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“Accompaniment is an elastic term. 1t has a basic, everyday meaning. To accompany someone is to go somewhere
with him or her, to be present on a journey with a beginning and an end. The companion, the accompagnatent,
says: L'l go with you and support you on your journey; I'll share your fate for a while. And by ‘a while,” I don’t
mean a little while. Accompaniment is about sticking with a task until it’s deemed completed, not by the
accompagnatenr, but by the person being accompanied.” Panl Farmer

Introduction

The aid enterprise has contributed to a number of achievements — notably, higher rates of child
survival and reduced mortality from HIV, malaria and other infectious diseases. However, the
gains achieved through transfers of technology and expertise cannot be sustained if we fail to
strengthen the public institutions that are responsible for the ongoing delivery of healthcare and
similar goods to all members of society.

The principle that aid dollars are best used to pay people locally, to invest locally, and buy locally,
and fall under the purview of locally elected leaders has long been accepted by the aid
effectiveness movement, and was codified as policy in the 2005 Paris Declaration on Aid
Effectiveness.! In that document, donors agreed to align their aid with national development plans,
channel it using the systems of public institutions, and delink funding from requirements to
purchase goods and services from specific countries.” These principles were reiterated in the
2008 Accra Agenda for Action’® and yet again in the 2071 Busan Partnership for Effective Develgpment.*
Focusing specifically on aid to fragile settings, the 2071 New Deal for Engagement in Fragile States’
included donor commitments to increase the percentage of aid channeled using national
procedures for public financial management, accounting, auditing and procurement, with specific
targets to be set at the country level.” The full cohort of these management tools and processes
are commonly referred to as “country systems.” The 2011 New Deal also highlighted the
partnership between donors and recipient governments, in which donors accepted the risk of
engaging in fragile settings and recipient governments agreed to strengthen their financial
management systems.’

The response of donors following the Haitian earthquake, however, suggests that the Paris
Declaration commitments have not yet led to significant changes in the way aid dollars are spent,
particularly with respect to how aid is channeled to local actors.® Although aid to Haiti almost
quadrupled between 2009 and 2010, increasing from $1.12 billion to an estimated $4 billion,’
hardly any of it went to Haitian institutions. For example:

*  Of the $2.42 billion disbursed by bilateral and multilateral donors to humanitarian relief
efforts from 2010-2012, only 0.9 percent ($22.5 million) was provided to the Government of
Haiti;'

* Of the $1.4 billion channeled to international and Haitian organizations participating in the
UN humanitarian appeals from 2010 to 2012, Haitian organizations received only 0.12
percent ($1.7 million);"!

*  Of the $2.76 billion in recovery and development funding disbursed by bilateral donors from
2010-2012, only 5.4 percent ($149.2 million) was disbursed to the Government of Haiti using
its systems;'

* Of the millions of dollars in procurement contracts issued by one of the top five donors
following the earthquake, only 1.4 percent was awarded to Haitian businesses."



These trends are reflective of how aid generally is provided to poor and fragile polities in a global
political economy, commonly referred to by donors as “fragile settings” or “countries in
fragility.”"*

Countries in fragility together receive an estimated 30 percent of all global aid, approximately $50
billion a year."” Research shows that 80 percent of aid from major bilateral and multilateral
donors to fragile settings bypasses the systems of local public institutions (see Table 2 on page 9
for more information).'® And even when aid is untied in least-developed counttries, only four
percent of it is used to purchase goods and services from firms in those countries.'” There is also
evidence showing that in some contexts, only 10 percent of the funding of international
organizations has a local economic impact.'®

As the Organisation for Economic Cooperation and Development (OECD) notes, donors
accept contextual, programmatic and institutional risks when engaging in fragile settings, yet
maintain “organisational cultures whose incentive structures tend to discourage appropriate risk
taking.”"” As a result of donors’ imperatives to reduce their own risk, national and local public
institutions are often ineligible to receive their funds, and while local civil society or private
sector actors are more likely to be eligible, they generally receive only a very small percentage of
any funds disbursed.”’

Experience in fragile settings suggests that the common tools the international community relies
on to solve complex problems in such circumstances often do not help national actors play a
more meaningful role in directly managing international assistance. Some trust funds used in
countries in fragility have rules that forbid them to disburse to local institutions directly; they and
other funding sources may also have minimum fiduciary standards for grantees that most local
entities cannot meet. The Haiti Reconstruction Fund is an example — it can only disburse to
three multilateral institutions: the Inter-American Development Bank, the United Nations and
the World Bank.”' These organizations function as intermediaries, often adding cost, delaying
realization of projects, detracting from ownership by Haitians, and making it complicated for
Haitian institutions to access funds. Humanitarian appeals and humanitarian pooled funds
provide another example of funding sources that exclude country systems from the outset.””
Opverall, these design characteristics of financial disbursement systems often reflect an over-
emphasis on fiduciary risk, and come with serious opportunity costs.

One challenge that states in fragility face as they try to take ownership of their official
development assistance (ODA) is setting up aid tracking databases financed by donors. Known
as aid management information systems (AIMS), these databases are urged upon governments
by donors and international experts as a tool to use data on funders’ planned and ongoing
programs, and to manage current assistance. However, a review undertaken by the United
Nations (UN) on the use of such systems in fragile settings reported that the most common ones
are often expensive to run — costing from $250,000 to $300,000 annually in the first years of
establishment — when less complex but equally effective models are available much more
cheaply.”” The UN review also found that AIMS were often established in external structures,
making it “difficult for governments to take the lead on aid information management” even
“once sufficient national capacity is in place.”

