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Issues Paper Aid Effectiveness: 

Use of Country Systems- an EU-approach 
1.1 Introduction
"It is essential to make the fullest use of partner country systems in order to make administration of aid less burdensome for partner countries, to harmonise donor approaches at country level and align to national policies, procedures and systems. The use of country systems will lead to the strengthening of these systems and this process should be supported by donors. The choice of aid modalities should reduce transaction costs and strengthen country ownership". (Guidelines for the participation of the EU to the III High Level Forum on Aid Effectiveness)
The commitments in the Paris Declaration (PD) and the Accra Agenda for Action (AAA) include increased alignment of aid with partner country priorities, systems and procedures. The Paris Declaration goal for alignment is that by 2010 “Donors base their overall support on partner countries’ national development strategies, institutions and procedures” 
 In Accra the donors agreed to use country systems as the first option for aid programmes in support of activities managed by the public sector and to aim to channel 50% or more of government‐to‐government assistance through country fiduciary systems, including by increasing the percentage of assistance provided through programme based approaches in addition to the Paris Declaration commitment to provide 66% of aid as programme‐based approaches. Furthermore the AAA obliges donors to "immediately start working on and sharing transparent plans for undertaking their Paris commitments on using country systems in all forms of development assistance; provide staff guidance on how these systems can be used; and ensure that internal incentives encourage their use". These plans were to be finalised as a matter of urgency. 
The EU has already agreed in the European Consensus to align with partner countries’ systems and procedures. 

The overall objective of use of country systems is to ensure country ownership and to support the development and strengthening of partner country systems. This requires that donors respect, support and develop the democratic institutions and processes of the partner countries. By using country systems donors support ownership and contribute to strengthening the performance of public administration. 
The political commitment to increase the use of systems as the systems are strengthened is however not delivered on
. Despite that 36% of the countries in the 2008 OECD/DAC Monitoring Survey of the Paris Declaration have improved the quality of their PFM systems there has been little general improvement of use of country systems 2005-2007. Use of PFM systems has only progressed from 40% to 45% and use of procurement systems from 39% to 43%.
 . 

Building on experience and existing good practices this paper provides for guidance for EU donors to increase their use of country systems. 
1.2. Use of country systems: Guiding principles
Guiding Principle 1 – Full alignment to country systems as the first option 
It is essential to make the fullest use of partner country systems in order to make administration of aid less burdensome for partner countries and strengthen ownership and country systems. Full alignment implies using all of the dimensions described below. In line with the AAA, donors are required to transparently state the reasons when country systems are not being used.
Proposed EU measures:
EU donors commit to: 
- fully align to country systems as the first option in support of activities managed by the public sector irrespective of aid modality.
- review the design of aid instruments from the perspective of aligning and integrating with country systems. 

- present transparently every year in the Monterrey Questionnaire, a summary analysis on deviations from the use of country systems. The summary of responses will be discussed at technical level and at Council. EU donors will regularly review their aid portfolio in this perspective. 

- support the establishment of fora in the developing countries, where use and/or non-use of country systems would be subject of transparent annual discussions. These fora should preferably be integrated in existing joint consultative mechanisms   

Guiding principle 2 – Use of the partners’ result and planning cycle as the starting point
Development assistance that fails to align to a partner’s planning cycle risks undermining coherent planning, budgeting and monitoring of results – and thereby hampers achievement of results.  Donors should as far as possible align their own consultations and planning processes with the timetable and fora provided by the partner country. When these exist and are functional, donors should avoid having separate consultation mechanisms. The mechanisms created for implementing of the Cotonou agreement and the Community instruments for aid will continue and provide an opportunity to harmonise donor action. 
Proposed EU measure:
EU donors commit to:

