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Foreword

This report has been prepared by the Financing and Aid Architecture
Task Team of the OECD DAC (Development Assistance Committee) Inter-
national Network on Conflict and Fragility (INCAF). The work of the task
team is a result of the widespread recognition that more effective, rapid and
flexible financing to conflict-affected countries is needed. The purpose is to
translate previous commitments into practice in order to effectively address
challenges associated with transition financing.

Financing is about much more than the flow of resources. It affects behav-
iour, aid architecture, the power and influence of different groups, priorities
and capacity development. It signals approval or disapproval. And there is no
neutral choice — making a financing decision always creates consequences that
go far beyond the time scale and scope of the funded activity.

Successful transition financing will depend on the ability of development
partners to improve the policies and practices currently governing their finan-
cial flows, the implementation of some procedural and cultural changes within
donor administrations, and a willingness to expand and fully utilise the range
of tools and instruments available for in-country transition financing.

I am very thankful that the authors of the study, together with the Task
Team, have provided us all, practitioners and policy makers, with this exten-
sive mapping of financing practices. This study constitutes a key component
in understanding the challenges and possible solutions for better financing in
conflict-affected countries.

Supporting countries trapped in a vicious circle of poverty and conflict
is a moral obligation and responsibility of the international community. We
cannot fail to meet this challenge.

NS

Gunilla Carlsson
Minister for International Development Co-operation
Ministry for Foreign Affairs
Sweden
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Executive summary

Building a better response: towards more effective, rapid and flexible
financing for transition

This report has been prepared by the Financing and Aid Architecture Task
Team of the OECD DAC (Development Assistance Committee) International
Network on Conflict and Fragility (INCAF). It aims to establish an agreed
conceptual foundation that will enable OECD DAC members and implement-
ing partners to address the challenges associated with transition financing
and the current aid financing architecture. The findings presented are based
on: (i) a desk review of donor policies and procedures, and existing funding
instruments in specific countries; (ii) an extensive literature review and analy-
sis of DAC and Financial Tracking System financial data; and (iii) interviews
with key informants from DAC member countries and multilateral agencies.

The report adopts the term “transition” to describe countries transition-
ing out of conflict towards sustainable development. Transition also denotes
a move to greater national ownership and an increase in the capacity of the
state to ensure the safety and welfare of its citizens. Transition financing
covers a broad spectrum of activities that traditionally falls between the
“humanitarian” and “development” categories, including recovery and recon-
struction activities and security-related and peacebuilding activities (often
referred to as stabilisation). Funding itself encompasses not only international
donor activity, but also domestic resource mobilisation and debt relief, often
overlooked in the immediate post-conflict period.

While recognising that many of the forces shaping events in fragile and
conflict-affected countries are outside donor control, the study argues that
donors do have influence through their decisions about which transition activi-
ties to finance and how to do this. Financing is about much more than the flow
of resources: it affects behaviour, aid architecture, the power and influence of
different groups, priorities and capacity development. It signals approval or dis-
approval. And there is no neutral choice — making a financing decision always
creates consequences that go far beyond the timescale of the funded activity.
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This work was commissioned because of widespread recognition that aid
modalities are not working well in transition situations and that more effec-
tive, rapid and flexible financing is needed at this critical juncture. Successful
transition financing will depend on the ability of development partners to
improve the policies and practices currently governing their financial flows,
the implementation of procedural and cultural changes within donor admin-
istrations, and a willingness to expand and fully utilise the full range of tools
and instruments available for in-country transition financing.

Different dimensions of transition financing challenges

Aid flows to fragile and conflict-affected countries. Financial analy-
sis demonstrates that donors provide significant amounts of humanitarian
and development aid to conflict-affected states — but how much of this aid
is dedicated to supporting the transition out of conflict is unclear. This is
because there is a lack of consensus on what activities fall within the cat-
egory of transition, there are no unified budgeting or reporting codes to pull
together funding allocations from different budget lines, and there are dif-
ferent methodologies and approaches to identifying and assessing transition-
related needs. As a result, it is difficult to calculate accurate estimates of
the shortfalls in transition financing. Despite this challenge, there is general
agreement amongst international actors that money available does not flow in
timely and effective ways to the highest-priority transition needs.

Aid architecture. Efforts to improve international engagement in transi-
tion situations are constrained by an aid architecture that creates rigid com-
partments for humanitarian and development aid, where these are governed
by different principles, rules and regulations, and often managed by different
departments of the same donor agency/organisation. Often there is a lack of
clear responsibility and accountability for funding. In addition, a bifurcated
aid architecture does not correspond to reality on the ground, which requires
simultaneous and co-ordinated funding for humanitarian, transition (includ-
ing security) and development activities.

Furthermore, humanitarian aid tends to bypass government structures
while development aid is usually predicated on working with and through
governments. In transition situations, this creates tension between the need
to protect humanitarian principles, such as impartiality and neutrality,
while simultaneously working to build the capacity of nascent government
structures.

Donor policies and procedures in transition situations. The report
concludes that many donors do have the required degree of procedural flex-
ibility to provide effective and rapid support to transition situations. However,
there are still open questions regarding who in the donor community and
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implementing agencies bears responsibility for the transition. Current donor
staff incentive structures do not reward staff for taking risks, and as a result
staff often do not make full use of the available flexibility. When staff do
take risks, they are less likely to publicise them, which impedes efforts to
institutionalise knowledge and develop guidance on good practice in transi-
tion situations.

Co-ordination with and amongst different parts of donor governments
also remains a challenge for aid agencies, in particular in transition situa-
tions where ODA flows constitute a small part of the overall financial and
institutional engagement of donor governments. In addition, donor financing
decisions are frequently based on a system of predetermined actions and
instruments, triggered by a standard set of chronological events (peace agree-
ments, elections, the departure of peacekeepers and so on), which in reality
bear little relation to needs.

In-country financing instruments for transition. The report further
concludes that multi-donor trust funds (MDTFs) have been helpful in ena-
bling development partners to engage more holistically and strategically
in transition environments and that, once they are up and running, these
trust funds significantly reduce transaction costs for both donors and host
governments. MDTFs also enable donors to adopt a collective approach to
the risks inherent in transition situations. However, MDTFs need to over-
come several critical challenges if they are to provide appropriate assistance.
These challenges include managing how quickly funds are made operational,
how trade-offs between quick delivery and capacity building are handled,
and how proliferation of instruments can be avoided. International actors
need to improve co-ordination and harmonisation between different funds
and develop greater clarity on MDTF characteristics, such as the degree of
national ownership, the speed of operation, overall fund objectives and agree-
ment on what the funds can and cannot do.

Key findings and recommendations

The report concludes that the following measures would facilitate more
effective international engagement in transition situations:

Change the starting point and approach to transition: An aid architecture
divided into humanitarian and development compartments clearly limits
effectiveness in transition situations. International actors should instead
adopt a long-term, non-linear approach to transition. They should focus less
on the instruments and approaches available within particular managerial
structures and more on the actual objectives that they are trying to support.
This change of approach will require reflection on how to provide appropri-
ate long-term, flexible and effective assistance to countries emerging from
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protracted crises, but where government counterparts are weak or not fully
legitimate. Appropriate tools and instruments from development and humani-
tarian modalities should be used in a funding “mix” that allows programmes
to meet transition goals, while respecting the need to avoid fragmentation of
the instruments and tools.

Adapt donor policies and procedures: Aid agencies need to address the key
question of who takes responsibility for the transition. A more co-ordinated
engagement will require a different approach to staffing, where capacity and
expertise should be drawn from different policy communities to enable holis-
tic context analyses, strategies and programming. Aid agencies will need to
change both institutional structures and people (their attitudes and incentives
for taking risks), and improve incentives for joint working across departments
(such as being held accountable for shared results). In addition, donor govern-
ments will need to improve their ability to manage and mitigate risks associ-
ated with transition financing.

Improve efforts to measure transition financing across instruments and
modalities: It is difficult to capture the full range of resources for transition
situations and to determine the extent of funding shortfalls when decisions
and management are determined by different instruments and departments
in a single donor government bureaucracy. Donors should acknowledge the
important role that non-ODA funds can play during the transition period and
find better ways of recording all the resources flowing to transition activities.
This would not necessarily require a change in the current ODA criteria, but
could involve other ways of recognising/recording aid to key transition activi-
ties. The DAC should explore the need to revise DAC reporting codes to better
reflect the basket of activities that make up transition funding.

Identify the right priorities and objectives: Timely and realistic planning
is a fundamental pre-condition for flexible engagement and effective financ-
ing. Proper needs assessments should be based on a holistic and realistic
understanding of the needs of the country, and provide a prioritised vision
of what should be achieved. Plans for transition financing should also set out
the objectives that development partners are working towards, the specific
activities that will be financed, precise funding sources, and the people who
will be responsible for implementing the activities and accounting for results.
International actors and national partners should be clear about the links
between different instruments (and any transitions between them), and the
common governance framework that will provide overall oversight.

Establish a clearer link between financing instruments and national own-
ership: The choice of financing instruments and methods has an impact on the
approach to national ownership. The current aid architecture does not promote
effective and co-ordinated engagement with difficult government partnerships
during the transition period, which increases the risks of funding being used
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as a political tool rather than as a response to needs. Evidence from, for exam-
ple, Central African Republic (CAR) and Timor-Leste show how a political
push to rapidly designate these situations as “post-conflict” resulted in a shift
of focus away from critical humanitarian, peacebuilding and statebuilding
activities, which in turn undermined long-term development investments.
Similarly, the Southern Sudan experience highlights how unrealistic expecta-
tions about government capacity in the immediate aftermath of conflict led to
inappropriate forms of international engagement. The choice of instruments
for transition financing should be based on a clear understanding of the ways
that different funding approaches and mechanisms affect national ownership,
the pros and cons of different instruments, and the lessons and good practices
that can be translated into practical recommendations for improving the imple-
mentation of transition activities and support.

Improve the operation of pooled funding: Pooled funding instruments are
useful tools for encouraging more holistic and effective approaches to transi-
tion situations. However, the operational impact and effectiveness of these
funds need further improvements to systematise the positive lessons learned.
This includes better management of the trade-off between ensuring quick and
effective delivery of services and supporting the longer-term development
of government capacity and legitimacy. In addition, international partners*
should commit to decreasing fragmentation, improving the participation of
national authorities in the governance of funds, clarifying and managing
expectations about what can be delivered through pooled funds, increasing
the predictability of funding flows, and decreasing the earmarking of contri-
butions into funds. International partners should also aim for greater clarity
and co-ordination between bilateral and multilateral funding programmes
and between global and country-specific funds.

* The term “international partners” is used throughout this report to refer prima-
rily to the bilateral and multilateral donor community.
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1. Background and rationale for transition financing

This chapter explains the background and rationale for why the OECD DAC has
decided to undertake this study. It also highlights why transition financing has
importance also beyond the scope and timefrmae of the funded activity.
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Introduction

Through adoption of the Principles of Good International Engagement
in Fragile States and Situations in April 2007, OECD DAC members com-
mitted themselves to make rapid and flexible financing available to ensure
that their engagement in fragile states and conflicts would be better targeted
towards changing conditions.! Similarly, the Principles and Good Practice
of Humanitarian Donorship (the GHD initiative) have tried to improve the
effectiveness of humanitarian response by ensuring a higher degree of pre-
dictability, accountability and partnership.?

The Accra High Level Forum on Aid Effectiveness in September 2008
highlighted the need to improve funding modalities as well as organisational
and staffing responses. In the Accra Agenda for Action (AAA) donors com-
mitted to work on “flexible, rapid and long-term funding modalities, on a
pooled basis when appropriate, to bridge humanitarian, recovery and longer
term development phases, and to support stabilisation, inclusive peacebuild-
ing and the building of capable, accountable and responsive states”.> Accra
furthermore recommended that the OECD DAC should establish a special
Task Team to take this work forward. The UN Secretary-General’s report
(UN, 2009) “Peace-building in the immediate aftermath of conflict” also
urges donors to work through the OECD DAC to find bold and innovative
solutions that “will establish flexible, rapid and predictable funding modali-
ties in countries emerging from conflict”.

As a response both to the recommendation in the AAA and the request
in the UN Secretary-General’s report on peacebuilding, the DAC Network
on Conflict and Fragility (INCAF) has initiated efforts to develop policy
and operational guidance that can make funding to countries transiting from
conflict more flexible, rapid and predictable. This report presents initial find-
ings of this work, as agreed by bilateral and multilateral members in INCAF.
It also provides an agreed conceptual foundation for future work to address
the challenges associated with transition financing and to explore innovative
improvements to the current financing aid architecture. The final product
will be presented for endorsement at the Fourth High Level Forum on Aid
Effectiveness in Seoul in 2011.

The analysis and findings presented below are based on: (i) a desk
review of donor policies and procedures and existing funding instruments
in specific countries, (ii) an extensive literature review and analysis of DAC
and Financial Tracking System financial data, and (iii) interviews with key
informants from DAC member countries and multilateral agencies.

The report is structured as follows: Chapter two outlines international
efforts to date and clarifies the challenges and key concepts related to
transition. Chapter three analyses aid flows to fragile and conflict-affected
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states. Chapter four then moves to map donor policies and procedures, and
presents some recent good practice with regard to transition financing, while
chapter five maps country-specific tools and instruments available during the
transition period. Chapter six summarises the key messages and conclusions
that will be carried forward in the preparation of specific OECD DAC guid-
ance on transition financing.

Why transition financing matters — and why it is about more than money

Providing adequate financing to situations of conflict and fragility is key
to ensuring both life-saving activities as well as peace dividends and liveli-
hood support, and to start building the foundations for sustainable recovery,
peace and state capacity. However, the international community has faced
major challenges in providing effective and targeted support to countries
recovering from conflict, as has been amply documented in recent years.

Underpinning this report is the recognition that most of the forces shap-
ing events in fragile situations and countries emerging from conflict are
outside donor control. However, financing is one thing that is within donor
control. Donors can decide how much to fund, which agencies or organisa-
tions to finance, what restrictions or conditions are applied and when to
turn the funding tap on and off. Recognising the impact of financing is thus
important in order to understand many of the risks and challenges for exter-
nal actors during the transition period.

Finance is often used as a signal. Financial pledges are signals of confi-
dence in a peace process or regime change. They are used to stimulate further
progress or “reward” governments seen to be striving for internationally
agreed standards. Conversely, finance is sometimes withdrawn to signal
disapproval — not of the activity being financed, but of governments, policies
or events. Withdrawal of finance may have nothing to do with aid effective-
ness and is likely to be driven by political forces outside the aid agency.
Disapproval of a regime can result in funds being cut from, for example,
social service delivery programmes designed to directly reach the poorest
and most marginalised.

The type of finance can also be used as a signal. Humanitarian and devel-
opment financing engage with the state to different degrees — humanitarian
aid often bypasses state structures while development funding is provided
through, and in support of, the state. Donors may fund the same activities
from a development assistance budget line in one place, and a humanitarian
one in another. Often, decisions on which budget line to use have nothing to
do with the type of activity and everything to do with avoiding endorsing
unacceptable regimes by supplying development assistance. Humanitarian
assistance, on the other hand, is perceived to be neutral and impartial
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notwithstanding the fact that a decision to label activities as humanitarian
rather than development is inherently political.

Yet financing has an influence far beyond turning the tap on and off,
including the following:

¢ Financing modalities can result in the empowerment or disem-
powerment of different organisations. If funding is restricted to
a particular group of actors (such as the UN or international NGOs;
international or national organisations), it empowers these actors in
several ways. First, it may empower the organisation to select recipi-
ents and control what is funded, as well as when and how. Second,
it may provide a modest source of the best type of income (core un-
earmarked funding) by enabling it to charge an administration fee.
Third, these financing choices influence the extent to which different
partners are visible to, and dialogue with, the original donor and are
thus able to shape donor thinking.

* Financing modalities affect the way needs are defined and priori-
ties are set. Pooled funds, for instance, can finance only priorities
defined by the strategy guiding the funds. Organisations that want
access to these pooled funds thus have a clear incentive to participate
in joint needs assessment and prioritisation exercises that are fre-
quently used to define these strategies. More use of pooled funds
can thus advance the Paris and UN humanitarian reform agendas
by strengthening incentives to participate in joint needs assessment
and priority setting. Non-pooled funds, on the other hand, pose the
risk of fragmentation and skewed attention to the needs of favoured
groups or sectors.

* Financing modalities can incentivise particular types of behaviour.
Pooled funding can incentivise alignment with overall development
plans and advance accountability to broader objectives. Direct bilateral
funding might inhibit alignment behind national plans and priorities.

* Financing modalities can drive or inhibit co-ordination. For instance,
MDTF allocation processes can drive co-ordination by creating a
forum where donors and agencies exchange information about their
programmes and agree on funding priorities. Financing modalities also
determine who will be eligible for MDTF funding and dictate who has
an incentive to attend those meetings. Similarly, direct bilateral funding
might impede in-country co-ordination.

