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Background Paper*

It is the responsibility of donors and recipienvgmments, as well as of civil society in
the North and the South, to ensure that the MillemnDevelopment Goals (MDGs) are
reached. In order for this to happen, it is neagsgaidentify and measure MDG focus
throughout the chain of policy formulation and iplentation: policy priorities, policy
dialogue, financial allocations, results indicatared the actual impact achieved on the
ground. In this context, results monitoring is now more immprtant than ever.
Tracking financial allocations is part of monitoring, and poses patrticular challenges
in General Budget Support (GBS).

The two central questions of the expert meeting are
= Can proof be given that GBS is a useful tool fa éldvancement of the MDGs?

= Is it possible to measure the contribution of GB$he MDGs in a donor-specific
way?

Prepared by 1
Europe External Policy Advisors (EEPA)

€U ResearchOfficeforPovertyCradication

EuropecxternalPolicyAdvisors



towards the eradication of poverty

1. Rationale of the Expert Meeting

The OECD/DAC statistical reporting directives aeséd on the principle of reporting the
‘purpose of aid’. The assumption in the instrumisnthat aid is usually allocated for
specifically designated purposes and that thesense relationship between the direction
of the allocation of aid and the quality of the .aMonitoring the use and impact of
development aid is usually seen as requiring aideraion of the amounts of money
spent on certain sectors or issues, assuming lilahas a relationship with the actual
impact on the ground. A list of all different pugas of aid gives the basis for the sectoral
differentiation in the statistical figures produced

The Millennium Development Goals (MDGs) are thenimumframework of targets to

which the EU has committed, reflecting the goalsead in the UN Social Summit
(1995), the UN Beijing Conference on Women (1995d dahe UN Financing for

Development Conference (2002). The MDGs reflectabesensus of the international
community that the seven goals are the priorities development, and that their
achievement is essential for the eradication oepiyv

The conclusion is therefore justified that the ardafined by the MDGs are the sectors
that need the most attention for effective develepnhpolicy.

The EC and EU Member States are increasingly giviveyr development assistance
through General Budget Support (GBS). As this cbkasdiappening - with the EC now
committed to providing up to 50% of its aid throu@BS, and with some donors moving
from Sector Support to GBS it is important to consider what impact thisfshias on
the reporting of the quality of EU aid.

GBS does not feature in the sectoral allocationdwpslefinition, GBS is un-earmarked
since it is used as an integral part of the natitm@get of the recipient country. This
means that, currently, donors do not statisticallycate the money given through GBS
to a certain sector (e.g. health or education)ibig registered by the OECD/DAC as
GBS in the OECD/DAC creditors reporting system (GRS
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In spite of this, various donors claim that thepaort certain issues through GBS, but do
not or cannot back this claim up with actual figure

Box 1: Definition

The concept of General Budget Support (GBS):
Funds provided through general budget support @budsed through the recipient
government’s own financial management system a@cher earmarked for specific uses.
However, they are accompanied by various understgadand agreements about the
government’s development strategy. Instead of fioguearrowly on the use of the %id

funds, government and donors jointly monitor impéeration of the agreed strategy as a
whole.

Effective reporting is of crucial importance in order to enable citizens to hold their
governments to account. Moreover, it is also impoant because the effectiveness of
development aid is seriously impaired unless humaand social development issues
are fully promoted..
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2. Measuring Goal 8
2.1  2015-Watch Report 3 — focusing on the issue®BS

2015-Watch looks at the progress or regressiorhénBEC’'s and EU Member States’
development assistance towards achieving the MDGse most recent report, which
focuses on education, found that EC spending oit lealsication amounted to only 1.53
% of all sector allocable aid in 2004. It is onl%lf basic education is taken as a
percentage of the total EC aid (including non-sealiocable aid).

In response to the most recent report, the Comamsargued, that it would advocate
resources allocated through GBS being (partiaihgiuded as a contribution to basic
educatior.

The question raised by the Commission as to whe#B$ should be (in part) allocated

to social sectors touches on some crucial issuss challenge of tracking how much aid

channeled through GBS is allocated to social sedtas been taken up by a number of
donors. Notably, the Netherlands, the UK, the EeaspCommission and the OECD are
currently developing different models to identifyand how GBS can be allocated to

social sectors.

