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1.0 INTRODUCTION

As the world economy globalizes, the underlying objectives for development assistance is shifting.  Interest in policy-based partnerships that can extrapolate into benefits in a variety of forums is on the rise, while interest in immediate commercial returns of tied assistance in a world characterised by increasingly globalised companies is declining. The policy benefits of development assistance in terms of trade positioning and political cooperation have taken on paramount importance.

Partly out of disillusionment with the past performance there are significant changes afoot in the global architecture of development assistance.  While according to OECD/DAC statistics, total global ODA in 2003, barely kept pace with inflation, amounting to US$68.5 billion in 2003 (just a 3.9 per cent increase over the previous year) the composition and nature of ODA flows is in flux. Regional priorities are shifting. New instruments such as global, specific purpose funds (most notably the Global Fund on  HIV/AIDS) are being established, in some cases blurring boundaries between the private sector and ODA. Regional economic alliances in both the North and the South, continue to take on additional importance – not only as political and economic blocks, but as channels for development assistance, shifting resources away from more global multilateral institutions. Frameworks and instruments for coordination are being increasingly consolidated, reducing the separation between grants and credits and placing them within frameworks that establish common macro priorities. Project funding has been largely substituted by programme funding.  Programme lending has taken over from structural adjustment and HIPC and other processes have resulted in the forgiveness of debt against measurable indicators. Grant funding has grown and some sources of concessionary lending have been -- or are being -- increasingly transformed into outright grants. 

The channelling of ODA through the treasuries of programme country governments should be seen within this context. While its success is yet to be proven (see below), it does constitute part of a broader trend that emphasises integration of ODA into national priorities, greater national ownership and the restructuring of unsound policies. While it may not persist precisely in its current form, the  fundamental objectives of direct budget support (DBS) will continue to play a crucial role and the UNDP needs to urgently position itself to exploit opportunities as they arise and to respond to future changes of course.

1.1 The Origins and Rationale for Budget Support

Financial aid as a contribution to national budgets is not new and has been applied in a variety of forms for nearly five decades. Other vehicles such as balance of payments support which were used to help countries in managing an external financing constraint, were of particular significance in the 1970s and 1980s. In the 1990’s, budget support was implemented by the IFI’s to relieve internal fiscal constraints faced in countries emerging from conflict (e.g. Cambodia in 1994/95). Since the Rome Declaration on Alignment and Harmonization, however, DBS has been applied towards relieving internal fiscal constraints and to address poverty reduction in a sustainable manner. This effort has been linked closely to coordination, harmonization and alignment of donor policies, procedures and practices with those of recipient governments.

Harmonization and alignment is therefore viewed by donors an important requirement for the effective application of DBS. For this reason, this review has focused principally on countries selected by the DAC/OECD as pilots for the harmonization and alignment of donor and partner country practices and procedures.

1.1.1: Stated Objectives

Where donor funds are channelled through the budgets of partner governments and combined with an effort to harmonize and align procedures, the principal objectives (contained in the Rome declaration) are to:

· Increase national ownership;

· Reduce transaction costs;

· Improve coordination; and 

· Make ODA disbursement and delivery more flexible.

In addition to the above, budget support was intended to: a) raise the level of predictability of funding for priority sectors in volatile revenue environments; b) increase “democratic accountability”
: and c) increase the efficiency of budget allocations. 

1.1.2: Tacit Objectives

As will be seen, it is also clear that as a result of the move from projectised aid to DBS, donors have found a more effective instrument for enabling them to advocate -- and indeed actively foster -- better policies and practices through direct involvement in processes that entail prioritization and the allocation of both domestic and externally derived revenue. Such negotiations can also influence the stance of countries in international forums by affecting their trade policies, terms of trade and trade negotiations. Foreign aid has always had, as one of its objectives, the advancement of national interests in international political forums. DBS potentially provides politically “small” countries with additional and more intimate mechanism for the application of political influence and leverage.  

2.0 ANALYSIS OF BUDGET SUPPORT

2.1 The Scope and Modalities of Budget Support

Although it has been deployed under other names, budget support is not a new phenomenon. Governments have been provided with balance of payments support – primarily, but not solely, in the form of credits for at least the past 20 years.  What is different, is that budget support in its new form is principally in the form of grants, is intended largely to supplement domestic resources targeting priority themes or sectors (as jointly defined by the donor and the partner government), comes with policy advice and has resulted in the integration of many development activities previously undertaken off budget into the national budget. Indeed, it is also now closely associated with ongoing efforts to harmonize donor policies and procedures with those of partner governments with the objective of simplification and reduction of transaction costs. The intended objectives of budget support have therefore changed and it is essential that they be understood for UNDP to effectively position itself to be of service. 

2.1.1: Interested Donors

There are a few donors that are strong proponents of budget support, while others are either quietly opposed to it or have adopted a wait-and-see attitude. Among the largest donors, the firmest proponents of budget support are the UK (DFID), The Netherlands, Sweden (SIDA), Norway, Denmark, Finland, Canada (CIDA). Those in the other camp include the US (primarily USAID), Japan, France and Italy. Among multilateral donors, the EC is providing budget support and in view of its own modalities of programme lending, the World Bank is also accepting of the modality. 

It is perhaps worth noting that the donors that have supported DBS have relatively limited direct political influence, view ODA as an important element of their foreign policy and have ODA budgets that are either among the highest as a percentage of their GNP or are increasing rapidly.

2.1.2: Nature of Recipient Countries

Although budget support as a modality has been used in other countries, the pilot countries designated by OECD/DAC for the harmonization and alignment of donor practices as well as budget support are the ones that the authors of this report were requested to focus on and are listed in the table below (See also Annex II).

	HARMONIZATION  AND ALIGNMENT PILOT DBS COUNTRIES

	AFRICA


	Country
	HIPC
	CG
	PRSP
	STATUS OF DBS

	Ethiopia
	YES
	YES
	YES
	World Bank, AfDB, EC, DFID, Sweden, and Canada committed to DBS. Discussions on harmonizing conditionality and M&E frameworks initiated. OECD/DAC Working Party developed indicators of progress on harmonization and alignment. Indicators being field-tested.

	Ghana
	NO
	YES
	YES
	Among the most advanced in harmonization/alignment and DBS. SWAps in health and education sectors (see annex). Harmonization/alignment in place.

	Kenya
	NO
	YES
	YES
	Government is pushing for DBS. Donors are hesitant. Poverty Reduction Strategy completed.  Harmonization program not yet defined.  Donors have discussed common funding mechanisms, increased budget support aligned with the ERS and budget cycle and conditionalities. DFID-World Bank Country Financial Accountability Assessment (CFAA) completed in 2001. Public Expenditure Management Assessment and Action Plan exercise (PEMAAP) prepared in May 2003.

	Morocco
	NO
	YES
	YES
	Harmonization programme not defined. But dialogue initiated between the Government and AfDB, EC, IsDB, and World Bank. 

	Mozambique
	YES (A)
	YES
	YES
	Harmonized or semi-harmonized financing schemes in planning, agriculture (budget support), education, public sector reform, policy research, health and health policy formulation, police academy, water, sanitation, and housing. World Bank carried out a detailed study of donor procurement and disbursement procedures, and, under an education SWAp, some donors are expected to agree on common NCB thresholds, the use of post review, and common reporting formats. Advances in building common procedures across sectors, as well as within sectors, which has contributed to developing common government-led procedures. Progress has been slow in all sectors and the lack of capacity is a major constraint. Some donors have agreed on pooled funding while others support a gradual move toward budget support as the Government improves its financial management capacity. Direct budget support is governed by a joint programme and an Aide Memoire signed between Government and 10 donors

	Niger
	YES (A)
	YES
	YES
	New procurement code and reform; new budgetary nomenclature integrating investment and recurrent expenditures; prepared a five-year MTEF in the education and health sectors; begun strengthening the judiciary; introduced regular public expenditure reviews in education, health and rural development. The Government/Development Partners' Committee is chaired by the Minister of Finance. The Permanent Secretariat of the Poverty Reduction Strategy Program (PRSP) in the Prime Minister's Office is taking the lead in the harmonization process by refining the institutional arrangements for implementation, monitoring, and coordination among government agencies and donors.. Under leadership of the Ministry of Finance and Economy, the EC, France, UNDP, AfDB, and The World Bank have initiated a joint Public Expenditure Review and Country Financial Accountability Assessment that will be a basis for a capacity enhancement of public finance systems. Initial harmonization efforts focus on the education sector. 

	Senegal
	YES (A)
	YES
	YES
	During 2001-02, main ODA partners were EC, France and The World Bank (IDA). Harmonization is being undertaken within the PRSP framework. The first harmonization mission was held November 2002. Using fiduciary diagnostics, the mission found that public expenditure links to program objectives need strengthening and improvements needed in expenditure monitoring. Development of a harmonization program is currently on hold pending Government review. The first Consultative Group (CG) meeting since the publication of the PRSP, was held in June 2003. The World Bank and other development partners completed a Country Financial Accountability Assessment (CFAA) and a Country Procurement Assessment Review (CPAR) in the first half of 2003.  DBS is not yet a major factor.

	Tanzania
	YES (A)
	YES
	YES
	Well advanced. See annex. Alignment/harmonization process in place. Joint portfolio review by UN system and World Bank in May 2003. Possible consolidation of donor interventions into Comprehensive Joint Country Assistance Strategy. OECD-DAC harmonization group formed to support implementation of Tanzania Assistance Strategy. Denmark, Germany, Ireland, the Netherlands, Switzerland and IDA support a health sector SWAp. Same donors undertaking joint procurement, financial management and disbursement assessment for multi-donor pooling of funds foe health. In education sector Canada, the EC, Ireland, the Netherlands, Norway and Sweden provide support through pooled funding. Sweden and the World Bank provide direct budget support. A SWAp is emerging in agriculture with Denmark, EC, Japan, Ireland and the World Bank as donors. A sector working group exists and a program draft is being appraised. Donors have yet to decide on funding arrangements - basket or earmarked. Denmark, EC, Finland, Ireland, the Netherlands, Norway, Sweden, UK, UNDP/UNCDF fund a Common Basket Fund for implementation of the Local Government Reform Program.

	Zambia
	YES (A)
	YES
	YES
	IDA, SIDA, DANIDA, Netherlands, and UNICEF have pioneered basket funding in a health SWAp facilitated by DANIDA-financed work aimed at developing joint Government-donor accounting, reporting, and disbursement systems. A Procurement and Financial Management Manual acceptable to most donors has been produced under a basic education SWAp. This is used for procurement and financial management under a World Bank credit, and also for the “pool” to which Finland, Ireland, Netherlands, Norway, and the United Kingdom contribute funds.