¢ Financing modalities can support or preclude the development of
capacity. For instance, a decision to exclude agencies that do not use
specified accounting procedures might strengthen longer-term adher-
ence to good practices, but will likely undercut initial potential to

TRANSITION FINANCING: BUILDING A BETTER RESPONSE — © OECD 2010



1. BACKGROUND AND RATIONALE FOR TRANSITION FINANCING — 25

deploy existing local capacity. Rules that require or preclude financ-
ing through government agencies or local civil society organisations
exclude a whole range of options in transition situations. What may
have begun as a perceived problem with domestic capacity may in
fact become further entrenched by funding mechanisms that inhibit
the development of more robust indigenous capacities.

Financing is thus not just a flow of resources: it affects behaviour, aid
architecture, the power and influence of different groups, priorities and
capacity development. It signals approval or disapproval. And there is no neu-
tral choice — making a financing decision always creates consequences that
go far beyond time-bound funding for an activity. This understanding will be
further developed in this report through more detailed analysis of aid flows,
and policies and mechanisms applied during the transition period.

Notes

1. DAC Principles on Good International Engagement in Fragile States
and  Situations.  Available from: www.oecd.org/document/46/0,3343
,en_2649 33693550 35233262 1 1 1 1,00.html.

2. Taken from www.humanitarianreform.org/ and www.goodhumanitariandonor-
ship.org/.

The Accra Action Agenda, article 21.
4. UN Secretary-General (2009), paragraph 77.
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2. Understanding transition — challenges and key concepts

This chapter outlines some of the key international efforts to date to conceptualise
international assistance in support of war-to-peace transition. It also clarifies the
challenges and key concepts involved and defines transition as a set of shifts and
characteristics that influence international engagement.
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International efforts to conceptualise assistance to conflict-affected
countries

This report recognises and accepts the fact that aid does not flow in timely
and effective ways to the greatest needs during transition periods and argues
that this is largely attributable to the sub-optimal quality of international
engagement. Rapid and flexible financing for critical peacebuilding and state-
building activities is constrained by an aid architecture that is separated into
humanitarian and development aid, governed by different principles, rules
and regulations, and often managed by different departments of donor agen-
cies/organisations. This has resulted in the proliferation and fragmentation of
mechanisms at country and headquarters levels, exacerbated by limited donor
field presence. The availability of rapid and flexible financing is also restricted
by sometimes conflicting political agendas, priorities, guiding principles,
funding cycles, targets and indicators that guide international engagement.
As a result, the aid architecture often appears to be segmented and incoher-
ent. Other constrains include a continued lack of clarity on how to prioritise

Figure 2.1. Spectrum of peace interventions
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Source: Bailey and Pavanello (2009).
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activities, the difficulties of managing trade-offs between quick delivery and
the need to ensure support for longer-term development of effective and resil-
ient states, and problems of sequencing crucial activities and interventions.

Figure 2.1 portrays some of the concepts that are in use as well as the
overlaps between them. Key definitions are listed in Annex A.

The principles that govern international assistance are part of the various
models of assistance outlined in Figure 2.1. On the development side, donors and
implementing agencies have signed up to the Paris Declaration (OECD, 2005),
the Principles on Good International Engagement in Fragile States and Situations
(OECD, 2007) and the AAA (OECD, 2008). In 2003, donors also committed to
the Principles for Good Humanitarian Donorship (GHD). Annex B provides an
overview of the synergies and tensions between the different sets of principles.

These different principles are helping to improve international humani-
tarian and development assistance. For example, the Paris Declaration has
resulted in more frequent use of pooled in-country funding instruments,
and has also encouraged donors to undertake joint assessments and establish
joint offices and development plans in places like Liberia and Sierra Leone.
Some donors are using joint sectoral approaches backed by budget support
and division of labour as standard modes of operation, and groups of like-
minded donors have developed joint institutional strategies for relationships
with multilateral agencies.*

Similarly, the GHD principles encourage donors to strive towards more
flexible and predictable funding and a needs-based approach to humanitarian
assistance. Together with the process of UN humanitarian reform, initiated in
2005, this has resulted in the establishment of pooled financing mechanisms
at both the global and country levels (the Central Emergency Relief Fund,
CERF, and Common Humanitarian Funds) and the cluster approach (which
aims to improve co-ordination and avoid gaps in the provision of humanitar-
ian aid). The GHD principles are guided by international humanitarian law,
which means they make very limited reference to the role of the affected state.

The Fragile States Principles (FSP) were created to complement the Paris
Declaration in contexts where donors are unable to adopt a state-to-state-
approach, because the state lacks legitimacy, capacity and/or will. While both
the Paris Declaration and FSP frameworks strive towards alignment, harmo-
nisation and accountability, one key difference is that the FSP at present lack
mutual commitments on results.

* Nevertheless, the latest Paris monitoring report suggests that donors need to
accelerate progress to meet targets for reduced fragmentation, greater predict-
ability and use of country systems. For example, aid delivered within programme-
based approaches increased to 47% in 2007 compared with a 2010 target of 66%.
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A particular challenge with having multiple sets of principles is that, in
some countries, three or even all four sets of principles might apply simulta-
neously and be subject to periodic re-configuration as the context fluctuates.
For example, in Sudan, donors may be operating according to the GHD prin-
ciples in Darfur and the FSP in Southern Sudan. In Uganda, the international
donor community was applying primarily the Paris Agenda at the Kampala
level and the GHD principles in the north during the conflict between Lord’s
Resistance Army and the Government of Uganda.

The segmentation of governing principles and international response
becomes a major impediment to effective engagement in transition situations
when international actors are attempting to move from life-saving efforts
towards supporting sustainable development in partner countries emerging
from conflict. This is because it does not reflect reality on the ground and
makes co-ordination and co-operation between different operational and
policy communities challenging. As a result, aid agencies are often left strug-
gling to create links between humanitarian and development instruments
when the post-conflict transition phase requires different mixes of activities
that come from both disciplines.

The following analysis argues that, where government counterparts are
weak or illegitimate, international actors should move from focusing on
financing flows only to adopting a systemic approach that provides appropri-
ate long-term but flexible forms of assistance that address the full range of
needs and opportunities on the ground. Aid actors should, therefore, strive
to harness all available instruments and capacities to meet the needs of the
country, rather than putting the needs into somewhat artificial categories that
create obstacles to transition. Such a shift would enable more effective and
efficient use of aid and, ultimately, would positively affect results and devel-
opment outcomes.

Several efforts have been made to improve engagement across differ-
ent policy communities. However, most of these integration attempts have
tended to focus on the post-peace period. Peacebuilding and statebuilding
activities need to start before an official end to hostilities if the international
community is to provide adequate and timely support. This approach was
highlighted in the 2009 UN Secretary-General’s Report on Peacebuilding
in the Immediate Aftermath of Conflict (UN, 2009). The report also recog-
nises the need for “better coherence and co-ordination, clarity on roles and
responsibilities, coherent integrated strategies, stronger partnerships among
key actors, and a move towards greater predictability and accountability”
across policy communities. See Box 2.1 for further details on the Secretary-
General’s report.
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Understanding transition

The analysis in this report is premised on an agreement among DAC
members that international engagement in support of peace and stability
would ultimately depend on the ability to ensure greater flexibility between
different aid communities, policies and mechanisms. Recognising that
peacebuilding and statebuilding are long-term processes that require tar-
geted approaches and modalities, this report adapts the term “transition”
as the basis for a further analysis of a wider set of key issues for supporting

Box 2.1. UN Secretary General’s Report on Peacebuilding in the
Immediate Aftermath of Conflict

In its presidential statement of 20 May 2008 (S/PRST/2008/16), the Security
Council invited the Secretary-General to provide advice on how to support national
efforts to secure sustainable peace more rapidly and effectively, including in the
areas of co-ordination, civilian deployment capabilities and financing. The final
report was presented in July 2009, and focuses on the challenges that post-conflict
countries and the international community face in the immediate aftermath of con-
flict, defined as the first two years after the main conflict in a country has ended.

The report argues that the immediate post-conflict period offers a window of
opportunity to provide basic security, deliver peace dividends, shore up and
build confidence in the political process, and strengthen core national capac-
ity to lead peacebuilding efforts thereby beginning to lay the foundations for
sustainable development. It also highlights five core challenges that need to be
handled to facilitate an earlier, more coherent. response from the UN and the
wider international community, including (a) stronger, more effective and better
supported United Nations leadership teams on the ground; (b) early agreement
on priorities and alignment of resources behind them; (c) the strengthening
of United Nations support for national ownership and capacity development
from the outset; (d) the rationalisation and enhancement of the United Nations
system’s capacity to provide knowledge, expertise and deployable personnel to
meet the most urgent peacebuilding needs, in concert with partners who have
a comparative advantage in particular areas, as well as assisting countries to
identify and draw on the most relevant capacities globally; and (e) enhancement
of the speed, alignment, flexibility and risk tolerance of funding mechanisms.

The report recognises that existing funding mechanisms are not suited to early
post-conflict situations, which require a considerable degree of speed, flex-
ibility and risk tolerance. It thus urges the OECD DAC to develop innovative
solutions that will establish flexible, rapid and predictable funding modalities
for countries emerging from conflict.
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countries emerging from conflict. This term aims to capture the need for
urgent and rapid support to lifesaving activities, while at the same time
reflecting the notion of countries transitioning out of conflict towards sus-
tainable development. It also reflects a transition towards greater national
ownership and state responsibility for the safety and welfare of citizens.

The transition period is understood to signify the following gradual shifts
in international engagement:

* From primarily focusing on life-saving activities to engagement
aimed at establishing sustainable peace and viable state structures.

*  From respecting humanitarian principles of humanity, neutrality and
impartiality to making more explicit political choices towards peace-
building and statebuilding objectives.

*  From support through humanitarian aid modalities that normally
by default avoid state engagement in conflict situations to develop-
ment aid modalities that regard the state as the primary partner and
channel.

*  From working mainly with international organisations to working
with local partners.

The above suggests that transition financing covers a broad spectrum
of activities, including early and longer-term recovery and reconstruction
activities that traditionally fall between the humanitarian and development
categories and security-related and peacebuilding activities (often referred
to as stabilisation). Furthermore, the shift towards a stronger focus on state-
building highlights the importance of including national resource mobilisa-
tion and debt relief as part of the overall financial picture — areas which are
normally not given much attention during the immediate post-conflict period.

More specifically, transition can be understood to have the following
characteristics:

» It is a longer-term process that countries go through when moving
from violent conflict towards sustainable peace and development. As
such, it should reflect a realistic understanding of context-specific
peacebuilding and statebuilding, and be guided by a longer-term
vision of sustainable peace and development.

« Itis anon-linear process that presents tensions and trade-offs between
the need to provide rapid support to peace implementations and life-
saving activities while at the same time supporting development of
sustainable state structures. International support and engagement
might be needed even before there is a formal end to hostilities.
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» Itrequires a shared space between humanitarian and development (and
often security) actors, as countries might experience humanitarian
emergencies, longer-term development/investment programmes and
peacekeeping efforts simultaneously. This requires a flexible approach
that does not compromise humanitarian principles when applying the
modalities and principles that guide specific interventions.

» It often requires an adaptable mix of resources and instruments from
different parts of donor governments, including both official develop-
ment assistance (ODA) eligible financing and non-ODA funds.

« It imposes particular constraints on international actors, as post-
conflict situations present particular challenges in terms of insecu-
rity and capacity deficits; international engagement requires better
co-ordination to avoid fragmentation of approaches and instruments.

* Itrequires a flexible and pragmatic approach to programming based
on an in-depth understanding of the country context. International
actors need to be able to adapt to changing political realities and
institutional capacities and to move back and forth among different
modalities, approaches and frameworks.

» It requires a flexible approach to national ownership that focuses on
actors beyond the central government. While both humanitarian and
development principles give clear guidance on how to engage with
governments, the transition period can impose significant constraints
on international engagement when moving towards more national
ownership in situations of weak capacity. Appropriate long-term but
flexible assistance will need to be adapted to situations where gov-
ernment counterparts are weak or illegitimate.

The above understanding of transition financing raises the question of
how the international community can better record progress of transition
activities and how priority areas of intervention are identified and funded.
These issues will be explored further below, as the report moves to mapping
financial flows, donor policies and practices, and country-specific financing
instruments available during the transition period.
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3. Aid flows to fragile and conflict-affected states

This chapter uses DAC data and other information sources to provide a brief
overview of overall aid flows to fragile and conflict-affected states. It then moves
to outline the specific challenges and bottlenecks associated with measuring and
monitoring transition financing, and suggests areas where development partners
need to improve their current practice.
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Official development assistance to fragile and conflict-affected states

OECD DAC statistics show that fragile and conflict-affected countries
receive substantial amounts of aid, and that the aid levels have increased
gradually since 2000 (Figure 3.1). In 2007, donors spent around 34% of total
ODA (net of debt relief) in the 48 countries currently defined as fragile or
conflict-affected states (see OECD 2009 for a full list). However, the data
also show that aid to fragile and conflict-affected states is highly concen-
trated, with almost half of the total being allocated for five countries in 2007:
Afghanistan, Ethiopia, Iraq, Pakistan and Sudan (OECD, 2009).

Figure 3.2 compares ODA from all donors (not just DAC donors) to
fragile and conflict-affected states as a whole with ODA to fragile and non-
fragile states located in sub-Saharan Africa. This shows that non-fragile sub-
Saharan African countries generally receive higher levels of aid per capita
than fragile states, whether sub-Saharan African or as a whole. Within the
fragile-states category, countries in sub-Saharan Africa have received less
aid per capita than countries outside this region since 2003. This is likely to
be linked to the high levels of aid to Iraq and Afghanistan. Per capita aid to
sub-Saharan countries fell from USD 26 in 1995 to USD 16 in 1999 before
recovering gradually to reach USD 31 in 2007. Thus, despite the increased
funding to fragile states and an expansion in the DAC definition of ODA that
would allow donors to count more activities as ODA eligible in fragile states,
per capita ODA to fragile states in sub-Saharan Africa has increased by only
USD 5 since 1995.

Figure 3.1. ODA to fragile and non-fragile states 1995-2007
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Source: DAC 2a disbursements from all donors.
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This finding raises questions about the conventional understanding that
the increased focus on fragile and conflict-affected states since the early
1990s has resulted in increased aid volumes to conflict-affected countries.
However, it matches the overall trend in aid over the past decades, which was
marked by a dramatic drop during the late 1990s.

Figure 3.2. Per capita ODA to fragile and non-fragile states: 1995-2007 (USD)
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Source: DAC 2a ODA disbursements from all donors.

Donors provide a significant proportion of ODA to fragile and conflict-
affected states in the form of long-term humanitarian assistance. In Chad,
humanitarian assistance has been between 44% and 58% of total ODA
for the past four years, while the DRC has received around 40% of total
ODA in the form of humanitarian assistance annually since 1994. Burundi
received nearly 75% of ODA in the form of humanitarian assistance in 2004,
and in most years since 1995 humanitarian aid has been over half of ODA
(Development Initiatives, 2009).

Globally, humanitarian assistance has averaged around 10% of ODA since
1995. This has been used as the benchmark to differentiate occasional and small-
scale humanitarian responses from countries where humanitarian assistance
has been a more significant component of ODA. Figure 3.3 shows humanitarian
assistance to countries that have received more than 10% of their ODA in this
form of aid (Development Initiatives 2009). It illustrates that, since 2000, most
humanitarian assistance has gone to countries that have received such aid for
over eight years. Long-term humanitarian aid has been focused on a few coun-
tries — Sudan, Iraq, the DRC, Afghanistan and Ethiopia. This is not surprising,
given that transition situations can move between crisis and post-crisis phases
for a long time. In fact, research estimates that about half of all post-conflict
countries relapse into conflict within a decade (Collier, 2007).
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Figure 3.3. Long-, medium- and short-term humanitarian assistance 1995-2007
(USD million)
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Source: DAC 2a disbursements from all donors.

Measuring transition financing

The data presented above highlight that donors provide significant
amounts of humanitarian and development aid to fragile and conflict-affected
states. However, it is difficult to quantify and assess how much of this fund-
ing is specifically to support countries to transition out of conflict. The fol-
lowing section presents some of the challenges associated with measuring
and assessing transition financing levels.

Efforts to quantify total funding for transition activities face significant
challenges. There is no consensus within the international aid community
on what specific activities fall into this category. Donors also find it difficult
to consolidate and report on transition financing because the funding often
comes from several budget lines and/or different parts of a donor govern-
ment. In addition, different methodologies and approaches for identifying
and assessing needs mean there is limited agreement on how to establish a
baseline for providing transition financing.
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DAC statistics provide some indication of the level of transition financing
that donors provide from development budget lines. For example, Figure 3.4
presents aid flows to a set of activities that are generally deemed important
for post-conflict transition, based on DAC categorisation of aid by sector.
This shows a dramatic increase in funding for government administration in
2005. However, this was due to substantial funding to Afghanistan and Iraq
(USD 164 million and USD 2.3 billion, respectively). The funding to Iraq
dropped to USD 693 million in 2006.

