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Abstract
At the end of the 1990s General Budget Support (GBS) gained currency as an aid modality per excellence in facilitating aid effectiveness in ensuring development and reducing poverty in low income countries that were dependent on aid. This development culminated in the Paris Declaration on Aid Effectiveness which emphasized the need to harmonize donor policies and procedures such as arrangements for financing, disbursements and monitoring and evaluation, and to reduce aid transaction cost by eliminating duplicative missions and diagnostic reviews of aid programmes. This paper attempts to investigate the extent to which the MDBS has been able to ensure aid effectiveness by harmonizing donor policies and procedures and by reducing aid transaction costs.
Relevance to Development Studies
This paper draws from and locates itself in the contemporary debate on international aid architecture following from Paris Declaration in 2005, the Accra Agenda for Action in 2008 and the Busan Forum for Partnership in 2011 and attempting an evaluation of one of the aid modalities in the recent dominant thinking in ensuring aid effectiveness – general budget support – in the contest of aid effectiveness in poverty reduction and economic growth.
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Chapter 1 
Introduction
Foreign aid serves as an important source of revenue in many developing countries. Donors and recipient countries have committed themselves to improving the way aid is planned, disbursed, managed and utilized in order to ensure that it has the greatest impact on economic growth and development and also facilitate the achievement of the MDGs. A World Bank study published in 1998 on fifty most aid-dependent countries cited by Quartey (2005) observed that, the mean value of aid as a share of central government expenditure for the period 1975–1995 was 53.8 per cent. This raised the question of whether this huge amount of money has been applied effectively. If not, there was the need to consider how to make aid more effective (Quartey, P., 2005: 1082).
Studies showed that the aid delivery system – with its wide array of donor requirements and processes of preparing, delivering, and monitoring development assistance – was considered to generate unproductive transaction costs and strain the resources of partner countries. Also in many instances, the donors’ practices with these individual projects did not match recipient countries’ development priorities or systems, particularly in terms of budget, programme, and project-planning cycles as well as public financial management systems. According to him it was considered necessary to harmonize donor procedures to reduce transactions costs for recipient countries and to align donor programmes with nationally owned development strategies, as manifest in the Poverty Reduction Strategy Papers (PRSP) and similar documents (Knoll, M., 2008: 2).
This change in paradigm in development assistance in the late 1990s focusing on principles of ownership, alignment and harmonization resulted in Ghana and some of its development partners’ formulation of the Multi-Donor Budget Support (MDBS) framework in 2003 to ensure that the fungibility of aid resources is reduced and its effectiveness enhanced. Three years after its implementation an evaluation report of the program noted among others that, “the original goal of reducing Government transactions costs has been neglected” (ODI & CDD, 2007). Since 2006 the share of MDBS funds as a percentage of the total ODA to Ghana has witnessed a decline from 33.02% in 2006 to 20.12% in 2011 except for the 2009 as depicted in figure 1.1 below. 
Furthermore with Ghana’s growth prospects lately, substantial new oil revenues, its middle-income country status and current profile of external assistance - the increasing role of non-OECD donors – the Government of Ghana (GoG) recognizes as noted by the Special Adviser to the Minister of Finance and Economic Planning in his statement at the 2012 MDBS Retreat that some of Ghana’s development partners may wish to change the mix of their support instruments, with the grant element reducing and the commercial export credits increasing. He also noted that it is also possible for others to think of changing the type of the ODA itself, with a possible shift from general budget support to a wide range of sectors and towards the support of a kind more suitable for a middle-income country (Special Adviser 2012: 16). 
These notwithstanding, GoG has opted for the MDBS framework as its preferred modality of aid delivery in the Ghana Aid Policy and Strategy document, government’s official document which provides guidelines and procedures for the sourcing and utilization of aid towards supporting the objective of attaining the Millennium Development Goals (MoFEP, 2010). This position was reiterated by the Special Adviser to the Minister of Finance and Economic Planning in his statement at the 2012 MDBS Retreat that ‘General budget support will continue to remain important and the most preferred modality for the delivery of aid’ in Ghana (Special Adviser 2012: 16).
1.1 Objectives of Research

The objective of this study is to ascertain the arguments supporting MDBS as a preferred modality for the sourcing and utilization of aid towards supporting the objective of attaining the Millennium Development Goals (MDGs). In view of this, I will also investigate the extent to which the policies and practices of MDBS framework has lead to greater country ownership, alignment and donor harmonization which results in reduction in transaction costs to recipient governments as per the OECD DAC criteria in achieving country ownership, alignment and donor harmonization for the government of Ghana between 2007 and 2011.

The will also serve as knowledge addition to the subject of general budget support which was considered the aid modality par excellence making aid more effective by fostering ownership, alignment and donor harmonization which will result in reduction of transaction costs to recipients through institutional reform. 
1.2 Research Question

1. What is the policy theory underling the MDBS framework?

2. What are the arguments supporting the choice of MDBS as the preferred option for aid delivery in Ghana?
3. Has the MDBS program achieve its main objective of harmonizing donor policies and procedures and minimize aid transaction costs for Government of Ghana for the period 2007 to 2011 and to what extent has this been done?

Sub research question
a) To what extent has the MDBS program achieve its objective of ensuring country ownership of development programs and alignment of donor strategies to country systems and processes under the MDBs framework in Ghana for the period 2007 to 2011?

b) To what extent has the MDBS program achieve its objective of ensuring harmonization of donor policies and procedures and of minimizing aid transaction costs for the Government of Ghana for the period 2007 to 2011?
1.3 Justification
The middle-income country status, current profile of external assistance to Ghana, substantial oil revenues, the growth prospects and the implications for the country’s differently evolving requirements for development has brought about some level of uncertainty about the future role of the MDBS framework in Ghana. It is therefore important for studies to be conducted to ascertain the extent to which the framework has been able to achieve its main objective of harmonizing donor policies and procedures in order to reduce the transaction cost associated with aid delivery and also find out why Government has opted for MDBS as its preferred aid modality even though the share of MDBS funds in relation to the total aid inflows is declining and also one Development Partner (DP) (the Netherlands) has pulled out of the group, citing domestic fiscal pressures.
Furthermore, undertaking this research will result in addition of knowledge on the subject of general budget support which was considered the aid modality par excellence to foster ownership and more effective aid through institutional reform. 
According to Stefan Koeberle, S. and Stavreski, Z., (2006) several bilateral donors distinguish between two types of non project aid that they refer to as direct budget support and these are General Budget Support and Sector Budget Support. The bilateral Sector budget support is usually related to a broad area, such as education and health, or a subsector, such as primary health care financing. Sector program assistance supports the implementation of reforms and other actions needed to overcome sector-based development constraints. Additional sector reporting may supplement standard government accounting, although the disbursement is usually based upon government procedures (Koeberle, S. and Stavreski, Z., 2006: 6). A large proportion of Official Development Assistance (ODA) that is received by Ghana is in the form of bilateral sector budget support in areas such as education, health and road infrastructure.   

Koeberle, S. and Stavreski, Z., (2006) argues that most of the expectations linked with budget support relate to general budget support which is non-earmarked funds that are made freely available to recipient countries.(ibid) It is this broader definition of budget support without earmarking that I adopt in this work and define General Budget Support as defined in the OECD DAC guidelines “as a method of financing a partner’s country budget through the 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, 2005)
GBS as a modality for providing development assistant to developing Countries gained momentum in the aid discourse in the late 1990s as a vehicle for making aid more effective in achieving poverty reduction and growth.

Knoll (2008) argues that direct support to central governments’ budgets appeared to offer a series of advantages. Firstly, with untied budget-aid, funds allocation can be in support of national priorities – an important element of the ownership concept. Direct budget funding unlike project aid, makes the recipient government responsible for prioritization, planning and implementation. Secondly, compared to other aid-delivery instruments, donor harmonization is easy to achieve. All Donors need to do is to agree on the conditionality, as well as the reporting, review, monitoring and disbursement procedures. Thirdly, by establishing harmonized conditions, enhances donor’s influence and control over the process. (Knoll, M., 2008, 3)

The underlining assumptions for the success of GBS are that, the public expenditure management of the recipient country is sufficiently transparent, accountable and effective. There are well-defined macroeconomic or sectoral policies in place and the public procurement is open and transparent. Additionally the recipient country is committed to making its PFM systems robust and reliable.
Some literature on GBS portrays it in a debilitating manner indicating that the volatility of budget support funding remains high, undercutting national-budget sustainability with some donors overly reliant on conditionality formulated by the World Bank and IMF, conditionality that is ideologically coloured and often inconsistent with Poverty Reduction Strategy Papers. Some argued that GBS promise of harmonization and alignment is slow and sluggish and complicated by donor concerns over visibility and influence as well as deficiencies in recipient financial management systems, a lack of transparency and weak links between national budgets and poverty-reduction strategies (Knoll, M., 2008: 1). Furthermore GBS resources are associated with fungibility-related risks which make its planning ineffective. For some, it may decrease the incentive for the recipient government to mobilize adequate levels of domestic revenue to finance goods and services and also the resources provided may be used for purposes other than those intended by the (de Kemp et al., 2011: 40).
Conversely, other authors argue that compared to traditional modes of aid delivery, GBS promises greater country ownership, reduced transaction costs, better donor coordination, scaling up of poverty reduction and potentially greater development effectiveness (Koeberle et al., 2006: 31). Accordingly, by breaking up different project managements and their implementation units into government systems, GBS is able to enable significant savings in transactions costs of the aid delivery process. It aims at strengthening local ownership of the development agenda, reduces the proliferation of donor conditionalities, reduces the unpredictability of donor funding and the inconsistency between donor and government budget cycles, harmonizing donor policies and procedures and reduces transaction costs associated with aid delivery in developing countries.

Ghana and its Development Partners (DPs) in 2000 became concerned with making aid more effective and therefore the need to find innovative ways of improving the effectiveness of aid delivery. After considerable deliberation, a group of donors which includes Netherlands, Germany, Denmark, Switzerland, European Commission, United Kingdom, Canada, World Bank and the African Development Bank agreed with the Government of Ghana to use the Multi-Donor Budget Support (MDBS) Programme to support the newly-adopted Ghana Poverty Reduction Strategy (GPRS). The programme’s main aim was to harmonize donors’ policies and procedures in order to minimize transactions costs’ associated with aid delivery for the Government (ODI & CDD-Gh, 2007: 32). 

Aid delivery in Ghana prior to that was associated with various challenges such as:

4. off-budget spending of specific projects by DPs which often distorts the national budget because it’s almost impossible for the government to track these expenditures associated with these projects;

5. Government was faced with an absorptive capacity constraint for project aid where key personnel are attracted away as a result of better pay and other factors associated with project aid not prevalent in the civil service thereby worsening the already poor state of affairs in the civil service;

6. high transactions costs associated with project aid due to the submission of separate reports on a range of donor-funded projects and the numerous meetings between government officials and donors which was time-consuming and significantly add to the cost of aid;

7. lack of country ownership associated with project aid which is generally made up of different projects, funded by different donors and may not support the government’s priorities;

8. Donors’ use of conditionality to influence policy change which undermined local ownership.

(Quartey, P., 2005: 1087-1088).
Quartey, (2005) argued that, for Ghana the estimated price differentials between aid imports and non-aid imports translate into a total cost of at least US$350 million, i.e. an average cost of at least US$40 million per year during the period 1990–1997. He noted that, projects aid is often caught up by high transaction costs because submitting separate reports on a range of donor-funded projects is costly (Quartey, P., 2005: 1087).

