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Executive Summary

This report summarizes and presents support during one year to Sida
delegations in four Latin American countries in the areas of public
finance management reform, the introduction of sector wide approaches
(SWAps) and the introduction of co-ordinated processes to manage
budget support.

Public finance management systems in these countries are clearly central
oriented, affecting possibilities to uphold a poverty profile in budget
expenditure. Reform of control functions in the PFM systems is dominat-
ing prior to functions that could facilitate delivery of social services and
goods. International co-operation has for a long period of time been
dominated by co-operation through projects. Both established creditors
and concerned ministries find it difficult to apply the idea of the SWAp.
Budget support is also alien. One reason to this might be the fact that
external aid historically has represented low levels of financing of public
expenditure. This situation is now changing as a result of the HIPC
initiative and its implications.

The “joint”/co-operating aspects emphasised in Sida’s position paper on
PEM system analyses, 1s very limited in practice in concerned countries.
The strong position of the IDB and the World Bank in this area makes it
important to uphold the idea of a complementary analysis of the Banks’
diagnostics. As a general rule, Sida should seek to carry out these “sec-
ond opinions” analyses jointly with other (bilateral) likeminded (Euro-
pean) donors in the country. The best option would however be to carry
out already the original analyses in joint teams representing both the
government, the Banks and interested bilaterals. In this Sida could act to
promote the FMPPFM, PEFA and other more “platform” related start-
ing points as prioritised instruments in the analyses.

There are very few institutional aspects included in the Banks’ PFM
analyses, although it is touched upon on and off in the action plans that
follows. Europeans, and not least Sida, represent a different conceptual
knowledge and “thinking” in this area that would complement the
Banks’ analyses.

There are very few initiatives to engage the parliament in formula-
tion of PFM reform action plans, the way this is mentioned in Sida’s
position paper.

In relation to Sida’s position paper, it might be worthwhile to reflect
on an amendment when it comes to the issue of “second opinions” on
finalised corresponding international analyses of PMF functions and



systems in concerned countries (especially in relation to analyses by the
World Bank, the IDB and other multilateral institutions).

The conclusions in the handling of general budget support in concerned
countries would be to ensure a process that includes sufficient adminis-
trative resources on both the government and the donor side to be able to
handle all the practicalities of a successful introduction, monitoring and
review of reforms linked to the provision of budget support. In this
institutional, capacity and procedural issues should be integrated. The
dialogue needs to cover at least three different dimensions in an integrat-
ed manner: A dialogue on the political development and dimension, a dia-
logue on cross-cutting institutional areas, including legislation, and a
dialogue on sector-specific matters.

The concept of SWAp and programme support is still very new in the region.
Most Government and aid agencies are unfamiliar with the concepts of
what the SWAp is and what it means in practice. Even so it brings on
many advantages and signifies in most cases somewhat of a break
through in the way of thinking and approaching co-operation between
concerned governments and external financiers of public expenditure.
On the donor side, the SWAp forces also established external financiers
to rethink their policy position in relation to both the governments and
donor colleagues.

Bearing in mind the novelty of the SWAp as a concept there are still
a number of constraints linked to the process. These are presented in
the report.

Sida should take initiatives among the donors and the creditors that
could improve the knowledge of the conceptual framework of the SWAp.
Different messages of the SWAp as another project need to be explained
through seminars and training where countries and donors from the
region should be invited to discuss the concept. Sida should also through
joint initiatives with other donors support sector ministries at the stages
of introduction of the SWAp.

Sida needs to recognise the additional workload that follows from
working in a SWAp in comparison to a normal project setup. Another
issue to raise both at the embassies and from Sida headquarters is the
importance of maintaining a close dialogue and mutual support and
advice between the sector programme officers and the economists at the
embassies, as well as a strong methodological and practical support from
headquarters to field staff.

The fundamental common regulating instruments in the SWAp are the
Code of Conduct (the CoC) and the Memorandum of Understanding (the
MoU). The sector ministries when working on a Code of Conduct or a
MoU for a joint financial agreement need some neutral/independent
advisory/'TA support in the process. For the formulation of the MoU there
exists a good, although somewhat over-regulating, template from the
Nordic+ Group that can be used. Its structure provides for much more
transparent and understandable MoU documents. One important lesson
learned is that the Code of Conduct needs to be signed as first document.

For the donors/creditors not able (or not willing) to sign these docu-
ments, mechanisms for dialogue must be ensured where they are includ-
ed. It would also be important to ensure that the sector ministries desig-
nate sufficient internal (HR) resources for the planning process.

The four countries concerned also represent some common structural
limitations that influence the process of introducing and working with
programme support in these countries. These special conditions are
presented in the report.
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Finally, the report highlights the administrative and structural impli-
cations at Sida HQ) and the embassies of the introduction of programme
support, stressing the need for more resources (through reallocation?)
locally and the need for training. Knowledge of the actual working
situation at embassies is far from complete at Sida HQ), The same situa-
tion applies in relation to the conceptual definitions of PFM issues and
different aid modalities. The importance of continued dialogue also
between Sida HQ) and its international counterparts on the donor side is
emphasised.

The report concludes that the initiative to promote the assignment
behind this report in a co-ordinated manner directly from Sida HQ),
overall has been successful. The concept of integrating training (in the
areas of PFM and programme support) for one “junior” consultant
throughout the assignment has proven very fruitful
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Introduction

This report summarizes and presents an analysis of an assignment
during almost one year with the objective to support Sida delegations in
four Latin American countries (Bolivia, Guatemala, Honduras and Nica-
ragua) and RELA (Sida’s Latin America Department) in the areas of
public finance management reform and institutional issues linked to this
process, the introduction of sector wide approaches (SWAps) in individu-
al sectors and the introduction of co-ordinated processes to manage
budget support in three of these countries. Support has materialised as
analyses, presentations, training, monitoring of processes and very
tangible hands-on work at a number of sector ministries in Nicaragua
and Honduras.

Primary sources in this work have been on-going reform processes,
knowledge and competence at concerned government (and parliament)
institutions and their working material, in countries concerned. Other
knowledge and facts come from Sida and other bilateral development
partners, materialised through both human resources and written
material, and not least from both Washington based Banks, representing
broad information bases through diagnostics and analyses carried out
and through long representation in the region.

The report will present experiences and conclusions both country wise
and, to the extent possible, as thematic recommendations if and when
there are conditions in these countries that coincide. Not all variables
under one theme are known for all countries. This calls for some cautious-
ness when reading the report. Still, there are quite a number of issues
where documentation 1s sufficiently broad for comprehensive conclusions.
Facts have been identified during a 10 month period. Simultaneously,
reform in some areas move forward very fast. This implies that facts in
individual cases could already be incorrect. As a trend or theme it would
still be likely that impressions overall are correct.

Findings touch not only on Sida on the side of development partners.
As can be read in the report, there are a number of issues that relates to
“donor behaviour”, not least the difference in approach between on the
one hand a number of likeminded European donors and on the other the
two Washington-based Banks. Existing co-operation agreement with the
Interamerican Development Bank and other relations with the World
Bank should be utilised by Sida to bring this discussion further.

Also in relation to both partner countries and likeminded donors
participating especially in the introduction of SWAps and the introduc-
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tion of common budget support matrixes, we would recommend further
Sida initiatives. The need for training on the conceptual framework in
both these areas is substantial and would facilitate the process. Different
from conditions in Africa both these concepts, as well as some related to
PI'M, are very new in the region (at least in Central America) and knowl-
edge limited. Sida has a very special role in this, at least in the three
Central American countries, and it would be fair to say that Sida in
many respects represents the most progressive force of all present actors
in relation to international agreements on harmonisation efforts. This
implies special responsibilities.

The report broadly includes presentations of five different areas:
Public finance management conditions, systems and reforms; conditions
linked to the introduction of sector wide approaches; status and condi-
tions linked to the introduction of co-ordinated budget support processes;
the application of different instruments linked to the introduction of SBS
and GBS and an assessment of what kind of support and capacity con-
cerned Sida country offices would need to be able to manage the day-to-
day situation. In this the participation of different actors will be com-
mented as will the pros and cons of carrying out this assignment as a
regional approach coordinated from Sida-HQ),

Much more detailed descriptions on conditions reflected in this report
could be found in the individual documentation from each individual
mission carried out during the year, available at Sida and each Sida
representation respectively in countries concerned.



Some
common features
In countries concerned

Public finance management systems in these countries are clearly central
oriented with difficulties to find appropriate applications in decentralisa-
tion to lower administrative levels including municipalities, clearly
affecting possibilities to uphold a poverty profile in budget expenditure.
Control features of these systems (further emphasised by the priorities of
international financing partners) are dominating prior to functions that
could facilitate delivery of social services and goods. International co-
operation has for a long period of time been completely dominated by
co-operation through projects only, with a lot of negative implications
following from this (there is an abundance of international literature on
the limitations of project co-operation). From this mental point of depar-
ture both established creditors and concerned ministries find it difficult
to apply the idea of the SWAp, especially since so many of the ministries’
staff actually upholds a livelihood through the projects. Budget support is
so alien that many of the PFM systems have difficulties to technically
register this kind of financial support. One reason behind this situation
might be the fact that external aid historically has represented substan-
tially lower levels of financing of public expenditure than in Africa.
Hence, external aid has never been of the same interest to governments
concerned until recently (with the exception of Nicaragua) when aid
levels have increased substantially through the HIPC initiative.
Pursuing the kind of social agenda and policy that Sida represents in
this kind of environment is very complex. A number of different reform
areas have to be approached simultaneously where PFM, SWAps and
budget support co-ordination have to be defined broadly to include
institutional strengthening and political dialogue, apart from system
application and definition of different instruments and modalities. In this
the link between vertical and horizontal institutional reform also has to
be assured. This report only partly touches on these issues calling also for
a different flow of information internally at Sida and the need for a more
institutionalised co-operation between donors in the region.
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Public Finance
Management Systems
(and some planning)

Features of PFM systems in concerned countries
There are a number of coinciding features when it comes to PF'M sys-
tems in the four countries:

All countries have IFMS (Integrated Financial Management Systems,
in concerned countries called SIGFA, SIAFI, SIAF and SIGMA
respectively) with different levels of quality and different numbers of
attaching applications (like payroll systems, HRM systems, statistic
databases, planning/programming features, and so on) outside the
core functions of budgeting, accounting and payment.

All IFMS 1in all four countries are under reform/improvement of
existing systems/still in the process of implementing subsystems for
the first time. IFMS are everything from 20 years old to still under
implementation. Reform is concentrated on control and core func-
tions through the subsystems of accounting, payment and, with some
differences, internal audit functions. In addition there are also im-
provements of programming and budgeting functions.

All IFMS-systems are gradually becoming more adapted to facilitate
sector needs and conditions through the introduction of e.g. possibili-
ties to individually design sector programme structures. Possibilities
to track and link individual funding to individual expenditure areas
(like a SWAp) even as a cash flow through the government’s treasury
system, have also improved even though this not necessarily repre-
sents something positive. There are also improved possibilities to
present consolidated accounts for individually defined expenditure
areas like a SWAp, irrespective of sources of funding (in this opening
up to identification of costed result indictors in sector programmes).
Still, many sector ministries at the moment use individually designed
applications of budgeting and accounting systems compatible to the
main frame system at ministry of finance but also to their own pro-
gramme and budget follow-up design.

With the exception of Honduras (for some time to come; heavy
resources are designated to reform work), the governments’ payment
functions are sufficiently reliable for channelling of funds in these
countries. This implies that budget support from this point of view
could be disbursed without that kind of fiduciary risk, either as
general budget support or sector budget support. Definition of the
CUT systems (Single Treasury Accounts systems/Cuenta Unica de
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Tesoro) vary between countries but with the exception of Honduras
they now all offer a complete reconciliation of financial flows from all
sources of funding at central level, including government depositions
on commercial bank accounts (not allowed though as depositions in
all countries). The conceptual payment feature of the new SIAFI in
Honduras will more than enough fulfil the ambitions of a reliable
payment system, if and when realised. Some countries have clear
definitions on how to act in situations of liquidity shortage (Guate-
mala, Bolivia) while at least one country (Nicaragua) could not
present this kind of policy earlier this year.

All TFMS reform programmes are funded through joint World Bank/
IDB credits with some external additional funding of individual sub-
areas, mainly defined through action plans following CFAA and
other analyses. Reform is broad, including a number of consultancy
teams in appropriate areas. Actual institutional capacity building in
this could be discussed. Participation from sector ministries varies but
is not normally considered a priority.