Figure 3.4. Funding for transition activities 2002-2007 (USD million)
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Figure 3.5 shows ODA funding to sectors related to peace, security and
conflict, which has increased substantially in recent years. Funding for civil-
ian peacebuilding activities more than doubled to reach USD 1.2 billion in
2007, and security system management and reform nearly tripled over four
years from USD 232 million to USD 875 million. The dramatic increase in
funding reflects the broader recognition over recent years of the important
relationship between security and development. Recent expansions of the
ODA criteria to include critical peace and security activities have enabled the
DAC databases to capture more of the relevant transition funding.! However,
these expansions have also highlighted difficulties in defining specific
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security activities during the transition period; also, certain critical activities
continue to fall outside of the DAC reporting and are therefore not captured
in the statistical database. These include, for example, the use of military
personnel to decommission weapons and carry out demining.

Figure 3.5. ODA to security related sectors 2002-2007 (USD million)
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Donors are increasingly recognising that aid is just one part of the total
resource envelope during the post-conflict period. In particular, the recent
focus on security-related expenditures is a reflection of a growing focus on
stability as an important condition for peacebuilding and statebuilding. UN
peacekeeping expenditures are at a historic peak with 20 ongoing missions,
providing wide-ranging support to peace and stabilisation and supported by
a budget of USD 7.1 billion for 2008. This equals one-fifth of total ODA to
fragile and conflict-affected states. The UN spent USD 1.1 billion on peace-
keeping in the DRC alone, which was slightly more than total ODA to the
country in 2007. Table 3.1 presents total funding for peacekeeping operations
between 2000 and 2008, with 2007 peacekeeping expenditure as a proportion
of ODA to each country.

In addition to UN mandated peacekeeping missions, the international
community spends enormous amounts on other peace and stability opera-
tions around the world, including in Afghanistan and Iraq. These operations
are financed mostly from defence and foreign affairs budgets and as such are
not recorded by official DAC statistics, nor counted as official ODA. While it
is difficult to provide accurate figures on the overall amounts spent on such
operations, as an example total NATO spending in Afghanistan (excluding
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bilateral military expenditure) amounted to USD 361 million in 2008,
which equals almost 10% of what OECD DAC members provide in ODA to
Afghanistan (USD 3.9 billion in 2007). The same applies to an increasing
number of regional peacekeeping operations by organisations such as the
African Union and ECOWAS.

In conclusion, the current aid flow systems show that significant finan-
cial resources (ODA and non-ODA) flow to conflict-affected states each
year. The majority of these funds flow to high-profile conflict contexts like
Afghanistan, Iraq and Sudan, suggesting that political priorities influence
allocation decisions. However, evidence from country cases shows that aid
does not flow in a timely and effective way to respond to needs. The UN
Secretary General’s recent report on peacebuilding referred to a funding gap
in the immediate aftermath of conflict. This gap was also explored earlier in

Table 3.1. Peacekeeping expenditures, 2000-2008 (USD million)

2007
expenditure
2000 2001 2002 2003 2004 2005 2006 2007 2008 as % of ODA

Burundi . . . 40 304 239 118 . 32

Central African Republic . . . . . . . 182 301 35
and Chad

Cote d'lvoire . . . 83 337 382 450 471 475 300
Congo, Dem. Rep. 246 389 480 636 901 1055 1085 1116 1191 102
Darfur . . . . . . . 1276 1500 See Sudan
Diseng. Observer Force 35 34 39 40 . 40 40 40 46

(Syrian Golan)

Eritrea 164 185 210 184 180 156 126 13 100 73
Georgia 24 25 29 30 31 3 32 35 35 11
Haiti . . . 35 377 480 484 535 575 84
Kosovo 361 360 330 316 294 234 210 220 198

Liberia . . . 548 741 707 676 688 604 101
Lebanon 46 50 . . 56 . . 714 689 76
Sierra Leone 521 618 603 449 265 86 - - 24

Sudan . . . . 219 801 990 846 82 101
Timor-Leste 528 454 288 196 82 2 147 153 173 55
Western Sahara 46 41 41 42 45 46 44 48 48

Total 1971 2156 2020 2599 3832 4259 4402 6485 6868

Source: Center on International Cooperation (2009) and DAC databases.
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a study by the Financing Task Force of the Cluster Working Group on Early
Recovery (CWGER), which examined the extent to which humanitarian
instruments financed early recovery activities (see Box 3.1).

The analysis in the CWGER report is limited to humanitarian financing
instruments, rather than covering all potential sources of funding; hence it is
difficult to draw global conclusions. The identified shortfalls in funding can
also partially be explained by the fact that most humanitarian funding is allo-
cated based on lifesaving criteria, which would exclude activities that cannot
be strictly classified as humanitarian. Complementary data on transition
financing from UNDP field offices suggest that, as with humanitarian and
development funding, funding shortfalls vary across countries. For example,
in 2008, three out of six UNDP project applications in the Central African
Republic went unfunded while three project applications each for the DRC
and Southern Sudan received funding. In Burundi, UNDP financed seven
project proposals in 2008 from its core funding.?

Box 3.1. Humanitarian funding for early recovery

A total of 3 859 projects were included in the sample for review, selected from Flash Appeals,
Consolidated Appeals (CAPs), the Central Emergency Response Fund (CERF) and the Common
Humanitarian Pooled Funds (CHPFs) from the period 2006-08. The results of the analysis were
as follows:

* Of the fifteen Flash Appeals reviewed from 2006 to 2008, only 17% of the early recov-
ery funding requirement was met compared, with 53% of the requirement for humani-
tarian aid.

e For fifteen CAPs reviewed from 2006 to 2008, 44% of the early recovery funding
requirement was met, compared with 78% of the humanitarian requirement.

+ Interms of the CERF,? a total of USD 1 billion was approved for all projects in 20 natu-
ral-disaster and conflict countries under both the Rapid Response and the Under Funded
Emergencies windows, included in the sample from 2006-08. Of the USD 1 002 863 476
approved, USD 29 856 408 was approved for early recovery projects. 3% of total fund-
ing for the period for the sample under review was therefore allocated to early recovery
projects.

* For the CHPF for Sudan (2008), 43% of the early recovery appeal was funded, com-
pared with 84% of the humanitarian appeal.

e For the CHPF for the DRC (2008), 36% of the early recovery appeal was funded, com-
pared with 57% of the humanitarian appeal.

Source: United Nations Cluster Working Group on Early Recovery (2008).
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There are several reasons that activities that are critical in post-conflict
situations might not get funded. In certain cases, it is because they do not
fit with the remit of funding instruments or are not within the mandate of a
specific organisation. For example, the World Bank-managed Afghanistan
Reconstruction Trust Fund (ARTF) cannot finance security-related activities,
in spite of the deteriorating security situation. In Southern Sudan, funding
Disarmament, Demobilisation and Reintegration (DDR) was a challenge
because the disarmament and demobilisation elements of the programme were
financed through assessed contributions to the UN while reintegration had to
be funded from voluntary donor contributions. However, there are also exam-
ples of how donors and implementing partners have found innovative ways
around these constraints. In Afghanistan, for example, this was done by estab-
lishing a separate modality for security-related activities, the Law and Order
Trust Fund for Afghanistan (LOTFA — see chapter five for more details).

There may also be a funding shortfall because aid flows are often predi-
cated on the idea of a linear pathway of progress out of conflict (see Figure 3.6).
In this model, a funding shortfall may occur in the period between the end of
crisis arrow in the diagram and the start of the post-crisis arrow, when humani-
tarian aid is declining quite sharply and development aid is increasing.

While the pattern of aid flows in Figure 3.6 can be observed in certain
contexts, there is also evidence of the opposite. For example, data from the
DRC and Burundi show that humanitarian aid can increase along with devel-
opment aid during the immediate post-conflict period, as access to vulner-
able populations improves and repatriation programmes begin. Development

Figure 3.6. Patterns of aid to fragile states in crisis
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Source: World Bank, International Development Association (2007).
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aid flows may also be erratic (as in the CAR), instead of following a smooth
trajectory. This calls for considerable caution in generalisations about the
timing of changes in humanitarian and development aid flows. Furthermore,
Figure 3.6 is based on an assumption that there is a static or gradually rising
level of needs (or at least of aid flows) in post-crisis periods. In reality, require-
ments in the post-crisis period may increase sharply given the need to support
the establishment of state structures, finance peacebuilding efforts and assist
both populations and geographical areas that may have been inaccessible
during the conflict.

Moving the debate forward

The analysis of aid flows above demonstrates that donors provide sub-
stantial financial support to post-conflict countries and that the resources are
drawn from different budget lines — humanitarian, development and defence.
Nevertheless, due to the segmentation of the aid architecture (including the
separation of ODA and non-ODA funding) and the different mandates and
remits of aid instruments and agencies, some activities that are critical in the
transition period may go unfunded. The analysis above suggests that the fol-
lowing improvements are needed:

Shift the debate away from funding levels towards improving the
quality of engagement. Research for this report identified the fact that the
aid community may be referring to different things when discussing possible
shortfalls in transition funding. Different interpretations that were expressed
include that transition activities are less well funded than humanitarian or
development activities; that specific transition activities may go unfunded
because of limitations in the remit of the different instruments available
during the transition period and a lack of flexibility to shift funding between
different instruments once donors have allocated funding; or that shortfalls
might occur due to a potential time lag between a reduction in humanitarian
assistance in the post-conflict period and an increase in development aid flows
in the post-crisis period.

While available data are insufficient to make firm judgements on any of
these interpretations (in fact several might be relevant in certain contexts), it
is evident that the different interpretations do not facilitate a constructive dis-
cussion. The DAC should encourage a shift in the debate away from a focus
on funding levels to finding specific solutions that can improve the quality
of the international community’s overall engagement with, and support to,
transition situations.

Improve efforts to measure transition activities and needs across
instruments and modalities. The fact that transition funding may come
from different instruments within a donor government bureaucracy makes
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it challenging to ensure a holistic approach. As long as there is no agreed
DAC reporting code that covers the full spectrum of transition financing for
countries emerging from conflict (including activities that do not count as
ODA but are nonetheless crucial for longer-term development, for example
in relation to SSR), this will remain a problem. The DAC should examine the
need to revise its reporting codes and explore options to capture non-ODA
eligible financing.

Furthermore, existing monitoring and reporting frameworks do not take
into account the variety of actors involved during the transition period. More
clarity around both the types of activities that are involved and how these
related to existing DAC codes could provide useful incentives. Similarly, rec-
ognising the fluidity of post-conflict situations, more work should be encour-
aged to enable further disaggregation of financing flows beyond annual data.

Explore to improve flexibility of the aid architecture and coherence
between financing modalities. Donors and implementing agencies should
move beyond an approach to transition that is focused on the two concepts
of humanitarian and development. Transition activities do not fit comfort-
ably into either category, so they are regarded as an exception to the norms.
Transition is also falsely regarded as a linear process that can be addressed
through interim approaches, and where financing decisions can be triggered
by a standard set of chronological events (e.g. peace agreements, elections,
the departure of peacekeepers). Rather, as discussed above, many countries
move into and out of conflict for a long time, which means the exception
becomes the norm. More flexibility will be possible only when the inter-
national community addresses the challenges in a more integrated manner,
and introduces more coherence between different funding streams. Such
coherence will also enable more timely and effective delivery of development
assistance to finance transition activities.

A more strategic approach to transition situations will also require a
different approach to identifying, prioritising and financing needs. Needs
assessments should be based on an objective analysis of what is needed or
grounded in a preliminary understanding of what international actors can fea-
sibly contribute through different modes of engagement. It should also take
into consideration the need to share space during the transition, and recognise
that early action might be needed even before a situation can be classified as
post-conflict. Holistic transition planning will need to be based on a better
understanding of the overall levels of resources that go into these situations,
and as such should include humanitarian, development and defence budgets
that are available across donor governments, as well as domestic resources.
More focus on credible, prioritised needs assessments that bridge different
policy communities and serve as a denominator for bringing the different
funding streams together should be at the core of addressing this issue, and
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could be explored in future humanitarian and post-conflict needs assessments
reviews. More work might also be needed to strengthen monitoring and
evaluation components of planning frameworks, to facilitate regular updates
on progress, reprioritisation, and more effective allocation of funds.

This report will now move to map donor policies and procedures for
transition situations and identify specific challenges and bottlenecks that
prevent development partners from providing flexible and rapid financing
during transition.

Notes

L. The extensions of 2004 and 2005 covered the management of security expendi-
ture through civilian oversight and democratic control; security system reform
(including all civilian aspects as well as civilian oversight and management); the
enhanced role of civil society in the security system; support to legislation for
preventing the recruitment of child soldiers; the control, prevention and reduction
of small arms and light weapons proliferation; as well as civilian peacebuilding,
conflict prevention and conflict resolution.

2. Publicly available CERF data provide information only on approvals of funding
to specific projects and disbursement dates. Data on funding requested by spe-
cific agencies for specific projects are not available on the CERF website.

3. Based on information supplied by UNDP country offices through BCPR in
Geneva. This was part of an information request by Development Initiatives to
UNDP, UNHCR and UNICEF.
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4. Donor policies and procedures

The analysis presented in this chapter is based on a mapping of donor policies,
procedures and operational set-ups for financial allocations to conflict-affected
situations, as well as interviews with key informants among DAC member states
and observers. The aim is to (i) clarify how policies, structures and decision-
making procedures impede or enable donors’ ability to ensure rapid and flexible
financing for transition and (ii) analyse various funding instruments and modali-
ties for transition financing. This chapter outlines key findings and emerging good
practice around decentralised decision-making, joint responsibility and whole-of-
government approaches to transition challenges, as well as pooling of resources

for joint purposes.

TRANSITION FINANCING: BUILDING A BETTER RESPONSE — © OECD 2010




48 — 4. DONOR POLICIES AND PROCEDURES

Policies, structures and decision-making procedures for transition
situations

Most donors can draw on a range of budget lines and instruments to
finance transition activities, which result in a set of co-ordination challenges.
In particular, responsibility for responding to transition situations is often
scattered across different government departments and co-ordination mecha-
nisms are mostly informal or without decision-making authority. This lack
of clarity on who has final responsibility for the transition period negatively
affects both response time and the flexibility to combine or move between
different modalities and approaches.

Rigid and risk-averse organisational structures have had a tendency to limit
creativity and resulted in co-ordination challenges. Donor staff members are
often hindered or discouraged from making necessary connections to enable
a more holistic response to transition situations, and are left to rely on infor-
mal connections and relationships. Also, most agency cultures do not reward
staff members who find innovative solutions to institutional challenges, which
means that knowledge about rules and options for increased flexibility is not
harvested to capture and systematise the knowledge. Annex 3 summarises par-
ticipating donor policies and structures for engaging in transition situations. It
also describes where responsibility for funding decisions lies.

Box 4.1. Devolved programming: Australia’s experience

In 2001 AusAID committed to devolving program management to country offices. This
decision resulted in more senior representation in-country and an increased number of core
functions staffed in the field rather than at headquarters. The approach has aimed to improve
AusAID’s responsiveness to changing local circumstances, enhance AusAID’s understanding
of context and development of context-driven approaches, improve co-ordination with other
stakeholders, promote stronger dialogue and build closer relationships with local partners.

Experience to date has shown that the devolved model has usefully supported flexible
approaches to transition financing and programming. Senior staff in the field have had
significant authority with respect to budget allocations and programming priorities. Up to
a pre-agreed level they are able to adjust AusAID plans, approaches and budget allocations
if circumstances change. Importantly, this includes moving funding between humanitarian,
development and transitional activities. They are also able to request additional humanitarian
funding from a centrally managed account if needed to supplement their response.

Experience has also shown that it is important to balance the benefits of devolution and in-country
co-ordination, with the need for effective whole-of-government co-ordination and coherence at
headquarters. The Australian government continues to review its experiences in relation to crisis
response and transition and to identify lessons that will shape the management model into the future.

TRANSITION FINANCING: BUILDING A BETTER RESPONSE — © OECD 2010



4. DONOR POLICIES AND PROCEDURES - 49

Donors are increasingly addressing tensions and dilemmas between exist-
ing institutional set-ups and operational procedures on one hand and increasing
demands for whole-of-government co-ordination on the other. This report identi-
fies several pragmatic examples of where donors have been able to address and
overcome constraints. For example, the Australian government has strived to
overcome the responsibility dilemma through a whole-of-government approach
that works through inter-departmental committees under the leadership of a
government department or the Prime Minister’s Cabinet. Similarly, DFID and
AusAID have devolved humanitarian decision-making and budget management
to country offices to encourage more flexible use of different instruments and
budget lines (see Box 4.1). However, DFID continues to manage a substantial
amount of its humanitarian aid at headquarters level while AusAID’s humanitar-
ian department primarily supports the devolved programmes.