ODA is, of course, only one component of a country’s complex development ecosystem. Yet, in
many fragile settings it represents a significant proportion of the country’s financial resources.
For example, with $9.04 billion in public and private money, aid to Haiti was more than three
times the government’s own revenue expenditure from January 2010- June 2012.* In the long-
term, managing the government’s own internal revenue is the most important objective. If
systemic change is the goal, it is of course domestic revenue that will in the longer run fuel



service delivery and poverty reduction. It is therefore critical to ensure that the systems
developed to plan for, manage, track and assess ODA are built with a view that the government
be able to utilize those same systems for all of their internal revenue.

Myriad political and economic reasons inform donors’ decisions in regard to their ODA
investments. This paper focuses specifically on the complexities of localizing aid, including the
benefits of investing in country systems and the obstacles in doing so. It considers methods
already used by donors to mitigate risks, and suggests ways that the aid community can more
effectively increase the amount of funding channelled locally, thereby narrowing the gap between
the Paris Declaration and its realization. The paper reviews good practice on deploying
mechanisms that include safeguards for accountability and transparency so that more aid to
fragile settings can stay in country. It also considers how to make aid spent this way most
effective — notably by giving more attention to program implementation. Finally, the paper
concludes with suggestions for the donor community about refining the definitions and
indicators of their own success when working in fragile settings.

Rwanda: An Exception?

Not one country in the low-income, fragile or conflict-affected settings, which are home to
approximately 1.5 billion people, has yet achieved a single United Nations Millennium
Development Goal,” despite investments of approximately $50 billion in aid annually.” Is aid
ineffective? The case of Rwanda—twenty years ago an extremely fragile state wracked by internal
conflict—suggests that the mode of delivery needs to be rethought.

Over the past decade, Rwanda has worked out its own approach to aid management and has, at
the same time, made historic progress on development measures. Remarkably, it is now on track
to achieve many of the MDGs by 2015. Rwanda has seen one of the most dramatic reductions in
premature mortality in history, including child and maternal mortality.”® Since the low point of
the 1994 genocide, per capita income has almost tripled and GDP has quadrupled, growing at an
average of 8.1 percent annually since 2000.”

The Rwandan transformation is a result of many factors, including strong and competent
leadership.” Beginning in 1998 and 1999, the Rwandan government began to articulate its
priorities for aid management, through its Vision 2020 policy. It called on donors to rebuild
government systems, institutions and processes by investing in them. Under the leadership of the
government, many of the country’s donors agreed to provide general budget support beginning
in 2000.”" As part of the Rwandan 2006 aid policy, the government required donors to channel
funds in support of the national development strategy and maintained its right to dec/ine aid that
was not aligned with this strategy or had high transaction costs or conditionalities.”” In 2009, the
Rwandan government developed its Donor Performance Assessment Framework.” This
mechanism assesses each donor’s degree of implementation of the Paris Declaration
commitments, as well as other important factors, like the ability to provide timely and high
quality data on aid programs. These policies have been extremely effective. In 2005, Rwanda was
receiving 37 percent of its aid through country systems; by 2010, the figure had increased to 56
percent.” These resources helped to fund the implementation of the government’s development
strategies, which have resulted in the outcomes described above.” Rwanda has now received an
“A” rating from the World Bank for the quality of its development policy, one of only two
countries to do so and the only country in fragility to receive this top score.” In preparation for
the Busan conference, the Rwandan government and its development partners signed a
statement of action that a) reinforced the commitment to the use of country systems in Rwanda,
and b) noted that donors’ reluctance to do so was “no longer principally dependent on technical
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improvements but rather is subject to political decisions and legal constraints by development
partners.” '

The benefits of investing in country systems in fragile settings

A number of governments in fragile settings are — individually and collectively — beginning to
take more of a leadership role in aid management. There is also a body of research on the
beneficial effects of channeling aid through country systems.

In recent years, a series of evaluations have examined outcomes in cases where aid is channeled
through country systems. Programs that fund through country systems typically include the
following features: (i) funding through country systems of public financial management,
including budgeting, procurement, payment (treasury), accounting and auditing; (if) dialogue with
and conditionality for the recipient agencies; and (iii) the provision of technical assistance that
complements the fiscal support. Channeling aid in this way has been shown to have two major
benefits. First, such programs provide incentives to both governments and their donor partners
to improve the quality of national systems.” Greater attention from governments and their
donor partners has been shown to strengthen the practices associated with the public financial
management systems that a government uses for budgeting, financial reporting and auditing.””A
2012 study of financial management reform programs in eight countries in fragility undertaken
by the World Bank reported that budget recording and reporting improved across all countries
when investments were made in national and local institutions, even in countries with limited
overall improvement in financial management ratings.” Other evaluations have found that using
country systems, with associated dialogue and conditionality, as well as technical assistance, has
resulted in the following improved practices:

* A better budget, with the Ministry of Finance having greater capacity to manage the budget
and disburse funds on time, and the whole of government more fully participating in the
budget process;"' and

*  Improved financial reporting, with ministries being able to better monitor and account for
their use of public funds.”

Second, such programs have increased the amount of resources governments can use to pursue
their development strategies. For example, in 18 out of 22 reviewed cases, governments that
received budget support increased spending on basic services, especially in health and
education.” This increased spending has had impressive results. For example, one evaluation of
sector budget support found that in all cases where government policies aimed to expand basic
services, budget support did in fact lead to better access to services, although the quality and
equity of the services did not necessarily show an equivalent improvement.*

Notwithstanding these benefits, the use of country systems by donors remains limited in fragile
settings, and the question has been raised whether the aid effectiveness movement should
continue to advocate for donors to do so.” There remains a broad consensus that, while donors
will continue to channel aid through a mix of modalities in fragile settings,* increasing the use of
country systems should be a key long-term goal for governments and their donor partners. In
addition, the donor community reaffirmed at an April 2013 meeting on the implementation of
the New Deal, that governments and their donor partners recognized the need to enhance
“efforts to manage risks, increase the use of country systems — with appropriate financial
management in place and consistent with national laws and internationally agreed principles —
and to support the building of national capacities.”"’



