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Foreword

This evaluation of the inputs and the direct and induced outputs of budget
support in Zambia was commissioned by the Evaluation Department of the
German Ministry for International Cooperation and Development. It is part
of a more encompassing evaluation which, led by Germany and the Nether-
lands in cooperation with Sweden, analyses the overall causal chain of
budget support in Zambia, from inputs to impacts, in five different sectors.
This study profited greatly from background papers of Oliver Saasa and
research input by Johannes Schmitt and Maike Pasch as well as from
research assistance by Sarah Nohr.

Disclaimer: Relative effectiveness of aid modalities

This report is part of an impact evaluation of budget support in Zambia.
It is not an assessment of the relative effectiveness of different aid
modalities.

In particular, this evaluation does not compare the effectiveness and/or
efficiency of budget support as opposed to project aid as the counterfac-
tual. Nonetheless, it is important to note that intervention logic contains
to some extent an implicit counterfactual of traditional project-based aid.
This has to do with the genesis of the aid instrument: budget support in
its modern form emerged from the international aid effectiveness debate
which took off in the 1990’ and has so far culminated in the Paris Dec-
laration on Aid Effectiveness and the Accra Agenda for Action.

The Paris/Accra agenda formulates a number of principles for making
aid more effective; it has its roots in a widely shared frustration with the
limited impact of decades of project-based aid (cf. Faust / Leiderer 2008;
Leiderer 2010). It is commonly understood that programme-based
approaches, including general and sector budget support, serve to imple-
ment these principles. Thus, to the extent that budget support provides
inputs that traditional project-based aid does not — at least not in a simi-
lar way (e.g. high level policy dialogue, conditionality) - one may argue
that there is an implicit counterfactual comparison here between budget
support and project aid. However, since this is a country case study, no
general conclusions on the (relative) effectiveness of the evaluated aid
modality can be drawn from this evaluation. That would require analysis
of a much larger number of individual case studies.




Evaluation of budget support in Zambia

Executive summary

This study - commissioned by the German Ministry for Economic
Cooperation and Development (BMZ) — evaluates the direct effects (i.e.
the direct and induced outputs) of budget support (BS) in Zambia. In
cooperation with the Government of Zambia, the present evaluation of
BS in Zambia is a joint effort of the Policy and Operations Evaluation
Department of the Netherlands Ministry of Foreign Affairs (IOB), the
Evaluation and Audit Department of the German Federal Ministry for
Economic Cooperation and Development (BMZ-E), and the Secretariat
for Evaluation of the Swedish International Development Cooperation
Agency (Sida). It is part of an initiative of the Evaluation Unit of the
EU (Directorate-General for Development, External Relations and
EuropeAid) which aims at assessing the effectiveness of BS and
improving the methodology for evaluating this complex instrument of
development cooperation.

Intervention logic

Programme-based approaches, including sector and general budget
support (SBS/GBS), are core elements of the Paris/Accra Agenda for
more effective aid, which emphasizes ownership, harmonization, align-
ment, managing for results, and mutual accountability (High Level
Forum 2005). BS in its modern form is thought by many to represent
the most suitable form of aid for implementing these principles in prac-
tice (Michel 2008, 22).

Clearly, a core ingredient of BS is financing which is provided with the
aim of supporting the implementation of a comprehensive national
development programme, such as a poverty reduction strategy (PRS),
in the recipient country. In addition to financial resources, however, BS
programmes commonly also encompass non-financial contributions in
the form of:

— Policy Dialogue

— Conditionality

— Technical Assistance (TA) and Capacity Development

German Development Institute / Deutsches Institut fur Entwicklungspolitik (DIE)
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This is because the development partners do not use BS exclusively as
a financing instrument for supporting the respective partner country's
strategies for reaching the Millennium Development Goals (MDGS) in
line with the principles of the Paris Declaration. In providing BS, devel-
opment partners also aim at strengthening ownership, alignment,
results orientation, and mutual accountability through a formalised pol-
icy dialogue between donors and partner governments — together with
better political leverage for donors to bring about improvements in
effectiveness, transparency, corruption control and democratic account-
ability in the management of public funds (Leiderer 2010, 2). Thus
many donors also understand BS as a means of contributing to key
reform processes in partner countries with the aim of building more
effective public institutions.

Because of this multiplicity of inputs and multi-dimensional objectives
of budget support, the effectiveness of BS depends on a complex inter-
action between financial and non-financial contributions as well as the
recipient government’s own capacities and dispositions. The present
evaluation therefore understands BS in Zambia as a ‘package’ of finan-
cial and non-financial inputs and takes the complex interactions of
effects and presumed causal links in the intervention logic of BS into
account.

This part of the evaluation focuses on the inputs and the direct and
induced output of BS in Zambia. The main evaluation questions (in the
following: "EQ") are structured accordingly:

1. INPUTS: To what extent are BS mechanisms that have been put in
place consistent with Zambia’s strategic and policy framework, and
how well has the design been adapted to the specific political, eco-
nomic and institutional context?

2. DIRECT OUTPUTS: To what extent has BS in Zambia led to
increased external funding subject to the government’s own budgetary
process, the establishment of a policy dialogue framework, and the har-
monization/alignment of external assistance?

German Development Institute / Deutsches Institut fir Entwicklungspolitik (DIE)



Evaluation of budget support in Zambia

3. INDUCED OUTPUTS: Has BS had an impact on fiscal discipline
and macroeconomic management, public finance management, public
spending and governance, and democratic accountability?

To answer these evaluation questions, this component of the overall
evaluation mainly relies on data from three different sources:

— Semi-structured interviews of key stakeholders and experts during
two field visits (February — April 2010 and June 2010),

— Existing evaluation reports, reviews, other official documents and
academic literature,

— Information on financial flows,
— Micro- and macro-economic data and indicators.

In addition, this report contains elements from a background report
delivered by Prof. Oliver Saasa, the principal national consultant for
this evaluation component. Moreover, where appropriate, evidence
from the sector reports of the overall evaluation was used.

Inputs

EQ 1: To what extent are BS mechanisms that have been put in
place consistent with Zambia’s strategic and policy framework
and how well has the design been adapted to the specific politi-
cal, economic and institutional context?

EQ 1.1: What inputs have been provided by BS and to what extent
do they correspond to the envisaged GBS/SBS inputs?

Financial support

First and foremost, budget support consists in the provision of direct,
untargeted funding in support of the budget in general (general budget
support — GBS) or specific sector budgets (sector budget support —
SBS). In Zambia, Cooperating Partners (CPs) provide budget support
in both forms: general Poverty Reduction Budget Support (PRBS) is
provided by a PRBS group of six bilateral donors, the European Com-
mission (EC), the African Development Bank (AfDB) and the World

German Development Institute / Deutsches Institut fur Entwicklungspolitik (DIE)
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Bank. Sector budget support, on the other hand, is provided by the EC
in the sectors Roads and Health and in support of the PEMFA (Public
Expenditure Management and Financial Accountability) reform pro-
gramme, and by the United Kingdom in the health sector.

While the bilateral donors and the EC provide PRBS and SBS as
grants, the AfDB and the World Bank give loans. For their part, CPs use
different disbursement mechanisms ranging from fixed tranches only
(Germany, Finland) to various forms of variable tranches based on
overall government performance (UK, The Netherlands) or individual
indicators (Norway, Sweden, EU) to floating tranches (WB, AfDB)
which are disbursed only after particular policy actions have been
taken. The largest share of BS in Zambia (84 % in 2007) is, however,
provided in the form of fixed tranches committed on an annual basis.

Since 2007, PRBS CPs not only make annual commitments but also
establish a disbursement schedule with monthly commitments in order
to improve predictability and facilitate cash flow planning for the Gov-
ernment of the Republic of Zambia (GRZ).

Altogether, from 2002 to 2009, BS to GRZ has increased from US-$
65.4 million to US-$ 248.2 million. Even though in absolute terms BS
resources increased substantially over the past years, other aid modali-
ties still play a much more important role in terms of aid volumes. The
share of BS in total official development assistance (ODA) to Zambia
is still comparatively low at 22.4 % (2008, up from 6.5 % in 2003). For
OECD/DAC CPs, the share in 2008 was 30.3 % (2003: 9.4 %).

Policy dialogue

The policy dialogue structure around BS in Zambia is outlined in the
joint Memorandum of Understanding (MoU) signed by all PRBS
donors and GRZ. The main fora for the regular PRBS dialogue are the
Joint Steering Committee (JSC), the Joint Executive Committee (JEC),
and the bi-annual meetings taking place as part of the Joint Annual
Review (JAR) process.

Joint Steering Committee (JSC): The JSC is the main steering body in
the PRBS dialogue architecture and drives the joint GRZ/CP PRBS-
agenda. The JSC is composed of both Government and CP representa-

German Development Institute / Deutsches Institut fir Entwicklungspolitik (DIE)
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tives, with the CP side represented by three lead donors on a rotational
basis.

The JSC is co-chaired by GRZ and CPs and meets quarterly with the
following agenda: to discuss progress made with respect to perform-
ance indicators agreed on in the PAF, to prepare for review meetings, to
act as a forum for dialogue, and to mediate in dispute settlement.

Joint Executive Committee (JEC): The work of the JSC is co-ordinated
by a small Joint Executive Committee consisting of three representa-
tives from GRZ and two PRBS Group members. The members are
selected by the members of the JSC from amongst themselves and
rotate annually. The JEC is responsible for routine coordination activi-
ties as well as the preparation of joint reviews and the management of
follow-up activities. In case any MoU Signatory wishes to raise a rele-
vant issue for dialogue, the JEC convenes a meeting of both sides to
agree upon the dialogue process on the issue in question.

Joint Annual Review (JAR): Besides the quarterly JSC and JEC meet-
ings, GRZ and PRBS signatories meet twice a year as part of a struc-
tured annual review process. The JAR meetings are jointly convened by
the government and the CPs and are open to the participation of parlia-
mentarians and representatives of civil society.

In sum, the JAR dialogue covers:

— A review of performance, budget execution, and expenditure priori-
ties on the basis of the indicators described in the PAF,

— A review of underlying principles.

— A review of action plans for policy priorities and the following year's
national budget, including the link between poverty reduction prior-
ities and inter-sectoral allocations.

— Addiscussion of the Medium Term Expenditure Framework (MTEF)
of GRZ.

— A confirmation of the CPs” BS commitments for the following year.

— A follow-up on audits.

German Development Institute / Deutsches Institut fur Entwicklungspolitik (DIE)
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The JAR is also closely linked to other dialogue fora which do not
exclusively cover the PRBS process. Most importantly, the review
process builds on the sector dialogue conducted in the so-called Sector
Advisory Groups (SAGS), In addition, the PRBS policy dialogue is
closely linked to the annual High Level Policy Dialogue (HLPD) Meet-
ing between the government and the CP Group (CPG), i.e. the signato-
ries to the Joint Assistance Strategy for Zambia (JASZ).! The HLPD is
chaired by the Minister of Finance and National Planning. The CPG is
subdivided into two sub-groups, namely, the Heads of Cooperation
(HoC) and the Heads of Mission (HoM).

There are no specific dialogue mechanisms related to sector budget
support operations, since SBS-related issues are usually dealt with
either in the context of GBS or within the dialogue structures linked to
the SWAps.

Conditionality

As in most other countries receiving BS, the conditionality attached to
the provision of budget support funding in Zambia is applied on two
levels: the Underlying Principles (UPs) that frame the general mutually
agreed-on basis for the provision of budget support; and the Perform-
ance Assessment Framework (PAF), which serves to regularly assess
the performance of the government (and more recently the CPs as well)
in implementing the programme.

PRBS is provided on the basis of a Memorandum of Understanding
(MoU) between GRZ and the PRBS group that sets out the jointly
agreed terms and procedures for direct budget support from the PRBS
Group to the National Development Plan and serves as a co-ordinating
framework for consultation with the government, for joint reviews of
performance, for common procedures on disbursement, for reporting,
and for audits. According to the MoU, PRBS is provided on the pre-
condition of GRZ's commitment to “fight poverty, including through a

All PRBS donors are members of the CPG. Currently included are Canada, Denmark,
Finland, France, Germany, Ireland, Italy, Japan, the Netherlands, Norway, Sweden, UK,
the United States, the African Development Bank, the European Commission, the IMF,
the United Nations System, and the World Bank. Other CPs may attend as observers.
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pattern of public expenditure consistent with poverty reduction priori-
ties as identified in the National Development Plan” as a basic princi-
ple (GRZ / PRBS Group 2005, 5). In addition, the MoU identifies three
Underlying Principles (UPs) for the provision of direct budget support:

— GRZ’s Commitment to peace, democratic principles, the rule of law,
good governance and integrity in public life, including the fight
against corruption;

— GRZ’s Commitment to public financial management reforms;

— GRZ’s Commitment to pursuing sound macro-economic policies, as
evidenced by a positive IMF assessment of overall macro-economic
performance.

The UPs are subject to continuous assessment by the PRBS Group as
part of the annual review process. This assessment is to a large degree
based on the judgement of each CP, meaning that a perceived violation
of the UPs suffices to initiate the High Level Policy Dialogue pre-
scribed by the MoU. At the same time, a positive assessment of the UPs
is a precondition for PRBS commitments on the part of the CPs within
the framework of the annual review process. The UPs thus constitute
the core of PRBS conditionality and provide a key entry point for CPs
into dialogue with GRZ on the overall reform agenda.

In addition, CPs condition their budget support commitments and to
some extent their disbursements on progress achieved by GRZ in
implementing the National Development Plan. This progress is to be
measured according to jointly agreed-on performance indicators as
described in a Performance Assessment Framework (PAF), which the
MoU defines as “a multi-annual matrix of priority milestones, targets
and indicators based on the National Development Plan, Public Expen-
diture Management and Financial Accountability reforms under the
PEMFA programme and related initiatives over time, other components
of public service reform, macro-economic stabilisation policy and debt
sustainability” (GRZ / PRBS Group 2005, 4).

Since 2006 the PAF has evolved into a comprehensive framework of
targets, policy measures and outcome indicators, with the current 2009-
2011 PAF covering four main areas of the FNDP, namely: (a) reform

German Development Institute / Deutsches Institut fur Entwicklungspolitik (DIE)
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process and financial management (covering decentralization, public
sector reform, public finance management, domestic taxation, financial
sector); (b) wealth creation (agriculture, infrastructure incl. roads,
energy and water, private sector development); (c) social equity (health,
education); and (d) cross-cutting issues (HIV/AIDS, environment).
Although there has been no major shift in the sector focus, which from
the beginning was mainly on the first two pillars; i.e. reform process
and wealth creation, the number of targets measuring GRZ perform-
ance has increased steadily since 2006, reaching 37 targets in the 2009-
2011 PAF

The use role of the PAF in determining disbursements varies widely
between CPs: Two CPs (Germany and Finland) provide BS exclusively
in the form of fixed tranches based on overall PAF performance; other
CPs (The Netherlands, UK) use different mechanisms to link additional
incentive tranches with overall PAF performance; others (Sweden, Nor-
way, and the EC) also base fixed tranches on overall PAF performance,
but link their variable tranches with selected PAF indicators; the World
Bank and the African Development Bank provide their budget support
in the form of floating tranches that are disbursed once a selected set of
PAF indicators (prior actions) show successful implementation.

Technical Assistance and capacity building

In order to assist GRZ in improving the quality, efficiency, cost-effec-
tiveness and delivery of public services to its people, CPs have engaged
in a number of programmes and initiatives involving technical assis-
tance and capacity development. These activities, partly conducted as
accompanying measures of BS, are embedded in the GRZ’s own reform
agenda. GRZ has been implementing the Public Service Reform Pro-
gramme (PSRP) since 1993. In line with this GRZ programme, the
majority of BS donors provide funding to the PEMFA programme, the
first component of PSRP. In addition a number of CPs support the gov-
ernment in building capacities at the Office of the Auditor General
(OAG) and in Parliament or engage in other forms of BS-related tech-
nical assistance.

The objective of PEMFA is to contribute to the efforts of the Govern-
ment in improving efficiency, effectiveness and democratic account-

German Development Institute / Deutsches Institut fir Entwicklungspolitik (DIE)
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ability in the management and utilisation of public financial
resources at both the central and sub-national levels. All nine PRBS
donors are among the 13 signatories to the PEMFA Memorandum of
Understanding.

Contributions by the co-operating partners to the programme budget
for the five-year period amounted to US-$ 72.2 million, of which 55 %
or US-$ 39.7 million had been utilized by March 2009. The PEMFA
Programme was (cost-neutrally) extended for one year and ended in
2010.

Over the last ten years, a number of donors including USAID, EU, Fin-
land and Germany and Great Britain have targeted capacity-building
projects for Members of Parliament (MPs). Another important TA pro-
gramme not directly linked to but highly relevant for the PRBS pro-
gramme is the assistance provided by Germany through GTZ to
MoFNP. This programme, in implementation since 2006, aims at sup-
porting MoFNP in integrating the Poverty Reduction Strategy in the
budget process.

EQ 1.2: To what extent are BS operations put in place consistent
with Zambia’s strategic and policy framework and with the overall
Development Partners’ (DPs) development strategies?

Budget support has been declared as the preferred aid modality by
GRZ. This preference is also acknowledged by the donors, who have
committed themselves to work towards moving in the direction of this
aid modality. First steps on the road to BS were already taken in the
1990s through sector-wide approaches (SWAp) and in 2003 through
the Harmonization in Practice (HIP) initiative. In 2005, GRZ launched
a Zambia Aid Policy and Strategy (2005) which called for direct BS as
the main aid modality. With the formulation of a Joint Assistance Strat-
egy (JASZ) signed by all major donors, the CPs explicitly acknowl-
edged the government’s preference for BS and committed themselves
““to the extent possible increasingly deliver aid to the government sec-
tor through this modality to the extent that GRZ's systems meet estab-
lished guidelines and standards, and that CP policies support such
assistance.”
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Since then, BS operations in Zambia (i.e. financial and non-financial
contributions) have been largely in line with the national strategic
framework and priorities. There is no direct evidence that the principle
of alignment has been voluntarily infringed on by CPs. With regard to
the different budget support inputs, the evaluation found the following:

— Funding — Measured against the government’s regularly updated
medium term financial plans, budget support in Zambia has pro-
vided fairly reliable funding. However, when measured against the
estimated funding gap in the GRZ’ Fifth National Development
Plan (FNDP), BS funding falls significantly short of what has been
considered necessary to meet the ambitious poverty reduction and
development goals formulated in the FNDP.

— Policy Dialogue — Altogether, it can be argued that the PRBS dia-
logue focuses mostly on reform programmes and sectors identified
as GRZ priorities in the FNDP. However, the FNDP has been for-
mulated in a rather broad way and is not very explicit when it comes
to prioritization and concrete reform implementation. As a conse-
quence, formal alignment for CPs towards the FNDP is relatively
easy and does not exclude the possibility that concrete reform steps
in specific sectors or even cross-cutting issues might not be driven
by international agencies.

— Conditionality — By and large, the two major components of condi-
tionality attached to the provision of BS in Zambia are consistent
with the overall intervention logic implied in the provision of BS.
However, a more detailed analysis of conditionality in the Zambian
BS process reveals three major weaknesses:

e The PAF has too many indicators. This complicates policy pri-
oritization. Moreover, there is no inherent logic within the PAF,
which explains the different use of process and outcome indicators.

e Disbursement mechanisms related to the indicators and targets
of the PAF do not correspond to a homogeneous incentive sys-
tem but rather respond to the different logics of the individual
CPs within the PRBS group.
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e The conditionality of the UPs is formulated in such a way that it
provides extensive manoeuvring space for individual CPs in
interpreting the process of political reform in Zambia. This in
turn creates a large potential for collective action problems
among CPs when it comes to interpreting the course of reforms.

— Technical Assistance — BS-related TA and Capacity Building efforts
are consistent with both GRZ and CP strategic frameworks:

e The PEMFA programme is one of three pillars under the Public
Sector Reform Programme of the FNDP. As such, CP support
for the PEMFA programme is fully in line with GRZ’s strategy
and policy framework.

e Building on the Joint Assistance Strategy for Zambia in 2008,
the CP Group developed and signed a Code of Conduct on
Capacity Development aimed at improving ““the effectiveness,
efficiency and impact of technical assistance from both project
support and direct budget support to Zambia™. This Code of
Practice formulates 15 principles on how to provide TA, includ-
ing the principle of supporting country-led programmes for
capacity development and providing this support in a coherent,
coordinated and programmatic manner.

EQ 1.3: How well was the design of GBS/SBS inputs adapted to the
specific political, economic and institutional context of Zambia?

The PRBS-MoU formulates principles for the provision of budget sup-
port in Zambia. These Underlying Principles (UPs) do not impose any
specific structures or policies on GRZ and allow the CPs to align their
inputs with the existing political, economic and institutional context of
Zambia. Therefore it can be argued in principle that BS inputs in Zam-
bia are well aligned to the specific economic and institutional context
in Zambia and thus allow for genuine democratic ownership of the
processes involved.

However, some deficiencies with regard to institutional alignment, par-
ticipation and democratic ownership in the policy dialogue exist: Even
though the key dialogue processes are open to civil society participa-

German Development Institute / Deutsches Institut fur Entwicklungspolitik (DIE) 11



Stefan Leiderer, Jorg Faust

tion, the involvement of CSOs or, for instance, parliamentarians, has
been less than satisfactory in actual practice.

In addition, the political realities to some extent create incentives for
CPs to sideline existing institutions, yet without the results hoped for.
For instance, the structure for PRBS policy dialogue in principle builds
on existing structures and is well integrated with other dialogue fora,
such as the High Level Policy Dialogue conducted by the CP Group of
signatories to the Joint Assistance Strategy (JASZ), or the sector dia-
logue taking place in the 21 Sector Advisory Groups (SAGS). The poor
performance of some SAGs has led CPs to incorporate specific sector
issues into the PRBS dialogue with the aim of bringing them to a higher
level of policy dialogue. This strategy, however, requires a coherent pol-
icy formulation capacity on the partner side. In practice, however, the
Ministry of Finance and National Planning has not been able to exer-
cise its coordination function vis-a-vis all sector ministries effectively.

Moreover, serious weaknesses exist with regard to information man-
agement and record keeping for key PRBS processes. Despite the com-
plexity of the PRBS and related dialogue processes there is no institu-
tionalised and effective joint knowledge and information management
system regarding these processes on either side of the aid relationship:
MoFNP clearly has insufficient capacities for providing effective mon-
itoring and information management for PRBS processes. This weak-
ness negatively affects many aspects of GBS/SBS operations, but so far
the CPs too have failed to remedy this by supporting the MoFNP in this
particular capacity or by assuming this important function themselves
in a harmonized way and without creating substantial transaction costs.
In this respect, BS operations have not been fully adapted to the inter-
vention logic that highlights the importance of the alignment principle.

— On the GRZ side, the Ministry of Finance’s Economic and Technical
Cooperation (ETC) Unit, which has the prime responsibility for
engaging and coordinating the CPs, was organised by donor desks
up to the end of 2009. This setup did not facilitate sector or issue-
related information management in support of PRBS dialogue
processes.
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— On the side of the cooperating partners, the lead donors represented
in the key PRBS dialogue are responsible for preparing meetings and
moderating discussions. However, they do not have specifically ded-
icated resources for engaging in joint and sustainable knowledge
management. Thus, a large part of the preparatory and analytical
work is done by the actors individually and often repetitively. This
deficiency not only has created unnecessary administrative costs for
both CPs and GRZ but has also hampered the emergence of common
positions among the CPs of the PRBS group.

Direct outputs

EQ 2: To what extent has BS in Zambia led to increased external
funding subject to government’s budgetary process, the estab-
lishment of a policy dialogue framework and to harmoniza-
tion/alignment of external assistance?

EQ 2.1: To what extent has BS contributed to an increased size and
share of external funding subject to government’s budgetary process
and improved the predictability of overall flows of external assistance

Budget support has increased the size and share of aid subject to GRZ’s
budgetary processes, while also facilitating planning, accounting, and
reporting procedures for the government with regard to aid inflows.
However, this has not happened at a level where a substantial reduction
of the overall transaction costs of development cooperation could be
expected.

The extent to which budget support has increased the share of external
support channelled through GRZ’s own budget processes varies accord-
ing to the data source employed: An analysis which uses IMF data on
GRZ receipts of grants and budget support puts the proportion of
budget support in total grants at an average of 29 % in the 2005-2009
period, compared to 19 % for the years 2002-2004. An analysis based
on MoFNP data, on the other hand, shows a significantly higher share
of budget support in total grants, with a peak in 2006, when PRBS
grants accounted for 53 % of grants and total budget support (includ-
ing SBS) accounted for 68 % of grants.
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According to OECD/DAC data, the budget support share of total ODA
receipts (excluding debt relief) has increased from 6.5 % to 22.4 %
since 2003. For OECD/DAC donors only, the share of budget support
in total ODA rose from 9.4 % in 2003 to 30.3 % in 2008.

The share of external support in public expenditure has been decreas-
ing over the past years. This is not due to diminishing amounts of aid
but is a consequence of the fact that domestic budget allocations have
grown substantially faster than external funding: The share of domestic
allocations in total allocations grew from a mere 62 % in 2003 to 85 %
in 2009.

Depending on the data source, the share of BS resources in total gov-
ernment expenditures was a mere 5.4 % (IMF) or 6.17 % (GRZ)
between 2005 and 2009. In comparison, project support accounted for
an average 13.56 % of government expenditures over the same time
span.

— Compared to many other BS recipient countries, GRZ’s dependency
on BS to fund its public expenditures is thus relatively limited.

— Increasing the share of aid resources that are subject to GRZ’s own
planning and budgeting processes has given budget support the
potential to improve the allocative efficiency of public expenditures
in Zambia. At the same time, however, no substantial reduction of
transaction costs on either side of the aid relation can be expected
from this, since the amount of off-budget aid requiring parallel plan-
ning, administration, and reporting processes is still substantial.

— Aid predictability in Zambia in general is fairly poor; this seriously
undermines the effectiveness of GRZ planning and cash flow man-
agement. This applies in particular to project-based aid, but also to
PRBS funding: In 2007, for instance, a mere 77 % of PRBS com-
mitments were disbursed; in 2008, disbursements were 15 % higher
than commitments.

— However, the main problem for PRBS predictability is with its tim-
ing rather than with the amounts disbursed. Late disbursements
affect budget implementation, since unused funds must be returned
from line ministries to the Treasury. PRBS funds were delayed on
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average by 5.03 months in 2007, 0.78 months in 2008, and 3.11
months in 20009.

EQ 2.2: To what extent has BS contributed to the establishment of a
framework of policy dialogue, focused on key government strategies
and priorities?

A comprehensive dialogue structure has been established around the
BS process; this provides the basis for regular and structured policy
dialogue. This structure has helped in the discussion of conflicting
interests on conditionality and funding. In this regard, the established
structures have provided strong incentives against further fragmenta-
tion of the dialogue process. On the other hand, however, the dialogue
process has been plagued with deficiencies that mainly relate to the
persistent fragmentation on both sides of the dialogue process. Setting
up complex dialogue structures with important functions for an ambi-
tious aid instrument such as BS requires strong capacity and the polit-
ical will to manage these dialogue structures in an effective and effi-
cient manner. While both CPs and GRZ have continuously expressed
their intention to do so in their rhetoric, the de facto capacity on both
sides has been limited.

Even though there have been both periods of inactivity and accelerated
progress, there is evidence that the policy dialogue in connection with
budget support has helped alignment and harmonization processes.
Importantly, the dialogue structures showed some institutional stress
resistance at times when the operational effectiveness of the dialogue
structures was put to the test during the corruption crisis in 20009.

For this reason, the established dialogue processes provided a valuable
firewall against further fragmentation; the established mechanisms
gave CPs and GRZ a platform for dealing with highly controversial
issues. In this regard, the dialogue mechanisms were indeed fruitful in
preventing the implosion of harmonization and alignment attempts dur-
ing times of crisis, because they provided — at least to some extent - an
institutional and organizational foundation for the intervention logic of
budget support. Despite all the deficiencies of the dialogue process
itself, this often implicit value of the dialogue structure should not be
underestimated.
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One important collective action problem, however, weakens the BS dia-
logue’s focus on key government priorities: the specific sector interests
of many individual CPs. A strong move towards harmonization and
alignment, compatible with the intervention logic of BS, would weaken
many CPs’ special relations with sector ministries and would subordi-
nate their sector interests to a coherent national planning system with
the finance ministry as the prime player. In this regard, the sector inter-
ests of individual CPs and the interests of sector ministries to restrain
the coordinating function of the finance ministry come together in an
“unholy” alliance against the intervention logic of BS.

EQ 2.3 To what extent has BS contributed to the provision of non-
financial inputs, such as technical assistance and capacity building,
which are considered as strategic government priorities?

In line with the principles of the Paris Declaration, the PEMFA pro-
gramme is using a multi-donor basket funding mechanism managed by
a dedicated secretariat within the MoFNP; this mechanism should in
principle ensure adequate ownership, alignment, and harmonization of
the provided Capacity Building. However, budget support-related TA
and Capacity Building in Zambia have been less effective than would
have been hoped for. In practice, for example, PEMFA was perceived
by some as being primarily an avenue for PRBS donors to control fidu-
ciary risks, rather than as a genuine capacity development programme
owned and led by GRZ. In particular, while MoFNP as a natural ally for
most of the reforms supported by the PEMFA programme may actually
exhibit sufficiently strong ownership at the top management level, this
is not necessarily true at all lower levels and in all other parts of gov-
ernment. In addition, the programme's design may have been too ambi-
tious in terms of coverage to be effectively managed by MoFNP.

EQ 2.4: To what extent has BS contributed to harmonization and align-
ment of external assistance, and reduced transaction costs over time?

Budget support has increased the size and share of aid subject to GRZ’s
budgetary processes; it has facilitated planning, accounting, and report-
ing procedures for the government with regard to aid inflows; however,
this has not happened at a level where a substantial reduction of the
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overall transaction costs of development cooperation could be
expected.

With regard to non-financial contributions, however, coordination with
CP activities not directly linked to the provision of budget support was
insufficient to have a substantial effect on aid harmonization and align-
ment beyond the directly PRBS-related activities.

For instance, there is no coherent and harmonised approach to Capac-
ity Development under which a formalized system of coordination and
dialogue on TA activities could be established As a consequence, the
PEMFA programme was insufficiently coordinated with other TA
activities, and while PEMFA provided a strong framework for donor
coordination and harmonization within the programme and for PFM-
dialogue with GRZ, CPs seem to have lost sight to some extent of its
need for coordination with other TA outside PEMFA (and provided
through other aid modalities). As a consequence, no formalised coordi-
nation and information exchange mechanisms with other TA activities
have been established.

Induced outputs

EQ 3: Did BS have an impact on fiscal discipline and macroeco-
nomic management, public finance management, public spend-
ing and governance and democratic accountability?

EQ 3.1: To what extent did BS contribute to the improvement in fis-
cal discipline and macroeconomic management?

Over the past years, GRZ has performed fairly well with regard to
macro-economic management and fiscal discipline. However, these
positive developments were predominantly due to strong economic
growth (as a result of the resource boom) and debt relief, rather than to
BS. Nonetheless, BS certainly helped to maintain fiscal discipline, in
particular during the international financial and economic crisis. Pru-
dent macroeconomic policies and significant structural reforms associ-
ated with HIPC/MDRI debt relief sparked the economic turnaround
seen in the last decade: external and domestic debt has been brought
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down to moderate levels, and international reserves have increased sig-
nificantly.

EQ 3.2: To what extent did BS contribute to an improvement of
budget management and overall PFM?

Notwithstanding repeated delays in the implementation of reforms and
the continued need for further strengthening of the PFM system, PRBS
has contributed to substantial improvements in the management of pub-
lic finances in Zambia. The most recent PEFA assessment, conducted
in 2008, confirmed that PFM performance in Zambia has improved in
all dimensions of the PEFA indicators. This overall positive assessment
of GRZ efforts to strengthen its PFM system is largely shared by the
IMF. Nevertheless, a broad consensus seems to exist among actors on
both sides of the aid relation as well as within civil society that these
achievements were predominantly due to the general focus of the PRBS
dialogue and the Underlying Principles; in turn, PFM-related PAF con-
ditionality is generally not perceived as a decisive factor in creating
effective incentives for the government to strengthen its PFM.

At the same time, Zambia’s PFM system continues to exhibit signifi-
cant weaknesses, even in those areas that are arguably of particular rel-
evance for PRBS effectiveness and the minimisation of fiduciary risks
such as policy-based budgeting, budget variance, and expenditure con-
trols.

With regard to external budget oversight, further improvements are
necessary. In particular, even though the effectiveness of the Auditor
General’s Office has improved significantly, important challenges with
regard to follow-ups of audit findings remain. In particular, follow-up
actions by Government to remedy audit findings have not always been
satisfactory.

EQ 3.3: To what extent did BS contribute to the level and composi-
tion of public spending?

In nominal terms, total budget allocations increased by 113 % or an
annual average of 13.73 % between 2003 and 2009. This vast increase,
however, needs to be weighed against an average annual inflation rate
of about 15 % over the same period. The marginal contribution of
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budget support to expenditure growth varied substantially over the
period from 2004 to 2009. While the additional inflow of budget sup-
port resources in 2005 and 2009 contributed about a fifth of the year-
on-year change in expenditures from 2004 to 2005 and from 2008 to
2009, the contributions for 2005/6 and 2006/7 were merely 3.76 and
5.70 %, respectively.

Exchange rates play an important role for the contribution of budget
support to budget resources available to the government.

— BS facilitated the increase in GRZ budgets and expenditure between
2006 and 2009. Nevertheless, the contribution of PRBS increases to
the total budget growth has been relatively modest: In current prices,
year-on-year budget support increases contributed an average of
12.49 % to nominal expenditure growth. Of the 34 % increase in real
expenditures between 2006 and 2009, 16.5 %, or 5.6 percentage
points, can be explained by the increase in budget support resources.

— Nevertheless, despite the relatively small share of budget support in
government expenditures and its poor performance against FNDP
fiscal targets, there is evidence that the resources provided are decid-
edly more important for the government’s fiscal leeway than their
relatively small budget share would suggest. This is because domes-
tic revenue barely covers — mostly statutory — recurrent expendi-
tures. For discretionary spending, and in particular for capital expen-
ditures, the government still relies heavily (if not exclusively) on
loans and grants.

Additionality: Revenue side fungibility

At an average 18 % of government revenue (excluding grants) as per cent
of GDP between 2004 and 2008, Zambia’s revenue performance was con-
sistently above the average of 16.3 % for the group of low-income coun-
tries in Sub-Saharan Africa. This is against a continued decline during the
period from 2000 to 2006, when the tax-to-GDP ratio declined from 19.2
to 17.0 %. In 2008, revenue (excluding grants) reached 18.6 % of GDP,
which is in line with the target set in the Fifth National Development Plan
for a revenue-to-GDP ratio of more than 18 % by 2010.
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According to data provided by the CPs, revenue grew in real terms by
23 % between 2002 and 2008. This was the result of a domestic revenue
growth of 50 %, whereas total budget support and project grants shrank
by 35 %. According to MoFNP data, tax revenue grew in real terms by
26 % between 2004 and 2008 alone.

— Inview of the substantial increases in domestic revenue over the past
decade or so, it seems safe to say that budget support funding in
Zambia is predominantly additional to domestic financing. There is
no evidence for substantial crowding out of domestic resources in
the sense that the provision of budget support might have led to a
reduction in domestic revenue mobilisation.

— Nonetheless, there is scope for further increasing the tax-to-GDP
ratio by broadening the tax base and taxing the mining sector more
heavily. However, it must be doubted whether the domestic tax effort
would increase substantially in Zambia in the absence of budget sup-
port. In fact, with non-traditional donors (particularly China) play-
ing an increasingly important role as providers of external funding
in Zambia, it can be assumed that GRZ could relatively easily find
sources of funding other than taxes should PRBS donors decide to
reduce or stop providing budget support.

