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1 Introduction

This document represents a stage in the process of outlining the policy changes made in 1999 with respect to the premises and policies concerning the selection of sectors and the sectoral approach. Discussions between senior staff, the missions and heads of department about the sector selection process and the implementation of the sectoral approach have resulted in a number of policy statements.


This process of joint policy formulation is not yet completed. The GAVIM (Dutch acronym for good governance, poverty reduction, women in development, institution building, and the environment) conference and comments on earlier versions elicited many responses. The majority of these responses have been incorporated in this document.


The recent introduction of the Poverty Reduction Strategy papers by the World Bank and the IMF have set the process of change in motion in terms of the international aspects of the sectoral approach. The impact of this will be more clearly felt in future. It is not yet clear if and to what extent this will lead to changes in the sectoral approach.


It is expected that as experience is gained with the sectoral approach new questions and answers will arise. We are aiming to update this document every year. 

This approach and the way in which this matter has been documented up to now might give the impression that the sectoral approach is completely new and that we have little experience with it. However, this is not entirely correct. In a number of countries and sectors the sectoral approach has been used for some time, for example in education and health.

The Sectoral Approach policy document is likely to change, hence for the time being it should be considered as an internal document. A brochure for external distribution will be published in the near future. 

2 The reasons for introducing the sectoral approach

2.1 Background and reasons

In recent years there has been a growing interest in the effectiveness of the aid which is provided. Does the aid actually have any positive impact? The evaluations and studies carried out by the IOV/IOB of this ministry, as well as reports and studies by other donor organisations cannot provide a unanimous answer to this question.


For example, the IOB showed that the combination of separate projects, each of which appears to contribute to alleviating poverty, will not automatically result in a significant, long-term improvement. Apart from the lack of coordination between the projects, there is also the separation between the projects and the national level. IOB studies suggest that the activities should be concentrated and coherent, for example in a single sector.


Studies such as that a carried out by David Dollar (Assessing Aid,1998, WB) indicate that in countries lacking good social and economic policies and where there is no good governance the aid, whatever its scale, hardly had any effect. However, aid has had a demonstrable effect in countries where there was a good policy and governance environment.


The lessons which may be learnt from these studies generally indicate the following factors as being essential to success:

good governance in the receiving country and effective macroeconomic and socioeconomic policies;

the receiving country is responsible for the policies and their implementation;

the range of aid activities, including aid provided by other donors, is coherent rather than fragmented;

there is effective donor coordination in terms of policies as well as management.

Against this background, at the end of 1998 the Minister of Development Cooperation announced a far-reaching review of the Dutch bilateral development cooperation policy which would be characterised by:

concentration of the Dutch aid on a limited number of countries and a limited number of sectors in these countries;

the sectoral approach would provide the basis for the structure and implementation of cooperation programmes.

Poverty alleviation will continue to be the primary objective of development cooperation.

The introduction of the sectoral approach necessitates a reassessment of Dutch policy objectives which are often referred to as GAVIM (Dutch acronym for good governance, poverty reduction, women in development, institution building, and the environment). This reassessment raises questions concerning the selection of the sectors and the way in which the GAVIM objectives are made operational within these sectors. These questions have now been defined, but finding the answers requires our continuing commitment and attention. The developments so far have been incorporated in this document.

2.2 Selection of the countries and sectors

In July 1999 the Lower House approved the concentration of the aid on a limited number of countries. These included 20 countries with which comprehensive cooperation programmes would be agreed. furthermore, 30 countries were identified where cooperation would be limited to one or more of the following themes: the environment, good governance and human rights, and supporting private sector investment. The first group of countries was primarily selected on the basis of the following criteria: poverty, good governance (in the broadest sense, including human rights, public participation, decentralisation, transparent government, etc.) and macroeconomic and social economic policies.


The process of selecting the sectors was then started in these 20 countries.
 The dialogues with these countries were led by the embassies. The dialogues were not only with the governments, at several levels, but also with representatives of civic society, including NGOs, and other donor organisations. In most countries the selection process was completed in the autumn of 1999 and the results were incorporated into the annual plan for the year 2000. A longer period was required in some countries. Every year, the countries will be assessed to determine if they continue to fulfil the criteria. If they no longer fulfil the criteria it may be decided to terminate the cooperation. It may also be decided to add countries to the list.

2.3 What is the sectoral approach

In essence, the sectoral approach envisages a shift from projects to an approach which aims to support a sector as a whole. In this approach, the Netherlands commits itself to long-term, programme-based cooperation and embedding the aid in the policy framework for the sector which is developed by the recipient government. Another aim is to provide multi-donor sectoral budget support. In principle, this approach is directed by the demand. In this context, sector is defined as: a coherent set of activities at the macro, meso and micro level, within clearly defined institutional and budget frameworks, for which the government has defined policies.


The sectoral approach is not an objective in itself but rather a process-based method of operating and cooperating. As mentioned earlier, many years of experience with development projects suggest that there is a need for a broader approach which is better integrated with the policies of the receiving country. This will not only help to identify structures and issues, but will also provide an opportunity to solve the underlying problems. In this approach, the receiving country is clearly in control, in terms of aid and other aspects. 


The sectoral approach supports the process of defining, shaping and implementing the selected sectoral policies. The long-term aim is to reach the international objectives related to poverty reduction and development. This process emphasises the creation of policies through a dialogue guided by the recipient government, and working towards joint agreements between the government and national and international donors. The process also includes monitoring the progress of the improvements and making any changes to the policies which may be required.


That is a dynamic and often time-consuming process which is subject to change and modification. In most cases, reforms are already underway in the relevant sectors and we can tie in with initiatives which have some of the characteristics of the sectoral approach, or where there is some degree of ownership, delegation, coordination and cooperation, or where limited sectoral budget support is already being provided.


The sectoral approach is further in defined in Chapter III. This will show that the sectoral approach includes a number of variants depending on the situation and the progress towards the ideal situation of providing sectoral budget support.


