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1. Executive Summary

Over 120 countries and over 30 international organisations endorsed the Paris Declaration (PD)
on Aid Effectiveness in March 2005. The Declaration has five key principles of ad
effectiveness, including Ownership, Alignment, Harmonisation, Management for Development
Results and Mutual Accountability with the aim to improve the quality of aid and its impact on
development. Malawi fully embraced and utilised the PD to strengthen its relationships with
development partners and improve aid effectiveness. The PD principles were essentia and
relevant in strengthening aid management and effectivenessin order to achieve economic growth
and attain poverty reduction.

This report presents the results of the Phase 2 Evaluation of the implementation of the Paris
Declaration in Malawi. This is consistent with the comprehensive evaluation strategy developed
by OECD-DAC to understand the Declaration’s achievements for aid effectiveness. The
evaluation assesses the relevance and effectiveness of the Paris Declaration and its contribution
to aid effectiveness and ultimately development effectiveness, including poverty reduction in
Malawi.

A standard Evaluation Matrix developed by the International Reference Group (IRG) formed the
centrepiece of the evaluation methodology, involving desk review and semi-structures
interviews with stakeholders in government, civil society, donor community and the private
sector. Interview guides and questionnaires were used to gather relevant information for
responding to three common evaluation questions related to the context of the PD, process and
intermediate outcomes and development results. The structure of the report aso follows the
country matrix.

The evaluation did not proceed without limitations that must be taken into account when using
this report. First, slow response from respondents and scheduling conflicts with interviewees
resulted in limited number of interviews and questionnaires administered. Second, national and
sector statistics presented challenges in terms of data availability and consistence over pre- and
post-PD period. Finally, there is evidence of other developments apart from the PD that can
explain development results and intermediate outcomes in Maawi. Thus, the assessment of
development resultsis limited to possible linkages and contributions of the PD without following
the attribution route.

PD principles were introduced in Malawi within the context of good domestic policies and
strong economic and political leadership in 2004 following the election of a new President. The
implementation of PD-related measures under the IMF program before 2005 and the formal
adoption of PD principles in 2005 strengthened Malawi’s relationships with development
partners and improved aid effectiveness. ODA increased steadily after 2005 due, in part, to the
strengthened relations and increased donor trust in the country’s economic management and
governance. Further, the status of some of the development outcomes after 2005 represents an
improvement over those recorded in earlier years. The proportion of the population categorised
as poor reduced from 52% in 2004 to 40% in 2010. Similarly, the proportion of the population
categorised as ultra-poor reduced from 22% to 15% in the same period. Further, although

V.| Ministry of Finance: Final Report — Paris Declaration Evaluation Phase 2



Malawi’s life expectancy is below the global average, it increased to 54.1 years in 2010 and
compares favourably in the region. Furthermore, Maawi is on course to achieving five of the
eight MDGs, including eradicating extreme poverty (Goal 1), reducing infant mortality (Goal 4),
combating HIV and AIDS, malaria and other diseases (Goal 6), ensuring environmental
sustainability (Goal 7) and developing global partnership for development (Goa 8). Moderate
progress in some of the aid effectiveness indicators explains, in part, the improvements in these
development indicators. However, progress in some development outcomes has been slow,
including the three MDGs. Specifically, in the health sector, achievement of outcomes targetsin
2015 is doubtful for such indicators as Infant Mortality Rate (IMR), Under Five Mortality Rate
(USMR) and Materna Mortality Rate (MMR). The slow progress in some of the aid
effectiveness indicators explain, in part, the slow progress in these development indicators.

Malawi’s implementation of the PD principle on ownership has been moderate. With an
operational national strategy, the Malawi Growth and Development Strategy (MGDS), which is
consistent with the long-term vision for the country as stipulated in the Vision 2020, Malawi has
exercised effective leadership over its development policies and strategies and received a rating
of C in 2006 and 2008. However, athough progress has been made towards addressing issues
identified in both the 2006 and 2008 PD monitoring surveys, elements of compromised and
weakened ownership exist, and the country requires substantive action in order to get the 2010
target rating of B. Donors must show preparedness and flexibility to increasingly invest in the
national priorities and programmes. In addition, knowledge and awareness about PD among
Civil Society Organisations (CSOs) should be increased in line with AAA’s emphasis on
ownership beyond national public institutions to include Parliament and civil society.

Malawi has made some progress towards establishing and strengthening national systems as well
as encouraging the use of these systems such that implementation of the PD principle on
alignment has, to-date, been low to moderate. Three key important pieces of legisation were
adopted in 2003, including the Public Finance Management Act, the Public Procurement Act,
and the Public Audit Act. Government has also implemented the Integrated Financial
Management Information System (IFMIS) to track and record public expenditure in line with
international standards. Progress has been made to improve procurement systems and capacity,
including linking procurement plans to budgets and training of staff in largest spending
procuring entities. The proportion of aid flows reported in the budget and coordinated support to
strengthen capacity have been increasing. The proportion of aid flows using government PFM
systems was above the global average in both 2006 and 2008 and number of PIUs has been
reducing steadily during the same period. GoM compiled and now has information on 48 Project
Implementation Units (PIUs) from 12 donors operating in Malawi and plans to phase out 27
parallel PIUs by 2011. Progress is aso being made with al budget support donors disbursing
over 80% of what they committed and the PAF 2010 reported significant improvement in the
predictability of GBS in the period 2004-2009. However, implementation of the PFM reforms
has been slow. There are still capacity problems being experienced in the use of the IFMIS and
procurement systems. A significant proportion of Malawi’s aid is not reported in the budget,
operational Technical Cooperation Policy and Sector Capacity Building Strategies are lacking in
all sectors except hedlth, till many donors are either not using or partialy using the country
systems, and that aid predictability among CABS donors is affected by conditionality and other
related factors.
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Malawi’ s implementation of the PD principle on har monization has been moderate. Mal awi
is making progress in increasing the number of joint missions and analytical work. For
example, the AfDB Country Office undertook joint analytical work with the World Bank,
DFID and the Millennium Chalenge Fund of Malawi on the 2009 Country Economic
Memorandum of Malawi. Further joint analytical work is anticipated between the AfDB,
UNDP and World Bank in preparation of their Country Strategy Plans. Furthermore, there is
increasing trend in the use of PBAs. However, the total number of activities under joint
reviews increased between 2006 and 2008 and the dominance of direct project support in
Malawi limits alignment and harmonization. For instance, despite a well organised and
functioning SWAP in the health sector, there are more than 100 projects from more than 20
donors who are providing funding to the sector outside the SWAP arrangement. This type of
situation is greatly compromising the strides and the benefits of the SWAP arrangement
made by Government and places a large burden on the Ministry of Health and other
government systems to efficiently manage the donor input into the sector. It is also
noteworthy that some major donors like USAID do not subscribe to the PD arrangements and
have their own ways of channeling funds to the development projectsin Malawi.

Malawi’s implementation of the PD principle on managing for results has been low to
moderate. Malawi is making efforts to improve the national result based M& E framework.
While M&E capacity has been limited in public institutions, the Ministry of Development
Planning and Cooperation has in recent years made efforts to build M&E capacities for
monitoring and evaluating the MGDS at sector level. Four annual reviews have been done
for the MGDS since fiscal year 2006/07. However, most M&E systems are still weak,
coupled with lack of quality data and access to such data by stakeholders.

The Joint analytical work among donors has strengthened mutual accountability. A good
example is the “Common Approach to Budget Support March 2010 Review and Aide
Memoire” chaired and co-chaired by the AfDB and Ministry of Finance, respectively. The
GoM coordinates its PFM strengthening measures through the Group on Financial and
Economic Management (GFM). However, challenges still exit. The Mutual Accountability
case study suggests that there are power imbalance between GoM and the donors. On one
hand, the power of donors is that of the purse-strings whereby accountability conditions are
enforced over the GoM by delaying disbursal of funds or reducing aid commitments. On the
other, the GoM has no redlistic enforcement mechanisms to hold the donors to account.
Nonetheless, there is evidence that progress, though limited, is being made on both sides.

The sector studies reinforce the findings on the extent of contribution of PD implementation
to development outcomes. Progress towards development results in the health sector has
been mixed and slow. While there has been some progress in IMR, USMR and MMR,
achievement of 2011 targets for these indicators is uncertain. Thisis due, in part, to varying
and mixed progress in some of the aid effectiveness indicators.