— Moreover, revenue-side fungibility in Zambia is not specific to any
particular aid modality. Rather, the degree of fungibility could be
expected to be substantially the same if the amounts of aid currently
provided in the form of budget support were to be provided in proj-
ect form instead.

Allocative efficiency

At an aggregate sector level, expenditures from 2006 to 2009 were only
partly in line with FNDP sector priorities and fiscal targets for the
domestic budget. It is noteworthy that performance was best in the
social sectors health and education, where the government controls the
most important share of resources. In education (health), the average
deviation of expenditures from the domestic fiscal target was 0.84
(2.17) percentage points, or an average of 10.29 % (12.08 %) of the
projected share in the domestic budget. In agriculture and roads, both
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of which are ostensibly more politicized and, at the same time, receive
relatively more support in form of projects, the variance between pro-
jected domestic budget shares and expenditure was larger (21.87 %,
39.20 %) and has been increasing over the past years.

— With regard to the social sectors, budget allocations and expendi-
tures in Zambia are roughly in line with strategic priorities as set out
in the Fifth National Development Plan and can be considered fairly
pro-poor. Budget support resources — while certainly not decisive for
this allocation pattern — can be argued to have facilitated significant
increases in social sector spending.

— There is evidence that in these sectors BS did not crowd out (but
rather crowded in) domestic resources, and that by and large budget
support is financing the right priorities in Zambia. A continuous
concern is the persistently high wage bill, which poses a potential
threat to the implementation and continuation of (investments in)
poverty reduction programmes.

— Notwithstanding the persistently large share of General Public Serv-
ices in overall expenditures, at an aggregate level GRZ thus made
fairly reasonable use of additional resources from a development and
poverty reduction perspective: of the real expenditure growth of 29.1
% between 2006 and 2008, the largest share was spent on Economic
Affairs (20.4 %), Social Protection (19.8 %), Health (14.2 %), and
Education (12.8 %). Only 5.1 % of the additional resources were
used for defence, and only 3 % for Public Order and Safety.

— Of the fiscal space in excess of statutory expenditures, which was
created at least in part by budget support, roughly half was spent on
pro-poor priority spending sectors.

Poverty orientation of the budget

Overall, the budget has become more pro-poor in past years. Total allo-
cations to PRPs during the 2005 to 2009 period averaged 45.78 % of
the total budget from all the sectors and provinces.

— However, infra-sector and sub-sector spending does not necessarily
always reflect pro-poor priorities. For instance, in education a bias
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towards urban over rural areas can be observed; in agriculture, the
budget is found to be dominated by input subsidies that reach only
about 15 % of the farmers, who, in addition, are among the finan-
cially better-off.

— An issue of concern with regard to the poverty orientation of the
budget is the small and decreasing share of capital expenditure in
total spending. This development poses a threat to the implementa-
tion and continuation of investments in poverty reduction pro-
grammes and already has contributed to a general deterioration in
the infrastructure.

— Notwithstanding these developments, poverty-related expenditures
did increase as a share of the total budget and as a share of GDP. This
was in particular a result of the increases in expenditures for health
and education, but also due to an increase in spending on agricul-
ture, from 2 % in 2000 to 7.6 % in 2007.

EQ 3.4: To what extent did BS contribute to an improvement of pol-
icy processes and policy implementation (including ownership and
transparency)?

The quality of policy processes, especially in relation to transparent and
accountable, public financial management in Zambia, is still low due to
serious capacity shortages, coordination problems, and several political
challenges. Nevertheless, these processes have slightly improved
between 2005/6 and 2008; since 2009, however, it has been difficult to
maintain the momentum of this development. Nevertheless, at least a
partial contribution of BS to some policy reform processes can be men-
tioned:

— The reform of the budget calendar approved by the end of 2009 and
implemented in 2010 can be partly attributed to the BS High Level
Policy Dialogue (HLPD). In the follow-up to the scandal in the
health sector, the PRBS CPs put strong emphasis on the issue of
reforming the budget calendar, and the subsequent reform by GRZ
will most likely improve budget planning and policy implementa-
tion. However, the political cost to GRZ of implementing this reform
is relatively low.
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— Support for the decentralization process has also been an area where
the PRBS had some, if limited, success. The overall political and fis-
cal decentralization process in Zambia has been weak, and has stag-
nated for several years despite some initiatives of GRZ. A constitu-
tional reform necessary for strengthening both the political inde-
pendence of local governments (direct election of mayors) and the
‘demand-side’ of decentralization seems currently politically unvi-
able. There has also been little success in improving transparency
and non-discretionary practices in the fiscal transfer system, mainly
because of strong resistance on the part of sector ministries. Despite
constant complaints from the PRBS group and other CPs about this
slow progress, the Decentralization Implementation Plan (DIP) was
not approved by the Cabinet until early 2010. Prior to this event,
pressure to pass the DIP through Cabinet increased substantially in
the context of both the health scandal and increasing rumours that a
further report by the auditor general would reveal similar challenges
in the road sector. Thus the BS HLPD was helpful in achieving this
reform step, since at least some of the PRBS parties signalled to
GRZ that they would consider further delay as an additional politi-
cal sign of non-compliance with the Underlying Principles. As in the
case of the reform of the budget calendar, however, the approval of
the DIP by the Cabinet has not yet involved significant political
costs because the implementation process has not yet gained strong
momentum.

EQ 3.5: To what extent have there been improvements in governance
and democratic accountability, particularly regarding the relative
roles of parliament and civil society in relation to the budget?

When assessing the effect of BS on the quality of policy processes and
governance, one has to keep in mind the difficult political environment
in Zambia. Nevertheless, and with all due caution regarding remaining
attribution problems, the existing evidence suggests at least mildly pos-
itive effects on policy processes and overall governance quality. How-
ever, the potential of the instrument has been constrained by three fac-
tors:
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— First, while the period from 2006 to 2010 showed an overall upward
trend regarding some core governance indicators, the ownership for
improving core governance dimensions has decreased over the last
two years.

— Second, the internal construction of an effective overall incentive
system of financial and non-financial BS components has been lim-
ited due to collective action problems within the PRBS group in rela-
tion to policy dialogue, conditionality and disbursement procedures.

— Third, the overall deficient external incentive structure in which the
financial and non-financial components of BS are embedded has
limited the leverage of the instrument as a whole with regard to
broader governance reforms. Overall, dependence on external aid
from DAC-members has decreased due to the natural resource boom
together with the rising importance of China as an external partner
of Zambia.

Despite these problems, one can consider BS as one of the few remain-
ing (external) factors that have built up certain leverage against further
deterioration of governance in the last two years. The PRBS group —
despite substantial harmonization deficiencies — is still the most coher-
ent external constellation of actors and has partly functioned as a sub-
stitute for the weakness in domestic power-sharing arrangements.

There are two main reasons why BS — despite its weaknesses — is able
to have some effect on governance-related issues in the long run, and to
prevent further deterioration of transparency, accountability and demo-
cratic processes in the short run:

— First, the financial weight of BS for the government is still consid-
erable when measured in terms of the “fiscal space” for develop-
ment-oriented investments which are necessary for maintaining
political support.

— Second, given the political competition in Zambia’s electoral democ-
racy, receiving BS is politically important for the GRZ vis-a-vis the
opposition. Thus GRZ is willing to make at least some concessions
to the PRBS group because the suspension of BS would give the
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political opposition an opportunity to further increase its electoral
support, which has been rising during the period from 2009 to 2010.

EQ 3.6: To what extent has the rule of law improved in the country?

Zambia is ranked slightly above the Sub-Sahara African average with
regard to various governance indicators, including corruption and the
rule of law. With regard to corruption, the World Bank Governance
Indicators also suggest an improving trend since 2004 (which never-
theless has slightly reversed since 2009). Given the only modest
changes and remaining standard deviations, one should be very cau-
tious in interpreting slight changes as robust evidence. Overall, one
cannot say that the rule of law in Zambia has substantially improved.
On the one hand, it could be argued that the strengthening of the Gen-
eral Auditor’s Office and its increasing capacity to oversee public
spending and to detect misbehaviour on the part of public officials is a
sign of improving the rule of law. On the other hand, however, the con-
sequences drawn from misappropriation scandals have been modest at
best, given the fact that prosecution of the politicians involved has been
very slow. This is a sign of either a lack of capacity on the part of the
public prosecution entities or their lack of independence vis-a-vis polit-
ical influence. While permanent violations of basic physical integrity
are not a structural feature of the Zambian political system, intimida-
tion of outspoken opposition candidates has occurred in the last two
years and provides some evidence that the GRZ is at least partially
attempting to inhibit free expression in the upcoming electoral compe-
tition. Moreover, access to justice for the large group of marginalized
citizens is still very difficult and has not improved over the recent years.
With regard to the effectiveness of BS, one can say that it has con-
tributed in a narrow sense to an improvement of the rule of law by
strengthening the General Auditor’s office. However, there were little
systemic effects of this instrument on the general situation of the rule
of law in Zambia.

Political economy interpretation and conclusions

Despite positive developments in the harmonization and alignment of
development policies in Zambia during the last decade, the non-finan-
cial inputs of BS to Zambia are not completely in line with the Paris
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principles. An analysis of the design of policy dialogue, conditionality
and technical assistance & capacity building shows several deficiencies
that have hampered its effectiveness.

— The alignment of BS processes towards the national development
plan and policies is generally provided for. As the preferred aid
modality, BS is consistent with the Zambian Aid Policy and Strategy
and the PAF indicators used for PRBS assessment tie in with the key
performance indicators of the FNDP progress assessments.

— With respect to harmonization the non-financial inputs provided do
not meet the requirements set out in the conceptual framework.
According to the basic assumptions on the effectiveness of BS, Zam-
bia belongs to the group of countries in which policies and political
dialogue, along with performance assessment and disbursement
mechanisms, must be coordinated and harmonized for the most part
by the CPs themselves. CPs in Lusaka, for example, have made
progress by setting up structures and coordination mechanisms for a
harmonized BS approach and have even managed to more or less
maintain a harmonized approach in times of crisis. On the other
hand, recent events in the health sector and a scandal in the road sec-
tor have also shown the limits of harmonization. The variety of pre-
tensions by individual CPs in Zambia impede the possibility of send-
ing out a coherent signal to GRZ and therefore weaken the potential
of aid as an instrument for building a coherent system of incentives
for strengthening development orientation from within the Zambian
system.

— With regard to government ownership, there are clear signs of dif-
fering intensities of CP dominance of the three areas of non-finan-
cial inputs. It is clear that there is an asymmetrical relationship
between the government and the CPs which are signatories to the
PRBS, with the latter exercising a predominant but often incoherent
influence over the former. The asymmetrical relationships in the
PRBS MoU have not facilitated clear opportunities for the govern-
ment to be “in the driver’s seat”. In this respect, BS has demonstra-
bly been ineffective in pushing the country ownership agenda. There
is no ,reprimand’ mechanism with regard to defaulting CPs under
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the MoU currently governing the PRBS. All provisions under the
MoU that are related to conditionality elements presuppose that
defaulting will always take place within the government and that a
reprimand for ,wrong-doing’ is thus applicable only to the govern-
ment. This has adverse implications for the quality of dialogue under
this BS arrangement - a state of affairs that is not in line with the
tenets of the Paris Declaration. Existing evidence shows that, in cer-
tain important aspects, the government has been more compliant
than the CPs.

— The observed incoherencies in disbursement mechanisms and the
PAF and the responses to potential violations of the Underlying Prin-
ciples are often driven by political considerations in the domestic
headquarters of CPs, which respond more to political constellations
at home than to local harmonization necessities . Since local aid
managers in Lusaka, for example, are not confronted with a strong
“pull” for alignment by GRZ, they have tended to react primarily to
incentives arriving from individual CP headquarters, thus introduc-
ing centrifugal elements into both the dialogue process and the
incentive mechanisms.
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1 Introduction

This study — commissioned by the German Ministry for Economic Cooper-
ation and Development (BMZ) — evaluated the direct effects (direct and
induced outputs) of Budget Support (BS) in Zambia. The evaluation is
embedded in the specific context of Zambia and is based on an explicit
intervention logic covering financial and non-financial contributions of BS.
As such, the evaluation focuses upon strategies of the cooperating partners
in providing BS, the process and structure of donor harmonization and
alignment with government policies and systems (outputs), and the effects
of BS on induced outputs such as institutional performance, public finan-
cial management, and allocative and operational efficiency.

1.1  Context of the evaluation

This evaluation is part of an initiative of the Evaluation Unit of the EU
(Directorate-General for Development, External Relations and EuropeAid)
with the aim of assessing the effectiveness of BS and improving the
methodology for evaluating this complex instrument of development coop-
eration. Guided by the principles of the Paris-Declaration, evaluation units
of EU member states and the EC set up a management group in 2008 to
accompany the overall evaluation process. Based upon an EC-commis-
sioned “issue paper”, two preliminary papers on methodology were drafted,
and different evaluation teams were set up to assess the effectiveness of BS
in three African countries: Mali, Zambia and Tanzania.

In cooperation with the Government of Zambia, the present evaluation of
BS in Zambia represents a joint effort of the Policy and Operations Evalu-
ation Department of the Netherlands Ministry of Foreign Affairs (I0B), the
Evaluation and Audit Department of the German Federal Ministry for Eco-
nomic Cooperation and Development (BMZ-E), and the Secretariat for
Evaluation of the Swedish International Development Cooperation Agency
(Sida).

Different parts of the overall evaluation were carried out by the Amsterdam
Institute for International Development (AlID), the German Development
Institute (DIE), 10B, the evaluation unit of the KfW Development Bank,
and Oxford Policy Management (OPM).
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Hence, the present study is part of a larger set of assessments which aims at
tracing the causal effects of budget support in Zambia from inputs through
direct and induced outputs and outcome to the level of ultimate impact.
Impact is assessed in different sectors; agriculture, education, health and
infrastructure (see Table 1). The overall assessment also comprises an
analysis of BS and macroeconomic stability and a study on service deliv-
ery, income and poverty reduction. The division of labour among the above-
mentioned evaluation and research organizations is related to the ambitious
goal of providing a comprehensive assessment of BS effectiveness in Zam-

Area Evaluated

Table 1: Content and organizational responsibilities of the
overall evaluation
Content / Organization Level

Direct impact of BS on

German Development

Focus on inputs and

government policies Institute (commissioned induced outputs of BS
by BMZ-E)
Agriculture Oxford Policy Focus on outcomes and
Management impact of BS in
(commissioned by Sida) agriculture
Education IOB and the Ministry of Focus on outcomes and
Education of Zambia impact of BS in
education
Health AIID, commissioned Focus on outcomes and
by IOB impact of BS in health
Infrastructure KfW Development Bank | Focus on outcomes and
impact of BS in
infrastructure (roads;
water and sanitation).
Macroeconomic Impact | AIID / MoFNP / Zambian | Focus on the Induced
consultant Output of BS
Service delivery, income | IOB/Zambian Focus on Outcomes and
and poverty reduction Consultant Impact of BS

Source:

Own compilation
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bia, ranging from the input level to the outcome and impact level in several
sectors (see Table 1). To achieve this goal, and to advance methodological
knowledge on how to best evaluate BS, the overall evaluation relies on dif-
ferent (qualitative and quantitative) comparative methods. These methods
were selected according to their appropriateness for answering various eval-
uation questions, with a specific focus on different aspects of intervention
logic.

1.2  Rationale and intervention logic of budget support

“l know that budget support is controversial. Although | can accept that
there may be situations where this form of aid is impracticable, | am con-
vinced that, where circumstances permit, budget support is the most effec-
tive instrument of development” (Louis Michel, European Commissioner
for Development and Humanitarian Aid 2004-2009 (Michel 2008, 3)).

1.2.1 Rationale for budget support

Programme-based approaches, including sector and general budget support
(SBS/GBS), are core elements of the Paris/Accra Agenda for more effective
aid, with its emphasis on ownership, harmonization, alignment, managing
for results, and mutual accountability (High Level Forum 2005). This
agenda emerged from an intense international debate since the mid-1990s
centred mainly on the modalities and instruments best suited to improving
the effectiveness of international development aid (Leiderer 2010).

BS in its modern form is thought by many to represent the most suitable
form of aid for implementing these principles in practice (Michel 2008, 22).
Although definitions of BS used by aid agencies differ, they all share the
notion of BS as a form of direct financial support to a recipient country’s
budget with the aim of providing flexible funding for country-led poverty
reduction efforts (Koeberle / Stavreski 2006, 7).2 In current usage —
although conceptually incomplete — BS refers to predictable, usually

2 Probably the most widely accepted definition is the one by the OECD/DAC that focuses
on the financial aspects of BS and defines the instrument as ““a method of financing a part-
ner country’s budget through a transfer of resources from an external financing agency to
the partner government’s national treasury. The funds thus transferred are managed in
accordance with the recipient’s budgetary procedures” (OECD/DAC 2006, 26).
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annual, aid flows that are disbursed in response to a — mostly low-income -
country’s progress in implementing a national poverty reduction strategy
(PRS) (Koeberle / Stavreski 2006, 5).

As a financing instrument BS seeks to contribute to:

(i) the promotion of government ownership and accountability through
the use of recipient systems and procedures and a strict alignment of
support with the recipient governments’ own development strategies
and programmes;

(ii)  the reduction of transaction costs of aid delivery;

(iii) the harmonization of donor procedures through the establishment of
joint mechanisms for monitoring, disbursement, etc.;

(iv) the improvement of aid predictability in order to strengthen the abil-
ity of governments to plan with aid resources.

Importantly, however, development partners do not use BS exclusively as a
financing instrument aimed at supporting national strategies for reaching
the Millennium Development Goals (MDGS) in line with the principles of
the Paris Declaration. In providing BS, development partners also aim at
strengthening ownership, alignment with recipient governments’ own
development strategies and programmes, results orientation, and mutual
accountability through a formalised policy dialogue between donors and
partner governments — together with better political leverage for donors to
bring about improvements in terms of transparency, effectiveness, and cor-
ruption control in the administration of public funds (Leiderer 2010, 2).

Thus many donors also understand BS as a way of contributing to key
reform processes in partner countries with the aim of building more effec-
tive public institutions. In particular, they hope to use BS to improve trans-
parency, accountability, and the effectiveness and efficiency of public
administration and public financial management. Moreover, many bilateral
aid agencies also link BS with the promotion of human rights, democratic
participation, the rule of law, and gender equality (BMZ 2008, 8).

Beyond aiming at implementing the Paris/Accra Agenda, donors therefore
formulate different objectives for their use of BS. Germany, for instance,
has identified three objectives of BS: a governance objective; an effective-
ness and efficiency objective; and — only in third place — a financing objec-
tive (BMZ 2008, 8).
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Consequently, while the definition of BS as a form of direct financial sup-
port to a country’ budget is appropriate for distinguishing BS from other
modalities of financial cooperation, an evaluation of BS effectiveness
clearly requires a more explicit conceptualisation of how BS is expected to
work. BS in practice entails much more than the mere transfer of financial
resources to the recipient government’s treasury. Therefore BS also contains
important non-financial contributions. Typically, poverty reduction BS
links transfers of financial resources with a range of conditionalities as well
as an intense policy dialogue, along with capacity-building measures aimed
at strengthening the recipients' policies as well as implementing capacities
(Hammond 2006, 92). At a conceptual level, BS can thus be interpreted as
an attempt to combine financial and non-financial inputs in a mutually rein-
forcing manner in order to increase the effectiveness of external support for
development processes in recipient countries.

While this (often implicit) interaction logic of BS makes good sense from a
theoretical perspective, it significantly complicates matters from an evalua-
tion perspective. This is because the various feedback loops expected to ren-
der BS more effective than other forms of development aid preclude evalu-
ation according to a simple linear causal chain along a one-dimensional
intervention logic. In this regard, it is noteworthy that the implicit logic is
seldom made explicit in BS programme documents. However, the authors
of this study believe that it is helpful to do so in order to frame the main
challenges for evaluating BS.

1.2.2 Intervention logic of budget support programmes

In practice, BS programmes commonly encompass much more than mere
financial support for government budgets. More specifically, aid agencies’
inputs to BS operations also include:

— Policy Dialogue
— Conditionality
— Technical Assistance (TA) and Capacity Development

The core ingredient of BS is clearly the financing, which is provided with
the aim of supporting the implementation of a comprehensive national
development programme, e.g. a poverty reduction strategy (PRS), in the
recipient country. Poverty reduction strategies aim to reduce poverty and
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foster economic development mainly through the provision of public goods
and services funded primarily through the national budget.

The impact of budget resources on poverty reduction and economic devel-
opment, however, is determined by the quality of national strategies and
policies, the government’s resolve to actually pursue these policies, and the
government’s political and administrative capacities® for efficiently and
effectively using the resources to implement these policies. Since govern-
ment systems for strategic planning, policy formulation, budget planning,
formulation, and execution tend to be weak in most recipient countries,
donors typically combine financial contributions with non-financial input
aimed at strengthening these government systems.

By engaging in an intense policy dialogue with the recipient government
donors aim at improving policy content (while respecting the principle of
ownership) as well as the wider governance system, including the public
financial management (PFM) system. An effective dialogue mechanism
facilitates smooth coordination and better structured communication within
the government system; between the government and its cooperating part-
ners; and among donors themselves.

Policy dialogue as a non-financial input of budget support is thus expected
to contribute to better policy choices and overall improved governance. In
so doing, it is ultimately expected to make donors’ financial contributions
as well as domestic budget resources more effective in achieving develop-
ment objectives.

At the same time, by conditioning funding on policies and policy outcomes,
donors use their financial contributions to augment the effectiveness of this
dialogue by offering incentives for the recipient governments to undertake
governance reforms and pursue better policies.

In addition, BS donors complement their financial contributions with spe-
cific technical assistance and capacity building programmes targeted at
strengthening the government’s capacity to manage available resources and
to implement necessary reforms effectively and efficiently.

3 The political capacity of a government to implement pro-poor policies obviously also
depends on the specific political power structures in the country. These determine
whether the government can, for example, get new legislation or pro-poor budget allo-
cations approved by parliament and/or other potential veto players.
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In this intervention logic, non-financial contributions to BS programmes
thus act as a lever to make financial contributions to the budget more effec-
tive in achieving poverty reduction and development objectives. At the
same time, by linking policy dialogue and conditionality to funding, the
financial contributions also serve to strengthen the effectiveness of non-
financial inputs by creating incentives for governance reforms, improve-
ments of policy content, and stronger PFM systems.

Figure 1 illustrates this multi-dimensional mechanism of mutual reinforce-
ment of financial and non-financial BS inputs.

Palicy Coherence

Effectiveness

Public Goods
and Services

& Capacity Building

Figure 1: Interaction of budget support inputs
Government Cooperating Partners
Government ‘ BS Funding ‘
Resources
. Government | Policy Dialogue ‘ — §
Policies & Systems S,
- Policy Content g
-PFM | Conditionality ‘ — °
Technical Assistance (TA)

‘

Determine

Effectiveness

Harmonisation among
Donors

Alignmentto Government

Public Goods Palicies and Systems
Orientation
Impact
Sustainable Growth &
Poverty Reduction
Source: Own representation

Ultimately, the expectation is that this mix of inputs, under the right condi-
tions, will contribute to the realization of specific government outputs
(Caputo / Lawson / van der Linde 2008, 14), such as:

— improved fiscal discipline and macroeconomic management;

— strengthened Public Finance Management (PFM) and procurement sys-
tems;
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— improved public policy design and policy processes;

— increased funding for discretionary spending, resulting in an increase in
the quantity and quality of goods and services provided by the public
sector;

— enhanced allocative and operational efficiency* of public expenditure;

— improved budget processes, including better links between government
and parliament.

Cross-cutting to this list of government outputs is the expectation that an
“adequate” mix of financial and non-financial inputs will improve trans-
parency and democratic accountability; or, conversely, the assumption that
factors such as corruption and a lack of macroeconomic discipline will
impair the effectiveness of BS.

Cutting across this list of government outputs is the expectation that an
‘adequate’ mix of financial and non-financial inputs will create an incen-
tive for the recipients to improve transparency and democratic accountabil-
ity. Thus, the instrument not only aims to strengthen core supervisory func-
tions with the state administrative body on the supply side of budget
accountability. Moreover, by strengthening parliament’s and civil society’s
engagement in the overall budget process, the instrument also aims to con-
tribute to the demand side of democratic accountability. At the same time,
this intervention logic implies that factors such as corruption and a lack of
macroeconomic discipline will impair the effectiveness of budget support.®

At the level of budget allocations and expenditure management, three
things are therefore important for the effectiveness of BS: additionality,
allocative efficiency, and operational efficiency. All three are closely related
to the inherent fungibility of aid resources and the associated fiduciary risks
of budget support (see Box 1).

4 Allocative efficiency represents the degree to which resources are allocated in accor-
dance with the strategic priorities of the government. Operational efficiency is the rate at
which resources allocated towards and spent on the government’s strategic priorities are
actually translated into results, or in short the value for money of public expenditure
(IDD and Associates 2007).

5 In fact, this part of the intervention logic is related to the participatory elements in the
creation of PRSPs, which are supposed to go beyond a narrow concept of government
ownership through the participation of civil society groups (e.g. Booth 2003; Meyer /
Schulz 2008; Faust 2010).
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Box 1: Aid fungibility and efficiency: Fiduciary risks of budget support

Fiduciary risk in the context of BS means that the funds provided may be used
inefficiently or for other purposes than those intended by the donors. This risk
stems in part from the fact that aid resources, in particular BS resources, are fun-
gible and thus cannot be effectively earmarked.

In the context of BS, fungibility matters mainly at two levels:

— Firstly, BS may reduce the incentive for recipient governments to mobilise ade-
quate domestic revenue for financing goods and services to implement
national poverty reduction and development strategies. Where this is the case,
BS may simply crowd out domestic (e.g. tax) revenue instead of providing
resources for additional expenditures, and hence cannot be expected to pro-
duce any positive effects through the provision of public goods and services.
(Obviously, this can have both positive and negative, intended or unintended
effects and impact through the reduction of the tax burden on certain sectors,
firms, activities or individuals.)

— Second, recipients may use the provided resources for other purposes than
those intended by the donors, i.e. in most cases the production of public goods
and services in pursuit of a national poverty reduction strategy. What matters
for the effectiveness of BS with regard to poverty reduction and development
goals is thus the allocation efficiency of public expenditures.

Beyond these fungibility-related risks, there is also the obvious risk that
resources may be used inefficiently by the recipient. Thus the operational effi-
ciency with which public goods and services are produced is also crucial for the
effectiveness of BS.

Source: own

1.2.3 Necessary conditions for effective budget support
inputs

The effectiveness of BS clearly depends on a complex interaction between
financial and non-financial donor contributions as well as the recipient gov-
ernment’s own capacities and dispositions.

On the recipient side, it is important that governments should show a suffi-
cient level of policy coherence and public goods orientation, which impact
positively on ownership, development strategy and commitment to reforms.
In this regard, important preconditions for the effectiveness of BS include:
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— acommitment to improve transparency and democratic accountability;

— agreement between donors and the recipient government on policies and
budget priorities;

— a demonstrated commitment and capacity to implement reform pro-
grammes;

— aclear strategy for prioritizing pro-poor expenditures;
— atransparent budget and commitment to strengthen the PFM system.

But whether the financial resources provided will effectively contribute to
achieving the goals formulated in the PRS also depends on several factors
on the supply side of the aid relation.

For one thing, it is of key importance that the financial resources are pro-
vided in a cost- efficient, timely, and above all, predictable way so as to
enable the recipients to strategically plan the use of all available resources.
In turn, whether the non-financial contributions are effective in strengthen-
ing government capacities to make good use of the financial contributions
provided mainly depends on two conditions:

Most importantly, the way in which non-financial contributions are pro-
vided is crucial for their effectiveness. More specifically, it is of utmost
importance

— how well donor contributions are coordinated and how well procedures
and requirements are harmonized, and

— to what extent these contributions are aligned to the partner government’s
priorities, systems, and procedures.

Moreover, the effectiveness of non-financial BS inputs depends on whether
the leverage of the financial contributions is strong enough to create an
effective and coherent incentive structure: for example, the institutional
context in which these inputs are provided and the degree to which these
measures fit the government’s priorities are of crucial importance for the
recipient government’s ownership and thus its receptiveness for capacity
development measures. The effectiveness of conditionality tied to BS
largely depends on how well the conditions are coordinated among the
donors and how clearly these conditions are linked to the provision of finan-
cial resources. The same applies to the transaction costs involved in negoti-
ating these conditions: BS-related policy dialogue can be expected to be
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more effective if the donors agree on joint objectives and priorities and pro-
vide a harmonized and credible set of incentives.

1.2.4 Implications of a non-linear intervention logic for
budget support evaluation

The non-linear intervention logic underlying the rationale for BS renders an
evaluation of the instrument’s effectiveness extraordinarily complex. Impor-
tant factors that add to this complexity which must be taken into account in
the evaluation of BS were identified in the Note on Approach and Method-
ology for a Joint Evaluation of BS (IDD Associates 2007):

— The initial inputs are themselves complex — a combination of funds with
associated dialogue and conditionality, technical assistance and capacity
development, harmonization and alignment. In addition, it can be diffi-
cult to distinguish between the non-financial components of BS pro-
grammes and other aid modalities.

— The desired ultimate effects are complex (poverty reduction in various
dimensions), and changes in outcome and impact indicators will be
partly (and sometimes predominantly) the effects of other causes (delib-
erate effects of non-GBS inputs, or exogenous factors).

— The assumed chain of causality is long, both conceptually and tempo-
rally. This applies particularly to effects expected from processes of insti-
tutional change. Also, many of the intermediate effects postulated are not
in themselves open to straightforward measurement, let alone to propor-
tionate attribution to multiple causes, particularly in a dynamic context
in which BS is only one of the influencing factors in continuously chang-
ing systems.

— The logic of causation itself is often controversial; for example, even if
it could be demonstrated that BS led to the adoption of a particular pol-
icy designed to reduce poverty, the appropriateness and efficacy of the
policy — either generally or in the context of the particular country —
might well be disputed).

— Last, but not least, the choice and the construction of appropriate coun-
terfactuals (what would have happened if BS had not happened?) is both
difficult and controversial.
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1.3 Evaluation framework, evaluation questions and
methodology

1.3.1 Evaluation framework and evaluation questions

In order to account for the described complexity of the presumed effects of
BS, the present evaluation was based on a comprehensive causality map
developed by a group of cooperating partners as part of a comprehensive
evaluation framework.°

The evaluation takes the complex interactions of effects and presumed
causal links in the intervention logic of BS into account. For guiding this
part of the evaluation, which is mainly focused on inputs, direct outputs and
induced output of BS in Zambia, the main questions and more specific sub-
questions are structured accordingly.

1) INPUTS: To what extent have BS mechanisms put in place been consis-
tent with Zambia’s strategic and policy framework and how well has the
design been adapted to the specific political, economic and institutional
context?

1.1 Which inputs have been provided by BS, and to what extent do they
correspond to the envisaged GBS/SBS inputs?

1.2 To what extent are the BS operations put in place consistent with
Zambia’s strategic and policy framework and with the overall Develop-
ment Partners’ (DPs) development strategies?

1.3 How well was the design of GBS/SBS inputs adapted to the specific
political, economic and institutional context of Zambia?

2) DIRECT OUTPUTS: To what extent has BS in Zambia led to increased
external funding subject to government’s budgetary process, the establish-
ment of a policy dialogue framework and to harmonization/alignment of
external assistance?

6  The methodology group was formed on the initiative of the Evaluation Unit of the
Europe Aid Co-operation Office of the European Commission. The Steering Group on
BS further includes the evaluation departments of Belgium, Canada (CIDA), Denmark
(DANIDA), Finland, France (AFD), Germany (BMZ), Ireland (Irish Aid), the Nether-
lands (IOB), Norway (NORAD), Sweden (Sida), The United Kingdom (DFID) and the
OECD/DAC secretariat.
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2.1 To what extent has BS contributed to an increased size and share of
external funding subject to government’s budgetary process and
improved the predictability of overall flows of external assistance?

2.2 To what extent has BS contributed to the establishment of a frame-
work of policy dialogue, focused on key government strategies and pri-
orities?

2.3 To what extent has BS contributed to the provision of non-financial
inputs, such as technical assistance and capacity building, which are con-
sidered as strategic government priorities?

2.4 To what extent has BS contributed to harmonization and alignment
of external assistance, and reduced transaction costs over time?

3) INDUCED OUTPUTS: Did BS have an impact on fiscal discipline and
macroeconomic management, public finance management, public spending
and governance and democratic accountability?

3.1 To what extent did BS contribute to the improvement in fiscal disci-
pline and macroeconomic management?

3.2 To what extent did BS contribute to an improvement of budget man-
agement and overall PFM?

3.3 To what extent did BS contribute to the level and composition of pub-
lic spending?

3.4 To what extent did BS contribute to an improvement of policy
processes and policy implementation (including ownership and trans-
parency)?

3.5 To what extent have there been improvements in governance and
democratic accountability, particularly regarding the relative roles of par-
liament and civil society in relation to the budget?

3.6 To what extent did the rule of law improve in the country?
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Evaluation of budget support in Zambia

1.3.2 Data collection and methodology
Data for evaluation came primarily from three sources:

— Semi-structured interviews of key stakeholders and experts during two
field visits (February — April 2010 and June 2010)”

— Existing evaluation reports, reviews, other official documents and aca-
demic literature

— Information on financial flows
— Micro- and macro-economic data and indicators

In addition, this report also contains elements from a background report
delivered by Prof. Oliver Saasa, the principal national consultant for this
evaluation component. Moreover, evidence from the sector reports of the
overall evaluation was used where appropriate.

Most of this evaluation on the political economy and policy processes of BS
in Zambia has been qualitative in nature. Given the challenges of qualita-
tive research, the acquired data was coded using Atlas.ti®, a software pack-
age for textual analysis, in order to incorporate all available information in
the evaluation team’s assessments and to help sustain the objectivity of
judgments as much as possible. For this purpose key documents, interview
minutes, the background report of the main consultant, and sector reports
were coded in accordance with judgment criteria and sector indicators.®
Overall, the codes are linked through an “analytical grid” depicted in Fig-
ure 3. This grid corresponds to the evaluation questions at the input and out-
put level within the intervention logic described above, with a particular
emphasis on context and political economy factors.

This systematic coding process allowed for the triangulation of relevant
findings. Once the coding was finalized, the software made it possible to

7  Key informants were selected from the following categories of stakeholders: government
policy makers at the central and sector level, parliament (public accounts, budget, and
sector committee), audit institutions, civil society organizations (incl. non-governmental
organizations and academia/research organizations), international donors, project/techni-
cal assistance teams, private sector associations, and beneficiaries at the provincial and
district levels.

8  Additional codes were used to capture further information (e.g. on illustrative evidence
or unintended effects).
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Evaluation of budget support in Zambia

identify and compile all statements on any coded issue. Moreover, Atlas.ti®
made it possible to attach analytical codes developed according to phenom-
ena that occurred in these text segments. After completion of the coding
process it thus became possible to see all statements and comments made
by stakeholders or found in the documents analysed on any particular issue.
This permitted a systematic and detailed comparison of statements and
quotes. The quotations for every code were synopsized and compared with
each other. At the same time it was still possible to go back to the original
transcript and see in which context a particular statement had been made
(Leiderer et al. 2007).

Attribution of the direct and induced outputs to BS inputs then was estab-
lished on the basis of the coded information, the background reports and
analysis by the sector teams. Where possible, attribution was based on con-
tribution analysis with performance measurement tools as described by
Mayne (1999).

