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Introduction

Aid harmonization and alignment has emerged as a major international issue over the past five years. The Paris Declaration on Aid Effectiveness adopted in 2005 is a milestone for international efforts to increase the effectiveness of aid through harmonization, alignment, and strengthening country ownership.

In Albania, efforts at improving the effectiveness of external assistance have evolved since the 1990s, and it is one of the pilot countries for monitoring progress against the Paris Declaration. 

This report results from a baseline study, designed to analyze the status quo against future progress will be monitored. The report starts by providing a brief background of aid harmonization and alignment efforts in the country, and the overall relevance of development assistance and on the Paris Declaration, as well as a brief note on the methodology used. The main part of the report then describes the results for each of the 12 indicators of the Paris Declaration in Albania. Issues for future monitoring efforts of progress are raised as appropriate. 
The DTS team and the consultant wish to thank the donor community in Albania for their efforts at participating in the survey on which this report is based; as well as the Government of Albania for its support and cooperation. Special thanks are due to DFID which has provided the financial support for this survey and report. 

This report is presented to donors with a view to eliciting comments which can feed into the further follow-up of the Paris Declaration in Albania. 

Background

In Albania, initial efforts at aid coordination were undertaken in the late 1990s, in the context of the 1997 ‘pyramid scheme’ crisis and the 1999 Kosovo refugee crisis. However, these efforts eventually petered out without establishing a sustainable structure.
 A renewed effort at coordination was launched in 2002. In 2004, the Donor Technical Secretariat (DTS) was created, marking an important step in the direction of greater aid coordination and alignment.

Donor assistance to Albania has been offered in the context of two parallel processes making it an unusual case. Albania is both a potential EU candidate country, and at the same time, it has been an IDA country, and has gone through a PRSP process. As Albania graduates from IDA status, on the one hand, and concludes a Stability and Association Agreement on the other hand, the role of EU-related processes is set to grow.

Aid flows to Albania has evolved and changed considerably over the years, in terms of amounts and proportions relative to GDP and the government budget, and of composition, sources, and sectoral allocation.
 In general, aid as a percentage of GDP has been lower in the early 2000s than in the late 1990s due to the expansion of the economy. In 2004, the share of soft and commercial loans increased considerably compared to previous years.

The largest bilateral donors are Italy, Greece, Germany, and the US; and the largest multilaterals are the EU, the WB, as well as the EIB and the EBRD as European development banks. Albanian GDP has grown strongly in recent years, reaching €7.3bn (or $8.7bn) in 2005. As a result of strong economic growth, the share of aid to GDP has declined, probably amounting to less than 5 per cent of GDP in 2005.
 Some bilateral donors expect to withdraw from Albania over the coming 5 years, which has important implication for the time horizon of harmonization and alignment.

Paris Declaration on Aid Effectiveness

In March 2005, over 100 DAC members and partners agreed the Paris Declaration on Aid Effectiveness, thereby committing themselves to some 56 actions in 5 areas: (i) ownership, (ii) alignment, (iii) harmonisation, (iv) management for results and (v) mutual accountability. 12 indicators with related targets measure progress on these donor commitments. Some of these targets are expressed in relative terms such as a two third reduction in the use of project implementation units (PIUs). This use of relative targets makes it easier to apply data to individual country circumstances. It also makes it important to establish national baselines to be able to measure progress reliably. While several of the indicators rely on external analysis
 at least 6 indicators have to be measured through analysis extracted from field questionnaires; and country-level processes can be strengthened with regard to the other indicators as indicated.

Methodology

This survey was undertaken drawing on initial surveys following up on the 2003 High Level Forum on Harmonization in Rome; but before the recent guidance on aid effectiveness monitoring based on the Paris Declaration was completed by the OECD.
 The main goal of the survey is to provide a baseline against which progress can be monitored over the coming five years. Questionnaires requested data from donor agencies regarding levels of donor harmonization and alignment through a series of structured questions around each indicator.

A key specificity of this survey is that project or programme-level rather than aggregate data was requested from donors. This was done with a view to achieving greater accuracy and consistency across donors. It has also proven useful for revealing several challenges inherent in the fact that donors use widely differing modalities of delivering aid (even within the broad categories of projects, programmes, and budget support). 
 

Preparation of the survey included visits to most donor agencies with representations in Tirana. Further guidance was provided as requested. The methodology of this survey should be reviewed based on evolving international experience, and on the experience accumulated in Albania.  

Questionnaires were sent to 44 donor agencies operating in Albania. One donor agency refused to participate in the survey at the outset. Completed questionnaires were received from 18 donor agencies.
 The level of funds captured in the survey is shown in the table below. The figures captured by the survey are set against those available from the OECD DAC database (Creditor Reporting System).
 

The results presented in this report rely on the answers provided by donors. In some cases, we have sought to double check with donors in order to ensure that answers are based on a good understanding of the criteria.

As the comparison indicates, the survey captures around 55 per cent of annual aid commitments to Albania.
 Around two thirds (66%) of the aid captured in the survey are in support of the public sector (substantial amount of assistance provided directly to the private sector or to NGOs: EBRD, US, Sweden, ILO, and Greece). 