	ASIA & THE PACIFIC

	Country
	HIPC
	CG
	PRSP
	STATUS OF DBS

	Bangladesh
	
	YES
	YES
	Government-donor working groups on aid governance established in January-February 2003 covering procurement, financial reporting, auditing, and training to modify government and donor policies, procedures, and practices to improve the efficiency, accountability, and transparency of development assistance. A Country Financial Accountability Assessment (CFAA) was prepared by the World Bank and UNDP. Government has initiated a public procurement reform program in line with the recommendations of the Country Procurement Assessment Report (CPAR). The program is supported by an IDA-financed technical assistance project. The working groups are expected to report on progress to the Finance Minister and Steering Committee—comprising the Secretary of the Economic Relations Division of the Ministry of Finance, the Director General, the World Bank Country Director (as chair of the LCG) and the UN Resident Coordinator (as a member of the LCG -- and to the Bangladesh Development Forum to be held in Dhaka.

	Cambodia
	NO
	YES
	YES
	World Bank and AsDB have collaborated to produce joint operational procedures and a joint financial management for development assistance. World Bank and AsDB have agreed on standard bidding documents (SBDs) for national competitive bidding (NCB) and are working on SBDs for international competitive bidding. Some budget support has been provided through credits since 1994. SWAp being considered for health sector

	Fiji
	NO
	YES
	YES
	Not much progress on DBS or harmonization.

	Vietnam
	NO
	YES
	YES
	The “Like-Minded Group” of bilateral donors has identified areas for harmonization, including capacity-building support, monitoring and reporting, a common development vocabulary, and wider use of multidonor financing mechanisms to support SWAps. Co-financed harmonization project, designed and implemented with the Government of Vietnam. Project activities include a capacity building program to support harmonized ODA management procedures, building on the Government’s own ODA management procedures; support for multi-agency Government/donor working groups to produce guidelines for harmonized procedures for monitoring and reporting and procurement; a common development vocabulary; and wider use of multi-donor financing mechanisms. The Government is collaborating with donors likd France and Spain to issue joint procedures; and with other donors like UNICEF, ADB, Denmark, and Germany to prepare a common paper of aid procedures.

	COMMONWEALTH OF INDEPENDENT STATES

	Country
	HIPC
	CG
	PRSP
	STATUS OF DBS

	Kyrgyz Republic
	NO
	YES (Also CDF)
	NO
	Donor Steering Committee and a Working Group (WG) on Harmonization in process of developing a harmonization program and action plan. Initial harmonization efforts in three main areas: financial management, procurement procedures and project implementation units. Government and development partners have agreed on priority actions, timetable and the next steps.

Future focus of harmonization is evaluation and monitoring systems.  Joint implementation action plan on harmonization of Financial Management & Procurement ready by end-June 2004. DBS not yet in place.

	LATIN AMERICA

	Country
	HIPC
	CG
	PRSP
	STATUS OF DBS/HARMONIZATION

	Bolivia
	NO
	YES
	YES
	Netherlands, Sweden, World Bank, and the IDB co-financed an Education Reform Program and have agreed on a harmonized monitoring system. One common report is prepared and accepted by all. It is not clear whether this funding is channelled through the Treasury.

	Nicaragua
	NO
	YES
	YES
	World Bank willing to support establishment of possible pooling arrangements for primary education resources. The EC has decided to move forward with SWAps in education and health. OECD/DAC Working Party is developing indicators to monitor progress on harmonization and alignment.  These indicators are to be field-tested in 2004 with UNDP support. A Country Financial Accountability Assessment (CFAA) was prepared (IADB/WB) and is likely to serve as basis for capacity building. Pilot country in the Education for All-  Fast Track Initiative (EFA-FTI).  

	(A) = Approved for debt relief under HIPC.


What are the common characteristics of these countries? Most are PRSP and CG countries, and many – particularly in Africa – are subject to HIPC debt relief. They are also, generally speaking, among what DAC/OECD has informally designated as “problem partnerships” – countries demonstrating fairly serious institutional and developmental shortcoming and relatively low absorption capacity.

The source of the impetus for DBS appears to vary considerably from country to country. In most countries – Tanzania and Ghana for instance – the donors have proven to be the initial driving force. In Kenya, on the other hand it is the government that has pursued DBS in the face of donor resistance stemming from perceptions of government corruption. Finally there  is yet another group of countries in which either conditions for the application of DBS hasve been difficult to create and there have been severe delays in the application o f

Direct budget support is channelled through the central exchequer or treasury of the partner government as either grants or credits to spend using the government’s own financial management, procurement and accountability systems. It has so far been deployed in three main forms: unearmarked or general budget support; sector-wide approaches (SWAp’s); and basket funding.



2.1.3: Un-earmarked (“General”) Budget Support

In this form, budget support is contributed un-earmarked towards the general national budget, usually in conjunction with macro-conditionalities that are linked to HIPC or other structural reform programmes. 

General budget support does not in itself link ODA to specific development priorities or sectors, but does encourage macroeconomic and structural reforms, improvements in budget management and sometimes, where general budget support constitutes a significant portion of the total national budget, increased allocations to sectors most important to sustainable human development than would otherwise be the case. 

Where such funding is provided in the form of grants, it is conceived in part to offset the debt burden and has been closely tied to progress in HIPC negotiations. According to UNDP Tanzania, some 30 per cent of income for the national budget currently derives from ODA in the form of general budget support (a further 10 per cent is in the form of SWAps).

2.1.4: Sector-Wide Approaches (SWAps)

A SWAp implies that all significant funding for the sector supports a single sector policy and expenditure programme, under government leadership, adopting common approaches across the sector, and progressing towards reliance on government procedures and systems to disburse and account for all funds. 

SWAps are generally justified on the grounds of: Good local governance and increased ownership; better sectoral performance; reduced duplication and corruption; improved donor co-ordination; harmonization of donor procedures; improved planning, monitoring and focus.

SWAps usually contain the following: (i) A sustained partnership between 'development partners' (the line ministry concerned, relevant NGOs, donors, the private sector); (ii) A coherent sector; and (iii) A collaborative programme of work including sectoral policies and strategies, medium-term projections, management systems; and institutional reform and capacity building.

Prerequisites stipulated by donors have included: (i) A stable macroeconomic framework; (ii) Ownership and participation at all levels of the sector (not just the central level); (iii) Monitoring and accounting systems to help fund disbursement and cut out corrupt practices: (iv) Essential information systems; (v) Integrated accounting and financial management systems, and (vi) A Public Expenditure Review (PER) process. They have also tended to emphasise building of capacity in human and physical resources, to improve the quality of planning and programme implementation and a motivated workforce. 
2.1.5: Basket Funding

A variant of SWAps, with basket funding, the approach need not be sector wide but may instead programme-specific and the basket may consist of a combination of funds channelled through the national treasury and those managed outside it. Conditions for basket funding are often similar to those applied in the case of SWAps.

2.1.6: Frameworks for Direct Budget Support

Most of the development frames of reference used by donors for the deployment of DBS are led by the Bretton Woods Institutions and the World Bank in particular.

In most of pilots, the PRSP is the dominant development planning framework and has proved particularly useful in that it adopts a structural perspective. Indeed, many of the documents reviewed discuss the use of DBS as a tool for poverty reduction as well as a lever for strengthening essential institutions and systems
.  DBS is deployed within the framework of the ongoing PRSP process in which the donors, relevant NGOs and others have participated. 

In the case of a few countries, donors have begun discussing possibility of developing joint country assistance strategies within which DBS is programmed.  The box above provides some basic elements of the approach adopted in the case of Tanzania
.


In several of the African countries reviewed, the HIPC process also provides a parallel frame of reference and many of the macro-conditionalities for the provision of DBS are linked to HIPC conditions particularly as they pertain to budget allocations, structural reforms and expenditure controls. Consultative Groups (CG’s) and local sectoral coordination forums have been the venue for discussion of policies and approaches. To date Millennium Development Goals (MDGs) have not been explicitly used as a frame of reference.

2.1.7: The Significance of Harmonization and Alignment

Harmonization and alignment of donor and partner government budgeting, financial management, reporting and accountability including audit are an essential component for:

(i) Ensuring that government systems are in accordance with international standards, are subject to appropriate reviews and transparent to the public;

(ii) Ensuring that transaction costs are reduced by eliminating a multiplicity of requirements imposed on partner governments by different donors; and

(iii) Raising the efficiency of allocations.

2.1.8: Dimensions of Budget Support

It is difficult to get a firm grip on overall figures in a headquarters desk review. National budgets do not explicitly identify budget lines derived from DBS nor do most of the Public Expenditure Review (PER) reports consulted. While for political reasons it is unlikely that DBS will ever become the sole form of bilateral ODA, its proportions have nevertheless become significant. Total external assistance to Tanzania, for instance, amounted to around US$ 1 billion annually in 2000, including both grants and loans. Foreign assistance in the form of budget support accounted for about a third of the total government budget and nearly all the development budget
.

2.2:   Integration with National Budget Processes

Effective use of DBS requires full integration of national economic planning and budgeting processes. While this is the basis of standard good practice, it is a condition that does not hold in many of the countries involved with the harmonization and alignment pilot. Failure to integrate economic planning with budget management will not result in the assignment of the additional resources for priority purposes. The promise of DBS therefore often comes with active involvement on the part of the donor in the review of economic plans and budgetary allocations and expenditure options.

Indeed, it is viewed as an essential part of fiduciary risk assessment which generally requires: (i) A thorough evaluation of public financial management and accountability systems, and associated risks, has been carried out; (ii) The government must have a credible programme to improve the standards of these systems; and (iii) the potential development benefits justify the fiduciary risks. In most of the countries considered it is clear that the donors are aware that particular attention needs to be paid to strengthening capacity in each of these areas. To date, donors have turned principally to the World Bank and private consulting firms to provide assessments of fiduciary risk and to strengthen capacities in the essential areas, but in general such assessments have been conducted jointly with the active participation of the interested donors themselves.

A move towards budget support will also require a reorientation toward results based monitoring and evaluation that is based on broader, national targets that are defined in national plans as a part of the national budget. In all of the countries considered, this requires extensive additional capacity building for which UNDP should be relatively well positioned, as it is has developed results based M&E further than most other organizations.

2.3:  The Performance of Budget Support

A DFID policy paper notes that: “Few of the expected benefits (local ownership; alignment; harmonisation) are automatic. Complementary measures (appropriate technical assistance and policy dialogue) are needed.” 