Positively, the health sector in Malawi can be described as a “donor darling”, having been
more organised and to some extent “donor led”. The sector appreciated the significance of
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aid effectiveness earlier than the signing of the PD in 2005, with four National Health Plans®
(NHPs) preceding the current Health SWAp Program of Work (2004-2011)? which was
developed before the signing of the PD. The Ministry of Health (MOH) and its Cooperating
Partners (CPs) also signed a Memorandum of Understanding (MOU) concerning the Health
SWAp in Maawi in October 2004 to ensure transparency and accountability during
implementation. Due to its good organisation under a SWAp arrangement, the health sector
has attracted larger donor support than any other sector. The sector received higher
proportion of pooled funding (averaging 95% of total donor funding over the past three
years) than discrete funding (averaging 5%) under the Health SWAp POW. Thisis consistent
with the “very satisfactory” rating of the alignment indicator of the PD in recent MGDS
Annual Reviews. The assessment of aid effectiveness in the health sector is done through the
monitoring of eleven PD indicators® in the MGDS Annua Reviews. According to the
reviews, most of the PD indicators depict very satisfactory performance, mainly reflecting
the SWAp arrangements that exist in the health sector.

However, slow progress in development outcomes is due to slow progress towards targets in
institutional deliveries and ARV prophylaxis, disappointing progress in the malaria
programme (as measured by POW indicators) as well as gaps in service coverage due to
inadequate geographical distribution of services, especialy affecting women, children and
the poor. Other challenges include inadequate work force, lack of participatory planning
processes at the loca level, limited functionality of the Health Management Information
System (HMIS), irregularities in procurement of medicines and medical supplies at the
central level. There have been variances between the funds pledged and disbursed by donors
for both recurrent and development budgets, thereby raising concerns on predictability of aid
and complicating planning and presenting barriers to achievement of targets. Predictability
and delivery of aid has varied over the recent years among pooled and discrete partners,
thereby casting doubt on the productive nature of the structured dialogue under the POW in
terms of itsfocus on PD principles, such as predictability of aid.

Achievement of results in other sectors in selected priority areas of the MGDS is also mixed.
Common sector issues include use of separate partner financial, management and
procurement rules due to little trust for government systems as well as unpredictable aid due
to lack of disclosure by donors on actual contribution. This is explained by the lack of PD-
related arrangements like SWAps in these sectors. Thus, PD implementation contributed, in
part, to achievement of development results.

The report draws several key lessons and recommendations. The magjor lesson in Malawi is
that strong economic and political leadership to reform is critical to ensuring smooth
adoption of PD principles especially national ownership. The adoption of PD principles in
Malawi was done within this context. Second, donors need to be confident in the budget
process and national systems in order to support Malawi’s development process using local
systems. Third, General Budget Support will not have its expected impact if the government

! The last NHP covered the period 1999-2004

2 The current POW has been extended by a year

% These include operational sector strategy, aid flow alignment to national strategy, coordinated support for capacity building, use of country
procurement systems, use of country PFM systems, number of parallel implementation structure, predictability of aid, use of common
arrangements or procedures, shared analysis, joint field missions and results based frameworks.
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lacks budget discipline and fails to reform its macroeconomic policies. GBS donors demand
this and are often interested in making sure that the government’s pro-poor expenditures
increase and support improved service delivery. Finaly, lack of support to gender issues in
economic sectors results in pro poor misalignment of aid.

Finally, the report presents key implications beyond the planned PD-term. First, country-
level strategies for implementing the PD and AAA must be developed. The Aid Effectiveness
agenda needs a more focused approach to implementation. At present, beyond the monitoring
survey, there is no systematic attempt to ensure that each country is pushing the agenda
forward. With support from donors, each country can develop an implementation plan to
speed up the process. Capacity development is centra to this. Stronger capacity to measure,
analyse and report on aid flows is required, but more importantly, leadership skills among
senior civil servants in developing countries need strengthening to ensure that the
development agendais not set by donors, asis often the case.

Second, incentives on both sides of the aid relationship must be examined in greater depth to
assist understanding of why progress against the PD is slow. To understand the barriers to
improved performance on aid effectiveness commitments, there is need for a closer
understanding of the incentive structures governing donors and Governments. All donors are
accountable to their electorates, member-states or boards, who influence the modalities and
direction of their spending. Similarly, Governments are subject to electoral pressures, with
preferences for expenditure in certain sectors. The incentives created by these channels of
accountability make some PD commitments more difficult to meet than others. To address
poor performance on these commitments, we need a far more detailed understanding of these
incentives, to enable both Governments and donors to address the root causes of poor
performance.

Third, a system of knowledge management and learning on aid effectiveness needs to be
created. Currently, there is a great deal of research on aid effectiveness, including global
studies and country-specific analyses. A single repository for this information should be
created to facilitate dissemination of good practice and learning across countries. We should
encourage universities and the Malawi Institute of Management to offer modules on aid
effectiveness in courses in development. Currently, many such courses focus on the actual
economic impact of aid rather than the issue of how to make aid as effective as possible.

Fourth, the dominance and significance of project support requires re-thinking and flexibility

among donors and partner countries to devise new mechanism for introducing and
implementing PD-related principles.
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2. Introduction

2.1 The Paris Declaration and Accra Agenda of Action

The Paris Declaration (PD) on Aid Effectiveness is a joint international statement aimed to
improve the quality of aid and its impact on development. Endorsed in 2005, the PD currently
has over 120 countries and 30 international organisations as signatories, thereby committing
themselves to the five norms of the Declaration, including ownership, harmonisation, alignment,
managing for results and mutual accountability. The Declaration provides a practical roadmap
for improving aid effectiveness, with an agreed set of monitorable actions and indicator targets to
be met by 2010. Malawi signed the Declaration in 2005 and fully embraced and utilised the
Declaration to strengthen its rel ationships with the development partners.

In order to understand what the Declaration has achieved for aid effectiveness, the OECD-DAC
developed a comprehensive evaluation strategy. Phase 1 of the strategy focused on inputs,
outputs and ways of improving the implementation of the Declaration. Eight countries
participated in Country Evaluations and eleven Donor and Agencies conducted Headquarter
studies. Phase 1 findings were presented at the High Level Forum (HLF) on Aid Effectivenessin
Accra in September 2008. Phase 2 of the evaluation began in September 2009 and is being
undertaken by a multinational team from International Organisation Development (IOD) Ltd.,
with focus on intermediate outcomes and development results. The findings of the evaluation
will be presented at the HLF on Aid Effectivenessto be held in Seoul in 2011.

2.2 The Purpose and Scope of the Second Phase of PD Evaluation

This report presents the results of the second independent evaluation of the Implementation of
the Paris Declaration in Maawi. The purpose of the Phase 2 evaluation is to assess the relevance
and effectiveness of the Paris Declaration and its contribution to aid effectiveness and ultimately
development effectiveness, including poverty reduction in Malawi. The evaluation design
acknowledges the importance of country-specific differences including differences in policy,
history, and resources both among donors and aid recipients. The evaluation is therefore
expected to analyse results in context, taking into account preconditions or enabling conditions
that may lead to or inhibit positive development results supported by aid. According to the Terms
of Reference (ToRs), the specific objectives for the Malawi Evaluation included:

i.  Todocument the results achieved by implementing the Paris Declaration in Malawi;

ii.  To enable country-based “partnerships, partner countries and donor/agencies to clarify,
improve and strengthen policies and practices with the Paris Declaration in the pursuit of
aid effectiveness and devel opment effectiveness,

iii.  To highlight barriers and difficulties that may limit effectiveness of the Paris Declaration
and the effects and impacts — and how these barriers and difficulties may be overcome;

iv.  To strengthen the knowledge base as to the ways in which development partnerships can
most effectively and efficiently help maximise development results through aid in
different devel opment contexts — including various degrees of “fragility”; and
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v. To enable sharing and exchange of experience amongst stakeholders, countries and
partnerships to facilitate reflection, lesson - earning and policy improvement.

2.3 Approach, Methodology and Limitations
2.3.1 Conceptual and Analytical Framework

The evaluation is a participatory qualitative assessment of three main aspects: a) the contextual
relevance of the PD in Malawi and factors that positively or negatively affected the process of
the implementation of the PD principles;, b) the impact of the PD on efficiency of ad
management, and c) the contribution of the PD to the achievement of sustainable development
results.