	DONOR AGENCY
	NUMBER OF 

relevant

PROJECTS IN SURVEY

	COMMITTED AID FUNDS IN SURVEY (‘000 EUROS)

captured in the survey for 2004 and 2005 combined
	AID FUNDS reported in OECD DATABASE as Commitments for 2004 ONLY

(in ‘000 EUR) (1)
	AID FUNDS REPORTED IN OCED DATABASE

as Disbursements

2004 ONLY (in ‘000 EUR) (1)

	Austria
	9
	1,706   
	5,351
	4,044

	Canada
	13
	624
	323
	904

	Council of Europe
	26
	521 
	N/A
	N/A

	Czech Republic 
	2
	66 
	N/A
	428

	DFID
	11
	7,738
	3,253
	3,253

	EBRD
	10
	70,640
	1,073
	839

	EC
	72
	77,800
	83,987
	35,698

	Germany
	30
	58,530 
	58,442
	19,056

	Greece
	76
	16,904
	66,513
	66,513

	ILO
	10
	210
	N/A
	N/A

	Netherlands
	23
	8,004 
	7,982
	8,878

	OSCE
	8
	1,344
	N/A
	N/A

	Spain
	22
	15,626
	1,299
	1,299

	Sweden
	36
	22,440
	5,472
	4,609

	Switzerland
	23
	11,524
	6,263
	5,924

	UNDP
	29
	8,142
	N/A
	1,614

	USAID
	33
	38,063
	32,074
	32,534

	World Bank
	34
	91,744
	53,955
	51,889

	TOTAL
	459
	430,283
	390,089(2)
	292,542 (2)


(1) columns 4 and 5 are taken from the OECD’s Creditor Reporting System, column 4 is reflecting 

table 3a, and column 5 table 2a of the CRS (2) total for all donors reporting to OECD DAC

A baseline of donor harmonization and alignment in Albania – the 12 Paris Declaration indicators
Paris Indicator no. 1: Operational Development Strategies are in place

Albania has had development strategies in place for several years. However, there are issues surrounding the coordination of several strategies and their operationalisation. In the 2005 CDF rating, Albania therefore was rated ‘C’.
 Main points of criticism were: weak parliamentary involvement, problems around harmonization and coordination, and lack of a result-based focus (availability of information and actual monitoring and evaluation, M&E). 

M&E did not have effective institutional foundations: both line ministries and the NSSED department in the Ministry of Finance were engaged in some M&E, but without adequate coordination. Furthermore, clear benchmarks and priorities were missing in most strategies, and consequently, monitoring reports lacked a clear focus.

The new DP government elected in mid-2005 pledged to improve this situation. The envisaged steps are to transform the NSSED from a poverty reduction strategy into a coordinated strategy covering all key policy areas (including European integration and NATO integration) and to base it on a complete set of sector strategies. To reflect this, NSSED is transformed into NSDI (National Strategy for Development and Integration (EU and NATO).  Institutionally, the NSSED department moved from the Ministry of Finance to the Council of Ministers (combined with the Prime Minister’s Office).  
Furthermore, the linkages between the NSDI and the Medium Term Budget Programmes (MTBP/the Albanian MTEF), which have not taken root in the past, are to be strengthened. 

As of December 2005, the Department for Strategy and Donor Coordination (DSDC) was established within the PM’s office with responsibility for the NSDI, the Integrated Planning System (IPS), and aid coordination.  The Department has been approved as part of the overall restructuring and streamlining of the offices within the Council of Ministers. It is headed by a Director and includes six coordinators: two each in three sectors of IPS, NSDI, and donor coordination.  Regarding the NSDI, staff levels are reduced from the previous 5 to 2.
 

Donors have pledged a substantial ‘basket fund’ to support capacity building around the IPS.

A two phase approach is being established.  The first phase or (the immediate needs phase) will provide assistance to fulfill GoA’s immediate needs within a 12 month time frame. This is being implemented through the Immediate Multi-Donor Support to the IPS project.  It will be followed by a second phase, in which a basket fund (a multi-donor trust fund) will be created with the assistance of the WB and other donors and will be the primary vehicle for delivering medium and long-term IPS development needs.  It will become operational in early 2007.

	PARIS INDICATOR 1: TARGET 
	PROGRESS IN ALBANIA

	At least 75% of partner countries have operational development strategies. 
	Not met as of 2005.


Suggestions regarding future assessments and monitoring of indicator 1: currently, exclusively the World Bank undertakes the available assessment. In the future, an option would be to undertake a joint assessment involving the four multilateral donors (EU, WB, OSCE, UNDP) and the government. This would be more practical than attempting an assessment involving all donors and the GoA – and limit the burden on the government. Bilateral donors may be invited to provide comments on a draft assessment. 

It appears advisable to maintain the framework for the assessment developed by the World Bank. This allows comparison with previous years as well as comparisons across countries (unless or until OECD/DAC develops a different methodology).  

Paris Indicator no. 2: the country’s PFM and procurement system

Paris Indicator no. 2 is assessed based on the CPIA ratings of a country’s Public Financial Management and procurement system. Indicator 2 has important implications for indicator 5 (see below).
 World Bank CPIA ratings are made on an annual basis. Currently, Albania scores relatively well on public financial management (4.0 on a scale from 1 to 6), but rather poorly on procurement (D+ on a scale from A to D). 

Currently, a detailed line-item system is used for the annual budget, which is rather loosely connected to the programmes defined in the MTBP. Budget execution has improved since the early 2000s with regard to budget execution following the budget plan. However, Albania is still a ‘borderline’ case regarding the quality of its PFM system. DFID is providing assistance to improve the linkages between the MTBP and the annual budget (SPEM III). 

Regarding the legal base for budget preparation and execution, the Organic Budget Law of 1998 was not updated to include the MTBP process, which was initiated in 2000. The new government is committed to adopting a new basic budget law to improve the legal basis (if adopted towards the end of 2006 this would apply to the formulation of the 2008 budget). An improved legal basis and ongoing computerization of the treasury system (to be completed in 2006/07) means that Albania’s rating is likely to improve further between 2006 and 2010.