Another assessment by the EC found that: “The main general constraint as regards budget support has been weak macro-economic management….,weak financial and public expenditure management. An audit of EC structural adjustment in February 2000 highlighted serious deficiencies in Ghana’s public expenditure and financial management systems.”

One of the objectives of direct budget support is to augment resources dedicated to priority areas or sectors identified during the budget process or associated planning and programming. It is difficult to make a direct correlation between DBS and an increase in allocations to priority areas, however.  Even in the case of general budget support, partner governments tend to distinguish among the sources of revenue and make allocations accordingly. A public expenditure review conducted by the World Bank in 2001 found that the Zambian Government opted to use budget support to insulate the domestic budget by implementing a two-tier budget system with domestic expenditures covered by domestic revenues while direct budget support was used mainly to pay for high external debt requirements. Budget support therefore did not, at least initially, target priority sectors identified by the donors
 for poverty reduction. 

It is also difficult to say that DBS has improved the predictability of donor funding. Indeed, in some instances it may have resulted in sudden shifts and declines (see Zambia for instance), and in the case of others, may have resulted in extensive delays in the commitment of aid pending agreement on conditions and prerequisites with the government.

DBS has undoubtedly improved coordination by explicitly linking it to resource allocation. It has also resulted in the creation of new forums and mechanisms for joint decision-making that are more directly integrated with domestic policy and resource allocation and management mechanisms.

2.4:  Implications at the Recipient Country Level

By reinforcing the centrality of the budget process, all forms of budget support have tended to empower Ministries of Finance while disempowering line ministries that have, as a consequence, had their ability to negotiate directly with donors curtailed
. As a general rule, Ministries of Finance are not centres of UNDP influence, tending to have stronger ties with more directly relevant partners such as the Bretton Woods Institutions and IFIs. This in part, along with broader macroeconomic policy interests on the part of donors and their leadership of the PRSP and CG processes, explains the central role that the World Bank has played in most of the countries reviewed.

Direct budget support has increased government control over external assistance and externally funded activities. In Uganda there is emerging evidence of greater government control over externally funded activities and resources, with a relative strengthening of the Ministry of Finance (MFPED), the Cabinet and Parliament as drivers of public resource allocation.  In turn, however, in most countries the key donors have increased their own influence over the budget process, priority setting and government policy making through the imposition of conditionalities. These conditionalities appear to be most stringent in the case of SWAps and least intense in the case of generalised budget support. 

Its ease of disbursement means that budget support can be stopped more quickly than other aid instruments. Events, such as an incident of human rights abuse or increased military spending, can raise political or public opinion concerns on the part of donors. This has sometimes led to donors delaying, cancelling or reducing budget support tranches and programmes (see the present case of Zambia). Programme country governments have raised concerns about the predictability of budget support and the impact of fiscal adjustments if it is stopped or reduced. A recent study
 showed that predictability of funding has not increased in Uganda or Mozambique and in Vietnam it has not been possible to provide medium-term predictability of General Budget Support disbursements. Disbursements in these countries have, as a result tied to one-year support instruments of the IMF or World Bank.

Coordination of aid has been greatly enhanced through direct budget support as it actually positions the Government to take decisions on the actual allocation of donor resources that under a projectised system would have been undertaken directly with contractors and would in many instances not even have been recorded centrally with the government. Placing government fully in the driver seat, will however, in many of the pilot countries, require further strengthening o f capacity within the Ministry of Finance, Prime Minister’s office or wherever the coordination function is located in the country concerned. 

Using the PRSP as the overall frame of reference for prioritization has resulted in further strengthening the influence and effectiveness of the PRSP. While it may be possible to associate the MDGs with this process, it will probably, in most instances, require retrofitting the ongoing PRSP to support MDG goals. 

2.5:  Implications for the Donors

2.5.1: Policy Content

Channelling funds through national budgets presents new challenges in ensuring that the use of development funds adheres to ODA policies and priorities. While project-based assistance is easier in general to target and justify because of its case-by-case nature, effective targeting in the case of DBS entails the effective orientation of national policies in general. It becomes more difficult for bilateral agencies to report on the achievement of their ODA goals unless they are in a position to influence the use of partner budgets and policies. In the long run, this could lead to difficulties in continued domestic justification of ODA budgets.

2.5.2: Increased Exposure

There is no doubt that DBS results in less direct control and accountability for the use of funds. Donors face increased exposure to fiduciary risk resulting from:

i) Weak financial management systems;

ii) Weak systems of accountability;

iii) Political influences or pressures brought to bear on the incumbent partner government;

iv) Political changes;

v) Shifting domestic budget priorities;

vi) Uncertainties in the domestic revenue base that can result in the reallocation of relatively predictable revenue received from external sources;

vii) Ineffective management and weaknesses in the legislative environment within which the budget is implemented; and

viii) Government policies that may run contrary to the ODA policies of the donor concerned.

Marked exposure of this type unless mitigated, may in the long run render it difficult for donors to sustain DBS because of domestic political concerns. Some donors such as the US have resisted DBS because of concerns over public and political opposition to the potential loss of control and increased exposure involved. 

2.5.3: Delivery

Perhaps paradoxically, linking DBS to macro policy prescriptions related to the PRSP and HIPC, can increase the volatility of aid resources for development. For instance, in the case of Zambia, recent disputes with the IMF over fiscal indiscipline has not only resulted in suspension of the Poverty Reduction and Growth Facility (PRGF) and delays in the attainment of the HIPC completion point, but an almost complete suspension of the resulted in almost complete suspension of budget support.
 DBS is, unless effectively facilitated and managed, likely to result in significant problems of delivery and backlogs. 

2.5.4: Development Management in Sub-Optimal Institutional Environments

The nature of the inadequacies vary considerably. In a number of LDCs there are still insufficient management systems in place, insufficient substantive personnel and insufficiencies in the capabilities of the managers and administrative personnel available. In other instances in which capacity may be considerable, the sheer complexity and inefficiency of national processes and procedures are such that delivery is affected. The latter may be the case even in some middle income countries. And then there is the phenomenon of ingrained corruption.

In all instances, the  UNDP can provide an effective alternative legislative framework and proven expertise for management that can provide a basis for the management of government cost sharing.

2.6:   Gaps and Needs

While they may decline over time, as DBS becomes a standard practice, there currently are high costs of negotiating and maintaining budget support policy agreements, particularly where there is a lack of consensus on policy within and between the Government and the donor community. On the other hand, given the ease of disbursement of budget support, the marginal costs of expanding budget support once established are potentially lower than those of expanding project finance. The negotiations therefore now constitute an important bottleneck in the implementation of DBS.

Fiduciary Risk Assessments have been completed in a number of countries and have highlighted inadequacies in:

(i) Linkages between policy and budget preparation;

(ii) Financial systems; 

(iii) Procurement practices;

(iv) Overall transparency in decision-making and resource allocation;

(v) Checks and balances between branches of government;

(vi) Audit practices;

(vii) Accounting standards;

(viii) Monitoring and evaluation practices; and

(ix) Bureaucratic practices and procedures that lead to severe delays in disbursement.

In Africa, the World Bank has begun conducting “Country Procurement Assessment Reviews” (CPARs) with a view to assessing the needs of the countries to strengthen their procurement systems (for instance, in Zambia the first such mission was conducted in 1996. These reports are often used as an input into the assessment of fiduciary risk. A survey or procurement practices drawn from procurement assessment reviews in countries in Africa conducted by the OECD provided the following results, demonstrating severe legal and institutional constraints that undoubtedly affect the performance of DBS.

	RESULTS OF AN OECD SURVEY OF PROCUREMENT IN PROGRAMME COUNTRIES

	Problem or Issue
	Occurrence/%

	Legal
	

	No legislation, or laws have gaps or conflicting provisions
	67

	Inadequate grievance provisions for bidders
	67

	Institutional
	

	Widespread corruption in the procurement process
	100

	No central policy body
	44

	Weak enforcement mechanisms
	56

	Procedural
	

	Non-competitive practices in use
	67

	Lack of standard procedures
	67

	Weak contract monitoring systems
	56

	Inadequate import, export and transit procedures
	44

	Poor procurement planning capacity
	67

	Resources
	

	Lack of trained procurement practitioners
	100

	Low remuneration of procurement professionals
	56

	Source: OECD, Strengthening Partner Country Procurement Capacities – A Needs Assessment, Paris, 15 October 2001


A gap between intentions and practice pervades various aspects of public procurement and budget management in a number of countries. For instance, in Zambia, despite a legal and institutional framework, weaknesses in its structure and content allow undesirable practices and procedures. While the ZNTB is expected to enforce procurement rules, in practice, it is liberal in permitting exceptions. A system to register suppliers for small-value procurement, for example, has flaws that could engender abuse.

The HIV/AIDS pandemic in Africa not only creates impetus to re-orient budget allocations in favour of the health sector, but it sadly also constitutes a very real and increasingly significant cause for a decline in national capacity in countries with already relatively weak institutions, just as the emphasis on the use of national capacities in the management of development assistance and aid coordination is finally taking firm hold. There may soon be justification for shifting focus away from strengthening national capacity for administration and finance towards development results with essential administrative and financial management functions being undertaken through alternate means including direct management by partners such as UNDP.
3.0:  UNDP AND BUDGET SUPPORT

3.1:  Strategic Implications for UNDP

The move towards budget support is, in part, the logical outcome of a series of recommendations that UNDP itself has made over a number of years (see box). UNDP cannot afford to ignore it as a new and growing mechanism for development assistance – not so much because of the specific modalities through which it is currently managed or implemented (both of which may be transitory), but because of the underlying objectives and rationale which are part of a natural evolution and are likely to last.  While the form and content of DBS will most probably change over time, the fundamental principles associated with it appear to be here to stay. 

It is early days yet and there are likely to be difficulties ahead. However, real success of DBS will certainly affect UNDP’s ability to mobilize project based funding and it may even affect the interest of some donors in providing UNDP with core funding unless the UNDP can demonstrate that it can provide some real value in the context of development assistance that is centred on national institutions
. 

This requires UNDP to shift its focus to working within the framework of Government processes and on the interface between donors and the Government for non-core resource mobilization in the future, building on the experience it has gained in some of the regions that have proven most successful in mobilizing government cost sharing. This shift requires UNDP to market both its substantive and administrative/financial services. It may also, according to the specific case concerned, require UNDP to place its emphasis on its relationship with the programme country government or with the donors. 