Apart from the term sectoral approach, other terms such as Sector Wide Approach (SWAp) are used which are broadly equivalent. The term SWAp is used by a number of donors. Other bilateral donors which support the structural approach include Norway, Sweden, Denmark, Great Britain and Ireland. Just like the Netherlands, these countries are also defining and developing the sectoral approach. This approach is similarly supported by the World Bank, European Union and multilateral bodies.

2.4 Position of the sectoral approach in the Dutch development cooperation policy

Long-term poverty reduction is, and will continue to be the central objective of the Dutch policy on development cooperation. In recent years, there have been clear changes in the approach to poverty and long-term poverty reduction.  The current approach to long-term poverty reduction aims to address the context-related processes responsible for poverty, rather than projects to reduce poverty among a given target group. Long-term poverty reduction requires parallel efforts covering a range of issues (economic, social and political), at different levels of scale (macro, meso and micro). Long-term poverty reduction involves the following inseparable elements:

Promoting economic growth, addressing not only the expansion of the economy but also the pattern of this expansion (economic growth to help the poor, labour-intensive growth).

Promoting sustainable social development. This not only includes putting in place basic services but also encouraging social coherence and reducing social exclusion.

Protecting and improving the management of the natural and physical environment. This is not only to safeguard the means of production but also to prevent overconsumption, overproduction and environmental degradation.

In the 17 + 4 countries with which the Netherlands has long-term development cooperation relationships, cooperation in a limited number of sectors in each country
 is now based on a sectoral approach. Important elements in this include linking sectors to national Poverty Reduction Strategies, coherence between the macro, meso and the micro level within the sector, and the GAVIM objectives. 

The above considerations apply in full to structural bilateral cooperation. The policy is currently being developed for other aid aspects, specifically aid provided through private (profit and non-profit) organisations and multilateral channels. Consistency with the bilateral policies is particularly important in this context. Some statements and activities already indicate the direction. For example, it has been observed that local and international NGOs can be more effective than the government in countries where the policies and governance are inadequate.


The ministry will discuss these issues with organisations subsidised by the Netherlands. The underlying principle is that they should cover the same countries covered by Dutch bilateral policies. Funding of these NGOs will have to be provided for the 17 + 4 and thematic countries within or for the policy framework agreed with the recipient government. The MFOs (cofinancing organisations) have a special position in this context. Effective coordination in the 17 + 4 countries as well as their role in other countries will be discussed with them.


The sectoral approach always follows a demand-led principle. The aim of the Minister of Development Cooperation is that instruments such as higher education and the activities of other ministries should also adhere to this principle. However, no agreement has yet been reached on this policy.

In view of their mandates, multilateral organisations have a broader range than bilateral donors. Hence, contributions to such bodies will not only be assessed on the basis of the sectoral approach or their role in this approach. This is because general contributions and funds which are not ring-fenced serve broader objectives, in a number of countries.
 However, the sectoral approach will always serve as a guide in the context of country-specific multilateral/bilateral activities in the 17 + 4 countries.


The multilateral organisations are in an excellent position to support national governments in capacity building, due to their neutrality, expertise and scale of their contribution. The World Bank and the IMF are crucial in terms of promoting policy frameworks (PRSP), coordination (Comprehensive Development Mechanisms), and in a macroanalytical context (structural changes under the PRGF, fiscal frameworks, public expenditure reviews, medium-term expenditure frameworks).

In view of the objective to make the field efforts more consistent, and those in the management councils of the multilateral organisations it is important that the Netherlands contributes to the development of Comprehensive Development Frameworks (CDFs) and PRSPs and their implementation in the country programmes of the multilateral organisations (CAS for the WB, UNDAF for the UN, etc.). Although the head offices of the multilateral organisations support the sectoral approach in principle, the actual implementation is often different and a number of organisations are still operating in isolation and on a project basis. In the management bodies, the Netherlands will make an effort to encourage the multilateral organisations to support the principles of the sectoral approach. The missions in the various countries are expected to do the same. The significant role which the multilateral organisations can play and which is complementary to the sectoral approach is described in three recent memoranda
 and is currently being developed in greater detail.

2.5 Policy development: PRSP as a new framework

The policies associated with the sectoral approach are not new. The document “Hulp in Uitvoering” (Working on aid, 1996) already indicated the major elements of the sectoral approach. This approach had already been adopted in some countries at that time. What is new is that this policy is now being pursued, or will soon be pursued, in all 17 + 4 countries. The sectoral approach is a component of the overall development strategy of a country which aims to reduce poverty. In this context, the recently developed PRSPs
 are relevant. A PRSP is based on analysis of poverty in a country and describes the national poverty reduction policy, while setting priorities and identifying the resources required for the implementation. PRSPs are written by the governments based on their own Poverty Reduction Strategies. Those strategies are developed after consultation with organisations in society, possibly supported by external expertise. A PRSP should not only include measures related to social investments, but should also show how economic expansion which benefits the poor and in which they participate can be realised (pro-poor growth). In other words, it concerns the integration of poverty reduction objectives in the macroeconomic framework.

In the Dutch approach, the PRSPs provide a number of important conditions for effective poverty reduction and greater coherence and cooperation when expending resources.
 PRSPs and the sectoral approach can be mutually beneficial. In many countries where sectors are being restructured, the national poverty reduction policy is less well developed than the sector policy. Hence, the existing sector policies form an important element of the PRS to be developed. Conversely, in many countries the PRSP will add a new dimension to the existing sector policies by enhancing them with a clear poverty reduction framework. All these aspects can benefit the sectors designated as national priorities within the new PRSP and which previously received too little attention or insufficient funding. However, the sectors considered less significant to poverty reduction within the new or existing PRS may receive less attention and funding. This could affect the selection of the sectors.


It should be noted that the PRSPs are a new instrument and that little experience has been obtained with them, and thus they still have to prove their value in practice. It is therefore particularly important that the Netherlands acts at all levels to contribute towards the success of this central element in development cooperation.

