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Abstract

The Paris Declaration on Aid Effectiveness (PD005, if fully implemented, amounts tg a
silent revolution in the way development cooperati® realised. It therefore constitutes a
considerable challenge for donors and partnersimmlves a substantial learning process.
The purpose of the present paper is to specifyilargtrate this challenge from a donor's per-

spective with a view to making an analytical andpeioal contribution to the joint learning

process. Analytically the paper looks at threealddas derived from a systemic perspective

on development cooperation and considered to bédtaynplementing the PD: commitme
capacity and incentives. Empirically the paper dram evidence from Germany as a m
bilateral donor.
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Main findings. (i) The PD, while being acknowledged by the Gerra@hsystem as a relevant

frame of reference for enhancing aid effectivenesguires further clarification regardi

g

some principles and modalities. (i) Commitmenthe PD is high as demonstrated not only

by its acknowledgement, but also by its translatido policies and procedures and its m

Ain-

streaming in the German aid system. (iii) The PBnalga makes additional demands on| ca-

pacity at the level of both individual aid organisas and the German aid system as w

nole

and, despite a number of positive responses, esgjturther reform. (iv) There are a numper
of incentives and disincentives at institutionatl @ystemic level, which work in favour and

against PD implementation. (v) The overall condusis that in addition to commitme
capacity and incentives matter and therefore desatention.
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1 Starting point, purpose, main questions, backgroud, approach and structure of
the paper

1.1  Starting point, purpose and main questions ohe paper

The Paris Declaration on Aid Effectiveness (PDpmdd in March 2005 by a large number
of donors and partner countries, is another mitestof the international aid effectiveness
agenda, whose main pillars are by now a set ofniatnally agreed development goals, the
commitment to substantially increase resourcesdéwelopment and, endorsed in the PD,
principles and modalities intended to enhance th@ency and effectiveness of development
cooperation. Regarded individually, the PD's pphes and modalities are not entirely new.
Taken together, however, and in view of the targeis timetable (2010) set for their imple-
mentation, they constitute a considerable challdageonors and partners alike. If fully im-
plemented, the PD will amount to a silent revolatio the way development cooperation is
realised and involve a substantial learning prooesthe part of all actors involved.

The purpose of the present paper is to specifyillustrate the challenge which the imple-
mentation of the PD poses for donors with a vieuntiking an analytical and empirical con-
tribution to the joint learning process. Analytigalhe paper looks at three variables derived
from a systemic perspective on development coaparand considered to be key for imple-
menting the PD: commitment, capacity and incentidgapirically the paper draws on evi-
dence from Germany as a major bilateral donor. Mipecifically, the following questions
will be dealt with:

* To what extent is there actual commitment to thedefond its formal approval? Actual
commitment (that is translated into practice) dejseimter alia, on three factors:

— general acknowledgement of the PD and interpogtaf its principles and modalities,
— translation of the PD into policies, implemerdatplans and procedures,
— mainstreaming (dissemination) of the PD througtio& aid system.

» s there sufficient institutional and systemic aapato implement the PD?

— Institutional capacity (referring to individuahstitutions) is defined as comprising
three aspects that are crucial for the implemematf the PD: (i) institutional embed-
ding of the PD, (ii) PD-related knowledge (withitiag being an essential input to
knowledge), (iii) human resources and capacityatiba (particularly in partner coun-
tries, i.e. human resources and capacity of aci@mbassies and country offices).

— Systemic capacity (referring to the German agtesy as a whole) means the ability of
the aid system to cope with the challenges posetthdyD. Are there factors in the
institutional set-up of the German aid system dredimterplay of the main actors that
support and/or complicate the implementation ofRB®

* Are there incentives and disincentives at instidil and systemic level that work in fa-
vour or against the implementation of the PD?



1.2  Background of the paper

The paper is based on an evaluation commissiongdeberman Federal Ministry for Eco-
nomic Cooperation and Development (BMZ) and caroed by the authors (Ashoff et al.
2008). The evaluation was part of a more comprebhensocess in the course of which the
implementation of the PD was evaluated by elevarod® and ten partner countriésVhile

the donor evaluations focused on the three ‘imaw€gories commitment, capacity and incen-
tives, the partner country evaluations looked atithplementation of the PD by the donor
community and the government in the host countieegput level). The individual evalua-
tions are synthesised in a joint report which el presented at the Third High-Level Forum
on Aid Effectiveness in Accra in September 2608.

1.3  Approach and sample of the evaluation

In accordance with the generic terms of refereridie overall evaluation, a qualitative ap-
proach was adopted, including the analysis of daus) semi-structured interviews at head-
quarters level and questionnaires sent to the septations of the German aid system in the
ten partner countries that joined the first phddb® overall evaluation.

The evaluation had to take the complex institutigteucture of the German aid system at
headquarters and country level into account. T kke evaluation manageable, the authors
focused on the main actors listedBax 1 They represent two groups of institutions:

e a core group comprising BMZ, the Federal Foreigfic®fand the main implementing
agencies: German Agency for Technical Cooperat®nZ), KW Development Bank,
German Development Service (DED) and InWENt Capdiiilding International,

e an additional group made up of the Federal Minisfr{finance, the Federal Parliament's
Committee on Economic Cooperation and DevelopmaénZ) and several civil society
organisations (CSOs) engaged in development coperdahe Association of German
Development Non-governmental Organisations (VENRGHurch Development Service
(EED; protestant), Catholic Central Agency for Depeent Aid (KZE) and German
Agro Action (DWWH).