The main focus of evidence gathering is on the behaviour changes within government and among
development partners that have occurred (or are supposed to occur) and are expected to underpin
subsequent improvements in aid effectiveness and the delivery of outcomes and impacts for
Malawi. To break down the issues to be analysed and hypotheses to be tested into a series of
guestions to be asked when collecting information, the evaluation followed the specific questions
in the ToRs and the Draft Operational Matrix for Country Evaluation provided by the Core
Evaluation Team to guide country case studies during the Second Phase Evaluation of the
Implementation of the Paris Declaration (Annex 3).

The qualitative assessment concerns the relevance of the operating environment of the PD in
Malawi, the nature of behaviour change that has occurred among development partners and the
development results that have been enabled or supported by this behavioural change. Generic
approaches to qualitative data analysis was adopted in line with the qualitative nature of this
evaluation. The generic approach provided ways of discerning, examining, comparing and
contrasting as well as interpreting meaningful patterns or themes. The analysis was organised in
three steps: (i) data reduction; (b) data display and (c) conclusion drawing and verification. The
evaluation used multiple descriptors and sources of evidence to allow sufficient rigor and
triangulation of emerging issues before drawing conclusions and recommendations. Throughout
the course of qualitative analysis, the following questions were continuously asked by the
Evaluators:

e What patterns and common themes emerge in responses dealing with specific items?
How do these patterns (or lack thereof) help to illuminate the broader study question(s)?

e Are there any deviations from these patterns? If yes, are there any factors that might
explain these atypical responses?

¢ What interesting trends/stories emerge from the responses? How can these stories help to
illuminate the broader study question(s)?

e Do any of these patterns or findings suggest that additional data may need to be
collected? Do any of the study questions need to be revised? and
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e Do the patterns that emerge corroborate the findings of any corresponding qualitative
analyses that have been conducted before? If not, what might explain these discrepancies
in the context of Malawi?

2.3.2 Sampling

A purposive sampling frame was adopted to ensure representation of all stakeholders in the
sample. A sample size of 60 was adopted from government ministries and departments,
development partners/donors, Non-Governmental Organisations (NGOs) and academic
institutions. Because Malawi does not have many donors, an attempt was made to interview all
donors.

The evaluators planned to carry out detailed analysis within two sectors of Health and Roads
(Transport and Public Infrastructure). The two sectors chosen for the Malawi study were to
provide a cross-sectional view of what is happening or has happened in sectors with a varied mix
of donors and financing modalities. The sectors were chosen for case studies rather than as a
representative sample of sectors in Maawi. While health has been the first sector to adopt a
Sector Wide Approach (SWAp) arrangement, the choice of the road transport sector was in view
of the substantive resources that are being channelled to the sector by “new and non-traditional
donors. Consistently, donors working in these two sectors and the relevant arms of government
executing programmes in these sectors were automatically selected for key informant interviews.
Since a small number of donors operate in Malawi, all donors were interviewed. The United
Nations Agencies’ were aso included as they have made efforts towards achieving principles
similar to the PD as part of the UN reform agenda. Given the tight timetable and likelihood of
unavailability of some key informants within the donor group, the sampling frame remained
wide to ensure that as many donors were available were included for interviews. A small sample
of non-state sectors, mainly umbrella bodies of NGOs (CONGOMA) and the private sector
(sampled through the Malawi Chamber of Commerce) was included to solicit views and
perceptions of civil society and private sector in the broader sense of the PD itself and the
associated behaviour changes in government or the development partners. Thus, the
comprehensive list of intervieweesin Annex 4 allowed the evaluators to broaden the spectrum of
views and perceptions.

The sample included such donors as the African Development Bank (AfDB), World Bank,
European Commission, Norwegian Aid, Department of International Development (DfID),
Flemish International Cooperation Agency (FICA), Germany Development Corporation (GDC),
Iceland International Development Assistance (ICEIDA), Irish Aid, Japan International
Cooperation Agency (JICA), United States Agency for International Development (USAID),
United nations Development Programme (UNDP), Food Agriculture Organisation (FAO) and the
International Monetary Fund (IMF). Further, the sample included such government ministries
and departments as Ministry of Finance, Ministry of Development Planning and Cooperation,
Ministry of Agriculture and Food Security, Ministry of Health Ministry of Irrigation and Water
Development, Ministry of Education, Science and Technology, Ministry of Transport and Public
Infrastructure, Office of the Director of Public Procurement, Ministry of Gender, Women and

* UNDP, UNICEF, UNFPA, WFP, WHO, FAO, UNHCR, and UNAIDS
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Child Development, Ministry of Energy and Mines, Anti-Corruption Bureau, Roads Authority,
Road Fund Administration, Accountant General and Auditor General. Finally, NGOs and
private sector organisations were also included in the sample such as the Malawi Economic
Justice Network (MEJN), World Vision International, Action Aid, Economic Association of
Malawi (ECAMA), Maawi AIDS Network (MANET), Malawi Health Equity Network,
CISANET, Gender Network, Centre for Human Rights and Rehabilitation, and Plan
International. A full list of the institution and people interviewed is presented in Annex 4.

2.3.3 DataCollection

The evaluation used both qualitative and quantitative data collection procedures, including
review of existing literature and secondary data (desk research), face-to-face semi-structured
interviews as well as self and administered structured questionnaires.

Documentation reviews were undertaken to assist in the analysis of the Maawian context in
relation to the implementation of the PD principles. The primary source of the literature review
was the MoF, which provided the initial data on aid disbursement, public finance statistics,
reports from government and donors and sector programmes.

Key Informant face-to-face interviews were undertaken with major stakeholders, which included
developing partners, government ministries and departments, civil society, the media and private
sector.

Finally, in order to carry out the data collection exercise in atimely and more focused manner, a
number of structured questionnaires and interview guides were developed. In addition, self-
administered questionnaires were e-mailed to about 20 organisations. Two interview guides were
used in interviewing government and development partners on one hand, and the civil society,
private sector and the press on the other. These tools are presented in Annex 3.

2.34 Limitations

The man chalenge faced during the data collection phase is the dow
response from respondents and the tendency by stakeholders to schedule
appointments in their own time. The data collection exercise was undertaken during September
when most of the officials of the development partner agencies were away on annual summer
vacation.

A number of self-administered questionnaires were not answered. Out of twenty questionnaires
that were sent out only six were returned. The institutions that did not send back the structured
guestionnaires were followed up with telephone and face-to-face interviews. However, only 10
out of the 14 that did not return the questionnaires were interviewed. Nonetheless, this does not
significantly affect the quality of data.

National and sector statistics presented challenges in terms of data availability and consistence

over pre- and post-PD period. Finally, there is evidence of other devel opments apart from the PD
that can explain development results and intermediate outcomes in Malawi. Thus, the
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assessment of development results is limited to possible linkages and contributions of the PD
without following the route of attribution.

2.4 Report Outline

The outline of the report is consistent with the template defined by the International Reference
Group (IRG). While the executive summary (Chapter 1) precedes this introduction (Chapter 2),
the country findings on the common evaluation questions (Chapter 3) follow the introduction.
The later Chapter presents the context of the PD, process and intermediate outcomes,
development outcomes and a separate section on conclusions. Finally, the report presents key
lessons and recommendations (Chapter 4) and possible key implications (Chapter 5).
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3. Country Findings on the Common Evaluation Questions

3.1 The Paris Declaration Context

3.1.1 Key Characteristics of the Country That Have Been M ost Relevant to the
Implementation of the Paris Declaration (Question 1a)

Despite over four decades of development assistance since independence, Malawi remains
among the poorest countries in the world measured on amost any scale. With a per capita
income of US$280 in 2009 (WB), 40% and 15% of Maawi’s 13.7 million people are categorised
as poor and ultra-poor, respectively (Malawi MDG Report, 2009). Most socia indicators also
remain quite low, and in 2010, Malawi was ranked in 153" position out of 169 countries in the
United Nation Development Programme’s (UNDFP's) Human Development Index (HDI) with a
value of 0.385. Finally, in 2010, Malawi’s life expectancy of 54.1 years is below the global
average of 70 years but compares favourably in the region®. The status of development outcomes
in 2010, nonetheless, represents an improvement over those recorded in earlier years. For
instance, in 2004, the proportion of Malawi’s population categorised as poor and ultra-poor was
52% and 22%, respectively. Further, between 1980 and 2010, Malawi’s HDI rose by 1.3%
annually from 0.258 to 0.385.

