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Memorandum of understanding on Untying of

. Bilateral Development Loans in Favour of

Procurement in Developing Countries, OECD

00000 0dUntied AidO members wishing to extend Partially Untied

Official Development Assistance will notify the

e JO00ODOO0OO0ODODOOOODOOODODOOOOO Chairman of the DAC, and through him other

0dooooooooooooood DAC members, of those developing countries
oooooooooon which are eligible for procurement.

[0 OECD-DAC 20020
e Untied Official Development Assistance is
defined as loans and grants which are freely
and fully available to finance procurement from
substantially al developing countries and from
OECD countries. Funds provided to finance
the recipient’s local costs are also defined as oooboooo
untied. Partially untied official development
assistance is defined as loans and grants which e 000000000000 OODODODODODOO

are in effect tied to procurement of goods and oooooDboooooooooooooa
services from the donor country and from a ooooDooDooooooooog
restricted number of countries which must ooo o 20030

include substantially all developing countries.
e Earmarking refers to restrictions on the use of

For a transaction to qualify as untied or partialy funds for a prescribed purpose.
untied, respectively, the donor has to inform [0 Crown Agents Institutional Development
the recipient at the time of ad offer, clearly Group 20010

and explicitly of the countries which are digible
for procurement. In accordance with the
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e Donor harmonization involves two or more
donors moving closer together by (i) sharing

information, or (ii) adopting common systems
and procedures, or (iii) adopting joint working
arrangements that include shared decision-making.

This is digtinguished from the broader definition
of ad coordination which is a process embracing
both donors and partners and which should be
led by partners.

Donor harmonisation will frequently be a second-
best solution compared to aid coordination led
by partner countries. But harmonisation can
provide a ussful route to dronger, more sustaingble
forms of aid coordination. However, care
needs to be taken to consult fully with partner
countries to ensure that donor harmonisation is
in the interests of partner countries. Done
well, donor coordination can complement aid
coordination by expanding the scope for joint
working and by facilitating efficient systems

and procedures.
[0 OECD-DAC Task Force on Donor
Practices 2002[]
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e Pooled funding refers to a situation in which
a number of donors agree to contribute to a
common fund or basket. When distinguished
from budget support, pooled funding usually
involves the use of a holding account reserved
for particular purposes identified by agreement
between the government and donors participating
in the pool.

[J Lavergne and Alba 2003([]

Common basket refers to implementation
arrangements where major donors have pooled
part or all of their support and to which
harmonized implementation arrangements apply
that may be the same or different from the
recipient government's own procedures applicable
to public expenditures.

[0 SPA Secretariat 20030

Common Pool Funds or Common Basket Funds
are specially designed systems for financing
expenditures within a Sector Programme, in
which the resources of the Commission are
“ pooled” with allocations from other external
financing agencies and potentially from
Government. The primary purpose is to reduce
the transaction costs to government that would
otherwise arise from the use of systems of
several externa financing agencies.

Common pool funds may be distinguished in

terms of three criteria

- Whether they are managed by government
or by donors

- Whether the common pool funds finance the
whole Sector Programme or, as is more
common, are earmarked to specific items of
expenditure (e.g. medicines), or to specified
sets of activities (e.g. the primary education
sub-programme).

- Whether the accounting and reporting procedures
adopted are closely modeled on government
accounting systems, on the accounting systems
of a particular donor, or are custom-designed
to the particular Sector Programme.

In general, it is desirable that the Government
in question should have a leadership role in
the management of the common pool fund, in
order to ensure that responsibility for the proper
use of funds rests firmly with government and
that there is clear ownership.

OEC 20020

Basket Financing refers to joint financing of
a specific project or program which has been
predefined, at least in terms of its objectives
and results expected, by agreement between
several donors and the partner. Each donor
contributes their share to the funds, but no
specific measures are directly assigned to a
given donor’s contribution. Implementation of
the activities is the responsibility of the partner,
but al those involved have agreed on matters
of substance and on a uniform procedure
(appraisal criteria, implementation concept,
procurement and financial management,
accounting and monitoring, €tc).

