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equity.
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governmental organizations from North and South.

The Reality of Aid publishes regular, reliable reports on international development cooperation
and the extent to which governments, North and South, address the extreme inequalities of
income and the structural, social and political injustices that entrench people in poverty.

From 1993 to date, the project has published a series of reports and Reality Checks on aid and
development cooperation.

These reports provide a critical analysis of how governments address the issues of poverty and
whether aid and development cooperation policies are put into practice.
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articipating agencies.
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Introduction

The year 2008 marks a significant renewal of attention to trends and policies in international
development finance.

At the end of June, the UN Secretary General, Ban Ke-moon, convened the first
biannual Development Cooperation Forum, reasserting the United Nations’ role as the global
forum for international policy dialogue on aid and international cooperation in which all countries,
rich and poor, can have an equal voice in shaping these policies.

In September, donors and developing country governments, along with an
unprecedented number of CSOs, gather in Accra, Ghana, for the Third High Level Forum to
review progress in achieving the goals for aid reform as specified in the 2005 Paris Declaration
on Aid Effectiveness.

Finally, in Doha in late November, the United Nations is gathering the international
community to take stock of progress in achieving the commitments made in the Monterrey
Consensus, a comprehensive North/South compact for enhancing development finance that
emerged from the 2002 Monterrey Financing for Development Conference.

CSOs are deeply engaged in all of these important international processes. Over the
past 18 months, CSO advocacy has called for deep and structural reforms in aid policies and
practices - ending conditionality, ending tied aid, increasing CSO voices in the aid policy
dialogue, and focusing on the rights of the poor and powerless - to enable aid as a truly
effective catalyst in ending global poverty and inequality.

The CSO contributors to this 2008 Reality of Aid Report examine the reality of aid
practices in donor countries and their impact on the lives of poor and marginalized populations
on the ground in developing countries. Taken together, they present a sobering indictment:
donors and developing country governments over these past six years have failed to deliver on
even the modest commitments made in Monterrey and in Paris. Meanwhile, opportunities to
reverse these directions in Accra and Doha are being frittered away in endless technical
debates on aid management, while resources and reforms that might improve conditions for
poor people to claim their right to education or access to health care, to women’s rights or to
decent work, receive scant attention.

While cases and country situations vary among donor and developing country partners,
there are important common concerns emerging from the pages of this report:

Aid effectiveness for what purposes and for whom? The authors are clear:
“democratic ownership” is fundamentally important for development impact on
the acute conditions that create and sustain poverty. Aid will be effective for
development only if movements and organizations representing people, particularly
women and vulnerable and marginalized groups deeply affected by poverty and
inequality, can organize themselves to promote and claim their rights.

The authors provide overwhelming evidence that recent donor/government
agreements, such as the 2005 Paris Declaration, have done little to reform key aid
practices - imposed policy conditions, donor-led technical assistance, the promotion
of donor trade and investment agendas, etc. - that undermine the possibilities for
parliaments and citizens in the poorest developing countries to set their own
development priorities.
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The authors also point to the refusal to contemplate fundamental democratic
reform on the part of the International Financial Institutions as they continue to
act as gatekeepers in managing a highly unequal aid system in which the poorest
developing countries have been largely excluded from decision-making.

These issues are far more urgent and important for the people than donor and
developing countries’ legitimate concerns over the severe fragmentation and incoherence
that threatens the collapse of development assistance in the world today.

In the face of continuing poverty, run-away prices of basic needs, famine and disease,
conflicts and wars, CSOs are looking for a visionary agenda in 2008 for development - including
an equitable and just aid architecture responsive to the conditions of people living in poverty
and to the human rights obligations of donors and governments. This report provides some
proposals and directions for reforms that should include CSOs as equal development partners
and which would enshrine human rights, social justice, gender equality and environment in the
heart of aid effectiveness.

2
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Aid Effectiveness:
Democratic Ownership and Human Rights

The Reality of Aid Management Committee

The reality of aid in 2008 is that it
continues to fail to promote human
development for the eradication of poverty
based on the core values of human rights,
democracy, gender equality and
environmental sustainability. This is despite
the appearance of progress in the form of
high-profile debt cancellations, new aid
pledges, and the signing of the Paris
Declaration on aid effectiveness.

Introduction

The Reality of Aid network is an
international southern-led CSO network,
representing hundreds of CSOs in both
developing and donor countries. This 2008
Reality of Aid Report presents evidence and
opinions from organisations operating on
the front lines of development policies
around the world about the current reality
of aid policies and their outcomes. The
authors also make clear and explicit calls
for what is needed for aid to make a
genuine and positive contribution to
promoting human development in the
poorest countries of the world.

Civil society organizations (CSOs) in the
global Reality of Aid Network insist that
Official Development Assistance (ODA) be
treated as a resource held in trust by
donors and recipient governments for
improving the lives of people living in
poverty. Aid is a global public good,
representing a moral obligation of wealthy
countries towards the people of developing
countries; it is a catalyst, which should be

used to complement and reinforce efforts
by developing countries and peoples
themselves towards collective development
and the progressive realization of the human
rights of poor and marginalised groups.

Sadly, CSOs have long had cause to
criticise the reality of aid policies and
practices. They raise issues around the
impact of donors’ political and economic
motives on the actual use of aid and they
point to the lack of demonstrated
effectiveness of aid in making progress on
sustainable development, poverty reduction
and women’s rights.

Powerful donor countries have long
seen political and economic advantages in
using aid to promote their interests by
strengthening market systems in other parts
of the world; the Marshall Plan was a famous
example. More recently, aid has been used
to promote the foreign policy and security
objectives of the leading nations in the post
9-11 world, as examined in the 2006 Reality
of Aid Report.

These concerns have not abated. The
Reality of Aid authors present studies
showing the continued use of policy-based
conditionalities by donors. The tying of aid
also remains an issue, whether by formal
contracts or more informal pressures. The
failure of bilateral donors to address supply-
led and donor-managed technical assistance
is a source of continued enforcement of
conditionalities and delivers largely
ineffective aid.

In terms of meeting commitments to
aid increases, donors are significantly off-
track in their commitment to reach the UN




target for aid spending of 0.7% of donors’
Gross National Income (GNI). The DAC
measurement of overall performance (the
ODA/Gross National Income ratio) fell from
0.33% in 2005 to 0.28% in 2007.

Furthermore, current donor trends
show reliance on debt relief initiatives to
make up for shortfalls in ODA
contributions. This seems to be an act of
bad faith to distract attention from the lack
of actual aid delivered. Excluding debt relief
and support for students and refugees, ODA
was unchanged at 0.22% of GNI in 2005, 2006
and 2007.

Donors are also failing to meet their
commitment to add at least US$25 billion
to their aid for Sub-Saharan Africa by 2010.
The reality is that only 28% of new aid
money allocated 2000-6 was to honour
donor pledges to increase aid spending for
poverty reduction and the MDGs. A greater
percentage has gone on foreign policy
interests, dominated by aid to Iraq and
Afghanistan.

This Report also notes the fast growing
use of “aid-for-trade”, intended to assist
developing countries in benefiting from WTO
agreements, but whose terms, CSOs argue,
are strongly biased against the interests of
the poorest countries.

The signing of the Paris Declaration on
Aid Effectiveness in 2005 was welcomed by
many as a sign that donors were willing to
recognise and seek to rectify the
inadequacies of generations of aid policies.
However, the Reality of Aid authors argue
that the commitments made do not go
nearly far enough and that, despite the
rhetoric, aid relationships have not
significantly changed in recent years. By
failing to put human rights at the heart of
development policy, the Declaration fails to
tackle deep-seated obstacles that have
stood in the way of aid being an effective
resource to address the acute conditions
facing poor and marginalized people.

More far-reaching reforms are urgently
needed. The role of the International
Financial Institutions (IFIs) in distorting aid
policies and enforcing policy

The Reality of Aid 2008

conditionalities on developing countries
needs to be challenged. Of particular
concern is the way they manage to control
the purse strings of bilateral donors through
their gate-keeper role.

Beyond that, key principles of
democratic ownership, transparency, donor
accountability and development
effectiveness need to be respected.
Strengthening democracy is fundamental for
achieving the purposes of aid and
international cooperation: to eradicate
poverty and reduce inequality. Reforms to
date have failed to take on board this
essential lesson and give priority to
strengthening “democratic and local
ownership” in aid relationships. Rather, the
evidence in this Report is that democratic
ownership continues to be undermined and
poor and discriminated communities remain
marginalized from decisions and resources
that might improve their lives.

In this year, 2008, there has been
unprecedented debate on the effectiveness
of aid among civil society, donors and
governments, in the lead-up to the 3™ High
Level Forum on Aid Effectiveness (HLF3) to
be held in Accra in September 2008. HLF3
offers a strategic opportunity for
governments, not only to review their
limited progress against their Paris
Declaration commitments, but to set a truly
ambitious agenda for aid reform for the next
two years. The outcomes of the Accra
Forum will be a litmus test for the
credibility of commitments to genuine aid
reforms by donors and governments, which
they initiated in the 2005 Paris Declaration.

The Findings of the
2008 Reality of Aid Report

The only true measure of aid’s
effectiveness, according to authors of the
2008 Reality of Aid Report, is its sustained
impact on reducing poverty and inequality -
its support for making progress in
implementing human rights, in achieving
gender equality, in deepening democracy
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and promoting environmental sustainability.
On these measures, the Report documents
deeply troubling trends and failure in
reforms undertaken to date.

1. Aid relationships have not
fundamentally changed

Aid continues to be a source of power,
used by donors to override national
democratic systems - or the emergence of
these - in recipient developing countries.
Despite commitments to the contrary,
donors continue to impose policy-based
conditionalities through their aid, either
directly or indirectly. These are deeply
incompatible with democratic and local
ownership and expose donor hypocrisy in
their claim to respect “country
ownership”. Donor policies continue to
impact upon the sovereignty of national
governments and undermine democratic
institutions and structures by cutting
parliaments and representative
organisations, including CSOs, out of
political discussions.

It is common to see donors claiming
that the conditions applied are developed
from locally owned performance review
processes when, in practice, their formal
or informal influence on these processes
from an early stage severely limits the
ability of recipient countries to genuinely
make their own policy decisions. For
example, the details of Australian bilateral
aid to Papua New Guinea reveal that they
have replaced the previous system of formal
aid conditionality with a system of
incentives, which uses policy reform
benchmarks to trigger additional aid. The
tremendous influence exerted over
national development strategies means
that the real issue is not so much whether
aid policies align with these national
strategies, but how these plans are
developed in the first place.

This reality is possible because of the
overall lack of donor accountability to both
their citizens and the recipient countries

in which they operate. Whilst the recipient
countries are held accountable to donors
under the threat of having aid withheld, the
inverse relationship is not currently
possible. There are no mechanisms by
which recipient countries can hold donors
to account. The position of CSOs and
citizens in this relationship is even weaker.
Whilst they struggle to hold their own
governments accountable, CSOs from the
south have little or no opportunity to
demand accountability from donors. Donors
are much too distant for many grassroots
organisations to reach and too often do not
actively seek or listen to the loud voices
coming from the people most affected by
aid allocations.

The continued lack of democratic and
local ownership of development policies in
recipient countries enables the
continuation of flawed unequal aid
relationships. This includes the emergence
of new forms of tied aid, typically linked to
existing power imbalances in the aid system,
particularly in access to supposedly open
tendering processes for aid contracts.
Companies that are well integrated in
developing countries - often thanks to the
benefits of previous tied aid - are able to
‘win’ dubious procurement contracts and
then encourage their government to
support the project. The end result
equates to tied aid even if it is arrived at
from a different direction. As an example,
CSOs have raised significant concerns about
the awarding of controversial new
procurement contracts to Italian firms for
dam building projects in Ethiopia.

Similarly, the extended use of
microcredit schemes aimed at individuals in
developing countries, according to Reality
of Aid authors in this report, reflects less a
well thought out approach focused on the
needs of particular individuals and more an
attempt by donors and financial institutions
to reap the economic benefits available to
them from such loans.

These conclusions are supported by
the evidence of the Global Trends chapter




and the OECD donor country reports. These
papers highlight the fact that:

official ODA figures tend to include
debt relief and support for
students and refugees in donor
countries, thus distorting the real
value of the aid claimed - ODA
performance, excluding debt relief
and support for students and
refugees, was unchanged at 0.22%
of GNI in 2005, 2006 and 2007;

aid in constant dollars (adjusted for
inflation and exchange rate
changes) was no greater in 2007
(US$72.9 billion) than it was in 2004
(US$71.9 billion);

overall, DAC donors are a long way
from meeting their commitment to
give 0.7% of their GNI as ODA - only
five countries now meet the target;

the gap between aid and wealth is
growing - aid per capita has nearly
halved since 1995;

only 28% of new aid money 2000-6
was to honour donor pledges to
increase aid spending for poverty
reduction and the MDGs;

future debt is still an issue - ODA

loans made up about 16% if bilateral
aid in 2006;

technical assistance, as a
proportion of all bilateral aid from
DAC donors (net of debt relief
grants), averaged 38% between 2004
and 2006 and remains largely tied to
Northern contractors and donor
control;

The Reality of Aid 2008

* there is a totally inadequate focus

on tackling donor conditionality
and tied aid;

® since 2003, less than a third of all
bilateral ODA has been available for
programs for which developing
country partners can determine
their own priorities;

® gender equality issues are invisible
in donor accountability - gender
equality-focused ODA is still not
reported systematically by donors;

®* non-debt aid to Sub-Saharan Africa
2004-6 increased by only an average
of 8.8%. If donors are to meet their
commitment, aid to Sub-Saharan
Africa will have to increase by 30%
each year from 2007 to 2010;

® aid allocations to the most severely
conflict-affected countries, not
including debt relief grants,
increased from 9.3% of total ODA in
2000 (for 12 countries) to 20.4% (for
10 countries) in 2006; and

® the distribution of aid among
severely conflict-affected countries
was also highly unequal in 2006 -
Iraq and Afghanistan accounted for
close to two-thirds of it.

Finally, it was noted that growing
private sources of aid and emerging donors
may increasingly challenge the influence of
DAC donors. However, at the same time, a
more anarchic array of aid channels may
also reduce the potential for the citizens of
the poorest countries to achieve real
ownership in support of local and country-
determined priorities.
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2. The IFIs have significant responsibility
for the lack
of change

International Financial Institutions (IFIs),
often acting as lead-donors, represent most
fully the entrenched and collective power
of the donors in their governance and act
as a barrier to more progressive aid
delivery. The IMF adopted revised guidelines
on conditionality in 2002 and the World
Bank conducted a review of aid
conditionality in 2005 in which both
institutions committed to reducing the
overall number of conditions and ensuring
that those attached were drawn from
nationally developed poverty plans.

However, CSO monitoring of their
performance reveals that, in reality, policy
conditions are still applied regularly by
the IFls, in a way that seriously undermines
country ownership of development policies.
More than one article and the global aid
trends chapter in this report quote a 2007
Eurodad evaluation® that concluded that
“more than two thirds of loans and grants
(71%) from the World Bank’s International
Development Association (IDA) still have
sensitive policy reforms attached to them
as conditions. The majority of these are
privatisation-related conditions.”

Even more recently, a 2008 Eurodad
report? found that “the IMF has not
managed to decrease the number of
structural conditions attached to their
development lending. Moreover... a quarter
of all the conditions in Fund loans approved
after 2002 still contain [highly sensitive]
privatisation or liberalisation reforms.”

Beyond merely the direct conditions
that IFls apply to their aid, they also exert
tremendous power over recipient countries
through their dominant influence over the
wider donor community. The IFIs’
‘gatekeeper role’ in signaling resource
transfers - by which other donors allocate
resources based on the IFls’ macro-
economic assessments of particular
countries - is a source of tremendous
power, which limits the ability of recipient

countries to reject IFl prescriptions and
seek aid elsewhere. Any positive tendencies
among bilateral donors for reform (on
conditionality for example) are rendered
ineffective by their failure to reform the
policies and governance of the IFIs.

Furthermore, the Paris principle of
harmonisation of donor terms for aid is, in
many cases, only serving to increase the
capacity of the IFls to exercise policy
control over developing countries. As the
dominant partner, the IFls are able to push
for harmonization around their own agenda,
rather than harmonization around a
genuinely national approach emerging from
democratic processes. This has reduced
competition between donors and choice in
aid relationships still further.

3. The Paris Declaration does not go far
enough - it fails to recognize human
rights as the heart of development

policy

Overall, the Paris Declaration on aid
effectiveness fails to deliver an aid agenda
that serves to improve the lives of the
poorest people in developing countries
because it has failed to put human rights
and democratic ownership at the heart of
development co-operation.

Whilst it is hard to disagree with the
five Paris principles as such, it is apparent
that they are insufficiently tightly defined
along the lines of human rights, equality
and sustainability. This means that it is
possible for donors to implement the
principles without improving development
effectiveness. The power in aid
relationships is still heavily weighted on the
side of donors, and the declaration does
nothing to check this imbalance. The aid
effectiveness being promoted remains
essentially donor centred.

The table next page summarises the
issues at play.

These issues translate into specific and
concrete problems in the reality of aid
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Paris Principle

Issues

OWNERSHIP: Partner countries should
exercise effective leadership over their
development policies, and strategies and
co-ordinate development actions

ALIGNMENT: Donors should base their
overall support on partner countries’
national development strategies,
institutions and procedures.

HARMONISATION: Donors’ actions should
be more harmonised, transparent and
collectively effective

MANAGING FOR RESULTS: Decision-making
and resource management should be
improved towards a results-focused
approach

MUTUAL ACCOUNTABILITY: Donors and
partners should be mutually accountable
for development results

Real ownership includes but cannot be
limited to government leadership over
development policies. The people and
communities most affected by
development policies must have
ownership over them. This means not just
‘ownership’, but ‘democratic and local
ownership’.

It is not enough that donors link aid to
countries’ national development
strategies, it must also be clear that
these strategies have been developed
independently by recipient countries in
the context of democratic and local
ownership. The ‘behind-the-scenes’
impact of advisers, consultants and
informal pressures from donors are key
issues.

Unfortunately, a serious adverse effect of
harmonisation is to reduce aid
competition and limit the choices for
recipient countries. It reinforces the
position of the IFls as the principal
arbiters of aid policy.

Managing for results can only be effective
when the results being targeted are
poverty reduction and the promotion of
human rights and gender equality. When
the ‘results’ being managed are economic
policy reforms, then this “principle’
becomes a justification for conditionality.

The principle of mutual accountability
requires the development of specific
mechanisms by which aid recipients can
hold donors to account. Once again this
must not be limited to recipient
governments, but must also include the
communities most affected by aid
expenditure.

10
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These issues translate into specific and
concrete problems in the reality of aid
practices today. National parliaments and
civil society organisations are not effectively
enabled to fully engage in the decision-
making processes around setting national
policy agendas and determining the
direction of aid spending. The result, as set
out in several papers in this report, from
around the globe, is significant negative
impacts of aid on some of the poorest and
most marginalised communities in the world.

This failure of the Declaration to address
key concerns is also reflected in the
continued large numbers of missions with
which recipient countries have to comply,
increasing the transaction costs of aid and
stretching their capacity to engage in
effective policy implementation.

Much was made of the political signal in
the signing of the Paris Declaration in 2005.
However, the implementation of the key
principles agreed in Paris so far reveal that
much of the content of the Declaration is
simply rhetoric and has not fundamentally
changed the reality of aid relationships. The
principles are in practice limited to technical
issues of aid management rather than to
successful development policy-making.

Recommendations: What is Needed
for Aid Policies to Facilitate Development
Outcomes for the Poorest Communities

The Reality of Aid Network, involving
hundreds of CSOs globally, calls for the
urgent implementation of the following
proposals. The Network is committed to
pursue them vigorously over the next two
years as the foundation for deep and
meaningful reform of aid for the purposes of
reducing poverty and inequality:

1. Aid effectiveness commitments must
be clearly and demonstrably refocused
on implementing human rights
obligations and standards, including
the right to development

International human rights obligations for all
countries must be the essential framework
of determining the purpose and means for
delivering aid. Governments, donors and
CSOs should come together to reiterate
that the primary objective of aid is to
combat poverty and hunger and promote
education, health and gender equality in
ways that respect human rights and
environmental sustainability and justice.

The aid effectiveness agenda is crucial,
but will have little impact if it does not
tackle difficult issues in the aid regime. Aid
can no longer be assessed as ‘effective’
without showing any impact on poverty,
disease, hunger and under-education in
developing countries. The Paris Declaration
needs to be reviewed to address central
issues of inequitable governance and the
terms and conditions in the aid system
emerging from the profound imbalance
between donors and governments.

A total change of philosophy is needed
away from the traditional ‘donor-recipient’;
power-based model towards a model that
sees shared responsibilities towards
promoting the right to development. Official
Development Assistance (ODA) needs to be
treated as a global public good held in trust
by donors and recipient governments to
complement and reinforce efforts by
communities themselves towards their own
development.

2. Donors and governments must promote
democratic and local ownership,
including active inclusion of
parliaments, CSOs and citizens in
policy making and agenda setting

Democracy is the best institutional, political
and cultural environment for the fulfillment
of the rights of all people. Democratic and
local ownership of policy making ensures
that policies are made with a full awareness
of the facts and the reality facing the
people on the ground. This helps reduce
the likelihood of misconceived policies or
mismanaged implementation.
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Democratic and local ownership implies
full participation of citizens both directly
and through their representative bodies:
parliaments and CSOs. The expressed
priorities of those living in poverty and
those facing discrimination and inequality
must be taken into account to better
enable polices to facilitate their efforts to
develop.

Strengthening democratic and local
ownership is therefore critical to the
achievement of the purpose of international
cooperation and aid. Both recipient
governments and donors have a duty to
ensure that the voices of the people most
affected by aid policies are not ignored, but
are taken into account when allocating
resources and agreeing strategies.

3. Genuine and regular mechanisms are
needed to hold donors to account and
monitor development effectiveness

To ensure the effective and appropriate
allocation of resources, donors need to be
accountable for the aid that they deliver.
They must be accountable to the recipient
countries and ultimately the citizens of
these countries who are most affected by
their policies, as well as their own citizens.
Accountability means donors having to
justify their actions (answerability) and
others having the ability to rectify or
sanction poor performance by donors
(enforceability). This requires transparency
and openness with predictable
opportunities for full and open dialogue on
aid processes, priorities, agreements and
assessments of progress. These processes
should include recipient governments, but
also representative bodies of the people,
including parliaments and CSOs and the
local communities that are the intended
beneficiaries of international cooperation.
Accountability and the successful
realisation of long-term aid policies require
the ability to monitor the achievements of
aid against policy objectives and also their
failures and unintended consequences. This
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enables the continuation or improvement of
good practices and the modification or
cancellation of bad ones towards more
efficient and effective reduction of poverty
and promotion of human rights. Such
processes should draw upon existing human
rights monitoring modalities mandated in the
United Nations.

Taking into account the current
weaknesses of the UN and the lack of
balance within the OECD, further discussion
is also needed towards the creation of a
more equitable multilateral body to oversee
the international aid system. This body
could negotiate policies for aid and
development effectiveness, with
independent monitoring and evaluation
mechanisms and ensure a human rights and
sustainable development focus is maintained
throughout.

4. The highest standards of openness and
transparency on the part of all
development actors are essential

Underlying several of the recommendations
set out in this report is the essential need
for openness and transparency by those
operating in the field of development policy.
If these principles are not applied through
the highest standards, then other principles
such as democratic ownership and
accountability become impossible.

High standards of transparency would
reduce the likelihood of inappropriate,
ineffective and even harmful aid allocations,
since issues from affected communities
could be identified early and impending aid
projects challenged. They would also
contribute to reducing problems of
corruption where these occur.

Transparency and openness are not just
about letting people see what you do, but
making sure that people are informed about
what is happening and have the opportunity
to respond. This requires the timely
provision of information and clear spaces
and pathways of engagement for citizens.
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These standards must cover
information, processes, meetings,
objectives, planning, funding and
monitoring to ensure that democratic
ownership, accountability and effective
monitoring can take place at each stage of
the process.

5. Donors, including the IFIs, must
commit to eliminating all types of
imposed policy conditions from their
aid and untying their aid without
restrictions by 2010

Imposed conditions are incompatible with
all of the recommendations set out above.
They override democratic governance, are
based on the antithesis of openness and
transparency, result in no accountability,
and fail to adopt an approach targeting the
realisation of human rights and the
reduction of poverty. They can no longer
be seen as an acceptable practice.

Similarly, the practice of forcing
developing countries to open up their
procurement markets to companies from
the developed world must be replaced by
policies that support developing countries
in building strong procurement systems that
are appropriate to their development
needs. All industrializing countries have
supported their own small and medium
enterprises through public procurement
contracts to respond to the country’s
needs during their development; developing
countries must not be deprived of the same
opportunities.

It is not enough to reduce conditions,
since donors are able to simply group
several issues together into one condition,
or rename them as “benchmarks”, thus
meeting the requirement without any
actual improvement in performance.
Furthermore, it is not the number of
conditions that is the most important thing
so much as the nature and sensitivity of the
conditions applied, particularly where they
apply to the privatisation and liberalisation
of key sectors.

Furthermore, donors should fully untie
their aid without restrictions, including
food aid and technical assistance. Tied aid
restricts the ability of developing countries
to spend resources in the way they choose
and on the things they need most for their
development. Not only does this impact on
the potential effectiveness of the aid in
promoting development but directly
undermines democratic ownership of
national policies and expenditure.

Direct budget support should be
favoured as a means of enabling developing
countries to fund long-term development
planning and investment. This support
should be given in ways that allows
democratic processes to decide how the
money is spent - an approach which EC
funding is starting to demonstrate.

6. Donors must cancel all illegitimate
debt and the debt of the poorest
countries and increase both the
volume and predictability of aid.

Just as banks during a credit crisis or
businessmen during a bankruptcy are
supported in writing off bad debts, so the
poorest countries must be supported in
writing off their debts, which in many cases
were undertaken without public consent in
the first place. lllegitimate debt and the
debt of the poorest countries undermine
the efforts of aid allocations to promote
development and keep countries locked
into dependence.

Furthermore, whilst this debt
cancellation is an essential pre-condition
for development, actual aid is still needed
to give an impetus to development in the
countries concerned. Donors must meet
their commitment to allocate 0.7% of GNI to
ODA without counting debt relief initiatives,
refugee costs or student costs to that
total.

As well as increasing the volume of aid,
donors should also increase its
predictability so that recipient countries
can make the necessary planning to develop
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successfully. Commitments by donors to
support developing country government
budgets are welcome, but require
predictable multi-year commitments and the
delivery of those commitments on schedule.
A big issue here is providing sustained
budget support that can be used to fund
the increase in workers needed in key
service sectors such as health and
education. But budget support mechanisms
must also include avenues for sustained
democratic engagement and participation.

7. Donors and governments meeting in
the September 2008 Accra High Level
Forum Il must agree on an Accra
Agenda for Action that sets in motion
ambitious initiatives over the next two
years to deepen their commitments to
aid reform beyond the Paris
Declaration.

Civil society organizations, north and south,
have welcomed and responded to recent
opportunities to reflect with donors and
governments on progress in aid reform and
the implementation of the 2005 Paris
Declaration. This Reality of Aid report
documents the reality in actual aid
practices that many CSOs experience as
development actors, confirming their deep
concern and scepticism about progress to
date and the actual commitment to reform.
But the Accra High Level Forum presents a
unique opportunity to set a new and more
authentic course for aid reform.

CSOs, working together in the
International Steering Group (ISG), which
brings together Reality of Aid Network CSOs

Notes

* Untying the knots: How the World Bank is failing to
deliver real change on conditionality. Retrieved
from http://www.eurodad.org/uploadedFiles/
Whats_New/Reports/Untying%20the%20knots%20-
%20How%20the%20WB%20is%
20failing%20to%20deliver%20real%
20change%20on%20conditionality.pdf
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with other representative coalitions such as
Civicus, Social Watch, Alliance 2015 and the
Association for Women’s Rights in
Development (AWID), have presented a
practical agenda for deeper and more
fundamental aid reform:

* eliminate the use of imposed policy
conditionality

* reform the practice of technical
assistance as a demand-driven resource
for developing country counterparts

®* make growing aid budgets more
predictable and aligned to priorities
determined by people who are the
intended beneficiaries and affected by
aid

® creating robust mechanisms for
accountability served by increased aid
transparency

® establish development indicators for aid
effectiveness based on impacts for
poverty reduction, gender equality,
human rights and social justice.

® set the agenda for a visionary HLF IV in
2011 that addresses the need for an
equitable multilateral aid architecture
that includes CSOs as equal
development partners and enshrines
human rights, social justice, gender
equality and environment at the heart
of aid effectiveness.

The ISG will be active in Ghana
promoting this plan for the next two years
that would result in real outcomes for
developing countries and people living in
poverty.

2 Critical Conditions: The IMF maintains its grip on
low-income governments. Retrieved from http://
www.eurodad.org/uploadedFiles/Whats_New/
Reports/Critical_conditions.pdf

14



Chapter 1
Aid Relationships
Have Not Changed




The Reality of Aid 2008

Introduction

The first chapter of the 2008 Reality of Aid
Report sets out how, underneath the
superficial changes and the commitments of
donors, the fundamental realities of aid
relationships have not significantly changed.

Indonesia

An article from the Indonesian NGO INFID
explains how it has remained impossible to
have equal relationships between donors
and recipients based on mutual
accountability given the power imbalances
between the two. Countries such as
Indonesia have been led into a situation of
aid dependency, with the people of the
country having to pay for the debts
incurred by corrupt and repressive regimes.

In Indonesia there is an explicit
commitment to country ownership.
However, the reality is that this ownership is
being manipulated through World-Bank-led
agencies, demonstrating collusion and
nepotism, which coordinate their
programme priorities. They force NGOs and
sub-national authorities to reorient their
activities along these lines. Bottom-up
processes risk being undermined by this
approach.

The reality is that aid has been used to
undermine the interests of the people,
causing evictions, displacements, the loss of
property and the loss of access to better
lives. Even international NGOs are sometimes
forced to work according to the terms of
the World Bank agencies because of their
desperate need for funding.

Bangladesh

The Bangladeshi NGO VOICE highlights the
continued impact of conditionalities on the
ability of democratic processes to take
ownership of development in poor
countries. A prescribed neo-liberal model of
development is being promoted by the rich
nations and IFls which use their control of
aid flows to pressure recipient countries
such as Bangladesh into market
liberalisations and privatisations of key
public services. Donors interfere in the
political, economic and cultural spheres.

Although donors are now working
through Sector Wide Approaches (SWAps),
which are theoretically based on a
government-led programme to which all
donors contribute funds, the reality is that
these SWAps are often led by donors and
simply endorsed by government.

CSOs have criticized donors such as the
ADB for pursuing their own priorities,
setting aside the national interest. Recently
they conducted an independent mid-term
review of the education SWAp, finding that
procurement policy was not following the
rules of sector-wide approach. Instead of
the expected one fund, three funds exist in
the project and the government, the ADB
and the pool of donors are using their own
procurement policy. UNICEF, JICA and AusAID
are also expending in parallel for teachers’
training and other activities. As a result the
entire procedure has become cumbersome
and less accountable.

It has been shown that aid
conditionality hampers the development of
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the countries they are supposed to help
and infringes on countries’ democracy and
sovereignty. Poor and marginalized groups
such as indigenous communities, women,
and fishing communities in particular have
been left out of the aid discourse and
policy conditions can undermine already
fragile independent and democratic
political frameworks.

Some of the consequences of aid
policies in Bangladesh undertaken with a
total disregard for the voice of civil society
have been to: increase the price of gas and
power; increase the cost of production and
thus reduce the competitiveness of
Bangladeshi products; seriously damage
indigenous wildlife, fish and crop
biodiversity; flooding of agricultural land;
and displacement of communities.

Australia

The Australian NGO AidWatch presents the
interesting case study of changes in
bilateral aid to Australia’s former territory
of Papua New Guinea (PNG) to show the
continued vulnerability of aid funds to
becoming instruments to serve the shifting
commercial and foreign policy interests of
donors.

Australia has ostensibly adopted a more
‘partnership-based’ approach to bilateral
aid with PNG in recent years. This has
involved the shift from project aid to
Sector-Wide Approaches (SWAps), and the
elaboration of new, locally-owned
performance and budgetary mechanisms to
better manage aid flows.

However, the reality is that new kinds
of conditionality have emerged, linked to
aid outputs and performance reviews, with
a system of benchmarks used to trigger
additional funding packages. Whilst the
payments are to be spent in PNG’s priority
areas such as health and education, the
benchmarks pertain to policy reform
objectives in Australia’s priority areas of the
economy and governance. It is clear in this
case that the ‘partnership’ approach is still
defined in donor terms with entrenched

power relationships continuing to pervade
these newer aid modalities.

Tied aid and technical assistance are
proving particularly resistant to changes in
the international aid architecture with
funds still going to Australian companies and
consultants even if not formally tied. This
undermines democratic participation and
results in aid that fails to reach the poor
and marginalised.

Italy

The case study presented by the Italian
NGO CRBM examines the use of Italian aid in
Ethiopia, not so much to promote this poor
country’s urgent development needs, but to
subsidise a major Italian company operating
there. The Gilgel Gibe Il hydro-electric
project appears as a case of super-tied aid
from Italy, lent in a situation full of shadows.

Once again, there has been a move
from formally tied aid to a more subtle
version of the same thing. Rather than giving
aid to Ethiopia on the contractual condition
that it spend it on specific Italian goods,
the company leads the way in obtaining the
allocation of a significant contract from the
Ethiopian government. Official Italian
development aid is then sought for this
specific project.

Numerous problems are outlined in this
case, including the lack of transparency in
the tendering processes, the lack of
respect for environmental provisions and
adequate risk assessments in starting the
work, a lack of consultation with the people
on the ground who are most effected by
the project, and a lack of coherence with
Ethiopia’s major development needs.

India

PIRC seeks to raise awareness of the fact
that all is not positive in the increasing
emergence of extensive micro-credit
schemes. The recent trends indicate that
microcredit programs are moving positively
away from the ‘development as charity’
model, but towards a more profitable
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‘development as business’ approach, as
financial institutions see the impressive
returns from these schemes. The logic of
these schemes then switches from poverty
reduction to profit-making, which has
serious consequences for the
appropriateness of loans to a supposedly
beneficiary population that instead ends up
indebted.

Micro-credit can play a valuable role in
giving people the opportunity to rise from
poverty. However, it is not a panacea. In
places where the infrastructure, health and
education services, employment, food and
water supplies are all inadequate,
microcredit will, at best, provide very fragile
micro-solutions in specific cases.

The authors suggest that microcredit
depends on wider changes in the
development agenda to be successful. Many
women entrepreneurs need support
services, such as child care, as well as other
urgent needs to be able to develop a micro-
business successfully. There is already
evidence that people in desperate
situations are using micro-credit as a stop-
gap measure to buy essential goods, getting
themselves into even more precarious
situations of indebtedness.

The Philippines

The article from the IBON Foundation
focuses on the lack of democratic
ownership in development policies. This
means that aid goes primarily to furthering
foreign and elite policy interests and only
secondarily to addressing the country’s
considerable development needs. Outside
forces have strong direct and indirect
influence over the Philippines’ policies and
large parts of aid are disconnected from
social realities and priorities.

Formal mechanisms for greater public
involvement in development policy making in
the Philippines are either absent,
underutilized or even bypassed and
subverted. These internal weaknesses stem
from the on-going democratic transition.
The author also highlights that recent years
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have even seen worrying anti-democratic
tendencies.

The article asserts that a major problem
is that CSOs are disconnected from large
parts of aid and aid-related processes.
Infrastructure projects and program loans
take up at least two-thirds of total ODA and
there is no indication that it is standard
practice for CSOs to be involved in setting
project or program frameworks. They are
for the most part seen as mere
implementers of grassroots projects largely
designed according to donor preferences
and priorities. There is rich anecdotal
evidence of projects inappropriate to
actual needs and communities’ overall
politico-economic context being
implemented because of this approach.

Conclusions

The reforms in the aid architecture
emerging from the Paris Declaration and the
development of alternative solutions such as
micro-credit schemes may seem to be
positive steps on the road to successful
sustainable development for the world’s
poorest countries. However, according to
the Reality of Aid authors, these trends
have to be seen in the context of an
increasingly exploitative global order in
which the dominant position of donors and
financial institutions is used to drive macro-
economic policies of liberalization and
globalization.

This reality of aid means that
democratic ownership is more rhetoric than
reality and that many of the steps forward
through aid allocation are accompanied by
steps back as countries face indebtedness
and loss of control over key policy
directions and services. Problems arise both
from the unacceptable influence of
economic powers— through practices such
as tied aid and the enforcement of policy
conditionalities — and from internal
weaknesses within many developing
countries.

Rather than being merely technical or
theoretical problems, these issues are
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Aid Relationships Have Not Changed

having direct and negative impacts on the their own natural resources, which instead
lives and livelihoods of some of the world’s contribute to the increasing wealth of
poorest communities. In the name of Northern governments and companies.

development they are losing control over
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Aid is Power - The Challenge for CSOs
and Democratic Ownership

Don K. Marut
International NGO Forum on indonesian Development (INFID)

Introduction

Aid relationships are relationships of power
and have become an issue of global politics.
In such power relations, inequality, and, to
a certain extent, injustice can become
principal characteristics. It has been
revealed by various sets of research and the
testimonies of key actors over the years
that injustice has been systematically and
structurally created and maintained in
development policies by certain political
and economic world powers.

Who gives aid holds power, at least over
what the aid is used for. Additionally, various
conditionalities linked to other policy areas
that favour donors are imposed on aid
recipients, who, in many cases, are then
trapped in a situation where they have to
accept further conditions, even when these
are harmful to their citizens.

It is clear from the data that foreign aid
has impacted upon the citizens of recipient
countries. Some have benefited from the
aid, but the majority of citizens are
affected in more negative ways. Citizens
have to bear the burdens of debt
repayments, whilst the benefits are mostly
felt by the repressive and irresponsible
regimes supported by technocrats in the
country who act as the extensions of the
international donors. In many cases, people
have had to accept that they must concede
all their ancestrally inherited property
rights on natural resources to transnational
corporations and that they must pay for
expensive public services.

Indonesia has historically been a clear
live case.! The mainstream development
philosophy since the late 1960s has been
dominated by the technocratic and top-
down approaches implemented by the
repressive military power. Growth-oriented
economic policies were introduced, mainly
representing the interests of the donors.
The technocrats in the Indonesian
administration were trained to serve the
interests of the donor countries and the
international financial institutions. The
military and the technocrats were the two
sides of the same coin in the state-led
economic development projects and
programs.

The occupation of East Timor by the
Indonesian military was also a consequence
of the policies of the leading political and
economic world powers. Despite pressure
from global citizens and the United Nations
against the violation of human rights in East
Timor - and several regions in Indonesia
during the reign of the repressive military
regime - the donors continued to support
the latter.

Despite the poverty, violence and denial
of the rights of the people, the donors
were well coordinated in supporting the
military dictatorship of General Suharto
through the IGGI (Inter-Governmental Group
on Indonesia). Every year, before the
government approved the annual budget,
the development plan had to be submitted
to an IGGI Meeting for approval. This was
replaced by the CGI (Consultative Group on
Indonesia) in 2002, which lasted until early
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2007 when it was terminated by President
Susilo Bambang Yudoyono.

Even when democracy is established,
the government cannot easily get rid of the
power attached to past foreign aid.
Injustice continues and the people
continue to have to pay the high taxes
necessary to repay the foreign debts that
were not even beneficial to them but were
accepted by the repressive regime for its
own benefit and that of the donors.

Democratic Ownership

Given the importance of aid relations to
people’s lives and their links to power
relations, how should aid mechanisms be
managed? It may seem to make sense to
look at achieving equal relations between
the aid providers and the aid recipients.
However, in reality, such a goal seems
implausible; how can aid be determined by
the recipient while the aid belongs to the
provider or donor?

Aid has become a commodity
exchanged in a market. For that market to
work effectively, buyers and sellers
(recipients and donors) need to have equal
positions. Notably, recipients should have
the freedom to make choices based on
their own utility preferences. However,
since the (repressive and technocratic)
regimes in developing countries have been
puppets of the donors, it has been
impossible to have equal positions in the
transactions. This has been particularly
true where economic policies were
designed such that the economy became
dependent on foreign debts.

Since both providers and recipients are
public institutions that represent their
countries, their freedoms in the aid market
transactions should be limited by the
mandates of their citizens. Where the
citizens have little or no control over the
actions of their government, the
democratic ownership breaks down. In the
Indonesian case, the senior bureaucrats
who are the main actors in the aid

negotiations are from the previous regime
and had been recruited not on merit but on
collusion and nepotism. These technocrats
are the guardians of the interests of the
multilateral financial institutions and
transnational corporations rather than
those of the citizens. In such cases, it is
clear that it is against the spirit of
democracy when ownership of aid is limited
to government ownership.

The Paris Declaration (PD) has provided
fresh momentum for changing aid
mechanisms to allow recipient countries to
have a more equal position with donors. The
use of the term “partner” in the PD instead
of “recipient” is promising. The PD puts
“ownership” as the first principle, implying
that the partner country should have the
ownership of the aid and the aid-supported
projects and programs. What is key here is
that this means country ownership and not
government ownership. This implies that all
sectors of the country should be involved in
determining whether the aid is needed or
not and how it is used, and in monitoring
the implementation of the projects and
programs supported by the aid (grants or
loans). Although governments represent
partner countries, they can no longer act
unchecked, but have to be accountable to
the country as a whole, meaning the
citizens, parliament, business sectors and
civil society.

Democratic ownership also implies the
participation of the people from the very
first design stages of any project or program
to be funded by foreign aid. The project
and program implementation should similarly
be transparent and directly or indirectly
accountable to the people through
democratic procedures at thnational and
sub-national levels.

Donors Club: Against the Spirit
of Democratic Ownership?

If democratic ownership can change aid
mechanisms at the conceptual level, can it
be implemented in practice at partner
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country level? The realization of ownership
at country level is not as easy as it might be
hoped. There is a push-and-pull between
the partner country and the donors and
among the donors based in the country. It
seems it is not easy for the donors,
particularly the multilateral institutions such
as the World Bank and Asian Development
Bank, to just allow country ownership to
function.

Whilst ownership is respected more in
theory, there is a tendency for the donors
to try to manipulate this ownership. The
World Bank in Indonesia has established
several agencies that act as donors’
consortia, each with its own scope of work
and area of coverage. These include the
Decentralization Support Facility (DSF),
Multi-Donors Trust Fund (MDTF), SOfEI
(Decentralization Support Facility for
Eastern Indonesia) and SPADA (Support for
Poor and Disadvantaged Areas). The
rationale given for the establishment of
these agencies is to facilitate coordination
among the donors, but in practice seems to
be more about manipulating the country
ownership.

Concerns have been increasingly raised
over the presence of these agencies. The
donors pool their funds in the agencies,
which either implement their own projects
or distribute funds to other agents,
whether international or local NGOs,
national ministries or local governments.
Given this more centralized control of the
aid flow, it is then of major concern that
these agencies are not under the
supervision of government or of democratic
institutions, but are designed, managed and
controlled by the World Bank. Some
Indonesian academics and politicians sit on
the Boards of the Agencies, but have only
ceremonial functions in practice.

Since these agencies act as the new
donors in the country with their own
program priorities, the NGOs and sub-
national authorities who need funds have to
align their activities with those priorities.
These agencies are small in number, but
given their control of the aid flow, are able
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to determine the agenda for development
projects of the sub-national governments
and NGOs that receive funds from them.
The agencies can thus be seen as the
conductor of the orchestra of the NGOs
and local governments. This impedes the
genuine initiatives of local NGOs, local
communities and sub-national governments.

Furthermore, in certain provinces in
the East of Indonesia, the staff members of
SOfEl are integrated within the structure of
the government.? But they remain free from
its procedures and obligations. The staff are
given special authority to advise the
governors directly on policy choices and in
many cases the SOfEl staff made the policies
issued by the governors.

These World-Bank-controlled agencies
representing the donors thus intrude into
the government system at the sub-national
level, from where they can redirect
discussions on bottom-up development
planning. The development plans seem to be
people-oriented through bottom-up
procedures and processes, but in fact are
made and designed by the consultants of
these World Bank agencies. The available
data reveals that the sub-national
governments where these World Bank
agencies are working submit proposals for
loans from the World Bank. The question
then arises as to whether these loans are
really taken in the interests of the people
in the region or for securing the jobs of the
World Bank staff (through on-lending loans)?
Does their presence and intervention not
manipulate the democratic ownership of
the aid and betray the basic spirit of
democracy that is emerging in the country?

The Role of CSOs
in the Democratization of Aid

Development programs, economic policies
and the repressive military power were the
effective devices in the past for securing
the interests of the donors and suppressing
democratic movements in Indonesia. Civil
society organizations, particularly NGOs,
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emerged to challenge these mainstream
development policies and the repressive
measures of the regime and to protect the
interests of the citizens.

The national and local NGOs, supported
by their counterparts in the North,
developed alternative development policies
and practices through participatory and
bottom-up approaches. The results of this
work are obvious: although the foreign aid-
funded projects displaced people and took
their property without compensation, local
communities were able to survive and
sustain their livelihood. With small support
from the NGOs, the social solidarity that
has become the main capital of the local
communities has kept them going.

The presence of NGOs close to the
local communities - rural communities and
urban poor communities - provides special
advantages for the implementation of
bottom-up and participatory approaches.
The local communities have easy access to
information and the NGOs are able to
receive first-hand information right on-site.
This enables both the NGOs and the local
communities to develop democratic
processes in designing community
development projects and action plans for
advocacy to protect their rights,
particularly in the face of the top-down
projects of the government and donors.

The support of Northern CSOs was
crucial strategically and practically at a
time when everything was made uniform
and was controlled by the regime.
Indonesia’s NGOs benefited in various ways
from the support of Northern CSOs. Firstly,
without the funding support of Northern
NGOs, many Indonesian NGOs would have
found it impossible to survive. Secondly, the
northern NGOs were the only sources of
important information and knowledge for
Indonesian NGOs. During the military
regime, there was strong control over the
flow of information, including about
development. All correspondence was
controlled and checked by the military;
even post offices were controlled.

Visits from Northern CSOs were used to
bring in new books and materials to be
distributed among NGOs in Indonesia.
Trainings, conferences and workshops held
outside the country and supported by
Northern CSOs provided substantial support
for the capacity-building of Indonesian
CSOs. This helped develop the ability of the
NGOs to deal directly in development
debates with government officials at all
levels, contributing alternative technical
solutions in development activities.

The possibilities for the participation of
CSOs in development planning improved
when the government of Indonesia issued
regulation No. 39/2006. The Regulation
outlines the procedures and processes of
participatory and bottom-up control and
monitoring of development planning and
implementation through annual district,
provincial and national development plans.
CSOs have more spaces and opportunities to
participate in the processes starting from
the village level up to the national level,
allowing them to monitor whether the
interests of the people are accommodated
in the district, provincial and national
development plans. To a certain extent this
participation is substantially meaningful for
communities; however, in other cases the
processes are unfortunately intercepted by
the rent-seeking groups, including the
World Bank agencies.

Another case where CSOs and
community groups participated and showed
their strong ownership was actually the
Poverty Reduction Strategy Paper (PRSP)
that was made in multi-stakeholders
processes in 2003 and has been taken as the
National Poverty Reduction Strategy
Document (NPRSD, or better known as SNPK
- Strategi Nasional Penanggulangan
Kemiskinan). The SNPK was integrated in
the Medium Term Development Plan 2004 -
2009 that was made into Law No. 25/2004.
The SNPK was made in participatory ways
and included a rights-based approach, and
had clear gender perspectives. For the
implementation of the SNPK, the
government has developed a National
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Program on People’s Empowerment (known
as PNPM) that sets out the details of
operational plans for poverty reduction
through promoting the capacities of the
local communities and providing funds for
development.

The participation of CSOs in providing
capacity- building support for local
communities to identify and formulate their
interests in the participatory planning with
the government and other stakeholders is
strategic for ensuring the democratic
ownership of the district, provincial and
national development plans. Importantly, the
process will determine whether the
development projects and programs should
be funded by foreign aid, by the
government budget or by the self-
sufficiency of the local communities.

