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1. Introduction
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In principle, all development cooperation

approaches are aimed at achieving

‘results’. The international debate on

results-based approaches differs from

previous debates in that development ,
cooperation in practice often focuses on

inputs and processes. In many cases, aid * ¥
resources are intended for investment (in

the construction of schools, for example)

or advisory services (for the education

sector, for instance), but it is rarely possible to show ‘results’ in terms of measurable
improvements in the well-being of people (i.e. in the sense of outputs and especially
outcomes). Instead, aid success is recorded through input and process indicators,
showing, for example, whether expenditure on a country’s education sector is
increasing or whether agreed reform documents (such as a sectoral strategy for
education) have been approved.

Although documenting reforms and expenditures indicates how development activities
in a partner country can be assessed, the information content is limited for two
reasons. First, it is often unclear whether the intended results have actually been
achieved. For example, are more children being educated and what is the quality of
education that graduates have received? Second, what did development aid contribute
exactly? If results have been achieved, are they causally linked to the development
cooperation activity?

Results-based approaches seek to identify quantifiable and measurable results that can
be attributed as directly as possible to the effects of development cooperation. This
makes them a promising approach for implementing post-2015 development goals,
where the link between aid intervention and development results needs to be
documented. Results-based approaches aim to establish a close link between aid
disbursements and incentives to encourage development results. These results-based
approaches are envisioned as overcoming several drawbacks of input-oriented aid,
such as ‘no clear result evidence line’, heavy transaction costs, and the bypassing of
partner countries’ national systems. Knowledge on and understanding of conceptual
underpinnings and actual experiences in implementing results-based approaches is,
however, still limited (Klingebiel, 2012; Perrin, 2013; Janus, 2014). This paper therefore
adopts an exploratory approach in order to better understand the concept of results-
based approaches and document initial experiences.

Overview: A Brief Literature Review

Research on results-based approaches relates to several literature strands on foreign
aid, including literature on the impact of foreign aid, aid allocation and conditionality,
and aid modalities. The empirical literature on the impact of foreign aid often focuses
on either demonstrating a positive (Clemens et al.; 2004, Minoiu and Reddy, 2010;
Addison et al., 2013) or negative effect of aid on economic growth (Easterly et al., 2003;
Rajan and Subramanian, 2008). However, evidence of the overall impact of aid on
economic growth remains mixed. In addition, there is more nuanced analysis on
whether aid promotes human development, especially in the areas of education and
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health. Here, substantive proof exists that aid can reach intended beneficiaries and can
provide them with key services, which increase human welfare. (Fielding et al., 2006;
Morrissey, 2010; Kenny, 2011). Depending on the size and level of certain results-based
approaches, research into them can contribute to the debate regarding the macro-
effects of aid, including effects on growth and human development.

Literature on the impact of foreign aid also increasingly focuses on micro-level
interventions that measure the effects of individual aid interventions within a confined
environment. Especially, rigorous microeconomic impact evaluations, often including
the use of randomized control trials, have demonstrated the potential for well-designed
project interventions to generate development results (Duflo and Banerjee, 2011;
Karlan and Appel, 2011). Small-scale, results-based approaches therefore strongly
relate to research that focuses on demonstrating and comparing the measurable effects
of individual aid programmes.

Another strand of relevant literature analyses aid allocation and conditionality. Donors
have a history of making aid disbursements conditional on policy reforms in recipient
countries. There are broadly two generations of conditionality in the literature. First
generation conditionality was aimed at reform of economic policy, mainly market
liberalisation as promoted by the World Bank and International Monetary Fund
through structural adjustment programmes (Stokke, 2004). Second generation
conditionality in contrast is more closely related to political conditionality, often
linked to accountability, transparency, and recognition of human rights (Van de Walle,
2005; Collier, 2007). As part of second generation conditionality scholars have argued
that aid is more effective in the right policy environment (Burnside and Dollar, 2000)
and proposed ‘performance-based allocation’ of aid (also called aid selectivity). Based
on those findings the USA introduced the Millennium Challenge Corporation (MCC) in
2004; research in this regard indicates that aid allocation can support the reform-
mindedness of recipient countries and that an "MCC effect" exists (e.g. Ohler et al.,
2010; Parks and Rice, 2013).

