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Preface

The Poverty Reduction Strategy (PRS) process was designed as a re-
sponse to growing concerns about high and seemingly permanent levels
of poverty in many development countries. The process secks to achieve
sustained and significant poverty reduction with the implementation of
country-specific medium-term poverty reduction plans, each of which is
created through a national participatory process. Donors are expected to
support national poverty reduction plans with resources and debt relief.

The Swedish International Development Cooperation Agency (Sida)
contracted the Institute of Social Studies (ISS) to monitor and evaluate
this process in three Latin American countries — Bolivia, Honduras, and
Nicaragua — between 2003 and 2007. The reports produced by ISS are
independent assessments that do not necessarily represent the views of
Sida staff.

Each year, the ISS team (which includes both ISS staff members and
local consultants) prepares three country reports, a regional report that
compares experiences in the three countries, and a thematic report that
looks in depth at one particular topic. The analysis in the reports is
based on a combination of interviews with stakeholders at the national
and subnational level and analysis of secondary sources and data.

The 2006 country and regional reports provide an update of the
status of the PRS process and examine whether the process has strength-
ened downward accountability systems. The 2006 thematic report is on
the subject of gender and the PRS process. In past years, the reports have
addressed participatory processes, pro-poor growth, decentralization,
results-oriented budgeting, local economic development, and cost-
effectiveness in primary education spending. Aid effectiveness and rural
development will be the subject of the 2007 reports. All reports can be
downloaded at www.iss.nl/prsp.

Kristin Komives

Project coordinator
April 2007
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1. Introduction

Under the framework of the PRS (Poverty Reduction Strategy) process,
national governments agreed to devise country-specific PRSPs (Poverty
Reduction Strategy Papers) through participatory processes and to
implement them over the medium-term. Civil society was to participate
in the creation and then monitoring and evaluation of the strategies, and
donors were to support the strategy with debt relief and more flexible
forms of aid (such as budgets support and sectoral support). Ultimately
the process was expected to produce more effective and lasting poverty
reduction policies, to increase the results-orientation of both governments
and international cooperation agencies, and to put governments in the
drivers’ seat of aid relationships. Bolivia entered the PRS process in
1999, followed by Honduras and Nicaragua in 2000. The ISS has, since
2003, monitored the evolution of the PRS process in the three countries,
at the request of Sida.

There is no evidence yet that poverty reduction in these three coun-
tries has accelerated with the PRS process. Latin America in general has
seen little reduction in monetary poverty since the turn of the century,
and Bolivia, Honduras, and Nicaragua are no exceptions:

— In Honduras, the most recent official statistics show virtually no
change in monetary poverty between 2001 and 2005 (from 65.2 to
65.8%) and a small reduction in the incidence of extreme poverty
(48.4% to 47.1%) Inequality has increased during this period.

— Bolivia’s National Institute of Statistics reports that monetary poverty
increased from 62.6% in 1999 to 67.3% in 2003. Extreme poverty
dropped between 2000 and 2004 before increasing again in 2005.

— In Nicaragua, 45.8% of the population was poor in 2001, and no
other official figures have been published as of October 2006.

The three countries have had somewhat more success at extending basic
services to the poor: in general, they have followed trends similar to
those in other Latin American countries. Despite the lackluster results to
date, the PRS process continues to be the official framework for donor-
government relations, and the Paris Declaration reaffirms many of the
basic principles of the PRS process, such as the need for national owner-
ship of policies and aid and for donor alignment with national priorities.



In this year’s report (the fourth of a series of five annual evaluations),
we focus on three objectives of the PRS process: (1) what the PRS process
has meant for poverty reduction policies: (2) whether the PRS process has
managed to strengthen downward accountability systems, which could
help ensure a long-term government commitment to poverty reduction,
and (3) what has happened with respect to harmonization, alignment,
and aid modalities.



2. The PRS Process
and Poverty
Reduction Policies
In the Three
Countries

Bolivia

The PRS process had a short life in Bolivia. Many things contributed to
the rapid death of the process, including the fact that Bolivia qualified
quickly for HIPC debt relief (Table 1) and was therefore not under as
much pressure to implement or retain the original PRS. President
Sanchez de Lozada created a draft revised PRS shortly after he was
elected in 2002, but it was rejected by the donors because it was not
created through a participatory process. No President since has tried to
produce another revised PRS, though each government has produced at
least one new plan.