Several countries have developed approaches to encourage more regu-
lar interaction between staff from different policy communities. Canada,
Denmark, the Netherlands and the United Kingdom have established stabili-
sation units that bring together staff from development and defence units to
encourage more co-ordinated approaches to international peace and security
efforts. Similarly, AusAID has recently established a stabilisation and recov-
ery unit that brings together staff members from the fragile states unit with
those working on peace and conflict and civil-military relations. Sida has
created joint teams of staff members with humanitarian and development
backgrounds (as described in Box 4.2), and Switzerland is piloting a similar
unit at its Lebanon country office. Common to all these efforts is an under-
standing of the need to overcome the traditional cultural divide between staff
members from different backgrounds.

Most donor organisations still have a complete separation of responsibil-
ity for humanitarian and development aid, but some have endeavoured to
improve procedures for engagement in conflict-affected states. For example,
the European Community (EC) has a separate Directorate General (DG) for
humanitarian aid (ECHO) and two DGs working on development related activi-
ties. On the development side, however, the Commission has made efforts to
improve its flexibility to respond to transition needs by developing guidelines on
adapting its contractual procedures for the EC General Budget and the European
Development Fund (EDF) to the demands of crisis situations (EC General
Budget and EDF) and emergency and post-emergency assistance (EDF only).
In practice, this means the authorising officer is allowed to apply quicker and
simpler procedures, mainly procurement contracts and direct awards for grant
contracts, once the relevant authority has established that the circumstances
to apply these procedures exist in a given country or region.* However, these

* Available from: http.//ec.europa.eu/europeaid/work/procedures/implementation/
practical _guide/index_en.htm.
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procedures make only programme implementation more flexible, not necessar-
ily the process of programme adoption. The Commission is currently examining
how to address this challenge. Also, EC delegates can re-draft country strategies
or adapt existing programmes to make them more relevant to fragile situations.
Nevertheless, these procedures have rarely been used, partially because of the
political nature of any decision to classify a country as fragile.

Another challenge that donors face when engaging during transitions relates
to the tension between the need for broad-based humanitarian engagement on

Box 4.2. Mixing competences: Sweden’s experience with
joint development-humanitarian teams

Joint teams of humanitarian and development experts have been established in countries where
Sida funds major humanitarian interventions in parallel to development co-operation activi-
ties. Such teams are currently operational in Afghanistan, the DRC, Iraq, Palestine and Sudan/
Somalia. The overall goal of these teams is to improve both humanitarian action and develop-
ment co-operation without compromising humanitarian principles. The stated outcomes are to:

e Improve the quality of both humanitarian and development aid in conflict and post-
conflict countries through joint contextual analysis.

* Encourage more strategic decisions on when and why to use various instruments (both
humanitarian and development) while safeguarding humanitarian principles.

e Facilitate front-loaded development co-operation in post-conflict environments,
thereby addressing the frequent frustration of the humanitarian team with regard to
the development community’s weak capacity to engage early and flexibly to address
needs in transition situations.

* Enable a more strategic contribution to prevention of relapse into violent conflict.

+ Bridge the cultural divide between staff members from humanitarian and development
backgrounds.

As the teams were established in 2009, it is still too early to draw conclusions on the impact.
However, some of the initial challenges experienced include:

* Upholding the distinction between humanitarian action and development co-operation
(given that the overall goals and principles differ). Overall, respect for humanitarian
principles is safeguarded by the fact that all decisions on humanitarian aid (from the
humanitarian allocation) are taken by the team director for the humanitarian team, not
by the country director.

e Clearer routines and procedures on decision-making, as well as options for organisa-
tional set-ups, with a focus on when and how the country team/country director should
and could be involved in the assessment of humanitarian interventions.
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the one hand, and more focused selection of countries for development sup-
port on the other. For example, Sweden’s decision in 2007 to focus on a limited
number of conflict and post-conflict situations long term is a direct consequence
of the reality that limited capacity does not allow for a serious and qualitative
engagement in a large number of countries. While longer-term development
needs can be covered through division of labour between donors and the use of
multilateral funding channels, such a disengagement still leaves Sweden with
the challenge of how to phase out responsibly from a country where Sweden has
a major humanitarian engagement but no intention of providing more long-term
funding from its bilateral development budget.

The problem is further complicated by the fact that the humanitarian
principles of responding to needs, as well as the often high-profile of crises,
mean that donors engage in a large number of countries with humanitarian
aid. One possible solution is set out in the new Danish Humanitarian Strategy,
which on an annual basis identifies up to ten protracted crises for extended
humanitarian engagement, whilst maintaining a smaller pool of funds for
acute emergencies. However, other donors face similar challenges; in particu-
lar as OECD DAC Peer Reviews exert significant pressure on donors to focus
development co-operation on a limited number of countries.

A number of interviewees also highlighted the influence of political will
on funding procedures and decisions, in particular in relation to flexibility.
Combined use of ODA and non-ODA funds in particular is vulnerable to
political sensitivities and risks, as these require co-ordination between differ-
ent policy communities and institutional structures. In addition, the fluidity
and unpredictability often observed in conflict-affected states result in more
direct political oversight, which may limit staff ability to maximise available
flexibility when applying different approaches.

Specific funding modalities for transition situations

As the previous section has demonstrated, donors use a mix of budget
lines to finance transition activities. The Paris Declaration principles of
harmonisation and alignment and the Principles of Good International
Engagement in Fragile States and Situations have provided both incentives and
a clearly articulated rationale for greater use of pooled financing modalities,
both among government departments of the same donor (ODA and non-ODA
pools) and among different donors (cross-donor pooling). In addition, some
donors have established specific funds or budget lines for transition activities.
Annex C summarises some of these instruments and their characteristics.

A recent study by the OECD DAC INCAF shows that, while global fund-
ing shortfalls remain a concern, pooled funding and joint budget lines are
being used as a way to provide incentives for collaboration and an ability
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Box 4.3. The Dutch Stability Fund

The Dutch Stability Fund was created in 2004 to improve the provision of rapid and flexible
financing for activities that are required to promote peace, security and development in situ-
ations of conflict and fragility, regardless of whether these activities are ODA-eligible or not.
To date, the fund has committed almost EUR 400 million in support of key policy areas such
as conflict prevention, mediation, peacekeeping and peacebuilding, including security sector
reform and demobilisation and reintegration programmes.

The fund has at its disposal resources from the development budget (ODA) and the general
foreign policy budget (non-ODA). Since its creation, overall available financing has almost
doubled, from about EUR 58 million in 2004 to more than EUR 100 million four years later.
Furthermore, as highlighted in chart below, there has been a disproportionate increase in non-
ODA allocations, which almost quadrupled between 2004 and 2008. As a result, non-ODA
financing has grown from about 20% to 30% of the total money available in the fund.
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Recent evaluations of the fund show that it has been largely successful in achieving its
stated objectives, as indicated by the large increase in the proportion of non-ODA funds.
Two important factors can be identified to explain this success: (i) the strong political sup-
port and understanding of the need to be flexible and pragmatic from the Dutch parliament;
and (ii) the delinking of allocation decisions from questions about ODA eligibility. A solid
operational framework and decision-making process guiding allocations from the fund has
also been instrumental. However, there are continuing challenges related to the inherent ten-
sion between being flexible in the face of an emerging crisis and maintaining a more strategic
long-term focus on what should be accomplished through the fund.

Source: OECD DAC INCAF 2009.
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to respond rapidly (OECD DAC INCAF, 2009). The Dutch Stability Fund is
one example of an innovative instrument to promote a co-ordinated response
across government agencies (see Box 4.3).

However, the OECD DAC INCAF study also found that if the funds have
specific ODA targets (to guide decisions about what the pools can finance)
this reduces their flexibility and, in turn, has an impact on how much funding
is available for priority activities that are not classified as ODA. For example,
the UN Peacebuilding Fund instructs that more than 85% of the total avail-
able funding should on average be spent on ODA-eligible activities. Such
targets limit the effectiveness of the funds in terms of responding to needs, in
particular when the limits result in funding decisions on specific projects and
programmes based on prior consideration of ODA eligibility.

Many of the pooled funds have been established recently and donors have
not measured their performance and impact yet (the Danish Regions of Origin
Initiative and the Dutch Stabilisation Fund are exceptions). Nonetheless, the
growing number of such funds shows that donors appreciate them. France
and Sweden have expressed a wish for the establishment of similar funds for
the explicit reason that they do offer added flexibility in funding the wide
range of activities required in post-conflict situations.

Importantly, the OECD DAC INCAF study identified specific constraints
on the effectiveness of these pooled funds. Constraints include “financial and
human resource capacity, bureaucratic and time consuming procedures for
preparing and approving projects, and difficulties in designing projects and
programmes that can better integrate activities which are ODA and non-ODA
eligible” (OECD DAC INCAF, 2009). The study proposed particular solutions
to address these challenges, including the need to allocate adequate staffing
levels and staff members with the capacity to address cross-sectoral and cross-
departmental objectives and priorities. Staff members also need to better under-
stand the ODA-eligibility criteria to ensure that they classify projects correctly.

Not all donors can set up funds that combine ODA and non-ODA money
easily. One interviewee outlined the difficulty of pooling different resources
due to fiscal regulations and the Treasury’s concerns about the Ministry of
Financial Affairs (MFA) managing pooled resources. It was suggested that
it would be helpful if the DAC could acknowledge the important role that
non-ODA funding can play in post-conflict periods, without necessarily
changing the criteria for ODA eligibility. This would make it easier to capture
these flows more comprehensively. However, the OECD DAC INCAF study
highlighted the difficulties with tracking non-ODA funding for peacebuilding
and security-related activities given that financing figures are not centrally
collected (but fragmented across ministries and sectoral units). There is also
a lack of clarity on which security and peace-related activities should be
recorded in any new non-ODA expenditure category.
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In addition to these specific funds or budget lines, donors can use budget
support for fragile situations. The EC is working with the World Bank and
African Development Bank on a Common Approach Paper for the Provision
of Budget Aid in Fragile Situations (Multi-agency report, 2008). The aim of
the paper is to develop a common rationale for the delivery of budget aid in
difficult environment. The draft concept note adopts a working definition of
budget aid that includes general budget support (“a form of financial assist-
ance provided directly to a partner country’s budget on a regular basis, using
its own financial management systems and budget procedures”) as well as
other aid instruments, such as multi-donor trust funds. The paper argues
that budget aid can be crucial in post-conflict situations by supporting state-
building and recovery processes and co-ordinating external partners around
a government-led process at a time when there are significant increases in
external aid flows.

The paper is based on the recognition that budget support may not be
appropriate where the government lacks commitment to a reform programme
or when donors do not have confidence in the integrity of governance sys-
tems to account for the use of funds properly. It thus stresses the need to ana-
lyse the different challenges to budget support in fragile situations, including
the multitude of administrative procedures that prevent donors from syn-
chronising their disbursements to the budget and/or signalling their financial
commitments in a coherent manner.

The DFID paper on implementing Fragile States principle seven (on
alignment) uses examples of budget support in Rwanda and Sierra Leone to
argue that strong country leadership and commitment are a pre-conditions
for successful budget support (DFID, 2009). It also points out that the World
Bank and the EC have often used budget support as a short-term or “one-
shot” instrument to stabilise post-conflict states, support specific policy
commitments and finance core state functions and public-sector salaries.
The paper argues, though, that short-term budget support of this kind may
not deliver all the benefits associated with a more predictable, longer com-
mitment, such as serving as a platform for dialogue on reform or improving
budgeting and planning. In addition, the paper warns that budget support may
not lead to sustained improvements in government service delivery if the sup-
port is not accompanied by strategic capacity development support to priority
sectors. To address this, the paper suggests that sectoral budget support may
be more effective because it enables a more focused policy dialogue at the
sector level, and can be linked effectively with other programmes building
the sector’s capacity.

An OECD DAC paper describes how, in some fragile contexts like
Timor-Leste, short-term, emergency support for service delivery (e.g. health
care programmes implemented by NGOs) can evolve into a more harmonised
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sector-wide approach (SWAp) and, eventually, sector budget support (OECD,
2008). This sequencing of support may allow for capacity development while
gradually building an effective partnership between donors and national
institutions.

Emerging good practice and implications for donors

The above analysis has highlighted some of the experience and chal-
lenges that donors face when engaging in transition situations. It has also
pointed to some lessons learned and good practice. Against this backdrop,
donors are encouraged to consider the following points in order to improve
their internal systems to enable more flexible and rapid transition financing:

Clarify who takes responsibility for the transition within national
bureaucracies. DFID and AusAID have decentralised decision-making
so that, instead of working with pre-set budgets, in-country staff have the
flexibility to decide whether assistance should be provided as humanitarian
or development aid. This means closer co-operation between humanitarian
and development staff at the country level but, often, there are only informal
mechanisms at headquarters to ensure that the two communities co-ordinate
and co-operate effectively.

Encourage joint efforts that combine staff capacity and skills to
enable holistic context analyses, strategies and programming. Sida
is striving to overcome the humanitarian-development divide within the
agency by establishing mixed humanitarian and development teams for
specific countries while ensuring that decision-making over humanitarian
funds remains separate from the country team director, thereby safeguarding
humanitarian principles. Similar joint approaches, adequate staff capacity
and expertise are important for strengthening donor agencies’ capacity to
link humanitarian aid and more long-term development programmes as well
as addressing cross-sectoral and cross-departmental objectives and priorities,
without compromising humanitarian principles and neutrality.

Explore options to ensure division of labour among donors during
the transition period. Examine whether the aid effectiveness principle of
division of labour can be applied to in-country co-ordination in transition
situations. This could allow donors to make a smoother exit in situations
where they have no intention of remaining engaged beyond the humanitarian
emergency.

Acknowledge the important role that non-ODA funds can play
during the transition period. While certain peace and security activities
are eligible under existing ODA criteria, the DAC should consider recognis-
ing the important role funds that pool ODA and non-ODA resources can play
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in stabilising the post-conflict period and opening space for development
engagement. Such recognition would not necessarily require a change in the
current ODA criteria, but could involve other ways of recognising/recording
aid to key transition activities (voluntary reporting on peacekeeping expendi-
tures, non-ODA DDR/SSR activities, etc).

The Dutch experience with the Stability Fund highlights the potential
benefits of establishing and using pooled funds combining ODA and non-
ODA financing, including in terms of increased flexibility in situations that
require a more holistic view of peacebuilding. Donors should consider estab-
lishing pooled funding mechanisms that bring together resources from differ-
ent policy communities. Further lessons could also be drawn to demonstrate
the impact of these funds and how they link with in-country mechanisms and
instruments.

Clarify the assumptions behind each funding instrument and how
it relates to the transition period. As funding instruments have different
assumptions and regulations about the types of activities that can be cov-
ered and different processes for identifying needs, assessing the feasibility
of interventions, and benchmarks for recording expenditures, it is difficult
to assess the level of funding that goes towards transition activities. Donors
are encouraged to further clarify the assumptions that exist within different
funding instruments, and to explore options to improve the flexibility within
different instruments, as well as the fungibility of financial assistance across
different mechanisms (including possibly between humanitarian, develop-
ment and security budget lines).
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5. Funding instruments at the country level

This chapter focuses mainly on the different multilateral pooled funding instru-
ments that donors can use to finance transition activities but sets these in the con-
text of bilateral funding to the extent possible. It looks at different case studies to
explore the advantages and challenges related to multi-donor trust funds, and pro-
poses areas of improvements that would increase the effectiveness and efficiency
of such funding mechanisms.
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Due to the nature of post-conflict situations and because the pooled instru-
ments operate in different ways in the various countries, it is impossible to
generalise about the role and operation of pooled funding instruments. The
recommendations in this report are based on six case studies: Afghanistan,
Burundi, the Central African Republic, the Democratic Republic of Congo,
Southern Sudan and Timor-Leste. The findings from Afghanistan and Southern
Sudan are presented below. Findings from the remaining four countries are
presented in Annex D.

Case study: Afghanistan

In Afghanistan, MDTFs were established in a timely way, both during
the Interim Authority phase and in the longer term. The Afghanistan
Reconstruction Trust Fund’s (ARTF) two windows show the need to
cover recurrent costs in the first instance and that investment in infra-
structure can then take two to three years to develop. UNDP’s Law and
Order Trust Fund for Afghanistan (LOTFA) has complemented the World
Bank’s ARTF so that donors have been able to support policing activities
that were not eligible under the ARTF. However, the international com-
munity’s eagerness to rapidly move into the post-conflict phase probably
resulted in overlooking humanitarian needs.

In Afghanistan, decisions on the specific modalities that were set up
to provide initial financial support to Afghanistan were influenced by the
recognised tension between providing urgent funding necessary to establish
the Afghan Interim Authority and initiating longer-term reconstruction and
development activities. The Interim Authority did not have domestic revenues
to pay civil servants and provide basic social services, so donors requested
UNDP to establish the Afghan Interim Authority Fund (AIAF). This arrange-
ment lasted for six months before the Emergency Loya Jirga in 2002 was able
to agree on arrangements for longer-term budget support and reconstruction.