Challenges to CSOs

The poverty reduction program brings
opportunities, but also certain challenges
for NGOs. The main challenges for
Indonesian NGOs relate to funding sources,
which, as we have seen, become sources of
power. The official donors prefer to channel
their funds to the World-Bank-managed
agencies rather than to UN agencies or
International NGOs. This means that the
International NGOs have to bid to the World
Bank agencies, or at least co-operate with
them to obtain funds. Although the agencies
are challenged by Indonesian NGOs, some
international NGOs based in the country
keep working with the World Bank agencies
because of their desperate need for
funding, without being aware of the risks
involved.

The first risk is the homogenization of
the development agenda, with the
communities and local governments
becoming convinced that the international
market, particularly the presence of
transnational corporations, is the best
institution for the economy and for the
people. Already, transnational corporations
(TNCs) have been integrated and accepted
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as part of Indonesian development. People
are proud of having investments from these
corporations in their regions, even though
the TNCs do not respect the rights of local
communities and deny them participation in
local development.

Secondly, projects supported directly
by loans and grants from the World Bank-
managed agencies risk undermining the
processes that have been developed by the
NGOs over the past three decades, as was
the case with the PNPM. Whilst there is the
regular bottom-up process of national
development planning, the planning for the
poverty alleviation program is conducted in
separate procedures.

A third risk is duplication of effort and
consequent inefficient use of resources.
Several big NGOs have established training
centers with national and local coverage
and have trained thousands of community
animators, facilitators and development
managers. At present the government and
the World Bank agencies conduct the same
trainings; this can be a waste of resources
for both the government and the donors.

A further risk is that the flow of funds
to the communities can break up the social
capital that has been strengthened by the
community organizing processes developed
by the community groups and the NGOs.

Conclusions

It would be against the spirit of democratic
ownership if aid was aimed at undermining
the interests of the people, causing
evictions, displacements, the loss of
property and the loss of access to better
lives for people. Yet, these have been the
characteristics of aid and aid-funded
projects and programs in the past. The
government of Indonesia has been under
strong pressure from donor conditionalities
on market liberalization and legal reform
that favor the transnational corporations.
Official funding and the development
agenda is dominated by the World Bank
agencies.
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In the face of this, northern NGOs and
Indonesian NGOs could respond by
strengthening their cooperation again as
they did when they jointly faced the
dictatorship in the past. Unfortunately, it
seems this will not happen since many
International NGOs also join the donors
club established and coordinated by the
World Bank agencies and which practices
collusion and nepotism - which have long
been the enemies of civil society.® Certain
international NGOs prefer to promote the
agenda of their governments rather than
the agenda of the poor people in the
developing country.

Notes

t Pilger, G. (2002). The new rulers of the world.
London and New York: Verso.

2 Information from the staff of the World Bank in
Jakarta during the consultation meeting between
World Bank and CSOs on 19%March, 2008.

3 Government officials and CSOs in Jakarta have

complained that the World Bank campaigns for good

governance while the institution is itself practicing
collusion and nepotism.

There are still opportunities for
Indonesian CSOs and community groups
since the local movements have spread
throughout the country and awareness of
self-sufficiency and self-reliance is growing.
These community and social movements
have also started engaging with political
parties that will raise and promote their
interests at policy levels. Even if the local
and national NGOs are no longer supported
by their counterparts in the North, these
movements will continue their agenda of
democratizing development and
democratizing aid.
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Aid Conditionality
and Democratic Ownership

Ahmed Swapan Mahmud
Voices for Interactive Choice and Empowerment (VOICE)

“The conditions that donors attach
to their aid programs go far beyond
any legitimate measures to ensure
that aid money is used efficiently
for its stated purposes. Indeed, they
go to the heart of the public policy-
making process in the countries
concerned. Utility privatization is a
prime example of this trend, and is
particularly worrying given its
relevance to poverty reduction. In a
large number of low-income
countries, donors are pressuring
governments to sell off and sub-
contract services in water and
electricity to private companies.
They do so despite the lack of
evidence that this increases access
for poor people, accountability to
consumers or cost-effectiveness.” *

Although the principle of democratic
ownership was agreed upon by donors and
recipients under the Paris Declaration,
there is increasing concern - not only
among civil society organizations (CSOs) but
also among governments - that
conditionalities and tied aid are threatening
its application. It has been shown that aid
conditionality hampers the development of
the countries they are supposed to help
and infringes on countries’ democracy and
sovereignty.

This article provides an overview of aid
conditionality in the context of the Paris
Declaration on Aid Effectiveness. It
considers the impact such conditionality

has on democratic ownership and its
consequences for the populations and
economies of developing countries.

The Paris Declaration
and Democratic Ownership

The Paris Declaration on Aid Effectiveness
marks a commitment to make aid more
effective towards the goals of poverty
reduction and better quality of life. It not
only talks about institutional and structural
reform for efficient and effective
development, it also raises concerns about
the effectiveness of the aid regime for
sustainable development. It puts forward
five principles of aid effectiveness that need
to be respected, including democratic
ownership.

Yet global CSOs have raised critical
questions around the five principles and
their effectiveness. Around ownership,
fundamental questions include: what
‘ownership’ actually means; who owns the
policy regimes for development; and who
acts as the leader. The determination of the
leadership role is important because it
defines the characteristics of the process
as a whole.

In theory, ownership implies not only
participation, but quality participation, with
transparency, accountability, democratic
values, and rights at the heart of
governance. The Paris Declaration
acknowledges the importance of “country
ownership”. The ownership or leadership
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role over a country’s development policies
and strategies should belong to the national
government. The developing countries’
governments should formulate the strategies
and policies to which donors respond to
achieve effectiveness towards development.

However, the rich nations and
International Financial Institutions that are
spreading a neo-liberal economic model
around the world have developed a
‘prescribed development’ template to be
followed by developing countries. This has
led them to impose policies and
conditionalities to encourage recipient
countries to take the prescribed path. This
clearly undermines the democratic norms
and values and sense of ownership called
for by the Paris Declaration and has created
an enormous amount of critical discussion
among CSOs on global policies toward
development.

The donors shape the policy framework
and strategies through impositions, seriously
undermining the rights, choices and
decisions of the people to determine their
own demands and actions needed for their
own development. Local societal diversities
and ownership are ignored by
conditionalities. Thus, poor and marginalized
groups such as indigenous communities,
women, and fishing communities are left out
of the whole discourse, and policy
conditions interfere with the formation of
an independent and mature democracy and
political framework. Even the commitments
of donors change according to their whims;
there remains a huge gap between
commitments and disbursements, which
indicates a lack of responsibility.

Ownership should be democratically
practiced through a rights-based approach
requiring good governance to uphold strong
and active participation of the citizenry,
including the poor and marginalized groups.
However, the commitments made by donors
in theory are not matched by the reality on
the ground where local ownership is hardly
visible. This can lead us to critically analyze
the whole paradigm of international aid
architecture, and necessarily of “‘global

development’ discourse where the
philosophy of development is driven by neo-
liberal rhetoric rather than the principles of
the Paris Declaration.

Conditionality Violates
the Democratic Process

Donors apply conditions so that recipients
must comply to obtain funding. The
conditionalities are attached in different
forms to loans or grants and act in a number
of ways: as a financial accountability device;
as a commitment device; and as a way of
inducing policy change. The underlying
principles of these conditions are to impose
financial pressure to compel certain actions
by the recipient country. The logic that
leads to conditionality is always the same:
donors lack confidence in either the
commitment or the capacity of the
recipient.

Aid is not only about resources and the
redistribution of wealth from rich to
developing nations; aid is quite political
within this economic system with
connections to democracy, justice, human
rights and equality. It is power politics that
shapes ‘development’, with the
international political powers imposing their
policies through donor agencies, which
convert policies into conditions. Donors
interfere in the political, economic and
cultural spheres.

Conditionalities attached to loans or
grants in the name of development often
have negative impacts on the poor
countries. They impose inappropriate
policies, generate transaction costs and
stop or start financing according to donors’
whims. In all cases, they distort democratic
processes by endowing donor agencies with
significant policy influence outside the
domestic political process. These agencies
are thus not answerable to the people or
elected parliaments despite their influence
and power over the development process.

Influence and wealth have the power to
dictate policies and there is no downward
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accountability. Donors even experiment
with policies in poor countries. For
example, the United Kingdom and the
United States imposed a new “power
privatization model” on Chile and India in
the 1990s which was not onlycontradictory
to the principle of democratic ownership,
but also took dangerous risks with those
countries’ development.

Donor agencies always suggest
privatization as a means to reduce poverty.
Japan has identified 12 priority sectors,
including private sector and power sector,
under its new country assistance program.
The priority sectors are information and
communication technology, tourism,
transport, agriculture and rural
development, education, health
environment etc. Donors always choose
those sectors that can promote their
business interests. There is also a lot of
duplication among donors, whose programs
are not at all coordinated.

The Aid Scenario
and Strategies in Bangladesh

The Bangladesh Aid Group was formed in
October 1974 under the direct supervision
of the World Bank, comprising 26 donor
agencies as well as countries that made the
commitment of providing support to the
country for its development. Overseas
Development Assistance (ODA), was running
at around 7.2% of the GDP in the 1970s. In
the early 1970s most of this aid took the
form of emergency food and commodity aid.

Peaking at nearly 9% of the GDP in the
1980s, ODA declined to an average of 4.4% in
the 1990s. In 2000, the net ODA was just
2.4% of the Gross National Income. Today
food and commodity aid is a small part of
the overall flow - accounting altogether for
25% - indicating the extent to which aid can
now support developmental rather than
relief objectives, the national economy
being that much more robust.
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Most recently, aid has shown a
decreasing share in the national budget. A
report published in June 2005 shows that
foreign aid to Bangladesh decreased from
1,585 billion dollars to 1,033 billion dollars in
2003. In the 2004-05 fiscal year, donors were
committed to donate 715.2 million dollars,
down by about 21.7% from the previous
fiscal year.

So Bangladesh is gradually becoming
freer of its dependency on aid - which is
more about the expansion of the national
economy than a gross decline in assistance.
The aid dependency of the Annual
Development Plan is also decreasing
gradually; in 1991 it was 87 per cent, but in
the financial year 2003-2004 it decreased to
only 42 per cent.

Though overall dependency on aid is
decreasing, some of the projects in
different sectors remain dependent on
foreign aid. The health, population and
family welfare sectors still bear the
dependency rate of 74 per cent, and the
public administration sector 73 per cent,
while the oil, gas and natural resources
sectors face a dependency rate of 46 per
cent.

Furthermore, debt has increased
substantially. In 1973/74, the per capita
foreign debt was US$ 6.60, ballooning to
US$ 116 in 1998/99. In 1971/72 the total
amount of foreign debt and grants was US$
270 million, increasing to US$ 1.54 billion by
1998/99, representing a six-fold increase
within a period of 30 years.

Donors are more interested in providing
loans than grants. Over the last three
decades, 52 percent of total foreign aid
were loans and 48 percent were grants.
Consequently, the rate of debt has
increased over this period. During the 1971/
72 fiscal year, total foreign debt was about
10 percent and foreign grant was about 90
percent; by the 1998/99 fiscal year, foreign
debt rose to 57 percent. Such a trend
clearly shows that although the foreign
donors started providing support through
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grants, they subsequently became more
interested in loans while different types of
conditions— strong criteria and
obligations— have been imposed on
Bangladesh to receive these loans.

The changing nature of aid strategy
over Bangladesh has been divided in four
stages:

* 1975-85: moves to improve
efficiency of the state sector
through exchange rates, trade
policy, and fiscal budgetary,
financial sector and price reforms.

®  1985-95: growing disillusionment
with the state sector leading to:
Move towards supporting private
sector development; Privatization
of state owned enterprises;
Induction of private sector in the
area of infrastructure development
in such sectors as power
generation and distribution,
telecommunications, airlines,
railways, provision of healthcare
and education; Introduction of
NGOs in the areas of micro-credit
and service delivery, particularly in
rural areas.

® 1995 Onwards: increasing emphasis
on governance-related issues such
as public administration reforms,
decentralization of administration,
reform of the judiciary, involvement
of civil society in enforcing greater
public accountability, issues of
corruption, improvement of law
and order.

® 2000 onwards: emphasis on political
issues in relation to state
confrontation between the
political parties, the malfunctioning
of parliament, the issue of strikes
and political violence, human rights
violation and security concern.?

Khulna Jessore Drainage
Rehabilitation Project (KJDRP)

The Khulna Jessore Drainage Rehabilitation
Project (KJDRP) was undertaken in the
southwestern coastal districts of Bangladesh
to address the river drainage problem, the
result of a series of earlier donor
interventions - including by the Asian
Development Bank (ADB) - to de-link the
floodplains from the rivers. Supported by a
$33 million ADB loan out of $62 million, the
stated objective of the KIDRP was to
upgrade existing flood control embankments
and to reduce poverty by alleviating river
drainage congestion. The project was also
funded by the Dutch government and the
Global Environment Fund (GEF).®

To achieve its objective, a series of
sluice gates and regulators on the rivers are
being constructed to protect the wetland
areas from tidal and seasonal floods and
extend the area suitable for agriculture,
despite the protests of the local
communities who know from experience (a
similar project had been implemented in
1986) that such measures would not solve
the problem. People had suggested an
alternative concept of tidal river
management based on indigenous practices
developed over generations, but was this
was not considered.

During the project implementation,
heavy silting and drainage congestion
occurred in the river channels, blocking the
natural tidal flow. As a result, silted-up
rivers are drying up, indigenous wildlife, fish
and crop biodiversity has been threatened,
and thousands of hectares of land have
been permanently flooded. Instead of
increasing agricultural productivity, the
project created water logging. To date, an
estimated 300,000 people in the Khulna-
Jessore region live in a water-logged
traumatized situation. Children cannot go to
school, farmers cannot grow food, and
cattle are not able to graze freely. The area
is still an ecologically damaged zone.
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Sundarbans Biodiversity
Conservation Project

The Sundarbans Biodiversity Conservation
Project (SBCP) was implemented between
1999 and 2006 in the Sundarban region of
Bangladesh, home to the largest mangrove
forest in the world. It was intended to
establish a proper management system to
maintain the biological integrity of the area
whilst alleviating poverty.

The ADB was the major funder of the
project, providing US$ 37 million out of the
total project cost of US$ 82.2 million which
was also funded by PKSF and Global
Environmental Facilities. SBCP’s consultancy
budget was managed entirely by the ADB,
which allocated 61% of the total costs to
consultancy, showing how sincere the ADB
was in its objective of poverty reduction.
Local people were never properly consulted
about the implementation of the project.*

The project caused widespread protest
among the local NGOs and affected
communities, who criticised the so-called
‘environmental conservation’ project for
failing to take into account the real forces
causing damage to the ecosystem. Industrial
shrimp farming, which has converted
thousands of hectares of agricultural village
land into commercially-controlled ponds,
has created severe ecological problems and
displaced whole communities from their
lands. Instead of addressing this and other
issues of biodiversity loss, the SBCP actually
encouraged aquaculture practice through
micro-credit schemes. The SBCP Watch
Group, composed of local community
members and CSOs, was particularly vocal in
challenging the injustices of this project
and the exploitation of their natural
resources.

Through projects like SBCP and KGDRP,
donors have damaged the environment and
ecology and consequently devastated the
livelihoods of the people of the area and
caused immeasurable sufferings. The
principles of the Paris Declaration were not
at all considered during the project phase.
No consultation with civil society groups
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was held, environmental assessment was not
done, no representation of the local
communities was included, and no
participation of the people in the planning
process of the projects was considered.
CSOs did express their concerns and
recommendations, but they were ignored.

Latest Strategies and Monitoring

The World Bank, ADB, DFID and Japan have
prepared a joint Country Assistance
Strategy for Bangladesh for 2005-09. The CAS
is aligned with the PRSP that encourages
other donor agencies to collaborate at the
sector level through improved coordination
of implementation.

To reduce overlap and misuse of funds,
the government of Bangladesh in association
with donors has adopted Sector Wide
Approaches (SWAps), theoretically based on
a government-led programme to which all
donors contribute funds. Two programmes,
namely Health, Nutrition and Population
sector programme (HNPSP) and Primary
Education development programme Il (PEDP
I1), have been incorporated through this
approach. There are as many as eleven
donors involved in this latter project under
the leadership of the Asian Development
Bank (ADB).

Although this is perceived as a good
way to reduce donor conditionality and
increase the country’s ownership, SWAps
are often led by donors and endorsed by
government. Although ADB’s contribution to
the programme is less than half of the
government’s, it has an increasing influence
on the project since its contribution to the
project is the highest among the donors.

CSOs have criticized the ADB for
pursuing its own priorities, and setting aside
the national interest. Recently they
conducted an independent mid-term review
of the education SWAp, finding that
procurement policy was not following the
rules of a sector- wide approach. Instead of
the expected one fund, three funds exist in
the project and the government, the ADB

30



The Reality of Aid 2008

and the pool of donors are using their own

procurement policy. UNICEF, JICA and AusAID
are also expending in parallel for teachers’

training and other activities. As a result the
entire procedure has become cumbersome
and less accountable.

There is a major need to improve
governance. The World Bank Country Policy
and Institutional Assessment (CPIA)
performance criterion that assesses the
quality of budgetary and financial
management places Bangladesh at 3.0 on a
scale of 1 (very weak) to 6 (very strong). To
monitor performance in public financial
management and improve accountability,
the Public Expenditure and Financial
Accountability (PEFA) framework will be
used as an important tool. Reforms in core
governance areas such as public and tax
administration are underway, as are related
sectoral reforms which seek to strengthen
governance in banking, health and
education.

The Government of Bangladesh and the
donor agencies also agreed to harmonize
and strengthen aid effectiveness. In line
with the Paris Declaration, the government
therefore approved a Harmonization Action
Plan (HAP) in 2006. A high-ranking official
from the Economic Relations Division was
appointed to promote implementation and
monitoring of the HAP and the Poverty
Reduction Strategy (PRS). A PRS-HAP cell
and a Harmonization Task Force have been
established.

Conclusions

In the current global conditions, talk of
‘ownership’ is almost solely rhetoric and

purely theoretical. In reality, aid is a tool
for establishing authority over the policy
framework of developing countries. Power
imbalance, social hierarchy, and the
hegemony of the donors are major
obstacles to the appropriate and equal
distribution of resources to those who need
it most.

Only in the context of democratic
values can transparency and accountability
of the aid system be ensured, along with
the identification and prioritization of needs
in a collective manner. Democratic
participation is needed at all levels, where
no one single body, lending institution or
corporation may exert a controlling
influence on the distribution of aid. This is
one of the most important requirements of
effective aid.

G8 leaders recently highlighted the
importance of national governments’
sovereign right to determine their own
national economic policies. Economic policy
decisions, such as whether to privatize
essential services or liberalize trade barriers
within any given country - developing or
developed - should be made by national
governments and not influenced by leverage
of increased external funding.

Democratic ownership implies mutual
accountability, transparency, and
participation in policies and programmes,
where both donors and governments feel
equal, sharing responsibility and seeing CSOs
as key players. Domination by the
government or the donors in the process
undermines the basic principles of
democratic ownership. So the role of CSOs
and local communities in channeling aid and
as agents of change should be prioritized.
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Notes

t Money talks: How aid conditions continue to drive
utility privatization in poor countries. Retrieved
from http://www.actionaid.org

2 Syeduzzaman, M. (2003). Aid and Policy Reform in
Bangladesh.
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Australian Aid to Papua New Guinea:
Change Without Change

Kate Wheen & Flint Duxfield
Aid/Watch

This chapter evaluates the implementation
of the Paris Declaration with specific
reference to the Australian bilateral aid
program to Papua New Guinea (PNG). It
highlights the very significant changes that
the aid effectiveness framework has
delivered in recent years. However, it also
cites a number of examples where
obstacles to achieving the implementation
of the Paris Declaration are emerging,
which can be traced to the very weak
definition of the principle of ownership.

For donors, the Paris declaration limits
itself to the notion that they must “respect
country leadership and help strengthen
their capacity to exercise it”.! By confining
itself to this restricted sense of ‘country
ownership’, the Paris Declaration does not
address obstacles to achieving aid
effectiveness such as technical assistance,
tied aid and different forms of
conditionality, which continue to hinder
progress towards ‘democratic ownership’ of
aid in recipient countries like PNG.

This chapter also looks at the depth to
which the new ‘country-owned’ strategy
for PNG has institutionalised a principle of
‘donor-recipient partnership’ and reflects
on the emerging projects in the Australia-
PNG bilateral program designed to engage
PNG civil society. It assesses the potential
of this new strategy, but also some
associated problems.

Overview

Formerly a colonial territory of Australia,
Papua New Guinea has historically received
a larger proportion of Australian aid than
any other country. Australia is also PNG’s
most significant and influential donor with
its package of assistance totalling
approximately AU $356 million per annum.?

As highlighted by AID/WATCH in the 2006
Reality of Aid Review, Australian aid policy
with regards to PNG and the Pacific has in
recent years been profoundly influenced by
the ‘war on terror’ and ‘the securitisation
of aid” in a regional context.® The large
proportion of aid funds diverted to regional
policing, anti-terrorism initiatives, and the
promotion of ‘good governance’ in the Asia/
Pacific region since 2002 has exemplified the
vulnerability of aid funds to becoming
instruments of the shifting commercial and
foreign policy interests of donors.

In the context of this over-emphasis on
security and so-called ‘failing states’, the
unilateralism of Australia’s approach to aid in
PNG was a catalyst for an unproductive
deterioration in diplomatic relations
between the two countries from 2003
onwards.*

Since 2006, sensitivity to criticisms of
Australia’s unilateral engagement in the
region has led to a noticeable shift in its
approach to development assistance. A new
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focus, initiated in the last years of the
former conservative government and now
embraced by the new Labor government, is
emphatically based on a ‘partnership’
approach to bilateral aid. This shift has
moved Australia more in line with the aid
effectiveness principles and modalities
prescribed by the Paris Declaration. This has
included moving all bilateral recipients to
country-owned strategies, underpinned by
locally developed frameworks (in PNG’s
case, its own Medium Term Development
Strategy - MTDS). It has involved the shift
from project aid to Sector-Wide Approaches
(SWAps), and the elaboration of new, locally-
owned performance and budgetary
mechanisms to better manage aid flows.
These changes are enshrined in the 2006-
2010 Australia-Papua New Guinea
Development Cooperation Strategy (DCS)®.

The recent election of a new Labor
government in Australia in November 2007
has also restored more amicable diplomatic
relations and a renewed spirit of
cooperation between the two countries. In
addition, the Australian aid agency, AusAID,
has decentralised its activities and decision-
making away from Australia’s capital
Canberra. Its offices in Port Moresby have
now taken the leading role in project
planning, procurement and implementation.®

These moves mark a significant
departure from Australia’s bilateral aid
program that in the past has been criticised
for its unilateralism, the carrot-and-stick
tactics utilised to push for governance
reforms, the ad-hoc nature of project-
based aid, and the high proportion of
Australian projects running parallel to
rather than working within government
systems, which undermined PNG’s own
capacity for service delivery and which,
until 2004, were tied exclusively to
Australian contractors.

These are significant gains. However,
the intent here is not simply to document
the changes that Australia has made in
transforming its bilateral aid program in this
area, but to use the PNG/Australia
relationship as a case study to examine
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where the obstacles are emerging to the
implementation of the broader goals of the
Paris Declaration.

Performance-Based Conditionality

One of the largest oversights of the Paris
Declaration is the absence of a critique of
donor conditionality and the prominent
impact this has on democratic ownership
and accountability.

Conditions placed by donors on aid
funding have long been acknowledged by
much of the development community as a
barrier to aid effectiveness. However, in the
context of the Paris Declaration, where aid
effectiveness has been linked to managing
performance and measuring results, new
kinds of conditionalities emerge, linked to
aid outputs and performance reviews, that
bring with them their own problems and are
likely to present significant issues in aid
delivery.

Although the new Australian
government has taken a much more
conciliatory approach to diplomatic
relations with PNG, since their election in
November last year, they have signalled that
they will be increasing the performance-
based conditions on the aid program
beyond those implemented by the past
government, as the necessary companion to
scaling-up aid volume.”

The 2006 Australia/PNG cooperation
strategy emphasises that PNG has
developed a locally owned performance
review process and has formulated for its
donors a set of benchmarks against which it
can measure its own performance.®
However, the way Australia operates its
benchmarks and incentives structure
undermines the capacity of the PNG
government to make its own policy
decisions.

The essence of performance-based aid
is a system of benchmarks which, once
reached, trigger additional funding
packages - $30 million dollars in the case of
PNG. However, details in the 2007/08 aid
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budget statements reveal that, although
the incentive payments are to be spent in
PNG’s priority areas such as health and
education, the benchmarks pertain to
policy reform objectives in Australia’s
priority areas of the economy and
governance.®

Measuring and monitoring performance
is acknowledged as a fundamental element
of aid effectiveness. Yet, if the
implementation of donor-recommended
economic and governance reforms are used
as the indicators, this will only continue to
undermine both the sovereignty of
recipient governments and the
accountability of governments to represent
the interests of their own people. The risk
here is that political and economic
conditionalities are reinvented in the
context of ‘producing development
results’.

Country Owned strategies -
Genuine Partnership?

The 2006-2010 Australia PNG Development
Cooperation Strategy repeatedly insists that
the current bilateral aid program is based
on a genuine partnership and defined by
PNG’s own priorities. Within the document,
a schematic table aligns the aid priorities
identified by PNG and those identified by
the Australian government.?® Whilst there is
some crossover, it is not exactly clear how
the current strategy has been actively
oriented towards PNG priorities. Rather, it
seems to be laying Australia’s own priorities,
which focus principally on governance and
economic growth over the top.

As an example, one point of difference
between Australia and PNG’s own MTDS
priorities is the priority area of the
promotion of income-earning opportunities
for adults.'* With limited opportunities for
adult employment in PNG, the PNG
government has used lobbying opportunities
such as the Pacific Islands Forum to
encourage Australia to open up its labour

market to PNG citizens*?. This push has
been continually resisted by Australia,
principally in terms of the threat to
Australia’s own national interests. Despite
pressure from all quarters, including the
World Bank’s Robert Zoellick®®, the previous
Australian government’s response to these
demands was instead a policy to build
technical collages in PNG and across the
Pacific region, which may provide skills, but
does not directly address the question of
unemployment.

Labour migration is a very complex
issue, but the resistance of Australia to
opening up its labour markets crystallises a
broader concern about whose interests
ultimately prevail in a donor-recipient
economic relationship.

This is highlighted in a remark by
Charles Lepani, the High Commissioner of
PNG to Australia, about the means by which
the donor community has driven the aid
effectiveness agenda. At a 2007 conference
on Australia and the South Pacific he
remarked “We went from budget support
aid in Papua New Guinea to project-tied aid,
and now you’re bringing in SWAP or Sector-
Wide Approach”!4. There is, in these
remarks, a strong sentiment that the
‘partnership’ approach is still defined in
donor terms with entrenched power
relationships continuing to pervade these
newer aid modalities.

Finally, of course, there is a need to
democratise country-owned strategies
themselves. On the positive side the MDTS
policy is well recognised by PNG’s donors
and has become institutionalised as a
development framework. However, in
essence, this kind of national plan remains a
“top-down blueprint”, as PNG permanent
representative to the UN, Robert G Aisi, has
remarked®™. Though the Paris Declaration
makes reference to the need for such plans
to emerge from ‘broad consultative
processes’®¢, this should be redefined in
terms of broad, inclusive and meaningful
participation if genuine ownership is to be
achieved.
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Tied Aid and Technical Assistance

Tied aid and technical assistance are two
aspects of aid that are proving particularly
resistant to the changes in the international
aid architecture that are emerging from the
Paris Declaration. The hundreds of
consultants and advisors to the large
corporate project management firms that
receive most of Australia’s contracts in PNG
are adapting easily to the changed policies
and programming and the new partnership
model to protect and maintain their vested
interests.

While Australia formally untied its aid
program in 2006 in line with the Paris
Declaration, AusAID’s annual contract listings
show that the same Australian providers still
dominate and contractors from aid
recipient countries are virtually absent.’
Superior knowledge of the procurement
process and favourable bureaucratic
structures have meant that large Australian
contractors dominate and local providers
are still only accessing aid funds primarily in
subcontracting relationships conducted
privately through the larger firms. The
AusAID website is up front about the fact
that the untying of aid was principally
motivated to facilitate reciprocal access for
Australian companies to European aid
contracts.!®

Australian companies have proved
remarkably adaptable to the shift from
project-based aid to program-wide and
sector-wide approaches in PNG. Top
Australian Firms such as Cardno ACIL, Coffey
International, GRM International, and JTA
International who dominated the project-
based aid market now manage large sector-
wide programs in the education, health, law
and justice, infrastructure, and governance
sectors. These primarily provide technical
assistance and capacity to PNG government
departments.

As an example, JTA International, an
Australian firm that specialises in health
sector project management, is contracted
to run a Capacity Building Service Centre
(CBSC) for the health sector in PNG.
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Following on from an ‘institutional
strengthening’ project within the PNG
ministry of Health, the CBSC is intended to
work with the partner government
department to advise on priorities, financial
and human resource management and
technical assistance needs, to produce
policy recommendations and recruit this
assistance both nationally and
internationally®®.

Whilst an end to unsustainable parallel
projects is a key benefit of the Paris
Declaration principles, an unwillingness to
significantly increase funds for the
expansion of critical infrastructure in health
and education has seen sector-wide funding
principally focused on using expensive
technical assistance to better manage the
existing operations of PNG’s own
government departments. As the Australia/
PNG DCS strategy states “donor resources
will leverage and not displace Papua New
Guinea’s own transparent expenditure
commitments”.?

The commercial-in-confidence nature
of these large contracts, some 50-100 million
dollars for five-year commitments, also
makes it impossible to calculate the inputs
and outputs for these programs including
the internal procurement of what are often
very expensive technical assistance
consultants.

However, broader trends apparent in a
report on the effectiveness of Australia’s aid
program released by the Australian
government in March 2008 suggest that 50%
of Australia’s country programs consist of
technical assistance?. This is a
disappointing statistic. In 2004 an OECD DAC
review of Australian aid judged levels of
Technical Assistance, which it calculated to
be 47%, to be too high??. Four years on that
figure has actually grown.

Whilst the new Australian government is
signalling that it will put more focus on
increasing the reach of service delivery in
health and education in PNG than its
predecessors?®, the main step it will need to
take is to manage the scaling up of aid
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effectively without feeding the technical
assistance industry.

Concerns about conflicts of interest
within the private companies also inevitably
arise as many of these firms exist within a
complex web of corporate subsidiaries with
trading interests in similar markets where
they act as consultants to governments. In
one case GRM International, a company
that is managing a $27 million dollar, AusAID-
funded, agriculture research and
development facility in PNG, also has a
trading arm, Austrex, which is one of
Australia’s largest agricultural exporters in
the Asia-Pacific Region?*.

The predominance of these private
interests which are ‘tied-up’ in the aid
program, if not formally tied, ultimately
reduces the transparency of aid funds to
public scrutiny and acts as a barrier to
democratic ownership and democratic
accountability. Not only does expensive
technical assistance in policy making
undermine democratic participation, it also
results in aid that fails to reach the poor
and marginalised as it funds the salaries of
foreign advisors and goods and services.

Civil Society and Democratic Governance

One of the biggest challenges for aid
programming to emerge from the Paris
Declaration is the role that civil society, as
a legitimate development actor, can play in
promoting development effectiveness
outcomes. There has been some recent
recognition of the emergence of a strong
civil society in PNG, through the
proliferation of NGOs, CBOs (Community
Based Organisations) and in particular
women’s groups who have been active in
calling governments to account in areas of
women’s rights.?

A number of strategies are being
pursued by the Australian aid program in
PNG around this question. However,
particularly since 2006, they have become
almost entirely framed around the role that
civil society can play in promoting “better

democratic governance”.? To this end,
AusAID has initiated a very significant aid
project in PNG designed to bring the
disparate ‘civil society empowerment’
programs - run with CSOs, churches,
sporting groups and the media - together
under the banner of one Democratic
Governance Program called ‘Strongim Pipol
Kirapim Nesen’ or ‘Empowering People
Strengthening the Nation’. The cost
estimated in AusAID’s 2007/08 procurement
plan is $100 million over five years - a
comparatively large volume of funds for a
project of this kind?.

There is much that is exciting and
intriguing about the opportunities of this
package - not least the very strong emphasis
that is placed on civil society as actors,
which can increase the accountability of
governments, and the long-term possibilities
to build capacity, and empower and nurture
a vibrant civil society.

However, this project is not without
significant risks and concerns. The largest is
the extent to which civil society groups are
instrumentalised within a broader objective
of improving political governance, a much
narrower focus than fostering ‘democratic
participation” more broadly.

The initial draft democratic governance
strategy, which was strongly linked to the
2006 White Paper of the previous
government highlights the objective of
matching supply-side (economic and
governance reforms) with demand-side
governance in PNG - fantastically ‘market-
esque’ language.?® There is also an emphasis
on identifying and cultivating young leaders
and ‘change agents’ seen to be capable of
generating future democratic outcomes.

The very narrow view of the role of
CSOs in this respect is to see them as
performing a range of pre-determined
functions such as educating the public in
normative models of civic behaviour as a
means of promoting greater understanding
of the PNG political system.

Furthermore, there is a danger within
this strategy that certain types of civil
society organisation and indeed particular
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individuals will be seen as ‘inappropriate’ to
this prescribed strategy by the donor
country. This could prevent the recognition
of the very diverse and sometimes quite
critical role that a robust civil society can
play in increasing the accountability and
transparency of aid. Indeed it may also
encourage the silencing of dissent in return
for donor financing. There has already been
one example elsewhere of Australia reneging
on funding for an East Timorese NGO when
it was found that they had criticised
Australian policy?.

New Horizons

Australian aid policy looks set to go through
a significant period of change with the new
Labour government signalling its interest in
embedding the Millennium Development
Goals as the central framework of the aid
program. This is certainly a positive step.
Furthermore, the “Port Moresby
Declaration” which emerged following the
recent visit by Australian Prime Minister
Kevin Rudd to Papua New Guinea suggests a
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The Gilgel Gibe Il Hyrdoelectrical Project -
A Case of Super-Tied Aid

Caterina Amicucci
Campagna per la Riforma per la Banca Mondiale (CRBM)

Introduction

Whilst the Paris Declaration calls for
ownership, alignment, harmonisation,
managing for results and mutual
accountability, the reality is that many
donor countries are still engaging in
practices which deliberately contravene
good practice expectations. This article
examines a case study where Italian aid has
seemingly been used in Ethiopia, not so
much to promote the developing country’s
urgent development needs, but to subsidise
a major Italian company operating in the
country.

Background

The Gilgel Gibe Il hydroelectric project is a
25-kilometer long tunnel that generates
power by exploiting the drop between the
basin created by the Gilgel Gibe | dam on
the Gilgel Gibe river and the river Omo.
Gilgel Gibe II, when finished, will be
connected to the electric grid with a long
transmission line to Addis Ababa and a short
one to Gibe I.

A EUR 490 milion contract for the
construction of the infrastructure was
signed in May 2004 between the Ethiopian
Electric Power Corporation (EEPCo) - a fully
state-owned company and the sole electric
utility in the country - and Salini
Costruttori S.p.A., an eminent Italian
contruction firm that has a strong presence
in many African countries.

The contract was awarded following a
direct negotiation between the two
companies; no international tender was
called. This contravenes the procurement
procedures issued by the Ethiopian Ministry
of Finance and Economic Development as
well as Italian law and international best
practices on procurement.

Despite the irregularities in the
procurement procedures, in October 2004,
the Directorate General for Development
Cooperation (DGCS) at the Italian Ministry of
Foreign Affairs approved the allocation of a
EUR 220 million aid credit to Ethiopia for the
realisation of the Gilgel Gibe Il. The loan was
the biggest aid credit ever granted by the
Italian development revolving fund. The
project also benefited from a EUR 50 million
loan from the European Investment Bank.

Only three months later (in January
2005) the Italian Government ratified the
cancellation of EUR 332,35 millions of
Ethiopian bilateral debt. Besides the
question of procurement irregularities, such
practices by the Italian Government are
totally incompatible with the best practice
adopted by other countries participating to
the HIPC initiative aimed at preventing the
reindebtment of HIPC countries and
consisting in lending only small loans strictly
addressed to poverty reduction projects.

Concerns Within Italy

The DGCS provided no explanation
regarding its decision to approve the

40



The Reality of Aid 2008

funding. In particular, it failed to justify its
disregarding of the negative opinions
expressed by the DGCS internal Technical
Evaluation Unit and Ministry of Economy and
Finance.

The DGCS internal Technical Evaluation
Unit in its assessment pointed out that:

The contract was secured through
direct negotiation, contrary to
existing DGCS procedures, Italian
law (law 109/94), and the current
procedures undertaken by
International Organisations and the
European Union in this regard;

No feasibility study had been
carried out;

No costs relating to environmental
impact mitigation measures were
contemplated;

Contract management and control
procedures were given inadequate
attention;

The concessionality rate of 42.29
percent was completely
inappropriate, taking into account
the critical debt situation of the
country.

The Italian Ministry of the Economy and
Finance, formally responsible for the
revolving fund management, expressed
deep concerns on the following points:

Ethiopia is an HIPC (Heavily
Indebted Poor Country), therefore,
the granting of this loan is a
substantial breach of Decision n.
139 of 29.7.2003 on developing
countries’ eligibility for aid credit.

This aid credit has a 42.29 percent
concessionality level and it is in
sharp contrast with IMF forecasts
concerning Ethiopia.

The expected returns are assumed
to come from the profits deriving
from power exports and from
national end-user tariffs. However,
some forms of subsidy for increasing
electricity access will be required,
as Ethiopia ranks among the poorest
countries in the world.

This is an unprecedented amount
of credit since the creation of the
revolving fund and it undermines
the commitments that have already
been made.

The overall cost of this project
might not be covered in full, as
Ethiopia is supposed to contribute
EUR 132million.

Concerns were raised within the Italian
Parliament. Between 2004 and 2006 two
parliamentary questions on the Italian funds
allocated to the Gilgel Gibe Il project were
submitted to the Lower Chamber and the
Senate respectively. On 25th November
2005, a parliamentary question was
submitted by MPs Calzolaio and Spini to the
Chamber of Deputies. The questions sought
to clarify the positions of the different
ministries and institutions involved and
attempted to discover the relationship
between the concession of the loan and
the HIPC initiative aimed at relieving
Ethiopia’s debt burden.

Undersecretary Luigi Mantica answered
on 19" January 2005, addressing the
question but giving
no explanations with regard to the main
issues raised. On 9th February 2006, a new
parliamentary question was submitted by
Senators lovene, Martone, Tonini and
others. The question highlighted the fact
that this was one of the highest loans ever
granted for a single project, considering
that the financial resources allocated by
Italy in 2003 throughout the world
amounted to less than EUR 180 million. It
was also noted that Salini Costruttori S.p.A.
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had subcontracted part of the work to
Societa SELI, a company that in March 2005
started drilling the hydroelectric tunnel.
The procedures that led to the allocation
of the contract appear dubious at best.
This question received no response due to
the termination of the mandate of the then
government.

In March 2006 the Prosecutors’ Office
in Rome instigated criminal proceedings
concerning Gilgel Gibe Il hydroelectric
project. At the moment, it is still not
possible to know the nature of the charges
filed because of the investigation’s secrecy,
though it is plausible to think that they are
likely to concern alleged corruption in the
DGCS.

On February 2007, the DGCS office
concerned put together a file containing
relevant documents on the Gilgel Gibe I
case for the DGCS Secretariat to be
forwarded to the Tax Squad of the Finance
Police. So far, the DGCS has not been
formally contacted by the investigators to
check documents and interview people as
would be standard practice in such cases.
It is not clear if the investigation ever
started. Suspicions of a cover-up are being
voiced.

Other Donors

The European Investment Bank provided
EUR 50 million for the project in October
2005. However, it did not examine the
details of the contract, but accepted the
statement of the Ethiopian government that
claimed the funding was necessary to
redress the imbalance between electricity
supply and demand that was creating an
emergency situation and hindering the
country’s economic growth.

The European Investment Bank
approved the loan when the contract was
already signed and the construction work
well advanced, requiring an international
tender procedure only for the EIB’s funded
components: the purchase and the
installation of the electromechanical
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equipment for which sub-contracts were
awarded. Moreover the EIB was not
concerned about the fact that
construction work began more then one
year before without the environmental
permit issued by the Environmental
Protection Authority.

The World Bank did not support Gilgel
Gibe Il because the contract was signed
before the securing of finances and
because of the inadequate procurement
process. SACE, the Italian Export Credit
Agency, identified similar risk factors to the
Italian Ministry of Economy and Finance and
also refused credit.

Problems and Inconsistencies

The justification used for the project of an
emergency in energy supply is really
guestionable. Ethiopia has one of the
world’s lowest levels of access to modern
energy services and relies primarily on
traditional biomass. Furthermore, in
February 2004, only a few months before
the signing of the contract of Gilgel Gibe I,
Gilgel Gibe dam (know now as a Gilgel Gibe 1)
became operational. This increased the
national generation capacity to 783 MW
while Ethiopia’s peak domestic demand as of
January 2006 was only 587 MW.

Gilgel Gibe 1l is now facing a delay due
to the inadequacy of the preliminary
studies. The project was originally planned
to be finalised in December 2007 but it is
currently facing, at minimum, a one-year
construction delay. A large drilling machine
is stuck in the main tunnel and the problem
is yet to be solved . An optimistic forecast
would be a minimum delay of 18 months.

Under the EPC (Engineering
Procurementm Construction) contract, the
contractor is responsible for virtually all
extra costs and can be sanctioned for
delays. However the delay in question is
due to geological reasons and as the
construction started without accurate
geological studies, the project contract
included an exception of contractor
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responsibility for geological risk. This was
agreed by EEPCo and Salini to be an
exception. Therefore, Salini has received an
extension and is not subjected to the
sanction’s payment.

Aside from the project delay and
investigations into contract procurement
and financing, a team from the European
Commission monitoring the project
identified several other “lessons learned”:
“The Project was defined without a
comprehensive sector support strategy.
Possible negative consequences are: limited
coordination and policy influence for the
long-term sector development in synergy
with other interconnected sectors; limited
scope for supporting best practices with
regard to (socio) environmental impacts of
large infrastructure projects; absence of an
accompanying programme for social
development and capacity building; de-link
with grant programmes and projects
financed by the Italian Development
Cooperation in Ethiopia.”*

An On-Going Strategy

The “Gilgel Gibe Affair’ is more than simply
one irregular or ‘dodgy’ project. The hydro-
projects are part of an overall strategy to
develop electricity supply, in which Salini
Costruttori S.p.A. is continually a central
actor. Today, there are five hydro-electric
projects under construction: Gilgel Gibe Il
(428MW); Tekeze (300 MW); Beles (400 MW);
Amerti-Neshi (100 MW) and Gilgel Gibe Il
(1870 MW). Salini Costruttori S.p.A is actually
involved in three out of the five projects
under construction (Gilgel Gibe I, Beles and
Gilgel Gibe IIl) and also constructed Gilgel
Gibe I.

The Beles, Amerti-Neshi and Gilgel Gibe
Il projects were not even identified in a list
of projects under construction, study and
design in government documents from 2005.2
In that year, the Government of Ethiopia
released an aggressive 25 year national
energy Master Plan with the aim of
exlpoiting the huge country hydro potential

estimated at between 30,000 and 45,000 MW
and over 300 sites have been identified for
possible future development. The Master
Plan implies a large hydro infrastructure
development aimed at exporting energy to
Kenya, Sudan and Djibouti. EEPcO identifies
Salini Costruttori S.p.A. as a main
commercial partner in this plan.

Gilgel Gibe Il is the latest and most
worrying episode of this saga. On 19th July
2006, Salini Costruttori S.p.A and EEPCo
signed another contract for the building of
the Gilgel Gibe Il dam on the Omo River,
which is the biggest hydro-electric project
ever realised in Ethiopia, with a 240m drop
and generating 1870 MW, for a total cost of
EUR 1.4 billion. This contract, as with the
previous one, was awarded through direct
negotiation without an international
tendering process. The construction of the
dam began immediately after the signing of
the contract and, as of November 2007, 13
percent of the infrastructure was
reportedly complete.

The dam site is located in the upper
Omo basin. The area is characterised by a
large plateau with a long and relatively
narrow canyon where the river flows. The
climate in the basin is arid to semi-arid.
Upstream of the dam site, a 150km-long
reservoir will be created with the Gojeb
River emptying into it, flooding the whole
canyon from the dam upstream to the Gibe
river. The reservoir will have a surface area
of of about 34,150km2 (the Gibe | reservoir is
about 4,200km?2) and with a useful capacity
of 11,750ms3. Five hundred hectares of
agricultural land will be flooded as well as
1,532 ha of riverine forest and 25,506 ha of
deciduous woodland. Despite local people
living mostly on the plateau, it is envisaged
that around 400 households will be
displaced. The banks of the rivers are
mostly used as grazing land and for firewood
collection and as an important route of
exchange between the communities living
on the both sides of the river.

Downstream of the dam’s site, the Omo
river flows another 600km to the south,
crossing the Omo National Park and
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reaching Lake Turkana, located at the
border with Kenya. The Omo National Park
is one of the areas with the largest
biodiversity in Africa and it is populated by
more then fifteen different tribal groups
still living through traditional means. In
1980, the lower Omo Valley was declared a
World Heritage site by UNESCO because of
“The discovery of many fossils there,
especially Homo gracilis, has been of
fundamental importance in the study of
human evolution.”

The construction of such a mega-dam
and, the consequent creation of this large
reservoir will definitively compromise a very
fragile and unique ecosystem, as well as the
social environment of the entire region,
which is nationally and internationally
identified as a protected area. It is
important to note that, a Gilgel Gibe IV dam
is also envisaged on the same basin, very
close to the Omo National Park perimeter.
Feasibility studies for the dam are currently
ongoing. The contractor will again be Salini
Costruttori.

Who is Interested in Supporting
Gilgel Gibe 1117

By April 2008, the project had still not
received any financing from public
institutions®. The finances for starting
construction were secured by EEPCo itself.
Given the procurement irregularities and
likely social and environmental impact of
the hydroproject, it can well be
questioned whether the project is in the
development interests of Ethiopia. Yet the
provision of aid to fund the project, would
certainly be in the interests of a major
Italian company and therefore also possibly
of interest to the Italian government.

The Italian government has been
formally approached by the Ethiopian
Minister of Foreign Affairs for a EUR 250
million loan, but its official response states
that the Italian government could take into
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consideration a new loan for Gilgel Gibe Il
only after the completion of Gilgel Gibe II.
Salini Costruttori is proactively lobbying all
levels of the Italian Foreign Ministry in order
to obtain the loan.

The ongoing criminal investigation and
the DGCS’s dubious conduct in the Gilgel
Gibe Il project appraisal have not resulted
in the Italian Government categorically
ruling out its participation.

The World Bank is not willing to
finance an additional electricity generation
project because there is not sufficient
energy demand to justify such a huge
investment. Moreover the procurement is
not in line with the bank’s guidelines. Finally
the bank is worried about the EEPCo’s
financial situation as it requires between
USD 3,2 million and USD 4 million to
complete the ongoing projects.

The African Development Bank has a
positive attitude towards the project
considering that it has reached a point of
no-return. Under these circumstances, it
deems that it is more practical to complete
the infrastructure. Although the Bank
recognizes that the project’s contract
procurement is not in line with the Bank’s
guidelines, it is looking for a way to
overcome this problem, namely by
subcontracting the purchase and
installation of electromechanical
components through official and open
tender procedures. They are willing to
support the project up to USD 200 million
but they are waiting to know the final
position of other donors before taking a
final decision by mid-2008.

Other donors identify the European
Investment Bank as a highly possible investor
in the operation, lending up to EUR 200
million. It has been formally approached by
EEPCo. Meanwhile, the Chinese Government
is clearly not interested in being involved in
the operation. SACE, the Italian Export
Credit Agency, has officially declined a
request by Salini for an export credit
guarantee, a replication of its 2006 decision.
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Conclusions

Despite Italy already being warned by the
OECD’s Development Assistance Committee
(DAC) in 2001 for the consolidated practice
of tying its aid, nothing seems to have
changed and with Gilgel Gibe Il additional
allegations of maladministration have been
reported. Gilgel Gibe Il appears as a case of
super-tied aid from Italy, lent in a situation
full of shadows and in the presence of an
already signed contract without tendering
procedure for a project involving a well
known ltalian firm, involved in other
controversial dams in Africa such as Bujagali
in Uganda and Bumbuna in Sierra Leone.