Furthermore, the government moved responsibility for the public investment programming from the Ministry of Economy to the Ministry of Finance, which should allow for better integration of investment and recurrent expenditures. Eventually, it is envisaged that the Ministry of Finance will approve public investment projects based on sector strategies and the NSDI. Approved projects would be moved to a ‘holding tank’ and could then be financed either by government or by donor assistance. To make such a system operational would require the integration and updating of various MIS, which are currently in use (CARDS, MinEcon). 

The legal basis for procurement (Public Procurement Law of 1995, amended in 2003) is generally regarded as sound.
 Institutionally, the procurement system is currently decentralized, and the Public Procurement Agency (PPA) de facto provides only limited oversight and guidance. Budget entities can enter into contracts without prior approval by the Treasury, which leads to arrears in paying suppliers. There are also concerns that while procurement is superficially executed according to existing rules, there is insufficient oversight of whether the goods and services delivered meet tender specifications. 

Procurement is overall more problematic than the PFM system itself. However, given that the existing rules are sound, the first step could be for donors to move towards a greater use of Albanian rules, while keeping organizational oversight. 

	PARIS INDICATOR 2: TARGET 
	PROGRESS IN ALBANIA

	a) PFM systems: Half of donor countries move up at least one measure on the PFM/CPIA scale of performance

b) Procurement systems: One third of partner countries move up at least one measure on the four-point scale to measure this indicator.
	Albania is currently assessed as ‘4.0’
Albania is currently assessed as ‘D+’


Suggestions regarding future assessments and monitoring of indicator 2, a and b: 

Methodology: The assessment of the PFM system would best be based on the PEFA methodology. A number of donors have participated in the design of this methodology.
 The PEFA methodology also includes one indicator, which addresses procurement issues (Performance Indicator 19, in particular: competition, value for money and controls in procurement), which would be relevant to Albania.

Generally, such assessments would focus on the government overall rather than on particular sectors or levels of government (e.g. municipalities). To provide a more detailed assessment by sectors and government levels would require additional resources; probably the most feasible option is to focus on those sectors or sub-national units which are selected for assistance using new aid modalities on a pilot basis. 

Participants: Given Albania’s situation as a country on track for EU integration, it would be beneficial if WB and EC assessments of the country’s PFM and procurement systems could be coordinated (as EU integration funds will eventually play a larger role than development donor funding). Other donors may be able to be involved in various ways (e.g. co-sponsoring assessment missions). A SWG on PFM exists in Albania, but because PFM experts are usually not based in country, its activity has been limited thus far. An important task would be to increase the general understanding of PFM and procurement issues and the challenges involved in reforms among donor staff on the ground. This is envisaged as part of the training for local donors, which will be developed under the DFID support to the DTS.

Paris Indicator no. 3: aid flows are aligned to national priorities (indicator: being reported on budget)

Aid, particularly aid to the public sector, should generally be reported on budget, even if it is not channeled through a country’s public financial management system. According to the May 2006 OECD guidelines: “Ensuring that donor aid flows are properly reflected in the partner’s national budget is a first step towards ensuring that aid flows are aligned with national priorities as reflected in the approved national budget.” This is measured by looking how much aid was provided to the public sector and compares this to the amount of aid recorded in the government budget. Furthermore, in the questionnaire used for Albania, we asked donors whether they were aware of whether their assistance had been recorded in the budget. 

In Albania, the system of reporting aid flows on the budget has not worked well in the past, particularly with regard to grant financing. Procedures of reporting aid to central government were not clear and underwent changes, which made them intransparent and cumbersome for donors (legal mandates and institutional responsibilities were unclear).
 At the same time, many donors were content with entering contracts with a government counterpart institution and were less likely to report aid flows to the Ministry of Economy and the Ministry of Finance, which are responsible for annual budget preparation and donor coordination. As a result, grant funds in particular have not been reported in budget plans. 

The share of total official aid received currently reported in the budget is estimated to be between 50 to 60 per cent. The government is particularly interested in having a better understanding of the size and type of aid flows (including grants) available across sectors to be able to monitor aid effectiveness. 

The questionnaires confirm that aid disbursements in Albania for most donor projects are unreported in the government budget. Spain reported that it was not aware whether any of its projects are included. The percentage of projects reported for all other countries are low: EC (8%); EBRD (23%); Germany (3%); Greece (21%) ILO (20%); DFID (18%); Swiss (14%); UNDP (25%) and Canada (33%).

Of the projects reported in the budget, most were either in the infrastructure sector; dealing with the environment or sustainable land management and/or were co-funded in various degrees with government line ministries. However, for the latter, the relationship does not seem to run the other way i.e. there are a number of projects co-funded by government line ministries that are still not reported in the government’s budget. 

DFID reports that the funding for all its 11 projects was reported to the MOF, but that only the aid for two projects was reflected in the budget. Switzerland records that it reported 13 of its 23 projects to either the Ministry of Finance or the Ministry of Economy, but believes that only three projects were reflected in the national budget. 

	PARIS INDICATOR 3: TARGET 
	PROGRESS IN ALBANIA

	Halve the proportion of aid flows to government sector not reported on government’s budget (s) (with at least 85% reported on budget). 
	Currently, only 22 per cent of aid flows, and 8.5 per cent of projects – of those captured in the survey – are reported in the national budget.  


For the future, it is clearly important that the GoA improves and streamlines mechanisms for reporting aid to central ministries, so that it can be reflected in the national budget. On the side of donors, it is important to raise awareness that reporting aid to central government (rather than just to the particular ministry or local government agency which is the beneficiary) matters for increasing alignment and ownership, and hence for achieving greater aid effectiveness. 

