to create a better division of labor.

Use of country systems appears to be particularly
influenced by the willingness of the legislature

to relinquish some control over resources, and

of the executive to challenge them to do so. The
extent to which these political commitments are
put into practice within institutions at the policy
level can create incentives for donor staff to carry
these through. The institutional structure of the
donor aid system is also important. The fragmented
nature of U.S. assistance—with numerous
departments and agencies involved—makes it much
harder to implement Paris principles, something
simplified in the United Kingdom by the existence
of a single agency. And despite some reforms in the
European Commission, complicated procedures
still make delegating aid programs to other
donors—one method for reducing fragmentation—
quite cumbersome. Individual personalities at the
tield level can also be very influential, particularly
when it comes to donor coordination and division
of labor. Harmonization and alignment is about
trust in your fellow donors and the developing
country government. The level of transparency in
resource allocations is important for building trust
and enhancing accountability.
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INTRODUCTION

More than 1,000 donor and developing country
delegates met in Accra at the beginning of
September 2008 to discuss ways of making

aid more effective at combating poverty and
inequality in developing countries. Ministers and
heads of agencies from the majority of countries
around the world negotiated an agreement that, if
implemented, could help to address some of the
blockages to making aid more effective.

At the discussion in Accra and during the
preparations before, the two critical issues that
arose were about how to better align aid to
developing country systems and how to rationalize
aid delivery through a better division of labor
among donors.

The existence of too many donor-driven parallel
structures creating duplication and lack of buy-

in from developing country actors is a well
documented problem with the current aid system.
The Paris Declaration on Aid Effectiveness
attempted to respond to this issue with
commitments to increase the amount of aid money
that uses country systems (alignment).? The use
of country systems is crucial to “increase partner
ownership, reduce transaction costs and make
disbursements more rapid and predictable

The existence of too many donors pulling
developing countries in too many directions is
a long-recognized problem in delivering official

3 Alignment under the Paris Declaration includes using develop-
ing country systems and procedures, as well as using aid to fund
developing country priorities. This paper is concerned with the
first aspect of alignment.

#Partner Country Contact Group, position paper on priority
areas of concern (for Accra).

development assistance (ODA). The health sector
illustrates this problem with more than a 100
major organizations active in providing aid health
at the global level, each with its own processes,
procedures, and priorities.’ There have been many
attempts by donors to better coordinate what they
do as a response to this. These include doing more
joint assessments and missions, creating common
“pooled funds,” and providing sector/general
budget support in the context of Joint Assistance
Strategies.

Joint Assistance Strategies have been described as
an attempt “to put all harmonization and alignment
efforts of a country into one comprehensive
strategy.’® This paper looks at what are some of the
barriers and enabling factors for donors to increase
their coordination. It examines how well these
coordination mechanisms have performed in terms
of contributing to better use of country systems
and division of labor. And it looks in particular at
the experiences of the United States, the United
Kingdom, and the European Commission in Ghana
and Tanzania, two “good-performing” countries
with the longest experiences of donor coordination.

Two countries, three donors

This paper takes a closer look at donor
coordination and alignment in two countries:

5 MacKellar, Landis, “Priorities in Global Health Assistance for
Health, AIDS, and Population,” Population and Development
Review, Vol. 31 No. 2, 2005. See: http://www.debate-central.
org/2007/research/whats-wrong-with-health-aid.

¢Duerr, A. (2007), Joint Assistance Strategies and their conse-
quences for donor countries—experiences from Switzerland and
the UK., unpublished master’s thesis.
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Table 1: Key statistics

Ghana Tanzania

Total aid disbursed in 2007 by all donors

$ 1,095 million

$ 1,877 million

Aid as % of government expenditure c.20%

c. 40%

Aid as % of GDP 8.6%

13.2%

Number of active donors®

Paris survey: 16
All: .28

Paris Survey: 24
All: c. 47

Top five donors (descending)

WB, Netherlands, UK., U.S., EC

WB, US.,, UK., EC, AfDB

% of aid from top five donors 66%

64%

Sources: OECD Paris Monitoring Survey 2008, Ghana and Tanzania Country chapters and Duerr, A. (2007), Joint Assistance Strategies
and their consequences for donor countries—experiences from Switzerland and the U.K., unpublished Master’s thesis.

Ghana and Tanzania.” Both Ghana and Tanzania
have long and relatively mature relationships with
international donors. As a low-income, stable
country, receptive to donor engagement, Tanzania
is often described as a “donor darling” with an
estimated 22 multilateral agencies and 25 bilateral
donors.® Ghana, considered an island of stability
in West Africa is another donor favorite, with an
estimated 16 multilateral and 12 bilateral donors.

7Ghana and Tanzania are also the two countries where the U.S.
and Nordic + donors (Scandinavian countries plus the UK.,
Ireland, and the Netherlands) mention they will implement the
“Potomac statement on aid effectiveness,” which outlines how
these countries will work together to improve aid. Signed in
Autumn 2007 by Ministers and heads of agencies from the above
countries, it does not seem to have had much traction to date.

8 Duerr, A. (2007), pp. 25.

° The number of donors in the Paris survey is much lower. The
survey only includes Development Assistance Committee (DAC)
donors and the United Nations is counted as a single donor,
despite still acting as several distinct donors in many cases.

These countries both have extensive experience
dealing with donors, who in turn have invested
considerable energy experimenting with ways
to improve their coordination and to work more
effectively together.

The paper focuses in particular on how the United
States, the United Kingdom, and the European
Commission are improving their alignment to
government systems and coordination in these
countries. These three donors (the European
Commission is considered an individual donor
agency) were selected because of their substantial
aid programs in the two countries concerned and
to include a transatlantic dimension to this analysis.
The paper also considers donors as a group—it

is not always easy to dissect individual donor
behavior from the group, not least because of

the reluctance of donors to be individually
evaluated, as can be seen in most joint donor
evaluation exercises.
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What are Joint Assistance Strategies?

Joint Assistance Strategies (JAS) aim to

organize development cooperation between

the government and donors. They have been
developed in countries with a strong history

of donor coordination and can be said to
translate commitments of the Paris Declaration,
particularly those related to harmonization

and alignment into a country context.'? Joint
Assistance Strategies exist in Ethiopia, Ghana,
Kenya, Tanzania, Uganda, and Zambia. The
Tanzanian government defines a JAS as “a
national medium-term framework for managing
development cooperation between a recipient
government and its development partners to
achieve national development goals as outlined
in a Poverty Reduction Strategy (PRS) and other
relevant strategies.”

JAS vary in their content and in the way that
they have been developed, particularly the

extent of government leadership. The Tanzanian
government for example took a strong leadership

Y Duerr (2007), pp. 1.

role in developing their JAS and in challenging
donors to improve their aid effectiveness. Others
have been more donor-led, often in response to
the government asking how donors are going to
respond to their national development strategy,
as has been the case in Ghana, which is not even
a signatory to the strategy. The Ghanaian JAS
has buy-in from a large number of donors who
were involved in developing it. This has meant
that the language is sometimes rather vague and
non-committal.