3.2:  The UN’s Response to Date

The UN System – including UNDP – while being represented at relevant meetings, in most countries has not participated actively in either the provision of DBS funding or the alignment and harmonization of its own procedures with those of the donors and programme country governments. Rather, the UN’s response to date has consisted principally of intensifying its ongoing efforts at harmonization within the UN system including:

· Standardized results-based terminology;

· Common Country Assessment (CCA) as a situation analysis tool;

· United Nations Development Assistance Framework (UNDAF);

· Results matrix for the UNDAF to add focus on outcomes to be achieved;

· Guidelines on collaborative and Joint Programming;

· Common Country Programme Action Plans (CPAPs) and Annual Work Plans (AWPs);

· Common approach to national execution;

· Common, systematic monitoring and evaluation plans;

· Common donor reporting.

While these elements provide greater cohesion and indeed practical elements for the UN System in its discussion with donors and the main elements of UN harmonization have been shared with the DAC/OECD at its meetings on alignment and harmonization, they do not, for the most part, entail active discussion and harmonization with external partners. As a result, while the experience gained may have considerable value to the rest of the donor community, it does not, in isolation, provide a basis for integration with donor efforts at harmonization, or more importantly, DBS.

OECD/DAC Working Party has developed indicators (in a survey instrument) to monitor progress on harmonization and alignment. Field-testing has begun in Ethiopia and Vietnam. UNDP and the EC in close collaboration with the Government will field test the questionnaire in Nicaragua. Field-testing will also be done in eleven other countries (including Niger). The survey is to be completed by mid-June and a final report made available by September 2004.

3.4:  Opportunities for UNDP Involvement

With the exception of initiatives by one or two country offices, the UNDP has yet to develop a corporate approach and in many of the countries concerned, other donors have taken on roles that would naturally have fallen to UNDP in years past; the World Bank has taken on the central role in coordination and undertaking preparatory due diligence; even bilateral donors such as DANIDA have taken the lead in capacity building.  It therefore becomes difficult to suggest a standard role for UNDP in the context of DBS throughout the world. Rather, while there can be some commonalities and standard product or service lines – and an attempt has been made to delineate the broad elements of a strategic approach in this report -- which specific ones are deployed and how UNDP will need to address the issue will require considerable flexibility and a country-specific approach driven by the Resident Representative/Resident Coordinator. 

In most countries reviewed, (with the possible exceptions such as Bangladesh, Bolivia and Tanzania) the UNDP is approaching DBS with the disadvantage of a latecomer as it has not taken a proactive stance to position itself.  This should not, however, in most instances, prove impossible to overcome (see also the section on “Obstacles to UNDP Involvement”). 

The underlying rationale for UNDP’s involvement is often repeated and continues to hold true:

· Active, Substantive Reasons: including its mandate as the lead agency for monitoring the achievement of the MDG’s, its role as the agency known for thematic and cross-disciplinary capacity building and its mandate in the area of governance and the alternative legislative framework and recognized expertise, rules, procedures and practices that it provides as a manager of funds and other resources;

· Tacit, Underlying Reasons:  Ownership of the UNDP by both donors and recipient countries as an agency at the core of the UN’s system of operational agencies. Its consequent neutrality (even though this is now contested at times as UNDP does more to attract non-core resources) and its ability to mobilise expertise from international sources. 

Opportunities present themselves for UNDP involvement in four ways:

i) By UNDP taking the lead in areas such as capacity building that are normally considered to be within UNDP’s purview;

ii) By UNDP facilitation of efficient implementation at the request of the government, the donors, or both where there are clear obstacles to effective implementation including corruption, complex government procedures or severely weak capacity;

iii) Projectisation of government ODA channelled through national budgets by UNDP  where special technical cooperation capacity or delivery mechanisms are required. In such instances, the UNDP may make use of its role at the centre of the UN System for operational activities bringing to bear the technical capabilities of relevant specialised agencies; and 

iv) The provision of technical assistance to help address the key shortcomings in the achievement of acceptable levels of fiduciary risk including, where appropriate, UNDP involvement in the integration of development planning with the budget preparation process.

4.0:  RECOMMENDATIONS TO UNDP

4.1:   Elements of a Strategy

The UNDP has not participated in the provision of Direct Budget Support although the natural progression of NEX may indeed be to manage TRAC under the umbrella of the national budget. Given UNDP’s limited resources, the advantages to be gained through UNDP’s alternative legislative framework and UNDP’s own fiduciary responsibilities vis-à-vis its contributors, it is recommended that UNDP should not contribute funds directly for DBS. Rather, the strategy should be one of providing services that strengthen and facilitate the delivery of DBS in line with agreed priorities and conditionalities. 

While there is a need to take a country-by-country approach, the UNDP nevertheless needs to adopt a corporate position with respect to DBS and make a concerted effort – with appropriate collaboration between headquarters and country offices to restore itself to a central role in the management and deployment of DBS. 

4.1.1: Public Information Campaign

UNDP’s track record in managing government cost sharing and in the provision of development services in Latin America is not well known in other regions. There is a need to conduct an active information campaign among UNDP’s partners at the headquarters and programme country level to sensitize them about:

i) The range of services that can be provided by UNDP;

ii) The value added that the services provide to the government, donors and other partners; and

iii) The comparative advantages that UNDP has over other potential service providers.

The key targets of this campaign should be donor agencies both at the headquarters, policy level and at the country level, as well as key government counterparts of the UNDP at the programme country level. If need be, the UNDP should recruit a firm to help it develop a public information campaign for the purpose.

4.1.2: Participation in the Alignment and Harmonization Process

UNDP’s programmes are primarily nationally executed. The processes and procedures followed by government are therefore of crucial importance to it. Furthermore, in the long run, the UNDP will need to align its own programme management procedures in order to position itself to provide services in the context of DBS. The UNDP should begin a process of bringing the experience and gains made in the internal UN harmonization process into the broader sphere of harmonization and alignment currently underway between donors and programme country governments. In some programme countries, UNDP’s experience in the development of national execution manuals may also be of relevance and value.

4.1.3: The Option of Selecting a Single Partner as a Starting Point

There are dangers inherent in taking a scattergun approach. While for political reasons it may not serve UNDP well to focus its attention on a narrower target even at the very outset, this may be in fact a more cost-effective and successful strategy.  There are some donors such as DFID who have almost doubled their volume of ODA since 1996 while at the same time cutting their staff capacity dramatically. This pattern of ODA growth is likely to continue and will result in serious management problems in a few years. As a consequence, DFID is very keen on building partnerships with multilateral institutions that can supplement their own capacity and work with them to strengthen the capacity of national institutions. At the same time, DFID is at the forefront of the harmonization, alignment and DBS movement that they see, among other things, as a means of reducing their own transaction costs. Indeed, much of the policy work that has been done in preparation for DBS and harmonization has either been funded or undertaken by DFID.

For the above reasons and because UNDP has already developed strategic relationships with DFID in other areas, the UNDP should consider establishing a strategic relationship with DFID whereby UNDP provides DFID with implementation capacity as well as capacity building services in support of its DBS efforts – be it general budget support or sector-based. The strategic relationship should include a clear division of labour between the two organizations and should then be extended to incorporate programme country governments. While due diligence could be undertaken by both, the UNDP should take responsibility for the provision of direct administrative and financial services where capacity is particularly weak and/or developing capacity in the national institutions concerned. UNDP services could be provided in the form of DBS-derived government cost sharing, a standalone service support project or from overheads resulting from the funds managed on behalf of the government. 

4.1.4: Systems and Procedures

The UNDP should position itself as the champion of transparency and accountability. It will need to raise its own level of transparency by considering the possibility of having its own programme fully accessible with audited figures on the web. In order to be able to participate effectively in the DBS process, it is essential that it move towards integration/harmonization of NEX procedures with those of the donors and the Government. Failure to do so will make it more difficult for UNDP to be actively involved in the management of DBS resources.

4.1.5: SWAT Team

It is apparent that following recent cuts, country office capacity in a number of UNDP programme countries is insufficient to take on the intensive work required to launch UNDP’s intensive involvement in harmonization at the country level and to undertake the substantive and administrative work required to launch a DBS-based activities.

The UNDP is already considering providing special capacity for short periods of time (one year to 18 months) to provide country offices with added credibility in preparatory meetings and to kick-start DBS-based activities. SWAT teams consisting of at least the following should be put together and fielded to countries which are targeted for support to DBS:

· A development programming expert;

· A budget and fiscal policy specialist;

· A procurement expert;

· An operations/finance manager; and

· A specialist in NEX procedures.

Some of these specialist could be obtained from among UNDP staff at headquarters or in the field, but others will need to be recruited as consultants or experts. UNDP should consider putting aside a fund out of which the SWAT Teams could be funded. Initially the fund would need to consist of a combination of core UNDP resources and special contributions from one or more of the donor partners that are committed to DBS. Consideration should be given to subsequently reimbursing the fund for actual costs incurred through overheads received as a result of UNDP’s success in mobilizing DBS resources.

4.1.6: Flexibility is Essential!

At this late stage, it is going to be difficult for UNDP to negotiate a standard model for its involvement in DBS with a constant distribution of responsibilities and functions. Rather, the pattern of UNDP’s involvement will need to be based on the situation in each of the countries concerned and Resident Representatives will need to be flexible in order to exploit opportunities that present themselves at the local level. More specifically, the UNDP will need to build on the track record that it has created locally in its priority sectors, exploit its central role within the UN system, credibility that it has with either the government or the donors in order to position itself effectively.

4.1.7:  Development Resource Centres

Globalised private companies plan in terms of “profit centres”. UNDP should think in terms of “business centres” or “development resource centres”. In such centres, capacities should be built up proactively and funding and cost-recovery needs budgeted in a realistic, hard-nosed manner in order for the centres to become fully self-sustaining. All services need to be costed and the costs factored into transactions both with external partners and within the organization.

Overheads paid to UNDP should be used specifically for paying for the services provided directly as technical and management backstopping of the programmes. While the current system of sharing flat rates (2 per cent to the country office and 1 per cent to headquarters, or 3 per cent and 2 per cent respectively in the case of third party cost sharing depending on the negotiated arrangement, depending on the negotiated arrangement or less in the case of government cost sharing), provides more financial security and requires less active monitoring, UNDP should look into the option of applying a more realistic arrangement that involves payment for actual services rendered. More specifically, this would involve use of the overall overhead (support costs) negotiated paying for the specific resources acquired locally, regionally or from headquarters. This provides resource mobilization centres with the option of managing their overheads more rationally including for the purpose of business development.