Paris Indicator no. 4: Technical Cooperation is delivered through coordinated programmes

Internationally, substantial aid flows are spent on technical cooperation efforts (more than a quarter of all aid in 2004).
 However, the impact of these efforts is often limited, and the fragmentation of donor efforts is seen as one important reason for this situation. Hence, the Paris Declaration puts an emphasis on delivering technical cooperation through coordinated programmes.
 

In the Albanian baseline survey, most donor agencies claimed alignment of their funding projects with national strategies (one of the criteria assessed). Donors such as DFID, UNDP, USAID, Germany, Canada, Netherlands and Switzerland reported nearly 100% alignment of donor-funded projects with specific national policies. The EC reported that 77% of its projects were aligned with national strategies. Others, EBRD, ILO, Spain, reported alignment of around half their projects to national strategies. 

Alignment with sector strategies was lower than with national strategies, reflecting also the fact that there was not a complete set of sector strategies in place for the baseline period (Albanian FY 2004 and 2005). Switzerland, Germany and Canada align more than 90% of their projects to sector strategies and ILO 80%, for other donors, the levels as recorded in the survey are as follows: Netherlands (18%), EBRD (23.5%); DFID (36%) EC (48%) and UNDP (57%). 

Five donors (Netherlands, Greece, Spain, EBRD, and USAID) did not report using Albanian public training institutions for capacity development efforts in any of their projects. For others, the ratios are as follows: Council of Europe – in 2, Austria – in 4, Czech Republic in 1, ILO – in 4, Canada – in 4, DFID – in 1, Sweden – in 1, Germany – in 3, UNDP – in 6, EC in 8, and World Bank in 12 projects. Switzerland uses Albanian public training institutions relatively most frequently – in 9 projects out of a total of 21 (and out of 14 for which it specified that a share or all of the assistance was devoted to TC). 

Relatively few projects were shared between one or more donors, although with considerable variation among donors. DFID has the highest proportion of projects co-ordinated with at least one other donor agency, 8 out of its 11 projects in Albania, 3 of which are with more than one donor. The EBRD coordinated all three of its public sector projects and 1 of its project with the private sector with one or more other donors. The WB coordinated 12 projects with a range of other donors, Switzerland – 9,  UNDP – 8. Austria – 5, Germany – 4, Netherlands – 3, Sweden – 3, the EC – 13 out of its 72 projects with one other donor. The US, Spain and Czech Republic are involved with no other donor in any of their projects.  

The type of projects in which more than one donor is involved in Albania include the National Mine Strategy, Decentralisation Strategy and projects to strengthen public capacity development in Albania including public expenditure management.A coordinated effort through a ‘basket fund’ (multi-donor support through UNDP and after that a trust fund through the World Bank) is planned for support to the IPS.  

Few projects were co-funded by the government. The US, Council of Europe, Netherlands, Greece, Canada and Spain reported none of their projects being co-funded by the government. 15 out of 34 projects of the World Bank are co-funded by the government. For the EC, 2 out of 72 projects are co-funded by the GoA, for Sweden – 1, UNDP – 2. The percentage of projects co-funded by the government for the rest of the respondents varies between 18 and 31%. 

	PARIS INDICATOR 4: TARGET
	PROGRESS IN ALBANIA

	50% of technical co-operation flows are implemented through co-coordinated programmes consistent with national development strategies. 
	Currently there are little or no projects which simultaneously satisfy all target criteria. 

Thus far, the greatest progress has been made in aligning projects to national development strategies and (to a lesser degree) to sector strategies (for national strategies: more than 50 per cent of projects involving TC).

The proportion of projects of each donor using public training institutions (0-42%); those co-funded by government (0-72%) or those implemented in co-ordination with another donor are low (0%-42%); 




For the future, it will be important to review the new OECD guidelines for monitoring the Paris Declaration. The definition of coordinated programmes is demanding, and includes as a key criterion that capacity development efforts are country-led, and that donors integrate their support with such country led programmes. To achieve this target, efforts on the side of the GoA as well as on the side of donors are required. The GoA has to seek to develop fully-fledged capacity development programmes, and to guide donors with regard to where and what kind of support is needed. Donors in turn will need to be willing to align their support to a greater extent. 

Paris Indicator no. 5: percentage of aid using country PFM and procurement systems

The aim of this indicator is to measure fundamental alignment with country systems. The demand on governments is that they provide systems of sufficiently high quality, while the demand on donors is then to seek alignment with these, with a view to reducing transaction costs, and to ensuring that aid supports national development priorities. 

The Paris Declaration monitoring uses the public financial management and procurement components of the WB’s CPIA assessments to estimate the quality of country systems.
 For 2005, Albania’s PFM system was rated as 4.0, and its procurement system as D+. Thus, on the PFM side it falls into the ‘B’ category of countries (those receiving a rating of 3.5 to 4.5), while on the procurement side, Albania scores worse, and does not meet the threshold above which donors are encouraged to use country systems (see also indicator 2 above).

With regard to the PFM system, for which Albania meets the threshold, the current resulting obligation for donors is to reduce over the next four years (i.e. by 2010) by one third the gap of aid NOT using country PFM systems; and furthermore, 90 per cent of all donors should use Albanian PFM systems by the target date.
  

For the survey, use of country PFM systems was subdivided into three questions: use of Albanian treasury system, of national Albanian budgetary reporting procedures, and of national audit systems. Only those projects which use all three of these are counted as fully on budget (currently only some WB projects). 

