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Foreword

The GRIPS (National Graduate Institute for Policy Studies) Development Forum has been
engaged in a series of studies related to aid partnership, PRSPs, and development. Through
these activities, we have strengthened collaboration with the Overseas Development Institute
(ODI), a London-based think tank with extensive experiences in Africa research. In March
2005, we organized a joint seminar with ODI in Tokyo on the topic of aid modalities.

We would like to publish the records of this GRIPS-ODI joint seminar in the GRIPS policy
minutes series to share the contents of the seminar discussions, our reflections and the way
forward (contributed by both ODI and GRIPS speakers). We would like to invite comments
and suggestions from those participated in the seminar, as well as the other aid professionals,
policy makers, and researchers who are interested in this topic.

Although this is a modest attempt, we hope that our activity will serve as the first step of the
UK-Japan Research Networks Project and contribute to deepening dialogue between UK and
Japanese researchers on international aid and development policies.

Fore more details on this seminar, please visit the website of GRIPS Development Forum:
http://www.grips.ac.jp/forum/ (Japanese)
http://www.grips.ac.jp/forum-e/ (English)

For more details on the UK-Japan Research Networks Project, please visit:
http://www.odi.org.uk/RAPID/UK _Japan/index.html

*The UK-Japan Research Networks Project is initiated by ODI and aims to increase interaction
between researchers in Japan and the UK, particularly in the areas of the latest thinking and practice in
aid policy.

May 2005
GRIPS Development Forum
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Programme

GRIPS-ODI Joint Feedback Seminar

Good Donor ship and the Choice of Aid Modalities
—Matching Aid with Country Needs and Owner ship—

= Venue JCA Institute for International Cooperation, 2F conference room.
= Time The 15" of March 2005, 14:00-17:00

= Program

14:00-14:15 Introduction to the Feedback Seminar
(by Izumi Ohno, Professor, GRIPS)

14:15-14:55 Genera Overview (20 min. each):
- Chakugan Taikyoku—Challenges and Dilemmas in the New Aid Agenda
(by Karin Christiansen, Research Fellow, ODI)
- A Conceptua Framework for the Choice of Aid Modalities—Matching
Aid with Country Needs and Ownership
(by 1zumi Ohno, Professor, GRIPS)

14:55-15:15 Questions & Answers

15:15-15:35 Case Studies (10 min. each):
- Priorities and Equity of Resource Distribution—the Case of Primary
Education Development Program (PEDP) in Tanzania
(by Shoko Y amada, Associate Professor, GRIPS)
- Sector and Country Context for the Choice of Aid Modalities—Case of
Health Sector, Uganda and Vietnam
(by Yumiko Niiya, Researcher, GRIPS)

15:35-16:45 Free Discussions

16:45-17:00 Wrap up
(by GRIPS & ODI discussants)

17:00 Informal Gathering with Participants



Report on GRIPS-ODI Feedback Seminar]

Good Donor ship and the Choice of Aid Modalities
—Matching Aid with Country Needs and Owner ship—

This note provides: (i) the summary of seminar presentations; (ii) the main points discussed;
and (iii) reflections and the way forward. The main purpose of this GRIPS-ODI Joint
Feedback Seminar was to exchange views with the ODI researchers' (Overseas Development
Institute, a leading London-based think tank on development and aid policy) on the choice of
aid modalities. Additionally, taking opportunities of the publication of GRIPS study reports,
Good Donorship and the Choice of Aid Modalities (English and Japanese), the seminar aimed
at providing feedback to Japanese aid professionals and researchers the findings of the GRIPS
research and stimulating discussions on this topic.

The seminar presentations consisted of: (i) the overview of new aid agenda and general
framework for considering modality choice—challenges and dilemmas in the new agenda by
Ms. Karin Christiansen (ODI); and a conceptual framework for the choice of aid modalities
by Izumi Ohno (GRIPS); and (ii) case analyses—the case of primary education sector in
Tanzania by Shoko Yamada (GRIPS), and the case of the health sector in Vietham and
Uganda by Yumiko Niiya (GRIPS).

[See Annex 1 for background and objectives of the seminar]

Approximately 30 aid professionals participated in the seminar, including policy makers,
practitioners, consultants, researchers, and NGOs. The participants appreciated the GRIPS
and ODI researchers for sharing their research results, as well as providing an opportunity to
discuss the modality issue in an open and objective manner. Active discussions took place
over: (i) the perception of aid modality debates in Japan; (ii) the relevance of the proposed
framework; (iii) the nature of the process of choosing aid modalities; (iv) alignment and the
use of general budget support (GBS); and (v) East Asia’s development and aid experiences,
and so on.

1 Ms. Debbie Warrener (ODI), who was originally to serve as moderator of the seminar, could not attend
for health reasons.



Summary of Presentations

(1) Karin Christiansen (ODI)
“Chakugan Taikyoku ( ): Challenges and Dilemmasin the New Aid Agenda”

The speaker first introduced a number of common elementsin the “new aid agenda’ including
country ownership, result orientation, alignment, harmonization, focus on political context
and economic analysis. She went on to highlight a series of “tensions’ within the agenda: (i)
aid modalities vs. donor behavior; (ii) harmonization vs. alignment; (iii) results vs. process;
(iv) quality of policy vs. ownership; and (v) rewarding good performance vs. building better
performance. Some of these tensions were seen as more difficult to reconcilable than others,
but the general for proposal set out for attempting to respond to these challenges focused on:
(i) great clarity by donors around their objectives and the trade offs between them
(aid-trade-security etc); (ii) distinguishing means from ends (e.g. GBS and PRS processes as
means not ends); (iii) greater realism, honesty around expectations and results and more
feasible time frames; (iv) assessing potential benefits associate with different approaches or
choices as well asrisks.

[See Annex 2-1 for PPT]

(2) lzumi Ohno (GRIPS)
“A Conceptual Framework for the Choice of Aid Modalities: Matching Aid with
Country Needs and Owner ship”

The speaker stressed the importance of sharing the process for modality choice between
partner countries and donors so that the actual needs of partner countries can be better
reflected. So far, this process tends to be donor-driven. The speaker first presented the general
framework and factors to be considered in deciding aid mix. More specificaly, to take
account of the country- and sector-specific situations, she introduced two perspectives: (i)
“priority country needs’ (as shown by Development Priority Matrix); and (ii)
“recipient-donor relationship” (as shown by Typologies of Ownership). She also provided the
overview of Vietnam, Tanzania, and Cambodia, which have come out with different aid mix.
The three countries differ significantly in terms of aid dependency, the degree of core
government functions, potentials for private sector development (PSD), aid management
capacity, seriousness of transaction costs, and openness to external influence. Finally, she
highlighted elements of “good donorship” that should be honored across all aid modalities.