These challenges were seen as not making aid delivery effective in achieving its purpose therefore the need for new modalities to ensure the effectiveness of aid delivery in Ghana. According to the ODI & CDD-GH report, the MDBS’ primary objective was ‘the creation of a harmonized mechanism for the disbursement of budget support to assist the implementation of the GPRS’. The objectives of the MDBS according to its Framework Memorandum were ‘to harmonies DP’s policies and procedures in order to minimize transaction costs for GoG’ and also increasing the predictability of donor flows. Additionally it described it as the ‘common basis of support to the implementation of GPRS through the GoG’s budget’ (ODI & CDD, 2007:30 &35)
MDBS created a structure for dialogue between donors and Government, based on twice-yearly discussions, establishing a disbursement schedule linked to the budget cycle and created a common set of benchmarks for judging progress, based on satisfactory management of the macro economy Also a ‘performance payment’ linked to the achievement of defined ‘policy triggers’, which measure progress in key policy and institutional reforms was established (ODI &CDD, 2007: 32). 

It also provided for a Performance Assessment Framework (PAF) which comprises of agreed set of specific targets against which overall progress of the government is assessed. These targets were taken from the national medium term development plan (GPRS). 
ODI &CDD report argued that the MDBS mechanism offered prospect for policy dialogue between GoG and its DPs and also presented opportunities for the improvement of GoG’s own institutions and PFM systems to facilitate poverty reduction.  It also created structures for dialogue on cross-cutting and sectoral policies, helping to generate policy responses to specific concerns and to sustain reform processes (ODI &CDD, 2007: 58).
Table 1 provides a summary of MDBS inflows since 2003.  Over the 2003-2010 period, MDBS disbursements represented on average just under 30% of total development assistance, and just under 10% of total government expenditures. 
Table 1.1
 Total Multi-Donor Budget Support

	
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010
	2011

	Commitments (mn US$)
	281.4
	302.2
	285.3
	372.4
	319.6
	347.9
	601.1
	451.5
	457.7

	Actual disbursements (mn US$)
	277.9
	309.0
	281.9
	312.2
	316.6
	368.1
	525.2
	403.9
	N/A

	MDBS (actual) as % of dev assistance
	30.0%
	26.7%
	29.3%
	33.0%
	26.5%
	25.7%
	34.6%
	23.4%
	-

	MDBS (actual) as % of gov’t expend.
	N/A
	12.7%
	10.2%
	8.3%
	7.7%
	8.3%
	9.3%
	5.5%
	-


Source: MoFEP, GAS (audited accounts), BoG (exchange rates)
1.4 Scope and Limitations
As already given emphasis to, the focus of this paper is about general budget support and its ability in fostering ownership, alignment and harmonization of donor policies and procedures to reduce aid transaction costs. As such, I focus my research on Ghana’s MDBS, a country whose economy has been a beneficiary of ODA as far back as the 1960s and who, like many of the aid dependent developing countries has been implementing programs by the international aid architecture put forward by institutions such as the World Bank and OECD DAC.
These programs find theoretical root in trends in the international aid architecture from traditional project support to ex ante conditionality to a partnership-based approach then to greater emphasis on country ownership, systems, and capacity in the 1990s and a shift from short-term to medium-term reforms. Later to the recognition of the disruptive role of volatile and unpredictable aid to greater selectivity in favour of good performers, to enhanced focus on results, to scaling up and in recent years the growing recognition that the Millennium Development Goals can only be reached if donor countries provide more adequate and predictable resource flows, and if recipient countries demonstrate an effective use of available resources through measurable progress.
The MDBS program was started in 2003 with the signing of a Framework Memorandum (FM) between the Government of Ghana and thirteen (13) of its development partners with the main aim of harmonizing donor policies and to reduce aid transacts costs. The FM describes the common framework for the implementation of grant and loan agreements through the MDBS to support the medium term development plan of GoG. 
For context-driven reasons this paper will be limited to the policy theory of MDBS, arguments in favour of its choice and its objective of ensure harmonization of donor policies and procedures and to reduce transaction cost for GoG (ODI & CDD, 2007) and the issues of alignment and country ownership. 
Research for this paper was conducted during the period of June-August 2012. It is important to qualify that since the research is dealing with one of the objectives of the MDBS, findings and conclusions made do not attempt to justify that the MDBS program is most effective aid modality compared to the other modes of aid delivery in Ghana.
1.5 Methodology

My methodology involves a case study analysis of Ghana’s General Budget Support where the Government of Ghana (GoG) and its leading Donors developed the Multi-Donor Budget Support (MDBS) an aid modality to support Ghana’s Poverty Reduction Strategy (currently GSGDA). The programme’s main objective is to harmonize donors’ policies and procedures in order to minimize transactions costs for the Government of Ghana. 
Ghana’s MDBS has been touted as a success story of GBS but the fact that the share of GBS funds as a percentage of the overall ODA flows to the Country has experience a decline in recent years and also for the Government of Ghana opting for GBS as its preferred option of aid delivery in light of Ghana’s growth prospects, substantial new oil revenues, its middle-income country status, the increasing role of non-OECD donors and the implications for the country’s differently evolving needs for development make it an interesting study. 
My data set is made up of two groups of Officials I interviewed, one group made up of Donor Partners Officials who are part of the MDBS donor group and the other group made up of Government of Ghana Senior Officials in the Ministry of Finance and Economic planning and other line Ministries who are part of the MDBS Secretariat and the Sector Working Groups of the MDBS. 
The first group composed of representatives of six (6) out of the ten current Donor Partners in the MDBS program, these include Denmark, England, Canada, European Commission, Germany and the World Bank. The second group composed of eight (8) senior government officials which includes the coordinator of the MDBS and six (6)  Representatives from the Ministry of Finance and Economic Planning who are pillar leads in various Sector Working Groups and one (1) from a line Ministry who is a representatives in a Sector Working Group in the MDBS framework.

The purpose of the case study analysis therefore, is to examine the extent to which the MDBS mechanism has achieve greater harmonization of donor policies and procedures, minimized aid transaction costs for the Government of Ghana and fostered country ownership and alignment of donor support to national priorities and country systems?
This paper is to undertake a “case oriented” research to ascertain the extent to which assumption underlying the General Budget Support Policy Theory has been achieved by the implementation of the MDBS. In this work comparisons will be made between the policy actions and assumptions under the policy theory and the actual implementation and practice of the MDBS modality as it relates to Ownership, Alignment, Harmonization and reduction in Transaction costs for government. To this end the variables to me measured will be ownership, alignment, harmonization and transaction costs. This will be done by comparing the policy actions being implemented under the MDBS framework with the criteria identified by the Working Party on Aid Effectiveness of the OECD-DAC (WP-EFF) for these variables. Central to this research is looking at the case as an analytical whole and also investigate the policy theory of the MDBS framework and GoG’s arguments in support of its choice of MDBS as its preferred option for aid delivery in the Ghana. 
Challenges in Data Collection
In my data collection I encountered challenges with accessing some of the officials from both the donor and government sides. Also the quantitative data I needed to enable me measure the transaction cost variable was available. I had to rely on the judgement of the officers I interviewed which was the second best option under the circumstance, due to time constraint.  This method has its obvious limitation of not being able to independently access their claims.  My data collection method includes one-on-one semi-structured interviews with donor and government officials and documentary analysis. 
1.6 Organization of the Paper

The main body of this paper will take on three parts. Firstly, I provide a context and evolution of aid delivery framework in Ghana. I examine how traditional modes of aid delivery was associated with high transactions cost thereby making aid not too effective in poverty reduction resulting in the development of a framework memorandum between GoG and its development partners which instituted the MDBS. To be included in this part is the objectives and underlying principles of MDBS in the Framework Memorandum. 
Secondly, I investigate the policy theory of the MDBS framework and argue that the MDBS was instituted as a mechanism to harmonize the disbursement of funds as a leverage by donors through a high level dialogue with GoG to influence the implement of policy actions in the creation of what the international donor community considers a ‘favourable institutional and policy environment’ in facilitating the achievement of the MDGs. Here I also ascertain government’s argument in support of the MDBS as its preferred aid modality.

Thirdly, I compare the OECD DAC WP-EFF criteria for ensuring ownership, alignment and harmonization with the policy actions implemented under the MDBS to examine the extent to which these principles have been achieved under the MDBS and prove that there was an improvement of GoG’s ownership of the overall development agenda specifically at the line ministry level and involvement of CSOs and Parliament has increased. Also there was improvement in aligning donor support to national priorities and use of country systems and institution over the period. Additionally there was increased harmonization of donor policies and procedure and marginal reduction in transaction costs for GoG. I argue that though the process seems to confirm the validity of government’s ownership of the development agenda, the main instrument which is the development document’s guidance seems to be limited due to its broad nature as alluded to by both DPs and government officials. I argue further that this is as a result of GoG trying to please all eleven donors which undermines the ownership principle which the aid architecture seeks to promote.
Chapter 2 Theoretical Framework
In investigating the implementation of the MDBS as a modality to increase aid effectiveness by harmonizing donor policies and procedures, by minimizing aid transaction costs to the government of Ghana, fostering country ownership of development programmes and alignment, this research considers the Policy Theory of General Budget Support and its actual practice. 

The narrative underlining Budget Support discourse is that by transferring funds to a recipient country’s treasury which is managed and spent according to national budgetary regulations and priorities of the country, it will  allow the government to assume responsibility over prioritization, planning, and implementation processes of development programmes aimed at poverty reduction. (OECD, 2006b: 17). Therefore by increasing the amount of unrestricted funding available for programming through the budget, it will generate incentives for partner countries to improve their planning and budgeting systems as a whole. Improvement in partner countries’ planning and budgeting is a critical requirement for the achievement of their development goals thereby resulting in economic development and poverty reduction.  
For donors, by giving up control over how their funds are allocated, they hope to gain a ‘seat at the table’ in development policy dialogue and resource allocation in partner countries, and also a more influential position to help strengthen systems. 
The policy theory of Budget Support is that for developing countries to implement sound policies resulting in economic development and poverty reduction, the key is for them to own the development programmes hence the principle of ownership. The DAC argues that the principle of ownership in the aid discourse implies that development programmes to be implemented in aid programmes need to be based on ‘agreement and commitment from developing country partners, through their own national goals and locally owned strategies’ (DAC, 1996: 9). Hout (2007: 17) noted that according to the DAC ownership also imply that development goals do not only reflect the preference of developing country governments, but are outcomes of civil society involvement.