The government of President Evo Morales (elected in 2005) has never
officially spoken about the PRSP or the PRS process. Instead, the new
government created a National Development Plan (PND), without a
prior participatory process. Civil society actors or donors in Bolivia show
little interest in or hope of revising the PRS process. Nonetheless, donors
would still like to have a framework around which to organize their
relationships with the government, and they do not feel that the PND
can serve that purpose in its present form. Given the uncertainty about
the PND, bilateral and multilateral donors are structuring their work
with the government in a variety of ways, such as through detailed sector
plans that are aligned with the PND, by simply moving ahead with their
own existing aid programs, or by identifying areas of common interest
with the government.



Table 1: A Summary of the PRS Process in the Three Countries

Interim PRP
HIPC decision point

Approval of original
PRS

HIPC completion point

PRS Monitoring and
Evaluation reports

Changes of govern-
ment

* if through elections

New national plans

* if officially approved
as a PRS

Bolivia

Jan 2000
February 2000
June 2001

June 2001

Several written in
2002-2003, but not
approved by IFls

Replaced by MDG
monitoring

June 2002*
Oct 2003
June 2005
Jan 2006*

Government Plan
2002

Revised PRS 2003

Productive Bolivia
2004

National Plan 2005

Honduras
April 2000
July 2000
October 2001

April 2005
Nov 2003
March 2005
June 2006

Jan 2002*
Jan 2006*

National Plan 2002
Expanded PRS 2003

Government Plan
2005

Revised PRS 2006

Nicaragua
August 2000
December 2000
September 2001

January 2004
Nov 2002
Nov 2003
Nov 2005
May 2006

Jan 2002~
Jan 2007~

National Develop-
ment Plan (PND)
2002

Revised PND 2003
PND-0 2004
New PND* 2005

Emergency Plan
2005

National Develop-
ment Plan 2006

During the last 5 years, there have been few changes in the sectoral
distribution the national budget in Bolivia or in the poverty reduction
policies that are being implemented, despite the fact that national plans
have changed on a regular basis. It is still too early to determine whether
the new PND will lead to real changes, though it certainly aspires to
change directions. There has been a major shift in the political power
towards previously marginalized groups, and the PND calls for institu-
tionalizing these changes. There is also a new interest in tackling some of
the fundamental economic issues that were left out of the original PRS.
The PND’s economic plan calls for investing resources from gas in
productive activities and envisages a much more direct role for govern-
ment in promoting pro-poor economic development.

Nicaragua

Nicaragua’s first PRSP was presented in 2001, following a largely sym-
bolic participatory process. When President Bolafios assumed power in
2002, he agreed to implement the strategy of his predecessor in order not
to threaten the possibility of obtaining HIPC II debt relief. At the same
time, however, he worked on revising his own development plan with a
view towards having this plan accepted by the international community
as a revised PRSP. The country reached HIPC II completion point and
qualified for debt relief in January 2004. In November 2005, the donor
community accepted Bolafios’ revised National Development Plan as the
new PRSP (PRSP II). The PRSP II was not subject to a national partici-
patory process, but the government did organize consultations at the
departmental level.
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With the official recognition of the PRSP II in Nicaragua, the struc-
ture of the PRS process has been preserved. The PRS process in the
country has also been supported by a continued effort under President
Bolarfios to strengthen national monitoring and evaluation systems, by
the continued production of PRS progress reports, and by a recent
overhaul of the National Council for Economic and Social Planning
(CONPES), an institution that brings together civil society and govern-
ment representatives and that has been at the center of national consulta-
tion processes surrounding the PRS. It remains to be seen what stance
the newly elected President Ortega will take towards the CONPLES, the
PRSP II, and the PRS process in general.

The PRSP II itself shows much continuity with the original PRSP. For
example, the PRSP II retains an emphasis on increasing efficiency in
education and expanding coverage in health. However, the new plan places
much more emphasis on growth as the single motor for poverty reduction,
without serious concern for pro-poor growth. The plan sees social assistance
as the way to help poor households who do not benefit from growth.

Honduras

Shortly after Honduras presented its PRSP in October 2001, President
Maduro was elected. This President entered government with his own
“National Plan”, which introduced a period of uncertainty about the
future of the PRSP. Ultimately, however, the government decided to
accept the PRSP in the interest of qualifying for HIPC II debt relief. In
April 2005 the country reached the HIPC II completion point and
began benefiting from debt relief. At the end of 2005, President Zelaya
was elected. Shortly thereafter he announced his intention to change the
PRSP. So far, the government has produced only an early draft of the
revised PRSP.