4.1.7: Economies of Scale

In UNDP’s current financial situation it is essential to limit transaction costs and maximise economies of scale as far as possible. It is also essential to exploit economies of scale to the maximum degree possible in order to ensure that XB funded programmes can be fully self-sustaining and do not need to be subsidised from core resources. Sub-regional offices are to be established in Johannesburg and Dakar. For the purpose of the provision of procurement and accounting and financial management services, the UNDP may wish to consider centralizing certain functions essential for its support  to DBS in sub-regional offices as long as this is not seen to undermine the underlying spirit of harmonization and DBS. For instance, accounting and financial functions may be centralised in sub-regional offices as may be procurement functions. In a sense, economies of scale are also attained when funds  managed are large (see the discussion on cost recovery below). 

4.2:   Building and Accessing Necessary Capacities 

For reasons of history, UNDP is equipped very differently in different regions and countries to engage with the government and donors to improve the use of national budgets and resources. 

The capacity of an office to deliver constitutes an important indicator of capacity – both within the UNDP country office and in national institutions. In the countries in question delivery provides a mixed picture. While TRAC resources have either remained flat or actually grown globally, actual expenditures have trended downwards since 1999 in the Africa region in particular. In each country targeted for the mobilization of DBS, the UNDP needs to consider the following:

· Need for specific assessments of offices’ capacities: what can be done well in support of DBS in the short term (policy advice? Support to project implementation?), with use of existing resources and expertise. In addition, an analysis of what can be built for the medium term. Does the office have resources to absorb growth? 

· Acknowledge that each country and country office are different and that not all can access the potential of DBS. There is a need for Regional Bureau to develop/capitalize on special set of skills in managers and their teams to identify opportunities as they pertain to their specific countries and situations. A vision and a business plan for each country office in the context of the range of capacity building needs and extrabudgetary resources potentially available in the country concerned.

· Build on positioning of each current programme. As in the case of many on-going projects, the strategic use of TRAC and the reinvestment of income can be tools for repositioning the profile of the programme (in new strategic areas, functional to DBS) and of the country office (kicking off at least a couple of cost-sharing projects and extrabudgetary income that will allow the creation of flexible in-house expertise in critical areas that may be required).

· Opportunities in NEX (national ownership of UNDP support): The experience gained by UNDP with NEX translates itself into the context of DBS well.  Atlas despite its rigidities may constitute a special asset when justifying UNDP taking on fiduciary responsibilities associated with the management of government cost sharing and DBS in particular. 

4.3: Product Lines

Four entry points may be of particular interest to UNDP:

1. Substantive programmes geared to contributing to achievement of the MDGs and poverty reduction;

2. Improving coordination of aid through the effective management of resources; 

3. Strengthening governance in general; and

4. Eliminating bottlenecks to the effective use of DBS.

In the case of the former three, UNDP could pursue projects and programmes through government cost sharing (derived from DBS or otherwise) while the latter case would require UNDP to adapt some of the model product lines developed in Latin America to the specific needs arising in the DBS countries. As a result, this section will focus on the latter. 

There are three principal areas that are currently viewed as bottlenecks to effective use of DBS:

1. Effective Planning and Budget Management:  The UNDP has considerable experience at the country level in providing capacity building to governments in the areas of economic planning and management. Although in the case of HIPC and PRSP countries, the World Bank and IMF take on the principal role, working closely as a trusted partner of government, the UNDP should attempt to provide support for capacity building to ensure that development priorities that are key to the achievement of the MDGs are addressed and that substantive planning is fully integrated with budget management. 

2. Financial Management Capacity: This includes budget processes, planning priority setting and adherence to plans, expenditure management, internal and independent audit, checks and balances between branches of government, transparency and the automation of all essential systems ensuring connectivity and coherence between all levels of government.

3. Accountability:  The legal framework, ability to enforce the law, clarity in distribution of functions and responsibilities in key national institutions, simplification of procedures for the elimination of opportunities for corruption and for greater efficiency, internal and independent audit capacity, transparency of all essential systems and the creation of checks and balances. The UNDP has also been a pioneer in the development of results-based monitoring and evaluation. This experience can be transferred as a part of a capacity building effort to strengthen budget management and the effective use of DBS.

The UNDP can address many of these bottlenecks through a variety of different models. The following table provides some suggested responses on the part of UNDP.

	CAPACITY BUILDING TO MITIGATE FIDUCIARY RISK

	Need
	Possible UNDP Response
	Comments

	Due diligence on fiduciary risk
	Participate in due diligence processes either with staff or consultants. (Fiduciary Risk Assessments, Country Procurement Assessments, etc.).
	Country Fiduciary Risk Assessments undertaken by World Bank in participation with other donors.  Includes assessment of financial and accountability mechanisms/frameworks, review of practices, regulations, procedures, staffing, and resources.

	Reliable and complete legal framework
	Provide technical cooperation to strengthen legislation and courts as necessary. In the interim provide the UN’s rules and regulations as an alternative legal framework and provide direct support for the management of SWAps or the projectisation of general budget support.
	An area in which few, if any, donors have the distinct advantages that UNDP has.  Provision of an alternative legal framework for the management and projectisation of DBS along the lines of Latin America constitutes an important opportunity for UNDP.

	Reliable budget process
	Advisory services to improve budget process and capacities to manage it.
	May best be left to the World Bank and IMF.

	Use of budget in line with stated priorities
	Participate in budget preparation processes. Active advocacy. Leave lead role to World Bank and the IMF.
	Public Expenditure Reviews by World Bank and IMF

	Sound financial systems
	Strengthen financial systems. Computerize key financial management functions. Strengthen expenditure management mechanisms at all levels of government. Participate in harmonization and alignment process
	In context of harmonization and alignment.

	Transparency in financial management
	Bring CSOs to the table. Support for web-based publication of revenue, budget and expenditures. Support public debate of key policy issues underpinning the use of domestic and aid resources.
	See IMF Manual on Fiscal Transparency. In context of harmonization and alignment.

	Strong audit capacity
	Strengthen independent audit function within government. Strengthen role of legislative branch in reviewing draft budgets through the strengthening of budget committees, analysis within Parliaments prior to decision-making, etc.
	External audit may continue to be performed by local or regional offices of the Big-5 accounting firms. 

	Sound procurement capacity/policies
	Direct management of procurement function. Capacity building TC.
	World Bank Country Procurement Assessment Reviews.

	Effective monitoring and evaluation systems
	Transfer expertise gained in results-based M & E. Develop indicators of performance. Undertake M&E on behalf of donor group. TC project. To strengthen capacity.
	Move to results-based system. Effective monitoring of both finances and development results. In context of harmonization and alignment.

	Sound reporting
	TC to develop sound automated systems covering revenue and expenditures at all levels of government.
	Part of alignment and harmonization process with a view to reducing transaction costs while concurrently improving the reliability of reporting.


4.4:  Modalities

The following are three general modalities that can be used for implementation:

1. Comprehensive Capacity Building/Service packages: This entails the provision of development services within a clear framework, a capacity building package, clear implementation arrangements and exit strategies. These packages can be negotiated both with governments (in order to help them comply with donors’ expectations and requirements) and donors (who need improve government’s capacity to deliver in a transparent manner while at the same time being already highly exposed as a result of their commitment to DBS). Services should include a technical assistance package for capacity building, to ensure long term change. Different types of services may be included in the package: from light  project oversight (e.g. Panama according to htose interviewed) to heavy (and more costly) support.  UNDP can build on the Global Fund for HIV/AIDS’ ongoing experience (where capacities are being built in Country Offices for training, procurement, monitoring and evaluation, to be able to act as Principal Recipients). These packages are also an alternative when a government does not want to create the capacity (for example for “one shot” interventions) or when there are IMF restrictions to hire new staff in public institutions (which may be critical to be able to perform in a DBS environment). 

2. Government cost sharing: Per the Latin American model. DBS could be “projectised” back to UNDP. The same logic of the Latin American model could be applied, except that eventually UNDP would need to move towards full operation within the framework of national legislation. Rationale for use of the model has varied, but has included low delivery, weak managerial capacity on the part of programme country governments, UNDP’s proven track record in managing development programmes and complex national legislation that creates a hindrance to the achievement of development objectives.

UNDP’s legal framework has been used as a mechanism that provides flexibility to accommodate donors’ requirements, improves development effectiveness through faster implementation, lower costs and provides essential transparency, all of which reduce delays and ensure the delivery of development benefits that are, in ultimately, the principal objective.  Furthermore, UNDP’s involvement ensures transparency in financial management, procurement, and accurate reporting. Capacity building needs to be performed concurrently with a clear exit strategy for UNDP in order to avoid accusations of long-term substitution for national capacity. Government cost shared projects in the context of DBS could provide an interim measure to jump start the process while setting up structured training programmes for government officials.  UNDP in this setup serves as a close partner of the programme country Government which maintains overall control of the project (NEX). Also, this model allows for the development of management tools to improve project management.

3. Delegated Cooperation (“silent partnerships”): Agreements pertaining to delegated cooperation have occurred in the context of DBS when one donor (a lead donor) has acted on behalf of one or more donors (the delegating donors), fully utilizing the comparative advantages of individual donors with or without funds being channelled through the leading donor. Delegation of responsibility may vary from delegating one aspect of a project to the whole country programme (the latter is the case of Honduras where implementation fo the Canadian programme has been delegated to UNDP). UNDP has the comparative advantage of its presence in the programme countries (which seems to be one attraction for donors without a country level presence) and long established experience in development (vis-a-vis emerging donors which could benefit from UNDP’s existing knowledge and infrastructure).

4.5:  Marketing and Resource Mobilization

At present, by far and away the largest proportion of government cost sharing contributions accrue to UNDP in the Latin America region. UNDP’s reputation as an efficient and effective service provider is well recognised and appreciated in RBLAC. The challenge lies in other regions and in particular in the Africa and Arab States regions where it is still incumbent on UNDP to identify and market its own capabilities in the face of greater decentralization and growth on the part of key bilateral and multilateral agencies. While UNDP is likely to continue to be able to grow its global non-core resources through Latin America, unless urgently addressed, the UNDP is going to lose an opportunity in the Africa and Arab States regions if it does not rapidly position itself to be of service in accordance with the needs as perceived by partner governments and the donors involved in budget support. 

4.6:  Obstacles to UNDP Involvement

In most of the countries involved, UNDP’s TRAC resources are heavily committed under National Execution and there is relatively little flexibility to reduce budgets of ongoing or planned projects and reallocate them as seed money. UNDP will therefore need to identify other sources of seed money to launch its involvement in support of DBS. While in some instances, it may be possible to secure funds from other donors as cost sharing, it would be preferable to use UNDP’s core resources from other allocations for the purpose.