Yet, there are also indications that aid conditionality possesses only limited
effectiveness (Collier and Dollar, 2002; Killick, 2004; Temple, 2010), not least due to the
inherent motivations of donors to disburse aid budgets, thereby undermining the
effectiveness of their conditionality. In response to this challenge donors attempted to
move towards ex-post conditionality (Svensson, 2003; Booth, 2011), meaning that
donors should switch from disbursing against pre-specified menus of policy changes to
the allocation of aid on the basis of periodic overall assessments of government results.
This modification to second generation conditionality might avoid issues such as moral
hazard (e.g. interruption of reforms after the aid transfer has taken place) and follows a
disbursement logic, where the partner country is expected to deliver results first
before resources are transferred. Research on the contract character of aid is devoted
to those aspects (e.g. Azam and Laffont, 2003). Such an approach also promises to
provide fiduciary assurances to donors but also requires a better understanding of the
links between specific policy actions and expected medium-term outcomes (Koeberle et
al., 2005). While the idea of ex-post conditionality has been debated in the academic
literature for some time, it is only recently that aid programmes have turned this
thinking into practice in the form of results-based aid (also RBA).

One important distinction between second generation conditionality and conditionality
in the context of results-based aid is the nature of conditions. Second-generation
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conditionality focuses on political conditionality aspects, meaning conditions that are
not directly related to the specific aid intervention. Aid is used to incentivise reforms of
the broader political system beyond the scope of donor-funded interventions in specific
sectors. Conditionality in the context of several results-based aid approaches, however,
explicitly addresses technical triggers closely related to the outcome of a specific aid
intervention. For example, disbursements for education and health programmes would
be based on the independent assessment of ‘school completers’ or people vaccinated.
The idea behind this more technical type of conditionality is to avoid politicised donor-
recipient discussions, and focus on implementation challenges. Whether this
theoretical distinction between political conditionality and technical triggers is feasible
— also in practice — will be revisited in the final chapter of this paper.

Lastly, results-based approaches relate to literature and policy debates on the
effectiveness of different aid modalities (Tilley and Tavakoli, 2012). The debates on aid
effectiveness — as presented in events in Paris, Accra (Wood et al, 2011) and Busan —
have a set of standards and principles in order to make aid more results-oriented.
Results-based aid is one major attempt to apply these aid effectiveness standards in a
new modality for organising aid relationships between development partners and
partner countries. Yet, it is disputed whether results-based aid is able to overcome
traditional weaknesses of other aid modalities and whether results-based aid creates
additional challenges or not (see, for example, de Renzio and Woods, 2008; Pereira and
Villota, 2012).

Overall, there are open questions regarding whether results-based approaches can
improve the impact of aid, including on the macro- and micro-level, whether results-
based approaches can set effective conditions for partner countries to reform, and
whether results-based approaches represent a modality that conforms to principles of
effective aid. These questions are pertinent to the overall future aid discussion in the
context of a post-2015 development agenda. Achieving the post-2015 sustainable
development agenda will require spending significant aid resources, especially in the
poorest countries. The amount of resources that will be channelled through results-
based aid and its developmental impact will critically depend on the potential and
limits of this approach.

In order to assess the potential and limits of results-based aid this paper proceeds in
four steps. First the concept of results-based aid is defined. Second, potential
advantages and disadvantages are introduced. Third, the paper presents initial
practical experiences, including the case of results-based aid for fiscal decentralization
in Ghana and Tanzania. Finally, the paper draws conclusions.

2. The Concept
Terminology

Definitions are a challenge in the debate on results-based approaches since there is no
common terminology. The key feature of these approaches is that payments are only
made once a pre-defined result has been achieved. In this regard results-based
approaches differ from other aid approaches where funds are used to finance specific
inputs for achieving results (e.g. schools to improve education, medical equipment to
improve the health situation of the population, etc.)
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Several competing terms and concepts are used in the discussion on results-based
approaches (output-based aid, performance-based aid, results-based funding, etc.) Yet,
there is a growing international consensus on definitions (see, for example, Pearson,
2011; de Hennin and Rozema, 2011; Birdsall and Savedoff, 2011). This paper focuses on
results-based aid (also RBA) and provides the following definition: in general terms,
results-based aid is a partnership between a development partner (donor) and a
partner government (recipient). A main feature of results-based aid is based on the
introduction of an ex-post conditionality concept: a contract between both partners
that defines incentives to produce measurable results. Aid disbursements or non-
disbursements are directly linked to these independently verified measures of results.
If these results have been achieved, the aid disbursement will be released; and if they
have not, the aid disbursement will not take place. It is necessary to agree upon a ‘unit
price’ in advance (e.g. how much aid is provided per student passing the final exam).
Donors are not involved in the implementation process (‘hands-off’).

Key Characteristic

The main characteristic of results-based aid is the link between aid intervention and
strong incentives to encourage results. The main underlying assumption is that, in the
past, aid approaches focussed mainly on inputs or processes, and only in some cases on
outputs. Examples of aid interventions that are directly oriented towards results are
rather rare. Typical aid interventions, for example in the education sector, focus on
providing the necessary inputs for achieving a desired result. Inputs in this regard
might include providing advice to the ministry of education in order to develop a new
educational concept or a strategy for increasing school enrolment rates.