Some JAS focus almost entirely on the aid
mechanisms or how aid is channelled (e.g.,
Tanzania) while others put a stronger emphasis
on what aid is channelled for, the sectors that the
donors plan to support (e.g., Kenya and to some
extent Ghana).

Nonetheless, common features of JAS include
commitments from donors to improve
coordination through better division of labor
and alignment to government priorities and
systems.!!

" Duerr (2007), pp. 22.
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ALIGNMENT:

USE OF COUNTRY SYSTEMS

It is generally
accepted that
aid will be most
successful when
it is “owned” by
the recipient
country—when it
supports national
development
plans and is
embedded in the
national context.

In her remarks at a conference in July 2008,
Henrietta Fore, head of the U.S. Agency for
International Development (USAID) and director
of U.S. foreign assistance, laid out her vision for the
“Future of Foreign Assistance.” By 2012, she said
there should be a new consensus for development
that would be “the development equivalent of

a Galilean revolution: one that puts the host
country—its priorities, capacities, norms, and local
design—at the center of our collective thought and
action”!?

It is generally accepted that aid will be most
successful when it is “owned” by the recipient
country—when it supports national development
plans and is embedded in the national context.

If aid is not aligned to a recipient country
government’s strategies (what will get funded) and
systems (how it is funded) there is little chance of it
being “owned”

Aligning with government systems was high

on the agenda at the Accra HLF. In 2005,

donors made commitments under the Paris
Declaration to increase alignment of their aid

with developing country policies by supporting
the plans and objectives as laid out in a country’s
national development strategy, and by using

the government’s budgetary, public financial
management, procurement, and reporting systems.
Developing country governments committed to
improving their systems and making them more
transparent. Donors in turn committed to using
them “to the maximum extent possible”!?

A new report by the Organisation for Economic
Co-operation and Development (OECD) on the
use of public financial management (PFM) systems
argues that “when donors use a country’s own PFM

12 http://www.usaid.gov/press/speeches/2008/sp080715.html

13 Paris Declaration, pp. 4, http://www.oecd.org/datao-
ecd/11/41/34428351.pdf.

systems, they not only contribute to strengthening
them, but they also enhance the country’s sense of
ownership of its development path and process.”!*
Developing country governments recommended in
the lead up to the Accra negotiations that “donors
should use country systems by default in all of these
areas, rather than individual or joint donor systems
and they should drop other procedural conditions
(counterpart funds, pre-shipment inspection,
separate bank accounts), and switch from
reimbursement to advance disbursement of funds”
In turn, donors recommended that developing
countries should strengthen their systems.!

Use of country PFM systems is one area where
there has been “no significant progress”'® overall

in reaching the Paris targets. There is of course

an onus on developing country governments

to improve the quality of their systems. But the
slow progress does not seem to be just related

to that—there is often no relation between the
quality of these systems as judged by the World
Bank through the Country Policy and Institutional
Assessment (CPIA) and whether a donor uses them
or not. Overall, donors have not been meeting
their side of the bargain. The OECD study says that
organizational incentives, headquarter policies and
their own modality preferences are continuing to
play a part.

The Accra HLF negotiations at the last minute,
resulted in a commitment by donors to “use
country systems as the first option for aid
programs” for the government sector and to

“aim to channel 50% or more of government-to-
government assistance through country fiduciary

4 OECD (2008), Report on the use of country systems in
public financial management, 11, http://www.oecd.org/datao-
ecd/29/20/41085468.pdf.

15 Partner Country Contact Group, position paper on priority
areas of concern (for Accra), pp. 4.

16 OECD (2008), pp. 14.
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Chart 1: Use of country systems across 33 countries, 2005 and 2007

United States

PFM PROCUREMENT PFM

2005 W 2007

Percentage of aid

Source: OECD Paris Monitoring Survey 2008.

European Commission

75 7 76
37
10 5 12
-

United Kingdom

PROCUREMENT PFM PROCUREMENT

systems.”!” This commitment was in response to
the recognised slow progress that has been made
to date overall. As can be seen in Chart 1, donors
have advanced very unevenly in meeting this
commitment.

Naturally a donor that channels a large part of its
support through budget support such as the U.K’s
Department for International Development (DFID)
is de facto using the country systems. But even
non-budget support aid can be “on-budget” and can
use national financial and auditing requirements.
At a very basic level, aid can be recorded in the
government’s budget, although more than half of

17 Accra Agenda for Action, §15.

all aid flows to the government sector still are not.'
But aid simply being reflected in the budget is not
enough. We need to look “beyond the recording
of aid in budget documents, and consider how aid
can be integrated into country budget processes,
from planning through to budget preparation,
expenditure, accounting, and audit”'® The
European Commission also channels a significant
amount of its aid through budget support and
aims to channel 50% of it in this way. However, it
also invests significantly in infrastructure that is

18 Paris Monitoring Survey (2008), pp. 54, http://www.oecd.org/
dataoecd/58/41/41202121.pdf.

'Y Mokoro (2008), Good practice note: Using country budget

systems, pp. 8, http://www.mokoro.co.uk/GPN_UCBS_Mokoro-
Final-June08_.pdf.
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generally funded through project aid. Almost all of
U.S. aid is project aid and it is typically not “on-
budget” While it is relatively easy to ensure project
aid is reported in the budget, it is more challenging,
though not impossible to integrate it fully into the
government accountancy systems. In Tanzania for
example, the government has experimented with
using dummy vouchers for projects as a way of
doing this.?

Use of procurement systems is another sticking
point. The arguments donors make against
using the procurement policies of developing
countries are primarily to do with accountability,
but economic interests also clearly play a role.
Donor insistence on using their own procurement
policies can also give an advantage to donor
country companies and U.S. and European
corporate lobbyists have been pressuring the
World Bank for instance to go slow on the use of
country procurement systems. The World Bank
has been leading the way in procurement reform
in developing countries promoting international
competitive bidding to achieve value for money
and reduce corruption. But, its model has also
been highly criticized for being “biased to open
competition that facilitates market access for
foreign firms™! and that the BanK’s practice
amounts to “controversial conditionality of
liberalizing public procurement system and
undermining developing countries’ right to use
national procurement systems as a development
tool”??

20 Mokoro (2008), pp. 29.

2 McDonald, O. (2007), Buying power: Aid, governance and
public procurement.

22 Bissio, R. (2007), Paris Declaration on Aid effectiveness,
prepared for the UN Human Rights Council, http://www2.
ohchr.org/english/issues/development/docs/A-HRC-8-WG.2-
TF-CRP7.doc.