Donors have continued to set individual goals for the use of country systems and for
strengthening the management of their operations. USAID, for example, has committed, as part
of USAID Forward—its agency-wide reform agenda launched in August 2010*—to increasing
from 9.7 percent in FY2010 to 30 percent in FY2015 the share of its program funds that are
disbursed directly to national and local governments, NGOs and businesses.” Both DFID
(2011)* and the EU (2012)°" recently published new policies that strengthen the design and
management of their budget support operations, and the World Bank and the African
Development Bank (AfDB) published a paper on budget aid in fragile contexts,” including
budget support and other types of funding that support the state. The EU policy highlights
budget support as a “vector of change” that can be used to address the challenges of state
building in fragile settings.” Similarly, the World Bank and AfDB paper called for greater
consideration of how “budget aid can play an important role” in state building and strengthening
state capacity.”* Both the DFID and EU policy statements also name budget support as a
modality through which donors can help strengthen country systems for financial management
and accountability.”

As part of determining how to invest resources in a given context, each donor must first assess
the risks associated with different funding modalities and then decide if and how it will manage
them. The OECD identifies three basic categories of risk when investing in fragile settings:
contextual, programmatic and institutional.”® But although each is significant, many institutions
and individuals who have studied the question—from the OECD,” to the independent review of
the Paris Declaration,” to development experts like those from the UK-based think tank the
Overseas Development Institute”—see fiduciary risk as one of the “highest areas of sensitivity”
for donors. One reason for this is that any donor perceived to have lost an undue portion of its
aid to corruption faces potentially devastating criticism from its constituency, especially in this
era of fiscal austerity.”

How donors assess the fiduciary risk of using country systems

The policies of three major donors, USAID, DFID and the World Bank, on how to evaluate
fiduciary risk when considering investment in country systems were reviewed for this paper and
are summarized in Table 1.

In 2011, the New Deal for Engagement in Fragile States included a commitment by donors to
conduct joint risk assessments. The rationale is that it is a burden on a recipient country with
limited capacity to undergo separate risk assessment processes for every donor. Additionally, it is
often extremely cumbersome and difficult for governments to adhere to multiple, different sets
of donor conditions.

As Table 1 shows, all three donors conduct formal fiduciary risk assessments using their own
specific tools and their own staffs.”’ These assessments are designed to evaluate the quality of the
financial management systems of the recipient government, with particular attention to risk of
corruption or loss of funds through other kinds of mismanagement. In its report Managing Risks
in Fragile States the OECD defines fiduciary risk as the risk of “loss” or “failure” resulting from
“corruption or financial mismanagement.”” DFID gives a broader definition, including
situations where “funds are not used for the intended purposes; do not achieve value for money;
and/or are not propetly accounted for.”” Corruption, which is specifically mentioned in the
OECD definition, is defined by the World Bank as “an abuse of public office for private
(financial or political) gain.”** Distinctions are often made between grand corruption, involving
senior level politicians and civil servants, and petty corruption, involving frontline civil servants.



TABLE 1- HOW THE USG, UK AND THE WORLD BANK MAKE DECISIONS IN REGARD TO THE USE OF COUNTRY
SYSTEMS

US Government (USAID) UK Government (DFID) World Bank
Policies for | "When bilateral political conditions | Step 1: Assess against governments' World Bank staff prepare a Country
using allow, when use of country systems | commitment to: Assistance Strategy (CAS), which
country will not empower a government at | 1. Poverty reduction and the Millennium | determines aid modalities, including”’
systems the expense of its people, and when | Development Goals; different types of budget support.”
fiduciary risk from use of partner 2. Respecting human rights and other The Bank also has the ability to
country systems can be identified international obligations; provide untied direct budget support
and mitigated appropriately."® 3. Improving public financial through its Development Policy
management, promoting good Operations (DPO). Selection is based
governance and transparency and on an assessment of the country's
fighting corruption; and policy and institutional framework - in
4. Strengthening domestic accountability. | particular, the country's
Step 2: Compare the "value for money" | macroeconomic policy and past
of budget support vs. other aid performance, as well as its
modalities.” institutional capacity and capacity
Note: DFID also requites a “credible building efforts.” PFM quality is seen
commitment to reform” as part of their as an outcome rather than a pre-
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fiduciary risk assessment process. requisite.




Are PFM

Yes, they are mandatory.

Yes, mandatory, through a formal

Yes, as part of CAS. There are no

capacity Determined through a formal process: the Fiduciary Risk Assessment | o0. 0 cholds to be met.
assessments | process: the Public Financial (FRA). In addition, DFID commits to Guidance remains broad, suggesting
conducted | Management Risk Assessment updertgklng a Pubhc.Expendlture and that World Bank staff preparing the
before Framework (PEFMRAF). Financial Accountability (PEFA) CAS can draw on the many analytic
using Stage 1: Assessment of PFM assessment once every five years.”> tools developed by the World Bank to
countty Systems . assess fiduciary capacity and risks.
systems? Stage 2: Assess risks and whether These include: Public Expenditure
and how they can be mitigated. and Financial Accountability (PEFA)
If the assessment does not support assessments; Country Financial and
the use of country systems, then Accountability Assessment (CFAA);
ADS 220 directs USAID to develop Public Expenditure Reviews (PERs);
a plan with the government to Country Procurement Assessment
address shortcomings. Reports (CPARs); and Public
Expenditure Management and
Accountability Review (PEMFARsS).
Are service | Service delivery capacity is a DFID does not undertake service Yes. The CAS includes a focus on
delivery consideration; There is no formal delivery capacity assessments.”* both institutional and implementation
capacity assessment mentioned in ADS 220, capacity. Likewise, guidance seems to
assessments | but it does refer to the following be to drawn from the use of a range
conducted | consideration: "whether the of tools developed by the World Bank
before proposed implementing and there is no minimum threshold
using ministry/agency/other unit of that the country must meet.”
country government has staff with sufficient According to the common approach
systems? technical capacities to implement papet, it is rare to find systematic

directly the assistance.””