[See Annex 2-2 for PPT and handouts]



(3) ShokoYamada (GRIPS)
“Priorities and Equity of Resource Distribution: the Case of Primary Education
Development Program (PEDP) in Tanzania’

The speaker discussed the meanings of the increased public funds to be allocated to primary
education under the PRS framework and the primary education sector program in Tanzania, in
light of: (i) ad flow and the trend of education resource allocation at the level of central
government; (ii) efficiency and equity of the financial resource distribution from central to the
district and school level (using the data from the Public Expenditure Tracing Survey (PETS));
and (iii) effectiveness of the public funds to improve educational outcomes. The speaker
pointed out that the mere increase of budget allocation does not guarantee that the money
reaches the school fully or that the educational system yields better outcomes. While noting
the potential of new aid approaches (including sector programs and PRS) in improving the
efficiency and effectiveness of aid, she stressed that such efforts of developing a
comprehensive policy and aid framework need to be complemented by the responsive and
context-sensitive assistance so that the political and financial prioritization at the central
government results in the actual positive changes on the ground. Finally, the speaker
suggested the importance of: (i) striking a balance between articulating a comprehensive aid
framework and attending urgent needs on the ground; (ii) developing the capacity and
negotiation power of the government to balance different donor approaches; and (iii) fostering
mutual respect among donors for different aid modalities.

[See Annex 2-3 for PPT and handouts]

(4) Yumiko Niiya (GRIPS)
“Sector and Country Context for the Choice of Aid Modalities. Case of Health Sector,
Uganda and Vietnam”

The speaker discussed the health sector in Uganda and Vietnam from a comparative
perspective, by using the conceptua framework for “priority country needs’ and
“recipient-donor relationship.” The speaker first presented typology of sectors by the role of
public expenditure and argued that appropriate choice of aid modalities can differ, according
to the stages of development of public health services. For example, while priority needs in
Uganda are to strengthen public expenditure flow in the system, those in Vietnam are rather to
promote private service providers. She then examined “recipient-donor relationship” in light
of aid dependency, aid management, openness to external influence at the sector level and
suggested: (i) in Uganda which highly depends on aid and needs recurrent financing, SWAp
with common fund can be useful to improve harmonization and alignment; but (ii) in Vietnam,
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priority should be given to improving the quality of donor intervention within the existing aid
modality.

[See Annex 2-4 for PPT and handouts]



M ain Points Discussed

Per ception of modality debatesin Japan

Several participants noted that, in Japan, debates over new modalities tend to become
emotional and end up with unhealthy divisions. There is general appreciation to presenters,
which attempted to provide frameworks and criteria for deciding aid mix. At the same time,
many participants stated that the proposed GRIPS framework could be further improved by
accumulating a larger number of case studies at the country and sector levels. (See the next
section)

A participant questioned whether and to what extent current modality debates are relevant in
light of Japanese aid experiences. For example, Japanese aid emphasizes the use of the
existing government structure, avoiding the creation of new Project Management Units
(PMU). Thus, Japan and the other donors may have different perception of project aid. This
point should be duly recognized when pros and cons of project aid are discussed.

A participant welcomed the approach presented that the choice of aid modality is not the core
of development issues in itself and should be viewed as part of overall approach to
development assistance. It is important to consider how the sector is organized and how
resources for development (both recurrent and capital) are managed. The role of aid modality
should be analyzed within this context. This is so particularly in the health sector, which is
organized by multiple systems (e.g., PHC, hospital management, medical insurance).

A participant stated that the two presentations (Christiansen and Ohno) were inspiring because
these illustrate how aid modalities are perceived by two different cultures—the West and
Japan (or Asia). While the ODI presentation highlighted “tensions’ over modality choice, the
GRIPS presentation stressed “aid mix” implying the co-existence of various modalities.?

Thereevance of the proposed conceptual framework for modality choice

A number of participants asked how widely the proposed GRIPS framework could be applied
across sectors and countries. The country examples provided by the GRIPS team (i.e.,
Vietnam and Tanzania) belong to two extremes, in terms of priority needs and ownership. In

2 Chrigtiansen later clarified that this is entirely a misinterpretation of UK position on aid modality. For
example, the DFID policy paper on Poverty Reduction Budget Support (PRBS) states: “Our choice of types
and combination of aid instruments will reflect country circumstances and the evolution of our relationship
with the partner country. In most partner countries, the provision of PRBS will generally be complemented
with other aid instruments. " (DFID 2000: p.1)



reality, many countries are somewhere between this spectrum. For example, institutional
capacity can be analyzed from various dimensions, e.g., managerial, financial, technical. Thus,
it would be desirable to consider the choice of aid modality more concretely, according to
different dimensions of capacity to be strengthened. Another participant cited an example of
some Sub-Saharan African countries, where infrastructure projects appear to be working
despite their relatively weak administrative capacity.

Regarding the sector, the GRIPS speaker (Ohno) noted that the role of aid and appropriate
modality in supporting PSD merits further investigation. The issues of growth promotion and
aid flows are closely related to the “aid exit” strategy, as discussed in the seminar. (See the
section of alignment and the use of GBS)

Regarding ownership, the GRIPS speaker (Niiya) highlighted the importance of identifying
appropriate “entry points’ for donors-government dialogue. In the health sector, the
Vietnamese government treats systemic issues as purely internal matters and does not wish
donor intervention. Thus, it remains to be answered how the donor community, as outsiders,
could and should effectively engage partner countries in addressing upstream, systemic issues.

There was general consensus that the in-depth analyses of sectors, countries with different
types of capacity and ownership, etc. will be useful to refine the conceptual framework
presented by the GRIPS team and that such research should be encouraged among those
interested.