On the investment side, an input-based intervention might consist of funding new
primary school buildings or establishing a specific education budget target as a
minimum share of the total national budget (e.g. in the context of sector budget
support). However, providing inputs does not always lead to the desired results. For
example, even with a lot of consulting and investment in school buildings, school
enrolment rates and the individual educational achievements of children might not
increase. Reasons for this possibly include incentives on a household level to keep
children at home or a ministry in charge of education that has had no real political will
to implement an effective sector policy that ensures that schools are staffed with
adequately trained teachers and equipped with teaching materials. And even if the
enrolment rate did improve after the donor intervention, it might not be possible to
determine whether this success can be attributed to the donor intervention or whether
it would have occurred as well without the donor’s support.

Results-based aid aims to address this challenge. At least on the conceptual level, the
link between the donor intervention and the objective aspired to in terms of
measurable results is a close one, since the donor intervention provides strong
incentives for results.

In the present paper, results are defined as the direct and indirect effects of inputs and
activities. We can distinguish between different levels of results. Outputs are normally
technical results (for example, a newly constructed school). An output might lead to the
next level: outcomes (for example, increase in enrolment rates because new school
facilities are available). The most ambitious level of results is impact. Impacts are
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defined as wider developmental effects (for example, poverty reduction due to
improved educational outcomes).

Still, it might be difficult to always make a clear distinction between different
categories along an impact chain. For instance, depending on the point of view
adopted, an increase of a sector budget share might be defined as an input (e.g. to give
more priority to a sector) or as a result if a larger budget is seen as an end in itself
(Pearson, 2011, 4).

Figure 1 — Results-Based Aid — Impact Chain
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Results orientation and results management in the framework of aid have many
different forms. On a technical level, aid agencies have developed a number of tools for
focussing on results (see, e.g. World Bank, 2011a, 35; CoP-MfDR, 2011; OECD and World
Bank, 2008). Examples include results-focus in strategies, results-oriented planning and
operations tools, and monitoring and evaluation systems focussing on results.
However, there is a distinction between results-based management that is a cross-
cutting tool for aid agencies to organize their work and results-based aid that refers to
a specific financing modality.

Phasing of Results-Based Aid

Results-based aid is organised in three phases with a clear division of labour between
the aid provider and the aid recipient. The first phase of results-based aid is the
preparation and finalisation of a contract between a development partner and the
partner government. This step is crucial in several respects. Both contract partners
have to identify an area, sector, or a specific objective that is important for the
development process of the country and suitable for results-based aid at the same time.
The selection process presents several challenges. For example, social sectors such as
education and health quite often receive more support from donors than do other
sectors. If a high level of support in a given sector is available, it might be difficult to
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identify a relevant ‘result’ since a number of other interventions are being funded
already. In addition, an results-based aid programme could compete against other
interventions in certain cases. For instance, a partner country that does not achieve the
results agreed with one donor could try to substitute this financing gap with funding
from another donor. Here the incentives set by results-based aid would be diluted.
Other important considerations in the preparation phase are related to the duration of
the contract and the sustainability prospects of the supported area (e.g. the question of
how the partner country is going to deal with the situation if and when donor support
comes to an end). Also, contract partners have to agree on a measurable result and an
appropriate indicator or set of indicators. A key task is to ensure that baseline data is
available or can be collected. Further, the process for data collection and data analysis
has to be discussed. Finally, a ‘price per unit of progress’ has to be identified. The
contract partners have to discuss and agree upon a performance level for results that is
appropriate (At what level do we reward, for example, ‘additional’ students passing the
final exam? Is the level achieved last year an appropriate starting point, or should we
use an average of the last few years? etc.)

The second phase is characterised by the implementation of the activities necessary to
achieve the results. The nature of the activities could vary. One major bottleneck might
be inadequate funding for a task, and the government might now be willing to provide
more resources. Perhaps insufficient capacity is a major obstacle and the government
would now agree to take specific remedial action (additional staff, training for staff,
implementation of a retention strategy, etc.). Other possible obstacles for achieving
results might be related to an overall power game within the government. However, as
aid disbursement now depends on results, this could impact on internal decision-
making processes. Most importantly, the partner country is in charge of the whole
implementation process.

The third phase is based on an assessment of the progress made. This should normally
be carried out by a third party in order to ensure high-quality and incontestable data.
The data will serve as the basis for the calculation (price per unit of progress) of the aid
disbursement, since incremental progress is to be rewarded. The progress assessment is
to be carried out on a regular basis (e.g. annually).