Reform is still concentrated to central systems/central institutions.
One prioritised area is to try to make the IFMS host registration of
multiannual budgets.

In all four countries there are initiatives to try to broaden the infor-
mation base in the IFMS to include also lower levels of the adminis-
tration. In all countries this process has signified problems and
difficulties. All IFMS, also the newest and best quality system in
Guatemala, are technically “heavy” systems with some difficulties to
adapt to conditions on decentralised level where information needs
and flows are very different from those of the central institutions
(ministries). In this the Banks in some cases face a situation of conflict
of interest. Through follow-ups of the CFAAs and other analyses the
Banks themselves are part of making the assessment whether the
systems they have financed, monitored and implemented in reform
processes, are successful or not and if they (hence) are the most
suitable to utilise in the process of expansion on a nationwide basis.
This possibly “biased” position of the Banks calls for a complemen-
tary evaluation of the IFMIS-development, irrespective of the exist-
ence of internal control functions at the Banks, for instance through
second opinion analyses or balancing the assessment teams to repre-
sent a more wide range of donors/financiers and viewpoints. The
promotion of the PEFA as a diagnostic tool, acknowledged also by the
World Bank, should also be able to contribute to a broader assess-
ment. The difficulties to cover lower level administration financial
reporting directly through the IFMS also make it difficult to present
fully consolidated accounts for government expenditure.

All four countries are in the process of introducing the MTEL.
Planning and even budget processes are weak, much due to the low
importance given to the planning functions of the governments’
administration during the influence of neo liberalist policies in the
1980’s. The exception in this is Nicaragua where a strong cross-
cutting planning function was introduced during the 1990’s which has
managed to improve matching of external funding and the govern-
ment’s intended expenditure areas in sectors. The status of this cross-
cutting planning function is now challenged through the introduction
of SWAps and the strengthened policy and planning position of the

sector ministries that follows.



— Budget composition today answers in its major part to the result of
annual incremental budgeting during a long period of time. In all
countries expenditure is to a certain extent predestined by constitu-
tional and other legislative regulations, defining the percentage of
financial resources to be allocated to a number of specific expenditure
areas (often regressive like in the cases of several universities,). A
change of budget composition hence does not only require a more
distinct MTEF process but also legislative change, including the
constitutions, important especially from a poverty point of view.
Budget composition is also evidently heavily influenced by agreements
with the IMF (through PRGT facilities) where macro economic
targets often contradict with the needs of increased poverty-based
allocations, e.g. the necessity to increase the volume of salaries in for
instance the education and health sectors. These agreements are also
reflected in government reform policies and programmes in different
countries stipulating maximum resource allocations to e.g. social
expenditure; at least in the case of Guatemala representing very low
levels even compared to those of other countries’ in the region.

— Poverty reduction support strategies (or National Development Plans,
NDPs, sometimes answering to a PRS, sometimes representing a
broader instrument) are increasingly being utilised as the guiding
instrument for allocation of resources at the stepwise introduction of
MTEFs. The “new” IFMS systems under introduction offer technical
features that make it possible to programme expenditure profiles
according to the priorities of the PRSPs. The problem still is that PRS
papers in all countries are too unstructured or unclear in priorities or
objectives to be able to utilise as operational instruments in this sense.

— There is a strong need for viable cross-cutting government institutions
to support sectors in the introduction of new planning and budgeting
features like the MTEF and resultbased management. All four coun-
tries suffer from weaknesses in this field for different reasons: split in
one ministry of finance/one planning function (Nicaragua, Guatema-
la); strong MoF/weak cross-cutting policy function (Honduras); weak
policy documents as instruments to guide the process and to utilise as
the base for formulation of objectives (all four with some exceptions in
Nicaragua); investment based planning instead of programme based
and result based (Guatemala); weak and incremental budget process in
general (Bolivia, Honduras, in some respects all four)

— Almost all central funding of public expenditure in the regular state
budgets (apart from resources to state enterprises and other autono-
mous structures) is registered on-budget, as is almost all expenditure
in all countries with the exception of Honduras (rapidly moving in
this direction though). This implies that the major problem of off-
budget resources at central level, frequently seen in Africa, is much
more limited in these countries even though fragile planning instru-
ments still make it possible to avoid on-budget registration in indi-
vidual cases. A much worse problem is the registration/reporting of
all resources at decentralised levels of the administration, both do-
mestic and external. The implications are that planning and follow-
up of results at central level should become more or less complete
processes at the introduction of proper instruments. At the same time,
lower level processes continue to represent limitations in access to
information on resources. This opens up to misuse of funds and
efficiency losses at the level of service provision.

13



— With the exception of some of the work in Guatemala, internal audit
(government) and external audit (congress/parliament) functions are
surprisingly weak (considering the historic focus on control functions).
Among the reasons for this you may find a certain political resistance
to this kind of control function. Since possibilities to succeed in audit
are heavily dependent on the status and quality of accounting systems
and information produced earlier in the information “chain”, prior
weaknesses in these areas are also likely to have contributed to the
current fragile position of both these audit functions. However,
simultaneously there is also a great need to improve methods in both
areas, to change the conceptual idea of what audit is (a service, not a
punishing instrument that starts at the very definition of the individu-
al expenditure) and expand from financial to include also result-
oriented audits. Internal control functions are gradually improving

through the introduction of new technical support features in the
IFMS systems.

— TFinancial accountability in relation to the legislature is also generally
weak. There is no full presentation of the government’s financial
transaction during the fiscal year and/or a full balance sheet includ-
ing assets and liabilities, presented to Congress. In some of the coun-
tries there is no presentation even of a comprehensive Annual Ac-
counts report to the parliament. No country has a Public Accounts
Committee or a corresponding function at Congress and the possibili-
ties for the Finance Committees to, in practice, function as a scruti-
nising counterpart to government in the regular budget process, are
very slim.

In summary, following the PF'M “chain” from planning to audit, you
could say that the “middle” of this chain is the strongest in these four
countries, 1.e. the current reform of budgeting, accounting and payment
sub systems; to a high degree reflecting the priorities of creditors. Con-
trary to Africa, there is no established tradition of planning with the
exception of Nicaragua and in combination with the introductions of the
MTEF, budget support and SWAps, this area would benefit greatly from
some additional external support, where Sida in collaboration with
others could play a vital role. Institutional support to audit functions
(internal and external) is almost always included in Bank reform pack-
ages following especially CFAA analyses. Still, even today limitations in
these control functions represent much more serious risks than any of the
mentioned subsystems in the IFMS in each country.

A comparison on a number of PFM aspects and additionally some
factors relating to the introduction of the SWAp, are presented country
wise in an annex to this report.

PFM situation in relation
to Sida policy and other international policy
In relation to recommendations in Sida’s position paper on Public Finan-
cial Management (February 2005)', reform work in concerned countries
only in part displays consistency. This comparison only includes system
issues. Other issues dealt with in the position paper are not analysed,
such as capacity building.

It would be obvious that the “joint”/co-operating aspect — apart from
the Banks’ own co-operation, highly commendable in itself — emphasised

1 Sida Department for Policy and Methodology, www.sida.se: The position paper highlights assessment of PFM systems,
PFM reform and the development of international norms
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in the position paper in relation to system analyses, is very limited. Since
the Banks place a strong focus on PFM reform and have a lot of in-house
expertise in various linked areas (including procurement), they tend to
dominate the support to PI'M reform and have more or less complete
control over the whole process from initiation, decision and analysis to
implementation. Information to other development partners concerning
intended initiatives and especially on achieved results, vary between
countries but is improving over all. Sida represents as one partner a
responsibility to comment on this restricted information in areas that
concern all development partners.

The Banks “monopoly” in this area makes it even more important to
uphold the idea of making the PFM analyses/assessments broader through
“second opinions” for a number of reasons The first is that there might be a
general need for alternative technical analyses, since quality of the Banks’
analyses varies (even though they are generally of high standard). The
second reason is the fact already mentioned that the Banks in many cases
have biased interests in the result of analyses, and especially follow-up
analyses, of the progress of system implementation and what alternative that
should be chosen at the introduction of new features in the reform package,
such as roll-out to decentralised levels of the administration. The third
reason is that donors like Sida (and other bilateral Europeans) often represent
historically alternative “entry points” to the Banks in the formulation of what
should be analysed, how technical issues link to other “soft” areas (such as for
instance decentralisation and capacity development) and what should be
prioritised in technical definitions of e.g. budgeting and accounting systems
(such as sector ministry aspects). As a general rule, Sida should seek to carry
out these “second opinion” analyses jointly with other (bilateral) likeminded
(European) donors in the country (in reality rather few to choose among).
The best option would however be — in consistency with the content of Sida’s
position paper on PFM — to carry out the first analyses in joint teams repre-
senting both the government, the Banks and interested bilaterals. However,
no such invitations to participate have been presented to the bilaterals and
no such dialogue has started as of yet.

These diverting points of departure in analysis are also linked to what
diagnostic instrument that should be used, thoroughly discussed in the
position paper from Sida. In the four concerned countries until now not a
trace of the application of FMPPFM (Framework for Measurement of
Performance in Public Financial Management) has been seen. The
CFAA (PER and to some extent ROSC) “mindset” still completely
dominates the structure of the diagnostics, which influences more than
the technical identifications of weaknesses and strengths. In this Sida
could act to promote the FMPPFM, PEFA and other more “platform”
related starting points as prioritised instruments in the analysis.

The Banks’ analyses often need to be complemented with the institu-
tional capacity development aspects. These issues are rarely dealt with in
any comprehensive way in the Banks’ analyses and subsequent action
plans. Some of the bilateral donors have substantial expertise and meth-
ods for this kind of analysis and development, which would complement
the somewhat “hard” PEFA/CFAA assessments with some more “soft”
areas related to human and institutional capacity.

There are very few initiatives to engage the parliament in formulation
of PI'M reform action plans, the way this is mentioned in Sida’s position
paper. In Guatemala the engagement of the Congress in these issues
follows from Sida financial support to different projects. A further
restriction in this is the absence of sufficient and adequate democratic
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and good governance aspects in the formulation of action plans that
touch on parliamentarian reform.

As mentioned, expansion of the IFMS systems to decentralised levels
of the administration is problematic due to e.g. the technical design of
the IFMS at the start. In terms of service delivery aspects mentioned in
the position paper, this really constitutes a problem.

As can be seen from this presentation, and not very surprisingly,
CFAA and other Bank analyses of the PFM area come very close to Sida
policy in the “core” areas of PF'M such as budgeting, accounting and
payment systems. In relation to more “soft” issues like good governance,
accountability aspects at the legislature or service delivery as a priority,
starting points differ. Further, until now there are few examples of joint
analyses missions with the bilaterals and the Banks represented simulta-
neously (even though there have been some contacts on this issue in
Honduras). Sida should act to change this situation.

Recommendations

In relation to the valid and quite recent position paper from Sida on
PI'M policy, it might be worthwhile to reflect on an amendment when it
comes to the issue of “second opinions” on finalised international analy-
ses (especially by the World Bank, the IDB and other multilateral institu-
tions). This is a general issue, though more obvious in Central America,
and could be applied also in relation to co-operation in other parts of the
world. Sida should however in the first place try to improve possibilities
to formulate joint teams and ToRs for analyses of this area as has already
been stated in Sida’s position paper
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General
Budget Support

All countries except Guatemala — a non-HIPC country — receive general
budget support. The modality is fairly new and includes support that by
the provider would not always be classified as budget support (IDB’s
Policy Based Loans). Main providers are the multilateral IMF and World
Bank through the PRGTs and PRSCs (where there is an approved
agreement on a PRS: Honduras and Nicaragua), the IDB and the EU.
On the bilateral side donors like Sweden, Holland and others. Resources
are made available either directly through additional budget support or
through HIPC relief.

Following the introduction of the poverty oriented credits from the
BWI: s, institutional issues from a poverty perspective are supposed to
have a strong position in the conditionality discussion with governments
(even though it would be obvious that the IMF in many cases still link
structural adjustment policy issues to their PRGF; in many cases repre-
senting the main trigger for additional multilateral and bilateral support).
In this, credits from both the World Bank linked to the PRSC and from
the IDB linked to the PBL represent a bulk of conditionalities reflecting
both cross-cutting issues (from legislation to systems) and sectorial (from
analysis arrangements to results). In addition the EU presents condition-
alities linked to their own project areas (as do the Banks) as well as other
issues. The bilaterals in many cases tend to support the PRSC, in this
displaying the opinion that the PRSC represents the lead instrument in
co-ordination efforts linked to the provision of budget support. From
these positions and internationally sanctioned initiatives, there are
processes on-going to establish common budget support matrixes (or
Performance Assessment Frameworks, so called PAF: s) in all three
countries (not in Guatemala) and utilise these as the main policy dia-
logue occasions with the governments on both cross-cutting and sectorial
issues (linked to or even overtaking CG-meetings).