In addition to the analysis of a large number ofudoents, the evaluation team conducted 54
interviews with 103 interlocutors and sent 40 questaires to the representations of the core
institutions of German development cooperationhi@ ten partner countries, 34 of which
were answered.

1 Asian Development Bank, Australia, Denmark, FidlaFrance, Germany, Luxembourg, the Netherlands,
New Zealand, United Kingdom, UNDP.

2 Bangladesh, Bolivia, Mali, Philippines, Sene@auth Africa, Sri Lanka, Uganda, Vietnam, Zambia.

3 This is the first phase of the overall evaluat{addressing input and output levels). The secdrab® is
scheduled for the time after Accra and will focusomtcomes and impacts of the PD.



Box 1: Sample of interlocutorg
Headquarters level Country level
_ Number of Number of | Questionnaires| Questionnaires
Institution . . . .
interviews interviewees sent off answered
, Ministries | BMZ 23 28 b b
(]
€ Foreign Office 1 2 10 10
g_g Implement-| GTZ 9 21 10 10
3 3 |ing agen-
o O
£ 9 | cies Kfw 8 22 10 9
= DED 5 13 7 5
O
INWEnt 2 3 g 0
Federal AwZ 1 8 -
& Parliament
8
3 Federal Ministry of 1 2 -
% Ministry Finance
E |csos  |VENRC® 1 2 -
5,
1S EED 1 2 -
3 KZE 1 1 -
< e e
DWHH 1 1 -
Total 54 103 40 34
& The term ‘interlocutor' refers to the interviewessl the persons in the ten partner countries wplece
to the questionnaires.
b BMZis represented at the country level by develephtooperation officers seconded to the German em-
bassies and acting under the authority of the asalolass.
° DED has offices in seven out of the ten partreemtries of the overall evaluation (Bolivia, Mahilip-
pines, South Africa, Uganda, Vietnam, Zambia).
4 |nWEnt has offices only in three of the ten partoountries (Philippines, South Africa, Vietnam).
¢ The interview with VENRO and DWHH took place hetsame time and was conducted with the same
interviewee, who represented both VENRO and DWHH.

1.4  Structure of the paper

As mentioned before, implementation of the PD ishallenge. To substantiate this remark
with regard to Germany, Chapter 2 briefly descriGesmany's achievement of the PD targets
in 2005 and thus portrays the background againsthatfne following analysis has to be re-

garded. Chapters 3, 4 and 5 present the main sesfulhe evaluation regarding commitment,

capacity and incentives and are structured in decme with the subcategories or sub-
questions indicated at the beginning. Chapter &slreountry-specific and general conclu-

sions.



2

In the PD, donors and partners committed to maonigatheir progress in improving aid effec-

tiveness. A first round of monitoring was conducte®006 on the basis of activities under-
taken in 34 partner countries in 2005. The resglBaseline Survey was published in 2007
and documents the state of PD implementation irb 289 measured against the twelve PD

Germany's achievement of the PD targets?

indicators. The results concerning Germany areepitesl inBox 2. An updated monitoring
survey was conducted in 2007 and will be publishezD08.

Box 2:  Germany's results in the OECD 2006 PD Basgeé Survey
Indi- Definition Baseline ratio Average country ratio | lllustra-
cator Germany | All donors | Germany | All donors tive 2010
targets
3 | Aid flows are aligned on national 55 % 88 % 50 % 42 % 85 %
priorities
4 | Strengthen capacity by co-ordinated 37 % 48 % 36 % 42 % 50 %
support
5a | Use of country public financial man{ 35 % 40 % 28 % 33% [80 %]
agement systems
5b | Use of country procurement systems 34 % 39 % %35 38 % [80 %]*
6 | Avoid parallel implementation 40PIUs | 1832PIUs 1,3PIUs 61PIUs | 13 PIUs
structures per country| per country,
7 | Aid is more predictable 75 % 70 % 48 % 41 % 879
8 | Aid is untied 94 % 75 % 69 % 82 % >949
9 | Use of common arrangements or prp- 20 % 43 % 23 % 35% 66 %
cedures
10a | Joint missions 28 % 18 % 28 % 29 % 409
10b | Joint country analytic work 50 % 42 % 50 % 529 66 %

*

Definition of indicators

3
4
S5a
5b
6
7
8
9

Based on a two-thirds reduction of the gap

10a Percent of donors’ field missions undertakémtljo

10b Percent of country analytic work, includinggtiastic reviews, undertaken jointly

Percent of aid flows to the government sedtat is reported on partners' national budgets
Percent of donor capacity-development supportiged through coordinated programmes
Percent of aid flows that use public finanoiahagement systems in partner countries

Percent of aid flows that use partner couptocurement systems
Number of parallel project implementation uiRsUs) per country
Percent of aid disbursements released accotdliagreed schedules in annual or multi-year fraonksv
Percent of bilateral aid that is untied
Percent of aid provided as programme-baseddappes

Source: OECD (2007), pp. 103, 53, 80-88.




The baseline ratios, which describe a donor's agtgeperformance in all partner countries
surveyed, show that in 2005 Germany ranked bel@iatlerage of all donors in the case of
indicators 3, 4, 5a, 5 b and 9 and above the agdrathe case of indicators 7, 8, 10 a and
10b? Compared with the 2010 targets, Germany haststigb a considerable way in the case
of most indicators, notably 3 (aid flows aligned mational budgets), 4 (proportion of techni-
cal cooperation implemented through coordinatedyiammmes), 5a and 5b (use of partners'
public financial management systems and public ymeent system), 7 (predictability of
aid), 9 (aid provided in the context of programnasdxd approaches) and 10a and 10b (pro-
portion of field missions and country analyses uteden jointly)?