In situations where donors continue to use

their own procurement procedures, they agreed

in Accra that they would promote local and
regional procurement by making their procedures
transparent and allowing local and regional firms to
compete.??

Alignment and accountability

Aligning to government systems is not just a
technical choice, as can be seen by the resistance

of many donor parliaments to take this step. It is
also a political choice, that has political impacts.
An important political impact is the building of
local accountability in developing countries. Donor
concerns about accountability to its own citizens is
often the argument for not channelling aid through
country systems, but this can be at the expense of
transparency and accountability in the recipient
country.?*

Recent research carried out for the Strategic
Partnership with Africa® highlights several
incentives for individuals in both donor agencies
and within developing countries to resist increases
in the use of country systems. Line ministries
often prefer direct disbursements, as it gives

them more autonomy, prestige, and often direct
material benefits. And in the same way as donors
still like to plant flags on their projects, ministers,
parliamentarians, and local authorities can get

2 Accra Agenda for Action, §18(c).

24 Putting aid on budget, synthesis report, pp. 12, http://www.
mokoro.co.uk/AOB-SynthesisReport_April2008%20copy.pdf;
Eurodad (2008), Turning the Tables: aid and accountability
under the Paris Framework, http://www.eurodad.org/aid/report.
aspx?id=124&item=02166.

% Mokoro (2008), pp. 15.
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political credit for stand-alone projects.?® Donor
staff often get individual recognition for securing
a large project, an opportunity that is lost when
engaging in multi-donor or sector support
initiatives. And it is still commonly believed that
stand-alone projects are less prone to corruption
than say budget support, but there has been no
evidence to support this.

But if aid is not reflected and integrated in the
budget cycle, there cannot be full transparency,
and it is much harder to hold decision-makers
accountable. Accountability can be improved

at a number of levels by increasing the use of
country financial systems. Donors become more
accountable by improving their transparency and
providing clear and timely information about
their disbursements. Domestic accountability can
be improved, horizontally within government
and between the government and citizens. Line
ministries can be made more accountable and
report on what is executed and pressure can be
applied on the Ministry of Finance to execute the
budget as approved. With aid on budget there is
greater potential for parliamentary oversight and
for citizens to see how aid flows are being used to
support national policies.

One of the expected benefits of developing JAS
has been that donors would increase their use

of country systems. An increase in the use of
government systems is set out as a clear aim in the
JAS of both Tanzania and Ghana. The extent to
which this has happened and the reasons why or
why not will be examined in the next sections.

%6 Traditional “project aid” can create parallel systems, some-
times known as project implementation units (PIUs), that are
often not on budget and operate with limited engagement with
local authorities or actors.

Use of government systems in Tanzania

The Tanzanian JAS sets out a clear preference for
the use of country systems saying that “(Donors)
facilitate domestic accountability by being
transparent in the provision of their development
assistance, by making increasing use of government
systems in terms of financing, procurement,
accounting, auditing, monitoring, and evaluation?’
It states further that donors should “contribute to
capacity strengthening by increasingly relying on
government systems and structures to deliver and
manage their assistance to the government.’?
Donors have agreed to increase their use of country
systems in line with the quality of those systems.
Tanzania was given a score of 4 in the quality of

its PFM in 2007, down from 4.5 in 2005.2° In both
years, this was the top score among developing
country aid recipients. Tanzania’s procurement
systems scored particularly well, achieving a “B”
According to donor commitments under the Paris
Declaration, these good scores should have resulted
in donors reducing by one-third the amount of
their aid that does not use country systems. As can
be seen in Chart 2, only very marginal progress has
been made. The most significant change—albeit

at a very low level—can be seen in U.S. aid that

" Tanzania Joint Assistance Strategy, pp. 6, http://www.tzdpg.
or.tz/index.php?id=8.

281dem, pp. 11.

2 Paris Monitoring Survey (2008), Tanzania country chapter,
forthcoming.
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Chart 2: Use of country systems in Tanzania, 2005 and 2007
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Source: OECD Paris Monitoring Survey 2008, Tanzania country chapter.

went from not using any country systems to
channelling 4% and 13% of its aid through PFM
and procurement systems respectively. The United
Kingdom already is very high, in line with the good
score attained by Tanzania rising to 99% for PPM
and procurement, with the European Commission
hovering just below the European target of 50%, at
47% and 42% respectively.

One of the arguments that donors have used against
using budgetary systems in Tanzania is that there
are too many delays in disbursement within the
exchequer system. But, in a rather chicken and

egg situation, these blockages can also be because
of district, regional, or even line ministries being
overwrought by having to account to numerous

donors operating through up to 70 different bank
accounts, causing slow reporting to their own
exchequer.

Use of government systems in Ghana

The Ghanaian JAS, which was led by donors, is less
ambitious about donor commitments to increasing
their use of country systems than the Tanzanian
one. Nonetheless they say they will “aim to use
country systems to manage and implement their
assistance, and seek to strengthen these systems

in a coordinated way.*® Alignment meanwhile is

a high priority of the government. The Ghanaian

30 Ghana Joint Assistance Strategy, pp. 23, http://www.gtz.de/de/
dokumente/en-ghana-GJAS.pdf.
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Chart 3: Use of country systems in Ghana, 2005 and 2007
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Minister of Finance in his address to donors at

the recent Consultative Group meeting in June
2008, encouraged donors to respond saying, “We
believe it is through the use of country systems that
we can all build a robust system that can achieve
desired results, ensure greater accountability and
broad-based participation that will enhance good
practices”!

The quality of Ghana’s public financial management
system has improved from a score of 3.5 to 4

since 2005. And it scored a “C” in the quality of

its procurement system in 2007 (score unknown

in 2005). The assessment said that Ghana’s
procurement was “above average” and other

3 http://www.mofep.gov.gh/documents/cg2008_speech_2.pdf

African countries are approaching Ghana to learn
from its relatively successful efforts to improve

its procurement systems. Nonetheless these
improvements are not reflected in how either the
European Commission or the United States have
channelled their aid. As illustrated in Chart 3, the
U.S. aid that used PFM and procurement systems
dropped from 4% to 0% in this period due to
phasing out of budget support, and the European
Commission aid that used PFM and procurement
systems dropped from 41% to 32%. Only the
United Kingdom increased the amount of aid it
spent using government systems.

When we look at all donors in Ghana, we also see
a slippage of 11% in the use of the PEM systems,
falling from 62% to 51%. According to one
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interviewee, the “large number of vertical funds in
the health sector in Ghana (which) has hindered
alignment” may be one contributing factor.