The three countries receiving budget support has obviously reached
different “stages” in this process, making it possible to compare experi-
ences at different stages of development. There are also some common
experiences from the three countries concerned.

In Nicaragua there already is an agreement on a Joint Financial
Arrangement (JFA), established through a common MoU signed earlier
this year by all concerned budget support financiers, except the IDB.
The existence of this document at the same time reflects the IMI7s
acceptance of the macro economic situation and development in Nicara-
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gua even though many indicators represent a worse situation than in e.g.
Honduras.

The natural point of departure for the Nicaraguan budget matrix as
far as the GoNN is concerned has been the National Development Plan
(NDP) a reflection of the previously mentioned strong planning tradition
and the government’s successful intervention during the 1990’s with the
intention to improve matching between external funding of the state
budget and the intended political allocation of public resources. This
position of a strong cross-cutting planning institution (the SECEP) is now
being challenged by the SWAps and the enforced position — also from a
planning perspective — of the sectors that follows.

All parties in the establishment of the joint budget support matrix and
the MoU could be considered to look at this as a learning process:
Internally between different government actors and institutions, the same
thing on the donor side and also in the relation between both “sides”.
The process has been considered a bit like trial and error (first attempt in
the region) and is continuously viewed that way. Although the NDP has
been the guiding document, individual creditor’s and donor’s agendas
are still very much displayed in the final document. There are obviously
too many conditionalities (more than 60) and the list is more a reflection
of what was included in the individual agreements prior to the common
budget support matrix; a very natural point of departure in this kind of
work that needs to be approached stepwise. Given the extension of the
matrix (and individual donor amendments to the MoU) there is still
some distance to cover before the budget support matrix dialogue in
Nicaragua could become a strong instrument for an agreement on a
common view on the general progress of reform

Many of the issues and considerations that formulated the process of
the introduction of a common matrix in Nicaragua, could now be
viewed in a different way in the first steps to establish a corresponding
instrument in Honduras that has just started. Possibly with some excep-
tion, all budget support providers — including the World Bank — show a
clear interest to compromise and adapt to e.g. a conditionality list that
reflects the interest of different parties, at least on medium term. In this,
there might be good possibilities to agree on a common set of bench-
marks that are considered to reflect reform progress and hence trigger
disbursement and avoid a continuation of the relation: individual donor
conditionalities — individual disbursements (also needed to avoid an on/
off situation in disbursements from a macro economic point of view).
Many other issues, like the government’s institutional base, who should
be the co-ordinator on the donor side, the possibilities to formulate
conditionalities based on the GoH’s (poverty) programmes, the need to
identify relevant conditionalities in relation to actual conditions (and not
merely in relation to donor policies), the involvement of the sectors in the
process and many other questions need to be analysed and approached
in the preparation for the common matrix and the MoU. This should be
handled as a coherent programme in collaboration between appropriate
government institutions and a lead/coordinating representative on the
donor side.

Both in Nicaragua and Honduras there is an “established” govern-
ment — donor relation in this area, reflected in the provision of the BWI’s
poverty oriented credits (though it 1s far from decided that these will be
disbursed in Honduras this year). In Bolivia the situation is different (and
was different also prior to the latest outburst of social unrest during the
first half of 2005). Here, discussions between the IMI and the GoB (on
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some major structural issues) for a longer period of time have prevented
the disbursement of the PRGF. Following this, there is no PRSC. A bit
surprising, a number of other multilateral and bilateral creditors and
donors, including Sweden, still have agreed to provide budget support to
facilitate the implementation of the old and the intended new PRS from
the government. This decision is strongly supported by the IMF, realis-
ing the macro economic consequences of the non-disbursement of these
300 Million US$, more or less answering to the country’s annual interest
payments on the national debt. The same attempt to co-ordinate the
discussion on conditionalities linked to budget support has therefore been
carried out also in Bolivia in spite of the “absence” of the BWT’s credits.
In 2004 the first budget support matrix, substantially modified in 2005,
was presented.

However, without the broad institutional and political base that the
BWT’s answer to and the co-ordinated view on institutional reform that
often could be guided by the introduction of the PRSC, the budget
matrix in this case has tended to become a “Mddchen fiir alles” where all
issues that have been discussed between individual donors and the GoB
for years, are included. The result is a list of conditionalities with weaker
sequencing and consistency than normally and at a volume that did not
(and does not) correspond to the institutional base intended to carry its
implementation. These views were presented as conclusions following a
mission under this assignment. Reception amongst donors varied sub-
stantially. Some agreed on the weaknesses pointed out and that the
proposal to limit the intentions to a consistent budget process reform was
relevant and reasonable. Other donors reacted strongly against the idea
that their original intentions were questioned in this fundamental way.

In Guatemala there is no budget support. Given the low ambition from
the GoG (and even more so from the Congress) in relation to social
reform and a reasonable programme of social development, the need to
discuss these issues with the government is even stronger. The result of
the politics so far is reflected in the worst poverty conditions in the
region. The IMF strongly supports the very restricted fiscal policy of the
GoG, in practice preventing even a moderately higher ambition to
formulate a social sector development agenda (based on the modest, but
still unachieved, ambition in the peace accords regarding for instance
tax rate)

These conditions put donors like Sweden in a special position, includ-
ing the responsibility to initiate the kinds of discussions that follow from
the existence of a common budget support matrix. Hence, in an indi-
vidual mission as part of this assignment, the recommendation was
presented that Sweden should try to initiate a process to formulate a
“budget support matrix” without budget support. The initiative was
intended to trigger the first step on the road to donor co-ordination on
tangible programme issues and to present a common donor opinion on
these matters; eventually supporting the government to shift focus and
priority in the political agenda.

Recommendations

The conclusions in the handling of budget support in concerned coun-
tries would be to ensure a process that includes sufficient administrative
resources on both the government and the donor side to be able to
handle all the practicalities of a successful introduction, monitoring and
review of reforms linked to the provision of budget support. In this
institutional, capacity and procedural issues should be integrated and
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attended to as the first steps through the elaboration of a “working list”.
Discussions and negotiations on the actual conditionalities should not be
introduced until the administrative framework has been decided. Topics
to include could be picked from this assignment’s report on the introduc-
tion of a budget support matrix in Honduras from July 2005. The
dialogue needs to cover at least three different dimensions in an integrat-
ed manner: A dialogue on the political development and dimension, a
dialogue on cross-cutting institutional areas, including legislation, and a
dialogue on sector-specific matters.
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The Sector Wide
Approach (the SWAp)

Learning to work in a programme mode

The concept of SWAp and programme support is still very new in the
region. It can bring on many advantages and signifies in most cases some-
what of a break-through in the way of thinking and approaching co-opera-
tion between concerned governments and external financiers of public
expenditure. Apart from the basic conceptual idea that external parties
should submit to and support the governments’ intended policies and objec-
tives (not something completely obvious to all actors involved), there are a lot
of positive spin-off effects linked to the introduction of the SWAps:

Governments are forced to formulate more clear policies and more
importantly, operational plans on both multiannual and annual basis.
Cost and financing analyses of much higher standards are gradually
being carried out as a direct result of the introduction of the SWAps.
Introduction of the MTEF and improvements of the PFM systems are
not completely the result of the introduction of programme support, but
obviously necessary pre-requisites if the financiers are to consider this
modality in co-operation. The issue of functional analysis of the adminis-
tration and the need for capacity building will be highlighted. The sector
administrations will be reinforced, through this enabling the government
to present more relevant and accurate planning documents and result
reports as part of the SWAps. Cross-cutting planning functions with the
governments will regain their position; a very crucial institution in most
concerned administrations considering their relative weaknesses. Other
cross-cutting reform — such as civil service reform or public sector reform
— could be the direct result of the introduction of different kinds of
programme support. On the donor side, the SWAp obviously forces
established external financiers to rethink their policy position in relation
to both the governments and donor colleagues. For both sides the SWAp
process tends to raise questions that skould be of concern to donors/
financiers regardless of aid modality chosen, but many times are not,
such as for instance the need to analyse the general trends of allocation
to and across the sector.

It is worth mentioning that the SWAp also implies risks, especially in
cases where political support for the process is weak, where donors/
financiers do not show enough flexibility in relation to preconditions, or
in other ways substantially deviate from the spirit of the SWAp. Another
example is when one aid modality is substituted for another, before the
negotiations regarding the new modality (such as a pool fund) are final-
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ised. In these cases the process risks getting delayed, workload on minis-
tries increase temporarily, and service delivery may even decrease due to
non-disbursement of funds. Another issue mentioned elsewhere in this
report is the resistance against the SWAp by project managers in PMUs,
who are receiving special project employment conditions. Should this
1ssue not be sufficiently addressed, the ministry runs the risk of losing
qualified staff or create new conflicts/tensions that may delay the imple-
mentation of the sector plan. Further, the introduction of the SWAp as a
planning instrument tends to centralise decision-making, a tendency that
contradicts to the common needs of increased decentralised influence on
this process.

However, all in all, programme support and not least the SWAp
triggers a number of essentially positive processes also in this region that
will visualise themselves already on medium term. Bearing in mind the
novelty of the SWAp as a concept and at the same time the very estab-
lished structures on how to co-operate (through projects with the pri-
mary objectives to disburse and to achieve results within a limited area
without considering the broader perspective of development within the
sector), and with whom, there are a number of constraints linked to the
process that could be worthwhile to include in this presentation:

Most Government and aid agencies are unfamiliar with the concepts
of what the SWAp is and what it means in practice, even though the
same agencies in Africa have already come a long way in terms of SWAp
work — especially what regards internal coordination among donors and
acceptance of the Government as the leader of the process. Many local
representatives are also seemingly unfamiliar with, or for other reasons
unable to act upon, with their own central policies regarding SWAps,
donor harmonisation and budget support. The possibilities for a common
departure are hence limited, since the concepts mean such different
things for different actors on both sides. As soon as a new external funder
(in the respective sector) enters the game there is a tendency that many
things have to start from the beginning again. In addition, in many cases
PFM systems are unprepared for handling programme support — they
are only designed for treasury funds and parallel project funding. Hence
there is until now no technical feature for registering the income as
budget support or sector budget support. This goes for all countries
except Guatemala (who has little use for it at present). The systems are
also not prepared to present consolidated accounts in total or for a
defined expenditure area — another requirement for giving programme
support. As part of the continued work on existing IFMS, these features
will gradually be introduced

Another challenge for the SWAps related to the planning process is
the inability amongst concerned governments so far to transform the
poverty reduction strategies into clear programmes with objectives,
results and activities, hence more operative documents where the costs
for different interventions can be calculated. This is not different from
other regions of the world which have worked with the SWAps during a
much longer period. Planning institutions at ministries are naturally
unprepared to work with SWAps — also structurally. This restriction is
unfortunately further strengthened by a number of misleading concepts
linked to the SWAp being introduced by a group of donors, such as mini-
SWAPps (SWApitos), special “SWAp-units” and special financial manage-
ment manuals (in spite of the fact that most government PI'M systems
could be used directly to support the SWAp in most countries con-
cerned). Sida has, as part of this assignment, promoted hands-on support
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to planning functions in a number of concerned sector ministries in the
elaboration of different key documents: a seemingly fruitful process for
both sides. This type of support is recommended to continue in some
way also in the future. The possibilities to succeed in this work are
complicated by the split up of the planning and budgeting functions
within ministries. This kind of “hands-on” support should ideally be
organised by the ministry and a joint group of the concerned develop-
ment partners.

In several cases large parts of the identifiable sector are deliberately left
outside the definition of the SWAp and the resource allocation to this part
of the so called “sector”. This is a serious constraint in relation to pro-
gramme support, as well as the sector programmes dynamic interrelation-
ship with the MTEF (necessary for a sustainable sector programme).
Without possibilities to prioritise within the sector and between sectors, the
coherence of the policies is jeopardised, and thereby the long-term results.
Accountability is also reduced by these “partial” SWAps.