3 Essential elements of the sectoral approach

3.1 Introduction

The sectoral approach is a method which aims to improve the quality, effectiveness and sustainability of the aid provided. In the sectoral approach, the receiving government and possibly other parties own and control the policies and their implementation in a sector defined by them.


Within the existing policy frameworks the donor accepts the obligation to provide long-term, programme-based cooperation and to embed the aid into the sectoral policy framework created by the receiving country. The donor also aims for the greatest possible cooperation with other donors. 


The sectoral approach envisages aid which covers the entire sector, instead of using a project approach a broader process approach is used which supports defining policies, making them operational, and implementing them throughout the sector or subsector. The sectoral approach incorporates the following essential elements:

the government is responsible for the sectoral policies and the implementation plan;

national ownership means that there is the political will and support in society as a whole;

long-term perspective;

cooperation, coordination between donors, and dialogues.

3.2 The government determines the sectoral policies

The sectoral policies are determined by the framework provided by the general development plan or Poverty Reduction Strategy (PRS) of the receiving government, which should include the GAVIM objectives. The government uses such a plan to set priorities and identify problems, based on the outcome of an analysis of the poverty strategy and the processes behind poverty. Such a framework is also important to provide coherence between the policy frameworks of the various sectors in the receiving country. 


The principle is that the receiving country is responsible for developing a sectoral policy and action plan for its implementation (in consultation with civic society, see section 3.3). This may appear to be stating the obvious, but in the past the donors often set the policies. Where necessary, the government can obtain external support to define these policies. However, the government should always have the final responsibility, the ownership.

3.3 Ownership extends beyond the government

At the national level and in the each sector, the policy frameworks, priorities and action plans are defined by the government, not by the donors.


However, this does not mean that the ownership is exclusively a matter of the government. In addition to the political will, the implementation of policies requires long-term support throughout society. Discussion and consultation with civic society (civic/private organisations, private sector, politicians, experts, researchers and other key organisations and persons) should therefore be an integrated component of the policy process. Not only during the definition of the policies, but also when they are made operational and implemented. Although the government remains responsible for the policy framework, other elements of society such as private and civic organisations, including organisations representing the poor and women should have an input into the policies. A sectoral approach limited to the capital or government bodies provides little prospect of long-term results.

The sectoral approach should not be isolated from the macroeconomic, civic and administrative context of the country and can tie in with administrative reform and decentralisation processes. In consultation with the central government, agreements can be made with regional and/or local government bodies. However, such a process should be compatible with the policy frameworks drawn up by the central government and the allocated financial and budget resources. There should also be adequate monitoring and accountability arrangements at the decentral level.


Agreements with the central government are also important if NGOs are supported as the government should approve support for NGO activities. If such approval is withheld in the longer term then the question arises if the sectoral approach can in fact be implemented in this way.

3.4 The government is responsible for policies and the implementation plan

The government of the receiving country defines the policies for the sector or subsector (based on a process of consultation) in a multi-year policy plan. This incorporates the strategy and action plan for the implementation of the policy and its funding for a number of years (e.g. five years).
 In addition to policy objectives and priorities, including the GAVIM themes, the policy plan also includes technical and substantial performance indicators and references which similarly address GAVIM themes. The government also uses this plan to define its own resources and tasks and roles in the implementation, and what is expected from others such as the private sector, civic organisations, donors, etc. 

This policy plan is drawn up after an extensive policy dialogue (led by the government) with the implementation partners, based on a sector analysis carried out for the government. The long-term policy plan is in document which the government, politicians, civic organisations, donors, and other implementation partners, commit themselves to for an agreed period.


In most cases, the actual implementation of the policy is defined by the government every year in an implementation plan or year plan, further to the agreements made with the partners based on the developments.

3.5 Long-term perspectives

Cooperation of the type described above necessitates a long-term approach. Hence, donors have to commit themselves for a number of years. The annual plan for the year 2000 provides the first steps towards this in the form of the multi-year budget account. This is currently being developed in greater detail.


The same long-term perspective could be used to consider any future scaling down of the aid provided by the donors. This will depend on the pace of development in the country concerned.

3.6 Cooperation, donor coordination and dialogue

The sectoral approach depends on cooperation and coordination, something which all those involved have to commit themselves to. The policy dialogue with the national and international partners, led by the government of the receiving country, is the forum where the cooperation and donor coordination have to take place. Although lip service is generally paid to donor coordination, in practice little is done. Perhaps this is due to the project approach which is still dominant in many countries and which can lead to obstruction and duplication. Donors who act independently can have disastrous consequences for the sectoral approach. This prevents joint action on the basis of a broad vision and can obstruct structural reform.


As parties will rarely fully agree, particularly when structural changes have to be made, the sectoral approach requires more coordination and negotiation than projects. This primarily concerns the local parties, but donors will also become closely involved. This is because the agreement has to be reached within the policy framework defined by the government of the receiving country, instead of sticking rigidly to one's own favourite issues. At the request of the receiving government, a donor can act as the lead donor until the government is prepared or able to accept this role.

The policy dialogue involves the donors and national partners active in the sector. This assumes that the donors are prepared to act in coordination, led by the host government. A statement of intent signed by the partners, including a code of conduct can provide guidance and can be used when dealing with any partners who fail to act within the agreed framework.


Of course, there are other ways of determining the commitment, e.g. on the basis of internationally agreed resolutions and guidelines.
 The policy dialogue aims to lead to agreement about the policy to be pursued and to the conclusion of agreements about the implementation, funding, monitoring and other procedures. This may be difficult as any initial agreement is often found to be only superficial, and differences in the perception of the issues at stake may be uncovered when developing these matters in greater detail. This is particularly relevant when developing the GAVIM themes. The GAVIM objectives should be discussed in some detail as the donors will often initially appear to agree on them while they will often lead to prolonged discussions when developed in greater detail.

3.7 GAVIM priorities

It should be emphasised that there should be a dialogue. Although the sectoral approach is demand-led this does not mean that the Netherlands will agree to all requests. This is because the Netherlands policy includes priorities related to poverty reduction, women and development, institution building, the environment and good governance. The selection of the sectors as well as the development of the policies and their implementation should be compatible with the framework provided by these policy priorities.