OECD argues that for aid to be most effective, it needs to act in response to partner countries’ development priorities and be offered in a way that uses and strengthens recipient countries’ own systems and institutions (OECD, 2012: 43). By ensuring that developing countries own the development strategy to be implemented in the aid programme would enable donors to base their overall support on the national development strategies of the developing country, their institutions and procedures which is the principle of alignment (High-Level Forum on Aid Effectiveness, 2005: 3). Once donors are able to align their support to developing country’s strategy, institutions and procedures then it becomes easy to ensure coherence and greater coordination of donors’ policies and procedures a principle for development assistance known as harmonization as formulated  by the DAC in 1996 (DAC, 1996: 14). Hout (2007) noted that harmonization implies that instruments adopted and used in different policy areas should be made to work together that development partners adopt ‘common arrangements at country level for planning, funding (e.g. joint funding arrangement), disbursement, monitoring, evaluating and reporting to government on donor activities and aid flow’ as noted by the High-Level Forum on Aid Effectiveness in 2005 (Hout, 2007: 18). The argument was that the adoption of the principle of harmonization should lead to a quick reduction of transaction costs associated with aid delivery for developing country governments. On the other hand some have questions whether this claim is true, Killick (2004) for instance questioned the effectiveness of the new approach in reducing transaction costs for recipient countries governments. It was also argued that budget support as a modality for aid delivery offered better opportunities for alignment with recipient country’s development objectives under the principle of ownership and lead to donor harmonization more easily which will in turn lead to reduction in transaction costs (Hout, 2007:19).
Figure 2.1 is a very simple diagram to illustrate the Policy Theory of General Budget Support as detailed above:

Figure 2.1
 Policy Theory of General Budget Support
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From the propositions are the following:

1. General Budget Support contributes to the promotion of partner country’s ownership of development strategies and programmes;

2. General Budget Support offers better opportunities for alignment of donor support with recipient country’s development objectives;

3. Once donor’s align their support with recipient’s strategies it becomes easy to harmonize of donor policies and procedures;

4. Harmonization of donors’ policies and procedures will result in a sharp reduction in transaction costs for governments of recipient country. 
2.1 Analytical Framework
The mainstream argument is that budget support as a modality for aid delivery offers better opportunities for alignment with recipient country’s development objectives under the principle of ownership and lead to donor harmonization more easily which will in turn lead to reduction in transaction costs for recipient governments to make aid more effective in achieving its objective of economic development and poverty reduction. 

The question now then is how are these variables of ownership, alignment, harmonization and transaction costs to be measured? Through what analytical framework do we ascertain the extent to which the MDBS framework has been able to achieve these variables mentioned above? Robrecht Renard (2006) argues that in contributing to the growing consensus on the new modality for aid delivery the Development Assistance Committee (DAC) of the OECD clarified and operationalised the notions of ownership, alignment and harmonization (Renard, R., 2006: 5)

I find useful the Working Party on Aid Effectiveness of the OECD-DAC (WP-EFF) criteria identified under the various principles cited by (Balungun, 2005:10) as the standard to compare with the actions implemented under the MDBS framework in investigating the extent to which they have been achieved
Ownership
As the bed rock of the Paris Declaration, the recognition was that development will be successful and sustained and aid fully effective only where the partner countries take the lead in determining the goals and priorities of its own development and sets the agenda for how they are to be achieved (OECD, 2009:11). Here the emphasis on “ownership” referred to development country’s governments’ ability to exercise leadership over their development strategies and their implementation. Whitfield (2009) argues that ownership is to be understood as the degree of control recipient governments are able to secure over policy design and implementation (Whitfield, L., 2009: 5).

Since the Paris Declaration, the need for broader definitions of ownership to avoid limiting the scope for aid efforts only to the executive branches of central governments culminated into the Accra Agenda for Action giving better recognition to the role of societies as owners of development efforts, together with the central government executive branches. It demanded the involvement of parliament, local authorities and civil society organization coming up with development strategies. Accordingly the development goals should not only reflect the preference of developing country governments, but should be the outcomes of civil society involvement (OECD, 2012:29).

Ownership in this context means partner countries exercise effective leadership over their development policies, and strategies and co-ordinate development actions (OECD-DAC, 2005: 3). To ensure ownership of development strategies the WE-FFP criteria is for partner countries to:  
· Exercise leadership in developing and implementing their national development strategies through broad consultative processes;
· Translate these national development strategies into prioritised results-oriented operational programmes as expressed in medium-term expenditure frameworks and annual budgets;
· Take the lead in co-ordinating aid at all levels in conjunction with other development resources in dialogue with donors and encouraging the participation of civil society and the private sector.

(ibid)

In investigating the extent of ownership we will find out to what extent has Ghana’s government’s leadership over development policies and strategies improved and the extent to which civil society organizations are involved in the policy process? 

Alignment 
As one of the five principles of the Paris Declaration on aid effectiveness, alignment according to the OECD ‘refers to the provision of aid by donors in ways that respond to partner countries’ development priorities, supporting and using partner countries’ own systems and institutions’ (OECD, 2012: 43) Knoll, M. draws a distinction between two dimensions of alignment: (i) donor alignment with recipient-government objectives and strategies according to the PRSP; and (ii) donor alignment with the recipient government’s budgetary, public financial management, and reporting systems. He argues that the PRSP (national development strategies) of the recipient Country must be the reference point for strategy and system alignment (Knoll, M., 2008: 11). 
To ensure alignment in aid delivery, the WE-FFP criteria is for donors and partner countries to undertake the following actions: 
· Donor Actions:  Base donor country strategies, programmes and policy dialogue on partners’ national development strategies and results frameworks:

· Draw, as much as possible, conditionality from partners’ national development strategies

· Rely on country-owned monitoring and evaluation systems to track progress against the objectives set out in partners’ national development strategies.

· Use country systems and procedures where these provide reasonable assurance that aid will be effectively used for agreed results.

· Partner country Actions

· Base national development strategies on sound macro-economic and poverty diagnoses.

· Translate these national strategies into operational, results-oriented frameworks with clear policy commitments, improved strategic prioritization of programmes and costing.

· Further strengthen the results orientation of national development strategies by increased focus on developing monitoring and evaluation systems useful for managing results.

· Establish mechanisms to monitor progress in implementing national development strategies that are firmly embedded in domestic institutions.

  (Balugun, P., 2005:10)

In investigating the extent of alignment we will find out the extent to which MDBS donors aligned their support to GoG’s strategies, drew conditions from Ghana’s own development strategies, and used the national systems and institutions in their aid delivery. We will also ascertain the extent to which GoG has implemented the above listed actions as identified by WE-FFP.
Harmonization
According to Balogun, P. (2005) harmonization in the context of aid delivery has two usages within the aid discourse. Firstly, a broader definition for ‘the wider range of activities related to strengthening partnerships with partner governments and thus includes the concepts of country ownership, alignment and secondly, a narrower definition of harmonization as the co-ordination and merging of processes, institutions and systems among aid agencies” (Balogun, P., 2005:15)
For this work I adopt Balogun’s narrow definition harmonization as the ‘co-ordination and merging of processes, institutions and systems among aid agencies’ (ibid). According to Factora, J. M., the essence of harmonization is for budget support donors and the government to reduce the transaction costs of aid delivery by supporting a comprehensive reform program based on the PRSP and by engaging in a consistent policy dialogue (Factora J. M., 2006: 67)
Critique against the benefits of harmonization argues that aid volatility rises substantially as more donor resources are provided through budget support. Arguing that unsatisfactory performance will result in a total disruption of budget support flows if all donors use the same disbursement indicators and respond in the same way to performance and underperformance. It is also argued that by allowing donors to choose disbursement indicators within the Performance Assessment Framework may lead to a net increase in conditionality for the recipient government. Donor collusion is one argument against harmonization in that donors can ‘gang up’ on difficult or sensitive issues as was the case in Pakistan (Factora J. M., 2006, 70).
The specific actions between donors as identified by the OECD-DAC’s WPEFF under harmonization are:

a. Development of common arrangements for planning, managing and delivering aid;

b. The gradual simplification of procedures and specific requirements in order to reduce their burden on partner governments by streamlining conditionality, reducing number of field missions, reducing number of reports required by donors and harmonizing Financial Management and Procurement procedures;

c. The sharing of information to promote transparency and improved coordination.
 (Balugun, P., 2005:10)
In this work we examine the extent to which the MDBS donors work with each other? The extent to the MDBS framework has resulted in donors using common arrangements, reduced donor field missions, reduced the number of donor required reports and harmonized financial management and procurement procedures in the management of the aid in Ghana.

Transaction Costs 

Lawson, A., (2009), argues that the notion of “transaction costs” is taken from the field of transaction cost economics, a theoretical development first pioneered by Ronald Coase in 1937 in the “The Nature of the Firm” and subsequently developed by Oliver Williamson, and by others working within the new institutional economics tradition, such as David Teece.  According to Lawson, Coase developed the notion of transaction costs as a way of explaining the emergence of the firm within an exchange economy and also as a way of understanding the particular structure and governance framework of firms in different sectors and under different circumstances (Lawson, A., 2009: 7).
Coase argues that in a real economy (rather than the imaginary ‘perfect market’ of Leon Walras), each exchange or “transaction” between independent agents carried a cost which was additional to the actual production cost of the goods or services being exchanged. Coase defined transaction costs as ‘the costs which allow an economic transaction to take place but which add nothing to the value of the transaction’. These costs are different from the “production costs” which are important for the creation of a product or the provision of a service. They may be separated into “search costs”, “bargaining and decision costs” and “policing and enforcement costs” (Lawson, A., 2009, 7).
Applying the transaction cost concept to Aid operations, Lawson defines it as the ‘costs necessary for an aid transaction to take place but which add nothing to the actual value of that transaction’. He also notes that transaction costs are an integral part of the design and implementation process for aid programmes and investments in these “transactional activities” will up to a certain point bring tangible benefits – in terms of improved project selection and design (resulting from ‘search costs’) or more efficient project execution (from the supervision component of ‘enforcement costs’) (Lawson, A., 2009, 10).
In this work, transaction cost refers to the cost associated with aid delivery as a result of the need for recipient countries to comply with separate accounting and reporting arrangements, audits, monitoring and evaluation systems, field missions and reviews and also the cost as a result of time spent by government officials in meetings with different donors instead of working on policy formulations.

We therefore investigate the extent to which the MDBS framework has been able to reduce the numerous requirements under the traditional mode of aid delivery which resulted in using parallel systems.
This chapter has focused on the policy theory underlining General Budget Support as an aid modality and provided for the analytical framework which is used in the research work setting the bench marks against which the variables i.e. country ownership, alignment, harmonization and reduction in transaction costs are measured.
Chapter 3 An Overview of the Aid Context  

This chapter provides an overview of the aid context and the research subject – describing the evolution of aid in the Ghanaian context and the MDBS’ original form and the changes it has undergone over the years. It proceeds from the theory that, investigating the extent to which the MBDS modality has been able to achieve ownership, alignment, harmonization of donor policies and procedures and reducing aid transaction costs, cannot be done in a vacuum. The work need to take into account the contextual background on which it is impose and the political beliefs and processes that are concerned when public policy directions are positioned and implemented. For the purposes of this work, I define public policy as defined of Grindle (1980: 5), who observe it as an “ongoing process of decision making by a variety of actors, the ultimate outcome of which is determined by the content of the program being pursued and by the interaction of the decision makers within a given political administrative context.” 
3.1 The Evolution of Aid flows in Ghana

At present Ghana receives aid in a variety of forms including general budgetary support, sector budget support (mainly health and education) and project aid using comparable systems. Harrigan and Younger (2000: 205) argue that since independence the flow of aid into Ghana has been erratic and have been determined by both domestic and exogenous factors. Up until the mid-1960s, aid flows were relatively insignificant in Ghana (Harrigan and Younger, 2000: 189) because the government of Nkrumah was very much apprehensive of the major donors, i.e. Britain and the USA, aggravated the already poor state of affairs. But above all, because of the significant foreign exchange reserves the economy inherited as it came out from colonial rule, little debt and relatively small public sector. In view of this, very little foreign exchange and budgetary support were needed until the 1961 balance-of-payments crisis. According to Quartey, Killick argue that even though it became important to attract aid after 1961, Nkrumah’s criticism of the two major western donors (Britain and the USA) made them less attractive sources of external assistance. Nkrumah eventually succeeded in attracting support from the eastern bloc but disbursement became limited due to the deterioration of relationship early in the programme (Quartey, 2005:1079).
The mid-1960s saw an improvement in the inflow of aid as it share of GDP increased from 0.002 per cent in 1960 to 0.22 per cent in 1965 because the new National Liberation Council (NLC) government, which over threw the Nkrumah administration, was seen to be more favourable to foreign interests. The NLC sought support from the IMF in reaction to the balance-of-payments crisis in 1965/1966, devalued the currency and pursued a prudent fiscal budget. Even though these measures attracted increased assistance, most of the inflows were used to settle commercial debts contracted by the previous government. Quartey argues that due to the not too good economic policies of the 1970s aid inflows declined during the first half of the 1970s, but a more than compensating increase in aid inflows was recorded in the second half resulting in the share of ODA as a share of GDP increased from 0.013 per cent in 1974 to 0.023 in 1978(ibid).