There are also clear signs of a continued project mindset from the
governments and from individual donors in SWAp work. This is most
clearly reflected in the fact that a number of donors still arrive to the
negotiation table with a number of their own (policy-based or locally
introduced) technical and content prerequisites, which can deal with
anything from the structure of the sector plan and the reporting docu-
ments, to defined eligible expenditure and the frequency of reports or
cross-cutting safeguards. Some donors are still more interested in con-
trolling their own “hub” of investment, rather than accepting the funda-
mental idea of the SWAp, to safeguard progress in sector development.
As a result, in one example, the implementation process of the multian-
nual plan came to a complete halt for many months. Whether this is a
reflection of contradicting policies among these donors, or whether it is a
sign that headquarter policies are not known/being followed in the field,
is not fully clear. Another evidence of the prevailing project mindset is
the desire to set up separate management units for the SWAp in con-
cerned ministries — as were it something different (a project) from the
sector and its plan. Difficulties to — in reality — move from “project
thinking” applied on the SWAp, to the fundamentals of programme
support are also reflected in grave control instincts with some donors.
Even though the SWAp distinctly represents a planning instrument,
these actors continuously concentrate on each and every perceived
weakness of the PFM systems, i.e. controlling the financial resources
tends to be more in focus than systems for planning and follow-up of
objectives and results achieved

The very established project mindset is also seen at the ministry side.
One example is that the MoF in some of these countries continue to
present separate reports to each donor — although this is no longer
requested. Another is the inclusion of features in the new IFMS systems
which allow for pooled fund donors to see exactly what their individual
funds have been used for — although this contradicts the whole idea of
having a pooled fund agreement in the first place.

Another problem with the SWAps is caused by the fact that certain
important external financiers with a strong presence in general in these
countries, often do not participate in the preparation, implementation
and follow-up process of the sector plan in the same way as the others.
This is for instance true in the case of the IDB in EFA in Honduras, and
in health in Nicaragua. Although the organisation tends to sign the
harmonisation documents, in practice it continues to work in parallel
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with its own programmes/projects outside (many times as a result even in
direct contradiction with) the spirit of the joint agreements. This may be
due to several reasons, among which the combination of unofficial
disbursement targets and slow processes in agreeing on a pool fund
mechanism for transfer of funds to the sector programme, makes it
difficult for the Bank to follow its own policy intentions. Another reason
could be the fact that they run the risk of criticism for certain failures in
service production/delivery if programmes they have been supporting
for a long time suddenly do not receive funds during a transition period
of negotiating the conditions of a joint financial arrangement. No matter
the reasons, this is something that needs to be brought up in the dialogue
with the concerned actors, should this “parallel” approach to pro-
gramme support continue. In this it would be important to understand
that a continued support to projects will continue to undermine the
necessary base for the full introduction of the SWAp some external
financiers themselves are seeking as a pre-requisite to participate. Fur-
ther, it would also be important to recognise the possibilities to always
participate in some procedures such as planning and budgeting, even if
agreements on funding mechanisms have not been made

The administrative HR capacity is high in most of the planning
institutions in the four countries. The persons in charge are normally
well educated, driven and highly motivated to make the sector work
adequately, and ensure that results are achieved. This is the case, in spite
of the lack of visible political leadership and ownership of the process in
some countries. Planning and financial administration staff (budgeting,
planning, accounting etc) is often very much involved and has a good
understanding of the dynamics in the sector. In terms of systems support,
the finance administration departments tend to be very advanced in
comparison with the planning and monitoring departments since PFM
reform, as already explained, has been given the main priority by the
main external financial contributors to sector expenditure.

However, many of the persons in charge of key functions in these
departments (both financial management and planning), are consultants
funded by either of the Banks. Many of these persons have been on
project-linked contracts for many years, perform a line-duty position and
are very competent and dynamic. At the same time they are naturally
often loyal to the projects (and financiers) that pay their salaries. This
creates a difficult situation of conflicting interests for these individuals.
How many of these persons would be able to keep their job — or their
project salary — in a SWAp environment where specific project coordina-
tion units are no longer needed? On the positive side this situation means
that ministries have been able to keep a lot of qualified staft that might
otherwise have gone to the private sector, had the remuneration been
different. Nevertheless this is an issue that needs to be dealt with and
discussed seriously when introducing a SWAp. Another discussion linked
to this is the long term donor-funded technical assistance provided to
ministries, that many times has been providing backstopping functions
rather than knowledge transfer. These aspects are essential to include
when making capacity assessments as part of the SWAp-preparation.
Only focussing on what training is needed for each department will far
from solve the capacity challenges of most ministries.

The confusion regarding the concepts of the SWAp, the CoC and the
MoboU respectively is brought up elsewhere in this report. However, the
severe lack of understanding of these concepts and the subsequent
possibility for certain actors to hijack some of the SWAp concepts for
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their new project funding (with a contradictory result from those aimed
at through a SWAp), is a serious threat to the process and may risk its
backlash.

Recommendations

Sida should take initiatives among the donors and the creditors that can
ensure more of a common understanding/platform between the different
actors that currently use the SWAp concept in substantially differing
ways. Some of the messages currently being spread contribute to creating
the image of SWAp as yet another project that needs it special manage-
ment unit, special financial management manual etc needs to be contra-
dicted through different kinds of seminars and training occasions. One
way of creating this kind of platform is to invite governments/adminis-
trations and donors from the region to seminars to discuss the concept
and approaches of different countries in relation to programme support.
In each country there is a distinct need for continued presentations to
both donors and government institutions and hands-on work in collabo-
ration with government agencies, first and foremost the planning entities
of the sector ministries.

Sida should also take initiative to more of training for all the actors
involved regarding budget support, sector programme support and their
linkage with PFM and cross-cutting reforms. The PFM course organised
by Sida in Nicaragua in May constitute an important contribution in
this, especially when complemented with more real life cases and practi-
cal discussion on the modalities of programme support under individual
conditions. Training also needs to include the legal department and
other departments directly involved in the process of giving advice or
making decisions at Sida Stockholm, and ideally also include their
counterparts in other development agencies.

The WB in its SWAp policy recognizes the additional workload it
means from the donor/creditor side to work in a SWAp in comparison to
a normal project setup. This fact seems to not have been sufficiently
acknowledged by other donors, neither Sida nor some of the other
bilaterals in terms of necessary resources in the field and/or in terms of
necessary training of field staff. Another issue to raise both at the embas-
sies and from Sida headquarters is the importance of maintaining a close
dialogue and mutual support and advice between the sector programme
officers and the economists at the embassies, as well as a strong methodo-
logical and practical (constructive) support from headquarters to the field
staff regarding all these matters. The headquarter staff has up until now
not sufficiently understood how critical the situation is and how much
more support both in terms of manpower and methods that is needed to
ensure success in the field. This is especially valid for a donor like Sida
who has taken on a leading/coordinating role in many of these processes
in the region.

More detailed views on the on-going introduction of the SWAp in the
four concerned countries could first and foremost be found in the reports
“The SWAp in the health sector in Nicaragua: Some comments to the elaboration of a
MoU for pool fund donors, to the Annual Work Plan and to cost and financing
analyses in the Five Year Plan™, June 2005 and “The SWAp in the rural sector in
Nicaragua: What is missing”, June 2005 and The SWAp process in Honduras:
Development and what is continuously needed, September 2004.
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Instruments

The Code of Conduct and the Memorandum of Understanding
The two key documents in the SWAps are the CoC and the MoU. The
general intention of these agreement documents is to co-ordinate,
streamline and/or align parties concerned into a common structure of
institutionalised procedures, recognition of a common legislative frame-
work, recognition of the government’s sector plans and programmes as
the common base for engagement in the sector and the use of common
planning, budgeting and financial management procedures and systems.
An ambition to gradually move towards following governmental proce-
dures and utilising governmental systems only, is normally expressed in
these documents.

The CoC concentrates on the nstitutional and procedural basis of en-
gagement in the SWAp and its implementation instrument: the opera-
tional sector plan. External financiers to the plan are obliged to submit
to the plan and its priorities (following this also to the agreed and de-
cided policies and objectives of the government in the sector) if they want
to engage in the development of the sector. The ministry is defined as the
leading and responsible body for the implementation of the sector plan.
Often principles of alignment are also expressed in the CoC. Implica-
tions of this could be the halt to continued bilateral arrangements be-
tween the sector ministry/the government and an individual external
financier who has signed the CoC. This could touch on issues such as
individual missions (no longer possible without consultation), individual
TA (same thing), individually agreed funding or individually agreed
priorities and sequencing of activities (that do not coincide with the
sector plan and joint agreements on the annual work plan).

The MoU is normally a document concentrating on fiduciary issues and
in most cases in reality all steps of public finance management. In (too) many
cases you also find that the MoU regulates issues of concern to all actors
in the sector; issues that hence should be regulated in the CoC (since the
signatories of the MoU always represent a smaller group of external
financiers than those that sign the compulsory CoC). This is unfortunate
and in most cases due to the fact that external financiers signing the
MboU together represent the major bulk of external money to the sector
plan. This financial upper hand gives leverage to the (unfortunate) idea
that issues that in reality concern everyone in the sector, all the same
should be regulated in the MoU (not seldom indicating a duplication of
these regulations and the work for the government).
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The work with the MoUs in the SWAps has been greatly helped by
the existing Nordic+ JFA template, since it provides a joint internation-
ally accepted platform for this kind of agreements. Although this instru-
ment has a tendency to be over-regulating in relation to what is reason-
ably needed, it provides an adequate structure and transparency to the
process that is of vital importance to all parties.

PFM situation in concerned countries and Africa respectively
Since PFM systems generally are relatively much better in the four
countries concerned in comparison with most countries in southern and
eastern Africa, from an administrative point of view the possibilities to
make programme support work are substantially higher. This for in-
stance means that the CoC in general, and the MoU in particular, are
able to, to a much greater extent, refer to already existing PI'M systems
as the ones to be used in the provision of programme support, than is the
case in many African countries. Hence the prerequisite lists presented by
some donors regarding what kind of special reporting and features that
are expected to be at hand for them to be able to disburse funds through
government systems, are in some cases very difficult to understand, since
sufficient safeguarding of the resources already is at hand or is being
installed. Great efficiency losses are in these cases instead caused by over-
cautious behaviour from the donor side, rather than through shortcom-
ings in the PFM systems. As a comparison it is interesting to observe that
several donors that hesitate to disburse programme support money into
relatively stable and feasible PFM systems in the concerned countries,
without hesitation have done the same thing through PFM systems in
different African countries, 1.e. given support through systems that are
much worse off.

Legality of documents

Neither the CoC nor the MoU are legal documents in the same way as
for instance the bilateral agreements between one individual government
and one external donor/creditor concerning co-operation in general or
in a specific area. This, in the eyes of some donors/financiers, makes
them easy documents to sign, since it still is possible to refer to the
bilateral agreement as taking precedence in the case of a conflict be-
tween agreements. On the other hand experience shows from different
regions of the world that both the CoC and the MoU put a strong pres-
sure on donors and constitute a good support to the Ministries/Govern-
ment in terms of pushing the harmonisation and SWAp/budget support
agenda forward (seemingly with the exception of the IDB in several
cases). The legality issue of the MoU has been brought up recently since,
among others, Sweden in some cases no longer includes all detailed
information in its bilateral agreement, but instead refers to the MoU as
the document regulating the programme support. This reference then
gives the document a legal status.

In the process of elaborating the MoUs and CoCis, the comments
both directly from bilaterals in the field, as well as that of legal depart-
ments and other experts at the central office, often clash with the inten-
tions behind a document such as a MoU. While official policy speaks of
donor harmonisation and coordination, comments from donor repre-
sentatives and their legal departments in many cases seem to be based on
a project vision of things, where there are still only two parties at the
negotiation table — the donor and the ministry, i.e. the old project set-up.
There is further a tendency (as described above) of wanting to include all
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aspects covered in all other agreements in the MoU as well. The com-
ments coming from these entities do not seem to take into consideration
the exact role of a MoU as regulating only the joint financing mechanism
as long as there is a CoC as well. Further, they aspire to go into a very
high level of detail.

IFMS reforms in concerned countries are, as mentioned, moving
ahead rapidly. This implies that pooled fund donors of different sector
programmes (and preferably other external funders of sector support as
well) gradually should be able to move to using national systems and that
agreements regulating parallel systems for issues like payments, account-
ing, procurement and other related PFM issues are subsequently termi-
nated. However this requires understanding, as well as close monitoring,
of these systems which calls for regular presentation of reform progress
from involved parties (the governments and its financing partners) to all
other involved parties.