The fear that this would conflict with the ownership policy is unfounded. International agreement has been reached about these themes and these agreement have been laid down in the principles and action plans of a number of world conferences. These have been signed by most of the countries the Netherlands is cooperating with.


Clearly, the fact that a treaty is signed does not mean that it is immediately implemented in practice. However, the fact that the treaties have been signed means that there are joint principles for discussion and opportunities for influencing developments. Effective cooperation to reduce poverty through the sectoral approach requires that the responsible government is prepared and able to incorporate the GAVIM objectives in the development of a sector strategy.

3.8 From project aid to sectoral aid

A stable macroeconomic framework is an important precondition for the success of the sectoral approach. To improve coherence and sustainability, the sectoral approach should form an element of the overall budget framework, which defines the allocation of government and donor funds to the relevant sectors.


In most cases, donor contributions will be made in the form of contributions to the sector budget. However, other support such as knowledge transfer and capacity building is also possible. There are various forms of funding, but where possible the aim should be to provide joint Sector Budget Support (SBS). SBS amounts to programme aid in the form of currency, and where the local equivalent funds are spent on the sector programme as a whole, or elements thereof, on the basis of the policy agreements. The contribution is supplements the existing local budget, where possible it is provided to the ministry responsible for the sector concerned through the Netherlands Ministry of Finance. The overall aim is to provide SBS. Compared to the traditional programme this means that there is a shift from project aid to 'baskets' and sector programme aid.


Public Expenditure Reviews (PER) and Medium Term Expenditure Frameworks (MTEF) are useful tools to decide on the use of the various forms of funding. Furthermore, Fiscal Frameworks are being developed within the context of SPA. These instruments provide information about the allocation to budget elements, as well as the way in which external financial aid can be allocated to these elements. Although the fungibility of financial and other assistance cannot be prevented as such, these instruments can provide clear information about planning, allocation, and application of internal funding and external aid. They provide a basis for the agreements and for monitoring and evaluation.

Annual discussions between the government and the donors based on a progressing multiyear budget framework at the macro level form an important element to support this. The agreements laid down in this about the preconditions to be fulfilled before funding is provided, and the results which the process should provide, serve as the reference framework for monitoring.

In many cases, the conditions based on policy and management consultations are inadequately fulfilled.
 In that case, the donor can decide to use different aid instruments for the time being. In such a situation, funding of the implementation of defined programme elements (possibly jointly through a basket) or projects to support the sectoral policy (particularly in the area of knowledge development, innovative activities and institutional capacity building) may be considered.


The Netherlands is urging multilateral organisations to adopt the same regime. The World Bank and, to some extent, UN organisations, can support governments in implementing the shift from project aid to programme aid.

3.9 Monitoring policy implementation

Monitoring is essential in the implementation of the strategy, policy objectives and programmes agreed by the receiving country and the donors. Monitoring requires a limited number of defined indicators to measure effect/impact and efficiency. It is often difficult to develop effective operational indicators. The joint definition of such indicators is one of the most crucial elements of the process of cooperation. It requires that the intentions are made operational in clear terms, and binds all those involved to definite programme agreements.


The monitoring system should include context-specific GAVIM indicators based on the sector analysis and reviews. It is also advisable to adopt internationally accepted indicators such as the 21 DAC indicators where possible.

The logical framework approach can be useful when developing indicators. This encourages all parties to contribute towards optimising the coherence, consistency and feasibility of the objectives, intended results and activities. In principle, this should tie in with the receiving government's monitoring system. In many cases this is not available which means that monitoring instruments will have to be developed. The development of indicators to monitor the progress of the PRS forms an important element in the PRSP process. In so far as these indicators relate to sectors in which the Netherlands is active, this provides a clear link between the sectoral approach and its implementation.

To measure the progress of the introduction of the sectoral approach in the 17 + 4 countries, a monitoring system is being developed. This monitoring system will form part of GMIS.

4 Practical implementation

4.1 Introduction

The central elements of the sectoral approach were described above. In many cases, this is a description of the ideal situation which is not always realised in practice. In many cases, there is much work to be done after selecting the sector and specific solutions will have to be developed for each country and sector. Furthermore, developing the central elements of the sectoral approach can be difficult. If the essential management and control conditions cannot be fulfilled then one should not hesitate to decide not to support a given sector. This chapter addresses a number of those steps and central elements, as well as the impact of the sectoral approach on the 'old-style' programme.

4.2 Sector selection and development of the implementation conditions

As the sectors were selected under great time pressure the choice of the sectors was not always based on an analysis of poverty or the context. Similarly, it was not always clear how and to what extent of the GAVIM elements were incorporated into the sectors. Hence, the GAVIM elements will have to be integrated within the sectors where required. This means that there is the potential and willingness to define those themes in greater detail.


Similarly, no adequate analysis of the implementation capacity in the country concerned may have been made and it may not have been ascertained that there are reliable and transparent monitoring and accountability structures. However, these aspects are essential to the success of sectoral intervention.


Hence, if there is an insufficient implementation capacity or institutional management framework, guarantees will have to be given that these will be raised to the required level during the implementation of the sector programmes. If this is not possible then the choice will have to be reconsidered.

Integration of the GAVIM objectives in the sectoral approach is an intensive iterative process which has to be carried out one or more times in each phase (see also section 4.9.4). effective incorporation of the GAVIM objectives in the PRS to be drawn up will be helpful in future.


Although the policy may be politically correct in GAVIM terms, its implementation may well lag behind. Making policies operational is always difficult as a number of questions do not have clear answers. The views within the receiving government and the donors about integration of the GAVIM themes in the sectoral policy may also differ.


One of the questions which arises within the context of the GAVIM themes within the chosen sector is if there are any priorities among the five themes. Any such priorities will affect the development of the sectoral approach. Clearly, poverty reduction is central to the Netherlands policy and should therefore direct the development of GAVIM within the sectoral approach.