The discussion on this issue takes place basedhenrdcognition that effective
monitoring and accountability requires credible Igsia. Moreover, there is a clear
consensus that effective development co-operagoessitates aid money being used for
poverty eradication and human and social developnaed its quality is determined only
by a proven positive impact on the ground.

To tackle this issue, initiatives have been talkemdsess whether, and if so how, GBS
contributes to social sectors and whether, and,ifh®w, this can be measurédhe
purpose of the expert meeting is to assess thébdrgdof the different options proposed
to deal with the question of whether GBS can bentegd in terms of its contribution to
social sectors. The key questions for the expeetimg are therefore:
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1. How can it be proven that aid channeled through G&&nces the MDGs?
2. How can this be measured?

Box 2: Some observations on measuring GBS effectiess in social sectors

Effects of GBS on social sectors and poverty eradication

A recent evaluation of GBS, commissioned by a cdnsan of donor agencies and seven parjner
nd

governments under the auspices of the DAC Networbevelopment Evaluation, published by IDD
Associates in May 2006 clearly indicates that treese

“some clear links from Partnership General Budgap®rt to improved basic services through funding

and through collective commitments of donors andegoment to service delivery targefstiowever, it
was found that there was a: ‘bias towards the esipanof public service without sufficient attentiom
quality.”

Regarding the link between GBS and poverty eraidisathe study found that it could not confident

track GBS’ impact on poverty eradicatidn.

Methodological challenges

The IDD and Associates evaluation summaries thahadelogical challenges for evaluating GBS
follows:

Yy

as

a) The initial inputs are themselves complex — a coration of funds with associated dialogue and

conditionality, technical assistance and capadiijding, harmonization and alignment
b) Most of the initial inputs are not discrete
c) The desired ultimate effects are complex

d) Changes in outcome and impact indicators will belypgand sometimes dominantly) the effe¢

of other causes
e) The chain of causality is a long one, both concaptiand temporally. Following a results cha

all the way from inputs to impact is known to belbdnging, particularly in moving form outputs

to outcomes and impact. In any circumstances, ntervials from inputs and their immedia

—

S

in

te

effects to outputs and impacts will be significan®Vhen effects are expected to result from

processes of institutional change, the plausitierial for effects to be manifested is longer s

Moreover, results may be such that they are mebkuoaly periodically and with difficulty. This

lengthens the interval, in practice, before restdis be ascertained.

f) In case of GBS, many of the intermediate effectstydated are not in themselves straightforwgard

to measure, let alone to attribute proportionatelsnultiple causes
g) The logic of causation is often itself controvelsia
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3. MeasuringWhat and How?
3.1. Nominal allocations of specific sectorsin national budgets

Some proposals have been made to develop a mateed on measuring allocating
GBS to certain sectors, especially health and educal he basic idea of this model is to
consider the national budget of the recipient counif the country spent a certain
percentage of its budget on, for instance, educatiee donor should notionally allocate
the same percentage in that country to educati@s own records.

This model is problematic, firstly because therad&eto be a lack of centralised sources
of government budget information. Secondly, it goge@umber of political questions that
are best illustrated with the following hypotheticases.

1. The national budget in a partner country incredsesthe allocation to education
decreases. This country received GBS from donorD¥spite the GBS, the
education budget has gone down. However, if don@® &ble to book a notional
part from the education sector to an allocationtfos sector, it will show as a
positive contribution. However, in reality, GBS hast contributed to an increase
in the education sector and it could be claimedewult on the budget, in this
case, should be counted as negative.

2. The national budget in a partner country has irsgéaand so has the budget for
education. This is mostly the result of a few denathich have put enormous
emphasis in supporting that country’s educatioriocse®onor X has provided a
large amount of GBS, and, therefore, can notioneldym a large part of the
education budget as its own allocation, even ifaldod had not provided any
support at all to the education sector of the agur@onor X would then get the
credit for the efforts undertaken by other donorsthe credit would be awarded
twice, once to the donors putting in the programmfoeseducation and once by
donor X as part of its claim for GBS.
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3. A partner country has a decreasing budget. Onerdangarticular is concerned

with protecting the education sector and puts iecBg targeted funding to
protect recurrent costs. Donor X contributes adaaghount of GBS, which is
conditional on support to education and anti-tesror While the country’s
education budget for recurrent costs is protededugh the targeted funding of
the one donor, its military costs increase enoryouXonor X would be able to
claim the part of the education sector and agagninkrestment there would be
claimed twice, while the increase in the militagpenditure remains unaccounted
for. In this case, the increase in the military ¢eidshould also be recorded and be
excluded from the ODA figures.

