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I.  
Rationale 

The transition from relief to development will have enormous implications for the health sector in Liberia.  Fourteen years of conflict have devastated the health system; maternal mortality has worsened to nearly 1,000 maternal deaths per 100,000 live births and one in five children die before reaching their fifth birthday.  Prior to the war over 500 government health facilities were functioning across the country’s fifteen counties; of the 360 health facilities currently functioning, 80% do so only with support from humanitarian or faith based relief organizations. 
  

Four years after the end of the war, many emergency oriented health actors are disengaging from Liberia (ECHO is expecting only a close-out decision, OFDA has already withdrawn, even MSF has made a commitment to withdraw in 2008).  However, the fragile Government of Liberia is not yet capable of assuming responsibility for the service provision being provided by relief organizations, and development actors are not yet well positioned to effectively support the health sector.  It is entirely possible that the transition from relief to development will reduce the availability of basic services, undermining the social contract between government and its citizens in a fragile, post-conflict state.

This transitioning challenge is exacerbated by under-developed health system financing mechanisms and inadequate aid coordination.  Over $75 million USD aid is known to have been committed towards FY 2007/8 health expenditure in Liberia from over twenty different sources, excluding out-of-pocket payments and charitable contributions made through humanitarian and faith based health agencies.
  The Government of Liberia’s Health & Social Welfare budget allocation is the largest single portion of this $75 million and the second largest GoL budget item after education; however, as a percentage of overall health spending it represents only 21% of known expenditure.  Such a large number of health financing actors presents an enormous obstacle to achieving alignment behind the National Health Policy, results in excessive transaction costs for a weak government and risks high levels of duplication and inefficiency.  

Moreover this $75 million USD amounts to barely $23 per person in total health spending, consistent other West African countries that do not have the burden of reconstruction costs and significantly below the MDG objective of at least $34 pppy for least developed countries.  This is not to suggest that achieving a per capita expenditure objective is the solution to a difficult process of transition, but it is important to point out that health spending in Liberia may not substantially increase.  More efficient use of existing resources and prioritising what to do with any small increases might be a practical approach to take.
  
Finally, concerns about corruption and capacity are driving an overwhelming reliance upon project funding in Liberia, regrettable in light of much being known about the risks of undermining government ownership, fragmentation, and the potential to undermine the effectiveness of the health system in general associated with over-reliance on projects.  In this environment an approach to providing health sector support that keeps in step with the Paris Declaration
 by promoting harmonization, alignment and efficiency while reducing transaction costs will be of immense value in financing the transition from relief to development.  To the extent that this approach attracts additional resources by presenting a ‘low cost’ aid instrument to the donor community and allows continuity of resources for service provision it will be of still further value.
Goal & Purpose.  This proposal is for a supervised pool fund for the health sector, as part of a broader health sector-wide framework for donor support.  Its goal is to support a successful post-conflict transition from relief to development.  In addition to assuring consistency in funding levels during the transition period, use of a pool fund has three particular purposes in the current context: 1.) to increase alignment with government policy and plans, promoting ownership, coordination and reducing fragmentation; 2.) to reduce the time and effort an over-stretched Liberian government must spend managing multiple streams of support, reducing transaction costs and improving efficiency; 3.)  to potentially be an effective,  incremental step towards sector budgeting, especially if the MoHSW plays an active role in targeting pool funds at priority needs.  However, in advance of the establishment of rigorous financial management systems within the health sector, it should be made clear that the intent of a supervised pool fund at this time is not an indirect means of providing budgetary support, but rather a responsive and flexible means of supporting specific, monitorable interventions that meet high priority gaps within the National Health Plan.  

II.
Design 

Pool funds can be designed in innumerable ways, but the central criteria are that it should be designed to reflect the context, the constraints of contributors, and the needs of the beneficiary.  In Liberia, a pool fund should help alleviate the problems associated with the relief to development transition, including efficiency and continuity.  It should address concerns about premature provision of general budgetary support and provide satisfactory fiduciary risk assurances to potential contributing donors, but serve to strengthen the stewardship role of the Ministry of Health & Social Welfare.

Primary Recipient.  Within the present Liberia context it is judged that use of a lead donor with an overall fiduciary role over pool funds would be the approach having the highest likelihood of acceptance with other donors.  This may not require the physical channelling of other donor funds through the lead donor, as PricewaterhouseCooper has a potentially exploitable oversight role of financial management within the MoHSW.
  In its management capacity of the Office of Financial Management (OFM) and through its existing contract with DFID, PricewaterhouseCooper could be engaged to receive funds into a legal, separate account from the GoL funds and oversee their allocation.
A pool funding mechanism with a lead donor, multiple contributing donors, a management function in the OFM and the recipient MoHSW will need clearly defined relationships and responsibilities.  These would need to be set out within:  

· A core Memorandum of Understanding between the lead donor and MoHSW

· Memoranda of Understanding between each contributing donor and the lead donor, preferably to a common format

· A contractual arrangement between the lead donor and the specified manager of the pool fund – potentially PWC

Allocations.  The MoHSW would propose fund allocations consistent with a pre-agreed framework, for endorsement by a Pool Fund Steering Committee (see below).  The OFM would co-authorize expenditure of funds and report on their use pursuant to parameters established within the above potential contractual agreement.  