4.2.1 
Institutional capacity

One of the crucial elements of the sectoral approach is the institutional and organisational capacity in the receiving country to define and implement wide-ranging programmes, including structural reform. This capacity concerns not only the substance of the policies, but also the available capacity for reliable internal audits, accountability structures, financial management, monitoring and evaluation, etc. Effective auditing and accountability mechanisms, particularly for local government, are essential to the effective and appropriate application of the Dutch contributions related to the sectoral approach.

Institutional development is an element of structural reform. Governments have to develop and implement appropriate policies for this. However, one should be aware that there are no ready-made theories, methods and techniques for institutional and organisational capacity building in developing countries. It is essential that appropriate solutions are found and that enough time is allowed to create ownership and implementation capacity among all relevant parties in the country concerned. The country has to take the lead in this, possibly supported by the donors. If donors support such a process then they should not simply provide temporary project-based support to create an adequate institutional capacity to implement the sectoral approach. Instead, the sector programme should be jointly defined and realised and institutional and organisational change and strengthening should be a central element of this from the start.

4.3 Stages in the implementation of the sectoral approach

Once the sector has been selected, the mission starts the definition and implementation process. One should be aware that the initial situation in which in the Netherlands participate in such a process may be different in each case. Sometimes, the Netherlands may already be active in a sector through projects and programmes and the first steps of the sectoral approach involve converting the existing activities to the sectoral approach. In some countries the Netherlands may have started to provide budget support (possibly earmarked) to sectors or parts of sectors, without the involvement of other donors. In other cases, the sectoral approach may have been introduced several years ago and the Netherlands may tie in with current developments. Furthermore, donors may only have recently committed themselves to a sector and may have decided to use the sectoral approach from the start. 


Given the multitude of circumstances, it is difficult to define the stages precisely. The following description assumes that the sectoral approach is about to be introduced. Of course, in some cases the Netherlands will only become involved in the process at a later stage. The description only serves as an example.


The sectoral approach includes an appraisal stage which progresses to a preparatory stage and then to the implementation stage. In all stages, the time required to develop and implement the stages must be considered. This depends on the capacity of the government concerned and the often difficult conditions under which the work must be carried out.

In the appraisal stage, the dialogue with the government, relevant civic organisations and other donors starts. In this stage the potential for the structural approach is assessed, the local institutional capacity for implementation is determined, and the strategic foundations for joint budget support are identified. The objective is to develop a shared vision about the direction in which the policy should be develop, and the objectives in the context of poverty reduction and the development of the country. A preliminary appraisal of the sector is made on the basis of existing policy documents and studies which provide information about the sector infrastructure, relevant actors and their responsibilities, the policies pursued to date, strengths and weaknesses, and the need for external support.
 


A statement of intent and a code of conduct signed by all parties involved can be used by the government and its partners to demonstrate their willingness to support the development of the sectoral policy in the required direction and to investigate the budget and management frameworks. These documents can also be used to make agreements about the activities to be undertaken during the preparatory stage, by both the government and the donors.

In the preparatory stage the policy dialogue with the government and other partners is continued to strengthen the policy framework, and to enable the government to develop a multi-year strategic implementation plan. Every year, the multi-year plan is used to draw up annual plans. In this stage it is essential that the government's responsibility is maintained, and supported where possible. In the first step, a sector analysis is made under responsibility of the government and in consultation with civic organisations. This should always include an institutional sector analysis. If there is already cooperation with various organisations within the sector then an organisational analysis will be needed. Further information about these analyses is provided in the Sector and Organisational Analysis Manual. This is then used to develop a plan for strengthening the institutional capacity.  The GAVIM themes will be introduced in this dialogue and the analyses. The experience obtained through other projects and the experience of the relevant embassy can also be introduced in this period. 


Ideally, the government should undertake such analysis itself, together with the relevant actors. If this analysis has not yet been made then the receiving government can hire external experts. Funding can be provided from a joint preparatory fund.

In Zambia a preparatory fund was found to be effective. The government can use this fund for defined activities to formulate the strategic implementation plan. These activities include sector analyses, staff training, hiring experts, etc. This also provides an opportunity for the partners to gain experience with pool funding and it gives the government greater control over the preparatory activities.

Such a fund can also be used to strengthen the capacity in fields such as analysis and planning, and for undertaking additional analyses such as an institutional analysis (ISA) or a study of funding instruments. The auditing and accountability structures in a country could also be assessed. For example, this could cover the court of audit, other auditing organisations and external auditors and accountants. Such a study was carried out in eight countries
 in 1993-1994.

This stage not only includes defining a realistic and feasible implementation strategy, but also improving donor coordination, harmonising views and procedures, and defining the funding system in greater detail.


In addition to defining a realistic and feasible implementation strategy this stage also includes improving donor coordination, harmonising views and procedures, and developing the funding mechanism.


By participating in a joint appraisal mission, the embassy assesses the policy and management aspects of the strategic implementation plan and associated funding. The embassy uses this information to determine the multi-year contribution to be made by the Netherlands, and draws up the documents about the joint funding, procedures, monitoring, evaluation, etc. agreed with the government and the other partners.

In the implementation stage financial and other support is given on the basis of the agreements. The policy dialogue is continued in the form of the reviews once or twice a year which also involve civic organisations. If the government does not take the initiative for such reviews then they may be encouraged by the embassy. Criteria and indicators will continue to be developed for joint monitoring. Where necessary, the outcome of the reviews may be used to adjust the agreements or modify the strategy. Furthermore, the government should develop realistic annual plans every year. 


Monitoring the sector will also involve themes which cut across a number of sectors, as well as factors which affect the sector such as macroeconomic developments, the impact of associated policies, administrative reform and decentralisation, popular participation, and the role of civic organisations. Monitoring will also address the correct and transparent accountability of the application of the funds. Adjusting agreements and regularly updating the sector analysis and sector policy are also included in this stage.