The debt relief Honduras has received to date has primarily been
used to cover salary increases for teachers and health staff and to in-
crease security forces. The government’s budget included an additional
887.6 million lempiras to be used for “PRS expenditures.” Congress
decided to allocate 700 million of this sum to the municipalities for local-
level PRS-related investments. Municipalities are required to use 55% of
their allocation for productive projects, 30% for social projects, and 10%
for institutional strengthening.

Of the three countries, Honduras is the one where the national
government, donors, and civil society show the most signs of wanting to
move forward with the PRS process. The tripartite Consultative Council
of the PRS (CCERP) remains active, and monitoring and evaluation
reports have been produced. Even the Congress 1s starting to show some
interest in the PRSP, after its role in deciding how to spend the debt relief
funds. On the other hand, donors are growing increasingly concerned
about the current government’s commitment to poverty reduction, there
has been little consultation in the preparation of the revised PRS, and
the results of a participatory process for prioritizing investments have not
been put into practice.

Between 2001 and 2005, Honduras’ poverty reduction policies have
been fairly stable, though the PRS has been updated and expanded to
include a wider range and proportion of government expenditure over
time. The early draft of the Zelaya government’s revised PRS proposes
to further expand the definition of PRS expenditure to include more
investment aimed at increasing economic growth and improving gover-
nance. Compared to the original PRS, this draft plan has more emphasis
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on growth, and on the state’s role in promoting pro-poor growth through
integrated actions to increase the assets of the poor.

Conclusions

Has there been continuity in poverty reduction strategies and poverty reduction policies?
Ensuring continuity in the implementation of poverty reduction policies
was one of the key objectives of the PRS process. Stability was seen as
desirable because it would give governments time to implement, evalu-
ate, and improve programs. The experience in Bolivia, Nicaragua, and
Honduras suggests that:

1. stability in strategies is hard to achieve when governments change
frequently and once the carrot of debt relief is gone;

2. despite changes in plans, there has been much stability in policies
actually implemented, dating even from before the original PRSPs;

3. there is little evidence that this stability has facilitated incremental
improvement in policies and programs.

Has there been a positive evolution in visions of how to reduce poverty?

With successive revisions of the strategies in the three countries, the
plans have increasingly been transformed into national development
plans that encompass a large percentage of the national budget. This has
enabled governments to include many of their political priorities within
the PRS without abandoning most of the original content. The visions
expressed in Bolivia’s PND and in the early draft of Honduras’ revised
PRS appear to be steps in a positive direction: both recognize that the
state needs to take a stronger role in directing the benefits of economic
growth to the poor. In Nicaragua, the increasing emphasis on growth for
growth’s sake, and the relegation of poverty reduction to the realm of
social safety nets, is a cause of concern.

Does having a PRS show a commitment to poverty reduction?

The PRS process is based on the idea that having a national comprehen-
sive poverty reduction strategy is an indication of a country’s commit-
ment to reduce poverty. There are two reasons to question this assump-
tion. I'irst, donors are under great pressure to accept national plans as
official poverty reduction strategies, even when they have doubts about
commitment, because so much aid is tied to this prerequisite. Second, in
all three countries, continuity in poverty reduction strategies arises
despite, and not because of, national poverty reduction plans.

What has happened to particypation?

Participation of civil society in the creation and monitoring of PRSPs is a
central tenet of the PRS process. In these three countries, participation
in strategy design has diminished with each new plan produced. This is
not necessarily a negative development. The participatory processes have
been valuable, but they are also costly and have led to much frustration.
In the long-term, it would be more fruitful to find and support spaces for
continuous participation and dialogue rather than concentrate on large
one-time events that generate high expectations. Participation in the
monitoring and evaluation of the strategies has been less frequent, in part
because it 1s difficult to monitor unstable strategies. But these three
country cases also suggest that civil society has less interest in monitoring
and evaluation than in finding ways to participate more directly in policy
making and project selection.