Completed questionnaires show that no aid delivered by the Canada, the Council of Europe, Czech Republic, Spain, Switzerland, UNDP and USAID passes through Albania’s treasury system. EC for 1, Netherlands uses it for 2 of their projects, EBRD for 2, Germany for 3, Greece for 16, ILO for 2, DFID for 2 and Sweden for 1. Currently, only the budget support provided by the EC and the WB (macro-economic support to be provided by the EC; PRSC 1, 2, 3 provided by the World Bank since 2002) is fully ‘on budget’ in terms of completely using country PFM systems (budget formulation, execution, reporting, auditing).
 

The use of national financial reporting systems for aid disbursement follows a similar pattern. None of the aid provided by the Council of Europe, Czech Republic, DFID, Spain, UNDP, Canada, US and Greece was included in national reporting systems. Netherlands uses it for 1 of its projects, EBRD for 5, EC for 1, Germany for 4, ILO for 2 and Sweden for 1. However, Switzerland uses national reporting system procedures for all its projects. National auditing procedures are only used by EBRD for 11 of its projects, Germany for 15, Greece for 16, ILO for 4, Sweden for 1 and Switzerland for nearly all its projects.

Multilateral donors in Albania (UNDP, EBRD, COE, EC, UNDP) do not use national procurement rules for any of their projects along with bilateral donors, DFID, Canada, Spain and the US. Czech Republic and Sweden use them for 1 project each, Netherlands for 2 and Germany for 6. Greece uses them for 16 projects while Switzerland uses them for nearly all its projects. Switzerland also uses national organisational structures for the procurement of all its projects while the Council of Europe, DFID, Spain, Canada, EC, UNDP and USA use them for none. Germany uses them for 6, EBRD for 3, Netherlands for 3, ILO for 6, Sweden and Czech Republic for 1. 
The government is aware that coverage cannot be expanded immediately, but would like to move in this direction, using intermediate steps. There is a system in the Treasury Department, which tries to capture aid flows; but coverage is still limited, especially when projects are undertaken outside of government-to-government agreements. The process of moving more aid ‘on’ budget and especially ‘through’ budget will need to involve a process of discussion with the government and the donor community on which aid should be moved towards a full or partial use of country PFM systems, and how this shift could be structured. 

The Department of Treasury at the Ministry of Finance has complete information only for those projects funded as loans and soft loans.  While grant assistance should be recorded more fully in the budget (i.e. fulfilling PD indicator #3), it may not be a priority for government to channel small ‘packages’ of assistance through its own PFM system. However, the government should have a good overview of overall assistance including grants so as to be able to monitor resources available and progress relative to resources. 

If the WB moves towards using country PFM (and procurement) systems for project assistance also, other multilaterals like the EBRD and EIB may follow suit. The first steps in this direction are planned for in the education and transport sectors where the Bank plans new projects using SWAP-type arrangements. A SWAP agreement was recently signed between the World Bank and the GOA for the education sector.  

A sector-by-sector approach, complemented by other general steps (such as better overall reporting) may be useful to bring more funding ‘on budget’ and channel a greater share of aid funds ‘through the budget’. The selection criteria are around the relevance of the sector (relevance to development, volume of transactions), the existing degree of donor coordination (eg better in education than in health), and the existing degree to which the sector ministry is willing and able to exercise a leading role. 

	Aid Form
	Earmarking
	Disbursement &

Accounting Procedures

	Balance of

Payments support
	None
	Minimal



	General Budget

Support
	None or nominal
	Govt systems



	Aid financed debt

relief
	None or poverty virtual

fund (Uganda)
	Govt systems



	Sector Budget

Support
	To sector
	Govt systems

	Projects using Govt

systems
	Project (aligned to sector/sub-sector strategy)
	Govt systems



	Projects which are part of PBAs and partially use Govt systems
	Project (aligned to sector/sub-sector strategy)
	mixed

	Projects using

parallel systems
	Total 


	Donor


Adapted from: Mick Foster and Jennifer Leavy, The Choice of Financial Aid Instrument, ODI Working Paper 158, 2001.

	PARIS INDICATOR 5: TARGET 

	PROGRESS IN ALBANIA

	a) 90% of donors use partner countries’ PFM systems and a one third reduction in the % of aid to the public sector not using partner countries’ PFM systems (Score 3.5-4.5);

b) 90% of donors use partners’ countries procurement systems and a one third reduction in the % of aid to the public sector not using partner countries’ procurement systems.
	Out of 18 donors for which details were received, 10 use some national PFM systems, but only 1 donor (WB) has any projects which are fully on budget and one further donor planned such assistance (planned EC macro-support). Only 3.5% of aid to Albania’s public sector is fully on budget; while 50% of aid uses some element of national PFM systems. 

Donor use of partner countries procurement systems for their project is very low varying between 0% and 20%.

In total, only 15 per cent of all projects captured in the survey use national procurement systems in full; which is equivalent to 4.3 per cent of all aid. However, given Albania’s low score on the quality of the procurement system, donors are currently not obliged to align under the Paris Declaration.




Given the status quo of Albania’s PFM and procurement systems, donors are under an obligation to channel a greater share of their assistance through national PFM systems, but are not obliged to use the country’s procurement system. The aim should be for the GoA to improve the procurement system, and for donors to support this process. Furthermore, progress on indicator 5a will require major efforts, and probably an intensified dialogue between donors and the GoA about aid modalities. 

Paris Indicator no. 6: Avoiding PIUs

Some donors work through PIUs as a way to implement their assistance – dedicated management units designed to support development projects or programmes. One of the aims of the Paris Declaration is the strengthening of general government systems, and hence it seeks to encourage a reduction in the number of PIUs.  

