Australian Government

Department of Foreign Affairs and Trade




TODAY’S TOPIC:

DFAT reflections: Australian
Case studies and key Do’s
and Don’ts
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drawing from global lessons

RBF in practice: Subnational
Roads hibah in Indonesia

(lan Anderson) (Kirsten Hawke) (Sam Porter)




THE DEVELOPMENT PROBLEM:

The SUS 2.5 trillion annual financing gap for achieving the United Nations
Sustainable Development Goals necessitates that existing resources are used
more effectively and that additional resources are mobilised. Innovative
funding approaches such as Results Based Financing (RBF) can contribute to
narrowing the funding gap by increasing the cost-effectiveness of existing
funding and unlocking financing from the private sector.

The World Bank 2020



DEFINITION OF RESULTS BASED FINANCING

Results-based financing is understood a “the tying of payments to the
achievement of specific results and the smart use of financing incentives).
The term captures several types of financing methods with a common theme
to incentivise the delivery of “better results” where better includes being more
effective, efficient, equitable or sustainable and “results” including a focus on
outcomes and impacts more than inputs.

Results-based financing is distinguished from other forms of payments
because it involves linking payments to specific indicators of performance, or
defined actions that are closely correlated with improved outcomes. (World
Bank:2020)




20 DIFFERENT TYPES....

There are many different forms — these can be categorised
by Partner:

Partner Government — Cash related Cash on Delivery,
Output based Aid, Disbursement linked indicators,
Payment by Results, Managing for Development
Results, Program for results, Results based financing

Partner Government — Debt related Debt2health, Debt
swap, Loan buy downs, Policy based lending, Results

based lending

Multilateral  Blended Finance, Energy transition
mechanisms, Policy based lending, Results based

lending

Contractor — Alliance contracting, Strategic purchasing,
Pay for Performance, Performance based contracts

Private Sector — Pay for Performance, Public private
partnerships, Development Impact Bonds, Social

Impact Bonds

Individual— Cash Transfer
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KEY APPLICATIONS

» Results-based financing not new (eg “Managing for development results”)

»Many terms used eg CT, CODA, DLI, etc. All involve tying of at least part of the payment

to an agreed, verifiable result. (what result, how much to pay, who to pay? Importance of

independent monitoring)

»Many sectors (health, but also road maintenance, deforestation and REDD +,

governance, electricity, disaster preparedness etc)

»Many countries including fragile and conflict-affected

»Many organisations eg MDBs, Global Fund, but also Millennium Challenge Corporation

» Different to “hard conditionality” (alignment of incentives / carrot not stick)



THE THEORY: THE DIFFERENT CONTRACTING AND FINANCING
WINDOWS

SYSTEM

INPUT

ACTIVITIES
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IMPACT
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PROGRAM LOGIC: MISSING LINKS IN THE CHAIN

SOURCE: DFAT PROGRAM LOGIC STANDARD 2; MUSGROVE ET AL (2000); SUDFELD ET AL (2010)
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THE THEORY: WORLD BANK PROGRAM LOGIC FOR A REGIONAL
VACCINATION PROGRAM.




THE THEORY: PRINCIPAL / AGENT AND THE PROBLEM OF
INFORMATION ASYMETRY
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ARGUMENTS IN FAVOUR OF RBF

More effective than purely input-based approaches

» Focus on achieving measurable, verifiable, tangible “results”
»More adaptable and nimble

» Balances risk and reward (agent bears risk but paid accordingly)
More efficient

» Explicitly incentivises innovation and reducing waste

» Less transaction costs / bureaucracy

» Possibility of reduced corruption: Kenny C and Savedoff (2013)

More equitable

» Incentive for better stakeholder consultation including GEDSI. Case studies of

challenging situations



THREE PRACTICAL EXAMPLES...

TEACHING ORAL REHYDRATION THERAPY IN BANGLADESH SOURCE: SADIA CHOWDHURY (2001)
Problem statement.
Diarrhoea the leading cause of infant mortality in Bangladesh in 1980s.

|II

Not feasible to use a purely “medical” approach using health facilities and doctors / nurses.

CHWs to train mothers. But risk that usual salary for CHWs make them task oriented not results oriented.

Intervention: CHW’s earnings linked to extent of mothers’ knowledge treat / prevent diarrhoea using ORS
Key results and lessons:
Incentive for outcome-oriented was self-correcting: CHW adjusted teaching styles.

Effective: 90% mothers scored 7 or more correct key answers out of 10 and CORRECTLY prepared ORS correctly. Infant

mortality fell (although other factors too)
Efficient: SUS 0.75 per household
Equity: majority of women illiterate and poor

Results at scale: 12 million households over 10 years

Sustainability: knowledge dropped off so refresher courses

Accountability: internal and external monitoring.



SAMOA POWER PROJECT: LOAN BUY-DOWN WITH THE ASIAN DEVELOPMENT BANK

SOURCE: ASIAN DEVELOPMENT BANK (2019)

The problem statement

Electricity generation in Samoa was inadequate, unreliable, inefficient, costly, with large

system losses. This was a barrier to economic growth in Samoa.
The intervention

ADB provides a SUS 119 million concessional loan to strengthen the policy framework,

governance arrangements, and electricity power generation in Samoa.