The analysis was then embedded in the overall intervention logic, distin-
guishing wherever possible between GBS and SBS contributions. Where
appropriate, potential alternative explanations are discussed in order to
reduce the risk of misattribution of observed effects. This approach explic-
itly acknowledges the attribution problem that arises “when one believes or
is trying to claim that a program has resulted in certain outcomes and there
are alternative plausible explanations” (Mayne 1999, 13).

Next to exploring alternative explanations for observed effects, another step
taken to avoid misattribution was the establishment of appropriate counter-
factuals. For most BS-related interventions, alternative aid modalities fea-
ture strongly among the possible counterfactuals (IDD and Associates
2007, 6). The dominant approach of this evaluation, however, was to evalu-
ate budget support against the underlying intervention logic. As stressed in
the note on methodology for the joint evaluation of GBS of 2006, (a) the
appropriate counterfactual is a matter of conjecture, rather than an alterna-
tive scenario that can be reconstructed in detail; (b) a complete substitution
of one modality for another is rarely seen as a realistic option; and in any
case; (¢) many of the more interesting observations are about interactions
between the different aid modalities. In a pragmatic approach, this study
thus does not establish a hypothetical counterfactual situation for each and
every sub-enquiry in the overall study. Instead, the analysis is limited to
counterfactuals for selected key issues.
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2 Context and history of budget support in Zambia

2.1  Country context Zambia
2.1.1 Economic background?®

Zambia, which until three decades ago was one of the most prosperous coun-
tries in Sub- Saharan Africa, today is one of the world's least developed
countries. At the time of independence in 1964, Zambia’s rich mineral
resources were well developed, and during the first ten years, world market
conditions were generally favourable. During this period, the pattern of gov-
ernment expenditure actually reflected the country’s steady export receipts
from copper. Zambia’s fortunes were adversely affected by external shocks
that came in quick succession starting in 1973, when oil prices quadrupled,
and then in 1974, when copper prices declined considerably. For a country
that depended on this product for more than 90 % of its export revenue, the
economy experienced severe difficulties in adjusting to these shocks. By
1975, Zambia was faced with a sharp decline in government revenue and a
serious balance of payments problem. Unsustainable budget deficits also set
in. Declining ore reserves, inadequate foreign exchange earnings, and accel-
erating domestic inflation barred the mining companies from reinvesting in
the spare parts and maintenance needed to sustain output levels. In spite of
these difficulties, public spending remained high, financed by massive exter-
nal borrowing. By the early 1980s, the economy was under serious stress.

Despite a major political regime shift in 1991, Zambia continued to regis-
ter a poor economic record in the 1990s and the early 2000s. The economy
remained undiversified and continued to exhibit heavy dependence on min-
eral resources, in particular on exports of copper. The country’s growth
record, from the long-term perspective, had been depressing. The GDP
growth rate fell from an average of 1.5 % in the 1970s to 1.4 % in the 1980s
and 0.3 % in the 1990s. Other economic indicators also pointed to declin-
ing trends. Inflation, for example, increased steadily over the years, rising
on the average from around 10 % in the 1970s to about 70 % in the 1990s.
This increase in inflation, coupled with a population growth which was
above the GDP growth rate during the 1990s, resulted in a decline in real

9  This section draws heavily on a background report prepared by Saasa (2010b).
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per capita income. The government’s fiscal deficit averaged about 2 % of
GDP over the period from 1995 to 2000. It stood at about 5.4 % in 2000.

Since 2000, Zambia has registered an encouraging macroeconomic trend.
Following the sale of the Zambia Consolidated Copper Mines Limited
(ZCCM), the GDP growth rate of 3.5 % in 2000 and 5.2 % in 2001 indi-
cated a brighter economic outlook for the economy. According to GRZ
sources (Central Statistics Office), inflation declined from 30 % in 2000 to
18.7 % at the end of 2001. In 2002, however, a region-wide drought damp-
ened the emerging brighter outlook, and an increase in food prices signifi-
cantly contributed to a rise in inflation to 26.7 %.

In the recent past, Zambia has registered significant improvements in the
macroeconomic spheres. During the period from 2006 to 2008, the real
GDP growth rate improved from 5.2 % in 2005 to 6.3 % in 2006 and
dropped slightly to 5.7 % in 2008 (see Table 2). Consequently, substantial
investments have been recorded in some of the major sectors, particularly
in mining, manufacturing, tourism, and, in some years, in agriculture.

The performance of the monetary and financial sector during the last three
years has been mixed, with fluctuations recorded in inflation and exchange
and interest rates. According to GRZ sources, single-digit inflation was
achieved at 8.2 % and 8.9 % in 2006 and 2007, respectively; this was above
the FNDP target of 5 %. Notwithstanding this development, inflation in
2008 rose to double digits, ending the year at 16.6 %. It declined again to
single digits (9.9 %) in 2009. However, it has picked up again since, reach-
ing 10.2 % in March 2010. Interest rates also remained high, averaging
above 20 %.

External sector performance has generally remained favourable, with exter-
nal debt servicing maintained within sustainable levels and the overall bal-
ance of payments remaining positive. The balance of payments position
improved remarkably in 2006, with an overall surplus of US-$ 821.6 mil-
lion, compared to the deficit of US-$ 115.8 million the previous year.
Export earnings grew by over 100 % to US-$ 4876 billion in 2008 from US-
$ 2178 billion in 2005. In this regard, the gross international reserves build-
up improved from 1.5 months of import cover in 2005 to 2.2, 2.5 and 2.8
months of import cover in 2006, 2007, and 2008, respectively. The
favourable export earnings performance was a positive stride in achieving
the FNDP strategy of promoting export development as one of the eco-

German Development Institute / Deutsches Institut fur Entwicklungspolitik (DIE) 47



Stefan Leiderer, Jorg Faust

SAT Tam  :991nog

9%0S | 9VLE | €00F | €09€ | ¥9¥¥ | 6LLY | €ELY | 66€F | T19€ | TTI€ ($-sn 1od A7) drer a5ueyoxy
SOIS | ¥969 | TETL | T€L9 | LLOE | #98T | 6LLT | 09ST | 08ST | 9I8IT (S.1 :00mos tuoy owow 1od §-§) “12ddo)
86T | 8SE | 9I¥ | S8 | L'¥E | €8¢ | L'8CT | L'LT | 08T | T'LCT (daD Jo %) sad1A128 puE $PoOF Jo spodxy
PEL | FTL | Lol | 06 | €81 | 081 | ¥IT | TTC | ¥1T | 09¢C (% Tenuue) sootid rowmsuod “uonelyuy
st | st | ¥T | vT | €| Tt | TT | €T | vT | 9T (% [enuue) aois uonendod
986 | S9IT | L€6 | 068 | 019 | €L¥ | 06€ | 6£€ | 6€€ | 60€ ($-sn ywormd) eydes 1od gan
€9 | Ls | T | €9 | TS | ¥Ss | LS | LT | 6V | 9¢ (% Tenuue) P03 Jan
600Z | 800T | L00T | 900T | S00T | ¥00T | €00T | TOOT | 100T | 000T

8007-0007 ‘BIqUIEZ 10J S.10)LIIPUI J[WOUOIIOIIBUW PIIIAS :T dqeL

German Development Institute / Deutsches Institut fir Entwicklungspolitik (DIE)

48



Evaluation of budget support in Zambia

nomic growth drivers. Nonetheless, continued instability in the exchange
rates is adversely affecting the export sector.

Notwithstanding positive macroeconomic trends, it is important to take a
closer look at the structure of the Zambian economy. Starting from an undi-
versified economy based on the extraction of mineral resources, Zambia, to
a certain degree, has managed to diversify its sources of economic growth.
Today, the mining sector still makes up for 70 % of exports and 4 % of GDP
(AfDB / OECD 2008, 618 ff.). While copper remains to be vital for the
Zambian economy, other sources of productivity have been tapped. The
major source of GDP in 2006 was the service sector, which provided 55.9 %
of GDP. While industry put in another 29.5 %, the share of agriculture con-
tinued to decrease, from 18.3 % in 2000 to 14.6 % in 2006 (World Bank
2008b, 22). The diminishing weight of the agricultural sector is due to its
relative underperformance, with negative growth rates in 2001 and 2002
followed by marginal improvements until 2006. Among the reasons for the
stagnant situation are 1) a continuous low level of productivity caused by
the sector’s high weather-dependency, 2) limited access of farmers to agri-
cultural inputs and credit, and 3) failure to push through land reforms (EIU
2008, 18). In the period from 2001 to 2006 the Zambian economy grew by
5.6 % on the average, with industry being the driving force. The three sub-
sectors of construction, mining and manufacturing accounted for 1.2, 0.7,
and 0.6 percentage points, respectively (World Bank 2008b, 23).

2.1.2 Democracy and political change in Zambia

In the last two decades, Zambia has experienced several major political
changes. In 1990/91, reformist tendencies headed by the MMD (Movement
for Multi-Party Democracy) peacefully led the country to democratic rule,
thus ending the authoritarian one-party dominant regime under President
Kaunda. While during its first years, the new regime under president Fred-
erick Chiluba showed strong democratic elements, democratic accountabil-
ity began to deteriorate in the second half of the 1990s. Political rights and
civil liberties were curtailed to an extent that Zambia almost became an
authoritarian regime again. In 2001, however, Chiluba — as a result of civil
society protests, among other things — failed to gain sufficient political sup-
port for a third presidential term. After highly disputed elections, which
were not considered as fair and free by many external observers, the MDD
candidate Levy Mwanawasa became president in 2002. Despite concerns
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that the MDD government would consolidate a non-democratic one party
dominant regime, the 2006 presidential elections were regarded as free and
fair. This has also been the case for the 2008 elections, when the current
head of state, Rupiah Banda, achieved another victory for the MDD.
Accordingly, since 2006, the country has been ranked as an electoral
democracy by Freedom House. Still, most studies agree that severe defi-
ciencies remain under the current administration. These deficiencies relate
mainly to two core issues: First, a relatively low degree of checks and bal-
ances. According to the recent country report of the Bertelsmann Transfor-
mation Index (Bertelsmann Stiftung 2009), the dominance of the executive
“clearly extends beyond the stipulations of the constitution”. Second, low
levels of political transparency and continuous problems of patronage and
corruption persist, even if there is some disagreement among external
observers with regard to the dynamics of these challenges.

Overall, Zambia has experienced a political development which is rather
typical for many African countries and has been ranked only slightly above
the regional average on the Freedom House scale of political rights and civil
liberties. The 1990s reflected a typical combination of a breakdown of a
long-standing authoritarian regime together with structural economic
reforms and the emergence of a democratic order. However, as in many
other countries of the region, democratic progress did not speed up but
rather showed concerning signs of stagnation. Thus, while being an elec-
toral democracy, the citizenry is still far from enjoying a satisfactory level
of political rights and civil liberties. Instead, Zambia can be accounted as
one of a growing number of developing countries whose political regimes
are characterized by both democratic and authoritarian elements.

2.1.3 Poverty profile

In spite of an existing comprehensive Poverty Reduction Strategy (PRS)
and positive growth trends during the last decade, Zambia faces serious
challenges with respect to a substantial reduction of its poverty level.

At first sight, aggregate poverty indices for Zambia show an overall
improvement in poverty levels in recent years. According to the Human
Development Index (HDI), Zambia has made continuous progress over the
last decade, improving its absolute index score from 0.345 in 2000 to 0.360
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in 2005 and 0.395 in 2010. Zambia currently ranks 150th out of 169 coun-
tries on the HDI-list of 2010.1°

According to the 2008 Millennium Development Goals (MDGs) Status
Report for Zambia, only one of the MDGs, namely that of integration of the
principles of sustainable development into country policies and pro-
grammes and reversal of the loss of environmental resources, is not likely
to be met.

Notwithstanding recent trends, the Living Conditions Monitoring Survey
(LCMS) 1V of 2004 states that 68 % of the population fell below the
national poverty line. Although the overall poverty level was reduced to
64 % by 2006, the depth and severity of poverty remained high in the coun-
try; extreme poverty decreased only slightly and stood at 51 % in 2006.11

Zambia’s improved economic performance since 1999 has not significantly
reduced poverty. One explanation for the weak growth/poverty relationship
is that recent growth has been concentrated in mining, wholesale and retail
trade and construction, which are mostly urban based and capital-intensive.
These sectors have not generated sufficient employment due to weak link-
ages with the rest of the economy. If the country continues on its current
growth path, it is projected that headcount poverty will only marginally
decline to 62.3 % by 20102, from 68 % in 2004.

The spatial concentration of poverty reduction to the urban areas constitutes
a major case of concern in Zambia. During the years of strong economic
growth, the rural population in general and small-scale farmers in particu-
lar were mostly excluded. As shown in Table 3, headcount ratios in rural
areas even increased: from 78 % in 2004 to 80 % in 2006. While poverty
remained high in rural parts of the country, people living in the Copperbelt
district, where the total poverty headcount decreased from 56 % in 1998 to
34 % in 2006, benefited most.

10 For further information see http://hdr.undp.org/en/.

11 Extreme poverty is measured on the basis of a lower poverty line that reflects the mini-
mum requirements of spending for food and excludes some of the items included in the
national ‘basic’ poverty line.

12 The poverty projections are based on a 2004 computable general equilibrium and micro-
simulation model.
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Table 3: Development of poverty in Zambia, 1996-2006
(percentage poor)

1996 1998 2004 2006
Urban 46 56 53 34
Rural 82 83 78 80
Total 69 73 68 64
Gini Ratio 0.47 0.49 0.53 0.53
Source: MOoFNP, Central Statistics Office

In light of the above, the weak growth of the agricultural sector explains
why poverty incidence is still highest among the rural small-scale farmers.
Analysis of income deciles reveals that income in Zambia is very unevenly
distributed. According to government statistics, the bottom 50 % of the
Zambian population claims a meagre 15 % of total income, while the top
10 % claim 48 % of the total income, which is more than three times the
income share for the bottom 50 %.

About 55 % of the total population and 70 % of the poor live in rural areas.
Furthermore, the majority of rural and urban households rely on incomes
from agriculture and agriculture-related industries or consume domestically
produced food. It is generally agreed that agriculture and related industries
tend to be more labour-intensive and also have strong linkages with the rest
of the economy. Growth in this sector is therefore expected to generate jobs
and create employment opportunities for households. Rural and agricultural
development is therefore important for accelerating pro-poor growth and
reducing poverty in Zambia.

After a substantial overall reduction of poverty rates between 1998 and
2006 (see Table 3), poverty levels in the country dropped only marginally
from 2006 to 2008. This recent trend is mainly due to a reduction in urban
poverty levels, with rural poverty even showing a slight improvement.
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2.2  The history of aid in Zambia

After a period of financial autonomy in the first decade of independence
(Wohlgemuth / Saasa 2008, 1) the Zambian government had to resort to
financial assistance from external donors. The undiversified economy, in
combination with severe external shocks, caused serious problems regard-
ing the balance of payments. In order to cope with the lack of revenue from
the tarnished copper industry, Zambia entered into numerous financing
agreements in the late 1970s. The aid boom experienced throughout the late
1970s and mid 1980s suddenly ended after the government shifted its polit-
ical focus in 1987, thus abandoning the reform agenda prescribed by the
International Monetary Fund (IMF). The United National Independence
Party (UNIP) administration refused to adhere to the regulations of debt
servicing made by the IMF; this led not only to Zambia’s ineligibility for
further IMF loans but made almost all bilateral donors refrain from further
provision of urgently needed external finance. After the fruitless attempt of
the government to detach itself from international finance institutions, the
MMD, after winning the 1991 elections, resumed its focus on the reform
model of structural adjustment, thus again attracting the donors’ attention
and goodwill. Indeed, the renewed commitment to structural adjustment by
the MMD government disposed the donors to massively increase aid flows
(White / Dijkstra 2003, 402). In the early 1990s, donors support rose on an
unprecedented scale, averaging US-$ 951 million annually between 1990
and 1994 (Wohlgemuth / Saasa 2008, 3).

Notwithstanding substantial fluctuations, Zambia has received remarkable
amounts of aid over the last twenty years, resulting in an increased debt bur-
den. Already in 1984, as a result of extensive non-concessional borrowing
from the IMF and the World Bank, Zambia was the world's most indebted
country relative to GDP (Fraser 2009, 305). Massive aid inflows in support
of the democratically elected reformist government of the MMD were reg-
istered after 1991. After two years of broad and rapid liberalisation, pro-
gramme aid abated, seemingly in part because of the bilateral donors’ dis-
enchantment with the MMD's waning commitment to reform (White / Dijk-
stra 2003, 406ff). In 2000, after the government finally completed privatiz-
ing the principal copper company ZCCM, Zambia was declared eligible for
debt relief under the Highly Indebted Poor Countries Initiative (HIPC). In
March 2005, when Zambia reached the HIPC completion point, its total for-
eign debt was reduced from US-$ 7.1 billion to US-$ 4.0 hillion. Under the
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Multilateral Debt Relief Initiative Zambia’s debt stock was further reduced to
around US-$ 0.5 billion by the end of 2006 (Wohlgemuth / Saasa 2008, 2).

In the 1980s Zambia entered into an era of aid dependency, allowing its
development partners to substantially influence domestic policies by attach-
ing a variety of economic conditions. Especially in the forefront of debt
relief in 2005/06, when the share of aid in the central budget was 43 % on
the average (Wohlgemuth / Saasa 2008, 3), donors used their financial posi-
tion to push for extensive conditionality, putting forward often unpopular
economic and public sector reforms. In conjunction with the HIPC-Initia-
tive, the IMF and World Bank geared up their conditionality, demanding
comprehensive privatization, faster progress on civil service cuts, the
removal of exchange rate controls, a liberalization of the strategic grain
reserve, and an end to the distribution of fertilizers (Fraser 2009, 307).

In recent years, aid relations have evolved substantially. After debt forgive-
ness in 2005 and 2006, the contribution of aid to the national budget
declined to 30 % between 2006 and 2007, followed by further reductions to
28 and 24 % in 2007 and 2008, respectively (Wohlgemuth / Saasa 2008, 3).
In 2009 the downswing continued, and foreign assistance as a share of the
government budget declined to around 20 % (Chigunta / Matshalaga 2010,
8). This trend is confirmed by Table 4, which shows a continuous downward
trend in foreign aid as a percentage of GNI since 2004.

This decline in aid dependency in recent years can be explained for the most
part by debt relief after the country reached the HIPC completion point,
along with rising copper prices and strong economic performance (Chi-
gunta / Matshalaga 2010, 8). According to the World Development Indica-
tors, GDP (in current US-$) has doubled between 2005 and 2008. Similarly,
the government budget has increased and, due to their relative stability, the
importance of external donor funds for the budget has decreased accord-
ingly. In addition, the appearance of non-traditional donors, the limited
effects of the global financial crisis, and the flourishing external sector have
recently influenced the aid relations between international donors and the
Government of Zambia.

2.3 The evolution of budget support in Zambia

In the 1990s, Zambia and its cooperating partners took their first steps on
the road to BS with the introduction of sector-wide approaches (SWApS). In
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1993, they developed a SWAp for the health sector (Chansa 2008; Chansa
et al. 2008). In the second half of the 1990s, GRZ and CPs agreed on a num-
ber of SWAps, including one for the basic education sector for 1999-2002,
an Agricultural Sector Investment Programme in 1996, and the Road Sec-
tor Investment Programme in 1998. Sector cooperation accelerated after the
turn of the century when, based on investment plans in the education and
health sector, contributions of donor funds had increased.

The SWAPs were part of a harmonization process that began to take shape in
2002. In response to the Declaration on Harmonization which was formulated
at the first high-level meeting on aid effectiveness in Rome in 2003, seven
CPs®2 agreed to join forces in support of harmonization and alignment, mark-
ing the beginning of what became known as the Harmonization in Practice
(HIP) Initiative. The donor group commissioned a study (Saasa / Claussen
2003) in late 2002 to recommend on aid harmonization. This study formed
the basis of the Joint Statement of Commitment by Donors and GRZ to
increase aid effectiveness and reduce transaction costs for Zambia through
the adoption of OECD/DAC Guiding Principles and Good Practices. The
Joint Statement was signed by the Zambian Government and the Directors-
General of the seven aid agencies in March 2003. The parties to the MoU
agreed (a) to harmonize their aid support and processes, including procure-
ment processes; (b) to increase the share of BS they provide; and (c) to coor-
dinate their policy inputs. Following the decision of all remaining major
donors in Zambia to join the HIP Initiative, it was expanded in 2004 to create
the Wider Harmonization in Practice (WHIP) group.

The Zambia Aid Policy and Strategy (2005) includes inter alia a call for
direct BS as the main aid modality (GRZ 2005b, 19). In April 2007, the
Joint Assistance Strategy for Zambia (JASZ) was signed by all the major
donors!* and the Zambian Government. Complying with GRZ preferences,
the cooperating partners agreed on the following:

13 Denmark, Finland, Ireland, the Netherlands, Norway, Sweden and the United Kingdom

14 The signatories to the JASZ are 12 bilateral donors, the European Commission, the
United Nations, the World Bank and the African Development Bank. Five of the bilateral
donors (Germany, Ireland, Norway, Sweden and the United Kingdom) will replace their
current strategy for development cooperation with Zambia with the JASZ. The others
will base their ongoing county strategies on the JASZ, which should lead to overall
diminished transaction costs in terms of government consultations. For example, the
European Commission’s Country Strategy paper for 2008-2013 aligns well with the
JASZ principles.
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“CPs will respect GRZ’s preference for direct budget support and will to the
extent possible increasingly deliver aid to the government sector through
this modality to the extent that GRZ's systems meet established guidelines
and standards, and that CP policies support such assistance.”’(Cooperating
Partners 2007, 38)

The JASZ has cemented the new relations between donors and the Zambian
Government. It is a unique document in the history of aid cooperation, repre-
senting the donors’ joint response to Zambia’s Vision 2030, the Fifth National
Development Plan (FNDP) and the Zambian Aid Policy and Strategy Pro-
gramme, which together constitute the national framework for reducing
poverty and promoting sustainable development. JASZ also relates to the Paris
Declaration in emphasizing local ownership of the development process and
enhancing aid effectiveness and mutual accountability. In accordance with the
Zambian Aid Policy and Strategy, the JASZ gives major responsibilities to the
Government of Zambia, positioning it to take on ownership and aligning exter-
nal assistance to Zambia’s policies, systems and procedures (Cooperating Part-
ners 2007, 34). In turn, it also requests donors to collaborate in improving
funding predictability and alignment with Zambia’s own financial manage-
ment systems (Cooperating Partners 2007, 3; GRZ 2005b, 11ff).

In April 2005 GRZ and four cooperating partners (the European Commis-
sion, the World Bank, DFID and the Netherlands) signed a Memorandum
of Understanding on the provision of Poverty Reduction Budget Support -
PRBS. Later on, Sweden, Norway, Germany, Finland and the African Devel-
opment Bank followed. The MoU sets out the jointly agreed terms and pro-

Table 5: Policy agreements for harmonization
Year Policy Agreement

2003 HIP

2004 WHIP

2005 PRBS MoU

2006 Zambia Aid Policy and Strategy

2007 JASZ

Source: Saasa (2010b)
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cedures for direct BS to the National Development Plan and serves as a
coordinating framework for consultation with the government. The signato-
ries have committed themselves to:

p
p

enhance ownership and effective implementation of the National Devel-
opment Plan;

increase the predictability of aid flows;

allow allocative efficiency in public spending;
strengthen domestic accountability;

increase GRZ’s institutional capabilities;

reduce the administrative burden on the government and reduce transac-
tion costs.

RBS aims to offer funding directly to the government budget in support of
rogrammes targeted at reducing poverty. Such a direct transfer allows the

receiving government to determine how to apply the funds in line with its
development priorities. Over the last couple of years, PRBS has remained one
of the most instructive responses by donors in the country in terms of positive
reaction to donor harmonization, coordination and joint programming in the
spirit of the Paris Declaration and Zambia’s Aid Policy and Strategy (which
specifically calls for aid to be channelled through the general BS mechanism).

3

Inputs: Implementation of budget support in Zambia

EQ1: To what extent are the BS mechanisms that have been put in place
consistent with Zambia’s strategic and policy framework and how well
has the design been adapted to the specific political, economic and insti-
tutional context?

1.1 Which inputs have been provided by BS and to what extent do they
correspond to the envisaged GBS/SBS inputs?

1.2 To what extent are the BS operations put in place consistent with the
Zambia’s strategic and policy framework and with the overall Develop-
ment Partners’ (DPs) development strategies?

1.3 How well was the design of GBS/SBS inputs adapted to the specific
political, economic and institutional context of Zambia?

5
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As elaborated in Section 1.2.2, this evaluation is based on an intervention
logic that conceptualizes BS as a combination of financial and non-finan-
cial inputs. While the financial inputs consist in the provision of direct
budgetary support to the government’s treasury, the non-financial contribu-
tions include policy dialogue, conditionality, technical assistance and
capacity development. According to the conceptual framework developed
in Section 1.2.2, the effectiveness of each of these inputs is to a large extent
determined by the overall design of the programme, especially with regard
to the Paris Declaration principles of ownership, harmonization and align-
ment. This chapter provides a description of BS inputs in Zambia, while
Chapter 4 assesses how these inputs were provided, i.e. to what extent the
budget support programme in Zambia is in tune with the principles of own-
ership, harmonization, and alignment.

3.1  Financial inputs

First and foremost, budget support consists in the provision of direct, untar-
geted funding in support of the general budget (general budget support —
GBS) or specific sector budgets (sector budget support — SBS).

In Zambia, CPs provide budget support in both forms: general Poverty
Reduction Budget Support (PRBS) is provided by the PRBS group of six
bilateral donors (see Table 6), the European Commission (EC), the African
Development Bank (AfDB) and the World Bank. Sector budget support is
provided by the EC in roads, health and in support of the PEMFA (Public
Expenditure Management and Financial Accountability) reform pro-
gramme (see Section 3.2.3),1® and by the United Kingdom in the health sec-
tor (see Box 2).

15 The PEMFA programme is also funded through a joint basket mechanism (see Section
3.2.3.1). The EC’s financial contribution to the PEMFA programme (2005: US-$ 3.125
million, 2007: US-$ 1.95 million) is not included in the further analysis of financial
inputs, since these are dealt with in the same fashion as the basket funds. Even if the EC
gave up formal earmarking of this PEMFA funding, de facto earmarking still seems to
take place, although there is somewhat contradictory information on exactly how this
SBS is channelled to the PEMFA secretariat: while the EC claims that it is disbursed to
the Treasury as BS through Bank of Zambia (BoZ) (i.e. through the Control 99 Treasury
Account) and transferred from there to the PEMFA secretariat, BoZ claims the EC dis-
burses directly into the separate PEMFA account (Interviews with BoZ and EC repre-
sentatives).
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Box 2: Sector budget support in the health and roads sectors

Health sector budget support

The EC and DFID are the only CPs which have provided support to the health
sector through SBS. The EC initiated a pilot SBS programme from 2006 to 2008
and from 2009 on has implemented a larger SBS programme. DFID earmarked
some US-$ 5 million) of its general budget support (GBS) to the health sector
from 2006-2007, although from 2008-2010 — whilst there was additional funding
provided for health within the GBS allocation — this was only broadly earmarked
for the Ministry of Health (MoH) and did not target any specific sub-programme
in the sector.

The two CPs pursue a somewhat different course with their SBS in the health
sector: the EC’s target is to support GRZ’s human resource retention scheme in
the sector, while DFID aimed its SBS at supporting the elimination of user fees
for basic health services and at improving MoH — MoFNP relations.

The SBS for health, similar to GBS, is channelled through the Bank of Zambia
to the MoFNP, from where it is supposed to be transferred to the MoH. However,
none of the two CPs imposes strict additionality requirements for this earmarked
funding: While it was one of the EC’s conditions for this SBS that a dedicated
human resource retention budget line be established, the EC does not require any
proof that the funds are actually spent for this purpose. DFID imposed a trace-
ability requirement which requires proof that the money was spent on user fee
elimination. DFID gave up this traceability requirement in 2008, and since then
only broadly earmarks a portion of its PRBS to be transferred to the MoH, with-
out any requirement for these funds to be additional to domestic funding.

Roads sector budget support

The EC has also provided SBS to the roads sector in support of the Road Sector
Investment Programme (ROADSIP 1) since 2006 (including a tranche due in
2005 but disbursed only in 2006). A second tranche was disbursed in 2008.

The overall objective of the programme is to contribute to the promotion of equi-
table economic growth and poverty reduction and the enhancement of food secu-
rity. The specific objectives of the SBS are to improve accessibility, mobility and
connectivity at the district, provincial and national levels by promoting basic
access and regional integration for people and goods. SBS funding is channelled
through BoZ and earmarked for the National Road Fund Agency (NRFA).

Source: ODI / Mokoro (2009); EC (2008b; 2008a)
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While the bilateral donors and the EC provide their PRBS (and SBS) as
grants, AfDB and the World Bank give loans. BS is provided in annual
instalments, following a n-1, n+1 scheme, in which, based on annual
appraisals, in a year n CPs make commitments for the upcoming period
(n+1) based on their assessment of government performance in the previ-
ous year (n-1). In addition to its annual performance tranche the EC also
provides BS tranches within the framework of its MDG contract scheme. In
addition, in 2009, the EC disbursed an additional € 30 million (US-$ 38.7
million) through its V-Flex mechanism.

Since 2007, PRBS CPs not only make annual commitments but also estab-
lish a disbursement schedule with monthly commitments in order to
improve predictability and facilitate cash flow planning for GRZ (see Sec-
tion 4.1.2).

As for the amounts of budget support funding in Zambia, it is surprisingly
difficult (if not impossible) to obtain consistent data on BS flows in Zam-
bia, and figures from the different available sources tend to differ substan-
tially. In fact, it proved impossible to determine the exact figures for all
flows of funds even for recent years.’

Table 6 gives the consolidated data which the evaluation team deemed clos-
est to the truth. These data had to be collected from different sources, and
some doubts about the accuracy of individual figures remain.

16  The Vulnerability FLEX mechanism (V-FLEX) is a short-term instrument supporting the
most vulnerable ACP countries in coping with the impact of the global financial and eco-
nomic crisis and mitigating its social consequences (EU 2009).

17 Remarkably, MoFNP does not keep records of BS inflows. Data provided by CPs was
clearly erroneous in some cases (e.g. figures not adding up to the totals given or appar-
ently showing commitments instead of actual disbursements) and also contradictory
between sources. From the annual PRBS reviews, only data for the past three years could
be extracted, and except for 2009, these do not contain information on SBS. Moreover,
as information provided to the evaluation team by individual CPs shows, figures in the
annual reviews are sometimes incomplete. Data provided by BoZ on disbursements for
most years is only preliminary or estimates, not actuals. It seems that exchange rate
effects and even definitional differences cannot explain all the discrepancies, and that
there are serious shortcomings regarding reporting, record keeping, and information shar-
ing on BS flows on both sides of the aid relationship.
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3.2 Non-financial inputs
3.2.1 Policy dialogue

According to the intervention logic on which this evaluation is based, pol-
icy dialogue as a non-financial input of BS is important as a contribution to
better policy choices, overall improved governance, and ultimately, for
making donors’ financial contributions as well as domestic budget
resources more effective in achieving development objectives. An effective
dialogue mechanism should facilitate coordination and communication
within the government system, between the government and its cooperating
partners, and among CPs themselves.

The formal dialogue architecture for BS policy dialogue in Zambia involves
different actors, fora and mechanisms. The dialogue mechanisms directly
related to PRBS have their formal roots in Part 5 of the MoU of PRBS,
which states that “regular consultation among the Signatories is considered
critical to continued engagement by the PRBS Group and effective imple-
mentation of the National Development Plan and subsequent reform strate-
gies” (GRZ 2005c, 9).

The main fora for regular PRBS dialogue are the Joint Steering Committee
(JSC), the Joint Executive Committee (JEC), and the bi-annual meetings
which take place as part of the Joint Annual Review (JAR) process.

Joint Steering Committee (JSC): The JSC is the main steering body in the
PRBS dialogue architecture and the driver of the joint GRZ/CP PRBS-
agenda. The JSC is composed of both government and CPs representatives,
with the CP side being represented by three lead donors on a rotational
basis.

The JSC is co-chaired by GRZ and CPs and meets quarterly to

— discuss progress made with respect to the performance indicators as
agreed in the PAF

— prepare for review meetings
— act as a forum for dialogue as specified in Part 5 of the MoU
— mediate in dispute settlements as specified in Part 11 of the MoU.

According to the PRBS-MoU, any signatory “may at any time identify an
issue which that Signatory feels is relevant to the implementation of the
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MoU and is permitted to notify the JSC, through the Secretary to the Treas-
ury, of its wish to enter into dialogue on that issue” (GRZ 2005c, 13).

Joint Executive Committee (JEC): The work of the JSC is co-ordinated by
a small Joint Executive Committee consisting of three representatives from
GRZ and two PRBS Group members. The members are elected by the
members of the JSC from amongst themselves and rotate annually. The JEC
is responsible for routine coordination activities as well as the preparation
of joint reviews and the management of follow-up activities. In case any
MoU Signatory wishes to raise a relevant issue for dialogue, the JEC will
convene a meeting of both sides to agree upon the dialogue process on the
issue in question.

Joint Annual Review (JAR): Besides the quarterly JSC and JEC meetings,
GRZ and PRBS Signatories meet twice a year as part of a structured annual
review process. The JAR meetings are jointly called by Government and
CPs and are open to the participation of parliamentarians and representa-
tives of civil society. The MoU provides for these meetings to take place in
June and October every year.18

According to the MoU, the June meeting’s focus is that the signatories
arrive at a joint view on performance; this serves as the basis for commit-
ments for the following budget year. The main reference for the perform-
ance assessment is the jointly agreed-on Performance Assessment Frame-
work, or PAF (see Section 3.2.2.2); the assessment itself is to be based on
the National Development Plan’s Annual Reviews, the annual PEMFA
progress reports, the Quarterly Budget Execution Reports, national audits,
and any other prior analytical work agreed upon in relation to the PAF (GRZ
2005c).

The October meeting’s focus is on dialogue regarding forward planning and
budgeting; it serves to update the PAF and to agree on indicators to be
included in the PAF for the coming year. According to the MoU, this dia-
logue is to be based on the government’s “annual financial reports of the
previous budget year, the annual PEMFA evaluation and the ceilings in the
annual budget for the next budget year” (GRZ 2005c, 11).

18 The MoU also states that “the Signatories aim to merge the two review meetings into a
single annual review meeting” (GRZ 2005c¢, 10).
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In sum, the JAR dialogue involves:

— Arreview of performance, budget execution and expenditure priorities on
the basis of the indicators described in the PAF.

— A review of underlying principles.

— A review of action plans for policy priorities and the national budget for
the next budget year, including the link between poverty reduction prior-
ities and inter-sectoral allocations.

— A discussion of the Medium Term Expenditure Framework (MTEF) of
GRZ.

— A confirmation of CPs’ commitments for BS for the following year.
— Follow-up on audits.

The JAR meetings are jointly called by Government and CPs and are open
to the participation of parliamentarians and representatives of civil society.

The JAR also provides a close link to other dialogue fora, which do not
exclusively cover the PRBS process. Most importantly, the review process
builds on the sector dialogue conducted in the so-called Sector Advisory
Groups (SAGs), which were set up as part of the National Development
Plan formulation process. In principle, the SAGs continue to play a key role
in monitoring the FNDP and reviewing sector outcomes and performance.
In this function, the performance of the individual SAGs is crucial not only
for the quality of Policy Dialogue but also for other processes such as the
MTEF (Gerster / Chikwekwe 2007, 11ff.).

The 21 SAGs are chaired by the Permanent Secretaries of the leading min-
istries. The SAGs meet more or less on a regular basis, with the Government
inviting all major stakeholders, including donors, civil society bodies, and
members of the private sector to participate in the meetings.