Fund allocation should be influenced by a medium term expenditure framework (MTEF) for the health sector, a framework in which the relationship between pool funds and other health sector funds can be clearly established.  In an MTEF, Government of Liberia expenditure would be transparently complimented by pool funds, project funds and the variety of contributions being made by other health sector actors.  The OFM have made proposals for the establishment of a health sector MTEF.  In advance of the development of an expenditure framework, pool fund allocation could be defined by explicit priorities agreed in the (i)PRSP.  

In recognition of the fungible nature of aid and in order to avoid use of the pool fund to substitute for national funding, health sector expenditure targets such as a proportion of the national budget could be used as benchmarks for monitoring purposes.  Ultimately, it will be the responsibility of the Ministry of Health and Social Welfare to propose pooled fund allocations; however, the MoHSW would benefit from a structured advisory capacity on the use and management of allocations.  

Pool Fund Steering Committee.  A Pool Fund Steering Committee (PFSC) would be established to supervise the allocation and oversight of funds.  The Steering Committee would include key MoHSW representatives and representatives from contributing donors, plus potentially representatives from certain other key sector agencies (eg WHO, UNICEF), civil society and NGO in a non-voting advisory capacity. 

The PFSC could meet monthly and be empowered with a mandate to ensure allocation proposals are (a) consistent with wider perceptions of sector priorities, perhaps based on recommendations from the OFM as to whether allocations reflect the medium term expenditure framework, and (b) contain sufficient fiduciary safeguards.  The PFSC could play a critical role in monitoring GoL expenditure against commitments, advocating for requisite expenditure levels, as well as independently assessing pool fund effectiveness.    

Lifespan.  Sectoral pool funding is a possible interim step on the path to budget support.  As such the lifespan of a pool fund will be dictated by progress made towards financial transparency and governmental accountability.  GoL hope they will have made sufficient progress in strengthening their public financial management systems to qualify for direct budget support over the next two to three years.  Failing this, it is possible that the MoHSW will have made sufficient progress in financial management strengthening to be a candidate for direct sectoral budget support by the end of the OFM project (mid 2009).  Therefore the initial lifespan of a pool fund could be around three years.

Practical considerations such as the presence of other funding sources in the health sector and management requirements for both the lead donor as well as the OFM indicate that a pool fund would not exceed $20 million USD in annual allocations.  The fund could initially function with as little as $2 million USD and be a ‘lightning rod’ for interested donors who are not immediately ready to participate or aware of the option.  These ‘new’ contributors could join at any time, their contributions would be captured by the OFM and included in subsequent financial & narrative reports.

3.
Control of Fiduciary Risk & Accounting 

In a post conflict country with a history of corruption, weak systems and amidst plans for decentralization, there is a significant level of systemic or fiduciary risk.  The challenges for a pool fund will be to make allocations which reflect the capacity of the Liberian government to manage resources effectively while ‘pushing the envelope’ as much as reasonably possible to stimulate system strengthening and development.  

As the OFM has only recently begun its work in financial management strengthening and MoHSW financial management skills remain limited, it would be wise in the early phases of the pool fund to avoid allocations which will incur large amounts of complicated transactions with significant assurance requirements (eg a high volume of low value procurements).  This could mean encouraging larger, block allocations through mechanisms such as contracting out additional service provision to outside agencies with the necessary financial management systems.  
One option which would promote alignment and strengthen governance processes in advance of general budget support, while compensating for the departure of many humanitarian agencies, could be for the MoHSW to contract service provision directly with development oriented NGOs, allowing continuity of health services, especially in particularly vulnerable areas like the southeast.  

As there is a government-wide commitment to decentralization to the county level, it would also be worthwhile to consider how pool funding could complement decentralization by supporting processes that may otherwise be uncovered in the national health budget.  For example, pool fund support for decentralization could take place on a pilot basis in one or two counties as an integrated component of a staged county-wide contracting out of health services, promoting service continuity and reducing fiduciary risk but including explicit county level capacity strengthening.  

Another option might be to support an augmentation in allowances to selected key health workers or professional staff for a transitional period as part of a carefully handled, coherent civil service-wide approach to the problem of proper rewards to key public workers. 

Accounting.  Accounting arrangements for the pool fund will benefit substantially from the DFID supported Office of Financial Management.  The OFM will ensure all fund allocations and related transactions are accounted for and in line with internationally accepted accounting norms.  A dedicated bank account will be established with dual signatory requirements, with both the OFM and the MoHSW being required to sign for disbursement.  Pool funds will be given a unique source code for tracking purposes, and all pool fund expenditure will be similarly coded, allowing for accurate financial reporting and auditing.  
A Pool Fund Manager position would be established within the OFM, with responsibilities to include ensuring that expenditure is in line with PFSC authorized allocation, the medium term expenditure framework, and consistent with sector priorities.
  Pool fund financial reports will be generated by the OFM at regular intervals for the MoHSW, the PFSC and participating donors.  Narrative reports will be generated at regular intervals to provide complementary programmatic information about pool fund use.  Annual independent audits will also be carried out and findings disseminated to both MoHSW and participating donors.