USAID appears to be constrained by the policies,
regulations, and procedures at headquarters that
limit its use of Ghana’s financial and procurement
systems, even when aid is reflected in the budget.
Approximately 60% of aid from the United States
will be channelled through the Millennium
Challenge Corporation (MCC) over the next
three years* and the MCC fiscal accountability
guidelines for example say that “MCC will
require that, wherever possible, MCC program
activities are reflected in budget documents of
the recipient country. Reflecting the activity in
budget documents does not necessarily mean that
MCC resources are managed by existing public

expenditure systems.”*

It should be noted that the MCC is unique among
U.S. development agencies in that two of the key
principles of the Paris Declaration are in fact two
of the founding principles of the MCC - country
ownership and focusing on results. Unlike other
U.S. development agencies, MCC funding is untied
and not subject to “Buy America” provisions.
Accordingly, it does not contribute to creating more
parallel structures such as Project Implementation
Units (PIUs), which are considered as counter to
local ownership and alignment. However, when
MCC Compacts do not use developing country
financial and procurement systems, they require
the government to set up a separate “accountable

32 Interview, DFID Ghana and Reality of Aid, (2008), Reality
Check: Global vertical programmes: a tale of too many funds,
http://www.eurodad.org/aid/report.aspx?id=124&item=02736.

33 Based on financial commitments 2008-2012, http://sitere-
sources.worldbank.org/INTGHANA/Resources/Second_Draft_
Report-DP_Division_of_Labor_revised_with_Resource_Enve-
lope_data.pdf.

3 Millennium Challenge Corporation, 2006 Fiscal accountability
guidelines, pp. 5, www.mcc.gov/countrytools/compact/fy07guid-
ance/english/30-mccfiscalaccountabilityguidelines.pdf.

entity” structure to implement the aid. The

MCC argues that it then helps these entities

work with national environmental, statistics, and
other ministries and domestic institutions on
implementation functions and program monitoring
and evaluation.?

The policy-commitment gap

While the United Kingdom has made progress in
increasing its use of country systems in Ghana and
Tanzania, both the United States and the European
Commission have not done so. Even in Tanzania,
where there has been some increase in use of
procurement or budget execution procedures when
all donors are considered together, interviews for
this research suggest that the JAS does not seem to
have been the reason to lead to that shift.

Nor does the quality of a country’s PFM seem
relevant. Ghana’s score actually improved

slightly but the amount of aid by the European
Commission and the United States that uses
country systems decreased. The inverse happened
in Tanzania. Neither the United States, the
European Commission, nor donors overall have
kept their side of the bargain to increase their

use of country public financial management and
procurement systems, in line with improvements in
the quality of these systems.

Based on interviews and research conducted for
this report factors such as headquarter policies
and regulations are particularly influential in
determining the extent of alignment. This likely
explains the differences of alignment performance
among the three donors in the two countries. The
next section will explore how these three donors
have fared in increasing donor coordination and
donor division of labor.

3% Millennium Challenge Corporation, MCC and Alignment,
August 2008
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DONOR COORDINATION
AND DIVISION OF LABOR

Improved donor coordination is a prerequisite for
the successful division of labor among donors.

Too often donor activities overlap and create effort
duplication or neglect unpopular “orphan” sectors.
Deciding on which donor should focus on which
sector requires a close assessment of country needs
and coordination based on donor comparative
advantages. Division of labor needs to be linked to
national plans and sector strategies, with recipient
countries taking the lead in deciding what and how
many donors it would like to see in each sector.

An improved division of labor is important to
reducing duplication and the unnecessary burden
that it puts on aid recipients, particularly where
alignment to developing country programs and
systems continues to be weak. Indeed alignment
has been higher on the priority list for developing
country governments than division of labor.

Understanding division of labor

Under the Paris Declaration donors committed

to “make full use of their respective comparative
advantage at sector or country level by delegating,
where appropriate, authority to lead donors for the
execution of programs, activities, and tasks.”*®

Division of labor was a key discussion at the
Accra HLE with the European Union advocating
stronger commitments to improve donor
complementarity. Developing countries in turn
wanted to ensure that division of labor responds
to each country context and does not result in a
reduction in aid. Finally, the outcome of Accra
commits donors and developing countries to
develop good-practice principles on division of
labor, to evaluate progress in implementation as of
2009 and to start a dialogue on the international
division of labor across countries by June 2009.%

38 Paris Declaration on Aid Effectiveness.

3 Accra Agenda for Action, sec. 17.

But division of labor continues to be relevant
particularly in so-called “donor darling” countries
where low-income, aid dependent but well-
performing countries receive highly fragmented aid
from a large number of donors. Tanzania clearly
fits this definition, with Ghana perhaps to a lesser
degree given a lower number of donors and less

aid dependency.*® A recent study by the OECD on
aid fragmentation, allocation, and predictability
shows that there are 15 donors in Tanzania and 13
in Ghana that together provide less than 10% of aid
resources to the country.’”

36 The Ghana new aid policy states that, “Ghana’s aim is to reduce
dependence on aid as it steps up domestic revenue mobilization
and attracts from private capital inflows.”

37 OECD (2008), Scaling up: Aid allocation, aid fragmenta-
tion, and aid predictability, pp. 14, http://www.oecd.org/
dataoecd/37/20/40636926.pdf.

There are a number of ways in which donors
who are trying to improve division of labor can
reduce the fragmentation of their aid. And these
often vary in their format in different countries.
Below are a few ways in which division of labor is
happening:

Leading: One donor drives the coordination in a
sector and is often the spokesperson for the sector
group with the government.

Delegating finance/expertise: One donor
channels funds through another donor who
manages the money and represents the first in
the (sector) policy dialogue. A new OECD study
says that delegated cooperation works best if the
leading donor has a clear geographic (and/or
sectoral) comparative advantage.*’

Exiting: The donor reduces the number of sectors
in which it is active by exiting a sector. Like any

40 Compendium on Good Practice of Division of Labor, draft,
forthcoming.
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project, this requires an exit strategy that ensures
alternative financing if necessary—either through
budget support or by other donors committing to
pick up the difference.

EU Code of Conduct on Division of Labor

The EU Code of Conduct on Division of Labor

is a voluntary agreement adopted in May 2007 by
members of the European Union. It underlines
that primary leadership in division of labor should
be taken by the developing country; however,
there was resistance to adopting it as an example
in Accra, due to concerns that it is still too donor-
driven.

Below is a selection of the guiding principles of
the Code in developing countries:

« The EU Code of Conduct on Division of

Labor commits member states to only operate

in three “focal sectors.”*!

4l http://europa.eu/scadplus/leg/en/lvb/r13003.htm

Division of labor in Tanzania

JAS are not standardized instruments as they differ
in character from one country to another. Their
existence is driven by the number of donors in a
country, and often reflect a relatively mature level
of coordination among donors and between donors
and the government.

The development of JAS in Tanzania was led by the
government—specifically a few champions of aid
effectiveness within the government. The process
of agreeing to this strategy appears in itself to have
been useful in improving the information flow

« Donors should redeploy funds on the basis of
negotiation with developing country.