In this context, the issue of so called basket funds or pooled funds
should be mentioned. These concepts have different meanings in differ-
ent parts of the world in development assistance. While a pooled fund
arrangement in Nicaragua for instance, indicates a resource designated
specifically for a sector (or even a number of eligible expenditure in that
sector) that very well could be channelled through the government’s
treasury system, a pooled fund in most African countries would indicate
a by pass of cash flow outside the government’s systems (this could also
be the case in Central America at the example of the EFA-FTT in Hon-
duras). Basket funding however would normally indicate some sort of
joint funding arrangement with the intention to merge cash flow, inside
or outside government systems. Due to the higher standard of PFM
systems in concerned Latin American countries, there are good opportu-
nities to utilise government systems (in most cases), thereby in fact
putting more recognition to the registration of individual funds (as
designated for a specific purpose) than the fiduciary risk of the cash flow.
This signifies a different situation compared to Africa.

A country wise presentation of Swedish involvement in SWAps and
comments in relation to that can be found as an annex to this report.

Recommendations

The sector ministries when working on a Code of Conduct or a MoU for
a joint financial agreement need some neutral/independent (not linked to
any specific donor agenda) advisory/'T'A support in the process, that
concerns itself with the ministry’s/government’s perspective. This sup-
port should be able to work also with the nitty-gritty of elaborating the
guiding documents for the SWAp from the sector’s perspective, and
ensure that the sector in the MoU commits only to those things that are
possible for it to accomplish, i.e. that agreements made are consistent
with existing resources and capacity.

For the drafting of the MoU exists a good, although somewhat over-
regulating, template from Nordic+, officially adopted by a number of
bilaterals, that can be used. Its structure provides for much more trans-
parent and understandable MoU documents, than the ones elaborated
without considering the template. However, donors should not feel bound
to use its every paragraph, but try to make the document as simple as
possible. For the CoC no template currently exists, although this could
be a useful tool in the process as well.

It might be worthwhile sacrificing some of the simplicity to ensure
that also the Banks are able to participate in a MoU. However, if their
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comments/proposals prove to be in substantial contradiction with the
original purpose of the document (as in several cases during this assign-
ment) it i3 better for the bilateral group to move on with the signing, and
then hopefully (and most probably) the Banks will eventually want to join
as well. It is important that the negotiation time for the MoU is not
underestimated (considering HQ) comments etc), and that transitional
mechanisms for funding to the sector are ensured while it is being negoti-
ated. There is no point in rushing into an agreement, jeopardising
important principles of the SWAp, just because of time pressure regard-
ing disbursements.

One important lesson learned is that the Code of Conduct needs to be
signed as first document, in order to have a basis for the further work
with the SWAp. The CoC provides the necessary regulative framework
for the future harmonisation and dialogue within the sector for all actors.

Ideally the process starts with training for all actors involved, so that
all are able to separate the CoC and the MoU, and refrain from over-
and double-regulating certain issues in the process. Training is just as
important for donors as for the sector ministry, and for the headquarters
as well as the field offices.

For the donors/creditors not able (or not willing) to sign these docu-
ments, mechanisms for dialogue must be ensured where they are included.
An open discussion around the future for some of the multilaterals, whose
participation in the sectors is threatened with the SWAp, needs to be held
both within Sida and in relation to other donors and governments.

It would also be important to ensure that the sector ministries desig-
nate sufficient (HR) resources for the government’s planning process.
This should normally be a pre-requisite from the donors at the occasion
of the SWAp agreement (additional to all other basic requests to make
the SWAp work, from institutional set-up of decision-making bodies to
annual review occasions).
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General bottlenecks
and challenges

The four countries also represent some common structural limitations
that might be valid for other parts of Latin America as well (and in some
cases for other regions of the world) that influence the process of intro-
ducing and working with programme support. In this chapter some of
these issues are presented.

Government-Congress relationship and budget process

One challenge in the provision of programme support to these countries
1s the relationship between the Government and the Congress. Whereas
several countries in Africa have governments with a strong support in the
national parliament, the four main interest countries for Sida in Latin
America have a much weaker position in relation to their respective
congresses. The same conditions are valid in relation to certain interest
groups such as for instance the national trade unions and other groups,
reflecting a much more articulated civil society than in Africa. Especially
the very odd relationship between the executive and the legislative
branches of the state, makes it much harder to drive a coherent and
necessary reform agenda forward, since initiatives are often blocked on
political grounds only, budgets changed by congress without previous
dialogue with the Government and without even political logic. The
whole budget process is also far from ideal in several of these countries,
since e.g. additional allocations to sectors could be approved during the
budget exercise directly by congress, without any necessary coherence
with overall existing resource restrictions. The non-inclusion of some
donor funds in the overall budget is also contributing to complicating the
overall resource allocation between and within sectors although this is
becoming a diminishing problem at the introduction of improved IFMS
systems. The congresses in several cases also have limited capacity to
seriously analyse for instance the budget proposals presented by the
government: a severely limiting circumstance in this relationship.

Legislative restrictions on the budget process

The possibility to allocate state budget resources in a relevant way is
fundamentally hampered by the fact that a substantial part of available
state budget financial resources already are defined as predestined to
certain expenditure areas in the constitution, or in regular laws.. This in
itself contributes strongly to a regressive allocation of limited resources (due
to the low tax ratios) to be distributed in a far from efficient or adequate
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way 1n relation to the poverty reduction agenda and in relation to interna-
tional social commitments all of these countries have signed up to.

Government changes/political instability

The uncertainty in terms of frequent changes of government (or parts of
government as ministers in some sectors are changed several times per
year) is another aspect which makes donor representatives sceptical
regarding what can actually be achieved. The tendency to have spoils
systems, 1.e. that the administrative functions are also politically control-
led and key persons on this level also exchanged as administrations
change after elections, is a factor that contributes to this scepticism.
However, both the initiatives to provide sector programme support and
budget support, as well as the introduction of M'TEFs in several of the
countries, should be able to contribute to an improved continuity in
“Institutional memory” at ministries. The same goes for the IFMS
systems being introduced. They should also encourage stability, since
their built in control mechanisms and ways of organising work should
maintain a certain way of working that does not change much as instru-
ments, no matter under what political leadership they serve. Also, the
fact that these countries have signed certain international agreements
(such as the Paris declaration and the MDGs) should be ways of ensuring
certain stability. In at least one of these countries the importance of
changing the civil service act to ensure continuity in the administration,
has been included in the priority benchmarks discussed in connection
with the provision of budget support. All in all, these different factors
together should contribute to increased stability in the political environ-
ment, even if this process most likely also in the future will include
volatile decision-making procedures.

In this context it is also important that (bilateral) donors support cross
cutting reform initiatives, which the sectors and any programme support
are dependent upon, such as civil service and IFMS reforms, in the cases
where these reforms do not have sufficient funding from the Banks.

Importance of political leadership

The substantial volatility on the political scene is also important to keep
in mind in relation to for instance a SWAp process. It is easy to get
carried away with a technical process where the technical staff of the
ministry moves ahead but where the political level is not sufficiently
involved. It is therefore important to ensure the introduction of mecha-
nisms where the political leadership is encouraged to become engaged
and regularly updated on the development of the SWAp. This can
happen both through the politicians involvement in the institutionalised
decision making groups of the SWAp (and the ensured regularity of these
meetings), and through complementary briefings by the technical staff,
where the procedures in the health sector in Nicaragua is an excellent
example of this.

Limited social agenda

and focus on international development commitments

The social development (poverty reduction) agenda of the governments
of these countries is based both on international commitments like the
millennium development goals and self-imposed social ambitions. From
this follows a tendency from governments to in some cases prioritise the
objectives set in these international declarations, with the intention to
meet only these specific targets. This is for instance reflected through
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decisions to prioritise limited areas of intervention that are likely to have
an impact on the outcome of these specific indicators, rather than influ-
encing a more broad social development based on several parameters
that interact. This approach obviously risks undermining the develop-
ment as a whole within these sectors.

Less external aid in the budgets

- but with relative importance

A positive difference from Africa in countries concerned is the much
lower aid dependency in general (also unfortunately linked to the lower
social ambitions and the very low tax ratios). This is very positive in the
sense that these governments are less dependent and take a stronger
stand in relation to the donor community than is the case in many
African countries. At the same time, this small part representing the
external funding is important to any reform-interested government, since
much — almost all — of government funds already are tied up in salaries
and other non-flexible expenditure (see section on constitutionally
regulated expenditure). Hence the external funding is important for
other things like investment, other recurrent expenditure (besides sala-
ries) and not least additional poverty related spending. This means that
donors/creditors thanks to these marginal additional resources can have
a good negotiation position, provided that the availability of these funds
is related to a coordinated poverty reduction agenda. The importance of
donor financial contribution should hence not be underestimated, irre-
spective of its limited part of total expenditure.

Positioning of the World Bank & IDB

The World Bank, much due to the relatively stronger policy position of
the IDB in the region, plays a rather different role and has relatively less
influence over the policy making processes than is the case in for in-
stance Africa. This is another factor that influences the SWAp process
and the process to co-ordinate the provision of budget support. Without
the support to these processes from the IDB, not only on paper but also
in practice, the process of SWAp implementation will be more difficult,
for instance in cases where parallel processes of planning, reporting and
evaluation missions are upheld alongside the SWAp ambitions. This is
much due to the fact, as mentioned earlier, that the dialogue attention
from the government is (unfortunately) normally focussed where the
major amounts of funds are placed. Further, as a result of the existence of
both Banks on the scene, the WB’s PRSC does not play as dominant a
role as the same instrument does in other parts of the world. This some-
what less important position is also emphasised by the fact that the IDB
allocates as much, or sometimes more, funds than then WB to these
countries. The collaboration between the two Banks is however very
strong in many aspects and they do tend to either co-finance reform
projects, or “divide” areas of financing.

Both Washington-based banks have elaborated central policies on
programme support, SWAps, donor harmonisation and other issues that
in many cases not are applied fully in the field. The Banks’ policy docu-
ments recognise the need for government ownership and leadership, the
use of national systems as far as possible, the need to adapt the internal
bank systems/procedures to support the harmonisation process with the
rest of the donor community, in terms for instance using the same plan-
ning and follow-up instruments, as well as financial management and
procurement regulations. However, in some aspects it would seem as if
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the Banks have not yet “landed” regarding the implementation of these
policies at their local representation, since they on an individual country
base could be found to operate quite differently from their own policies.
One example of this challenge is the procurement procedures model
developed by the Banks themselves. Another is the WB template outline
for a financial procedures manual for any pooled fund, which although
stated in its introduction should only be used in the cases where no such
manuals exists for the Governments own system, still is being treated as
compulsory in several sectors where the Bank is involved. In practice this
creates a substantial overload of procedures instead of the intended
simplification of the same.

It is hard to say what the main reason is why there in some cases is a
difference between the Banks policies and practice in these respective
countries in Latin America. One explanation could be that these policies
still are new, hence they might still be unknown locally. Another historic
reason could be the difficulty of breaking the habit of utilising the
bilaterally very privileged position in relation to the government and
administration (due to the amounts of funds represented) prior to the
“arrival” of the bilaterals. Some problems seem to include a certain lack
of coherency between current policies and factual agreements. Incoher-
ency between policy and current action may be due to current loan
agreements having been signed several years ago. These may not follow
the new SWAp policy, but will with time be substituted for new ones
more in line with new policy documents.

The lack of an MTEF

- an important general bottleneck in all the countries

One major bottleneck in all the countries below is the lack of an effective
MTEF, with a transparent and dynamic interaction between the plan
(and its expected results) and the budget, as well as clear and predictable
criteria for allocation of resources between and within sectors. In all of
the countries, there is still a limitation as to what extent it is possible to
reallocate funds based on new priorities, there is a weak (or not existing)
legal base for multi-annual budgets, the link between the MTEF and the
results-based management reforms is also weak. This is a vital issue to be
raising in existing dialogue fora with the government, to ensure that the
operative multi-annual sector plans are actually based on solid figures
and that there exists some kind of guarantee regarding the government’s
financial commitment in relation to the sector, and that this commitment
is based on relevant policy decisions and accurate calculations. Just as
important for a well-functioning MTEF are the timely and predictable
pledges from the external financiers of the Government expenditure
programme.

Recommendations

Many of the above mentioned issues are important challenges for the
donors since each and every one of them constitutes a risk factor in
relation to programme support. They must all be carefully considered
when assessing budget and sector programme support. Solutions for Sida
include the inclusion of vital reform on the common dialogue agenda,
and defining minimum levels of government financial contribution for it
to be worthwhile for Sida and other donors to participate in a sector
development. The mere substitution of internal funds by external ones
for achieving good figures on the MDG indicators, is perhaps not the
best way to spend donor funds. However, as described in the annex to

33



this report, exceptions exist and in some cases these investments might
be justifiable provided that they “buy influence” at the dialogue table
and thereby a chance to affect overall social allocations in the future.
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What Is needed at
the local Sida offices

(and at Sida HQ)?