[oBMz 20010
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e The SWAp is a mechaniam by which government

and donors can support the development of a
sector in an integrated fashion through a single
sector policy and expenditure program under
government leadership. In this context, the
term" sector” corresponds to a core government
function, which is rdated to a particular ministry
and spending program (e.g. health, education
and roads, though the same principles can apply
equally well at a sub-sector level. These
principles include:

- Country ownership: The government takes
the lead in defining a policy framework and
expenditure program for the sector and invites
broad-based participation in this process.

- Donor coordination: Donors commit themselves
to supporting the government’s strategy, and
coordinate all significant funding for the
sector to finance agreed sector policy and
expenditure program.

- Transition to sector budget support: The aim
of the sector wide approach is to reach a
stage where as much ODA as possible is
channeled through the government budget.

However, this is a gradual process, and
donors continue to support sector-wide
approaches using a variety of different
funding instruments.

[J] Stephen and Williams 2002(]

e The SWAP defines a method of working between

government and development partners, a
mechanism for coordinating support to public
expenditure programmes, and for improving
the efficiency and effectiveness with which
resources are used in the sectors.

The defining characteristics (based on Foster,

2000:9) are that:

- All significant funding for the sector supports
a single policy and expenditure program.

- Government provides leadership for the
progranme and donors work together with
a common voice.




- Common implementation and management
approaches are applied across sectors by all
partners.

- Over time, the programme progresses towards
relying on government procedures to disburse
and account for al funds.

0 DFID 200207

e The sector approach is defined as a way of
working together between government and
development partners. The aim is to broaden
Government ownership over public sector policy
and resource alocation decisions within the
sector, to increase coherence between policy,
spending and results and to reduce transaction
costs. It involves progressive development of
a comprehensive and coherent sector policy
and strategy, of a unified public expenditure
framework for local and external resources and
of a common management, planning and reporting
framework. A sector approach may be supported
by the EC through participation in dialogue
and coordination. Such participation need not
involve any transfer of funding to the partner
government or other stakeholders within the
country.

As a result of following a Sector Approach,
Governments in consultation with partner donors
and other stakeholders may develop an updated
sector policy and action plan. This is defined
as a Sector Programme, if it includes the following
basic three elements:
- an approved sectoral policy document and
overal strategic framework (such as a PRSP)
- a sectora medium-term expenditure framework
and an annual budget
- a coordination process amongst the donors
in the sector, led by Government
OEC 200200
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o Tied Officia Development Assistance is defined

as loans and grants which are either in effect
tied to procurement of goods and services from
the donor country or which are subject to
procurement modadlities implying limited geographic
procurement eligibility other than those described
below under Partially Untied ODA.

A transaction is defined to be in effect tied

or partialy untied if:

- It is the subject of a formal or informal
understanding to that effect between the
recipient and the donor country.

- It involves practices which the OECD
Development Assistance Committee and the
Participants in the Arrangement on Guidelines
for Officially Supported Export Credits may
determine to result in such tying or partialy
untying. In cases of substantia doubt as to
whether a certain financing practice falls
within the scope of the above definition, the
donor country shall furnish evidence in
support of any claim that such a practice is
untied or partialy untied.

[JOECD-DAC 200200
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e An MTEF is a system for planning actions
and programming spending over a 3 to 5 year
period. It reconciles sysematicdly the achievement
of drategic objectives with respect for aggregate
resource limits. In some countries, the whole
budget process is managed through an* MTEF’
system; in others, it is limited to specific
sectors and acts only as a broad guide to spending
decisions.

A sectoral medium-term expenditure framework

must have four minimum characteristics:

- It must be comprehensive in the sense of
including all sources of financing to the
sector and all proposed spending.

- It must be realistic so that projections of
financing are not over-estimated and
projections of costs are not under-estimated.

- It must be clear about how resources will
be utilised and what are the desired results
to be monitored, meaning that it must derive
from a clear action plan.

- It must be endorsed at senior political level.