4.4 Donor coordination

Because the lack of donor coordination has persisted such a long time, dealing with this problem will require significant effort, at all levels.
 At the country level effective donor coordination, led by the government, is needed to optimise the effects of the aid provided, to increase coherence, and to prevent a situation in which the government has to deal with a multitude of unconnected projects and different procedures for each donor. The World Bank and United Nations organisations can help with the coordination. In this complex, the World Bank has developed the Comprehensive Development Framework (CDF) which provides a planning framework to coordinate donor contributions. Through their close relationship with the governments of receiving countries, UN organisations can effectively support coordination with each sector.

The guiding principle in aid coordination is that the donors should be flexible: preferably the procedures and systems used in the receiving country should followed. The same applies to joint monitoring and developing appropriate indicators.

As result of the delegation to the missions, donor coordination is often easier for the Netherlands than for other donors. Country-level coordination also requires coordination between head offices.


At head office level a number of actions have now been started to harmonise policies, to make the current management requirements for the structural approach funding instruments more uniform and more easily accessible, and for joint monitoring and evaluation, peer reviews and the deployment of technical assistance. In terms of monitoring, there will be cooperation with other donors and the findings and discussions about indicators of OESO/DAC and the World Bank (including PRSP and SPA) will be considered.

At a higher level, the ministry is now working on harmonisation with the regulations of the receiving country or of multilateral organisations. Steps are currently being undertaken in the SPA context. In April 2000 a conference on reducing corruption was organised in Maastricht which was attended by donors with a similar approach. This was in preparation of the Global Forum on Fighting Corruption which will be held in The Hague in May 2001.


It is important that procedures and the regulations are co-ordinated with other donors as soon as possible, even if this means that we have to give up some of our own requirements. This is because it is essential to the success of the sectoral approach that joint codes of conduct and agreements about bookkeeping and management regulations are introduced. Or, if this is not possible, they should at least be the same for each country. In the longer term the Netherlands Parliament and Court of Audit may have to be consulted.


Steps have already been taken in the policy area, such as joint policy discussions, international agreements, donor coordination in the context of SPA, agreements related to the Utstein discussions, and the publication of key sheets on subjects relevant to particular sectors, together with the UK DFID. 


The missions will be given a permanent contact with the forum management of multilateral organisations and regional development banks to make better use of the field experience of these organisations.

The promise of a joint approach can lead to greater synergy and complementarity between donors. The Netherlands will not always have to deploy its own expertise on each subject. However, as it has theme experts at the missions or in the regions, the Netherlands plays a key role in the policy processes in a number of countries.

In most cases, the donors appear to agree on the GAVIM policies. However, when these policies are made operational it is found that there are differences in interpretation and the extent of the policies. One of the problems is that at the field level the donor capacity in the area of GAVIM (with an appreciation of the macro, meso and micro levels) is often limited. The Netherlands sometimes takes the lead in the introduction of the sectoral approach and may sometimes want to proceed more quickly than is feasible. This suggests that in such a situation the Netherlands should play an active role when coordinating policies related to the GAVIM themes.

4.5 Consultation with civic society in the 17 + 4 countries

It is most important that civic society is involved in the policy discussions related to a sector. Donors can initiate or encourage this involvement. Even where there is effective consultation between the government and civic organisations, the embassy (together with other donors) should occasionally consult relevant civic organisations as well as sector organisations. 


However, there is a significant problem in that civic society is often unorganised which means that alternative strategies aimed at the general public will have to be developed to increase involvement in policy development.


Although it would be desirable to provide NGO funding through the aid provided to the relevant specialist ministry, this may not be feasible or desirable in certain settings. In that case, direct funding may be provided to NGOs which implement the sector policy. If it is decided to use this method the reasons for providing such funding will have to be clearly stated. The aim should be to show openness towards the receiving government.

4.6 Relationship between macro-oriented programme aid and the sectoral approach

Macro-oriented programme aid and cooperation are linked. Macro-oriented programme aid is provided when the Netherlands agrees with the overall policies of a country and is confident that there is adequate central implementation capacity.
 


As of the year 2000, the new country policy includes multi-year country allocations for sectoral programmes and projects, as well as for macro-oriented programme aid. The macro-oriented aid, including debt relief, concerns general financial assistance. Sectoral aid aims to produce even greater results in sectors relevant to poverty reduction. Macro-oriented programme aid and sectoral programme aid are largely based on the same preconditions: balanced macro and social economic policies and good governance.


The central implementation capacity and funding needs are relevant in the context of macro programme aid. Sectoral programme aid is preferred if the Netherlands has confidence in the general policies, but where the current or envisaged allocations for the relevant sectors are considered to be insufficient. Targeted sectoral programme aid aims to contribute to increasing the allocations made to priority sectors.

The substitution of resources within national budgets can provide a complication when giving directed aid. The aid may be used to fund activities other than those intended. Fear of misappropriation of funds may be a reason not to give any support to a country. This is one of the reasons why the assessment of the overall policies and implementation capacity of a country and the transparency of the budget framework are relevant to both sectoral and macro-oriented programme aid. As indicated in section 3.8, fungibility of financial aid cannot be avoided, but PERs, MTEFs and other fiscal frameworks are effective instruments to provide information about the overall budget framework for the allocation of the government and donor funds to the sectors.

Finally, macro-oriented programme aid to support the sectoral approach can be useful in more general terms. Examples include supporting structural reform such as civil service reform or strengthening the financial sector. Both are relevant to the operation of all other sectors.

4.7 Towards sectoral support

Where the sectoral approach is still in the early stages and where there is poor institutional capacity it may be necessary to continue use project funding which is then gradually converted to programme support.


However, in most of the 17 + 4 countries it should be possible to provide programme aid in the longer term. This is because the criteria used for country screening are broadly similar to the criteria used to provide programme aid (economic policy, social policy, good governance). Hence, the general rule is that programme aid is provided where possible and project aid where required. 


As indicated earlier, institutional capacity and management transparency can both pose problems. In such cases, the project should primarily the aim to strengthen the institutional management capacity. The objective should be to create an environment in which sectoral programme aid can be provided. This means that it is not always possible to continue existing projects. The primary requirement is that the focus should be on the sector and the sector policy. The activities should primarily be related to or contribute to the development of the sector as a whole. 