Malawi is on course to achieving five out of the eight Millennium Development Goals (MDGS).
These include eradicating extreme poverty (Goal 1), reducing infant mortality (Goal 4),
combating HIV and AIDS, maaria and other diseases (Goal 6), ensuring environmental
sustainability (Goal 7) and developing global partnership for development (Goal 8). On Goal 7,
evidence from discussion with stakeholders shows that Malawi has made significant efforts to
plant trees that could contribute to the mitigation of the impacts of climate change. However, the
rate of deforestation isincreasing at an alarming rate, with increasing cutting down of trees for
charcoal production.® Malawi needs to put more efforts in order to achieve the goals of reduced
child mortality (MDG 4) and the fight against HIV/AIDS, malaria and other diseases (MDG 6).
Dropouts during primary school education are still too high in Malawi to ensure universal access
to primary education (MDG 2). While Malawi has a high female representation in parliament in
comparison with other countries within the region, it is still below the goal of promoting gender
equality (MDG 3). Improved maternal health (MDG 5) will probably not be realised since the
actual number of 807 per 100,000 live birthsin 2010 remains very high.

Self-reliance in the context of MDGs can be traced to Goal 8, which unlike the other seven goals,
takes a financing position. The 2009 Malawi MDG Report shows that there were no targets on
all the indicators on Goal 8. Thus, although it is reported that Malawi is likely to meet the goal,
the basis is not known and the current achievement is rather low. Notwithstanding this, it must be
appreciated that for the past five years, Malawi has been able to meet national food self-
sufficiency. The main concern is that Malawian agriculture ailmost entirely depends on rainfall

® 2010 HDI Report gives life expectancy of 52 yearsin Uganda and RSA
® The high levels of poverty, limited income earning alternatives, limited low coverage of electricity and weak legislation exacerbate the charcoal
businessin Malawi.
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and is therefore vulnerable to vagaries of weather especially drought. In addition, there is a very
low level of mechanisation, thereby limiting the area under cultivation and the productivity of
labour and land. Table 1 below summarises the progress made by Malawi towards achieving the

MDGs.

Table 1: Progresstowards Achieving the MGDs

Goal Indicator Current 2015 Feasibility
Status Target Of Achieving
Goal
Eradicating Extreme Proportion of population living 40% 27%
Poverty and Hunger below US$1.00 per person per day
Poverty Gap Ratio 17.8% 0%
Poverty Quintile Share in National 10.1% 20% Likely to be met
Consumption by 2015
Prevalence of population below 15% 11.8%
minimum level of dietary energy
consumption
Achieve Universal Primary | Net Enrolment in Primary 79% 100%
Education Proportion of Pupils starting Grade 1 75.7% 100% Unlikely to be
reaching Grade 3 met by 2015
Literacy Rate (15 — 24 yrs) 82% 100%
Promote Gender Equality Ratio of Girlsto Boysin Primary 0.99 1
and Empower Women Education
Ratio of Girlsto Boysin Secondary 0.77 1
Education
Ratio of Literate Women to Men 15 0.94 1 .
— 24 Years Old Unlikely to be
- met by 2015
Share of Women in wage 15% 50%
Employment in non-Agriculture
Sector
Proportion of Seats Held by Women 22% 50%
in Parliament
Reduce Child Mortality Under-five mortality rate 122 per 78 per
1,000 1,000
Infant Mortality Rate 72 per 44.7 per | Likely to be met
1,000 1,000 by 2015
Proportion of 1 Year children 84% 100%
immunised against measles
Improve Maternal Health Maternal Mortality Rate 807 per 155 per
100,000 100,000 Unlikely to be
Proportion of births attended by 58% 100% met by 2015
skilled health personnel
Combat HIV and AIDS, HIV prevalence among 15 — 24 year 12.3% 0%
Malaria and other diseases | old pregnant women
Ratio of orphans to non-orphansin 0.14 -
school
Death rates associated with malaria 4% - .
Access to Malaria treatment 21% - Li ketl)y tzootig met
Proportion of Households with at 37.8% - Y
least ITN
Death rates associated with 9% -
Tuberculosis
Proportion of TB cases under DOTS 83% 100%
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Ensure Environmental Proportion of land covered by forest 36.2% 50%

Sustainability Proportion of area protected to 0.16% 0.18%
maintain bio-diversity
Proportion of population using solid 98.7% 0%
fuel
Proportion of population with 80% 74% Likely to be met
sustainable access to an improved by 2015
water source
Proportion of population with access 94% 86%
to improved sanitation
Slum population as percentage of 64.4% -
urban population

Develop Global Net ODA as percentage of Real 21% -

Partner ship for Gross Domestic Product

Development Unemployment of 15 — 24 year old 9.4% -
(urban) Likely to be met
Telephone lines subscribers per 100 0.82% - by 2015
population y
Céllular subscribers per 100 11.1% -
population
Internet users per 1,000 population 0.70 -

‘-“means no target was set for the indicator

Source: Malawi Millennium Development Goals Report (2009); Ministry of Health, Malawi Health
Sector-Wide Approach Programme of Work: Progress made on SWAp Indicator matrix (2010).

Malawi’s political history is characterised by the pre-independence period under British rule
until 1964, the post-independence single party era under Dr. Hastings Kamuzu Banda until 1994,
and the current period of multiparty democracy. Under the multiparty democratic era since 1994,
Malawi held four general elections to elect President’” Bakili Muluzi in the first two electionsin
1994 and 1999 and President Bingu wa Mutharika in the subsequent two elections in 2004 and
2009. As opposed to the government-opposition tenuous Parliament between 2004 and 2009, the
fourth multiparty general elections in 2009 gave President Bingu wa Mutharika’'s Democratic
Progressive Party (DPP) the mgjority seats in Parliament. Women won 21% of the seats, thereby
increasing their representation by 50% from the 2004 to 2009 Parliament.

Malawi’s economic performance and aid relations during the multi-party era mirror political
developments, with significant improvements since 2004 following several years of weak policy
implementation. Economic and aid relations during pre-PD era between 2000 and 2004 in
Malawi are characterized by major concerns by the IMF and other donors on ever-increasing
economic mismanagement, coupled with lack of political will to reform, massive fiscal policy
slippages, corruption and mismanagement of public resources®. The Poverty Reduction Growth
Facility (PRGF) with the IMF was suspended and other donors followed suit and suspended aid
during the period. The election of President Bingu wa Mutharika in May 2004 brought a U-turn

" The president of the Republic of Malawi is both the chief of state and head of government. Although theoretically a Republic with separation of
powers, in practice the executive predominates.

8 The prosecution of several high-profile corruption cases (APEX, SECUCOM, the Petroleum Control Commission cases) had stalled during the
period. Senior officialsin parastatals such as the Maawi Telecommunications Limited were implicated in corruption in 2001 and other senior
Government officialsin 2002 were implicated in alegations that maize sales out of the strategic grain reserve were made in 2000/01 to
politically-connected people at below-market prices.
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to economic mismanagement, adopting a policy of zero tolerance on corruption and insisting on
the rule of law, thereby setting the stage for a new era of sound governance and prudent
economic policies that won back the support and confidence of donors. Malawi successfully
implemented an IMF Staff Monitored Programme (SMP) between July 2004 to June 2005,
resulting in Maawi’s new PRGF arrangement with the IMF in August 2005, and successful
arrival to HIPC completion point in August 2006. At this point, most donors and creditors were
poised to give President Mutharika credit for the significant achievements he made in relation to
his predecessor through financial support. Thus, good domestic policies and strong economic and
political leadership were the context in which the PD principles were introduced in Malawi.
Malawi also made a significant policy shift from social consumption to sustainable economic
growth and infrastructure development by adopting the Malawi Growth and Development
Strategy (MGDYS) as a successor strategy to the Malawi Poverty Reduction Strategy in the same
year. Malawi got approval for relief under the Heavily Indebted Poor Countries (HIPC) program
in 2006. Further, the US granted Malawi digibility status to receive financial support within the
Millennium Challenge Corporation (M CC) initiative in December 2007.