The nature of the process of choosing aid modalities

Several participants commented that the process of choosing aid modalitiesis political—often
driven by donors—and path-dependent. They questioned whether and to what extent there is
room for the real “choice” of aid modalities for partner countries and donors. A question was
also raised whether it is possible to choose modalities from a “zero base.” Both ODI and
GRIPS speakers (Christiansen and Ohno) responded that it is possible to choose aid
modalities, while recognizing such limitations. For example, in Tanzania and Vietnam, Japan
chose to participate in the General Budget Support (GBS) group in order to enhance the
effectiveness of its ongoing assistance (including project aid). Choosing one modality does
not necessarily mean excluding the others.

Acknowledging such donor-driven nature associated with modality choice, the GRIPS
speakers (Ohno and Niiya) reiterated that this is precisely the reason why they have decided
to conduct this research so that common ground be established for both partner countries and
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donors to discuss and consider this issue. They stressed the importance of respecting
ownership of partner countries in the process. The ODI speaker (Christiansen) suggested that
the ultimate responsibility of donors should be to help partner countries manage them (=
donors) better. This requires a greater emphasis on supporting aid management capacity as a
means of achieving alignment.

The GRIPS speaker (Yamada) noted the importance of paying attention to the political
environment where modality issues are discussed in partner countries. Individual
professionals may have different perception on the goal of modality debates, subject to their
own perspectives. Some professionals may emphasize the macro picture (e.g., consistency of
the overall policy and institutional framework), while the others may pay greater attention to
the micro-level, field activities and implementation on the ground. To discuss the
effectiveness of aid modalities, without realizing the diversity of perception about their goals,
would cause an unproductive misunderstanding. She also stressed the importance of fostering
the environment where diverse views can be allowed and openly discussed in countries.

There is shared understanding at the seminar of the need to investigate the more diverse
dimensions that affect the process of deciding aid mix and donor behaviour. Such dimensions

should include the political context of development partnership (as pointed out by Yamada).

Alignment and the use of General Budget Support (GBS)

A participant questioned whether GBS can be effectively used for those countries with
extremely weak capacity, although the GRIPS speaker (Ohno) hinted its usefulness in the case
of the government with restricted core functions. Ohno responded that the GRIPS research
does not cover “fragile states,” since this issue would require separate examination due to its
complexity. Thus, the research covers only those countries which have “minimum capacity”
to exist as the government, whatever it may be weak.

The ODI speaker (Christiansen) stressed that in genera the priority is likely to be alignment
to the national budget process. This maybe easier with GBS but can be done across all
modalities. She also commented that GBS is unlikely to be appropriate for some types of
“fragile states’, for example those where there are serious and far reaching concerns about the
‘willingness' of government to engage in policy implementation or policy are explicitly aimed
at the systematic abuse of their population. In other fragile states, such as those with *post
conflict transition regimes’ such as Afghanistan, East Timor or Sierra Leone, GBS is likely to
be an important component of rebuilding the state systems.



In addition there are two types of possible systems alignment: (i) directly working through
government systems alignment; and (ii) shadow systems alignment which particularly for
fragile states, could contribute to strengthening or at least not undermining the long term
devel opment of government capacity.

In connection with alignment, Christiansen introduced the concept of “Horizontal National
Programming,” where many contracts are arranged with service providers, such as NGOs
under a common nation wide framework with a national policy and standards across the
whole country. This is a way to internalize project-based activities without undermining the
integrity or potential development of national policies systems. Many possibilities exist,
including arranging contracts by geographical area(s).

A participant noted that in East Asia, project aid, particularly for infrastructure development
has been effective in promoting growth-oriented poverty reduction. Infrastructure projects
supported dynamic economic network in the region. Nevertheless, he suggested that Japan
become more realistic about the use of GBS in Sub-Saharan Africa. Specifically, African
countries have more serious capacity constraints and faces pressing social needs including
recurrent cost financing. Under this circumstance, GBS can be a useful tool to transfer the
funds and promote alignment to the government’s strategy.

Severa participants expressed their concern about the lack of the “aid exit” strategy, when
GBS is applied to recurrent budgets. It is questionable whether and how fast the reliance on
GBS can lead to economic take off of Sub-Saharan African countries. Furthermore, by dealing
with the budget, GBS necessarily implies that donor intervention in the government’s
sovereign issues. To what extent donors should get involved in the domestic budget process
needs to be answered. The ODI speaker acknowledged their concern about the lack of the “aid
exit” strategy and the long-term sustainability of GBS, particularly if donors focus their
conditions of high recurrent spend activities such as health and education systems.

The ODI speaker (Christiansen) stressed the importance of assessing benefits, not only risks
in the decison making around aid modalities. If we only focus on risks we might end up
missing potential large benefits to be gained. Benefits can be higher in the weak environment
country. This links back to the issue around whether the aim is to “reward good performance’
or “build better performance’. The latter tries to change behavior and may bring greater
benefits. A participant supported the importance of benefit vs. risk analysis when introducing
particular aid modality. He suggested that a possible use of the methodology for portfolio
analysis be examined.



A participant noted that each modality has merits and demerits and that it is absolutely right to
use respective modalities, according to their comparative advantages. GBS can be viewed as a
kind of investment trust, and there is nothing special about it. It is merely one amongst a
range of tools that is more appropriate in some settings and less so in others.

East Asia’'s development and aid experience, its replicability in Africa, and the role of
Japan’s aid

The ODI speaker (Christiansen) stated that there is a need to deepen the understanding of the
entire process of East Asids development and use of aid, particularly the role of
“Developmental States.” A key success of East Asia seems to be derived from the existence of
governments and leadership that had a relatively comprehensive vision and strategy and
capacity for integrating projects and aid under this strategy. Even if there are some
imperfections, these states had a strong sense of ownership and consistently implemented
their own visions. Thus the fundamental question would seem to be how to encourage the
emergence of such “Developmental States” and needs further investigation.

Nevertheless, she considers that some of the East Asian experiences are more difficult to
apply directly to Africa. The Green Revolution has not really happened in Africa (in a sharp
contrast to Asia). Agriculture-led growth appearsto still be the main option for most of Africa,
but there are serious questions about how to generate it with the high transportation costs
(affecting the costs of fertilizer and goods to market), and the Asian experience (including
Green Revolution) must be adapted to the African context.

Christiansen commended that Japan’s aid consistent emphasis on the productive sector and
the focus on growth strategies. This strong sector concerns are vauable and should be
maintained in the future. Thisis so especially when many donors have prone to fads and have
been emphasizing potentially unsustainable levels of investment in the social service sectors.