Among other factors, re-profiling in most countries in Africa, Asia and the Arab States, have severely debilitated UNDP’s country offices
. Country offices are stretched and are forced to cope with a huge number of competing priorities on their time, many of which are driven by internal reporting requirements. For many, the phenomenon of DBS is viewed as yet another issue that they need to keep their eye on. This was apparent in the relatively low level of interest exhibited by several offices to engage with this team on the issue. More importantly, it is also apparent in the extent to which UNDP is no longer even present at the table in a number of key policy forums in several countries. For this reason as well, country office capacity will need to be reinforced.

The UNDP has to create windows for the recruitment of specialised management and technical personnel on terms that render UNDP more competitive than normal UN staff rules and regulations do. Such arrangements should provide the requisite flexibility to change the complement of programme staff according to need. Failure to do this will make it increasingly difficult to justify the use of UNDP services on the part of Governments. 

The role that UNDP has taken on in the provision of services has depended greatly on the reputation of the organization for transparency, propriety and the soundness of its own procedures. Management weaknesses and the performance of a few UNDP country offices that have become known in the donor community have placed UNDP at a disadvantage on an issue in which fiduciary risk is one of the core concerns. 

UNDP’s success in Latin America has depended to a large extent on its ability to be a service provider because of the alternative legal environment that it provides. The Standard Basic Assistance Agreement (SBAA) has enabled the UN to apply its alternate legal environment in this context while also preserving privileges and immunities that are of crucial importance in defining its value added in the management of programmes on behalf of the government with government cost sharing.  Of late, UNDP’s service provision role which is sometimes viewed as competition for domestic private companies  has resulted in challenges to the SBAA in some countries in both RBLAC and RBEC countries risking the loss of privileges and immunities (for instance in Costa Rica). In addition to the loss of privileges and immunities, being forced to provide  support within the national structures and framework of  national legislation may eliminate comparative advantages for speed and efficiency provided resulting from the application of UNDP’s own rules and regulations. 

In some countries, where UNDP has not made cash contributions to projects from  its TRAC, it has been required to compete with private consulting firms for the provision of project services including capacity building. Consulting firms are not constrained by rigidities inherent in the UN system that provide relatively little flexibility in price. Bidding processes may create a number of uncertainties and will undoubtedly raise the transaction costs for UNDP itself. UNDP at present  has tended to avoid bidding and should continue to do so. UNDP needs to highlight the potential conflict of interest resulting from audit firms providing consulting services and also the fact that income derived by UNDP are not treated as profits, but are pumped back into the provision of development services. 

4.7:  Risks to UNDP

Level of exposure: Direct budget support raises the level of exposure to corruption, weak institutions and systems for UNDP as it does for all agencies involved. It is essential that UNDP maintain a maximum level of transparency in all of its work in the sphere of DBS. Lines of accountability should also be clear and special attention paid to delivering UNDP’s fiduciary responsibilities in difficult institutional environments. 

Volatility income: UNDP’s involvement in managing large volumes of extra-budgetary resources can create considerable added capacity in country offices. It also increases dependence on XB resources in terms of office staffing, operational costs and even seed funds for policy work, coordination and programme preparation. Sudden suspension of DBS or can severely cripple UNDP’s operations. In Latin America and more recently, in many of the CIS countries, UNDP has maintained a cushion to guard against sudden fluctuations in income. Given the volatility of some of the countries involved with DBS as well as the problems that many have experienced in fulfilling conditionalities (see recent problems in Zambia, for instance), it is recommended that for DBS-oriented programmes should operate on the basis of at two-year cushion, enabling UNDP to either rapidly revitalise its programme in the event that DBS is restored or gradually phase out in the event that there is a long-term suspension or termination of DBS. The more “volatile” the country or the region
, the more substantial the buffer should be. This would require the donors to allow UNDP to either earn income and invest funds received, or actually contribute towards a buffer fund that is held and managed in country-specific accounts with a view to providing predictability of XB funded positions. If necessary, this should be made into a legal practice that is systematic, transparent and monitored by all stakeholders.

Loss of privileges and immunities: Privileges and immunities are guaranteed in UNDP’s Standard Basic Agreements that are based on its status as a UN entity. In some countries, as UNDP has increasingly taken on the role of sub-contractor and provider of project services, the Government has begun questioning UNDP’s exemption from taxes, its exemption from national labour laws and regulations, etc.  as they may be perceived as subsidies and advantages in a context of a market of service providers and competition. Challenges have begun to appear in countries of Latin America (such as Costa Rica) and even in RBEC where legal distinctions even between CSOs and private companies are at best vague. Such challenges can, in general be overcome, but as The perception that the provision of project support only, may not be part of UNDP’s mandate. There is a risk that these types of contracts for services may entail, among other things the loss of privileges and immunities for UNDP. In addition, by providing support within the national structures and applying national legislation, we may loose a distinct advantage for speed and efficiency provided by the use of UNDP’s own rules and regulations. On the other hand, to propose technical assistance to change national legislation in procurement, for example, may be a very long and cumbersome process.

Cost recovery: At present, UNDP on average operates on the basis of between 3 and 5 per cent overheads on extra-budgetary projects and programmes. The overhead is distributed on the basis of a flat rate between headquarters and the country office. It is essential that this distribution be made on the basis of actual costs incurred and accurately costed services – both interally and externally. It is recommended that UNDP should move towards costing standard services provided by headquarters to the country office concerned along the lines used by the IMF and the World Bank. This would reduce the predictability of funds available to headquarters, but would base the distribution on a more realistic basis, preserving most of UNDP XB resources in the field where services are actually rendered to the client. Furthermore, the accurate costing of services should make the UNDP more cost competitive in the marketplace for contracted services. A second issue arises: competitive overheads (support costs) are only economically viable when UNDP manages large volumes of funds. It is probably inevitable that UNDP will either have to subsidise support costs from core resources or use a sliding scale for the calculation of support costs depending on the total volume of resources managed. In the absence of subsidies
, UNDP will have to raise the percentage of the total budget charged in support costs. 

Risk of competing with local institutions for business: National institutions acquire capacity by gaining experience in the implementation of programmes. As the philosophy of development slowly shifts into line with UNDP’s own approach of focusing on national sources, it is essential

that UNDP not be seen to be competing with national companies or CSOs. In providing services for project implementation, the issue of undue competition with private firms arises. On the other hand, it seems that private audit firms are not really efficient in the capacity building packages they are associating with their services. 

ANNEX I Country Cases

Ethiopia

During 2000-01, the main ODA partners in Ethiopia were IDA, USA and the EC. In that period, the share of bilateral partners in gross ODA averaged about 42%. Approximately 30% of bilateral ODA was used in the social sectors, of which about 10% went to both the education and health sectors. The World Bank, AfDB, EC, DFID, Sweden, and Canada have committed to provide assistance in the form of budget support. Ethiopia has made significant progress on harmonization. This includes the establishment of donor coordination architecture; establishment of a common framework toward budget support with common conditionalities and performance indicators; alignment of assistance with SDPRP (Ethiopia’s PRSP) reviews and budget cycle; increased predictability and volume of donor flows through multi-year donor commitments; creation of a Joint Task Force on Harmonization; a time bound Harmonization Action Plan for harmonization work undertaken at the national, sectoral and project levels, with at each level, efforts (focused around donor cooperation, financial management and accountability, procurement, M&E, and environmental safeguards); reduced transaction costs through joint missions, shared assessments and analytic work, and common requirements and mechanisms.

Ghana

Key bilateral donors include Canada, Denmark, France, Germany, Japan, Netherlands, the UK, and the US. Multilateral donors include African Development Bank, EC, FAO/IFAD, UNDP, UNICEF, WHO and The World Bank. In 2000-01, IDA, UK and Japan were the major donors of gross ODA. During this period, the bilateral share of gross ODA was 55% with program assistance accounting for about 25%. The social sectors received approximately 45% of bilateral ODA; of which 7% went to the education sector and about 18% was spent in the health sector. Following the 1997 Consultative Group (CG) meeting, the Government set up the "Mini CG," which meets quarterly. This local entity follows up on CG decisions, reviews the country's economic situation, and addresses key issues in donor coordination. Partner groups perform similar functions for individual sectors, including health, education, roads, public finance management, community water supplies, governance, and decentralization. The recent development of sector programs in roads, basic education, and health has enhanced donor coordination.

Ghana is moving from using traditional development planning, incremental budgeting and arbitration, and annual resource allocation processes to using a more structured and explicit poverty-focused planning system, policy-based budgeting, and rational resource allocation over a three-year period. A more rational planning approach, more closely linking activities and budget to policy outcomes, has been adopted in the education and health sectors. The Government and 10 donors, including the World Bank are: (a) developing budget-support mechanisms with individual donors leading in key areas, (b) integrating annual policy, planning implementation and review process on the basis of the PRS and (c) streamlining and aligning the PRSC with multi-donor budget support. Under the health sector SWAp, donors are continuing joint annual reviews, processes, and financial reporting under Common Management Arrangements. The EC is supporting pool funding in parallel with macro budget aid in the health sector.

A Memorandum of Understanding (MOU) for a joint approach to budgetary and balance of payment support has been signed with a number of partners, and will require harmonization in disbursements based on joint monitoring of performance. SWAps in the health and education sectors are supported by 15 donors and the World Bank. These SWAps which involve common methods (including accounting and pooling of resources) have been developed for financial management, auditing, procurement, management of logistics and technical assistance, and monitoring and reporting. Common implementation arrangements have been outlined in an MoU between the Government and donors. The Ministry of Health has put in place procurement procedures acceptable to donors. Some donors may continue following their own procedures. The EC is supporting pool funding in parallel with macro budget aid in the health sector.

Kenya

The Government is pushing strongly for direct budget support. Donors are hesitant in this instance because of high levels of fiduciary risk. The Poverty Reduction Strategy (PRS) - called the Economic Recovery Strategy– has been completed. However, the comprehensive harmonization program remains to be defined.  Donors have discussed greater use of common funding mechanisms, increased budget support aligned with the Economic Recovery Strategy and with Government budget cycle with common conditionalities.  A joint DFID-World Bank Country Financial Accountability Assessment (CFAA) was completed in 2001. A Public Expenditure Management Assessment and Action Plan exercise (PEMAAP) was prepared by the IMF and the World Bank in collaboration with the Government, DFID and EC in May 2003. Future donor harmonization work is likely to be focused on monitoring and evaluation, procurement, and social and environmental safeguards. An in-country Consultative Group (CG) meeting was held in November 2003 at which harmonization was one of the four main topics for discussion. The meeting was chaired by the World Bank.