The quick establishment of the AIAF was facilitated by the fact that
UNDP had established a presence in the country and was able to use its
existing Bureau for Crisis Prevention and Recovery (BCPR). The AIAF was
established with a six-month time limit because it was intended to hand over
to the Afghanistan Reconstruction Trust Fund (ARTF), which was developed
during this period, for longer-term budget support financing and investment
programmes. The AIAF received a total of USD 73 million from 24 donors
and used USD 71 million to pay for the most important elements of re-estab-
lishing the civil service such as recruitment, salary payment (including the
salaries of teachers), winterisation of government buildings and procurement
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of office equipment and vehicles for ministers. The UNDP attributed the suc-
cessful implementation of AIAF-funded activities to the strong leadership of
the Interim Authority, which established clear priorities and took ownership
of the activities.

The ARTF was set up in the context of a temporary National Develop-
ment Framework. This temporary framework of the government’s vision has
since evolved into an Afghanistan National Development Strategy (ANDS)
based on three pillars: Security; Governance, Rule of Law and Human
Rights; and Economic Growth and Poverty Reduction. While the ANDS is an
important step towards a more realistic and better-prioritised national agenda,
a 2008 ARTF evaluation argued that it is still weak as a planning instrument.

ARTF reviews in 2005 and 2008 have been positive about its operation.
Some interviewees suggested that this might be because intense political
interest from donors coincided with a government that was able and willing
to take a lead on setting priorities and the World Bank’s ability to work stra-
tegically with the government to ensure understanding of its procedures. The
2008 evaluation also highlights the ARTF’s dissemination of information on
its activities as an example of best practice, with a level of detail that none of
the other donors in Afghanistan has been able to match.

As a World Bank-administered fund, the ARTF cannot finance security-
related activities even though this is one of the pillars of the ANDS. This
was a critical challenge given that the worsening security situation could
undermine other ARTF achievements. To address specific security needs,
UNDP established the Law and Order Trust Fund for Afghanistan (LOTFA)
in parallel with the ARTF. The LOTFA’s objectives are to ensure nationwide
payment of police staff remuneration and support the rehabilitation and oper-
ationalisation of police facilities. Activities are implemented in co-ordination
with Ministries of the Interior and Finance.

In the first couple of years of its operation, the ARTF channelled far more
funding through its recurrent expenditure window than through the invest-
ment window, estimated at about 1% of total investment flowing into the
country (see Annex D). This highlights the need to ensure that recurrent costs
are covered and the government stabilised before undertaking investment
projects. Of the USD 752 million channelled through the investment window
by March 2008, the Fund allocated over two-thirds to community-based
development. A focus on recurrent costs alone obviously cannot deliver peace
dividends, however, and it would be useful to better understand whether and
how the international community delivered peace dividends outside the ARTF.

Afghanistan is a high priority for donors because many of them are
engaged with a combination of political, defence and development actors.
This is reflected in the very sharp upward trajectory of development
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assistance (see figure 5.1). Despite this, it has taken five years for develop-
ment aid to increase from 40% of needs estimated by the Post-Conflict Needs
Assessment (PCNA) to around 86% (see Annex D). However, this is based
solely on ODA flows from DAC donors so it does not reflect non-ODA flows
or assistance from non-DAC donors.

A recent Tufts University study has argued that most donor programmes
“are driven by political and security agendas and based, in the main, on the
increasingly erroneous assumption that Afghanistan is a post-conflict coun-
try”.! Figure 5.1 shows that humanitarian aid decreased sharply immediately
after the Bonn Agreement and has continued to decline more gradually since
then, which might indicate that donors were using funding instruments to
deliver a specific political message of backing the Afghan government. This,
in turn, illustrates the importance of framing transition mechanisms against
reliable and updated contextual analyses.

Figure 5.1. Humanitarian and development aid to Afghanistan (USD million)
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Case study: Southern Sudan?

Southern Sudan has been a daunting challenge to the international com-
munity, partly as donors completely underestimated the extent of the
destruction brought by the civil war and the time it would take to build
government capacity. This contributed to slowing down the operation of
the reconstruction and development Multi-Donor Trust Fund, which in
turn led to a proliferation of transition mechanisms and thematic trust
funds with overlapping and sometimes competing mandates. Donors did
not have the capacity to effectively engage in more strategic oversight
of the pooled funds, and it also proved difficult to adequately support
security-related and peacebuilding activities because funds came from
different instruments and budget lines.

The Comprehensive Peace Agreement (CPA) provided a detailed framework
for international support to Southern Sudan. A Post-conflict Needs Assessment
(PCNA) would develop a reconstruction and development plan for the six-year
interim period. International financial support for this plan would be channelled
primarily through a Multi-Donor Trust Fund (MDTF), which the Sudanese
authorities asked the World Bank to administer. However, international develop-
ment actors largely underestimated the extent of the destruction brought by the
civil war and the time it would take to build government capacity. The PCNA
set out an ambitious plan of establishing the nascent Government of Southern
Sudan (GoSS) from scratch, to spearhead efforts to achieve the Millennium
Development Goals by 2015. Similarly, the MDTF was established with an
assumption of GoSS capacity to participate in every step of the decision-making
process and based on a commitment of two-thirds GoSS financing for every
activity financed by the fund. This gross overestimation of GoSS capacity con-
tributed to slowing the operation of the reconstruction and development MDTF.
The fund did not disburse any money between November 2007 and June 2009,
and held donor contributions of USD 270 million in May 2009.

The slowness in operationalising the MDTF and the lack of GoSS capac-
ity to manage the reconstruction and development process resulted in a
proliferation of other funding mechanisms with overlapping and sometimes
competing mandates. Figure 5.2 shows that, in addition to the MDTF, five
other large pooled funds are currently operating in Southern Sudan. On top of
this, donors are also pooling financial support through EC programmes (see
Annex D for more details).

Both the Capacity Building Trust Fund (CBTF) and the Basic Services
Fund (BSF) began operating before the World Bank-established MDTF (in
2004 and 2005, respectively). Donors intended both funds to be short-term
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transition mechanisms, with their functions of supporting initial government
capacity development and service delivery being transferred to the MDTF
once this was established. However, both the CBTF and the BSF are still in
place. The CBTF is financing a large-scale national training programme on
public finance management and administration and supporting public sector
reform in response to the financial crisis. The BSF has evolved from a DFID
bilateral instrument into an MDTF with funding from other donors, and con-
tinues to finance service delivery activities at the local level.

The Common Humanitarian Fund (CHF), piloted in 2005 and established
in 2006, has financed recovery activities included in the Sudan Work Plan
(annual humanitarian Appeal). Humanitarian funds were initially allocated
to support the peace process in Southern Sudan in 2006 when it became
clear that the World Bank MDTF would take longer to begin its operations.
However, the CHF has continued to provide significant funding to Southern
Sudan, in particular because it has proved easier for humanitarian organisa-
tions to secure bilateral funding for Darfur. In the 2009 Work Plan for Sudan,
36% of the USD 2 billion requested is for early recovery activities, the major-
ity of which is for Southern Sudan.

The Sudan Recovery Fund (SRF) is the most recent of the pooled instru-
ments (set up in 2008). Administered by UNDP, it is intended to support
a series of activities at the local level, including community security and
peacebuilding, governance, livelihoods, and basic services. Donors agreed to

Figure 5.2. Overview of key funding instruments and programmes in Southern Sudan

2004 2005 2006 2007 2008
\ \ \ \ \
Capacity Building Trust Fund UsD19 m
\ \ \
EC Humanitarian Plus Programme USD16 m
\
Multi-Donor Trust Fund - South UsD432m
Basic Services Fund UsD68 m
EC Recovery and Rehabilitation Programme USD19 m
\ \
Strategic Partnership Agreement USD54 m
\ \
Common Humanitarian Fund UsD178 m
Sudan Recovery Fund USD29 m
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the establishment of the SRF because UN agencies have found it difficult to
access funding from the MDTF. DFID also supported the SRF because it felt
that there was a need for an instrument with a medium-term planning horizon
that could ensure delivery at community level (as opposed to the CHF, which
is short-term despite the chronic nature of humanitarian needs in Southern
Sudan, and the MDTF, which is focused on large-scale investment projects).
DFID also felt that the SRF could broaden the recovery agenda to address
security issues, which the MDTF cannot, given the specific limitations to its
mandate.

In May 2009, the GoSS proposed reversing the fragmentation and pro-
liferation of funding instruments through a strict rationalisation and division
of labour between the different mechanisms. In this proposal, the MDTF
would remain responsible overall for large-scale infrastructure and economic
interventions that require long lead times. The CBTF would take the lead on
public sector reform, the SRF on decentralisation and sub-national develop-
ment, and the BSF would lead on service delivery by non-state actors. GoSS
also proposed a transfer of USD 110 million from the MDTF to other mecha-
nisms to facilitate expenditure.> While donors were sympathetic to this pro-
posal, several expressed real difficulties with transferring or re-programming
funds that have been committed or disbursed to the MDTF.

Figure 5.3 shows that funding to Sudan has grown dramatically over
the past decade, but that most of this is associated with increased bilateral
funding. In 2007, bilateral aid represented more than 80% of total funding
to Sudan.* Nonetheless, while the majority of funding is under the control of
bilateral donors, discussions about funding in Southern Sudan have tended to
focus on multilateral mechanisms rather than bilateral programmes.

Figure 5.3. Bilateral and multilateral funding to Sudan 1995-2007 (USD million)
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At the end of 2008, the GoSS Ministry of Finance and Economic Planning
(MOFEP) undertook a donor mapping exercise to gain an overview of exist-
ing programmes. The results showed that there were 28 donors operating in
Southern Sudan funding a total of 376 projects. Of these, 248, or 66%, were
bilateral projects, while the rest were pooled projects (MOFEP’s Donor Book
2009 provides a fairly detailed listing of donor projects by sector). There are dif-
ferent ways in which donors can ensure harmonisation but, in MOFEP’s view,
DFID and the EC were the most harmonised donors because they had the largest
proportion of their funding going through pooled mechanisms, while USAID
was the least harmonised donor because all of its 34 projects were bilateral. The
MOFEP found that donor funds made up 25% of total spending on the six GoSS
expenditure priorities (basic health, basic education, water, roads, production
and security). Funding for these six priorities accounts for 58% of donor fund-
ing, which is significantly less than the 80% that GoSS has requested.

The GoSS mapping exercise suggests that despite rhetoric about ownership,
donors prefer to provide most of their assistance bilaterally. One reason for this
may be the absence of a prioritised plan. Available donor funding cannot cover
the huge needs in Southern Sudan and when these limited funds are allocated
without clear prioritisation, the international community is left open to criticism
of a “scattergun” approach. Unfortunately, the PCNA in 2005 produced a list of
needs without adequate prioritisation, and the various pooled funding instru-
ments have not been able to compensate for the absence of government capacity
to develop criteria for resource allocation. Since the government is unlikely to be
able to create a comprehensive plan before the referendum in 2011 (partly due to
internal political struggles), international focus is on three-year budgets/plans by
sector, using a bottom-up planning model. DFID is involved in discussions with
the government to develop a five-year health strategy and sector-wide approach
with shadow financing, as the BSF phases out. However, the challenge remains
to fit large-scale MDTF projects into the individual sector strategies.

The various pooled funding instruments in Southern Sudan have not
financed peacebuilding and reconciliation activities though these are critical
because of ongoing inter-ethnic conflict and the proliferation of small arms
(the SRF was established partially to address this gap). The UN has estab-
lished an integrated Disarmament, Demobilisation and Reintegration (DDR)
Unit, comprising personnel from the UN Mission in Sudan (UNMIS) and
UNDP, to assist the government of Sudan in the implementation of the DDR
programme.® Disarmament, demobilisation as well as reinsertion (i.e. the
assistance offered to ex-combatants during the transition from demobilisation
to reintegration for a period of up to one year) are covered by assessed contri-
butions and are currently fully funded. However, reintegration is financed by
voluntary contributions from donors and currently faces a USD 40-50 million
shortfall. The government is also struggling to provide its counterpart fund-
ing of USD 6.9 million for 2009.° As a result, one donor suggested that donors
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should treat DDR as an overall package and finance it accordingly. Even
though the DDR programme is one of the key components of the CPA, imple-
mentation has been delayed for four years, partly because the signatories to
the CPA could not agree on the appropriate implementation modalities, partly
due to the funding shortfalls and partly because of difficulties in establishing
a joint unit between UNDPKO and UNDP, as they use different procedures.

In addition to DDR activities, donors need to provide institutional sup-
port to the various peacebuilding bodies created by the CPA. These include
the Peace Commission, the DDR Commission, the Bureau for Community
Security and Arms Control and the Peace and Reconciliation Committee.

Box 5.1. Lessons learned from the Southern Sudan MDTF

The following lessons from the Southern Sudan experience were identified in a recently com-
pleted World Bank review of the Sudan MDTF (World Bank, 2009):

* The speed and operation of World Bank MDTFs depends on the level of government
involvement and capacity. In Southern Sudan, the government took considerable time
to establish itself and this hampered the MDTF’s operation. Also, the MDTF-South
was set up with the conflicting objectives of delivering a quick peace dividend and
building government capacity and it was difficult for the World Bank to manage the
trade-off between them.

+ Fund managers must manage the expectations of various actors about what the fund
can achieve. In Sudan, donors and the government had unrealistic expectations about
the speed and impact of MDTF-financed activities.

* Pooled funds need to have a clear strategy and to achieve a critical mass if they are to
be effective. Some donors believed that the SRF had not achieved this. Hence, in its
first allocation, it provided USD 20 million in small NGO grants and for “activities”
instead of making a strategic contribution to the transition process. This was partly
because the SRF did not have a truly strategic framework based on a detailed contex-
tual analysis though UNDP was working to address this.

* A pooled fund should use procedures that are appropriate for a fragile-states environ-
ment. As the Bank has pointed out, its staff tend to add procedures at every level,
reflecting a safety-first culture within the organisation. Staff members administering
MDTFs need to challenge these additions to maximise the flexibility and speed that
donors expect from MDTFs.

* Fund managers need to have a thorough understanding of context and costs. The World
Bank, like other actors, under-estimated the costs of services like basic health pack-
ages’ and this led to long delays in agreeing programmes. In Sudan, the World Bank’s
engagement has been constrained by the fact that it does not have a lending portfolio.
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Donors have also financed reconciliation dialogue at the community level
and this has identified key priorities for the communities, such as schools,
water points and support along migration routes. Funding for the dialogues
and recovery programming is not linked, however, so the needs identified at
the community level have not been met systematically.

It is clear that funding for governance, peacebuilding and Security System
Reform (SSR) remains a challenge for donors. According to the MOFEP map-
ping of donor funding, donor spending makes up the smallest percentage in
the rule of law (13%) and security (4%) sectors.

It is clear that the challenges with implementing activities under the
MDTF in Southern Sudan have been driving the gradual proliferation of
funding mechanisms. However, the difficult operating environment has
meant that most of the funding instruments have faced problems. Perhaps
due to the difficulties that traditional pooled fund administrators have experi-
enced, Southern Sudan is unusual in having private companies as administra-
tive agents for two of the funding instruments — the CBTF and the BSF. Even
though these administrators tend to be more expensive than the World Bank
and UN agencies, donors argued that they are more cost effective and that it
is worth spending a little more to ensure better risk management and over-
all efficiency. The private companies have been able to ensure staff on the
ground in Juba, which is critical for successful oversight and implementation.

Overall findings from mapping of instruments

The importance of relevant and effective sequencing and prioritisation
cannot be underestimated in post-conflict situations, and should be reflected
in the design and creation of specific funding instruments. The case studies
show that, in Afghanistan and Timor-Leste, the international community
tried to phase funding instruments and ensure a division of responsibilities
between the two main institutions that manage MDTFs — the World Bank
and the UN. In Southern Sudan, donors supported other interim mechanisms
while the World Bank established the MDTF. The slowness of the MDTF in
delivering on its activities resulted in the continuation of these interim short-
term mechanisms. The phasing of various instruments seems to have been
most successful in Afghanistan.

Earlier studies have found donor consensus on the need for both the
UN and the World Bank to engage in transition and work more strategi-
cally together. This is because transition situations cannot be defined in neat
compartments and decisions about the management of post-conflict MDTFs
cannot rest on cast-iron divisions of responsibility based on specific time
periods or mandates. Flexibility and the ability to disburse quickly are impor-
tant, along with the ability to harness the capacity and networks of individual
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agencies and organisations. In the past, different institutional rules and pro-
cedures constrained the working relationship of the UN and World Bank.
However, recent efforts to negotiate the Fiduciary Principles Accord for Crisis
and Emergencies, as part of the UN-World Bank Partnership Framework
for Crisis and Post-Crisis Situations,® should facilitate more efficient co-
ordination. Ideally, this should translate into more effective MDTFs in future
post-conflict situations.