3. Potential advantages and challenges

Practical experience of results-based aid programmes is limited (see Klingebiel, 2012;
Perrin, 2013; Janus, 2014). In the area of budget support, the European Union has been
using an results-based aid-type instrument in the form of variable tranches, which are
based on performance agreements. The result indicators used in this context relate in
particular to the health, education, and water sectors. Experience with performance-
based tranches in major budget support approaches has been positive, since an
incremental payment procedure makes development aid inflows predictable to some
extent and acts as a performance incentive. The USA’s MCC programme similarly
adopts a resulted-based approach in that aid allocations for different countries are
based on meeting the requirements set out in a list of indicators. The United Kingdom’s
Department for International Development is currently implementing a results-based
aid pilot in Ethiopia in the education sector. In 2012, the World Bank added the
Program for Results, a results-based approach, to its set of instruments.
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Against the background of ongoing aid debates, several general considerations can be
discussed concerning results-based aid — some of which might be relevant to one
specific results-based aid type but not to another.

Potential advantages of results-based aid

Action is directly aimed at providing incentives for results: the behaviour of all actors
(development partners as well as partner governments) is significantly influenced by
the results. There are direct links between the aid interventions and incentives (which
might lead to results); the benefits might be more immediate and quantifiable.

Incentives for performance: the input of aid creates incentives to perform for the partner
country. This performance orientation can have a spillover effect into other sectors of
the partner country.

Strengthened ownership on the part of the partners / partner government responsible for
implementation: the task of achieving the goals lies with the partner government. The
donors have no responsibility for implementation. This strengthens the partners’
political and administrative systems. At the same time, the approach might be
supportive of more mutual accountability.!

Better verification of the results of aid: closing the ‘attribution gap’ (proving a direct
causality of aid measures and incentives that lead to results) might be more successful
in specific cases. This can help donor countries to demonstrate the concrete benefits of
aid (visibility of the development partner). However, there might be a risk of simplistic
causal ‘attributions’, especially in those cases where results were achieved; results-
based aid does not lead to an easy and automatic attribution of results to aid
interventions.

Possible disadvantages and limits of results-based aid

Responsiveness of the partner’s political system to incentives: the results-based aid concept
assumes that the partners are open for incentives to perform better. This applies to
those partner countries that show a strong performance orientation (‘good
performers’), or at least where there are areas of access, such as in specific, viable
institutions (‘pockets of effectiveness’, see Roll, 2011). However, the literature provides
examples — especially regarding low-income and highly aid-dependent countries —
where those favourable conditions are non-existent or only partly assured.
Particularly, research on political systems in a number of sub-Saharan African
countries shows evidence for systemic non-performance in core areas of service
delivery (see, e.g. van de Walle, 2005; Chabal and Daloz, 1999).

Adverse incentives, unintended consequences, and non-systemic strategies: generally
speaking, there is a danger of setting adverse incentives; a strong focus on a specific
outcome might tend to result in non-systemic analysis and strategy. The pressure to
achieve certain goals can thus lead to the neglect of other priorities in the same sector.
Indicators that might not be entirely suitable to this approach jeopardise the
implementation of policies that are too heavily focussed on quantitative goals.?

Capacity: the approach implies that the partner countries have the capacity to achieve

results. If their capacities and their public financial management system are deficient,
this does not seem realistic.
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Sectors and data: results-based aid cannot be implemented equally well in all sectors.
Social sectors, such as education and health, as well as sectors dealing with
infrastructure services that can more easily be measured (transport, public water
supply, etc.) are well suited to results-based aid. In other sectors it may be harder to
measure these results or to come to an agreement on them with the partner countries
(such as complicated agreements on good governance), and the direct effects cannot
always be clearly shown as wider outcomes. This applies, for example, to various areas
of public financial management.

Losing entry points for policy dialogue / de-linking (some) results-based aid approaches and the
political context: where results-based aid involves an automatic mechanism for payment
following the achievement of certain goals, difficulties might arise if a development
partner were forced to pay out, even if faced with an unfavourable political
environment, including massive governance problems (such as serious human rights
abuses). Results-based aid is not an instrument for expanding opportunities for policy
dialogue.

Insufficient pre-financing capacities: in the context of this approach, pre-financing by the
partner country is intended, or even necessary. Because of tight budgets in a number of
low-income countries, this could be a major obstacle.> There is the further risk that
other aid resources in a country might be redirected to this end.

Fiduciary risks: Results-based aid risks might be similar to programme-based approaches
(such as budget support or pooled funding mechanisms) in terms of fiduciary
challenges (Leiderer, 2012). Since aid disbursements are not tied to specific activities or
procurement procedures, fiduciary risks might be a relevant challenge.

Time horizon: results-based aid can create a short-term perspective, because it might
cause a focus on results that can be achieved quickly. Results that can only be achieved
in the medium or long term might clash with short-term political rationales (desire for
re-election, etc.)