Morocco

Not much progress to date on harmonization. Budget support not yet substantial.

Mozambique

Donors are preparing a common Performance Assessment Framework.  Harmonized or semi-harmonized financing schemes have been developed in planning, agriculture (budget support), education, public sector reform, policy research, health and health policy formulation, police academy, water, sanitation, and housing. The World Bank has carried out a detailed study of donor procurement and disbursement procedures, and, under an education SWAp, some donors are expected to agree on common NCB thresholds, the use of post review, and common reporting formats. There have been advances in building common procedures across sectors, as well as within sectors, which has contributed to developing common government-led procedures. Progress has been slow in all sectors and the lack of capacity is said to be a major constraint. Some donors have agreed on pooled funding while others support a gradual move toward budget support as the Government improves its financial management capacity. Direct budget support is governed by a joint program (agreed in November 2000) and an Aide Memoire signed between Government and 10 participating donors. There are common arrangements in place for disbursing budget support through a simple mechanism that provides untied, un-earmarked financing. There is regular dialogue between donors and with Government. Donors have conducted an Annual Joint Donor Review. Meanwhile, a joint World Bank/Norwegian Agency for Development Cooperation/SIDA CFAA is under way.
Niger

The Government has recognized that embarking on a harmonization program is an important step toward increasing aid effectiveness. It has: adopted a new procurement code and programme for procurement reform; introduced new budgetary nomenclature integrating investment and recurrent expenditures; prepared a five-year MTEF in the education and health sectors; begun strengthening the judiciary; introduced regular public expenditure reviews in education, health and rural development. The Government/Development Partners' Committee is chaired by the Minister of Finance. The Permanent Secretariat of the Poverty Reduction Strategy Program (PRSP) in the Prime Minister's Office is taking the lead in the harmonization process by refining the institutional arrangements for implementation, monitoring, and coordination among government agencies and donors. Each sector working group is chaired by the respective minister/secretary general. Under the leadership of the Ministry of Finance and Economy, the EC, France, UNDP, AfDB, and The World Bank have initiated a joint Public Expenditure Review and Country Financial Accountability Assessment that will serve as a basis for a capacity enhancement program to strengthen Niger's public finance systems. Initial harmonization efforts are focused on the education sector. OECD/DAC Working Party has developed indicators (in a survey instrument) to monitor progress on harmonization and alignment. Field-testing has begun in Ethiopia and Vietnam. UNDP and the EC in close collaboration with the Government will field test the questionnaire in Nicaragua. Field-testing will also be done in eleven other countries (including Niger). The survey is to be completed by mid-June and a final report made available by September 2004. Under the leadership of the Ministry of Finance and Economy, several donors have initiated a joint PER/CFAA that will serve as a basis for a capacity enhancement program to strengthen the public finance systems. It is not clear whether UNDP is participating in this effort.

Senegal

Senegal is a Rome Frontier Country and a harmonization pilot for the Strategic Partnership with Africa (SPA). During 2001-02, the main ODA partners in Senegal were the EC, France and The World Bank (IDA). In that period, the share of bilateral partners in gross ODA averaged about 53%. Over 40% of bilateral ODA was used for the social sectors, of which approximately 20% went to education and about 12% was used in the health sector. In December 2001, a full PRSP was completed. Harmonization is being undertaken within the PRSP framework. The first harmonization mission was held November 2002 has articulated recommendations on alignment of sector strategies, Plan Decenal (10 year Plan), PRSP, and related monitoring and evaluating indicators that would need to be implemented to facilitate harmonization of development cooperation partners’ assistance around the PRSP. Using fiduciary diagnostics, the mission found that public expenditure links to program objectives need strengthening and also that improvements were needed in expenditure monitoring. An initial World Bank exploratory harmonization mission was carried out prior to the Rome High Level Forum. However, the development of the harmonization program is currently on hold pending Government review. The first Consultative Group (CG) meeting since the publication of the PRSP, was held in June 2003. The World Bank and other development partners completed a Country Financial Accountability Assessment (CFAA) and a Country Procurement Assessment Review (CPAR) in the first half of 2003. Work on these two reports was undertaken in conjunction with a Public Expenditure Review (PER). OECD/DAC Working Party has developed indicators to monitor progress on harmonization and alignment. Field-testing will also be done in eleven other countries (including Senegal). The survey is to be completed by mid-June and a final report made available by September 2004.

Tanzania

From 2002 to date, the Government has launched a framework for managing foreign aid resources: the Tanzania Assistance Strategy (TAS), an action plan for harmonization of procedures, including procedures to channel donor project funds through the Exchequer system. The implementation of the TAS is coordinated by the Ministry of Finance in close collaboration with sector ministries, local governments, civil society, and DAC. A joint TAS-Harmonization Group with the support of the joint TAS-Harmonization Technical Secretariat has taken the lead in monitoring the implementation of TAS. The TAS' first annual report was issued in October 2003. An OECD-DAC harmonization group has been formed to support implementation of the TAS. Harmonization efforts are now focused on four areas:

(i) Strengthening the link between the PRS and the Budget;

(ii) Reaching agreement on a common Performance Assessment Framework for the PRSC and poverty reduction budget support;

(iii) Establishing sector working groups in all priority sectors; and

(iv) Linking Country/Portfolio Annual Review processes to existing in-country review processes. 

Some joint initiatives have taken place, such as the joint portfolio review of the UN system and the World Bank held in May 2003. The local Development Partners' Group is in the initial stages of considering and preparing a Joint Assistance Strategy to be based on the Government’s PRS and other programs. The JAS will combine the features of traditional country assistance strategies/programs with principles of ‘aid effectiveness’. A (joint) procurement, financial management and disbursement assessment is being undertaken by a group of donors/partners for multi-donor pooling (through the government systems) for a SWAp in the Health Sector Development Programme. Many initiatives with harmonized features have been introduced at the sector/program levels. 

The alignment/harmonization process has been in place in Tanzania for several years and donors fully support the process. For example, some joint initiatives have taken place, such as the joint portfolio review of the UN system and the World Bank held in May 2003.

Partners are considering consolidating donor interventions within a Comprehensive Joint Country Assistance Strategy indicating comparative advantages between donors, with a single cycle of reviews.

An OECD-DAC harmonization group has been formed to support implementation of the Tanzania Assistance Strategy.

Denmark, Germany, Ireland, the Netherlands, Switzerland and IDA support a SWAp under the Health Sector Development Programme. These donors are undertaking a (joint) procurement, financial management and disbursement assessment for multi-donor pooling of funds for the HSDP.

In the education sector under the Primary Education Development Program, Canada, the EC, Ireland, the Netherlands, Norway and Sweden provide support through pooled funding. Sweden and the World Bank provide direct budget support.

A SWAp is emerging in agriculture with Denmark, EC, Japan, Ireland and the World Bank as donors. A sector working group exists and a program draft is being appraised. Donors have yet to decide on funding arrangements - basket or ear-marked. Several sub-sector pools also exist.

Denmark, EC, Finland, Ireland, the Netherlands, Norway, Sweden, UK, UNDP/UNCDF provide resources through a Common Basket Fund to finance the implementation of the Local Government Reform Program.

An independent monitoring group has been commissioned to review progress in raising aid effectiveness by reducing transaction costs. Nine bilateral agencies and the EC have allocated a substantial proportion of their aid envelopes in the form of budget support for the PRSP. The group has adopted a common performance assessment framework with focus on results, improved public expenditure management, and capacity building. The joint health sector program review now serves as a model for other sectors. A joint review of the 2002 poverty reduction strategy progress report and appraisal of the two instruments were completed in early November 2002. The PER/MTEF process, involving all key stakeholders, is now the established framework for donor-government policy dialogue. Annual evaluation of fiscal performance is done jointly among the bilateral donors and The World Bank. A Joint World Bank-DFID Country Financial Accountability Assessment (CFAA) for Tanzania Mainland was completed in 2001. A similar exercise for Zanzibar has recently been completed. A joint World Bank-AfDB Country Procurement Assessment Review (CPAR) was completed in 2003.

OECD/DAC Working Party has developed indicators to monitor progress on harmonization and alignment. Field-testing will be done in eleven countries including Tanzania. The survey is to be completed by mid-June and a final report made available by September 2004.

Zambia

IDA, SIDA, DANIDA, Netherlands, and UNICEF have pioneered the use of basket funding (at the district level with separate donor accounts at the central level) in a health SWAp. This was facilitated by DANIDA-financed work aimed at developing joint Government-donor accounting, reporting, and disbursement systems. A Procurement and Financial Management Manual acceptable to most donors has been produced under the basic education SWAp. This is used for procurement and financial management under a World Bank credit, and also for the “pool” to which Finland, Ireland, Netherlands, Norway, and the United Kingdom contribute funds.  Seven Nordic European countries were planning to sign a Letter of Intent for harmonization with the Zambian Government in March 2003, including an action plan. However, recent problems between Zambia and the IMF have resulted in suspension of direct budget support.

Bangladesh

The Ministry of Finance and the World Bank sponsored a meeting in 2002 with leading donors—including Asian Development Bank (AsDB), the Department for International Development (DFID), the Netherlands, and United States Agency for International Development (USAID)—to discuss harmonization of financial management policies, procedures, and practices, and to coordinate assistance for capacity building in financial management. Government-donor working groups on aid governance established in January-February 2003 covering (a) procurement, (b) financial reporting and auditing, and (c) training, respectively. The mandate of the groups is to identify modifications of government and donor policies, procedures, and practices that would improve the efficiency, accountability, and transparency of development assistance. The groups will draw, inter alia, on a survey of 21 Dhaka-based donor agencies of existing safeguards against the misuse of development assistance in Bangladesh that was conducted under the auspices of the Local Consultative Group (LCG). 

A Country Financial Accountability Assessment (CFAA) was prepared by the World Bank and UNDP. Government has initiated a public procurement reform program in line with the recommendations of the Country Procurement Assessment Report (CPAR). The program is supported by an IDA-financed technical assistance project. The working groups are expected to report on progress to the Finance Minister and Steering Committee—comprising the Secretary of the Economic Relations Division of the Ministry of Finance, the Director General, the World Bank Country Director (as chair of the LCG) and the UN Resident Coordinator (as a member of the LCG -- and to the Bangladesh Development Forum to be held in Dhaka.