Support/help required for practical work and dialogue

In general, there is still too little awareness at Sida HQ) of the workload,
or the difficult process management and dialogue in relation to primarily
other donors but also in relation to the ministries, which the programme
officers and other embassy staff are facing as a result of the introduction
of programme support. Additionally, there is a lack of understanding of
what the process means in practice, as well as what it means for Sida’s
way of working at home and in the field. Based on experiences from this
and previous assignments we would recommend the following:

— Initiatives regarding training in PFM and programme support, could
possibly be made even more relevant by adding examples and region-
al case studies, and make a link to the daily work situation at the
embassies, where the PI'M related issues come up in relation to
assessments for programme support, for instance when deciding upon
to what extent national PFM systems can be used or not.

— There is a need to substantially enhance the knowledge of the concepts
of programme support, budget support and PFM with many of the
Sida HQ) programme officers (as well as to a lesser extent in the field),
as well as key advisors and decision makers such as the legal depart-
ments (who give inputs to documents such as CoC & MoU) and deci-
sion-making bodies, both conceptually and practically. This is an on-
going process that should be strengthened. The current capacity at Sida
HQ) in these areas is also linked to more fundamental structural issues
in the resource relation between the HQ) and the field that are not part
of the ToRs for this assignment. Still, the issue of division of HR
resources between the HQ and the field deserves to be mentioned.

— It would be important to ensure that sufficient time is allowed for the
HQ programme officers to participate in annual reviews of pro-
gramme support implementation and other key occasions. This in
order to both be able to give methodological support, but also to be
able to discuss the implementation issues with other bilateral and
multilateral donors internationally (see below).

— Sida HQ needs to continue to support these processes through interna-
tional dialogue with other bilaterals and multilaterals regarding the
development of PI'M systems and programme support in several of
these countries. The cases of obstruction/incoherency in relation to the
SWAD processes by some donors/creditors, need to be raised not only
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in the recipient country, but also on a more general level with each
agency, as well as in international fora where harmonisation is being
discussed. This is for instance the case with the donors/creditors that
are currently not following their own policies regarding SWAps.

The option of bringing in consultants (or other relevant external
parties) to the Project Committee meetings to make briefings, or
respond to specific questions of technical nature, (for instance state of
PFM systems, cross-cutting reform programmes of relevance to the
decisions on Sida programme support etc) should be considered/
discussed. This could be a way of complementing the information the
committee has regarding these matters before making a decision.
Additional training of the members of the project committee should
also be considered for it to be updated on the development of concep-
tual issues linked to programme support.

Sida objectives could also be enhanced by joint efforts between HQ) and
the field offices to organise further training/dialogue events and discus-
sion forums regarding SWAps, budget support and related PFM issues
in these countries as international seminars where other donors as well
are invited. The issue of institutional capacity development in relation
to these issues should also be highlighted in such events.

The PFM manual for the field staff about to be elaborated during
2005 should further ensure that the embassy staff in these countries is
better prepared regarding the things to be included in a PFM assess-
ment in relation to programme support.

HQ (not only Sida but all donors) further needs to discuss the priori-
ties when introducing a SWAp. Certain issues are more important in
the beginning of the introduction of a SWAp than others. These
include ensuring that the multi-annual plan is coherent and compre-
hensive, initiating a process of donor coordination through the
introduction of the CoC and formulation of the institutional set up
(the SWAp working group etc). Other issues of more content and
cross-cutting nature, cannot be emphasised in the same way initially
and not in the context of the relevant documents in the first phase.
Sida HQ staff can help by ensuring that priorities are discussed, that
adequate solutions to this conflict are found and that Sida can be a
good example in the field by not demanding an overload of prerequi-
sites in relation to these issues.

Sida HQ also needs to ensure that in its methodology work and in
other ways of communicating with the field (f ex job descriptions and
preparations for field postings), the collaboration between the em-
bassy economists and the programme officers of the sectors (health,
education, agriculture, water etc.) is structurally emphasised. Cross-
cutting and sectorial issues are getting increasingly interdependent in
a programme support mode and it i3 vital that the two positions
support each other in terms of specific knowledge in their respective
areas, in order to ensure a coherent and constructive dialogue with
the government and other donors.

Finally, the support regarding capacity assessment issues should be
strengthened. A lot of the issues related to SWAps, budget support
and PFM enhancement, cannot be analysed in isolation but needs to
be dealt with together with the institutional capacity development.
This part is often neglected in the analyses made by other actors and
there is need for this to be brought forward as one of the main issues
together with PFM systems to make a SWAp work. Sida needs to



ensure that this capacity development expertise exists within the
organisation, as well as externally.

What internal/external

capacity/support functions would be helpful?

First and foremost there is a need for additional (sent out and local)
manpower at the embassies to handle programme support engagement.
In some embassies there has until now been one programme officer
dealing with several sector programmes at the same time plus some
projects. This does not represent a sustainable situation, especially
considering the leading role Sida is often playing in pushing the SWAp
processes and the joint financing mechanisms forward (getting the CoCis
and the MoUs signed, agreeing on the plan etc). A minimum indicative
figure would be to have one programme officer per sector, in some
situations more, depending on the context. Taking on the responsibility
to co-ordinate a budget support group amongst donors, is also likely to
require both programme officer and economist staff, but also substantial
additional administrative resources.

Just as the PFM initiative at Sida has included the introduction of an
external consultants’ network, perhaps something similar could be done
for the area of programme support, where experiences can be shared and
thematic discussions on methods development and other issues can be
ensured. In this, it should be recognised that there already is an internal
programme support group at Sida.

A regular, more in-depth, training course relating to all the three
issues: PFM, sector programme support and budget support, for pro-
gramme officers and economists should be introduced linked to the
manual on PFM and PFM related issues to be elaborated and previously
mentioned. The course should deal with programme support (responsi-
bilities at HQ) and in the field), project support and regional/thematic
support through multilaterals.

Sida could also encourage new solutions to long term TA in relation
to the ministries that need this support at the introduction of different
kinds of programme support. Ensuring TA not linked to the biased
agenda of any specific donor would be a way for the ministries to
strengthen their ownership and thereby the process to move forward on
their conditions. One possible set-up for this could be the longer-term
placement of less senior consultants/experts in the ministries supporting
the processes full time, combined with a more experienced consultant
coming in for monitoring visits regularly.
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The management of
the assignment

The assignment to support the analyses of PI'M systems and the intro-
duction of programme support in these four countries, has been carried
out as a co-ordinated initiative from Sida’s Regional Department on
Latin America instead of individual assignments initiated and contracted
by the individual embassies/Sida offices in each country or individual
programme officers at Sida HQ). Moreover, the assignment has also
included a one year on-the-job training course of a junior consultant. In
the following some advantages and disadvantages of this arrangement
are presented.

Advantages

The assignment of working in parallel in several countries has been very
useful for seeing patterns and being able to compare the political and
economic situation, the actual reform processes dealing with PI'M, and the
challenges regarding implementation of different programme supports.

The fact that all countries have IFMS reform processes underway
and represent different stages of introducing SWAps and budget support
(with the exception of Guatemala), has provided a great opportunity for
learning by different actors: Sida HQ), Sida local offices, the consultants
and ministry representatives. The knowledge/experience from one
country in relation to others in the region is to some extent more applica-
ble, since the contexts and problems faced in many aspects are similar
(again to some extent with the exception of Guatemala). This knowledge
should now be transferred into tangible methodology improvements by
Sida HQ responsible entities.

Additionally, the possibility offered through this set-up of simultane-
ous analyses of macro conditions, assessments of government cross-
cutting functions (Mol planning institutions, and reform secretariats),
analyses of the PFM systems, the budget support processes and sector
programme support; down to the nitty-gritty of sector issues (planning
documents and processes, IFMS applications and donor harmonisation),
has defined a unique opportunity to provide support, information and
relevant analyses in relation to both governments and embassies regard-
ing these processes that would probably not have been possible to achieve
through an individual country by country approach.

The fact that both the budget support and SWAp processes are rather
new in the countries, and that donor and ministry coordination mecha-
nisms are substantially less developed than in many African countries,
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has also provided an opportunity to influence these processes at an early
stage. Several of the individual missions have therefore represented a
relatively big impact in relation to the time and resources invested in
each mission.

The additional activities linked to the overall assignment, such as
writing this final comparative thematic report, seminars and presenta-
tions based on the experience in the region, should be considered a great
advantage, and something worthwhile doing also in other similar con-
tracts/assignments, as a follow-up for this region and for other parts of
the world as well.

Another part that has been satisfactory (for all parties involved as far as
we have understood) has been the close collaboration with various minis-
tries in the SWAp process, where the needs defined by the ministry repre-
sentatives have been met to a high degree in a very tangible day-to-day
cooperation between the ministry and external expertise. Work has been
identified and defined based on these ministries’ needs rather than on a
specific donor’s agenda. This means a very important shift in mindset for
the future organisation of work at the introduction of successful SWAps.

Part of the assignment has also included the participation in a SWAp
seminar at IDB headquarters in Washington as part of the institutional-
ised collaboration between the IDB and Sida. Participation not only
managed to influence even the IDB’s policy on SWAps, but also repre-
sented an important contribution in the understanding of the behaviour
of this vital actor on country level. Sida should consider moving further
with this kind of initiative in the region.

Disadvantages

The difficulty of finding time to perform short term missions and the
somewhat split agenda (dividing the time between the countries) has to
some extent created frustration in the ministries supported, that would
have wanted more support, especially since it was offered on their condi-
tions. The full assignment have through most individual missions created
a great demand for more direct support to the ministries involved, that
has not been possible to respond to. On the other hand, since the con-
sultants were assigned for a certain number of days specifically for the
region, there has been a certain guarantee of continuity in the institu-
tions where the embassies have been involved. In the return visits it has
been useful to be able to deal with new specific issues/assignments, at the
same time as we have had a “fresh base” of knowledge regarding the
state of government PFM and other reforms.

Having one joint contract has meant quite some “bargaining” and
prioritising between the sectors and the countries, that has in some cases
perhaps been unfortunate. It is uncertain whether this approach has
promoted an efficient time distribution between the countries. There has
been a tendency to “fight for the days given” whether these were actually
needed right now, in comparison with what would have been the case
had the embassies contracted the consultants directly and individually
themselves. It would be obvious that a concentration on fewer countries
would have opened a possibility to a more profound support to individual
sectors or cross-cutting processes.

Perhaps another disadvantage has been the workload placed on one
person at Sida HQ) that has had the responsibility to co-ordinate the
whole assignment.

However, recognizing the major advantages of working this way, it
might be worthwhile considering this kind of comparative learning
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approach also in relation to other topics (although some naturally al-
ready happens through regional advisors and offices) as well as in other
regions of the world. The part of the assignment ensuring that Sida takes
a systematic and comparative approach to the regional learning around
PI'M and programme support, through seminars and presentations, has
so far had a positive value in itself. This kind of regional approach
perhaps has also made it more interesting for the Sida representatives
involved, since the regional comparison has been viewed as of greater
value than merely a general international comparison.

Integrated training of one of the consultants

The concept of integrating training (in the areas of PIFM and pro-
gramme support) for one “junior” consultant throughout the assignment
has proven very fruitful. The learning process “on the job” by participa-
tion in missions in the region has by the consultants involved been
perceived as a very efficient way of learning the concepts and the every-
day dynamics in the field, both in relation to the government administra-
tion and in relation to the donors. Further, the full participation in most
of the missions as well as all parts of the work (preparations & readings,
field missions, report writing and presentations) has added substantial
value. The combination and actual performance of all these parts is
believed to have made the learning more solid than had been the case of
merely accompanying the senior consultant on the field visits.

This kind of model could also be strongly recommended in the future,
provided that the more senior consultant has both the interest and ability
to provide the mentorship needed. Another important factor is that the
missions are of such nature that they expose the consultant to a variety of
actors and situations and also represent a possibility to work practically
with the issues faced. The consideration of this set-up as being expensive
should perhaps be compared to other similar field experiences, such as
the BBE/JPO programmes, and not merely with the cost of sending
someone to a theoretical course on the same topics. Much of the dynam-
ics faced in the field are likely to be difficult to learn in a course environ-
ment only.