After the overthrow of the third Republic by J.J. Rawlings in 1981, his PNDC government initiated the Economic Recovery Program which had the support of the Bank and Fund. Between the 1984 to 1992 economic growth averaged 5.2 per cent per annum but declined to 4 per cent for the rest of the 90s after 1993 with the introduction of democratic rule (Whitfield, 2010).  
Whitfield attributed the growth performance to among others, policy reforms pursued by the NDC government and strong negotiations with the Bank and Fund, stable political environment and increased aid inflow. She argues that the initial success with economic reform attracted much donor support resulting in an expanded range of range of policy interventions tied to increased concessional credit to Ghana. This increase in donors lead to the situation where donors negotiated with line ministries on programs which were not in conformity with what the economic team at the time was doing resulting in macroeconomic challenges and made the government dependent on donors to shore up fiscal deficit and achieve fiscal stability (Whitfield, 2010: 725). 

The run up to the 2000 election lead to the government’s shift from concentration on economic reforms towards the political imperative of staying in power. The government lost fiscal discipline as a result of vicious cycle of increasing government expenditure and loosened monetary policy in its bid to balance the budget which led to the Fund and other donors to stop grant and loan disbursement to the country (ibid). 

By 1999 Ghana had qualified for debt relief under the Heavily Indebted Poor Countries Initiative (HIPC) but the government of the day refused to apply for. For the country to continue to access the Bank and Fund’s support with balance of payments it needed to prepare PRSP. Around this time the comprehensive development program framework (CDF) of the Bank has been launched, this was an initiative to ensure greater coordination in development assistance within aid recipient countries. The CDF’s objective was to bring together donor partners and recipient countries to discuss how to support their development programs rather than conduct numerous individual projects most of which did not have country ownership. 

After the 2000 elections, the new government of J. A. Kuffuor finalized the PRSP and applied for the HIPC. According to Whitfield, the PRSP priorities diverged from the preferences of some major donors who did not consider it pro-poor. She also note that the  usage of the word ‘wealth creation’ in the PRSP was in contrast to the new discourse in the international aid community at the time which was poverty reduction oriented and to be achieved through the provision of social services and direct targeting of the poor (Whitfield, 2010: 727). 

With the change in focus in the aid discourse to poverty reduction base on the principle of country ownership and good policies to make aid effective, GoG with its donors got concerned with finding innovative ways to improve the effectiveness of aid delivery in the country. The agreement on the MDBS framework was reached after a number of development partners (Netherlands, the EC, DFID and the World Bank) with positive experiences of the provision of budget support in some other countries proposed it to the government of Ghana with five other DPs (African Development Bank, Canada, Denmark, Germany and Switzerland) who also responded positively to it (ODI & CDD, 2007: 30). 
3.2 The MDBS’ Framework Memorandum
To overcome the problems associated with isolated projects, the government of Ghana and some of its development partners agreed on a general budget support framework which was christened the Multi-Donor Budgetary Support (MDBS). The main objective of the MDBS was to create a harmonized mechanism for the disbursement of budget support to assist the implementation of the GPRS (ODI & CDD, 2007: 30). According to Quartey, its prime goal was to guarantee an uninterrupted flow of aid to enable the government to finance its poverty related expenditures and that the MDBS aimed to harmonize the policies and procedures of the donors in order for the government’s transaction costs to be minimize (Quartey, 2005: 1085).
The Multi-Donor Budget Support’s Framework Memorandum (see as annexure) was first signed in March 2003 and five years after its implementation was replaced by a current one signed in May, 2008 between the government of Ghana and some of its Development Partners (DPs) which included the African Development Bank, Canada, Denmark, European Commission, France, Germany, Japan, Netherlands, Switzerland, UK and the World Bank. The FM describes the common framework for the implementation of grant and loan agreements through the Multi-Donor Budget Support Programme (MDBS) to support the Growth and Poverty Reduction Strategy GPRS. The current FM has some changes which reflect the evolving nature of the MDBS framework over the years of its implementation. According to the agreement, the FM will be supplemented with individual arrangements between each DP and the GoG but the contents of each individual funding arrangement is to be compatible with the spirit and provisions of the FM. The individual agreements, nonetheless, do not constitute international treaties. The MDBS is open to all development partners wishing to participate but this does not imply that all participating DPs are obligated to provide resources in any given year. The spirit of the FM must be respected (Framework Memorandum, 2008).
Unlike the first FM which did not specify the programme objectives as noted by the ODI&CDD report (ODI & CDD, 2007: 35), the second FM provided for the objectives of the MDBS as follows:

(i) to provide additional and more predictable budgetary resources to implement the Government of Ghana (GoG)’s Growth and Poverty Reduction Strategy (GPRS) and finance fiscal actions aimed at reducing poverty, reaching the Millennium Development Goals (MDGs) and promoting growth; 

(ii) to increase aid effectiveness by harmonising DPs' policies and procedures, by minimising transaction costs and by fostering ownership, alignment, management for results and mutual accountability; 
(iii) to enhance the performance and accountability of the GoG's public financial management (PFM) systems; 
(iv) to facilitate the strengthening of institutional capacity for designing and executing development policies; 
(v) to promote an accelerated implementation of policy reforms and an enhanced performance in service delivery in order to reach development objectives; and 
(vi) to foster domestic accountability and transparency.

(ibid)

The underlining principles of the MDBS to be observed in the implementation of the FM were:
(i) Continuing sound macroeconomic policies and management;

(ii) Commitment to achieving the GPRS II objectives and MDGs;

(iii) Sound budgeting and PFM systems;

(iv) Continuing peace and respect for human rights, the rule of law, democratic principles, and the independence of the judiciary; and

(v) Good governance, accountability of the GoG to the citizenry, and integrity in public life, including the active fight against corruption.

(ibid)
The MDBS framework is operationalised in two stages; firstly, the Ghana Poverty Reduction Strategy (GPRS II) - currently the GSGDA – which detail the poverty reduction strategy of the government of Ghana and secondly, the medium-term expenditure framework (MTEF) budget process which provides the mechanism for resources allocation according to the GPRS II priorities and the resource available (Quartey, 2005: 1085).
The MDBS progress is assessed based on the goals set by the government within the GPRS II and agreed upon by the DPs in the PAF. The FM stipulated that ‘a set of growth and poverty reduction objectives, development indicators and policy reform measures, drawn from the GPRS II, is mutually accepted by GoG and DPs as the Progress Assessment Framework (PAF) and will be used by all signatories of this FM’. The FM also provides for a common review process for all the DPs, and participants meets according to an agreed schedule to jointly review the implementation and attainment of the objectives. (Framework Memorandum, 2008, see as annexure). 

The FM also provides for a disbursement mechanism where DPs’ contribution consists of either a single or two components – a base and performance component – yearly. The decision on the disbursement of the base component is based on a positive holistic assessment - overall progress in implementing the GPRS II, including macroeconomic performance, as well as progress against the PAF - and the performance component is disbursed if the holistic assessment is deemed unsatisfactory. These funds are deposited in a GoG accounts at the Bank of Ghana which are audited annually by the Ghana Audit Service. Also all procurements are done in accordance with GoG’s procurement rules (ibid).
Under the MDBS, the government of Ghana, subject to availability of funds, was to ensure that the underlying principles of this FM is respect, the system for monitoring and evaluation used to assess progress on the implementation of the medium term development programmes was strengthen, total expenditure and sector allocations effectively reflect GoG's commitment to the development document’s implementation and produce a comprehensive annual budget. In addition GoG was to further strengthen the Public Financial Management (PFM) systems and processes including procurement and the Medium-Term Expenditure Framework (MTEF) and continue with efforts to deal with corruption. (ibid)
The development partners, on the other hand, would improve aid effectiveness by the facilitation of greater GoG ownership, alignment, harmonisation, result-orientation and mutual accountability. Also the donors will coordinate the timing of their disbursements with the GoG's budgetary requirements and work closely with the GoG to coordinate with other dialogue mechanisms and aid modalities. (ibid)

3.3 The MDBS Performance Assessment Framework (PAF)
The main tool of the MDBS mechanism is the Progress Assessment Framework (PAF), which is currently made up of around 30 targets or actions.  These targets or actions are policy measures that are jointly agreed to by the DPs and government representatives in the Sector Working Groups (SWG) – a forum for policy dialogue, which brings together government and DP representatives involve in specific sectors. From this PAF, triggers – a sub-set drown from the list of targets - are then selected and their achievement determines the disbursement of DPs’ performance tranches.  All the PAF indicators should be results-oriented, time bound, specific, measurable and realistically within the power of Government to achieve by the time of review (PAF content Paper, 2012).

A sequence of activities at the Sector Working Group and MoFEP/Core Group- a group that represents the interests of MDBS donors in PAF development- levels culminates into the formulation of the PAF. For the medium-term development plan of government to be adequately reflected in the PAF, the MDBS Framework Memorandum (section 4.1) and Annual Guidelines for formulating the PAF explicitly require that targets or actions in the PAF should be taken from the national development plan - currently the Ghana Shared Growth Development Agenda (GSGDA).   In principle, the PAF targets or actions should reflect jointly agreed measures of advancement towards sector-specific elements of the development plan (GSGDA). Consequently, as much as possible, all targets or actions brought on board the PAF are derived from the national development plan, but the Paper noted that some DPs feel that this is not done extensively as it could. After the SWGs have submitted their proposed targets, the final decision on targets, and consequently triggers to be incorporated in the PAF is agreed upon by the MDBS Secretariat and the Core (ibid).