In Albania, PIUs is a project modality used especially by the WB and by larger bilateral donors. Smaller bilateral donors tend to commission NGOs with the execution of projects (especially Spain, Greece, Italy). The WB is currently searching for ways to reduce the use of PIUs.

Information gleaned from the questionnaires show that the Council of Europe, Czech Republic, Greece, ILO, Spain, and Sweden have no project implementation units in Albania for any of their projects. Netherlands has 3, Canada 1, Austria 7, EBRD 4, and DFID 1. Donors, which use the highest number of project implementation units, are Switzerland 12 (out of 23 projects); UNDP 13 (out of 29 projects) Germany 19, USAID in 23, and the EC in 24.

These findings have to be treated with some caution, as there is relative unclarity amongst donors regarding the definition of a Project Implementation Unit. 

	PARIS INDICATOR 6: TARGET
	PROGRESS IN ALBANIA

	Reduce by two-thirds the stock of parallel Project Implementation Units (PIUs)
	7 donors do not have any PIU’s in the Albania. The maximum of PIU’s used is 50% of total projects of the donor. 

The total number of  PIUs is counted to be 107


Paris Indicator no. 7: Aid is more predictable 

Donors in Albania currently pledge aid according to their organizational schedules without seeking to coordinate aid flows with Albanian budget cycles. This has important implications on budget planning especially within the context of the Public Investment Plan (PIP). Resource envelopes are often clarified only shortly before the start of the new fiscal years, which combined with inefficient procurement systems can seriously challenge budget execution.  

Responsibility for the PIP has been moved from the Ministry of Economy to the Ministry of Finance, which promises to improve the integration of capital and current elements in the budget. 

The questionnaires reflect that it is challenging to monitor this indicator ex-post. Most donors provided either planned or actual start and ending dates for their projects/assistance, but not both, so that delays are not captured. For some projects, data was included, and of these, projects which were delayed by a fiscal year numbered: 1 for DFID, 1 for Switzerland, 3 for EC,1 for Sweden, and 12 for Germany. All the delayed projects funded by Germany were in the infrastructure sector. 


	PARIS INDICATOR 7: TARGET
	PROGRESS IN ALBANIA

	Halve the proportion of aid not disbursed within the fiscal year for which it was scheduled.
	Data provided by donors is not sufficiently detailed to allow credible baseline.

To establish this indicator, continuous monitoring and recording will be necessary. 


To capture this indicator better, continuous monitoring may be preferable, so as to trace the process of aid pledges and actually forthcoming assistance, since an ex post assessment is likely to remain incomplete. As the monitoring guidelines for the OECD indicate, monitoring will also need to involve the government. However, as stated for indicator 3, currently only a low share of aid is recorded in central government accounting systems, which would leave large gaps when comparing donor and government data on pledged and disbursed assistance.

Paris Indicator no. 8: aid is untied
Compared to some of the other indicators of the Declaration, this indicator and the achievement targets are rather unambitious.  This indicator is strongly influenced by politics within donor countries and discussions at donor agencies headquarters and less so by the behaviour of donor agencies at the country level. Discussions with GoA on specific problems related to the tying of aid, survey results and the discussions around it however, can feed into the international discussion around the untying of aid.

The data collected in the questionnaires suggests that there has already been progress on reducing the level of bilateral aid, which is tied.
 All aid provided to Albania by DFID, Germany, ILO, Czech Republic, Canada and Sweden is untied. One project each of the Netherlands and EBRD and 3 of Swiss are tied. Both tied projects of Netherlands and EBRD and 2 of the 3 Swiss tied projects are provided in co-ordination with at least one other donor.

The project that Netherlands reported as tied is provided in collaboration with USAID. The EC ties aid flows of 39 projects and partially ties 8 projects. 8 out of 28 projects are tied. The donor most likely to provide tied aid is Spain with all projects, except one is tied while 55 (out of 78) of Greece’s projects are tied. The US did not report whether its aid was tied. 
	PARIS INDICATOR 8: TARGET
	PROGRESS IN ALBANIA

	Continued progress over time
	Data provided by several bilateral donors is unclear. It is important to clarify whether EU assistance should be counted as tied or untied. 


Paris indicator no. 9: use of common arrangements (programme based approaches)

The idea which is reflected in indicator 9 is the promotion of development cooperation based on the principles of co-ordinated support for a locally owned programme of development (a national development programme, a sector or thematic programme, etc.). Important features are therefore: leadership by the host country, a single programme and budget framework, a formal process for coordination, and efforts to increase the use of local systems. Aid which most clearly fulfill these criteria is direct budget support; but other forms of PBAs also exist. 

In Albania, the donors most likely to use programme-based approaches to disburse aid in Albania are multi-lateral donors. There is currently some initial use of general budget and balance of payments support (planned EC macro-economic support – which started after the baseline period) and some limited sector support (which is set to increase, e.g. in the education sector).
EBRD used PBAs for 4 of its projects, of which two fulfil all criteria (government led programmes, part of a project with a single comprehensive programme and budget framework, formalised systems for donor co-ordination, and an action plan to use local systems in that sector/sub sector). These projects are also in co-ordination with at least one other donor. The ILO funds 4 of its project through ‘initial’ programme based approaches fulfilling one criterion. The UNDP funds 13 and EC funds 6 projects approaches which have at least some elements of a PBA, but none of the projects have all components in place. 

Among bilateral donors, PBA are only used by Switzerland (14), and Canada (2). The Swiss report 14 projects as being through PBAs, all of which are based on government led programmes and have some level of formalised processes for donor co-ordination. One Canadian project funded through a programme based approach is in collaboration with one other donor.