The following three chapters present the evaluatesults concerning the commitment, ca-
pacity and incentives/disincentives of the Germdrsgstem to implement the PD.

3 Commitment to the PD
3.1  Acknowledgement and interpretation of the PD

Commitment to the PD in the German aid systemgs.hit is widely acknowledged as a po-
litically binding framework for the German aid syt and there is a broad consensus among
virtually all actors in the German aid system ftiiat five principles laid out in the PD are key
for enhancing the effectiveness of aid.

* Ownership is generally attributed the highest relevance amahdve principles of the
PD. Yet, there is a concern that the PD’s concémwmership may be too narrowly fo-
cused on recipient governments’ ownership.

* Alignment is generally accepted to be of fundamental impaosaior effective develop-
ment cooperation, too. It was noted, however, thedicient partner systems did some-
times not allow the principle to be implementedatsdull extent.

» Harmonisation, while also accepted as an important principlahaf PD, is sometimes
perceived to conflict with pluralistic competitiaf ideas, and some actors warn against
too dogmatic an approach to harmonisation. Thesecamplaints that partner countries
frequently do not play their role in coordinatingndr agencies, limiting the scope for
harmonisation. Strikingly, many interlocutors seerhonisation within the German sys-
tem as more pressing than harmonisation with atbeors.

4 This picture is only slightly modified by the amge country ratios, which describe a donor's perdmce
irrespective of the volume of activity in each cttynGermany again ranked below the average afaibrs
with regard to indicators 4, 5a, 5b, 9 and, adddlly, 8, whereas performance was above-averatieeinase
of indicators 3 and 6.

5 It should be borne in mind that achieving the Bfgets is in most cases a joint commitment of deormd
partner countries. For donors' to meet part of ttaegets, partner countries need to create thessacy con-
ditions (such as an operational development siyaa@g reliable public financial management and prec
ment systems). Donors can support capacity builtingese areas.



* Managing for results is regarded a key principle for improved aid effemess. All or-
ganisations have adopted specific procedures ttemmgnt results orientation in their in-
ternal management processes as well as in thejrecation with partner countries. With
regard to implementing the principle at partnerrtoulevel, however, many interlocutors
felt that more efforts are required to make the@ple operational.

* Mutual accountability is generally perceived as the least clearly defipexciple in the
PD. Many interlocutors explain that they have reaclconcept of what it means in prac-
tice and whose responsibility it is to implementTibe relation between domestic and ex-
ternal accountability is felt to be insufficientigdressed by the PD.

There is a general concern about somewhat uncigenittons and different interpretations of
some of the principles and modalities in the PDpanticular with regard to the principle of
mutual accountability and — to a lesser degree ragiag for results, a number of interlocu-
tors expressed their concerns that both principkre not as clearly defined as the other three
and stressed that their relevance ultimately degetod the definition adopted.

The PD is criticised by various actors as beingnmuzh focused on central government. This
is perceived to affect the interpretation of then@ple of ownership, which is generally as-

signed the highest relevance among the five priesi;m the PD but is felt to be interpreted

by some actors in too narrow, i.e. government-feduys sense. In the view of many inter-
locutors this neglects other important stakeholderdevelopment processes, namely parlia-
ments, sub-national levels of government, and swdiety.

A number of potential conceptual conflicts betwseme of the principles were highlighted,
in particular between ownership on one side anthbarsation, managing for results and mu-
tual accountability on the other.

Overall commitment to the modalities and indicatagseed in the PD is similarly high. Yet,
views on how the individual indicators are to beeipreted tend to differ between German
aid institutions.

« The main debate is on the interpretation of indisa4d (capacity strengthening by co-
ordinated support), indicators 5a and 5b (use ahtg public financial management and
procurement systems) and, in particular, indic&dquse of common arrangements and
procedures through programme-based approaches)vigWweexpressed by many of the
GTZ interviewees is that the PD is mistakenly ipteted as promoting budget support as
the aid modality of choice. Similarly, GTZ has mesd¢ions against the interpretation by
some actors that TA pooling can only involve finahcontributions.

* Echoing also the international debate, there haa becontroversy on the interpretation of
the concept of programme-based approaches (PBAsparticular on the question
whether the PBA concept implied only financial e@nitions in support of joint pro-
grammes or whether the concept allowed for directtrdoutions (in kind) as well. By
now, a common understanding within the German gglesn has been achieved that
PBAs represent a broad concept of support to paptrogrammes that can involve differ-



ent aid instruments, including direct contributictsough technical cooperation. This
consensus entails the policy that joint financingchanisms such as basket funding ar-
rangements and in particular budget support caectfely contribute to implementing
the PD principles. However, serious reservatioraresj these instruments remain in Par-
liament, particularly in the Budget Committee.

* The need to reduce transaction costs through joissions, monitoring and evaluation
with other donors is widely acknowledged and Gerra@hagencies seem committed to
actively coordinate efforts with other donors. Ytee main challenge created by the prin-
ciple of harmonisation is seen in better coordorawithin the German aid system.

* BMZ acknowledges that delegated cooperation caa $ensible approach to achieve bet-
ter division of labour. It is, however, conside@dransitional instrument and BMZ does
not aim at delegated cooperation for the long ténmparticular not as a silent partner.

In principle, the PD is considered to be relevambss all countries receiving German devel-
opment aid. Nonetheless, it is generally acknowdedtpat the PD is primarily relevant for
LDCs. In conflict or fragile states as well as maalled anchor countrisome principles
and modalities would require country-specific iptetation and weighing.