Economic growth averaged 6.5% between 2004 and 2008, compared to an average of 3.3% over
the period from 1996 — 2005. This improvement is a result of the change in the Government’s
agricultural policy, favourable weather conditions for the agricultural sector, strict Government
expenditure controls, buoyant domestic revenues and the attainment of HIPC Completion Point
in August 2006. The economy grew by 9.7 percent in real terms in 2008 compared to the 7.9
percent growth recorded in the previous year and 6.0 percent target in the Malawi Development
and Growth Strategy. Estimated at 7%, growth in 2009 remained robust although slower than the
9.7% achieved in 2008. Strong performance in agriculture was largely driven by good weather
and the government’s fertiliser subsidy for the smallholder farmers who contribute 70% of
agricultural GDP. In addition, the rate of annual average inflation stood at 8.7%, sustaining
single digit levels that were attained in 2007. Inflation has been declining since 2005, reflecting
moderation in food and fuel prices and restrained credit growth. Inflation rate is estimated at 8.1
percent by end of 2010. Lower inflation levels resulted in reduction in interest rates from as high
as 35 percent in 2003 to 15 percent currently. Domestic debt that had accumulated to 25 percent
of Gross Domestic Product (GDP) at the beginning of 2004 was reduced to 7.7 percent of GDP
at the close of 2008/09 fiscal year.’

The Malawi economy, which is significantly dominated by agriculture - accounting for more
than one-third of GDP and 90% of export revenues - successfully weathered the impact of the
global economic crisis relatively well. The country’s relatively low integration in world and
financial markets prevented significant impact of the crisis. Strong maize and tobacco harvests,
and the start of the uranium production helped anchor the economy’s resilience. Many CSO,
however, claimed during interviews that the global financial crisis has had the effect of reducing
transfers through civil society organisations (e.g., NGOs, faith based organisations and
international organisations) whilst grants to the government have not contracted. No data was
made available to verify this.

Despite the impressive economic performance over the recent years, Maawi is very vulnerable
to external shocks, especially in terms of oil prices, due to its geographical location and high

® Annual Economic Report 2010, Ministry of Development Planning and Cooperation
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volumes of imports. Being a primarily agricultural economy, the poverty level can rise
immediately after a weak harvest. The government faces many other challenges, including
developing a market economy, improving educational facilities, facing up to environmental
problems, dealing with the rapidly growing problem of HIV/AIDS, and satisfying foreign donors
that fiscal discipline is being tightened.

The multi-party era since 1994 is characterised by the adoption of a written democratic
congtitution in 1995, and ever since, peaceful progress has been made towards democracy,
decentralization, fighting of corruption and the establishment of civil and human rights
throughout the country, where constitutional government and the rule of law prevail.
Specifically, Government has provided some space for non-state actors, including civil society that
plays a watchdog role and is consulted during policy formulating. Overal, Malawi was ranked as
an average country in international governance indicators in 2009, generally denoting some
degree of improvement over 2008. Malawi was ranked 89" out of 180 countries on Transparency
International’s 2009 Corruption Perceptions Index, representing a significant improvement
compared to the 115" position in 2008. Similarly, the 2009 Mo Ibrahim Index of African
Governance shows a somewhat improving score of 53 for Malawi (out of 100) compared to 51 in
2005.

Finally, Malawi produced its first Gender and Development Index (GDI) to measure gender
equality and women empowerment in 2010. The 2010 GDI for Malawi shows that the overall
Gender Status Index (GSl) is at 0.639 while the Women'’s Progress Scoreboard (WPS) is at 67.1
percent. The GS| value implies that Malawi is doing fairly well in gender equality performance.
The results show that the country is doing very well in the socia power (0.926) followed by
economic power (0.724) and finally the political power (0.266). The WPS overall average score
of 67.1% is high compared to a number of countries that have piloted the GDI*°. According to
the MGDS Annual Reviews, the Gender Development Index increased from 0.374 in 2005 to
0.600 in 2008/09.

However, the stakeholders consulted, especially the development partners, were concerned that
despite the improvements in governance, further improvements are required in addressing fiduciary
risks, particularly as regards within-sector variance of budget forecasts and outturns, external audit
quality and follow-up, and procurement capacity challenges. These issues are discussed in relevant
chaptersin this report.

Further, the Constitution provides for local assemblies, necessitating the elections of councillors.
Consistently, the first local government elections were held in November 2000, representing the
first step towards more accountability of elected vis-avis appointed local |eaders in the district
assemblies. The second local government elections scheduled for 2004, have not been held up to
now, resulting in Maawi having no counsellors since 2005. This implies that community
participation in the development process may have been compromised. Furthermore, the oversight
and scrutiny of government business afforded by checks and balances to the system may be
compromised now that the government has a strong majority in Parliament. For instance, the easy
passing of the 2009/10 national budget and several financial bills carried over from the previous

10 See African Women's Report 2009 (UNECA)
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fragile Parliament was applauded by the public. However, the further passing of some bills'! by
the DPP-led government in November 2009 raised concerns among civil society groups.

3.1.2 National and International events that affected implementation of the Paris
Declaration and the Accra Agenda of Action Priorities (Question 1b)

Internal events outweigh external events in affecting the implementation of the PD and AAA in
Malawi. The suspension of the IMF program in 2004 and suspension of general budget support
in 2002/03 brought a re-thinking that things ought to be done differently to improve aid
management. The formal introduction of PD principles in 2005 just added momentum to the
need to improve aid effectiveness and management. As already noted, donor support in the
period up to 2004 was increasingly linked to concerns regarding the management of public
resources, a situation that led to the adoption of several pieces of legislation in this areain 2003,
including the Public Finance Management Act, the Public Procurement Act, and the Public Audit
Act.

The new government in 2004 had a direct impact on the formal introduction of the PD
arrangement among the CABS group. The good leadership made it possible to rebuild the aid
relationship and implement plans to base it on the PD. The initiatives taken by the Office of the
President and Cabinet to launch the establishment of the Sector Working Groups (SWGS) in
2008 supports the continued existence of strong political and economic leadership. The Ministry
of Finance (MoF) and the Ministry of Development Planning and Cooperation (MDPC) prepared
for the formal introduction of the SWGs that were launched by the OPC. At the same time, the
very tense relations between the ruling party and the opposition in Parliament affected negatively
the delivery of aid between 2004 and 2009 through strong opposition to financial bills and the
annual budgets.

The global economic crisis was the likely international event to affect the implementation of the
PD through reduced flow of donor aid. However, the country’s relatively low integration in
world and financial markets assisted in preventing this. If anything, only CSO claim the reduced
resource flows by donors affected them, but this is difficult to ascertain given the lack of data,
knowledge and awareness about PD among the CSOs. The interviews with the donors confirmed
that Aid was not reduced due to the crisis.

3.1.3 The Place of Aid subject to PD principles pre and post Paris Declaration (Question
1c)

Malawi’s heavy dependence on aid pre-dates PD implementation as back as since its
independence in 1964. Most of the development budget has been made up of external resources,
averaging 40% of the total development resources.*? Foreign aid continues to constitute a
significant proportion of total public expenditure. For instance, in 2008/09, 44.3% of the revised
national budget, estimated at US$1.8 billion, was funded by international aid grants (35.2%) and

™ These include the bills that give the president power to decide when to hold the local elections and power to fire the Vice President.

%2 The proportions were 44% and 42% in 2004/5 and 2006/7, respectively.
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loans (9.2%). Donor aid was generally above 40% of the government budget in the period 2004 —
2008". Donor aid is also significant in augmenting Malawi’s limited capacity to generate
foreign exchange earnings. Assuch, aid predictability isimportant for both Malawi’ s budget and
import financing.

Active dialogue between Government and CABS donors began as early as 2000/01, leading to
the brief suspension of budget support in 2002/03. The climax results were the failure to draw
the balance of SDR 32.23 million under the Poverty Reduction Growth Facility (PRGF) with the
IMF between 2000 and 2003 and subsequent suspension of the IMF PRGF programme in April
2004. Other donors also suspended aid during the period. For instance, while actual
disbursements under the Common Approach to Budget Support (CABS) arrangement began in
2000/01, non-compliance with PRGF conditions led to their brief suspension in 2002/03.
Although disbursements were restored in 2003/04, two of the original donors (Denmark and
later, Sweden) effectively withdrew. The suspension of disbursements and withdrawal of some
members reflect the unproductive nature of the pre-PD dialogue.