OEC 20020

e An MTEF is a planning tool that seeks to:

- match expenditures with overall resource
availability, thereby ensuring budgetary
stabilisation in the short term and define
sustainable expenditure levels for the longer
term;

- guide the sectoral allocation of expenditures
in line with government’s development
priorities, on the basis of a comprehensive
review of resources, policy options and their
cost;

- fecilitate strategic sector planning by ensuring
a more predictable flow of resources on the
basis of indicative limits over a three to five
year period and the simultaneous programming
of recurrent and investment expenditures and
both internal and external financing; and

- improve the efficiency of expenditure, by

requiring line agencies to define their mission,
objectives and activities and, where possible,
link expenditure to measures of performance
in terms of outputs and outcomes.

- In essence, the MTEF consists of a“ top-
down” resource envelope consistent with
macro-economic stability, a“ bottom-up”
estimate of the current and medium term
cost of existing national priorities and a
framework which matches these costs with
available resources through an iterative decision-
making process.

[J Foster and Fozzard 200000

e An MTEF can be defined within the context

of a medium-term framework. A medium-term

framework can evolve through three development

stages:

- It begins as a medium-term fiscal framework
which is a statement of fiscal policy goals
and a set of integrated medium-term
macroeconomic and fiscal targets and
projections.

- The next step is a medium-term budget
framework, comprising both the medium-term
fiscal aggregates and a set of integrated,
consistent medium-term estimates broken down
by spending agency. The idea is to express
strategic priorities in terms of medium-term
resources, thus providing a measure of budget
predictability to spending agencies while
respecting the constraints of fiscal discipline.

- The medium-term budget framework might
be considered the most basic type of a
medium-term expenditure framework. Taken
in this sense, medium-term expenditure
frameworks and mediumterm budget frameworks
are synonymous.

Medium term-expenditure framework initiatives
as they have been implemented in practice have
often involved additional budgetary innovations
aimed at moving towards activity-output-or
outcome-based budgeting. Reforms that seek
to improve operationa efficiency in addition to
reinforcing fiscal discipline and improving




strategic prioritizations are called extended
medium-term expenditure frameworks.
[0 Jones and Lawson 20000

0 0 000 Transaction Costs[

e JO00O0OOOOOODOOOOOOOOOOO
ooooao
oooo 20030

The concept of transaction costs aims to capture
the aggregate cost of administrative activities
involved in providing development assistance,
which have no value either to the recipient
government or to the donor other than to permit
an ad transfer to take place. All development
assistance will have some transaction costs and
in most cases, these will be shared by donors
and the recipient government. Sector programmes
seek to minimise transaction costs either by
reducing their sum total or by altering the
way these costs are shared in favour of the
government.

OEC 200200

ooobooooooon

e JOODOOODODODODODOODOODLO
gopbodobbooboobbooboon
goboodbbooboobbooboon
gobooobbooboobbooboon
gbobooooboobobobobooo
go1e3p7biboooooomooon
oboobooooooooboboboon
ooobooOoooooooboboboon
oobooobob40000D0Db01800000
gobooboobbooboobo
oooo 20010

IDCJ FORUM No0.2812003.30 109

ooooocooo

e JODOOODOOOODOODLOODODOODO

gogbooopooboooboobbooboon
gooobooon
ooo o 20030

ocooooooo

gobooooobgon
ggbooopooboobooboooboon
gooogoood

oooooooooog

uoboooooOooooboocoobooooo
oobooooood
ooo o 20030

gogbooboobooboobboooboon
gogbooooboobobooobooobo
ooo o 20030

Partnership is defined as a collaborative
relationship between entities to work toward
shared objectives through a mutually agreed
division of labor. At the country level, this
means engaging, under Government leadership,
national stakeholders and external partners in
developing, implementing, and monitoring a
country’s development strategy.