3.2  Reflection of the PD in policies, implementatioplans and procedures

The high commitment is reflected in various poltycuments and planning processes. Soon
after having signed the PD, BMZ elaborated a dedainplementation plan and a manual on
the PD for the German aid system (i.e. BMZ and enmnting agencies). Implementing
agencies have individually incorporated PD requésts into their programming (via the
corporate annual goals) and are making explicdregfces to the PD.

Planning and programming has particularly evolvethwegard to programme-based ap-
proaches. Procedures in German development coapelratve been adapted to some extent:
The Guidelines for Bilateral Financial and TechhiCooperation have been updated in
March 2007 and allow for enhanced flexibility inrjbfunding mechanisms as well as for
delegated cooperation and silent partnershipsicBeEnt work was done under the German
EU Presidency to establish a Code of Conduct ferRivision of Labour in Development
Cooperation. Concerning managing for results, BMZ& astablished a system to better direct
aid management towards objectives. An importar stethis regard are the common pro-
gramme proposals being elaborated by the implemgigencies on the basis of the priority
area strategy papers and indicating the resultsetachievedimplementing agencies have
monitoring and evaluation systems in place. Changpsocedure have at times pre-dated the
PD and are also motivated by improvements towardsad-up German development coop-
eration.

6 Countries that, due to their economic weight patitical influence, play a growing role in theegpective
regions and on a global scale (e.g. China, Indiessia, South Africa, Brazil, Mexico).
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3.3  Mainstreaming (dissemination) of the PD in thé&erman aid system

The PD and related topics and documents have hissantinated widely and intensively in
the German aid system: widely because of the imrobnt of the main actors at the levels of
government, parliament and CSOs, and intensivelgesthe dissemination frequently ex-
tended beyond the mere provision of informatiortakyng the form of discussions of specific
subjects of the PD. An overview is givenBox 3. The continuous dissemination and discus-
sion have contributed to increasing the knowledge anderstanding needed to implement
the PD agenda.

Box 3: Levels and forms of dissemination of the Pand related topics and documents in the Germah
aid system

I  Government level (BMZ, Foreign Office, main implenmenting agencies)

« Dissemination of PD-related documents (BMZ impletagan plan, policy statements, guidelines, manuals
briefs, best practices etc.)

« Particular information events on the PD and reldatgrics (other than training programmes, workshapd
seminars)

« Discussion of PD-related subjects in regular megstior standing fora
« Informal (day-to-day) exchange of information axg@rience concerning PD-related subjects

Il Parliamentary level

« PD-specific discussions with Committees and Membétke Federal Parliament (Bundestag)
» PD-related hearings held by the Bundestag's Coenith Economic Cooperation and Development (AwZ)
Il Civil society organisations (CSOs)

« PD-specific discussions with CSOs or informatioergg organized by CSOs
e Papers and articles on the PD and CSOs

4 Capacity to implement the PD
4.1  Institutional capacity

As mentioned at the beginning, institutional capais defined as comprising: (i) the institu-
tional embedding of the PD, (ii) PD-related knovgedwith training being an essential input
to knowledge), (iii) human resources and capaditaation (particularly at partner country
level).

4.1.1 |Institutional embedding of the PD

The PD appears to be clearly embedded institutyprdMZ, DED, GTZ and KfW appointed
focal points for the PD. In the Foreign Office, tigision in charge of development coopera-
tion serves as the focal point for the PD. In addjtBMZ, DED, GTZ and KfW created spe-
cial units of different configurations or strengtleel existing ones to deal with specific PD-
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related topics. The task of these units essentalhsists of studying the topics, mainstream-
ing them in the own organisation and providing supfo the staff at headquarters and coun-
try level.

4.1.2 Knowledge and training

Judging from the interviews and the questionnattes knowledge of the PD and is high. The
interviewees at headquarters, who comprised not stalff directly concerned with the PD
but also members of regional divisions, and thesges that answered the questionnaires,
proved to be well informed about the principles anddalities agreed in the PD and the
agenda resulting from the PD for the German aiteayss defined in the BMZ's implementa-
tion plan. The uncertainties and differing viewpmssed with regard to the interpretation of
some principles, modalities and indicators do rwmttiadict this finding since the concerns
voiced expressed the need for further clarificatadnrelevant aspects rather than lack of
knowledge of the PD.

This picture does not necessarily mean that thaildeif specific topics of the PD agenda are
always fully known. As an example, reference waslen@ German embassies whose devel-
opment cooperation officers, according to the FpreDffice, are not always sufficiently
trained to engage competently in discussions orgéudid. Another example is the PD's
principle of managing for results: While its releca is acknowledged and its meaning as
defined in the PD is understood, several interlouexpressed uncertainties about how to
precisely identify and assess the developmenttsesiilaid contributions, attributing this to
methodological uncertainties rather than to a tzakformation and training.

The widespread knowledge of the PD was attributeth® interlocutors to five factors:
» the mainstreaming (dissemination) of the PD retetoeabove,

* intensive PD-related training which was providedhbdirectly (through seminars, work-
shops and conferences) and indirectly (through mlanwperational guidelines, briefs
etc.),

« the fact that the PD agenda concerns most works aeheadquarters and country office
level, fostering the knowledge and understandinipefPD,

« the need to "live" the PD in practice, particuldrythe partner countries (e.g. need to par-
ticipate in the intensified dialogue with other dosrand the partners as a consequence of
the pressure to harmonise and align);

» the continuous exchange of information and expedargarding the PD within the Ger-
man country teams, in the country offices, at thadguarters and between the country of-
fices and headquarters.
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4.1.3 Human resources and capacity of action (padularly at country level)

According to many interlocutors, the implementatafrthe PD has so far led to a consider-
able increase in transaction costs for Germanraittutions (as for other donors) particularly
at the country level and put additional pressuretaff capacity not only in qualitative terms
(prompting the training efforts described befora) also in quantitative terms. The situation
is complicated by the fact that human resource leready been strained before (BMZ,
DED, German embassies). There was not much hopeomsiderable decline in transactions
costs for the short term.