The examples of Afghanistan, Southern Sudan and Timor-Leste all dem-
onstrate that there is a trade-off between quick delivery and the slower route
of establishing funding mechanisms that work with and develop the capacity
of nascent governments. The UN Peacebuilding Fund has also experienced
this challenge in Burundi (see Box 5.2). Donors need to bear this challenge
in mind when deciding how to channel their funds in post-conflict situations.
The DFID paper on implementing Fragile States principle 9 (act fast but
stay engaged long enough to give success a chance) points out that although
“a single funding channel may be an appealing idea, it is rarely possible in
practice. In complex, post-conflict environments, there are simply too many
competing demands to be met by a single instrument. Usually, the goal is a
strategic mix of instruments and channels”. A GHD-commissioned review
of humanitarian financing instruments also concluded that donors should not

Box 5.2. Peacebuilding Fund: lessons learned from Burundi

The review of the Peacebuilding Fund (Ball and Beijnum, 2009) highlights the following les-
sons learned by the PBF in Burundi. These are relevant for other transition funds.

* There is a speed-peacebuilding effectiveness trade-off. Rather than focusing on spending
money rapidly, or even in the earliest phases of the post-conflict period, the PBF should
aim to build capacity early on in the process. This is to ensure a clearer set of priorities
and a greater capacity to programme against those priorities, thereby increasing the
chances that PBF programming will promote peacebuilding outcomes.

e In post-conflict situations, large funding envelopes risk overwhelming local absorptive
capacity.

e Fund managers need to think about sustainability of funding from the beginning. In
Burundi, there was little effort to use the PBF to catalyse funding at the early stages. It
was only as PBF-funded projects were ending that the government began to consider
follow-on funding. The government then looked to donors to provide this funding while
donors expected the government to begin supporting initiatives started with PBF funding.

e The initial assumption that the PBF could be implemented with a “light footprint™ at the
country level, using existing UN resources, without dedicated staff, proved to be incor-
rect. If PBF resources are to be used to maximum effect, “the importance of adequate
capacity at field level cannot be overstated”.
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rely exclusively on any single funding modality. But it argued strongly that
donors must ensure co-ordination between funding instruments, particularly
between bilateral funding and pooled financing mechanisms (Stoddard,
2008).

However, recommendations to use a mix of instruments raise questions
about donor capacity to manage and engage with a range of instruments/
channels. Donors already find it a challenge to engage robustly in the gov-
erning bodies of MDTFs. In Southern Sudan, neither the Sudan Consortium
nor the Oversight Committee has focused adequately on monitoring the
performance of the MDTFs. Instead, they tend to be used for wide-ranging
policy discussions (Scanteam, 2007). Since the Technical Secretariat (TS)
has accused donors of micromanagement and restricted their involvement,
there is no mechanism to hold the TS to account despite donor concerns
about the MDTEF’s performance. Donors need to identify the proper fora for
engaging with the government on political issues, and should discourage
technical mechanisms from becoming vehicles for wider policy dialogue.
Similarly, and recognising that oversight and strategic planning is most easily
done in-country, donors need to carefully consider the capacity required at
the country level to effectively use pooled fund governance bodies for their
intended purposes. Furthermore, if it is necessary to establish multiple fund-
ing instruments in a country, a common governance framework could reduce
demands on donors and the government.

Recent experiences with Compacts in Afghanistan, DRC and Southern
Sudan provide some evidence of how governance can be improved through
better interaction and coherence between different modalities and actors.
While it is still too early to draw firm conclusions, there are indications that
such planning and co-ordination tools have encouraged better prioritisation
of activities and improved modalities for how government and donors should
interact. Future reviews will ideally draw lessons from the extent to which
Compacts have actually been able to foster mutual accountability and an
improved focus on results.

Improvements to governance frameworks could also help to ensure better
co-ordination between global and country specific funds. Currently, there is a
potential overlap between, for example, the UN-managed Peacebuilding Fund
(PBF) and country-level MDTFs since all can finance governance, capacity
building and reconstruction activities. In particular, the suggestion that the
PBF should finance the Stabilisation and Recovery Facility, a pooled fund for
Eastern DRC, raises questions about the value added of such global pooled
funds compared to country-specific instruments.

In the humanitarian context, a study suggests that pooled mechanisms
may increase funding levels because they enable donors to disburse larger
sums than they can manage directly (Stoddard, 2008). This is particularly
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the case in recent years, when aid budgets have increased substantially while
donor staff numbers have decreased. The examples of the CAR and the DRC
also highlight this point, and show that the combination of strong leadership
and a financing mechanism in which donors have confidence can increase
funding considerably.

The aid flows to the six case-study countries challenge the assumption
that humanitarian aid should decrease as soon as a country is in a transition
so that development assistance can take over. The reality is that humanitar-
ian needs are likely to continue and perhaps even increase, either due to
continuing violence, improved access to previously unreachable populations,
or time required for transition financing instruments to become operational.
Afghanistan is an example where the move to a post-conflict context and a
switch in aid modalities appear to have come too soon and there is a danger
of the same thing happening in the CAR, though on a much smaller scale.

The need for a mix of instruments is underlined by findings from
Southern Sudan showing that politically negotiated frameworks and con-
siderations can impede the level of flexibility that is applied to development
funding in transition situations. For example, the EC was not able to allocate
development aid after 1 July 2009 because the Sudanese government had
not ratified the revised Cotonou agreement (also making Sudan ineligible
for other types of development aid). As a result, the EC is engaging mainly
through humanitarian aid, supplemented by specific instruments for fragile
situations, such as the Instrument for Democracy and Human Rights and the
Instrument for Stability. Germany’s contribution to the second phase of the
MDTF depended on the Khartoum government’s agreement that funding
originally allocated to the whole country could be redirected to Southern
Sudan, which the government was reluctant to provide.

In the absence of appropriate channels for using development funds for
timely assistance in transition situations, the CHFs have been relied on to
finance recovery activities. In the DRC, outside the East, emergency needs
are due to structural causes — decades of lack of investment in infrastructure
and basic public services. The Humanitarian Action Plan explicitly recognises
the need for recovery/rehabilitation activities in order to reduce the need for
humanitarian aid to these areas. For example, the humanitarian community
has to deal with regular cholera outbreaks in Kalemie (Katanga) due to the
failure of the electric supply, which then affects water supplies. Since develop-
ment actors had not been willing to address the problem, in 2009, OCHA was
considering financing the work from the CHF as a preventive activity.

The humanitarian co-ordinator (HC) has allocated CHF funding to post-
conflict parts of the DRC but it has proved difficult to spend the money due
to the lack of NGOs operating outside the East. CHF funding has a six- or
twelve-month limit, which does not make it worthwhile for NGOs to set up
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offices and start recovery programmes that need to run for two to three years.
It is not clear whether this restrictive time limit is due to donor rules and
regulations for their humanitarian funding or to the fact that the humanitar-
ian system plans on an annual basis, even though it is addressing long-term
needs (see Box 5.3).

Box 5.3. Allocating CHF funds through clusters

In both Sudan and the DRC, the HCs allocate funds through decentralised sys-
tems (sub-national sectors or provincial clusters). This is logical to ensure that
the funds remain responsive in very large and diverse countries. However, this
inevitably leads to conflicts of interest because the organisations applying for
funding are also selecting the projects. Also, using sectors/clusters to allocate
funds runs the risk of overlooking cross-sectoral projects or dividing them arti-
ficially to fit within one or more sectors. For example, in the DRC, an NGO had
to divide a project to provide seeds and tools and non-food items (NFIs) to the
same group of beneficiaries into two applications that were processed separately
by the food security and NFI clusters. This also resulted in two sets of reports
for the same project and audits for the different parts of the project at different
times of the year.

Source: Mowjee, 2009.

The case studies highlight that donors often use specific funding instru-
ments to send political messages in transition processes, which might have
negative implications for development effectiveness. For example, the lack of
trust in the government’s ability to manage development funds in Burundi led
donors to allow for more flexible use of humanitarian funds when financing
transition activities. In Timor-Leste, an early shift towards using development
assistance to build government capacity to deliver services contributed to
centralisation, a decrease of service delivery and increased imbalances that
eventually contributed to the crisis in 2006 (see Box 5.4).

The above examples show how important it is for donors to retain flex-
ibility, to stay the course and to have a mix of funding instruments at their
disposal based on the objectives they are trying to achieve and the intended
level of engagement with the state. From the affected population’s perspective,
the category of assistance does not matter, and it would be more useful for
donors to have a range of strategically connected funding tools to draw upon to
address the gamut of needs in transition situations. The international commu-
nity together with national actors should also more closely monitor the delivery
of services to communities to ensure that humanitarian agencies do not dra-
matically reduce services before other mechanisms are operating successfully.
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The different global transition funds — the World Bank’s State and Peace-
Building Fund (SPF), the PBF, the EC Stability Instrument and UNDP-BCPR’s
Thematic Trust Fund — have the potential to support donor flexibility when
engaging in transition situations. However, currently the four funds share
somewhat similar and potentially overlapping mandates. This highlights the
risks of competition and duplication of efforts, and further clarification of the
comparative advantages of each fund would be helpful to further improve the
effective mix of global and country-specific pooled funding modalities for
transition purposes.

Box 5.4. Financing statebuilding in Timor-Leste

A review of development co-operation in Timor-Leste demonstrates the fundamental tension in
aid to post-conflict countries: how to simultaneously meet long-term statebuilding challenges
and needs while meeting popular expectations for improvements in daily life in the short term.
Development partners assumed that by delivering through the state, they would strengthen the
state’s ability to deliver core services and promote growth in the private sector. Also, they mis-
takenly assumed that the development process itself would provide a sense of “nation” when
nationhood clearly hinged on a deeper reconciliation between groups with a long history of
rivalry and enmity. However, the state’s capacity developed more slowly than they anticipated
and rival factions mobilised dissatisfaction at the failure to deliver meaningful development
during the violence in 2006. The government was simply unable to absorb these roles in such a
short time and the credibility of institutions and political figures began to erode.

By focusing almost exclusively on institutional statebuilding, international assistance:

* Did not address many of the key issues that eventually led to the 2006 crisis, particu-
larly political exclusion and the lack of economic opportunity.

« Contributed to the centralisation of political power in the executive branch of govern-
ment and at the national level, and the concentration of economic opportunity in the
capital, Dili.

e Contributed, therefore, to imbalances that will be difficult to correct because they
require a reallocation of power and resources within the governance system.

* Deepened latent antagonisms between easterners and westerners.

Working through the state, assistance largely followed the government’s own tendency to
centralise. But the planned time frame to build the Timorese state was unrealistic, as has also
been demonstrated by experiences in other post-conflict countries. In retrospect, development
partners needed to make a much longer commitment, and maintain a longer-term perspective
on the peacebuilding and statebuilding challenges.

Source: Scanteam 2007a.
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A study on earmarking of ODA shows that fragile states often experience
much higher degrees of earmarking than more stable development contexts
(Adugna 2009). Such earmarking tends to be due to lack of predictability,
weak local capacity and higher degrees of risks associated with development
investments in fragile states. Regardless of the reasons, earmarking tends
to reduce the flexibility of aid, as implementing partners are unable to shift
funding between different budget lines and priorities. This can have serious
consequences in highly fluid conflict-affected environments, where interna-
tional actors need to respond rapidly to changing realities without being able
to rely on governments’ ability to introduce and guide priority setting and the
sequencing of interventions.

A review of MDTFs concluded that the UN and World Bank have differ-
ent policies on earmarking. The Iraq MDTFs show how the World Bank was
permitted far less earmarking than the UN (Development Initiatives 2006).
Such differences may reflect broader institutional mandates and relation-
ships, but it should also be noted that the UNDG Iraq Trust Fund was the
first UN MDTF and that subsequent UN MDTFs in transition have largely
not permitted earmarking.® It has not been possible to examine the effect of
different levels of earmarking on the pooled funding mechanisms covered in
this chapter.

Lessons learned and future implications for DAC’s consideration

The above analysis has highlighted some of the experience and chal-
lenges associated with pooled funds, including critical obstacles associated
with planning, co-ordination and harmonisation of funding for transition
activities. It has also pointed to some interesting lessons learned and good
practice, which should be further explored as part of the DAC’s effort to
improve the international aid architecture in transition situations. These
include:

Explore innovative ways to ensure greater harmonisation and syner-
gies between different in-country funding mechanisms. Even if donors
decide to provide substantial funding bilaterally, they should ensure that
bilateral and multilateral funding is sufficiently co-ordinated to avoid dupli-
cation and to enable the government and other donors to prioritise accord-
ingly. Co-ordination of different funding streams is most effective when
done at the country level. Donors should also encourage greater co-ordination
through more effective division of labour between bilateral and multilateral
funding programmes. Effective division of labour should bridge the differ-
ent policy communities and include humanitarian, development and security
activities to ensure that critical activities are funded even if certain actors are
unable to finance them.
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As a first step, donors should commit to decreasing the fragmentation of
funding instruments that has been documented above. However, recognising
the limitations of certain funding instruments and the fact that specific funds
might be needed to ensure rapid engagement on critical issues, development
partners should also commit to establishing specific agreements on how dif-
ferent funding instruments are co-ordinated and used to support commonly
defined objectives. Joint governance structures that bring together the differ-
ent funding streams would be one effective way of countering the negative
effects of fragmentation.

Similarly, donors should urgently commit to a gradual decrease in ear-
marking of funds within pools. Earmarking has a negative impact on their
flexibility and thus takes away from the benefits of such funds.

Clarify the assumptions of different funding instruments. Develop-
ment partners should make clear assumptions about the comparative advan-
tage of different funds and agree on the configuration of in-country funding
instruments to ensure some “fungibility” and links between the different
funds and windows. This could include humanitarian, development and
security instruments, and should be based on a clear understanding of how
funds can better manage the trade-off between ensuring effective delivery of
services and building government capacity.

The following assumptions should be clarified among development part-
ners in-country:

*  What it will take to establish new pooled funding mechanisms,
including establishing benchmarks for appropriate funding levels
and the critical mass of donors needed before funds are established.

e The expected level of government involvement, ownership, and
absorptive capacity, based on a clear understanding of existing and
future capacity and links to national budgeting and prioritisation
processes.

* Management of expectations for what can be delivered through funds
and strategies for communicating these effectively.

Improve the flexibility of funds to react rapidly and respond ade-
quately to shifting circumstances in dynamic post-conflict situations.
Donor decisions about the instruments to use should be based on an analysis
of the objectives that they (and the government) are trying to achieve, rather
than taking the availability of instruments as the starting point. A use of
mixed instruments could counter the risk of “putting all their eggs in one
basket” or being stuck with ineffective and inappropriate funding instru-
ments. However, such an approach should build on the above-mentioned need
for greater harmonisation and co-ordination between different instruments
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and modalities, and agencies need to balance the need for flexibility and the
importance of avoiding fragmentation of instruments.

Improve links between planning and financing. Humanitarian and
development processes have different requirements for planning and needs
assessments, including in terms of national participation and ownership
and time horizon. More focus should be placed on developing prioritised
and sequenced needs assessments with strong donor buy-in that can ensure
overall strategic coherence between direct bilateral funding, humanitarian,
development and security engagement and funding resources.

Recent experiences with Compacts in Afghanistan, the DRC and Southern
Sudan provide some useful lessons on innovative modalities for fostering
mutual accountability, and possible good practice should be explored draw-
ing on these experiences. Future reviews of humanitarian and post-conflict
needs assessments should also include a specific focus on broader coherence
issues, and could usefully look at ways of using financing as a way of linking
different policy communities and ensuring a more holistic engagement in the
transition period.

Clarify relationship between global and country-specific pooled
funding mechanisms for transition purposes. Funds like the PBF, the
UNDP Thematic Trust Fund, the European Commission Stability Instrument
and the World Bank State and Peace-Building Fund could play important
catalytic roles in terms of improving the speed and flexibility of transition
financing. However, the relationship between these different funds should be
clarified, along with their relationship to country-specific planning and fund-
ing mechanisms.
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Notes
1. Donini, A., 2009.
2. This section is based on donor interviews, as well as a 2008 review for the Joint
Donor Partnership in Juba.
Sabuni, A.T., 20009.
4. The DAC definition of multilateral aid includes contributions to eligible multilat-

eral agencies that are pooled and disbursed at the multilateral agency’s discretion.
Therefore, any funding to a multilateral organisation earmarked by the donor is
counted as bilateral aid, and the multilateral curve above does not include funds
that are earmarked and channelled to specific MDTFs.

5. Currently the world’s largest DDR programme with a projected case load of up
to 180 000 participants to be demobilised over a period of three years.

6. Sabuni, A.T., 2009.

7. The Joint assessment mission estimated that each classroom would cost USD
13,000 to construct. In practice, the least expensive classroom funded by the BSF
has cost USD 23,000. Brown (2008), p 14.