In addition, the PRBS policy dialogue is closely linked to the annual High
Level Policy Dialogue (HLPD) Meeting between Government and the
Group of CPs (CPG) that are signatories to the Joint Assistance Strategy
(JASZ).1® The HLPD is chaired by the Minister of Finance and National

19  All PRBS donors are members of the CPG. Currently included are Canada, Denmark,
Finland, France, Germany, Ireland, Italy, Japan, the Netherlands, Norway, Sweden, UK,
the United States, the African Development Bank, the European Commission, the IMF,
the United Nations System and the World Bank. Other CPs may attend as observers.
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Planning. The CPG is subdivided into two sub-groups, namely, the Heads
of Cooperation (HoC) and the Heads of Mission (HoM).

While the HoM are responsible for general strategic and political dialogue
at the highest level, the HoC mainly address operational multi-sector issues
as well as strategic development policy issues. The HoC is led by a troika
consisting of two bilateral donors and one multilateral agency.?’ The troika
members convene at least once a month and also meet on a monthly basis
with the Secretary to the Treasury at the Ministry of Finance and National
Planning to discuss a diversity of issues (usually defined by the troika).

The overall purpose of the HoC is to facilitate regular and open policy dia-
logue within the CPG between CPs and Government, thereby promoting
overall coordination and aid effectiveness.?! The HoC group also coordi-
nates and prioritizes CPs’ policy positions for the HLPD with Government.??

Upon invitation, representatives of civil society can attend the annual
HLPD meetings. In practice, however, this rarely seems to happen.

Besides the regular dialogue process taking place at the regular meetings of the
JSC, the JEC and within the framework of the JAR and the HLPD, the PRBS-
MoU also provides for any signatory to initiate a dialogue process on particu-
lar issues of concern at any time. The MoU does not prescribe a particular
process for this non-routine dialogue, but allows substantial flexibility as to
how to frame this issue-driven dialogue. In particular, the MoU states that:

“Any Signatory may at any time identify an issue which that Signatory feels
is relevant to the implementation of this MoU (including concerns regard-
ing Underlying Principles), and my notify the JSC of its desire to enter into
dialogue on that issue, by writing a letter to the Secretary to the Treasury for
forwarding to the JSC. On receipt of notification that a Signatory wishes to
enter into dialogue, the Chairs of the JSC will pass the letter to the Joint
Executive Committee to convene a meeting of the JEC to agree a process for
dialogue on the issue in question. In convening such a meeting, the JEC will
also invite PRBS Group members to identify other issues of a similar nature

20 In order to ensure continuity, each donor/agency in the troika serves as a member for 18
months: six months as an incoming member, six months as chair, and six month as an
outgoing member.

21 See CPG website: www.cpg.org.zm

22 In preparation for the annual HLPD meetings, both the government and CPs prepare
position papers in which the latter usually responds to the former’s submission.
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which might usefully be discussed in the same process of dialogue, so as to
reduce transaction costs for all concerned between the Review meetings
described above” (GRZ 2005c, 13).

Importantly, the MoU does not formulate any requirement for consensus or
a majority among the PRBS CPs to initiate such a dialogue.

There are no similar dedicated dialogue structures for sector budget support
operations. SBS-specific issues are routinely dealt with either bilaterally or
within the formats of PRBS policy dialogue or within the dialogue struc-
tures linked to SWAPs. This might be related to the fact that SBS is pro-
vided by only two CPs (UK and the EC) in the health sector and only by the
EC in the roads sector (see Box 2). To a certain extent, this might also be an
expression of the fact that SBS is provided mainly with the aim of provid-
ing funding to specific sector activities and puts less focus on improving
overall GRZ governance and policy making.?®

3.2.2  Conditionality: Underlying Principles & Performance
Assessment Framework

Closely interlinked with the PRBS policy dialogue is the conditionality
attached to the provision of budget support funding. In Zambia, budget sup-
port conditionality is applied on two levels, namely the Underlying Princi-
ples (UPs) that frame the general and mutually agreed-on basis for budget
support, and the Performance Assessment Framework (PAF), which serves
to assess the government’s (and more recently also the CPs’) performance
in implementing the programme.

3.2.2.1 Underlying Principles

PRBS is provided on the basis of a Memorandum of Understanding (MoU)
between GRZ and the PRBS Group that “sets out the jointly agreed terms
and procedures for direct budget support from the PRBS Group to the
National Development Plan and serves as a co-ordinating framework for
consultation with the Government, for joint reviews of performance, for
common procedures on disbursement, for reporting and for audits” (GRZ /
PRBS Group 2005, 4).

23 For a more extensive discussion of CP’s different objectives in providing budget support
see Chapter 6.
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According to the MoU, PRBS is provided on the precondition of GRZ’s
commitment to “fight poverty, including through a pattern of public expen-
diture consistent with poverty reduction priorities as identified in the
National Development Plan” as a basic principle (GRZ / PRBS Group
2005, 5). In addition, the MoU identifies three Underlying Principles (UPs)
for the provision of direct budget support:

— GRZ’s Commitment to peace, democratic principles, the rule of law,
good governance and integrity in public life, including the fight against
corruption

— GRZ’s Commitment to public financial management reforms

— GRZ’s Commitment to pursuing sound macro-economic policies, as evi-
denced by a positive IMF assessment of overall macro-economic per-
formance

The violation of a UP is understood as being above and beyond concerns
raised about under-performance against indicators and targets expressed in
the PAF (see Section 3.2.2.2). In case of perceived violation of an UP, the
MoU prescribes an escalating dialogue process. If despite this dialogue
process the PRBS Group still feels that the government is making no seri-
ous attempt to improve the situation in spite of remonstrations, the PRBS
Group may consider suspending disbursement of the agreed-on instalments,
reducing levels of budget support for future years, or terminating the agree-
ment fully (GRZ / PRBS Group 2005, 19).

The UPs are subject to continuous monitoring by the PRBS Group as part of
the annual review process. It is important to note that the UP assessment (in
particular that of ‘commitment to good governance’) is to a large degree based
on each CP’s judgement, which means that a perceived violation of the UPs
suffices to initiate the High Level Policy Dialogue prescribed by the MoU.?*
At the same time, positive assessment of the UPs is a precondition for CPs
PRBS commitments within the framework of the annual review process. The
UPs thus constitute the core of PRBS conditionality and provide a key entry
point for CPs for the dialogue with GRZ on the overall reform agenda.

24  Regarding the macro-economic stability requirement, CPs rely on a third party (IMF)
assessment. Progress with regard to financial management reforms is in practice assessed
according to progress in implementing the PEMFA programme, which can be argued to
be a comparatively objective measure. The commitment to poverty reduction is mainly
assessed on the basis of PAF performance and FNDP implementation progress.
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3.2.2.2 Annual performance assessment

In addition to the Underlying Principles, CPs condition their budget support
commitments and — partly — their disbursements on GRZ progress attained in
implementation of the National Development Plan. This progress is to be
measured through jointly agreed-on performance indicators as described in a
Performance Assessment Framework (PAF), which the MoU defines as “a
multi-annual matrix of priority milestones, targets and indicators based on
the National Development Plan, Public Expenditure Management and Finan-
cial Accountability reforms under the PEMFA programme and related initia-
tives over time, other components of public service reform, macro-economic
stabilisation policy and debt sustainability” (GRZ / PRBS Group 2005, 4).

The PAF developed in Zambia is a mixture of policy measures and outcome
indicators. Progress on PAF targets and indicators is at the centre of the
joint GRZ / CPs annual PRBS Review.?® The PAF is thus updated annually
with the formulation of new targets and the elimination and/or introduction
of new indicators.

Since 2006 the PAF has evolved into a comprehensive framework of targets
and indicators, with the current 2009-2011 PAF covering four main areas or
pillars, namely: (a) public sector reform (decentralization, public sector
management, public finance management, domestic taxation, financial sec-
tor development); (b) wealth creation (agriculture, infrastructure incl. roads,
energy and water, private sector development); (c) social equity (health,
education); and (d) cross-cutting issues (HIVV/AIDS, environment).

The distribution of targets across these pillars is given in Table 7. The PAF
for 2009-2011 contains 38 targets.2® Although there has been no major shift
in the sector focus, which from the beginning was mainly on the first two
pillars Public Sector Reform and Wealth Creation, the number of targets for
measuring GRZ performance has increased steadily since 2006. The 2010-

25 Apart from the PAF reports, the reviews include inter alia the National Development
Plan’s Annual Reviews, the annual PEMFA progress reports, quarterly budget execution
reports, and the results of national audits.

26  The target for the third of three Private Sector Development indicators on labour pro-
ductivity was to be determined during the first quarter of 2009. It was later found that no
common definition could be agreed on; the indicator was not assessed, and it was rec-
ommended that it be dropped in the June 2010 Review. (For this reason Table 4.2 shows
only 37 indicators for 2009.) The PAF for 2010 and 2011 was revised in late 2009 and
narrowed down to 25 indicators.
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2012 PAF was revised in late 2009 and narrowed down to 25 indicators. The
number of indicators for public sector reform was reduced from 15 to 10;
for wealth creation the number of indicators was brought down from 10 to 5.

It is important to note that even though it can be argued that all PAF indi-
cators are in line with these FNDP pillars, they do not all have an equiva-
lent among the Key Performance Indicators (KPIs) identified in the FNDP
for monitoring purposes. For instance, of the 37 indicators used to measure
GRZ performance in the 2009 PAF (see Table 7), only 19 have a more or
less direct equivalent in the FNDP KPIs (see Section 4.2.2.2).

Based on the assessment of each indicator, an overall PAF score is com-
puted as an aggregate measure of GRZ performance (cf. Figure 6: PAF per-
formance 2006-2009 in Section 4.2.2.2).

Since 2007 the framework has also included a “Donor PAF” which assesses
the CPs’ performance with regard to the target alignment and predictability
of their support.2”

The indicators linked to measuring the government’s progress in meeting
the targets can be divided into process indicators and outcome indicators.
The majority of indicators and targets in the PAF are outcome-oriented and
quantitative in nature, in that they set quotas and benchmarks or milestones
that are to be reached by the government without prescribing any specific
policy actions. However, process indicators have also been integrated from
the very beginning, primarily in the areas of Public Service Management,
Public Financial Management, and Agriculture.

Overall, the number of process indicators has remained relatively constant
and small. Starting with seven in the 2006 PAF, the number of such policy
measures has been reduced in 2007 and 2008. The PAF for 2009 contains
an increased number of indicators, of which seven are policy measures.

The PAF is a centrepiece of PRBS conditionality, since CPs link their com-
mitments as well as their disbursements of budget support to it. However,
the mechanisms by which the individual CPs link their disbursements to the
PAF vary substantially;

27 The targets in the Donor PAF are: (a) the proportion of ODA given as BS (showing an
alignment with the government’s preferred aid modality), (b) the amount of PRBS dis-
bursed as a percentage of commitment, (c) the weighted average deviation of the months
of disbursement against the months of commitment. (MoFNP 2008, 15).
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Table 7: Number of PAF targets and indicators 2006-2009

2006 2007 2008 2009
Public sector reform 13 11 11 15
Decentralisation 1 2
Public Service Management 3(1) 4 3 3
Public Finance Management 4(1) 4(1) 4(1) 7
Macroeconomic 3
Domestic Taxation 1 1 1
Financial Sector Development 1(1) 1 1 1
Public Service Pension Fund 2 1 1 1
Wealth creation 9 9 10 10
Agriculture 3 3 3 3(1)
Infrastructure 4 4 4 5(2)
Private Sector Development 2 2(1) 3 2(1)
Social equity 7 8 8 8
Health 4 4 4 4
Education 3 4 4 4
Cross cutting 2 3 4 4
HIV / Aids 2 3 3 3
Environment 1 1
Total indicators GRZ 34 33 34 41
Total targets GRZ Performance 31 31 33 37
Targets Cooperating Partners 3 3 3

Note: Monitoring indicators with no target are in brackets.

Source: PAF Progress Reports
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Germany and Finland disburse their budget support as a fixed tranche
based on an overall positive assessment of PAF performance as a meas-
ure for the Underlying Principle of government commitment to poverty
reduction.

The Netherlands disburse a fixed tranche based on overall positive PAF
performance and commit an additional ‘incentive tranche’ to be dis-
bursed if the overall PAF score exceeds 80 %.28

The UK also disburses a fixed tranche based on overall positive per-
formance and commits an additional performance tranche linked to over-
all PAF performance, but with different thresholds: no performance
tranche is disbursed for an overall PAF score below 50 %, and a linear
disbursement rule (rounded up to the nearest £ 0.5 million) is applied for
PAF scores between 50 % and 80 %.2° At a PAF score above 80 %, the
full variable tranche would be disbursed.°

Sweden and Norway also both operate a fixed and variable tranche.
While the fixed tranche is based on overall PAF performance, the vari-
able tranche is linked to performance as measured by selected PAF indi-
cators (with performance in year n-1 determining disbursement in n+1).

The European Commission, in addition to its fixed tranche, operates
two variable tranches which are linked to specific PAF indicators: an
annual performance tranche that is determined by the annual perform-
ance assessment; and a performance tranche under the 6-year MDG-
Contract scheme, where performance over the first three years of the
arrangement determines disbursement in years 4 to 6.

The World Bank and the African Development Bank do not use a
fixed tranche but rather operate floating tranches which are disbursed
once a set of selected PAF indicators (prior actions) has been met.

28

29

30

For 2009, the incentive tranche would have been € 3 million, on top of a € 10 million
fixed tranche. So far, however, this incentive tranche has never been disbursed due to
PAF performance below the threshold.

For example, a PAF score of 65 % would trigger a disbursement of 50 % of the variable
tranche.

The UK applies this approach since 2009. In both 2009 and 2010 the variable tranche
accounted for 13 % of the UK’s budget support commitment. In 2009, 62.5 % percent of
the variable tranche was disbursed.
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The share of the variable tranche in overall commitments also differs among
the CPs: Norway and Sweden reserve 50 % of their commitments for their
variable tranches, the UK only 13 %. The Netherlands in 2009 would have
been able to disburse an additional 30 % as incentive tranche. The EC, in
turn, has reduced its performance tranche continuously from an initial 91 %
to 25 % in 2010. In 2009, no variable tranche was foreseen by the EC. In
2007, the combined fixed tranches made up 84 % of the overall PRBS com-
mitments (Gerster / Chikwekwe 2007, 17).31

3.2.3 Technical assistance and capacity building

In conjunction with the provision of BS, the cooperating partners acknowl-
edge the importance of effective government institutions, legislation and
regulations that facilitate improved management of national resources and
external funds. In order to assist the GRZ in improving the quality, effi-
ciency, cost-effectiveness and delivery of public services to its people, CPs
have engaged in a number of programmes and initiatives of technical assis-
tance and capacity development. These activities, partly conducted as
accompanying measures of BS, were embedded in the context of the gov-
ernment’s own reform agenda. The GRZ has been implementing the Public
Service Reform Programme (PSRP) since 1993, which was recently re-for-
mulated as PSRP 11.32 In line with this GRZ owned programme, the major-
ity of BS donors provide funding in support of the PEMFA programme, the
first component of PSRP. This funding is provided through a dedicated bas-
ket mechanism.3 In addition, a number of CPs support the Government in

31 For asynopsis of the use of the 2009 PAF for disbursement decisions see Table 12 in Sec-
tion 4.2.2.2.

32 The PSRP II encompasses three distinct areas of reform: (a) Public Expenditure Man-
agement and Financial Accountability (PEMFA), a programme implemented by the
MOoFENP; (b) Public Service Management (PSM), implemented by the Cabinet Office
(CO) under the Management Development Division; and (c) Decentralization, entailing
fiscal devolution through the development and consolidation of intergovernmental fiscal
architectures with a focus on different transfer modalities of grant funds to the local level.
Decentralization is implemented by the Ministry of Local Government and Housing
(PEMFA 2010, 1).

33 Formally, the EC supports the PEMFA programme through SBS, but from the BoZ/GRZ
side these funds are treated as basket contributions too (see Section 3.1).
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building capacities at the Office of the Auditor General (OAG) as well as in
Parliament or engage in other BS-related technical assistance. A selection
of BS-related capacity building activities is listed in Box 3.

Box 3: Budget support-related capacity building activities

U.K. Department for International Development. Providing support to the
Anti-Corruption Commission. Strengthening of political parties. Offering tech-
nical assistance to the Secretary to Cabinet. Supporting professionalization of the
public service.

Millennium Challenge Account. Providing support to the Anti-Corruption
Commission and Zambia Revenue Authority. Helping government implement
provisions of the National Corruption Prevention Policy and Strategy (setting up
of integrity committees in a few ministries). Re-engineering work processes in
the Department of Immigration, Patents and Company Registration, Zambia
Revenue Authority, and the Ministry of Lands.

U.S. Agency for International Development, DFID, EU and others. Providing
support for the implementation of parliamentary reforms.

Norway and Netherlands. Supporting the Office of the Auditor General in
implementing reforms in audit practices and effectiveness.

Norway, UNDP, Denmark and others. Supporting access to justice and judi-
cial reforms. Building courts and supporting the recently set up Governance Sec-
retariat.

European Union. Supporting capacity development in civil society organiza-
tions. Supporting the government in electoral reforms

Consortium of donors. Providing financial and capacity development support
to the Task Force on Corruption.

Source: World Bank (2008a)

3.2.3.1 The Public Expenditure Management and Financial
Accountability (PEMFA) Programme

The objective of PEMFA is to contribute to the efforts of the government in
improving efficiency, effectiveness and accountability in the management
and utilisation of public financial resources at both the central and sub-
national levels in order to improve public expenditure management and to
strengthen financial accountability overall. With regard to BS, positive
results of the programme would increase CPs' confidence in GRZ's own
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country and PFM systems (Hedvall et al. 2007, 6). The programme is sup-
ported by the signatories to the PEMFA MoU, including all nine PRBS
donors: Norway, The Netherlands, Germany, Sweden, Finland, Ireland,
Denmark, United Kingdom, the US, the European Commission, the World
Bank (IDA), the United Nations, the African Development Bank (AfDB).
GRZ also provides counterpart funding to meet recurrent costs (PEMFA
2010, 1).

The PEMFA Programme was initially a five-year programme (2005-2009)
with 13 components, namely: (1) a Commitment Control System (CCS)
and Financial Management System (FMS); (2) IFMIS (Integrated Financial
Management Information System) implementation; (3) Improved Fiscal
Policy and Economic Planning; (4) Reformed Budget Preparation and
Budget Execution; (5) Improved Debt Management; (6) Improved Internal
Audit; (7) Better External Finance and Coordination; (8) a Legal and Reg-
ulatory Framework; (9) Strengthened External Audit; (10) Enhanced Par-
liamentary Oversight; (11) Accountancy Training and Regulation; (12)
Public Procurement Reform; and (13) a Centralized Computer Services
Department (Hedvall et al. 2007, 6).

Contributions to the budget for the programme for the five-year period by
co-operating partners amount to US-$ 72.2 million. By March 2009, 55 %
or US-$ 39.7 million had been utilized (MoFNP 2009, 3). The PEMFA Pro-
gramme was (cost-neutrally) extended for one year and will end in 2010
(PEMFA 2010).

3.2.3.2 Technical assistance and capacity building at the Office of
the Auditor General and in parliament

One particular element of PEMFA is the strengthening of oversight sys-
tems. On the basis of the National Governance Baseline Survey Report pub-
lished in August 2004, a series of measures were introduced to reduce the
occurrence of corrupt practices, including a process of strengthening the
Office of the Auditor General (OAG). In 2004, the Government approved
the restructuring of the OAG, which included the decentralization of the
Office to all districts in the country.

Norway and the Netherlands engage in a programme to assist the OAG, a
programme purposely de-linked from the wider PEMFA in order to guar-
antee independence of the Auditor General (NORAD 2007, 56). Moreover,
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budget support CPs are involved in a variety of corruption-fighting activi-
ties that are not necessarily part of the PEMFA programme (NORAD 2007;
DFID 2008).

In the last 10 years, a number of donors, including USAID, EU, Finland and
Germany and UK, have initiated capacity building projects targeting Mem-
bers of Parliament (MPs). USAID operates a five year support programme
through the Economic Association of Zambia (EAZ). The EU programme
consists of three phases: Phase one provides capacity building for MPs,
Phase two provides hardware and office construction, Phase three will
establish constituency offices. For the last five years, MPs have received
regular capacity building through technical assistance and training. For
instance, the EAZ has developed budget literacy guidelines, conducted
training courses, and advised MPs and relevant Parliament Committees
before, during and after budget execution every year. Besides this, MPs are
entitled to issue calls for expertise aid from the public. In addition, parlia-
mentary committees were enabled to adopt different consultation forms in
order to attain different opinions from the public in the decision-making
process. The problem with the support for MPs however, is the high
turnover rate of MPs in elections, which means that only a minority of MPs
stay long enough to gain significant experience.

Another important TA programme not directly linked to but highly relevant
for the PRBS programme is the assistance provided by Germany through
GTZ to MoFNP. This programme, in effect since 2006, aims at supporting
MoFNP in incorporating the Poverty Reduction Strategy into the budget
process by providing TA to various MoFNP departments (Monitoring and
Evaluation, Central Statistics Office, Planning and Economic Management,
Budget Office). In addition to building capacities in relation to the national
budget processes, this programme contributes to PRBS processes by gener-
ating and improving the data for the monitoring and evaluation of govern-
ment performance (Larizza / Marten / Pain 2009).
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4 Direct outputs

EQ2: To what extent has BS in Zambia led to increased external funding
subject to the government’s budgetary process, along with the establish-
ment of a policy dialogue framework and the harmonization/alignment
of external assistance?

2.1 To what extent has BS contributed to an increased size and share of
external funding subject to government’s budgetary process and
improved the predictability of overall flows of external assistance?

2.2 To what extent has BS contributed to the establishment of a frame-
work of policy dialogue with a focus on key government strategies and
priorities?

2.3 To what extent has BS contributed to the provision of non-financial
inputs, such as technical assistance and capacity building, which are
regarded as strategic government priorities?

2.4 To what extent has BS contributed to harmonization and alignment
of external assistance, and reduced transaction costs over time?

4.1  Budget support’s role in aid transparency and pre-
dictability

4.1.1 Has budget support increased the size and share of aid
subject to the government’s budgetary process?

Budget support has increased the size and share of aid subject to GRZ’s
budgetary processes; it has facilitated planning, accounting, and reporting
procedures for the Government with regard to aid inflows; however, this did
not happen at a level where a substantial reduction of overall transaction
costs of development cooperation could be expected.

The extent to which budget support has increased the share of external sup-
port that is channelled through GRZ’s own budget planning, execution and
control processes varies according to the data source employed. An analy-
sis by DFID in Lusaka conducted in 2010 (Whitworth 2010) on the basis of
IMF data on GRZ receipts of grants and budget support puts the proportion
of budget support in total grants at an average 29 % in the 2005-2009
period, compared to 19 % for the years 2002-2004 (see Table 8).

MOoFNP data on grants from the annual financial reports and the figures on
budget support disbursements collected from various sources (see Table 6)
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show a significantly higher share of budget support in total grants. Accord-
ing to this data the share of budget support in grants peaked in 2006 when
PRBS grants accounted for 53 % of total grants and total budget support
(including SBS) for 68 % of grants receipts (Table 8). In the following two
years, the share of total budget support received fell 43 % and 53 % of grant
receipts.

However, these figures overestimate the relative role of budget support in
total aid receipts, since they include only aid flows that are recorded in the
government budget. Taking OECD/DAC data on ODA flows since 2003
puts the relative importance of budget support in a more realistic perspec-
tive: as a proportion of total ODA receipts (excluding debt relief), budget
support has continuously risen since 2003 from 6.5 % to 21.9 % in 2008,
before it fell again to 19.7 % in 2009. For OECD/DAC donors only, the share
of budget support in total ODA (excluding debt relief) rose from 9.4 % in
2003 to 31.0 % in 2009.

Even when including basket funding which is channelled at least partly
through government systems as well, the proportion of “through-budget”
funding in total ODA (all donors) never exceeded 30.3 % (2007; 2009:
28.1 %).%4

For PRBS donors along, the share is even higher: data on the share of PRBS
disbursements in total ODA is reported for the last three years in the 2010
PAF Progress Report (see Table 9). According to this data, the share of
budget support for PRBS CPs (including sector budget support) as a pro-
portion of ODA disbursements to GRZ from PRBS donors increased from
40.2 % in 2007 to 58.7 % in 2008, but dropped again to 53 % in 2009.

It is clear from these figures that increasing the share of aid resources that
are subject to GRZ’s own planning and budgeting processes gave budget
support the potential to improve the allocative efficiency (Box 1 in Section
1.2.2) of public expenditures in Zambia. At the same time, no substantial
reduction of transaction costs on either side of the aid relationship can be
expected from this, since the amount of off-budget aid requiring parallel
planning, administration, and reporting processes is still substantial.3®

34 According to data on SWAp disbursements collected by IOB (not reported here).

35 The difficulties posed for MoFNP planning, implementation, and reporting procedures
by aid provided directly to sector ministries poses has been stressed by various GRZ
interview partners.
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Figure 4: Budget support and other ODA (2003-2009)
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Source: OECD/DAC; Budget support figures based on various sources
(see Table 6)

4.1.2 Has budget support improved the predictability of aid
flows?

Aid predictability in Zambia in general is fairly poor; this seriously under-
mines the effectiveness of GRZ planning and cash flow management.

This applies especially for project-based aid. According to one CP’s inter-
nal analysis, for instance, only 58 % of the planned donor funded invest-
ments recorded in the budget in 2007 were actually disbursed. However, as
Figure 5 shows, PRBS predictability has been relatively poor as well: in
2007, actual disbursements were a mere 77 % of commitments, while dis-
bursements in 2008, were 15 % higher than commitments. This finding is
in line with the 2008 PEFA assessment, which gives direct budget support
predictability in Zambia a grade of D+.36

Moreover, even though it may seem from Figure 5 that PRBS predictability
in 2009 had improved significantly, the aggregate figures mask substantial
variance between the commitments and disbursements of individual CP’s.

36 The PEFA (Public Expenditure and Financial Accountability) performance measurement
system grades government performance on the basis of 28 high-level indicators in 6
dimensions of public financial management and donor performance on the basis of three
indicators, including the predictability of direct budget support. The grades given for
each indicator range from A (best) to D (worst); see PEFA (2005).
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Table 9: Budget support as proportion of ODA disbursements

from PRBS donors 2007-2009

2007 2008 2009

Grants
EC 71.7 % 66.9 % 5737 %
Finland 39.8% 46.9 % 35.17 %
Germany 244 % 243 % 33.73 %
Netherlands 25.1 % 17.4 % 36.86 %
Norway 39.6 % 67.1 % 74.95 %
Sweden 20.6 % 33.0% 0.00 %
United Kingdom 83.5% 74.1 % 91.66 %
Credits
AfDB 61.4 % 53.07 %
World Bank 0.0 % 0.00 %
Total 40.2 % 58.7 % 53.00 %
Note: The budget support figures underlying this analysis are not the same as
those reported in Table 6, since some disbursements (e.g. a World Bank disburse-
ment of US-$ 9.6 million in December 2009) were not recorded in the PRBS re-
views.
Source: MoFNP (2010)

This was particularly pronounced in 2009, when Sweden did not disburse
its PRBS (against a commitment of US-$ 18.3 million) as a reaction to the
corruption scandal in the health sector (see Box 4), whereas the
EC (with the addition of a € 30 million V-FLEX allocation) and the AfDB
(disbursing US-$ 23 million against a commitment of US-$ 11.5 million)
disbursed considerably more than what they had committed. As a result, the
total amount disbursed was only slightly higher than the amount commit-
ted; this provided some form of predictability for the national budget
(MoFNP 2010, 21).
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Figure 5: Predictability — PRBS commitments and disbursements
(2005-2010)
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Source: 2005-06: 2008 PEFA Assessment, 2007-09: PAF Progress Reports,
various sources on disbursements

According to one MoFNP official, however, the main problem for pre-
dictability over the past three years from the Ministry’s perspective was
more with timing than with the amounts disbursed. Late disbursements
affect budget implementation, since unused funds must be returned from
line ministries to the Treasury.3

Through 2007, CPs provided reports on their disbursements of budget sup-
port semi-annually, but not quarterly. From 2008 on, CPs agreed to provide
monthly estimates (GRZ 2008, 38). Since 2008, CPs regularly negotiate a
disbursement schedule with GRZ that is used for GRZ’s annual cash flow
plan as well, thus underscoring the importance of timely disbursements.

Since its introduction in 2007, the ‘Donor PAF’ (see Section 3.2.2.2)
includes an indicator for measuring the delay of BS disbursements against

37 According to the same official, the cabinet can allow sector ministries to keep unused
funds if they are intended for capital expenditure.
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the commitments made at the time of the November review. The average
delay of disbursements per donor during each year as well as the total aver-
age is given in Table 10. The figures show that donor performance varies
substantially between donors as well as across years.

A number of agencies experienced important delays in releasing resources.
The CP with the longest delays among those which actually disbursed was the
European Commission (with an average of 5.6 months in 2009, 3.0 in 2008,
and 6.61 in 2007). Finland performed best in 2007 and 2008, with no delay; in
2009 (when some CPs withheld disbursement after the corruption scandal in
the health sector) only the UK, Norway and the AfDB disbursed without delay.

The Strategic Partnership with Africa’'s Budget Support Working Group
conducts a regular survey of budget support operations across Africa. The
surveys include information provided by donors concerning the reasons for
delayed disbursements. Table 11 shows the information provided in the
2005, 2007, and 2008 surveys for Zambia.

Table 10: Average delay (in months) of budget support disbursements

2007-2010

2007 2008 2009 2010

Finland 0.00 0.00 4.00 0.0
Germany 6.00 2.00 3.00 4.0
Netherlands 1.00 0.00 1.00 0.0
Norway 3.31 1.00 0.00 0.0
Sweden 3.00 0.00 8.00*
United Kingdom 1.37 0.28 0.56 1.0
EC 6.61 3.00 5.60 9.0
AfDB 12.00%* 0.00 0.00 3.0
World Bank 12.00* 4.0
Total 5.03 0.78 3.11 3.7
*no disbursement
Source: MoFNP (2010)
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In contrast to 2009, as the reasons given in Table 11 suggest, most delays in
the first years of PRBS were related to administrative problems on both
sides of the aid relationship. This could be regarded as an unavoidable
learning process on both sides. As Table 10 shows, the total average delay
improved significantly in 2008, suggesting that PRBS processes had begun
to run more smoothly.

This positive development, however, was disrupted by various corruption-
related issues in 2009. Preliminary data for 2010 suggest that some CPs dis-
bursed on schedule or even ahead of schedule in the first three quarters of
2010, whereas the EC, for example, delayed disbursement of a fixed and vari-
able tranche totalling US-$ 42.7 million, which had been scheduled for March,
until October. Germany, in turn was withholding disbursement of € 10 million
at the time of writing, pending a decision on how to assess recent develop-
ments with regard to GRZ’s demonstrated commitment to fight corruption.

4.2 Non-financial contributions: Ownership, alignment &
harmonization

As elaborated in Section 1.2.3, the effectiveness of non-financial contribu-
tions to budget support programmes does not depend solely on the quality
of the individual contributions (input level). To an important degree, their
potential effectiveness is also determined by the extent to which the pro-
vided inputs respect the principles of the Paris agenda for more effective
aid, in particular the principles of ownership, harmonization, and alignment
(direct output level). Accordingly, the following sub-sections assess the
extent to which the provision of non-financial contributions has been
guided by these principles. Where relevant, the question is also assessed of
whether these budget support inputs have promoted the principles of own-
ership, harmonization, and alignment beyond budget support contributions,
thus affecting the effectiveness of other aid contributions as well.

4.2.1 Policy dialogue

Over the last couple of years, as described in Section 3.2.1, a comprehen-
sive dialogue structure has been established around the BS process, in con-
tinuation of previous efforts at harmonization and alignment of develop-
ment aid to Zambia. In doing this, CPs and GRZ have provided the basis for
a regular and structured policy dialogue. Nonetheless, following the inter-
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Table 11: Reasons for delayed budget support disbursements

Cooperating | GBS Commitment | Reason given by CP for delay

Partner (million US-$)

2007

Sweden 14.24 IMF review delayed.

Netherlands 10.96 In 2007 the signing of the bilateral agree-
ment took a longer than expected.

Germany 6.85 Delay due to late signing of documents.

EC 37.14 Delays were mainly of administrative
nature, with a number of additional sup-
porting documents requested by EC HQ.

AfDB 45.91 The first and major reason was delayed
submission of the PRBS June review re-
port, as agreed at inception. In addition,
there was a delay associated with supply of
wrong account details for holding the
funds. Disbursement was indeed effected
soon rectification of these two issues.

World Bank 10 The government advised that they would
rather have the credit disbursed in 2008
than in late 2007 as was planned. Thus
negotiations were deferred to 2008.

2006

Norway* 12.98 An extra allocation was made from HQ in

Norway that facilitated an additional dis-
bursement of NOK 35 million late in 2006.
However flexibility was expressively given
and GRZ could have requested to transfer
this amount to 2007 so as to not disturb the
cycle of planning and expenditure in 2006
unduly.
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Table 11: continued

United 35.56 PRBS CPs disburse upon written request
Kingdom from the Government. DFID received a
late disbursement request for the Q3 pay-
ment.

World Bank 9.86 The Bank was committed to disburse
against the new PAF and the new PRSP.
However, government launched its PRSP
only in early SDR 2007. 6.7 million are
equivalent to circa US-$ 10 million.

2005

Norway 6.13 The bilateral agreement between Zambia
and Norway was signed in the 4th quarter
2005 and linked to this the first disburse-
ment was made in the same quarter. Ini-
tially an amount of NOK 30 million was
planned but additional availability of funds
on the Norwegian aid funds in 2005 led to
a reallocation exercise leading to an addi-
tional NOK 9.5 million for Zambia that
was channelled as GBS.

World Bank 20 The government delayed in meeting the
milestones.

*no delay, but additional funding

Source: SPA (2008)

vention logic described in Section 1.2.3, the effectiveness of this dialogue
also depends on whether it is structured and conducted in line with the prin-
ciples of ownership, alignment, and harmonization.

The evaluation team’s assessment of whether this has been the case in the
past is ambiguous: on the one hand, the described structures certainly
helped to discuss conflicting interests on conditionality and funding. In this
regard, the established dialogue structure has provided strong incentives
against further fragmentation of the negotiation process. Even though there
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have been periods of both inactivity and accelerated progress, there is evi-
dence that the BS related policy dialogue has promoted alignment and har-
monization (Gerster / Chikwekwe 2007). Importantly, the dialogue struc-
tures showed some institutional stress resistance at times when the opera-
tional effectiveness of the dialogue structures was put to the test during the
corruption crisis in 2009.

For this reason, the established dialogue provided a valuable firewall
against further fragmentation, because the established mechanisms gave
CPs and GRZ a platform for dealing with highly controversial issues. In this
regard, the dialogue mechanisms indeed were fruitful in preventing the
implosion of harmonization and alignment attempts during times of crisis;
they at least partly provided institutional and organizational backing for the
intervention logic of budget support. This often implicit value of the dia-
logue structure should not be underestimated despite all deficiencies of the
dialogue process itself; these will be described in the following paragraphs.

Box 4: The 2009 corruption scandal in the health sector

The dialogue mechanisms and their effectiveness have been put to the test by the
recent corruption and theft scandal in the MoH involving the disappearance of
more than K27 billion in 2008-2009 and estimated at more than K64 billion
since 2006. The actual figures are yet to be established, and the case is currently
before the courts of law. Many donors, including the most important in the health
sector - the Netherlands, Sweden, the GAVI Alliance, and the Global Fund to
Fight AIDS, Tuberculosis and Malaria — immediately made a decision to suspend
and/or delay aid disbursements. Aid flows to the Ministry of Health at one time
dried up completely.