10



3.Institutionalizing
Downward
Accountability for
Poverty Reduction

In both international and national circles, there is a general recognition
that choosing the right economic, social, and investment policies is only
half the battle in the fight against poverty. Institutional changes are also
critical. In this year’s report, we look at one type of institutional change
that could support a sustained national effort to reduce poverty: the
strengthening of accountability systems. In this case, we are interested in
downward accountability systems in which governments feel a responsi-
bility to the public to achieve poverty reduction results, and the public in
turn holds government officials accountable for achieving these results.
The PRS process could in theory help strengthen downward account-
ability systems both through requirements for increased government
transparency and reporting about results achieved and also by giving
civil society a role in monitoring and evaluating the poverty reduction
strategies.

In our analysis, we distinguish between three different components of
a downward accountability system.

—  Transparency and Reporting 1s broadly about providing information to
the public. Government officials make data available, provide infor-
mation about decision-making processes and policy objectives, and
report on results obtained and resources used.

— Action refers to the response of the public (represented by individuals,
civil society organizations, or social movements) to the information
the government provides. Action could take many forms, such as
providing comments, asking questions, denouncing shortfalls, present-
ing alternative analyses, or demanding change.

—  Response is when government officials respond to the “action” by
explaining decisions or actions, changing policies, or improving
procedures.

The three phases are mutually reinforcing. Transparency and reporting
facilitate public action, and the objective of public action is to generate a
response from the government. Weaknesses in any one of the three
phases weaken the entire system.
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Transparency and Reporting at the National Level

In the last six years, Nicaragua and Honduras have made considerable
progress in improving the production and dissemination of information
about government expenditure and financial management. In Bolivia,
there has also been progress, but the many changes of government in the
last three years have led to serious problems with the updating of infor-
mation on government websites.

In contrast to the advances in the area of financial management,
there has been surprisingly little continuous progress in developing and
publishing poverty data and social indicators. In Bolivia and Honduras,
the most recent houschold survey results are from 2003-2004. In Nicara-
gua, the most recent widely-accepted data on poverty in Nicaragua is
from 2001. Nicaragua and Honduras have created PRS tracking sys-
tems, but the database systems and web pages that store and share this
type of information are often outdated. Bolivia does not have an inte-
grated monitoring system for development indicators at present. All three
countries continue to produce PRS, PND, or MDG monitoring reports
(though not as regularly as originally intended) and share them with a
wider public via internet, but none of the three countries has really
consolidated a tradition of reporting on the achievement of development
results.

The use of the internet to distribute information has increased in all
three countries. This medium has the advantage that it reduces the cost
of publishing information, but has the disadvantage that it excludes those
who do not have access to the internet. The three countries have also
made moves (with limited success) to facilitate citizen access to govern-
ment information over the past 6 years. In Bolivia, President Mesa’s
decree on this topic has been abandoned, and in Nicaragua, a Law
Regarding Access to Public Information got caught up in the National
Assembly. Honduras did pass a Law Regarding Transparency and
Access to Information at the end of 2006, but it has been quite controver-
sial because many types of information are excluded from the law.

Action and Response at the National Level
The PRS process sought to create new spaces for interactions between
government and civil society, spaces which could facilitate the “action”
and “response” required in a downward accountability system. One type
of participatory space is the dialogue and consultation process. Civil
society organizations express many critiques of these processes in the
three countries, but they agree that these events help organize and
develop the capabilities of civil society groups, which in the long run
should help build their capacity to play an active role in a downward
accountability system.

The PRS process also created more permanent participatory bodies.
In Bolivia, the MNCS (National Social Control Mechanism) is an
independent organization of civil society representatives, recognized by
law, charged with monitoring the use of debt relief funds and the imple-
mentation of the PRS. Honduras” CCERP (Consultative Council of the
PRS) joins civil society, government, and donors. Nicaragua’s CONPES
(National Council for Social and Economic Planning) brings together
government and civil society actors. Both bodies have a role in consulta-
tion as well as in monitoring government action.
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In all three cases, civil society oversight of government action has
been relatively weak. The majority of the “action” observed involves in
raising issues of concern, suggesting policies, and pushing for projects. In
this sense, the participatory bodies are active political spaces and more
appropriately seen as consultative bodies than as part of a monitoring
and evaluation system. The lack of attention to monitoring and evalua-
tion 1s partly related to capacity and funding deficits, but there also
appears to be a genuine preference for focusing on the future rather than
evaluating the past. Donors have stepped in with funding to help support
the functioning of these organizations and also to provide support for
other civil society monitoring efforts. This means that much of civil
society “action” is highly dependent on donor interest and funding.