The Ministry of Development Cooperation has several options for making such contributions. In addition to suggesting ideas in the policy dialogue and during the implementation innovative activities related to the sectoral approach can also be encouraged. Budget support can also be provided to enable the receiving country to hire experts. Normally, the aid is not ring fenced. The policies in this area are currently being developed.

Although the sectoral approach aims for joint funding of the overall sectoral programme it is possible that certain donors participate on a project basis because their mandate does not permit other forms of funding. This complicates the situation but need not be an insurmountable obstacle, as long as the donors comply with the policy frameworks set by the government, and if they are prepared to adjust their procedures and to look beyond their particular project.

4.8 Management requirements and financial risks

This section will briefly address some of the financial risks and management requirements. A more comprehensive analysis is included in the memorandum on the management framework for the sectoral approach. The sectoral approach will make greater use of direct aid to governments (budget support) than before. Preferably, this should be provided through basket funding. Other forms may be used, deepening on the stage of development of the country or sector. This means that there is no direct monitoring of the allocation of the funds provided by the Netherlands.


Funding non-earmarked programmes through government bodies which are often institutionally weak increases the financial risks. Furthermore the amounts concerned are often larger than in more traditional project aid. The risks are not primarily concerned with the procedures. There are already procedures for all forms of programme aid. The greatest risk is associated with the potentially incomplete or incorrect application. Not all missions have enough experience with this method of providing aid. However, these financial management risks are often underestimated at the start, when opting for and developing the sectoral approach. 

There is no one simple answer to the question "Where is the management bottom line?". Of course, there are minimum management requirements relating to regularity which are well-known. These include the careful assessment of budget and management proposals, no contracts without assessment documents, and no payment without a contract. Reliable financial accountability and an extremely conservative policy on giving advances are also required. Management principles such as those defined in the policy document on financial management and control can be used for cooperation with governments. This document (approved by the Court of Audit and Parliament) defines ministerial responsibility for the regularity of development cooperation expenditure if the aid is given in a form where the receiving country has ownership. The principles are: 

Adequate assessment of the management provided by government bodies and organisations which the Netherlands cooperates with, before making any commitments.
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Clear definition of the cooperation arrangements in agreements. 

-.
Assessment of the implementation through monitoring and evaluation.

-.
A policy on sanctions when the organisations which carry the implementation out fail to abide by the agreements.

This means that the regularity is determined in part by the quality of the process of assessment, concluding contracts, and monitoring. This places a heavy burden on the quality of the preparatory process. It was therefore decided to use strict procedures, but to specify a minimum of substantive standards. This provides some latitude which makes it possible to accommodate the specific situation in the country or sector. The policy document on the management framework for the sectoral approach, referred to earlier, aims to make the management framework for the sectoral approach clearer and more accessible. This document also addresses whether or not the NIO should be involved, or designating financial entries as advances. 

If the direct monitoring of the way in which funds provided by the Netherlands are spent is reduced, then monitoring the output with performance indicators becomes increasingly important and we will have to rely on local monitoring and evaluation systems.


The potential risks have to be assessed in each case. This requires an effective analysis and risk assessment of the implementation and management capacity of the other party (including the monitoring and evaluation systems). A thorough analysis of the organisation and management is essential. The questions to be raised include:

Are there adequate control, accountability and monitoring structures?

Are there sufficient checks and balances to identify policy or management problems at an early stage and to deal with them?

The missions will need to have expertise in these areas. Policy and management staff will have to receive training in macroeconomic analysis, understanding fiscal, monetary and budget issues, and appraising the financial management of organisations.


Financial risks can never be eliminated completely, but they have to be limited and identified. Institutional change and improvement of the receiving government can be supported. Additionally, associated measures such as supporting the local Court of Audit or independent auditors may be taken.

4.9 Impact on the old programme

4.9.1 Approach

The sectoral approach requires a different type of commitment and additional expertise. Instead of focusing on the input, we have to measure the output and the progress of the process as shown by the results. This requires a clear definition of the objectives and the results to be obtained. These are then used to determine the required resources. Much more than now, management and policy will have to be combined, the personnel at the missions will have to operate in teams.

4.9.2 
Technical assistance

Technical assistance in the sense of supporting expertise and experience in developing countries will probably focus primarily on institutional development and organisation building. Traditional technical assistance, focussed on the long-term deployment of international experts in executive or operational roles will largely be a thing of the past. Instead, technical assistance will be incorporated in a broader range of services. Its form will also change, for example providing expertise for a shorter period, tying into knowledge networks, using local and South-South expertise, etc. This will focus on mobilising local capacity. The use of technical assistance will depend largely on the capacity which is available locally, particularly in the framework of sectoral programmes. It is expected that a draft policy framework for technical assistance will be completed in June 2000 when it will be submitted to the Minister.

4.9.3 
Quantitative objectives

The three quantitative objectives, the environment, social sectors and reproductive health, will be maintained. As the sectoral approach is based on the demand it becomes more difficult to steer the programme towards these objectives. It was decided that the environmental objective of 0.1% (including the tropical rainforest) would continue to be steered in this way. This objective will be much more difficult to realise through the bilateral programmes than the other two objectives given the more limited number of countries and the fact that it is selected less frequently than the other objectives. This is partly because the budget required for this objective is much higher. This means that where necessary bilateral efforts in the 17 + 4 countries and the theme countries will be supplemented through other channels (e.g. multilateral organisations).


Once work is underway on the other two objectives (20% for social sectors, and 4% for reproductive health) it will be determined to what extent these are realised, and what additional efforts may be required.

4.9.4 
Activities outside the sectoral approach

An exit strategy will be defined to fund activities included in the old programme which are not included in the selected sectoral approach sectors, and to fund activities which are not compatible with this approach. At the request of the Lower House an exception will be made for activities in the field of "Women and development" and "Children and development", as the Minister has made specific commitments to these areas in the Lower House of Parliament. Of course, "Women and development" will primarily focus on mainstreaming within the sectors. However, given the importance of improving the position of women, specific attention may be given to this issue outside the selected sectors.
 Mainstreaming in the selected sectors is also important in the context of "Children and development". Certain activities may also be funded separately, if clear reasons are given why the Netherlands should fund such activities in a specific country. Priority will be given to activities to prevent child labour.