Consequently, Sweden and the Netherlands suspended funding. Resumption of
disbursements was made dependent on an action plan, including recovery and
repayment of misappropriated funds, prosecution of the officials involved, and
preventive measures. Sweden and the Netherlands proposed a joint Swedish-
Dutch (Sida/DGIS) position on the conditions to be met by GRZ before a
resumption of gradual release of committed funds for the MoH could be consid-
ered. The route proposed for both embassies was as follows:

— To adopt an action plan as the basis for lifting the suspension of disbursements
to the MoH.

—To make a first tranche available if and when all benchmarks of the immediate
actions of the Action Plan have been met and verified, based on a revised and
prioritised MoH work plan and a liquidity plan for the remainder of this year.
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The second and third tranches are to be released upon full completion of the
stated benchmarks, taking into account MoH’s reporting on implementation of
the Action Plan.

—Corrective measures should include the recovery and repayment of misappro-
priated funds based on the outcome of the Auditor General’s Forensic Audit.

—Preventive measures should include additional oversight and safeguards by the
Office of the Auditor General, in the form of continuous pre- and post-audits
with quarterly reporting. This should be complemented by the immediate
strengthening of key departments such as procurement, accounts, and internal
auditing.

—Structural measures should include strengthening MoH’s financial manage-
ment capacity, e.g. the revival of the Audit Committee, the annual external per-
formance audits, and the institutionalisation of core values of integrity and
good management practices within the MoH.

Source: de Kemp / Faust / Leiderer (2010); Saasa (2010a)

On the other hand, however, the dialogue process has been plagued with

d

eficiencies that mainly relate to the persisting fragmentation on both sides

of the dialogue process. Setting up complex dialogue structures with impor-
tant functions for an ambitious aid instrument such as BS requires both the
capacity and the political will to manage these dialogue structures in an
effective and efficient manner. While rhetorically CPs and GRZ have con-

ti

nuously expressed their intention to do so, the de facto capacity on both

sides has been limited.

On the side of the GRZ, overall ownership of the dialogue process, as is

revealed by almost all interviews and previous assessments on this topic, is
still weak, and the level of fragmentation on the side of GRZ has made it

d

ifficult to provide strong incentives for the CPs’ alignment. While the

MOoFNP has relatively strong ownership of the overall PRBS dialogue, own-
ership of other agencies of GRZ has been rather weak, as has been the par-

ti

G

cipation of civil society, sub-national entities, and parliamentarians.

The MoFNP has emerged as the actor within GRZ with the strongest
ownership for the dialogue process. The reason for this is related to the
preference structure of the MoFNP: the MoFNP perceives the policy dia-
logue as a means of strengthening its coordinative function within the
government and reducing transaction costs vis-a-vis a situation in which
it must individually negotiate with a diverse set of actors both within the
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government itself and within the community of CPs. At the same time,
however, the capacity and political strength of the ministry for carrying
out its coordinating functions within the dialogue process has been lim-
ited (MoFNP 2007, 6), and other components of BS or traditional aid
have not been sufficiently effective to alter this situation substantially
(Box 5 shows the findings of the recent JASZ evaluation on this issue).
In addition to its relatively limited political strength, MoFNP’s coordi-
nating capacity has also been constrained in the past by its own organi-
sational structure: Until the end of 2009, the MoFNP’s Economic and
Technical Cooperation (ETC) Unit, which has primary responsibility for
engaging and coordinating with CPs, had been exclusively organised
according to donor desks (with some also having a particular sector
responsibility). This setup evidently did not facilitate coordination and
issue-oriented engagement with the CPs as a group. In particular, there
is no well-equipped PRBS secretariat or similar entity that could effec-
tively prepare, structure, and follow-up on the policy dialogue. Begin-
ning in 2010, a desk officer has been assigned to each sector and line
ministry to facilitate easier dialogue/communication between CPs and
the government. At the time of writing, it was unclear whether this had
led to significant strengthening of MoFNP’s coordinating capacity.

With regard to other agencies of the central government, the ownership
of the existing dialogue structures has been heterogeneous, and the col-
laboration between MoFNP and sector ministries has been weak in the
dialogue process. The participation of sector ministries in the core dia-
logue mechanisms of BS has been uneven at best.

— Beyond a lack of capacity by several ministries to fulfil their role in
the complex dialogue structure, political interests acted as a stum-
bling block. From the sector ministry perspective, accepting the dia-
logue structure and the underlying intervention logic of BS would
also have meant acceptance of the finance ministry as the core state
agency in regulating the distribution of external and domestic funds
— with serious implications for the existing formal and informal dis-
tribution mechanisms that increased the political weight of the lead-
ership of these ministries. Accordingly, sector ministries aligning to
the logic of BS would have had to give up their privileged position
in negotiating and receiving resources directly from CPs. As a result,
the sector ministries had an understandable motive for not seriously
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trying to overcome the collective action problems of organizational
fragmentation with GRZ. Not surprisingly, the ministries most will-
ing to integrate themselves at least rhetorically into the dialogue
process were those which were projected to profit over-proportion-
ally from budget support in relative terms, namely Education and
Health.

— This inability of the incentive structure to overcome deeply rooted
collective action problems within GRZ has resulted in a weak divi-
sion of labour across the SAGs and between the SAGs and the PRBS
group. There is a consensus among observers that dialogue at the
sector level has not been working well. The SAGs have not been sig-
nificantly involved in reviewing sector outcomes and performance.
Contributions from the SAGs for the preparation of the annual
reviews have been limited. Many SAGs have met very infrequently
and usually in the context of planning and reviewing donor-funded
sector programme operations rather than as part of the MTEF/Bud-
get process (Gerster / Chikwekwe 2007, 13). Consequently, many
technical issues related to the assessment of sector performance
could not be clarified prior to the PRBS review. As a result, the
SAGs as well as the annual joint SAG conference have not func-
tioned properly in building a link between specific sector issues and
the core mechanisms of the BS dialogue.

— These weaknesses of the SAGs have had implications for the gov-
ernment’s ability to steer the dialogue processes. Weakly coordinated
SAGs, unable to properly contribute to the annual reviews, have
reduced the government’s capacity for taking the lead in setting new
sector targets for the Performance Assessment Framework. In prin-
ciple, the processes are organized and chaired by GRZ with CPs tak-
ing a rather supporting position. In real terms, however, the fre-
quency of setting the agenda and determining its contents is prima-
rily influenced by CPs.%8

— These weaknesses of the SAGs have provided an incentive for CPs
to direct the strategic dialogue fora of PRBS to specific sectors
issues, thus often overloading the core BS dialogue mechanisms. In

38 For instance, each individual PRBS-CP is technically authorized to call for a HLPD in
the case of a perceived non-compliance of GRZ with one of the underlying principles.
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the period under consideration, policy dialogue has frequently
served the purpose of resolving technical problems which hinder the
CPs in making disbursement decisions. Political issues, including
the topics covered by the Underlying Principles, often have not been
subject to open, regular discussions within the framework of the pol-
icy dialogue structure. Although the institutional setting is given —
the JSC was set up in 2005 in order to meet on political issues at
least quarterly — there has only been a low level of continuity in the
dialogue on such cross cutting aspects. Instead, politically sensitive
topics have been dealt with in an ad-hoc manner.

Box 5: JASZ evaluation findings on MoFNP coordinating capacity

One critical aspect revealed by the present evaluation is the evident weakness of
the government system in guiding aid coordination and alignment functions - a
state of affairs which has had serious adverse effects on the ability of the JASZ
to achieve its objectives. The challenges are both structural/organizational and
systemic. At the structural level, the government has failed to put in place and/or
support an effective system within which external support could be received and
utilised effectively. Perhaps the greatest weakness is revealed by the institutional
and organizational weaknesses of the current structures that have been set up to
discharge this responsibility. Firstly, the ETC of MoFPD is supposed to be the
main entry point of CPs to the Ministry. In contrast, the ETC organization is far
removed from the emerging aid architecture that calls for a more harmonized and
coordinated system in which the government is expected to assume a more
proactive leadership role. In fact, the ETC was recently down-graded from a
department with a Director to a section that reports to a multi-tasking depart-
ment. This has resulted in a reduction of the ETC's authority for carrying out an
effective dialogue with CPs without the need to refer issues to higher authorities.
A number of donors have realised this frailty and tend to circumvent it by deal-
ing with officials at levels higher than that of the ETC.

Source: OPM (2010, 27f.)

— Beyond the level of central government, the participation of parliament,
subnational entities, and civil society in the BS mechanisms has also been
uneven or even absent. Another weakness in the design of policy dialogue
in Zambia is the low level of third party integration into the process. Civil
society organisations (CSOs), parliamentarians, and private actors are not
participating in the SAGs on a regular basis. As regards the PRBS review,
representation of CSOs and parliamentarians has been weak. Even though
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a broad participation of parliamentarians, representatives of sub-national
entities and civil society organizations can easily overburden the dialogue
process and create a tension between inclusiveness and efficiency, this
has not been the case in Zambia. Despite substantial contributions based
on their increasing work in budget support-related issues and their will-
ingness to participate in the dialogue processes more intensely, CSOs
attendance at the PRBS reviews has been scarce (Gerster / Chikwekwe
2007, 27f.). One major reason for this may well be the circumstance of
late invitation by GRZ/CPs to the review sessions as well as poor infor-
mation-sharing between the PRBS group and Civil Society actors in the
context of the PRBS review (CSPR 2008, 32). Sub-national actors have
mostly been absent from the dialogue process, reflecting the overall
(political) weakness of sub-national entities and/or their coordinating
mechanisms such as the Local Government Association of Zambia. Sim-
ilarly, participation of members of parliament in the dialogue process has
been modest at best.

On the side of CPs, there have been regular attempts to strengthen the dia-
logue process; however, persistent fragmentation among CPs has created
challenges to harmonization, alignment, and mutual accountability.

— Most importantly, PRBS in Zambia is perceived as an important, yet
“merely complementary” mode of aid delivery by most CPs. As can be
seen from the relative weight of BS (Section 4.1.1), it is still far from
being the dominant mode of aid delivery. This has created a situation in
which CPs must not only coordinate the complex and bureaucratically
demanding BS instrument but must also individually ensure that their
traditional project- or sector-interests are compatible with BS — or vice
versa. This situation of managing two different worlds of development
aid delivery — one aiming at harmonization and alignment, the other at
individual visibility and project success — has increased the transaction
costs of dialogue extensively. Moreover, the contradicting purposes of
these two different approaches to aid has been characteristic for almost
all CPs involved in PRBS and therefore has come at the expense of trans-
parency and mutual accountability of the dialogue process. For GRZ it
has been almost impossible to determine what kind of incentives are
behind the dialogue strategies of many CPs — incentives for providing aid
in a harmonized and aligned manner, or incentives related to individual
visibility and the maintenance of aid projects outside the official budget
structure.
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— Another reason, why the transaction costs of the dialogue process are
perceived as increasingly burdensome by many CPs is the absence of
joint knowledge management of the PRBS process. In this regard, CPs
have failed to compensate for the weakness of the MFNP in building an
effective controlling and knowledge management system. Even if
progress has been made, the problem is illustrated by the fact that even
such simple issues as keeping a consistent data base of actual BS dis-
bursements has proven to be a real challenge (see Section 3.1). While
joint analytical work and monitoring has been improving, the bulk of this
work is still done individually, with no institutionalized memory mecha-
nism in place. This lack of a joint knowledge management system nega-
tively affects the dialogue process because of two structural challenges
of joint aid management, which have become even more relevant: first,
the high level of fluctuation among aid managers within aid agencies
tends to have a negative effect on the continuity and long-term perspec-
tive of the process; second, the heterogeneity of analytical capacities
among different CPs tends to reduce the technical quality of the dialogue
and to obstruct the de facto division of labour among CPs.

These deficiencies on the donor side have made it difficult to compensate
for weaknesses on the part of GRZ. Moreover, these deficiencies have con-
tributed to a certain volatility within the process; this is typical of manage-
ment structures beset by weaknesses with regard to delegation and the divi-
sion of labour.

Despite the fact that all stakeholders in the dialogue process knew about the
structural challenges described above, they have spent most of their
resources on specific technical issues. Thus, partly because of the malfunc-
tioning linkage between the SAGs and the more strategic dialogue fora, the
dialogue process has not yet developed the potential needed for it to be an
effective instrument for the discussion of strategic challenges at the politi-
cal level. For instance, the annual reviews mainly discuss the targets and
indicators of the PAF, resulting in a policy dialogue that is dominated by
operational issues at the cost of a real political dialogue and a focus on sys-
temic and strategic issues such as governance, PFM, or decentralization. In
times of open crisis, however, CPs have tended to change their positions
focusing on core political issues and showing a tendency to band together
in response to conflictive issues. The policy dialogue after the scandal in the
health sector described in Box 4 illustrates this point.
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On the one hand, the 2009 crisis led at least temporarily to a more strategic
approach of CPs towards GRZ. After the misappropriation of funds in the
health sector, the PRBS group was able to respond almost uniformly sig-
nalling its unease about the corruption cases and the overall slow pace of
reforms (see Box 4). By temporarily suspending PRBS disbursement and
basket funding to the health sector and by jointly initiating a HLPD on the
Underlying Principles as stipulated in the PRBS MoU, CPs were able to
bring long-overdue reforms back to the discussion table. In the same vein
(though arguably easier due to the smaller number of donors involved),
cooperating partners dealt with the recent problem in the roads sector. In
response to high unit rates for contractors and over-commitments of ZMK
1 trillion in 2008, cooperating partners suspended disbursements and
requested an audit by the Auditor General to look into the sector’s financial,
technical and procurement behaviour (Terberger et al. 2010, 13). In his
report, the Auditor General pointed to severe procurement deficits, linked
to weak supervision by the Road Development Agency. Cooperating Part-
ners suspended disbursements of ongoing funding and negotiated a com-
mon Remedial Action Plan with GRZ that focused on the implementation
of corrective measures to address the audit findings and guaranteed that
similar shortcomings would not be repeated.

This kind of dialogue during testing times between GRZ and cooperating part-
ners had a warning effect and some of the recent reform steps — such as the
approval of the Decentralization Implementation Plan and, to a lesser degree,
the Reform of the Budgetary Cycle — can be at least partly attributed to the
recent dialogue process. Another example is the approval of the public serv-
ice pay reform by the Cabinet, one day before the PRBS review in November
2009. Therefore, the ability to set up an emergency dialogue and to handle
pressing issues in the aftermath of the corruption scandals has shown to a cer-
tain extent that the established policy dialogue structures have been capable of
providing a valuable platform for dealing with tense situations.

At the same time, however, the 2009 governance crisis clearly revealed
weaknesses concerning the effectiveness of current dialogue mechanisms.
As such, it also highlighted the need for more efficient dialogue and a bet-
ter division of labour in order to lift dialogue to a higher (i.e. more politi-
cal) level and enable the government to take ownership of consultation
processes.
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Finally, finding a common ground among CPs has not always been easy;
this has reflected substantial differences among CPs with regard to the
interpretation of the recent scandals in the health and roads sector.3® The
more sceptical CPs have argued that those scandals are not acceptable in
principle and should prompt a (temporary) suspension of budget support
and a demand for full clarification of the issues, together with an increased
pressure on GRZ to implement pending structural reforms in key areas.
This group of sceptical CPs had the impression that Zambian procedures
and agencies involved in dealing with the problems were incapable of
resolving the scandals in a proper manner and in accordance with the law;
they therefore advocated a more interventionist approach. Other CPs, how-
ever, took a more moderate position on these issues. While also demanding
full disclosure, they interpreted the scandals as the result of success in
strengthening national supervisory bodies, the Office of the Auditor Gen-
eral (OAG) in particular. This group of CPs was at least partly convinced
that the course of dealing with the scandals, however slow and stony, was
moving in the right direction overall and was driven by improved national
procedures and agencies. These different interpretations have led to certain
conflicts of interests within the PRBS groups on how to adequately respond
to misappropriation of funds in the health and roads sectors. Moreover,
these different interpretations have also aggravated differences among CPs
about the critical level of ownership of GRZ, which is an Underlying Prin-
ciple for the provision of PRBS.

4.2.2 Conditionality

As explained in Section 3.2.2, budget support conditionality in Zambia is
applied on two levels; the Underlying Principles and the Performance
Assessment Framework. However, there are divergences in understanding
as regards the use of these two elements of conditionality. The importance
given to the UPs varies among CPs. For some, the UPs, i.e. with regard to
the general reform process and governance context, are the most important
part of a de facto conditionality that determines financial contributions. For
others, the relative priority of UPs and PAF indicators is reversed. Finally,
there is also divergence with regard to relevant indicators within the PAF
inasmuch as several donors link their individual disbursements only to a
selected number of indicators.

39 Also see Section 4.2.2.1 on diverse interpretations with regard to the Underlying Principles.
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It seems that this divergence can at least partly be attributed to the different
emphasis put by individual CPs on the different objectives of the budget
support programme: while some CPs apparently understand BS primarily
as a poverty-reduction-oriented financing instrument, other CPs seem to
put more emphasis on using BS as an instrument for promoting public
administration and governance reforms.

To establish a clearer picture of whether BS conditionality has been imple-
mented in line with the principles of ownership, alignment, and harmoniza-
tion outlined in the Paris Declaration, and how this has affected its effec-
tiveness, the subsequent sections assess the two levels of conditionality
individually.

4.2.2.1 Underlying Principles

The MoU’s relatively open formulation of the role of the UPs as the core
conditionality for the BS programme has two main implications, in partic-
ular with regard to harmonization.

For one, the MoU’s formulation leaves open a wide range of autonomy and
flexibility to the individual members of the PRBS-Group in how to use the
UPs to determine their disbursement decisions: some CPs link their dis-
bursement exclusively to their overall assessment of government perform-
ance and governance dynamics, while others have made the PAF their cen-
tral reference point for disbursement decisions.

In addition, since the MoU does not identify objective criteria for assessing the
UPs, the decision whether the UPs are respected is left to the individual judge-
ment of each CP. This has led to substantial heterogeneity within the PRBS-
Group with regard to explicit or implicit criteria and interpretation of whether
the UPs are being respected. This interpretational flexibility has impeded har-
monization and coordination processes among CPs to a certain extent.

The variety of coping strategies adopted by CPs in the aftermath of the 2009
corruption crisis revealed the heterogeneity of the PRBS group. The differ-
ent ways in which CPs dealt with the government showed the lack of a
coherent strategy in the case non-compliance with the UPs. Even now, CPs
have still not developed a harmonized or joint fall-back scenario or a “plan
B” for dealing with unsatisfactory adherence to these principles. This has
led to a (perceived) lack of results and hindered an effective joint approach
in times of crisis. Notwithstanding the success of CPs in setting up a high-
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level policy dialogue (HLPD) following the corruption cases in the health
sector, this dialogue and the discussions within the PRBS group regarding
the scandals also demonstrated the continuing fragility of the harmonised
approach. While recent misappropriation scandals have been accompanied
by substantial efforts on the part of the CPs to maintain a harmonized
approach, these events have also highlighted frictions among CPs in pro-
viding PRBS. These different notions of fundamental conditionality have
been reflected at times in the difficulties of engaging in the dialogue
process with a common position. As one representative of a bilateral aid
agency put it straightforwardly: “We have different constituencies, different
incentives and do respond to different political masters back home. | get
demoted when | overlook a corruption scandal; others get promoted when
they meet their disbursement targets.”°

This argument is well illustrated by the different reactions of Sweden and the
EC in response to the 2009 corruption case in the health sector. The Swedish
decision to suspend disbursements was based on the view that the UPs had
been violated. In contrast, the EC assessed the fact that the case was brought
to the attention of the OAG by members of the administration and followed up
as positive signs for the successful functioning of domestic institutions in
fighting corruption. Accordingly, in the same year, the EC actually augmented
its disbursements through the Vulnerability Flex Support in 2009.

These different reference points with regard to the UPs have caused some
conflict between CPs during the dialogue process. For the Zambian gov-
ernment, in turn, these differences make it difficult to anticipate reactions
among the donor community as a whole.

4.2.2.2 The Performance Assessment Framework

The PAF represents the focal point of PRBS policy dialogue on GRZ per-
formance and connected conditionality. It also provides a good means for
measuring how well these non-financial BS inputs are aligned with gov-
ernment priorities and processes.

The PAF is set forth in a document which explains the relationship of each
of its indicators with the FNDP, the central GRZ strategic framework which
the CPs intend to support with their PRBS. Judging from these explana-

40 The implications of the underlying incentive structures on the effectiveness of BS in
Zambia are analysed in more detail in Chapter 6.
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tions, by and large, the PAF is fairly well aligned with the FNDP. However,
the very broad scope of the FNDP means that as a matter of fact it would
be rather difficult to find indicators that are not in line in any way with any
of the areas identified by the FNDP. In addition, the majority of PAF indi-
cators are rather ‘weakly aligned’ in the sense that they are in line with
FNDP priorities but are not included in the list of FNDP Key Performance
Indicators (KPIs) and thus require separate monitoring. In fact, among the
41 indicators included in the 2009 PAF, of which 37 formulate targets, a
mere 19 are identical to FNDP KPI’ (or arguably do not require separate
monitoring processes), albeit in some cases with different targets or in dif-
ferent formulations or aggregations.

This seemingly weak alignment was evidently not due to the FNDP being
partly outdated by 2009. Certainly, some of the KPIs, in particular those
applied for the agricultural sector, focus merely on government inputs and
do not meaningfully reflect GRZ performance. In these cases, it can also be
argued that the more appropriate PAF indicators reflect the progress made
since the formulation of the FNDP in defining meaningful performance tar-
gets, partly as a result of the PRBS-related policy dialogue. However, as
was already the case in the 2006 PAF, the share of indicators with a more or
less direct equivalent in the FNDP was roughly similar, with 15 out of 34
PAF indicators (and 31 targets) identical to individual KPIs or arguably not
requiring separate monitoring processes.*!

This of course does not imply that the remaining PAF indicators were not in
alignment with GRZ priorities at all; nor that they required additional mon-
itoring and assessment efforts in all cases: The FNDP itself explicitly pro-
vides for the inclusion of process indicators not included in the list of KPIs
(GRZ 2006, 376); and a number of PAF indicators are in line with indica-
tors monitored within other frameworks, e.g. those used as part of PRGF
monitoring or sector strategies, such as the ROADSIP for the Road Sector.

It can thus be argued that the PAF is sufficiently well aligned to government
priorities and monitoring processes,*? even if individual indicators have
been — at least in part correctly — criticised for being unrealistic or not meas-

41 It is noteworthy that alignment in this sense is best with regard to the indicators for per-
formance in health, education, and HIV/AIDS.

42 Note that this assessment does not contradict the view that CPs tend to sideline estab-
lished but partly ineffective dialogue structures (such as the SAGs) by inflating the PAF
with additional (sector) indicators (see below).
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urable. In principle, this should have provided for substantial GRZ owner-
ship of the activities and outcomes underlying the PAF. Nonetheless, judg-
ing from overall scores since 2006, GRZ performance as measured by the
PAF score has weakened over the years: As Figure 6 shows, PAF scores
have diminished continuously, from 70.0 % in 2006 to 58.3 % in 2009.

This weakening performance has led to serious concern among CPs, which
have expressed doubts about GRZ's commitment to reform and poverty
reduction. Especially after the 2008 review, CPs raised concerns about dete-
riorating performance and the low PAF score of 65.6. In particular, the weak
performance with regard to the delivery of services to rural areas — where
GRZ repeatedly missed the PAF-targets in 2007 and 2008* — has caused
dissatisfaction within the PRBS group.

While these concerns must be taken seriously, some caveats are in order
against oversimplified comparisons of PAF scores over time as a measure
for the improvement or deterioration in GRZ ownership and reform orien-
tation.

First, some of the indicators included in the PAF, as well as the respective
targets, change from year to year. In other words, a similar overall score in
two different years does not necessarily imply the same degree of effort by
GRZ. Nor do differences in the score necessarily mean that GRZ’s com-
mitment or efforts changed. The poor results for the health indicators in
2009 were mainly the result of incidental factors that were partly related to
the corruption scandal in the sector (see Chapter 9). In 2010, the sector had
a much higher score. However, results hardly improved for one indicator
(immunization), but the target had been lowered. A third indicator that was
not met in 2009 was deleted in 2010. Only the third indicator (on district
releases) made real progress. For education, the only indicator that was not
fully met in 2009 was deleted in 2010. Moreover, while the PRBS indica-
tors for education had a score of 100 %, several cooperating partners
decided not to disburse because of a lack of progress in the sector (see
Chapter 9). For the environment, the results improved from 50 % to 100 %,
because the (single!) target that was initially set for 2009 was subsequently

43 In 2007 only 36 % of the rural targets were achieved. Rural performance increased
slightly to a score of 40 % in 2008 and improved further in 2009. Despite slight improve-
ments, the low level of performance in rural service delivery is of major concern to the
Cooperating Partners (MoFNP 2010, 18).
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transferred to 2010 (MoFNP 2011, 38). On the other hand, results for PFM
were not as good in 2011 as in 2010. The main reason is the large expendi-
tures on the purchase of the record maize surplus (see Chapter 8). At the
same time, results for agriculture improved, mainly because unrealistic indi-
cators (such as those for irrigation) were removed from the PAF.

Second, the examples show that the PAF consists of a heterogeneous set of
indicators. Given the dynamics that led to their inclusion, it does not go
without saying that if one indicator is equal in weight to another they are
necessarily equally important for measuring government commitment.

Third, the assessment of indicators as having been ‘met’, ‘partly met’, or
‘not met’ leaves a great deal open to interpretation. The assessment of an
individual indicator in any given year may to an extent depend on the wider
policy dialogue agenda and the cooperating partners’ perceptions of issues
other than those measured by the indicator.

Figure 6: PAF performance 2006-2009

20
18 -

2006 2007 2008 2009

e Targets Met  mmm Part Met Not Met  ==¢=Score (%)

Columns: Number of indicators (left axis); line: per cent of indicators met
(right axis).

Source: MOoFNP (2010)
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Notwithstanding these caveats, there is some evidence that GRZ’s owner-
ship of the PAF has indeed weakened in some respects. In part, this seems
to be due to GRZ’s perception (as well as some of the cooperating partners)
that individual indicators have been imposed rather than negotiated in the
past.** In addition, in some instances the inclusion or exclusion of specific
indicators seems to have followed a rationale to use the PAF as a tool to con-
trol fiduciary risks rather than a GRZ-owned instrument to assess its per-
formance against FNDP-related indicators.

The former perception in particular is linked to the fact that there is no real
consensus among cooperating partners, nor between cooperating partners
and GRZ as to the appropriate size and substance of the PAF. Clearly, coop-
erating partners have not managed to harmonize their different expectations
under this central PRBS monitoring tool. Despite cooperating partners’
awareness of the PAF’s shortcomings and their general willingness to move
forward in harmonizing their approaches, the prevalence of diverging pref-
erences amongst cooperating partners regarding the focus of the PAF indi-
cators is contentious:

— Some CPs argue that the PAF indicators should focus mainly on core
reforms, in particular in the area of PFM, leaving the measurement of
progress in specific policy areas to the sector working groups. The idea
behind this approach is to increase policy leverage by earmarking the
disbursement of funds or the amount of further commitments based on a
reduced number of performance indicators.

— Others, however, consider the PAF as an instrument derived from an
encompassing development plan and therefore conclude that the PAF
should also include sector indicators. This argument gains additional
weight when the sector advisory groups perform in an unsatisfactory
way, so that the inclusion of sector indicators of the PAF secures CPs’
visibility and ensures them of a degree of political leverage regarding
sector performance.

44 A characteristic of the PAF target for water supply in rural areas, for instance, is that
many of the projects are (directly) funded by cooperating partners and foreign NGOs.
GRZ’s contribution to the sector is modest. This raises the question what this indicator
assesses. Given the relatively limited domestic resources reserved for safe water and san-
itation in rural areas, and the slow pace of improvements, GRZ ownership does not seem
to be high.
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One important reason for this divergence is related to a similar collective
action problem on the part of GRZ (see Section 4.2.1) regarding the spe-
cific sector interests of many individual CPs. A strong move towards har-
monization and alignment in line with the intervention logic of BS would
weaken many CPs’ special relations with sector ministries and would sub-
ordinate their sector interests in the context of a coherent national planning
system in which the finance ministry would be the prime player. For this
reason, the sector interests of individual CPs and the interests of sector min-
istries in restricting the coordinating function of the finance ministry come
together in an “unholy” alliance against the intervention logic of BS.

Given the weak performance of the SAGs, individual CPs have an incentive
to introduce specific indicators into the PAF, thus side-lining the formal
structures for sector policy dialogue, with the expectation that this will pro-
vide political leverage for achieving their individual sector-related (project)
targets. Unfortunately, if all CPs behave in this way, the PAF tends to get
overloaded, reflects no clear policy priorities, and leads to a policy dialogue
that is more concerned with discussing specific sector issues than tackling
the general challenges of reform and stagnation. Thus, one must also assess
the weakness of the SAGs and the composition of the PAF from a CP per-
spective.

Consequently, the PAF as a whole involves a large number of indicators
covering a wider range of sectors and government activities than would
seem manageable for GRZ to monitor effectively and lead a substantive
policy dialogue on.

Presumably even more problematic than the mere number of indicators and
targets in the PAF is the incoherent use made by CPs of these indicators in
determining the disbursement of their individual PRBS tranches. Table 12
shows the usage of the PAF indicators for disbursement decisions by indi-
vidual CPs, based on a PRBS inventory compiled by CPs in early 2010.
Not only do CPs tend to apply very different approaches in determining
their PRBS disbursements (see Section 3.2.2.2) but also, and more impor-
tantly, the conditionality linking variable and floating tranches to indicators
is very widely spread out across the entire PAF. For example, given that the
combined variable tranches in 2007 accounted for only 16 % of total PRBS
commitments,* the incentives generated for GRZ to try to meet specific

45  Gerster / Chikwekwe (2007, 17); see Section 3.2.2.2.
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indicators cannot be expected to be very strong. What is more, prior to the
PRBS inventory exercise conducted in 2010, there was evidently no clear
understanding on the GRZ side (or even within the PRBS-Group) of how
exactly the individual CPs linked their tranches to the PAF.

On balance, PRBS conditionality is thus not fully in tune with the notions
of ownership, alignment and harmonization. The main weakness consists in
the insufficient harmonization of the various CPs’ approaches. This leads to
a weak and inconsistent incentive structure for GRZ on both levels of con-
ditionality (UPs and PAF). Even with recently improved transparency, the
overall complexity of disbursement arrangements remains high, and GRZ
is confronted with weak and inconsistent incentives from individual CPs
that can be expected to lead to confusion rather than to foster ownership and
commitment.

The reason for this inconsistent application of conditionality seems to be
rooted in the co-existence of different interpretations within the PRBS
group concerning the interlinkages and hierarchies of various objectives or
functions of PRBS. In particular, there seems to be a fundamental (albeit
not explicit) disagreement about whether PRBS should be understood pri-
marily as a funding instrument or as an instrument for promoting gover-
nance reforms and good policy making.*6

4.2.3 Technical assistance and capacity building

In 2008, building on the Joint Assistance Strategy for Zambia, the CP
Group developed and signed a Code of Conduct on Capacity Development
that aims at improving “the effectiveness, efficiency and impact of techni-
cal assistance from both project support and direct budget support to Zam-
bia” (CPG 2008, 1).

Budget support-related technical assistance (TA) and capacity building
activities in Zambia focus on key capacity constraints that are of utmost rel-
evance for the effectiveness of financial contributions (see Section 3.2.3).
In particular, the PEMFA programme and the support to the Office of the
Auditor General helped to developed crucial capacities for strengthening
the use and control of aid resources which are channelled through the gov-

46  For a more comprehensive elaboration of this interpretation, see Chapter 6.
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ernment’s budget system. What is more, in line with the principles of the
Paris Declaration, the PEMFA programme is using a multi-donor basket
funding mechanism managed by a dedicated secretariat within MoFNP,
which — in principle — should ensure adequate ownership, alignment, and
harmonization of capacity building resources.

Notwithstanding this generally positive assessment of non-financial inputs,
budget support-related TA and capacity building in Zambia have been less
effective than might have been hoped for given how it is provided.

Among the main factors restricting the effectiveness of BS-related TA is the
fact that — despite the joint PEMFA programme framework and the provi-
sion through country systems — the principles of ownership, alignment, and
harmonization are adhered to only to a limited extent. In particular, various
interlocutors stressed with respect to the PEMFA programme that, while
representing a comprehensive programme with a large number of compo-
nents and activities, the main rationale behind launching the programme
was that it was conceived by CPs as a pre-requisite for the provision of BS.

As such, the programme is perceived by some as being primarily an avenue
for PRBS donors to control fiduciary risks, rather than as a genuine capac-
ity development programme owned and led by GRZ. In particular, while
MoFNP as a natural ally for most of the reforms supported by the PEMFA
programme may actually exhibit sufficiently strong ownership at the top
management level, this is not necessarily true at all lower levels and in all
parts of government.*

At the same time, some interview partners also argued that the programme
design may have been too ambitious in terms of coverage to be effectively
managed by MoFNP.*8

47 To a certain extent, of course, this is not confined to TA in Zambia alone but rather
applies to PEM reforms in general, independent of the country context. A case in point
seems to be the slow progress on introducing an Integrated Financial Management Infor-
mation System (IFMIS) in all Ministries, Provinces and Spending Agencies, or MPSAs
(see Section 5.2). According to a number of interview partners, there are strong reserva-
tions against this reform in parts of the public administration, apparently for fear of
becoming obsolete or of losing control over resources as a result of the IFMIS.

48 This view was underscored by a comprehensive evaluation of all components undertaken
in 2010. To be fair, it must be stressed that CPs in general seem to share such criticisms
and were discussing avenues for improvement in a next phase of joint PFM support to
GRZ at the time of writing.
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Added to this comprehensiveness of the PEMFA programme is its insuffi-
cient coordination with other TA activities: while PEMFA provided a strong
framework for donor coordination and harmonization within the pro-
gramme and for PFM-dialogue with GRZ, CPs seem to have lost sight of
coordination with other TA outside PEMFA (and provided through other aid
modalities).*

As a consequence, no formalised coordination and information exchange
mechanisms with other TA activities have been established. In the case of
one GTZ project which provided two advisors in MoFNP (see Section
3.2.3), for instance, this almost certainly meant that potential synergies —
not only with the PEMFA programme in particular but with the wider PRBS
processes in general — were not tapped. The analytical capacity and knowl-
edge generated in this project almost certainly could have supported
PEMFA and PRBS processes in various cases without necessarily compro-
mising the project staff’s role as neutral advisors to GRZ.

The root of this problem is that — beyond the above-mentioned Code of
Practice on Capacity Development (CPG 2008) that formulates 15 princi-
ples on how to provide TAY — there is no coherent and harmonised
approach to capacity development in which a formalized coordination and
dialogue process could be established.5* One remedy suggested by some
interview partners for this might be to develop a joint GRZ/CP capacity
development strategy and establish a formalized dialogue and coordination
framework in line with the SAG arrangement in the sectors.

Naturally, such a strategy and dialogue framework would not by itself solve
all problems with regard to ownership and alignment of BS-related TA and
capacity building. But better coordination and information exchange could

49 At the same time, according to one CP representative, most individual projects (GTZ
support to MoFNP, USAID support of the single treasury account reform, support by
Norway and Netherlands to the Office of the Auditor General) all benefited from
resources going into the PEMFA programme.

50 Linked to this, CPs have reached agreement on the use of harmonized scales for
allowances and salaries in CP-funded programmes, although occasionally CPs and GRZ
have to be reminded of the agreement. (OPM 2010, 31).

51 The existing CP Capacity Development Working Group, established as an ad-hoc work-
ing structure in 2007 (CPG 2007, 1), seems not to have developed into an effective mech-
anism for ensuring this coordination and joint discussion of TA-related content.
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certainly contribute to a better understanding of reform impediments and
thus contribute to a better design of reforms and more effective TA in sup-
port of these reforms.