[0 World Bank 20030

There is increasing emphasis on the principle
of partnership in relations between first, donors
and governments, then potentially more widely
open with civil society. This is contrasted
with relations between ODA agencies and
governments receiving their assistance that have
in the past sometimes been confrontational and
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with conditionality acting as a form of coercion

to try and limit the fungibility of ODA. There

are severa basic requirements for partnership:

- Agreement between government and donors
on the objectives of development cooperation
and the ways of achieving them

- A clear understanding of the rights and
responsibilities of each party

- National ownership of development policies
and programs

- An open and transparent policy dialogue
between donors, governments and civil society
to ensure that the interests of al stakeholders
are taken into account

- A long-term commitment to working together
based on trust and mutual accountability.

[J] Stephen and Williams 2002[]

e Ownership and partnership are overlapping
concepts. A difference between them is that
the outer boundaries of donor-recipient relation-
ships are more clearly articulated in discussions
of partnership... As they are understood in
Swedish development discourse..., partnership
appears to be the more comprehensive of the
two concepts. It covers partner country owner-
ship and it also embraces the claims of the
donor.

0 Molund 200000

Partnership is a relationship grounded in common
values and mutual trust. It is a relationship
where" gods, conditions, obligations, roles and
responsibilities’ are clearly defined and mutually
acknowledged, and where the parties show each
other respect and ded with each other as eguals.
[0 Sweden Ministry of Foreign Affairs 1997[]

In a partnership, development cooperation does
not try to do things for developing countries
and their people, but with them. Development
cooperation must be seen as a collaborative
effort to help developing countries increase
their capacities to do things for themselves.

Paternalistic approaches have no place in this
framework. In a true partnership, local actors

should progressively take the lead while externa
partners back their efforts to assume greater
responsibility for their development.

[JOOECD 19960J

0000000 Poverty Action Fundd PAFO

e J00ODODDOOODOPEAPO Poverty
Eradication Action PlanO OO QOGO Qd OO
00oooooooooOodIPCsOODOOOO
JodbD00oo0oooooooooogoo
pgdooboooouooouoooouoodgo
pgooooooooooooooooooo
go0oooooooooooooooooo
go0o0oo0ooooooooooooooo
go0oooooooo

ooo 20030

gooooooo
O Poverty Reduction Support Creditd PRSCO

e 200100 0DODOIDAOIODOOOOOOODOO
gogbooboooobuoobooboboon
ggboodbobooobuoobooboboon
gobogoboooogprSCOOO0ODO0O
gopPRSCODODOODOODOOODOO
goboooooooooooobobOoOPRSC
obobobooooooooobobobo
oobooboboooboOoOobobodgoPRrRSP
ooboooboooboogoopPrSCOODOO
gogboobooobooboobboon
gogooooimAbogooooobooon
goooooo

ooooooooooooooood

cooooooo

O Poverty Reduction Strategy Paper( PRSPO

e JOOO0ODOODDOOODOODLDODOD
gogboobobooobooboobboob




ooooooobooooooooneeedd
GgruobOoobhoooooooooboon
coooocoooooooocooomMEOd
coooocooooooooocooooono
coboooobOooboOooogHIrPCst O
ooooiibAODOOOO0OOO0O0OoOPRSPOO
ooboooooOpPRSPOOOOOOOMOOO
oooobOoooooobocebrFmonono
oooboooooooooooooobooboono
OO0O00OO0oO00OPRSPOOOOOOOOOO
coooooooooooobooooboogn
cooooooooooooocoooooo
cOoooobooOoocOoocOooOooPRSPOO
coooooooooobooocooobooono
cooboooboboooooobocooobooono
cooooobooooooobooooboboono
oooo
ooooooooooooooooo

goomMFODOODOODOODODOOOOOO0
ocoooooImbA/IMFOOOO0OO0O0000O0
cobooboooooooooobcoooboooo
coooocooooooooocooooono
coOoobOOoooOoNcGOODOODOOOoODOO
coobooobobooooooocooobooboono
coooooboooooooboooooboono
obooooboooooooosooooono
ooooboooooog

oooooooo  200lad

PRSPs describe a country’s macroeconomic,
structural and social policies and programs to
promote growth and reduce poverty, as well
as associated external financing needs. PRSPs
are a requirement for countries in order to
receive concessiona assistance from the World
Bank (through International Development
Association-IDA) and the IMF (through the
Poverty Reduction and Growth Facility-PRGF).
In addition, they are the basis for the provision
of debt relief under the Enhanced Highly
Indebted Poor Countries (HIPC) Initiative.