The monitoring of PAF targets ideally is done continuously over the three (3) year span of the PAF. Monitoring directly depends on selected Means of Verification (MOV) and their reliability and adequateness. It is noted that the level of flexibility provided for in selecting MOV for each PAF target is not completely clear to what degree the Annual Review should be flexible on the MOV to be used for the assessment, weather to stick to the MOV in the PAF or accept other MOV (ibid). 
3.4 The Evolution of the MDBS Design
The creation of a harmonized framework for the disbursement of budget support in assisting the GPRS’ implementation was the prime objective for designing the MDBS mechanism.  It provided a common structure for dialogue between the MDBS partners and Ghana Government which included a recognized annual progress assessment. Creating a common set of benchmarks for judging progress, based on a Performance Assessment Framework (PAF) matrix, it also established a schedule of disbursement that was linked to the national budget cycle. At the foremost year of implementation, disbursement by the World Bank was against a separate Poverty Reduction Support Credit (PRSC) matrix of policy triggers and targets but this changed to a single harmonised PAF matrix from 2004 (ODI & CDD, 2007: 32). 
The MDBS established a two tranch system of disbursement of its funds, a ‘base payment’, disbursed in the first quarter of the fiscal year which is against satisfactory outcome of the annual PRGF review in the previous year and a ‘performance payment’ linked to the achievement of 10-14 explicitly defined ‘policy triggers’. The performance policy triggers were determined through an annual process of negotiation between MDBS partners and the GoG. PFM and governance issues only made up the entire 2003 policy triggers but this changed in 2004 when the PRSC and MDBS PAFs were merged. This lead to the widening of the scope of the triggers to include policy actions related to growth, income and employment as well as service delivery, reflecting the structure of the GPRS1(ibid).
2005 marked the beginning when an input from the GoG into the initial proposals for targets and triggers were made, although the triggers and targets remained close to those already defined in the PRSC. A functional structure of sector working groups was in place in 2006, consisting of mainly sector MDA and sector DP representatives. The SWGs developed first proposals on the 2007-2009 PAF, which were vetted by MoFEP before agreement was reached on them between MoFEP and the MDBS partners (ibid).
Since its inception, the MDBS mechanism has gone through some evolutions which are important to take note of. Firstly, the altering of the timing for disbursement decisions from 8-12 months before the actual disbursements are made is a shift from a process in which the annual assessment of performance against the PAF determined disbursements within that same financial year. This gives government prior knowledge of funds planned to be disbursed before the budget preparation calendar of the year in which the disbursement will be made, providing a high level of predictability for the budget funding. 

Secondly, the restructure of the PAF to targets and triggers which span over a three year period rather than one year. 

Thirdly, it has moved away from relying only on the PAF trigger conditions for disbursement of the performance tranch of funds to a holistic assessment of progress of the overall development agenda. (Aide Memoire, 2010: 7). 

Fourthly, as noted in the 2010 Aide Memoire, the responsibility for assessing the targets and triggers of the PAF, in addition to the overall performance of the sectors, has been delegated to the Sector Working Groups. 

Fifthly, the identification and discussion of cross-cutting issues has become part of the annual review. 
Six, there has been an increasing involvement of CSOs and Parliament in workings of the SWGs and the review process. 
Seven, the signing off of the PAF is done by the Sector Ministers to strengthen government ownership. 
Finally, the most recent is the pulling out of the Netherlands the second largest contributor to the MDBS funds from the MDBS group sitting domestic challenges as its reason.

In view of these to improvements, there still remain some challenges among these are weak ownership of the process by some government agencies, weak implementation of policy actions, some SWGs being driven by DPs and others not fully operational and also high turn-over of DPs. 
Chapter 4 Multi-Donor Budget Support, the Preferred Choice
In this chapter I answer the question of the underlining policy theory of the MDBS and also investigate the arguments put forward by the Government of Ghana for opting for the MDBS framework as its preferred aid modality. In this pursuit I interviewed Government of Ghana Senior Officials in the Ministry of Finance and Economic planning specifically MDBS Secretariat and sector leads in the various SWGs and members of the SWGs from other line Ministries. A desk review of reports and other documents are also included.
4.1 Policy Theory

The policy theory that underlines the MDBS centres around two fundamentals. First, it is grounded in the extensively shared confidence that aid is effective only in a favourable institutional and policy environment. (Hout, 2007:12).

Secondly, the MDBS is based on the conviction that the overall objective of International Development Assistance – poverty reduction and growth – is best provided through the creation of a harmonized mechanism for the disbursement of budget support to assist the implementation of the Ghana Poverty Reduction Strategy (ODI & CDD, 2007: 30).  Quartey argues that the prime goal of the MDBS was to guarantee an uninterrupted flow of aid to enable the government to finance its poverty related expenditures and that the MDBS aimed to harmonize the policies and procedures of the donors in order for the government’s transaction costs to be minimize (Quartey, 2005: 1085).
The first fundamental suggests that development progress can only be achieved through strong political will and adherence to principles of good governance which should be addressed at the highest level. For donors by giving up control over how their funds are allocated under the GBS framework, they hope to gain a ‘seat at the table’ in development policy dialogue and resource allocation in partner countries, and help strengthen systems, especially the PFM systems of these partner countries. By offering donor support in response to a low-income country’s progress in implementing its national development programme and strictly aligning the support to recipient government’s own development strategies presumes effective country ownership of development programmes which contribute to the promotion of government ownership of the development agenda and accountability by using recipient systems and procedures. 
Correspondingly, harmonizing donor procedures by establishing joint mechanisms for monitoring, disbursement, review missions etc. will result in the reduction of transaction costs for recipients and an improvement in aid predictability which will strengthen the ability of recipient governments to realistically plan (de Kemp, A., et al., 2001:35). 
The second fundamental suggests that the framework was seen as a mechanism to accelerate progress towards poverty reduction and growth which required steady improvements in the design and implementation of poverty reducing measures and related PFM processes. Some have argued that the approved of the Ghana Poverty Reduction Strategy (GPRS I) in 2003 required a functional mechanism for annual performance review and refinement of policies without which it wouldn’t be east to envisage steady progress towards the ‘ideal conditions’ for GBS.  Accordingly the MDBS was put in place to institutionalize an annual mechanism for measuring progress in the implementation of a national poverty reduction strategy (ODI & CDD, 2007: 26 & 27). 
Providing the support through the government’s budget implied the use of public financial management systems and procurement process of the government which were being undermined through the use of parallel mechanisms due to the traditional modes of aid provision. By using the domestic public management systems, it facilitates the identification of systemic weaknesses and subsequently implements measures to reform and strengthen the systems to create the needed link between planned poverty-reduction actions and actual public expenditure, a crucial determinant of impact of aid in development countries. As a framework for the harmonization of donor policies and procedure the MDBS seek to reduce the costs of traditional project-based development assistance in terms of the transactions costs from the use of multiple donor systems and the loss of ownership over development decisions. Finally it was to serve as a means of ensuring the provision of additional and more predictable budgetary resources to implement the GPRS I.
In 2008 a new Framework Memorandum was signed with six clear objectives, a feature which was absent in the first FM. The objectives were as follows: (i) to provide additional and more predictable budgetary resources to implement the Government of Ghana (GoG)’s Growth and Poverty Reduction Strategy (GPRS) and finance fiscal actions aimed at reducing poverty, reaching the Millennium Development Goals (MDGs) and promoting growth; (ii) to increase aid effectiveness by harmonising DPs' policies and procedures, by minimising transaction costs and by fostering ownership, alignment, management for results and mutual accountability; (iii) to enhance the performance and accountability of the GoG's public financial management (PFM) systems; (iv) to facilitate the strengthening of institutional capacity for designing and executing development policies; (v) to promote an accelerated implementation of policy reforms and an enhanced performance in service delivery in order to reach development objectives; and (vi) to foster domestic accountability and transparency (Framework Memorandum, 2008).
The above objectives suggests that the MDBS seeks to reinforce government ownership of overall reform agenda including the reform of the Public Financial Management (PFM) systems, strengthen the policy dialogue, improve service delivery and progress towards the Millennium Development Goals (MDGs), strengthen donor harmonization and aid effectiveness (Betley, M. & Burton, J., 2011: 3).  
From the forgoing, I conclude that the policy theory underlining the MDBS framework centres around two fundamentals, first, the extensively shared confidence that aid is effective only in a favourable institutional and policy environment and second,  the conviction that the overall objective of aid, that is poverty reduction and growth, is best served through the creation of a harmonized mechanism for the disbursement of budget support to assist the implementation of the development programmes and strategies of the Ghana base on the principles of ownership, alignment, harmonization and reduction in transaction costs.
4.2 Arguments in forvour

“….Government understands that some of the development partners may wish to change the mix of their support instruments, with the grant element reducing and the commercial export credits increasing. Others may think of changing the type of the ODA itself, with a possible shift from general budget support to a wide range of sectors and towards the support of a kind more suitable for a middle-income country…. General budget support will continue to remain important and the most preferred modality for the delivery of aid.” (Special Adviser 2012: 16)
After 3 years of its implementation, the ODI & CDD evaluation report on the MDBS recommended among others that, for the future success of MDBS framework, the GoG should put in place a formal Aid Policy Document (APD) to present guidelines on the types of aid modality which the government favours which could contribute significantly to the overall effectiveness of the external development assistance (ODI & CDD, 2007: 147). 
In response to the recommendation for a formal APD, the government in 2010 published the Ghana Aid Policy and Strategic Document, government’s official document which provides guidelines and procedures for the sourcing and utilization of aid towards supporting the objective of attaining the Millennium Development Goals (MoFEP, 2010). In its APD the government has indicated its preferred aid modality to be that of the MDBS framework. 
“In the short to medium term, GoG’s preferred modality for the delivery of aid is General Budget Support (GBS). GoG recognizes that it does not have the capacity to formulate, monitor and report on all project interventions. In this regard, pooled funding in the form of GBS ensures more effective coordination of aid, ultimately leading to improvements in country systems” (Ghana Aid Policy, 2010: 19). 
As indicated in the first chapter of this paper, the ODI&CDD report noted the neglect of the original objective of the framework. In addition the share of MDBS funds as a percentage of the total ODA to Ghana has witnessed a decline from 33.02% in 2006 to 20.12% in 2011 except for the 2009. Furthermore the GoG also recognizes that with recent growth prospects of Ghana and current profile of external assistance some of the DPs may wish to change the mix of their support instruments with others a possible shift from general budget support to a wide range of sectors and towards the support of a kind more suitable for a middle-income country (Special Adviser 2012: 16). 
This then begs the question: why will the government in the light of these developments still go ahead and opt for the MDBS as its preferred aid modality? 

According to the Ghana Aid Policy (GAP), government and DPs are faced with a number of challenges despite efforts towards better aid coordination and dialogue which continue to limit the effectiveness and efficiency with which development assistance is delivered and weaken GoG’s case for the scaling-up of assistance in the short to medium term. These challenges includes lack of alignment with government priorities and systems, non-use of country systems, fragmentation in sourcing and managing aid, high transaction costs of receiving assistance, inadequate capacity for aid delivery, conditionality and unpredictability of aid, incomplete information on aid flows and inadequate coordination of aid among stakeholders (Ghana Aid Policy, 2010: 13 & 14) . 