Factors out of the government’s control: in those cases where results agreed upon are not
reached because of factors not under the control of the government, the effect of
incentives for performance vanishes because disbursement of results-based aid funds
does not take place, regardless of the development-orientation of the government. For
example, if a partner government faces the strong need to cut a budget because of the
overall economic situation (due to an international crisis or unfavourable terms of
trade), there might also be the need to reduce the budget line for achieving results.

Danger of unambitious results: whether results are realistic or unrealistic is often vague.
Since partner countries and donor agencies have an interest in disbursing the rewards,
there might be an implicit tendency to identify less ambitious results.

Some of the limits and technical challenges mentioned above might be tackled. For
example, in those cases where insufficient pre-funding capacity would not allow the
use of results-based aid, an adjustment of the approach is reasonable. In such a case
several options might be considered. (i) The donor could set up a system where (partial)
pre-funding is provided, for example for the first expected cycle of results. However,
this course of action might contribute to a significant reduction in the intended
incentive and pose a challenge if results are not achieved (How to organise
reimbursement in case of non-performance? Is this procedure really enforceable? etc.)
(ii) Another option might be the reimbursement of the interest paid in those cases in
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which the recipient borrows from the capital market in order to be able to make the
necessary investments. However, even if a reimbursement was agreed upon in advance,
there might be other effects on the recipient’s budget (e.g. due to borrowing limits set
by the International Monetary Fund).

Further provisions might be included in order to specifically support the capacity
aspects and the reliability of data; regulations in this regard are included, for example,
in the new World Bank approach. An upfront investment earmarked for building the
capacities of the institutions concerned could be integrated into results-based aid. This
amount could be provided in advance and spent in line with an agreed approach (such
as tendering of capacity-building activities in the specific area). A similar approach
might be used in order to improve the quality of data needed; for example requiring an
agreed amount or share of aid to be used to ensure the regular provision of reliable
data.

Regarding results-based aid, there seems to be a rather high probability of a low
disbursement level due to poor or non-performance (at least in those cases where
ambitious targets are set). On the one hand, the possibility of partial or non-
disbursement is an important feature of results-based aid. It is the intention of the
approach to establish a strong link between performance and the provision of aid. If
the aid amount is finally made available to the partner country in some way, even in a
case of non-performance, there might be an adverse impact on the incentive structure
from the beginning. On the other hand, partial or non-disbursement is a crucial
challenge for the partner country in terms of the predictability of aid.* In addition,
such a situation might also lead to challenges for the donor (aid management) and to
questions about the impact of the country strategy. For example, if the government of
the partner country is not able to perform (i.e. to provide results in accordance with
the results-based aid agreement) solely due to exceptionally unfavourable international
conditions (reduced budget because of adverse international market prices for relevant
commodities), the donor might be under pressure to disburse despite non-achievement
of results.

Typically, results-based aid is associated with interventions in social sectors (often
education and health) and sometimes with interventions concerning other direct
service delivery activities (such as access to sanitation). These intervention areas have
some specific features:

« It is easy to identify development results. In many areas, reference can be made to
international and national objectives (e.g. Millennium Development Goals or national
poverty reduction strategies) and / or international standards.

* These results are measurable.

« Data and baseline information is often available, or easy to collect. High additional
transaction costs can normally be avoided.

« Intense disputes between the different parties around the definition of results, the

indicators, the applied methods, and data are not expected.

The application of results-based aid in other areas seems to be more challenging. For
instance, applying results-based aid to governance presents the challenge of finding
indicators that capture quantifiable results on the outcome or impact level. In addition,
there are political sensitivities when donors and partner countries have to find
mutually agreed results related to politicised issues such as human rights or democracy
promotion (Klingebiel, 2012). Thus, within the governance sector, an area such as fiscal
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decentralisation — where measurements are technically straight-forward — is more
suitable for results-based aid. The sector of fiscal decentralisation is also characterised
by good availability of baseline data for measuring progress in improving financial
management performance. In fact, donors already have some experience with
implementing performance-based grant systems in the area of fiscal decentralisation
(Steffensen, 2010) and the World Bank has initiated several performance-based grant
systems under the Program for Results lending instrument. Therefore, experience with
performance-based grant systems can offer valuable insights into current practices of
donors in implementing results-based aid.

4. Initial Experiences with Results-Based Aid in Ghana
and Tanzania

There is only limited evidence of initial implementation experiences as most results-
based aid pilots are still at the conceptual stage or in their early years of
implementation. Also, there are only a small number of pilot programmes that conform
with the ‘pure’ definition of results-based aid provided above. Despite these constraints
on case selection, the two specific country cases, Ghana and Tanzania, illustrate some
of the potentials and limits of results-based aid in practice (Janus, 2014). Both countries
are so called ‘donor darling’ countries that receive significant amounts aid and in
which donors are keen to invest in innovative aid modalities. The findings are
tentative, and only indicate specific initial experiences in implementing results-based
aid in the sector of fiscal decentralisation. While the results cannot be generalised
beyond the context studied they do offer important insights into potential challenges
in implementing results-based aid.