« Delegated cooperation is encouraged.

o The European Union should ensure coverage
of all sectors with at least one competent
donor. No more than five active EU donors in
a given sector.

« EU donors should focus on a limited number of
priority countries and address orphan countries.

o Successful implementation requires
strong political and technical support at both
the headquarters and the field levels.

between donors. As one interviewee said, “people
started to sit together and see what others were
doing** The strategy document itself is mostly
focused on how aid is channelled to the country
rather than for what sectors. It is an expression of
Tanzanian leadership in the aid process in that it
clearly lays out how the Tanzanian government
would prefer donors to deliver their aid, namely
through general budget support.

In Tanzania, donors organize themselves under the
“Development Partners Group,” an umbrella group

“Interview with the European Commission, Tanzania.
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Table 2: Donor division of labor and aid fragmentation in Tanzania, 2008 43

Donor Active sectors | Delegated sectors | Amount of aid** | Average amount aid per active sector
US. 13 2 $265 million $20 million
EC 10 7 $176 million $17.6 million

UK. 6 8 $210 million $35 million

that includes all three of our selected donors. The
United Kingdom plays an important role in the
multi-donor budget support group, the European
Commission is coordinating better division of labor
by the European donors, and the United States

is “actively engaged”* in the donor coordination
processes, taking the lead in both the HIV/AIDS
sector groups and the Governance group.

Better division of labor by donors is a key goal of
JAS, as a means to reduce transaction costs and
ensure a “more even engagement” by donors in
different sectors and thematic areas. The number of
donors in any given group was to be “limited to an
appropriate level,”* although this is not defined.

In 2008, donors were organized into 21 different
working groups related to particular sectors (e.g.,
health and agriculture) or cross-cutting themes
(e.g., governance and environment). The number of
donors that participate in any one of these groups
varies from five (energy) to 19 (governance).

Health and governance are the popular areas, with
17 donors involved in the health working group
(unchanged since 2006) and 19 in the governance
thematic working group (up two from 2006).

43 Interview Yuko Suzuki, UNDP/Development Partner Group,
Tanzania.

* Tanzania Joint Assistance Strategy, pp. 13, http://www.tzdpg.
or.tz/index.php?id=8.

4 Tanzania Development Partner Group Division of Labor
Table, 2008.

%6 Paris Monitoring Survey 2008, Total aid disbursed to Tanzania
in 2007, http://www.oecd.org/dataoecd/58/41/41202121.pdf.

Interestingly, the number of active donors in the
education sector working group—another popular
area for donors—has decreased to 12 from 17.

Table 2 illustrates the extent to which donor aid is
divided across different sectors. If we look at the
quantity of aid given by each donor, we can see that
there is no relation between it and the number of
working groups in which the donor is active. The
European Commission disbursed the least amount
of aid but is still active in ten sectors, albeit having
delegated responsibility in seven others.

While the JAS process may have increased the
sharing of information among donors as a result
of the different coordination processes, the extent
to which donors have “rationalized the number of
sectors or cross-cutting/thematic areas that they
engage in” as set out in the JAS is still very uneven.

Division of labor in Ghana

There are approximately 28 donor agencies in
Ghana, with the largest number of donors present
in the agriculture sector (16) and an average of

12 donors per sector.” Donors at present are
organized in “15 sector working groups and an
unspecified number of thematic working groups.™*
Donors developed the Ghana JAS that was then
approved by the government of Ghana in February
2007 and was signed by 16 donors including the

47 Review of Development Partner Division of Labor in Ghana,
May 2008: http://siteresources.worldbank.org/INTGHANA/
Resources/Second_Draft_Report-DP_Division_of_Labor_re-
vised_with_Resource_Envelope_data.pdf.

48 Ghana Minister of Finance, Speech Consultative Group
meeting, June 2008, www.mofep.gov.gh/documents/cg2008_
speech_2.pdf.
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Table 3: Donor division of labor and aid fragmentation in Ghana, 2008

Donor | Active sectors | Delegated/silent sectors | Amount of aid*® | Average amount aid per active sector
uUs. 13 0 $99 million $7.6 million
EC 8 1 $88 million $11 million
UK. 9 3 $143 million $15.8 million

United States, the European Commission, and the
United Kingdom. As an entirely donor-led process
its experience was quite different from Tanzania’s.

Ghana’s JAS has much more modest aims: to ensure
an “improved aid delivery through a better division
of labor and a solid process for deciding who does
what”* Despite the political and administrative
challenges to more division of labor, there are

some examples however of where some donors

are beginning to specialize and concentrate their
activities. For example, the European Commission
is now represented by France in the sector groups
of agriculture and energy; in return, the European
Commission represents France in environmental
protection and transport.>

The United Kingdom represents the Netherlands
and the European Commission in education

and the European Commission act for DFID

in infrastructure and transport. The Canadian
International Development Agency (CIDA) acts for
DFID in agriculture and DFID, and Danida have a
shared HIV/AIDs advisor. The Dutch act for DFID
in a strategic partnership arrangement in health.
The United Kingdom has moved out of a number
of sectors: transport and roads, forestry, and natural
resources management. Following the end of its
agriculture project, they will also exit that sector.

* Ghana Joint Assistance Strategy, pp. 2, www.dfid.gov.uk/coun-
tries/africa/ghana/ghana-gjas.pdf.

O http://www.inwent.org/ez/articles/065220/index.en.shtml.
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The United States is present in Ghana through
USAID and the MCC. While the United States

is quite involved in donor coordination through
participation in sector dialogues, to date it does not
delegate its aid to any other donors.

Table 3 shows the number of sectors in which
donors are active/present out of a total of 15
different sectors. Again, there is no correlation
between the amount of aid provided and the
number of sectors the donor is active in. The
United States for example gave one-third less aid
than the United Kingdom but was active in four
more sectors.

A recent analysis of division of labor in Ghana®?
has also mapped the kinds of aid that donors are
providing, and the plans that donors have for how
they will deliver their aid in the future.

o The United States provides project aid in all
cases and plans to continue doing so and will
exit one sector (Energy).

o The European Commission provides project
aid to five sectors, a combination of project
aid and sector budget support to three sectors
and sector budget support in one. It plans to
reduce its project aid and increase sector budget
support to three sectors.

51 Ghana Chapter of the Paris Monitoring Survey, 2008: Total aid
disbursed in 2007.

52Review of Development Partner Division of Labor in Ghana,
May 2008.
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+ The United Kingdom provides a mixture of
aid modalities. It has a silent partnership in
one sector, and provides project aid in two
sectors, a combination of basket and project
aid in two sectors, basket aid in two sectors, and
sector budget support in five sectors. In addition
to substantial general budget support, it plans
to increase its sector budget support to five
sectors, and to exit two sectors.