Importantly, despite the guidance provided as part of the baseline survey, there was still considerable unclarity about the criteria defining a PBA. Further international guidance has now become available. The May 2006 OECD guidance note suggest to establish a list of PBAs existing in a country, so that donors will only need to respond to whether they engage with any of these.  

	PARIS INDICATOR 9: TARGET
	PROGRESS IN ALBANIA

	66% of aid flows are provided in the context of programme-based approaches. 
	During the baseline period, around 6% of aid flows to Albania used PBA’s fulfilling the full set of criteria, and a further 6% of aid flows fulfilled some criteria of a PBA. 


Paris indicator no. 10: Encourage shared analysis (missions and analytical studies)

According to a preliminary survey, it is estimated that more than 250 donor missions to Albania took place in 2004 of which only 7 per cent were joint. It is estimated that around 80 analytical studies were undertaken, of which only 3 per cent were joint.

It was hoped that the questionnaires would yield greater precision on this indicator.  However very few respondents answered questionnaires relating to joint missions and studies which limits the analysis. From 12 joint missions conducted by DFID in 2005, 1 was with the World Bank in connection with a mid term review of the SSDP. Sweden conducted 3 of its 12 missions jointly with the World Bank within the agricultural sector, while UNDP conducted 1 of its 4 missions on local governance and decentralisation with the World Bank and EC. 

Joint analytical studies carried out by donors together were even scarcer. The ILO conducted 1 out of the 3 studies it carried out in 2005 with UNICEF. UNDP carried out 1 of its 4 with SNV on local government and decentralisation. None of the 6 studies carried out by Sweden nor the 7 carried out by the US were in collaboration with any other donor. 

From the survey it is evident that there has been little progress in this area. In addition, it appears that the concept of ‘missions’ varies by donor depending on their operating modalities. It may therefore be difficult to capture this indicator adequately also in the future. 

Analytical studies are a concept which is more clearly operationalizable across different donors. Sector working groups offer a platform for joint planning of studies. 

	PARIS INDICATOR 10: TARGET
	PROGRESS IN ALBANIA

	a) 40% of donor missions to the field are joint;

b) 66% of country analytical work is joint. 
	a) Too little data from survey, but certainly <25%

b) <20% of studies are joined as of 2005.


Paris indicator no. 11: Results-oriented frameworks

The number of countries with transparent and monitorable performance assessment frameworks (PAFs) to assess progress against (a) the national development strategies and (b) sector programmes. According to the 2005 CDF assessment carried out by the WB, Albania was rated with D. 

In the questionnaire, each donor gave a subjective evaluation of government involvement within each project except Greece, Switzerland and DFID the questionnaires for which were missing information on this indicator.

Projects for which a government department (or sub-national unit) displayed partial leadership or more numbered 14 for the Council of Europe, 3 for Netherlands, 5 for ILO, 6 for EBRD and Spain, 7 for USAID, 12 for Sweden and Canada, 20 for Germany, 24 for UNDP and 22 for Switzerland, 32 for World Bank and 60 for the EC.

	PARIS INDICATOR 11: TARGET
	PROGRESS IN ALBANIA

	Reduce the proportion of countries without transparent and monitorable performance assessment frameworks by one third. 
	Assessed as ‘D’ for 2005 (WB/CDF)


Regarding future assessments and monitoring of indicator 11: 

The monitoring of this indicator could generally be combined with the monitoring of indicator 1, as operational strategies and results orientation, i.e. the presence of functioning monitoring and evaluation systems are part of the same coin.
Participants: Future assessments should involve those donors most active and capable in this area in the sense of supporting monitoring frameworks and/or having a good capacity to assess these (e.g. at the national level: UNDP, DFID, EC, WB, possibly plus some bilateral donors). Different donors could participate in assessing PAFs in those sectors in which they are active. At least at the national level, and to the extent possible at the sector level, government should be involved and agree to the assessment long as this continues to be the internationally relevant one. This may be supplemented by specific indicators agreed between donors and the government in Albania (or consensually modified in other ways). 

Paris indicator no. 12: Mutual accountability

An international good practice on this indicator is still in early stages of development. The general idea is to establish a mutual review system between donors and government. No such system has been piloted in Albania thus far. In order to achieve overall progress on aid effectiveness, it will be important to develop processes for mutual accountability in Albania.
According to the May 2006 OECD, the key criteria for such a process are: a broad-based dialogue involving a broad range of country stakeholders (various government departments including line ministries, plus possibly civil society), country mechanisms for monitoring progress, country targets (i.e. donors and governments may agree to add indicators relevant to the specific situation of the country), and high-level support, that is being supported by a country’s leadership, and being sufficiently well resourced.  

	PARIS INDICATOR 12: TARGET
	PROGRESS IN ALBANIA

	All partner countries have mutual assessment reviews in place. 
	Criterion not met in Albania for 2005. 


 Annex 1

Comments received on the questionnaire

We received a number of comments and questions regarding the questionnaire during visits to embassies and donor agencies. Donors operate with a wide array of different modalities. While currently project modalities dominate, there is considerable variation in the size and duration of projects (and some small donors operate individual activities rather than projects), and in the financing modalities (re-imbursement, payments through ‘NGOs’/consultancy companies, in-kind provision of advisory services and the like, cash advances, etc.). Especially in recent years, Albania has been receiving rising levels of commercial loans from European development banks (EBRD and EIB). 