8. The framework provides common guiding principles for working with national
authorities and partners to support crisis prevention, stabilisation and recovery
strategies while taking into account humanitarian principles of neutrality, impar-
tiality and independence. It calls on the World Bank Group and UN organisations
to improve inter-agency communications, strengthen joint planning, increase col-
laboration on funding mechanisms, and foster a culture of greater collaboration
through joint training, evaluation and research.

9. The only exceptions are the Nepal Peace Fund and the newly established Sierra
Leone MDTF (not yet operational).
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6. Conclusions

This chapter summarises the key findings that have been identified in the report,
and points to some overarching issues and challenges that the international com-
munity will need to address as it attempts to improve approaches to transition
financing. It also highlights critical areas that the OECD DAC should look into as
it moves forward with these findings.
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Recognising the daunting challenges of transition situations, this report
has identified some of the fundamental challenges that need to be addressed
to improve international response. The hypothesis has been that aid does not
flow the way it is supposed to, and that more effective, rapid and flexible
transition financing will depend on development partners’ ability to improve
the policies and practices currently governing financial flows, as well as
expanding and fully utilising the full range of tools and instruments available
for in-country transition financing.

The report has mapped donor aid flows, policies, procedures and instru-
ments available when development partners engage in transition situations. It
has presented the following overall conclusions:

*  Chapter three looked at aid flows to fragile and conflict-affected
countries. It recognised that, while difficult to estimate the exact
levels of transition financing, there is general agreement that fund-
ing available does not flow in timely and effective ways to the most
relevant needs. This could in many cases be due to a lack of con-
ceptual agreement on what constitutes a transition activity and how
to measure needs. The lack of properly identified budgeting and
reporting codes across policy communities also makes it difficult to
assess whether the international response is coherent and adequate.
Development partners need to increase their efforts to measure
needs and transition activities across all available instruments and
modalities.

* Chapter four mapped existing donor policies and procedures
for engagement in transition situations. It highlighted the fact that
there are still open questions about who, within the donor commu-
nity and implementing agencies, is (and should be) responsible for
the transition. It concluded that a certain degree of flexibility does
exist to provide effective and rapid support to transition situations.
However, this flexibility is not fully utilised for several reasons. First,
the division of responsibility for humanitarian and development aid
has led to a lack of adequate attention to the skills that donor staff
require to handle the complexity of transitions. Second, donor staff
are often operating in a work culture that does not encourage or
reward risk taking so they tend not to exploit the funding flexibility
that exists. If they do take risks, they are less likely to publicise this,
which in turn can mean that their knowledge about the effective use
of funds in transition and good practice is not institutionalised. In
addition, the fact that many aid systems are fragmented, and that
ODA often constitutes only one part of overall financial support
to transitions, makes co-ordination particularly challenging. The
result is higher-than-usual transaction costs for donors, primarily
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in-country. More should be done to ensure that a donor can draw
more effectively on the full set of resources and instruments when
engaging in specific transition situations.

e Chapter five mapped in-country instruments that can be used for
transition activities. It concluded that MDTFs have been positive in
enabling development partners to engage more holistically and stra-
tegically and, once they are up and running, with lower transaction
costs for both donors and host governments. In addition, MDTFs can
enable donors to adopt a collective approach to the risks inherent in
transition situations. However, the chapter highlighted the critical
challenges that MDTFs face when operating in transition environ-
ments, including in particular the difficulties of managing trade-offs
between quick delivery and longer-term development assistance. It
also stressed the need to avoid fragmentation of instruments and
the burden of earmarking, to improve co-ordination and harmonisa-
tion between different funds and between bilateral and multilateral
funding, and to improve the overall governance of transition funding
(including timely and predictable information to the government).

The report also points to some overarching issues and challenges that
the international community will need to address as it attempts to improve
approaches to transition financing. These relate to the aid architecture itself;
specific engagement modalities that are used to identify, fund, implement
and report on progress for transition activities; and not least, the ways that
development partners can reflect and address the transition towards national
ownership and sustainable development. These issues are all critical pre-con-
ditions for achieving more predictable, rapid and flexible financing during
transitions. Each is discussed briefly below, and will be further developed in
the forthcoming policy and practical guidance on transition financing:

Improving the starting point and approach for engagement in
transition situations

The current aid architecture in which humanitarian and development aid
is governed by different rules and regulations, and often managed by differ-
ent parts within or outside donor agencies, hampers effectiveness because it
does not reflect realities on the ground. Aid agencies are left in the position of
trying to create links between these two separate sets of instruments.

A longer-term perspective needs to be applied to transition that focuses
less on the instruments and approaches available than on the actual objectives
international actors are trying to support. The key challenge is how to pro-
vide appropriate long-term but flexible and effective assistance to situations
of long-term crisis where government counterparts are weak or illegitimate.
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Aid actors should conceptualise the problem in this way, and shift their focus
to harnessing all available instruments and capacities to meet the needs of
the country, rather than trying to put needs into artificial categories. Some
donors are already working on ways to reduce the divide between humanitar-
ian and development staff members and budget lines, while others have com-
bined funding sources internally to respond better to peacebuilding efforts
(see chapter four).

This has implications for some of the concepts underpinning the cur-
rent aid architecture. In particular, the assumption of a logical linear linkage
between different post-conflict phases and assistance modalities (humanitar-
ian, transition and development), which partially governs the current principles
and commitments to which donors have signed up in recent years, does not
adequately reflect the challenges of transition. The Secretary-General’s report
on Peacebuilding (UN, 2009) embodies this very dilemma by focusing on the
immediate aftermath of conflict even though it is difficult to isolate this phase
in practice. This paper has found that donors often prefer to use humanitarian
aid to assist long-term crises in situations where they are unwilling or unable
to engage with government counterparts, as development aid is bound by
stricter rules and regulations regarding government ownership and potentially
signals a “business as usual” approach.

An added complexity in this regard is that a linear approach to the tran-
sition is based on the assumption that a set of events can be witnessed in
different transition settings. Often, such pattern of events and decisions can
evolve into a system of predetermined actions and instruments, triggered by
a standard set of chronological events (e.g. peace negotiations, peace agree-
ments, elections, the departure of peacekeepers). In reality, however, these
triggers and actions might bear little relation to actual needs.

Rather, there is a need to clarify the assumptions of national ownership
embedded in different instruments that are used to finance transitions. At
present, our approaches and modalities are not adequately configured to
engage with difficult government partnerships during the transition period.
Funding is also often used as a political tool given that it is the only element
that donors can control during this period. An improved understanding of
how different funding approaches and mechanisms affect national ownership,
and of the pros and cons of different instruments, is important in order to
establish practical recommendations for improving the current implementa-
tion environment.

TRANSITION FINANCING: BUILDING A BETTER RESPONSE — © OECD 2010



6. CONCLUSIONS - 81

Identifying priorities and objectives

Timely and realistic planning is a fundamental pre-condition for flexible
engagement and effective financing. The challenges are considerable, how-
ever, in particular when transitioning from one-year (or shorter) budgeting
processes under humanitarian frameworks to longer term planning processes
in the post-conflict setting.

Needs assessments should build on a holistic and realistic understanding
of the needs of the country, and a clear vision of what should be achieved.
Furthermore, they should set out and prioritise the objectives that develop-
ment partners should work towards, the specific issues that need financing,
and who will be responsible for implementing the activities and accounting
for results. Finally, plans should indicate the specific funding sources, links
and transition issues between different instruments, and the common govern-
ance framework that would be charged with ultimate oversight. Future PCNA
reviews should look into these issues, and also explore options to improve
planning and monitoring frameworks.

Leadership during the transition period, whether national or interna-
tional, is crucial to ensure co-ordinated planning and identification of needs.
Leadership is also essential to improve donor co-ordination and alignment
behind the identified objectives and priorities. Donors need to co-ordinate
their funding, particularly as government structures are usually too weak
to carry out this function. Recent experiences with the use of Compacts
(i.e. Afghanistan, DRC) show the potential value of such tools to generate
a mutual accountability framework between governments and donors, and
further work could look into this model in further detail.

Improving the operation of pooled funding modalities

One important conclusion from the above is that pooled funding instru-
ments provide a good solution for encouraging more holistic and effective
approaches. However, the evidence in this report has also highlighted that
the operational impact and effectiveness of these funds will require signifi-
cant improvement to systematise and streamline the positive lessons learned.
Donors are also sometimes frustrated by the lack of institutions ready, willing
and able to manage a relatively quick and flexible capacity-building mecha-
nism. Using private companies as fund administrators for the CBTF and
the BSF in Southern Sudan was successful enough to warrant higher costs
according to some of the donors interviewed.

The lack of adequate capacity and administrative support to manage and
guide MDTFs in complex emergencies has resulted in slowness in moving
pooled mechanisms in a timely manner from the phases of establishment to
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operationalisation. Constraints on effective implementation include inap-
propriate procurement procedures, the absence of banking facilities, and the
mismatch of funding levels and absorptive capacity. In particular, improve-
ments to pooled funding modalities should include:

*  Further clarity on how funds can better manage the trade-off between
ensuring effective delivery of services and building government
capacity.

* Clarity on the timeliness of different funding instruments and pro-
cedures and minimum conditions for establishing new pooled funds.

* Agreement on practical options and recommendations to decrease
fragmentation (both of funding mechanisms and reporting and
accounting rules and regulations) and to improve the participation of
governments in the governance of pooled funds.

* Improvements in the management of expectations about what can
be delivered through pooled funds and increased acceptance for the
higher overhead costs associated with volatile situations.

» Increased predictability of funding flows and decreased earmarking
of contributions into pooled funds.

Changing donor policies and procedures

Aid agencies need to address the key question of who takes responsibility
for transition, and take a completely different starting point for determining
responses — the objectives to be achieved rather than the instruments avail-
able. A more co-ordinated engagement will require a different approach to
staffing, where capacity and expertise is drawn from different policy com-
munities to enable holistic context analyses, strategies and programming. Aid
agencies will need to change both institutional structures and people (their
attitudes and incentives for risk-taking), and improve incentives for joint work
across departments (such as being held accountable for shared results).

Timeliness of allocations has been identified as a crucial bottleneck to
improved transition financing. Some donors have created special funds for
transition situations, mainly to address inflexibilities in the normal allocation
system. However, it remains difficult to determine whether these funds, or
“normal” funding for that matter, could indeed be adjusted to deliver timely
assistance in transition situations. The simple increase of development aid,
matched by a decrease in humanitarian aid, cannot be taken as an indication
that development aid is flowing appropriately.

This report has argued that some flexibility already exists within donor
agencies and, in particular, has set out some interesting practice on how
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donors have been able to combine different funding sources for transition
purposes (chapter four). Further experience gathering could help improve our
common understanding of how donors can indeed improve the availability
of rapid and flexible development funding early on, without compromis-
ing humanitarian principles in the process. Donors should acknowledge the
important role that non-ODA funds can play during the transition period.
Such recognition would not necessarily require a change in the current ODA
criteria, but could involve other ways of recognising and recording aid to key
transition activities, including possibly through voluntary reporting on such
expenditures.

Next steps for the OECD DAC

This OECD DAC report lays the foundation for the future development
of policy and operational guidance for transition financing. Future work on
transition financing will include:

*  More clarity on the risks associated with transition financing, and
options for how donors can better manage and mitigate these risks.

*  More detailed lesson learning on donor experiences with institutional
and policy approaches to providing transition financing.

» Further work on operational effectiveness of transition financing
through elaborating recommendations that could improve the current
implementation of pooled funding instruments.

* Establishment of consensus on the assumptions that should be
applied to different funding instruments (e.g. level of national owner-
ship, speed, objectives).

*  Recommended improvements to the current systems and aid architec-
ture for identifying and financing transition needs.
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Annex A

Key definitions

Early recovery: A multidimensional process of recovery that begins in a
humanitarian setting. It is guided by development principles that seek to
build on humanitarian programmes and to catalyze sustainable development
opportunities. ... It encompasses the restoration of basic services, livelihoods,
shelter, governance, security and rule of law, environment and social dimen-
sions, including the reintegration of displaced populations.

Source: UNDP Policy on Early Recovery, 2008.

Humanitarian assistance: The generic term used to describe aid and action
designed to save lives, alleviate suffering and maintain and protect human
dignity during and in the aftermath of emergencies.

Source: Global Humanitarian Assistance Glossary, Development Initiatives.

Official development assistance (ODA): Flows of official financing admin-
istered with the promotion of the economic development and welfare of
developing countries as the main objective, and which are concessional in
character with a grant element of at least 25% (using a fixed 10 percent rate
of discount). By convention, ODA flows comprise contributions of donor gov-
ernment agencies, at all levels, to developing countries (“bilateral ODA”) and
to multilateral institutions. ODA receipts comprise disbursements by bilateral
donors and multilateral institutions.

Source: OECD, Glossary of Statistical Terms.

Peacebuilding involves a range of measures targeted to reduce the risk of
lapsing or relapsing into conflict by strengthening national capacities at all
levels for conflict management, and to lay the foundations for sustainable
peace and development.

Source: Conceptual basis for peacebuilding for the UN system adopted by the Secretary-
Generals Policy Committee in May 2007.
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Stabilisation: Actions undertaken by international actors to reach a termina-
tion of hostilities and consolidate peace, understood as the absence of armed
conflict. The term of art dominant in US policy, usually associated with mili-
tary instruments, usually seen as having a shorter time horizon than peace-
building, and heavily associated with a post-9/11 counter-terrorism agenda.

Source: Charles T. Call and Elizabeth M. Cousens (2008), “Ending Wars and Building
Peace: International Responses to War-Torn Societies,” International Studies Perspectives 9,
1-21at 4.

Statebuilding is an endogenous process to enhance capacity, institutions and
legitimacy of the state driven by state-society relations. Positive statebuilding
processes involve reciprocal relations between a state that delivers services
for its people and social and political groups who constructively engage with
their state.

Source: OECD DAC, Statebuilding in Situations of Fragility: Initial Findings, Paris,
2008.
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Annex D

Country case studies

Afghanistan

Table D.1 provides a summary of the pooled funds in Afghanistan. Donor
meetings held in Brussels and Tokyo in early 2002 endorsed the concept of
the Afghanistan Reconstruction Trust Fund (ARTF) to take over from the
Afghani Interim Authority Fund (AIAF) in providing budgetary support
to the Afghan Administration. The World Bank Board approved the ARTF
on 27 March 2002. The Grant Agreement was signed in May, and the Fund
began operating in late May 2002. At the same time, UNDP established the
Law and Order Trust Fund for Afghanistan (LOTFA) because the World
Bank cannot finance law enforcement-related activities.
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Figure D.1. ARTF disbursements SY1381-1387
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Source: ARTF Administrator’s Financial Report, 2009.

As of April 20092, the ARTF had paid-in contributions of USD 3.04 bil-
lion. Figure D.1 shows disbursements from the ARTF from SY1381-1387
(SY1387 ran from 21 March 2008-20 March 2009). This highlights the fact
that the ARTF’s initial emphasis was on covering recurrent expenditures and
that significant disbursement under the investment window did not begin until
the third year of the fund’s operation. The ARTF disbursed about USD 40 mil-
lion in SY 1383 (March 2004-March 2005) but Scanteam estimated that more
than USD 3 billion went into various investment activities during this period
(Scanteam, 2005). The ARTF thus provided a little over 1% of total investment
funds at first. But SY1387 funding through the ARTF’s investment window
totalled just over USD 800 million by March 2009.

The ARTF’s role in the national budget has been far more important since,
even in SY1382, it contributed over 47% of the government’s operating budget.
Though this decreased over time to 35% in SY 1385 and to 29% in SY1386, the
fund has been significant from a budget viewpoint (Scanteam 2008).

In 2005, both the government and World Bank felt that assistance pro-
vided outside the budget was non-transparent (donors provided little informa-
tion on what is being funded); did not address priority needs or duplicated
government programmes; weakened the government’s accountability to its
people for service delivery; failed to take into account recurrent expenditure
needs (such as hospital staff or highway maintenance); and was slower and
more expensive to implement. However, a 2008 study found that donor financ-
ing is moving towards more discretionary financing, towards projects and
programs as the Afghanistan National Development Strategy (ANDS) is being
fine-tuned to become a satisfactory programming instrument. The ANDS and
the Afghanistan Compact provide a government-led mutual commitment to
improve effectiveness and results from government and donor funding.
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The ARTF has a Steering Committee (informally referred to as the
Donors’ Meeting). This was supposed to comprise Management Committee
members, all donors that contribute at least USD 5 million a year and two
smaller donors (on a rotating basis). In practice, it has been open to all fund
contributors. The government, represented by its Ministry of Finance, is an
observer on the Management Committee and the Donors’ Meeting and has
been an active participant in the discussions. It has used the meetings to
present policies and priorities for future ARTF funding. This has facilitated
donor co-ordination by ensuring that:

* All ARTF financing is on-budget.
* That all funding partners are invited to participate in ARTF meetings.