The Ghanaian government did not until recently
display leadership in improving division of labor.
Their attitude had been that donors should “get
their house in order” and then present it to the
government and preferably by improving the
amount of alignment with government systems.
While there has been some progress in terms of
division of labor in Ghana it has been relatively
slow. The Ghana JAS “probably encouraged a spirit
of greater harmonization” but until recently,
Ghana has not had the right coalescence of factors
to drive this agenda more quickly. However,
Ghana’s new aid policy launched at the Accra HLF
makes a clear commitment to greater division

of labor.

Progress in division of labor in both countries has
been slow, with Tanzania performing slightly better
in terms of donors moving out of particular sectors
and in terms of a lower level of fragmentation of
aid. Some of the barriers and enablers for more
donor coordination and division of labor will be
discussed in Section 4.

Division of labor and reduction of
transaction costs

One of the expected benefits of improved donor
coordination is a reduction in transaction costs.
The evidence suggests that at least initially,
transaction costs for donors may go up, given the
time that is required to negotiate and coordinate
among themselves. This may be particularly the

33 Interview with DFID Ghana.

case where two donors have to agree that one will
represent the other and channel the funds of the
other in a particular sector. Costs should not be a
factor when donors pull out from specific sectors,
although there might be some associated with the
effort to determine what donor withdraws from
which sector.

However, it would seem that with greater
coordination and division of labor among donors
there can be a considerable reduction in transaction
costs for the developing country government. The
amount that transaction costs may go down as a
result of more coordination is notoriously difficult
to measure and figures are often anecdotal. A
Zambian government representative hazarded a
guess in a workshop that transaction costs had
reduced by up to one half in his country as a result
of more harmonized procedures and improved
division of labor of donors.>*

The end objective of course is not just about reducing
transaction costs but about development effectiveness.
If improved coordination among donors produces
better development results, then increased transaction
costs would not be solely negative.

Risks of division of labor

A number of concerns have been aired about
increasing donor coordination by different actors,
including developing country governments, civil
society organizations, and from donors themselves.

Reactions to proposals for division of labor

differ across and even within developing country
governments. Sector ministries are often concerned
that greater division of labor will result in a drop

in funding for their sector. If overall resources to
the Finance Ministry are increasing—for example
through budget support—this should be less of a
problem; albeit that the sector ministry may have a
harder time influencing allocation of funds to the
sector through the domestic budget process.

54 Anecdote from interview with Mike Batlock, DFID.
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Some developing
country government
representatives
have also been
concerned that
donor-driven
division of labor
could result in
“ganging-up” of
donors on the
government and a
further distortion of
power relations.

There is, however, a risk that division of labor could
result in so-called “orphan sectors,” particularly in
countries where large amounts of aid continue to
be earmarked to particular sectors or even projects.
One example is the governance sector in Ghana;
aid to this sector is particularly uncoordinated,

the number of donors in the sector is seen as
inadequate and some donors are considering
leaving the sector.”® In Ghana, there is currently

no donor sector lead of the Monitoring and
Evaluation Group, following DFID stepping down
from this role due to lack of advisory capacity,
while other sector groups are overcrowded (e.g.,
decentralization).*® This illustrates the conflict

that can occur between headquarter-driven
rationalization and a particular country context.
Donors should not just focus on rationalizing the
number of sectors they are in, but also address the
balance of aid and expertise across different sectors.
This is one of the clear aims of the Tanzanian JAS.

At a regional level, there is also a risk of “orphan
countries” created when donors reduce the number
of countries in which they operate, something

that is recommended by the EU Code of Conduct.
The Accra Agenda for Action, however, includes

a commitment that division of labor “will not

result in individual developing countries receiving
less aid”>” Donors and developing countries also
committed to “start dialogue on international

division of labor across countries by June 2009.”%

% Forster, R, (2008), Division of Labor and the Implementation
of the EU Code of Conduct, pp. 3 (unpublished) and Review of
Development Partner Division of Labor in Ghana, May 2008.

%6 Interview with DFID Ghana.

57 Accra Agenda for Action, http://siteresources.worldbank.
org/ ACCRAEXT/Resources/4700790-1217425866038/ AAA-4-
SEPTEMBER-FINAL-16h00.pdf.

58 Accra Agenda for Action, http://siteresources.worldbank.
org/ ACCRAEXT/Resources/4700790-1217425866038/ AAA-4-
SEPTEMBER-FINAL-16h00.pdf.

Some developing country government
representatives have also been concerned that
donor-driven division of labor could result in
“ganging-up” of donors on the government and

a further distortion of power relations. As one
representative from USAID said, “harmonization—
without alignment—doesn’t have much impact”>
Indeed, there is a risk that if donors spend too
much time “talking to each other” without also
ensuring their aid helps to strengthen government
systems and supports its policies, coordination
could even be counter-productive. The debate
about division of labor has tended to be very
donor-focused and viewed with some suspicion by
developing countries. Recipient country leadership
is needed to move this issue from a debate

among donors to good practice that strengthens
development results and impact. This includes
having a well designed medium-term expenditure
framework so that plans are linked to expenditures,
with donors taking these into account in agreeing
division of labor. What is not needed is for donors
to take the lead in prioritizing one sector over
another. If donors are serious about this being

a recipient-led agenda, they will need to ensure
multi-country consultations with developing
countries so that they can properly input into the
“good practice principles on country-led division
of labor” that they committed to establishing

in Accra.®

One of the expected benefits of improved division
of labor is greater alignment with a government’s
plans and processes. However, this seems to be
misplaced. The risk that donor coordination and
division of labor become ends in themselves needs
to be guarded against. Indeed as one interviewee
said, “we should avoid spending too much time

% Interview with USAID.

0 Accra Agenda for Action, sec. 17(b).
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just talking to ourselves”¢! The OECD guide,
“Harmonizing donor practices for effective aid
delivery;” emphasizes that alignment to government
procedures should take priority over common
procedures at global or EU levels. It would seem
that an improved division of labor may not lead

to greater alignment, but greater alignment may
lead to an improved division of labor. In situations
where large and increasing amounts of aid are
channelled as budget support, the division of labor
becomes less important.

! Interview with the European Commission, Tanzania.

HARMONIZATION AND ALIGNMENT:

CHALLENGES AND OPPORTUNITIES FOR U.S. AND EUROPEAN DONORS POST-ACCRA

21

The risk that donor
coordination and
division of labor
become ends in
themselves needs
to be guarded
against.



ENABLERS AND BARRIERS TO
ALIGNMENT AND HARMONIZATION

While donor
legislatures
obviously have

an oversight and
accountability role
in the allocation
of their aid funds,
their actions can
disrupt the ability
of aid recipient
country legislatures
to fulfill the

same obligations
they have to their
own citizens.