Because there is not yet a tradition of monitoring and evaluation, it is
difficult to talk about the government “response” to civil society action.
In Nicaragua, civil society does appreciate the increased openness of
intermediate levels of government, and in Bolivia the new government
has opened itself to critique at least from nongovernmental actors associ-
ated with the government. In Honduras, it is too early to draw conclu-
sions about relationships between civil society and the Zelaya govern-
ment.

The Role of Congress

Congress is another possible route through which the public can hold the
national government accountable for producing results. The ERP proc-
ess has not strengthened the role of Congressional representatives in an
accountability system, nor (with the possible recent exception of Hondu-
ras) has it awakened much interest in Congress for the fight against
poverty. Civil society does not appear to use Congress as an avenue for
communicating with and pressuring government; these groups prefer
direct access to the Executive, such as the access they obtain through
participatory bodies. In Honduras, the direct election of representatives
(for the first time in 2003) may in the long-run improve the relationships
between representatives and their constituents and thus make Congress a
more integrated part of a downward accountability system.

Downward Accountability at the Local Level

Local governments and institutions can play two possible roles in a
downward accountability system. I'irst, as service providers and execu-
tives themselves, local government officials have the responsibility to be
transparent, report on results, and respond to criticisms and comments.
Second, local governments and institutions can provide a link between
citizens and the national government. On the first point, there are some
local structures (e.g. Vigilance Committees in Bolivia, Transparency
Commissions and social audits in Honduras) that could form the basis for
a local-level system of downward accountability, but the PRS process has
had little impact on strengthening and developing these systems, aside
from general support for decentralization. On the second point, the
PRS-related dialogues have created some opportunities for information
exchange between individuals and organizations at the local level and
the national government. Nicaragua is trying to institutionalize these
information channels through the development of its national participa-
tion system (PASE). It is, however, too early to say that local institutions
play a real role in linking localities to the national executive branch in a
national downward accountability system.
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Conclusions
The major conclusions drawn from this cross-country analysis mirrors
findings of other studies":

— The PRS process has done more to stimulate the production and
dissemination of information than to develop monitoring and evalua-
tion systems. Improvements in information availability have been
largely limited to the national level.

— There is more current data available, and more reporting done about
government expenditure and earnings than about development
results. Reports about development results are often produced with
too much of a time lag to make them very useful for evaluating the
work of the present administration.

— Civil society’s role in monitoring and evaluation is hampered by lack
of access to information and by problems of financing and analytical
capacity. It is also clear that civil society is more interested in propos-
ing solutions and policies, than in monitoring and evaluating results
achieved.

— Much of what has been done at a national level to develop and sup-
port a downward accountability system has been financed by donors,
which raises questions about the sustainability of the advances made
to date. Donor support for the participatory institutions introduced
through the PRS process increases the chance that governments will
take these institutions seriously.

! Areview of the current literature on this subject is available in the full report.
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4. The International
Donor Community

and the PRS
Process

In past reports, we have noted that many of the advances that have taken
place in donor coordination and in the move towards more flexible forms
of aid (such as budget support) have less to do with national PRS proc-
esses than with international process such as the Rome and Paris decla-
rations about alignment and harmonization. For this reason, we begin
our analysis of donor activity this year with a review of where the three
countries stand on the Paris Agenda principles. This is followed by an
update on budget support and then conclusions.

The Paris Agenda

Ownership: Aid-recipient countries exercise leadership over

policies and development strategies and coordinate implementation

Changes of government have meant high staff rotation in Bolivia and
Honduras, which has in turn held back advances toward multi-annual
budgets and hampered leadership at sector-level roundtables for govern-
ment-donor coordination. Nicaragua has not had this problem, but even
here some sectoral roundtables suffer from lack of government participa-
tion. Few of the roundtables that are functioning in the three countries
have any participation of civil society or the private sector.

Alignment: Donors base their assistance on

national strategies, institutions, and procedures

In Honduras and Nicaragua, the PRSPs (or other national plans) remain
officially the central reference point for the work of the international
donor community. In practice, however, the plans are broad enough to
accommodate most donor activities and not concrete enough to provide
indicators or projects for sectoral budget support. As a result, alignment
with national poverty plans means little in practice. As for alignment
with systems, all aid in Nicaragua and most aid in Bolivia and Honduras
now appears in the national budget. There is still a long way to go with
alignment with other national systems (e.g. banking, project implementa-
tion, monitoring and evaluation).