There are five core principles that should
underlie the development and implementation
of poverty reduction strategies which reinforce
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those of the Comprehensive Development

Framework (CDF). The strategies should be:

- Country driven, involving broad-based
participation by civil society and the private
sector in all operational steps;

- Results-oriented, focusing on outcomes that
would benefit the poor;

- Comprehensive in recognizing the multidimensiona
nature of poverty and the scope of actions
needed to reduce poverty

- Partnership-oriented, involving coordinated
participation of development partners (bilateral,
multilateral, and non-governmental)d and

- Based on a long-term perspective for poverty
reduction.

[0 World Bank Web SitelJ
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Conditionality

e Conditionality is a mutual arrangement by
which a government (recipient) takes, or
promises to take, certain policy actions, in
support of which an International Financial
Institute (IFl) or other agency will provide
specified amounts of financial assistance.

The different levels at which conditions can

be set are:

- Project level-delivery related to the project’s
objectives

- Sector level-relating to sector policy or
expenditure commitments

- Macroeconomic Conditions-relating to
variables concerned with aggregate policy
and/or expenditure commitment

- Non-economic conditions-relating to issues
of governance, environmental issues,
democratisation, human rights and adherence
to poverty reduction targets

Conditionality is essentialy the shadow side
of ownership. Whereas ownership implies a
condition of self-regulation, conditionality
suggests one of external regulation, supervision
and direction. Additionaly, it can aso be seen
to imply sanctions for failure to observe a
particular course of action.

[JJones, S. in Collins and Higgins 20000

Conditionality — the explicit link between the
approval or continuation of the Fund's financing
and the implementation of certain specific
aspects of the government’s policy program
— is a dient aspect of the Fund's involvement
with its member countries. This link arises
from the fact that the Fund's financing and
policy adjustments by the country are intended
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to be two sides of a common response to
external imbalances. Conditionality is intended
to ensure that these two components are provided
together: it provides safeguards to the Fund to
ensure that successive tranches of financing
are delivered only if key policies are on track,
and assurances to the country that it will
continue to receive the Fund's financing provided
that it continues to implement the policies
envisaged.

[0 IMF Web Site[]
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oooooooooon General Budget Support

e Genera budget support covers financid assistance

as a contribution to a host government’s overall
national budget in support of a genera strategy

and medium-term budget agreed between the
donor and recipient country government.

General budget support may be provided as
part of a macro-economic reform package,

Fungibility

e Aid is said to be fungible when Government

offsets donor spending on a particular purpose
by reducing its own expenditures on the same
purpose. For example, donor funding earmarked
to primary headth will not result in any overal
increase in primary hedlth spending if Government
reduces its own spending on primary health,
and uses the funds thus released for some other
purpose.

[J] Foster and Leavy 2001[]

Fungibility is the idea that aid pays not for
the items against which it is accounted but
for the marginal expenditure it makes possible.
Consider the example of a government with
$100 million to spend. There are two projects
to choose between: rehabilitating rural health
clinics or buying new fleet of tanks. Both
cost $100 million. After much deliberation
the government decides to rehabilitate the clinics.
But before it does so a donor comes aong
offering $100 million for some suitably worthy
project. The government cannot ask the donor
to buy the tanks so it says to the donor* our
rural health clinics are in desperate need of
rehabilitation, but we cannot afford to do it".
So the donor pays for the health clinics.
The government can now use its money to
buy the tanks after all...aid has in effect paid
for the tanks even though it is accounted

against health clinics.
[0 White, H. 19990]

such as the IMF might support, or as part of
program-based approach. In the latter case,
the program being supported will normally be
the country’s overall Poverty Reduction Strategy.

OIDA 200200

e Genera budget support is a contribution to the
overall budget in which any conditionality
focuses on policy measures related to overall
budget priorities. Key features include the
following:

- Funds flow through the Centra Bank, which
makes funds available to the Government
budget for spending, to reduce borrowing,
or to reduce taxes.