The District Development Facility (DDF) in Ghana — supported by Canada, Denmark,
France, and Germany (MLGRD, 2012) — and the Urban Local Government
Strengthening Program (ULGSP) in Tanzania (World Bank, 2012) — one of the World
Bank’s first Programme for Results projects — are results-based aid pilots in the area of
fiscal decentralization. The DDF in Ghana has been running since 2008 and the ULGSP
just started in 2013. Both programmes aim to improve the performance of local
governments, provide decentralised infrastructure, and enhance public service
delivery at the local level. They rely on annual independent assessments of local
administrations against key public financial management indicators that form the basis
for disbursements. Results of the annual assessments and the underlying contracts
defining indicators and disbursements are public, and local administrations can use the
funds in a discretionary manner.

Both programmes therefore largely comply with the criteria for defining results-based
aid, with one exception. Results-based aid indicators in decentralisation mostly target
the input or output level, and not the level of outcomes or impact as envisioned by the
results-based aid model. Decentralisation programmes focus on resource management
and adopt indicators that measure processes (reflecting planning, budgeting, financial
management, etc.) These indicators are viewed as intermediate-results or proxy-results
indicators, which are important prerequisites for achieving service delivery outcomes.
There is a tendency to predominantly rely on these process indicators, as local
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administrations are mostly responsible for intermediate activities that can then lead to
beneficial development outcomes.

A number of challenges related to the results-based aid modality can be observed. First,
in both countries the adoption of the results-based aid modality was mostly driven by
donors and the design programme was largely developed by donors. This is
understandable, given that both programmes are pilots, but partner countries being in
charge of choosing and designing results-based aid programmes is clearly important.
Related to this question of ownership both programmes also show mixed records
regarding adherence to other principles of aid effectiveness. For instance, there are
signs of greater harmonisation with other donors and using the country’s national
systems, but both programmes also require additional administrative structures that
need to be created, thereby duplicating structures of other donors or the partner
country. This undermines efforts towards alignment of aid interventions with a partner
country’s own systems.

A second challenge relates to the role of conditionality and setting coherent incentives
in results-based aid programmes. While disbursements are based on technical triggers
in both countries, there is also a political debate on how to adjust conditions for
disbursement. In Ghana, the public financial management of districts improved
significantly in the first years of the programme but then a performance plateau was
reached. In 2011, most districts qualified for grants and scored highly in the
assessments (MLGRD, 2012). While this is largely a positive development it also means
that programme incentives and indicators lose relevance once a critical number of local
governments meet all targets. Here, indicators need to be adjusted in order to make
incentives more relevant again.

Yet, these adjustments can be influenced by converging donor and partner country
interests. The donor often has an interest in disbursing because aid agencies typically
reward the actual disbursement of available aid commitments. The partner country,
too, wants to mobilise the maximum of available resources. Local politicians might
further exert pressure on the ministry in charge to disburse funds, even if results have
not been met by local governments. In order to avoid settling for unambitious results,
partners and donors have both to ensure that indicators remain relevant and resist
disbursement pressure. They need to work jointly to develop a coherent incentive
mechanism that is able to enforce its own conditions. This is a technical as well as a
political challenge. Therefore, partners and donors should work together towards
building a results culture in which results-based aid can be an element of a broader
toolbox of aid modalities. At the same time this means that the aid allocation within
one country should only be partly and not entirely results-based.

Finally, in both countries the results-based aid programmes only represent a small part
of a larger set of decentralisation activities. Thus, both cases clearly underscore the
importance of understanding the local political context. There are no signs of adverse
incentives set by the results-based aid programme but both cases demonstrate the need
to carefully adapt programme incentives to the local political economy of
decentralization. For example, in Ghana the continuous creation of new districts at the
local level, partly financed through donor activities, presents the challenge of
“recentralisation” (Grossman and Lewis, 2013). In Tanzania, donors in the
decentralisation sector also implicitly supported a system that seeks executive
expansion and centralized government control without the decentralization of
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resources that would give localities real power (Tripp, 2012). These broader structural
features of the decentralisation process need to be understood thoroughly in order to
design meaningful incentive systems for improved performance of local governments.