Larger donors and multilaterals in general have better databases, and for this reason would prefer more detailed/precise questions (e.g. overhead costs, percentage of assistance going to the public sector of a project, rather than yes/no). Not all bilateral donors have a presence in Albania, in which case local representatives have to consult with headquarters to complete the questionnaire; and often have only a limited understanding of the conceptual issues involved in the Paris Declaration.

The two European banks, EBRD and EIB, generally do not form part of the development dialogue (EBRD has a country presence, EIB not). Also, they provide rather different forms of financing from bilateral donors (commercial loans rather than grants or soft loans), with a substantial amount going to the private sector. 

� The full text of the declaration is available at http://www.oecd.org/dataoecd/11/41/34428351.pdf.


� Boogard 2004.


� On the government side, a Government Technical Secretariat has complemented the DTS. However, this role is set to change with the creation of new institutional structures by the DP government.


� This paragraph draws on “External Assistance to Albania,” Ministry of Economy, Dept. of Programme Evaluation, GoA, May 2005. 


� The main sources of commercial loans are the EIB and EBRD. 


� This is based on assumptions of continuing aid levels of around $400m per annum. Data on volumes of assistance will become available through the survey.


� Indicators 1 and 11 can be based on World Bank CDF analysis, Indicators 3 and 7 on IMF analysis while Indicator 8 can be monitored by OECD-DAC. 


� See: http://www.oecd.org/document/52/0,2340,en_2649_15577209_36162932_1_1_1_1,00.html.


� Several of the donors from which no response could be elicited do not have direct representations in Albania (e.g. Japan, operating from Rome), or have only very small programmes. A complete list of donors contacted is contained in Annex 2.


� � HYPERLINK "http://www.oecd.org/dataoecd/50/17/5037721.htm" ��http://www.oecd.org/dataoecd/50/17/5037721.htm�; column 5 is based on table 3a of the database (Destination of Official Development Assistance and Official Aid – Commitments), and column 6 on table 2a (Destination of Official Development Assistance and Official Aid – Disbursements). There are considerable discrepancies between the data reported in the OECD database and in the data obtained through the survey. Where possible, these have been clarified, but this has not been possible in all cases. These issues should be/will be followed up during further information gathering efforts by the DTS and the Albanian government.


� Assuming that the survey is more accurate than the data reported to OECD DAC, the real share is likely to be higher. The only large bilateral donor which did not respond to the survey is Italy.


� The calculation is based on projects ongoing at any time between 1.1.2004 and 31.12.2005. Average funding levels for this period were calculated based on the available data.


� Current exchange rates have been used: 1 euro equivalent to 1.408 Canadian dollars, 1.239 USD, 0.6936 GBP and 1.573 CHF.


� The CDF was developed by the World Bank in 1999, and is focusing on four principles: a long-term, holistic framework; results orientation; country ownership; and country-led partnership. For more information, see http://web.worldbank.org/WBSITE/EXTERNAL/PROJECTS/STRATEGIES/CDF/0,,pagePK:60447~theSitePK:140576,00.html.


� This downsizing is related to efforts at overall staff reductions. However, it may turn out to be unworkable for these central coordinating roles. In December 05 the system was still in flux, and hiring for the new unit had not yet taken place.


� The analysis of the PFM and procurement systems presented here is based on discussions with the World Bank fiduciary mission, and with EC officials; . 


� There are plans to further reform the legal basis with a view to bringing it in line with EU standards. 


� The PEFA initiative was formally supported by the World Bank, the European Commission, DFID, the Swiss Secretariat for Economic Affairs (SECO), Norwegian Ministry of Foreign Affairs, French Ministry of Foreign Affairs, the IMF, and the Strategic Partnership with Africa (SPA). 


� See also Robert Hall, Technical Paper no. 10 – Foreign Aid Management (no date).


� OECD DAC (2006) “The Challenge of Capacity Development – Working Towards Good Practice” Paris: OECD. http://www.oecd.org/dataoecd/4/36/36326495.pdf


� When the baseline survey for Albania was undertaken, no guidelines for this indicator had yet been established by the OECD. Guidelines are now available at � HYPERLINK "http://www.oecd.org/dataoecd/13/29/36306366.doc" ��http://www.oecd.org/dataoecd/13/29/36306366.doc�. The survey conducted in Albania asked questions which are closely related to the definitions now provided by the OECD, although the OECD criteria are somewhat stricter in the sense that several criteria have to be met in order to treat TC as coordinated.


� Data provided on TC flows are too imprecise to allow a clear assessment of the share of flows. This is an issue which should be improved in future monitoring efforts. 


� The CPIA ratings are now publicly available at: https://mail.odi.org.uk/exchweb/bin/redir.asp?URL=http://web.worldbank.org/WBSITE/EXTERNAL/EXTABOUTUS/IDA/0,,contentMDK:20933600~menuPK:2626968~pagePK:51236175~piPK:437394~theSitePK:73154,00.html.


� These two specifications of indicator 5a are somewhat contradictory and the second specification is more ambitious; if currently the rate at which country PFM systems are used is close to zero, it should rise to 30 per cent of all aid by 2010. However, if 90 per cent of donors are to use country PFM systems that rate would need to be higher. 


� These were the first PRSCs in Europe and Central Asia for the World Bank. The EU macro-economic support had not started disbursements in the period covered by the survey. 


� Scores for Indicator 5 are categorised into 5+ or 3.5-4.5. These scores are determined by the methodology used to measure quality of procurement and public financial management systems. 


� There appears to be a need to clarify this indicator further. Issues apparent from the survey: should EU assistance be counted as tied, if it is limited to EU and CARDS countries? There are doubts about some of the answers received from bilaterals. 
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