. A partner country received a large amount of GB8 laas requested a specific
focus on support to teacher’s salaries for edusab@nor X communicates that it
prefers to support the country with GBS but thigedope will only be approved if
the country agrees to sign an agreement to opercdhatry for donor X's
investment. The country, needing the money forlbdget, agrees to sign the
investment agreement. Another donor takes ovetetheher’'s salaries in a sector-
wide programme for education that the country leapiested. Donor X would be
able to claim a part of the education budget as gfats GBS, even if its efforts
have concentrated on getting an investment tregiyed in exchange for GBS.

The main issues that emerge from these hypothetisas are:

* The idea of nominal accounting is based on themagsan that in GBS,
attribution to the donor is not important. Howeveome of the above
examples demonstrate that different donors can Héferent effects on
the national budget and, therefore, will their cimitions to the MDGs
should be differentiated;

* How are budget decreases in the MDG sectors aceddot? A decrease

in the budget could not be accounted as a positwéribution of a donor
in that particular year;
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* How can double counting be avoided? An effort beognted twice lacks

credibility;

* How can the right donor be credited for its eff@rt¥he proposed
methodology would allow an effort by one donor te httributed to

another donor;

* How does the public know that the allocation refedn the budget figure
is a genuine reflection of the priority given bydanor to support the
MDGs in the partner country?

* How does the public know that the national budgetthe result of
ownership in the partner country and not the resujiressure exercised
by the donor in exchange for GBS? Does the govenhimedget respond
to the priorities of the electorate in its county,does it prioritise policies
proposed by donors in exchange for GBS?

It would appear that in thig
methodology, nominal funding to non
ODA sectors such as military spendir
should also be attributed to the dong
and these should then be deducted
non-ODA.

Apart from these methodologica
considerations, this model does n
consider the actual impact of aid. It alg
fails to illustrate the strengths of GBS
predictability of funding and
contributions to  recurrent  costg
including teachers’ and nurses’ salariqg

Box 4: Ownership or Budget Intrusion?

Ownership

Recent research on GBS by Eurodad suggests

“while budget support increases the sense
ownership, it often comes at the cost of greg
intrusion and influence of donors in all aspects
national budgets®

Moreover, it has been suggested that GBS has
to increased upward accountability to donors.

that:

pf

ater
qf

lead

which are essential services for th

functioning of the education and health sectors.
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3.2.  Focuson Predictability and Results

An alternative model to focus GBS on predictabibiyd results in the MDG sectors is
being considered. This model is based on the peeithiat achieving the MDGs will

require higher recurrent spending. However, reoipmountries are reluctant to allow
such increases despite increased funds availatdegh aid and particularly GBS, due to
unpredictability and volatility of aid. This modetalled MDG contracting, is also
strongly focused on results, mainly based on indrsaenshrined in the MDGs.

MDG contracting is based on a commitment periodsiaf years. It is available to

countries which comply with three eligibility crita (a well-defined national

development strategy, stability-oriented macroeouiogolicies, a credible and relevant
programme to improve Public Financial Managementl avhich have effective

monitoring systems in place for the regular coiltatof appropriate results indicators.

Eligibility and disbursement conditions are to legified every three years with financial
consequences of a maximum of 15% of the GBS allmtatMoreover, country

performance with regard to key MDG results is todh@sely monitored. Importantly,

incentives for performance and reactions to und@peance should not result in the
withholding of funds in the short-term. Provisioh@BS will only be interrupted if there
is a major evident lapse in a partner’s commitntenvne of the eligibility criteria or

general principles of co-operation.

This proposal has a number of advantages:

* The GBS is clearly focused on the MDGs;

 The GBS is used for providing its strongest ‘asdetig-term predictability and
funding of recurrent costs;

» Fungibility of GBS to other non-ODA sectors such ragitary expenditure is
discouraged;

» Strong emphasis on monitoring through result indicawhich are closely linked
to impact (as for instance through the Basic Cdpiaisi Index);

» Allows measurement of allocations and contributitmeecurrent costs.
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4.1 2015-Watch — The Methodology

Measuring MDG 8, the goal which expresses the diat tlonors contribute to the
achievement of the MDGs, is the final objectivetltd OECD/DAC reporting system.
Others have also attempted to do this.