Harmonization: Donor actions are harmonized,

transparent and collectively more effective

In Nicaragua, there are basket funds for education and health with
coordination of missions and evaluations, but contributions to the funds
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have suffered because of donors’ dissatisfaction with implementation. In
Honduras there is only sub-sectoral coordination in the Education for All
program and on specific diseases in health. In Bolivia, some sectoral
plans and basket funds developed by the previous government are still
functioning. Nonetheless, in all three countries, most aid is still project
aid. Budget support was 23% of aid to Bolivia between 2000 and 2005.
In Nicaragua during this period it was 14%, and in Honduras it is almost
certainly less.

The Paris Declaration’s discussion of harmonization is about aid
programs, not donor’s political agendas, because it assumes that donors
align themselves with government priorities. However, as this is not
always the case, harmonization of donors’ agendas can lead to increased
political power of the international donor community. At the moment,
the donors in Bolivia do not have a unified position on the current
political situation in the country. In Honduras, this last year saw both
unified donor actions (for example, taking a strand about how debt relief
funds will be distributed to municipalities) and independent actions (such
as the IDB’s support for a participatory process that other donors consid-
ered to be unnecessary). Nicaragua has two bodies for political coordina-
tion (the Mesa Global and the Budget Support Group). The Budget
Support Group this year used its political weight to pressure the National
Assembly and executive branch to follow IMF instructions.

Results-orientation: Better management of

resources and use of resulls-oriented decision-making

There are few advances in this area in Bolivia or Honduras. In Nicara-
gua, the government has moved forward with multi-annual expenditure
frameworks and has continued to produce PRS progress reports. In all
three countries, there has been some movement towards the use of results
indicators (see below).

Mutual accountability: Donors and aid-recipient

countries hold each other accountable for development results

In all three countries, donors and governments have agreed on Harmo-
nization and Alignment plans. Nicaragua’s plan is the most advanced. It
is unclear whether these plans will be implemented after changes in
governments.

Budget Support

Budget support is the aid modality most consistent with the principles of
ownership and alignment because it leaves decisions about how to use aid
funds to the governments. When donors join their budget support pro-
grams, they also promote harmonization. In the vision of the PRS
process, national PRSPs would facilitate the move towards joint budget
support programs and away from uncoordinated project aid. In practice,
however, having a PRS has never proven to be a necessary or sufficient
condition for budget support. There is pressure from donor central offices
to offer budgets support even in the absence of a PRS (e.g. Bolivia in
2005), and the PRSs in these three countries were not concrete enough
to, on their own, serve as the basis for a budget support program. Moreo-
ver, donors often set other non-PRS conditions (e.g governance) to be
completed as pre-requisites for budget support. Rather than wait for the
conditions they see as pre-requisites to be met, donors are now starting to
use budget support to influence policies and thus generate the required
conditions. For example, if a PRS is not concrete or updated, donors and
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the government negotiate the poverty reduction goals to be met and
actions to be undertaken, leaving aside the spirit of the PRS process,
which was that priorities and goals should be determined through a

national participatory process.

Harmonization of budget support

Since 2005, Bolivia and Nicaragua have had joint budget support agree-
ments. This does not mean, however, that budget support is harmonized.
Some of those who signed agreements do not provide budget support or
have their own budget support program on the side. Bilateral agreements
generally take legal precedence over multilateral agreements. Not all
donors give the same weight to the conditions in the budget support
agreement. And, finally, some budget support providers are not part of
the joint agreements. In Honduras, multilateral donors have their own
budget support programs. Sida convened a Budget Support Group in
2006 to try to coordinate these multilateral programs as well as the
actions of some bilateral donors.

Conditions attached to budget support

An analysis of the conditions attached to budget support indicates that in
general there has been a hardening of conditions — there are now more
preconditions for obtaining budget support. Even when these precondi-
tions have not been met, bilateral donors begin budget support programs
in the hope that the preconditions established in budget support agree-
ments will influence policies. Budget support by multilateral donors also
includes an increasing number of preconditions for a first disbursement
and of “triggers” for subsequent disbursements. In some arrangements
(performance-based loans of the IADB and budget support of the Euro-
pean Commission), the amount disbursed depends on the degree to
which goals have been met. This all means that the chances that govern-
ments do not receive funds, or that payments are reduced, have in-
creased. As budget support becomes a larger percentage of aid, this
means that more aid is dependent on achievement of certain conditions
(including IMF required reforms) and the predictability of aid decreases.