- reduce earmarking and promote priority issues primarily through engagement in dialogue rather than through earmarking of funds. 
- use the partner’s results analysis and planning cycle as the point of departure for all work and dialogue
 harmonise as much as possible their consultative and planning processes and especially avoid creating additional mechanisms to this end
Guiding Principle 3 – On plan, on budget, and on parliament as minimum requirement for all aid 
Full alignment is the first option. However, in several partner countries, full use of country systems, will not be possible. While aiming at full alignment - gradualist approaches may be necessary. Alignment on plan, on budget and on parliament does not imply actual use of country systems, however this partial alignment implies improved predictability and makes medium-term planning easier and more effective for the partner country. 
In the following, different dimensions of use of country systems are highlighted:
On plan: Programme and project aid is integrated into spending agencies’ strategic planning and supporting documentation for policy intentions behind the budget submissions. 
On budget: External financing, including programme and project financing, and its intended use, are reported in the budget documentation.
On parliament: External financing is included in the revenue and appropriations approved by parliament.
On treasury: External financing is disbursed into the main revenue funds of the government and managed through government’s systems.
On procurement: Externally-financed procurement follows the government’s standard procurement procedures.
On accounting: External financing is recorded and accounted for in the government’s accounting systems, in line with the government’s classification system.
On audit: External financing is audited by the government’s auditing system.
On report: External financing is included in ex post reports by government. 

Proposed EU measures: 

EU donors commit to: 

- –make all support of activities managed by the public sector, irrespective of aid modality, on plan, on budget and on parliament , where this is made possible by the partner country  
- in addition to reporting to DAC, to provide aid flow information that is aligned with the government fiscal year, the government planning and budget calendar, and government budget classifications.
On budget task force Mozambique

The Government of Mozambique has together with donor partners been working on increasing the use of country systems. A specific on-budget task force was established in 2005 with the purpose of increasing the volume of aid reported in the budget and channelled through the government’s treasury system. A single treasury account (STA) has been created and donor agencies have agreed to disburse at least 60 % of its development assistance through the STA by 2009. The Ministry of Finance has also developed detailed guidelines for donors on how to disburse aid and fully integrate the aid flows into the planning and budget formulation cycle and how to use the STA. Furthermore, the government has organised “trial sessions” on how the STA operates. 
Guiding principle 4 – Increased use of country systems for project support

According to the 2008 Paris Survey 66% of the use of country systems is in the form of budget support, while 34% is non-budget support. Budget support uses country systems by default, and different forms of programme-based approaches (PBA) should include efforts to use country systems. Financing projects differs substantially from budget support/PBAs, and involves usually stricter regulation and tracking of financial flows. . Thus, a key challenge lies in adapting regulations to make increased use of country systems for project support.  
Support to Rural Energy Agency in Tanzania 
Earlier, Sida always used its own procurement guidelines and executed disbursements directly to consultants and contractors even if they were contracted by a partner country,. In new agreements, the approach has changed and country systems are used to the extent found possible with some risk management components included. Taking the agreement for the support to the Rural Energy Agency (REA) in Tanzania as an example, the major changes are that:

* Tanzania procurement regulations are used. 

* Funds from Sida are paid via the treasury to the REA special account.

* REA is in full control of the funds and pays any consultants’ invoices.   


The risk management strategy includes:

* Procurement support to REA, and select steps in the procurement subject to Sida’s no-objection. 

* Six month disbursement plan included in REA’s disbursement request to Sida, and against which Sida makes funds available to REA through the treasury. 

* Annual audit reports on the REA account including management letter from the Auditor General, and a management response from REA.

The advantages are: Less micro-management by the donor. More control to REA and thereby possibility to execute ownership.
The European Commission intends to set up a framework to measure compliance of country systems for project support using some of the key-criteria set out in the Financial Regulation and its Implementing rules of the EC-budget. This framework could provide a first step towards a European system for use of country systems in project support through the recognition by EU-donors of positive assessments of compliance to these criteria. The criteria used for this framework should however not create a condition to withdraw or to create an impediment to any EU-donor to go further in their use of country systems. Neither will it interfere with other processes on promoting the use of budget support or use of country systems through other aid modalities.  