It seems highly possible that in the near
future the Italian Government will step into
the Gibe Ill project, perpetuating the

Notes

B Report of the Delegation of the European
Commission to Ethiopia. (2007, August ). Accessible
at http://www.deleth.ec.europa.eu/bluebook/
?g=bluebook/project/236/view.

2 Ethiopian Ministy of Water Resources.

3 A USD 400 million loan has been requested to the
commercial bank JP Morgan Chase and it is not
clear right now if the loan has been approved by
the bank. CSOs questioned the bank on 14t of
January 2008, without receiving any response.

“Sistema Italia”, in other words subsiding its
national companies through aid projects.

At the European level, the European
Investment Bank should operate its external
lending in support of the EU development
goals and in this case, in the framework of
the “Cotonou agreement”. However,
European development policy seems to be
still incoherent and lacking effective
operational frameworks.

Campagna per la Riforma per la Banca
Mondiale (CRBM) and CEE Bankwatch
Network realeased on February 2007 a full
report about Gilgel Gibe hydro-electrical
projects titled “The Gilgel Gibe Affair”
available at http://www.crbm.org/
modules.php?name=download&f=visit&lid=216

For more information: Caterina Amicucci
camicucci@crbm.org
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Women'’s Empowerment and the
New World of Microcredit Evangelism

Kavaljit Singh
Public Interest Research Center (PIRC)

Introduction

Microcredit has become a buzzword in
development circles. Advocates of
microcredit often perceive it as a panacea
for poverty alleviation. Historically,
microcredit programs were initiated by
women’s groups and non-governmental
organizations (NGOs) as a potential tool for
women’s empowerment, giving poor women
greater access to financial resources. By
and large, microcredit programs have
remained localized, functioning within
existing savings and credit facilities. Now,
attempts are being made to launch
microcredit programs at the global level,
hard selling it as an anti-poverty formula.

Recent trends indicate that
microcredit programs are moving away from
the ‘development as charity” model to a
more profitable ‘development as business’
approach. According to a recent World Bank
survey, microcredit lending will reach nearly
US$ 12 billion worldwide by the end of 1997.
In the case of India, not only private donors
but a large number of governmental
financial institutions (NABARD, SIDBI),
bilateral donors (SDC, GTZ), World Bank and
other international financial institutions are
promoting microcredit programs on a large
scale.

Even the transnational banks are
jumping on the microcredit bandwagon. It is
not wrong to say that there has been a
flooding of financial resources to carry out
microcredit programs in India and
elsewhere. Thanks to microcredit, for the

first time, we see a “partnership” between
two diverse groups - NGOs and women’s
groups on one hand and multilateral
financial institutions and transnational banks
on the other. Historically, these two groups
had nothing in common in terms of world
view, ideology, strategy or “clients”.

The reasons for growing interest in
microcredit programs by the commercial
banks and financial institutions are as varied
as the players in the field of microcredit.
There are two types of micro-lenders in
India and elsewhere:

1. Those whose primary goal is
empowerment of the poor. These
combine microcredit with health care,
training and organization of labor to
raise the living standards of women and
poor people. They view microcredit
programs as a potential tool for
empowerment, giving women and poor
people greater access to financial
resources to break the shackles of
poverty.

2. Those whose primary goal is profit.
These micro-lenders see microcredit as
a new profitable avenue of business.
Many financial institutions have realized
that micro-lending offers immense
opportunities to make profit as interest
rates can range from 20 to 100 percent
and repayment rates are over 90
percent, far above commercial lending
rates. However, exorbitant interest
rates often keep the poor people
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trapped in a downward spiral of debt.
This economic logic makes the poor
more attractive to banks and financial
institutions, but not the other way
around.

Growing Influence of Donors
and World Bank

The sudden spurt of interest in microcredit
among developmental banks and financial
institutions unfortunately stems from
viewing it as a ‘win-win’ option, wherein
investors profit handsomely while the poor
gain access to financial resources. They see
microcredit as a ‘cheaper’ alternative for
poverty alleviation because it avoids the
‘overhead’ costs of a wider development
agenda covering areas such as group
organization and mobilization, support for
campaigns, access to natural resources,
redistribution of resources and skills
training.

However, this thinking totally
undervalues the role and significance of
public policy through measures such as
social sector spending and other
developmental initiatives which contribute
to the eradication of poverty. It needs to
be emphasized that microcredit is not a
substitute to social-sector spending and
anti-poverty programs. How beneficial is
credit if cuts in social services continue to
exacerbate women’s poverty and increase
their total labor hours? This is not to argue
that credit has no role in alleviating poverty
but what can women do with credit if they
do not have child care, education, training,
and health services?

In this context, the role of the World
Bank in promoting microcredit needs to be
discussed and debated. In 1995, the World
Bank launched its own micro-lending arm,
CGAP, with the goal of ‘systematically
increasing resources in microfinance.” The
Bank’s President, James Wolfensohn,
announced this program at the 1995 Fourth
World Conference on Women in Beijing.
Unfortunately, CGAP appears to be narrowly

focussed on micro-lending as an end in
itself.

A recent report prepared by the
Washington DC-based Institute for Policy
Studies found that 46 percent of CGAP’s
expenditures in its first year of operation
was spent on policy reforms which may
benefit lenders but end up hurting poor
borrowers, particularly women. For
example, CGAP views micro-lending as
unviable in the presence of usury laws -
laws which provide ceilings on interest
rates. Thus, its first dictate at a conference
in Mali was to get government officials to
repeal their nation’s usury laws.

CGAP also calls on countries to
completely privatize their micro-lending
institutions, removing all subsidies for banks
which service the poor. CGAP advocates
stronger debt collection laws - specifically
collateral laws - which will result in a safer
environment for bankers but which could
exclude the poorest, and poor women in
particular, from access to small loans.

Microcredit Summit

A global campaign to ensure that millions of
the world’s poorest families receive credit
for self-employment was launched at the
three-day Microcredit Summit in
Washington, DC, 2-4 February 1997.
Organized by RESULTS Educational Fund, a
US-based non-governmental organization,
the Summit goal was ‘to ensure that 100
million of the world’s poorest families,
especially the women of those families, are
receiving credit for self-employment and
other financial and business services by the
year 2005.” The Summit was supported by a
number of financial and development banks
including the World Bank, International Fund
for Agriculture and Development, Citicorp,
MasterCard, Chase Manhattan and American
Express.

Surprisingly, the registration fee for the
Summit was $200, not a small amount for
many small practitioners of microcredit.
Hardly anyone from small and grassroots
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organizations of the South sat on the
panels. On the other hand, International
Financial Institutions, especially the World
Bank and its microcredit facility,
Consultative Group to Assist the Poorest
(CGAP), were well represented. Similarly,
the summit was addressed by high-level
speakers such as Hillary Clinton, President
Fujimori of Peru and Queen Sophia of Spain
and representatives of financial institutions.
Most NGO participants were from the larger
and best-known organisations such as FINCA,
Women’s World Banking, Accion
International, Catholic Relief Fund, and Save
the Children Fund.

Although Summit organizers claimed
that no single model of microcredit delivery
was promoted during the event, an
emphasis on scale, commercial viability, and
gquantitative assessment criteria was evident
throughout, according to Nan Dawkins
Scully of the Institute of Policy Studies who
attended the Summit. She argued that this
was not surprising given the attendees were
donors and commercial financial institutions
which tend to favour a market-based model,
in which commercial banks team up with
profitable micro-lenders seeking increases
in ‘market share’ as a means of reaching
larger numbers of “clients’ (poor
borrowers). Donors and international
financial institutions increasingly promote
such a model as ‘best practice’.

A number of participants expressed
concern that the Summit might produce
negative consequences. Many feared that
the Summit’s rhetoric framed microcredit as
a sole source or best possible solution for
poverty - particularly women’s poverty.
NOVIB, a Dutch NGO, issued a statement
stating, “the goal of the microcredit Summit
to ‘solve’ poverty by providing credit is
highly over-rated; the poorest groups in
societies cannot take control over their
own future - nor completely over the use of
credit - without change in more structural
issues like literacy, unequal power relations,
employment and wages that reinforce their
present position. The solution of poverty
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cannot be totally put on the shoulders of
the poorest.”

Jaya Arunachalum of Working Women’s
Forum in India echoed this concern:
“Addressing economic interests alone is not
sufficient. Poverty is a consequence of
systematic social exclusion from policy
options or productive measures for the
most vulnerable groups.” Similarly, Oxfam’s
Ben Rogaly and Susan Johnson pointed to
trickle-up microcredit programs
implemented by small, local-level initiatives
as the most likely to be successful.

Despite the fact that small practitioners
were not well-represented on plenaries
during the Summit, a coalition of 43 African
microfinance providers issued the following
statement: “Any future criteria for
accessing microfinance funds needs to take
into account the involvement of small, start-
up organizations. We are concerned that a
significant global microfinance fund set up
by donors has already bypassed our
nascent, indigenous organizations.” The
coalition went on to say that “criteria for
selection of microfinance operators should
be developed through a broad-based
process and popular participation.”

The Summit’s quantitative objective of
reaching 100 million people needs to be
challenged, since achieving this goal would
require a massive increase in the scale of
microcredit programs. It seems that nothing
has been learnt from past experiences that
clearly show that this risks resulting in
institutions that are too big and too
removed to be effective. Further, increasing
outreach to 100 million people requires a
marriage between commercial banks and
practitioners of microcredit. Like donors,
commercial banks prefer practitioners who
offer financial services only - not the credit
programs which offer ‘expensive’ services
such as training, education, child care,
labor organizing, etc. Thus, the
achievement of this goal may lead to the
promotion of credit at the cost of other
developmental measures.
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Indian Scenario

Overall in India, a number of self-help
savings and credit groups and microcredit
programs have been initiated since the
1980s to provide credit facilities to the
poor, especially women, in both urban and
rural areas. These programs stumbled upon
a surprising finding: by targeting women,
repayment rates came in well over 95
percent, higher than most traditional
banks. Impressed by the repayment rates,
banking institutions like National Bank for
Rural Development (NABARD) and Small
Industries Development Bank of India (SIDBI)
began increasing their lending to such
groups.

However, the lending rates to
borrowers are not cheap. For example,
(SIDBI) lends to NGOs at 9%; NGOs are
allowed to on-lend to credit groups at a
rate up to 15%; and groups, in turn, are
allowed to charge up to 30% to individual
borrowers. Although such high-interest
credit is touted as a vehicle for poverty
alleviation wherein the poor use the funds
to undertake commercial ventures, various
studies have also found that the loans are
often used by poor people to meet their
daily consumption needs rather than
creating productive assets.

Now on a much larger scale,
microcredit institutions are being
established in India, with liberal grants, in
the form of seed money, from international
donor agencies like the Ford Foundation,
UNDP and Swiss Agency for Development
and Cooperation (SDC). This seed money, in
turn, will attract additional capital from the
corporate sector and financial institutions.
Loans are to be provided to borrowers
through a network of subsidiary lending
institutions. To assure investors a good rate
of economic return, these corporate
entities will lend at market rates. This
market-based approach has evoked sharp
criticism from many researchers who argue
that it may keep the poor on the treadmill

of debt or bypass them altogether in favour
of those who can afford credit at market
rates.

Keeping the CGAP framework in view,
the World Bank recently financed a project
in India called Rural Women’s Development
and Empowerment Project. The entire focus
and emphasis of this project is to launch
credit programs through the establishment
of self-help groups in India. Whilst one might
expect that a project with such a
progressive title as “Empowerment” would
include developmental components other
than credit, women’s empowerment is only
seen in terms of economic development
with a narrow focus on credit and income-
generation programs.

Other aspects are clearly essential to
genuine empowerment. In the case of rural
women, their control and ownership over
land can play a very important role not only
in economic welfare but, more importantly,
in terms of social and political
empowerment as land is a symbol of political
power and social status in rural India.
Furthermore, it is not realized by the World
Bank and even many women’s groups that
self-employment is the last choice for poor
women in India. Perhaps the Bank is not
interested in a process of women’s
empowerment that may be too political and
requires various other strategies. This could
explain why the Bank - and the women’s
groups that will be involved in this project -
have agreed to adopt a “soft” approach
towards women’s empowerment by
promoting the credit programs and self-
employment activities.

In general, and as the number of micro-
lenders in India multiplies, a proper
regulatory framework under which these
entities should function must be developed
to ensure that those involved in microcredit
come under close public scrutiny.
Otherwise, these new entities may end up
as an exploitative form of organized money
lending with no public accountability.
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A More Balanced View of Microcredit

Microcredit has to be seen in the context
of an increasingly exploitative global order
in which macro-economic policies of
liberalization and globalization are
destroying formal sector jobs, decreasing
social-sector spending in real terms, and
leading to increased unemployment. In this
scenario, the last option left for poor
people is self-employment, which
microcredit aims to promote. With the
support of credit, many poor women are
involved in income-generation activities of
producing consumer and household goods.
However, the odds are stacked against
the success of the self-employed in the
market, as they do not enjoy any market
protection. Besides, they have to compete
with the goods made by big business and
transnational corporations. How can poor
women compete with the transnationals and
big businesses that have strong financial
clout and can spend millions every year on
advertising, brand selling and marketing?
Similarly, how can they be successful if
they are not adequately supported by the

Notes

t From Novib’s View on the Role of Micro-credit in
Fighting Poverty, Declaration presented during the
Microcredit Summit, February 1997.
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relevant service infrastructure in fields such
as health, education and childcare?

Thus, these women are placed in an
extremely disadvantaged position in the
market and are not empowered to succeed.
To make this situation advantageous to
women requires radical changes in macro-
economic policies and significant spending
in the social field. There are very few
examples of microcredit programs where
macro-interventions for more favourable
economic policies for poor women have
been sought or where associated social
spending has been foreseen.

This is not to undermine the valuable
role that microcredit can undoubtedly play
in poverty alleviation in various situations.
Yet, any developmental strategy will require
far more than the ‘band-aid’ of microcredit
on the gaping wound of poverty and
unemployment. Otherwise, microcredit
programs, at best, can lead to just micro
solutions. Advocates of microcredit must
heed the warning of U.N. researcher Linda
Mayoux that, “Microcredit’s success is
dependent on, rather than a substitute for,
wider changes in the development agenda.”
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Democratic Ownership of Aid
In the Philippines

Sonny Africa
IBON Foundation

There are many challenges to democratic
ownership of official development assistance
(ODA) in the Philippines although there are
also some reasons to be hopeful. Aid goes
mainly to furthering foreign and elite policy
interests and only secondarily to addressing
the country’s considerable development
needs. Aid has been used to influence
national policies that are adverse to the
Filipino people’s interests. Large parts of aid
are also disconnected from social realities
and priorities.

The Philippines has some internal
weaknesses stemming from the country’s
still being in its long-drawn-out democratic
transition. Whilst citizens actively engage in
governance efforts, especially through civil
society, the formal mechanisms for greater
public involvement are either absent,
underutilized or even bypassed and
subverted. Within such a context, aid has
tended to align with and reinforce the
inequitable political and economic status
quo. Recent years have even seen some
worrying anti-democratic tendencies.

Filipino citizens and civil society
nonetheless continue to strengthen
themselves. They struggle to hold
government accountable and to open up
avenues for greater democratic involvement
by women and marginalized sectors. In
terms of aid effectiveness these social
pressures, organized advocacies and
principled engagement are vital to
increasing democratic ownership of aid.
They create the solid basis for improving

decision-making on where aid goes, how it is
used and towards what ends. They are
essential to strengthening transparency and
accountability in the country’s aid
processes.

Overall Aid Trends

Aid flows to the Philippines have been
generally declining since their peak in 1992,
including in the period 2000 to 2006 for
which the most recent full-year data are
available. The value of total on-going ODA
loans fell from US$13.3 billion in 2000 to
US$9.5 billion (for 135 project and six
program loans) in 2006, while total ODA net
loan commitments dropped from US$19.0
billion to US$15.4 billion (for 237 loans).?

The country’s top five donors
accounted for nearly 95 percent of all on-
going loans in 2006. The biggest donor was
Japan, through the Japan Bank for
International Cooperation (JBIC), whose
US$4.7 billion in loans accounted for 49.3
percent of total on-going loans.? This was
followed by the Asian Development Bank
(ADB) with US$1.8 billion in loans (18.6
percent of the total), World Bank (WB) with
US$1.5 billion (16.0 percent), United
Kingdom with US$588 million (6.2 percent)
and China with US$460 million (4.8 percent);
the balance of US$484 million was provided
by thirteen other donors.

China was only the fifth biggest donor
in 2006 but its loans were the largest on
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average at some US$153 million per loan (i.e.
US$460 million for just three loans). The
sheer size of these loans combined with
China’s more lax approach to ODA compared
to the more established donors has tended
to foster irregularities and corruption.®
China’s donor standing in the country
could, however, change significantly with
the signing of a China-Philippines Framework
Agreement in January 2007 that potentially
covers at least US$1.6-2.7 billion in
additional ODA for seven infrastructure
projects.* This rising aid presence reflects
China’s increasing global aggressiveness in
the ODA realm and, at least in the
Philippines, the filling in of gaps due to
falling contributions from traditional
donors.

ODA remains very significant in
economic terms especially since the
Philippines remains essentially
underdeveloped and unable to generate
sufficient capital resources internally.

The value of total on-going loans
remains substantial and was equivalent to
8.1 percent of gross domestic product
(GDP) in 2006; total net loan commitments
in turn were equivalent to 13.1 percent of
GDP.®> ODA from bilateral and multilateral
sources has fallen from its peak of 81.8
percent of the total public external debt
stock in 1994 to a still large 56.4 percent in
September 2007.% The total share of ODA in
the external debt stock likewise fell from
66.6 percent to 38.5 percent over the same
period. " The country has had no
outstanding International Monetary Fund
(IMF) loans since 2006.

Actual ODA disbursements of US$1.94
billion in 2006 were large relative to
national government finances and were
equivalent to 13.5 percent of total non-
debt expenditures and 10.2 percent of
revenues collected for the year.® ODA is
particularly significant in the case of
particular line agencies.

For instance, ODA disbursements of
US$454.5 million to the infrastructure-heavy
Department of Public Works and Highways
(DPWH) in 2006 were equivalent to 27.3
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percent of the agency’s expenditure
program.® A similar situation is found in
particular sectors. Total ODA disbursements
of US$226.2 million to the agriculture,
agrarian reform and natural resources
sector in 2006, for example, were equivalent
to 24.4 percent of the national
government’s allocation for the sector.*®

This significance of ODA means that, in
the absence of pro-active measures that
can create a firewall against donor
influence, the Philippine government is put
in a situation in which the donors have
considerable direct and indirect leverage
over it. This has strong implications for the
democratic ownership of aid.

Aid, Conditionality and Ownership

The Paris Declaration (PD) narrowly
construes ownership as partners’ having
“operational development strategies”. The
limitations of this approach are clear in the
case of the Philippines where the
government feels able to claim that it “has
well advanced efforts to comply with the PD
principles [on ownership]”. Simply by
asserting the existence of a Medium-Term
Philippine Development Plan (MTPDP) and its
subsidiary or accompanying documents, the
government argues that the Philippines
“truly owns its development agenda and
processes.” 1

Yet governance and policy-making in
the country remain deeply undemocratic.
The direction of major national policies
such as the MTPDP historically comes from
foreign and elite interests, which
subsequently end up benefiting more from
these policies than the majority of the
population. At first glance this appears to
be a purely internal problem: the
Philippines is still in the process of building
a genuinely broad-based and representative
democracy. However, in reality, donors are
effectively exploiting and indeed reinforcing
the lack of democratic accountability to
serve their interests.
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Donor countries use foreign policy tools
for their economic and geopolitical
objectives. In this regard, ODA, whether
bilaterally or through the multilateral
agencies which donor governments control,
is one of the most important mechanisms for
exerting influence. This self-interested use
of aid has effects extending far beyond the
timeframe of specific loans and cut across
the breadth of national life. The
accumulated adverse impacts are even grave
enough to offset the small and scattered
micro-scale benefits of aid projects. This is
what makes policy conditionalities, direct or
indirect, the central and overriding problem
of the aid system.

Economic policy conditionalities are a
particularly brazen form of exerting power
through aid. This is in addition to the
effects of decades of relentless big power
economic, political and ideological
influence. For instance, local policy-making
elites have already largely embraced
neoliberal “free market” ideology, the main
economic content of conditionality, thus
greatly reducing domestic official
resistance. Economic strategies are
nowadays from the very start crafted to be
appealing to donors and foreign investors.

Three decades of “free market”
conditionalities have already turned the
Philippines into one of Southeast Asia’s most
open economies with the lowest tariffs and
least restrictions on foreign capital next to
Singapore - so there are now fewer policy
areas needing a “free market” overhaul
compared to decades past. Yet, because
there are still some hold-outs, formal
conditionalities do still persist. The
country’s last IMF loan was a US$1.4 billion
stand-by arrangement from 1998-2000 which
had 110 conditionalities euphemistically
called “structural reform measures”. This
capped four decades of stabilization
programs with tight fiscal and monetary
policies contained in 24 IMF loans totaling
US$3.0 billion and SDR3.1 billion.

The WB meanwhile continues with its
structural and sectoral adjustment loans
that have totaled some US$2.8 billion so far.

It gave a US$250 million Development Policy
Loan (DPL) at the end of 2006 that covered,
among other things, fiscal austerity and new
taxes - picking up from where the IMF left
off - as well as power privatization. The DPL
is an innovation from previous adjustment
loans in that it was formally drawn up and
given wholly only after the policy changes
were made, rather than being negotiated
and then subsequently disbursed based on
prior formal commitments.

Donor pressure is also applied on the
basis of the sum of all ODA and not just on a
case-to-case basis. The pending Japan-
Philippines Economic Partnership Agreement
(JPEPA) is an example of aid being used to
leverage particular policy outcomes. The
JPEPA was signed in 2006 and only needs
ratification by the Philippine Senate to
come into effect. Japan has effectively
been using its past and current yen loan
packages as leverage for the free trade
deal’s ratification with constant allusions to
its being the country’s largest donor.
Philippine government economic managers
themselves have openly argued that non-
ratification of the JPEPA could antagonize
the country’s biggest aid source. The latest
27" and 28" yen loan packages have been
reported to be worth at least PhP67 billion
so far (around US$1.7 billion at current
exchange rates).

Aid has also been used to advance
donor geopolitical interests at the expense
of national sovereignty and development
objectives. The United States (US) is the
country’s largest grant donor and since 2001
has accounted for between a third and
nearly half of all grants received in any given
year. It has used this as leverage for an
increased US military presence in the
Philippines as part of its global “war on
terror”. US foreign assistance to the
country - covering both development and
military aid - immediately tripled post-9/11
from US$48.7 million in 2001 to US$132.4
million in 2002.%2 Levels have remained high
since then with the total US$743.0 million
over the period 2002-2007 implying an
average of US$123.8 million per year. This is
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even as the Philippine military and its
paramilitary forces have been found to be
complicit in mounting human rights
violations and a wave of political killings,
forced disappearances and abductions.!®
Outside of these grants, the US has, since
2000, been providing some US$20-40 million
yearly in Public Law 480 (P.L. 480) loans
ostensibly as “food aid” but really to
purchase US food surpluses and support its
own domestic agribusiness.

The US’s whole approach is patently
geared to promoting its strategic military
presence in the country. Its total grant
package is divided into USAID funding and
military and security-related funding. The
share of military and security-related aid in
its total grant package for the Philippines
increased four-fold from 10.5 percent in
2001 to 39.5 percent in 2007, with the
absolute amount increasing eight-fold from
US$5.1 million to US41.7 million; the
cumulative total for 2002-2007 reached
US$273.1 million.*

United States Agency for International
Development (USAID) funding in turn
increased only slightly from US$43.6 million
in 2001 to US$63.9 million in 2007 - with, for
instance, the Development Assistance (DA)
component actually halving from US$30.3
million in 2001 to US$14.9 million in 2007.
Moreover, some three-fifths of USAID
funding - covering DA, Economic Support
Funds (ESF) and Child Survival and Health
(CSH) - has become concentrated in local
community projects in the Mindanao
region.’ These southern provinces were
the re-entry point for US military forces in
the country in 2002. Since 2002, there has
been in the Philippines a continuous
presence of US troops - from a few
hundred to over 6,000 (especially in
Mindanao) - pre-positioning of war materiel
and the transit of US forces heading for
Afghanistan and Iraq.

China is rapidly emerging as a new
source of geopolitical influence in the
Philippines and is the Philippines’ fastest
growing donor by far. Even if only the

The Reality of Aid 2008

pipeline projects discussed recently come
on-line, China will have over US$2 billion
worth of commitments to the country -
bringing it from virtually nowhere to being a
close second to Japan in just a few years.
This is happening at around the same time
that the Philippines has made an
unprecedented concession to China over
disputed territory in the South China Sea. In
2004, the Philippines effectively downgraded
its sovereignty claims over the disputed
Spratley Islands by entering into an
agreement with China for joint exploration
and possibly development of the area’s
energy resources.® Four Association of
Southeast Asian Nations (ASEAN) have
territorial claims on the area, aside from
China and Taiwan, so the unilateral
Philippine action breaks ASEAN solidarity on
the issue.

A Non-Participatory Aid System

There is an urgent need for a more
democratic and participatory aid system to
resist the pressures of the major donors.
However, aid policies are heavily centered
on official bodies and the executive branch
in particular. Government policy is defined
by the ODA Act of 1996 which also identifies
the main bodies involved: the economic
planning agency National Economic and
Development Authority (NEDA), the
Commission on Audit (COA) and a
Congressional Oversight Committee on ODA
(COCODA). The long-time donor-government
venue for taking up ODA-related policies
was the Consultative Group (CG) which was
broadened into the Philippines Development
Forum (PDF) in 2004.

There is still much to be done for
citizens to be more genuinely engaged in
the ODA process. The COCODA is a
potentially important parliamentary
mechanism but this remains basically
dormant. It was only convened in 2005, a
decade after the enactment of the ODA
law; since then it has only had a handful of
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meetings mostly involving general ODA
briefings. The PDF is nominally a multi-
stakeholder body, but donor and
government voices remain extremely
dominant. There is also the risk that the
PDF, by coordinating donor efforts, simply
serves to further increase their individual
and collective leverage over the country’s
policies.

Civil society organizations (CSOs)
meanwhile are disconnected from large
parts of aid and aid-related processes.
Infrastructure projects and program loans
already take up at least two-thirds of total
ODA and CSOs have no direct involvement in
these. Yet CSOs have the potential to play a
significant role here. With sufficient
transparency, access to information and
real mechanisms for engagement, they
could serve as effective independent
watchdogs against project-level corruption,
social dislocation and undue environmental
damage. CSOs are also uniquely positioned
to bring grassroots perspectives to policy
processes.

CSO involvement has largely been as
ground-level implementers of aid projects in
their perceived areas of greatest expertise -
typically social and rural development. The
case of Japanese ODA with respect to local
non-governmental organizations (NGOs) is
revealing, particularly since Japan is
overwhelmingly the country’s largest donor
so its behavior strongly influences the
character of the overall aid package.
Japan’s Grant Assistance for Grassroots
Human Security Project (GGP) is the main
window for CSO involvement. Yet, in 2004,
the GGP accounted for a miniscule 2.3
percent of total Japanese ODA to the
country.’” The WB and ADB are more active
users of CSO channels for their assistance -
the WB recently reported that up to 70
percent of its projects involve CSOs - but
they are the notable exceptions amongst
official donors. In any case, a substantial
portion of the value of WB and ADB
assistance goes to infrastructure and
program loans that by their nature exclude
CSOs.

There are also no indications that it is
standard practice for CSOs to be involved in
project framework- and direction-setting.
They are for the most part seen as mere
implementers of grassroots projects largely
designed according to donor preferences
and priorities. There is rich anecdotal
evidence of projects inappropriate to
actual needs and communities’ overall
political-economic context being
implemented with the donor bias for short-
term measurable indicators influencing the
design of community development programs.
Furthermore, donors can even be wary of
greater engagement with CSOs especially
when these adopt a critical posture
towards the government.

As the formal ODA process becomes
more vulnerable to irregularities, increased
CSO involvement is becoming even more
urgent. For instance, the NEDA’s Investment
Coordinating Committee (ICC) - which is
tasked to approve ODA loan projects - was
weakened in early 2007 and foreign-assisted
infrastructure projects can now proceed
without its screening and approval. This was
done ostensibly to speed up loan
processing, but it increases the risk of
irregularities and the adoption of
questionable projects with low or negative
socio-economic returns, resulting in
unnecessary debt service burdens and
undue pressure on already scarce
government budgets.

Political influence over loan decisions
was also recently highlighted with scandals
of alleged kickbacks of US$50 million (for an
on-going US$400 million railways project)
and US$130 million (for a US$329 million
national broadband network project
cancelled because of the controversy).
Both cases involved Chinese ODA with
project implementation tied to Chinese
state firms. There are allegations of
involvement by high-ranking government
officials closely associated with the
president of the Philippines and, in one
case, the president’s husband himself.
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Conclusions: Towards a More Democratic
Aid System

The Philippine experience draws attention
to three levels of effort necessary to build
democratic ownership of aid. At the
international level there is an urgent need
for greater donor willingness to de-link aid
from their specific foreign policy objectives
especially insofar as these conflict with or
compromise recipient country interests.
Explicit loan conditionalities and tied aid
are the most blatant expression of this and
certainly the most urgent to remove.
Conditionalities in ODA are the single
biggest barrier to democratic ownership
and aid effectiveness and it is vital that
they are removed. Similarly, the other
indirect and less obvious ways that donors
use aid as leverage to further their ends
are also significant and need to be
addressed.

At the national level there is a need for
more democratic planning, monitoring and
implementation of aid. This means improved
official mechanisms for greater involvement
of citizens through parliament and CSOs -
such as in national or regional development
planning and consultative meetings with
donors, and ODA project monitoring. There
can also be improvements towards greater
transparency and accountability, increased
access to information, and stronger
measures against rent-seeking and
corruption. This presents a challenge for
CSOs to have greater constructive
engagement with governments and donors
without compromising their grassroots
grounding or core development principles.
Greater CSO capacity for policy-

Notes

t Data for on-going loans from National Economic and
Development Authority (NEDA) 15t Official
Development Assistance Portfolio Review (2006) and
for net loan commitments from Commission on
Audit (COA), Official Development Assistance Audit
Reports 2000 and 2006.
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formulation, advocacy and lobbying
would help make such engagement more
effective. Multi-stakeholder policy
advocacy groups - but with a bias for
amplifying grassroots voices - could be
formed alongside aid project
implementation watchdog groups. These
groups could encourage indicators of aid
outcomes focused more on development,
tempering of disbursement-focused
approaches, and enhanced anti-
corruption efforts.

Lastly, democratic ownership can be
improved with even greater CSO
involvement at the project or community
level where their comparative advantages
are greatest - i.e., integration with
marginalized sectors and grassroots
communities, relative independence from
political interests, skills with
participatory processes, commitment to
empowerment approaches, and a focus
on the poorest and most oppressed.
CSOs have also proven to be particularly
strong in mobilizing farmers, workers,
indigenous peoples, women, youth and
other marginalized sectors as well as in
increasing their involvement in social and
political issues.

Underlying all these necessary
measures and changes is the basic
principle that truly democratic
ownership of aid is essential to ensure
that it genuinely serves the interests and
welfare of the largest number of people.
Only when aid is allocated and
implemented democratically will it be
sure to contribute to the development
of sustainable societies free from
poverty.

2 Unless otherwise noted, all ODA donor loan data
from NEDA’s15™" Official Development Assistance ODA
Portfolio Review (2006).

s For instance, the Senate Blue Ribbon Committee in
September 2007 started investigating alleged high-
level corruption involving US$130 million in bribes
in a Chinese ODA-funded telecommunications
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Introduction

The second chapter of this Report looks at
the predominant role of the International
Financial Institutions in maintaining aid
relationships as relationships of power. It
examines the direct and indirect
conditionalities that the IFIs still apply to
their loans and also looks at the hugely
significant gate-keeper role, by which the
IFls exert tremendous influence over
recipient countries.

Eurodad

An article from the European Debt and
Development Network presents the results
of its own research on IFl conditionality.
This shows that despite contrary signals
from the IFls conditionalities are still being
applied.

The IFls are able to strongly influence
the national Poverty Reduction Strategy
Papers (PRSPs) and control the related
lending schemes: the WB’s Poverty
Reduction Support Credit (PRSC) and the
IMF’s Poverty Reduction Growth Facility
(PRGF). This gives them great power over
countries’ paths to development.

The average number of IMF structural
conditions increased from 10 to 11 in the
period 2002-2006. Although conditions
attached to World Bank policy loans fell from
an average of 46 to 37, up to 7% of the
conditions where classified as ‘bundled-
conditions’. Unbundling these increases the
total number of conditions by 12%. Research
also shows that the number of (binding and
non-binding) conditions has risen on average

from 48 per loan to 67 per loan between 2002
and 2005.

Furthermore, the significance of the
conditions imposed lies in their subject matter.
Of all WB conditions for poor countries, 20%
are economic policy conditions. Over half of
these (11%) impose some sort of privatization
and trade liberalization, which end up limiting
poor people’s access to vital services. Some
43% of all IMF structural conditions focus on
economic policy reforms and half of those are
privatization-related.

A major problem is that the IFI’s advice
is usually replicated by donor countries who
see them as yardsticks against which to
measure developing countries. Accordingly,
many donors link their disbursements to the
requirement of being ‘on-track’ with the
IMF programme. There have been disastrous
results of withholding aid when countries go
off-track with the IMF programme, such as
when Malawi experienced a severe food
crisis.

Indonesia

A second article from the NGO INFID presents
how structural adjustment requirements
attached to programme aid by IFls have had
huge impacts on the social and economic
livelihood of the majority of the poor
population of the country. It argues that IMF
policies have created a debt trap from which
there is little chance of escape.

The article highlights the most
controversial loan in the history of Indonesia,
which was the specific funds deposited by
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the IMF in the Indonesian Central Bank to
secure its foreign exchange reserve. Not only
were these funds of no use to Indonesia, the
country also had to repay the funds with
interest and observe the long list of
conditionalities attached.

The true power of the IMF over Indonesia
was revealed by the fact that when Indonesia
decided to end the IMF programme in 2003,
the donors decided that Indonesia was no
longer eligible for debt rescheduling through
the Paris Club. Countries such as Indonesia
are all but forced to accept the misdiagnoses
and failed prescriptions of the IFls or lose
access to other donors. This gatekeeper role
of the IFls is one of the major obstacles to
successful aid policies.

Bangladesh

Another article from the Bangladeshi NGO
VOICE highlights yet further the significance
of the signaling role of IFls. It argues that
the WB and IMF have spread their wings
well beyond their original mandate in taking
such a central and controlling position
within the international aid system.

The sad reality is that governance of
the WB and IMF is severely skewed towards
rich countries that dominate decision-
making in these institutions and thus loans
come tied with conditions which do more
to serve donor interests than those of a
country such as Bangladesh.

The IFls continue to impose policy
conditions, particularly related to the
liberalization of markets and the
privatization of national companies along
neo-liberal economic lines. They also
impose rules on macro-economic stability,
interfering in monetary policy in a way that
does not allow countries to invest in their
own development.

The article argues strongly that
Bangladesh has suffered through the
implementation of IFI conditions. The
policies imposed have resulted in job losses,
inflation, higher costs of key goods and
services and reduced competitiveness on

international markets. These have all
impacted directly on the lives of everyday
people and particularly the poorest.
However, the country’s room for maneuver
is strictly limited because other donors
accept the IFl assessments and the criteria
for the allocation of aid.

Furthermore, even where things clearly
go wrong, such as in the presented example
of the Khulna-Jessore Rehabilitation Project
(KJDRP) there is no accountability of donors
for the cause of people’s suffering.

Pakistan

An article from the Pakistani NGO PILER looks
at the negative effects of IFI-funded projects
in its country. Flawed projects emerge from
the faulty development paradigm put forward
by the IFls which believes that investment in
major infrastructure projects will generate
economic growth that will then seep into local
communities and reduce poverty. The
question of accountability at local level is
omitted at very outset, because the gains are
measured at the macro-economic level
The article argues that mega-infrastructure
projects have served to detach people from
their historical entitlements to natural
resources. The social disruption, loss of
livelihood and environmental degradation
associated with these projects push local
communities into poverty and deprivation.
Furthermore, the IFls seem to be
unconcerned by the concomitant violation of
rights such as to food, development and
shelter, considering them to be merely
‘transitory costs’.

This paper looks deeply into the case of
a World-Bank-financed project - the Left Bank
Outfall Drain (LBOD) in the Sindh province of
Pakistan. This demonstrates how the World
Bank failed to take into account the needs of
local communities and ended up uprooting
them from their means of survival, violating
their fundamental rights. It also shows how
the WB failed to take responsibility for its
actions.
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Nepal

This paper from the Nepal Policy Institute
argues that whilst the rhetoric around aid
policies is strong on ethical symbolism, the
reality is dictated by the interests and
calculations of global financial capital,
represented by the IFls and private global
corporations.

The problem for poor countries like Nepal
is that they will be punished heavily both
economically and politically if they fail to
comply with the global corporate agenda of
development. But no punishment or
enforcement measures are allowed in the
event of violations of UN human rights and
environmental treaty obligations in the pursuit
of such corporate-led development.

By controlling the purse strings of
international aid, the IFls were able to have
such control over politics in Nepal that not
even strongly left-wing elected parties could
stand up and implement the policies they
wanted. This reality not only hindered
development, but also encouraged political
insurgency.

There are major problems with the IFI-
supported contract frameworks including FIDIC
(Federation Internationale des Industries et
Consultants) and BOOT (Build, Operate, Own
and Transfer). Whilst the former almost always
leaves recipients liable for unexpected
overspends, the latter often takes away
communities’ sovereign rights to their own
natural resources for the duration of the
contract, receiving an out-of-date and
expensive to run system at the end.

Recent elections in Nepal have re-
elected a left-wing government. The paper
wonders whether this time the IFIs will allow
the country’s own political choices to
determine its development agenda, taking a
human-rights based approach.

The Netherlands

Finally the Netherlands considers to what
extent the EU represents a better model of
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multilateral aid for the future. It argues
that, whilst still being far from perfect, it
goes some way to providing the kind of aid
that is needed, particularly through the use
of budget support.

The Commission provides the main share
of its budget support on the condition that a
country meets three general eligibility
criteria: it should have a poverty reduction
plan; it should work towards improving public
finance management (PFM); and it should aim
for macro-economic stability. The remainder
of the funds are disbursed according to the
country’s performance against specific
indictors on health care, education, and PFM.

In a study of the EC’s general budget
support agreements with 11 different African
countries, over half of the performance
indicators call for direct improvements in poor
people’s health and education, in particular
for girls and women. By moving away from
specific economic policy conditions, and
instead often focusing on gender-specific
outcomes in health care and education, the
Commission sets a positive example to other
providers of budget support.

Evidence suggests that the EC’s budget
support does change poor people’s lives.
Government spending on education has
increased by nearly a third (31 per cent) in
eight of the African countries that receive
some of the largest amounts of the
Commission’s general budget support. In all
but one country, this has resulted in an
increase in the number of children enrolled
in primary school.

The paper recognises that the Commission
is not exclusively responsible for the positive
results, but the evidence does show that
where it provides large amounts of budget
support, headway is being made in reducing
poverty. Furthermore, the EC’s conditions can
sometimes be deemed somewhat intrusive. In
Ethiopia, for instance, the EC required the
introduction of a competition law, application
for accession to the World Trade Organisation,
and revision of urban land lease laws.
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Conclusions

Whilst the previous chapter looked at how
power relations still dominate the delivery of
aid, this chapter argues that the IFls are the
worst offenders. They give loans without
adequately considering or consulting the local
communities most directly affected. They also
continue to apply serious economic policy
conditionalities to aid. Both of these factors
often have devastating consequences on the
livelihoods of the poorest people.
Furthermore, through their gate-keeper
role, the IFls often prevent recipient
governments from accessing funds from

alternative sources as many donor countries
accept the IFIs’ assessments and criteria. In
the context of current aid practices,
harmonization of donors is only serving to
strengthen this influence. Poor countries often
find themselves with little choice but to follow
the conditions applied.

Of all the multilateral donors, the European
Commission shows the most promise as being
ready to apply good principles in allowing
recipient countries to plan their own
development strategies through the use of
budget support. Even here, however, much
progres is still needed towards optimizing the
benefits of aid for developing countries.
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The Impact of IFI Conditionality
on the Development Aid System

Javier Pereira
European Network on Debt and Development (EURODAD)

Introduction

Among the International Financial
Institutions (IFls), the International
Monetary Fund (IMF) and the World Bank
(WB) are the most well known. Their history
can be traced back to the Bretton Woods
agreement and, through the years, they
have attained and maintained a leading role
in the global economy. This status as
keepers and champions of the global
economic order has, by extension, made
them two of the most influential players in
the field of development and they rule over
aid flows with the golden sceptre of
conditionality.

Despite both internal (Guidelines on
Conditionality and General Good Practice
Principles) and external (The Paris
Declaration) initiatives, they are failing to
hand over their power. Perversely, as more
and more countries increase their budget
support to developing countries, they
reinforce the WB and the IMF’s stronghold
by buying-in to their conditionalities.

The main instrument through which
both the IFls influence development is the
Poverty Reduction Strategy Paper (PRSP)
and related lending schemes. This initiative,
endorsed by the Executive Boards of the
World Bank and IMF in September 1999,
articulates the High Indebted Poor
Countries (HIPC) debt relief initiative and
laid the foundation for two lending
schemes: the WB’s Poverty Reduction

Support Credit (PRSC) and the IMF’s Poverty
Reduction Growth Facility (PRGF). The IMF
and the WB thus play a double role as
donors and advocates of development
policies.

In 2005, both the WB and the IMF
signed the Paris Declaration on Aid
Effectiveness, committing as donors to
increasing recipient countries’ ownership of
development aid and aligning and
harmonizing aid flows under recipient
countries’ leadership. Furthermore, the
PRSP was intended to address the criticisms
aimed at the WB’s Structural Adjustment
Programs of the 1990s. By definition, a PRSP
should be “country-driven, comprehensive
in scope, partnership-oriented, and
participatory”,!

However, criticism remains high and
doubts persist about the real extent of
PRSP ownership and participation by
recipient countries. If IFl conditions are
supposed to be aligned to national PRSPs,
loans have been usually granted under
stringent conditionality, pursuing objectives
not always shared by recipient countries’
governments. Ghana’s last PRSC, signed in
2005, contained the striking number of 197
conditions.?

The following sections analyse why
conditionality plays such a central role in
the WB and IMF’s development aid. They
also discuss whether the Paris Declaration
has had any impact on the practices of
these two IFls from the perspective of
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recipient countries and in light of their
experiences.

IMF Conditionality

Following the introduction of the PRSP
scheme, both the IMF and WB have been
the target of severe criticism as a
consequence of conditionality practices.
The IMF was the first organization to react
to criticisms about conditionality and in
September 2002, it published its Guidelines
on Conditionality.® The WB took a little
longer to react, publishing its Review of
World Bank Conditionality,* conducted
between November 2004 and July 2005 and
containing the Good Practice Principles on
Conditionality (GPPs) in September 2005.

Both these internal initiatives are in
line with the commitments made in the
Paris Declaration and any outcomes of
these ‘new approaches’ should have been
reinforced by the international agreement.
Enough time has elapsed to allow for results
to be observed. Unfortunately, however,
NGO research reveals that even the most
positive appraisal can only claim piecemeal
progress.

Six years after the Guidelines on
Conditionality and three after the Paris
Declaration, the IMF shows a not altogether
surprising lack of results. Research carried
out by Eurodad on 20 developing countries
shows that the average number of IMF
structural conditions increased from 10 to
11 between 2002 - when the IMF issued its
new staff guidelines to reduce the number
of conditions it imposes - and 2006.°

Moreover, the evaluation of the IMF
conditionality carried out in 2007 by the
Independent Evaluation Office (IEO) of the
IMF concluded that “the streamlining
initiative did not reduce the volume of
conditionality”.® The latest data made
available to Eurodad by the IMF, covering
the first half of 2007, shows that this trend
has not changed.

On average, half of all IMF structural
conditions imposed on poor countries via

the PRGF are binding conditions. The IMF
imposes policy reforms that have to be
acted upon prior to receiving funds and
others that must be enacted within one
year of receiving the funds. The proportion
of binding conditions has stayed relatively
steady over time.

Furthermore, the PRGF agreements
signed in 2007 still meddle with extremely
sensitive issues, most of them far from the
IMF’s field of expertise. Some 43% of all IMF
structural conditions focus on economic
policy reforms and half of those are
privatization-related. The large majority of
privatization conditions are focused around
banking. Nine out of the 11 poor countries
(including Bangladesh, Benin, Ethiopia,
Mozambique and Tanzania), facing
privatization-related conditions from the IMF
had some form of banking privatisation
imposed upon them, whilst the energy
sector was the second most common
target.

In Nicaragua, conditions still push for
the reform of the country’s pension fund
system. This system is still in tatters after
the attempted privatization heralded by the
WB and the Inter-American Development
Bank, which was halted because the
government could not cover the expenses
and guarantee the pension to its citizens at
the same time.” The IMF also continues to
push for the reform of the cotton sector in
Burkina Faso with the privatisation of the
public company SOFITEX (Société de Fibres
Textiles).

WB Conditionality

Current Eurodad research appears to show
a slightly better picture of WB
conditionality.® Comparisons between the
number of conditions before and after the
GPPs - the research compares the number
of conditions attached to the PRSCs before
2005 and those in the period 2005-2007 -
confirm that the average number of
conditions attached to World Bank policy
loans has been reduced from 46 to 37.
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However, up to 7% of the conditions
where classified as ‘bundled-conditions’ -
general conditions whose fulfilment requires
a number of reforms and policy actions;
unbundling these increases the total
number of conditions by 12%. More than
fifty conditions were attached to each of
the current World Bank grants for 14 out of
the 20 low-income countries studied and
three had more than 100 conditions. The
research shows that the number of (binding
and non-binding) conditions has risen on
average from 48 per loan to 67 per loan
between 2002 and 2005.

In addition, the World Bank is
continuing to impose a significant number of
controversial economic policy conditions on
low income countries through its
development lending. Eurodad assessed that
15 out of the 20 poor countries have
privatization-related conditions as part of
their World Bank lending. These cover
sectors of the economy such as agriculture,
banking, and water. Of all WB conditions for
poor countries, 20% are economic policy
conditions. Over half of these (11%) impose
some sort of privatization and trade
liberalization, which end up limiting poor
people’s access to vital services.

The number of conditions varies wildly
from one country to another. Rwanda, for
instance, faced 144 conditions in the PRSC
approved in 2006, including the privatization
of Rwandatel, Rwandex, the Nshili-Kivu tea
plantation and the rice factories of
Rwamagana, Gikonko and Bugurama. Similar
stringent conditions have been applied to
Afghanistan, a post-conflict ‘fragile state’
with less than 10% of workers in the formal
economy, where more than 50 state-owned
enterprises will be privatised and, according
to government estimates, 14,500 jobs lost.

The research reveals that although the
number of conditions which call for direct
privatisation has marginally declined, there
has been a massive increase in the number
of conditions that push for reforms
associated with facilitating privatisation,
such as regulatory reforms, restructuring of
certain sectors and corporate reform. The
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number of ‘privatisation-associated reforms’
have almost doubled between previous and
current loans across the 20 countries
assessed.

The Bank’s new guidelines for
development policy lending employ the
concept of ‘criticality’. This is meant to
confine the Bank to setting conditions that
are deemed critical for the implementation
and expected results of a country program.
However, there is a high prevalence of
micro-management conditions in World Bank
lending, and an inability by WB staff to make
rational judgments as to what should or
should not constitute a condition in
development finance.

The Paris Declaration
and Current Conditionality Practices

Since the introduction of the PRSP, 58
countries have approved this instrument.
However, although an evaluation carried out
by the World Bank® shows that it is starting
to introduce more conditions drawn from
the PRSP, this section explains that PRSPs
have not been able to introduce real
changes.