assessments of a country's absorptive
capacity (at the World Bank, African
Development Bank or European
Commission).”®




USAID’s risk-assessment process makes use of a five-stage tool called the Public Financial
Management Risk Assessment Framework (PFMRAF) which helps it decide whether and how to
distribute funding.”” Recipient government must accept the findings™ before any monies can be
disbursed. The first stage of PEFMRAF (which operates differently depending upon whether the
grantee government is above or below USAID’s democracy threshold,”) assesses: (i) the
government’s commitment to transparency and accountability, as well as the efficiency and
effectiveness of its use of public funds; (i) the quality of PFM systems and democratic accountability
mechanisms; and (iii) the risk of corruption, waste, fraud or other abuse.” Stage two of the
PFMRAF, in which a more in-depth risk assessment is conducted, includes testing of PFM systems
as needed “to validate overall systems operations and internal controls, and identify performance
risks” and PFM capacity.” The USAID Mission Director then decides whether or not to use country
systems on the basis of the stage-two assessment; stages three to five involve the preparation of the
broader program design.*

DFID’s risk assessment tool, the Fiduciary Risk Assessment (FRA), is its mandatory process for
deciding whether or not to provide budget support to a government.” Also focused on the potential
risks stemming from the quality of PFM systems and corruption, it performs an analysis of PFM
systems’ broader governance, economic and political contexts, and past performance. It also assesses
the risk of corruption; the potential financial impact of such risk; the extent of PFM and anti-
corruption reform efforts; and the ‘residual risks’ after short-term mitigation measures have been
implemented.* In addition, as part of its process, DFID commits to performing a Public
Expenditure and Financial Accountability (PEFA) assessment, an extensive evaluation of a
government’s public financial management and procurement systems endorsed by seven key
international donors, every five years.”

The World Bank determines its levels and shares of aid modalities through the Country Assistance
Strategy (CAS). Assessments of local corruption and PFM are key aspects of a broader evaluation of
the country’s governance, with emphasis on how these features might affect program results.*

All three donors note the importance of weighing risks and benefits of using country systems. They
have also given consideration to those mechanisms by which fiduciary risk, once identified, can
subsequently be mitigated. (Examples of these strategies will be discussed in the next section.”)
USAID’s guidance note specifies that the identification of risks must be followed by “positive
actions ... required for mitigation”* and, in the case of corruption, that government efforts to
combat corruption should be weighed favorably when considering the use of country systems.”
DFID’s FRA includes a list of actions that can be taken to mitigate potential risks; it also features an
analysis of the relative value of budget support as compared to other aid modalities.”

Once the risks have been evaluated, donors may decide whether they are justified in not giving funds
through country systems, or that channeling through those systems can in fact be managed, using
approptiate mitigation and/or capacity-building measures. While donors cleatly place the highest
priority on identifying risk when working in fragile settings, it is less clear whether or not there is a
consistent positive correlation between their assessments and their willingness or reluctance to fund
through country systems.” For example, although the World Bank has a system for rating country
systems for corruption and other aspects of fiscal responsibility, the OECD found that the
relationship between higher ratings and donors' use of a country’s systems is "at best weak."”” Data
gathered for the OECD’s 2011 Swurvey on the Implementation of the Paris Declaration makes visible a wide
range of donor behavior towards countries with the same ratings;g3 the figures are presented in Table
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2 (page 8), and show great variation in the proportion of aid that donors channel through country
systems even when they have received identical World Bank rating. This is especially true for
countries in fragile settings.” For example, while Cameroon and Nigeria both had a PFM rating of
three in 2010, Cameroon receives only 7.7 percent of its aid through its systems, while Nigeria
receives 25.0 percent. This variance suggests that donors are not relying on the World Bank ratings

to make their disbursement decisions, and that other factors are influencing those decisions.

TABLE 2: USE OF COUNTRY SYSTEMS IN FRAGILE SETTINGS BY COUNTRY IN
2010

i PEM LR s Disbursed throué%h
Country ranking% rankingw Total aid country systems
$ %
Congo Dem.Rep. 2.5 3.5 5954.1 132.7 2.2%
Chad 2.0 2.5 495.5 13.5 2.7%
Liberia 2.5 2.5 1832.9 63.6 3.5%
Guinea-Bissau 2.5 2.5 302.6 14.9 4,9%
Sudan 2.0 2.5 1976.5 125.5 6.3%
Cameroon 3.0 3.5 650.4 50.4 7.7%
Togo 3.0 3.0 545.2 58.4 10.7%
Gambia 3.5 3.5 106.8 11.5 10.7%
Haitdi'" 3.0 2.5 3890.7 421.60 10.8%
Timor-Leste 3.0 3.0 291.0 36.9 12.7%
Sao Tome & Principe 3.0 3.5 47.6 6.1 12.7%
Comotros 2.0 3.0 55.4 7.3 13.1%
Central African Rep. 3.0 2.5 269.1 36.5 13.6%
Niger 3.5 3.5 738.6 120.6 16.3%
Solomon Islands 2.5 3.0 345.1 56.9 16.5%
Papua New Guinea 3.0 2.5 551.8 93.5 16.9%
Afghanistan 3.5 3.0 6428.3 1,171.2 18.2%
Burundi 3.0 3.5 630.3 126.4 20.0%
Tajikistan 3.5 3.0 427.0 104.6 24.5%
Nigeria 3.0 3.0 2085.7 522.1 25.0%
Kenya 3.5 4.0 1853.6 470.9 25.4%
Sierra Leone 3.5 3.5 452.3 117.4 26.0%
Tonga 3.5 4.0 72.3 19.3 26.6%
Uganda 3.5 3.5 1709.6 633.6 37.1%
Nepal 2.5 4.0 946.2 426.2 45.0%
Ethiopia 3.5 4.0 3469.9 1,826.0 52.6%
Rwanda 4.0 4.5 1021.6 567.9 55.6%
Total 37,150.25 7,235.26 19.5%
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Other means of evaluating the degree of fiduciary risk

