




An Appetiser for the Informal Workshop on
Performance and Coherence in Multilateral Development Finance, 
Berlin, 29-30 January 2007

Dear Participants,
This document is not designed as a formal “input paper”. Please read it as an “appetiser”, containing food for thought for next week’s discussions. We are also pleased to announce our new website:

http://www.oecd.org/development/globalforum
This Workshop has two important features.
Firstly, it is not a “once-off” meeting, but is part of a new multi-actor dialogue process called the OECD Global Forum on Development. Results from our discussions will be carried forward in other events, such as the 1st Annual Plenary of the Global Forum, which will take place in Paris on 3 April 2007. By focusing on a stable theme over three years, we hope to generate real impulses for a more effective development finance system.
Secondly, the Workshop is designed to be informal. We would thus like to encourage you to express your personal points of view as experts, rather than official representatives of your various institutions. Comments will not be attributed to individual participants in our reports of the event. Please help us ensure an open, inclusive and frank discussion.

The overarching objectives of the Workshop are twofold:

· to shed light on the complexity of the multilateral development finance system;

· to explore options for making this system more effective in promoting development and, more specifically, in reducing poverty.

As can be seen from the Annotated Agenda, the three Sessions are structured around these objectives.
· In Session I, we hope to foster a common understanding about the complexity of the current multilateral landscape, and to identify the various levels of (in)coherence in the system: among multilaterals; between  bilaterals and multilaterals; and with regionals. After a first round of discussion in Session I, the six Breakout Groups will examine these issues in greater depth.
· In Session II, we will contrast the various mechanisms for measuring and comparing the performance of individual multilateral organisations. We anticipate a thorough discussion of the respective strengths and weaknesses of these mechanisms will help guide bilateral policy makers’ approaches to the multilateral institutions.

· Session III will pull together the preceding conversations with a forward-oriented discussion about the overall performance of the multilateral development finance system. How can potential incoherences be ironed out of the system, for example by rethinking the allocation of roles between key actors? In order to foreshadow the second year of the Global Forum process, a further question is important: how can developing-country ownership of multilateral activities be strengthened?
In addition to the presentations on our website, may we invite you to read the following brief inputs, sent to us by our lead presenters in Session I (Helmut Reisen and George Mavrotas), Session II (Peter Wolff) and Session III (Daniel Cohen and Louka Katseli).
We look forward to seeing you on Monday.

With kind regards,

Felix Zimmermann (on behalf of the event organisers)
Mapping the Multilateral Development Finance Non-System
George Mavrotas (UNU-WIDER) & Helmut Reisen (OECD Development Centre)
The presentation maps the rising complexity of the multilateral development finance non-system, in order to help identify areas for consolidation, address fragmentation and poor coordination at country level, and help identify comparative advantages for an institutional role assignment among multilateral agencies.  

The Multilateral Development Finance Non-System now encompasses bilateral and multilateral donors, global programmes and non-government organisations, private philanthropy and the private commercial sector. In particular for the creation of private institutions, there has been a strong dynamic; the UNDP recently counted around one thousand development financing mechanisms.

After presenting evidence that donor fragmentation and duplication are a problem for ODA recipients, it is noted that new non-DAC donors may pose a problem for debt sustainability in low-income countries. Multiactor funds and the Millennium Challenge Account need to coordinate with DAC donors if they want to create net benefits beyond the added transaction cost of resource mobilisation and program organisation.  Meanwhile, the UN system has been weakened as it is subject to ‘cherry picking’, with selected voluntary contributions rising strongly while core universal functions remain underfinanced.

Rules for policy assignments are discussed: the Tinbergen Assignment Rule would call for institutional specialisation, but this may raise aid volatility. Other rules are the policy and poverty selectivity of lending, reform ownership building, alignment with other donors,  avoidance of country overlaps, and agency procedures such as speed of disbursement.

There is growing evidence of the effectiveness of individual multilateral development institutions, and multilateral performance measures can help improve such effectiveness. However, these measures cannot improve the coherence of the entire system as they do not lend to interagency comparisons or identify clear overlap, duplication and mission creep.

 Reforming the multilateral aid system will have to observe (and reduce) system complexity; this would militate for reform from outside the system and for agency coordination. By contrast, agency competition and reform from inside the system would be helpful for policy choice, sense of ownership and voice from poor countries.

To make advances in streamlining the system, it is recommended to break existing circles of institutional patronage, involve all relevant ministries at cabinet level, to replicate Delivering as One for the entire system of development finance, to consider explicitly possibilities of agency merger and closure, and to include core aspects of system-wide coherence in future agendas of evaluation networks

Assessing Performance of Multilateral Organisations

Peter Wolff (German Development Institute)
The performance of multilaterals can be measured at different levels of the logical framework hierarchy: in terms of overall development impact and sustainability, or more narrowly in terms of whether inputs are successfully transformed into outputs (efficiency) and outputs into the realization of short term objectives (effectiveness). Most donors are interested in measuring impact, but most also find this difficult, because of long lines of causality and consequent difficulties of attribution. 
The overall level of multilateral assistance varies between donors. It should be kept in mind that strategic engagement is not necessarily restricted to (a) the single goal of poverty reduction or (b) only financial contributions. The very existence of multilateral agencies is generally regarded as positive and an asset to member countries. Positions towards multilateral organisations are based on a mix of factors: their mandate, potential, trust in the governance of the institution, maintaining one’s rank, influence within multilateral organisations, and their effectiveness. Note that the latter is one element in a number of arguments on why to engage with the multilateral system.  