Proposed EU measures:
EU donors commit to: 

- increase their efforts to use country systems for project support. 
-remove hinders (such as internal regulations) and obstacles for increased use of country systems for project support both at Member State and Community level
- harmonise approaches on use of country systems for project support, for example by recognising each others assessments of the systems when they fulfil their criteria (for the EC this means the criteria of the prevailing financial regulations)

-specifically monitor the use of country systems for project support and set 
appropriate targets on country level
- engage with partner countries to build up approaches, specify good donor practices and standard government procedures for how to use country systems for no

Guiding principle 5 – Developmental  risks from not using partner country systems will be given increased attention

By not using country systems donors undermine the partner country government’s possibility to have a comprehensive budget and to be transparent and accountable.  

Progress in use of country systems is hampered by insufficient attention to risks of not using system in terms of advancing development outcomes. Reputational and fiduciary risk needs to be weighted against developmental risks of non alignment. 
Decisions by EU donors on use of country systems should be guided by long-term results (development effects). EU donors should attach  increased importance to developmental risks, i.e. the risk that development results will not be achieved, in the decisions on use or non-use of country systems.  
Only by using the country systems can donors make it possible for partner country governments to adhere to good public financial management (PFM) principles:

1. Comprehensiveness; budgets include all revenues and expenditures to enable government to follow good macroeconomic management and promote allocative efficiency.

2. Fiscal transparency; 

3. Accountability; decisions and their basis, results and costs are accessible, clear and communicated to the wider community, so that decision-makers are held responsible. 

Example

Illustration/pie chart on fiduciary and developmental risks 
Proposed EU measures:
EU donors commit to: 

- balance assessments of short-term fiduciary risks with assessments of longer term benefits and risks of not using country systems. Existing assessment instruments of country systems should be complemented with an approach to assess developmental risks 
- review their policies and practices on addressing risks and seek to rectify any intentional or unintentional biases against the use of country systems. 

Guiding principle 6 – Create internal incentives, promote joint training and address other factors that hinder use of country systems, including review of administrative and legal impediments to use of country systems 
Studies of the use of country systems show an in-built bias against the use of country systems on the part of the donors, because of the perceived corruption and fiduciary risks, the pressures to disburse funds rapidly, the demand for short-term results, and the demand for control. As a result donors have failed to stand by their commitment to increase the use of country systems as partner countries improve their systems of public financial management. Other factors seem to determine the decision to use country systems. It is critical that donors explore how such hampering factors can be addressed. 
Studies also point to the importance of understanding the systems to be able to make informed and effective decisions on the use of country systems. Thus, training is of the essence, and joint programmes in this regard would be a natural next step.  

Example

Ex. Sidas goal setting exercise on aid effectiveness for country teams 
Proposed EU measures:
EU donors commit to:

- identify and address internal incentives and other factors that work against the use of country systems. 
- develop joint training in head quarters and in partner countries on the use of country systems. 

- initiate a dialogue with their respective parliaments and national audit offices on the use of country systems, its implications and benefits, with a view of addressing possible bottlenecks for the use of country systems
Guiding principle 7  - Increased efforts to promote tripartite arrangements while using partner country systems
The role of tripartite arrangements or triangular cooperation was highlighted in AAA (para 19 b). The EU has many interesting experiences in this regard, where former transition economies contribute their expertise and experience in technical cooperation on for example the transition process. To base tripartite arrangements on increased use of country systems could add value for tripartite arrangements since many transitional countries have recent experiences from system reforms. 
Proposed EU measures:
EU donors commit to

- increase opportunities for trilateral partnerships, while recognizing the importance of ownership and use of country systems. 
Guiding principle 8 – Jointly communicate the commitments to use country systems and its benefits

Reputational risk is a real factor affecting donor decision to use country systems and is closely linked to perceptions among domestic constituencies. 
Proposed EU measures:
EU donors could commit to:
- mitigate reputational risk by jointly communicating with domestic constituencies on the commitments to use country systems and its benefits as well as the risks of not using them.

- formulate joint communications strategies on the use of country systems, based on lessons learnt and sharing experiences

- identify and present examples of use of country systems and the resulting benefits to the Council in 2010. 