The number of results-oriented conditions attached to budget support
programs has increased in comparison with the 1990s. All of the budget
support agreements now have some results indicators. But we also ob-
serve that process-oriented indicators (which identify policies to develop
or actions to take) have not decreased. This means that the total number
of conditions has increased over time and that there is still a large
amount of donor involvement in pushing for the implementation of
specific policies and development of certain laws.

The number of sectors subject to conditionality has also increased
over this period. Macroeconomic stability and structural reforms are still
important conditions, but there are also now many conditions related to
poverty reduction, the social sectors, and public financial management.

The Donor Community and Poverty Reduction

It is hard to draw conclusions about whether the activities of the donor
community have promoted policies that will reduce poverty. If all project
aid were aligned with national strategies and if national strategies were
successful at promoting poverty reduction, then aid would have helped. It
is a positive development that most aid is now in budgets and that there
are attempts to improve coordination in sectoral roundtables. As for
budget support, it is too early to evaluate the results because the agree-
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ments are recent. In Bolivia and to some extent Nicaragua, the most
tangible impacts of budget support to date may have been improvements
in public financial management. Further impacts are limited in Bolivia
because budget support was discontinued and in Nicaragua because the
major coordinated action of the budget support group focused on
achievement of IMF ordered reforms, rather than actions specifically
related to poverty reduction.
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H.Reflections about

Poverty Reduction
Strategies

The experience with the PRS process in Bolivia, Nicaragua, and Hondu-
ras raises some fundamental questions about the assumptions behind the
process. At the heart of the PRS process lies the idea that countries must
have a national poverty reduction strategy. We question how valuable it
1s to keep insisting that these national strategies form the basis for rela-
tionships between government and the donor community because the
original PRSPs (and the strategies that have replaced them) have not in
practice met the expectations of the PRS process:

The PRSPs are supposed to provide multi-sector comprehensive visions of how to
reduce poverty and to clearly identyfy priority actions. In practice, the strate-
gies have become broader over time, without providing a truly inte-
grated multi-sectoral view of poverty reduction and without identify-
ing priorities.

The participatory process through which PRSPs are designed is expected to improve the
quality of the strategies and generate commitment inside and oulside the government to
umplement them. In practice, the participatory processes had little direct
influence on strategy content and did not generate widespread or lasting
commitment to the strategies. Moreover, donors have placed less impor-
tance on participation in the design of revised strategies, and government
commitment to “their” strategies has increased.

A national PRS s expected to produce policy continuity and permit monitoring of
the strategy over time. In practice, there has been much continuity in
policies implemented in the three countries, but this has been more by
default than due to a strategy. The strategies have not enabled moni-
toring and evaluation. This is due in part to the fact that the strategies
have been changed on many occasions, but even the most stable
strategies (e.g. Honduras) have not overcome all the hurdles to institu-
tionalizing a monitoring and evaluation tradition. The strategies, and
the process surrounding them, may have increased attention to the
problem of poverty, but it is not clear that one needs a national
poverty reduction strategy to do this.

National PRS are expected to_facilitate a move towards more flexible forms of aid.
The strategies were neither sufficiently detailed nor sufficiently
prioritized to serve as the basis for sectoral budget support. Nor has
having a strategy accepted by government and the donors proven to
be a necessary precondition: budget support was provided even in the
absence of an accepted strategy.
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A national strategy shows a commitment to poverty reduction. Because the
strategies do not reflect what is actually implemented, they are not a
good measure of commitment. It would make more sense to evaluate
results and progress reports, though, given the state of monitoring
systems, 1t is difficult in practice to evaluate the results achieved by
the current government.

If the original PRSPs and the strategies that have replaced them have
not in practice achieved the objectives set out for them, would it not
make sense to consider other alternative approaches to structuring the
relationships between government and donors? Two options that deserve
consideration are:

Working together on a limited agenda, where the strategy to pursue is
clear and monitoring is easy;

Developing and implementing sectoral strategies, which admittedly
sacrifice the goal of comprehensiveness but may stand a better chance
of surviving government change and may be more feasible to imple-
ment.

More fundamentally, to achieve the objective of monitoring, evaluating,
and adjusting (based on results) a country’s poverty reduction policies, it
will be important for donors and governments to continue to support
efforts to systematize the production, dissemination, and analysis of
reliable and recent data about poverty and about the results of govern-
ment action.
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