The call for more coordinated aid that is

based on national strategies is not new. It is
central to international agreements such as the
2002 Monterrey Consensus on Financing for
Development and the 2005 Paris Declaration on
Aid Effectiveness. But putting these commitments
into action has been challenging and progress has
not been as fast as expected. There appears to be

a number of different and sometimes interrelated
barriers for faster progress.

Donor political commitment

While base levels of alignment and harmonization
can take place at the country level regardless,
political commitment from headquarters is
undoubtedly important if issues such as the

use of country systems and division of labor

are to be implemented. These two issues are
politically sensitive.

Legislatures in donor countries are also extremely
influential when it comes to attempting to
increase the use of country systems. Legislative
resistance to budget support has influenced a
number of European countries’ use of budget
support—Sweden being one example. The U.S.
Congress is also extremely unsupportive of aid
modalities such as budget support or even sector
budget support. When it comes to country public
financial management and procurement systems,
legislative constraints, particularly congressional
appropriations, in the United States restricts their

ability to channel money through the government.

While donor legislatures obviously have an
oversight and accountability role in the allocation
of their aid funds, their actions can disrupt the
ability of aid recipient country legislatures to
fulfill the same obligations they have to their
own citizens.

With regard to division of labor, health and
education are the two sectors that tend to have the

highest numbers of donors. This is not surprising.
These sectors are “sexier” for the donor public, they
receive significant support from civil society, and
they ostensibly involve less risk than for example
investing in infrastructure or agriculture. These
reasons also make donors reluctant to withdraw
their spending and invest it elsewhere.

The earmarking of funds at headquarter level can
create fragmentation of funding in the field and
undermine efforts for better coordination at the
country level. For example, top-down earmarking
can come from ministers or parliaments or
sometimes at the instigation of NGOs. The
European Commission for instance does not
prioritize the health sector, but in 2007 the
European Parliament demanded an increase in
investment to the health sector before approving
the budget. This can put European Commission
country staff in a difficult position where they
come under pressure to engage in a sector that

is already crowded with donors. In addition, the
U.S. Congress earmarks funds for a particular
sector and procedures for reallocating funds are
quite bureaucratic. Congressional Notifications,
legislative holds on proposals to shift funds,
transfer of money, and other procedures make U.S.
aid more rigid and inflexible.%

Donor policy/institutional factors

Strong policy support from the agency
headquarters for implementing Paris Declaration
commitments also seems very influential on
whether progress happens at the country level.

USAID, DFID, and the European Commission
have all developed action plans for improving
aid effectiveness but their degree to which these
are “actionable” varies. The DFID action plan is

©2Help Commission (2007), Beyond Assistance: The HELP
Commission Report on Foreign Assistance Reform, pp. 30.
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the most mature, with specific actions against

all five of the Paris Declaration principles and
specific delegated responsibility to headquarter
and country staff which in theory should provide
more incentives for staff to implement Paris
commitments. The United States has published

a “U.S. action plan on harmonization” which
addresses issues of both harmonization and
alignment, but does not set out any measurable
actions that the United States will undertake.

The European Commission has set out nine
“deliverables” that the European Union as a single
unit should deliver on, but the Commission itself
has no power as such to enforce compliance from
member states. And the European Commission,
which often acts as a 28th donor, has no detailed
plan for its staff to change in implementing its

aid programs. The Commission is constrained

by very complicated administrative procedures
that, for example, make it difficult to enter into
“delegated” cooperation arrangements with other
donors. However, this has been partly addressed by
recent “EU legal innovations such as co-financing
and Additional Voluntary Contributions (that)
make it easier for member states and the European
Commission to work with or through each other”®
The degree to which an organization is centralized
or decentralized is also influential. DFID is

quite decentralized with the country staff having
significant decision-making power. But their ability
to enter into division of labor arrangements is also
facilitated by the fact that the central procedures are
quite flexible, allowing them to adapt to the other
donors’ procedures. This has been a useful factor
for example in Ghana where USAID “delegates
considerable decision-making authority to its

63 Briefing Note: the Code of Conduct on Complementarity and
Division of Labor, http://weca.files.wordpress.com/2008/05/
code-of-conduct-12mayl.pdf, pp. 5.

field staff”%* who are free to decide on whether

to participate in coordination mechanisms such
as Joint Assistance Strategies on the ground. A
limitation of this is that it is then very dependent
on the interest/personality of the individual in the
country office.

When it comes to using country systems,
institutional practice and policy play their part.
DFID considers the use of country systems to

be the default operational policy, the European
Commission has said that budget support—which
by definition uses country systems—is their
preferred modality. Aside from the efforts by

the MCC to pursue country ownership and use
country systems where possible, the United States
generally considers the use of country systems to
be an exceptional rather than a routine practice and
the lack of political support has resulted in little
progress on this front.

The majority of U.S. aid—and a considerable amount
of European Commission aid—is spent through
projects. Although it is possible for projects to use
country systems, there has been much less attention
paid to doing this. A large amount of U.S. aid is also
spent through vertical funds, the U.S. President’s
Emergency Plan for Aids Relief (PEPFAR) program
being one example, where an aid program has been
very slow to adapt their modalities to the Paris
principles. And, as mentioned in Section 2, donor
staff incentives, such as recognition, are often more
geared to individuals securing large projects, rather
than engaging in multi-donor or sector support
initiatives.

Power of personalities

The power of decision-making is not entirely held
by the politicians and bureaucrats in donor capitals,

at least when it comes to donor coordination and
division of labor. Representatives in field offices

%4 Interview with USAID.
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and embassies also have influence. The power

of individual personalities was repeatedly cited

as being extremely relevant. As one official said,
“personality plays a major role in some of the
partnerships”% It also seems to be a factor that

is considered when donors are discussing which
agency will take the lead in a particular sector.
Greater progress in donor coordination in Tanzania
or in Zambia than in Ghana was partially put
down to there being “a core dynamic of strong
people among the donors at a particular time

that were prepared to put in the hard work.”® But
this dependence on committed individuals also
makes coordination processes quite vulnerable,
particularly in countries where there is a very high
staff turn-over rate. As discussed in Section 2,
unhelpful institutional incentives can also reduce
the likelihood of individuals driving coordination
processes where they get greater recognition for
securing stand-alone projects.

While it may be true that a more committed donor
headquarters can provide more incentives for
individuals to be committed at the country level, it
does not seem that donors systematically consider
the skills needed in this changing aid environment.
As one interviewee said, “you get very different
characters of people coming through agencies””
This also helps to explain different levels of
engagement by donors across countries.

The weight of this factor suggests that donors still
need to do more to both, provide better incentives
for staff to promote Paris Declaration principles
and review whether they are employing people with
the necessary facilitation and relationship building
skills rather than direct implementation skills, to

% Interview with Yoko Suzuki.
% Interview with DFID Ghana.