Finally, including the language training part in the beginning of the
assignment, and in combination with frequent work visits to the region,
has proven fruitful. This must be considered a good investment acknowl-
edging the limited resource base speaking the language, combined with
the fact that working in English or through a translator is not really even
at medium term possible, and definitely not effective in terms of ensuring
a fruitful and trusting working relationship with the government institu-
tions (mainly sector ministries).
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Annex 1

Country by country presentation of
Instruments used in the provision
of programme support in known
areas to this report

Bolivia

In the Education sector a joint financing agreement (as a MoU) has been
signed including three bilateral donors (Holland, Denmark and Sweden).
This JFA is based on the Nordic + group JFA template, but adapted to
local conditions.

Through Swedish intervention, the fundamental concept of a CoC in
the same sector has been introduced and processed. The idea has been to
utilise existing structures at the ministry to fulfil the tasks stipulated in
the CoC.. No document has so far been signed.

This process of first promoting and signing the MoU for the financial
arrangement and after that trying to introduce the CoC to regulate the
conceptual and institutional issues, i3 a classic example of imbalances
that follows from this order of events. As a result the MoU includes
several important paragraphs that should be discussed by a/l stakeholders
in the sector, the major part of them not signatories of the MoU.

Partly through the engagement of the IMF a number of bilateral and
multilateral donors and creditors are providing budget support to Bo-
livia, in spite of the fact that there is no PRGF from the Fund and (hence)
no PRSC from the World Bank. The result is a list of conditionalities
covering a very broad range of issues where it could be questioned
whether there is a sufficiently strong institutional base on the govern-
ment’s side to fulfil these conditionalities. See further the report “Public
Finance Management and Public Sector Reform in Bolivia: How could the Interna-
twonal Community act to support the process?” December 2004.

Due to extensive social unrest in Bolivia during the first half of 2005
the processes of stabilising conditions linked to the provision of pro-
gramme support have halted.

Guatemala

Guatemala is the exception in every aspect in the region, including the
use of harmonisation instruments. Virtually, to our knowledge none of
the instruments described in this annex are being applied there, neither
in cross-cutting, nor in sectorial reform.

This is possibly a result of the relative less aid dependency and the less
important role played by aid agencies in the country (Guatemala is not a
HIPC country), in combination with the possibly low interest of the
country’s government to have a joint dialogue around the reform pro-
grammes and the achievement of the targets in the peace accords. Since
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social reform ambitions are limited in comparison, and the government
has indicated a certain fear of donors “ganging up” against this policy,
no jointly defined dialogue agenda (corresponding to the PAF in HIPC
countries) has yet been introduced. However, this does not make the idea
of having one, less interesting. On the contrary, this kind of instrument
could be extremely useful both for finding joint solutions to the need for
reform (that the Government seems to want to push a bit further than it
has been able to until now due to several special interest groups, as well
as the congress’ capacity to deal with legal proposals), as well as to ensure
coherence of donor/credit funds with national policy, and poverty focus
in the actual national budget allocation. Hence the proposal of having a
joint budget support dialogue (around a Government reform matrix)
without any provision of budget support, is an idea worth considering.

Additionally, in the health sector (and possibly in education), although
perhaps no full SWAp framework is needed/desirable at the moment,
introducing a basic document like the CoC would help the harmonisa-
tion of the active donors in the sector, and secure that these adhere to the
sector strategy and plan, rather than running their own parallel agenda.

See further the report “Guatemala — at the worst poverty conditions in
Central America™, May 2005

Honduras

In the education sector in Honduras, the tendency for the sector dialogue
to shift to the pooled fund donors group supporting the EFA programme,
once the MoU for this financing mechanism was signed, has been
obvious. This especially since the dialogue forum for the whole sector
was not (and still is not) operating in an adequate manner from a SWAp
perspective. This has however created annoyance among some of the
other donors supporting the EFA programme, who feel left behind in the
process. This is an example of why it is important to ensure that the pool
fund donors have a dialogue with the ministry related to the pooled fund
mechanism only.

In the education sector the EFA-FTT (education for all — fast track
initiative) actors have signed a general framework MoU (called MoU-
Marco or just MoU-M) which, in the general concept world presented in
this report, answers to a CoC, 1.e. outlining the common regulative
framework mainly focussed on harmonisation and alignment towards
national procedures, that apply to the signatories. Another document,
the so called fiduciary MoU (MoU-F) for the pooled fund was also signed
in 2004. The compliance with both documents was analysed during the
joint sector review in October 2004, where it became obvious that in
some aspects some donors still had difficulties to comply with what was
actually included in the document they had signed. This was reflected
both through the introduction of very ambitious lists of pre-requisites for
the ministry to fulfil for these donors even to consider disbursement of
funds, and through the continuation of individual missions and other
initiatives in violation with the CoC (MoU — Marco).

The MoU-F in education in Honduras i1s more or less completely
based on the World Bank’s traditional project loan agreements and not
on the Nordic + JFA template. This can be noticed in many ways, e.g.
that the document is less transparent and more over-regulating than
those agreed for the education sector in Bolivia and health sector in
Nicaragua. One example of this is the inclusion of paragraphs in the
MoU-F regarding protection of the environment and indigenous people.
Although certainly relevant issues in the development context, these
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issues should hardly be included in this kind of document, bur rather in
the multi-annual plan of the sector. The MoU-F additionally, apart from
its over-regulating nature, has a related pooled fund financial manage-
ment manual of about 200 pages (also based on a WB standard, not
considered a compulsory element in the Bank’s SWAp participation)
regulating in detail the management of funds and including a number of
standardised forms for different procedures, not always based on national
legislation. For bilaterals like Sweden, following the Nordic + template
on JFA in the future would answer more clearly to the intentions of Sida
policies in this field, than the acceptance of the WB framework for this
kind of joint programmes.

The main lesson learned from the Honduran cases of SWAp intro-
duction is the importance of ensuring that the field representatives from
all donors and creditors are fully aware of their central policies, as well as
the limitations that occur when too much emphasis is put on details.
Another lesson learned is that there is a need for the donors to better
understand the concepts of the different documents as well as the PFM
systems in the country, and try to avoid signing thick regulatory external
documents regulating a number of PFM aspects as long as many of these
issues are already regulated through national systems/legislation, or
simply not achievable at present. Bilateral and other donors should also
stick to the principles of international agreements such as the Nordic+
JFA template in this work and try to avoid the introduction of the regula-
tory framework of one external development partner. Yet another lesson
is that at a certain point in the process, an assessment has to be made by
individual donors like Sida whether it is of any use to continue to partici-
pate. This goes for the procedures surrounding both the EFA-FTT
programme and the “hijacking” of the SWAp process in the health
sector not dealt with in this report.

See further the report “The EFA programme in Honduras — Issues from the
review in October 20047, November 2004 and “The SIAFI system in Honduras
and its relevance to the Common Fund of the EFA programme in the education sector
and the Acceso programme in the health sector:”

In Honduras, first attempts to formulate a common framework
answering to a dialogue on a common reform agenda through a com-
mon list of conditionalities linked to the provision of budget support, has
started. The current situation represents very good possibilities to suc-
ceed in presenting a feasible document and dialogue fora, considering
the knowledge at hand through the same procedure already introduced
in Nicaragua, the analyses already carried out in relation to necessary
processes and administrative work surrounding this introduction, and
through the positive attitude from all external actors (with the possible
exception of one) to this process. Sweden has been asked to play a co-
ordinating role in this. If Sweden accepts the whole process would
benefit, under the condition that sufficient resources to manage the
process could be identified and the planning process could start carly.
See further the report “The introduction of a co-ordinated and unified budget
support matrix in Honduras™, July 2005

Nicaragua

In Nicaragua, the CoC for the health sector was signed by a number of
bilaterals and multilaterals in January 2005. Since then the ministry has
developed several versions of the MoU for a joint financial arrangement
that was signed in July 2005 by four bilaterals and the WB (BID in the
end decided not to sign). The road leading up to the signing of the MoU
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has been full of misconceptions and side steps, where again the role of
the MoU in relation to other orienting documents (such as the CoC and
the multi-annual plan) has been mixed up and where primarily the
multilaterals have tried to enforce their own project agendas on to these
supposedly joint financial arrangements (thereby undermining the very
purpose of introducing them in the first place). Some examples of mis-
conceptions have been the urge to want to regulate issues in the MoU
that do not belong in a document regulating the financing mechanism,
but rather in the CoC dealing with the issues of the whole sector where
the entire donor community participates, such as activity reporting,
dialogue around the plan and its impact indicators, and the future
allocation of funds to the sector from the Mol'. Further, in the process
the aggregated demand on the ministry in terms of reporting require-
ments and parallel systems, listing all the demands of all the donors, was
at one point completely devastating. However, thanks to the Nordic +
template on a JFA, a very good base from which to start to write a new
MoU in a more coherent, logical and transparent manner was provided,
still based on sector specific conditions. After signing this agreement, as
mentioned elsewhere in this report, the main challenge is to ensure that
the CoC and the MoU are respected, although they are not legally
binding documents (if not referred to as such in the bilateral agreements.
See further the report “The SWAp in the health sector in Nicaragua: Some
comments to the elaboration of a MoU for pool fund donors, to the Annual Work Plan
and to cost and financing analyses in the Five Year Plan™, June 2005

A challenge in health in Nicaragua, as in some other sectors in the
region, is the future role of the UN organisations in relation to the
SWAD, through which Sida traditionally has channelled substantial
amounts of funds. Once Sida moves towards supporting a sector plan
directly, the role of these agencies which have traditionally provided a lot
of advisory/ TA support directly to concerned SWAp ministries, is all of
a sudden more unclear. This since it is not certain that they in the new
SWAD context are the preferred partner for providing this kind of
support, for instance from a cost-effectiveness point of view.

In the agriculture sector in Nicaragua, the position of the SWAp is in
almost all respects much weaker. In summary it could be stated that
there 1s no real operational plans, limited analyses of the pre-requisites
for a SWAp, no CoC and a confusing number of MoU: s without co-
ordination and an optional financial management manual in some of the
existing alternatives. Confusion is the result of lack of understanding
among partners of the role of each respective document (CoC and MoU)
in combination with the parallel elaboration of the two documents and
poor (political) management and engagement from the ministry. This
process created a lot of confusion among donors, and it is therefore
important to currently take one step back and ensure collaboration in the
sector by first getting the CoC right; not only to protect the conceptual
idea of the SWAp but also to safeguard the financing (the major part of
the intended SWAp is financed through individual project money) of the
SWAD. In this it would be crucial to achieve the commitment to a
common approach from the World Bank, previously operating more
independently/bilaterally in a rather influential position in relation to
the ministry. See further the report “The SWAp in the rural sector in Nicara-
gua: What is missing?” June 2005

The assignment reflected in this report has not included missions
linked to the introduction of the common budget support matrix in
Nicaragua. Still, some conclusions from the process could be presented:
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The process of arriving to a budget support agreement through a JFA in
Nicaragua has taken about two years. One of these years has been spent
on negotiating the JFA based on the internationally accepted JFA tem-
plate. The conclusion from this is to try to agree on the conceptual and
institutional framework of a common budget support matrix before
introducing and trying to agree on a common set of conditionalities.
Another experience points to the importance of allowing also the sector
ministries to participate and to strive towards a balance between cross-
cutting and sectorial issues in the matrix. Another is not to underesti-
mate the administrative workload linked to this kind of process. Yet
another learning point is the importance of supporting the government
in the identification and formulation of a government programme that
could define the point of departure in the process of formulating condi-
tionalities.
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Annex 2

Main bottlenecks in the process of
Introducing programme support in
countries concerned on a country
by country level

Bolivia
The main challenges regarding the education sector SWAp in Bolivia,
apart from the political instability per se, include the need for a budget
reform (including the introduction of an MTEF, clear poverty-linked
budget allocation criteria, the removal of pre-determined expenditure
levels defined by the constitution, and the possibilities for the congress to
make ad hoc changes in-year), as well as the current teachers’ salary,
bonus and posting criteria which substantially contribute to high ineffi-
ciency in the delivery of education services and (unnecessary) escalating
salary costs in the sector, leading to a crowding out of resources to most
other necessary expenditure. The strong (and not completely logically
justified) influence from the teachers’ union regarding these matters
constitutes a major risk for the education sector, with or without a SWAp.
Some other challenges include the lack of a programme based setting
at the ministry of education for managing the implementation of the
sector plan and the use of resources, the lack of institutional capacity
outside of the financial management area (e.g. planning and monitoring/
evaluation), the lack of effective linkage to decentralised levels regarding
the implementation of the sector plan, and the uncertainty of the finan-
cial sustainability of the sector plan (not only in relation to the lack of a
MTEF but also due to non-dynamic financing and costing analyses).
Sweden’s role in the near future should be focussed on ensuring that
the institutional capacity, a well as the financial sustainability are dis-
cussed and adequate decisions made, mainly in relation to the strength-
ening of the planning and monitoring functions. Further, the effective
decentralisation of the administration needs to take some steps forward,
in order to ensure service delivery outside the urban centres. Sweden
should make efforts to bring up the importance of cross-cutting reforms,
especially reform of the government’s planning and budget process.
Given the experiences from the Swedish-Danish common appraisal of
the education sector SWAp, Sweden should in the future also be more
observant on what kind of pre-requisite in this kind of analyses that could
be accepted from the position and content of Swedish policies.