The evidence reviewed for this paper suggests that a) risks of corruption may not be significantly
higher in fragile settings than elsewhere; b) the amount of aid actually lost to corruption is quite
difficult to measure; and c) there is little or no established relationship between the distribution of
aid through country systems and a greater risk of its loss through incompetence or corruption.

a) The risks of corruption in fragile settings

The OECD has reported that the quality of financial management systems in fragile settings is only
marginally worse than that of other countries participating in its aid effectiveness surveys'’' (fragile
settings have an average rating of 2.9 out of 6.0 compared to the average of 3.6 out of 6.0 for other
countries. ') In addition, slightly greater progress on improving the quality of these systems has
been seen in fragile settings: 44 percent (4/9) of fragile settings improved their scores on the CPIA
rating by at least 0.5 points between 2005 and 2010,"” versus 38% (20/52) for all countries.'”*

The World Bank Enterprise Survey (WBES) also provides survey data on the payment of bribes by
businesses. This data allows for comparison between counttries in fragile settings and others.'” The
WBES produces 13 measures bearing on the prevalence of corruption (but not on the amountlost to
it), such as “percent of firms expected to give gifts to public officials to get things done.” Countries
in fragility, on average, do have a worse score than the average for all other countries on 12 out of
13 measures. But this average obscures the fact that some countries in fragility performed well. In
fact, Rwanda stands out, with better scores than the global average for all 13 measures; on 7 of the
13, it even has a lower score than the average for high-income OECD countries.'”

b) Corruption in context

For this paper, an online search was conducted of all 25 donor members of the OECD’s
Development Assistance Committee seeking information on the relationship between aid and
corruption.'”” Of the 25 donors, six published data on aid determined to be lost to corruption or
fraud: these six are AusAID; Belgium; Denmark; DFID; European Commission and USAID.
Together, they gave an estimated $47.8 billion in aid in 2011,'” funds that together amounted to
approximately 31.7 percent of all aid reported to the OECD.'” As shown in Table 3 (page 13),
however, the quantity of aid that these donors detected either as being lost to fraud or as being an
improper payment ranged from only 0.015 to 0.16 percent (see table 3).""" While this data must be
treated with caution—as it reflects only corruption that has been detected—it is much lower than
figures commonly used in the international community when discussing how much aid is lost to
corruption.'!!

It is useful to note that USAID uses a different measure (counting “improper payments,” which may
include “overpayments or underpayments, and occur when funds go to the wrong recipient, the
recipient receives the incorrect amount of funds, documentation is not available to support a
payment, or the recipient uses funds in an improper manner."'"?) This USAID category is 2 much
broader concept than detected frand, which is the basis of the figures presented for the other donors.
(It is also interesting that out of 66 US federal government programs for which data is available
online, including domestic programs run by the US Department of Defense, Department of Health
and Human Services, and various other state agencies, USAID had the eighth lowest "improper
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payment rate" ')

Of course, these figures refer to ODA generally, not specifically to aid delivered through country
systems, so they do not tell us whether more aid is lost when it is distributed that way. The
relationship between aid channeled through country systems and corruption is discussed further
below, but there is no clear evidence of higher losses when this kind of aid is used. It is interesting to
note that DFID spent over approximately $10.9 billion in aid in 2010-2011, of which only 0.015
percent ($1.9 million) was reported as losses due to fraud — the lowest rate of any donor included in
Table 3.""* Yet it channeled the highest amount of any donor included in Table 3 through country
systems in fragile settings, according to the 2011 survey on the implementation of the Paris
Declaration.'”” More research and analysis are needed in this area to gain a better understanding of
how much aid provided through country systems is lost to fraud, and how this compares to aid
channeled through other modalities.
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TABLE 3: ESTIMATES OF AID THAT IS FOUND TO HAVE BEEN UNACCOUNTED
FOR BASED ON PUBLICLY AVAILABLE DATA

Percent
) Percent of
) _ using .
Evidence of aid affected by fraud, count aid
; : 116 ry channeled to
corruption or improper payments svstems in
y . fragile
fragile ) )
e settings in
settings 1n 2010118
Percent | Terminology | Timeframe 2010"

119 o July 2004 - 0 o
AusAID 0.017% Fraud Dec 2010 9.0% 28.9%
Belgium Financial
Development | 0.038% anciat 2010 - 2011 4.4% 44.0%

120 loss
Agency
Denmark' 0.022% Fraudor 000 010 21.0% 15.5%
abuse
April 2010 -

122 0 p 0 0
DFID 0.015% Fraud March 2011 29.4% 23.8%
EU'® 0.132% Fraud 2007 - 2010 22.1% 22.6%
USAID'* 0.163% Improper | Oct 2010 - 0.8% 29.8%

payments Sept 2011

c) There is no established empirical relationship between aid through country systems and
higher fiduciary risk or corruption