4.3  Conclusions on direct outputs

Despite positive developments in the harmonization and alignment of
development policies in Zambia during the last decade, non-financial BS
inputs to Zambia are still not completely in line with the Paris principles.
The analysis of the design of policy dialogue, along with conditionality,
technical assistance, and capacity building has shown some deficiencies in
the design of the BS programme that hamper the effectiveness of the instru-
ment.

— Alignment of BS processes with the national development plan and poli-
cies is widely provided for. As the preferred aid modality BS is consis-
tent with the Zambian aid policy and strategy and the indicators used for
the PRBS assessment in light of the PAF's tie-in with the key perform-
ance indicators of the FNDP progress assessments. Nevertheless, the
share of budget support in total official development assistance (ODA)
flows to Zambia is still comparatively low (accounting for 22 % of ODA
in 2008).

— With respect to harmonization, the non-financial inputs provided do not
meet the requirements set out in the conceptual framework. According to
the basic assumptions on the effectiveness of BS, Zambia belongs to a
group of countries in which the political and policy dialogue as well as
performance assessments and disbursement mechanisms must be mainly
coordinated and harmonized by the CPs themselves. CPs in Lusaka, for
example, have made progress by setting up structures and coordination
mechanisms necessary for a truly harmonized BS approach. CPs have
even managed to more or less maintain a harmonized approach in times
of crisis. On the other hand, recent events in the health sector and a scan-
dal in the road sector have also shown the limits of harmonization. The
variety of pretensions by individual CPs impede the possibility of send-
ing a coherent signal to GRZ, thus weakening the potential of the aid
instrument to for creating incentives to strengthen development orienta-
tion within the Zambian system.
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With regard to ownership, there are clear signs of differing intensity of
CP dominance across the three non-financial inputs. It is clear that there
exists an asymmetrical relationship between the donor signatories to the
PRBS on the one hand and the government, on the other, with the former
clearly being in the stronger position. The asymmetrical relationship in
the PRBS MoU has not facilitated clear opportunities that allow the gov-
ernment to be in the driver’s seat. In this respect, BS has demonstrably
been ineffective in pushing the country ownership agenda. There is no
,reprimand’ mechanism in place against defaulting donors under the
MoU which currently governs the PRBS. All provisions under the MoU
that are related to conditionality elements presuppose that only the gov-
ernment can default and a reprimand for ,wrong-doing’ is thus only
applicable to the government. This state of affairs has adverse implica-
tions for the quality of dialogue under this BS arrangement - a state of
affairs that is not in line with the tenets of the Paris Declaration. Exist-
ing evidence shows that in certain important aspects the government has
been more compliant than the donors (Saasa 2010b, 53).

Induced outputs

EQ3: Has BS had an impact on fiscal discipline and macroeconomic
management, public finance management, public spending and gover-
nance and democratic accountability?

3.1 To what extent has BS contributed to the improvement in fiscal dis-
cipline and macroeconomic management?

3.2 To what extent has BS contributed to an improvement of budget
management and overall PFM?

3.3 To what extent has BS contributed to the level and composition of
public spending?

3.4 To what extent has BS contributed to an improvement of policy
processes and policy implementation (including ownership and trans-
parency)?

3.5 To what extent have there been improvements in governance and
democratic accountability, particularly regarding the relative roles of
parliament and civil society in relation to the budget?

3.6 To what extent has the rule of law improved in the country?
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5.1  Macroeconomic management and fiscal discipline

Over the past years, GRZ has performed fairly well with regard to macro-
economic management and fiscal discipline. Although these positive devel-
opments are predominantly due to strong economic growth (as a result of
the resource boom) and debt relief rather than BS, BS certainly helped to
maintain fiscal discipline, in particular during the recent international
financial and economic crisis.

According to the most recent IMF assessment, prudent macroeconomic
policies and significant structural reforms associated with the HIPC/MDRI
debt relief sparked the economic turnaround seen in Zambia in the last
decade: external and domestic debt has been brought down to moderate lev-
els, and international reserves have increased significantly (IMF 2010d,
10). Inflation fell significantly from its 2005 levels in 2006 and 2007, but
rose sharply during 2008 due to the depreciation of the kwacha in the wake
of falling copper prices during the economic crisis.>? By end-2009 it had
declined to single digits again, and has declined further in the first five
months of 2010 despite a 15 % domestic fuel price increase in January 2010
(IMF 2010d, 4). At the time of writing, inflation had been brought down
towards the authorities’ end-2010 target of 8 %, and the Bank of Zambia is
targeting a further reduction in inflation to 7 % by end-2011 (IMF 2010c).

Foreign reserves rose to their highest level in years in 2010 and stood rela-
tively high at US-$ 1.9 billion by end-2010, the equivalent of about 3.3
months of imports (IMF 2010c; IMF 2010b).

After its most recent mission to Zambia, the IMF commended the Bank of
Zambia for having managed monetary policy well with a view to reducing
inflation while at the same time maintaining conditions for facilitating eco-
nomic growth (IMF 2010c). The key macroeconomic policy challenge
ahead identified by the IMF assessment is to create fiscal space for spend-
ing to enhance economic diversification and reduce Zambia’s dependence
on copper exports. This will require mobilizing more revenues, including
those from mining; containing current spending, including that on the wage
bill; and improving overall spending efficiency (IMF 2010d, 16).

52 Copper prices declined 60 % between July 2008 and January 2009, but have recovered
since. The nominal exchange rate depreciated 42 % between end-June 2008 and end-
March 2009. It has since appreciated by 11 % through June 1, 2010 (IMF 2010d, 4).
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With respect to the near-future, the IMF states that ““the 2011 budget is con-
sistent with the maintenance of sound macroeconomic policies. The envis-
aged revenue enhancement is appropriately ambitious and stems from new
tax policy measures, administrative improvements, and payments of tax
arrears. The expenditure mix shifts clearly towards capital and social
spending, though there is some residual upward pressure on wages despite
tight limits on new hiring?”(IMF 2010c).

All in all, the macro-economic outlook for Zambia looks rather positive,
potentially further reducing the role of budget support in ensuring good
macroeconomic management and fiscal discipline. In addition, the IMF
also projects a reduction in external budget support, arguing that in the
future an increased proportion of infrastructure spending (particularly in the
electricity and road sectors) will have to and can be financed nonconces-
sionally, while preserving debt sustainability (IMF 2010c).

5.2  PRBS and Public Financial Management

Notwithstanding repeated delays in the implementation of reforms and the
continued need for further strengthening of the Public Financial Manage-
ment (PFM) system, PRBS has contributed to substantial improvements in
the management of public finances in Zambia. A broad consensus seems to
exist among actors on both sides of the aid relation as well as within civil
society that these achievements were predominantly due to the general
focus of the PRBS dialogue and Underlying Principles; in turn, PFM-
related PAF conditionality is generally not perceived as a decisive factor in
creating effective incentives for the government to strengthen its PFM.

PFM performance is among the key focus areas of policy dialogue, condi-
tionality, and capacity building within the framework of PRBS in Zambia:
for one thing, progress of the PEMFA programme is one of the underlying
principles of the PRBS MoU, and PEMFA is supported by most PRBS
donors through a joint funding mechanism.>® In addition, PFM indicators
are part of the PAF and thus of the annual PRBS performance review.

53  The MoU on external support for PEMFA was signed by UK, the European Commission,
the Netherlands, Ireland, Denmark, Norway, Sweden, the World Bank, Finland, Ger-
many, and the UN country team (see Section 3.2.3.1).
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Figure 7: Macroeconomic management and fiscal discipline
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Some PRBS donors also provide additional project support in the area of
PFM, e.g. Germany for MoFNP and Norway for the Office of the Auditor
General (see Section 3.2.3.2).

The PAFs for the years 2006 to 2008 included 5 PFM indicators, of which
4 were included in the respective annual performance assessment.>* The
2009 PAF initially included 8 PFM indicators, of which 4 were subse-
quently subsumed under the heading ‘oversight’, leaving 4 “core” PFM
indicators for the annual review. Of these 4 oversight indicators, one (*’pro-
portion of audit queries acted upon’”) was only included to provide a base-
line for future assessments, while all 4 PFM indicators were included in the
2009 assessment. Table 13 summarizes GRZ performance against these
indicators over the years.%®

Table 13: PAF PFMe-indicator performance 2006-2009

2009 2009

2006 2007 2008 (PFM) (Oversight)

Achieved 1 4 2 2 2
Partially achieved 1 0 1 0 1
Not achieved 2 0 1 2 0
Score (%) 37.5 100 62.5 50 88.3
Source: Annual PAF progress reports; own compilation

54 In 2006 expenditure variance was reported but not considered in the performance assess-
ment. In 2007 and 2008 the PFM-1 indicator, which measures the percent of MPSAs
whose budget releases are between 95 % and 105 % of their budget allocation, was
included in the PAF merely for monitoring purposes and did not form part of the per-
formance assessment. From 2008 on, PFM-1 was limited to non-personal emolument
releases only. Together with the planned development for each MPSA of a quarterly
expenditure allocation plan (excluding releases for Personal Emoluments and Grants),
the stated intention of this limitation was to shift the focus of this indicator from assess-
ing the credibility of the budget to measuring the regularity of releases.

55 The deterioration from 2007 (100 %) to 2008 (62.5 %) is due to large unexpected expen-
diture for the elections (PRBS Group 2009b, 1).
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5.2.1 Performance and recent dynamics in Zambia’s PFM
system

Notwithstanding remaining weaknesses Zambia’s PFM performance has
improved substantially since 2005. To date, two performance assessments
of Zambia’s PFM system using the PEFA indicators (PEFA 2005) have been
conducted. The first assessment, in 2005 (GRZ 2005a), served as a first-
year evaluation of the PEMFA programme and a baseline for future assess-
ments. The second PEFA assessment, conducted in 2008, measured
progress against this baseline. It notes significant improvements in various
dimensions of PFM (GRZ 2008, ix), in particular an improved basis for
strategic budgeting, greater comprehensiveness of fiscal information
(including systematic reporting of arrears), improvements in internal audit,
and improved oversight through better coverage and an improved method-
ology for external audits and better public access to the Public Accounts
Committee hearings.

In fact, a comparison of average scores for the various dimensions of PFM
indicates improvements on all fronts except on external scrutiny of the
budget (Figure 8).56 Even there, however, as the 2008 PEFA assessment
confirmed, external budget oversight has been strengthened significantly in
the past years, too (see Box 6).

The overall positive assessment of GRZ’s efforts to strengthen its PFM sys-
tem is largely shared by the IMF. Box 7 gives the IMF’s assessment (in its
most recent Article IV consultations) of the most important recent and
ongoing PFM reforms:

The biggest impediment to efficient budget performance identified by the
2008 PEFA report was the constitutional provision that the budget had to be
presented 90 days after the beginning of the fiscal year. This provision

56  There has been improvement in 2 out of 10 sub-indicators in measuring external scrutiny;
no change was recorded for 7 indicators, and only one indicator (timeliness of submis-
sion of audit reports to the legislature) saw deterioration from A to B. This, however was
not due to later submission of the Office of the Auditor General’s (OAG) report to Par-
liament (early January) but to earlier submission of the Financial Statement by the Office
of the Accountant General to the Auditor General, thus widening the gap between the two
submissions to more than 4 months. Nevertheless, the OAG has been able to submit its
report within 5 and 7 months respectively of its receipt of the Financial Statements for
the budget years 2005 and 2006.
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resulted in appropriations being approved only in March or April of the
same year as the proposed budget, adversely affecting budget implementa-
tion performance (Bird 2009, 21). This issue was addressed with a consti-
tutional amendment in September 2009 requiring the National Assembly to
pass the budget by the end of December. The resulting new budget calendar
was applied for the first time in the preparation of the 2010 national
budget.”

Figure 8: Comparison of average results from 2005 and 2008
PEFA assessments
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Another important reform is the implementation of a single treasury
account system: according to the Accountant General’s office, GRZ for-
merly operated some 3000 active government accounts, leading to severe
difficulties with cash management and unnecessarily high interest pay-
ments. At the time of writing, the number of government accounts had
already been reduced to 1700, the ultimate objective being to establish a
system with only four accounts for donor funds, salaries, and recurrent and
capital expenditure.58

57 Notably, this reform at the same time addresses the issue of Presidential warrants, which
were necessary to authorize expenditures prior to parliamentary approval of the budget.
The problem of substantial supplementary budgets which alter initially approved budget
priorities, however, has still not been resolved by this reform (see Section 5.3).

58 According to the same official, one challenge in moving forward with this reform is that
only 33 % of Zambians have access to banking services, thus complicating the payment
of salaries through a single government account.
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Box 6: PEFA 2008 assessment of external budget scrutiny and audit

The efficiency of the Office of the Auditor General (OAG) has improved due to sub-
stantially increased staff levels, more systematic training, introduction of new and
computer-assisted audit methods, and the adoption and successive application of
international auditing standards. The timing of the annual report has met constitu-
tional requirements during the last three years. Through PEMFA, the OAG has also
been able to establish five regional offices to facilitate effective auditing of
provinces and districts.

The reforms of the OAG have continued to be implemented since the last PEFA eval-
uation in 2005. Training of staff is ongoing on a permanent basis, more professional
audit methods, including computer-supported methods, have been introduced and
are being implemented. International auditing standards (INTOSAI) are being
adopted and implemented through training and supervision. The OAG has also intro-
duced performance audits, although these are still in their early stages. The OAG has
increased its staff budget and now has 530 employees (cf. 300 in 2005), of whom
350 are auditors; this has enabled the OAG to extend its coverage.

The OAG’s mandate covers all institutions receiving grants from central govern-
ment; local governments are audited by auditors engaged by the local councils. In
terms of coverage, all Ministries, Provinces, and Spending Agencies (MPSAS) are
covered annually for an audit certification of financial statements, but the OAG is
still not able to cover its complete mandate annually. In terms of expenditures, the
audits cover about 75 %; in terms of entities/accounts the coverage is now more than
50 %. However, the OAG is sequencing its audits so that all MPSAs are covered over
a period of two to three years. As part of the reforms, the OAG has recently been
able to establish its own offices in the remaining 5 provinces, of which 3 are already
functioning; this will facilitate better audit coverage of provinces and districts. The
2008 work plans already include 36 districts (out of 74) for audits.

Parliament’s involvement in the budget process has improved, although its role is
still limited with respect to the whole budget framework. When it comes to ex post
approval of supplementary budgets, the parliament continues to play a more passive
role.

Parliament’s oversight operates through PAC for external audit follow-up, and the
Estimates Committee has been assigned additional supporting staff through the par-
liament’s Reform Programme. PAC has eliminated the backlog of reports and is
delivering its reports to the House within 8 months of receiving the annual report
from OAG. While the Executive makes a formal response to the Auditor General’s
and PAC’s recommendations, there is little systematic follow-up of remedial actions
taken.

Source: PEFA Assessment (GRZ 2008)
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Probably the most important ongoing PFM reform is the roll-out of the Inte-
grated Financial Management Information System (IFMIS) as a key com-
ponent of the PEMFA programme. However, this reform has experienced
serious delays for a number of reasons. Some of these delays are certainly
rooted in GRZ’s choice of a highly sophisticated system for which imple-
mentation capacities, particularly those of the line ministries, are limited. At
the same time, ownership for the roll-out at the technical level and in sec-
tor ministries seems to be limited, and MoFNP’s restricted political weight
vis-a-vis certain sector ministries (see Section 4.2.1) certainly does not help
swift implementation of the reform either.

Zambia’s PFM system also continues to exhibit significant weaknesses,
even in those areas that are arguably of particular relevance for PRBS effec-
tiveness and the minimisation of fiduciary risks, such as policy-based budg-
eting, budget variance, and expenditure controls.

With regard to external budget oversight, further improvements are neces-
sary. In particular, even though the effectiveness of the Auditor General’s
Office has improved significantly (see Box 6), important challenges with
regard to follow-up of audit findings remain: as CPs emphasised in their
2009 statement on PAF performance (PRBS Group 2009b), follow-up
actions by the government in order to remedy audit findings has not always
been satisfactory. In particular, the CPs stated that “GRZ's overall control
systems are not robust enough, and imply that PFM systems need further
strengthening.” At the same time, they find that the Anti-Corruption Com-
mission is functioning well (PRBS Group 2009a, 1).

Box 7: Recent and ongoing PFM reforms

Considerable progress has been made in implementing public financial
management reforms. After consultation with stakeholders, the government has
altered its budget cycle to ensure parliamentary approval of the budget in
advance of the fiscal year. This is expected to improve budget execution and the
legislature’s participation in the budgeting process. In addition, the government
is expected to introduce a planning and budgeting act in 2010 in order to clearly
define the budgeting process and key deliverables by the government as part of
the budget (structural benchmark for end-June 2010).

The government is in the advanced stages of finalizing its implementation
strategy for the establishment of a Treasury Single Account (TSA). A draft
strategy was approved in early 2009 and various modalities of implementation
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have now been addressed. The implementation will commence with trial runs at
the Ministry of Finance and National Planning, followed by a full pilot in early
2010, with other MPSAs being added to the pilot in due course. The full intro-
duction of the Treasury Single Account will be phased in gradually, commencing
in 2010, when six MPSAs will adopt the TSA (structural benchmark for end-
December 2010), and all MPSAs will be expected to use the TSA subsequently.

Implementation of the integrated Financial Management Information Sys-
tem (IFMIS) will gather significant momentum in 2010, with the first full
pilot commencing in January 2010. Comprised of thirteen technology mod-
ules, the IFMIS project will create substantial efficiency gains all across govern-
ment institutions, providing for improved financial information flows and
improved accountability and control. The first pilot site will be the Ministry of
Finance and National Planning, which will operate all thirteen modules starting
in January 2010. Over the course of the year, additional MPSAs will be included,
with a full rollout expected by end-2011 (IMF 2010e, 38).

Source: IMF (2010e)

5.2.2 The role of budget support in PFM improvement

As Section 5.2.1 describes, the performance of Zambia’s PFM system has
improved in virtually all dimensions, even though much still remains to be
done. And although some key PFM reforms predate the provision of
PRBS,% it can be argued that budget support has at least partially con-
tributed to these improvements.

It appears to be a common perception among PRBS and non-PRBS CPs
that this positive influence is neither directly attributable to the PEMFA pro-
gramme nor to financial incentives directly linked to individual PFM indi-
cators in the PAF. Instead, it seems that the main catalyst for PFM improve-
ments consisted in the general financial incentives of PRBS together with
policy dialogue on the UP and the PAF indicators, rather than capacity

59 The adoption of a Medium Term Expenditure Framework (MTEF) and the introduction
of Activity Based Budgeting (ABB) with MPSA budgets broken down according to pro-
gramme and activity levels, were first considered in the late 1990s. ABB was piloted in
2000 and rolled out to all MPSAs by 2004; the MTEF was formally introduced in 2004
(Bird 2009, 10)
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building in the PEMFA framework or PFM-specific conditionality attached
to the PAF.80

In fact, a number of interview partners voiced concerns that one PFM indi-
cator in the PAF could even create perverse incentives with regard to gov-
ernment reporting: according to the Public Finance Act the controlling offi-
cer (in this case the Secretary to the Treasury) is entitled to withhold funds
if a ministry fails to meet its reporting obligations. The PFM-1 indicator, on
the other hand, requires that 70 % of MPSAs’6! actual releases be within the
bandwidth of 95-105 % of budgeted resources.®? This, in effect, could
undermine one important sanctioning mechanism which enables the
MoFNP to hold line ministries accountable for the orderly and timely sub-
mission of their financial returns in future.

However, some of the most relevant recent reform steps can be at least
partly attributed to the High Level Policy Dialogue initiated in the wake of
the 2009 health scandal. In particular the approval (by constitutional
amendment) of the new budget calendar in September 2009, one of the
measures included in the HLPD ‘road map’, is being attributed by many to
the HLPD.% Even though most interview partners agree that HLPD most
likely merely accelerated this reform, for which there already seems to have
been substantial government ownership (and which was planned as part of
the wider constitutional review), this reform must be regarded as a signifi-

60 This assessment was confirmed to the evaluation team by various GRZ officials as well
as PRBS and non-PRBS CPs. The general perception seems to be that the pronounced
interest of CPs in PFM issues, in particular in budget transparency, credibility, execution,
and reporting, and the inclusion of these topics in the PRBS policy dialogue, have
induced the government to improve performance in at least in some of these areas. There
is also some evidence that PRBS policy dialogue and PEMFA resources have positively
impacted on the effectiveness of not directly PRBS-linked (off-budget) TA to strengthen
PFM capacities.

61 Ministries, Provinces and Spending Agencies. There are currently 40 Ministries and
spending agencies, plus 72 local authorities that receive some (albeit very little) central
government funding.

62 Note that the relevant indicator PEM-1 was included in the assessment for the first time
in 2009 when it was not met (25 % against a target of 40 % of all MPSAs). For the same
year, Sweden and Norway had linked the disbursement of their variable budget support
tranche to this and other indicators (see Section 3.2.2.2).

63  Other core PFM issues such as progress on the IFMIS implementation were addressed in
the HLPD as well.
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cant step towards a more effective PFM system. The late approval of budget
appropriations in March or April and the compressed budget preparation
process, which resulted from the old budget calendar, was identified as the
single biggest impediment to efficient budget performance in the 2008
PEFA assessment (GRZ 2008, viii).

Another important development with regard to budget oversight that is attrib-
utable to (sector) budget support is the recent audit in the roads sector. After
CPs had been informed of substantial over-commitments of more than ZMK
1 trillion by the Road Development Agency (RDA) in April 2009, they pro-
posed that the Auditor General should carry out a fully-fledged audit covering
financial, technical and procurement aspects. This audit report was submitted
to the foreign donors in a preliminary version at the end of April 2010 and later
as an official document (KfwW 2010, 12). The findings of this special audit ulti-
mately led to the removal of a number of senior officials at the RDA.

However, there is also evidence that important areas of PFM tend to escape
the CPs’ focus. In particular, it seems that CPs’ bias towards the control of
fiduciary risks of PRBS undermines any potential leverage PRBS might
have on key areas of PFM: For instance, a comprehensive evaluation of the
PEMFA programme conducted in 2010 clearly indicated that weaknesses in
the programme’s design impacted negatively on ownership and thus on the
overall effectiveness of the reform programme. Various interview partners
on both sides of the aid relation stated the view that the main reason for
these design flaws were rooted in the fact that CPs primarily regarded the
PEMFA programme as a precondition for the provision of PRBS and were
predominantly interested in the control of fiduciary risks, and less so in
designing a comprehensive, sustainable, and government-owned PFM
capacity development programme (cf. Section 4.2.3).

In a similar vein, there is little evidence that CPs particularly push for
greater budget transparency and participation of Parliament and civil soci-
ety in the budget process when this does not directly benefit the donors’
fiduciary interests.®* A case in point is the lack of PRBS conditionality that

64 As one civil society representative put it bluntly: “The donors use the requirement to
have civil society participation only when they need it, not otherwise.” With regard to
strengthening the parliament’s capacities to exercise its role in external budget oversight,
it seems that due to the political sensitivity of this kind of capacity development donor
assistance in this field does not always focus on the most relevant needs (prioritizing, for
instance, infrastructure instead of dialogue and training).
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would enhance opportunities for civil society to scrutinize the in-year
budget performance of the government. That this is another area in need of
reform is demonstrated by the poor rating of budget transparency in Zam-
bia in the 2010 Open Budget Index: Out of a possible 100, Zambia scores
a dismal 36, meaning that minimal information is provided to the public in
its budget documents during the year (IBP 2010).%5

5.3  Budget support contributions to levels and composi-
tion of public spending

Although budget support is becoming more important as a percentage of
total aid to Zambia (see Section 4.1.1), its share in total public spending is
not very large. Calculations by Whitworth (2010) based on IMF data give
an average of 5.4 % between 2005 and 2009, with the highest share of
6.5 % in 2005 (see Table 14).

Given that data collected by the evaluation team suggests that the figures
used in Table 14 underreport budget support disbursements (see 3.1), Table
15 shows the results of a similar analysis with data taken from GRZ’s finan-
cial report and the data on budget support disbursements shown in Table 6
in Section 3.1.

These figures show a higher proportion of budget support funds in govern-
ment expenditure. Total BS disbursements averaged 6.17 % of expenditure,
reaching 9.05 % in 2009. BS grants had an average share of 5.73 %, reach-
ing 7.86 % in 2009; PRBS grants still accounted for only 7.04 % in 2009,
averaging 4.83 % between 2003 and 2009.%6

While the figures for the BS share in public expenditure in Table 14 are thus
almost certainly too low, it can be expected that the data given in Table 15,
at least to some extent, represent an upper boundary for the true figure: as
GRZ officials in the Accountant General’s Office stressed, MoFNP’s diffi-
culties in obtaining comprehensive and reliable information on direct donor
funding to sectors make it seem safe to assume that actual expenditure in a

65 The Ministry of Education is the only Ministry to publish actual disbursements (accord-
ing to the same civil society representative, this is only due to pressure by one CP, as evi-
denced by the fact that no other ministry is doing it). Only recently, RDA followed.

66 An important reason for the increase in 2009 consisted in exchange rate effects. The
exchange rate in 2009 was on the average 30 % higher than in 2008 (see Table 15).
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given year will have been at least as high as stated in the annual financial
reports.

The share of all recorded grants in public expenditure fell from 31.12 % in
2003 to 17.84 % in 2008. Given this limited and diminishing role of exter-
nal funding for Zambia’s public expenditure, it is not clear what the appro-
priate benchmark should be for assessing whether BS has contributed to an
adequate level and composition of public spending. One indication, how-
ever, is provided by the PRBS Underlying Principles, which require that
GRZ demonstrate commitment to the fight against poverty, “including
through a pattern of public expenditure consistent with poverty reduction
priorities identified in the National Development Plan” (GRZ 2005c).

5.3.1 Budget support performance against fiscal targets

When the Fifth National Development Plan was formulated, the overall
funding need for reaching its targets was estimated at ZMK 62,623.22 bil-
lion (US-$ 17.4 billion) for the 2006-2010 period (GRZ 2006, 354). The
FNDP fiscal targets include projections of the expected inflow of external
aid resources in the form of budget support and projects.5”

Table 16 compares FNDP (and MTEF) projections with actual budget and
project support realizations. As a share of GDP, GBS was expected to aver-
age 1.8 % (2.1 % including budget support loans) for the 2006-2010 period
(1.6 % for 2006-2009). FNDP projections were based on an assumed
annual growth rate of 7 % during the implementation period. Given that
actual growth rates in the first four years of the implementation period were
considerably lower (2006: 6.2 %, 2007: 6.3 %, 2008: 5.7 %, 2009: 6.3 %),
this implies that budget support as well total aid resources fell significantly
short of levels deemed necessary to fund the FNDP.5

67 To estimate the resource gap for meeting its objectives, the FNDP identifies two scenar-
ios: a baseline extrapolating actual resource flows from 2005 and projections of revenue
and expenditure outlining the financial requirements of the FNDP. One criticism of the
FNDP is the lack of a detailed macro-fiscal framework, which has made it difficult to
analyse the realism of assumptions and spending proposals ex ante (Bird 2009, 9).

68  Sources: Ministry of Finance and National Planning, IMF.

69 In fact, budget support levels remained much closer to the level of the FNDP baseline
scenario, which extrapolated current funding levels in 2005. The FNDP also includes
projections for budget support loans at 0.3 % of GDP for all years except 2006. The
actual figures were 0.08 % (2006), 0 % (2007), 0.21 % (2008), and 0.25 % (2009).
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Comparison with MTEF projections show that the rolling 3-year planning
process provides more realistic (and regularly updated) estimates of exter-
nal support. The 3-year rolling MTEF planning, which is designed to pro-
vide a link between the FNDP and annual budgets, projects much lower
budget support receipts averaging 1.28 % of GDP over the 2007-2010
period (adjusted upwards in the course of rolling planning).”

Hence, if measured against the government’s medium term financial plans,
budget support in Zambia provides fairly reliable funding as a contribution for
implementing the FNDP. However, when measured against the estimated fund-
ing gap in the FNDP, the level of funding provided through budget support
falls significantly short of what was deemed necessary to meet the ambitious
poverty reduction and development goals formulated in this strategy.

5.3.2 Budget support contribution to levels of public
spending

As indicated by Table 14, the share of external support in public expendi-
ture has been decreasing over the past years. This is not due to diminishing
amounts of aid but is a consequence of domestic budget allocations having
grown substantially faster than external funding. As a consequence, the
share of expenditure that is subject to MoFNP’s control and processes has
increased as well.

Figure 9 shows the development of total and domestic’! budget allocations
and expenditure since 2003. In nominal terms, total budget allocations
increased by 113 % or by an annual average of 13.73 % between 2003 and
2009. This vast increase, however, must be weighed against an average
annual inflation rate of about 15 % over the same period.”?

70  This implies that with regard to GRZ’s medium term planning budget support provides a
fairly predictable source of funding (more predictable in any case than project support).
See Section 4.1.2.

71 GRZ’s domestic budget is the portion of the budget financed by domestic resources,
including general budget support (grants and loans) and domestic financing.

72 The large discrepancy between total budget and expenditure is explained by the fact that
the government’s financial reports do not mirror budget presentation. The former exclude
expenditure financed by external funds, which are not channelled through the Treasury
Account, although these funds are included in the budget proposals (Yellow Book). The
result is that an analysis of budget execution (both regular in-year reports and annual finan-
cial statements) shows relatively low levels of budget implementation (GRZ 2008, 22).
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Figure 9: Budgets and expenditure 2003-2009, current prices
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Table 17 shows relative developments in real terms of total approved budg-
ets and domestic budgets (originally approved and including supplementary
budgets) as well as GRZ releases and reported expenditure, taking 2003 as
the base year.”® For the originally approved budgets, i.e. excluding supple-
mentary budgets approved during the fiscal year, domestic allocations were
52 % higher in 2009 than in 2003, compared to an only 4 % rise in total
budget allocations. Including supplementary budgets (and counting them
fully as domestic allocations), growth in allocations is 38 % for the GRZ
budget against 1 % for total budget allocations from 2003 to 2009. In con-
stant 2008 prices, total budget allocations (including supplementary budg-
ets) thus remained remarkably constant (and evidently unrealistic) from
2003-2005 at about ZMK 15,300 billion. After a real decrease of more than
11 % between 2005 and 2006, budget allocations grew constantly in real
terms to ZMK 15 279 billion in 2009 (14 133 billion in 2008 prices). GRZ’s
domestic budget (including supplementary allocations) has constantly

73 Releases capture only the domestically financed budget, which passes through the Gov-
ernment Consolidated Account, unlike foreign financed expenditures, which are gener-
ally disbursed directly to spending agencies. Reported expenditures are primarily domes-
tic. Expenditure above GRZ releases is funded through balance brought forward from
previous years; appropriation in aid; or donor funding. Line ministries can only carry
unspent funds for capital expenditure into the next fiscal year.
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Table 17: Real increases in budgets, releases, and expenditures
2003-2009 (indices)
2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009

Originally approved budgets

Total budget 100 101 101 93 98 102 104
GRZ budget 100 119 126 126 138 145 152
Including supplementary estimates

Total budget 100 98 99 88 92 102 101
GRZ budget 100 111 117 111 120 138 138
Releases 100 98 108 104 117 129 135
Expenditures 100 98 101 95 108 122 127
Shares (including supplementary budgets)

gifliiiggztt/ 62% | 70% | 74% | 79% | 81% | 84% | 85%
Releases / Expenditures 82% | 83% | 8% | 90% | 90% | 87 % | 88 %
Releases / GRZ budget 87% | 77% | 80% | 81% | 85% | 82% | 86 %
E’g’;‘%‘ﬂ;‘;/ 106% | 93% | 91% | 90% | 95% | 94% | 97 %
Source: Same data as Figure 10; authors’ calculations
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increased year by year since 2003, with the exception of 2006 when, in real
terms, domestic allocations fell by 5 %.74

Due to the stronger increases in domestic budgets, the share of domestic
allocations in total allocations (including supplementary budgets) grew
from a mere 62 % in 2003 to 85 % in 2009. Releases as a share of GRZ
budget — following a drop from 87 % in 2003 — increased again from 77 %
in 2004 to 86 % in 2009. In-year releases as a share of reported expenditure
increased from 82 % in 2003 to 90 % in 2006 and 2007 and fell to 88 %
again in 2009, meaning that a somewhat larger share of actual expenditure
is subject to MoFNP control and cash flow management. With the excep-
tion of 2003 (106 %), expenditure was between 90 % and 95 % of domes-
tic allocations until 2008 and even increased to 97 % in 2009.

A key question is, of course, to what extent these increases in domestic
budgets and expenditure can be attributed to budget support. Table 18 gives
a marginal analysis of the contribution of year-on-year budget support
increases (GBS and SBS, grants and loans) to the annual increases of
domestic budget allocations and expenditure.

As Table 18 shows, the marginal contribution of budget support to expen-
diture growth varied substantially over the period 2004-2009. While the
additional inflow of budget support resources in 2005 and 2009 contributed
around a fifth of the year-on-year change in expenditure from 2004 to 2005
and from 2008 to 2009, the contribution for 2005/6 and 2006/7 was a mere
3.76 and 5.70 %, respectively.

74 The substantial drop in total and domestic allocations from 2005 to 2006 was partly due to the
high inflation rate in 2005 of 18.3 %. In current prices, total budget allocations still grew by
0.6 %; the domestic budget in 2006 by 7.7 %. In addition, in 2006 a much smaller supplemen-
tary budget of 655 billion (ZMK 810 billion or 216 million US-$ in 2008 prices) was approved
as compared to ZMK 1 000 billion (ZMK 1 406 billion or 375 million US-$ in 2005). Not
accounting for this change in supplementary allocations, the originally approved GRZ budget
was even 13.8 % higher in 2006 than in 2005 in current prices. In real terms, however, this
made for a marginal increase of 0.34 % of domestic allocations prior to supplementary alloca-
tion. Total allocations, excluding supplementary estimates, nominally grew by 4.2 %. Real
expenditure also dropped by more than 6 %, while growing by 6 % in nominal terms. How-
ever, the reduction was not only an effect of inflation, but also an effect of large nominal reduc-
tions in budgets for investment programmes and economic programmes. The budget for loans
and investments decreased from ZMK 1.9 trillion in 2004 (US-$ 820 million in constant prices)
to ZMK 1.1 trillion in 2005 (US-$ 420 million in constant prices). The main reasons were
reduced contributions from the budget to (planned) investments in transport improvement, fis-
cal transparency, tourism and water, which demonstrated important underspending in 2004 and
2005. The overall decrease on the expenditure side of the budget in this period coincided with
a substantial drop in external borrowing as well (see Section 5.3.3).
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Table 18 also shows quite clearly the important role of exchange rate effects
for the contribution of budget support to budget resources available to the
government: While the year-on-year change of budget support provisions in
2005/6 in US-$ translated into a more than 28 % increase, in current
kwacha this represented an increase of only 3.56 %. In 2008/9 the US-$
increase in budget support was a mere 1.81 %, whereas in local currency,
this meant that GRZ had more than 37 % more budget support resources
available in 2009 than in 2008.

In current prices, year-on-year budget support increases contributed an
average of 12.49 % to nominal expenditure growth. Annual budget support
increases contributed a mere 12.8 % or 16.7 percentage points to a total
nominal expenditure growth of 130.8 % between 2004 and 2009. Budget
support between 2006 and 2009 still contributed 12 %, or 10 percentage
points to a nominal expenditure growth of 79 %.

In real terms, the contribution of budget support to budget and expenditure
increases was slightly more important. Figure 10 shows the same data
underlying Table 17 for total approved estimates, domestic allocations,
MoFNP releases, and reported expenditures. For illustrative purposes,
budget and project support are superimposed onto the columns in order to
show the amounts of budgets, releases and expenditure.