The GRIPS speaker (Niiya) suggested the need to conduct the evaluation of Japan’s past ODA,
in order to internalize the modality debates among the Japanese aid professionals and draw
implications for Japan’s ODA reforms. Some donors conducted the evaluation of their past aid
approaches and experiences.

The ODI speaker (Christiansen) suggested that it is important to recognize that not all the
Asian countries have succeeded in development and that some countries face the problems
similar to Africa. Absolute poverty still exists in Asia, and in fact, Asia has the largest
population below the poverty line.
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Other issues

A participant stated that it may be prejudiced to conclude “failure of conditionality to induce
reform” was one of the factors leading to the emergence of new aid modalities, as explained
by the GRIPS speaker (Ohno). The appropriateness of conditionality needs careful
examination, and it is not necessarily bad that donors use conditionality to urge policy and
institutional reforms in partner countries. Ohno responded that there is general understanding
that conditionality was not effective to enhance country ownership. This is why the World
Bank decided to shift from SAL to PRSC (from ex-ante to ex-post conditionalities). There is
no doubt about the importance of policy dialogue between donors and partner countries; but
the issue is how to conduct such policy dialogue.

The ODI speaker (Christiansen) stressed that from a recipient perspective priority be placed
on “optimizing the impact of aid” rather than “aid flow maximization.”

11



Reflections and the Way Forward (by GRIPS)

The seminar confirmed the importance of respecting ownership of partner countries in the
process of choosing aid modalities, as a common starting point. At the same time, the
discussions revealed that the topic of the choice of aid modalities remains controversia in
Japan and is perceived quite differently, according to respective professional perspectives.

Key issues emerging from the seminar discussions include: (i) to what extent there is room for
real “choice’ of aid modalities, particularly for partner countries (and implicitly the relevance
to discuss this topic), given that thisis path-dependent and a political process; and (ii) to what
extent the current modality debates are relevant in light of Japan's aid experiences
(particularly in East Asia). On the other hand, it isalso true that alarge number of participants
emphasized the importance of building the coherent government system and held the views
that the modality issues be considered to support that process. Thus, the participants have
diverse views.

As suggested by a number of participants, there is a scope for refining the anaytical
framework of the GRIPS research by accumulating a larger number of case studies at the
country and sector levels, and aso by including the more diverse dimensions that affect the
process of deciding aid mix (including the political context of development partnership).

Based on the above, at |east, three types of future research/activity agenda can be identified:

(1) Conducting in-depth case analyses at the sector and country levels, as well as sharing
the findings of such analyses widely with policy makers and practitioners. Such
analysis should also include the role of aid and use of modality in supporting PSD
and growth promotion.

(2) Deepening the understanding of the process of choosing donor behaviour and aid
programming including aid modality, recognizing its political nature. Such analysis
should include the political context of development partnership

(3) Supporting the ongoing ODA reforms in Japan by: (i) compiling and disseminating
good practices in the field, in collaboration with practitioners and building on the
recommendations in the GRIPS report (as suggested in the Japanese version in
particular); and also (ii) sharpening the agenda for longer-term ODA reforms.
Nevertheless, it is important to stress that the relevance of modality debates to
Japan’s ODA must be examined, based on the evaluation of Japan aid experiencesin
different regions.

12



Reflections and the Way Forward (by Karin Christiansen, ODI)

The nature of the debate about new approachesto aid in Japan

The level of interest and quality of engagement are clearly very high in these issues. The
debates and discussions | had with the whole range of actors | found extremely interesting and
fruitful. A few points that struck me particularly about the debate included:

e Theagendais still very controversial in Japan. There is scepticism in some quaters about
relevance of the debate for Japanese aid or the need for change. However, there is also
clearly amajor increased engagement and interesting across a whole range of actors, even
previously highly sceptical ones.

e As it is elsewhere, the issues is often seen in terms of modalities, particularly budget
support vs. projects, rather than on donor behaviour with concepts such as harmonisation
and alignment applying to all modalities.

e The defensiveness of some part of the Japanese aid community came up in a number of
discussions. Explanations set out included a dominant narrative about the success of aid in
East Asia- in contrast to the lack of success of others in Africa, the evolution of aid as a
form of war reparations, and limited history of evaluation due to a bureaucratic culture
that is very uneasy with criticising the past.

L earning from East Asia

There is a need to look much harder at East Asian experience, particularly why did it work?
Clearly it didn't work every where as there are still more people under $1 a day in Asiathan
Africa, but it was spectacularly successful in some place. Why? And what role did aid and
Japanese aid particularly play in this?

A number of particular hypotheses emerged during the range of discussions.

1. Developmental effectiveness of both aid and non-aid financed activities was
determined by the existence and coherence of the national agenda. This meant that aid
could be sub-served and built into genera plans. The project modality therefore did
not undermine the coherence of anational vision or policy but be sotted into it.

2. The impact of tying aid contracts to Japanese suppliers was less significant in the
Asian context during the 70s and 80s. Japanese technical, financial and human
resources probably were some of the most cost effective and appropriate anyway.
Africa, now, they are however unlike to be either as cost effective or appropriate.

13



3. Although less formal than EU accession, there was a ‘club membership’ effect. In

addition to demonstration effects, and access to capital, know how etc., there were
very real incentives for reform as access to the * club did provide significant benefits.’

There was a general sense that these hypotheses could be usefully tested and might shed light
on arange of experiencesin Asia and beyond.

Contributions of Japan to the new aid agenda

My impression was that Japan has some important potential contributions to make to the
debate and evolution of the new aid agenda. These include:

learning from the experience of East Asia,

the rebalancing of current social sector over-emphasis by a number of donors to
include the productive sectors and growth,

innovations in relation to alignment of project modalities to recipient government
systems and policies,

an approach that focus on the underlying economic relationships as determining
social and political outcomes in a society. A deeper focus on the causes of good
governance rather than the ‘trappings imputed to it.

aclarity and realism about the long term nature of economic development
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Annex 1

GRIPS-ODI Joint Feedback Seminar

Good Donor ship and the Choice of Aid Modalities
—NMatching Aid with Country Needs and Owner ship—

1. Background and Objectives

The main purpose of this joint seminar between the National Graduate Institute for Policy
Studies (GRIPS) and the Overseas Development Institute (ODI) is to present the findings of
recent studies on aid modalities, undertaken respectively by GRIPS and ODI researchers, and
to facilitate debate including the implications for global aid policy and practice. In particular,
the seminar intends to promote understanding of features of different aid modalities and how
to choose appropriate aid modalities, with due consideration of the country- and
sector-specific context.