In the Paris Declaration, donors
committed to “draw conditions, whenever it
is possible, from a partner’s national
development strategy..”* In practice, what
is happening all too often is that a PRSP and
a national development strategy (NDS) are
becoming one and the same. ! In
Afghanistan, for instance: “The Interim NDS
will be submitted to the Boards of the World
Bank and the IMF in the expectation that it
will also meet the benchmarks of an Interim
Poverty Reduction Strategy process,
developed by the World Bank and IMF in
1999.712

Rather than independently designed
national development strategies informing
the PRSPs, it is obvious that the IMF and the
WB have a strong say on the NDSs. The WB
and IMF claim that the PRSPs are owned by
recipient country governments, but the
actions of these two behemoths contradict,
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once more, their statements of good will.
During the drafting of the second PRSP for
Niger, fifteen Nigerien representatives were
flown to Washington DC where they met
World Bank, UNDP, EC, Belgian and IMF
officials. After this meeting a Senegalese
consultant was hired and sent to Niger
where he finished drafting the PRSP. ** This
example gives an idea of the real
manoeuvre-space recipient governments
have when designing these strategies.

Furthermore, researchers suggest that
allies closer to the US receive fewer
conditions in their IMF loans.** This
indicates that conditionality is too often
used as a political tool rather than an
instrument to furthering reforms which are
deemed necessary to ensure poverty
reduction.

It is obvious that recipient country
governments barely own their development
aid strategies. The mechanism that allows
for the IMF and the WB to dominate
development aid processes is sadly
summarised by the Head of the National
Treasury Research Service of Niger: “we
need the money; therefore we accept
performance indicators even if we don’t
think we will be able to meet them. These
negotiations are by their nature unequal as
we need the money.”*® The IFI’s hegemony
will not be broken until the role of both
institutions as an international reference is
challenged and a more coherent and pro-
poor system introduced.

Furthermore, beyond the waning role
of recipient countries’ governments with
respect to the IFls, the lack of democratic
ownership outside of government is a key
issue in developing countries. In
Mozambique, neither PARPA | nor PARPA Il -
the local name for Mozambique’s PRSPs -
were subject to approval by Parliament.¢
Similarly, the Honduran parliament has also
been bypassed with regards to development
strategies.?’

Additionally, the resulting PRSPs usually
have vaguely-defined objectives and are
inadequate for donors to monitor budget
support. Accordingly, when donors want to

provide budget support they form, together
with the national government, a ‘Budget
Support Group’. This group drafts a
Performance Assessment Framework (PAF),
which sets out a number of benchmarks
theoretically to oversee budget support
flows in line with the objectives of the
PRSP. Unfortunately, however, the PAF is not
the result of a dialogue with the recipient
country’s government, but of a unilateral
process led by donors. As the UK
Department for International Development’s
Head of Operations in Sierra Leona points
out: “initially the donors do a draft to agree
on the conditions, and then these are
taken to the government and discussed”.*®
If democratically-elected parliaments
play such a feeble role, the power granted
to civil society organisations in this process
is even less. The problem is such that even
the OECD has to remind donors that:
“Parliaments, civil society organisations and
the wider public, as well as political
institutions at the sub-national level, are
important ‘owners’ of development
strategies and policies, and drivers of
change. Genuine ownership requires
political leverage and space as well as a
legal-institutional framework that ensures
that citizens - including the poor and the
most marginalised women and men - are able
to engage in decision-making processes and
hold their governments accountable.”*®

The Real Weight of Conditionality

Conditionality is the most important tool the
WB and IMF have to push reform.
Furthermore, the IMF remains extremely
influential despite being a minor donor -
several of the IMF’s three-year PRGFs signed
in 2005 and 2006 provide a relatively small
amount of funding: US$ 10m in Niger; US$
38.2m in Ghana; US$ 9.2m in Burkina Faso;
and US$ 9.1m in Benin.?® There are several
factors which explain the weight of WB and
IMF’s conditions in development aid.

Firstly, the WB and the IMF play a
central role in the global and economic
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systems and their advice is usually
replicated by donor countries who see
them as yardsticks against which to measure
developing countries. Accordingly, many
donors link their disbursements to the
requirement of being ‘on-track’ with the
IMF programme. Recent Eurodad research
confirms that this is the case, for example,
in Nicaragua?* and Sierra Leone?, where
this requirement has caused severe
problems as a result of donors freezing
predicted disbursements. WB and IMF
conditionality allows for the existence of a
self-perpetuating vicious circle. The real
significance of conditionality rests in the
power of cutting not only money flows
directly from these two institutions, but
also from other donors.

Another issue which helps to
strengthen the grip of the WB and IMF on
development aid is cross-conditionality. This
word describes the phenomenon of finding
one condition duplicated in both the WB’s
PRSC and the IMF’s PRGF. The practice of
cross-conditionality increases the pressure
exerted by conditionality and is,
furthermore, usually applied to push
through the most sensitive reforms, such as
the privatisation of public companies. This is
the case, for instance, of IFl conditions
requiring the privatization of the Rupali
Bank in Bangladesh, the Bank of Ethiopia,
the Inter-Bank of Mali and Nicaragua’s
telecommunication company Enitel.®

The Paris Declaration was intended to
address these problems and to cede to
recipient countries the driver’s seat of
development aid by promoting the
principles of ownership; alignment;
harmonisation; mutual accountability; and
managing for results. Nonetheless, the
unfortunate truth is that, by backing
budget support, the Paris Declaration helps
to close the circle in the sense that more
and more donors will buy-in to this aid
modality. This strengthens the link to
conditions agreed in processes, such as the
PAF, where recipient governments have very
little say.

The Reality of Aid 2008

In 2002, Malawi endured a severe food
crisis, during which it went off-track with
the IMF programme. Subsequently, all
budget support to Malawi was suspended,
aggravating the humanitarian and economic
crisis, creating a sort of catch-22
situation.?* The power of the WB and the
IMF to impose conditions and promote
changes is founded on the possibility of this
type of crisis. To solve this problem it is not
only necessary to increase recipient
countries’ real ownership, but also to
provide funds through longer term
agreements which cannot be immediately
broken when the conditions imposed by the
WB and the IMF are not met.

One of the most remarkable failures of
IMF and WB policies has been water
privatisation in developing countries. In
Bolivia, the privatization of the company
Aguas del Tunari ended with the famous
‘War of Water’ after the prices rocketed
and service standards dropped.? Following a
similar case in Tanzania, last January the
British company Biwater was ordered by a
London tribunal, acting in accordance with
international law, to pay £3m to DAWASA, a
Tanzanian water utility, after it was found
that the service had deteriorated under its
management.? The privatisation of water
utilities as demanded by the IFIs has
experienced similar problems in other
countries such as Puerto Rico and the
Philippines, proving this problem to be
widespread.

On the positive side, the Biwater case
represents a breakthrough as it has opened
the way to hold companies accountable for
their wrongdoings in developing countries.
Unfortunately, the chain of responsibility
does not reach the upper links, and the
ultimate perpetrators do not bear any
burden other than their own conscience.
When one tries to carry out research on
the IFls positions on these issues, the
silence is shocking.
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Conclusions

There is no doubt that policy conditionality
affects recipient countries’ policies far
beyond simply ensuring fiduciary
accountability and that neither the WB nor
the IMF are undertaking reforms at the
pace that is needed. Up to now, they have
failed to fulfil the commitments made in the
Paris Declaration and their own
conditionality guidelines, impacting
negatively on development and the lives of
people.

A key issue in tackling conditionality is
that it still seems reasonable to expect that
there should be mechanisms in place to
monitor how aid flows are being used and
to stop aid being delivered incorrectly. The
problem with the WB and the IMF’s
conditionality is that it is used as a tool to
force changes, which are frequently highly
sensitive, in recipient countries, sometimes
pursuing developed countries’ interests.

A possible solution would be to look
again at the real meaning of the word
‘monitor’ and focus conditions on the

Notes

t World Bank. Retrieved from http://
go.worldbank.org/E2L02BFAQO

2 EURODAD. (2006). World Bank and IMF
conditionality: A development injustice.

3 International Monetary Fund. (2002). Guidelines on
conditionality. Retrieved from http://
www.imf.org/External/np/pdr/cond/2002/eng/
guid/092302.pdf

4 World Bank. (2005). Review of World Bank
conditionality. Retrieved from http://
siteresources.worldbank.org/PROJECTS/Resources/
40940-1114615847489/webConditionalitysept05.pdf

5 See footnote 2.

6 Independent Evaluation Office. (2007). An IEO
evaluation of structural conditionality in IMF-
supported programs.

7 Antén P., & J. A. (2007). La reforma de la seguridad
social en Nicaragua: Una propuesta de pensién no
contributiva. In Cuadernos PROLAM/USP 6(1). pp.
37- 66.

output side of development policies,
instead of on the input side. The European
Commission has recently started to use an
approach based on this principle. Outcome-
based conditionality, as it is called, links aid
to development results or outcomes and
leaves recipient governments free to
decide the way to achieve them. This is a
much more desirable option to policy
conditionality,?” even though it is not free
from problems; indicators are difficult to
design and adjust and predictability
problems still persist if long-term
commitments are not applied.

Now is the right moment for change;
this year the WB and the IMF will be closely
scrutinized in Accra and both need to
speed up reform to live up to the Paris
commitments. Renovation is not always
easy, but the reforms needed do not call
for a revolution, just political will.
Unfortunately, the WB and the IMF have
shown very little willingness in the recent
past to transform their current approaches
to conditionality For the time being, the
power remains in their hands.

8 EURODAD. (2007). Untying the knots: How the
World Bank is failing to deliver real change on
conditionality. Eurodad.

o World Bank. (2007). Conditionality in development
policy lending.

10 The Paris Declaration on aid effectiveness. (2005).
Retrieved from http://www.oecd.org/document/
18/0,3343,en_2649_3236398 35401554
1.1 1 1,00.html

u See footnote 8, para. 16.

12 Afghanistan Development Forum. (2005). National
development strategy for Afghanistan: Frequently
asked questions. Retrieved from http://
www.adf.gov.af/2005/resources/NDS-
FAQ%5B1%5D. pdf

3 EURODAD. (2008). Turning the tables: Why donors
need to change the way they provide development
aid.

1 Drehar, A. & Jensen, N. (2005). Independent actor
or agent? An empirical analysis of the impact of US

69



20

interests on IMF Conditions. Swiss Federal
Institute of Technology, Zurich. Working papers n.
118.

RODADDHD. (2008). Quelle efficacité de I’aide au
développement au Niger? Etude indépendante pour
une approche citoyenne de I’APD.

IPAM. (2008). Mozambique: An independent analysis
of ownership and accountability in the
development aid system.

TROCAIRE. (2008). Avances de Honduras en
armonizacion de la Cooperacion Internacional
después de la Declaracion de Paris: Una evaluacion
desde la perspectiva de sociedad civil.

See footnote 5.

OECD. (2008). Development co-operation report
2007.

International Monetary Fund Country Information.
Retrieved from http://www.imf.org/external/
country/index.htm

The Reality of Aid 2008

24

TROCAIRE and CAFOD. (2008). Consideraciones sobre
la efectividad de la cooperacion externa oficial.

EURODAD. (2008). Old habits die hard: Aid and
accountability in Sierra Leone.

See footnote 2

OXFAM. (In press). For all campaign case study:
Malawi.

Foro Boliviano sobre Medio Ambiente y Desarrollo
(FOBOMADE). (2005). El proceso de privatizacion del
agua en Bolivia. Retrieved from http://
www.fobomade.org.bo/agua/priv_agua.pdf

Seager, A. (2008, January 11). Tanzania wins £3m
damages from Biwater subsidiary. The Guardian.

EURODAD. (2008). Outcome-based conditionality:
Too good to be true?

70



Multilateral Aid and Conditionalities::
The Case of Indonesia

Don K. Marut
International NGO Forum on Indonesian Development (INFID)

Despite amounting to a relatively small
amount of Indonesia’s overall economy,
foreign aid has had a significant impact on
the country’s domestic economic and
political situation. This has happened
through the conditionality imposed on loans
by the IMF and which has been reinforced
by the wider donor community under the
leadership of the World Bank.

Since 1966/7 Indonesia has received
foreign aid (loans and grants) from twenty
countries and thirteen multilateral
agencies. Nevertheless, most of the donor
countries and multilateral agencies to
Indonesia have been organised in one
“consortium”. From 1967 to 1991 this
consortium was the Inter-Governmental
Group on Indonesia (IGGI), chaired by the
Netherlands. This was replaced by the
Consultative Group on Indonesia (CGI) from
1992 to 2007, chaired by the World Bank.
From 2005, CGI was officially chaired by
Indonesia but in practice was chaired and
directed by the World Bank.?

The IMF was not a member of IGGI or
CGl, but it was always represented in the
meetings and its presence in Indonesia has
had strong implications for the country and
the donor community. Not only has the IMF
imposed policy conditions on the funds
provided, but bilateral and multilateral
donors have referred to the IMF before
making loan agreements with Indonesia.®

Structural adjustment requirements
attached to programme aid by IFls have had
huge impacts on the social and economic

livelihood of the majority of the poor
population of Indonesia. The liberalisation
and privatisation of state-owned companies
and public services have influenced both
state revenues and the costs paid by the
poor for services.

Composition of Foreign Aid
to Indonesia

The majority of Indonesia’s foreign debts
are bilateral with official development
assistance making up the largest portion,
via both concessional and commercial
loans. Japan is the biggest bilateral donor,
accounting for about 70% of the total
bilateral aid to Indonesia. Bilateral aid
mainly funds projects which are
predominantly used to support physical and
institutional infrastructure.

Multilateral aid is more heavily focused
on programmes aimed at supporting crises
in the balance of payments or state
budget. In line with the policies of the IFls,
policy conditionalities are attached to this
aid.

As the Table 1 shows, the Asian
Development Bank (ADB) and the World
Bank (through the IBRD) are the two major
multilateral donors to Indonesia. The loans
from the ADB have increased steadily and,
in 2006, it became the biggest multilateral
donor. IDA constitutes a relatively small
portion of overall multilateral aid as does
funds from the IDB (Islamic Development
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Figure 1. Multilateral Loans (%)
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Table 1. Multilateral Sources of Loans (Million US$)

Donor 1997 1998 1995 2000 2004 2002 2003 2004 2005 2006
ADB 4557.00 569400 T,517.00 754400 717900 8,310.00 853215  B,E49.14  9,140.13  5.409.21
DA 720.00 702.00 £82.00 719.00 726.00 TBE.00 88435 549.06 1,002.59  1,31.75
IBRD 10,307.00  10,225.00 11,494.00 11,774.00 11,577.00 10,802.00 9,776.10 B,542.99  §,106.53  7,£10.81
IDe 27.00 32.00 51.00 215.00 184.00 138.00 151.47 162.56 202.85 396.70
HIE - 217.00 214.00 200.00 186.00 170.00 155.00 139.16 120.91 105.45
IFAD 57.00 84.00 72.00 65,00 57.00 65.00 78.71 78.98 71.06 73.72
WF 2,973.00 9,082.00 10,255.00 10,%83.00 910500 8,823.00 10,238.61 9,653.8%  7,B04.03

EID 4.00 8.00 8.00 8.00 7.00 7.00 110,77 109.12 116.14 105.09
MIGA - - - - 2.00 3.00 - - - -

TOTAL  18,645.00 26,046.00 30,293.00 31,508.00 2%,029.00 2%,112.00 29,977.20 28,9045 16,5662+ 16,836.74

Bank), although both have become more
important in providing loans to Indonesia.
In 1971, programme aid was 2.5% of GDP
compared to only 0.5% of GDP allocated for
project aid. The oil boom in 1974 that
contributed to increasing state revenues,
and stabilising the Indonesian economy
reduced the percentage of programme aid.
At this time, the World Bank started to
engage more in supporting physical
projects and the technical assistance group

working in the National Planning Board and
the Ministry of Finance.

For more than ten years (1974-1985)
programme aid to Indonesia was not
significant. However, the sharp decline in
the world oil price in 1982 that caused a
crisis in the balance of payment attracted
programme aid to Indonesia once again
through IMF/World Bank structural
adjustment loans. In 1983, the IMF approved
SDR260 million under Compensatory
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Table 2: The World Bank Adjustment Loans to Indonesia

Type Date of Approval Ameount Approved
Trade Policy Adjustment 1387 U35 200 million
Policy Reform Support 1999 Us5 1.5 billion
Social Safety Met Adjustment 1939 Us5 600 million
Water Resources Sector Adjustment 1399 UsS 200 million

Source: BAPPENAS, 2001

Financing Facility (CFF). Indonesia received
SDR463 million from IMF in 1987 under the
CFF to compensate for the decline in
exports. In the same year, Indonesia
obtained $300 million from the World Bank
under the Trade Adjustment Programme
Loan.*

Impact of World Bank Loans

Though programme aid is less than project
aid and not very visible, its influence on the
Indonesian economic and political systems
has been significant. Programme loans were
meant to rescue the country from crisis,
particularly related to balance of payments
and the state budget. However, through
programme aid, World Bank staff have
worked as if they are part of the Indonesian
bureaucracy, freely influencing the policies
of the national government. The Indonesian
bureaucracy has become so open to the
World Bank that none of its policies are
immune to influence.®

Aid from the World Bank group started
in 1968, through IDA soft loans. The first
IBRD loan to Indonesia was made in 1974
when the country had started to catch up
with development momentum. The World
Bank provided Trade Adjustment Loans in
1987. When Indonesia was hit by the 1998
economic crisis, the World Bank provided
USD 26.5m of International Development
Association (IDA) aid and tied it to the
privatisation and liberalisation of public
services, including the cut of subsidies in
social sectors.

It is interesting to observe that whilst
the IFC (a family member of the World Bank)
has been making a fortune purchasing the
cheap shares of the public services and
privatised companies, poor Indonesians have
paid a high price for the soft IDA loans.

After increasing critiques of the
relevance of the World Bank in Indonesia,
the Bank is now enthusiastically promoting
its new Community Driven Development
project. This consists of two project
components: Kecamatan Development
Project (KDP) for rural areas and Urban
Empowerment Project for urban areas and is
seen, by World Bank staff, as a bait for new
loans for Indonesia to meet the main mission
of alleviating poverty.

Scott Guggenheim’s paper on KDP has
been treated by World Bank staff in
Indonesia as the main reference on the
success of the project®. In fact, the project
has made poor people responsible for
poverty alleviation in terms that mean the
poor themselves will repay the debts in the
future.

A 2004 BAPPENAS study’ raises the
question of whether the loans being
attracted are really for the benefit of the
recipient country. The suggestion is made
that, since more loans mean more overhead
costs and project work for the donor
agencies, the staff of these agencies are
keen to encourage more loans to increase
their job security rather than in the
interests of the recipient country.
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Impact of IMF Loans

The most controversial loan in the history
of Indonesia, however, was the specific
funds deposited by the IMF in the
Indonesian Central Bank to secure its
foreign exchange reserve. These funds
were of no use to Indonesia, since they
were deposited when the Central Bank had
enough reserves already. Nevertheless, the
country not only had to repay the funds
with interest, but also had to observe the
long list of conditions stipulated in the
signed Letter of Intent and Memoranda of
Economic Policy Monitoring. In this sense,
the IMF deposits can be seen as a ‘Trojan
horse’ used by the IMF to control the
policies of Indonesia along the neo-liberal
lines preferred by the developed countries
and multinational corporations whose
interests are represented in the IMF.

Rizal Ramli, the Coordinating Minister of
Economic Affairs in 1997, warned that
“involving the IMF in Indonesia’s recovery
programme would inevitably plunge the
country into a deeper economic crisis”®.
Nevertheless, from 1997 to 2005, the IMF
and Indonesia signed 20 Letters of Intent
(Lol) and Memoranda of Economic and
Financial Policies (MEFP) on policy measures
and other conditionalities to be
implemented by Indonesia. While the
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People’s Assembly Council (Majelis
Permusyawaratan Rakyat - MPR)® decided
the general guidelines to solve the crisis
without dependence on foreign creditors,
the government was not able to resist the
pressures from the IMF and the donors’
community.

On 5 November 1997, Indonesia and the
IMF signed a three-year stand-by
arrangement (SBA) aimed at restoring
market confidence. However, the fiscal
austerity, tight monetary policy, floating
exchange rate regime and bank closures
prescribed by the IMF
brought a banking crisis, which caused
social unrest and uncertainty in the whole
economy, deepening the crisis.

Following the Stand-by Arrangement
(SBA), the inter-bank interest rate sky-
rocketed from 20 to 300 percent, causing a
banking crisis. The closure of 16 banks, as
recommended by the IMF in November 1997,
caused capital outflow of USD 5 billion. This
put further pressure on the Indonesian
Rupiah provoking corporate bankruptcy and
the loss of thousands of jobs.

To solve these problems, the IMF and
Indonesian authorities signed the first
Extended Fund Facility (EFF) of SDR 5.3
billion, imposing stricter structural measures
on fiscal and monetary policies as well as
banking and corporate restructuring. In

Table 3. The IMF Stabilisation Loans to Indonesia

Programme Type Date of Approval Expiry

Amount Approved | Amount Drawn

(Disbursement
ratic - %)

Stand-by March 1972 1972 Us5 14 million

CFF August 1982 SDR 260 million

CFF May 7, 1987 SDR 463 million

Stand-by Hovember 5, 1997 August 25, 1998 SDR 34 billion SDR 3.67 billion
(44.0%)

EFF August 25, 1998 February 4, 2000 SDR 5.38 billion SDR  3.79 billion
(70.6%)

EFF February 4, 2000 December 21, 2002 | SDR 2.64 billion SDR 1.99 billion
(54.6%)

Source: |MF website [www.imf.org).
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February 2000, when the first EFF expired,
the government signed the second EFF
involving a commitment of SDR 3.6 billion
from IMF. The second EFF was accompanied
by a long list of conditionalities, including
stricter measures on privatisation and legal
reforms.

The IMF recommended the conversion
of private debts into public debts. The
government’s domestic debts increased by
up to US$ 65 billion. At the same time
Indonesia’s public foreign debts increased
from US$ 54 billion to US$ 74 billion, and the
international private debts decreased from
US$ 82 billion to US$ 67 billion, some of
which had been converted into foreign
public debts. As a consequence of the
financial crisis and IMF policies, Indonesia’s
debt doubled over a period of just four
years.

Each semester IMF staff monitored the
implementation of the structural reforms
required by the conditions of the Lol and
the MEFP. The surprising thing is that
reports from the IMF did not influence the
market at all; rather the reaction went
contrary to the reports. When the IMF
reported that the Indonesian
macroeconomy was becoming more stable,
the exchange rate of the Rupiah weakened;
and when the IMF reported that there
should be stricter measures for reform, the

capital inflow from foreign investors tended
to increase.

What is more, the IMF funds that
provoked these conditions were not even
used. The net foreign reserves of Indonesia,
which were about US$ 24 billion at the time
when IMF and Indonesia signed the first EFF,
were at a very healthy level, and there was
no need for additional reserves to secure
the balance of payments. Since Indonesia
took the floating exchange rate regime, the
Central Bank did not need to intervene in
the exchange market on regular basis and
therefore additional reserves were not
necessary.

Whilst Indonesia did not need to use
the IMF money, it still ended up bearing the
interest costs. In 2002 Indonesia paid US$
2.3 billion to the IMF, consisting of US$ 1.8
billion in principal and US$ 500 million in
interest payment!. On average the cost of
this idle fund (fees and interest) was about
3.5 percent. IMF policies put unsustainable
pressure on the government budget. For
the 2002 fiscal year, debt servicing was
estimated to total USD13 billion (IDR 130
trillion) including domestic and international
payments. These payments amount to more
than three times the total public sector
wage bill including the military, and eight
times the education budget.

Table 4: Disbursement and Repayment of IMF Loans (SDR)

Wear Disbursements Repayments Interests
2002 B25,720,000 1,375,920,000 153,322,440
200 309,650,000 1,375,920,000 369,498,855
2000 B51,150,000 ] 398,846 600
1999 1,011,000,000 0 167,539 445
1998 4,154,348 000 0 133,963 634
1997 2,201,472,000 o ]
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Impact of IFls on Other Donors

The programme loans during the crisis
period - including the conditionalities
detailed in the Letters of Intent - were
used as references by both the multilateral
donors and the bilateral donors.*? Donors
united in putting pressure on Indonesia to
implement IMF’s policy prescriptions and
conditions by making the disbursement of
both programme and project loans
dependent on whether the government of
Indonesia had implemented the conditions.
The unity of the donors was made possible
because of the presence of regular
meetings of the CGI, where the government
of Indonesia had to provide reports to the
donors, in addition to the regular
monitoring from the IMF.

Programme aid reached its peak during
the crisis period, when the multilateral
donors came with a rescue package. The
commitments of this “bail out” package
from IMF were matched by commitments
from the World Bank and the ADB and the
Government of Indonesia itself. This first
line totalled USD 23 billion. It was followed
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by a second line totalling USD 20 billion from
bilateral donors (see table below).

The main reason for involving other
donors in the rescue package was to
maintain and prop up market confidence by
showing that the donors collectively were
ready to help Indonesia financially with a
large amount of money (US$ 43 billion). The
second line was only to be issued after the
first line was fully exhausted. In reality, the
second line was never utilised.® The rescue
package itself did not rescue the economy
of Indonesia, but it was used as an
instrument to impose the policy
prescriptions of the “Washington
Consensus” on Indonesia.

Loans from the World Bank, Asian
Development Bank and other donors do not
need to be tied to IMF conditionality.
Nevertheless, when Indonesia decided to
end the IMF programme in 2003, the donors
decided that Indonesia was no longer
eligible for debt rescheduling through the
Paris Club.* So IMF’s programme package
was needed and used by the foreign
creditors, such as the World Bank, to profit
from the crisis.

Table 5: International Financial Rescue Package for Indonesia

Contributors Amount (USS Billions)

First Line 23.0
IMF 10.0
‘Waorld Bank 45
Azian Development Bank 1.5
Gowvernment of Indonesia 5.0

Second Line 20.0
Singapore 5.0
United States of America 3.0
Japan 5.0
Australia 2.0
China 3.0
Malaysia 1.0
Hong Kong 1.0
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Conclusions

The data and facts of multilateral aid show
that most of them have been wasteful, with
no clear advantage for Indonesia.
Furthermore, they have been used by
creditors and donors to dictate policies
that should be left to the national
government. Programme loans from
multilateral agencies were used to justify
the presence of the agencies and their staff
in Indonesia rather than for promoting
capacities of the government staff. The
good governance that is promoted now in
Indonesia is a result of the democratisation
processes rather than the results of the
works of the consultants paid by the
programme loans.

Foreign debt amounts to less than 3% of
the annual state budget, meaning its overall
contribution to Indonesian economic
development is limited. The major
determinant is, in fact, domestic financial
capacity. Nevertheless, the foreign debt
becomes problematic and burdensome
when the maturity of the debts is
accumulated, putting pressure on the state
budget in later years.

Most importantly, however, the
relatively small amount of foreign aid caused
heavy foreign intervention in Indonesia’s
economic and political system. The
coordinated pressures from the donors/
creditors through IGGI/CGI tied Indonesia to
conditions imposed by the IMF and made it
difficult for Indonesia to get rid of the debt
trap. Furthermore, the fact that the staff
members of the donor agencies are driven
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policy conditionalities through its leadership
of the CGlI.

paper was changed and did not reflect his view and
the GOI’s but the World Bank’s.

8 BAPPENAS study. (2004). (BAPPENAS is the National
Development Planning Ministry).

4 Chowdhury, A. & Sugema, I. (2005). How significant
and effective has foreign aid to Indonesia been?
Center for International Economic Studies (CIES)
Discussion Paper No. 0505. University of Adelaide,
Australia, p. 15.
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The IFIs

A documentary video presented during the farewell
party of the Country Director of the World Bank,
Andrew Steer, in March 2007, described clearly
how the World Bank has been integrated in the
Indonesian Economic Team (the Coordinating
Ministry of Economic Affairs, Ministry of Finance,
Ministry of Trade and the Ministry of National
Planning). The documentary video could trigger the
question of the independence of the Indonesian
economic team, and to certain extent, the question
whether Indonesia is still sovereign in making its
economic policies.

Scott Guggenheim, “Crises and Contradictions:
Understanding the Origins of a Community
Development Project in Indonesia“, paper 2003
downloaded from www.worldbank.org. The Project
was started with a local-level institutions study
(LLI), which came out with rhetorical conclusions
that re-justify the intervention of the World Bank
in Indonesia’s development which in fact - as the
study from BAPPENAS revealed - is only to secure
the jobs of the World Bank staff in Indonesia. (Scott
Guggenheim is the Director of the World Bank’s
Decentralisation Support Facility (DSF)).

BAPPENAS. (2004). op.cit.
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11

Ramli, R. (2004). The IMF’s Indonesian myths.
MPR is like a Congress in US democratic system,
consisting of the House of Representatives and the
Senate.

Ibid.

Ramli, R. (2002), p. 13.

In 1998, the Fund postponed loan disbursement
three times: March, May and November. This
automatically affected the disbursement of loans
from the WB, ADB and some bilateral lenders.
Chowdhury, A. & Sugema, I. (2005). loc.cit.

BAPPENAS. (2004). The existence and roles of the

consultative group for Indonesia (CGI). Summary, p.

9.

Ibid. In 1999 The IMF admitted its errors in
Indonesia in its internal reports. Despite stopping
further errors, IMF and the donors kept pushing
the implementation of IMF’s conditionalities.
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IFIs - The Major Barrier to Change
In the Aid System

Ahmed Swapan Mahmud
Voices for Interactive Choice and Empowerment (VOICE)

Introduction

The IFls sit at the heart of the global aid
architecture. The World Bank is a major
source of finance for developing countries
and the IMF has a crucial function in
“signaling” which countries receive more
funding from both official and private
sources. These roles confer incredible
power to these two institutions that have
spread their wings well beyond their
original mandates. The governance of the
World Bank and IMF is severely skewed
towards the rich countries that dominate
decision-making in these institutions.

The World Bank (WB), International
Monetary Fund (IMF), Asian Development
Bank (ADB) and other donor agencies have,
for the past few decades, provided
Bangladesh with loans and grants in the
name of such lofty pretexts as ‘poverty

reduction’ and ‘international development’.

However, these loans inevitably come tied
with conditions which hinder the country’s
economic growth and poverty reduction.
The detrimental effects these conditions
have had on Bangladesh are immeasurable,
putting the country under increasing
pressure to abide by the prescriptions
imposed by the donors.

IFIs and Conditionality

As advocates of corporate globalization, IFIs
and their allies work for international

capitalism, exerting a heavy influence on
global trade policies that mainly promote
trade liberalization and public sector
privatization. Many of the least developed
countries (LDCs) have become a place of
experimentation for trade liberalization at
the hands of international financial
institutions (IFIs) who pressure the
government into liberalizing trade policies.
This causes serious devastation in public
service sectors including health, education,
water, agriculture and food.

Despite the movement for
democratization across the developing
world, International Financial Institutions
(IFIs) have continued to bypass parliaments,
a trend at odds with donor insistence on
‘good governance.” The WB, IMF and
Regional Development banks attach
conditions with an intention of economic
reforms which they legitimize through a
range of documents including Poverty
Reduction Strategy Papers (PRSPS).

PRSPs contain conditions such as
cutting social expenditures - also known as
austerity - implementing user fees in basic
services such as education and health,
focusing economic output on direct export
and resource extraction, devaluation of
overvalued currencies or lifting import and
export restrictions, removing price controls
and state subsidies, privatization or
divestiture of all or part of state-owned
enterprises, enhancing the rights of foreign
investors vis-a-vis national laws, improving
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governance and fighting corruption. Many
of these have negative consequences for
the situation of the poorest people in these
countries.

IMF imposes two types of policy
conditions, namely quantitative and
structural. Quantitative conditions are
imposed at the macroeconomic level of the
poor countries, while the structural ones
are for institutional and legislative policy
reforms. All of them prove to be not
relevant to tackling the challenges that the
countries face, unfair, undemocratic,
ineffective, and inappropriate mainly
because they undermine democratic
accountability within countries and deprive
the poor of access to services (education,
health, etc) at a low cost. Yet the influence
of IFIs to open up the domestic market is so
powerful that the government cannot resist
or deny their illegitimate influence and
power.

Since the 1980s, IFIs - backed by key G7
shareholders - have become increasingly
preoccupied with the structural obstacles
to growth and poverty reduction, and have
sought to use loans to leverage the reforms
that their Washington-based economists
have deemed desirable. As a result, the
average number of World Bank conditions
per program tripled between the early
1980s and mid-1990s, and by the 1990s IMF
‘mission creep’ led to its bolstering the
Bank’s efforts with its own structural
conditions.?

The World Bank provides most of its
loans for a specific project on the basis of
particular strategic policies, called
Structural Adjustment Programmes (SAPS).
The main conditions of SAPs have been:
massive privatization of industries and major
utilities; the blanket application of the ‘free
market policy’ which actually means a
unilateral canceling of all tariff restrictions
by the country on the receiving end of the
loans; withdrawal of all types of subsidies
for the sake of ‘efficiency’; and drastic cuts
in government spending in order to ensure
so-called ‘macro-stability’ of the economy.

The Reality of Aid 2008

The Dominant Position of the IFls

In many cases, in terms of policies and
projects, IFls are directly violating the
principles of the Paris Declaration. Aid is
more aligned to structural adjustment
policies striving for trade liberalization and
privatization than nationally created
development plans. The supremacy of
donors continues to rule the day.
Furthermore, by acting as the gatekeeper
of aid disbursements by other countries,
they act as a major hindrance to aid
effectiveness reforms.

In the mid-eighties, when Bangladesh
was under a military regime, Structural
Adjustment Programmes (SAPs) were
introduced. The main conditions of these
SAPs were: massive privatization of
industries and major utilities; the blanket
application of the ‘free market policy’
which actually means a unilateral canceling
of all tariff restrictions; withdrawal of all
types of subsidies; and drastic cuts in
government social spending to ensure
macro-economic ‘stability’.

This resulted in the disintegration of a
number of industries including the Adamyji
Jute Mills, which left millions of jute
growers and jute mill workers in crisis and
displaced 26 thousand workers and their
family members. The Bangladesh Petroleum
Corporation (BPC) has been under
tremendous pressure to privatize, as well as
the Chittagong Port, a move that would put
the oil and gas sector of the country at the
mercy of the large multinational companies.?
Similarly, the small and medium enterprises
of the country are on the verge of collapse
due to the misguided policy decisions of the
IFls.

Overall the SAPs proved of no use in
Bangladesh, leading the World Bank to
introduce Poverty Reduction Strategy
Papers (PRSPs). However, this was still
prescribed by the WB and IMF and agreed
to by other donor agencies including the
ADB. It reiterated the free market,
privatization and liberalization conditions of
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the SAPs, and the country was forced to
accept and implement this PRSP as a
precondition for receiving money from the
donors. Like other countries, Bangladesh is
bound to prepare a PRSP every three years
to qualify both for concessional lending
from the World Bank and IMF and for debt
relief under the Heavily Indebted Poor
Countries (HIPC) initiative.

The PRSP does not reflect the needs
or the participation of the people but
rather violates their fundamental right to
development and a quality life. The
strategies prescribed in the PRSP are not
recognized by the people at large since
these were imposed on the country. Civil
society groups have had discussions and
debate opposing the prescribed document
and also criticizing the government for
accepting enforcement of this policy. The
major reasons for opposing it were because
it neither represents people’s aspirations
and expectations, nor deals with the
priority sectors.

The IFIs prevent democratic ownership
by applying their strategies as conditional
tools over the country. Furthermore,
people are kept away from the whole
process of the project formulation and
implementation and there is no
accountability of the donors for their
actions. No democratic consultation is
practiced either in policy formulation or
project implementation processes.

Further issues arise. Not only is the
PRSP a set of conditional lending policies
imposed by the IFls, but later other official
donor agencies also agreed with the PRSP
to be in place. In this way, the IFls act as a
gatekeeper putting strategies in place
which other donors and recipient
governments are only able to follow. The
national government has little choice since
it requires the aid and is forced to comply
with this. However, it is noteworthy that it
did this without even raising the issue in
the national parliament. Clearly, the
national development priorities have been
undermined in the PRSP and the principles

of the Paris Declaration are totally ignored
and sidelined by the IFIs and other donors.

This dominant position has not changed
in recent times. The World Bank, ADB, DFID
and Japan have prepared a joint Country
Assistance Strategy (CAS) for Bangladesh for
2005-09. The CAS is aligned with the PRSP
and encourages other donor agencies to
collaborate at the sector level through
improved coordination of implementation.
By these means, the IFls continue to
dominate the other agencies and to get
them to implement their strategies and
policies.

Nor have the IFls reduced their
influence in the face of the emergence of
Sector Wide Approaches (SWAPs) in the
fields of health and primary education. They
are yet to align themselves with these
country procedures.

Impact of IFI Policies

Many projects undertaken by the IFIs in
Bangladesh ignored the opinions of local
communities. For example, Khulna-Jessore
Drainage Rehabilitation Project (KJDRP),
which was funded by the ADB and was
implemented in the Southwest area of
Bangladesh. The lack of consideration for
local communities resulted in a project with
disastrous consequences for the
environment and communities’ livelihood.
More than one million people have directly
suffered in the area.

Though the project was not successful
- as admitted by the ADB - there was no
accountability for causing the people’s
suffering. The victims have not been
compensated, though the communities have
been calling for this for the past few years.
Donor’s supremacy and the money-power
nexus are imposed over the decision-making
process and no accountability is practiced
though there was a commitment by the
donors to comply with the principles of the
Paris Declaration.

In June 2003, the IMF provided
Bangladesh with a loan to be released in
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three years in three installments, with some
of the conditions being the renovation of
government banks and the privatization of
the Rupali Bank. The reform of the banking
sector of Bangladesh has already been
initiated by the Government of Bangladesh,
the name of the project being ‘Industry
Development and Bank Modernization’, with
another one called ‘Central Bank
Strengthening Project’ already in hand. The
privatization of banks could hamper the
capital market as well as the economy as
the government would be dependent on
foreign capital for a longer period and
would lose control over the economy.

Bangladesh has become a place of
experimentation for trade liberalization at
the hands of international financial
institutions (IFIs) which pressure the
government into liberalizing trade policies
within and beyond the WTO framework.
Following conditionalities stressed by WB
and IMF, the National Board of Revenue
(NBR) decreased import taxes from 2% to
1.5% on 352 products. The IMF pushed for
increasing revenue income and decreasing
subsidies in the budget, and determined
increases or decreases on product taxes.
The government could not keep control
over tax policies, and as a result, the price
of essential commodities skyrocketed.

At the macro-economic level, the IMF
has also played a major role in Bangladesh in
fixing the national salary structure,
reducing the interest rate of Sanchay Patras
(savings scheme) and raising the exchange
rate of the dollar against the local currency
taka. These policies have significantly
impacted upon people’s livelihoods. When
investment was much needed to accelerate
growth and provide key services to reduce
poverty, the IMF-imposed tightening of the
credit supply brought strong protest from
the country’s business community. In the
end, tightening the money supply and
credit growth through raising interest rates
failed to maintain macroeconomic stability;
rather, it increased the cost of investment
and thus had a negative impact on output
and employment. The result, at the end of
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2007, was that inflation was creeping up to
double digits, but at the cost of investment,
employment and GDP growth.

Also since conditionality relates not
only to donor goals but also the process for
achieving these goals, the people of the
recipient countries are victimized in the
process. For example, the de-
industrialization programme and closure of
the jute industry caused serious
unemployment. Overall, people have had to
bear the brunt of both higher inflation and
reducing incomes due to IFls policies and
programmes.

Following IMF conditions, the
developing countries’ governments are
forced to impose taxes on products to
increases its revenue income. The
Bangladeshi government had to commit to
increase the price of oil and gas in order to
obtain PRGF funding. The price of fuel has
increased by 60%-75% in the past two years
in Bangladesh. The price of petrol and
octane has increased in the local market by
just under 30%. The price of kerosene and
diesel has increased by 50%-76%.°

The IMF is pushing to increase the
price even further, which they believe is
good for economic stability and GDP
growth. But does that growth really help
people? The price hikes of oil and gas have
directly affected the livelihood of the
people. Farmers and manufacturers, in
particular, have been severely hit by the
price hike of these core business costs.
Even in the recent substantial food price
increases, the IFls are pushing to increase
the prices of gas, electricity and fuels,
whilst simultaneously prescribing reduced
subsidies to agriculture and basic services.
This ‘double whammy’ leaves farmers and
people in general in desperate situations.

The goal of increased revenue is not
achieved through tax control, a process

detrimental to the livelihoods of the people.

The IMF conditions are plunging people into
misery. Revenue experts suggest that the
government should take measures to
protect local industries. However,
Bangladesh has only experienced trouble
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with respect to industry and overall
economy by following IMF conditions.

The Asian Development Bank
in Bangladesh

International Financial Institutions stress
quite explicitly the necessity of cost
recovery and commercial profitability of
water services. They also promote ‘reforms’
of the water sector and introduce ‘public-
private participation’ or ‘increased private
sector involvement’ that essentially results
in the gradual withdrawal of the state from
the domain of the utility sector. To make
things a little more complicated, the market
for water is highly subsidised and especially
so in crowded cities, which offer the most
potentially lucrative markets, the policy
regime is not favourable to commodify or
commercialise water and there is a
fundamental question of whether the poor
should pay for their water.

‘Bangladesh has cumulatively received
over US $ 8 billion in aid from the Asian
Development Bank (ADB), ostensibly
earmarked for the ‘public sector’.
Unfortunately, much of this money is used
to finance projects supporting private
sector growth and trade liberalisation. In
fact, one of the ADB’s key operational
objectives in its South Asia regional
Cooperation Strategy is explicitly stated as
“promoting private sector cooperation.” In
other words, by “addressing policy
constraints,” the ADB proposes to open up
Bangladesh’s industries and expose them to
the vagaries of the global corporate
economy.

The ADB’s Dhaka Water Supply and
Sewerage Authority (DWASA) Project
envisages eventual privatisation of the
water distribution system. The ADB’s massive
$838 million Dhaka Water Supply Project is
also underway, which it notes will require
substantial private investment.

The World Bank has also confirmed its
commitment to support the water sector in
Bangladesh and noted that the sector

requires about $8 billion dollars’ worth of
investment over the next 20 years. An
obvious means, and presumably the one
preferred by both the agencies, to finance
the water projects would be private
investment gradually pushing the water
sector towards privatisation.*

The ADB’s recommendations for the
future operational strategy are set out in its
water sector ‘Roadmap’ of November 2003.
It notes that Bangladesh had prepared a
‘sound’ National Water Policy, which was in
fact funded by the World Bank and
conformed to the set of prescriptions that
lending agency must have provided, as well
as a draft 25-year National Water
Management Plan. Implementation of this
draft management plan ‘also needs to be
initiated with continuous strengthening for
strategic sector development’, notes the
roadmap.

The Asian Development Bank hails two
specific initiatives regarding Bangladesh and
both involve non-state actors. Its
publications highlight a particular initiative
of organisations that have established 126
locations where they buy water at the
subsidised rates and sell it to the slum
dwellers at four times the government rate,
making a neat 300 per cent profit. This can
only be seen as a precursor to wholesale
water privatisation since the private
operators would find it easier to increase
water tariffs.

ADB has also tagged a lot of
prescriptions onto its aid, providing a policy
prescription to restructure and downsize
public sector organizations in order to
create space for foreign private sector. It
encourages Foreign Direct Investment as a
means to provide an inflow of foreign
currency, arguing that this would ensure
remarkable development of the energy
sector and would contribute to develop
other sectors as well. At their behest,
blocks of the gas sector were awarded to
the Multinational Corporations. As a result
of these contracts, Bangladesh became
obliged to purchase its own gas at triple the
price of local companies and in foreign
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currency. The national exploration agency
has been kept idle. The budget deficit and
negative effect on foreign exchange
reserves increased due to the obligations to
foreign companies.

The results of these steps have been
disastrous for the economy and the people:

1. the price of gas and power has
continuously increased

2. the cost of production at every
level has increased, resulting in a
fall in competitiveness of
Bangladeshi products

3. hard-earned foreign currency is
being used to purchase gas and
electricity which could be bought
with local currency at a much
cheaper rate

4. dismantling of local production skill
and exploration establishment

5. huge financial losses of state
agencies

6. common property becomes private
property being used to maximize
corporate profit

7. public non-renewable resources
like natural gas becomes huge
liability.

Conclusion

The International Financial Institutions
represent a significant barrier to the
achievement of the Paris Declaration
principles and the achievement of
development goals more generally. They play
a very significant role in shaping the
policies, strategies and priorities of the
developing countries that they work with.
They continue to impose policy conditions,
particularly related to the liberalization of
markets and the privatization of national
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companies along neo-liberal economic lines.
They also impose rules on macro-economic
stability, interfering in monetary policy in a
way that does not allow countries to invest
in their own development.

Not only do the IFls have a direct
impact on developing countries through the
conditions they impose on their own aid,
but they are also able to exert tremendous
influence over other donors who accept
their assessments and criteria for the
allocation of aid. This reduces the room for
manoeuvre available to recipient countries
because it reduces the competition
between donors and prevents them from
being able to seek out alternative funding
sources.

The result of this reality is that
developing countries are not just held back,
but also pushed back into situations of
poverty and deprivation. The policies
imposed have resulted in job losses,
inflation, higher costs of key goods and
services and reduced competitiveness on
international markets. These have all
impacted directly on the lives of everyday
people and particularly the poorest.

Overall, the various positive noises
coming from initiatives such as the Paris
Declaration and IFIs own commitments can
be seen to be more rhetoric than reality.
The gatekeeper role of the IFls needs to be
challenged along with their undemocratic
approaches to policy-making. Rather than a
mere reform agenda in the current aid
system, a change of paradigm is needed
based on democratic ownership, full
engagement of civil society, transparency,
openness and accountability. Only then will
the right policies come about to deliver the
best opportunities out of poverty for the
poorest countries and the poorest
communities.
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2 Breaking the cycle of neo-liberal hegemony: How
World Bank and IMF stand against the people.
(2008, January). In Voice 2008.

3 Global capital vs local economy: Conditionalities of
the IMF and Fiscal Reform. (2008, January). In
Voice 2008.

4 Ahmed, T. (2008). Water for sale, Dhaka WASA
privatization. In Voice 2008.
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Introduction

There is a wide power gap between the
World Bank and local communities. The
decisions made from a distance by
powerful institutions are beyond the
control of local communities. In this
context, investments in mega infrastructure
projects from donors such as the World
Bank have served to detach people from
their historical entitlements to natural
resources. The social disruption, loss of
livelihood and environmental degradation
associated with these projects push local
communities into poverty and deprivation.
The concomitant violation of rights such as
to food, development and shelter is
considered a ‘transitory cost’ in the Bank’s
terminology.

Water infrastructure projects funded
by IFls have not only generated huge
economic waste, but also caused
irreparable damage to the environment and
livelihoods. The World-Bank-financed
Tarbela Dam and link canals project in the
early 1970s reduced fresh water flow to
lower riparian zones, especially the Indus
Delta. Previously prosperous deltaic
communities were forced to migrate.
Ecological costs have included sea
intrusion, loss of mangrove cover and the
disappearance of flora and fauna species.
The prevalence of massive poverty in the

area is a direct consequence of upstream
structures funded by the World Bank.
Similarly, the Asian Development Bank
financed the Chashma Right Bank Canal
project, which massively disturbed the
ecological and livelihood pattern of the
area. Flooding caused by alterations in the
course of water flows force communities to
migrate and negatively impact on the long-
term potential of ecosystem functioning and
sustainable development, pushing people
into vicious cycles of deprivation. Such
infrastructure projects are instrumental in
extending state and capital control over
natural resources through dispossession and
limiting people’s choices and autonomy.
The reason these projects come about
is the dominance of a faulty development
paradigm and inadequate accountability.
Projects are implemented under the flawed
economic belief that investment in major
infrastructure projects will generate
economic growth that will then seep into
local communities and reduce poverty. The
question of accountability at local level is
omitted at very outset, because the gains
are measured at the macro-economic level.
The past sixty years have witnessed donors
in competition with one another to pour
money into such flawed projects, ignoring
the fact that previous projects based on
economic growth ideology had basically
robbed natural resources from poor people
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and created situations of extreme
deprivation.

Poor communities bear the brunt of
these projects and yet they are kept away
from decision-making processes at all the
levels. In developing countries that lack
sufficient democracy, the state authorities
are unaccountable to the people.
Furthermore, the international donor
institutions enjoy immunity from domestic
laws and there is no mechanism of
international law to hold them accountable.
Thus, violations of human rights go
unchecked and accountability remains an
illusion. Nevertheless, indigenous people all
around the world have fought around issues
of accountability, transparency and
governance in powerful institutions like the
World Bank, particularly since the last
decade of the previous century.