Support for flanking policies and themes relevant to more than one sector may also may be provided. 


Flanking policies can be accommodated if the effective application of the sectoral approach requires the support of an activity in a sector which was not selected. Support for drafting a land rights act (Justice sector, Ministry of Justice) to support the agricultural sector is an example of this.


Sometimes, themes which cut across the sectors can only be developed successfully when aid is provided outside the sector. For example, giving support to the Ministry of Women's Affairs to support gender issues in the Rural Development sector. Themes which go beyond the sector can be supported if they improve the conditions for the implementation of the sectoral approach in general. Examples of this include providing support for the court of Audit, or shaping the decentralisation process.

4.9.5 
Cross-border activities

Countries which the Netherlands cooperates with have to deal with a range of problems. Some of these problems extend beyond national borders and have to be solved together with neighbouring countries, or can only be solved regionally or globally. The following situations may arise:

a)
Cross-border activities related to the selected sector or theme. If a sector analysis indicates that there is a problem in a sector which requires a solution in surrounding countries or through a regional approach or programme (e.g. upstream water management), funds may be contributed to such a programme. The missions should address this issue from the start. In sectors where cross-border or regional problems are expected it would be reasonable to designate part of the funds allocated to the country as the solution can only be provided if it is not limited to the sector or theme country. Of course, this should be discussed with the country concerned. To prevent any misunderstandings is important that agreements are made on this issue at the earliest possible stage. For this reason the term country allocation should be used carefully, it would be better to refer to sector allocations where funds can be reallocated between sectors.

b)
Cross-border activities outside selected sectors and themes. Recently some flexibility was introduced to deal with other cross-border problems. In each region covering the 17 + 4 countries, one or two problems can be defined for each region. These funds are outside the allocations agreed with the countries under the bilateral agreements, and are charged to the central budget. The work and budget are allocated to the relevant missions, under regional codes. Such regional activities are funded through multilateral or international NGO channels. Exceptions may be made with the approval of the Minister. Where possible, funding is provided through core or programme funding.

c)
Institutes in the region. Support provided to institutes outside the relevant bilateral cooperation country should be based on the sectoral or thematic issues of a country with which the Netherlands has a close cooperation relationship. Where possible, the contribution to such an institute should be country-specific, possibly through a number of multiyear fellowships related to the sector or theme. These will be funded from the sector allocation of the relevant country. In certain cases a general contribution may be made to regional institutes and other organisations. Again, this should be based on the countries, sectors or themes covered by bilateral programmes. Funding will be provided from general funds, under a regional code. During the agreed period the work and the budget will be allocated to the mission in the country where the institute is based.

� There are now 21 countries (17+ 4): India, Bangladesh, Sri Lanka, Vietnam, Tanzania, Zambia, Mozambique, Ethiopia, Eritrea, Mali, Ghana, Burkina Faso, Uganda, Yemen, Bolivia, Nicaragua, Macedonia, Egypt, South Africa, the Palestinian Territories and Indonesia.


� Two to three sectors in the 'smaller' (up to 45 million NLG in 1999, excluding macro support and debt relief) countries and at most four sectors in the 'larger' countries.


� Some of these objectives, such as the international sectoral policy development are in fact highly compatible with the sectoral approach.


� It is up to the relevant government to decide to what extent multilateral organisations are involved. Hence, this form of multilateral/bilateral operations, where the mission serves as the client, will be phased out with the introduction of the sectoral approach.


� De kwaliteit van de Europese Hulp (May 1999); De kwaliteit van de VN als kanaal voor Ontwikkelingssamenwerking (September 1999); De kwaliteit van de Internationale Financiële Instellingen als kanaal voor Ontwikkelingssamenwerking (December 1999).


� Currently, the drafting of a Poverty Reduction Strategy Paper is a formal requirement for debt relief (HPIC) for IMF loans under the Poverty Reduction and Growth Facility (PRGF, formerly ESAF and World Bank concession loans).


� As a result of the introduction of the PRSPs, the coordination between the development strategy of a country and intervention by the WB, IMF, UN organisations and bilateral donors will be significantly improved.


� In this context the World Bank refers to a Comprehensive Policy Framework with an Expenditure Framework and associated management and capacity building system (Sector-wide Approaches for education and health in Sub-Saharan Africa, March 2000).


� The policy plan is generally the least difficult as it is not difficult to draw up an impressive document, the difficulty lies in making realistic choices - deciding what can be done and what cannot be done. Both the relevant government and the donors have to address this. 


� PRSPs will become relevant in promoting aid coordination. Aid coordination is essential to the successful implementation of the strategy. 


� However, one must be aware that the agreements made are often highly ambitious and therefore not particularly realistic. 


� These include pursuing effective sectoral policies aimed at reducing poverty, transparent budget frameworks, independent internal audits, regularity and effectiveness of the application of funds, reliable reporting and monitoring, and evaluation. 


� It is not always necessary to include the sector in its entirety. In Tanzania, for example, a start was made with a coordinated approach, policy plan and basket financing of the tuberculosis programme. These experiences now provide a basis for the sectoral approach for the sector as a whole. 


� These countries were: India, Sri Lanka, Bangladesh, Mozambique, Uganda, Yemen, Tanzania and Nicaragua. 


� International donor coordination requires that all donors use the same premises throughout their organisations, i.e. both in terms of content and policies, this can lead to international tensions. 


� Of course, these organisations should respond to the government's need for coordination. Furthermore, the organisations should be expected to send a UN representative, instead of turning up in large numbers. 


� For a detailed description of the assessment criteria you are referred to the memorandum 'Macro-georiënteerde Programmahulp' of 6 December 1999.


� See the DSI/VR memorandum.
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