However, the post-PD dialogue has been significant for behaviour change from both sides such
that the dialogue depicts productive elements in most cases. For instance, as Figure 1 below
shows, ODA increased steadily after 2005.

Figure 1: Total ODA to Malawi (excl. debt action) for 2002 - 2008
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Source: OECD DAC CRS Database (2010)

With productive dialogue, aid should be used in sectors with poor MDG statuses. Likewise,
sectors with larger aid alocation should provide better MDG statuses over time. Figure 2 below
shows ODA allocation by sector between 2002 and 2008. The mixed MDG results in the health

13|t was about 47% in FY 2009/10
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sector (see section 3.1.1) are consistent with the largest share of sector allocation (excluding
general budget support), reflecting continued efforts to address maternal mortality issues on one
hand and positive progress in reducing child mortality rate on the other. Further, other social
services and cross-cutting and education sectors received second and fourth largest sector shares
of ODA. Thisisaso consistent with the need for continued efforts to meet MDG 3 and MDG 2.
Nonetheless, the continued poor statuses of MDGs in the two sectors are not consistent with the
large ODA allocations to the two sectors. This brings back to the fore the unproductive nature of
the dialogue during the PD-era.

Figure 2: ODA Sector Allocations (2002-21008)
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3.1.4 Key actors in the country with respect to aid and the influence of PD and AAA
commitments (Question 1d)

The Ministry of Finance holds the main responsibility for the overall coordination of aid and its
effectiveness. The responsibility is carried out in close collaboration with the Ministry of
Development Planning and Cooperation. The Debt and Aid Management Division (DAD) was
established in 1997 following a functional review process. Prior to that, the Ministry of Finance
had what used to be called an Externa Aid Section, which was divided into Bilateral and
Multilateral Sections as the arms of Government dealing with aid coordination. Apart from this,
the ministry also had a Disbursement Section, which was responsible for making all payments
both to projects, in the case of loan/grant disbursements and to creditor institutions, in case of
debt servicing.
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The creation of DAD brought under one umbrella all the debt and aid management functions,
which were previously performed by various Government Departments and agencies such as the
Accountant General, Ministry of Economic Planning and Development, Ministry of Finance,
Ministry of Foreign Affairs and the Reserve Bank of Malawi. Malawi’s legal and institutional
framework for debt management clearly defines roles and responsibilities for public finance
management. The mandate of DAD is to mobilize external resources to finance shortfalls in the
Government budget, ensure its effectiveness and manage the public debt portfolio.

Figure 3 shows that the major donors are European Commission, DfID, World Bank, USAID,
Norway and the African Development Bank. A number of bilateral development partners give
constant support to Malawi, but it is difficult to identify “traditional” donors, since Malawi has
fewer development partners than neighbouring countries like Zambia, Mozambique and
Tanzania. The donor community in Malawi often fluctuates, with some donors entering and
some exiting, and others increasing and decreasing aid flows very significantly in relatively short
time frames.

Figure 3: Percentage of Aid Disbursement by donor 2007/8 — 2009/10 Financial Years

Source: DAD, Ministry of Finance, 2010.

Most of the government officials interviewed showed some knowledge of the PD and AAA. This
was particularly so in central ministries, but less so at the sector ministry and district levels.
However, there is a general understanding of the PD principles among sectors that are
implementing or moving towards formalising SWAps, including agriculture, education, heath
and water.

Most interviewees made reference to the Common Approach to Budget Support (CABS) as an
effective aid coordination framework and mechanism with influential donor actors. This is not
surprising given that most of Malawi’s general budget support is channeled through this group,
accounting for up to 29% of total aid and close to 13% of total government expenditure in FY
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prefers that most aid should be delivered in the form of General Budget Support (GBS) or Sector
Budget Support (SBS). While GBS offers flexibility in the use of aid from year to year and
among priority recurrent or development activities of the economy, it is conditional on
addressing broader policy issues and hence, subject to cancellation risk when conditions are
unmet. As such, it has a celling of 30% of total external development financing. Given the
cumbersome nature of separate reports and reviews under direct project support, which currently
dominates aid modalities in Malawi, the Aid Management Policy stipulates Government
preference to administer project support through its own financial and procurement systems and
be used as part of a SWAP. According to the policy, no project support will be encouraged by
the end of the 2009/10 financial year unless it is more than $5 million in value, is part of a
SWAP and will use Government systems.

The policy has come at an opportune time given the number of non-traditional donors operating
in Malawi, including China. Although OECD notes that China adheres to the Paris Declaration,
it is unclear how much influence the PD is having on their development efforts in Malawi. A
challenge with respect to assessing the effect that these emerging donors are having is the
absence of publicly available data. The evaluation tried to obtain such material but was unable to
do so. Interviews with other development partners and stakeholders observed tendency among
emerging donors to stress south - south cooperation, local stability and strategic economic
interests as the primary rationale for their development investments. China's focus in Malawi
appears to be on infrastructure, thereby benefiting Malawi’s emphasis on infrastructure
development as a priority area with an additional source of finance beyond traditional ODA. The
ultimate impact of the changing aid context on the aid effectiveness agenda, as represented by
the PD/AAA, is however, still unclear. There are also Vertica Funds operating in the country,
including the Global Fund for Aids, TB and Malaria, the Clinton Foundation, the Fast Track
Initiative (FTI) and the Millennium Challenge Account. Such organizations responsible for
Public Financial Management (PFM) as the Auditor General, Accountant General and the Office
of the Director of Public Procurement (ODPP) have impact on how aid relationships evolve. As
such, the extent of implementation of the PD principles such as aignment depends on the
performance of these organisations.

3.1.5 Towhat extent and where have the PD Principles been Implemented (Question 1e)

Malawi has relatively stronger national strategies and development programs. The Government
IS how given more room to make decisions on where to allocate donor funding and align the
funding to its priorities. It is aso observed that there is less interference by the donors on
government policy processes, which has given the government more space to come up with the
policiesthat are in line with national interests and development priorities.

The GoM shows strong commitment with the implementation of the PD, and the AAA. Over the
past five years, improving capacities and strong leadership at the MoF has led to a strong
ingtitutional and policy setup for aid and development effectiveness. The key element of
consistent coordination and alignment of aid to national priorities is the Development Assistance
Strategy (DAS) 2006 — 2011, which includes an action plan and a set of 26 targets around the PD
principles. PD principles and the AAA are now an integral part of policy dialogue between
government and development partners. All the five PD principles have been implemented with
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varying degree of success, and severa challenges remain as development partners still show
varying degrees of readiness to use country systems, focus on parallel project modalities and face
insufficient coordination in technical assistance and missions in the country. The Table below
gives Malawi’s progress on PD indicators.
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Table 2: Progressin the Implementation of the PD Principles

PD Indicator

Ownership

2006

Moderate

2008
Low -
Moderate

Comments

Moderate

Target
2010

1. Operational Devel opment
Strategy

C

C

On-going efforts to address
capacity issues;, MGDS endsin
2011 and MGDS |1 under
preparation

Alignment

Low

Low -
Moderate

Low - Moderate

2A. Public Financial
Management

3

A prioritized PFEM Action
Plan (PAP) and capacity
strengthening of PFEM
Secretariat.

3.5

2B. Procurement

N/A

Procurement plans linked to
budgetsin 5 of the 10 largest
spending procuring entities; a
consultant was engaged to
conduct training in the 10
largest spending procuring
entities to ensure improved
procurement specifications and
better evaluation reports.