The topic of aid modalities is a growing area of interest in Japan. The 1990s saw the
emergence of new aid approaches—especially general budget support, sector budget support
and pooling fund arrangements under the Sector-Wide Approach. However, a perception
"gap" over aid approaches appears to exist between the UK (and the Like-Minded Donor
Group) and Japan. This is partly because project aid is traditionally dominant in Japan and
aso because the UK and Japan have different development and aid experiences in
Sub-Saharan Africa and East Asia respectively. Now that experiences with the new ad
approaches have been accumulated in Sub-Sahara Africa and there has been increased interest
in its applicability among Asian countries, it is highly relevant to examine how and under
which conditions specific aid modalities and/or their optima combination work, in order to
understand the relative usefulness of respective aid modalities. At the same time, thereis a set
of issues, or “good donorship” principles that should be honoured by all donors, regardless of
their choice of aid modalities, in order to realize effective aid. For this reason, therefore, it is
important to build common understanding regarding donor practice as well.

Against this background, throughout 2004 GRIPS has been engaged in a research project on
“Good Donorship and the Choice of Aid Modalities’. The GRIPS team has greatly benefited
from ODI’s extensive knowledge and analyses, particularly in Africa, including an initial
brainstorming meeting with ODI researchers. The GRIPS team has also benefited from advice
provided by Japanese aid professionals and researchers, built on their field experiences.
Through the proposed seminar, the GRIPS team would like to provide feedback from this
research and stimulate discussion concerning the issues that need further investigation.
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Two researchers from the ODI will be invited to the seminar (Ms Karin Christiansen as
speaker, and Ms Debbie Warrener as moderator). They will present recent ODI research on
this topic, comment on the GRIPS studies, and facilitate seminar discussions; for example, by
providing a UK-Japan comparative perspective. It is hoped that this opportunity for two-way
dialogue will contribute to broadening the spectrum of the research agenda and policy
debates.

2. Seminar Program

A feedback seminar, jointly organized by GRIPS and ODI, is scheduled for the 15" of March
2005 at 14:00-17:00 at the JICA Institute for International Cooperation.

The target audience will be researchers and aid professionals interested in issues of
development effectiveness and aid modalities, who ideally have different regional, country,
and sector expertise (e.g., universities, think-tanks, consultants, government officials, JCA
and JBIC). The seminar will be kept relatively smal in size (approximately 30-40
participants) to promote active and in-depth discussions among those familiar with the topic.

Although the seminar does not intend to lead to pre-determined conclusions, it would be
useful if some of the following issues can be concretely discussed.

= What are the key factors that affect the choice of aid modalities?

= What are the lessons |earned from the latest experiences with new aid approaches?

= What are the specific features of respective aid modalities? How can country and
sector-specific issues be incorporated so that the merits of respective modalities can be
fully exploited? Are there any overall differences in country contexts in Africa and Asia
to be borne in mind when considering the choice of aid modalities?

= How the program approach is applied to support growth promotion and the productive
sectors?

=  Whether and to what extent can the choice of aid modalities make a difference in
improving development impacts? What are the limits of debates on modality?

= What are the elements of “good donorship” so that donors can practice aid to effectively
assist in achieving sustainable growth and poverty reduction?
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[About the Speakers]

Karin Christiansen:

Research Fellow (Center for Aid and Public Expenditure) / ODI

Specialised in PRSPs and linkages to public expenditure management; participatory and
decentralised approaches to public expenditure and implementation.

Debbie Warrener:

Research Officer (Research and Policy in Development) / ODI

Specialized in Japan-UK dialogue on aid policy; role of civil society in the policy process;
bridging research and policy.

zumi Ohno:

Professor / GRIPS

Specialized in PRSPs and devel opment partnership; ODA policies and reform.

Shoko Yamada:

Associate Professor / GRIPS

Specialized in policy studies in education, comparative and international education;
African studies.

Yumiko Niiya:

Researcher / GRIPS

Specialized in ODA policies and reform, particularly in the area of social development, as
aid practitioner in the fields and head quarter offices.
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Slide 1

Chakugan Taikyoku:
Challenges & dilemmas in the
: aid agenda’

Karin Christiansen
Centre for Aid & Public Expenditure

GRIPS/ODI seminar
15"March 2005

edi 1

Slide 2

IE presentation

& Where did the ‘new’ aid agenda come
from?

e What is the ‘new’ aid agenda anyway?
® Tensions within the agenda
e Some main challenges & dilemma

e Can/how can these tensions and
challenges be addressed?

Christiansen PPT

ODI- Independent research institute/think tank on international
development issues, based in London, but do research, advisory
and consultancy work all over world.

Me- CAPE in the Poverty and Public Policy Group (PPPG) in
ODI.

Worked in humanitarian and development area, long term work
in Kenya, Rwanda and Balkans, for NGOs, UN and recipient
government, now applied policy research with a focus on
recipient government perspective, PFM, aid and fragile states.
MAsin economics and political & socia thought.
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Slide 3

here did ‘new’ agenda come from?

slibstantial evidence-base emerging that:

e [aid effectiveness undermined by lack of ownership,
conditionalities not resulting implementation

e highly projectised aid (due to donor accountability
fears) not delivering less corruption, but expensive
& causing institutional damage

Thus, aid might be part of the problem:
unintended consequences of fragmentation,
lack of coherence & state avoidance >
undermining governance in long term...

Slide4

at’s the ‘new’ aid agenda anyway?

Mt things to different people, but includes:

& Focus on government ownership

¢ Results orientation

¢ Alignment of donors with government policies &

SEEUS

® Donor harmonisation of programmes
approaches, funds

e Focus on political context/economy analysis?