This paper looks deeply into the case of
a World-Bank-financed project - the Left
Bank Outfall Drain (LBOD) in the Sindh
province of Pakistan - which demonstrates
how the World Bank violated people’s
fundamental rights, uprooting them from
their means of survival in southern Pakistan.
It also shows how the WB failed to take
responsibility for its actions after inspection
panel findings.

Left Bank Outfall Drain Project

Background

The Left Bank Outfall Drainage (LBOD)
project was initiated in 1984. The project
aimed to provide a drainage facility for
irrigated agriculture in three districts
covering about 516,000 hectares through
the construction of a network of surface
drains, installation drainage tube wells and
the Chotiari reservoir.* The initial estimated
project cost was US $ 635 million. The cost
was agreed upon by seven external co-
financiers: IDA; ADB; Saudi Fund for
Development (SF); Canadian International
Development Agency (CIDA); Overseas

Development Administration (ODA-UK); Swiss
Development Corporation (SDC); and the
OPEC Fund for Development. The IDA and
ADB were the major donors, contributing US
$150.0 and $122.0 million, respectively. The
early environmental assessments indicated
positive effects for the project. It was
considered that drainage would improve the
productive capacity of farmland and the
quality of vegetation, whilst reducing
malaria.

The problems

The implementation of the project was
disastrous and both the World Bank and ADB
have accepted that their performance at
the preparation and appraisal stages was
not satisfactory. The work of the LBOD
project could not be finished to the
estimated cost and time and remaining
works were included in the National
Drainage Program (NDP) launched in 1998
and co-financed by ADB, the World Bank,
and the Japan Bank for International
Cooperation. The total cost of the LBOD at
project completion was estimated to be US
$1021.0 million by the World Bank, $385.3
million or 60% higher than the appraisal
estimate.

Even more seriously, the project design
was too focused on physical and
engineering aspects, with insufficient
emphasis on social, financial,
communication, and environmental
aspects.2.The consequences for local
communities have been devastating:

® The project has made communities
so vulnerable that in any monsoon
rainy season the upcoming drainage
effluent could displace them.

® In the 2003 rains, flooding,
breaches and sea intrusion caused
the deaths of more than 50 people,
thousands of houses were damaged
and thousands of acres of
agriculture crops were destroyed.
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Damage Caused By Project-Induced
Flooding In 2003

Type of damage or loss Number
Human life® 56
No. of villages affected 506
No. of households affected 21,134
No. of people affected 126,804
Crops (acres)

Rice 49,330
Sugar cane 13,699
Others 10,530
Total crop acres 73,559

Livestock (numbers)

Buffalo/Cows 885
Goat/Sheep 2,623
Others 157
Total loss of livestock 3,665

Source: District Administration Badin
Pakistan.

The total estimated cost of losses
during the 2003 flood was Rs.1, 287
million.

® The drainage network has badly
affected the environment of the
Indus Delta. There is now no fresh
water available to maintain the
ecological value of the delta, which
is essential for coastal forests and
marine life. In the absence of fresh
water, the disposal of toxic
drainage effluent has contributed
to the destruction of the remaining
natural resources.

®  Agricultural land is increasingly
encroached by seawater
channeled through the project
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infrastructure and entire grazing
areas have been lost.

® The ground water - which is a
unique drinking source - has
become badly polluted causing
severe impact on human health.

®* Important wetlands ecosystems
(including two Ramsar sites) have
been destroyed with severe loss of
habitats and fish. These Dhands
(wetlands) provided livelihood
resources to forty villages of
fishermen having a population of 12-
15,000 living around these water
bodies.

e After the loss of other sources of
livelihood, pressure on scarce
forests has increased.

® The project has badly affected the
indigenous Mallah community. The
flooding and devastation that
ensued during the 1999 cyclone
and 2003 monsoon changed the
economic base of these people.
Both these shocks were
interconnected with the operation
of LBOD and aggravated by the
overflowing and breaches of
infrastructure installed by the
project.

A large number of people who either
owned land or were happy with fishing,
agriculture or livestock rearing have been
impoverished. Local communities which
were heavily dependent on natural
resources for their livelihood have been
robbed of the very means of survival and
denied the right to life, livelihood and
development. These effects and costs were
not included in the cost-benefit analysis of
this infrastructure project.

The project design and implementation
suffered from major defects, many of which
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contributed directly to the displacements
and dispossession experiences during the
extreme events of 1999 and 2003. The
construction of a tidal link invited sea
intrusion and the tidal link canal
subsequently collapsed. The Choleri weir
was a flawed engineering structure. Its
subsequent collapse caused sea water to
flow into and degrade wetlands. The
Chotiari reservoir and related irrigation
infrastructure was always unfeasible as
there was no water to fill it. The tube wells
and drains were dysfunctional. The project
wasted money, took longer to implement
than anticipated and cost more than
planned.

Flawed accountability

When looking for the explanation of why
such a bad project was able to come about,
one sees quickly that the lack of
accountability to the people most affected
by it is a key issue. Since the project
designers, donors and national government
did not consult the people most likely to be
affected by the project and there was no
information sharing with the people, they
were not made aware of all the issues and
problems that needed to be tackled. They
undervalued the importance of the
wetlands to the environment and people’s
livelihood and totally failed to adequately
consider the sustainability of the project’s
management.

The idea to dispose of drainage effluent
through the southern coastal belt in
Pakistan by connecting a drain with an
active sea tide was never discussed with
coastal communities. Historical routes
where rivers use to drain into the sea were
bypassed and an artificial drain in the form
of a tidal link was created, cutting through
coastal lagoons. Local wisdom would have
been enough to avoid future disaster, but it
was not sought. Where local communities
became aware of what was happening and
raised their voice against ill-planning and
the future threat to their lives and
livelihoods, they were ignored.

Violation of Human Rights
by the Project

The project clearly violated human rights,
for which the Government of Pakistan and
multi-lateral donors must be considered
responsible.

All these violations of the fundamental
rights of people came in the name of
development and development cooperation.
The blind eye of international capital and its
collaboration with local non-democratic
elite structures forced people from their
ancestral land and destroyed or removed
their access to other resources. This case
indicates the serious lack of accountability
mechanisms in place to make aid work for
the poor or at the very least not make them
more vulnerable to shocks.

The only accountability mechanism
available was to approach a World Bank
Inspection panel. The owners of resources
whose rights were massively violated did just
this, raising their concerns and complaints.
The investigation of the panel members
backed up many of the communities’ claims,
thus endorsing the community’s view of how
irresponsibly the Bank played havoc with
the livelihood of people.

The panel found:

1. Technical flaws in design

® The alignment of the main disposal
drain was technically and
environmentally risky. Remote
sensing data confirmed doubts
expressed by the local people.

®* A more appropriate technical
option would have been to follow
the natural route (known
historically to the communities) and
link the LBOD with Shakoor Dhand.

® Significant technical mistakes were
made during the design of the Tidal
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Human Rights Obligation

Violation

Article 3 of Universal Declaration of
Human Rights which says “Everyone has
the right to life, liberty and security of
person”

56 people were killed in the 2003 floods
and many more are at risk of flood and
hunger.

Article 1 of the Declaration on the Right
to Development “The right to
development is an inalienable human
right by virtue of which every human
person and all peoples are entitled to
participate in, contribute to, and enjoy
economic, social, cultural and political
development...”

The project not only excluded people in
its development, but the infrastructure
created caused people to migrate and
lose control over their natural resources
and means of livelihood and developing.

The Covenant of Economic, Social and
Cultural Rights, which calls on States
Parties to take appropriate steps to
“improve methods of production,
conservation and distribution of food by
making full use of technical and
scientific knowledge, by disseminating
knowledge of the principles of nutrition
and by developing or reforming agrarian
systems in such a way as to achieve the
most efficient development and
utilization of natural resources”;

The project induced displacement, loss
of crops, fishing and agricultural land.
Malnutrition is very common in the area
as local communities, after losing
control over productive resources, are

unable to meet their food requirements.

The local communities’ capacity to live
healthy lives has been reduced whilst
their vulnerability to disease -
particularly amongst children - has
increased.

Right to Safe Drinking Water, General
Comment 15 on the right to water
mentions that “The human right to
water entitles everyone to sufficient,
safe, acceptable, physically accessible
and affordable water for personal and
domestic uses.”

The project caused flooding and the
pollution of surface as well as ground
water resources used for drinking.

Ramsar Convention

Project structures have completely
damaged two Ramsar sites i.e. Narreri
and Jhubo lagoon
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Rio Declaration on Environment and
Development, including:

Principle 1: Human beings are
at the center of concerns for
sustainable development. They
are entitled to a healthy and
productive life in harmony with
nature.Principle 3: The right to
development must be fulfilled
so as to equitably meet
developmental and
environmental needs of present
and future generations.Principle
4: In order to achieve
sustainable development,
environmental protection shall
constitute an integral part of
the development process and
cannot be considered in
isolation from it.

The project was too focused on physical
infrastructure, with people never being
at the center of the development logic.

An environmental management plan was
not properly prepared and implemented.
The project caused severe damage to
the natural environment and reduced
the future development potential of
communities.

link embankments and the Choleri
Weir. Tidal link structures were
critical to the performance of the
system but the design had
substantial inherent risk. The
underestimation of risk and lack of
appropriate technical measures
contributed to the suffering of
local people in lower Badin.

Designers did not evaluate the
likelihood that, under prevailing
metrological conditions, high
surface water run-off from
upstream areas would coincide with
high water levels in the Arabian Sea
causing flooding.

The construction of the Tidal Link
and embankments cut off and
diverted the surface flow and
consequently destroyed grazing
areas in the area of Runn of Kutch.

The overall morphology of the
region is being changed.

® The outlets of low-lying drains
linked to the LBOD such as the
Seerani drain are now under the
influence of tidal movement. At high
tide, water flows back into these
drains causing salinization of
groundwater and of adjoining land.

2. Social Problems

®  Fifty-four breaches in the
embankments occurred at different
locations, bringing devastation and
loss of life to adjacent
communities.

® The LBOD system, combined with
the partial destruction of the Tidal
Link, has heightened the risks to
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local people from flooding. The .
situation is particularly bad when

heavy rainfall inland and high tides

and storm sea coincide. Floods

during rains in 2003 led to the loss

of many lives.

® The Bank failed to identify
emerging risks during appraisal that
LBOD/Tidal link problems could
lead to significant harm and even
displacement of local people, even
though the project had plans to
complete and expand LBOD.

® The Bank failed to take the
necessary actions under OD 4.30 to
identify and prepare for the
possibility of such displacement,
and the extent to which it has
occurred.

Increased salinity has affected large
tracts of agriculture land.

Saline intrusion up the Indus Delta
has harmed agriculture, including
damage to 1.5 million acres of
farmland in Thatta and Badin,
causing dislocation and extensive
economic losses.

The water supply has been reduced
and contaminated (by saline
drainage and biocides), in
Hyderabad, Karachi, Thatta and
Badin.

The 1993 DSEA analysis of
alternatives rapidly became out of
touch with the situation on the
ground. Most importantly, the
analysis underestimated the
potential negative environmental

3. Environmental problems
P effects in southern Sindh of relying
. . . . upon and expanding the LBOD.
® Tidal link failure led to major harm P P g
to the Dhands ecosystem, wildlife .
and fisheries, upon which many ¢ Theretwasl a ff"f”e Ito de\f[elop and,
people depend for their livelihood. ;ndep(?l:a:f;;;n OE;r\iliF:oirrTr]lee%tal
s oo Management Plan for the project.
e Although it is difficult to separate g proj
i[rr?g;ctosfo;\tlr;(setrl;i?]?sS]Yisr;c:rr]r;efgom ® The project focused on ensuring
under the NDP project, the the evacuation of LBOD effluents,
evidence indicates that the two, in and paid little attention to impacts
combination, have contributed to on, or means to rehabilitate, the
significant adverse impacts on the ?Eands ai_a ha?fltai and E(]:osgzterg.
internationally recognized wetland € negative ettects on the bhands
sites. amount to a “significant conversion
or degradation” within the meaning
. . of OP 4.04.
®* Under the NDP project, neither
the potential environmental nor .
the potential social impacts of the * The _zanktﬂ'd r_lokt adfe(:uatthely
project in the area of concern to consiaer the risks of turther
Requesters were considered in a degradation of the Jhubo lagoon, a
meaningful way until the submission critical natural habitat.
of the Request.
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4. Other Issues

* Unfortunately, the people of
Southern Sindh, whose lives were
already recognized as being
affected by the Tidal link, fell
outside the field of vision of those
who designed and appraised the
project.

® The Choleri Weir collapsed only one
week after the publication of the
implementation completion report
(ICR). There is concern that the ICR
that was circulated to the Board
was insufficiently transparent on
important shortcomings of the
project.

® Management was slow to visit the
site of the Tidal Link failure, and
did not have a consistent approach
to interacting with the local
population to understand and
address the social and
environmental implications of this
failure. Management’s failure to
consult with people affected
downstream for over half a decade
following the breaches in the Tidal
Link is of great concern.

5. Conclusion

* To a very large degree, the damages
suffered by people in the project-
affected areas have not been
redressed, and many of the same
conditions that led to these are
still in place.

The World Bank’s Refusal
to Take Responsibility

In the wake of the independent panel’s
observations, it was expected that the Bank
would accept the truth and take
responsibility. However, it refuted all of the

panel’s observations. By not accepting the
communities’ concerns and trying to place
responsibility on government institutions,
the Bank called into question the validity of
its own accountability mechanism
(inspection panels). There was no other
accountability mechanism available to make
the Bank take responsibility for the damage
it caused and the lack of respect of the
people’s right to natural resources.

The communities have used all the
peaceful means at their disposal to protect
their rights, but all in vain. They are still
waiting for justice. Frustratingly, the Bank
rightly identifies the problems facing the
delta and surrounding areas, but is silent
about the causes of this situation. In its
management report and recommendations
for the area it says: “While salinity may be
the biggest challenge, other important
threats to development benefits in the
Indus Basin are growing in importance...
urgency-management of the coastal zone
and the delta, conservation of wetlands and
related environmental services, and
management of pollution and water quality.
In Sindh and Badin District in particular, the
major changes in the Indus Delta that have
occurred sine the development of the Indus
Basin’s water resources have resulted in sea
intrusion, increased salinity and loss of
mangrove forest diversity and extent, and
reduced productivity of the estuary.”( Para
17)

The management recognizes the
degradation of the Indus delta and the
poverty and environmental risks in lower
Badin and Thatta districts but wrongly
highlights natural disasters as the main
cause. It also recognizes the suffering of
Badin and Thatta as a result of inequity in
water distribution. However, the plan of
action prepared by the management to
address the problems raised in the
inspection request and backed up by the
panel experts is a joke. None of the
communities’ concerns have been
addressed, but rather the Bank has
approved another loan to fix the problem
created by two earlier projects.
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Conclusions

World Bank-funded projects, including the
Left Bank Outfall Drain Project,
construction of the Tarbela Dam on the
river Indus and other upstream structures
to divert water on the river Indus are major
causes of the degradation of the Indus
delta and sources of livelihood for local
communities. Flawed designs and
inadequate implementation have reduced
fresh water flow, increased the risks from
flooding and caused sea water to flood
delicate fresh water ecosystems.

The bank used a totally misplaced
analysis of the sustainability of the
infrastructure projects it chose to
implement and failed to take into account
the needs and risks facing local
communities. None of the projects
recognized the need of water for the delta
because they were all focusing on
inequitable economic growth models, based
on the idea of producing for export
markets, rather than sustainable human
development and meeting local needs. The
projects totally disregarded the feasibility
of alternative approaches such as
drastically reducing water use and hence
drainage by switching to ecologically-
friendly crops and organic farming or
reducing crop intensity.

The absence of accountability at both
state and IFl level has encouraged these

Notes

t See Staff Appraisal Report (SAR), Left Bank Outfall
Drainage Stage 1 Project, South Asia Projects
Department Irrigation 1 Division, World Bank
Report No. 5185-Pak, November 5, 1984.

2 See para. 36 of the Implementation Completion
Report, LBOD Stage-1 Project, Rural Development
Sector Management Unit South Asia Region World
Bank Report No. 18037.

3 People died in one sub-district Badin, of district
Badin in Sindh province Pakistan. Information
collected through police.
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institutions to continue with the same
water resource development paradigm in
the face of all the disastrous impacts on the
livelihood of local communities. They
continue to push a model, which only
serves to increase existing inequalities in
the control of natural resources,
perpetuate poverty and keep violating the
basic human rights of local communities.

By putting the burden of proof on
communities, with only the limited scope to
request an inspection, the existing
accountability mechanism has been shown
to be inadequate and counter productive.
It is lengthy and time consuming, overly
technical, builds false expectations in the
communities and ultimately fails to hold the
Bank to account. Even after establishing the
fact that people have been severely
negatively affected by projects, no justice
has been provided to the communities.

In such a situation, aid has been used
to strengthen existing power structures,
which keep denying peoples’ sovereignty
over natural resources and facilitates
exploitative forces to extract private
benefits at the cost of historical owners of
resources. Genuine and effective
mechanisms of accountability are essential
to put a stop to such practices and ensure
that aid is used to support local
communities in tackling poverty and
deprivation.
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Democratic Ownership
and Mutual Accountability to International
Human Rights: A Reality Check of Nepal

Gopal Siwakoti ‘Chintan’ with Rabin Subedi
Nepal Policy Institute (NPI)

Introduction

Nepal’s developmental failure over the past
five decades is attributable not so much to
the paucity of resources as to the lopsided
consequences of the international aid-
based economic and fiscal system. As
happened in other countries of the world,
aid-giving in Nepal gradually became the
preserve of the most unaccountable,
undemocratic and opaque international
financial institutions (IFls), working in
tandem with private multi-national
corporations (MNCs).

There is a crippling paradox at the
heart of the international system of power.
The rhetoric is strong on ethical symbolism,
exemplified by the ratification of a
profusion of human rights, developmental
and environmental instruments of the UN
and other regional organisations, mainly the
European, Inter-American and African
system of human and people’s rights. The
reality, on the other hand, is
preponderantly dictated by the interests
and calculations of global financial capital,
represented by the IFls and private global
corporations which flagrantly violate all the
international instruments of rights that are
supposed to govern the relations between
states and with their peoples.

IFIs Undermining UN Principles

Although the IFls and other trade
organisations - such as the World Bank,
International Monetary Fund (IMF), Asian
Development Bank (ADB) and World Trade
Organisation (WTO) - ostensibly aim at
promoting national development and claim
to uphold the apparent values and
principles of the UN, based on equality and
human rights without any discrimination,
their actions have primarily served more to
de-legitimise and erode the credibility of
this international organisation. It has also
led to undermining of the funding for the
UN’s rights-based human rights and
development programmes.

Inter-institutional conflict was clearly
revealed at the 1993 UN World Conference
on Human Rights in Vienna, the 1995 World
Social Summit in Copenhagen and other
follow up processes. By this time, the
notion of the collective rights of individuals,
peoples and the communities was under
attack from the well-packaged global
corporate framework of economic and
trade liberalisation, privatisation and
globalisation. This will not change until
there is a well-defined balance of approach,
translating the concept of profit into
collective national interests, and not
narrow corporate profit.

95



The problem for poor countries like
Nepal is that they will be punished heavily
both economically and politically if they fail
to comply with the global corporate agenda
of development. But no punishment or
enforcement measures are allowed in the
event of violations of UN human rights and
environmental treaty obligations in the
pursuit of such corporate-led development.
UN obligations are confined within the
parameters of member states’ moral and
voluntary obligations and are invoked only if
there is no conflict with corporate-led
development or the geo-political interests
of donor countries.

The tragedy is that the UN system of
obligations is more strict and supreme in
formal legal terms compared to those of the
profit-led corporate institutions. However,
what prevails today is the rules for profit
and real politik. As a result, even national
court systems have abdicated the
responsibility to guarantee and protect the
constitutional rights or international human
rights of citizens. IFls and MNCs not only
enjoy all diplomatic privileges but also
impunity for the human rights violations and
the economic crimes they commit during
the course of their operations.

The UN is reduced to a cash-strapped
organization that has to rely on the largesse
of tycoons like Bill Gates, who donate a
small share of their corporate profits in
return for unpublicised but obvious
benefits, giving them a standing superior to
the governments of the developing
countries who make up the majority of the
organisation’s 193 members!

Why the Paris Declaration?

The Paris Declaration on Aid Effectiveness
(2005) is no more than a reflection of the
departure from or destruction of the
international commitments made during the
adoption of the UN Charter (1945), the
Universal Declaration of Human Rights (1948)
and numerous other instruments developed
subsequently between the 1950s and 1970s.

The Reality of Aid 2008

These instruments were gradually put in
cold storage as soon as the rich countries
saw the UN promoting the cause of the
third world countries and their billions of
poor people.

All the development agencies of the UN
were reoriented to conform to market
principles and corporate interests and thus
rights-based development was repudiated.
The old and strong UN framework that the
developing countries desperately need has
been replaced instead by the Paris
Declaration, the principles of which are
legally weak, non-binding and
unenforceable, with limited moral value. To
compound matters, even this inadequate
framework is routinely flouted by aid-giving
countries and international agencies.

There is no doubt that the
effectiveness of aid can be enhanced if all
the Paris Declaration principles, limited
though they are, are complied with by
those who are managing, dictating and
controlling the global development process
and its outcomes. Even the Paris Declaration
of mutual accountability can serve as a
meaningful tool to measure development
effectiveness. However, that is not the case
today because aid and development have
become the most effective post-colonial,
neo-colonial and neo-liberal tool of the day
to continue with the past legacy of
domination and exploitation in a more
indirect, more faceless and apparently more
civilised manner.*

Past Failures of Aid Effectiveness
in Nepal

In Nepal as a country case study, it is
important to highlight some of the
characteristics of aid-funded projects and
activities, particularly after the democratic
changes ushered in after the 1990 peoples’
movement. Nepal, relatively speaking, had a
fair constitution that guaranteed most of
the civil and political rights, and recognised
all the basic economic, social, cultural,
environmental and developmental rights
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(although not explicitly as ‘rights’, but at
least as directive principles of the state).
They were to be enforced by law whenever
possible.

However, the new democratically
elected governments that replaced some
three decades of absolute monarchical
dictatorship were forced by the IFIs and bi-
lateral donors, mainly the World Bank, the
IMF, the ADB, the US and the United
Kingdom, to put in place the globally
designed free-market policies as a
condition for receiving aid. As a result,
even a Nepali Congress government with
the strongest leftist opposition in
parliament and, subsequently, a full-fledged
but a minority government of the
Communist Party of Nepal (Unified Marxist &
Leninist) (or CPN-UML) could not do much
in protecting Nepal’s national interests and
priorities in the economic and development
sectors.

Any attempts these political groups
made at formulating pro-people policies,
such as the social security provisions for
the elderly, or subsidies in food, drinking
water and electricity, or grants for local
government were heavily criticised by the
aid agencies. Whatever the UML
government tried to achieve on the fiscal,
economic and developmental fronts
provoked the ire of the liberal parties,
leading to the collapse of the government
in nine months in 1995. All Nepal’s major aid
agencies were involved in the political
manoeuvring that led to the downfall of the
first ever elected communist government. If
the UML government had been given a
chance to run the country for some years,
the face of Nepal today would have been
drastically different. The country could
have been spared the 10-year Maoist
insurgency launched by the Communist
Party of Nepal (Maoist) (or CPNM) and the
ensuing claim that Nepal had become a
‘failed state’.

In fact, the same aid agencies and IFls
were mainly responsible for all the
fundamental failures of the 15 years (1990-

2005) of the multi-party system. This was
one of the main reasons behind the
systematic growth of the Maoist insurgency
and the successes of the People’s War
(1996-2006). Even the World Bank has
recognised this fact and described the
Maoist rebellion as an ideology-based
political movement catalysed by the
economic and development failures and
corruption of the period.?

Two examples of failed initiatives by aid
agencies are part of the development
folklore of Nepal. In one instance, the UNDP
failed to eradicate poverty even in the one
district, Syangja, that it chose for intensive
intervention. Its programme failed despite
all its vision statements, missions,
programmes, staff and funds. There is also
the curious case of the USAID’s
development project in the Rapti zone.
Soon after the completion of this project
was announced amidst much fanfare, the
Maoist uprising began in this very area. One
main reason is that their development
approach and process created more
poverty and intensified the inequality
between the ‘haves and haves not’ and,
thus, rural youth were ready to join an
armed struggle once they were provided
the visionary Maoist leadership.

Another instance of failed development
intervention was an international NGO’s
model projects in the districts of Sindhuli
and Sindhupalchowk which were withdrawn
after a decade. The INGO not only left
these two districts in a mess but also
disturbed the local farming pattern and
methods which they are now correcting
gradually.

There were other potentially damaging
interventions that would have had long-term
damaging consequences, but which were
stopped by popular struggles. The Arun 3
hydroelectric project was one such
instance. It was to be implemented in 1993
with over four dozen lending conditionalties
of the World Bank that would have made
Nepal a virtual donor colony, but which was
eventually cancelled in 1995 due to massive
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local and international campaigns offering
better alternatives to implement smaller,
cheaper and better hydropower projects.®

The ADB-funded Kali Gandaki ‘A’
hydroelectric project also had adverse
lending conditionalities. The Khimti and
Bhotekoshi hydropower projects funded by
the private sector aid/loan window of the
ADB and the International Finance
Corporation involved conditionalities that
resulted in power purchase agreements
signed under duress by which inordinately
high electricity tariffs were imposed. Due to
the aggressive stance taken by donors on
the aid/loan conditionalities imposed by the
ADB on the Melamchi river diversion and
Kathmandu water privatisation projects,
even the Maoists are now afraid of pushing
ahead with the cancellation of patently
unnecessary and corrupt projects.

There are other examples of such
projects which are heavily controlled by
donors, with the national government not
even exercising the right to decide which
projects should be implemented and which
should be rejected. There is never any
transparency in the process and decisions
are made unilaterally. Most of the experts,
consultants, equipment and raw materials
are procured from outside Nepal, so
national capacity is never developed, and
no information is ever furnished to the
public about any of the details, procedures
and consequences of the project in a
timely and meaningful manner. Under such
circumstances no underdeveloped country
can ever progress.

The Latest Reality

Despite all the criticism that has been
raised around such flawed projects and
practices, these foreign-aided projects
come with more strings attached than ever.
They create more contractual obligations
for the recipient countries to comply with,
thereby raising the financial and
environmental costs.
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One of the main reasons for this is that
IFIs support a contract framework known as
FIDIC or Federation Internationale des
Industries et Consultants. Once a project is
signed as a FIDIC contract, the recipient
countries or governments are bound to pay
any amount of additional costs or cost over-
runs to the contractors as recommended by
the consultants. Contractors win most of
the cases that go to international
contractual litigations and arbitrations. In
Nepal project costs have increased up to 70
percent, such as in the case of Kali Gandaki
‘A’. There are several on-going water supply
and hydro projects in Nepal financed under
the FIDIC framework.

Another aid-financed project
framework is called BOOT, or Build,
Operate, Own and Transfer, under which
recipients as well as local communities lose
almost all their sovereign and traditional
rights to co-own the projects and
associated natural resources such as access
to rivers and water for future use or even
daily use in some cases, e.g. the proposed
controversial West Seti hydroelectric
project.

As this is becoming the standard
practice worldwide to guarantee the
highest amount of profit for corporations,
recipient countries are always on the losing
side. Although these BOOT projects are
supposed to be beneficial to recipient
countries as they get it back ‘free of cost’
at the end, what they really get is the
transfer of ownership of the project after
its useful life is over, typically with
unbearable maintenance costs.

No questions are or can be raised as
regard disclosure of information to ensure
transparency in such projects. The
opportunities for participation and
involvement throughout the project cycle
are limited.* Environmental assessments and
compliance with mitigation plans are usually
fictitious. No effective attempts are made at
benefit sharing with the local beneficiaries.
Moreover, such projects have violated
international and domestic rules,
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regulations, norms and standards of human
rights and socio-economic justice. Even the
ordinary and accepted rights of labourers
and workers as per international law are
not respected.

In such an aid regime, there is simply
no possibility of establishing mutual
accountability and transparency in aid-
funded projects. There is certainly more
willingness on the part of recipients to
comply with such standards or principles,
such as the Paris Declaration, but less or
none on the part of the IFls and major
lending/donor countries or agencies.

A New Political Reality in Nepal:
The Rise of the Left

In the case of Nepal, there is now a new
dimension that the corporate world of aid
and lending has to contend with—the
institutional rise of radical left-wing
politics. The recent and first ever elections
to the Constituent Assembly amply
demonstrated that Nepal is overwhelmingly
a left-wing country, with the Maoists and
the UML alone garnering more than 50
percent of the vote. Nepal now has
another opportunity to correct the
mistakes of the past, reforming existing aid
policies and projects that are harmful for
Nepal, removing the constraints to the
growth of the country’s trade and
entrepreneurship and coming up with a
comprehensive socio-economic and fiscal
transformation package addressing the
needs of a broad spectrum of Nepali
society, in accordance with national
requirements, national priorities and local
capacities.

For the donors, the extraordinary
performance of the Maoists has come as a
surprise since they were confident that
they would win only a small number of
seats. While they have reluctantly come
around to accepting the outcome, they are
extremely unhappy with it. Accustomed to
dictating terms to Nepal for decades, they

have suddenly come face to face with the
reality that the people of Nepal wish to
make their own independent decisions. The
dilemma for them is whether to stand by
norms of electoral process or to express
their ideological biases beyond their
territorial jurisdiction or legitimate
concerns. If a new Nepal is to be
considered a fully sovereign state, then the
donor community will have to abstain from
interfering in its domestic development
priorities as has been their wont in the
past.

The lesson that all the donors of Nepal
need to learn immediately is that
development effectiveness cannot be
ensured in the country if they persist with
their old ways. The spirit of welfare-based
democratic socialism has been born in Nepal
and reactionary forces will find it difficult
to suppress it. The usual slogan they chant,
“communism is dead,” will not work in
Nepal. For the majority of rural Nepalis and
poor urbanites, the world of Bush and the
US war on terror simply do not exist and
their priorities are more focused on
everyday issues of livelihood. The change
that has come about in the Nepali polity is
due not only to the Maoist People’s War and
the UN-monitored peace process but also
to the desire for everyday transformation.

There are only two options in front of
the Maoists. Either they will have to
confront the donor community and take a
strong stand or they can simply cave in to
international pressure for the sake of
remaining in power - a suicidal mistake the
UML made in 1994-1995. The communist-
phobic West must be made to realise that
the dominant mood in Nepal is anti-neo-
liberal and anti-imperialist. The aid
community must understand that the power
structure of the new republic of Nepal will
reflect the pluralism of society and must,
therefore, pursue a progressive national
agenda of independence and people-led
development. This is difficult for members of
the international community in Kathmandu
to swallow since they have used their
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financial clout to purchase the loyalty of
the entrenched upper caste vested
interests that had been running Nepal.

International Civil Society as Donors

It is relevant also to touch upon the reality
of aid that comes through international civil
society as intermediary donors. Known as
international non-governmental
organisations (INGOs), many of these
organisations channel their aid through
national or local non-governmental
organisations (NGOs). Some of these INGOs
are not very different from official donors as
they practice the same values of
development and adopt the same corporate
managerial style.®

This type of INGO takes money from
their governments and establishes its own
bureaucracy and control mechanisms in its
own capital. The mutual agreement
between such INGOs and their supporting
governments is that the same philosophy of
development will be perpetuated through
the aid disbursed through them. Even the
better INGOs are not allowed to go beyond
the boundaries fixed by their governments
as the original donors. There is now a new
practice that development aid cannot be
given to NGOs or civil society organizations
in the south unless they have an INGO
partner in the north - which then becomes
a new form of dependency!

As a result, a huge part of the money
allocated for the south goes towards
operations, salaries and travel expenses of
INGO officials in the north. The rest of the
money is then invested in development
through national or local NGOs that are
more accountable to their paymasters in
the north and proportionately non-
transparent to local society in the actual
areas of their operation. These I/NGOs are
often actively engaged in undermining
national states and political organisations
through subtle and explicit propaganda in
the areas where they work. In many cases,
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local NGOs then hijack the prevailing social
and political agenda and establish family and
party-cadre-based NGO empires.

The main motivation of many of these
civil society professionals is the easy access
to huge foreign money they have, the
capacity it gives them to build patronage
networks and the freedom from local
control and accountability that they enjoy
in the absence of strong laws and a
regulatory framework to monitor and ensure
the effectiveness of the development work.
The way these I/NGOs work is not very
different from the operational style of
private corporations and the perks of office
are equally generous.

In Nepal, it is not difficult to
understand why so many professionals and
experts have left political and social
movements and joined the NGO world or
have established their own home-based
NGOs for development. These same people
are paid money by IFIs and I/NGOs for
critiquing their national governments who
have, through aid, been reduced to a state
of supine dependence and acceptance of
internationally driven development agenda.

Given this situation, it will not be
surprising if the political struggle against
the Maoists or a government led by the
Maoists with radical agendas is led by the
various NGOs in Kathmandu and elsewhere
in the name of human rights. They will try
to maintain their stranglehold and with the
backing of the international community
become focal points for reaction against
any progressive and radical policies initiated
by the new Nepali state. They will almost
certainly also try to undermine all state
agencies responsible for delivering public
services in the social sector, such as
drinking water, food, electricity and
healthcare.

It is important to understand that NGOs
should never attempt to replace the state
and its agencies and they should focus their
civil society work instead on advocacy.
Learning from the lessons of various national
and regional civil society consultations held
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in Nepal for the Accra process, it was
reaffirmed that NGOs like those involved
with the International Steering Group (ISG)
of the civil society parallel process to the
OECD’s HLF on Aid Effectiveness can play
the role of bridging and liaising with the
donor governments and agencies in
changing their development policies
according to the needs of recipient
governments and national development
entities. National or local NGOs can also
facilitate policy formulation and planning of
development within the country,
particularly in favour of rural communities
and their civil society organisations.

Conclusions and Recommendations

It is imperative to recognise that aid is a
temporary instrument and should not be
converted into a permanent and
institutionalised mechanism of new forms of
resource extraction, policy distortions,
economic exploitation and political control
by international financial institutions and
major donors. Aid should not be regarded
as money given by the poor of the rich
countries to the rich of poor countries. Aid
must follow national needs and priorities as
proposed by its democratically elected
governments in a true sense and not be
dictated by IFI conditionality, whether
formalised or not. The practice of aid
conditionalities, and contractual
arrangements such as BOOT and FIDIC in
supporting large and destructive
infrastructure projects must be stopped
and discouraged.

The framework of any aid must be
within the boundaries and obligations of UN
and other multilateral or regional human
rights, environmental and development
frameworks, including the Paris Declaration.
Aid should be directed towards those who
need it most, should reach recipient
communities directly and should be spent

in the manner most suitable for the local
public good. Local government and
development authorities must have a
significant role in governing aid money and
these institutions should be accountable to
local communities and not beholden to the
IFIs. Civil society can play an important role
in ensuring a multi-stakeholder process of
democratic decision-making and monitoring
development effectiveness. Priority should
also be given to budgetary support and
national capacity-building and not to
project-based approaches.

Developing countries should not be
forced to do anything against their national
and international framework of human rights
and environmental obligations in ensuring
equal access and opportunity to all rights
and resources, including aid money, and the
guarantee of not only civil and political but
also economic, social, cultural,
environmental and developmental rights.
The aid community, and IFls in particular -
who play such a dominant role in this -
should also refrain from disengaging with
governments that may differ with them on
the policies of liberalisation, privatisation
and globalisation and rather take an
alternative path of development such as
that which may emerge in Nepal.

Nepal is now ready to provide an
alternative model of development based on
UN human rights principles, the Paris
Declaration and other emerging norms of
the right to development. However, the
qguestion remains as to whether the IFls and
aid agencies will allow the dream of a new
Nepal to be translated into reality, or
whether they will try to make Nepal
continue to follow the existing pattern of
aid packages or even pull out from the
country. Furthermore, will Nepal be allowed
to govern itself with full sovereignty by its
giant neighbour and donor, India, whose
main aim is to control the country geo-
politically and to utilise its resources?
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Notes

1

For a better aid framework, for example, see,
Oliver S. Saasa, Galio C. Gurdian, Zenebeworke
Tadesse & Gopal Siwakoti ‘Chintan’, Improving
Effectiveness of Finnish Development Cooperation
— Perspectives From the South, Ministry for
Foreign Affairs of Finland, 2003.

See The World Bank, Nepal Country Strategy
Pprogramme Document (2004-2007), Report No.
26509-NEP, p. 7-9.

Gopal Siwakoti ‘Chintan®, ‘Constraints and
Challenges for Building a New Nepal’ in
Contemporary Perspectives: History and Sociology
of South Asia, Volume 2 Number 1, January - July
2008, p. 151-158 (published by Centre for
Jawaharlal Nehru Studies Jamia Millia Islamia, New
Delhi and Cambridge University Press, India).

For details, visit www.wafed-nepal.org,
www.bothends.org at Encyclopaedia of
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Sustainability under the Integrated River Basin
Management (Successful Campaigning against Large
Dams: The shelving of Arun Ill in Eastern Nepal) and
also www.inspectionpanel.org under Requests for
Inspection at Nepal: Arun Il Proposed Hydroelectric
project and Restructuring of IDA Credit (1994).

In Nepal, a western-funded community NGO
professional can earn more than of a full-time
permanent university professor does. The affluence
of the NGO world is evident also in the kind of
vehicles that they purchase—Sports Utility Vehicle’s
like Pajero and Prado. See, Gopal Siwakoti
‘Chintan’, Foreign Intervention in Politics through
NGOs: A Case of the Left in Nepal at Juha Vartola,
Marko Ulivila, Farhad Hossian & Tek Nath Dhakal
(eds), Development NGOs Facing the 21st Century:
Perspectives from South Asia, Institute for Human
Development, Kathmandu, pp. 134-143.

102



European Commission:
Providing the Kind of Budget Support
That is Needed?:

Sasja Bokkerink
Oxfam International

Introduction

Access to basic health care and education
is a distant dream for millions of people,
mostly wome, around the world. Every day,
72 million children, mostly girls, do not go to
school. Every minute a women dies during
pregnancy or in childbirth. Every three
seconds a child dies, mainly due to diseases
that could easily be prevented with access
to a doctor.?

A key factor in this needless deprivation
and suffering is the chronic shortage of
health workers and teachers in the world.
An estimated two million teachers and more
than four million health workers are needed
to reach the Millennium Development Goals
(MDGs) on health and education.® The
workers that are there are often grossly
underpaid and work in appalling conditions.

Access to basic health and education
are human rights, and governments are
responsible for delivering on these rights.
Over the past decade, many poor-country
governments have made extraordinary
efforts to increase access to health and
education. Countries such as Tanzania,
Uganda, and Malawi, for example, have made
education free, allowing millions of children
to go to school. However, many poor-
country governments simply lack the
resources by themselves to guarantee
access to quality health care and education

for all. External aid is needed to fill the gaps
in their budgets for health and education.
Unfortunately, many rich countries not
only fail to provide the level of aid they
have repeatedly promised to give, they also
fail to provide the right kind of aid. This
article will show that the European
Commission, which currently is the biggest
provider of multilateral aid, does provide
some of the kind of aid that is needed.
However, it is still far from enough, and it
will need to make some key changes if it is
to lay down a challenge to other donors.

The Need for More Budget Support

Today’s aid system is extremely fragmented,
with hundreds of different providers of aid.
Most of them mainly give project aid, which
is short-term by nature, is outside the
government’s discretion, and cannot be
used to finance recurrent costs such as
salaries for teachers and health workers.
This scattered system is highly inefficient
and comes with great costs attached. For
example, every single week the Tanzanian
government receives 19 donor missions and
every quarter it writes 2,400 donor reports.*
Furthermore, too much aid is still being
spent on expensive foreign consultants. For
instance, as much as 70 per cent of aid for
education is spent on technical assistance.®
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Some of this is clearly necessary and useful,
but in some countries 100 days of
consultancy bills cost cost as much as the
salaries of 100 teachers for a year, or the
cost of keeping 5,000 children in school.®

Many donors provide aid only on the
condition that poor-country governments
implement specific economic policies,
including, for example, the privatisation of
services and liberalisation measures. Such
conditions, frequently imposed by the
World Bank and the IMF, can undermine
ownership as they leave no room for poor-
country governments to design their own
economic policies. They can unnecessarily
delay aid flows and sometimes do more
harm than good, actually increasing
poverty. In Mali, for example, aid from the
World Bank and the IMF was tied to cotton
sector reforms, which according to the
World Bank itself would actually increase
poverty by more than 4.6 per cent.’

Instead of this kind of aid, poor
countries need more long-term and
predictable aid, which is provided for at
least three years and which becomes part
of poor-country governments’ budgets. This
budget support - which can be provided
either as general budget support or as
sector budget support - should be aligned
with national plans to fight poverty,
developed in close consultation with civil
society. Furthermore, it should be de-linked
from economic policy conditions and
instead be tied to outcomes related to
poverty reduction that do not undermine
ownership, and which provide space for
poor-country governments to design their
own policies.

There is increased international
consensus about the need for enhanced
levels of budget support and other
government-based approaches, as for
instance reflected in the Paris Declaration,
a set of principles and targets that aim to
increase the quality of aid, which were
agreed by donors and partner countries in
Paris in 2005 and which will be reviewed at
a High Level Meeting in Accra in September
2008. Nonetheless, only about 5 per cent of
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global aid is currently given as general
budget support.

Risks of Budget Support

There is a widespread fear that giving aid to
poor-country governments is a risky
business, and that precious aid money could
be wasted by corrupt governments.
However, as a joint review of general budget
support in seven countries shows, budget
support is not affected more by the risk of
corruption or waste than other types of
aid.® In fact, there is no type of aid that is
immune from the risk of waste; the rationale
in providing aid, despite the risks, is that
the returns in terms of poverty reduction
are very high. Choosing to completely avoid
this risk would mean not giving any aid,
which is not an option.

This does not imply that all countries
are well placed to receive general budget
support. It should only be given to
governments that can demonstrate a strong
commitment to fighting poverty, in
particular to increasing access to health
care and education for all and to promoting
gender equality. It is equally important that
governments have reasonable financial
systems to account for the use of resources
and that they have plans in place to
continually improve these systems, and in
particular to enhance accountability
towards their citizens.

In countries where the overall
government environment is more risky, but
where a particular ministry is functioning
well, it may be more advisable to give sector
budget support rather than general budget
support.

The Positive Impact of Budget Support

Evidence shows that budget support does
indeed help countries to expand access to
basic health and education. A 2005
independent review of general budget
support in Burkina Faso, Malawi,

104



The Reality of Aid 2008

Mozambique, Nicaragua, Rwanda, Uganda,
and Viet Nam, commissioned by the OECD,
reveals that recipient countries have
stepped up pro-poor spending and have
scaled up social service delivery.®

Furthermore, a more recent evaluation
of the impact of general budget support,
published by the UK auditing office in
February 2008, demonstrates that, as a
result of general budget support, in
Rwanda, India, Zambia, and Ethiopia, many
more children go to school and many
people have gained access to medical help.
The study notes that in Rwanda, for
example, budget support has helped the
government to increase vital recurrent
expenditures in health, supporting the
recruitment, training, and salary costs of
health workers.'° In addition, it highlights
the fact that defence spending in Rwanda
fell between 2003 and 2007, demonstrating
that budget support does not necessarily
lend itself to abuse.

The European Commission’s
Budget Support

The European Commission (EC) is the biggest
multilateral provider of aid and a strong
proponent of budget support.i* The
European Consensus, a key document
agreed upon in 2005 that lays out the
development vision of the Commission and
the EU member states, declares, for
example, that general and sector budget
support are “the preferred aid modality
where conditions allow.”*?

The Commission’s preference for
budget support is reflected in its spending.
Between 2002 and 2005, the EC committed a
total of €4.9bn to budget support, or 18.6
per cent of all aid committed. Of this total,
€3bn was for general budget support and
€1.9bn for sector budget support.® African
countries are the biggest recipients of the
Commission’s general budget support, while
sector budget support is focused more in
the other regions. A positive feature of the
Commission’s general budget support is that

the Commission links it to improvements in
health care and education.

The Commission provides the main share
of its budget support on the condition that
a country meets three general eligibility
criteria: it should have a poverty reduction
plan; it should work towards improving
public finance management (PFM); and it
should aim for macro-economic stability.
The remainder of the funds are disbursed
according to the country’s performance
against specific indictors on health care,
education, and PFM.

Research by Oxfam and the European
Network on Debt and Development
(Eurodad), based on general budget support
agreements with 11 different African
countries, shows that each agreement
includes performance indicators on health,
education, and PFM. Overall, over half of
the performance indicators tied to the
eleven agreements call for direct
improvements in poor people’s health and
education, in particular for girls and
women.

To be more precise, health indicators,
such as the rate of deliveries attended by
skilled health workers, make up 29% of the
total. Education indicators, such as the
number of girls going to school, make up
another 23%. In addition, 11% of the
indicators call for increases in the national
budgets for health and education. Another
28% of indicators are PFM indicators.

Sometimes the agreements include
other indicators, such as roads, water, and
private sector development. Very
occasionally, these can be deemed
somewhat intrusive. In Ethiopia, for
instance, the EC required the introduction
of a competition law, application for
accession to the World Trade Organisation,
and revision of urban land lease laws.*

By linking its budget support primarily
to outcomes in health and education as well
as improvements in PFM, the EC
distinguishes itself from other donors such
as the World Bank. Research by Eurodad
based on 32 agreements in 16 different
countries shows that a quarter of the World
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Bank’s conditions consist of specific and
sensitive economic policy conditions, such
as privatisation and liberalisation.?® By
moving away from specific economic policy
conditions, and instead often focusing on
gender-specific outcomes in health care
and education, the Commission sets a
positive example to other providers of
budget support.

Furthermore, evidence suggests that
the EC’s budget support does help to make
a change in poor people’s lives. Government
spending on education has increased by
nearly a third (31 per cent) in eight of the
countries that receive some of the largest
amounts of the Commission’s general budget
support: Ghana, Kenya, Madagascar, Mali,
Mozambique, Niger, Rwanda, and Zambia. In
all but one country (Rwanda), this has
resulted in an increase in the number of
children enrolled in primary school. In
Madagascar, the proportion of children
enrolled in primary school increased from
69 per cent in 2001-02 to 92 per cent in
2005. Of course the Commission is not
exclusively responsible for these positive
results, but the evidence does show that
where it is giving large amounts of budget
support, headway is being made in reducing
poverty.

Longer-Term Commitments

Another advantage of the EC’s budget
support is that it is fairly long-term. At
present, it is usually provided for a period
of three years. Furthermore, the
Commission is working on a proposal for
‘MDG contracts’ which it aims to introduce
in 2008 (see box). By providing general
budget support for a period of six years,
with just one mid-term assessment, this
ambitious proposal could be a major step
forward in terms of increasing long-term
predictability. It is a proposal that European
Union member states should support.
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On-Going Challenges

But while there are several positive aspects
to the EC’s budget support, it is still far
from adequate. The first main problem is
that it is still not fully free from harmful
conditions. It is particulary problematic that
- like most other providers of aid - the
Commission generally only gives budget
support if countries have an IMF programme
in place. IMF programmes commonly have a
series of quantitative conditions, which
insist that poor-country governments
achieve a series of targets such as reducing
inflation to single digits, reducing the
budget deficit, imposing a ceiling on the
wages paid to public servants, or committing
to use aid to build up international
reserves.

While these aims may not all be wrong
in themselves, the IMF approach tends to
be far too conservative and to subsequently
act as a barrier to more ambitious spending
by governments on poverty reduction. This
can be counterproductive. Recent
independent assessments have shown, for
example, that much of the aid increases to
some African countries have been ploughed
into increasing international reserves at the
behest of IMF programmes, meaning that
poverty spending has not increased as much
as it could have done.®

The second main problem is that too
often the Commission’s aid comes late
because of its own burdensome
bureaucratic procedures. In fact, according
to a 2005 Special Programme for Africa
review, as many as 29 per cent of the
delayed disbursements are due to the
Commission’s own internal procedures.
Although this is a major improvement
compared with 2004 - when as many as 40
per cent of the delays were related to EC
procedures - it is still worrying. While
acknowledging that in the past five years
the EC has shown ‘significant improvement
in financial management, contracting and
processing of Commission paper work’, a
peer review of EC aid also stresses that
partner country governments feel that the
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Box 1: Key Features of MDG Contracts

The details of the proposal are not decided yet. The likely features of MDG contracts

will be:

®  Funds will be committed for six years, instead of the usual three years.