3. % Aid flows reported in
the budget

54%

64%

CPsincreased pledges and met
their commitments by
disbursing their pledged
resources in 2009/10

85%

4. % Coordinated TA

47%

52%

Marked improvement in most
donors provision of
coordinated technical
cooperation (2008 survey)

50%

5A. % Aid flows using
government PFM systems

55%

50%

Above global average of 40%

N/A

18 | Ministry of Finance: Final Report — Paris Declaration Evaluation Phase 2




5B. % Aid flows using 35% 35% Procurement plans linked to N/A
government procurement budgetsin 5 of the 10 largest
spending procuring entities; a
consultant was engaged to
conduct training in the 10
largest spending procuring
entities to ensure improved
procurement specifications and
better evaluation reports.
6. Number of Project 69 51 Unlikely 23
Implementation Units
7. % of aid disbursed within 58% 58% Significant improvement in the 79%
the fiscal year for which it predictability of GBSin the
was scheduled period 2004-2009 but
predictability is affected by
conditionality and the other
related factors
8. % untied bilateral aid 97% 91% All multilateral agencies and >97%
some bilateral provide untied
ad
Harmonization Moderate Moderate Moderate
9. % aid provided in the form 32% 42% unlikely as most SWAPs not 66%
of PBAs operational yet
10A. % joint missions 24% 26% Ambitious 40%
10B. % joint analytical work 60% 61% Not available 66%
Managing for results Moderate Low - Low - Moderate
Moderate
11. Transparent and C C unlikely B
monitorable PAFs to assess
progress against (a) the
national devel opment
strategies and (b) sector
programmes
Mutua Accountability Low Moderate Moderate
12. Mutua assessments of yes yes Exists yes

progress in implementing
agreed commitments on aid
effectiveness including those
in the Declaration

Source: 2006 and 2008 Monitoring Surveys
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Ownership
Malawi’s implementation of the PD principle on ownership has been moderate. Malawi has

exercised effective leadership over its development policies and strategies and coordinates the
efforts of various development actors working in the country. Beyond the Vision 2020, which
presents the long-term vision for the country, Malawi has an operational nationa strategy, the
Malawi Growth and Development Strategy (MGDS) for the period 2006-2011. The MGDS,
which was formulated through a consultative process involving various stakeholders -- including
Cooperating Partners, private sector and civil society -- clearly outlines the national priorities and
has indicators for monitoring progress.

The GoM, in consultation with its development partners, has also developed a Development
Assistance Strategy (DAS)™ to enhance the effectiveness of the development efforts of
Government, donors and other stakeholders in reducing poverty and spurring economic growth
as stipulated in the MGDS as well as achieve the MDGs. The DAS provides a framework for
promoting devel opment assistance effectiveness by ensuring national ownership and government
leadership in accordance with the principles of the Paris Declaration. Thus, while the MGDS
provides a nationally-owned, results-oriented medium term framework for promoting economic
growth as a means to reducing poverty, aid dependency and the achievement of the MDGs, the
DAS provides the basic framework for national ownership, coordination and alignment of
development assistance to the MGDS. The DAS is complemented by the Aid Management
Policy of 2009, which describes the GoM’s desired characteristics of development partners that
disburse foreign aid in support of Malawi as well as the broad hierarchy of aid modalities. The
provisions of the policy reflect positive direction towards full Government ownership. The
insistence of GoM that no development projects should be funded unless they are appraised and
approved by the Ministry of Development Planning and Cooperation under the Public Sector
Investment Programme (PSIP) is another example of Government efforts to ensure ownership.

Thus, Malawi has an operational development strategy in place and received a rating of C in
2006 and 2008 Surveys on Monitoring PD. Stakeholder interviews indicated progress towards
addressing issues identified in both the 2006 and 2008 Surveys. For instance, MDPC has been
addressing capacity issues by recruiting, deploying and training sector economist/planners to
Ministries under the Joint Support Programme on Monitoring and Evaluation supported by
UNDP. In addition, there is positive movement towards adoption of Programmes of Work
(POW) within the sectors, including agriculture and health. However, elements of
compromised and weakened owner ship exist, thereby requiring substantive action in order
to get the 2010 target rating of B. First, ownership requires donors to show preparedness and
flexibility to invest in the national priorities and programmes but some donors sometimes act
against GoM stated priorities and policies. This is evidenced by the limited extent to which
Government has been able to mobilise donor support for some of its priority areas and
programmes. For instance, the success of the targeted farm inputs subsidy programme has only
been reflected as a recurrent expenditure program in the pursuit of national food security,
according to the 2009 Malawi Country Economic Memorandum. In addition, donors have
apparently been slow to fund utilities and transport infrastructure. The 2009 Maawi Country
Economic Memorandum states that paved road network in Malawi is currently in good or very

4 See Malawi Development Assistance Strategy-2006-2011: Making Development Assistance More Effective, Ministry Of Finance, Lilongwe,
September 2007.
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good condition but maintenance funding has been inadequate with an annual budgetary shortfall
of approximately US$50 million. Second, although GoM is making strides towards building
capacity for coordination in central government agencies, matching GoM and donor capacity has
continued to remain a challenge. Third, the AAA emphasized ownership beyond national public
institutions to include Parliament and civil society. The involvement of the latter isincreasing as
evidenced by increasing anaysis of national budgets, tracking of sector expenditures and
involvement in policy/programme formulation through the Sector Working Groups. However,
the limited knowledge and awareness about PD among CSOs cast doubt on the extent of
ownership among CSOs.

Alignment
Under the Paris Declaration, the principle of alignment refers to two important changes to aid

practice. The first is that donors should base their support on the partner country’s development
priorities, policies and strategies (‘policy alignment’). The second is that aid should be delivered
asfar as possible using country systems for managing devel opment activities, rather than through
stand-alone project structures (‘systems alignment’). Alignment therefore depends on the
existence of anational development strategy and the trust by donors in national systems.

Malawi has made progress to establish and strengthen national systems as well as encourage the
use of these systems. Malawi’s implementation of the PD principle on alignment has been low to
moderate. As already noted, donor concerns regarding the management of public resourcesin the
period up to 2004 resulted in the adoption of several pieces of legislation in 2003, including the
Public Finance Management Act, the Public Procurement Act, and the Public Audit Act. Firgt,
Malawi has implemented PFM reforms in order to establish, develop and strengthen PFM
systems. As such, the country received a rating of three on the target of having reliable PFM
systems in 2006 and 2008. There has also been progress towards addressing issues identified in
both the 2006 and 2008 Surveys on Monitoring the PD. For instance, the 2010 Performance
Assessment Framework (PAF) for the CABS group acknowledges that a prioritized Public
Financial and Economic Management (PFEM) Action Plan (PAP) was devel oped to ensure more
effective implementation of PFEM reforms and capacity of PFEM Secretariat was strengthened.
These actions will improve PFM systems in Maawi and ensure donor confidence in these
systems. Government has also implemented the Integrated Financial Management Information
System (IFMIS) to track and record public expenditure in line with international standards.
However, implementation of the PFM reforms has been slow™ such that meeting the 2010
target rating of 3.5isquestionable.

Second, Malawi received a rating of C on the target of having reliable procurement systems in
2008. Progress has been made to improve procurement systems and capacity. For instance, on
linking procurement plans to budgets, the 2010 PAF states that 5 out of the 10 largest spending
procuring entities namely Roads Authority, ministries of Health, Education, Agriculture, and
Irrigation and Water Development had their procurement plans linked to their budgets by the
time the budget was approved by Parliament. In addition, with funding from Millennium
Challenge Account, a consultant was engaged to conduct training in the 10 largest spending
procuring entities. This training was aimed at ensuring improved procurement specifications and
better evaluation reports. It is therefore, envisaged that the procurement specifications and

%5 2010 PAF only talks of development of an action plan as opposed to itsimplementation
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reports to be received from these trained entities will be up to the required standards. However,
interviews with major stakeholders such as the Accountant General and DPs showed that there
are still capacity problems being experienced in the use of the IFMIS and procurement systems.
In addition, the issues identified during the 2008 survey on monitoring the PD are yet to be
addressed, including excluson of decentralised procurement arrangements and asset
management and disposal. The first Procurement Audit was done in 2008 and no audit has been
done since then due to lack of funds'®. It istherefore unlikely that the 2010 target of B will be
met.

Third, the proportion of aid flows reported in the budget increased from 54% in 2006 to 64% in
2008. Further progress is being made to improve channeling and reporting of aid in the budget as
supported by the Minister of Finance who stated in his 2010/11 budget statement that “What is
most pleasing, ............... is that not only did our cooperating partners pledge to increase their
financial support to the Government of Malawi in the 2009/10 financial year, they also met their
commitments by disbursing their pledged resources. This underscores the confidence that our
cooperating partners have in this Government and its Administration.....”*". However achieving
the 2010 target of 85% remains a challenge given that a significant proportion of Malawi’s
aid isnot channeled through the budget™.

Fourth, the proportion of coordinated support to strengthen capacity increased from 47%
in 2006 to 52% in 2008, ther eby surpassing the global average of 40% . Progress continues to
be made, with several donors showing a marked improvement in their provision of TA.
However, the absence of an operational Technical Cooperation Policy and Sector Capacity
Building Strategies in all sectors except health is of great concern as this may facilitate isolated
TA interventions as noted by the Aid Effectiveness Report (World Bank).