*  Government representatives are invited to meetings for open discus-
sions.

*  The public has full information of its activities and funding through
the open-access website.

Nevertheless, in both the 2005 and the 2008 evaluations, donors expressed
some frustration at a lack of policy debates linked to funding decisions. But
this would require more and higher-level time commitments from donors
whereas, according to the 2008 evaluation, the low level of donor involvement
in the ARTF was troubling. Donors and others also agreed that the national
authorities should manage co-ordination and that the ARTF should not pro-
mote or develop its own general policy role or forum.

The PCNA undertaken in January 2002 estimated a “base case” require-
ment (as opposed to a high and low case) for capital investments and tech-
nical assistance and recurrent costs as shown in table D.2. The table uses
DAC data on aid disbursements (also used for figure D.1) to show the total
amount of aid provided in the first year (2002), in 2.5 years’ time and in five
years against the total PCNA requirements. It is not possible to determine
the extent to which development funding from DAC donors was spent on the
needs covered by the PCNA but the overall amounts were much lower than
stated requirements in the early years of the new administration.

Table D.2. Aid requirements for Afghanistan (USD million)

Sector 1 year 2.5 years 5 years 10 years
Development (including security) 1000 3110 7110 11530
Recurrent costs 700 1800 3100 3100
Total requirements 1700 4910 10 210 14 630
Total DAC development aid 688 2803 8 865.5

Source: Multi-agency report, 2002.
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At the Tokyo pledging conference in January 2002, donors pledged
approximately USD 1.9 billion to be spent in 2002. When Afghan authorities
and international donors met in Kabul in October 2002 for the Implementation
Group, donors reported that they had committed USD 1.8 billion to specific
agencies, funds or projects and that almost USD 1.4 billion had actually been
disbursed to these agencies, funds and projects.> However, as highlighted by
Table D.1, this is not reflected in DAC data on disbursements.

Burundi

Table D.3 summarises two instruments for pooled funding to Burundi.
In addition, it has received funding through the World Bank’s Multi-country
Demobilisation and Reintegration Programme (MDRP).

Figure D.2 maps humanitarian and development aid flows to Burundi
against key historical events. Both dropped sharply in 1996, when Pierre
Buyoya took power in a coup d’état. With the Arusha peace agreement in
2000, development assistance began to increase. Humanitarian aid peaked
in the election year 2005 while development aid has continued to grow very
sharply 2003. Burundi has not had a full-scale PCNA but the government
presented a Priority Action Programme (PAP) to a donor roundtable on 24-25
May 2007. At the meeting, donors made the following commitments:*

* Belgium: EUR 100 million for the PAP and EUR 4 million for budg-
etary support

e Germany: EUR 60 million

* Netherlands: EUR 22 million a year for three years

*  Norway: EUR 10 million plus EUR 327 million for the PAP
*  USA: USD 28.5 million a year in 2007-2008

Figure D.3 shows that when challenged by a lack of government capacity,
donors have tended to provide assistance as humanitarian aid. This is why
Burundi is in the unusual position of having received both budget support
(over which the government has full discretion) and humanitarian aid (which
does not count as country programmable aid) between 2002 and 2007.
However, humanitarian aid decreased substantially as a share of ODA between
2006 and 2007 while other forms of ODA increased significantly.
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Figure D.2. Humanitarian and development aid to Burundi

400
350
UN Peacebuilding
= Fund support
[ '
‘= 300 T
<% 1
= '
'
§ Constitution :
S 250 and elections  |-——t——————
o 1
~ T T '
2 | | :
o 200 ' ' 1
a 1 1 1
H ] 1 1
2 i ! i
= \ /;__—\:
=
o 150 v T i X
) Arusha ' ' D
> Accords \ ! |
1 i ONUB 1
100 ) ' Operational '
| >
' ' I '
' ' I '
' 1 '
50 t T T T
I
Y~ ! : : :
1 1 ' '
' 1 ' '
' ' ' '

1995 1996 1997 1998 1999

mmmm Humanitarian aid

2000 2001 2002 2003 2004 2005 2006 2007
Development aid

Figure D.3. Humanitarian assistance, general budget support and ODA to Burundi
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Central African Republic (CAR)

In 2005, the UN Emergency Relief Co-ordinator described the Central
African Republic (CAR) as the “world’s most forgotten crisis”. Since then,
a number of actors have taken steps to raise awareness of humanitarian and
development needs in the country.’ This includes the French government, which
facilitated a donor meeting in Paris in July 2005 to discuss needs in CAR. At the
meeting, CAR was referred to as a post-conflict country, perhaps because the
security situation had stabilised since the 2003 coup. However, since 2005, vio-
lence has continued, particularly in the North and, in 2008, the number of IDPs in
this area tripled to 280 000° and there have been further displacements in 2009.

The CAR has had three sources of pooled funding: a country-level
humanitarian fund, contributions from the Peacebuilding Fund and the regional
MDRP. Table D.4 provides a brief overview of these instruments.

Figure D.4 shows that humanitarian aid to the CAR was at a very low
level until the UN introduced Consolidated Appeals in 2003. After this,
humanitarian aid rose slightly but not significantly. The figure shows that,
with the appointment of a dynamic RC/HC who has championed the CAR’s
cause and also established an instrument — the ERF/CHF — to enable donors
to channel funds, humanitarian funding increased sharply (from USD 38 mil-
lion in 2006, when the HC was appointed, to USD 91 million in 2007 and
then to USD 118 million in 2008). Of this, only around USD 6 million a year
flowed through the ERF in 2007 and 2008 but there is agreement that donor
confidence in the RC/HC led to the funding increases. By contrast, develop-
ment aid (figure D.4) has been very erratic, thereby contradicting donor com-
mitments to predictable funding but highlighting, perhaps, the difficulty of
providing development assistance in a volatile environment.

Figure D.5 is based on FTS data rather than the DAC data used above.
It shows total humanitarian funding to the CAR from 2003, when the UN
began to issue a Consolidated Appeal. It shows the amount requested in
the CAP as well as funding to activities inside and outside the CAP. From
2003-2005, donors funded only 35-38% of the activities in the Appeal. That
almost doubled to 63% in 2006 and, by 2008, donors funded 90% of the
Appeal. This is despite the fact that that amount requested in the CAP rose
sharply from USD 38 million in 2006 to USD 91.4 million in 2007 and then
to USD 118.6 million in 2008 before decreasing to USD 97 million in 2009.

Although one of the aims of the CERF is to ensure funding to under-
funded emergencies like the CAR, CERF funding to CAR has been only
a small proportion of funding to the CAP. As funding for the CAP has
increased, the CERF’s share has fallen from 23% of total CAP funding in
2006 to 10% in 2007 and then to 3% in 2008. CERF contributions would
appear even smaller as a share of total humanitarian funding to the CAR.
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Figure D.4. Humanitarian and development aid to Central African Republic
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Figure D.5. Funding to Central African Republic 2003-09 (using FST data)
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Source: FTS. Figures for 2009 are as of 6 July 2009.
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Democratic Republic of Congo (DRC)

As in the CAR, with the exception of the MDRP, the main pooled financ-
ing instruments in the DRC have been humanitarian. The country has had
small-scale Rapid Response Funds since 2000. In 2006, it became one of the
two pilot countries for a Common Humanitarian Fund, known as the Pooled
Fund. A 2007 evaluation of the Pooled Fund found that it has been used to
support early recovery/transition activities, reflecting a pragmatic definition
of what constitutes humanitarian action.® In the DRC, the Humanitarian
Action Plan includes explicit transition objectives and the HC has provided
funding to Western provinces where indicators can be as poor as in the con-
flict-affected East, due to the isolation of communities and extremely limited
services for health or other government provision.” Some donors and agen-
cies are uncomfortable with the HC’s use of a broad definition of humanitar-
ian aid, arguing that, given the limited resources available to humanitarian
action, they should focus on emergency, life-saving needs. However, other
donors, like DFID and Sida, have flexible definitions of humanitarian aid and
are more supportive of this approach.

Figure D.6 shows that humanitarian aid to the DRC has risen steadily
since 2000. Despite the signing of a peace agreement in 2002 and elections in
2006, humanitarian aid has continued to rise because of ongoing emergency
needs in the conflict-affected East. This shows that transition situations are
not about either humanitarian or development aid but about achieving a sen-
sible mix between the two.

Development assistance to the DRC peaked in 2002 (which coincided
with a large amount of debt relief though debt relief is excluded from the data
used here). The other peak, in 2005, could be attributed to election funding.
One donor interviewee argued that, although donors agreed that the post-
election period would be very important for development action, they could
not agree on what was needed. Local leaders were too focused on fighting
the elections to provide the necessary leadership on priorities and objectives.
No other entity took a leadership role and there was no pooled mechanism
to bring donors together. As a result, the international community missed
an opportunity to deliver on the expectations of the local population in the
immediate aftermath of the elections.

Based on FTS data, Figure D.7 shows that, with the appointment of a
respected and experienced HC, total humanitarian funding rose by USD 60 mil-
lion between 2004 and 2005 and by another USD 80 million between 2005 and
2006 when the Pooled Fund was set up. Funding has continued to grow since
then, totalling USD 655.7 million in 2008.

The DRC has been the largest recipient of CERF funding every year
since the CERF was established but this has been a small proportion of
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Figure D.6. Humanitarian and development aid to Democratic Republic of Congo
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humanitarian funding to the country. In 2006, the DRC received USD 38 mil-
lion from the CERF. This increased to USD 52.5 million in 2007 before
decreasing to USD 41 million in 2008. As a share of funding to the DRC
Humanitarian Action Plan (HAP), the CERF has gone from 8.5% in 2006 to
10% in 2007 and down to 6% in 2008.

Southern Sudan

Table D.6 summarises the pooled funding instruments that channel aid
to Southern Sudan.

In addition to these pooled mechanisms, the EC has run a couple of spe-
cial programmes for Southern Sudan. These are summarised below:

Humanitarian Plus IT Programme (HPP II): Because of EC restric-
tions on development funding for Sudan between 1990 and 2005, ECHO
was the main channel for resources. In anticipation of a transition from war,
the Commission used earmarked funds to create the Humanitarian Plus
Programme (2004-7) to increase its engagement in the country. HPP I (EUR
12 million) had 3 components: i) large-scale sectoral activities to be imple-
mented by INGOs and UN agencies; ii) micro projects to be implemented by
Sudanese NGOs; and iii) a Workshops and Training component. HPP II gave
preference to interventions that took an integrated approach in addressing
community-wide, social sector problems. It adopted the EC’s Linking Relief,
Rehabilitation and Development (LRRD) approach in setting out to “facilitate
a smoother transition between ECHO-type interventions and post-conflict
development.” The programme is another example of flexible funding for
basic services in Southern Sudan but with little contribution to longer-term
statebuilding goals (other than the EC’s country strategy, the programme is
not obliged to fit into any framework or engage through government, though
it does work with government. Stakeholders have expressed disappointment
that participating NGOs did not internalise the linkages model and suggested
that they did not shift well from a humanitarian to a recovery mindset.

Recovery and Rehabilitation Programme (RRP): The RRP represents
one of the few programmes in Southern Sudan with a specific livelihood
recovery focus. It was intended to provide “quick start” rural development
over a four-year period, using a multi-disciplinary approach that included
support to basic services. When reviewed in 2007, the mechanism had been
slow to deliver. The first year was spent in engaging with programme reali-
ties, including compliance with EC regulations, the appropriateness of which
has been questionable in the Sudan context. The RRP intended to co-ordinate
with state authorities and had specific goals to work with local government
agents in the counties. However, the local government was slow to establish
itself, causing delays in implementation. Consequently, the programme
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struggled to manage the trade off between capacity building objectives and
contributing to the urgent filling of service delivery and livelihood recovery
shortfalls. The EC committed EUR 49.8 million to the programme, of which
it had deposited EUR 19 million by 2007. According to an EU report, the
RRP had disbursed EUR 15 million by April 2007 (EUR 13 million accord-
ing to the RRP report).

Mapping aid flows

The findings of the Joint Assessment Mission (JAM) to assess post-con-
flict needs were published in March 2005. Table D.7 summarises the costing
(in USD millions) for phase I, which was from 2005-2007. It does not cover
phase 11 (2008-2011) as this was preliminary.

Table D.7. Costings for the Sudan Joint Assessment Mission (USD millions)

Area 2005 2006 2007 Phase | Total
Southern Sudan 608 1290 1655 3553
Sudan (National government, Three Areas 1066 2473 3208 6 746

and Southern Sudan)

One of the concerns about needs assessments is the accuracy of their cost
estimates. Therefore, it should be pointed out that the JAM estimates are in
line with MDG investment needs recently presented by the UN Millennium
Project for Uganda, Tanzania, Ghana, Cambodia, and Bangladesh, which
amounted to about USD 70-80 per capita in 2006 (Sachs et al., 2005). MDG-
related costs were remarkably similar across the five countries, mainly
because many unit costs are similar across countries with different GDP per
capita, and because there is a trade-off between capital and recurrent MDG-
related costs, especially for infrastructure.

Development aid to Sudan has continued to rise sharply since 2004,
reaching just over USD 856 million in 2007. Despite this, the figures appear
to fall far short of both the needs calculated in the JAM and the pledges at
the Oslo conference — a total of USD 2.2 billion from 2005-2007 compared
with USD 6.7 billion for Phase I of the JAM and USD 4.5 billion pledged at
Oslo. By comparison, humanitarian aid to Sudan from 2005-2007 totalled
USD 3.7 billion.

In response to the JAM, at the Oslo donor conference, donors pledged a
total of USD 4.5 billion to Sudan for Phase I (2005-2007). Figure D.8 pro-
vides an overview of aid flows to Sudan, based on DAC data. Unfortunately,
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it was not possible to get a sub-national breakdown. However, the very high
volume of humanitarian aid will be largely for Darfur. In 2005, prior to
the establishment of the CHF, four CHF donors (the Netherlands, Norway,
Sweden and the UK) asked the HC to provide advice on how to allocate a
total of USD 109 million to projects in the CAP/Work Plan. This was a way
of piloting the CHF. 2005 saw a significant increase in humanitarian aid over
2004 levels that may be attributable to the introduction of the Work Plan (a
version of the CAP) and the CHF. Even though the CHF channels a small pro-
portion of the humanitarian aid flowing to Sudan (around 9% in 2008 but up
to 15% in previous years), it is likely to have led to increased funding because
it enables donors to channel far more funds than they can administer directly.

Figure D.8. Humanitarian and development aid to Sudan
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Timor-Leste

Table D.8 summarises the pooled funds in Timor-Leste. The World
Bank’s Trust Fund for East Timor (TFET) was intended to complement the
UN’s Consolidated Fund for East Timor (CFET), with a clear division of
roles — the CFET focused on recurrent expenditures, civil service and capac-
ity building and the TFET was designed to finance investment expenditures
and economic development projects. TFET activities were integrated into,
and aligned with, the country’s National Development Plan (developed after
Independence) and Sector Investment Programmes (SIPs). Nevertheless,
almost half of international reconstruction funding during 2000-03 went to
development projects outside the TFET, with donors and aid agencies using

their own policies and procedures (EC, 2004).

While the TFET was a multi-donor fund for supporting programme
activities, the CSP and the TSP have been multi-donor frameworks for pooled
budget support funding. The purpose of the TSP was to provide bridg-
ing finance to the government until petroleum revenues become available.
The change in name from TSP to CSP reflected, in part, the feeling of the
Timorese government that it was moving out of the transition phase. But the
events of April-May 2006 — the breakdown of governance — proved otherwise.

Mapping aid flows

The World Bank estimated external financing needs for Timor-Leste as

follows:

Table D.9. External financing needs for Timor-Leste (USD million)

Organisation 2000 2000-2002
World Bank 0 204.61
UNTAET 15 41.06
UN 0 85.97
Total 15 331.64

Source: World Bank, 1999, and Development Initiatives Analysis, 2010.

At the Tokyo donor conference in December 1999, donors pledged
USD 370 million for the recurrent budget and for development and recon-
struction efforts from 2000-2002. This exceeds the needs identified by the
Bank. Of this, USD 215 million was to be channelled through the TFET and

CFET.
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Figure D.9 shows that humanitarian aid peaked in 2000 and then dropped
very sharply. There was a comparatively small increase in 2006, in response to
the outbreak of violence. Development aid rose very sharply till 2002, before
falling and then rising again. It increased substantially (by USD 73 million)
between 2006 and 2007. According to OECD DAC data, donors appear to
have exceeded the requirement for external funding and more than fulfilled
their pledges since development aid from 2000-2002 totalled USD 881 million.
However, as noted before, this does not provide an indication of whether the
money was spent on appropriate transition activities and in line with govern-
ment priorities. The EC evaluation finding that extensive funding flowed
outside the TFET does raise questions.

Figure D.9. Humanitarian and development aid to Timor-Leste
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