®* The main share of the funds will be disbursed on the condition that there is no
breach in the eligibility criteria; the remainder will be largely tied to performance
criteria on MDGs and public finance management.

® Annual payments for the first three years will be fixed; annual payments for the
next three-year period will be set after a mid-term review of performance with

respect to MDG-related indicators.

® There will be annual monitoring of performance; under-performance will not
immediately lead to cuts in funding (as is currently the case) but rather to a

reinforced dialogue.

* If the country is not performing well on the eligibility criteria, this may lead to a
temporary withholding of a small part of the annual allocation.

® In addition to the regular entry conditions, there are three further eligibility
criteria: countries must have a good track record on implementing budget support
over three years; they must show a commitment to monitoring and achieving the
MDGs; and there should be an active donor co-ordination mechanism to support

performance review and dialogue.

* Up to ten African countries are likely to be eligible.

Source: EC (2008) ‘The MDG Contract. An Approach for Longer Term and More

Predictable General Budget Support’.

Commission should simplify procedures
further still and accelerate programme
implementation.’

The third main problem with the
Commission’s aid is that it suffers from a
severe lack of transparency and genuine
ownership by poor countries. The EC’s
budget support is usually well aligned with
national poverty reduction strategies.
However, these often lack true democratic
ownership. The EC could do more to ensure
that poverty reduction strategies reflect
what citizens want and more generally, to
ensure that citizens are able to hold their
government to account. Through parliament
and civil society organisations (CSOs),

citizens should be able to influence the
design of national policies and the budget,
and they should be able to monitor whether
the government’s spending is in line with
the promises made. The EC can support this
by including indicators in budget
agreements calling for improved downward
accountability and by providing financial
support to civil society organisations.

At another level, the Commission should
do more to make the dialogue on budget
support more inclusive. At present,
involvement of CSOs or parliamentarians in
the dialogue on sector and budget support
is a rarity.’® In Malawi, for example, CSOs are
sometimes invited to meetings of the joint
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donor budget support group, which
includes the European Commission, but not
to key meetings, and often too late.®
Contributing to this lack of involvement is
the fact that CSOs often have limited
access to information. It is not common
practice for official documents, such as
budget agreements, to be publicly available.

There are exceptions. In Ghana, for
instance, the donor community has created
a working group to promote a deeper
involvement of civil society in the budget
support process. In Zambia, civil society has
been involved in reviews of the budget
support programme.? Such examples are
encouraging. The next step is for the
Commission to embark on a more systematic
approach by establishing a more formal
mechanism to ensure the involvement of
civil society and local members of
parliament in the dialogue on sector and
budget support.

In addition, in the case of general
budget support, the EC should involve the
line ministries in its dialogue, rather than
only inviting the Finance Minister as is the
common practice.

Recommendations

Considering the need for increased levels of
budget support based on social sector
outcomes, the EC is an important player in
international development. In particular, its
ambitious proposal for MDG contracts could
constitute a positive challenge to other
donors, suggesting the provision of budget
support tied to social sector outcomes for
a period of six years, which goes far beyond
current common practice.

However, if the Commission is to show
leadership and to challenge other donors
to improve the quality and quantity of their
aid, it must implement some key changes.
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The European Commission should:

® Continue to increase spending on
budget support, including by
significantly stepping up sector
budget support for health and
education, in particular to African
countries.

® Continue to tie budget support to
gender-specific social sector
outcomes, while also adding
outcomes that promote women’s
civil rights.

e Continue to tie its general budget
support agreements to targeted
increases in spending on health and
education. These targets should
reflect an ambition to reach the
Abuja Declaration target of
spending 15 per cent of a national
budget on health and the Global
Campaign for Education
recommendation to spend 20% of a
budget on education.

® Delink its aid from the approval of
the IMF and at the same time put
pressure on the IMF, together with
the other major budget support
donors, to come up in its advice
with more flexible fiscal targets and
more ambitious spending scenarios.
In countries that have achieved
macroeconomic stability, the
Commission should work with other
donors to see a rapid exit from the
country by the IMF.

® Reduce unnecessary delays caused
by cumbersome bureaucratic
procedures to a maximum of 5 per
cent of the total by 2010.
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* Make its budget support more
predictable by implementing MDG
contracts and expanding the
principles of MDG contracts to
more countries and to sector
budget support.

®  Ensure the involvement of civil
society, members of parliament, and
line ministries in all steps of the
budget support process, including
the design, monitoring, and review
of the programme.

®* Adopt a policy of automatic
disclosure of relevant information,
with a strictly limited regime of
exceptions.

e Strengthen the capacity of civil-
society organisations, local
government bodies and parliaments
to engage in national policy
development and budget processes.

European Union member states must:

®  Support the plans of the European
Commission to implement its
proposed MDG contracts, including
by providing financial support.

® Increase the amounts they give
bilaterally as budget support.
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Introduction

Chapter Three: The Paris Declaration does
not go far enough - it fails to recognize
human rights as the heart of development
policy

Given that aid relationships are still
relationships of power dominated by the
IFls, the Paris Declaration might seem to be
a beacon of light foreshadowing a better
reality. However, the authors in this third
chapter of the 2008 Reality of Aid report
argue that it does not go nearly far enough.

Philippines

The NGO IBON in the Philippines argues
that, whilst the PD declares that it is about
greatly improving the quality and
effectiveness of aid, the unfortunate
reality is that it serves to reinforce or even
aggravate some of the more undesirable
aspects of aid to its country. This has
serious implications for the progressive
realization of human rights in the Philippines
- and may even prevent this from taking
place.

The article points out that the PD is
mainly about technical and procedural
efficiency in the management of aid and it
tends to reinforce the lack of a rights-based
approach. It is fundamentally limited by its
narrow analytical framework, which is not
designed with human rights in mind. This is
what makes the PD as it stands so dangerous
in the Philippine context.

From the point of view of the
realization of human rights, the PD’s most

serious flaw is that it maintains ODA as an
instrument for donors to advance their
interests rather than to foster democratic
governance. ODA is a major source of public
finance and donors wield tremendous
influence over the country’s social and
economic policies. Unfortunately, the PD as
it stands noticeably sidesteps the need to
reduce this influence.

The PD not only avoids the issue of
policy conditionalities, but actually
aggravates the situation in a way that cuts
across the PD’s declared principles. For
instance, the PD indicator on ownership -
“partners having operational development
strategies” - ignores how these strategies
are themselves already strongly influenced
by donors. The PD fails to address the
reality of alignment along neoliberal
economic lines with a narrowing of the
discourse about alternative policy options.

Similarly, the harmonization being
applied serves more to strengthen donor
domination of the aid system vis-a-vis the
Philippines, rather than enabling a human-
rights-based approach focused on genuine
national, regional and local needs,
particularly of the poorest and most
marginalized.

The CBM

The NGO CBM points out there are several
positive aspects to the Paris Declaration
(PD) including commitments to engage “a
broad range of development partners” in
creating national development strategies.
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“Broad consultative processes” should be
used to engage parliaments, NGOs and
citizens.

However, the step taken by the PD,
whilst welcome, is definitely too small. The
paper argues that the commitments made
are weak and do not set out a clear agenda
of promoting democratic participation in
development policy-making. Nor does it
really promote the principle of subsidiarity
which says that a central authority should
perform only those tasks which cannot be
performed effectively at a more immediate
or local level.

Ultimately, the PD focuses too strongly
on an aid effectiveness agenda dominated
by governmental national development
strategies and not enough on developing
democratic ownership of development
policies including the range of relevant
stakeholders. The PD lacks a focus on
human rights and the organisations that can
help deliver such a focus, such as CSOs,
which can help bridge the gap between
those in power and those in need of
services.

Given these limitations, it is unlikely
that the PD by itself will be able to bring
about the required development
effectiveness to alleviate severe problems
such as poverty, hunger, disease and under-
education in developing countries. It has
taken a step in the right direction, but
more steps are now needed to achieve the
necessary rights-based focus and approach.

Bissio

This detailed paper assesses the different
indicators for each of the five PD principles
and shows that they do not have a clear
focus on achieving the progressive
realization of social and economic rights.
Human rights and the right to development
in particular are not mentioned. Rather,
they only refer to how aid is managed and
delivered.

The paper claims that rather than
creating a partnership of equals, the PD

contains several preconditions that
developing countries have to meet, without
calling for reciprocal efforts from donors.
Recipient countries are penalized if they do
not implement the conditionality
framework, but they have no way of
penalizing their donors/creditors.

The effectiveness of aid delivery and
management, as measured by the PD, does
not assess the impact of aid on poverty
reduction or realization of human rights.
While it might be expected that more
efficient aid will contribute positively to
both objectives, the 12 indicators could in
fact be reviewed positively without any
measurable impact on either. Worse, the
implementation and assessment of the PD
implies risks to the right to development
against which no insurance, complaint
mechanisms or exceptions are provided.

The reality of the PD is that it creates a
new level of supranational economic
governance above the World Bank and the
regional development banks. By aligning
bilateral and multilateral donors around
certain governance requirements, it might
even serve to undermine local democratic
processes and the “policy space” that
developing country governments need to
make their own plans.

Afrodad

This article from the African Debt and
Development Network looks at the
importance of the Paris principles of
harmonization and alignment to aid
effectiveness. It argues that the principles
themselves will not lead to greater
development effectiveness unless
accompanied by progress in democratic
ownership. Harmonization and alignment
must be seen as necessary, but not
sufficient conditions for development
effectiveness.

The article recognizes that there have
been positive efforts towards harmonization
in Africa around joint missions, common
analyses of situations and performance, and
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the development of Sector Wide
Approaches (SWAps). Also, the Poverty
Reduction Strategy Papers (PRSPs) have
opened doors to various levels of national
ownership of the strategies, which have
improved with the second generation of
PRSPs. Several examples are presented from
African countries.

However, if democratic processes do
not inform the development of policy in the
first place, then alignment is undermined -
there needs to be a true domestic political
agenda for donors to align to. Similarly,
harmonization under these conditions
presents as many dangers as it does
potential benefits, since donors are not
harmonizing around a strong domestic
agenda, but may be using their
harmonization to exert even greater
influence over national policy priorities.

To truly implement the principles of
harmonization and alignment, the national
development strategies must be fully
national and legitimate. The major barriers
to the achievement of this legitimacy are
set out as: (1) lack of aid predictability; (2)
continued use of aid conditionalities and
tied aid; (3) poor governance; (4) lack of
accountability; (5) weak local capacity; (6)
and lack of involvement of CSOs.

The crucial issue is that the principles
of harmonization, alignment and democratic
ownership are actually interdependent -
only if all of them are followed will aid
policies become effective at promoting
optimum development.

The Reality of Aid 2008

Conclusions

The Paris Declaration may appear to be a
major step towards better aid and better
development, however in reality it flatters
to deceive. Whilst making some good noises
around key principles and ideas such as
participation, it totally fails to deliver an
approach focused on the achievement of
people’s rights or the right to development.
The Declaration does nothing to
redress the imbalance between donors and
recipients, and therefore its principles
become distorted. Harmonization tends to
strengthen the power of donors over
recipients by reducing choice, and
alignment is seen to be achieved through
the use of national development strategies
that have themselves been strongly
influenced by donors. Mutual accountability
is impossible given the current imbalance in
power and the PD does not change this.
The Declaration is more about technical
and procedural efficiency in aid than a
redirection of the philosophy of aid based
on democratic participation in development
policy-making. The PD will therefore not be
enough to deliver the required development
effectiveness to alleviate severe problems
such as poverty, hunger, disease and under-
education in developing countries.
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Aid and the Rights-Based Approach
In the Philippines

Sonny Africa
IBON Foundation

There is still much to be done in terms of
applying the rights-based approach (RBA) to
official development assistance (ODA) in the
Philippines. The barriers have to do both
with the unduly donor-defined character of
aid as well as with current limitations in the
country’s internal aid processes.

On paper and in terms of first
principles, there appears to be a solid basis
for a comprehensive rights-based approach
in the Philippines. The right to development
is enshrined and elaborated at length in the
country’s Constitution. The government is
also a signatory to most United Nations (UN)
Covenants and human rights instruments.
These presumably establish the legal
premises for ensuring that aid policies in
the Philippines are consistent with
international human rights standards and
actually use them as their framework for
implementation. Unfortunately, however, the
government - as with governments in many
other countries - still has a tendency to
compartmentalize its human rights
obligations. Combined with the pressure
exerted by donors, human rights are
neglected and overlooked in aid policies.

Within this context, the Paris
Declaration (PD) on aid effectiveness, as it
stands, unfortunately serves to reinforce or
even aggravate some of the more
undesirable aspects of aid to the country.
This has serious implications for the
progressive realization of human rights in

the Philippines and may even prevent this
from taking place.

Undermining Socio-Economic Rights

Social and economic rights are always fully
acknowledged and well-articulated
whenever they are brought up in UN and
UN-related forums. Many commitments are
made. Yet these same obligations are
conspicuously absent, or given only lip
service, in the vital forums relating to
international trade and finance or to
domestic macroeconomic policies. This
greatly undermines human rights efforts
elsewhere, given the far-reaching impact on
people’s lives, livelihoods and welfare of
these policies.

The Philippine state, being the only
institution with the official mandate and
authority, is of course ultimately responsible
for domestic policy. Nevertheless,
understanding where the direction of these
policies comes from is crucial. In current
political conditions, this direction
unfortunately comes disproportionately
from local elites, foreign corporate
interests and the international financial
institutions (IFls) rather than from the broad
majority.

For several decades now, multilateral
and bilateral aid has come with invariably
“free market” policy conditionalities
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designed to benefit the narrow interests of
the dominant domestic and international
political groups. These conditionalities have
been explicit and formally contained in ODA
agreements as well as leveraged through
the extended ideological remolding of
domestic policy-making elites. Sadly, they
have compromised the incomes, livelihoods
and strategic well-being of millions of
Filipinos.

The economy has certainly been
opened up and is now amongst the most
open in East Asia. The share of trade in
gross domestic product (GDP) has doubled
and the share of foreign investment
quadrupled between 1980, when such
conditionalities started to be imposed in
earnest, and 2007.* The manufacturing
sector is a smaller share of the economy
than in the 1960s as well as the most
foreign-dominated it has ever been.
Agriculture’s share in the economy is at its
lowest point in history; agricultural trade
deficits have been rising since the mid-
1990s and the country is more dependent
than it has ever been on imported food.

This distortion of the economy has
impacted negatively on the population. The
country’s productive sectors are more
backward than ever, which undermines
incomes, job creation and prospects for
broad-based development. Economic
growth in 2007 was the fastest in three
decades and among the most rapid in the
region. Yet, tellingly, the period 2001-2007
was also the worst seven-year stretch of
recorded joblessness in the country’s
history with an average annual
unemployment rate of 11.3 percent.? Some
11 million Filipinos out of a labor force of 38
million were jobless or underemployed in
2007.3 This job crisis has forced some 3,000
Filipinos a day to look for work abroad;
there are now 9-10 million overseas Filipino
workers (OFWSs), around 10 percent of the
population, scattered in over 190
countries.*

Unsurprisingly, poverty has continued
to worsen. Using a poverty threshold of
US$1 a day (at market exchange rates),
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there were 27.6 million poor Filipinos, or an
increase of 2.1 million between 2003 and
2006. If a less extreme poverty threshold
figure of US$2 per day is used the number
of people living in poverty more than
doubles. In any case, official poverty
incidence has increased from 30 percent to
33 percent over the same period.® All told,
Filipinos’ right to development has been
severely compromised by conditionalities
and their attendant economic outcomes.

Undermining Socio-Economic Rights
Through Donor Preferences

The Philippines, like hundreds of other
under-developed countries, faces resource
gaps in virtually all areas of social and
economic policy. In this context, aid is
presumed to go towards helping reach
ambitious development goals such as
cutting poverty in half, reducing child
mortality by two-thirds and ensuring
universal primary education. However, the
country’s overall aid profile reveals
collective donor preferences that prevent
aid from going to where it is most needed
socially.

The need for greater public investment
in health and education is unambiguous.
State health expenditure has been steeply
declining and was down to 0.28 percent of
GDP in 2007 from 0.44 percent in 2000 and
from a peak of 0.74 percent in 1991;
education spending in turn went down to
2.5 percent of GDP from 3.5 percent in 2000
and a peak of 4.0 percent in 1998.¢

Yet rather than targeting these urgent
areas, the largest part of on-going ODA
loans still goes to infrastructure
development. Infrastructure accounted for
US$5.5 billion in 2006, or 57.5 percent of
the total (down from its recent peak of 69
percent in 2001).” On the other hand, only
US$1.2 billion or just 13.0 percent of total
loans went to social reform and
development. Although this is double the
share of five percent in 2000, the
proportion is still too low. Furthermore,
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most of this was even accounted for by
US$723 million in various program loan
commitments geared towards further health
and education sector privatization and
correspondingly reduced national
government outlays in the future.® Another
US$100 million was for a local community-
focused program - the KALAHI-
Comprehensive and Integrated Delivery of
Social Services (KALAHI-CIDSS) - which has
been criticized for being implemented on
the ground in the context of counter-
insurgency.

The overall aid profile indicates the
tendency of aid to reinforce rather than
remedy basic distributive problems in the
country’s official development strategies.
Most aid goes to infrastructure in areas of
the country with relatively high-value
economic activity or to projects with direct
economic returns rather than to social
services and to remote areas where
outcomes are less visible or not immediately
measurable. Infrastructure projects tend to
be located where transnational firms can
most benefit from their use. A scan of the
list of ODA loan commitments in 2006 shows
that at least a third of these projects are
identifiably implemented in and around the
country’s National Capital Region (NCR),
where over half of the country’s economic
activity is found.

More aid could usefully go to social
services and to remote areas where the
Philippine government is weakest and
devotes insufficient resources. Instead, and
particularly in the context of economic
policy conditionalities, aid currently tends
to buttress the inequitable status quo and
deliver benefits to a narrow cross-section of
the domestic population and for foreign
corporations in the country. Limitations in
the current aid system need to be
addressed to remedy this.

No Rights-Focused Monitoring of Aid

The country’s aid system is limited by its
excessive focus on mainly financial and

procedural matters at the expense of
developmental processes and outcomes.
The narrow parameters of the country’s aid
system are starkly evident in the information
generated for the management of aid. The
basic ODA legislation specifies three major
official bodies to oversee the aid system:
the economic planning agency National
Economic and Development Authority
(NEDA); the Commission on Audit (COA); and
a Congressional Oversight Committee on ODA
(COCODA). There are two major annual
reports by the country’s main official aid-
related bodies: the annual COA audit report
and NEDA’s annual ODA review. These two
reports are essentially concerned with
expediting aid flows and do not concern
themselves with the developmental
outcomes (or otherwise) of ODA programs or
projects.

The NEDA review provides a basic profile
of the aid portfolio covering distribution by
donor, sector, recipient agency and the
extension or cancellation of loans. There is
an assessment of “performance,” but only
according to financial indicators of
“disbursement”, “availment” and “project
costs”. There is a section on
implementation issues and measures but,
again, these are largely related to
budgeting, financing and absorptive
capacity matters. The NEDA apparently even
ceases monitoring projects once they are
completed.®

The COA report is an even more
straightforward and detailed financial
accounting of aid. The COCODA potentially
creates an opening for more developmental
considerations and involvement of citizens
and civil society. However, this was only
convened in 2005, almost a decade after
being created by law, and even so still
remains basically dormant.

The absence of indicators on poverty
reduction, human rights or development is a
clear sign that these are not among the
guiding principles of ODA in the country.
What is missing, but which should be one of
the most important factors to be closely
monitored, is the extent to which aid
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allocations are actually going to the
geographic regions, income classes and
marginalized sectors that are most in need
and to what extent it protects and
promotes rights.

Civil society groups have tried to make
headway at the project level and, to a
more limited degree, in national policy-
making. Yet these efforts are severely
limited by the overall absence of detailed
information and the lack of CSO familiarity
with project complexities, aggravated by a
general lack of transparency. Perhaps a few
dozen aid projects out of many hundreds
have been scrutinized in the last decade.
The overwhelming bulk of the value of ODA
has, in short, escaped more detailed study.

The lack of a rights-based approach in
the country’s aid system reflects the lack
of a rights-based approach in the country’s
development policy-making in general. This
in turn reflects the need for more
democratic governance better able to take
measures that respect, promote, protect
and fulfill the right to development. The
Philippines, however, remains saddled by
structural political and economic inequities
which the aid system does little to address.

Unfortunate Consequences
of the Paris Declaration

The Paris Declaration declares that it is
about greatly improving the quality and
effectiveness of aid. However, it tends to
reinforce the lack of a rights-based
approach. The PD - like the COA and NEDA
reports - is mainly about technical and
procedural efficiency in the management of
aid. It is fundamentally limited by its narrow
analytical framework which is not designed
with human rights in mind. This is what
makes the PD as it stands so dangerous in
the Philippine context.

From the point of view of the
realization of human rights, the PD’s most
serious flaw is that it still regards ODA as an
instrument for donors to advance their
interests rather than to foster democratic
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governance. ODA is a major source of public
finance; where it is directed and how it is
used has a strong influence on the domestic
policy-making landscape. At the same time,
the Philippine state is still weakly
democratic and correspondingly unable to
more strongly embrace a human rights
framework or assert this vis-a-vis aid. Thus,
ODA donors wield tremendous influence
over the country’s social and economic
policies. Unfortunately, the PD as it stands
noticeably sidesteps the need to reduce
this influence which has far-reaching
implications.

Conditionalities and their associated
“free market” policies have resulted in such
adverse human development outcomes in
the country that they must be a central
concern. Yet in the context of the
Philippines, the PD not only avoids this issue
but actually aggravates the situation in a
way that cuts across the PD’s declared
principles. For instance, the PD indicator on
ownership - “partners having operational
development strategies” - ignores how
these strategies are themselves already
strongly influenced by donors. The decades
of sustained political, ideological and
economic pressure from donors pushing
neoliberal policies has actively undermined
the Philippine government’s capacity to
even conceive of more democratic notions
of fair and development-oriented trade and
investment based on human rights.

Amongst others, the World Bank (WB),
Asian Development Bank (ADB), United
States Agency for International Development
(USAID) and the Japanese government have
all invested heavily in national policy-making
processes. Aside from various “multi-
stakeholder” development forums, they
have also directly funded government line
agencies, private think-tanks, academic and
media bodies, and even CSOs.

This sustained technical assistance,
sponsorship of research and conferences,
funding of joint projects and other funding
relationships have had a strong influence.
The overall effect has been alignment along
neoliberal economic lines and a narrowing
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of the discourse about alternative policy
options. It is highly likely that there is prior
‘self-censorship’ and ‘adaptation’ from the
Philippines to meet donor preferences.
These are among the factors that have
contributed to the development of
consecutive five-year official Medium-Term
Philippine Development Plans (MTPDP) since
the 1980s that chart out the rapid opening
up of the economy.

Moreover, the PD’s promotion of
harmonization also seems to be more about
enabling donors to more efficiently achieve
their individual and collective ends rather
than about fostering a human-rights-based
approach in the recipient countries. The
many recent harmonization efforts®® have
included policy coordination through the
donor-dominated Philippine Development
Forum (PDF) and common arrangements
among external partners. The WB and
European Union (EU) have agreed to use
common appraisal, reporting, auditing and
review procedures and to undertake some
pooling of funds. Other partners, including
the ADB and the German government, are
undertaking joint planning and review
arrangements for their health-related
programs. Unfortunately, this harmonization
serves to strengthen donor domination of
the aid system vis-a-vis the Philippines,
rather than enabling a human-rights-based
approach focused on genuine national,
regional and local needs, particularly of the
poorest and most marginalized.

Notes

t IBON computations on data from the Bangko
Sentral ng Pilipinas (BSP) and the United Nations
Conference on Trade and Development (UNCTAD) on-
line database.

2 IBON computations on data from the National
Statistics Office (NSO) Quarterly Labor Force
Surveys (LFS).

3 Ibid.

Conclusion

A new approach to aid effectiveness that
more genuinely advances socio-economic
rights is required in the Philippines and
other developing countries. There are key
elements that should be part of such an
approach. These include consideration of
larger issues such as the imbalance of
power between donors and recipients and
of structural inequities in income and
wealth. There should be greater attention
to participatory and democratic processes
as well as giving priority to developmental
outcomes. Greater efforts on the
government side to institutionalize such an
approach are vital.

At the same time, greater CSO
involvement and engagement would provide
additional momentum as well as being
important for sustaining such an approach.
Philippine CSOs have by no means
collectively and fully internalized and
implemented the rights-based approach
themselves. Yet generally they nonetheless
have a track record of adhering to human
rights principles and developmental
practices. Many were indeed consciously
formed as a counterpoint to acknowledged
government bureaucratic inertia and
disconnectedness from the grassroots level.
These are relative advantages that would be
most productive in helping build a
democratic aid system that more decisively
addresses the long-standing problems of
Philippine poverty, inequity and
underdevelopment and promotes human
rights.

4 IBON estimates based on data from the Philippine
Overseas Employment Administration (POEA) and
the Department of Foreign Affairs (DFA).

5 National Statistical Coordination Board (NSCB),
2006 Official Poverty Statistics, March 5, 2008.

6 IBON computations on national government
expenditure data from the DBM.
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Unless otherwise noted, all ODA donor loan data o
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Authority’s (NEDA) 15t Official Development

Assistance Portfolio Review (2006).
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Management Program (US$100 million), Social 0
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Support for Health Reform (US$110 million) and the

ADB’s Health Sector Development Program (US$213
million). COA ODA Audit Report 2006.

NEDA reply to a query from a member of the
Congressional ODA Oversight Committee (COCODA),
noted in the minutes of a meeting of the COCODA at
the House of Representatives (HOR) on November
14, 2006.

NEDA, Report On The Baseline Study And Survey Of
The Government Of The Philippines’ Compliance
With The Paris Declaration Commitments, February
2008.
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Democratic Ownership
and the Paris Declaration

Thomas Hochgesang
CBM (formerly Christian Blind Mission)

Introduction

This article reflects on the strengths and
weaknesses of the Paris Declaration to
promote effective development policies.
Particularly, it examines who owns and
drives the development process, looking at
the role of citizens, parliaments, CSOs and
donors. When looking at the overall
integration of aid resources into
development objectives at country level,
the article takes into account governmental
leadership of partners including democratic
processes of relevant institutions as well as
the political will and capacity to promote
development objectives.

The Paris Declaration

The Paris Declaration on Aid Effectiveness is
a voluntary agreement of governments and
multilateral institutions who realised there
were flaws and insufficiencies in their aid
delivery systems. It focuses on the
effectiveness of aid, as a necessary, though
not sufficient, element in achieving
sustainable socioeconomic development
within the briefest terms and at the lowest
possible transaction costs. Since this
initiative on aid effectiveness has been
donor-led under the umbrella of the OECD’s
Development Assistance Committee, we
would like to examine how, according to
the Paris Declaration, a people-centred

development process can be ensured by
southern civil society and their parliaments
and governments, and supported by the
donor community.

Civil Society Organisations have long
asked that ownership of development
decisions be given to Southern countries,
enabling them to direct their own
development with reinforced capacities and
by means of participatory and transparent
procedures. The Paris Declaration, in
contrast, neither talks about democratic
ownership nor about the poorest and most
vulnerable populations as priority target
groups of development efforts.

There are some positive aspects of the
Paris Declaration:

® countries commit to “Exercise
leadership in developing and
implementing their national
development strategies through
broad consultative processes.”
(Partnership Commitment 14)

e furthermore, there is a specific
reference to Civil Society at the
country level: “Partner countries
commit to take the lead in co-
ordinating aid at all levels in
conjunction with other
development resources in dialogue
with donors and encouraging the
participation of civil society...”
(Partnership Commitment 14).
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® it agrees that governments and
donors should “...reinforce
participatory approaches by
systematically involving a broad
range of development partners
when formulating and assessing
progress in implementing national
development strategies.”
(Partnership Commitment 48).

® it also recognises that both
parliaments and citizens should be
enabled to monitor official
development expenditure. Donors
are asked to provide better
*“...information on aid flows so as to
enable partner authorities to
present comprehensive budget
reports to their legislators and
citizens” (Partnership Commitment
49).

* with regard to failing states, the
Paris Declaration says in Partnership
Commitment 39: “Donors should
make maximum use of country,
regional, sector or non-government
systems™.

Failings of the Paris Declaration

From the point of view of CSOs like CBM -
an international organisation concerned
with disability and development and
lobbying for a more transparent and
effective aid system - the initiative of the
Paris Declaration is long overdue and
welcome but definitely too small a step in
that numerous aspects of development
effectiveness are not considered to their
full extent, or worse, not at all.

The commitments made are quite weak
and do not set out a clear agenda for
promoting democratic participation in
development policy-making. They certainly
do not acknowledge the necessity of
advocacy work in countries where
participation of all groups of civil society in
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resource allocation needs to be initiated or
strengthened.

The Declaration’s effort needs to be
better geared toward poverty reduction,
democracy-building, human rights, equity
between southern and northern countries
and within countries, and social, economic
and environmental sustainability.

Also, the Paris Declaration does not
really promote the principle of subsidiarity
which says that a central authority should
perform only those tasks which cannot be
performed effectively at a more immediate
or local level.

The Paris Declaration’s principle of
‘ownership’ refers first of all to the
authority that ODA-receiving partner
governments exercise over the formulation
and management of their policies and
strategies, and over the coordination of
their own development actions; the
Declaration does not say much about the
CSOs’ role in that process.

Similarly, encouraging information on aid
flows does not by itself ensure that the
public and parliaments will be well informed
by their governments. Definitely more needs
to be done and it has to be asked whether
donors could not inform the public on
agreements with partner governments
proactively, providing civil society with the
means to enquire with their national,
intermediate level and local governments
how development funds are being spent.
Democratic ownership only exists in
combination with transparent information
policies and practice of both governments
and donors.

The Crucial Role of CSOs

Sustainable development cannot be
achieved if citizens are not involved in a real
and effective manner in the process. The
political will and institutional capacities of
receiving governments and donor entities
are important, but they are not sufficient
to ensure the sustainability of development.
The desired results will only be obtained if

122



The Reality of Aid 2008

CSOs actively participate in all relevant
processes. !

Civil society could and should play a
role in national aid allocation. True
democratic ownership exists only when all
groups in society can have a say in the
formulation of development strategies and
plans. CSOs, with their grassroots approach,
possess comparative advantages that can
help bridge the gap between those in
power and those in need of services.

CSOs help build up social and
institutional infrastructures on the ground,
especially in the poorest and failing states.
CSOs are a source of independent
information and analysis, being independent
of either governmental or business
interests. Although not always directly
grassroots, they often come the closest to
engaging directly with those citizens most
affected by, but least heard in, policy-
making.

One of CSOs’ main tasks is to monitor
government actions and support the
information flow. Transparent information
availability is a prerequisite for achieving
better accountability of governments
toward their citizens. Thus, independent
CSOs in their role as “watch dogs” help the
public better understand how governments
allocate resources. Through that service to
society they also create incentives for
governments to become more transparent.

If donors are serious about democratic
ownership and civil society involvement,
they cannot continue to just negotiate with
a select group of functionaries, behind
closed doors, and according to rules and
conditions imposed by the donors
themselves. Consultations with Southern
CSOs should not be held at the last minute
in order to present positions that have
already been formulated, agreed upon and
established by donors. Even where CSOs in
the North are lucky enough to be consulted
by donors, this is not a substitute for
consulting with the groups on the ground
most affected by development realities.

Challenges to the Effective Role of CSOs
® Accountability

The increasing power of NGOs has
prompted many groups to question the
roles and responsibilities of these new
global, ‘non-state actors’. It has been
argued that CSOs often “lack the
transparency and accountability in
terms of finances, agenda, and
governance necessary to effectively
perform their crucial role in democratic
civil society.”? Ironically, this is exactly
what CSOs often attack governments
and donors for.

Nevertheless, this potential lack of
transparency in the CSO sector is
perhaps their greatest vulnerability, and
must be addressed internationally to
ensure the integrity and continuity of
the work of CSOs. If they aim to be
considered more accountable to those
they work for, CSOs need to report
more clearly about the size and origin
of their funds and about the objectives
and impact of their work.

A dependency on official funds can
weaken the role of CSOs as watchdogs.
Even where the government does not
actually impinge upon their ability to
operate, the dependency can damage
the public perception of the CSO’s
voice. This is an extremely difficult
issue.

CSOs often work towards an
immediate effect on the well-being of
poor target groups. However, they are
also increasingly aware of the necessity
to engage with policy-making and to
work to support the evidence base for
effective policy making. This can be
seen in their involvement in initiatives
like “NGO Impact on Development,
Empowerment and Actions” (NGO IDEAS)
or the International Initiative for Impact
Evaluation (3ie).
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Another complex issue is CSO
accountability in repressive states
where governments can easily use
information on target groups,
objectives and impact to prevent CSOs
from working effectively for poor and
marginalised parts of the population.
Full accountability in such cases may
be counter-productive to the
legitimate aims of CSOs and the groups
they are working with.

Some donors and politicians would
like CSOs to become subject to the
Paris Declaration themselves. Others
fear for the consequences on the
diversity of CSOs’ work as a laboratory
for new approaches in development.
One thing, however, is clear: Given the
power imbalance between those
disbursing funds and implementing
projects on the one side and the
general public on the other, the
priority must be on improving donors’
and CSOs’ accountability towards
democratic forces.

Harmonization and alignment

In the Paris Declaration, donors agreed
to build systems in a co-ordinated
approach aligning their procedures and
reporting systems with national
governments and harmonising and co-
ordinating their work with other
donors. The quest for alignment and
better horizontall harmonization also
applies to CSOs to avoid duplication
and increase effectiveness.

There is, however, a delicate
balance to strike on the side of
alignment and harmonization with the
official sphere. There are dangers of
CSOs’ being fully co-opted by their
governments or donors. Particularly in
countries where certain groups of civil
society are left out of government
plans (e.g. minorities and indigenous
peoples, certain religious groups,
persons with disabilities, etc.), CSOs
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need to play a vital role to compensate
for that. It is essential that they are
able to contrast their position with the
governments’ policies.

Although being, from one point of
view, a reasonable request,
harmonisation bears further dangers
from various perspectives:

® ‘Extra-CSO’ perspective: CSOs could
be (mis-)used by donors as ‘cheap
consultancies’ to pursue donors’
or, in the best case, partner
governments’ objectives.

®* ‘Inter-CSO’ perspective: CSOs in
‘over-harmonising’ their work would
need to use increasingly more time
and money to co-ordinate with
other CSOs instead of delivering
services or carrying out advocacy
work.

®*  ‘Intra-CSO’ perspective: CSOs might
lose their position as independent
grassroots development actors in
their own right, becoming
somewhat ‘institutionalised’ and
losing sight of the organisation’s
target group and thus, the right of
initiative.

The Paris Declaration and Parliaments

In Partnership Commitment 48, the
signatories of the Paris Declaration agreed
to “strengthen as appropriate the
parliamentary role in national development
strategies and/or budgets” to strengthen
mutual accountability.

This commitment reads very well and,
indeed, it could be a useful first step
towards genuine parliamentary involvement,
thus strengthening democratic ownership of
aid and therefore development policies.
However, the commitment is in fact far too
weak and fails to imply any serious practical
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commitment to increase the role of
parliaments in aid policies.

They also commit to “reinforce
participatory approaches by systematically
involving a broad range of development
partners when formulating and assessing
progress in implementing national
development strategies.” This could include
both parliaments and CSOs, but is clearly
unspecific in terms of genuine commitment
in this regard.

In order to improve the alignment of aid
to national priorities, the Declaration states
that, by 2010, 85% of aid flows to the
government sector should be reported on
the partners’ national budgets. In countries
where parliaments exercise real budgetary
powers, that could be a reasonable way of
strengthening representative democracy.
However, that is not always the case.

Conclusions

The Paris Declaration gives some attention
to the complementarity of official and non-
governmental development efforts.
Nevertheless, it focuses too strongly on an
aid effectiveness agenda dominated by
governmental national development
strategies and not enough on developing
democratic ownership of development
policies including the range of relevant
stakeholders.

Notes

B Regional Workshop on “Civil Society Challenges
with respect to Official Development Aid
Effectiveness”, October 29-31, 2007, Managua.

2 McGann, J. & Johnstone, M. (2006, January).
International Journal of Not-for-Profit Law.

CSOs usually work with the most
marginalised parts of societies, including the
poorest of the poor and people with
disabilities, and focus on their crucial role
in successful development policy-making.
However, the Paris Declaration’s
commitments in this field are weak.

There are some references to the role
of CSOs and other development
stakeholders, including the need for
participatory approaches and the flow of
information. However, the Paris Declaration
falls short of calling for specific measures
and commitments to really support the
involvement of CSOs and the development of
their capacity.

All in all, the Paris Declaration lacks a
focus on human rights and the organisations
that can help deliver such a focus. For
example, gender equality is just mentioned
in the context of “other cross-cutting
issues” which need further harmonisation
efforts.

Given these limitations, it is unlikely
that the Paris Declaration by itself will be
able to bring about the required
development effectiveness to alleviate
severe problems such as poverty, hunger,
disease and under-education in developing
countries. It has taken a step in the right
direction, but more steps are now needed
to achieve the necessary rights-based focus
and approach.
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Application of the Criteria for Periodic Evaluation of Global Development
Partnerships - as Defined in Millennium Development Goal 8 -
From the Right to Development Perspective:

The Paris Declaration on Aid Effectiveness.
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This is the abridged version of the original
study commissioned by the OHCHR to
provide input into the

fourth session of the High-Level task force
on the implementation of the

right to development, held from 7-15
January 2008. The opinions,

findings, interpretations or conclusions
expressed in this unedited

paper are those of the expert and do not
necessarily represent the views

of the United Nations and do not commit
the United Nations.

Introduction

The Millennium Declaration! (MD) states that
“in addition to our separate responsibilities
to our individual societies, we have a
collective responsibility to uphold the
principles of human dignity, equality and
equity at the global level.”? It further adds
that “we are committed to making the right
to development (RtD) a reality for everyone
and to freeing the entire human race from
want.”® Those commitments are reflected in
MDG8, entitled “Develop a Global
Partnership for Development.”

The Paris Declaration on Aid
Effectiveness® (PD) - adopted in March 2005
by an intergovernmental High Level Forum
convened by the Organization for Economic

Co-operation and Development (OECD) - aims
at taking “far-reaching and monitorable
actions to reform the ways we deliver and
manage aid”®. Human rights and the right to
development in particular are not
mentioned. The PD does not even reaffirm
the MD, which emphasizes human rights and
RtD in its “values and principles” and only
refers to the signatories “looking ahead” to
the 2005 UN five-year review of the MD and
the MDGs.

Nor can the PD be considered as fitting
within the rubric of “global partnerships”
envisaged under MDGS8, because a) it is not
a partnership and b) it does not deal with
any of the targets of MDG8. Donors and
recipients are not treated as peers; nor do
they share rights and responsibilities.
Recipient countries are penalized if they do
not implement the conditionality
framework, but have no way of penalizing
their donors/creditors. For recipient
countries, the PD creates a new level of
supranational economic governance above
the World Bank and the regional
development banks, which increases the
asymmetry between the aid recipient
country and their ‘harmonized’ donors and
creditors.

A Workshop on “Development
Effectiveness in Practice - Applying the Paris
Declaration to Advancing Gender Equality,
Environmental Sustainability and Human
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Rights”, was held in Dublin in April, 2007.5 A
key message of the workshop, which
brought together 120 participants
representing Development Assistance
Committee (DAC) Members, partner
countries, civil society and United Nations
agencies, was that “human rights, gender
equality and environmental sustainability
are key goals of development. They are
functionally essential to achieving the
ultimate goal of the Paris Declaration —
increasing the impact of aid on reducing
poverty and inequality, increasing growth,
building capacity and accelerating
achievement of the MDGs.”

However the questions of how the
human rights framework, gender equality
(which is also a human right) and
environmental sustainability apply to the
Paris Declaration and whether the human
rights legal obligations of all states (be they
donors or “ partners”) help evolve the
principles of the PD into contractual
commitments that could make it qualify as a
real partnership for MDG8 remain
unanswered.

Nor does there seem to be much scope
for explicit redirection of the PD towards a
rights-based approach at the High Level
Forum on aid effectiveness to be held in
Accra, Ghana (HLF 3) in 2008. According to
the OECD, “the primary intention of the
HLF 3 is to take stock and review the
progress made in implementing the Paris
Declaration.” It has been stated several
times that HLF 3 is not intended to
“rewrite” the PD, and therefore there
would not be an opportunity to explicitly
include human rights language in it. Yet,
the Forum “is expected to conclude the
HLF 3 with an endorsement of a ministerial
statement based on high-level discussions
and negotiation around key issues”. That
statement clearly provides an opportunity
to explicitly reaffirm human rights and the
right to development.

Operational Analysis
of the Paris Declaration
and Human Rights

From an RtD point of view, the five
principles of the PD have different
implications. While “ownership” and “mutual
accountability” can easily be understood as
a reformulation of the concepts already
included in the RtD declaration (even if
downgraded from “rights” to “principles”),
“alignment, harmonization and managing for
results” can be supportive, neutral or
detrimental of RtD, depending on how they
are understood and implemented.

From a conceptual point of view, the
positive linkage of the PD with human rights
has been made by pointing out that the
intended result of the PD is to make aid
more effective for the achievement of the
MDGs and that this is equivalent to the
progressive realization of social and
economic rights. Yet, none of the targets
refer to those desired results; instead they
only refer to how aid is managed and
delivered and to several preconditions that
developing countries have to meet.

Thus, whether the implementation of
the PD actually produces the intended
positive human rights and development
results is out of the scope of the official
review, monitoring and evaluation. This is a
major flaw that needs to be corrected.

Actually, many of the targets set in the Paris
Declaration, if achieved as currently
defined, could result in substantial erosion
of the right to development of “partner”
countries, as the following analysis of the
PD indicators shows:

Ownership

Indicator 1, defined as “partners have
operational development

strategies,” including poverty reduction
strategies (PRSs) is the only indicator on
ownership. The target for 2010 is that “at
least 75% of partner countries” have them.
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However, “Operational Development
Strategies”, as defined by the PD, do not
include government plans, national
legislation or any other nationally-generated
“policy, legislative and other measures” as
required by the RtD declaration in its
article 10, but are internationally
negotiated documents between the
recipient countries and its donors and
creditors.

Furthermore, bilateral and multilateral
donors have a decisive say in the
formulation of those strategies and
frequently “steer the government from
within.”” Civil society and trade unions have
often opposed the PRS precisely because
external actors influence the content of
the strategy through their financing
arrangements for DBS, SWAps, etc and/or
through their rating systems such as the
World Bank’s Country Policy and Institutional
Assessment (CPIA) that the indicators of the
PD intensively use. There is little or no civil
society or legislative input to the
macroeconomic dimension of PRSs and data
support the conclusion that the IMF and
World Bank define their own means (e.g.
privatization, liberalization) to PRS goals,
undermining national capacity to design its
own development strategy.

If the PD really promoted partnership,
then recipient countries would need to
contribute to and sign off on assistance
strategies for their countries and analysis of
their development challenges; however the
Joint Assistance Strategies are owned by
donors/creditors. Indeed, the review of the
Paris Declaration draws upon World Bank
data® when they state that no government
scores an “A” on its PRS and only 5 score a
“B”.° Due to the low grades assigned to
PRSs, the OECD-DAC and World Bank do not
consider PRSs to be very operationally
useful.

The tautological definition of ownership
used can amount to a violation of the RtD
and other civil and political rights.
According to a recent study from the Dutch
government® “..the international financial
institutions are limiting the scope for
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devolving more control and accountability
for policy and aid to the government by
“interfering intensively with the PRSP and
with macro and sector policies”.

Additionally, the accountability of the
donor country aid agencies to their own
citizens and taxpayers is also undermined,
since a “pool” of money formed by a variety
of donor contributions is much more
difficult to follow and assess than specific
projects.

Alignment

Indicator 2, the first to assess the
“alignment” principle, requires “Reliable
country systems” and is measured by the
“Number of partner countries that have
procurement and public financial
management systems that either (a) adhere
to broadly accepted good practices or (b)
have a reform programme in place to
achieve these.” This target is clearly not
about aligning ODA with the recipient
country strategies, but about aligning
country governance with the requirements
of donors/creditors.

The PD “Indicators of Progress” track
and score the performance of public
financial management systems (i.e., financial
management, budget execution, auditing).
The performance of each government’s PFM
system is rated by the World Bank’s Country
Policy and Institutional Assessment (CPIA) as
well as the Public Expenditure and Financial
Assistance (PEFA) partnership. According to
the World Bank, the purpose of the CPIA is
to measure a country’s policy and
institutional development framework for
poverty reduction, sustainable growth and
effective use of development assistance.
These ratings are used to allocate aid and
credit, design policy conditionality and
establish debt ceilings.

The view of many critics is that “the
CPIA rates the extent to which a
government has: a) adopted neoliberal
economic policies (i.e., liberalization and
privatization in the context of strict budget
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discipline) and b) developed institutions,
particularly those that protect property
rights and promote a business-friendly
environment”.!* There is no participation
whatsoever of developing countries in the
definition of the criteria that result in
better grading by CPIA or in the designation
of the experts in charge of assigning the
grades.

The PD Indicators also track and score
the procurement systems of each recipient
country. Except for the explicit goal of
eliminating corruption, no other human
right values are attached to the use of
country systems and none of the criteria
explicitly require suppliers to adhere to
core labour standards.

Furthermore, the use of government
procurement as a tool of affirmative action
in favour of local producers or of vulnerable
sectors of the population (small business,
cooperatives, women or minority-run firms)
to contribute to the progressive realization
of economic, social and cultural rights is
explicitly forbidden as “discriminatory”
against foreign firms by the OECD
“Methodology for Assessment of National
Procurement Systems.”*? Industrialized
countries gained economic strength by
using procurement to strengthen local
economic development, but the PD
inappropriately curbs this practice.
Furthermore, the opening up of
procurement to foreign firms “applies to all
procurement undertaken using public
funds” and “to all public bodies and sub-
national governments and entities”
including “the army, defence or similar
expenditures, autonomous or specialized
state owned enterprises”. This is a standard
that OECD countries do not meet
themselves; to impose these conditions on
developing countries is a serious violation of
their sovereignty.

The procurement standards attached
to the PD go beyond the requests about
transparency in procurement that
developed countries demanded from
developing countries in the WTO as part of
the so-called “Singapore issues”. Those

requests were widely rejected during the
Cancun Ministerial in 2003 as contrary to
their right to development, because of the
fear of forceful opening to foreign bidders.
The PD does precisely that in the small print
of the obligations that partner countries
have to undertake as a condition to receive
aid.

Indicator 3 is the only one in the
“alignment” section of the PD that
specifically requires that “aid flows are
aligned on national priorities”. Yet, this is to
be measured by the “percent of aid flows
to the government sector that is reported
on partners’ national budgets.” While
reporting ODA inflows in national budgets
can be helpful to simplify monitoring, both
by donor/creditors and by national
parliaments or citizens, it does not
guarantee by itself that those flows, or the
budget itself, are consistent with national
priorities.

Indicator 4 aims to “strengthen capacity by
coordinated support” and is measured by
the percentage of donor capacity-
development support provided through
coordinated programmes consistent with
partners’ national development strategies,
with a target of 50% of technical co-
operation flows doing so by 2010. This
indicator has proven particularly difficult to
assess, due to the lack of a common
definition among donors of what constitutes
“technical cooperation”. It is important
that the concept be defined properly to
curb the practice of substituting local
expertise for much more expensive foreign
services that are not attuned to local
realities.

Indicators 5a and 5b call for the
measurement of the actual use by donors of
the recipient country’s financial
management and procurement systems,
which should increase according to the
“score” of those systems, as defined in the
discussion of Indicator 2. It is worthwhile
noting that even when a country
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procurement system achieves an “A” score,
a substantial part of the donors’ aid to the
public system may still be disbursed outside
the recipient country system. All the

comments made for Indicator 2 apply here.

Indicator 6 is intended to “strengthen
capacity by avoiding parallel implementation
structures” and the target is to reduce by
two- thirds the stocks of parallel project
implementation units. This is consistent with
the pressure of the PD on donors and
creditors to shift from projectized aid to
program aid.