Increasing transaction costs, which were emphagsgticularly by the Foreign Office and
several German embassies, were reported to resulnly from the principles of alignment,
harmonisation and managing for results. As a carssce of these principles, the need for
dialogue and coordination within the German aidesys with other donors and with partner
countries has risen considerably, requiring addgticstaff capacity at headquarters and par-
ticularly at field level. Moreover, the PD agendaodlves a shift to new modes of delivery
(such as PBAs and budget support) and to consegemuits orientation, both of which entalil
a demand for new substantive and management gkdltsare not always available and there-
fore to some extent have to be created first.

The German aid system has reacted to this challengenumber of ways (sd&ox 4). Yet,

the efforts taken so far appear to be still ingigfit. Some other donors have delegated a con-
siderable part of decision-making power to thewrdoy representations. German embassies'
capacity needs to be strengthened not only in tehstéaff seconded but also through more
delegation of authority. KfW is planning to increass country representation by transferring
one fourth to one-third of its headquarters stathie country offices in the next few years.

Box 4: Responses by the German aid system to the #luced pressure on human resources and ca-
pacity of action at the country level (other than taining and organisational rearrangements)

Headquarters
Assigning additional tasks to existing staff (increasing the individual workload)

» Desk officers in country, sector or institutionalidions assuming additional tasks resulting fréwe PD
agenda (such as harmonisation) (BMZ)

Reshuffle of existing staff (assigning existing staff to PD-related tasks)

« Assignment of several staff members to division @Banning, principles and quality control of ceop-
tion with regions and countries"), which is in apaiof the PD, to deal with different subjects & BD
agenda such as budget aid, delegated cooperaisipd of labour among donors (BMZ)

« Assignment of a staff member to division 310 ("Poyweeduction; Programme of Action 2015; sectorad a
thematic principles") to deal with managing for dimpment results (BMZ)

« Appointment of focal points for specific subjecfstee PD (BMZ, DED, GTZ, KfW)

< Assignment of several professionals to the "comuetarea” on PBAs (GTZ, KfW)

Recruitment of new staff

« Employment of new staff in the headquarters (GTRVK

« Recruitment of a professional for management feetigmment results and the new planning, maing and
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evaluation system (DED)
Including PD-related qualificationsin job descriptions
* Knowledge of the PD being an element of job desioriis (GTZ)
« More emphasis on management qualifications in ggrdptions (DED)

Country level
Assigning additional tasks to existing staff (increasing the individual workload)

« Priority area coordinators, country directors anagpamme managers of the implementing agenciesaser|
ingly supporting the economic cooperation officarshe German embassies

Increasing staff capacity at the country level

« Increase of the number of economic cooperatior@ffi and development cooperation advisers (to 37 in
January 2008) seconded from the BMZ to the embagside last few years (the process started afrbad
fore the adoption of the PD and was accelerateaivedirds)

« Secondment of professionals from the headquaxdedtsetcountry offices to assume the role of PGFagan
ers (Kfw; since 2005, 2006: 6, 2007: 13 PGF marsafggrthe most part in Africa)

« Increase of staff in some country offices (includiacal staff) (GTZ, KfW)
» (Planned:) Transfer of one fourth to one third of headquarstaff to the country level (Kfw)
Strengthening the representation and capacity of action at the partner country level

» "Decentralisation pilot" in Egypt, Ghana, India, Moco (economic cooperation officers being givezager
autonomy in the drafting of priority area concegutsl the preparation of government negotiations)

« Transfer of part of the planning, monitoring andleation (PM&E) responsibility to the country offis
(DED)*

* Increase of the number of country offices in trst faw years (KfW; currently 54 offices includinffices
run by local staff)

« Transfer of PGF management to the country offigeagpointment of PGF managers (Kfw)

* DED considers PM&E as the primary responsibitifithe partner countries and sees its own rolbenstip-
port of the creation of related capacities wheeg ttho not exist.

4.2  Systemic capacity

The evaluation pointed to a number of factors iahem the German aid system and extend-
ing beyond the sphere of individual organisatidmat tooth support and complicate the im-
plementation of the PD.

4.2.1 Factors supporting the implementation of thé&D

Separ ate development cooperation ministry enjoying cabinet rank: With its representation in
Cabinet and its own ministerial organisation, depaient cooperation is in a privileged posi-
tion to bring its voice and experience to bearhea government's discussions and decision-
making. According to several interlocutors in BMBijs is a potential advantage in the im-
plementation of the PD since further alignment vaéintner countries' priorities and strategies
and enhanced harmonisation among donors may irhplyather German interests (e.g. for-
eign policy or economic interests) are affectedher visibility of the German aid contribu-
tions is reduced. Under such circumstances, dafgnithe aid effectiveness agenda pursued
by the PD may be easier with development cooperaigoying cabinet rank.
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Considerable implementation capacity: The implementation capacity of the German aid sys-
tem is high as interlocutors in all institutiongerviewed pointed out. The Federal Govern-
ment can count on numerous experienced organisatiben it comes to the implementation
of different types of development assistance (fa&financial cooperation, technical coopera-
tion, economic cooperation, training). German immating agencies (such as GTZ, KfwW
and DED) have become attractive partners for dedelgeooperation and silent partnerships
with other donors who have dismantled part of thmplementation capacity in recent years.
In addition, Germany is a strong actor in technam@peration and capacity building (mainly
through GTZ and DED, but also through InWEnt anéMfwhich can be an advantage when
partner countries need longer-term support in aseal as sector programme management,
public financial management or procurement.