Fist, a government official alluded to the fact that the MDBS framework provides a solution to the high degree of fragmentation suffered by the national budget due to the large number of aid finance activities which are off-budget. Some officials expressed concerns that one persistent problem which has considerably undermined the ability of the government to control effectively the allocation of resources is the high degree of fragmentation faced by the national budget, making it virtually impossible to have an overview of spending in any single sector and makes it very difficult to programme expenditures so as to avoid duplication and maximize complementarities between different sources of funding. This has resulted in much of these assistance remaining off-plan and off-budget reflecting a lack of alignment of these assistances to government development priorities and the use of national financial management systems. 
Some of the officials argued that the MDBS framework provides a mechanism for bringing on board the budget, development assistance to finance the government’s priority areas with respect to its development agenda. This therefore ensures that donors align their support with the government’s development strategies and support its reform process. Another government official said ‘the MDBS framework offers government the opportunity to bring on board the national budget aid funds and also allows for reprioritization which project aid does not allow’. One other official also said ‘It is easy and better because under the framework the recipient country sets out its agenda and decides the priority areas in their development strategy to be funded in any financial year rather than donors deciding what to do even if its within the national development plan which may not be a priority for government at the time….’. Another official commented ‘the flexibility that comes with the unrestricted funds also allows for flexibility in the management of the budget. When there is a change in the macro environment project funds cannot be shifted to address the situation but the MDBS funds allows for such action to be taken in an event of a shock in any financial year. It also allows for reprioritization when the need arises’.(Interview with government officials, July, 2012)    
Second, OECD argues that for aid to be most effective, it needs to act in response to partner countries’ development priorities and be offered in a way that uses and strengthens recipient countries’ own systems and institutions (OECD, 2012: 43). According to the government, the MDBS has promoted the use of country systems resulting in notable improvements in the performance of public financial management (PFM), procurement, auditing as well as monitoring and evaluation systems of Ghana as reported by an assessment of the 2008 Monitoring Survey on implementing the Paris Declaration on Aid Effectiveness (PD). Despite these improvements there was a decline in the use of country systems (Ghana Aid Policy, 2010: 12). An official stated: 

‘the usage of country systems has helped strengthen our systems and institutions; it helped us in identifying weakness in the PFM system and implemented measures to strengthen them. For the nation to fully benefit from development assistance and also from the oil revenue it is important to have an effective and efficient PMF system in place and the MDBS with its requirement of using country systems has brought about improvements in these systems even though there remain some challenges. This has been achieved as a result of including policies for reforming the PMF systems as triggers in the annual PAF. For government since the MDBS is the only modality which requires the mandatory use of country systems by DPs it is the way to go in facilitating the government’s PFM reform agenda’. (Interview with a government representative, Accra, 14 July 2012)
The third argument is that the issue of fragmentation in aid managing especially it’s sourcing and approval has resulted in the government’s inability to demand full disclosure from contracting bodies thus many grants are not reflected in Government accounts. This result in grant agreements which have fiscal implication but were agreed without consulting the Ministry of Finance thus undermining the government’s ability to execute effective budgets, to monitor support for the development of the various sector’s development plans and to manage the PFM system as a whole. Officials from MoFEP argue that MDBS offers the mechanism for managing aid in a coordinated manner. 

The fourth argument indicated by some of the officials of MoFEP is that, the MDBS through donor harmonization has resulted in reduced transaction costs associated with numerous reports, audits, review missions etc. that would have been required by eleven DPs. Associated with the other forms of aid modalities are demands by DPs on government in terms of time, reporting needs and the use of other resources through numerous and uncoordinated missions and meetings. This makes the cost of receiving aid very high for the government due to the inadequate capacity which lowers the real value of the assistance. A government official interviewed noted ‘government capacity in aid management is very thin, so by bringing DPs into one group under a framework that harmonizes donor policies and procedures and uses country systems reduces the costs associated with the various individual requirements of DPs’. By harmonizing PDs policies and procedures, by having joint reviews missions, agreed reports and reliance on country systems results in reduced transaction costs which would have been associated with the numerous DP requirements. This makes MDBS a preferred option amongst the modes of providing aid to Ghana. An official of MoFEP also noted that ‘….it facilitate harmonization of development partners processes and policies which results in the reduction in transaction cost for government in terms of time spend with DPs on an individual basis’.

The fifth argument according to one MoFEP official is that, the MDBS has facilitated greater coordination among the stakeholders involve in the aid delivery process in Ghana. Effective coordination amongst stakeholders is perceived as one of the key ingredients to ensure that development aid achieves its objective of poverty reduction and growth. Ghana like many other developing countries faces the challenge of inadequate coordination of aid within government and also with DP’s as a result of capacity constraints at both national and sectoral levels. There is lack of strong institutional linkage between the Ministry of Finance and Economic Planning and other line ministries as well as non-alignment of DP’s commitments to the government’s priorities (Ghana Aid Policy, 2010). The MDBS mechanism has provided for proper coordination of aid within government and with its DPs through the workings of the SWG and the MDBS Core group. One government official said ‘…the MDBS has an institutionalized system which makes it possible for the Ministry of Finance and the line Ministries to meet with the DPs to negotiate and agree on priorities for each financial year and this eliminates the issues of lack of coordination amongst government agencies too… It also offers opportunity for the sharing of information amongst the stakeholders, promoting consensus building’.  

Sixth, the MDBS provides additional funds which are untied giving government some level of fiscal flexibility with the national budget. Just like most developing nations Ghana is also faced with the problem of inadequate resources making it difficult to undertake to reform and improve service delivery to its people. Government recognizes the fact that even though Ghana has attained a Lower Middle Income status there still remain challenges of capacity building, strengthening of national structures, reforms and poverty reduction interventions that has to be dealt with. In his paper the Special Adviser to the Finance Minister of Ghana noted “Specific areas that would require increased general budget support include capacity building, developing monitoring and evaluation systems, financial management reforms, strengthening of governance structures and poverty reduction interventions in rural areas of Central region, and the three Northern regions’ (Special Advisor, 2012: 16).  

The framework ensures the predictability of untied aid funds which are made available to the government by the MDBS donors. According to Betley and Burton (2011) the 2009 PEFA assessment rates Ghana as an A for budget support predictability on both the annual deviation and the in year timeliness.  The issue of unpredictability of aid funds has been associated with traditional modes of aid delivery and Ghana has not been an exception. The government argues that the framework has resulted in an increased predictability of aid funds supporting its claim with a DFID report which argues that through the relative predictability of the MDBS funds, there is a greater increase in the overall aid predictability in Ghana (Betley, M. & Burton, J., 2011: 51). 

To summarise, the arguments in support of the MDBS framework are that it addresses the fragmentation suffered by the national budget due to the large number of aid finance activities which are off-budget by brining on board the budget all MDBS funds. The framework ensures the aligning of support to national priorities and the use of country systems resulting in the strengthening of the PFM systems and the implementation of the financial management reform measures. The MDBS framework offers the mechanism for managing aid in a coordinated manner taking into consideration the overall national development strategy through a harmonized process that brings government, DPs and other stakeholders to work together. The harmonization of DPs policies and procedures has resulted in reduction in transaction costs associated with project. Finally it provides of additional and predictable funds to government to be used by government at its discretion giving government some fiscal leverage in the management of its budget. These make the framework a preferred option for GoG.
Chapter 5 Fostering ownership, alignment, harmonization and reduction in transaction costs

In this chapter the third part of the research questions, to what extent has the MDBS framework achieve its objective of ensuring country ownership of development programs, alignment of donor strategies to country systems and processes, harmonization of donor policies and procedures and minimizing aid transaction costs for the government of Ghana for the period 2007 to 2011?
Here I consider the outcome of the field research conducted in Ghana where I interviewed two groups of Officials, one group made up of MDBS Donor Partners Officials and the other group made up of Government of Ghana Senior Officials in the Ministry of Finance and Economic planning and other line Ministries who are part of the MDBS Secretariat and the Sector Working Groups of the MDBS. Reference is also made to other official reports from the MDBS Secretariat and from the DPs.
5.1 Extent of Government Ownership

The Paris Declaration placed recipient countries’ ownership of policies and programmes at the heart of an agenda to make aid effective internationally. The principle of ownership as emphasized by the PD refers to developing country governments’ abilities to “exercise leadership over their development policies and strategies and co-ordinate development actions” (OECD-DAC, 2005: 3). Accordingly the OECD DAC identified specific actions to be taken to achieve ownership (see chapter 2). Did GoG’s leadership over development policies and strategies and its co-ordination of development actions improved between 2007 and 2011? To what extent did the MDBS framework lead to a broader consultative process by involving parliament and civil society organisations in the developing and implementation of the development strategies? Were these national development strategies expressed in the medium-term expenditure framework and annual budget? To what extent did GoG take the lead in co-ordinatng aid at all levels of dialogue process? I draw on a range of evidence, including interviews and other relevant reports to answer the questions. 
During the period under review, both donor and government official interviewed admitted that the MDBS process fostered a greater level of government ownership of the policy process. For the government officials they acknowledged that the process has encouraged them to concentrate more of priorities setting.  

Mary Betley and John Burton argue that GoG has had a leadership position in the MDBS process which is evident by government articulating the triggers and performance indicators in the PAF. They also cited a World Bank report that argued that “There is a real sense of ownership of triggers, and indications are that the Government will not accept triggers it does not believe it can achieve”. This is because the PAF targets and triggers are derived from the Ghana Poverty Reduction Strategies which guaranteed a level of government ownership (Betley, M. & Burton, J., 2011: 6). One government official noted “government has full ownership because it sets the agenda one hundred percent” (Interview with a government representative, Accra, 22 August, 2012)
All of the government officials interviewed believe that government’s ownership of the development agenda has improved and is very strong because almost all the targets and triggers in the PAF emanate from the national development strategy document which reflects the dreams and aspirations of the people of Ghana.

As part of the actions to be taken to ensure country ownership, the DAC criteria place emphasis on the involvement of CSO’s, local authorities and Parliament in the formulation and implementation of development policies and programmes. Over the years there has been an increasing involvement of CSOs and Parliament in the review process. Particularly the year 2010 witnessed the involvement of civil society, think-tanks and independent governance institutions. This was extended to bring on board the SWGs membership of these non government representatives and other fora to ensure greater ownership of the development agenda (MDBS Aide Menoire, 2010: 1 & 2011:1). 
One official at the Ministry of Finance commented ‘To increase ownership at the line ministry level where the actual implementation of the policies and programmes are effected, the Chief Directors have been mandated to co-chair the SWG meetings … and the signing off the PAF is now done by the Sector Ministers to strengthen government ownership’ (Interview with a government representative, Accra, 22 August, 2012)

Again as a measure to increase ownership at the sector level, the responsibility for assessing the targets and triggers of the PAF, in addition to the overall performance of the sectors, has been delegated to the SWGs after which the assessment and recommendations by the SWGs are presented at the annual review meetings for discussion and endorsement, which was previously not the case. 