Australia provides SA 4 million grant to further concessionalise the larger ADB loan

provided the policy and program reforms were first achieved.
Key results and lessons
Increase in reliable, efficiently produced, power. EIRR of 16.5%

The powerful Ministry of Finance incentivised to push through policy reforms (reduces

debt exposure)

Small (6.5%) total funding from Australia leveraged larger flows. Australia influenced

gender aspects.



EXPANDING SEXUAL AND REPRODUCTIVE HEALTH IN 15 COUNTRIES OF AFRICA AND SOUTH ASIA

SOURCE: INTERNATIONAL PLANNED PARENTHOOD FEDERATION (IPPF)

The problem statement:

Difficulties in accessing safe reliable SRH in part of Africa and South Asia. This undermines HR, Universal Health

Coverage, and SDG 3.7 and 5.6 etc
The intervention:

Payment for specific results eg couple years of protection, additional users, sustainability, reaching youth, reaching

people in poverty

Key results and lessons:

Outcomes at scale. 23 million CYPs and 2.6 million additional users. Averts 16K maternal deaths; 10.7 m unwanted

pregnancies; 3.4 m abortions; 14.9 m DALYs; across 15 countries.

Equity: youth and under-served

Design addressed risk of short cuts:“No single country >40%”

Captured cost-savings of £ 539 m (SA 965 m) to the public health system through medical interventions averted:.



TRICKS, TRAPS, AND UNINTENDED CONSEQUENCES
SOURCE: ELISABETH PAUL (2015); TURCOTTE-TREMBLAY ET AL (2022)

Tricks and traps

Specifying the key problem: WASH infrastructure with soap and hygiene

Rigid rules prevent innovation and results orientation (fixed budget lines etc)

Fraud and gaming the system: eg cherry picking easy targets: Millenium Challenge Corporation)
Too complex (34% of Global Fund PRs say too complex)

Quick wins: institutional strengthening.

Confounding factors UK DFID pay for increased school enrollment with population bulge
Unintended consequences

Reduce drug stock outs in rural clinics by not treating patients

Displaces cooperative behaviour (late school pick up increased in US)

Home treatment for malaria patients undermined other goals for clinic attendance
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EFFECTIVENESS, EFFICIENCY, EQUITY,
SUSTAINABILITY

35 RBF investments across DFAT’s current portfolio, 8 case
studies

- Catalyses pathways within the theory of change
- More successful when it goes with political will

- Can leverage substantial finance through the funding
model

- Supported by enabling institutions and markets
- Extrinsic motivation: Carrots not sticks

Effectiveness and Efficiency: KIAT/PRIM
Efficiency and Sustainability: Cambodia Health
Equity: EMIIE Investing in Women



RBF: DO’S AND DON’TS

Goldilocks
ones

Codesign
solutions

Target critical

: Measurement
constraints

Additionality

Target the right
problems

Deep problem
analysis

Shared vision of
success

Shared
understanding of
how targeted
reforms can lead to
changesin
outcomes
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Strong local
leadership and
ownership

Within span of
control

Multiyear reforms
with a medium term
view

Incentivise the right
people

Donor coordination
ie Policy Matrices for
budget support

Core indicators vs
stretch indicators

Additional financing:
Manage fungibility

Base funding vs the
incentive

Carrots not Sticks

Size matters

Flexibility: allow
partial and timely
payments

Realistic ambition
Small number of
focal areas and
reforms

Consistency and
progression

Invest in baselines

Multiyear and
longitudinal data

Third party assessors

Reflection and
dialogue
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CASE STUDY:
SUBNATIONAL ROADS HIBAH IN INDONESIA




PROVINCIAL ROAD IMPROVEMENT &
MAINTENANCE (PRIM) PROGRAM

Why PRIM?

In 2012, only &1 % of provincial and 55%b of district roads were well maintained in Indonesia, because:

1

@ Budgets for
@  road maintenance
" were limited

The PRIM program has provided

Technical assistance to improve Reimbursable
planning and guality of maintenance grants for quality
works within budget constraints maintenance works

L — M gty | and incentives
1 1 for better road

maintenance
systems

PRIM /,s/
- Improve planning,
aims to E E E programming and
budgeting

Encourage
public engagement
and scrutiny for
quality road
maintenance works

Enhance procurement and
implementation capacity of
local governments (LG)

Capacity to plan
effective maintenance
works was low

for a pilot project in Nusa Tenggara Barat (NTB)
Province and West Lombok Kabupaten (WLK)
supporting *KSPN, KEK, Kl and Connectivity

*KSPN: National Strategic Tourism Zone
KEK: Spedial Economic Zone Kl: Industrial Zone

Key Outcome

Better road maintenance, management
and governance




[ How PRIM works> |
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THE IMPACT: BEFORE AND AFTER




THE IMPACT: KEY ACHIEVEMENTS

Budget

Road conditions .
commitments

Partnerships

Institutionalisation

System changes




QUESTIONS OR
COMMENTS?
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