Indicator 7 calls for ODA to be “more
predictable”, which should be measured by
the percentage of aid disbursements
released according to agreed schedules in
annual or multi-year frameworks. Yet the
target for 2010 is only to “halve the
proportion of aid not disbursed within the
fiscal year for which it was scheduled” (an
unambitious target!), with no mention of
longer term commitments.

Donors and creditors have such
unpredictable aid that, in some
circumstances, its late arrival constitutes a
major external shock to the economy of the
“partner.” The unpredictability of ODA is
one of the major problems limiting the use
of aid to achieve the MDGs. Promoting the
realization of Economic, Social and Cultural
Rights (ESCR) and achieving the MDGs implies
essentially more and better delivery of
public services (in particular health,
education and water) to the poor, which in
turn requires hiring teachers, doctors and
nurses. However, there is ample evidence
from the IMF’s Independent Evaluation
Office (IEO) that the IMF imposes inflation
targets and fiscal limits on government
spending that often result in suppressing
governments’ ability to hire key personnel.*®
Moreover, because aid is so unpredictable,
governments are not able to commence
hiring or spending on additional wages.

These findings are supported by a study
published by Social Watch4, which goes on
to point out that: “In practice, even longer-
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term commitments [than three-year budget
support cycles] would be necessary to
assure partner governments that they have
a stable source of financing for MDG-related
recurrent costs of social and other public
services. Social security types of
expenditure need to be predictable,
continuous, and not subject to the ‘stop-
go’ features of aid politics.”

Donors can also stop the flow of aid
when a government fails to meet the
conditions contained in the Performance
Assessment Framework (PAF) attached to
budget support agreements. It is ironic
that the goal to make aid less volatile and
more predictable does not in any way limit
or discipline the power of donors to pull
the plug from recipient government
budgets, just as the IMF currently does.®

Indicator 8 has as its goal the untying of aid
- which depends only on donors - and the
measure is the percentage of aid that is
untied. Yet the target for 2010 only
promises “continued progress over time”
without specific figures. Its non-inclusion
with binding targets in the PD does not help
to build the credibility in the process
among “partner” countries. Together with
unpredictability, the tying of ODA is one of
the major factors in reducing aid efficiency.
The percentage of tied aid over total aid
can be as high as 69% for Italy and 57% for
the United States. The Washington-based
Center for Global Development estimates
that “tying raises the cost of aid projects a
typical 15-30%.7¢

Harmonisation

Indicator 9 calls upon donors to use
common arrangements or procedures, as
measured by the percentage of aid provided
via programme-based approaches, e.g.,
Direct Budget Support (DBS) and Sector-
Wide Approaches (SWAps) or Poverty
Reduction Support Credits (PRSCs). DBS and
SWAps are believed to reduce transaction
costs, increase efficiency in public
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spending, lead to greater predictability in
aid flows and ensure greater convergence
of ODA with public funds.

The target for 2010 is that 66% of aid
flows should be provided in the context of
programme-based approaches from a
baseline of 43% in 2005. Already, the
Netherlands channels approximately 70% of
its development assistance through sectoral
and general budget support. DFID (UK)
disburses approximately 50% of its
development assistance through budget
support and approximately 25% through
SWAps.

As of June 2006, the World Bank
provided approximately 40% of its new
lending through budget support. In FY04-06,
the Bank committed funding to 46
operations using these approaches in 28
countries; and in Bangladesh, Brazil, Malawi,
Morocco, Nepal, Nicaragua, Philippines,
Poland and Tanzania, the Bank has
supported more than one sector-wide
approach.

The sectors that move quickly toward a
SWAp are health, education and water and
sanitation. But, SWAps are increasingly
being used not only for single sectors, but
also for multiple sectors and cross-cutting
institutional areas such as private sector
development, justice, and law and order.?

The Netherlands, which has undertaken
an extensive assessment of its engagement
in DBS and SWAps, found that in “the
education sector in Zambia, (...) the
number of donor support accounts
managed by the Ministry declined from
about 800 in 1999 to 10 in 2004. The
number of donor missions in the sector per
annum also declined: from about 120 to
about ten.” However, a case study on
Zambia®® challenges the notion that
transaction costs necessarily decline when
shifting from projectized to sector-wide
approaches.

The critique of SWAps *° centers on the
fact that they focus predominantly on the
“supply-side” dimensions of service delivery
rather than the *“demand side.” If donors
create a “basket fund” for a sector that

“ring-fences” a minimum percentage of total
resources for delivery of a particular local
service, then it is essential that the
specified service be a priority of the local
government that receives the ear-marked
resources. Policy dialogue is needed to
bridge the ‘vertical’ macro-meso-micro (or
national-state-local) divide, as well as
embracing ‘horizontal’ tripartite social
dialogue and an external-domestic dialogue
between donors/creditors and domestic
constituencies.

In practice, SWAps have come to be
perceived by many donors and partner
governments not as a multi-stakeholder
process, but as a specific public
expenditure programme funded by (a select
group of) donors. The focus is on the
national government’s policy and budgetary
framework rather than on the diverse set of
actors engaged in the sector. Sector
strategies are “highly influenced by donor
priorities. They tend to be technical,
uniform documents, which lack an in-depth
insight into local (political) dynamics.
Proposed solutions are often based on
experiences elsewhere, including the donor
countries’ own systems, which usually do
not reflect the local dynamics at hand.”?°

In Nicaragua, donors and the
government have not been able to agree on
overall strategies in the agricultural sector.
Some European donors and the UNDP favor
the development of smallholder agriculture,
whereas the government and other donors
(including USAID) prefer to assist large-scale
producers with more commercial and
export potential. Perhaps due to conflicts
such as this, some responsibilities have
shifted from line ministries to the Ministry
of Finance.

A case study of Ghana by the Oxford
University Global Economic Governance
Program found that donors and consultants
were aggressive in forging a Private Sector
Development (PSD) strategy to which the
government would agree. Donors rejected
the government’s initial procurement plans
meaning that “Ministry staff went in circles
trying to get a prioritisation that the donors
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would approve. Furthermore, transaction
costs were very high.” Ultimately, the
government had to use a World Bank
template for procurement that was utterly
unsuited to the small-scale purchasing
required by the projects. Donors are
rhetorically in favor of government
ownership, but in practice, they openly
disagreed with the Government of Ghana’s
priorities for funding. Also, attempts to form
a PSD “pooled fund” floundered since the
majority of donors were funding the private
sector directly and bypassing government.

Indicator 10 calls upon donors to
collaborate in (a) field missions and/or (b)
country analytic work, including diagnostic
reviews. The 2010 targets are: (a) 40% of
donor missions to the field are joint (up
from the 2005 baseline of 18%); and (b) 66%
of country analytic work is joint (up from a
baseline of 42%).

Historically, the World Bank prepares a
Country Assistance Strategy (CAS) for each
recipient country that outlines the
institution’s investment plan over the
medium-term— e.g., 3 years. Increasingly,
however, the Bank participates in
formulating Joint Assistance Strategies (JAS)
with other donors and creditors. Thirteen
countries have JASs in Africa. In the case
of Tanzania, 35 countries and multilateral
organizations of the Development Partners
Group endorsed and/or adopted the JAS for
the country.

One danger of such harmonisation is
that, once a JAS has been approved by such
a large number of donors, after lengthy
negotiations, it becomes “written in stone”
making it impossible for any democratic
country-driven process to change it,
undermining the power of parliament (and
even the executive branch of government)
to introduce changes if practice
demonstrates they are needed. This erodes
local democracy and human rights.

Another danger is further
empowerment of the World Bank relative to
other donors. A concern expressed by
diplomats participating in a retreat on
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Financing for Development organized by the
Friedrich Ebert Stiftung in NY, October 4-5,
2007, “is that the donor coordination
process may impede innovation by donors
and reduce the range of choice of programs
by aid recipients. There is value in
competition among donors, especially with
the entry of new donors, who have not
signed on to the Paris Declaration”.?

Managing for Results

Indicator 11 aims at having “result-oriented
frameworks” by “reducing the proportion of
countries without transparent and
monitorable performance assessment
frameworks by one-third”. All DBS
programmes and SWAps have a
corresponding Performance Assessment
Framework (PAF) with policy conditions.
Parliaments and citizens groups are not
meaningfully involved in the construction of
the PAF, whose conditions are a
requirement for the release of successive
budget tranches.

In 18 budget support operations already
in place by the World Bank (the number is
rising fast), the policy conditions attached
are derived from the PAF. Since those
conditions involve lengthy negotiations with
a variety of bilateral and multilateral donors,
civil society advocacy and even
parliamentary participation in decision-
making becomes virtually impossible. The
elimination or modification of conditionality
would need to be pursued not only with
the recipient government, but also with
multiple donors and creditors.

Contrary to what the title of “managing
for results” might indicate, the “results”
upon which disbursements are tied are not
measured in terms of poverty reduction or
MDG achievement, but usually refer to
governance and macroeconomic policies.
“Result management” will be deemed
successful if those policies are in place,
even if poverty actually increases, which
has frequently been the case in the past
when similar structural adjustment
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programmes have been implemented
without proper social impact assessments
and “safety nets”.

Mutual accountability

Indicator 12 is the only one on “Mutual
accountability” and is to be measured by
the “number of partner countries that
undertake mutual assessments of progress
in implementing agreed commitments on aid
effectiveness including those in this
Declaration.” The target for 2010 is that all
partner countries have “mutual assessment
reviews” in place.

Since no such reviews have taken place
so far, to the author’s knowledge, it is
difficult to assess their scope and format.
Yet, it is surprising that one of the key
principles of the PD is reduced in its
implementation to separate exercises to be
conducted at country level in the recipient
countries.

Considering the experience of the
OECD DAC in conducting “peer reviews” of
donor’s aid practices, one would expect a
mutual accountability exercise to be
undertaken at the international level, with
opportunities for developing countries to
be advised by international NGOs and other
experts and to share experiences among
themselves about the performance of
donors individually or collectively.

A country-level exercise where the aid
recipient country sits in front of the whole
of its donor community implies an enormous
imbalance of power and resources, where
the developing country can be easily made
accountable for its part in the
“partnership” under threat of seeing its aid
cut or reduced but where the donors can
hardly be made accountable for any
eventual shortcomings. The sum of those
reviews cannot be expected to add up to a
fair “mutual accountability” exercise.

Further, there is neither developing
country representation, nor that of any
international institution where the
interests of developing countries are

predominant, in the standard-setting and
scorekeeping bodies of the PD, which are
essentially the OECD and the World Bank,
even when it is recipient country
governments, not donors, which are
penalized if those standards are not met.

Conclusions

Many of the PD’s key indicators are related
to governance, particularly in the fields of
government procurement and financial
management. Yet, while major changes in
recipient country governance are required,
donors are not calling for symmetrical
efforts among themselves by, for example,
untying aid or making it more predictable.

Rather than promoting the RtD, the
new aid modalities, by aligning bilateral and
multilateral donors around certain
governance requirements might even
undermine local democratic processes and
the “policy space” that developing country
governments need to make their own plans.
Opportunities to promote human rights by,
for example, making basic labor standards or
equal opportunity employment for women a
condition for participation in government
procurement are not only missed but even
viewed as contrary to the rules promoted
by the PD.

The effectiveness of aid delivery and
management, as measured by the PD, does
not assess the impact of aid on poverty
reduction or realization of human rights.
While it might be expected that more
efficient aid will contribute positively to
both objectives (even if not explicitly
mentioned as such by the PD), the 12
indicators could in fact be reviewed
positively without any measurable impact on
either.

While there is congruence and synergy
between the principles of country
ownership and mutual accountability and
the RtD, the implementation and assessment
of the PD implies risks to the RtD against
which no insurance, complaint mechanisms
or exceptions are provided.
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Recommendations

The RtD and human rights in general should
be explicitly included as goals in the PD and
the ministerial declarations of HLF 3.

An additional review and evaluation
framework with corresponding targets and
indicators need to be included, where the
results of the PD should be assessed in
terms of its impact on the RtD, HR and the
MDGs.

Mutual accountability reviews should be
conducted at international level (not at
country level) with the participation of
international civil society organizations with
development and human rights expertise.
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Barriers to Harmonization and Alignment:
An African Perspective

African Forum and Network on Debt and Development (AFRODAD)

The Paris Declaration on Aid Effectiveness
for development (2005) was an international
agreement by which donors and recipients
committed themselves to support greater
aid effectiveness. The declaration is based
on three main pillars: ownership of policies
by partner countries, which must set their
own priorities; alignment of donors with
these priorities; and harmonization
between donors, in order to set up
common mechanisms, simplify their
procedures, and share information.

This article looks at the importance of
the Paris principles of harmonization and
alignment to aid effectiveness, but also
argues that the principles themselves will
not lead to greater development
effectiveness unless accompanied by
progress in democratic ownership.
Harmonization and alignment must be seen
as necessary, but not sufficient conditions
for development effectiveness.

If democratic processes are not able to
inform the development of policy in the
first place, then alignment is undermined;
there is no true domestic political agenda
for donors to align to. Similarly,
harmonization under these conditions
presents as many dangers as it does
potential benefits, since donors are not
harmonizing around a strong domestic
agenda, but may be using their
harmonization to exert even greater
influence over national policy priorities.

This dependency of the worth or
alignment and harmonization on the
principle of ownership can be seen visually
in the aid effectiveness pyramid (see Figure
2).

A top-to-bottom reading of the pyramid
shows that development effectiveness firstly
needs partner countries to decide on the
action to undertake to achieve the desired
results in terms of development. Donors can
then align their assistance with the
strategies decided on by the recipient
countries and use the latter’s systems. At
the base of the pyramid, donors start
complementary actions to plan common
modalities to simplify their procedures and
to ensure the optimum sharing of
information.

In most cases, including in fragile States
where there is usually a lack of leadership
in the country, the pyramid needs to
develop, in practice, from the bottom up.
Donors may begin by improving
harmonization between themselves with the
objective of increasing their utilization of a
country’s systems, aligning themselves with
its preferences, and working that way to
obtain effective leadership for that country.

Harmonization and its implementation

The proliferation of development aid
programming and provision systems
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Figure 2. Aid Effectiveness Pyramid
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generates unproductive transaction costs
and hinders the enhancement of the
capacities of recipient countries. The Paris
Declaration principle of harmonization
means donors’ working together to achieve
greater aid effectiveness.

Key aspects of delivering harmonization

are:

e common mechanisms for the
planning, financing and
disbursement of aid funds

e greater recourse to aid delivery
based on programs

< making best possible use of the
respective comparative advantages
of donors on the sectoral or
national levels

< common mechanisms for the
monitoring, assessment, and
notification to public authorities of
their activities and other aid
contributions

e reducing the number of field
missions and diagnostic studies

* sharing the lessons drawn from
experience, and creating a pool of
best practices

One of the principal methodologies for
improving aid harmonization in African
countries has been the development of
Sector-Wide approaches (SWAps). These
adopt common operating principles and
more coordinated procedures for funding in
specific areas such as health and education,
without prescribing specific policies.

There have also been efforts by donors
to undertake joint missions to reduce the
administrative burden on recipient
countries and avoid duplication of efforts
between donors. For example, in Senegal,
the KfW and the AfDB jointly conducted the
pre-evaluation mission for a project
financed by the WB to provide electric
power in rural areas. The FDA and the KfW
have also conducted a pre-evaluation,
evaluation, and monitoring joint mission for
an irrigation project in the regions of St-
Louis and Matam.
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The Example of SWAps in Mozambique

Understanding.

common reporting and monitoring.

renewed in 2005.

the country.

External partners support SWAps in the area of health through three “basket funds”,
including a general fund and two funds covering two provincial programs, as well as
for the provision of medicine. Each fund is governed by a distinct Memorandum of

The Netherlands, Denmark, Finland, Ireland, Sweden, the Canadian International
Development Agency (CIDA), and the WB provide assistance to the SWAps of the
education sector through a specific support fund. This assistance is based on

To support a SWAp in agriculture, external partners also practice joint financial
management, make common reporting, and put monitoring systems in place. Joint
implementation arrangements are formalized in a Note of Understanding which was

In the same vein, the Department for International Development UK (DFID), the
European Commission (EC), Denmark, Sweden, Norway, and Belgium provide support
to strengthen public finance management through a common fund, known as the
Integrated State Financial Administration System (SISTAFE).

Nevertheless, there is still much work to do towards the Paris target of 66% of total
aid being delivered in the form of program-based approaches. Despite the SWAp
initiatives in Mozambique, only 27% of aid was provided through direct budget
support in 2005 and the total of program-based aid only accounted for 46% of aid to

Once more, however, despite the
evidence of progress, there is still a long
way to go to meet the targets set in the
area of harmonization for 2010. Whilst the
target is for 40% of missions to be carried
out in a joined way, the reality is that only
15% of missions in Senegal were jointly
conducted in 2005.

Common analyses of situations and
performance in developing countries is
another area where progress is being made
towards the Paris target of 66% of jointly
led analytical works. Typical areas of work
here include assessments of public
expenditure management, fiduciary risk and
country procurement.

Overview of Performance
in Several African Countries

= Kenya - the shift towards the use of
SWAps and the establishment of a Joint
Assistance Strategy may lead to
substantial progress toward the
attainment of the 2010 targets. 45% of
aid was disbursed through program-
based approaches in 2005. However,
only 9% of missions and 32% of analytic
works were coordinated, shared or
jointly conducted.

e Mozambique - the increased use of
budget support and the development of
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sector-wide approaches have been the
key drivers of improved harmonization
between donors in Mozambique,
through the “G18” group, but
harmonization outside these
instruments remains limited.

Zambia - the Wider Harmonization in
Practice (WHIP) agreement between
donors and the government is an
excellent starting point for working
towards the 2010 targets. But there is
no room for complacency. In particular,
donors need to work harder at
coordinating their missions to the
country: only 15% of a total of 155
missions were coordinated in 2005.

Uganda - donors need to work hard to
coordinate their activities and to make
use of common arrangements to reduce
aid fragmentation and to reduce the
aid-related transaction costs incurred
by the government. In 2005, only 17% of
missions were jointly conducted, 40% of
analytic works were coordinated,
shared or jointly conducted and 50% of
aid was program based.

Senegal - there has been a growing
adoption of Program-Based Approaches
(57% in 2005) and efforts towards
coordinating donor missions and
analytical work. The ongoing
development of Senegal’s Action Plan
for Harmonization and Aid Effectiveness
should provide a platform for donors
and the government to identify actions
to support further improvements in
harmonization.

Ghana - Harmonization is uneven across
sectors and donors, with some major
areas of weakness. Only 20% of missions
and 40% analytic works were
coordinated, shared or jointly
conducted, with 53% of aid program
based in 2005.

The Reality of Aid 2008

The aid harmonization aspects vary in
accordance with the particular context of
each country. The extent of harmonization
initiatives and their forms originate from
donor representatives in the country in
response to the particular challenges and
opportunities they face at a given time. This
is, in fact, the very nature of the
harmonization process, which is pragmatic
and dependent on opportunities. However,
in all the case studies dealt with in this
paper, the benefits derived from
harmonization in the provision of a more
effective assistance are evident.

Alignment and Ownership

Harmonization must be perceived as a
progression of steps toward the alignment
of aid with national priorities and as a means
to make the country’s leadership more
effective. Signing up to the Alignment
principle in the Paris Declaration commits
donors to support national ownership of the
development process by basing their
support on the countries’ development
strategies and systems.

As part of the debt relief process
involving the heavily indebted poor
countries, the Poverty Reduction Strategy
Papers (PRSPs) opened doors to various
levels of national ownership of the
strategies. The second generation of the
PRSPs has assumed increased national
character through minimal intervention of
external players and can be more easily
recognized as National Plans.

As examples of these strategies, there
is Zambia’s Fifth National Development Plan
(FNDP 2006-2010), the Malawi Growth and
Development Strategy (MGDS), the Kenyan
1999-2015 National Poverty Eradication
Program, and Ghana’s Growth and Poverty
Reduction Strategy (GPRS II).

In developing these strategies there
was increased civil society participation
providing some level of legitimacy within the
Paris Declaration framework. However, there
are also cases in Africa, such as Mali, where
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the second generation PRSP has been
designed by external northern experts with
little or no local civil society participation®.

Beyond development policies,
developing countries should also develop
aid policies and strategies to provide a
framework for a systematic and well
coordinated approach in soliciting,
acquiring, utilizing, managing, monitoring
and evaluating development assistance from
donors. When well articulated, an aid policy
could provide an appropriate aid
architecture which would include different
project implementation and financing
modalities and direction during dialogue
between Government and donors and
improve aid effectiveness in the country.
The aid policy should also define the
process of reducing aid dependency and an
aid exit strategy.

In Malawi, the Ministry of Finance has
spearheaded the formulation of an Aid
Policy in the form of its Development
Assistance Strategy (DAS), which sets out
the policies and strategies for increasing
efficiency and effectiveness in the
mobilizations and utilization of aid so as to
achieve the development objectives
contained in the Malawi Growth and
Development Strategy (MGDS). The drafting
of the DAS was completed in October 2006.
DAS has a more comprehensive set of
indicators. These are:

< Harmonization of development
partners project annual work
plans, including monitoring and
evaluation systems and their
alignment to the MGDS monitoring
requirements.

e Holding of a Joint Country
Programmed Review (JCPR) every
year, and linking annual sectoral
reporting to the JCPR.

e Holding of annual sectoral reviews
to feed into the JCPR process.
 Percentage of missions that is joint
between four or more development

partners.

 Formulation of an annual
development calendar to which
development partners stick.

Furthermore, it is not enough to have
national development and aid strategies,
these strategies must be truly national and
have the required legitimacy to which
donors must align in accordance with the
principle. Recent experiences point to the
need for a framework within which
alignment to national development and aid
strategies could meaningfully be controlled.
A number of countries in Africa have now
developed Joint Assistance Strategies (JAS)
with donors. Jams are crucial for donor
harmonization towards alignment and for
the Government and their various sectors to
understand better the thinking of donors.

However, in some cases, the Joint
Assistance Strategies are undermined
through being non-binding. This lack of
commitments from the donors allows them
to continue using their own Country
Assistance Strategies or Bilateral
Agreements. This has implications for both
alignment and harmonization.

The non-committal attitude to the
development goals of the recipient country,
as seen in the Zambian JAS is an indicator of
the uncertainty around the destination of
the Paris Declaration agenda. Some donors
like Japan and USAID are not really yet on
board the Paris Declaration platform despite
having signed up to it.

Other Jams suffer from an intrinsic
tendency to suppress important differences
of opinion and approaches between
Government and donors in the absence of
mechanisms for settling and harmonizing
such differences, for example in Tanzania.
There remains a need to strengthen
dialogue mechanisms in support of
alignment.

The Development of National Strategies

For the principles of alignment and
harmonization to be effectively implemented
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and to achieve the desired goals, it is
essential that there is effective setting of
priorities, policies and strategies at national
level. Progress at harmonization has started
and needs to continue, but it will only be
relevant if it is harmonization around
nationally led development policies.
Similarly, alignment risks being a box ticking
exercise unless national strategies to which
donors align themselves are genuinely
national.

So far, national systems are only just
starting to be developed. The Financial
Accountability (PEFA) program, a partnership
established in December 2001 involving the
World Bank, IMF, European Commission,
Strategic Partnership with Africa, and
several bilateral donors (France, Norway,
Switzerland, and the United Kingdom) is a
good programmed in its own right. Pea’s
mandate is to support integrated,
harmonized approaches to the assessment
and reform of public expenditure,
procurement, and financial accountability,
focusing on the use of diagnostic
instruments. The programmed should move
the dialogue of national systems forward.

Although there is some difference
between public expenditure management
and financial accountability, the totality of
the concept embraces all the components
of a country’s budget process: preparation
and programming; execution, accounting,
control, reporting, monitoring and
valuation. It also includes the legal and
organizational framework and arrangements
for forecasting revenues and expenditures,
formulating medium-term expenditure
frameworks; preparing the budget; managing
cash and monitoring expenditures;
performing internal control and audits;
accounting and reporting (including
Integrated Financial Management
Information System (IFMIS).; conducting
external audits and ensuring oversight by
the legislature and other bodies.

Some countries in Africa are beginning
to internalize these systems. The
government of Tanzania, for example, owns
and leads the country’s diagnostic program
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forpublic expenditure management. This
process has led to providing donor
confidence for supporting the development
of a multi-year expenditure framework.
Tanzania’s new approach has also improved
donor coordination by ensuring that aid is
consistent with budget objectives and
priorities and increasingly integrated with
the budget.

Several other countries that depend on
aid and have limited capacity—such as
Ethiopia and Uganda—have also been
developing similar participatory,
collaborative approaches to work on public
expenditure management. In Uganda, the
government and DFID have reached an
understanding on how fiduciary risk will be
monitored over time based on four
information sets: one annual expenditure
tracking survey per sector, an annual review
of the government’s audited accounts, the
outcomes of PER updates, and technical
assistance and dialogue built around the
government’s public expenditure reform
program.

Major Barriers to Effective Implementation
of the Principles

1. Aid Predictability

Being highly dependent on development
aid, to the extent of some 40% of the
Government budget as is the case with
Mozambique and Zambia, makes
developing countries hugely reliant on
aid predictability to allow them to plan
effective national policies for
development.

Delays or even complete non-
disbursement of committed funds
undermines the integrity of budget
planning and implementation schedules,
reducing the effectiveness of entire
projects and programmers. The risks of
non-disbursement or untimely
disbursement are particularly acute for
direct budget support where
Government may have committed funds
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in good faith, based on agreed
expectations of disbursements.

Ongoing research has revealed that
despite of the rhetoric of partnership
and commitment to the development
agenda by most donors, aid
predictability has been a major problem
for many African countries. A study of
aid volatility and predictability? found
that aid flows are volatile and largely
unpredictable especially for countries
with high aid dependency: aid is more
volatile than fiscal revenue. A 2005
update concluded that volatility and
lack of predictability have become
worse in recent years despite aid
harmonization efforts.

A survey conducted among donors
and governments in 15 African
countries in 2003 and 2004 by the
Budget Support Working Group (BSWG)
of the Strategic Partnership for Africa
(SPA) offered some explanations for the
delay in disbursements.

e 40 percent were due to unmet
policy conditions,

e 29 percent due to
administrative problems on the
donor side

e 25 percent due to government
delay in meeting processing
conditions

e 4 percent due to political
problems on the donor side (4
percent).

For the IFls, unmet policy
conditions accounted for more than
60% of the difficulties to disburse and
delays in governments meeting
processing conditions another 25%. For
the European Commission and bilateral
donors, 40 percent was due to
administrative and political problems on
the donor side and 35 percent due to
unmet conditionality. All poverty
reduction support credits (PRSC) from
the World Bank were disbursed on
time.

Aid Conditionalities and Tied Aid

Aid conditionalities impede the ability
of developing governments to plan their
development strategies effectively,
through negatively impacting on the
reliability of aid pledges (see above).
However, more fundamentally, they
impact on developing countries’
freedom to determine their own
national policies and strategies in the
first place.

Quite simply, if donors are
enforcing policies on developing
countries through conditionalities then
alignment becomes meaningless and
harmonization will do more harm than
good. There will be no truly
independent national policy agenda for
donors to align to and donors would be
harmonizing around an enforced
strategy, further limiting the options of
developing countries.

Similarly, tied aid is an on-going
issue limiting development. A recent
United Nations Study® notes that donor
money that comes with strings attached
cuts the value of aid to recipient
countries by 25-40%, because it obliges
them to purchase uncompetitively
priced imports from the richer nations.

Technical assistance in the form of
personnel from donor countries is
another form of tied aid which has
proved rather problematic and many
African states would like to see a
change in this. African Governments are
now seriously considering extending
the SWAp idea to Technical assistance.
This could start as a Basket of funds for
each sector from which governments
could fund technical assistance drawn
from a global competitive pool including
Africa itself and particularly from other
Southern countries such as Asia.
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3. Good Governance and budget preparation and execution,
accounting and reporting.
It is also clear that good governance in African countries have shown weak
developing countries themselves is legal systems and these have to be
essential to enable the development of strengthened not on the basis of the
successful national development neo-liberal model which restricts
strategies and to encourage donor capacity definition but based on the
alignment to these. need to eliminate the constraints, not
In 2005/6, Norway dropped aid to risks, that lie in the way of development
Uganda’s national budget by US $4 aid. Priority should be given to
million and Sweden by US $8 million developing a robust, internationally
due to governance issues. The lesson accepted framework for benchmarking
here, as in the case of Kenya, is that and measuring the performance of
extent to which African governments public expenditure management
are able to adhere to the promotion of Accountability as an important
good governance and prudent concept to the systems has two key
utilization of public resources will elements: being answerable and having
remain key in contributing to the level institutions and systems that can met
of donor predictability, alignment and sanctions for violation of rules and
reliability in the delivery of aid for regulations. Common assessment rather
development. than donor assessments should be
In Tanzania however, GBS introduced.
disbursements have improved Accountability of donors is also
considerably, which can partly be essential, especially given the power
explained by the effective and diligent imbalances that enable them to exert
manner in which the Performance undue influence of developing
Assessment Framework is countries’ policies and strategies.
operationalized. Similarly predictability Unless donors can be held to account,
of aid flows to Mozambique has they are likely to continue to pursue
improved in the context of the three- their own interests through their aid
year MTEF. Mozambique has developed policies.
database systems and been more
conforming to donors to secure such Local Capacity
predictability.
A major restriction on recipient
4. Accountability countries’ abilities to define their own
development agendas effectively is their
Part of the agenda of improving lack of administrative and financial
recipient country governance and management capacity, principally
reducing donor conditionalities is the through the sheer lack of human
implementation of effective resources. There is also a lack of
accountability mechanisms. capacity on the implementation side of
Most African countries have not development policies, for example in
had adequate public financial professionals in the fields of health and
accountability systems. Measures are education.
needed to improve the legal and This lack of capacity requires
organizational framework for public capacity development, rather than
expenditure management, systems and capacity building. This second concept
processes for expenditure programming was the basis of much technical
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assistance; for example, if the
accountants were not doing their job
properly, a workshop was organized for
them. However, rather than more
training for existing workers, more
resources are needed to employ more
workers.

The Ministry of Health in Zambia
needs in excess of 20,000 frontline
health workers, paid reasonable salaries
to stop them moving to Europe for
better paid work. Donor support is
needed to employ the necessary
people, but donors too often claim
that it is government responsibility to
pay its staff. This thinking does not
address the need for health workers,
but is essentially a neo-liberal model on
which so much of the development
machinery depends.

This lack of capacity may also be
responsible for the apparent lack of
interest in line Ministries in issues
related to the Paris Declaration
because there is not adequate critical
mass against the old project approach
where the Line Ministries are the ones
that receive the money directly. The
Ministry of Finance has taken on an
important coordination and resource
distribution role which it does not
always fulfill well, causing more apathy
in the Line Ministries rather than
fighting for broader resource
allocation.

It is crucial here to note that the
position of donors is largely influenced
by the IMF defined MTEF which
restricts the Government wage bill to
8% of GDP and therefore does not allow
for the employment of new staff in the
civil service to develop capacity. It was
the lack of capacity argument that was
used as one of the reasons for
establishment of Parallel
Implementations Units (PIUs).

Participation of CSOs

The participation of CSOs in formulating
national aid and development policies is
highly significant because they are a
key stakeholders both as recipients and
as part of the aid architecture. They
have knowledge and expertise,
particularly around the realities on the
ground of the people living in
precarious situations, which it is
essential to take into account when
developing policies.

They have a crucial role in the
above-mentioned field of holding
governments and donors to account for
the policies they implement.
Furthermore, there is an important role
in carrying out civic education among
the public to demand better economic
governance from the government to
ensure better use of public resources.

CSOs, labor unions, and other social
movements are the expression of an
active democratic citizenship without
which little progress can be achieved in
governance or development. CSOs
therefore are fully fledged development
actors rooted in the organization of
citizens to claim their rights and to call
governments and donors to account.

While many governments recognize
the important role civil society
organizations and the private sector
can play, there lingers the observation
that CSOs have generally adopted a
hostile approach to government
initiatives and this has tended to
discourage consultations. There is still
some way to go before autonomy and
‘watchdog’ functions of NGOs are
embraced by all Governments and
donors. The challenge for increased
dialogue therefore still remains.
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Conclusions

It has been seen that the principles of
harmonization, alignment and democratic
ownership are actually interdependent.
Only if all of them are followed will aid
policies become effective at promoting
optimum development.

However, the Paris Declaration lacks
clarity and strength in defining terms and
setting concrete commitments. For
example, it fails to exclude the use of policy
conditionalities as ‘results’ to be monitored
and fails to envisage an institutionalised
mechanism for inclusive aid management,
requiring the involvement of critical
development partners such as CSOs, the
private sector and the parliament.

It seems that the Paris Declaration,
although very important and with

Notes

t See the “Paris Agenda and Efficiency in Mali:
ownership and aid modalities” by Isaline
Bergamaschi, presented for Informal Experts
Meeting on Ownership in Practice Paris 27-28
September, 2007 as part of the OECD Global Form
on Development. In fact Isaline observes that the
second Generation PRSP (December 2006) in Mali
was seen by the Government officials as a “Black
Box™ not knowing what was inside it; especially
given that the Unit responsible for drawing up the
Plan did not have a single Macro-economist!
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foreseeable positive impact, could be one
more process that will keep everyone busy
without focusing on the true reasons why
aid is ineffective. The Declaration deals with
the symptoms of aid ineffectiveness, not its
causes. Therefore, apart from advocating
for the implementation of the Paris
Declaration, CSOs call for the aid
effectiveness agenda to go beyond the Paris
commitments. This must address the root
causes of aid ineffectiveness and devise new
development strategies to break the cycle
of poverty, aid dependency and under-
development. These issues will require
attention for the realization of the
aspirations of the alignment and
harmonization principles of the Paris
Declaration.

2 Bulio & Hamann. (2003).

8 Deen, T. ( , July 6). Development: Tied aid
strangling nations. Inter Press Services.
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Introduction

The previous three sections of this
publication have shown that aid
relationships are still based on the power of
the donors, with the IFls leading the way in
exerting unacceptable influence over the
policies of developing countries. The Paris
Declaration is a small step in the right
direction, but falls well short of effectively
ensuring an adequate focus on the key
objectives of combating poverty, alleviating
hunger and preventing disease.

This chapter therefore looks at what is
needed for aid policies to be successful at
achieving these rights-focused aims. It
highlights principles that need to be
applied, based on the solid foundation of
democratic ownership of development
policies.

UK

The article from the UK NGO ActionAid sets
out why accountability is so important in
providing for a balanced aid agenda leading
to better development outcomes. It acts as
a vital check on the abuse of power or the
violation of human rights, ensuring that
donors are a help and not a hindrance to
citizens’ struggles.

It asserts that accountability means
power holders’ having to justify their
actions (answerability) and others’ having
the ability to rectify or sanction poor
performance by donors (enforceability).
Accountability requires transparency and
openness to work. The article also explains
the negative consequences of not having
this accountability on the practical delivery

of policies and projects affecting the lives
of some of the poorest people on earth.

Accountability is essential to ensure
that democratic ownership becomes a
reality. The article ends by making a series
of recommendations around the themes of:
(1) respecting real ownership of the
development process; (2) improving
transparency to southern governments and
citizens; (3) creating and improving
answerability and enforcement mechanisms;
(4) and creating effective international
mechanisms for standard setting and
oversight of aid.

Cambodia

A paper by the NGO Forum on Cambodia
argues that whilst accountability is an
important concept, it is essential to ask the
question ‘accountability to whom?’ This is a
question, however, that the Paris
Declaration fails to address and thus fails as
well to provide a mechanism to make
accountability work in practice. Recipient
governments are clearly held accountable
by donors, but they should be accountable
to their own citizens, either directly or
through CSOs and parliaments.

At the moment donors are not really
accountable to anyone. However, their role
should be to act as facilitators and
architects of partner countries’ democratic
governance systems.

The piece asserts that four elements
are needed to make accountability work: (1)
commitment to account for development
results; (2) measurement of development
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results; (3) accountability enforcement; (4)
and an enabling environment, including
transparency and access to information. It
is important that input and output
indicators are chosen to give accurate
information on the intermediate results of
aid, so that weaknesses can be revealed
and policy improvements made.

Africa

An article from the African Debt and
Development Network (Afrodad) focuses on
the need for managing for results, which is
the process of assessing the development
results of aid policies to inform
improvements in these policies. It highlights
the efforts needed from recipients and
donors to ensure that aid delivery provides
the maximum positive impact on the
everyday lives of the world’s poorest and
most marginalized people.

It argues that recipient countries need
to improve the links between national
development strategies, which should set
out the results to be achieved and annual
and multi-annual budgets. They also need
results-oriented reporting and assessment
frameworks. These provisions would enable
policies to be led by the assessment of
previous efforts.

Donors, on the other hand, must align
their support with national development
strategies and rely as much as possible on
partner country performance assessment
frameworks. They should work with partner
countries to strengthen developing country
capacities and harmonize their efforts in
line with national frameworks.

Key challenges include making
participation a reality, allocating budgets
according to priorities, developing capacity,
fighting corruption and successfully
coordinating inclusive monitoring based on
coherent indicators. For resources to be
adequately linked to results, policy
conditionalities need to be stopped and
project funding replaced. The role of CSOs

as development actors needs to be fully
recognized and funded.

Nicaragua

The article of Lacayo strongly asserts that
the role of the general population and the
CSOs in ownership of the development
policy process is essential and should be
articulated with the government and state
institutions, and coordinated with local
authorities and participation spaces.

The experiences of the different
processes in the Latin America and
Caribbean region (LAC) and in preparing for
the High Level Fora on aid effectiveness
have left great richness that can serve as
examples for other regions. However much
work is needed to achieve national
democratic ownership where CSOs can have
enough influence to change the way that
development cooperation is run.

Firstly, there should be a critical
evaluation of all of the content and aims of
development policies with the promotion of
rights and tackling of poverty placed at the
center of actions. Bottom-up processes
with a grassroots perspective are
fundamental in this context.

International partners should promote a
representative and participative approach
to democratic national ownership, with
CSOs effectively recognized and brought
into the policy-making processes. This must
be supported by capacity-building efforts,
fully open and transparent processes and
the full engagement of legislative assemblies.

Mexico

An article from ALOP calls for international
development co-operation as a new global
public good in an increasingly globalised
world. It should be used to resolve global
problems and preserve other global public
goods, including personal freedom,
biological diversity, cultural diversity,
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democracy and peace. It argues that
current forms of development assistance
were thought up in a different world where
today’s rules and today’s reality did not
apply; change is therefore essential.

Whereas public goods were usually
protected at the local level, there are
increasing demands on each other’s
resources in the modern world. Issues are
growing around the relationship between
the places that enjoy an abundance of
resources and the poorest, disregarded
masses of the globe.

The United Nations is not currently
capable of protecting the allocation of
resources and there are dangers all over
the world from the privatisation of public
goods such as drinking water for short-term
private gain. The new stewards of global
public goods must be a combination of
states, international organizations with
governing capacity, global social CSOs,
movements and local agents.

International development cooperation
must become an increasingly useful tool,
privileging support for the Right to
Development of all of the world’s people.
This needs to be based on: (1) broad-based
participation in the construction of
international guidelines; (2) strengthening of
global social organizational networks; (3)
participation of local groups affected by
policies; and (4) a positive environment of
openness and information production with
clearly defined roles.

Ultimately, the paper argues that a
change in philosophy is needed away from
seeing aid as a relationship between a
donor (with resources) that makes decisions
and holds others accountable, and a
receiver (with needs) that carries out the
decisions made by the donor and is held
accountable. Rather, development aid
should be a cooperation between two sides
that both have needs and resources, that
hold each other accountable and are aware
of the need to join forces to resolve
common problems.
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AWID

The Association for Women’s Rights in
Development (AWID) emphasises that the
majority of people living in poverty are
women and girls. It therefore argues that,
beyond the highly technical Paris
Declaration, governments should be held
accountable for their implementation of
other commitments on development, human
rights and gender equality through
agreements such as the International
Covenant on Economic, Social and Cultural
Rights.

The international community needs to
take steps at HLF 3in Accra and Doha to
broaden the development agenda to
respond to people’s needs and to seriously
advance towards the achievement of
development goals for the poorest.
Achieving gender equality objectives
requires both a reallocation of existing
resources and an important injection of
additional ones. This can only be
accomplished if there is strong political
commitment from all governments and
multilateral institutions.

Donors and governments must deliver
on their gender equality commitments, with
specific policies developed and resources
allocated for their advancement. Gender
equality needs to be integrated into the
monitoring and evaluation of the Paris
Declaration and a strong and clear
commitment to gender equality made at
HLF3. This must be part of a more inclusive
development paradigm, which also
strengthens transparency, mutual
accountability, democratic ownership,
capacity and women’s participation.
Guidelines and tools are needed for the
contribution of new aid modalities to
national obligations to gender equality.
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Conclusions

It is clear that for the Reality of Aid
Network a lot needs to change to achieve
better aid policies that contribute to and
facilitate effective development in the
poorest communities. Most profoundly, a
total change of philosophy is required,
moving away from the traditional ‘donor-
recipient’, power-based model to one in
which all countries are partners in the
effort to promote the right to development
and protect related global public goods.

Perhaps the key issue here is around
democratic ownership of development
policies and participation at all stages of
the policy process - through policy-making,
implementation and assessment - by citizens
and their representative bodies. Overall the
important role of both parliaments and
CSOs as development actors and the
contribution they can make to more
successful policy-making should be better
recognized and funded to support the
development of capacity.

Only when true democratic ownership
is in place can alignment of aid policies with
recipient countries policies’ and
harmonization of efforts by donors be of any
real contribution to better development
policies. There is also a mutual dependence
between democratic ownership and true
accountability - which means effective
systems of enforcement by which citizens
groups can hold development actors to
account. Transparency and openness are
essential for both.

Aid policies should be managed
according to their effectiveness at
achieving respect for human rights - this
requires effective monitoring and
assessment systems, again with the
participation of grassroots organisations.
Part of this process must be a renewed
commitment to achieving gender equality
objectives through adequate attention and
resources.
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Pulling the Strings —
How Donors’ Control of Aid Undermines
Democratic Ownership and Accountability

Elvira Groll
ActionAid UK

Why Accountability is Important

“All governments must be
accountable for fulfilling their part
of this bargain, both to their people
and to each other.”

- Kofi Annan on international
development commitments at
the UN General Assembly, 21
March 2005

Improving accountability is fundamental to
development. Accountability leads to better
development outcomes when governments
improve their services and behaviour in
response to citizens’ demands. It provides a
vital check on the abuse of power or the
violation of human rights. It involves
citizens’ organising and mobilising
themselves to protect their rights and to
demand that powerful actors answer for
their actions. Therefore, it is an important
part of a democratic development process,
both in regard to the freedoms and rights
inherent in this concept and to the
processes necessary to protect and
enhance those freedoms and rights.

Donor governments often disrupt this
relationship by making recipient
governments concentrate on being
accountable ‘upwards’ to donors instead of

‘downwards’ to citizens. Conversely, donors
are only weakly accountable to southern
governments and citizens. This imbalance in
accountability is caused by power relations
within the aid system, which is dominated
by donors. Donors very often have the
power to alter or stop aid flows as and
when they wish, and often do. They also
seek to have influence through the use of
advice or provision of expertise, often in
the form of technical assistance. Donor
influence is not limited to aid, of course,
but is bound up with security, trade,
investment, and other agendas they bring to
the table.

Rectifying this imbalance and making
donors and the aid system more
accountable to the people aid is supposed
to help is critical in improving the
effectiveness of aid. It will help ensure that
aid priorities are truly owned by recipient
countries and not imposed by donors.
Improving the accountability of donors
offers one of the surest routes to tackling
persistent aid problems such as aid volatility
and unpredictability, as well as ending
damaging practices such as tying aid to
donor goods and services. Finally, making aid
more accountable also means that donors
can become a help rather than a hindrance
to citizens’ ongoing struggles to make their
states accountable and responsive to them.
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What is Accountability?

Accountability is about power relations.
It describes the ways in which those
who have power - organisations,
institutions and individuals - can be held
to account by the people affected. It is
an inherently political concept because
defining accountability relations is in
itself an attempt to change power
relations.

The two key aspects are answerability
- power-holders having to justify their
actions - and enforceability - how poor
performance of transgression by the
power holders is rectified or sanctions
enforced. Accountability relationships
also involve standard-setting (defining
norms of behaviour against which those
with power should be judged) and
investigation, which depends on
transparency and openness (to find out
if those norms have been met).

The key questions to ask when thinking

about accountability are:

O Who is accountable? (Who holds
power?)

O For what are they accountable?

O To whom are they accountable?

Accountability is a major pillar of
democratic processes as it allows
citizens to control the actions of their
governments and other actors. It
involves many actors, including
parliaments and civil society
organisations.

reduction requires that countries are able
to decide and direct their own paths. Yet
truly democratic ownership does not only
mean ownership by the southern
government. It must also engage
parliaments, civil society including women’s
rights groups, and other stakeholders in the
development process.

Donors have often undermined
democratic ownership in a number of ways:

®* Imposing harmful policy
‘conditionalities’

International aid is often tied to
recipients’ implementing particular
policy changes, effectively denying
southern citizens and governments the
right to freely choose the policies best
suited to their economic and social
situation. There has been growing
consensus in recent years that the
impact of policy conditions on poor
countries has often been negative as
they distort democratic processes,
impose inappropriate policies and
generate high transaction costs. ! Very
often conditions are set by donors in a
one-size-fits-all manner and without
considering the specific political and
economic situation of countries. In
spite of both demands and commitments
to decrease conditionalities and the
negative experiences with structural
adjustment programmes, bilateral
donors still tend to harmonize around
IMF and World Bank conditions as they
have done in the past.? It seems to be
handy for donors to align to economic
frameworks set out by the Bretton
Woods Institutions as these still have a
reputation of macroeconomic
expertise, and in case of failure can

Undermining Democratic Ownership

Ownership is widely seen as the
cornerstone of development and is one of
the five partnership commitments of the
Paris Declaration. Effective poverty

divert the attention from bilateral
donors. However, this tactic further
increases the power and influence of
donors on policy decisions; undermining
national ownership.
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Bypassing government systems

Although the Paris Declaration calls for
an alignment of aid flows to national
priorities and budget procedures and
commits donors to report at least 85%
of their aid on budget until 2010, many
donors spend external assistance
directly without reporting to the
recipient government. This is due to
lack of trust in national institutions as
well as the attempt to keep as much
control as possible over the way aid is
spent. As the “2006 OECD Survey on
Monitoring the Paris Declaration”
emphasises, only four out of 22 donors
have so far reached this target while six
donors report less than 50% of their aid
to the recipients’ government.* This
makes it extremely difficult for
recipient countries to track the use of
aid and hold donors accountable. In
Afghanistan, a heavily aid dependent
country with almost three- quarters of
total public expenditure provided by
donors, over 75% of external assistance
is spent directly by donors, mostly
without being reported to the
government. Therefore, the Afghan
government has very limited control
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over aligning aid money to its
development priorities.®

Refusing to be transparent and
accountable for their action

Aid negotiations often happen behind
closed doors between donors and
governments without engaging
parliament and civil society in decision-
making or monitoring processes. While
policy dialogue between government
officials has intensified due to the
Poverty Reduction Strategy Papers
(PRSP) process, parliamentarians and
civil society representatives tend to be
excluded from those discussions.
Recent case studies have shown that
southern government officials are also
very reluctant to get engaged with civil
society or other stakeholders on
political issues.® Proper accountability
mechanisms for the use of aid on a
national level are missing in most
southern countries. To respond to this
problem, civil society organisations,
including ActionAid, in countries such
as Ghana, Cambodia and Kenya have
begun to organise forums to examine
aid issues and hold donors and
governments to account.