Another development to ensure greater ownership is the moving away from relying only on the PAF trigger conditions for disbursement of the performance tranch of funds to a more holistic assessment of progress of the overall development agenda. This allows for looking beyond individual sectoral indicators to gain a broader understanding of overall progress made with the implementation of the Government Poverty Reduction Strategy (MDBS Aide Memoire, 2010:2). The Aide Memoire also reports of the addition of cross-cutting issues such as public sector management capacity, coordination and revenue management from oil and gas, climate change etc. was introduced and has been made part of the MDBS annual review (MDBS Aide Memoire, 2010: 25)
As indicated by the OEDC criteria, government must ‘translate these national development strategies into prioritised results-oriented operational programmes as expressed in medium-term expenditure frameworks and annual budgets’. The government of Ghana through the preparation of its medium-term expenditure framework and the annual budget seek to translate the development strategies into ‘prioritised results-oriented operational programmes’. Some have argued that the budget does not always reflect the national development policies but rather political parties manifesto promises. A donor representative also noted ‘there is a weak relationship between planning and budgeting. Year after year the preparation of budget and its approval does not reflect the GSGDA” (Interview with a donor representative, Accra, 24 July 2012). A government official commented ‘since the government was elected based on their campaign promises, they turn to make good those promises in order to win elections and in doing so unable to fully implement some of the national development plans’.(Interview with a government representative, Accra, 16 August, 2012). 
In relation to the MDBS PAF formulation, some DPs feels attention to medium term development strategy’s indicators are not adequately checked especially in cases where an MDA/sector may be following an approved plan/strategy which was not captured fully in the GSGDA. This they attribute to the mostly absence of NDPC representatives during the PAF design due to either being represented by junior staff who cannot speak on behalf of National Development Planning Commission (NDPC) or not attending SWG meeting consistently. (PAF Content Paper, 9)

For the MoFEP this view expressed by some DPs is not based on facts and that noted that even though the GSGDA was put together by NDPC it is not a sole product of NDPC and so does not require only NDPC to verify indicators. The government recognises that the NDPC participation in SWGs has become minimal in recent past and stressed that it is important that NDPC participates in SWG meetings. (ibid) 
In relation to government taking leadership role in ensuring co-ordination of aid at all levels, the MDBS provides for three levels of policy dialogue; High level dialogue, Broad policy dialogue and Sector policy dialogue.  The High level dialogue is where the Heads of Missions lead in higher level dialogue such as the Consultative group Partnership and MDBS Review Meetings with GoG. The Broad policy dialogue level brings together GoG and the MDBS Core Group to negotiate and jointly agree on a selective performance framework derived from the GSGDA.  The Sector Working group (SWG) provides a forum for sector policy dialogue by bringing together MDAs and DPs representatives involved in a specific sector policy (eg, health) or cross-cutting theme (eg, decentralization). At all these level of dialogue, the government has coordinated and leads in the dialogue process.  
There is a general acceptance amongst donors and government officials that the MDBS process has led to greater government ownership of development strategies. As Whitfield, 2009 distinguished between two usage of the term ownership, firstly, ownership is seen as commitment to policies and secondly as control over the process and outcome of choosing policies, there are questions being raised as to the level of ownership (i.e. commitment to the policies), at the MDA level where the actual implementation of the PAF triggers are carried out. Some have argued that MDAs rather place priority on their sector or ministry plans and programmes that have been approved but are not included in the GSGDA more than the PAF targets and triggers. One official noted “The MDAs due to budget cuts implement their plans and programmes that are not part of the PAF indicators. They do that to source additional funds from MoFEP for the implementation of the PAF targets and triggers, knowing that meeting those triggers bring in donor funds and MoFEP will have no option than to provide additional funding. Sometimes due to inadequate resources the additional funds are not provided resulting in non implementation of the PAF triggers’. (Interview with government representative, Accra, 16 August, 2012) 

Another government official noted “this used to be the case during the initial stages of the MBDS, now MDAs have been sensitized through workshops of their role in the MBDS process and the need for them to show ownership as government agencies. This has yielded dividends and now the MDAs show leadership in owning the PAF’s targets and triggers…” (Interview with government representative, Accra, 22 August, 2012) 

Even though they agree that there has been greater ownership over the years, both representatives from the DP’s and GoG group expressed their concerns on the broad nature of the medium term development plan which one GoG representative called a ‘wish list’. According to them the development plans during the period (i.e. GPRS II and GSGDA) are not focused and are too broad which gives room for virtually anything to be brought on board the PAF. They also indicate that this situation provides the opportunity for some DP’s at the SWG to push their governments’ agenda rather than what GoG wants to do, thereby defeating the ownership principle. Related to this is also the concern of some DPs that some of the targets and triggers are not ambitious enough and also the progress in achieving the overall development agenda has been slow even though founds have increased over a period of time.

The above information suggests that there have been improvements in the MDBS process which has resulted in greater country ownership of the overall development agenda. This notwithstanding, there still remains few challenges especially with the broad nature of the national development strategy documents and the lack of effective link between it and the annual budget to ensure their implementation.

5.2 Extent of Donor Alignment 

One of the dominant thinking in the development aid discourse is the thinking that for aid to be most effective, it needs to respond to partner countries’ development priorities and be delivered in ways that utilizes and strengthens recipient countries’ own systems and institution. The argument was that by setting up parallel institutions to implement development projects that do not reflect recipients’ needs and priorities results in high transaction costs and can eventually challenge the sustainability of efforts at development. Therefore donors by aligning their support to priorities and systems of partner countries, aid can provide incentives and impetus to facilitate the strengthening of local capacity, domestic accountability enhancement and lead to more sustainable institutions (OECD, 2012: 43). 
The OECD DAC outlined specific actions to be taken to ensure that donors provided aid in a way that respond to the partner countries’ development priorities and also support and use recipient countries’ own systems and institutions. To what extent did the MDBS donors aligned their support and the conditions associated it to GoG’s national development policies and strategies? To what extent did GoG’s own PFM systems improved during the period?
The MDBS funds under the framework are available to the government to use in pursuit of its national development priorities by fully programming the funds into the national budget process. Thus donor support through the MDBS mechanism is provided in alignment and in support of the national development strategies.

When asked the extent to which the MDBS framework has resulted in donors’ aligning their support to national development policies and the use of national systems and institutions, one donor representative noted “once a donor signs onto the MDBS they are required by the FM of the MDBS to use the national systems and institutions such as Annual Review, relying on the national procurement rules and procedures, auditing and monitoring systems and the overall PFM systems in Ghana because there is no other option ”. (Interview with a donor representative, Accra, 14 August, 2012) 

The MDBS process provides a mechanism where donors meet government to negotiate the PAF targets and triggers based on the national development strategy using the triggers as conditionalities for the disbursement of performance tranches of the MDBS funds. Due to the provisions in the FM, donors rely on the Ghana Audit Service (GAS) independent external audits carried out on GoG account on the utilization of these funds. In addition, public expenditure surveys, performance audits and audit of selected flows are carried out by the GAS to complement the annual external audits. All procurements made are done in accordance with GoG’s national procurement rules, guidelines and procedures as provided for under the procurement Act. The DPs rely on GoG’s monitoring and evaluation systems to track progress against the objectives set out in medium term development strategies. This is done by providing an Annual Progress Report on the status of implementation of the medium term development plan which is put together by the National Development Planning Commission (NDPC). 
OECD (2009) reported that the “formulation of Joint Assistance Strategies (JASs) in Ghana, Kenya, Uganda, Zambia and Tanzania, …has significantly improved the alignment of aid with government policies and management systems” (OECD, 2009: 114). Further successful alignment is argued will lead eventually to achieving donor harmonization. A donor representative noted ‘now the support has been aligned to government‘s budget and fiscal year facilitating the preparation of the budget and enhancing the use of country-systems’. (Interview with a donor representative, Acrca, 14 August, 2012)
With the improvement in alignment of aid with government policies and financial management system’s some of the donors interviewed are concern about the effectiveness of national PFM systems arguing that they are not robust enough. One donor noted ‘the monitoring and evaluation system is weak, even though some level of monitoring is done, there is no evaluation to identify the causes of occurrences….’. (Interview with a donor representative, Accra, 24 July, 2012) The MDBS 2010 Aide Memoire noted that continues progress in the area of monitoring and evaluation is severely constrained due to the fact that government institutions do not fully appreciate its value and therefore do not demand for reports produces by this process. This often results in the non- production of relevant documents such as the APR and M&E plans particularly at the MDA level (MDBS Aide Memoire, 2010: 23 - 24). Another DP official noted ‘the reports to be discussed at the Annual Review eg. the Annual Progress Report, are most of the times not finalized and distributed on time…’ (Interview with a donor representative, Accra, 14 August, 2012)  Betley and Burton (2011) noted that the credibility of the budget, that is, the extent to which planned budgeted expenditures are spent as originally intended, did not improve. (Betley, M. & Burton, J., 2011: 31). 
5.3 Extent of Donor Harmonization
Aid harmonisation is about bringing donors together to make more efficient the way they provide aid. The PD argued by providing and managing aid through different approaches could result in unneeded replication of efforts and a greater burden on recipient countries that have to deal with a wide range of policies and procedures. Therefore donors and partner countries agreed to implement common procedures and processes, simplicity in aid management and also work together to enhance complementarity in development co-operation under the PD (OECD, 2012: 61). 
The questions are to what extent did donors harmonise their procedures and processes? To what extent did they use common arrangements, simplified their procedures and requirements and harmonized financial management?
According to Betley and Burton (2011) the strongest benefit of the MDBS framework is in the area of donor harmonization which has brought about a more harmonized policy agenda and improved DPs structure for policy dialogue (Betley, M. & Burton, J., 2011: 51).
The mechanism provides a harmonized general budget support framework facilitating policy dialogue at three levels; high level, broad level and sector level, between the donors and Government of Ghana. 
First, a High level dialogue which provide the platform where Heads of Missions whose role is to provide policy guidance to the technical group who are the Heads of Cooperation and handle all day to day cooperation operations at country level lead in higher level dialogue such as the Consultative group Partnership and MDBS Review Meetings with GoG. At this forum all Heads of mission from all the MDBS partners dialogue with government as one entity.
Second, the Broad policy dialogue level brings together GoG and the MDBS Core Group which constitutes cooperation representatives from the MDBS supporting countries to negotiate and jointly agree on a selective performance framework derived from the GSGDA by the SWG and also to monitor progress in its implementation in order to release DP budget support. One government official noted that “ …because of the cross-sectoral nature of the MDBS mechanism, regular consultation between the MDBS Secretariat in MoFEP representing GOG and the MDBS core-group is essential, particularly at key points in the MDBS planning and review process”. (Interview with in Accra, 22 August, 2012)
Third, the Sector Working group (SWG) provides a forum for sector policy dialogue by bringing together MDAs and DPs representatives involved in a specific sector policy (eg, health) or cross-cutting theme (eg, decentralization).  The dialogue here at the SWG spans strategic planning, performance monitoring and implementation of harmonized agreements. It is at this level that proposals for targets and triggers to be included in the PAF are selected and agreed on. The SWG is chaired by the Government sector lead and co-chaired by the DP sector lead and reaches out to involve civil society and parliamentary representatives.
At all these level of dialogue, the government has coordinated and leads in the dialogue process leading greater ownership of the reform process. Figure 5.1 below illustrates the harmonization process of the MDBS. 

Figure 5.1
 MDBS Harmonization Process
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Supervision + High level dialogue box as illustrated in figure 5.1, this is where Heads of Missions and Heads of Cooperation engage in higher level dialogue such as the Consultative group Partnership and MDBS Review Meetings with GoG.
Sector coordination + sector policy dialogue box in figure 5.1 illustrates where Sector Working Groups (SWG) provides a forum for policy dialogue by bringing together MDA and DP representatives involved in a specific policy sector or cross-cutting theme.

Coordinating structures+ Broad policy dialogue box as depicted in figure 5.1 brings together GoG and DPs to jointly agree on a selective performance framework derived from the medium-term development strategy and to monitor progress in its implementation. 
All of the donors consulted highlighted the importance of the MDBS as a forum for exchange of information and ideas amongst donors, leading to a promising consensus about the key issues at any particular point in time. This leads to the formal endorsement of the MDBS group as a whole of the PAF triggers, the assessment of performance against individual triggers for the performance tranche, and the “holistic” assessment of performance against the fundamental principles in the FM. 
Betley and Burton (2011) argues that the MDBS most impressive is how the system is able to connect the different approaches to conditionality from different donors for example, whilst the World Bank has favoured policy or process conditions, the EC’s MDG contract focuses on outcomes and results.  The PAF process was able to accommodate both types of indicators in the triggers – over the period 2006 – 2009, 34 of the 50 triggers were related to policy actions and processes, 4 were related to inputs, and the remaining 12 were related to outputs and outcomes.  The process also offered flexibility in that donors could select how much funding to put in the performance tranche (Betley, M. & Burton, J., 2011: 21).   