Embodied in moves to PRSPs, modalities such as
SWAP, GBS

Christiansen PPT

From conditionality to owner ship

e History of lack of growth in sub-Saharan Africa, mounting
critiques of SAPs, economic research literature develops on aid
effectiveness (Boone, Burnside, Dollar etc). Policy
environment emerges as determinant of what work (e.g. East
Asian successes) and conditionality had not improved that in
SSA.

o Ownership identified as the solution: a both getting policy
implemented and making the policy ‘ more appropriate’

From projects to programmes & public expenditure
management

Critiques of project financing were emerging over the 1980s &
1990s. (e.g. ‘Wappenhas Report’ & ‘Assessing Aid’) The main
critical conclusions of evauations of project aid can be
summarised as follows:

e High transactions costs from the multiplicity of different
reporting & accounting requirements, including tied aid

o Inefficient spending dictated by donor priorities &
procurement arrangements

o Extremely unpredictable funding levels

e Undermining of state systems through the special staffing
arrangements & parallé structures

e Corrosion of democratic accountability as mechanisms are
designed to satisfy donor rather than domestic constituencies

e Hard to sustain positive impact beyond the short term, with
high level of reliance on donor fund which undermined
sustainability

e Corruption, fraud and rent-seeking were also a feature of the
management of projects which were not overcome by their
independence from government

PRSP principles
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Side5 . o
Good donorship principles

(http://Aww.odi.org.uk/PPPG/cape/stream1/proposal .pdf)

nsions within the agenda

1. Country leadership and ownership
: __ : This is the overriding and ultimate goal. It requires the
& Aid modalities vs donor behaviour subordination of donor processes, procedures and eventually
principles objectives to those of the recipient country;
» Harmonisation vs alignment 2. Capacity building for thelong-term .
Donors need to work in a way that builds the capacity of
® Results vs process government sustainably, neither simply filling short-term

e Quality of policy vs ownership gaps nor over-using/diverting limited existing capacity,
. 3. Harmonization and simplification

e Re.W{';lrdlng good performance vs This involves reducing the transactions costs facing government

building better performance by limiting duplications and contradictions, and coordinating
i and simplifying the demands made by donors;

4. Transparency and information sharing

This implies the full disclosure by donors of their resource
flows and practices, in formats accessible and compatible
with government cycles and systems;

5. Predictability of resources and conditionality

Without predictability of resources and the simplification of
conditions, implementing policies and delivering services
becomes extremely difficult;

6. Subsidiarity

Decisions within and between donor organisations need to be
delegated to the level that is best for aligning aid with country
systems

Slide 6

hallenges & Dilemma

]
& Mechanistic approach to aid instruments
whether GBS, PRS or projects

® Harmonisation > ganging up or
harmonising the wrong direction

® Reinforces upward accountability to donors

e Alignment to what? Multiple, weak, bad or
non-existent systems or policies

ntinued...

]
# Coneerns about legitimising abusive regimes

# Results monitoring how far down the causality
chain?

¢ Eligibility criteria- minimum standards or
direction of change
e Aid as minor player — neither in growth, nor

intervention/$: trade, security, drugs, national
profile...
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Slide 8

n these tensions be addressed?

-ome... no to others. But how?

& By clarity around objectives & trade-offs

& By distinguishing means from ends e.g. GBS,
PRS, or projects as means only

® By using ‘do no harm’ approaches e.g.
shadow systems alignment

e By greater realism, honesty & timeframes

e By programming base on potential
development benefits as well as risks/cost

Christiansen PPT

Shadow systems alignment
(http://www.odi .org.uk/PPPG/publications/papers_reports/HA%
20in%20f ragile%20states%620.pdf)

Such an approach might be useful in situations where thereis a
o Lack of, competing or multiple systems

e Concerns about legitimising a particular government or
authority

e Serious concerns about the intentions of the authorities
towards their own population

¢ A significant & prolonged humanitarian presence

If there is nothing to ‘aign to’, interventions need to be
‘shadow’ aligned. This approach needs to start with assessing
the available formal and informal policies and systems. (There
is invariably more available than is first assumed). These can
then be built on, adapted and reformed, which is more effective
than designing and introducing entirely new policies and
systems, particularly in low capacity environments.

Shadow systems alignment is a state-avoiding approach
but onethat is‘future-proof’.

It does not give an authority or government control over
resources, but does use structures, institutions or systems which
are pardld but compatible with existing or potential
organisation of the state. It aims to avoid creating a
diversionary ingtitutional legacy that can undermine or impede
the development of a more accountable and legitimate future
relationship between the people and their governments.

The key to shadow ‘systems alignment is to ensure system
compatibility. The design of external interventions is made
based on the parallel but consistent or compatible organisational
structures and operational procedures. A central element of
thisis about providing information in a compatible format (e.g.
budget years and classifications). Additional operational
practice may include using the same or at least compatible:

o Administrative layers or boundaries

e Planning and budgeting cycles

¢ Budget classifications

o Accounting, procurement and audit systems

e Monitoring and evaluation systems

o Staffing structures and hierarchies

In practice alignment is a question of degree.  Shadow systems
alignment is a way of overcoming the negative effects of
‘non-alignment’ but is not dependent of policy alignment or
handing control over resources to the authorities.
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omments & questions?

Thank you

Centre for Aid & Public Expenditure
Overseas Development Institute
Tel: 020 7922 0300

Fax: 020 7922 0399

Email: k.christiansen@odi.org.uk
Website: www.odi.org.uk

Slide 10

ndout

T
g 1. Ownership ational

H & A = Qi) overnmental

Alignment | Use of

on partners’ | country

priorities | systems

3. Harmonisation Common Rationalise | Information
(Donor-Donor) arrangements procedures | sharing

Plus coherence: aid-trade-security-drugs etc
e This cuts across aid instruments/modalities

2. Alignment
(Donor-Partner)

Christiansen PPT

Reference:
PRSPs
Fragile states paper

Thefive stated core principles that underlie PRS development
and that should be embodied in their implementation:

o country-driven: involving broad-based participation by civil
society and the private sector in all operational steps;

o results-oriented: focusing on outcomes that would benefit the
poor;

e comprehensive: recognising the multidimensional nature of
poverty;

o partnership-oriented: involving coordinated participation of
development partners (bilateral,multilateral, and
non-governmental);

o based on along-term perspective for poverty reduction.

Distinction between ‘off’, ‘on’ and ‘through’ budget
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Slide 19

Ohno PPT

Slide20

3. Matching Aid with Country
Needs and Ownership

Process \

Aid mix

Aid dependency ‘
S

*The extent of core govt. functions
*PSD potential, features of sectors

*Aid mgt. capacity, T/C
*Openness to external influence

S
*Role of respective modalities

| —

eCoordination mechanism

Slide 21

Referential Indicators for
Assessment

O Aid dependency [handout#3]
B Ratio of ODA to GDP, govt. expenditure, etc.
O The extent of core govt. functions
B Ratio of govt. revenues to GDP
B Access to essential social services
O PSD potential
B Ratio of ODA to investment, forex earnings, etc.
O Aid mgt. capacity
B Centralized vs. fragmented aid mgt.