The figure shows that while the rise in budget support certainly facilitated
the increase in GRZ budgets and expenditure between 2006 and 2009 in
real terms, this effect should not be overrated. The contribution of GBS
increases to the total budget growth was relatively modest over this period:
of the real domestic budget increase between 2006 and 2009 of 24 %, 21 %
(or 5 percentage points) may be explained by the increase in budget sup-
port. Of the 34 % increase in real expenditure over the same period, 16.5 %,
or 5.6 percentage points can be explained by the increase in budget support
resources.” The decrease of budget support resources by 8.7 % in real

75  Figure 10 also suggests that estimates of budget allocations have become more realistic
since 2006, in particular with regard to estimates of external funding. Despite the intro-
duction of activity-based budgeting in 2000 and its complete rollout by 2004, it appears
that until 2005 annual estimates were still mostly carried forward from previous years in
the form of incremental budgeting with little significant bearing on actual expenditure.
However, the predictability of “on budget” project-based aid continues to be a major
problem. According to one internal CP document, a mere 58 % of planned (on budget)
donor investments was actually disbursed in 2007.
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Figure 10: Budgets, releases, and expenditure 2003-2009, constant prices
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Source: All budget, releases, and expenditure data from MoFNP; budget
data include supplementary budgets; original total budget figures
are from yellow books (except 2003), supplementary budget figures
and expenditure from blue books, GRZ budget and releases from
quarterly reports; 2003 original total budget from budget speech;
2003 expenditure from 2004-2006 MTEF; budget support for 2003/
04 and project support data from Whitworth (2010); budget support
figures for 2005-2009 provided by CPs, external support is super-
imposed onto MoFNP data for illustrative purpose, i.e. column
heights give the total amounts of budgets, releases, and expenditure
as reported by MoFNP; constant 2008 prices; authors’ calculations.

terms from 2005 to 2006 meant that the nominal year-on-year increase of
31 million US-$ was not enough to compensate for the drop in real expen-
diture in 2006, however.”®

Nevertheless, despite the relatively small share of budget support in gov-
ernment expenditure and its poor performance against FNDP fiscal targets,
there is evidence that the resources provided were decidedly more impor-
tant for the government’s fiscal space than the relatively small budget share

76 At the same time, as argued in Section 5.3.3, budget support did not crowd out domestic
revenue but rather compensated in part for a drop in external borrowing.
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would suggest. This is because domestic revenue barely covers — mostly
statutory — recurrent expenditure.””

Table 19 gives an estimate of non-discretionary and discretionary expendi-
ture. Spending on wages and salaries, domestic and foreign interest, and
arrears repayments amounts to almost half of domestic revenue, and wages
alone account for more than a third of total expenditure. Discretionary
spending calculated in this way, however, does not necessarily reflect the
actual fiscal space of GRZ: combined personal emoluments and recurrent
departmental charges accounted for 58.1 % of the budget in 2006. By 2008
this had risen to 70.9 %, leaving little space for developmental expenditure
(Ngoma / Sichinga 2010, 11). These figures suggest that for discretionary
spending, and in particular capital expenditure, the government still relies
heavily (if not exclusively) on loans and grants. In fact, according to an
analysis commissioned by the Civil Society for Poverty Reduction (CSPR),
almost the entire capital budget is financed from external sources (Ngoma
/ Sichinga 2010, 9).7®

5.3.3 Additionality: revenue side fungibility

A key concern regarding the effectiveness and efficiency of budget support
has to do with the fungibility of the provided resources, and in particular
with the resulting fiduciary risks (see Box 1 in Section 1.2.2).

In view of the substantial increases in domestic revenue over the past
decade or so, it seems safe to argue that budget support funding in Zambia
is predominantly additional to domestic financing. In other words there is
no evidence for substantial crowding out of domestic resources in the sense
that the provision of budget support may have led to a reduction in domes-
tic revenue mobilisation. At an average 18 % of government revenue
(excluding grants) as per cent of GDP between 2004 and 2008, Zambia’s
revenue performance was consistently above the average of 16.3 % for the
group of low-income countries in Sub-Saharan Africa (IMF 2010a, 75), in

77 Estimates of the share of domestic expenditure reserved in this way naturally vary, but
estimates from CPs and sources within MoFNP put the figure at 80 % at the least.

78  Although it is difficult to determine the exact extent of the government’s actual fiscal
space, this point was confirmed by various CP and GRZ interview partners, including
those in the Budget Office. See also Section 5.3.4 on the sector allocation of discretionary
budgetary resources.
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contrast to a continued decline during the period 2000-2006, when the tax-
to-GDP ratio declined from 19.2 to 17.0 % (ILO 2008, 134). In 2008, rev-
enue (excluding grants) had reached 18.6 % of GDP, which is in line with
the target set in the Fifth National Development Plan for reaching a rev-
enue-to-GDP ratio of more than 18 % by 2010.7°

Figure 11 shows the development of revenue according to different data
sources. Both data sources confirm that domestic revenue has been increas-
ing in real terms since at least 2002. The main source of government rev-
enue is from domestic taxes, with the largest share coming from PAYE (pay
as you earn) income tax, followed by import VAT and customs and excise
taxes. Capital grants from co-operating partners are only in fourth place
(Ngoma / Sichinga 2010, 9).

According to data provided by the CPs (Whitworth 2010), revenue grew in
real terms by 23 % between 2002 and 2008. This was the result of domes-
tic revenue growth of 50 %, whereas budget support and project grants
shrank by 35 %. According to MoFNP data, tax revenue grew in real terms
by 26 % between 2004 and 2008 alone. Non-tax revenue grew by 254 %,
albeit from a very low base of a mere 1.4 % of total revenue in 2004. Cap-
ital grants, however, fell by 45 %. According to an IMF analysis, the appar-
ent revenue shortfall in 2009 was mainly due to import-related indirect
taxes (IMF 2010d, 6).8°

79 According to provisional IMF data, the ratio dropped to 15.7 % in 2009, which would be
below the FNDP target and below the regional average for low-income countries of 16.3
% in that year. However, the same caveats as mentioned above regarding 2009 revenue
and expenditure data apply.

80 This drop was mainly a consequence of the international financial and economic crisis,
which had a heavy impact on Zambia’s tax revenue. For example, copper prices declined
by 60 percent between July 2008 and January 2009, but have recovered since then. The
nominal exchange rate depreciated by 42 percent between end-June 2008 and end-March
2009. It has since appreciated by 11 percent through June 1,2010. (IMF 2010d, 4). How-
ever, the data presented for 2009 on the left hand side in Figure 11 are merely provisional
and could not be verified on the basis of GRZ data. According to ZRA figures, the initial
revenue target for 2009 has been adjusted upwards from ZMK 9 581billion to 1 0191 bil-
lion, representing a further rise in domestic revenue of 5.5 % against actual domestic rev-
enue in 2008.
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Figure 11: Sources of revenue (in billion constant 2008 kwacha)
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Box 8: The Zambia Revenue Authority

In 1991, the new Movement for Multiparty Democracy (MMD) announced an ambi-
tious, donor-backed programme of liberalisation, stabilisation and privatisation. A
prominent part of the reform package was the strengthening of the tax administration.

On 1 April 1994, the government launched the Zambia Revenue Authority (ZRA), a
semiautonomous agency, and transferred revenue collection from the traditional pub-
lic administration office, which was under direct control of the Ministry of Finance,
to this new entity. This strengthening of Zambia’s tax administration was also a donor
requirement: at the beginning of the 1990s, the IMF made the strengthening of inter-
nal revenue collection one of its conditionalities for the provision of new loans (Hill
2004, 141; Gloppen / Rakner 2002, 32).

The ZRA has also been strongly supported by technical assistance. Up to 2004, the
British DFID as the main bilateral donor had provided technical assistance worth £
15.8 million through its Zambia Revenue Authority project.? The rationale for this
was to finance technical equipment such as computers, to provide expertise through
short-term advisors, and to support staff training (Hoover / McPherson 2004, 392;
Kasanga 1996, 20). Most important was the provision of a foreign management team
for the ZRA. This has been described as follows:

[...] The computerisation of Zambia’s tax administration has been one of the focal
areas for donor support. In conjunction with training programmes for tax officers, the
drive to improve the collection and processing of taxpayer data has largely been suc-
cessful. Through consistent training, the project has built up technical expertise within
the ZRA to use the information technology which has been installed.

One of the ZRAs biggest achievements has been the separation of recruitment of low
and middle level staff from Zambia’s political environment. A major factor in this
was the donor-funded employment of a strong expatriate management team, which
found acceptance both within the revenue authority and in the Zambian government.

In February 2002, almost nine years after the creation of the tax agency, the expatri-
ate Commissioner General, the last manager from abroad, left and was at last fol-
lowed by a Zambian.

[...] Tax officers today belong to the best-paid employees in Zambia and — together
with the central bank’s staff — form the administrative elite of the country.

@ The scope of DFID intervention has expanded considerably beyond mere sup-
port of the ZRA. Since 2000, the DFID has also supported the Tax Policy
Unit within Zambia’s Ministry of Finance and National Planning and has
assisted local NGOs in building knowledge on taxation issues. Therefore the
sum was not awarded to the ZRA alone; Sources: quoted from von Soest
(2008, 26, 29), von Soest (2006, 17, 18)
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Domestic taxes are administered by the Zambia Revenue Authority, or ZRA
(see Box 8). According to MoFNP data, the strongest growth among
domestic revenue sources in absolute terms between 2004 and 2008 was
registered in income tax, which grew by ZMK 909 billion (in constant 2008
prices), or 27 %. The second strongest growing source of revenue is domes-
tic borrowing, which grew from zero in 2004 and 2005 to 823 billion in
2007 and 812 in 2008. Third come Customs and Excise, which grew by
ZMK 684 billion, or 40 %. The substantial reduction in external borrowing
was partly offset by an increase of internal borrowing to about 6 % of total
revenue in 2009.

Box 9: Development agreements in Zambia’s mining sector

Zambia’s copper and cobalt industry sold minerals with a value of over US-$ 13
billion and benefited from nearly US-$ 4 billion of foreign direct investment in
the period from 2003 to 2008 [...].

Zambia [...] negotiated a number of “development agreements” when it priva-
tised its copper sector in the late 1990s. This was done at a time of historically
low world copper prices, declining copper production and an unsustainable debt
burden. The “development agreements” included a reduction in the corporate tax
rate from 35 to 25 per cent, exemption from customs duty, the reduction of the
mineral royalty from 2.0 to 0.6 per cent, exemption from excise duty on elec-
tricity, an increase in the period over which losses could be carried forward and
exemption from withholding tax on interest, dividends, royalties and manage-
ment fees (di John 2008, 44-45). [...] After these agreements had been con-
cluded, the then President, Frederick Chiluba, was found guilty of corruption by
the High Court in London in 2007 (BBC 2007).2 The former head of the state-
owned Zambia Consolidated Copper Mines and a local businessman were jailed
in 2008 for corruption (The Independent 2008). A World Bank report also
referred to “grave irregularities” in the sale of the mines (Reuters 2008), and the
IMF has advised Zambia to renegotiate these agreements to provide a “quick and
substantial boost” (IMF 2008, 16) to the fiscal contributions of the extractive
sector.

@ Former President Chiluba was subsequently acquitted in August 2009 of cor-
ruption charges after a six-year trial by the Lusaka magistrate’s court (The
Independent 2008).

Source: quoted from Stiirmer (2010, 7, 19); authors’ note

In relative terms, the strongest growth was recorded for Mineral Revenue
which grew from ZMK 7 billion in 2004 to 75 billion in 2007 and to 364
billion in 2008. This observation is particularly relevant inasmuch as the
contribution of the economically important mining sector to the public
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budget continues to be a highly contested issue in Zambia (Dymond 2007;
Fraser / Lungu 2007). Many actors, especially civil society and donors,
argue that this contribution is too small and not in line with the sector’s
potential to contribute to the public budget (Lungu 2009, 18).

Mining in fact contributes little to government revenues, partly because of
favourable tax concessions granted at the time of privatization (IMF (2010d,
12), see Box 9): Copper exports accounted for roughly three quarters of
export earnings in 2008 and 2009 (IMF 2010d, 22); according to one esti-
mate, were Zambia to apply an implicit tax rate to the mining sector simi-
lar to that of Australia, total tax revenue from the extractive sector could
have amounted to 2.5 billion US-$ between 2003 and 2008, or 37 % of
ODA (Sturmer 2010, 9). In fact, however, the entire sector’s tax contribu-
tion to overall domestic revenue was a mere 3 % in 2004; since that time,
this increased steadily to 15 % by 2008.

Nonetheless, as Figure 12 shows, tax revenue from the mining sector has
increased substantially since 2000. The sector’s main contribution is
through PAYE income tax and company tax, which together accounted for
two thirds of revenue generated by the sector in 2008 and nearly 80 % in
2009. Company tax picked up from virtually zero until 2005 to ZMK 464
billion in 2008 (2009: ZMK 401 billion).

Mineral royalties, which during the nineties were the main contributor to
mining revenue, declined from ZMK 29 billion in 1995 (not shown) to
merely 4 billion in 2000. Since 2004 (4 billion), revenue from royalties
increased significantly to ZMK 235 billion in 2009.8!

In 2008, the GRZ introduced a windfall tax on mining companies’ profits
that yielded 126 billion kwacha or 7.9 % of sector revenue. However, only
three out of eight mining companies actually paid windfall taxes (Ngoma /
Sichinga 2010, 6), and revenue fell significantly short of expectations.®
Following protests by mining companies and other actors, parliament voted
to abolish the windfall tax again in March 2009 in order to compensate for
the impact of the international financial and economic crisis.

81 Zambia’s copper export earnings climbed sharply in the fourth quarter of 2009. At the
time of writing this increase seemed not to have been accounted for in the data reported
by ZRA (http://www.zra.org.zm).

82  According to a ZRA official, projected revenue from the tax (which was applied in three
stages with respective rates of 25 %, 50 %, 75 %) was US-$ 900 million against a real-
ized US-$ 350 million.

140 German Development Institute / Deutsches Institut fir Entwicklungspolitik (DIE)



Evaluation of budget support in Zambia

Figure 12: Mining sector tax revenues 2000-2009
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According to ZRA officials, the main obstacle — besides strong political
resistance — to taxing profits in the mining sector more effectively in Zam-
bia lies in the complex cost structure of mining operations in Zambia. Zam-
bia’s extractive industry features some of the world’s deepest mines as well
as surface mining, leading to presumably very heterogeneous profit mar-
gins. In contrast, the capacity of the ZRA to assess mining companies’
claims of profits and losses is very limited.8

Besides taxing mining profits more heavily, the main challenge for domes-
tic revenue mobilisation in Zambia (as in all African LDCs) is to broaden
the tax base. According to ZRA officials, income tax is currently paid by a
mere 500 000 tax payers in the formal sector. In contrast, the number of
people employed in the informal sector grew from a negligible level in 1994
to an estimated 3.5 million today. Capacity and responsiveness of the ZRA,
in turn, have not grown to the same extent to effectively capture the infor-
mal sector.

A number of proposals have been put forward to improve capture of the
informal sector, such as a 3 % presumptive tax charged on business income
for small-scale businesses below an annual turnover threshold of ZMK 200
million and a presumptive tax on minibuses and taxis. However, it seems

83 The ZRA is currently establishing a dedicated mining unit with the support of NORAD.
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that the ZRA does not yet have sufficient capacities to effectively collect
this type of taxes.

As a result, there certainly is scope to increase the tax-to-GDP ratio even
further by broadening the tax base and by taxing the mining sector more
heavily. However, the political will to do so has been limited (or reversed)
in the recent past, and it is questionable whether in the absence of budget
support this willingness would change substantially, given the comfortable
growth of domestic revenue, positive economic developments in recent
years, and the relatively small share of budget support in total revenue.

It therefore must be doubted that in the absence of budget support domes-
tic tax effort would increase substantially in Zambia. In fact, with non-tra-
ditional donors, in particular China,8 playing an increasingly important
role as providers of external funding in Zambia, it can be assumed that the
GRZ could relatively easily find sources of funding other than taxes, should
PRBS donors decide to reduce or stop providing budget support.

It is important to note that — as the amount of budget support is significantly
smaller than the amount of capital expenditures — it can be argued that rev-
enue side fungibility in Zambia is not specific to any particular aid modal-
ity. Rather, the degree of fungibility could be expected to be substantially
the same were the amounts of aid currently provided in the form of budget
support provided in project form instead.

5.3.4 Allocative efficiency: budget and expenditure compo-
sition

Another fiduciary risk commonly associated with budget support is related
to the fungibility of budget resources on the expenditure side of the budget
(see Box 1). Therefore, key questions for the effectiveness of budget sup-
port are whether the resources provided are allocated to priority sectors,
whether these resources are additional to domestic resources, and whether
budget support resources merely crowd out domestically funded allocations
in these sectors, thus freeing up resources for other uses.

84  For instance, in March 2010 Zambia was granted a 1 billion US-$ concessional loan from
China for infrastructure and development projects. For a general discussion of Chinese
lending to Zambia, see Dahle Huse / Muyakwa (2008).
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Budget allocations and expenditure in Zambia, at least with regard to the
social sector, are roughly in line with strategic priorities as set out in the
Fifth National Development Plan; they can thus be considered fairly pro-
poor. Budget support resources — while certainly not decisive for this allo-
cation pattern — can be argued to have facilitated significant increases in
social sector spending. There is evidence that in these sectors budget sup-
port did not crowd out (but rather crowded in) domestic resources, and that
by and large budget support finances the right priorities in Zambia. A con-
tinuous concern is the persistently high wage bill, which poses a potential
threat to the implementation and continuation of (investments in) poverty
reducing programmes.

Figure 13 shows budget allocations and expenditures by government func-
tion8® in constant 2008 US-$.86 The figures confirm the finding of Section
5.3.2 that total budget allocations have risen since 2006 and, more impor-
tantly, that the domestic share of expenditures has also been continuously
rising over the past years.

Growth of total and domestic allocations was mainly driven by increased
allocations to Economic Affairs (total growth: 33.5 %, domestic growth:
42 %), Education (26 %, 30 %), and Health (22 %, 18 %).8” The most sig-
nificant change between 2006 and 2008, however was the substantial reduc-
tion in allocations to General Public Services, which fell by more than
12 % (total budget) and 10 % (domestic), accounting for -41 % and -25 %
of the overall growth, respectively.8

85 The UN classification of functions of government (COFOG) distinguishes ten main func-
tions, divided into groups and classes. The COFOG budget classification was first intro-
duced in Zambia in 2006.

86  Total budget figures as reported in the annual national budget (Yellow Book) include on-
budget donor contributions. The GRZ budget is exclusive of on-budget resources but
does include ‘through-budget’ resources such as budget support (from 2006 on, educa-
tional SWAps are included in the GRZ budget). The annual Accountant General’s report
(Blue Book) reports only resources that are managed through-budget. It is important to
note that the GRZ regularly puts forward supplementary budgets within the fiscal year,
which can account for a quarter of budgeted allocations. However, since supplementary
budgets are available in functional classification only for 2007 and 2008, they are not
included in Figure 13. This explains why domestic expenditures were higher than domes-
tic budget allocations in 2007 and 2008.

87 Excluding supplementary budgets.
88  Whitworth (2010) gives a good overview of the payment of arrears between 2003 and 2009.
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Figure 13: Budgets and expenditure by function 2005-2009
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Actual expenditure shares given in Table 20 show a somewhat different pat-
tern: economic affairs also accounted for the largest share of total growth
between 2006 and 2008,%° with more than 20 % of the total increase. The
second-largest contributor was social protection, which accounted for
almost another fifth of total expenditure growth, followed by health
(14.2 %) and education (12.8 %).

89  Unfortunately, the 2009 financial report was not available by functional classification at
the time of writing.
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Between 2005 and 2006, releases for general public services fell from ZMK
4 693 billion to ZMK 2 724 billion (in current prices), or almost 49 % in
real terms. This reduction of expenditures for general public services was
largely an effect of the reduction of debt service payments (and other statu-
tory expenditures). In 2006 debt cancellation resulted in a large reduction
of the external debt (from ZMK 28 000 billion in 2005 to ZMK 3 500 bil-
lion in 2006). This contributed to a decrease of the external debt service
from ZMK 470 billion in 2005 to ZMK 227 billion in 2006.%°

Between 2006 and 2008, however, general public expenditures actually
increased again by 8.5 %, contributing 12.4 % to overall expenditure
growth over the same period. The share of general public services in total
expenditures thus remains relatively high at 37.8 %. The main explanation
for this is the payment of arrears, including salaries. A large part of these
arrears are accounted for under the subheading of “Financial Management
and Accounting”. In 2008, this subheading accounted for almost 8.5 % of
government expenditure. Almost 90 % of these expenditures were for
arrears, including salaries.

Supplementary budgets, which only require ex post parliamentary approval,
could be expected to reflect actual government spending priorities even
more clearly than regular budget estimates. Interestingly, supplementary
budgets (which are only available by functional classification for 2007 and
2008 and are reported separately in Figure 13) mainly provide additional
estimates for general public services (51 %) and (64 %). A closer analysis
of actual expenditure, however, indicates that the additional resources from
supplementary budgets were actually not used for this category. Instead,

90  Part of the reduction, however, may be due to refinement of reporting by functional clas-
sification, as the figures for 2005 in Figure 13 suggest. The information for 2005 is from
the Quarterly Reports and not from the audited Accountant General’s financial report.
According to this information, general public services, with ZMK 5 575 billion in 2005,
accounted for more than 80 % of GRZ allocations and 71.4 % of releases, which seems
extraordinarily high, even accounting for high debt service payments. In 2006, domestic
allocations in this category fell to ZMK 3 860 billion, or 42.4 % of the domestic budget.
It seems likely that to some extent this reflects not only a reduction in debt service and
other payments in this category but also the learning curve with regard to budgeting and
reporting by functional classification. It cannot be completely ruled out that this effect
might play a role in subsequent years as well. The relatively strong growth of the educa-
tion budget between 2005 and 2006 was caused in turn partly by the inclusion of SWAp
budgets (pooled fund) for this sector in the government accounts from 2006 onwards.
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they helped to fund expenditure above original domestic estimates in hous-
ing and community services (189 % over-expenditure), health (81 %) and
defence (76 %) in 2007, and economic affairs (35 %), education (35 %) and
health (23 %) in 2008.°%!

Nevertheless, apart from the persistently large share of general public services
in overall expenditures, on the aggregate the GRZ thus made fairly reasonable
use of additional resources from a development and poverty reduction per-
spective. Of the real expenditure growth between 2006 and 2008 of 29.1 %,
the largest share was spent on economic affairs (20.4 %), social protection
(19.8 %), health (14.2 %) and education (12.8 %). Only 5.1 % of the additional
resources were used for defence, and only 3 % for public order and safety.

Whether the overall allocations are in line with the strategic priorities formu-
lated in the FNDP is more difficult to assess. The FNDP's fiscal projections
do not follow a COFOG functional budget classification, thus making direct
comparison of annual budgets and expenditures with FNDP targets difficult.

The FNDP does, however, identify the areas for priority pro-poor spending,
namely health, education, agriculture, HIV and AIDS, rural infrastructure
development, rural financing, and small and medium-scale employment
promotion (GRZ 2009, 40).

In this respect, it is noteworthy that budget increases in the sectors of health
and education cannot be explained with budget support alone but stem over-
proportionally from GRZ contributions. In fact, growth in allocations to
these sectors has been higher than budget support increases. This is a strong
indication that no crowding out of domestic resources by budget support is
taking place in these sectors. On the contrary, given the CP’s strong focus
on these sectors (also with regard to PRBS conditionality, see Section
Inputs) one can presume a certain degree of crowding in for health and edu-
cation.®? The same is true for allocations to the ministry of local govern-

91  Average variance between domestic budget and expenditure for all 10 functions was 11 %
in 2006, 17 % in 2007, and 13 % in 2008.

92  There is evidence, however, that the shift from basket funding to SBS in the health sec-
tor by the UK and the EC did in fact lead to a reduction in domestic releases to MoH in
2007. The MoFNP has argued that since the MoH already had sufficient unspent balances
available in its own bank accounts, it was ineligible for additional funds during budget
execution. From an allocative efficiency perspective, this is a valid argument. DFID gave
up its earmarking of health SBS after finding that it did not fit the GBS principles (ODI
/ Mokoro 2009, 40).
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ment and housing and the ministry of works and supply, whose budgets
cover the water & sanitation and roads sub-sectors. In the agriculture sec-
tor, GRZ contributions grew by 75 % between 2005 and 2009, yet CP con-
tributions grew even more. Relatively large increases were budgeted for
agriculture, education and health. For agriculture, the total growth sur-
passes the growth of the domestic budget.?

For some of these priority sectors, the FNDP sets aggregate expenditure tar-
gets. Figure 14 shows FNDP targets and actual outlays for selected sectors
(as a percentage share of total budget, domestic budget, and domestic
expenditures respectively). Figure 14 shows that expenditures overall dur-
ing the 2006-2009 period were only partly in line with FNDP sector prior-
ities and fiscal targets for the domestic budget.

It is also noteworthy that performance was best in the social sectors of
health and education, where the government controls the most important
share of resources. In education, the average deviation of expenditures from
the domestic fiscal target is 0.84 percentage points, or an average of
10.29 % of the projected share of the domestic budget. For health, these fig-
ures were respectively 2.17 percentage points and 12.08 %. In agriculture
and roads, both of which are ostensibly more politicized and, at the same
time, receive relatively more support in the form of projects, the variance
between projected domestic budget shares and expenditures is greater
(21.87 %, 39.20 %) and has increased over the past years.

Figure 14 also illustrates that in the water and sanitation sector, which is
predominantly financed through donor projects,® the government exercises
little control over whether overall FNDP spending priorities are realized or
not. With a projected share of GRZ spending of just 6.54 % of an overall
identified financing need of ZMK 1 208 billion for the sector (GRZ 2006,
357), there is even an average deviation of more than 100 %.

93  This analysis is based on a budget classification by headings and sub-headings as pro-
vided by the MoFNP. Due to space limitations allocations by heading are not reported in
detail here.

94 The projected average share of water and sanitation in the domestic budget between 2006
and 2010 is a mere 0.2 percent, against an average 8.02 percent of projected donor fund-
ing and an average 2.00 percent of projected total expenditures.
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Figure 14: FNDP fiscal targets and domestic expenditure
as budget shares
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Figure 14: continued
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as provided in MoFNP quarterly reports.

Sources: FNDP, MoFNP Quarterly Reports, MoFNP Financial Reports,
GRZ (2009), KfW
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Unfortunately, the FNDP does not provide more detailed guidance for
determining more inter-sectoral and sectoral resource allocation priorities;
this would permit a more comprehensive ex-post comparison of MPSA’s
budget allocations with the original plan (Bird 2009, 1). An analysis of the
use of discretionary spending conducted for the FNDP mid-term review
(GRZ 2009), however, seems to confirm that a considerable share of avail-
able resources is spent on priority sectors: of the fiscal leeway in excess of
statutory expenditures which is arguably created at least in part by budget
support, roughly half is spent on pro-poor priority spending sectors (see
Figure 15).

Figure 15: Releases as percentage of discretionary budget for
priority sectors 2006-2008
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5.3.5 Poverty orientation of the budget

A key question for the effectiveness of budget support in reducing poverty
is the poverty orientation of the budget, which in turn is closely related to
the amount of fiscal leeway which is available and the balance between
recurrent and capital expenditures in the budget.
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One potential benefit of budget support is that it enables recipient govern-
ments to better balance recurrent and capital expenditures than in the case
of project aid, which is usually focused on capital investment, often in an
off-budget form. In contrast to many other sub-Saharan African countries,
Zambia operates a unified budget planning system with current and capital
spending combined within a common set of budget estimates. This reflects
international good practices (Bird 2009, 10) and should in principle enable
the GRZ to plan for an adequate balance of recurrent and capital expendi-
tures.

Table 21 compares the shares of recurrent and capital expenditures with
overall expenditures. It is noteworthy that capital expenditures had already
decreased significantly before the introduction of PRBS: from their peak of
11.9 % of GDP in 2001, capital expenditures fell to 8.0 % of GDP in 2006.
However, the relative drop was even greater in 2007, when capital expendi-
tures were around 4.3 % of GDP (MoFNP 2008).

The figures in Table 21 show a slightly increasing share of personal emol-
uments and a substantial increase in other recurrent departmental expendi-
tures. The share of capital expenditures in turn fell from a high of 20 % in
2003 to a mere 9 % in 2008. In principle, this would not need to be an alto-
gether negative development, if under traditional project-based aid recur-
rent expenditures were neglected in favour of investment projects. Most
observers and analysts in Zambia seem to agree, however, that this devel-
opment poses a threat to the implementation and continuation of invest-
ments in poverty-reduction programmes (IMF 2010e, 36) and already has
contributed to a general deterioration in the infrastructure (Ngoma /
Sichinga 2010, 25; IMF 2010e, 36).

At the same time, the low share of capital expenditure figures is partly due
not to actual allocations but to weak implementation capacities (ILO 2008,
134), which until 2009 were also adversely affected by the compressed
budget cycle (Bird 2009, 19).

Notwithstanding these developments, poverty-related expenditures have
increased as a share of the total budget and as a share of GDP. In particular,
this was due to increases in expenditures for health and education, as well
as to increased spending on agriculture, from 2 % in 2000 to 7.6 % in 2007.

Below the level of sector allocations, the budget classification system
makes it possible to track allocations targeting poverty-related expenditures
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somewhat more specifically, since the activity-based annual budget (yellow
book) identifies poverty reduction programmes, or PRPs (see Table 22).9

Table 22: Wages and poverty reducing spending 2005-2009

In per cent of domestic revenue 2005 | 2006 | 2007 | 2008 | 2009
Wages and salaries 44 43 42 44 51
Poverty Reducing Expenditures 35 36 47 45

PRP allocations to budget (%) 42 43 47 47

In per cent of GDP

Wages and salaries 7.6 7.2 7.7 8.1 8.1
Poverty Reducing Expenditures 6.1 6.0 8.3 8.3

PRP allocations (%) 7.2 8.2 8.8

Source: CSPR (2005); GRZ (2009); IMF (2010e); Ngoma / Sichinga (2010)

Total allocations to PRPs during the 2005-2009 period averaged 45.78 % of
the total budget from all the sectors and provinces. In 2006, a total of ZMK
2 343.7 billion (or 42.57 % of the budget) was released to programmes clas-
sified as PRPs. During 2007, a total of ZMK 5 645.7 billion (or 46.9 % of
the total budget) was allocated to poverty-reduction programmes while the
2008 PRP budget allocation was ZMK 6 488.8 billion, representing 47 %
of the total budget for the year. The bulk of PRP allocations were for capi-

95 This classification has its difficulties however. Until 2006, the classification included a
PRP 1, PRP 2, and PRP 3 code, standing for a direct, indirect, and remote impact on the
poor. The PRP classification of a number of expenditure items has been criticised by civil
society in the past (CSPR 2005) and seems to have changed repeatedly: Traditionally,
these expenditures included health, education and social services; since 2007, develop-
ment programmes in the productive sectors such as agriculture and infrastructure upgrad-
ing are also included. These changes in definition had an upward effect of about 7 per-
centage points on poverty- reducing expenditures as per cent of domestic revenue, and of
1.2 percentage points on poverty-reducing expenditures as per cent of GDP (de Kemp /
Faust / Leiderer 2010, 18).
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tal programmes, especially for road and other infrastructure development
(GRZ 2009, 42).%

Overall, the budget thus has become more pro-poor over the past years.
According to a review of public expenditure reviews in Zambia, however,
infra-sector and sub-sector spending does not necessarily always reflect
pro-poor priorities. For instance, in education the review finds a bias
towards urban against rural areas; in agriculture, the budget is found to be
dominated by input subsidies that reach only about 15 % of the farmers,
who are better off anyway (Chiwele 2009). This issue is more closely stud-
ied in the various sector reports prepared as part of this evaluation.

5.4  Budget support and the quality of policy processes and
governance

Most CPs regard BS not only as an instrument for financing pro-poor
policies but also as a means of improving the overall quality of policy
processes and strengthening democratic accountability, corruption con-
trol, and the rule of law. This is made explicit in the non-financial com-
ponents of Budget Support, namely in the Underlying Principles, which
require an overall positive trend in these areas as a conditio-sine-qua-non
for the disbursement of financial resources. Since dialogue mechanisms
and — at least partly — the contents of the PAF are also related to gover-
nance reforms, BS support — due to its potential for harmonizing donor
incentives and its combination of financial and non-financial components
— is therefore often perceived as bearing a huge potential for effectively
promoting democracy and good governance in general. Given these
expectations, this section tackles the questions whether and to what extent
BS in Zambia has had a positive effect on improving policy processes and
the quality of core governance dimensions.

96  According to CP information, pro-poor programmes in the budget are not protected de
Jure against cuts; de facto, however, certain other programmes are indeed protected:
when donor funding was withheld after the 2009 health sector scandal, health, education
and roads Infrastructures were protected from cuts, and money was taken from other sec-
tors to ensure funding for these sectors. In Health, the MoFNP released funds amounting
to 25 % over budget in order to protect basic health services.
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5.4.1 Democracy and governance in Zambia

As mentioned in the introduction, Zambia again became an electoral
democracy in 2006. Accordingly, the political regime is currently charac-
terized by the core element of democracy, i.e. competitive and relatively
free and fair elections. As the indicators in Figure 16 show, Zambia is
ranked slightly above the Sub-Sahara African average. This also holds for
two other governance indicators such as corruption and the rule of law. With
regard to corruption, the World Bank Governance Indicators also suggest an
improving trend since 2004, which nevertheless has slightly been reversed
since 20009.

Despite these relatively positive developments, the Zambian democracy is
fragile, and overall governance is relatively weak. While there have been
competitive elections, other key features of democracy are fragile. There is
a strong concentration of power in the hands of the executive vis-a-vis the
legislative, the judiciary and civil society, all of the latter being relatively
weak with regard to their oversight and control functions. Moreover, civil
society is relatively weak in terms of being able to bring its core interests to
the attention of political decision-makers, and the political parties within
parliament have at best only partly fulfilled their function of incorporating
societal interests into coherent political programs.

Additionally, the political influence of sub-national units (namely the dis-
trict councils) is also limited, and the decentralization process has been slow
at best. This also hampers the emergence of vertical checks and balances.
Most importantly, the constitution does not yet allow for direct elections of
mayors or integrate members of parliament into the political decision-mak-
ing process at the district level. Both factors tend to promote centralist pol-
icy-making and act as barriers to the emergence of strong and independent
political figures who might act at the district level as counterweights to
highly centralized policy-making. Additionally, the process of fiscal decen-
tralization has been slow, and attempts to establish a clear and transparent
formula for transferring central resources to the subnational level have
often been undermined, giving the central government a great deal of free-
dom in discretionally allocating resources at the local level.

This lack of substantial checks and balances, and the dominant position of
the executive, have limited incentives for strengthening democratic
accountability and overall political transparency. In combination with the
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Figure 16:  Governance and democracy development in Zambia
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Figure 16: Continued
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historic pattern of one-party dominant regimes organized according to cen-
tralist patronage systems, the fragile system of checks and balances has cre-
ated incentives and opportunities for the ruling party to undermine electoral
competitiveness whenever its position is threatened by increasing popular-
ity of the opposition. This explains why the GRZ has only shown limited
ownership in advancing core governance reforms since 2009. Instead, in an
increasingly politicized environment and with and increasingly popular
opposition, several initiatives of the GRZ have been designed to hamper
political transparency, to reduce the influence of critical NGOs, and to
shield politicians involved in corruption scandals from judicial prosecution.
This limited impartiality has also led to controversies between the DAC CPs
and the GRZ, with the latter accusing the PRBS group of illegitimate inter-
vention in domestic affairs.
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5.4.2 Impact on policy processes and governance

When assessing the effect of BS on the quality of policy processes and gover-
nance, one must keep in mind the difficult political environment described in
the previous paragraphs. Nevertheless, and with all caution in relation to
remaining attribution problems, the existing evidence suggests at least mildly
positive effects on policy processes and overall governance quality. However,
the potential of the instrument has been constrained by three factors:

— First, while the 2006-2010 period shows an overall upward trend regard-
ing some core governance indicators, the ownership for improving core
governance dimensions has decreased over the last two years

— Second, the internal construction of an effective overall incentive system
of financial and non-financial BS components has been limited due to
collective action problems within the PRBS group with regard to policy
dialogue, conditionality and disbursement procedures.