In the past, debate concerning the (poor) performance and general value of multilateral agencies has led to discussion among donors (and within donor administrations) on whether to continue funding them. Ultimately, changes in their governance plus the apparent will of members to keep these institutions alive have resulted in the maintenance of funding, despite the concerns. A strong feeling seems to prevail that ‘staying on board’ and changing institutions from within, rather than pulling out, is a better approach. In many cases, to ‘stay at the table’ is a strong argument for continuing financial contributions.

Generally, donors are sceptical about a mechanistic assessment of performance without due regard to the potential or particular mandate / role of an agency. Predominant assessment methods employed are a mix of ‘informed political judgement’ (i.e. based on ‘experience’) and multilateral organisations’ self-assessments. The former is informed inter alia by notes from diplomatic missions in partner countries (as is the case with the Multilateral Organisations Performance Assessment Network, MOPAN).

The UK’s Multilateral Effectiveness Framework (MEFF) is regarded critically as it is suspected that it could lead to a somewhat ‘mechanistic’ approach to funding allocations. Even if standard assessments are used, it is felt by donors that they would be of limited use: results could easily lead to justifiably contradictory reactions, as final decisions are inevitably mediated by political judgement.

Thus, the importance of multilaterals’ self assessment is emphasised by many bilateral donors. There are increasing endeavours to systematically approach the performance of MLOs within these institutions, e.g. through strong monitoring and evaluation departments.

Clearly, the multilateralisation of aid points to a need for multilateralisation of assessments. Bilateral assessments, such as MEFF are viewed with a degree of scepticism. The lack of clear logical lines in the assessments and the limited ability to attribute certain actions to one particular donor indicate that coordinated approaches by donors may be a better approach. Such developments can either strongly rely on and/or be supportive of organisations self-evaluations or take the shape of bilateral networks to assess MLOs, such as MOPAN.

Multilaterals and Bilaterals on the Ground: Division of Labour or more Effective Coordination?

Daniel Cohen and Louka T Katseli (OECD Development Centre)
Pressures to deliver are rising but the development finance system is becoming increasingly complex and transaction costs on the ground are rising. What should be the division of labour, if any, between multilateral development banks, regional banks and bilateral donors? How can transaction costs be lowered?
Evidence on comparative advantages

Conventional wisdom argues in favour of the multilaterals’ comparative advantage in lending:
· Superior Enforcement Capacity (Bulow and Rogoff, 1992).

· Political Legitimacy/Improved Negotiation Capacity (Rodrik, 1995).

· Access to private capital markets (Rodrik, 1995).

· Debt restructuring capacity and default management (Banerje and He, 2003).

However, the evidence is not as clear.
· The multilateralization of least-developed countries’ debt makes multilaterals’ business riskier; their legitimacy is being eroded as their portfolios are becoming non-diversified.
· MDBs may have  greater technical capacity for pooling and innovative financing, but have not as yet demonstrated it

· An extreme dichotomy where only multilaterals extend loans is risky.

· The emergence of new actors and instruments, and the quest of “dynamic efficiency” are likely to push larger bilaterals to merge grants and loans.

· A sharp division of labour is likely to be eroded.

ODA per capita increases with per capita income, colonial status and better governance; it falls with increasing population size. The share of multilateral ODA seems to increase the poorer the country and the better its governance. Multilaterals do not seem to correct the bilaterals’ bias in favour of former colonies - former colonial donors are able to influence the agenda of multilaterals in favour of previous colonies.. However, they do appear to act as stabilizers by diversifying options for poorer countries (less so for those with smaller populations).

The population size and income level of donors do not seem to determine their allocations to multilaterals; small donors do not appear to prefer multilaterals – there is no apparent pooling incentive. Conservative governments and unfavourable domestic public opinion seem to tilt allocations towards multilaterals. 
Some figures seem to suggest that multilaterals have a comparative advantage over bilaterals in funding productive sectors and social infrastructure services, as opposed to economic infrastructure and emergency assistance where bilaterals hold the lead.

However: clear institutional assignment neither possible nor probably desirable.

Lowering transaction costs on the ground

The largest five donors in every African country provide more than 80 per cent of total ODA. Both multilaterals and bilaterals appear on these “top 5” lists. However, many small donors remain present at country level and raise transaction costs, especially in small countries with good governance. Larger countries appear systematically disfavoured. 
The Paris Agenda could improve aid effectiveness, but is not expected to lower transaction costs on the ground. A system of “evolving delegated coordination” might be a welcome innovation for both donors and recipients. The “Education for All Initiative” appears to provide a good practice to follow. 