Multi-level approach: German development cooperation often adopts a-feu#tl approach
by engaging simultaneously at central and deceschlevels (e.g. through advisers in minis-
tries assisting in policy formulation on the onenthaand complementary projects or pro-
grammes supporting the implementation of the psdi@n the other hand). By this approach
and by implementing projects and programmes agmifft (national, regional and local) lev-
els, German aid organisations claim to be wellgdah the partner countries and to be in a
good position to participate in policy and sectala@ue.

Wide-spread country representation: GTZ, KW and DED are represented in a large number
of partner countries through country offices. BMZrépresented in virtually all partner coun-

tries through the German embassies (although inyraathem there are no development co-

operation officers seconded from BMZ). This wideesgal country representation certainly

makes it easier to engage directly in the dialogitle partners and other donors at the country
level (though, as mentioned above, the intensitly quality of this engagement vary, depend-

ing on human resources capacity and the degreéitthwlecision-making power is delegated

to the field).

4.2.2 Factors complicating the implementation of ta PD

Complicated co-responsibility of BMZ and Foreign Officee While at headquarters level
BMZ is responsible for most of bilateral German QD\the partner countries strictly speak-
ing the Foreign Office through its embassies hasfilal decision-making power and the
BMZ officials seconded to the country level act enthe authority of the ambassadors and
theoretically can communicate with the BMZ only the& ambassador and the Foreign Office.
While in practice anodus operandi has been found in most cases, the flow of infoionaand
the decision-making processes can become diffasiliseveral BMZ interlocutors pointed

out.

7 One BMZ interlocutor, while acknowledging the adiage of BMZ enjoying cabinet rank, pointed to the
coordination problems between BMZ and Foreign @ffespecially at country level (see below) resulting
from the co-existence of both ministries. As fapassible solution he referred to the example ofesother
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Multi-organisational aid system: According to BMZ interlocutors, the coexistenceddfer-

ent implementing organisations, whose mandatedagvés some extent and which also pur-
sue organisational self-interests, means that #men@n aid system is complex at both head-
quarters and partner country level. This stateffaira was said to reduce the efficiency of
German aid (considerable transaction costs duedessary but often complicated and diffi-
cult internal coordination among the different ingions) and its effectiveness (because of
less than optimal harmonisation and coherenceeotlifierent instruments, projects and pro-
grammes). This view was also taken by the latesCO?eer Review of Germany (OECD
2005) and confirmed by independent country progranevaluations (CPEs) commissioned
by BMZ such as the CPEs conducted in Honduras ardjlBdesh in 2006, which revealed
inefficiencies in the coordination of German aicrges.In addition, the complexity of the
German aid system puts an additional burden ompénmer countries and other donors. A
different view is held by GTZ, according to whidietmulti-organisational structure of the
German aid system has created advantages of spattal and fostered professionalism.

Institutional separation of financial and technical cooperation: Several interlocutors mostly
in BMZ but partly also in KW considered this segi#wn, which is also reflected in separate
budget lines, to be a problem because it not ontgils problems of coordination but also
appears increasingly inadequate in view of thedirenmore comprehensive forms of pro-
gramme aid and the need for harmonisation amongrdand intensive policy dialogue with
the partner countries. Despite a number of efforésle in recent years to improve coordina-
tion between financial and technical cooperatitwe, latest DAC Peer Review of Germany
characterised the distinction between financial @otinical cooperation as "increasingly arti-
ficial in the current environment of more joined dgvelopment cooperation” (OECD 2005),
and the coalition agreement of the present Fedgoakernment (of 11.11.2005) calls for "a
better linking of financial and technical cooperati. By contrast, GTZ maintains that the
considerable implementation capacity of Germantduidgd aid results particularly from the
institutional pluralism and the specialisation dfetent implementing organisations.

Specific delivery modalities in the area of bilateral technical cooperation: There is a tension
between the PD's principles of alignment and harsation and the way a large part of Ger-
man bilateral technical cooperation is agreed amgémented.

* One the one hand, the principle of alignment dalisising partner countries' own institu-
tions and systems (paragraph 17 of the PD). Moeeiggally, PD indicator 5b calls for
donors using partner country procurement systerdsraticator 8 calls for continued pro-
gress in untying aid (although technical cooperai® exempted from the 2002 DAC
Consensus on Aid Untying). Under the principle afrhonisation donors commit "to im-
plement, where feasible, common arrangements attigoilevel for planning, funding
(e.g. joint financial arrangements), disbursemeh{paragraph 32 of the PD, operational-
ised by indicator 9 referring to the use of comrmaaangements or procedures).

donors (such as the Netherlands and some Scanalinewuntries) where the aid administration is pathe
ministries of foreign affairs, which, however, dreaded not only by the foreign minister but alsteselop-
ment cooperation minister enjoying cabinet rank.
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* On the other hand, the BMZ's budget, which is parGermany's Federal Budget Law,
confers the implementation of bilateral technicabmeration mainly to the GTZ. In addi-
tion, the Federal Government's Guidelines for Bialt Financial and Technical Coopera-
tion require the latter to be provided largely e form of direct contributions (i.e. by the
implementing agency and in kind). This explains whg government agreements be-
tween Germany and partner countries frequentlyideofor technical cooperation to be
implemented directly by the GTZ in the form of imé contributions (e.g. experts re-
cruited and sent by the GTZ). As a consequencensiaderable share of German bilateral
technical cooperation is tiéd.