— Third, one must remember that the overall external incentive structure in
which the financial and non-financial components of BS are embedded
has limited the leverage of BS as a whole with regard to broader gover-
nance reforms. Overall, the dependence on external aid from DAC mem-
bers has decreased due to the boom in natural resources together with the
rising importance of China as an external partner of Zambia.

Despite these problems one may regard BS as one of the few remaining
(external) factors that has built up a certain leverage against further deteri-
oration of governance in the last two years. The PRBS group — despite sub-
stantial harmonization deficiencies — is still the most coherent external con-
stellation of actors who have partly filled the gaps created by weak domes-
tic power sharing arrangements.

There are two main reason why BS — despite its weaknesses — has been able
to have some effect on governance-related issues in the long run (4 years)
and prevent a further deterioration of transparency, accountability and dem-
ocratic processes in the short run (2 years):

 First, the financial weight of BS for the government is still considerable
when measured in terms of “fiscal leeway” for the development-oriented
investments required in order to maintain political support.

e Second, BS is politically important for the GRZ vis-a-vis its political
opponents. Thus the GRZ is willing to make at least some concessions
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to the PRBS group because suspending it would give the political oppo-
sition an opportunity to further increase its electoral support (which was
rising in the period from 2009 to 2010.

As already described, the quality of policy processes, especially those
which concern transparent and accountable, public financial management
in Zambia, is still low due to serious capacity shortages, coordination prob-
lems, and political challenges. Although these processes improved slightly
between 2005/6 and 2008, it has been difficult to maintain the momentum
of this development since 2009. Nevertheless, at least a partial contribution
of BS to some reform processes can be mentioned:

— The reform of the budget calendar approved by the end of 2009 and
implemented in 2010 can be partly attributed to the BS High Level Pol-
icy Dialogue (HLPD). In the follow-up to the scandal in the health sec-
tor, the PRBS CPs put strong emphasis on the issue of reforming the
budget calendar, and the subsequent reform by GRZ will most likely
improve budget planning and policy implementation. However, the polit-
ical cost to GRZ of implementing this reform is relatively low.

Box 10: The 2009 reform of the budget calendar:
one reform, two interpretations

In the context of the 2009 road map following the scandal in the health sector,
the PRBS CPs agreed to jointly demand a reform of the budget calendar which
had been pending for several years. Prior to the reform, the annual budget was
approved only in March or April of a given year. Thus, in the first three to four
months of a year, budget allocations could only be made by direct presidential
approval. According to the interpretation of external observers, this procedure
even further broadened the executive’s discretionary leeway regarding budget
allocations. The reform reduced this presidential leeway by forcing the govern-
ment to hand in its budget draft earlier to the legislative in order to obtain par-
liamentary approval expeditiously. As a consequence, budget allocations now
require majority approval by the parliament for the whole budget calendar and
not — as was the case before — only for eight to nine months.

According to administration sources, however, the delay of the reform was
mainly related to the fact that the GRZ wanted to put all reforms requiring con-
stitutional amendments into a single constitutional reform package instead of
bringing them one by one before the legislative. According to these sources, the
2009 constitutional amendment on reform of the budget calendar was added
because of the increasing pressure of the PRBS group. However, the reform itself
had little political weight due to the strong overlap between the executive and the
legislative arms of the government.
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— Support for the decentralization process has also been an area where the
PRBS had some, if limited, success. The overall political and fiscal
decentralization process in Zambia has been weak, and has stagnated for
several years despite some initiatives of GRZ. A constitutional reform
necessary for strengthening both the political independence of local gov-
ernments (direct election of mayors) and the ‘demand-side’ of decentral-
ization seems currently politically unviable. There has also been little
success in improving transparency and non-discretionary practices in the
fiscal transfer system, mainly because of strong resistance on the part of
sector ministries. Despite constant complaints from the PRBS group and
other CPs about this slow progress, the Decentralization Implementation
Plan (DIP) was not approved by the Cabinet until early 2010. Prior to this
event, pressure to pass the DIP through Cabinet increased substantially
in the context of both the health scandal and increasing rumours that a
further report by the auditor general would reveal similar challenges in
the road sector. Thus the BS HLPD was helpful in achieving this reform
step, since at least some of the PRBS parties signalled to GRZ that they
would consider further delay as an additional political sign of non-com-
pliance with the Underlying Principles. As in the case of the reform of
the budget calendar, however, the approval of the DIP by the Cabinet has
not yet involved significant political costs because the implementation
process has not yet gained strong momentum. Overall, while the 2004
Decentralization Policy and the 2010 Decentralization Implementation
Plan are important formal political articulations, the concrete implemen-
tation of political, administrative and fiscal decentralization measures
has been slow, thus conserving the centralist character of policy-making
in Zambia.

— The strengthening of the Auditor General’s external auditing capacity
probably has been one of the more substantial achievements of the
PRBS. While still faced with serious capacity problems, the Office of the
Auditor General (OAG) has been strengthened in recent years in terms
of the coverage, quality and timing of its reports. While there remain
some problems with issues of independence — for instance, budget inde-
pendence and the fact that auditor has to deliver her report to the execu-
tive (president) before delivering it to the parliament — the de facto inde-
pendence of the institution has increased. This positive development is
also documented by the substantial increase of OAG’ budget, which
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almost doubled from 2004 to 2005, and almost tripled since 2005 in cur-
rent prices (see Figure 17).

In contrast to other political reforms, the major external and domestic play-
ers involved — the PRBS group and the finance ministry — had a very con-
crete interest in strengthening the Auditor General’s office. From the PRBS
group’s perspective, the prime concern regarding the fiduciary risks of BS
made the office of the Auditor General a crucial target of their governance
support, very difficult to neglect from the side of the GRZ. Moreover, the
MOoFNP, as the ministry with primary responsibility for the PRBS process,
has also had an interest in strengthening the role of the Auditor General,
inasmuch as the MoFNP perceives this institution as an ally in better con-
trolling other state agencies. In this regard, the role of the Auditor General’s

Figure 17:  Budget and expenditure Office of the Auditor General 2004-2010
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office in the health and road sector scandal has been crucial and — in prin-
ciple — has followed the procedures established by the Zambian system. The
PRBS group and other DAC CPs have carefully observed these two
processes and thus provided a certain “watchdog” function in the process.

— Strengthening the oversight functions of the parliament as a comple-
mentary process to promoting the authority of the Auditor General, how-
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ever, has been much more difficult. Only limited improvements have
taken place with regard to strengthening the oversight and control func-
tions of the parliament. While the — mostly anecdotic — evidence shows
a slight increase in the activities of the parliament with regard to its
budget oversight activities, most of the structural underlying causes for a
weak parliament remain. Given the fact, that almost 40 % of the MPs
have positions as ministers or vice ministers in government, the overlap
between the executive and the parliament is extremely strong and has
negatively affected an independent role of the parliament. Interfering
with these — partly constitutionally regulated — affairs has been politi-
cally too sensitive for the PRBS group. The fact that improving the par-
liament’s political oversight role would inevitably have come with
strengthening the role of the opposition has made this topic even more
sensitive. Thus, most CPs have reduced their support to a mainly infra-
structural nature and some capacity building instead of tackling the root
causes of the legislature’s weakness. Thus, the overall imbalance between
the executive and the parliament has remained, and the legislative has
had limited space to manoeuvre in demanding appropriate political con-
sequences in the context of the corruption/misappropriation cases inves-
tigated by the Auditor General (Chiluba case, health case, etc.). Thus,
while the strengthening of the Auditor General has increased that inde-
pendent agency’s potential to uncover illegal activities within the execu-
tive, the remaining weakness of the parliament has been a serious barrier
for holding actors accountable in case of misbehaviour.

— The effectiveness of the PRBS process with regard to increased partici-
pation on the part of civil society in the BS process in order to strengthen
monitoring capacities has also been limited. All civil society groups
involved in poverty reduction and political monitoring are heavily
dependent on external resources. Thus the endogenous power of these
groups is weak, which in turn has provided the GRZ with an argument
for questioning the legitimacy of these groups. Despite this general
weakness, the involvement of these groups in monitoring the budget
process has increased during the last years. Although this cannot be
directly traced to the PRBS process, since most capacity building was
not financed through BS related activities, the process has nevertheless
provided a legitimizing argument for the activities of civil society with
its formal emphasis on civil society participation. Beyond general calls
for civil society inclusion, on the other hand, the PRBS group has only
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made sporadic attempts to directly promote participation by these groups
in the different dialogue mechanisms. As several interviewees of civil
society organizations have suggested, PRBS members were sometimes
unwilling to push for stronger civil society inclusion because this might
have complicated the nature of government-to-government negotiations
between PRBS CPs and the GRZ.

Overall, the existing evidence suggests that the PRBS process has had some
effects on improving policy processes and the overall quality of governance
but that it has failed to realize its full potential due to the described prob-
lems of developing a coherent incentive structure.

— In times of crisis and controversies, the PRBS group has been able to
promote some highly visible reform steps (e.g. reform of the budget cal-
endar, approval of the Decentralization Implementation Plan). The PRPS
pressed hard to achieve such results in order to assure the GRZ of con-
tinued authority with regard to the UPs and to deliver credible reports on
the ongoing reform process to their headquarters. However, these politi-
cally visible achievements have not been transformed into a sustainable
reform process on these issues: partly because of a lack of authority on
the part of the GRZ, partly because of failure by the CPs failure to pro-
vide more continuous incentives. This again reflects the differences
among CPs in interpreting BS primarily as an instrument of democracy
support and good governance or as an instrument primarily focused on
financing poverty alleviation measures.

— Moreover, little emphasis has been put on crucial deficiencies of the
political system in relation to weak checks and balances in Zambia’s
political system. Because this overall weakness has deeply rooted politi-
cal origins and would require substantial political reforms — including
constitutional changes — such issues have been perceived as being too
sensitive to tackle with the instrument of BS.

— The most continuous efforts have been made with regard to strengthen-
ing independent state agencies that have oversight functions. In this
regard, it is important to mention that PRBS CPs themselves have a
strong self-interest in strengthening the institution of the Auditor General
in monitoring the budget process and uncovering illegal behaviour.
Because the CPs were mainly concerned about fiduciary risks of BS that
could easily backfire on aid agencies in their home parliaments and over-
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sight institutions if cases of corruption and/or misappropriation were to
become evident, the CPs had a strong interest in strengthening the Audi-
tor General and receiving potential information on illegal behaviour as
soon as possible. This self-interest also partly explains the pressure of
some CPs to get access to reports of the Auditor General before the Zam-
bian parliament itself did so, thereby potentially disturbing formal pro-
cedures and the proper chain of procedures in the oversight process.

6 The political economy of budget support in Zambia

This section interprets the findings on Budget Support in Zambia described
in the previous chapters from a political economy perspective. According to
intervention logic, BS has the potential to promote poverty reduction and
institutional reforms through an effective combination of financial and non-
financial components. However, even a view of BS as useful for promoting
institutional capacities, democratic accountability, and poverty reduction
does not automatically make it an effective instrument. What is crucial for
its effectiveness is the extent to which CPs adapt to a partner country’s sys-
temic capacity for addressing its development barriers.

Based on the common intervention logic of BS, one might argue that it is
crucial for the effectiveness of the instrument that a recipient country not
only has a substantial level of effectiveness of poverty reduction policies
and institutional reforms but also possesses the institutional capacity to
craft and implement complex development plans. Moreover, the interven-
tion logic requires that a recipient country strongly support the alignment of
a heterogeneous set of CPs according to its reform strategies and priorities.
Consequently, with an increasing level of the recipient country’s systemic
capacity to address development issues — that is with increasing levels of
democratic accountability, transparency, and administrative capability — the
endogenous collective action problems of CPs are resolved by the recipient.
Since recipient countries with such systemic capacities will have not only
ownership for development oriented processes but also the capability to for-
mulate and implement development-oriented reforms, the responsibility for
harmonizing and aligning donor countries will tend to shift relatively
smoothly to the partner country’s government.
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Zambia's systemic capacity, like those of many other countries in the
region, is relatively weak. The country has not yet developed the level of
systemic strength that allows it to effectively harmonize and align CPs
according to a coherent strategic framework. Especially in recent years, the
GRZ has not shown a substantial will to engage in far-reaching institutional
reforms, nor has it shown much administrative capacity for coordinating
complex development plans and aligning CPs accordingly. In such a sce-
nario, the CPs themselves become much more responsible for contributing
to coherent policy-making and institutional strengthening.

Thus the Zambian case requires CPs to take on far more responsibility for
a harmonized approach towards political dialogue and the different types of
conditionality of BS than in a setting with a strong recipient government.
This makes harmonization and alignment a more ambitious goal, given the
fact, that during past decades harmonization and alignment were often not
achieved due to major collective action problems among CPs which were
often driven by special political, economic and bureaucratic interests.

Moreover, CPs must not only overcome their own collective action prob-
lems, that is, harmonization efforts should not lead to a donor-driven
process characterized by a simple imposition of policy measures and con-
ditions upon the partner side. As a consequence, effectively implementing
BS in a relatively weak recipient country like Zambia becomes even more
challenging. CPs will have to walk the thin line between the advantages of
a harmonized political dialogue and conditionality on the one hand and the
danger of simply imposing policy obligations on the other. Furthermore,
mutual accountability cannot be easily demanded if the partner country is
characterized by systemic weakness.

Given the evidence concerning BS inputs, outputs and induced outputs pre-
sented in the previous chapters, one may conclude that CPs in Zambia have
not yet succeeded in establishing policy dialogue mechanisms and condi-
tionality in a harmonized way that might compensate for the weaknesses of
the Zambian state. This does not speak against the instrument of BS as such
but rather questions the political will of CPs to cope with the challenges of
the instrument’s intervention logic, namely the challenge of harmonization
and alignment in the absence of a strong, coherent and reform-oriented
partner government.
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6.1  Systemic weaknesses in Zambia

In spite of the fact that the CPs, together with the GRZ, have managed to
set up some fundamental structures necessary for providing effective
PRBS, this process has been hampered by domestic weaknesses in Zambia.
These weaknesses have been depicted in the previous chapters and can be
summarized as follows:

The National Development Plan: Like many other countries, Zambia is
crafting a broad development plan which is intended to present a coherent
strategy on how to effectively combat poverty and promote economic devel-
opment. Although the Fifth National Development Plan (FNDP) is more
realistic than many of its predecessors, it has not provided sufficient guid-
ance for determining inter-sector and sector resource allocation priorities.
Strategic goals and the respective indicators are too broadly defined, and
crucial issues of how to address goal conflicts, how to define relative prior-
ities, and how to allocate public resources accordingly are only vaguely
dealt with. Given the very broad nature of the FNDP, it has been difficult to
see how ministry and public service agency budgets are linked to the plan.
Consequently, the FNDP has served only as a very broad framework for
aligning CPs to the government’s priorities. In this regard, the FNDP and its
specific sector considerations have been focused more on analysing past
developments than in setting out well-defined scenarios for future policies
that could serve as guidance for adapting strategic goals and indicators to
changing context factors.

Inter-ministerial incoherency: Given the broad setting of the FNDP, the plan
has not functioned as an instrument for creating a more integrated set up of
sector ministries and promoting the relative strength of Ministry of Finance
and Planning vis-a-vis powerful sector ministries. In contrast to several of
its counterparts in the region, the Zambian finance ministry is relatively
weak politically and, as a consequence, has not been able to involve the sec-
tor ministries in an effective reform of public financial management. On the
contrary: many sector ministries have been successfully obstructing
attempts by the finance ministry to develop transparent and integrated
reforms that would enable a more integrated approach towards budget allo-
cations, spending priorities and performance assessment.

This weakness has become especially conspicuous with regard to the SAGs.
Unfortunately, many SAGs have often not fulfilled their function of pro-
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viding a dialogue mechanism for reviewing sector outcomes/performance
and subsequently paving the way to integrated MTEF preparation. They
have met infrequently and usually only in the context of planning and
reviewing donor-funded sector operations rather than in the context of the
MTEF/Budget process. Moreover, many SAGs have failed to promote the
alignment of individual sector strategies to that of the FNDP. While some
ministries - the Ministry of Education, for instance - have tried to align their
internal program structures more closely with that of the FNDP, others have
subordinated their internal programs to the department/unit level, thus mak-
ing it difficult to link budgets to the programs identified in the FNDP. This
reveals the weak linkages between the MFNP as the crucial coordinating
entity and the sector ministries when it comes to building up an integrated
scheme for budget planning and implementation.

Aid Management: As a consequence of the above-mentioned weaknesses,
strategic aid management in Zambia has been weak. There is no clear mech-
anism within the government that deliberates, in a formalised manner, on
the management of aid beyond the more routine government systems and
structures. This situation mirrors inter-sector incoherencies and the rela-
tively weak collaboration between the MFNP and the sector ministries, the
latter being afraid of losing part of their spending autonomy and their priv-
ileged access to the sector activities of the CPs. Moreover, the discourse
between government and non-state actors in the area of aid effectiveness is
also weak at best, meaning that there is no overall strategy of the govern-
ment for effectively including NGOs in the process of aid management. As
a consequence, the strategic capabilities of aligning — and sometimes disci-
plining — a huge set of aid agencies have been modest.

Declining political will for political reforms: Political development since
2008/2009 casts some doubts on the GRZ’s willingness to advance crucial
political reforms that are defined in the Underlying Principles. Public sec-
tor reforms related to decentralization, public service, or budget reforms
have been advancing very slowly. Moreover, the questionable character of
some legislative initiatives aimed at regulating NGOs and ensuring the
financial transparency of political decision-making have cast further doubts
on the government’s political will to advance reforms in favour of demo-
cratic accountability. In this regard, the current government seems to face a
political dilemma. On the one hand it is increasingly under pressure from
the opposition, and electoral victory for it in the 2011 presidential elections
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is far from secure. This development is related to the fact that despite
macroeconomic growth and stability in recent years, little has been
achieved with regard to effectively combating poverty and growing social
inequality. Faced with the possibility of electoral defeat, the GRZ has been
acting defensively in the last two years with regard to institutional reforms.
Instead of opting for a strategy of institutional reforms in core areas, includ-
ing constitutional change towards more democratic accountability, the gov-
ernment has attempted to drown out the calls of NGOs and the opposition
for greater transparency, accountability and decentralized state structures.

6.2  Resulting deficiencies in harmonization and alignment

These weaknesses in relation to the lack of administrative capacity and
coherence as well as a decline in political clout have made it impossible for
the CPs to rely on a purely alignment-based harmonization strategy. On the
one hand, CPs have partly taken the challenge of harmonization seriously.
Substantial progress has been made in setting up dialogue structures and a
common conditionality framework. However, a closer look at conditional-
ity, disbursement mechanisms, the dialogue process and knowledge man-
agement reveals substantial deficiencies in the harmonization and align-
ment process. In sum, one must thus conclude that CPs in Zambia have
repeatedly failed to adapt to the specific context of a relatively weak recip-
ient country, so that problems of harmonization and alignment have per-
sisted.

Conditionality and disbursement: The PRBS process in Zambia is charac-
terized by continuing deficiencies in setting up a harmonized incentive sys-
tem that links the financial and non-financial components of BS in a coher-
ent manner.

The CPs have not managed to establish a cohesive Performance Assessment
Framework (PAF) in cooperation with the GRZ. Instead, the current PAF
involves too many indicators from different sectors and is indecisive about
how to measure progress. Both of these elements reflect the absence of a
common priority framework among the CPs, among whom different under-
standings prevail about the proper focus of the PAF. Some CPs argue that
the PAF should mainly focus on core reforms, in particular in the area of
PFM, leaving the measurement of progress in specific policy areas to the
sector work groups. Others, however, consider the PAF as an instrument
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derived from an encompassing development plan and therefore conclude
that the PAF should also include sector indicators. Beyond this, differences
remain among CPs about how to measure performance and progress. While
some CPs prefer outcome indicators, others rely more on process indicators
and government actions. Overall, this unresolved discussion about the size
and the contents of the PAF also reflects the specific, disparate sector inter-
ests of particular CPs which have attempted to include indicators in the PAF
as a means of strengthening their sector activities by bringing them to the
table in the PRBS dialogue fora. This incentive for including particular sec-
tor indicators in the PAF was reinforced by weak SAGs. When SAGs have
performed in an unsatisfactory way, the inclusion of sector indicators in the
PAF has been part of a strategy for securing political leverage regarding sec-
tor performance. Thus the GRZ’s limited ability to promote a more coherent
PAF has not been counterbalanced by the CPs. Instead, an inconsistent
understanding of how to build a coherent PAF, along with the specific sec-
tor interests of particular CPs, have tended to aggravate the problem.

Closely related to the inconsistency of the PAF is the failure of CPs to har-
monize their disbursement mechanisms. CPs have very divergent modes of
disbursement. CP disbursements differ mainly with regard to the level of
fixed and variable tranches of the respective disbursement and how they are
linked to the PAF. This divergence of disbursement mechanisms adds to the
differences in understanding the Underlying Principles and the PAF indica-
tors. Altogether they show that some CPs attach more importance to the
predictability of BS funding while others attach more weight to a perform-
ance-based approach in which disbursements are made against an assess-
ment of ex ante and jointly defined performance criteria. These diverse dis-
bursement mechanisms make it more difficult to send a coherent signal to
the GRZ about the relative priorities of the CPs.

Above and beyond incoherency with regard to the PAF and the related dis-
bursement mechanisms, there have been different understandings among
the CPs about violations of the Underlying Principles. This became espe-
cially manifest in 2009 and 2010, when the General Auditor’s office found
evidence of a misappropriation of funds and fraud by members of the pub-
lic sector in two strategic sectors (Health & probably Roads/Transporta-
tion). On the one hand, the PRBS group at the official level was — until now
— able to respond almost uniformly to this challenge. By temporarily sus-
pending further disbursements for Budget Support and by jointly initiating
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a high level dialogue on the Underlying Principles of BS as stipulated in the
PRBS MoU, CPs were able to signal their unease about the misappropria-
tion of funds in the health sector and the overall slow pace of reforms. Some
reform steps — such as the approval of the Decentralization Implementation
Plan and - to a lesser degree - the Reform of the Budgetary Calendar — can
be at least partly attributed to this dialogue during times of discomfort
(2009).

These dynamics were mainly caused by two counteracting effects:

On one hand, the CPs' expression of discomfort with overall governance
performance, along with reflections on their part about suspending BS, had
a signalling effect. This signalling effect was especially relevant in the sec-
ond half of the political cycle, given GRZ’s rising concern about losing the
general elections in 2011. In this regard, a joint suspension of disburse-
ments would have been viewed by the critical press, civil society and by the
opposition as evidence for the government’s weak performance. Moreover,
BS funding still plays an important role in given the government’s fiscal
leeway, making the weight of the funding dimension of PRBS in Zambia
politically important.

On the other hand, however, this leverage effect was limited because of the
remaining fragility of the harmonized approach. While uniformly signalling
concern to the GRZ during the 2009 health scandal, the subsequent actions
of individual CPs partly differed. While Sweden and the Netherlands con-
sidered suspending BS at least temporarily, and Sweden in fact did tem-
porarily withdraw from the consensus not to suspend BS, the EU decided to
continue its disbursements, and one CP even augmented its disbursements
during the course of events. This highlights the ongoing collective action
problems within the PRBS group. Therefore, while the recent misappropri-
ation scandals have been accompanied by substantial efforts of CPs to
maintain a harmonized approach, the same events have also highlighted
frictions among CPs in providing PRBS.

Joint knowledge management: Related to different interpretations among
CPs about how to craft and implement conditionality and disbursement
mechanisms, the potential for joint knowledge management including joint
monitoring and learning has received too little attention. While the CPs
have made substantial progress in systematic information exchange and
have provided an institutionalised dialogue structure for such exchange,
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joint knowledge management has been weak - a fact that has undermined
the quality of the dialogue process. Overall, more than ten bilateral and
multilateral CPs have been directly or indirectly involved in providing
PRBS to the GRZ. Yet almost no resources have been spent to set up a com-
mon information basis for long-term-oriented assessment of the PRBS
progress. Instead, relevant information such as that contained in budget
analyses, sector assessments, and disbursement activities has been mostly
disseminated on an ad hoc basis and has been widely dispersed among CPs.
This situation has caused a huge duplication of work by individual CPs and
the GRZ and obstructs a more efficient use of invested human capital.
Given the high turnover of staff amongst the CPs, the absence of a perma-
nent “PRBS secretariat” has further threatened the institutional memory, the
depth of understanding of the issues at hand, and consistency in the dia-
logue. The absence of a permanent “PRBS secretariat” responsible for joint
knowledge management can be seen as a significant roadblock to the estab-
lishment of a more solid, fact-based dialogue process. Interestingly, the CPs
so far have rejected proposals by the GRZ for establishing a more effective
aid coordination entity that could provide strategic overview information
not only on the overall PRBS process but also on individual donor activi-
ties. In this regard, it is also worth mentioning that the present endeavour of
jointly evaluating the instrument’s effectiveness in recent years has been
paralleled by uncoordinated ad hoc evaluations and assessments on the part
of individual CPs. These parallel evaluations and assessments have created
an additional administrative burden for the GRZ.

Mutual accountability: Given the weakness of a common, strategically ori-
ented monitoring system and the divergence of perspectives on crucial ele-
ments of a joint incentive system for guiding the PRBS process, the CPs
have also been rather reluctant to engage actively in a process that aims at
providing joint accountability for their support.

In this regard, the CPs have responded in a lukewarm manner to several
efforts by the GRZ to generate more transparency in the overall assistance
activities undertaken by the international donor community. The CPs have
rejected demands from MFNP to list all (off- and on-budget) aid activities
according to several criteria (volume, disbursement, mode of delivery, etc.)
and to make this information public. This rejection was based on the argu-
ment, that the criteria established by the MFNP were not optimal and would
create too many transaction costs. Another somewhat informal argument
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was that several CPs did not want to explicitly reveal the amount of their
concrete support to civil society groups. While these arguments may not have
been without substance, the CPs nevertheless did not follow up on the GRZ’s
initiatives and did not attempt to offer an improved initiative by themselves.

A similar reluctance on the part of the CPs to facilitate the GRZ’s efforts to
improve its capacities for aid management effectively characterised the
final preparation of Zambia’s Aid Policy and Strategy, an aspect that seri-
ously compromised the establishment and strengthening of an effective dia-
logue architecture in the country. For example, during the development of
the Aid Policy and Strategy, considerable time was spent on the preparation
of two important chapters, namely (a) Framework for Implementation of Aid
Policy; and (b) Aid Coordination Framework. These chapters were removed
from the final Aid Policy and Strategy document at the insistence of the two
CP representatives who sat in on the meetings of the Reference Group (the
body chaired by the ETC Director which superintended the development of
the Aid Policy and Strategy). The position of the CPs was that the two chap-
ters should be ‘revisited’ after the Policy was approved by Cabinet. Such a
‘re-visitation” never took place, and the Aid Policy and Strategy was
approved by Cabinet in May 2007.

A positive move was made recently in Zambia to address some of these
aspects. It was decided at the time of the formulation of the PAF for 2007-
2009 that a number of indicators for assessing the nine PRBS Cooperating
Partners in their provision of budget support should be included. Three indi-
cators specifically dealt with the proportion of ODA given as budget sup-
port, the amount of PRBS disbursed as a percentage of commitment, and
the average delay. Not surprisingly, the overall picture reveals a high degree
of heterogeneity among the CPs. In combination with the rejection of sev-
eral GRZ initiatives for making aid flows more transparent and establishing
a joint coordination and monitoring system, the strategic heterogeneity
among CPs has tended to exacerbate the GRZ’s weaknesses in coordinating
and aligning foreign assistance rather than helping to overcome them.

6.3  Root causes of harmonization and alignment
deficiencies

As this evaluation has shown, the process of giving BS to GRZ has pro-
duced some significant progress with regard to building common incentives
systems, information exchange and dialogue structures.
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This progress is important because harmonization is required for effectively
implementing BS in Zambia (and elsewhere). However, the analysis has
also shown that this progress has not been sufficient to cope with the spe-
cific challenges of the political context in Zambia and that harmonization,
alignment and mutual accountability have been plagued with continuous
deficiencies. The absence of a long-term oriented joint strategy and the
resulting ad hoc dialogue on important issues tends to create unpredictabil-
ity for both the CPs and the GRZ. Moreover, disagreement about the con-
tents of the PAF and the relative importance of the Underlying Principles
makes it difficult for the CPs to send clear signals about their overall prior-
ities, thereby undermining a more thorough policy dialogue with the part-
ner. Finally, the rather opaque and sometimes ad hoc structure of the PAF
creates a predictability problem for the respective partner, stands in contrast
with the principle of mutual accountability, and undermines the already
limited capacities for the GRZ for alignment. Taken together, these prob-
lems impose a burden on any attempt to carry out a strategically oriented
policy dialogue; they reduce the predictability of reactions of the PRBS
group vis-a-vis the GRZ, and they diminish the potential leverage of BS for
promoting policy reforms oriented towards poverty reduction, increased
governance effectiveness of the administration, and democratic accounta-
bility. The following paragraphs provide an explanation for this finding and
argue that there have been mainly two interrelated root causes for the above-
mentioned insufficiencies.

1) First, the CPs continue to have different understandings about the hier-
archies of the two strategic goals embedded in the intervention logic of
BS, namely the goal of funding for poverty reduction and the goal of pro-
moting deep-reaching institutional reforms.

2) Second, harmonization efforts by local aid agencies have been repeat-
edly disturbed by specific interventions on the part of various national CP
headquarters, which have responded more to political necessities in the
respective donor countries than to harmonization requirements in the recip-
ient countries.

Ad 1): According to one possible interpretation, BS is primarily an instru-
ment for channelling resources through a recipient country’s budget into
sectors that are most relevant for poverty reduction in order to more effec-
tively and efficiently finance policies for poverty reduction. Alternatively,
BS can also be primarily interpreted as a set of incentives combining finan-
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cial and non-financial components that can promote deeply rooted institu-
tional change towards transparency and democratic accountability. While
the common intervention logic assumes that both goals can be mutually
reinforcing, this parallel achievement is not a given. Especially in times of
crisis, CPs will have to rank the relative importance of these two goals in
order to decide whether to continue with disbursements or not. As the case
of Zambia shows, this potential conflict of interest has been existent but has
not been made explicit. The relative priority given to governance promotion
as opposed to financing poverty alleviation has differed among the CPs and
has complicated a joint approach of the CPs in the dialogue process.

The differences in goal priorities also partly explain why for instance Sweden
temporarily suspended BS in 2009 while the EU increased its disbursements
significantly through its V-Flex mechanism around the same time. It also
explains why different CPs have given different importance to the UPs. For
some, these underlying principles — referring to the general reform process
and governance context — are the most important part of a de facto condi-
tionality. For those CPs that give high priority to governance promotion, every
disbursement has at least implicitly to be made against an assessment of these
principles. For those CPs, indicators of the PAF play only a supplementary
role, while the fulfilment of the Underlying Principle is a key factor in trig-
gering disbursements. For others, the relative priority of Underlying Princi-
ples and PAF indicators is just the opposite. For instance, the EU also regards
BS as a “dynamic” instrument that can be implemented in countries with rel-
atively weak governance structures because the instrument is assumed to be
apt for improving those weaknesses. This interpretation can easily conflict
with the interpretation of several bilateral donors such as Germany and Swe-
den. The latter CPs perceive budget support only as a suitable aid instrument
for countries which have already reached a certain level of political trans-
parency and accountability. These different interpretations of the instrument’s
intervention logic also partly explain the still fragmented analytical mecha-
nisms. Individual CPs prefer to define the concrete terms for analysis accord-
ing to their specific interpretations of the instruments’ intervention logic,
which is not necessarily identical with that of other CPs. As one representa-
tive of a bilateral aid agency has put it, the core problem is straightforward (as
was confirmed in several other interviews):

“We have different constituencies, different incentives and do respond to dif-
ferent political masters back home. | get demoted when | overlook a corrup-
tion scandal; others get promoted when they meet their disbursement targets.”
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Ad 2): The prior citation points not only to different priorities with regard
to strategic goals related to BS but also provides us with the central expla-
nation for why these different interpretations exist. While the principles of
the Paris Agenda and intervention logic points to the necessity of harmo-
nized and aligned interventions in order to counter the negative effects of
donor fragmentation, the individual actions of particular CPs with regard to
their BS- related activities in Zambia are driven primarily by domestic con-
siderations. The Zambian experience suggests at least that when the align-
ment capacities of the recipient country are weak, the impact of the politi-
cal constellation back home is very high.

When harmonization and alignment became prominent guiding principles
in the first half of the past decade, many CPs embarked upon BS as an
instrument that promised to deliver the desired degree of harmonization and
alignment. In what might be called the "first generation" of harmonization
the CPs put emphasis on establishing dialogue, harmonization and align-
ment structures in the respective partner countries in order to organize a
more coordinated way of delivering BS. Zambia represents this approach
and has had some success in establishing the organizational structures that
would have enabled CPs to enter a harmonized dialogue and funding strat-
egy. Yet, these structures established by the PRBS group in cooperation with
the GRZ have been frequently undermined by standards, procedures and
interference originating from the different CP headquarters and their
respective political constituencies. Since local officials from aid agencies
have to respond to their headquarters’ demands, they will eventually intro-
duce a plurality of interests into both the local dialogue and the harmoniza-
tion structures, thereby substantially reducing the collective action capaci-
ties of the PRBS group. In the Zambian case, this challenge became evident
with regard to several aspects.

The differences already described in prioritizing poverty alleviation and
governance reforms are often a function of different interests and constel-
lations in the respective donor countries. In countries in which parliaments
and oversight institutions have shown a higher level of scepticism with
regard to the instrument of budget support, the national headquarters have
become more sensitive to questions of corruption and potential misappro-
priation of funds. Accordingly, they tend to give more weight to the Under-
lying Principles and prefer performance-oriented disbursements to pre-
dictability in disbursements. Consequently, attempts to establish a harmo-
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nized approach within the PRBS group in Zambia have also been a function
of different political constellations in the respective donor countries, and
domestic political changes have had an impact on the level of heterogene-
ity within the PRBS group. For instance, recent government changes in sev-
eral European countries, such as the Netherlands, the U.K., and Germany
were accompanied by different perceptions of BS as an adequate instrument
of development cooperation. When aid managers on the ground in Lusaka
had to respond to the — democratically legitimized — political changes in
their home countries, they found themselves in a difficult situation. While
they were expected to jointly implement a harmonized and aligned
approach, they were at the same time receiving orders from headquarters
that could easily change over time due to alterations in the political situa-
tion at home. Again, the impact of the resulting volatility and heterogeneity
on harmonization and alignment tends to increase inversely to the weakness
of the recipient governments in aligning the CPs to their respective gover-
nance priorities.

Given these circumstances, one can interpret it as a relative success that
CPs on the ground have managed to maintain a certain level of harmoniza-
tion during the last two years. However, this will continue only if the dif-
ferent agency headquarters, i.e. their constituencies and oversight institu-
tions, embark on a second generation of harmonization efforts; only then
will the problems of incoherent disbursement mechanisms, the overloaded
PAF, and differences about the hierarchy of objectives be reduced to a level
at which BS in Zambia will develop its full potential. This of course is the
political dimension of harmonization and alignment, which often remains
escapes consideration.
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