B Transaction costs (T/C), associated with aid
volume, number of projects & donors

21

Slide 22
Matching Aid with Country Needs and Ownership
(Examples)
Aid depen- | Priority | Ownership Aid mix &
dency needs coordination

Vietnam Low -PSD & -Closed, -Projects as main
industrial centralized modality; BS to address
competitive | aid mgt. specific reforms
-ness -T/C -Policy alignment
-Service manageable | _Harmonization by

quality donor groups with
similar procedures.

Tanzania | High -Building -Open -BS & pool funds
core partnership (under SWAp) as main
functions -High T/C modality.
-Service -Projects to be fully
expansion aligned (policy &
budget process).
Cambodia | High -Building -Fragmented | -Sector level, policy

core aid mgt. alignment.
functions -Open -Coordinated efforts to
-Service partnership reduce T/C beginning.

expansion -High T/C

Slide 23

Slide 24

Country Examples:
Role of Budget Support (BS)

O Vietnam:

B PRSC serving as an entry point for policy
reforms, with projects supporting
implementation & providing policy inputs

B Possibility of “targeted” BS being explored

O Tanzania:

B PRBS/PRSC serving as resource transfer &
priority sector support, supplemented by SWAp
(mostly, sector BS & pool funds)

O Cambodia:

B General BS yet to be introduced

B Innovative, flexible SWAp (e.g., project-based,
health SWiM, education SWAp with sector BS,

23

Country Examples:
Role of Project Aid

O Vietnam (“without” SWAp)

B The existence of PHC network (province-
district-commune)

B Project aid for “context-specific” & “transaction-
intensive” activities: strengthening field
implementation to improve the existing
functions (e.g., Reproductive Health Project)

O Ghana (“with” SWAp)
B Project aid for “pilot innovation”: scaled up
within SWAp, contributing to the establishment

of its institutional framework (e.g., Health In-
Service Training Project)

24
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Slide 25

Ohno PPT

Slide 26

Country Examples: Practicing
Good Donorship

Donor behavior also matters

O Sharing the process of deciding aid mix &
coordination mechanisms: Tanzania, Vietnam

OPromoting alignment & harmonization to
reduce transaction costs: Ghana (PRSC/MDBS),
Vietnam (projects)

O Designing SWAp, with realistic assessment of
local capacity & needs: Cambodia, Bangladesh

O Integrating aid flows into recipient’s budget
process: Tanzania (BS & projects)

25

4. Conclusions

O Need for country-specific assessment of:
priority needs, ownership & aid
dependency

Need for sharing views, among partners,
on the role of respective aid modalities

and desirable coordination mechanisms
Efforts to pursue “good donorship” across
all aid modalities

Mutual learning among donors (e.g., UK &
Japan) for their complementarities

26

Slide 27

Slide 28

Conclusions:
Implications for Japan’s ODA

O Enhancing the effectiveness of projects
- Alignment & harmonization

O Contributing to the content of policy &

institutional framework, building on the

field-based experiences

- Participating in policy dialogue

- Use of PHRD funds, as well as BS & pool
funds where appropriate

Strengthening country programming

across all schemes (TA, grants, loans)

- Key role of field-based, ODA Task Force

27

Topics for Further Discussions
and Studies

O Is our framework appropriate to
consider different country context?
(e.g., Asia vs. Sub-Saharan Africa)

[0 Need for more analyses at the sector
level (e.g., PSD & growth agenda)

O Need for deeper understanding of

ownership and capacity development
(incl. diverse country experiences with aid
mgt.)

28
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Ohno Handout

Development Priority Matrix (DPM)

<Upstream>
Policy&
Institutions
y N

Establishment of
(sector-specific) policy and
institutional framework

Macroeconomic stability
Inter-sectoral budget allocation

(e.g., consistency with PRSP priority)
Establishment of core government
functions & systems (e.g., budget

- Critical assessment
of SAL conditionality
+ Fungibility issue

Sector & Local

)

S

mgt, civic service systems)

Improvement of public service
delivery (quantity & quality)
Strengthening of implementation
capacity (managerial & technical
aspects)

Critical assessment of
parallel systems
transaction costs

Administration @

\ 4

Macroeconomic
Policy

Strengthening of implementation
capacity (e.g., public financial
management, monitoring &
evaluation)

<Downstream>
Implementation

Private Sector and Growth Agenda in DPM

Original DPM

Broader DPM

Policy & Inst.

Private Sector

Policy & Inst.

~

Sector & Public|sector Sector &
Local »| Macro Local
Admin. Admin.

Public|sector

Interaction

Implementation

4

Macro

Implementation
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Ohno Handout

Typologies of Country Ownership and Capacity

Case 1: Strong

Development
Scenario

A
Development

strategy
Identification
of aid needs ¢ v v
¢ Implementation
Internal Aid
Formulation |, budget money
of aid
strategy

‘o

—>

Case 2: Weak-- Problems and Solution

® Absence of policies
® Policies with
Low quality

Ineffectiveness

Misalignment by donors

- Stand-alone projects
+ Aid fragmentation

® Government's resources (financial,
institutional & human)
Donor competition over govt.
': resources.
Aid bypassing govt. system
+ Heavy burden on local govt
capacity

Development
Effectiveness &
Sustainability

\ 4
Achievement of
Strategic Goals

=

+ Weak sustainability of individual
projects.

® Macro environment

Fungibility

_____Macroeconomic instability

- Development goals
unfulfilled

Recipients &
Donors

Development
Scenario

v
Development
strategy

Implementation

Internal budget
& aid money

A\ 4

Development
Effectiveness &
Sustainability

l

Achievement of
Strategic Goals
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Aid as a percent of Macroeconomic Aggregates (2001)
Unit: %
GDP Gov't Exp. Investment Forex. Imports
Revenue
Vietnam 4.6 17.9 14.8 7.0 9.4
Cambodia 12.4 64.4 69.1 19.0 24.4
Tanzania 14.3 75.0 83.8 41.8 89.2

Note: From International Monetary Fund. (2003). IMF statistical appendix.
From OECD/DAC.
The aid data (gross disbursement) are based on donor report to OECD/DAC, which may not
coincide with those reported by the government.