In sum, the experiences from Ghana and Tanzania underscore the need for designing
results-based aid modalities in adherence to aid effectiveness principles (such as
ownership, harmonisation, and alignment), the difficulty of creating coherent
incentive mechanisms, and the challenge of adapting results-based aid programmes to
the local political context. Despite these challenges both cases also clearly demonstrate
the potential of results-based aid. Both programmes are thoroughly designed towards
encouraging increased levels of performance, and both programmes set effective
incentives for achieving results. In Ghana, a number of potential benefits such as
improved financial management and greater interaction between local governments
and local citizens are already observable. District officials there report that competition
between districts has put local government ‘on their toes’ to perform, and interaction
between district administrations and local citizens has increased, thereby also
strengthening local accountability structures. In terms of conditionality, experiences in
both countries show that the dialogue between donors and recipients is mainly focused
on a more technical discussion of implementation challenges related to the results-
based aid programme.

5. Conclusions

The potential benefits and limits of results-based aid strongly depend on the specific
approach and design. The international debate is dealing with a variety of different
approaches in the field of development aid. The spectrum ranges from a more results-
oriented approach in the area of budget support (macro and sectoral levels) to new
types of projects that are intended to push one specific result (sub-sectoral level or ‘one
result’-specific results-based aid). All approaches have one common feature: they
create incentives for achieving results. The analysis shows that if results-based aid
programmes are properly designed, they can become an important aid modality,
especially in the context of a post-2015 development agenda. While results-based aid
can become an important tool for developing countries overall, there might be limited
scope for applying demanding results-based aid programmes in fragile situations or
countries with weak institutions.

The discussion on the potential advantages and disadvantages of results-based aid
reveals a number of key considerations that should be included in the design and
implementation of results-based aid. For instance, there can be a significant risk of
adverse incentives and non-systematic strategies if aid focuses too heavily on one
measurable result and results-based aid is only donor-driven. In addition, there is a bias
of results-based aid in favour of performing countries. The likelihood of ‘good
performance’ (achieving results) is more pronounced in cases in which countries have
good leadership structures, planning and implementation capacity, and a functioning
public financial management system.

Opportunities for identifying measurable and quantifiable results are straight-forward
in social sectors and several (basic) infrastructure-related areas. The governance sector
is, in general terms, less favourable in this regard. ‘Political governance’ issues such as
political freedom or human rights do not seem to be suitable for results-based aid
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approaches. However, some other governance areas have the potential to be included,
this applies especially to public financial management and fiscal decentralisation. The
cases of Ghana and Tanzania demonstrate how results-based aid can work in the area of
fiscal decentralisation.

Further, results-based aid might be regarded as a potential alternative aid modality to
budget support, especially in times of waning political support for the latter approach.
Overall, donors face the challenge of designing results-based aid programmes that
introduce strong incentives for achieving results while retaining flexibility to operate
in different policy environments. Currently, there are still knowledge gaps regarding
the conceptual basis and implementation experience of results-based aid and more
research is needed. But against the background of the analysis provided above, the
following conclusions can be drawn:

First, results-based aid standalone approaches from one donor might be inappropriate,
especially in challenging country settings. Frequent and close collaboration with other
development partners might be essential. There is a strong need to work closely with
other donors in order to have an influential and constructive dialogue with partner
governments. Any attempt to focus on just a few specific issues might prove difficult in
a complex situation; harmonised and sector-oriented strategies are also important in
the context of results-based aid.

Second, some countries might display a low level of responsiveness to results-based aid
and limited opportunities for ‘pockets of effectiveness’. Results-based aid strongly
relies on ‘driving forces’ for reforms in the government structure, including at the
highest level. If government structures are not receptive to performance orientation,
the likelihood of failure (non-performance) is high. In principle, one could think about
some niches of government where this approach might work and could have spillover
effects, at best. However, since the governance situation dominates all public
structures, scope might be limited.

Third, the process of selecting and designing results-based aid programmes that are
adapted to local contexts, critically determines the future success of results-based aid.
Therefore, open engagement between donors and partner countries is needed and
partner countries have to be in charge of the overall process. Also, results-based aid
programmes are technically demanding and sufficient investment in the design of such
programmes is likely to outweigh adjustment costs that otherwise might occur as
results-based aid programmes are being implemented.

In conceptual terms, results-based aid links to several academic debates on aid and can
clearly contribute to discussions on aid impact, allocation and conditionality, and aid
modalities. In particular, results-based aid has a strong potential to contribute to the
debate on aid conditionality. Based on the conceptual design of results-based aid
interventions and on initial country experiences it has become clear that results-based
aid is neither a pure case for ‘political conditionality’ nor for ‘technical triggers’ in the
context of aid. Depending on the concrete arrangement, results-based aid can be used
as an instrument to push a donor agenda linked to political conditionality. This is true,
for example, with regard to the MCC. However, other results-based aid pilots that are
focused on a specific indicator in a given sector concentrate on technical triggers
rewarding independently verified results. Thus, results-based aid does not provide a
clear-cut example for a second generation of political conditionality. Results-based aid
rather represents a case of conditionality that relies more strongly on technical
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triggers than traditional aid modalities. This specific form of a more technical type of
conditionality is the distinctive feature of results-based aid as an innovative aid
modality. The examples of Ghana and Tanzania show how results-based aid there is
focused on technical triggers. Still, experience in both countries also indicates that
even technical triggers might easily become politicised in practice. Thus, a purely
technical focus of results-based aid might be difficult to uphold once political interests
come into play.
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NOTES