Following the PD, particularly the aforementionedicators 5b, 8 and 9, partner countries
can call for the use of their procurement systdorsprogress regarding aid untying and for
common arrangements. The PD may increasingly |@athgr countries to prefer donors (in
this case Germany) to support capacity buildingibgncial contributions to the budget or
specific programmes (preferably in the form of commrarrangements with other donors)
from which subsequently technical cooperation camepds are financed after international
invitations to tender to which GTZ can respond Hering its expertise. Alternatively, part-
ner countries, while accepting in kind contribusdoy GTZ in the form of experts, are enti-
tled to take part in the selection of those expédnighe context of the latest DAC Peer Re-
view, BMZ declared its intention to further untechnical cooperation (without questioning
the relevance and comparative advantage of dimdtributions) (BMZ 2006, p. 9). Against
this backdrop, GTZ's role as the frequently preedrined provider of German technical co-
operation might be questioned in the future.

GTZ argues that partner orientation is a matteprofciple of its policy in that technical co-
operation (as well as German bilateral developneenperation in general) responds only to
demands expressed by the partner countries and taireengthen partners' capacities. In
addition, GTZ maintains that it has acquired a teaf experience and comparative advan-
tages in a number of areas which can be used édoehefit of partner countries. Furthermore
GTZ does not deny that technical cooperation cad a some extent also does) take the
form of financial contributions or contributions poled technical assistance. In addition
GTZ uses the instruments of financial contractslandl grants where appropriate.

Apart from the fact that technical cooperationhe form of financial contributions has hith-

erto been the exception rather than the rule, tiet pnade by various interlocutors (particu-
larly in BMZ) and shared by the evaluation teamyéweer, is that from GTZ's arguments irre-
spective of their validity it does not follow thidte assignment and implementation of techni-
cal cooperation can only be organised in the whgst predominantly been so far.

8 According to BMZ, about 50 percent of German kitat technical cooperation can be regarded asdintie

(local purchase of materials, financial contribntiprecruitment of local staff), which means tinet other 50
% are regarded as tied (BMZ 2006, p. 9).
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Problems of representation at country level:® The representation of the German aid system in
the partner countries, while having improved, régaly continues to suffer from several
problems:

5

There appears to be still a lack of harmonisatibthe various German aid organisations
which do not always speak with one voice, makirgpinetimes difficult for partner coun-
tries to deal with Germany as one donor.

BMZ interlocutors pointed to the complicated hieracal structures. Theoretically BMZ
officials seconded to the embassies as developooaqteration officers report to the am-
bassadors while the country directors of the imgletimg organisations report to their
headquarters (and the latter to BMZ). Although ractice the interplay of the different
German actors was said to be pragmatic, cooperatigteconstructive, there may be situa-
tions where it becomes difficult for BMZ to perfoiits political coordination function.

The dividing lines between the responsibilitieshe development cooperation officers at
the embassies and the programme managers of then@pting organisations sometimes
become blurred. Due to the limited staff capacftthe embassies and the increasing need
for policy and sector dialogue with the partnerd ather donors, the development coop-
eration officers at the embassies often delegage tharticipation in such dialogude
facto to programme managers of the implementing orgaarsatalthough the latter
strictly speaking cannot act on behalf of the Faldéovernment.

According to interlocutors in BMZ and KfW, thererche role conflicts when programme
managers (mostly from GTZ) act simultaneously agsads to the partner country's gov-
ernment (as part of capacity building), as prioatga coordinators of German aid pro-
grammes and as chairs of donor harmonisation pgeseand sectoral policy dialogue
with partner countries.

Incentives/disincentives to implement the PD

The evaluation identified a number of incentived disincentives to implement the PD (list-
ed inBox 5).

Box 5:  Incentives and disincentives in the Germani@ system with regard to implementing the PD

I ncentives

Intrinsic motivation of staff (BMZ, DED, GTZ countioffices, KW, German embassies)
Organisational target agreements including aspgdtse PD (BMZ, GTZ, KfW, InWEnt)

Individual performance targets including PD-relemMapics (BMZ, GTZ, KfW)

Synergies and learning through PD-induced closepemtion between German aid agencies (DED)
BMZ commitment to the PD (reported by KfW as areiniive)

In addition to the problems referred to abovek(lat staff for fully engaging in the dialogue witlther do-
nors and the partners and insufficient delegatfauthority to the development cooperation offig¢ers
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e Confirmation of the own institutional profile byeHPD (DED, GTZ, and KfW regard their approacheisuc
as alignment with local partners [DED], supportépacity development [GTZ] and partners' ownersiif
basic principle [DED, GTZ, KfW] as congruent todaconfirmed by, the PD principles)

Disincentives

e Shortages of staff (BMZ, DED, German embassies)

« Bureaucratisation and additional workload resulfiogn PD implementation (rising transaction costs)
« Fast staff rotation (BMZ)

« Complexity of the German aid system (requiring stimes cumbersome coordination)

« Interfering political priorities (such as pressticedisburse funds, overarching themes [e.g. thg fibe"],
G8-commitments)

« Call for visibility of German aid contributions (rieated for instance by the argument of accounitstbiis-
a-vis German taxpayers and contrasting with cerRiln modalities such as joint programme-based| ap-
proaches)

« Institutional self-interests (e.g. BMZ's interestdefending its position as a ministry in its ovght vis-a-vis
the Foreign Office as a reason for BMZ to oppodegiding a greater part of its decision-making poared
professional staff to the German embassies; sorastlatk of interest in common reporting and joitig-n
sions of German aid agencies)

=1

6 Conclusions

The following conclusions, while derived from them@an case, are relevant also for other
donors to some degree since conceptual, instititiand systemic issues are involved which
are of a more general interest.