Cambodia

The World Bank and AsDB have collaborated to produce joint operational procedures and a joint financial management manual designed to train local government staff managing development assistance. In addition, the World Bank and AsDB have agreed on standard bidding documents (SBDs) for national competitive bidding (NCB) and are working on SBDs for international competitive bidding.

Kyrgyzstan

Donor Steering Committee and a Working Group (WG) on Harmonization is in the process of developing a harmonization program and an action plan. The Steering Committee is overseeing the process and providing policy advice to the WG. The WG agreed to focus initial harmonization efforts on three main areas: i) Financial Management Harmonization, ii) Harmonization of Procurement Procedures, iii) Harmonization of Project Implementation Units (PIUs). Following first presentation and discussion meetings on all 3 areas, the Government and development partners have agreed on priority actions, timetable and the next steps.  Future focus of harmonization work is likely to be in the area of evaluation and monitoring system, emphasized by the Government of the KR. A joint implementation action plan on harmonization of Financial Management & Procurement ready by end-June 2004. There is apparently no DBS provided to Kyrgyzstan yet.

Vietnam

AsDB, JBIC, and the World Bank are collaborating closely on harmonization. The “Like-Minded Group” of bilateral donors has also identified areas for harmonization, including capacity-building support, monitoring and reporting, a common development vocabulary, and wider use of multi-donor financing mechanisms to support SWAps (see Annex 2). The Like-Minded Group of bilateral donors has also identified areas for harmonization which have been brought together under a co-financed harmonization project, designed and implemented with the Government of Vietnam. Project activities include a capacity building program to support harmonized ODA management procedures, building on the Government’s own ODA management procedures; support for multi-agency Government/donor working groups to produce guidelines for harmonized procedures for monitoring and reporting and procurement; a common development vocabulary; and wider use of multi-donor financing mechanisms. The Government is collaborating with donors likd France and Spain to issue joint procedures; and with other donors like UNICEF, ADB, Denmark, and Germany to prepare a common paper of aid procedures.

Bolivia

Netherlands, Sweden, World Bank, and the IDB have co-financed an Education Reform Program and have agreed with the Vice-Minister responsible for education on a harmonized monitoring system with clear indicators. Another notable feature is that one common report is prepared and accepted by all. It is not clear whether this funding is channelled through the Treasury.

Nicaragua

Government has encouraged donors to increase funding flexibility and to lower costs of external support. World Bank willing to support establishment of possible pooling arrangements for some or all primary education resources. The EC has decided to move forward with SWAps in the education and health sectors. OECD/DAC Working Party is developing indicators to monitor progress on harmonization and alignment.  These indicators are to be field-tested in  Nicaragua (Vietnam and Ethiopia also) in 2004 with UNDP support. A Country Financial Accountability Assessment (CFAA) was prepared (IADB/WB) and is likely to serve as a basis for a capacity building program. Pilot country in the Education for All-  Fast Track Initiative (EFA-FTI).  
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ANNEX III: Glossary

	Acronym
	Term

	AfDB
	African Development Bank

	AIDS
	Auto Immune Deficiency Syndrome

	AsDB
	Asian Development Bank

	BRSP
	Bureau for Resources and Strategic Partnerships (UNDP)

	CAS
	Country Assistance Strategy

	CCA
	Common Country Assessment

	CG
	Consultative Group

	CIDA
	Canadian International Development Agency

	CIS
	Commonwealth of Independent States

	CFAA
	Country Financial Accountability Assessment

	CPAR
	Comprehensive Procurement Assessment Review

	CSO
	Civil Society Organization

	DAC
	Development Assistance Committee

	DANIDA
	Danish International Development Agency

	DBS
	Direct Budget Support

	DFID
	Department for International Development (UK)

	DRM
	Division for Resource Mobilization

	EC
	European Commission

	EU
	European Union

	FAO
	Food and Agriculture Organization

	FRA
	Fiduciary Risk Assessment

	HIPC
	Highly Indebted Poor Countries

	HIV
	Human Immunodeficiency Virus

	IDA
	International Development Association

	IDB
	Inter-American Development Bank

	IFAD
	International Fund for Agricultural Development

	IFI
	International Financial Institution

	IMF
	International Monetary Fund

	LDC
	Least Developed Country

	LCG
	Local Consultative Group

	MOU
	Memorandum of Understanding

	MTEF
	Medium Term Economic Framework

	NCB
	National Competitive Bidding

	NGO
	Non-Governmental Organization

	ODA
	Official Development Assistance

	OECD
	Organization of Economic Cooperation and Development

	PEMAAP
	Public Expenditure Management Assessment and Action Plan

	PER
	Public Expenditure Review

	PRBS
	Poverty Reduction Budget Support

	PRSC
	Poverty Reduction Support Credit 

	PRGF
	Poverty Reduction and Growth Facility

	PRSP
	Poverty Reduction Strategy Programme

	RBA
	Regional Bureau for Africa (UNDP)

	RBAS
	Regional Bureau for Arab States

	RBEC
	Regional Bureau for European Countries (UNDP)

	RBLAC
	Regional Bureau for Latin America and the Carribbean (UNDP)

	RBAP
	Regional Bureau for Asia and the Pacific

	
	

	SBD
	Standard Bidding Documents

	SIDA
	Swedish International Development Cooperation Agency

	SPA
	Strategic Partnership for Africa

	SWAp
	Sector-wide Approach

	TAS
	Tanzania Assistance Strategy

	UK
	United Kingdom

	UNDAF
	United Nations Development Assistance Framework

	UNCT
	United Nations Country Team

	UNDP
	United Nations Development Programme

	UNICEF
	United Nations Children’s Fund

	USA
	United States of America

	USAID
	United States Agency for International Development

	WB
	World Bank

	WHO
	World Health Organization

	XB
	Extra-budgetary
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Did UNDP’s Advocacy Create DBS?


Much of the underlying rationale associated with DBS is the logical extrapolation of policy positions advocated by UNDP. It may thus be argued that the UNDP is obligated to support it. For instance:


Back in 1996, the UNDP began advocating that aid coordination would only be effective if it translated into coordinated management of national resources covering national budgets and development assistance;


Also in 1996, the UNDP and UNICEF laid down the 20/20 challenge whereby donor assistance to priority areas for sustainable human development assistance should be matched by domestic resources;


From 1994 onwards, the UNDP called for simplification of externally imposed procedures and reporting requirements as they diverted attention from substantive concerns and stretched limited national capacities;


In 1993, the UNDP developed a concept of capacity building and technical cooperation that highlighted the importance of national ownership.


From 1989 onwards, the UNDP adopted a fast track towards universal national execution with a view to maximising national ownership and in effect channelling funds through national entities;


As far back as 1988, the UNDP strongly advocated a transition from project to programme-based assistance; and 


As far back as 1982, the UNDP and the World Bank jointly flagged the negative effects of donor assistance working at cross-purposes with domestically identified priorities and advocated greater coordination.





Frameworks in Tanzania


Poverty Reduction Budget Support in Tanzania (PRBS): General budget support through Poverty Reduction Budget Support facility (grew out of Multilateral Debt Fund established to help government meet its debt obligations).  UK is largest donor in absolute terms. 70 per cent of its assistance to Tanzania through the PRBS facility.  Even some such as Canada and Japan are prepared to experiment with it through the PRBS. World Bank’s Poverty Reduction Support Credit (PRSC) is closely coordinated. 





A Partnership Framework  Memorandum governs the provision of general budget support to he Government of Tanzania and all PRSB/PRSC donors subscribe to it. Aims to:


Minimise transaction costs


Harmonize performance benchmarks and dialogue between parties; 


Link funding commitments by donors to achievement of set targets;


Increase the predictability of donor flows








Fig. 1: Forms of Direct Budget Support








� This assignment was undertaken for UNDP/BRSP/DRM as a desk review at UNDP New York by Rajeev Pillay, General Partner of Abacus International Management L.L.C. and Consuelo Vidal, Deputy Resident Representative of UNDP in FYR of Macedonia over a two week period. It is expected that the study will require more in-depth field visits as follow up. 


� 


� For instance, in its policy paper on DBS, DFID explicitly states: “DFID now uses PRBS explicitly to link the provision of financial aid to the partner government’s commitment to poverty reduction. When circumstances are appropriate …. PRBS is the aid instrument most likely to support a relationship between donor and partner that helps to build the accountability and capability of the state.”


� Frantz, Brian, General Budget Support in Tanzania: A Snapshot of its Effectiveness, Bureau for Africa, USAID, 3 April 2004.





� SIDA, Tanzania, Country Analysis, Department for Africa, October 2000.


� DFID, Poverty Reduction Budget Support: A DFID Policy Paper, May 2004, p.1


� European Community, Republic of Ghana, Country Strategy Paper and Indicative Programme for the Period 2002-2007, DEV/054/2002-EN


� World Bank, Zambia Public Expenditure Review, Public Expenditure, Growth and Poverty: A Synthesis, Macroeconomics I, Southern Africa Region,  Report No. 22543-ZA,  December 2001, pp. 62-63.





� Overseas Development Institute, General Budget Support Evaluability Study: Final Synthesis Report, Report to the UK Department for International Development, 30 December 2002. p 32.


� Overseas Development Institute, General Budget Support Evaluability Study: Final Synthesis Report, Report to the UK Department for International Development, 30 December 2002.


� Ministry of Finance and National Planning of the Republic of Zambia, Poverty Reduction and Growth Facility (PRGF) for 2004-2006. The Highly Indebted Poor Country Initiative (HIPC) Completion Point, Statement of Hon. Ng’andu P. Magande M.P., Minister of Finance and National Planning, June 2004.


�  World Bank, Zambia Public Expenditure Management and Financial Accountability Review, Financial Management


Operational Quality and Knowledge, Africa Region, Country Procurement Assessment Review, Annex, Volume III: November 2003, pp. ii-iii.





� It is noted that there has been renewed commitment on the part of some donors --- including those most directly involved with DBS to raise UNDP’s core budget levels experienced in the early/mid 1990’s, so this is not yet the case.


� Country offices in Latin America have in part been protected from this trend because of their XB income.


� The potential causes of volatility are many, but include political instability, armed conflict, perceptions of corruption or particularly scandalous instances of corruption, 


� UNDP cannot operate at a loss very easily as it is not able to borrow funds. Operating at below cost, therefore entails the application of subsidies from other sources.





Note:  The views and opinions expressed in this report are solely those of the consultants who carried out the study, and do not reflect the views and opinions of UNDP.
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