As shown in Table 3, the estimated amount of aid lost to fraud or improper payments varies across
the six donors, but does not appear to correlate with the proportion that a donor invests through
national systems in fragile settings. Studies have examined whether funding through country systems
does in fact entail greater risk of loss of funds. While the results have been mixed, they do not
conclusively show that aid through country systems is subject to greater corruption. > A 2013 ODI
survey of literature commissioned by USAID also suggested that the fiduciary risks of using country
systems in fragile contexts are not necessarily greater than the risks associated with bypassing them.
It notes that donors can mitigate these risks, and it makes clear that investing through country
systems is likely to have the effect of strengthening these systems to make them more effective in
the long run. '*°

Mitigating fiduciary risk of using country systems: best practice

Mutual accountability between donors and governments is an important concept when establishing
good practice in fragile settings. It starts with the premise that the two partners in the development
relationship—donors and governments—have responsibilities both to each other and to their own
constituents. The good practice examples below were generally developed within this context of
mutual accountability—with both parties working within a mutually agreed upon system to hold
each other accountable.
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Donors have provided funds for civil servant salaries and continue to do so in some fragile settings.
For example, in Uganda, the UN supplemented the salaries of all staff in Ministry of Finance,
increasing their income from $20 a month to $150 a month for professionals and $90 a month for
support staff.'”’ The project lasted from 1989—-1996 and was phased out when a new living wage
salary scheme for the entire civil service was introduced.'” As noted by an ODI report, the total cost
of the initiative “was less than that of a single expatriate technical assistant,” yet it was “consistently
rated one of the most effective capacity-building projects and by the end of it the ministry was
considered to be one of the strongest finance ministries in Sub-Saharan Africa.”'” More recently,
the World Bank, African Development Bank and the EU in the DRC, and USAID in Liberia have
covered the salaries of teachers and nurses on a reimbursement basis, providing much needed
support to the national budgets in these fragile settings.'”

There are numerous examples, in a range of settings, of donors who have had success investing
locally. The sector-wide approach (SWAP) is often used, for example, to fund a particular sector or
policy under the direction of the government. While SWAPs do often provide sector budget
support, even when country systems are not used, they can serve to align policy priorities with
government leadership. This paper examines several examples of good practices that helped donors
and international partners use the tools available to them to best support national institutions when
working in a fragile setting. Many of these are funds in fragile settings that are managed by the
World Bank, the UN, or governments themselves in partnership with private firms that can enable
donors to channel funds through country systems. One successful strategy uses private-sector
entities to make contracts with governments that entail the use of specific safeguards and
benchmarks designed to help monitor the use of funds.

In Liberia, for example, after 14 years of conflict, the newly elected Government of Liberia (GoL)
established the Health Sector Pool Fund (HSPF) in 2008 to support the new National Health
Plan.”" The HSPF was designed to use country systems in a context of extremely limited
government capacity, before the enactment of the 2009 national legal and policy framework formally
establishing the government’s systems for managing its finances. To address the fiduciary concerns
of potential donors, the GoL solicited donor support to hire a private-sector accounting firm. The
firm would help the GoL to first develop a financial management function within the Ministry of
Health and Social Welfare (MOHSW) that would meet international standards, including
development of policies and procedures and training MOHSW employees on the use of new
hardware and software. The Office of Financial Management (OFM) preceded establishment of the
HSPF, which employed other risk mitigation strategies, such as retaining an international fund
manager to make and to monitor incremental fund disbursements to the OFM, to conduct sample-
checking of expenditure, and to provide complementary funding to strengthen the institutional
capacity of the MOHSW in areas like sector planning, budgeting, and internal audit."”” To ensure
transparency and improve health sector coordination, the HSPF has a steering committee chaired by
the Minister of Health and Social Welfare that includes both contributing and non-contributing
donors. All proposed funding allocations originate with the MOHSW, are discussed and approved
by the steering committee, and include a fiduciary risk assessment developed by the fund manager
that includes a strategy to manage identified risks.'” The institutional capacity-building gains made in
PEFM through the support of the HSPF have enabled the MOHSW to increase the total volume of
funds it manages from $12 million in 2007 to $69 million in 2012. The MOHSW now receives
funding from a range of other sources, including the GoL, the Global Fund to fight AIDS,
Tuberculosis and Malaria (GFATM), USAID and other non-contributing donors to the pool fund.'”
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In another example, after election-related violence in Ethiopia in 2005, donor resistance to providing
direct budget support led to the establishment of the Protecting Basic Services (PBS) fund, which
has been the main multi-donor channel for support to education, health, agriculture, water and roads
in Ethiopia since 2006."” The PBS uses country systems by working through the Government of
Ethiopia’s (GoE) Federal Block Grant (FBG) subsidy program for funding decentralized levels of
government. Through the PBS, donor contributions to the FBG are commingled with GoE's
contribution and are therefore indistinguishable from government funds when they reach the
decentralized level, where local government systems are fully used. To mitigate the perceived risks of
using country systems, the PBS also funds other programs that support financial transparency,
strengthening PFM, social accountability and monitoring and evaluation. The GoE reports against
core fiscal indicators, known as “tests,” to ensure that donor funds are additional to government
funds and to ensure that government funds have not been redirected to other priorities. The strategy
is underpinned by a robust system of dialogue, based on Joint Budget and Aid Reviews between the
GoE and PBS donors. This unusual aid delivery design does not reflect standard definitions of
sector support or budget support, but it has bolstered donors confidence that their funds are used
for basic services while safely and effectively using country systems and reinforcing the GoE’s
system of decentralisation."