Access to Essential Social Services

GNI per capita | Child Immunization Primary School | Access to Improved
(2002) Rate (% of children Completion Rate | Water % of pop.,
under age one, 2001) (2001) 2000
Vietnam $430 98% 101% 7%
Cambodia $280 60% 43% 30%
Tanzania $280 85% 60% 68%
Note: From World Bank. (2003). World development report 2004.
Selected Sources of Foreign Exchange Inflows
(Average of 1999-2001)
Unit: $mn
14,000 [~
12,000 - mExports -
FDI Inflows
10,000 - - O Private Transfer|
0 ODA Inflows
8,000 J--------------o oo
6,000 M - gm
4,000 -
X N N ———_—_———
0 . _—— I,,l_l—\

Vietnam Bangladesh Cambodia Ghana Tanzania Ethiopia

Note: From International Monetary Fund. (2003). IMF statistical appendix.
From OECD/DAC.
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Slide7

Niiya PPT

Slide 8

Efficiency : Large No. of projects and donors (Handout Table 3)
with manageable level (only 13% of total public funding to health care)
Level

Project

Vietnamese side questioned:

- Transaction cost

- Design of projects

Demarcation among donors at two levels:
- Vertical programs (total 10)

- Referral levels

Program

Strategy - Strong ownership of the Gov.
- Integration into gov. systems (both planning and budget)

with limited role of the Ministry of Health.

=

7

GRIPS-ODI Joint Feedback Seminar March 15, 2005

: seriously questioned by both
Vietnamese researchers and donors.

Efficiency

Project

Behavior problems in bureaucracy system

- Burdens of managing different programs at local level?

- Appropriateness resource allocation between referral
(geographical) levels?

Program

The strategies exist but

- Difficulty in interpreting strategies into prioritized action

( )-

« Inflexibility in resource re-allocation towards new priorities

( ).

Strategy

=

8

GRIPS-ODI Joint Feedback Seminar Vietna

March 15, 2005

Slide9

Slide 10

A Strategy Level: Establishing common platform for
discussing concrete methods of what to do and how to do
for implementing existing strategies.

Creating mutual understanding and trust is more important than the transfer of
aid money as incentives and/or rewards for the reform.

A Program level: Strengthening programmatic approach
within vertical programs and referral level.
Including procedural harmonization and resource sharing, depending on
thorough assessment of readiness by both donor and Vietnamese sides.

A Project level : Donors’ effort to improve quality of their
intervention .
Appropriate design respecting the local needs / existing local standards, as
well as simplification of procedures.

9

GRIPS-ODI Joint Feedback Seminar March 15, 2005

Priority of Country
N A Factors to be considered in each steps:

z Complexity of issues and flows of public expenditure

z Aid and public expenditure in different management systems.

Small leverage of donors to address the latter, which is critical
for the efficiency of aid...

Recipient-Donor
Relationship:

w A Tensions within the agenda:

~Optimal mix of different z Donor behavior improvement > drastic change of aid modality

modalities

*With concrete
coordination mechanism

z Harmonization (among donors) > Alignment, while
contributing quality improvement of gov's strategies

z Building better performance (by offering concrete ideas) >
Rewarding good performance (by policy conditionalities with aid
money incentive)

10

GRIPS-ODI Joint Feedback Seminar March 15, 2005
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Annex 2-4
Experience of sector program by sector in Africa region
Total Number per Sector 2001-2005 (SPs Only)
16
I it o
12
10 """ e
8 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
6 -
4 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, - —
2 -
[ ] [ ]
Agriculture Education Environment Health Transport Water

Note: From SPA Secretariat in collaboration with the SSWG. (2004). SPA- 2003 sector
program tracking report. Retrieved in March 2005, from http://www.spa-psa.org/
resources/pdf/secprog/2003_sp/draft_ 2003_SP_tracking.pdf

Difference in health status, service and role of aid—Vietnam and Uganda

Vietnam Uganda
Life expectancy at birth, years
(2002) 69.6 49.3
Under 5 mortality rate per 1,000
Population per bed (2002) 588" 870"
Covered and disbursed The shortage of personnel and the
Coverage of staff salary at : delay in the payment was
: timely by the government . . :
public PHC from 1995 prominent  before mtroducm*%
SWAP (2000) and solved by 2003
Gov. expenditure/total 0 0
expenditure on health (2001)* 28.5% 57.5%
External resource/total 0 0
expenditure on health (2001)* 2.6% 24.8%

Note: *1 From World Health Organization. WHO statistical information system (WHOSIS). Retrieved in
March 2005, from http://www3.who.int/whosis/menu.cfm
*2 From World Bank. (2004). World development indicators 04.
*3 From Ministry of Health, Vietnam. (2003). Health statistical profile 2002.
*4 From Ministry of Health, Uganda. Health statistics. Retrieved in March 2005, from http://www.

health.go.ug/health_stat.htm

*5 From World Bank. (2001). Growing healthy: A review of Vietnam’s health sector.
*6 From Ministry of Health, Uganda. Ugandan health units are reporting a doubling in patient visits.
What lessons can be learnt by other sectors and by DFID?.
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Role of government and public expenditure in primary health care --Vietnam

Demand side

financing: /_
Provider of,
Direct sidy

.................................

FSector & Local

<Upstream>

Policy& Institutions

e Provider

=== MOF: recurrent budget

MPI: development budget

Macroeconomic

Administration

Beneficiaries

Private Provider DHC and CHC as
public provider

Policy

<Downstream>
Implementation

MOH: Ministry of Health

MOF: Ministry of Finance

MPI: Ministry of Planning and Investment
PPC: Provincial People’s Committee
DHC: District Hospital

CHC: Commune Health Center

Vietnam health sector, ODA projects in top 5 programs

Commitment budget .
(US$ million) No. of Project | No. of Donors

Mother and child health 364 69 16
Hospital services 184 18 11
Primary health care services 179 36 20
Communicable diseases prevention 155 79 19

and control

Health pollc_y, planning, management 64 27 10

and evaluation

Note: From Project Coordination Department, Ministry of Health, Vietnam. (2003). Compendium of aid

projects.
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2002 IMF
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MDGs

PRSP —

— UNICEF
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