-  initiate a dialogue with their respective parliaments and national audit offices on the use of country systems, its implications and benefits.
Guiding principle 9 – Joint assessments of quality of systems 
In the Accra Agenda for Action the developing countries and donors agreed to "jointly assess the quality of country systems in a country-led process using mutually agreed diagnostic tools." The Council conclusions on "Support to Democratic Governance- Towards an enhanced EU Framework" (May 2009) invites the Commission and the Member States to "strengthen their cooperation in line with the principles of aid effectiveness and to further deepen the work on developing shared analyses, joint assessment and monitoring tools, harmonized dialogues and common programming frameworks". 

A range of different assessment frameworks have been in use for measuring and monitoring performance in public financial management (PFM). For the sake of consistency and comparability the CPIA (Country Policy and Institutional Assessment) scale should continue to be used until the IV High Level Forum on Aid effectiveness as an indicator for the Paris Declaration targets. 
The Public Expenditure and Financial Accountability (PEFA) PFM Performance Measurement Framework assesses the performance of PFM systems against standardised, transparent and objective criteria. The PEFA framework provides a common pool of information and its full potential should be jointly and transparently be taken advantage of in promoting the use of country systems, notably budget support. 
Other PFM diagnostic tools, such as the OECD-DAC procurement assessment indicators, with different objectives and scope are to be used in a complementary manner for a more holistic assessment of country systems.
Developing countries should be encouraged to establish multi-year partner country-led programmes of diagnostic work in order to enhance their leadership over the assessments of their own country systems, provide for time-series data and ensure that donors do not overburden country officials with duplicative diagnostic work. Regular dialogue between the partner country and donors would strengthen trust in the appropriateness of the programme and the quality of the results of self assessments/joint assessments. 

Proposed EU measures:
EU donors commit to: 

- adopt the Public Expenditure and Financial Accountability (PEFA)  PFM Performance Measurement Framework as its instrument of preference in assessing the quality of PFM. 
- encourage its further use and development by developing countries and donors
- use existing common pools of information and share diagnostics in a transparent way
- support developing countries to establish multi-year partner country-led programmes of diagnostic work
Guiding principle 10 – Support broad country ownership

The importance of involving national assemblies, parliaments and local authorities and of building the capacity of non-state actors to strengthen their voice in the development process, is acknowledged in the European Consensus. 
The purpose with using country systems is to support ownership and to strengthen the systems. However, for systems to be sustainably strengthened there needs to be a demand for strong systems from the society through parliament, civil society and media. 

Example

In Zambia the development partners complement the general budget support with support to capacity development programmes directed both to government and to non-government institutions and organisations. In the latter case, support is for example given to develop the capacity of the Parliament to play its oversight role, as well as to the Auditor General whose capacity has been considerably strengthened. To further improve accountability and participation, support is also channelled to civil society organisations which are active in the formulation and monitoring of the national poverty reduction strategy through inter alia public expenditure tracking surveys. Via an umbrella organisation civil society participates in the budget support reviews along with members of parliament.  Specific support is also given to civil society to develop their capacity for budget analysis.
Proposed EU measures:
EU donors reaffirm the importance of broad country ownership and reaffirm the commitment to, along side using country systems, include and support parliaments, local governments, civil society actors and media in their capacity as dialogue partners to the government and equally in their oversight roles. 
EU donors commit to: 

- encourage discussions in partner countries on the use and tracking of development finances 
- support parliaments' role in the budget process in partner countries by strengthening their capacity, improving the accessibility and transparency of the budget documentation and supporting the engagement of  parliaments in the discussions on development finance. 
- support civil society actors’ efforts to hold governments accountable for public expenditure. 

� Definition in the Paris Declaration §16. 


� Use of country systems is measured through the PD indicator 5a (percentage of donors and aid flows that use PFM systems), PD indicator 5b (percentage of donors and of aid flows that use partner country procurement systems). PFM systems are monitored with the three components: budget execution; national financial reporting; and national auditing requirements�. 








� According to the 2008 DAC Monitoring Survey