Since 2010, UNDP has also established national level multi-partner trust funds (MPTF) in four
countries (the Democratic Republic of the Congo, Ecuador, Ethiopia, and Mali). Following the first
request from the Government of Ecuador, UNDP established a new “legal instrument and related
operational procedures that enabled it to provide fund management services to the Government.""”’
The model is similar to UN MPTFs which only disburse to UN organizations, but has been adapted
to enable UNDDP, as the trustee, to disburse directly to the national government, which takes full
financial and programmatic accountability for the use of the funds.”™ The government is able to use
the funds in accordance with its own regulatory framework, provided that it “do[es| not contravene
the principles set out in UNDP’s regulations and rules, policies and procedures.” '’ The financial
statements associated with the fund will be made available on UNDP’s MPTF website.

When funding through public systems is not yet possible

This paper has argued for the benefits of funding through country systems, and has described
several examples of successful strategies for doing so. But it is understood that not all governments
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in fragile settings are, at any given moment, the best providers of services to their populations.
There are circumstances when it is not reasonable or even possible to disburse funds through
governments in fragile settings. Under these circumstances, it is necessary to find other local service
providers to work with as partners, always keeping in mind that, in the long run, if the government
changes or begins to improve, the goal is to return to working with it.

Donors can contribute to aid effectiveness by ensuring that their funds are both recorded in the
national budget and disbursed promptly. The International Budget Partnership has been monitoring
donor efforts in this area. Data from the 2011 Paris Declaration Survey shows that 67 percent of the
aid that was recorded in national budgets in 2010 was reported as disbursed.'* Yet there remains
significant variation from state to state. While 86 percent of aid recorded in the national budget in
Ethiopia was disbursed in 2010, only 23 percent of aid recorded the same way in Afghanistan was
disbursed in the same year."*' There is still room for donors to make considerable progress on this
issue.

One way to work outside government systems without undermining them is what is called “shadow
systems alighment.” This is an aid distribution method designed not to be harmful to or inconsistent
with existing or future state structures, such as administrative geographical boundaries or budget
cycles. Donors committing to shadow alignment will publish their own financial and programmatic
outputs at the same time as the government does, using identical formatting and classifications. In
this way, donors can provide services while pursuing a long-term strategy to support the state so that
it can manage service delivery in the future.'* For example, donors may report their aid in the
budget of the host government while using government policies and protocols for service delivery,
even though their aid is not channeled directly through public institutions.

Working with local NGOs — the example of Chiapas

While Mexico is not a country in fragility, the indigenous residents of Chiapas have struggled with
political violence since the mid-1980s. Partners In Health (PIH), the non-governmental organization
Paul Farmer co-founded in 1987, supported a local community-based organization, the Team for the
Support of Community Health and Education (TCP), in the region in the 1990s.'*’ This Team used
local health promoters to provide health services to marginalized communities and has been in
operation since the mid-1980s. The decision by PIH not to work with the Ministry of Health in
Chiapas was made after indigenous residents recounted acts of government-sponsored
discrimination against their community. One example involved the destruction of the community’s
medical records by the Mexican military—a clear indication that partnering with the government
would be counterproductive to efforts to increase access to health care. Thus, despite the presence
of nearby state-run clinics, PIH supported a parallel health infrastructure in this case.

PIH continues to work with the institutions created at the behest of the indigenous peoples of the
Chiapas region. In recent years, however, it has also launched a project to collaborate with the
Mexican Ministry of Health to create an affiliate that complements TCP’s focus on healthcare.
While PIH in Chiapas assumes the importance of listening to the poor, it also recognizes that their
needs and preferences and the context may change over time, and it is therefore important to
continually reassess possible solutions along a continuum between private services and government
programs.
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The risk of programmatic failure

While fiduciary risks are significant, other types of risk facing donors are no less important, and
evidence shows that if development aid is to become truly effective, more attention to them is
required. The OECD defines programmatic risk as the specific risk that a program will fail or cause
harm to the external environment: failures caused by “inadequate understanding of the context or
flawed assessment of what needs to be done; management and operational failures; and failures of
planning and co-ordination.”'*

In 2010, ODI undertook a major review of sector budget support in Africa.'* The ten budget-
support programs reviewed by ODI demonstrated a lack of attention to capacities for service
delivery in relation to the way funds were prioritized; the way government-donor dialogue was
structured; and the design of the capacity-development initiatives.'** One example the ODI paper
uses to illustrate a lack of attention to effective implementation of service delivery is an education
sector budget support program in Uganda. While funding went through country systems, the funds
were earmarked to bypass the district government, which is responsible for the improving the
quality of education. Thus, no funding was made available to the district government to strengthen
its management capacity. In addition, neither the dialogue between the government and its partners,
nor the technical assistance provided as part of the sector program, focused on improving
management capacity at the district level. There was a clear need for greater attention to improving
this capacity; the ODI paper highlighted gaps in management and funding at the district level that
directly affected the quality of services, including “serious” human resource issues (such as teacher
absenteeism).'*’ Similar findings are also highlighted by the 2006 joint evaluation of general budget
support, commissioned by donors, which reported on education performance in Uganda after the
introduction of free universal primary education as a “spectacular example” of the “sharp falls in
quality” that often accompany the expansion of services.'**

As noted above, ODI (2010) found that the key inputs of sector budget support programs — (i)
funding, (if) dialogue and conditionality, and (iii) capacity development support — are often so
constrained by fiduciary risk mitigation measures that they fail to improve the quality of service
delivery. Budget support funds are usually not flexible enough to increase the fiscal decision-making
space. As noted by the World Health Organization, “many countries report difficulties in attracting
sustained, flexible funding that can be used to support the health system.”"*” Common restrictions
applied to funds using country systems include:

* Earmarking by donors, so that funds can only be used in specific areas, typically ones that
are perceived as non-recurrent (e.g. infrastructure and supplies);"”’

* Traceability requirements issued by donors, so that funds must be separately identifiable in
public expenditure records, and are more easily identifiable when used in specific areas (e.g.
infrastructure and supplies);

* Monies are disbursed in a manner that is too unpredictable or short term to allow
governments to allocate it to expenditures that require long-term investments (such as
salaries and other recurrent expenditures).”