¢ Interview with Yoko Suzuki, UNDP/Development Partner
Group, Tanzania.

be able to drive a difficult process forward. This
will be particularly important in a scenario with
an increasing number of diverse donors including
large foundations, vertical funds and so-called
“emerging” donors.

Trust and transparency

The level of trust between the aid recipient
government and donors is a further factor that
impacts both division of labor and donors’ use of
country systems. Coordination is likely to work
better within a particular sector when there is more
trust and communication between the donors and
the sector ministry. One USAID representative said,
that the Tanzanian government views closed donor
meetings as an impediment to “country ownership”
and that more transparent donor-government
discussions are key.

Developing country governments often fear that a
more rationale division of labor among donors is
going to result in less money or technical expertise
for a particular sector or for the government as a
whole. This fear may be justified in some cases (e.g.,
Ghana and the governance sector) but without good
communication and relationships built on trust, this
suspicion will become a barrier to progress.

Similarly to donors demanding greater transparency
from developing country governments, more
transparency and predictability from donors about
aid flows would enable more trust. If disaggregated
information about aid flows was available upfront,
and was committed on a medium-term basis, many
of the perceived risks of division of labor, at least
from the developing country government
perspective, would be allayed.®® Some progress will

% In Ghana, donors provide annual aid commitments broken
down by sector at the annual consultative group meeting.

The UK. in September also signed an agreement committed
STG£250 million to Ghana between 2009 and 2010 as part of a
ten year partnership agreement, http://news.myjoyonline.com/
business/200809/20149.asp.
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be made when donors implement their Accra
commitment to provide “regular and timely
information on their rolling three to five-year
forward expenditure and/or implementation plans,
with at least indicative resource allocations that
developing countries can integrate in their medium-
term planning and macroeconomic frameworks”®

Trust in the quality of the budgetary and
procurement systems is cited regularly as a reason
why donors do not use them; however, this
reasoning is not always backed up by evidence.
Both Ghana and Tanzania for example score
relatively high on the quality of their public
financial management and procurement systems,
but there is huge variation in the extent to which
different donors use them, and there has been only
a very marginal increase in donors’ use of them in
the last few years.

Government leadership

Leadership by the government—or by a few
champions within the government—in the
developing country has a significant impact. The
leadership by some individuals within the last

 Accra Agenda for Action, sec. 26(c).

Tanzanian administration resulted in an ambitious
JAS that forced donors to improve at least their
information sharing and their coordination.
Without such drive from anyone in the government
today;, it is quite easy for donors to not respond to
the ambitious (some argue overly ambitious) targets
that this strategy lays out for reform.

Given the incentives for donors and some sector
ministries not to increase their division of labor,
leadership in this area from the government is
important, as Zambia has shown. If the Ghanaian
government believes a better division of labor could
improve aid management, they would be misguided
to “leave it up to the donors to sort themselves out”

The Ghanaian government was hardly involved in
developing the Ghana JAS, seeing it as the donor’s
business to organize themselves. It is undoubtedly
a much less ambitious document for aid reform
than the Tanzanian JAS. Even outside the JAS
framework, the focus of the Ghanaian government
has been on increasing alignment of aid to their
systems, something strongly called for in their
new aid policy, launched at Accra. Yet despite this
stance, and their improvement in the quality of
their systems, there has been no response by donors
to this leadership by the government.
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LOOKING FORWARD:
KeEY CHALLENGES

To reduce
fragmentation
and increase
alignment with
government
systems, the
United States
should promote
innovation that
emphasizes the
piloting and
implementation
of new ideas.

The agreements reached in Accra illustrate
that donor governments and agencies are still
committed to reforming their aid. However,

this paper shows that blockages still need to be

tackled at both the political and technical levels.
Without political buy-in for reform, technical
changes are likely to only tinker at the edges of
the problem. More importantly, progress on these
fronts and improvements in aid practice will have
broader implications on the resilience of states,
their ability to provide public services to their
citizens, and long-term human security and geo-
political stability.

Recommendations:

1. Donor and recipient governments should

26

engage parliamentarians and legislators in their

work on aid effectiveness. Funding should

be provided to support more interaction 4.
between donor-country legislators and their
counterparts in developing countries, as a

way of sensitizing representatives in the U.S.
Congress and parliaments across Europe about
the impact their demands have on the capacity
of developing country legislators to scrutinize
budgets and policies. This question of how a
lack of alignment (and ownership) potentially
undermines accountability between states and
citizens, and thus democratic processes, is an
important one.

Donor governments and northern non-
governmental organizations (NGOs) should
increase their investment in educating the
public in donor countries about why ownership
is important for development and the rationale
for supporting effective states and engaged
citizens. Sustainable development cannot
happen by bypassing either the state or citizens
in developing countries. Northern NGOs and
donor governments should avoid selling a
message that aid is risk-free and proactively
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challenge the media and the public on their
sometimes knee-jerk reaction to corruption.

A particular challenge for the United States will
be ensuring that U.S. assistance has a strategic
vision and an appropriate structure that can
respond to the realities on the ground in
developing countries today, avoiding excessive
controls, earmarks, and other restrictions

that prevent supporting country ownership and
accountability. To reduce fragmentation

and increase alignment with government
systems, the United States should promote
innovation that emphasizes the piloting and
implementation of new ideas. This should
include experimenting with a mix of modalities,
including more basket (pooled) funds, sector
budget support and general budget support.

All donors should do more to ensure that
where it is still deemed necessary to implement
through specific “projects”—infrastructure

for example is primarily still executed as project
aid—that this aid is reported in the budget,
integrated into the treasury account, and

passes through government financial
management systems.

Increased alignment and reduced aid
fragmentation by the United Kingdom has
partly been driven by a reduction in staff
numbers with a simultaneous increase in funds
to disburse. All donors, particularly the United
Kingdom, should ensure that division of labor
and donor withdrawal from certain sectors/
countries is coordinated with recipient countries
and other donors so that it does not result in
gaps in funding or expertise.

Donors should support more cross-country
lesson sharing on the use of country systems
and good practice in division of labor. They
should support developing countries to present



their own analysis and lessons learned rather
than a process that is centred on donor reports.

. All donors should ensure their recruitment
policies are geared toward employing
individuals with the facilitating and negotiating
skills necessary to improve donor coordination.
This will be particularly important for the
European Commission if it is to play a role in
ensuring greater division of labor among
European donors that have support from
developing countries.

. Donors should review staff performance
incentives and ensure that staff are rewarded for
implementing aid effectiveness commitments at

the country level rather than for securing high-
profile, or short-term projects or programs, and
provide training for staff, where necessary, on
aid effectiveness.

. All donors should ensure far greater

transparency and greater predictability of
their aid as set out in the Publish What You
Fund transparency principles. This includes
providing accessible information to
governments, parliaments, and civil society,
and making credible multi-year commitments
with clear indications of how and to which
sectors this aid will be channelled.
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