- Conditions typically include agreement on
overal budget priorities (MTEF).

- There is no need to earmark for specific
expenditures (athough in practice, some largely
nomina earmarking is often used).

- Accountability is based on government
producing audited accounts of Governments
revenues and expenditures.

[JDFID 200207
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[Pavignani et al. elaborate that there are few
(or possibly no) agreed definitions of the” on
budget” concept. They note that the concept
is important in discussions of how to utilize
aid resources in a more efficient way, and that
there may be different ways of achieving this.
At a minimum, it is possible to integrate donor
contributions in government planning efforts
(on planning), even if the funds are not on
budget as defined above. At least in the
Mozambique case studied by the authors,” on
budget” requires that the funds be channeled
through a government account, but not
necessarily merged with other funds through
a single clearing account.(]

[J Pavignani et al 2002(]

Program

e The program approach is a process which alows
Governments to articulate national priorities
and realize sustainable human development

Like-minded Donor Group

e JODOODODOODDOODOUODODMMO

goboobbooboobbooboon
gopbodobbooboobbooboon
goboodobbooboobbooboon
gobooobbooboobbooboon
gbobooooboobobobobooon
gbobooooboobooboboboon
oboboooobooboobobobooon
obooboooobooooboboboon
oo

ooo o 20030

On-Budget

e On budget [funding] is defined as external
funds that are presented and included in the
state budget documentation.

objectives through a coherent and participatory
national program framework. The program
approach is much more than a means of
collecting projects in a given area into a
“ programme” [ it is a logical approach that
integrates the processes of macro, meso and
micro planning and management of any
development effort.

The program approach is not a cluster of related
projects in the same sector or thematic area.
Nor is it a complex or large scale project
where initiatives are not integrated into a nationa
programme framework and do not contribute
to the achievement of its objective... A national
programme framework is a coherent set of
interrelated policies, strategies, activities and
investments designed to achieve a specific,
time-bound national development objective or
set of objectives. The national ownership of
the programme framework, reflecting national
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priorities and support, is crucid for its successful
implementation and the involvement of
international partners.

Conditions for success:

- existence of a nationa programme framework
(NPF), or at least national and/or sectoral
policy statements or integrated devlopment
plans

- demonstrated Government leadership and
commitment to applying the programme
approach

- a viable inditutional framework at the central
and decentralized levels that will ensure
Government ownership

- an efficient mechanism to support management
of the national programme framework, aid
coordination and oversight at the national
level

- acceptance of the national programme
framework as the frame of reference by UN
agencies, donors and IFls, and their willingness
to harmonize their effort and procedures

- a critica mass of financia resources available
at the outset to implement the NPF

- involvement of al stakeholders and beneficiaries
in the planning and implementation process.

LOUNDP 199700

e Programs are long-term, multi-activity endeavors
implemented by networks of country ingtitutions
in multiple locations whose production and/or
service delivery objectives and impact goals
derive from indigenous policy choices.

[ Brinkerhoff 199107

Program-Based Approaches[] PBAs[]

e A PBA is a way of engaging in development

cooperation based on the principle of coordinated

support for a locally owned program of

development. The approach includes four key

elements:

- Leadership by the host country or organiza
tion.

- A single program and budget framework.

- Donor coordination and harmonization of
procedures.

- Efforts to increase the use of local procedures
over time with regard to program design
and implementation, financial management
and monitoring and evaluation.

PBAs need to be understood as highly dynamic.
The emphasis in this definition is thus upon
the direction of change, rather than upon the
particular level of achievement attained for each
element of the approach. The elements of a
successful program may take a long time to
develop and will continue to evolve once they
are in place. However, the question does arise
how sound and complete & program” must be,
or how much buy-in there must be by the
donor community, before one can speak of a
PBA. Where a coherent program and budget
framework does not exist, or where a critical
mass of donors have not yet come together to
support that program, it may be more accurate
to speak of a' pre-PBA”.

[ Lavergne and Alba 200300
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