1. In general terms, accountability is the obligation of a person, group, or institution to justify
decisions or actions taken. It is associated with sanctions in the event of compliance / non-
compliance and is therefore based on incentives. Accountability is relevant in three respects:

- accountability on the part of the donor;

- accountability in partner countries (domestic accountability);

- mutual accountability between partner and donor.

The different levels of accountability do not automatically complement each other. In some
cases, they may even compete. Mutual accountability might be costly, entail numerous
compromises, and suffer from shortcomings. This is true, for example, for coordinated national
development strategies and joint monitoring approaches and policy analyses. Results-based aid
can, in principle, strengthen mutual and national (in the partner country) accountability, since
both forms are based on the partners’ implementation of policies and their activities.

2. Whether incentives might do good or harm depends on the specific setting in a country. For
example, normally we assume that an increase in resources available at the local level can
contribute significantly to development. Money can be spent in accordance with local needs and
priorities. Decision-making processes developed in close cooperation with the people might
improve participation. However, if an increase in resource transfers to the local level is
considered by local or national elites as available ‘rents’, it might just create conflicts over ‘access
to rents’. If local structures are not prepared for — and experienced in — managing an increase
in resource transfers, this approach might also fail because of limited capacities on the ground. If
aid provides strong incentives for an increase in own resources (local taxes, etc.) this might also
contribute to problems (for example, for small businesses) because inexperienced staff on the
local level push for local revenues that, for example, affect farmers who sell their products.

3. In this case, it could be possible to develop schemes for start-up financing.

4. However, one could argue that the predictability risks can mainly be managed by the
recipient government, since it is in charge of implementing those policies necessary for
achieving the expected results.
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RESUMES

L’aide axée sur les résultats se caractérise par la détermination d’extrants et de résultats
mesurables et quantifiables, c’est-a-dire qui peuvent étre directement liés aux activités de
développement. Un contrat entre le donateur et le pays partenaire stipule qu’a chaque succes
obtenu est associé I'octroi d’'une somme fixe (une « récompense »). Jusqu'a présent, la mise en
pratique de ce type de programmes d’aide reste limitée. Dans certains cas, ils constituent une
amélioration des aides budgétaires liées a des prescriptions de résultats, mais dans d’autres, leur
usage est suggéré pour encourager la réalisation d’un indicateur spécifique (versement d’'un
montant pour chaque éléve terminant sa scolarité, par exemple). Si ce concept est en théorie
prometteur, sa mise en ceuvre concréte peut s’avérer difficile. Elle pourrait, par exemple, donner
lieu a la création de mesures incitatives négatives si toutes les ressources disponibles étaient
concentrées sur la réalisation d’'un seul indicateur au détriment des autres objectifs de
développement.

Results-based aid aims to identify outputs or outcomes that can be measured and quantified -
that is, results that can be directly linked to development activities. A contract between the
donor and partner country stipulates that for every incremental success a set amount (reward’)
will be paid. So far, experience of such aid programmes in practice remains limited. Sometimes
they are a refinement of performance-based budget supports, but in other cases it has been
suggested to incentivise single indicators (i.e. pay per pupil completing school). While this
concept can be promising in theory, its practical implementation might turn out to be difficult.
For instance, there is a risk of creating adverse incentives because all available resources might
be focused on achieving just the one indicator to the detriment of other development objectives.

El objetivo de la ayuda basada en los resultados es identificar productos o resultados mesurables
y cuantificables, es decir resultados que puedan ser directamente vinculados con las actividades
de desarrollo. El contrato entre el donante y el pais beneficiario establece el pago de un monto
determinado ("recompensa") por cada logro adicional. Hasta ahora, han sido escasas las
experiencias practicas de programas de ayuda de este tipo. En algunos casos estas experiencias
aparecen como una nueva version de los incentivos a los presupuestos basados en el rendimiento,
aunque en otros casos esta modalidad ha sido sugerida como estrategia para incentivar
indicadores individuales especificos, como por ejemplo pagar una recompensa por cada alumno
que completa la formacién escolar. Si bien este concepto puede ser muy prometedor en teoria, su
aplicacién préctica podria llegar a ser complicada. Por ejemplo, existe el riesgo de crear
incentivos adversos resultantes del hecho que todos los recursos disponibles hayan sido
orientados hacia el logro de un solo indicador en detrimento de los demds objetivos de
desarrollo.
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