Fifth, the proportion of aid flows using government PFM systems was above the global
average in both 2006 and 2008 and progress continues to be made in using local systems.
For instance, four UN agencies'® in Malawi effected the Harmonized Approach to Cash
Transfers (HACT) in January 2008 as a new way of managing the process of transferring
resources from the UN system to local systems. The innovative elements of HACT include
continuous assessment of risk with the local systems with the view to addressing them. Despite
the encouraging development, there are still many donors that are either not using or partialy
using the country systems. These include USAID, CDC, WHO, Japan®™®, UNIDO, FICA and
UNAIDS.

Sixth, progress was made in the reduction of Project Implementing Units (PIUs) from 69 in 2006
to 51in 2008. Further progressis being made such that while the GoM had no explicit plans
to phase out PIUs in the 2008 survey, the government has now issued a statement to phase out all
parallel PIUs by 2011. Furthermore, for the first time, GoM compiled and now has information

* ODPP
7 Para 67 of the 2010 Budget Statement.

%8 |t was 58% according to the 2008 Survey

° UNICEF, UNFPA, UNDP and WFP

2 Jgpan (including JICA) uses its own country system for disbursing most of the time but respects and utilises exoisting government structures
and does not establish PIUs

22 | Ministry of Finance: Final Report — Paris Declaration Evaluation Phase 2



on 48 PlUs from 12 donors operating in within the country (See Table 3 below)®. As the table
shows, the EU, World Bank, UNDP and the AfDB have the largest PIUs accounting for about
63% of all the PIUs. The AfDB has made commitments to reduce these to 3 by end of next year,
and the GoM has atarget of phasing out all the parallel PIUs by 2011.

Table 3: Project |mplementing Units by Donor (2009/10 FY)

Donor Embedded PIU Parallel PIU Total

EU 9

World Bank

AfDB

UNDP

(=]

CDC

ICEIDA

TWW| WO

DfID

UNAIDS

UNESCO

UNHCR

FININININ

USAID

BADEA - 2

e [
BINININININNV W WO o©olS

Total 21 27

Source: Malawi Aid Atlas 2009/10 FY

Finally, the proportion of aid disbursed within the fiscal year for which it was scheduled
stagnated at 58% in 2006 and 2008. Progress is being made to meet commitments, with overall
aid disbursement remaining stable®® in 2009/10 FY and all budget support donors disbursing
over 80% of what they committed.”® The PAF 2010 reports significant improvement in the
predictability of GBS in the period 2004-2009 but that recent evidence shows that predictability
is affected by conditionality and the other related factors. Specifically, most donors except for
Norway did not release GBS in the first half of 2009/10FY as programmed due to conditionality
related to implementation of the economic programme with IMF. Capacity of GoM has to
improve to adequately record scheduled and disbursed data. All multilateral agencies and some
bilateral donors provide untied aid.

Harmonisation

Harmonisation refers to cooperation among donors to improve the efficiency of aid delivery.
Donors are aware that multiple initiatives by different donors, each with their rules and
procedures, can be very draining for developing country administrations. To reduce the
transaction costs of aid, donors have been developing a range of new approaches, including
programme-based approaches, pooled funding arrangements, joint country plans and other
common arrangements. The Paris Declaration focuses on two dimensions of aid as a proxy for

2L Malawi Aid Atlas 2009/10FY

% GOM recorded $792 million in donor disbursements during 2009/10 FY,, representing a small 1% decline from FY 2008/09 donor
disbursement recorded at $803 million

# Malawi Aid Atlas 2009/10
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assessing overal harmonisation.  These include use of common arrangements within
programme-based approaches (PBAS) and the extent to which donors and partner countries
conduct joint missions and share anaysis.

Malawi’s implementation of the PD principle on harmonization has been moderate.
Although the total number of activitiesis reported to have increased from 35 to 99 between 2006
and 2008 Surveys, Malawi is making progress in increasing the number of joint missions and
analytical work and overall donor harmonisation is progressing well in Malawi. For example, the
AfDB Country Office undertook joint analytical work with the World Bank, DFID and the
Millennium Challenge Fund of Maawi on the 2009 Malawi Country Economic Memorandum.
Further, joint analytical work is anticipated between the AfDB, UNDP and World Bank in
preparation of their Country Strategy Plans. Furthermore, there is increasing trend in the use of
PBAs. Government feels that the DaO is having a positive impact on aid coordination as all
agencies are rallying around aligning and harmonizing their activities to the MGDS. While
alignment is yet to be achieved as all UN agencies separately administer funds under the
Program, the Joint Programme on Employment and Empowerment (JPYEE), a partnership
among five UN agencies (UNDP, ILO, WFP, UNICEF and FAO) is a good example of
harmonisation as programme reviews are conducted jointly.

Despite progress in harmonization, there is, however, a feeling that the coming up of five
thematic areas, nine priority areas and sixteen sector groups by the GoM could present both a
challenge and an opportunity to DaO in terms of aid coordination. The challenge could arise
from the fact that donors have an inherent tendency to have their presence felt in al key areas
and with sixteen sectors they could find themselves spread out too thinly, leading to overlaps and
duplication. On the other hand, this could provide them an opportunity to rationalize their
involvement in the various sectors and decide who will participate in which sector (in line with
their mandates and comparative advantages), allowing for a situation whereby some agencies
would request others to represent their interests in some sectors while focusing their attention in
a few specific areas. It is hoped that the latter scenario would prevail, an aspect that would
reduce the apparent competition among the agencies, thereby enhancing DaO.

The CABS group represents a good case of achieving harmonisation in Malawi. Most
importantly, the common Performance Assessment Framework (PAF) and the two joint budget
support bi-annual reviews under the CABS have reduced transaction costs in dealing with the
donors involved. It is suggested that the government could further reduce the transactions costs
of different reviews by proposing harmonization of the timing of the IMF reviews with the
CABS annual reviews.

Some donors argue that the PD does not exclude any aid modality and claim that they are free to
choose and design appropriate modalities in line with the national development strategy so as to
ensure effectiveness. However, while some aid modalities and approaches such as General
Budget Support (GBS) and Sector Wide Approaches (SWAps) are more likely to facilitate
achievement of PD, the evaluation team believes that the dominance of direct project support in
Malawi limits alignment and harmonization. This is because donor priorities have in most cases
had an upper hand. For instance, despite a well organised and functioning SWAP in the health
sector, there are more than 100 projects from more than 20 donors who are providing funding to
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the sector outside the SWAP arrangement. Direct project support funds under SWAp
arrangements may be used in a much more coordinated manner in line with the Ministry of
Health's expenditure plans but the myriad projects greatly compromise the strides and the
benefits of the SWAP arrangement made by Government and places a large burden on the
Ministry of Health and other government systems to efficiently manage the donor input into the
sector. It is also noteworthy that some major donors like USAID do not subscribe to the PD
arrangements and have their own ways of channeling funds to the development projects in
Malawi. According to Quarterly Aid Disbursements Sector Report (July— September 2009), the
health sector received $62.4 million in donor disbursements during first quarter of 2009/10FY
where USAID made the largest contribution, disbursing $21.5 million across 21 activities which
accounted for 34% of total funding and most of this funding went to specific activities mostly
outside SWAP. Other major donors to the sector were Norway which disbursed $18 million. Of
this funding, $12 million was disbursed to the Health SWAp, $2.3 million to the pooled NAC
Funding initiative and $3.7 million to 5 other health projects.

Managing for results

Malawi’ s implementation of the PD principle on managing for results has been low to moderate.
Malawi received a rating of C on the target of having transparent and monitorable PAFs in the
2006 and 2008 Surveys. This suggests that significant action to further strengthen or implement
existing systems has not taken place in relation to al three criteria for managing results. Malawi
Is making efforts to improve the nationa result based M&E framework. While M& E capacity
has been limited in public institutions, the Ministry of Development Planning and Cooperation
has in recent years made efforts to build M&E capacities for monitoring and evaluating the
MGDS at sector level. Four annua reviews have been done for the MGDS since fiscal year
2006/07. Other arrangements also exist in Malawi to measure progress towards desired results.
For instance, the CABS group has a common Performance Assessment Framework (PAF) to
assess performance against set targets within predetermined indicators across five broad areas of
public financial management, alignment and mutual accountability, economic growth, social
sector, and gover