Alliance2015, a strategic partnership composedipofEsiropean development NG®s

aims to monitor the progress of European donors paudicularly the EC towards
achieving the MDGs. It has published the 2015-Waketes of reports, which annually
review the implementation of Goal 8, which sets gt responsibility of aid donors to
help achieve the MDGs.

These reports apply a methodology developed bya#de2015 which considers the
entire policy process: legal and political framekydinancial allocations, programming
and implementation, and evaluation and monitorigis methodology allows the
consideration of many different elements that ieflce the effectiveness of aid in general
and GBS in particular.

Overall, the methodology aims to measure the dmuion of donor countries to the
achievement of the MDGs. The methodology analy$es extent to which donors’
development policies are oriented towards thisrimagonally-agreed set of goals. It has
been designed to allow comparative analysis owee &ind to monitor a donor’s progress
or otherwise in the quality of its contributionttte MDGs. The methodology also allows
the performances of different donors to be compared

Moreover, the methodology is a diagnostic instrum@&y using it to analyse donors’
development policies, it is possible to determime relative strengths and weaknesses of
any given donor in terms of policy orientationidtalso possible to pinpoint the precise
stage(s) of the policy process which are insuffitieoriented towards the achievement
of the goals.
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The methodology is based on the concept that thétguwf donors’ development aid is
directly related to the quality of their policy messes. This is divided into four distinct
phases: objective setting; allocation of resourpesgramming and implementation; and
monitoring and evaluation.

Box 3: The Policy process measured by 2015 Watch

The Policy Process

Legal & Financial | | | Programming & || |
Fil e - Budget ANocation \ﬁh B r—EvaIuaHm&hnpml
: , .

e e

The methodology was the subject of an Alliance2&kpert Meeting on “Measuring
progress towards Millennium Development Goal 8”,ickhwas held in Brussels in
November 2004° The meeting brought together experts from the N®®munity, the
European Commission, the OECD/DAC and UNIFEM andioesed the methodology as
a crucial tool for monitoring progress towards MBGs. One of the recommendations
that came out of the meeting was the need to ieclGBS more strongly in the
methodology, which was subsequently done.

While the sectoral allocation is measured as ago¢age of sector-allocable aid, GBS is
included through a series of indicators of the @ofprocess. Important elements consist
of associated conditionality, political dialoguedaftameworks (development policies,
donor harmonisation), programming documents andgsges (CSPs, PRSPs, NDPs, etc)
and monitoring of impact.
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4.2  Social Watch - Evidence of Measuring Impact isocial Sectors

Monitoring of impact is difficult and methodologiba precarious, as the chain of
causality is long and complex. In spite of thisisitof fundamental importance, as only
actual impact on the ground ultimately gives anidation of successful work. Social
Watch has taken up the task of measuring real pssgn human and social development
on an annual basis. These findings, compiled onoantcy-by-country basis and
centralised by the Social Watch Secretariat, giwerg good indication on progress (or
lack of) towards greater human and social developma addition, Social Watch has
developed its own Gender Equality Index, which measprogress towards gender
equality and women’s empowerment and is signifigadifferent from the UNDP
Human and Social Development Index.

In addition, Social Watch has developed the Basapabilities Index, which is an
accurate measure of the provision of essentiabsgervices in countries and in regions
within countries.

Conclusion

Understanding the opportunities and challenges dodse GBS is of fundamental
importance for all actors in development co-operatirfhe mechanism has great potential
to make development assistance more effective ¢iwaocreased alignment, greater
country ownership, harmonisation, lower transactiosts, reduced volatility, etc.

However, as stated at the beginning of this paper key questions emerge:
* How can it be ensured that aid channeled througB @H advance the MDGs?
* How can this be measured?

This paper has outlined the reasons for measuhiegatlocation and impact of aid,

including aid given through GBS, and has providdiatiaf overview of different models

currently being development to tackle this isstigs Bpparent that developing statistical
tools to measure the allocation of aid given thro@BS to social sectors is a difficult
and methodologically problematic issue, to whidierstion must continue to be given.
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