The FM provides for coordinated reporting, dialogue and review missions for all DPs in the MDBS framework. It also provides the DPs with one voice in the dialogue process with government. The review process for MDBS is common for all DPs and participants meet on a decided schedule, aligned with the review process of the medium term development plan and the budget cycle.
Under the FM the DPs' contribution consists of either a single component or two components (a base and a performance component) each year. Decisions on the number of components and the ratio between components are left to the discretion of each DP. The decision on the disbursement of the base component is based on a positive holistic assessment an improvement over using just the PAF. Neither the base nor the performance component is disbursed if the holistic assessment is deemed unsatisfactory.

Here, progress made against the triggers determines the extent to which the single component or the performance component is disbursed. Even though disbursement decisions are left to the discretion of each individual DP, the respondents indicated that ‘DPs with one voice in the policy dialogue process, try as much as possible to reach a joint position’. 

Betley and Burton (2011) argues that the sector working groups are the ‘bedrock’ of policy dialogue and donor harmonization. There is an annual cycle of events, including the budget, the annual performance review of the poverty reduction strategy (e.g. GPRSII and GSGDA), the MDBS performance review, and the G-JAS review.  Periodic events such as the Africa Peer Review and the Independent Mutual Accountability Review insert more strategic review and accountability into this framework. Also the MDBS process has provided the most focused mechanism for reaching an agreement on what is to be done, and an assessment of whether this has been in fact achieved (Betley, M. & Burton, J., 2011: 19).
5.4 Reduction in Transaction Costs 

The OECD argues that reduction of transaction costs is one of the key objectives of providing budget support. The expectation from budget support compared to other aid modalities is that, it results in the reduction in the need for separate audits, project management, or implementation planning. In addition to the reduction in transaction costs, it should bring about associated improvements in how donors coordinate and harmonize aid. Consequently by using established government financial management systems, instead of the parallel reporting and accounting systems traditionally associated with project-based aid, should result in reduced transaction costs (Better aid management, 2009:25). For instance, donors fund over sixty thousand development projects and programmes globally, for which separate and timely reports are required for each donor, often exceeding the capacity of the aid-receiving countries (Quarter 2005:1087). According to Factora, J. M., the essence of harmonization is for budget support donors and the government to reduce the transaction costs of aid delivery by supporting a comprehensive reform program based on the PRSP and by engaging in a consistent policy dialogue (Factora J. M., 2006, 67).
On the issue of transaction costs, the question of whether there are savings have been argued by some, should be resolved on the basis of evidence.  The GoG representatives interviewed were all of the opinion that it is certainly reasonable (if difficult to generate numbers to prove) that there are substantial transaction cost savings for GoG against a counter-factual situation of disbursing the equivalent resources through traditional modes of aid delivery such as project aid. For them the obvious and most important reduction in transactions cost has to do with the reduction in time that would have been spent dealing with eleven (11) different Developing Partners undertaking several projects individually which would require the submission of separate reports with different formats, numerous review missions with its attendant meetings, separate audits and use of different accounting systems etc. These would have resulted in multiplicity of target setting, reporting formats, auditing standards, procurement processes and also negotiating with eleven (11) different DPs with different requirements. They expressed their concerns and argued that it would have put enormous strain on the thin government capacity to deal with all the work. 

An officer at the Ministry of Finance and Economic Planning commented ‘these would mean that having missions for all these DPs separately, with its attendant cost of transportation, renting of conference facilities and other administrative costs. With the MDBS framework there is a single review process for all eleven donors which is the MDBS Annual Review where the PAF is assessed, there is a holistic assessment of the overall development agenda and also agreed reports are discussed’. (Interview with a government official, Accra, 22 August, 2012)
Another government official noted ‘…say if you have sixteen projects by sixteen donors and they are all requesting for reports in different formats, one person at the ministry will have to deal with all that work load by producing sixteen different reports…’ (Interview with a government official, Accra, 16 August, 2012) 

With reference to the OECD argument the MDBS framework has resulted in the use of established government financial management systems, instead of the parallel auditing, reporting, accounting and monitoring and evaluation systems traditionally associated with project-based aid and also a single review mission for all eleven DPs. This has resulted in reduced transaction costs for government making available time and resource to government official to concentrate on other equally important aspects of government business. 
This chapter has focused on the question of the extent to which the MDBS framework has been able to ensure greater country ownership, alignment of support to GoG’s development strategies and priorities and the use of country systems. It has also looked at the extent to which harmonization has been achieved and whether there has been a reduction in transaction costs for the Government of Ghana. The evidence shows that have been notable improvements in country ownership, donor alignment and harmonization and reduction in transactions cost. 
Chapter 6  
Conclusion
This work sought to ascertain GoG’s arguments supporting MDBS as a preferred modality for the sourcing and utilization of aid towards supporting the objective of attaining the Millennium Development Goals (MDGs). To do this I asked the following questions: 
1) What is the policy theory underling the MDBS framework?

2) What are the arguments supporting the choice of MDBS as the preferred option for aid delivery in Ghana?
3) To what extent has the MDBS framework its objective of fostering ownership, alignment and donor harmonization which results in reduction in transaction costs to Government of Ghana for the period 2007 to 2011 and to what extent has this been done?
My answers are as follows: there are two fundamentals that underline the policy theory of the MDBS framework, first, the broadly shared confidence that aid is effective only in a favourable institutional and policy environment and second, the conviction that by creating a harmonized mechanism for the disbursement of budget support to a recipient country to implement development strategies and programmes for poverty reduction and growth is the best way in the achievement of the overall objective of international development assistance – poverty reduction and growth. I conclude that the MDBS was instituted as a mechanism to harmonize the disbursement of funds as a leverage by donors through a high level dialogue with GoG to influence the implement of policy actions in the creation of what the international donor community considers a ‘favourable institutional and policy environment’ in facilitating the achievement of the MDGs.

Secondly, the arguments by GoG in support of its preference for the MDBS mechanism are that, it provides a mechanism for solving the high degree of fragmentation suffered by the Budget due to aid finance activities which are off-budget by bringing on board the budget development assistance to finance government priorities. It has also ensured better coordination of aid and the stakeholders in the aid delivery. Also its promotion of the use of country systems has resulted in notable improvements in its PFM systems and has resulted in reduction in transactions cost associated with parallel reporting and accounting systems traditionally associated with project-based aid. It provision of additional and predictable funds has been crucial to the development and implementation of governments development programmes. I conclude that even though these reasons were alluded to for GoG’s opting for the mechanism, I concluded that the most crucial in taking the decision is the predictable untied funds that MDBS makes available to the government and the flexibility it has in its usage. It provides the government some level of fiscal leverage as a lower middle income country. 
Thirdly, I conclude that the MDBS mechanism between the periods 2007 to 2011 led to increasing GoG’s ownership of the overall development agenda. This is reflected in the co-chairing of the SWGs by the Chief Directors of the sector ministries and the signing off the Performance Assessment Framework by the sector Ministers giving the necessary political will for the implementation of the policy actions. 

By aligning the MDBS programme to national budget and fiscal year has positively facilitated the budget preparation and enhance the use of country systems. This notwithstanding there remains serious challenges with the PFM system of Ghana which needs to be addressed.

Based on the qualitative judgments of the official interviewed and the fact that the MDBS framework rely on the usage of GoG’s accounting, auditing, reporting and monitoring and evaluations systems and also one review mission for all eleven donor’s suggests a reduction in transaction cost that would have been associated with the use of parallel systems by the eleven donors. Even though this has not been proven qualitatively in this work I conclude that in terms of time and administrative cost the MDBS mechanism has resulted in the reduction of transactions cost over the period. 

Finally on the issue of ownership my observation is that, though the process seems to confirm validity of government’s ownership, the main instrument which is the development document’s guidance seems to be limited due to its broad nature as alluded to by both DPs and government officials.  The broad nature of the development document suggests that GoG wants to ensure that all eleven donors’ expectations are met. If that is the case then this causes a level of tension between the level of freedom GoG will want to obtain by producing a narrower document and the limitations that the large number of donors imposes because at end the allocations are decided by the donors. This then reflects a weakness of the aid architecture in ensuring country ownership of the development agenda of recipient countries.
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Appendix A: List of Persons Interviewed

	NO.
	NAME
	POSITION
	INSTITUTION

	1
	ANGELA FARHAT
	Macro-economist
	Danish Embassy, Denmark

	2
	MARCO DOMASCHIO
	Deputy Director Programming and Planning
	CIDA, Canada

	3
	EUNICEAKUA  ANNAN-AGGREY
	Programme Officer
	CIDA, Canada

	4
	VALERIA B. OKAI
	Programme Officer
	European Union

	5
	SMILE DEM KWAWUKUME
	Senior Public Sector Specialist
	The World Bank

	6
	ALOYSIUS ADJETEY
	Local Governance Expert
	KFW, Germany

	7
	GRAHAM GASS
	Team Leader, Human Dev. & Social Protection
	DFID, United Kingdom

	8
	ELINE OKUDZETO
	Macroeconomist
	African Development Bank

	9
	KWABENA ASARE GYASI-DUKU
	Water and Sanitation Engineer /Member of SWG
	Ministry of Water Resource Works And Housing

	10
	VERONICA SACKEY
	MDBS Coordinator
	Ministry of Finance and Economic Planning

	11
	EVA MENDS
	Head, Budget Development Unit / MDBS Pillar Lead
	Ministry of Finance and Economic Planning

	12
	SAMUEL ARKHURST
	Head, PEU/ MDBS Pillar Lead
	Ministry of Finance and Economic Planning

	13
	DAVID QUIST
	Head, Netherlands, Germany, France, Sweden Unit/ MDBS Pillar Lead
	Ministry of Finance and Economic Planning

	14
	ANTHONY DZADZRA
	Head, Tax Policy Unit/ MDBS Pillar Lead
	Ministry of Finance and Economic Planning

	15
	JOSEPH DOME CHOGNURU
	Head, Canada and USA Unit/ MDBS Pillar Lead
	Ministry of Finance and Economic Planning


Appendix B: Interview Guide
Ownership

9. To what extent has the MDBS framework lead to greater country ownership of the development agenda?
10. How are these policies and programmes in the development document implemented?
11. How is aid delivery coordinated under the MDBS and by whom?
12. Who are involved in the negotiation of the PAF and the MDBS Annual review?

13. What is the level of participation by CSOs, local authorities and Parliament in the process?

14. What are some of the specific measure taken to ensure greater government ownership of the process?
Alignment

15. To what extent has the MDBS ensured that donors support is aligned to the national development priorities and programmes?

16. What are some specific measures taken by donors to ensure greater alignment?

17. Has there been an improvement in the PFM systems?
18. What are some specific improvements?

19. Are there common conditions for disbursement of funds?

20. To what extent do donors rely on and use country institutions and systems in their aid delivery and management?

21. Are these systems effective?

22. How is progress made in implementation of the PAF measured?

Harmonization

23. To what extent has harmonization been achieved under the MDBS?

24. What are processes and procedures have been harmonized?

25. Specific examples of harmonized activities?

26. How are reviews conducted?

Transaction Costs

27. Has the MDBS framework resulted in reduced transaction costs for government?

28. To what extent has this been achieved?

29. How was that measured?

30. Has there been any study to prove this? 
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