Thus funds using country systems are more likely to be allocated to a government’s investment

budget (for infrastructure and supplies), and not to recurrent costs, including salaries. Case studies
show that when funds are made available for recurrent expenses, programs have more success in
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improving the quality of service delivery. For example, the 2011 joint evaluation of budget support
to Mali sought to quantify, through econometric analyses, the impact of more flexible resources
made available through budget support on basic services. In the health sector, the number of
frontline workers increased from 2,312 in 2004 to 4,523 in 2009, with budget support from ODA
contributing to the increased salary costs. The increase in numbers of health workers was critical to
improvements in the quality and reach of the health system. The evaluators found that 65 percent of
the increase in both curative care (on average, it improved by 76 percent) and the rate of assisted
births (from 40 percent to 66 percent) was due to increases in the number of frontline health
workers. >

Conclusion

At three key gatherings since 2005, a strategy to use aid resources more effectively was announced,
then reaffirmed. The leadership of bilateral and multilateral development entities agreed to channel
their aid dollars through the structures and systems of national and local institutions “to the extent
possible” to advance human development. The goals espoused in these international agreements
included the recognition that aid spent in-country benefits the local economy; that strengthening
national and local institutions is a higher goal than short-term service delivery; and that investing
through national and local institutions is the best way to strengthen them. Yet eight years on, 80
percent of funding to most countries in fragile settings still bypasses the systems of national
institutions.

This paper has explored the criteria donors use to plan their investments and suggests that donors
have the necessary tools and models to mitigate fiduciary risk. It further describes examples of good
practice where donors have successfully strengthened national and local capacity while meeting their
own fiscal requirements. The paper highlights questions that require further exploration, including
how corruption is being measured; the extent to which ODA is lost to corruption when channelled
through country systems; and whether the tools that donors use to assess the capacity of national
and local institutions are used to inform their decisions. It also discusses how, in countries where
direct budget support is not practical, other approaches including “shadow systems alignment” can
help create funding mechanisms that are compatible with and supportive of country systems. The
paper also notes that, in certain cases, when investments intended to strengthen the public sector
have failed, the failure was not always due to fiduciary mismanagement but instead resulted from a
lack of prioritization or understanding of local programmatic needs.

In order to create the national institutions needed to provide basic services and to ensure economic
growth and social justice, the policies agreed to in Paris, Accra and Busan should be implemented
fully wherever and whenever possible. The know-how to do so exists. Financial management
systems have been built and implemented in fragile settings; pooled funds, aid information
management systems and tax revenue programs have been deployed successfully in them. And
donors know how to mitigate fiduciary risks when investing in countries in fragility. Yet these
discrete examples do not add up to more than the sum of their parts because they have not been
systematized. Effective models exist; in order to turn them into standard practice, it is necessary to
put incentives in place that reward a commitment to localized aid.

Staff members of bilateral and multilateral institutions are not usually rewarded for increasing local
procurement or in-country investment. For example, the performance evaluations of senior staff do
not, as a rule, include measurements of the amount of funding that was invested locally. An idea for
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consideration would be making advancement and retention partially contingent on increasing the
proportion of aid invested locally, as a vital metric of program effectiveness. To this end, program
staff would report on such factors as: the amount of goods and services procured locally; the
proportion of funding channeled through national and local institutions; resources allocated for local
job creation, including payment of civil servant salaries. Donor program reviews and evaluations
should include these same criteria.

As noted above, without prioritizing the needs of national counterparts at every step of the process,
even well-funded programs fail. National and local institutions must, whenever possible, be
integrated into the planning and execution of development efforts—an approach referred to as
“accompaniment” by Dr. Paul Farmer and his colleagues.

The accompaniment approach to aid delivery starts with pragmatic solidarity with the intended
beneficiaries of aid, most often the poor. It requires marrying our policy ideals to commitment to
meet implementation challenges on the ground. At its core is the idea that from the outset
implementers consider every decision they make within the context of a long-term plan to transfer
their functions to local institutions.

The accompaniment approach challenges common assumptions about what is feasible or sustainable
in settings of poverty. Certain approaches, however appealing at first sight, prove to be insufficient
in the longer perspective. For example, why is investment in “training’” considered sustainable when
such efforts are not linked to jobs with living wages? Training is of course needed, but it should be
linked to quality jobs if it is to have long-term impact. Likewise, why is the “topping off” of salaries
of civil servants not considered sustainable when investment in the infrastructure in which they
work is? Why, in other times and in other settings, is the converse held to be true?

While much has been written about how foreign aid has “failed,” a look at Rwanda suggests that,
with an accompaniment approach and a willing national leadership, foreign aid can achieve many of
its most important goals. While Rwanda is seen by some as an exceptional case, the other success
stories cited in this paper suggest that it is not. Rather, these examples demonstrate that foreign aid
can work in a wide range of settings, and that we can build effective systems when we place equal
emphasis on managing both the fiduciary and the programmatic risks of failure. Scores of colleagues
in Rwanda, Haiti and beyond have stated their commitment to national and local institutions and
leaders. The successful partnerships they have created show that our aspiration to break the cycle of
poverty and disease is within reach.
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