Guatemala

In Guatemala the donor community is very fragmented, both in the
sectors and on overall level, hence there i1s a need for enhanced donor
coordination. However, as a contradiction to this the health sector (no
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other sector has been assessed) on central level is very advanced in its
planning system and could with some help ensure an effective coordina-
tion with the donors without introducing the full SWAp framework.
Guatemala further, with its very special situation as a non-HIPC country
(although with among the biggest and most marginalised poor popula-
tion in the region), with a soon world class IFMS system up and running,
combined with an extremely low social (not to speak of pro-poor) spend-
ing, 1s not a likely candidate for budget support in the near future.

However, for the general development and poverty reduction of the
country, there is a need for Sida together with other donors to initiate
and strengthen the joint donor dialogue with the government regarding
the need for a tax reform, additional borrowing (possible thanks to the
very stable macroeconomic situation) and additional allocations to social
sectors (implying legal reform). This could be done through improved
donor coordination in relation to the government, to ensure that their
joint support to the GoG is triggered by certain crucial reform initiatives
— something similar to a budget support dialogue matrix, but without
actual budget support. It should be remembered that the IMF strongly
supports the restrictive fiscal policy of the GoG. Since reform has proven
difficult it is important to combine this increased “pressure” on the
government for fiscal and social reform, with the support to other institu-
tions that influence the possibility of such reform, such as the congress.

Sida should therefore (in a coordinated manner with other donors)
provide support to the congress, to ensure its administrative and profes-
sional capacity to analyse the budget bill and other important reform
proposals. On the sector level, elements of the SWAp — especially those
related to donor coordination like the Code of Conduct — should be
introduced as a way of enhancing the ministry effectiveness, since it
would force all actors in the sector to submit to the sector plan. Finally,
depending on the willingness and possibilities to enhance reforms men-
tioned above, support to other cross-cutting institutions could be consid-
ered, such as the MoF and the SEGEPLAN, aiming at the introduction
of an MTEF (a reform in practice limited by various pieces of legislation
regarding 1-year budgets and the predefined resources to certain ex-
penditure areas/institutions) and results-based budgeting. All support
measures need to be evaluated based on the perceived willingness to
push forward regarding the fiscal and social reform.

Honduras

The main challenge in the Honduras health sector is the hijacking of the
original SWAp process and turning it into a “SWApito”, i.e. a multi-donor
project with a traditional project coordination unit, providing little of the
real elements of a SWApD (like government ownership, using government
systems etc). However, the future of the real SWAp is still open since the
Ministry maintains its ambition to present a genuine multi-annual sector-
wide operational plan already during this year. This would open the door
of opportunity also for actors like Sweden to intervene and try to reverse
the “hijacking process”. Sida needs to keep the door open until the new
health sector plan is about to be introduced, and at that point assess what
kind of role it should/can play under these new circumstances. If deemed
that there is still a way to establish a real sector wide and government
owned process based on this plan, it might be worthwhile to take up the
process where it was left off some months ago, provided there is also
flexibility regarding the critical issues mentioned above among the key
actors having initiated the SWApito in the first place.
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Regarding the education sector, all documents have already been
signed for the EFA-FTT programme. The problem here is lack of action,
mainly relating to donor behaviour — especially in relation to some of the
pool fund donors. Some of the major challenges are due to donor com-
munity and ministry disagreements regarding certain items of funding of
the EFA plan, and therefore non-disbursements to the common fund by
some actors; doubts about the so called interim system of financial
management, and also on a more strategic level — the enlargement of the
sector to include all major areas of education and not merely pre-primary
and primary education. Another challenge in the longer term will be the
overload PI'M manual elaborated for the common fund only, which
contains a complete massive amount of separate rules, with very limited
ambition to work in the spirit of harmonisation and alignment. Also, the
desire from some donors to continue controlling inputs at the same time
as an output/results-based model is being introduced, has been very
difficult for the ministry of education to handle. Finally, due to the
prevailing mindset in education in Honduras, the EFA management was
originally set up as a parallel structure. A special department was intro-
duced for managing the planning and accounting for the EFA funds,
instead of ensuring integration with the normal structures of the Minis-
try. This is however about to change and the so called EFA unit will soon
be dissolved and its functions integrated with the permanent structures of
the ministry. A similar organisation was requested to be introduced also
at the ministry of health in Nicaragua, but the institution has now, after
careful consideration, realised that these kind of parallel structures are
completely incoherent with the basic idea of a SWAp.

Initiatives on short term should focus on the other pool fund donors to
get on track in terms of actually disbursing their pledged amounts. In the
short-medium term it is vital to ensure a gradual transition to the usage
of SIAFI (the Honduran IFMS) in the sector for all the functions that
this system provides, and at the same time a gradual phase-out of the
parallel procedures manual for the EFA common fund. A basis for
moving from a sub-sector SWAp to more of an entire sector programme
should be taken through the elaboration of the three-year plan (POT)
linked to the MTEF for the whole (or rather most of it) sector, and not
merely the pre-primary and primary education covered by EFA. This
approach should ensure that education funding in the future is somewhat
more coherent and balanced (not for instance merely focussing on iso-
lated MDG indicators).

In the foreseeable future Sida will also have to push several of the
other donors in the direction of the harmonisation and alignment agen-
da, as well as the results and process orientation. This will most probably
have to include dialogue with the headquarters of certain agencies that
currently complicate the SWAp processes by overloading it with prereq-
uisites and safeguards, to such an extent that it severely hampers the
ministry’s possibility to produce results. A continuation of the same
behaviour from some special donors financially supporting the EFA
programme on the same level as previously during the process, should
trigger a move from Sweden out from the EFA programme to the sup-
port of a complete sector SWAp only.

Regarding the budget support, there is a long way to go but a good
window of opportunity exists right now to get the donors together and
start formulating a budget support dialogue matrix based at least partly
on the governments own reform programme, and ensure the understand-
ing of the undertaking this means for the different actors, while waiting
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for a new government to be installed following the upcoming elections
(prior to which nothing can be expected to advance substantially). If the
leadership invitation stands, and Sweden deems it can summon sufficient
resources for performing this role, Sweden should take on the coordina-
tion role of the budget support group.

Eventually with a budget support mechanism in place, a transparent
and secure IIFMS system up and running, and a general agreement with
the new government regarding the PRS and education sector funding
secured, there should be no reason to give funds separately to education
but rather directly through budget support, at the same time maintain-
ing the dialogue position in the sector regarding the sector plan and its
accomplishments. The same line of reasoning should eventually be valid
also for pool funds in other sectors/countries once the IFMS are func-
tioning sufficiently in each concerned country.

Nicaragua

In the agriculture sector the process regarding the SWAp is still very
new, and several contextual factors create challenges beyond the usual in
relation to the introduction of a SWAp. These challenges include the
unclear definition of the sector as such, and the seemingly only lukewarm
political interest for the sector program of PRORURAL (in comparison
with the other cross-cutting rural development programme which is
more focussed on local economic development). Further, the so called
sector plan for the PRORURAL programme is a mere compilation of all
the 80 something projects related to MAGEFOR (the Ministry of Agricul-
ture) and other autonomous institutions in the sector, far from the priori-
tised and coherent multi-annual plan needed in a SWAp. Another issue
of concern is the great confusion through the circulation of completely
mixed-up CoC and MoUs among the donors, and the creation of a
parallel “common fund” (common fund # 2) for the joint financing of
parts of the sector plan by some donors, even trying to “win over® some
of the potential financiers of the original common fund by abandoning
the original SWAp idea for the benefit of this new multi-donor project
(similar to the SWApito in health in Honduras). The reason why some
actors have moved ahead and indeed complicated the SWAp concepts in
this way has been the urgency felt by them to — on the government’s
request — finance salaries for an agriculture institute, due to the fear of
facing criticism for not taking their responsibility for this situation. The
acceptance to solve these kinds of short term financial needs by individu-
al creditors, not only undermines the trust from other external financiers
in relation to the possibilities to establish a common point of departure in
a long term approach to the problems of the sector, but also encourages
the ministry to continue to seek individual project oriented agreements to
solve immediate problems.

Although the road map towards a SWAp in the rural sector indicates
that the CoC and the MoU should both be ready to sign by July (2005),
there is no factual need to rush things. Experience shows that the elabo-
ration of a MoU for a JFA takes its time, and financing for the intended
sector plan (apart from that of the WB and its partners in the SWApito)
is already secured through the different projects for the time being.
Hence Sida should in dialogue with the ministry and other donors,
communicate the importance of correct sequencing of activities, taking
the time necessary for getting the basics right (CoC, sector plan based on
the strategy, institutional set-up etc.) before moving on with the more
advanced features (MoU for common financing mechanism etc). Sida
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should also facilitate, preferably through joint mechanisms with other
donors, the possibility of providing independent (from any particular
donor) advisory support to the ministry regarding the elaboration of the
multi-annual operational plan and the other issues of importance when
introducing a real SWAp in the sector, not least relating to institutional
capacity issues.

In the health sector in Nicaragua things have advanced quickly. The
CoC was signed in January and the MoU was signed in July by four
bilaterals and the World Bank. However, the next step is to ensure that
the signing actually means something in practice, that the document is
viewed as valid and is respected in the same way as other agreements,
even though it is not a legally binding document (this can be achieved
through referring to the document in a legally binding bilateral agree-
ment). Judging from the comments and attitudes of some donors along
the way, there has up until now been a tendency to view the CoC and
the MoU in sector agreements as documents you can sign but not adhere
to (unfortunately as an attitude not only in this sector and not only in this
country from the same creditor), since it does not hold the same legal
status as for instance the bilateral agreements. The position of the minis-
try of health has been strengthened in the process, although there is still,
as in many other sectors in the region, a need for further (independent)
advisory support regarding the process, strengthening of the planning
and monitoring functions, as well as ensuring that the institutional set-up
of the SWAp is established, including the different working groups.
Further there is a need for the relationship to SECEP (the cross-cutting
planning institution of the government) and the MoF to be clarified with
the aim to ensure that the ministry is able to negotiate its allocated
resources, for instance based on commitments such as the MDGs (“we
need x amount of funds to be able to live up to the commitments made”),
although focus should not merely be on these indicators).

Having not included the process of the introduction of the common
budget support matrix in Nicaragua in any individual mission linked to
this assignment, it would be difficult to present views on the near road to
follow. However, one parameter that could be looked after by Sida is the
gradual substitution of individual conditionalities formulated by external
financiers to a set of conditionalities that in a coherent way answers to
the intentions and content of the government’s development agenda.
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Appendix 3

The status of public finance mana-
gement systems in four Latin Ame-
rican countries and some other
factors influencing the introduction
of SWAps

Introduction

Sida is engaged in the on-going introduction of so called SWAps (sector
wide approaches) in different countries in Latin America. Decisions on
how to act in this process are dependent on a number of factors concern-
ing the macro economic development, the legal framework, public
finance management systems, human resource capacity, on-going and
planned reform work including public sector reform, donor co-ordination
and way of acting and political commitment to the process. An assess-
ment of the status of a number of these factors is presented in the table
below for four countries. It should be noticed that even though all these
countries now move rapidly towards well functioning financial control
systems (like payment, accounting and budgeting) there are still a
number of other factors, displayed below, that need attention for the
SWAp to work well.
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Halving poverty by 2015 is one of the greatest
challenges of our time, requiring cooperation
and sustainability. The partner countries are
responsible for their own development.

Sida provides resources and develops knowledge
and expertise, making the world a richer place.

% Sida

SWEDISH INTERNATIONAL
DEVELOPMENT COOPERATION AGENCY

SE-105 25 Stockholm Sweden
Phone: +46 (0)8 698 50 00
Fax: +46 (0)8 20 88 64
sida@sida.se, www.sida.se