6.1 Commitment

In order to sustain the high commitment to the REhe German aid system, it will be impor-
tant to achieve a better common understandingeoptinciples, modalities and indicators of
the PD. Conceptual conflicts between some of thé PEnciples as well as potential con-
flicts between internal and external accountabditythe recipient and on the donor side need
to be addressed. The discussion on a broader dootemnership in the sense of “democ-
ratic ownership” needs to be taken further at mai@nd international level in order to estab-
lish a common understanding of the concept anditlvesss concerns that some actors on the
donor and the recipient side might have too namownderstanding of ownership as central
government ownership only.

For the German PD implementation plan to retairfutetion as a key document, it needs to
be updated and continuously monitored. Given tlgenirneed to reduce transaction costs of
development cooperation, BMZ should consider to aass German implementing agencies
to act as silent partners on more occasions. Cléaria need to be established at the interna-
tional level as to the circumstances under whickima contributions to PBAs should be con-

sidered appropriate. This decision should be btrigtided by the objective to support partner

countries development strategies in the most éffegtay that is appropriate and feasible.
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Dissemination and PD-related training should berdgd as a continuous task for three rea-
sons:

e The "lifespan” of the PD implementation (2005-20drid possibly beyond) involves a
sizeable change of staff in many organisations whith dissemination and training have
to keep pace.

» Since achieving some of the PD targets still rexput considerable way to go, the mo-
mentum regarding implementation needs to be maietaand hence dissemination and
training (particularly as far as challenging araesconcerned).

* Experience from implementation should be fed bat& dissemination and training with
a view to deepening the common learning procesdl attors involved.

6.2  Capacity

Institutional capacity: As for the problem of human resources and capatiaction at coun-
try level identified as a clear bottleneck, foup@sts deserve attention: (i) the problem of high
workload reported by some institutions, (ii) theede¢o better staff the country representations
(i.e. in most cases the embassies), (iii) delegasfanore decision-making power to the coun-
try representations, (iv) maintaining the momentohPD implementation since only then
transaction cost can be expected to decrease.

Systemic capacity: The systemic factors complicating the implemeatatf the PD need to
be addressed since the PD agenda is ambitiouseith &nd a challenge for Germany as the
2006 Baseline Survey has shown. While it is propalverly optimistic to expect the prob-
lems to be solved within the time horizon of the RB. until 2010), the message resulting
from this evaluation is clear: Putting the PD agemuto practice requires further reforms
whose implementation offers the German aid systemnchance not only to increase its own
efficiency and effectiveness but also to contribisteenhanced aid effectiveness overall. In
other words: the PD is not only a challenge bub aschance for reforming the German aid
system.

6.3 Incentives/disincentives

The number of quite different incentives and disimoves revealed by the evaluation is re-
markable in that it demonstrates how far the im@etation of the PD agenda affects (or is
affected by) the "nerves" of aid institutions ahd tid system as a whole. Although it would
appear very difficult to put precise weights to ihdividual incentives and disincentives,
some are probably stronger than others.

Incentives: Intrinsic motivation has interestingly been saidbe the strongest incentive to
implement the PD because of two reasons:
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» Interlocutors expressing this view believe that lenpenting the PD can actually contrib-
ute to increasing the effectiveness and impacheif twvork and thus their job satisfaction.
If this finding can be generalised, intrinsic mation is an asset that has to be maintained.

» Organisational target agreements and individudbpmance targets, while in theory pro-
viding a strong incentive, were reported to bd stgufficiently translated into manage-
able and monitorable performance indicators. Wéiferts have already been undertaken
to this end, it is still seen as a challenge. Yétais to be kept in mind that the potential
impact of individual performance targets is limitethen institutions contract their staff
under civil service agreements which to date hasteoffered much scope for monetary
incentives.

Disincentives: The problem of high workload and increasing tratisa costs has to be taken
seriously. Here and in the case of some other @bsiives such as the complex German aid
system and the call for visibility of German aidhtidbutions, it is exactly the stringent im-
plementation of the PD that will contribute to cx@ming the disincentives. To give just two
examples:

« Harmonisation (of procedures or in the form of fa@ountry analyses, evaluations etc.),
perceived so far as a disincentive due to highainitansaction costs, will certainly make
life easier for donors and partners, once achieved.

« Enhanced effectiveness joint efforts of partners and donors, provided it is destrated
by development progress, should be a more powarfyiment for convincing parlia-
ments and taxpayers than the visibilityioflividual projects and programmes. The key
argument is that effectiveness of individual prtgegnd programmes is no guarantee for
overall development progress in partner countmesraay well coincide with a deteriora-
tion of the socio-economic and political situat{@nown as the micro-macro-paradox).

Institutional self-interests can be strong disint&s. They should be discussed against the
backdrop of the high commitment to the PD decldredll institutions interviewed and on
the basis of sound factual evidence regardingrtipdications, costs and benefits (in terms of
enhanced aid effectiveness) of changing existinggires and procedures.
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