Box 2: The Impact of Economic Policy Conditionalities

In Malawi the situation of the poor actually deteriorated because of World Bank
economic policy conditions. In 2003 the World Bank proposed a $62 million loan to the
Malawian government to fight a major drought and its effects. However, this loan was
linked to progress on past loans’ conditions on the privatization of public service
sectors in the areas of agriculture, telecommunications and energy even though these
conditions had evidently further impoverished Malawians. Despite strong opposition by
the Malawian parliament, the commercialisation of the public Agricultural Development
and Marketing Corporation (ADMARC) was pushed through by the government. This led
to the closing of 400 rural markets, resulting in job losses for thousands of people and
more hunger and starvation for the Malawian people. An internal World Bank report
before the commercialization of ADMARC had shown that this project would have
negative impacts on the lives of the poor. However, the World Bank did not make the
results of this assessment available to the Malawian parliament or the government.?
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Weakening the Effectiveness of Aid

Donors have very strong mechanisms to
ensure that their demands are met by
recipient countries. However, they are not
so strong at meeting their own
commitments to improve aid along the
principles of the Paris Declaration. The
effectiveness of aid has been seriously
limited by donors’ demands and practices in
a number of ways:

®* Imposing high transaction and
administrative costs

Multiple donor missions and reporting
requirements imply huge transaction
costs for recipient governments. They
often have to focus energy and
resources on reporting to donors
rather than using that capacity to
pursue their own priorities and report
to their own citizens. In spite of
commitments by donors to decrease
the amount of donor missions, joint
donor missions are still the exception
as developing countries still received
an average of over 300 missions from
donors in 2005.% Donors often demand
the completion of their own reporting
forms, typically resulting in the
recipient government’s having to write
many different reports each year.

Aid flows are often unpredictable and
volatile

Donors fail to disburse committed
money on time, making it difficult for
recipients to plan their national
budgets. In 11 countries covered in the
2006 OECD Survey, the predictability of
aid was less than 50%.° Problems with
recipients’ systems contribute to this
problem, but donors must bear the
lions’ share of responsibility. The
amount of aid often varies each year,
sometimes with large fluctuations. Aid
for countries in conflict has been
particularly volatile, often falling in
times of emergency when support is
needed most.*® Although donors have
committed to improving the
predictability of aid, the amount of aid
flows into the health sector in
countries such as Mali and Liberia, for
example, differs so sharply each year
that it seriously limits recipients’
abilities to plan their budgets.

Donors drive technical assistance
programmes

Recipients’ lead on aid priorities is
further undermined by the continued
use of donor-driven technical

Box 3: First Steps into the Right Direction

In May 2007, Cambodian civil society organised for the first time a “CSO Forum on aid”
where they invited several donors to scrutinize their aid programmes. The results of this
Forum were fed into a newly formed “Cambodia Development Cooperation Forum”, a
government- led body for consultations with donors replacing the traditional
Consultative Groups chaired by the World Bank. However, besides this unique
opportunity, citizens, parliaments and civil society do not have much political space to
hold donors to account as a recent ActionAid case study shows. Cambodian NGOs also
raised concerns about criticising donors too openly as they heavily depend on their
funding. In Cambodia, there are NGO representatives in the donor-government joint
working groups present, however their impact on holding donors accountable has been
questionable particularly due to the lack of clarity about the role of those
representatives as development actors or watchdogs.’
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assistance programmes where projects
are often established independently of
recipients’ needs and aid money is
spent on foreign consultants, training
and research. Although it has been
shown that the effectiveness of this
type of aid has been very low??, the
OECD DAC estimates that technical
assistance still accounts for up to 50%
of all aid.*® In the OECD Survey, it
emerged as one of “six major priority
areas that need the attention of policy
makers right now”.** Southern
countries highlighted its supply-driven
nature and several countries refused to
agree that any donor-provided
technical assistance was aligned to
their national priorities.*®

®* Aid is still tied to donors’ interests

The allocation and disbursement of aid
is often linked to donors’ foreign policy
or commercial interests, and tied to
products or consultancy services from
the donor country. The tying of aid is
estimated to increase costs by up to
30%.¢ The main beneficiaries of this
practice are firms and consultants in
donor countries. Already in 2001, the
OECD DAC issued the recommendation
to untie aid. Although many donors
committed to untying in general, they
still fall short in implementation,
excluding key areas such as food aid
and technical assistance from
agreements and still relying heavily on
their own firms. Germany and Spain, for
instance, still tie one third of their aid
to their own goods and services.

Key Steps Donors Can Take
to Improve Accountability
and the Effectiveness of Aid

There is a clear need for reform to improve
the accountability of donors and transfer
the control of aid from donors to
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recipients. ActionAid has set out a
comprehensive agenda for achieving the
necessary reforms at the Accra High Level
Forum on aid effectiveness taking place in
September 2008 in the report: “Making aid
accountable and effective. An ActionAid Ten
Point Plan for real aid reform”. *® The
report argues that significant progress is
needed if aid is to play an effective role in
reducing poverty. Donors must meet existing
commitments but also go much further;
particularly by making aid accountable to
the people it is meant to help.

We recommend the following steps to
make aid more accountable and effective:

A. Respect real ownership of the
development process and end harmful
donor practices

End economic policy conditions.

The ownership agenda needs to be
refocused on true respect for
democratic ownership on the part of
both donors and southern governments.
Donors need to agree to end all
economic policy conditions and reduce
the overall burden of conditionality.

Ensure donors report all aid
disbursements in full and in the format
required by recipient governments.

Donors need to ensure they take the
actions required to tackle the
administrative, technical and political
constraints of reporting their aid to
recipients in full and in the format they
require to integrate this information
into budgets.

Allocate aid in a fair and transparent
way according to need and improve aid
predictability.

Governments should agree on effective
and transparent international
mechanisms to improve aid allocation,
ensuring that it goes to those most in
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need and is not misdirected by donor
foreign policy objectives.

which government transparency can be
judged. These standards would include:

Ensure technical assistance is truly
demand driven and country led.

Donors need to align their technical
assistance to recipients’ priorities and
needs. Recipients need to be given the
choice about how technical assistance
funds are used. Donors should ensure
that all TA is properly co-ordinated
among donors. Technical assistance
should not be used as a form of
conditionality.

End the scandal of tied aid.

Donors need to commit to expanding
the agreement on untying aid to all
countries and all modalities including
technical assistance and food aid.
Independently- monitored targets
should be set up for translating this
commitment into practice.

Improve transparency to southern
governments and citizens

Ensure donors adhere to the highest
standards of openness and
transparency.®®

Donors rarely make sufficient
information available in a format that is
accessible to southern governments
and citizens. There is a presumption of
non-disclosure of information. Even
when information is made available, it is
often found in complex technical
documents on donor websites and only
in English, making it extremely difficult
for southern citizens to access. The
conditions attached to aid and the
findings from evaluation reports are
rarely made public. Greater
transparency would not only promote
aid effectiveness, it could also help
citizens to monitor their own
governments and provide a standard by

Adopting a policy of automatic
disclosure of all documents, with a
strictly limited regime of
exceptions.

This is consistent with international
best practice in transparency and
recognises that access to
information about the practices of
bodies engaged in public service is
a fundamental human right.

Pro-actively disseminating
information in a timely manner, to
government and citizens on key
aspects of aid, including aid
strategies, plans, commitments,
disbursements, and conditions.

Donors need to recognise that
genuine transparency involves
making a pro-active effort to put
information about aid in the public
domain so that it becomes
accessible to all, including those
most marginalised and distant from
aid processes.

Inviting recipient parliament
scrutiny.

If donors were to maintain close
contact with parliaments and keep
them informed of ongoing
processes, then this would
encourage parliaments to scrutinise
these processes where they see
necessary. Donors could produce
regular bulletins and organise
regular briefings for parliaments, as
requested. They should also write
to parliaments and their
committees, outlining annual plans
and offering to make themselves
available for parliamentary scrutiny,
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should parliamentarians request
this.

Make impact monitoring, evaluation
and assessment of aid spent by each
donor truly independent and
participatory.

Southern voices need to be heard in
every assessment of aid and therefore
governments and citizens must be
included in evaluations. The majority of
donors currently monitor and evaluate
their programmes internally, without
the involvement of independent
experts, and are guided by weak
procedures for ensuring that findings
are acted upon. However, Denmark, the
Netherlands and Sweden have
established independent evaluation
bodies: these good practice examples
need to be built upon.
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to donors in relation to aid, and donors
make sure they are enforced through
the threat of withholding or reducing
aid, donors make few (if any) legal
commitments to recipients in the way
they deliver aid. Donors need to sign
legally binding contracts with recipients
outlining their commitments in these
areas including guarantees on aid
volumes and aid effectiveness. These
aid contracts should be consistent with
the aid management plans and other
development strategies developed by
recipient governments.

Create effective international
mechanisms for standard setting and
oversight of aid

Move the aid reform process to more
representative institutions (such as the
UN) than the OECD.

C. Create and improve answerability and For an effective agenda of aid reform to

enforcement mechanisms be realised, the limitations of housing
the major international aid

Develop open, transparent mechanisms effectiveness process in a donor

that allow citizens to hold their institution - the OECD - must also be

governments and donors to account for addressed. The OECD is in no

the use of aid. meaningful way accountable to the
southern citizens and countries that aid

The concept of mutual accountability is supposed to help. The political

should be broadened so that ‘country- nature of much of the results of the

level mechanisms’ for assessing progress “2006 OECD Survey on Monitoring the

become multi stakeholder, including Paris Declaration” - where donors

civil society particularly women’s rights exerted pressure throughout the

organisations, parliaments, trade unions survey process to bend the figures to

and other stakeholders. These multi- improve their performance - highlights

stakeholder forums should be open, this weakness.

transparent and regular with real room Handing over control of the

for citizens of southern countries to process to a more representative

hold their governments and donors to institution such as the UN would signal

account. a clear intent to take accountability
seriously. If done in a coordinated

Base aid relationships on legally manner, such as through the

binding aid contracts between donors establishment of a UN aid commissioner

and recipients. (see below) it could also help reduce
some of the complexity of the

Although recipient governments international aid system.

commonly make a raft of commitments
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In 2007, the UN launched the
Development Cooperation Forum (DCF),
whose mandate is to monitor
international development cooperation
initiatives such as the Paris Declaration
and promote dialogue and action to
achieve progress. This forum has the
potential to develop into a
representative and open body in which
aid effectiveness standards can be
discussed between donors and
recipients and standards agreed upon.

Improve international enforcement and
accountability through establishing a
UN Aid Commissioner.

Donors and southern governments
should commit to improve international
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Accountability and Managing for Results:
Accountability to Whom?
Who Holds Whom Accountable?

Ngo Sothath
NGO Forum on Cambodia

Introduction

Each principle of the Paris Declaration is
separately and mutually important to
achieving the effective use of aid to
produce actual results on the ground.
Mutual accountability is a significant
mechanism through which donors and
partner governments commit to being
responsible for development results.

However, ‘accountability’ can mean
many things in different contexts and it is
important to define it; a key question is
always ‘accountability to whom?’ For
example, the donors themselves are
accountable to their own parliaments and
citizens on the use of their money. On the
other hand, the recipient governments are
required to be accountable to the donors
for the fund and project or program
implementation?.

What can be our understanding of the
‘mutual accountability’ in aid referred to in
the Paris Declaration? The focus here is not
so much on who is accountable to whom.
The Declaration calls for both the “donors
and partner governments to mutually
account for development results.”?
Therefore, rather than being accountable
to someone, it is understood that the
donors and partners are meant to hold each
other accountable for something - in this
case, the delivery of aid.

Applicability and Limitation
of Mutual Accountability

Whether the mutual accountability of the
Paris Declaration is a well-defined principle
remains questionable and there is certainly
no provision for a mechanism to make the
accountability principle work in the
Declaration itself. We would suggest,
however, that four basic elements are
necessary to make accountability work:
commitment; measurement; enforcement;
and an enabling environment. This article
will consider mutual accountability in the
framework of these four elements (see
Figure 3).

1. Commitment to Account
for Development Results

A positive element of the Paris
Declaration was the recognition from
donors and developing country
governments of the need to count the
actual results on the ground for
measuring whether aid achieves its
intended goals.

However, it does not go far enough in
identifying specific roles for
parliaments and CSOs. This has meant
that while it highlights the need to
strengthen the participation of a broad
range of development partners in
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Figure 3. Key Elements To Make Accountability Work

Commitment

Measurement

ACCOUNTABLE

for development results

Enabling
Environment

formulating, implementing and assessing
national plans/strategies, the
parliaments and CSOs have been largely
disregarded, allowing the government
and donors to avoid public oversight.

In Cambodia, despite the clear
commitment made in the Paris
Declaration to strengthen the
parliamentary role in national
development strategies and/or
budgets, the Declaration of the Royal
Government of Cambodia made only
more general commitments to
strengthen the roles of all stakeholders
in the planning and implementation of
development cooperation programs -
not quite the national plan and/or the
budgets.

Similarly, while the PD commits to the
provision of timely, transparent and
comprehensive information on aid flow
so that partner governments can
present comprehensive budget reports
to their legislatures and citizens, the
Cambodia Declaration is all about
transparency and accountability of
official development assistance only,
not the national budget as a whole*.
This does not quite amount to mutual
accountability on development results,

Enforcement

since ODA comprises only half of
Cambodia’s national budget.

Measurement of Development Results

The principle of ‘managing for results’
suggests the need for measurements to
inform result-oriented reporting and
assessment of the national plan
implementation. Due to the commonly
low capacity of partner governments, a
manageable number of impact
indicators are chosen. However,
recipient governments generally fail to
develop sufficient input and output
(intermediate) indicators to keep track
of the progress over time which would
allow them to better manage the likely
outcomes and impacts. As stated by
David Booth and Henry Lucas® (odi:
2002, p23) “final outcome data are
largely useless for providing the sort of
quick feedback on PRSP performance
that is most needed for learning and
accountability purposes.”

There are 43 indicators to guide
the monitoring and evaluation of
Cambodia’s national plan, around 30 of
which are final outcome and impact
indicators mainly derived from
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Cambodia’s MDGs.® These outcomes
and impacts are hard to observe or
measure in the short-term and do not
adequately reveal the effects of
specific policies or implementation.

Many annual measurements are too
macro in level. For example, the
indicator measuring total annual
expenditure as a percentage of GDP
does not paint the picture of whether
the budget is spent correctly and most
appropriately. The indicators,
therefore, leave the government with
insufficient information over the
intermediate results of its national plan,
to be able to adjust the program and
plan effectively.

Moreover, of the 43 NSDP
monitoring and evaluation indicators,
only sixteen are measured by the data
collected through the annual tracking
surveys of the National Institute of
Statistics. The other 27 indicators are
largely dependent on administrative
data from relevant line ministries’.
However, due to weak governance in
most least developed countries, the
administrative data systems are poor. In
Cambodia, the public expenditure
tracking survey in education
demonstrated that the poor
administrative data record® remains a
major challenge.

Despite the adoption of the NSDP
monitoring and evaluation framework,
the NSDP claims itself not to preclude
the need to undertake participatory
approaches for more focused
monitoring and evaluation purposes.
New and innovative tools, such as
citizens’ scorecards rating the
perception of change and satisfaction
with the quantity and quality of
different public services, are supposed
to be employed to enhance
participatory elements and feed voices
from the grassroots level into the NSDP
monitoring and evaluation®. However,
this has practically never been

observed and Royal Government
acceptance of CSO inputs into the
Annual Progress Report has been
minimal®.

How participatory the national
development plan process is and to
what extent the plan takes the voice of
civil society into account and responds
to the needs of the poor and
vulnerable is a level of consideration
that the Paris Declaration indicators are
not able to track and answer.

Enforcement of Accountability

The principle of mutual accountability
implies that the donors and partner
countries are accountable for
development results. However, the key
to the accountability mechanism rests
on the issue of who holds who
accountable, and the declaration shows
the limitations of enforceability when
two parties of development monitor
each other. While governments tend to
blame donors for their poor co-
ordination and using aid to serve their
own interests, the donor groups accuse
the governments of corruption and bad
governance.

For accountability to work and for
aid to have more of an impact on
poverty reduction, the presence and
acceptance of an independent third
party or parties with a monitoring role
is crucial. To complement mutual
accountability and enforce the
commitments made by the donors and
partner governments, they should be
monitored and held accountable by the
recipient citizens and/or their
representatives.

Two complementary principles are
essential for this accountability to
work: (1) country ownership and (2)
democratic ownership.

Country ownership implies that
partner countries exercise the
leadership role in developing and
implementing their national
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development strategies. This is
essential in ensuring that the
governments’ primary responsibility is
to its own citizens and not to the
donors. Furthermore, if the recipient
governments are permanently
accountable to the donors, then the
donors will never exit the country, but
leave it forever aid-dependent.

Democratic ownership then means
not only that the government is not
beholden to the donor, but that it is
genuinely accountable to the people.
In principle, the government (elected
by the citizens) is supposed to serve
the interest of the country as well as
the people. The citizens are then
assumed to receive development
services necessary to them and voice
their concerns back to the government
and demand improved services. The
people can hold the government
accountable for their policy choices
and performance either directly,
through civil society organizations
representing their constituency, or
through the parliament they elected.

Figure 4 represents the framework
of ownership that sets out the
required relationships of accountability
among the development stakeholders
both locally and internationally.

Genuine accountability requires
transparent processes, access to the
necessary information, and citizens
empowered to freely exercise their
rights and freedom in society. The
balance of power between the key
development actors (citizens, CSOs,
parliament, and government) at country
level is important. An effective system
and robust mechanism must be in place
and institutionalized, owned and
exercised by those key actors with
donors as facilitators or catalysts on a
temporary basis.
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Parliaments

The UNDP report (2003a) suggested that
the monitoring report of the PRS or
national plan should principally be
considered as the report to the
national audiences, and secondarily to
the donors and lenders''. Evidenced by
a study of the 28 sub-Saharan Africa
countries involved in the PRS process,
GTZ (2003) found that monitoring and
controlling the actions of the executive
was one of the fundamental functions
of the parliament and was embedded in
the constitution of the studied
countries'2.

Pain (2003) suggests that “in a truly
democratic environment, parliament
should be overall responsible for the
monitoring of the PRS.” It is
particularly important to pay attention
to countries such as Vietnam,
Cambodia, and Yemen where the
national plans are expected to be
debated and approved by the
parliament. Unfortunately, the study by
GTZ (2003) also found that despite their
legitimate role recognized in the
constitution of the studied countries,
parliaments rarely exercise effective
oversight.

Article 121 of Cambodia’s
constitution states that: “Members of
the Royal Government shall be
collectively responsible to the National
Assembly for the overall policy of the
Royal Government.”!* However, the
monitoring and evaluation report
framework of the National Strategic
Development Plan (Cambodia’s PRS) does
not identify for whom the report is
prepared and accountable to; rather,
the document serves as the
government’s report to the annual aid
mobilization meeting between the
government and donor community®s.

Confirmed by the government’s
annual progress report of the NSDP in
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Figure 4. Development Framework Towards Democratic Country Ownership
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2006, the report is even considered as a
‘State of the Nation’ annual record and
the government’s position paper for the
Cambodia Development Cooperation
Forum?, which is the Government-
Donor High Level Forum for
development review and aid
mobilization.

This implies that the parliament -
which enacted the national plan -
either does not formally receive the
report from the government or is not
authorized to hold the government
accountable for it. The donors are
supposed to facilitate improvements in
governance and overcome any lack of
political will for reform. However,
despite their commitment to working
toward country ownership, the donor
community tends to overlook the
strengthening of local governance
systems. Furthermore, it even disables
the country’s existing structure by
demanding accountability directly from
the partner government rather than
using existing domestic governance
mechanisms.

Civil Society Organizations

While suggesting the important role of
the parliament as a key user of the
PRSP monitoring information, the World
Bank’s Beyond the Numbers report
(2006)'" observed that the parliaments
in many PRS countries are generally
unable to effectively exercise their
roles over the executive due to their
low capacity and lack of support from
analytical and research staff.
Therefore, civil society groups are seen
as sources of expertise to assist them.

Independent CSOs such as NGOs,
media, academia, and research
institutes, should be entitled and able
to monitor the national plan at the
country level. It is observed that in
some types of monitoring, CSOs can
often do better and be more effective
than the government, especially in
qualitative approaches such as
participatory poverty assessment,
service-delivery satisfaction surveys,
and citizen report cards?®.

Together with the commitment to
work towards participatory and
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In early 1990s, UNTAC and donors
sought to promote the emergence of
Cambodian civil society, usually viewed
as a set of formal organizations that
could mobilize and represent the
population and hold the government to
account. .... to an extent, such NGOs
have been secured a place in the policy
process, although their rights to be
consulted on legislation and policy are
still to a great extent dependent upon
their international backing.

NGOs have been reluctant to campaign
on political issues, such as extrajudicial
execution of political opponents, often
leaving these to international
counterparts. Where NGOs have
become involved in grassroots protest,
they have been threatened and their
activists arrested. Thus, while
government appears content to receive
technical advice from NGOs, they have
resisted allowing NGOs to take a role as
mobilizers of public opinion.

Source: Caroline Hughes and Tim
Conway (odi: Jan 2004). Understanding
pro-poor political change: the policy
process in Cambodia.

transparent processes, strengthening
the monitoring and evaluation
capacities of CSOs is essential for
successful independent monitoring of
the government’s performance against
the desired goals of the national plan?®.
This must include the diversity of civil
society voices, as recognized in the
WB’s Beyond the Numbers report (2006,
p88).

CSOs intervene to provide space
for citizens to participate and hold
their government accountable either
directly by themselves or through their
representatives - CSOs or the
parliament. The question of
representativeness and legitimacy of
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CSOs is often raised. However, by
definition, CSOs are “all non-market and
non-state organizations and structures
in which people organize to pursue
shared objectives and ideals.”?°
Therefore, CSOs are representing their
membership and constituency and they
are legitimate because it is the people’s
rights to mobilize and associate among
themselves?.

Citizens/Communities

From a human rights perspective,
citizens are the right stakeholders to
be protected under the provision of
law so that their basic needs are met
while the government is the right
bearer that must realize this
compulsory obligation. In a democratic
society, citizens hold their government
to account by voting for their political
representatives in periodic elections.

In Cambodia, citizens vote for the
Commune Council members and
representatives to the National
Assembly. Once elected, it is expected
that the government leaders will
formulate policies, design programs and
make decisions in accordance with
broad public opinion, or at least based
on the expressed needs of the people.
However, political participation through
voting in elections provides citizens
with minimal feedback to and influence
over decision-makers?.

Trasmonte Jr (presentation paper,
2004) asserts “people whose lives are
affected by a decision must be part of
the process of arriving at that
decision.”? The actual and potential
service users who are most directly
concerned with the availability and
quality of a service should be both
authorized and encouraged to play a
larger role in monitoring the delivery of
those services?.

Unfortunately, the World Bank
Development Report 2001 concludes
that “from perspectives of the poor
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people worldwide, there is crisis in
governance. State intuitions...are often
neither responsive nor accountable to
the poor, rather the report details the
arrogance and distain with which poor
people are treated.”?®

Concerns are often raised around
challenges to involving communities in
the monitoring of service delivery or
the national plan, such as processes
and community capacity. However,
simple instruments have already been
developed to facilitate this
communication, for example
participatory poverty assessments,
service-delivery satisfaction surveys,
and citizen report cards. These simple
tools help provide a picture of reality
on the ground.

In Cambodia, Citizen Rating Report
(CRR) uses systematic collective
feedback from citizens to assess
people’s satisfaction with social services
and other governance matters and
demand greater public accountability?.
Unlike other international experiences
with parallel initiatives (such as the
report cards of India and the
Philippines), the Cambodian model CRR
is a localized version, where citizens
themselves generate, package and act
on the CRR results.

Cambodia’s constitution also
provides for an annual public forum
called the “National Congress’. This
should allow and enable the people to
be directly informed on various matters
of national interest and to raise issues
and requests for the State authority to
solve.? It is supposed to adopt and
submit recommendations to the Senate,
the National Assembly and the
government for reflection. The
Congress should be held annually under
the chairmanship of the King and at the
convocation of the prime minister.
However, this mechanism is not working
due to governance issues and the poor
functioning of genuine democracy, and

the donor community has never made
any effort to activate it.

4. Enabling Environment

To enable commitments to be
monitored and enforced, the Paris
Declaration notes the significance of
transparency in the use of the
development resources. The donors
commit to provide timely, transparent
and comprehensive information on aid
flow so as to enable partner authorities
to present comprehensive budget
reports to their legislatures and
citizens.

Access to information is key to
monitoring and oversight and
transparency is about making the
necessary information available to and
accessible to all stakeholders, including
the general public. It is important to
note that ‘availability’ does not
guarantee ‘accessibility’. Since the
government’s business is public business
- utilizing public resources to produce
public goods and services to serve
public interests - citizens have the right
to be informed. For example, the
Cambodian constitution states that “the
National Congress shall enable the
people to be directly informed on
various matters of national interest.”?

Furthermore, it is not enough for
the authorities to make information
available and accessible upon request.
Information must be made available to
citizens without having to be asked for.
This also means that information should
be made available in an accessible and
understandable format.

Recommendations

Overall, the Paris Declaration’s principles of
mutual accountability and managing for
results require the four components of
commitment, measurement, enforcement
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and an enabling environment to make
accountability really work. However, efforts
are still needed to implement effective
systems for assessing development results
and reinforcing accountability.

1. Commitment and measurement need
to be operational and realistic at the
country level.

Various global initiatives usually create
proposed indicators and targets for
long-term impact measurement, which
countries generally adopt for their own
development purposes and efforts.
However, final outcome data do not
provide for quick feedback on PRSP
performance that would enable
effective monitoring and policy
improvements. Therefore, the
monitoring framework of the national
plan (PRS) should be more focused on
input and output indicators that allow
the government to track the
intermediate results necessary to
achieve the desired outcomes and
impacts.

Participatory approaches should
also be used to better inform the
monitoring, particularly to understand
the impact of policies on people on the
ground, including the most
disadvantaged.

2. Citizens - either directly by
themselves and/or through CSOs and
Parliament - must be able to hold the
government and donors to account for
development results.

The sense of mutual accountability
should not be limited to the principle
that the government and donors
account for development results, but
the question of who they are
accountable to must be addressed. The
donors and partner government are
policy designers, decision-makers, and
program implementers and, as such,
should both be held to account for the
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results of their commitments, policy
choices, and actions by the citizens
and their representatives, the CSOs and
the parliament.

The government should be primarily
accountable to its citizens and
parliament, rather than the donor
community.

Donors are assumed to work in
partnership with the government to
bring the poor and vulnerable out of
extreme poverty and to empower the
country to be able to take the
leadership role of their own
development. In this sense, the donor
community should not demand much
upward accountability from partner
government, but rather encourage the
government to primarily respect and
account to its voters.

The success of the donors’ mission
should be counted when partner
countries can take leadership over
their own development agenda in a
genuine democratic way where citizens
and their representatives are
empowered.

Donors should be facilitators and
architects of the partner countries’
democratic governance systems

The donor community should not try to
reinvent governance systems which
disempower or even disable existing
local governance structures and leave
the country aid-dependent. Rather,
they should use these mechanisms to
strengthen accountability to the
citizens. For example, donors should
encourage the convocation of ‘the
National Congress’ foreseen by
Cambodia’s constitution to provide a
platform for citizens to hold the
government to account.

Furthermore, donors are not just
required to work in partnership with
the government, but with the
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parliament and the CSOs. Donors should
strengthen country governance through
a strategy of building the capacity of all
key stakeholders, including NGOs and
parliaments.

CSOs should be recognized as the
government’s key partners in policy
processes

To enable CSOs to play a fully effective
role in monitoring policies and their
implementation, they have to be
recognized as key partners with clear
roles in policy processes. Furthermore,
all processes must be transparent and
necessary information needs to be
made publicly available and accessible
to them.
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Managing for Results and Aid Effectiveness

African Forum and Network on Debt and Development (AFRODAD)

Despite aid’s having become a major
contributor to many countries’ state
budgets, and a relative increase in aid flow
to Africa, countries remain poor and highly
dependent. Even where countries register
satisfactory levels of economic growth, this
has not been yet able to secure sustainable
development, reduce dependency and
eradicate poverty. Income distribution
presents a serious challenge as the gap
between rich and poor both internationally
and within African countries has been
growing.

One of the key principles put forward
to achieve more effective aid is managing
for results. The Paris Declaration states that
“managing for results means managing and
implementing aid in a way that focuses on
the desired results and uses information to
improve decision-making.” This is based on
the recognition that it is not sufficient to
allocate money to aid projects or
programmes; the money must be effective in
achieving the goals it is mandated to
achieve.

A managing for results approach
involves:

a) defining the results to be achieved

b) setting up indicators to measure

results and outcomes

c) defining result-oriented assessment

frameworks

d) using the outcomes of the

assessment to improve aid delivery

In concrete terms, recipient countries
need to improve links between national
development strategies (which should set

out the results to be achieved) and annual
and multi-annual national budget processes
(which set out the means to achieve them).
They also need to establish the results-
oriented reporting and assessment
frameworks and to use these to track a
manageable number of indicators for which
data are cost-effectively available.

Donors, meanwhile, need to align
country programming and resources with
national development strategies and to rely
as much as possible on the partner country
performance assessment frameworks. They
should also harmonize their efforts in line
with these national frameworks and work
with partner countries in a participatory
approach to strengthen country capacities
and demand for results-based management

Within this perspective, the five
principles of the Paris Declaration are
complementary with each other for the
achievement of the results in an effective
manner. In other words, to achieve the
goals and results that aid is set for, it is
necessary to create a common vision about
the mission, goals, results, indicators and
assessment tools, promote ownership of
national development processes, align
resources to the countries’ priorities and
systems, harmonise donors’ procedures and
promote mutual accountability.

Links Between National Development
Strategies and Budgetary Processes

Studies on African countries reveal that
governments are taking actions to link
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national development strategies to annual
and multi-annual budget processes. The
national development strategies are
presented in the form of medium or long
term plans namely the long term Visions,
the Poverty Reduction Strategies, the
Government Five-Year Plans, the Sectoral
Strategic Plans and the Annual Plans.

Through the PRSP processes, countries
define objectives, activities, strategies and
expected results/outcomes for the period
under consideration. Pillars or clusters are
defined to facilitate the grouping of actions
to be undertaken for the achievement of
certain objectives and results. The MDGs
are included in the PRSP exercise through
linking long term goals of the MDGs with
medium term goals of PRSP which in turn
are linked to annual targets. For monitoring
purposes the PRSPs are linked to matrixes
of indicators to facilitate the assessment
and evaluation of the outcomes.

After the planning exercise,
government officials engage in a budgeting
process with the view to identifying
sources of income and allocating resources
for different activities as defined in the
planning process. Two budgeting tools are
used, namely: Medium Term Expenditure
Frameworks (MTEF) and the State Budgets
(SB).

The MTEF is a fundamental planning
tool for the construction of plans and
macroeconomic frameworks for the short-
and long-term, in which expected
resources and expenditure as well as their
sources are indicated. Its main objective is
to indicate the amount of financial
resources needed to implement activities
during a medium term (three years) to
respond to the policies defined within the
government five-year plan and PRSP. On the
other hand, the MTEF ensures budgetary
discipline so as to maintain budget
equilibrium and make budget deficits
sustainable.

All countries mentioned the MTEF as an
important tool that they use in the
budgeting process and for forecasting
revenues and expenditure in the medium
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term. Cameroon is the only country that is
still in the process of finalizing its MTEF.

The State Budget indicates the source,
amount of resources and their distribution
for the implementation of development
objectives within a year. The MTEF is the
source of information in the formulation of
the State Budget and it is updated every
year to adjust to changes that may occur
over time. All countries under review
mentioned that there is an effort to link
development priorities with the state
budget.

® Challenge of Participation

The poverty reduction strategies have
the common feature of calling for
inclusive participation in their
formulation. Nevertheless,
participation, particularly at the
community level, is still not very well
organised. Furthermore, the budgeting
exercise is not participatory at all. Only
government officials from central,
provincial and district levels are
involved. Members of parliament do not
generally participate in the processes.

Whilst the first generation of PRSPs
had a particularly low degree of
participation, the second generation is
characterized by the relatively
increased and wider participation of
government officials, civil society
organisations, the private sector, and
the media. It is hoped that with the
decentralisation process underway in
different countries, PRSP processes will
have greater participation and
integration of priorities arising from the
district level.

®* Challenge of Allocating Budgets
According to Priorities

The extent to which priorities defined
in the national strategies are translated
in appropriate resource allocation in
terms of their weight in the overall
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budget remains a challenge. For
example, in Mozambique agriculture is
defined as a priority area because the
majority of poor people live in rural
areas and their survival depends on
agriculture. However, the share of
resources in the MTEF and SB do not
correspond to such prioritization, with
the bulk of resources channeled to
education, health and infrastructure.
This creates a dilemma, as these areas
are also critical to poverty reduction.
In this situation, the Mozambican
government should seek to mobilize
additional internal and external
resources to enlarge the portion of
funds to all agreed development priority
areas.

Donors have a role to play in raising
their contribution of aid to countries
with similar dilemmas as Mozambique
within the ODA commitments. The Word
Bank and the International Monetary
Fund should revisit their conditionalities
on macroeconomic targets to allow
countries to make a choice on several
alternatives for inflation targets, with
the view of accelerating development
outcomes. This would allow donors to
provide more resources and enable
African countries to increase the size
of their budgets, and hence, enlarge
the proportion of resources allocated
to priority sectors.

Results-Oriented Reporting
and Assessment Frameworks

In different countries the performance
assessment is undertaken through the
Performance Assessment Framework (PAF), a
tool designed by development partners and
governments to monitor progress in aid
recipient countries, based on commitments
of both donors and aid recipient countries.
The results can be processes, outputs or
outcomes.

Assessment indicators are generally
defined to respond to the concerns of the

dominant parties: donors and governments.
They both want to see good governance,
macroeconomic stability and service
delivery, as well as the timely disbursement
of resources for their intended objectives.

During the formulation of PRSPs and
annual plans, countries under review
produced matrices of indicators and tools
of assessment to monitor progress towards
the achievement of the stated results. The
studies indicate that these matrices were
used to monitor the implementation of
development strategies underway.

Countries under consideration also
indicate the existence of Statistical
Divisions, Bureau of Statistics or Statistic
National Institutions charged with the
responsibility of producing information
needed for decision making.

® Challenge of Lack of Capacity

The success of any assessment and
reporting frameworks resides in the
capacity to plan, set results and
indicators and define a reliable system
for data collection, monitoring and
evaluation. A key challenge is the simple
lack of human and/or financial capacity
to adequately undertake the necessary
tasks. Particularly at district level, there
is a lack of capacity to adequately
identify appropriate results and their
respective indicators or to define and
use monitoring tools

There is also an urgent need to
strengthen the capacity of national
statistics bodies to collect, analyse and
disseminate information for public use.
Special attention should be given to
financial management systems,
monitoring systems, public sector
reform and legislation. Some countries,
including Mozambique, have put in
place computerized systems at central
and provincial levels for financial
management. The challenge is to
ensure that conditions (electricity,
computers and skilled people) are
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created to expand coverage to the
district level.

Challenge of Lack of Coordination

Furthermore, monitoring and evaluation
is not always understood in the same
way by different government officials at
the central, provincial and district
levels. It was also indicated that there
is lack of coordination amongst
different ministries regarding planning
and monitoring which leads to minimum
or no creation of synergies and does
not allow for an integrated approach in
data handling and its use for decision-
making purposes.

There is also a need to properly
define results, goals and indicators to
undertake a coherent assessment
exercise.

Challenge of Evaluating Impact

Whilst acknowledging that at initial
stages the results can mean processes,
in the medium and long run they should
be products and impact. CSOs
particularly think that there is
generally a need to refine the
indicators to better include the
evaluation of the impact. This is
essential since it cannot be enough for
aid to be evaluated simply against
whether it is spent in the way that was
expected. Whilst it is important that
aid planned for school building is used
for school building, it is even more
important that this school building
leads to improved access to education.

Challenge of Fighting Corruption

Good governance is also an important
aspect to consider when looking at
performance assessment. African
countries have to show leadership in
dealing with corruption because all
countries under review have a problem
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with corruption at varying degrees. This
could be a deterrent factor for donors’
willingness to use national performance
evaluation frameworks. In this regard,
corruption has to be tackled properly
to ensure that donors place a high
degree of trust in the national systems
and that citizens feel that the
management of public good is in reliable
hands.

Cameroon has shown a leading role
in fighting corruption by denouncing
and applying corrective measures to
the violators, even if they are high-
level government officials.

Challenge of Inclusive Monitoring

Furthermore, it is essential that the
evaluations do not rely simply on the
views of external consultants or policy-
makers. In some countries governments
and donors have established
Independent Monitoring Groups to
monitor and evaluate progress in aid
relationships. Cameroon foresees the
creation of a unit to fulfill this task.
Nevertheless, CSOs and the people
most affected by aid policies must be
actively involved in assessment and
monitoring exercises. In many
countries, CSOs are building the
capacity of their members and that of
communities to monitor and evaluate
some key areas of PRSP implementation.
The Mozambican Debt Group and the
G20 (a national civil society platform for
poverty reduction) are both perfect
examples of this effort.

CSOs are also calling for the
inclusion of different stakeholders -
based on professional competence - in
the public resources management
bodies. At the process level, to
encourage better outcomes, numerous
CSOs are calling for the level of
participation, particularly by civil
society, in monitoring and evaluation
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processes to be used as an indicator in

itself.

For other stakeholders, including
CSOs, to carry out their monitoring
role, there must be full and open
access to information from both
governments and donors. This will
enable them to make analyses and
undertake evidence-based advocacy.

®* Challenge of Using Assessments
to Inform Policy

It is essential that there be a process
of using results from the assessment
exercise to introduce changes
whenever necessary. Otherwise, it
would just become an intellectual

exercise with no impact on countries’

development.

Linking Resources to Results

The Paris Declaration principles encourage
donor countries to link their resources to

results and use national assessment

performance frameworks. In the countries

under review, there was an effort from

donor countries to link their resources to

results. This was done by supporting the
state budget that is aligned to the results

defined by partner countries through their
poverty reduction strategies. This can also
be confirmed by donors’ country assistance

strategies which are shifting towards a
result orientation.

However, sometimes their results differ

slightly from that of partner countries

because they push for their own interests.
® Challenge of On-going Conditionalities

Donors continue to use conditionalities

as results to be achieved by partner
countries. For example, when the

World Bank imposes the privatization of
certain companies within a time frame,

this becomes a result to be achieved

by the government. However, this
privatization may not be desirable for
the partner country as it could lead to
massive unemployment and poverty
among the displaced workers due to
lack of absorptive capacity in other
areas.

This practice is clearly against the
end result of reducing the number of
people living in poverty and must be
seen as contrary to the intended
direction of the Paris Declaration.

Challenge of Using Coherent Indicators

The Performance Assessment Framework
is a joint assessment tool for both
government and donors. The use of this
tool is encouraged to all donors
channeling their resources to the state
budget. However, donors also use their
own assessment frameworks for the
evaluation of progress on stand alone
programmes and projects either
individual or collectively. For the
evaluation of the World Bank Country
Assistance Strategies specific projects,
for example, the Bank includes other
indicators that respond to its own
interest.

In Mozambique, for example, there
is a concern regarding lack of
correlation between PRSP matrix
indicators with those from the new
Country Partnership Strategy (CPS).

Challenge of On-going Project Aid

Efforts to develop effective results-
based aid strategies are impeded by the
continued proliferation of project-
based funding, usually requiring the use
of separate cycles and use of individual
and/or collective performance
assessment missions to evaluate
progress regarding their interest.
Parallel implementation units are often
found across a range of sectors to
implement stand-alone projects.
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It is difficult to measure the extent
to which resources channelled from
donors to specific projects respond to
national priorities. Additionally, there
are donors who do not declare their
medium-term financial commitments.
This leads to lack of accuracy in the
formulation of countries’ Medium-Term
Expenditure Frameworks.

Conclusions and Recommendations

There has been progress in Africa at laying
the foundations to shift from input- to
result-oriented programming, putting in
place matrix indicators and assessment
performance tools to monitor the
implementation of development plans,
formulating medium-term expenditure
frameworks, starting to align resources to
national development priorities, and
accepting the use of national assessment
systems for resources channelled to the
state budget.

However, despite this effort, there are
some major challenges to the successful
implementation of a managing for results
agenda that would seriously contribute to
achieving effective development. These
challenges are addressed in the following
recommendations

Donors should:

® Accelerate the process of aligning
programmes and resources to
countries’ development priorities and
strategies, which should also contain
an aid exit strategy.

® Provide information on their financial
contribution to allow countries to plan
for MTEF and the annual budget

¢ Channel more resources to the state
budget to allow governments to align
resources to development strategies
and priorities oriented to results
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®* Whenever possible, use countries’
assessment frameworks for result-
oriented monitoring and evaluation and
avoid parallel evaluation systems

® Contribute to countries’ efforts at
strengthening their capacity to
formulate result-oriented planning and
the corresponding systems for
monitoring and evaluation

®* Accept and support the notions of
South-South cooperation and provide
resources for South-South technical
assistance to meet the human

resources capacity in African countries.

® Harmonise assessment indicators with
those of the government PRSP vs CPS
(Country Partnership Strategy)

® Support statistical bodies either
financial or technically

® Pay salaries for African government
employees as part of Budget support
rather than fencing it out.

® Harmonise monitoring and reporting
procedures and undertake joint
evaluation missions, while strengthening
government procedures and assessment
frameworks

® Make information available to civil
society organisations, the private
sector and other interested parties

®* Provide technical assistance and
support government capacity-building
efforts based on national priorities.

Partner country governments should:

® Ensure that the formulation of
development strategic planning is
undertaken in the best participatory
way possible - within this stage, there
should be ample dialogue regarding
development objectives, strategies,
indicators and evaluation tools and
mechanisms.
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® Ensure that statistical bodies are
operational and data is used for
decision- making.

® Refine result-oriented indicators to
include qualitative outcomes

®* Improve the linkage between national
development strategies and annual and
multi-annual budget processes in terms
of priority areas and weight in the
overall budget

® Increase internal resources to reduce
aid dependency and improve the
ownership of development processes

* Create a dialogue platform for public
resource allocation and management

®* Formulate and implement reliable public
resources management systems at all
levels

* Improve and effectively use result-
oriented assessment and reporting
frameworks

e Strengthen the capacity of statistical
bodies and use data for decision-making

®* Promote the culture of monitoring and
evaluation at all levels

®* Engage in good governance as defined
in this document

®* Increase efforts at tackling corruption

® Go beyond the present development
paradigm by defining policies and
strategies that truly tackle the root
causes of poverty.

Civil society should:

® Participate in the definition of result-
oriented indicators and assessment
frameworks

e Strengthen their capacity and
participate actively in assessment
exercises within the context of joint
reviews

®* Advocate good governance from
governments and donors and apply the
principle of good governance in the
sector

®* Advocate the establishment of an
institutionalised and inclusive dialogue

platform for public resources
management

® Build the capacity of communities to
participate in planning, monitoring and
evaluation exercises for result-oriented
outcomes
® Disseminate information on the Paris
Declaration
® Challenge governments to re-think the
present development model and to
discuss the real causes of why aid is not
yet effective, thus failing to achieve its
ultimate goal. Questions should include:
¢ Why are countries trapped in the
vicious cycle of aid dependency?
¢ Are the present development
strategies geared towards
sustainable development, poverty
eradication and aid independence?
e Is it possible to eradicate poverty?
If yes, why are countries limiting
themselves to producing and
implementing poverty- reduction
strategies?

Donors and recipient countries should
actively encourage, facilitate and fund the
central role of CSOs in the development
agenda. The main roles played by CSOs as
development actors, as well as the
conditions necessary for their
effectiveness, must be recognized in the
action plans for aid effectiveness.
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National Democratic Appropriation
In Latin America and the Caribbean

Mauricio Gomez Lacayo

Country Ownership -
The LAC Perspective

Some of the richest processes of national
and regional dialogue and negotiation in
preparation for the 2" High Level Forum
(HLF) on aid effectiveness in Paris - where
the Paris Declaration (PD) was agreed - were
in the Latin America and Caribbean region
(LAC).

LAC countries responded seriously to
the 1st HLF in Rome in 2003 where it was
clear that the recipient countries should
appropriate their own development
initiatives! to break old patterns of
cooperation that were resistant to change.
Since it would be necessary to strengthen
the recipient countries’ voices and manage
to promote and diffuse their best practices,
they started an interesting preparation and
exchange process to better position
themselves in the face of the Harmonization
and Alignment (H&A) process.

Preparatory meetings offered spaces to
find shared positions and reach consensus
between recipient countries before facing
joint forums on aid effectiveness with donor
countries and international organisations.
The LAC country governments emphatically
supported the participation of Civil Society
Organizations (CSOs) as necessary for the
process towards the 2" HLF.

Fourteen partner countries met in
Managua, Nicaragua in October, 2004 and
produced the Joint Declaration of Partner
Countries of the OECD, which recognized

the need to “continue strengthening and
bettering our governability, plans and
budgets, in order to make them transparent
and results-oriented, now that we believe
that proposed changes to development aid
are the best way to advance better aid
effectiveness, reduce poverty and promote
sustainable development in our countries.”
At the same time they stressed the
importance of ownership and national
leadership of the development aid
effectiveness process.

The forum and the document that came
out of this event were an important step for
the LAC countries present because they
arrived at the 2" HLF in Paris better
prepared, united and determined to raise
the voice of partner recipient countries
and the topic of national democratic
ownerships. They also launched a webpage
for partner recipient countries® to facilitate
virtual communication between recipient
countries. In addition to putting the
documents from the forum online, it
included case studies and best practices.

In that same year, there was a LAC
preparatory meeting in Tegucigalpa,
Honduras under the auspices of the Inter-
American Development Bank (IDB), with the
goal of a wide and representative discussion
for regional preparation for the 2" HLF that
would be held in Paris at the beginning of
2005.

Unfortunately, the OECD delegated
regional banks as the hemispheric forum
coordinators, without assuring that they
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had the necessary personnel, knowledge,
capacity, trajectory or broad-based
experience in H&A. Recipient countries did
not have control or voice in the
preparation of the event and the IDB chose
who to invite, the agenda, the presenters,
the times and forums for participation.
They also controlled the themes of the
work groups and assured the edition and
conclusion of the reports and notes from
the event.

The IDB invited government
representatives to this meeting, but no
CSOs or members of parliament, with the
exception of regional countries that chose
to invite national CSOs. This affected
national and CSO initiatives in the
promotion of democratic ownership and has
inhibited, on occasion, truly consultative
processes with a grassroots perspective and
CSO participation within the recipient
countries.

The Paris Declaration

Unfortunately, when the LAC countries
arrived in Paris they realized that despite
having filled important positions as members
of the Working Party on Aid effectiveness
of the OECD?, and the Joint Venture on
Monitoring the Paris Declaration* the
documents for the discussion groups had
already been significantly advanced and
there was limited space for partner
recipient countries to amend them.

Despite the concerns of the LAC
partner countries with respect to the
inclusion of the CSOs in the process
towards the Paris Declaration, the OECD
asserted that development aid effectiveness
is based on an intergovernmental framework
between donors and recipient countries.

The 2™ HLF was held within this vision
and produced the PD, which is a
declarative instrument with important
central principles such as how to improve
aid effectiveness, but does not sufficiently
consider civilian voices individually or
collectively and does not focus on poverty

reduction within the framework of the
completion of the Objetivos de Desarrollo
del Milenio (ODMs) (Millenium Development
Objectives).®

In spite of having put on the table,
insisted, and repeatedly expressed in
documents from distinct recipient country
preparatory processes, especially by LAC
countries, the importance of CSO
participation in aid effectiveness processes,
the PD did not include this topic to the
necessary extent.

The goals and indicators in the
appendix Il of the PD® also do not take into
account the measurement of ownership
and leadership by residents or CSOs.
Additionally, they do not discuss how to
guarantee political, economic and social
rights in connection with the social well
being of the majority populations that have
historically been excluded from
development.

Although LAC CSOs participated in the
assemblies and working groups of the Il HLF,
as did some members of parliament from
different political parties in the region,
their comments were not included in the
final declaration, given that, as previously
mentioned, the forum format and the prior
methodological preparation of the
declaration document did not allow enough
space to discuss topics that were not
previously agreed upon.

One could conclude that the CSOs
were invited to provide the rubber stamp of
approval but without a voice in the process.
Consequently, in international forums they
are called to exercise ownership without
democratic participation, which is equally
applicable at the country and regional levels
where they work, given that at the national
level the same donors reproduce the same
practice and sometimes even recipient
countries are complicit when they
encourage consultations that are not
participative and do not include a
grassroots perspective, and later try to
validate their work with a participation
process that is neither real nor effective.
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Towards Accra

In spite of its deficiencies, the PD should be
recognized as a welcome step as part of an
on-going process. It represented a
substantial advance from the 1t HLF held in