4.  
Programme Management & Reporting

The pool fund aspects described above largely deal with the structure and financial attributes of the fund.  It is also important to consider how allocations deemed to be in line with the National Health Plan and medium term expenditure framework by the Pool Fund Steering Committee will be programmatically managed by the MoHSW.

A critical weakness at the central level in the MoHSW is in the area of middle management, the ‘doers’ as some would call it.  A pool fund targeting specific activities must have capacity to manage implementation of those activities.  For example, if the pool fund is engaging in pilot contracting of country wide service provision and system strengthening, capacity must be included in the pool fund to manage contracting agreements, oversee implementation and evaluate performance of the service providers.  An administrative allocation might need to be made from the initial pool fund budget to finance suitably qualified administrative staff from the local market, working under the Pool Fund Manager.  

Reporting and Monitoring Arrangements.  To reduce transaction costs contributing donors would be asked to accept a common reporting format (which could subsequently be adjusted to take on board a new donor’s specific reporting needs).  The Pool Fund Manager would have responsibility for developing agreements with secondary recipients of pool funds specifying management and reporting obligations.  Monitoring arrangements would also be led by the Pool Fund Manager and be specified in the various MoUs and the contractual arrangements between the participants.  
	Pool Fund Logical Framework

	Objectives
	Indicators
	Means of Verification
	Risks & Assumptions

	Goal:  The goal of a pool funding mechanism is a successful, post-conflict transition from relief to development in the health sector.
	Successful implementation on NHP
	PRSP / MDGs
	No return to conflict and transitional development programmes are implemented

	Purpose:  The purpose of using a pool fund is to:
	 
	 
	 

	1.  to assure the necessary levels of funding to meet critical health sector needs during the post conflict transition period 
	Per capita health expenditures do not drop below $20pppy
	MoHSW Bureau of Planning donor & GoL budget info
	Donor & GoL health expenditure is sustained and increases over time

	2.  to promote alignment behind the National Health Plan and Policy
	70% health facility coverage of Basic Package of Health Services 
	Health Management Information System data
	NGO partners remain if funding available

	3.  to minimize the transaction costs associated with multiple funding sources, especially for the GoL
	MoHSW is effectively manages grants agreements
	Donor reports
	The necessary fiduciary risk assurances can be provided to donors under proposed mechanism

	4.  to take the first of incremental steps towards sector budgeting and sectoral budget support
	MoHSW in joint stewardship role of supervised pool fund 
	MoHSW led donor coordination mechanism in place 
	GoL will allow sectoral budget support

	Outputs:   Expected outputs of a pool fund include:
	 
	 
	 

	1. a supervised fund of resources available for bridge funding & meeting priority unmet needs within the NHP
	OFM funding mechanism and managed account, with initial funds in place 
	MoUs between donors and between lead donor and MoHSW exchanged
	MoU conditions can be agreed and one or more donors ready to make initial contributions

	2. an agreed framework of priorities in line with the NHP within which the pool fund resources will be used 
	Sector wide plan of prioritized activities
	Plan & MTEF posted on MoHSW website
	Plan can be agreed and costing information available

	3. a common narrative and financial reporting mechanism
	Agreed, single reporting and  compliance guidelines
	Reporting template and procurement rules
	Donors agree common reporting and compliance requirements

	4. a fund management process in place with clear allocation, management and accounting arrangements
	Written process guidelines and authorization and accounting procedures
	OFM/PWC pool fund reports to MoHSW and contributing donors
	MoF, MoHSW & Donors can agree on processes and procedures

	Activities Per Output (not chronological): 
	 
	
	 

	1.1 Pool funding concept finalized & accepted
	2.3 Cost estimating of implementation plan leading to expenditure framework 

	1.2 Draft MoU template for donor to donor delegation 
	3.1 Review potential reporting formats

	1.3 Draft MoU template for donor to MoHSW cooperation
	3.2 Adapt and agree on single format and template

	1.4 OFM managed account established
	4.1 Draft procedural and authorization guidelines 

	2.1 Develop implementation plan for NHP
	4.2 Disseminate draft guidelines for comment, integrate feedback

	2.2 Stakeholder workshop for agreeing implementation plan priorities
	4.3 Draft ToRs for Steering Committee, review and confirm


Annex 1: Government of Liberia Fiscal year 2007-8 (July through June) Estimated Health Sector Funding (in millions, USD)
[image: image2.emf]2007/8 Health Sector Funding, USD Millions

Global Fund 

(HiV), 3.9
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Swiss, 2.4

McCall McBaine, 

1
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WHO, CERF), 

13.6

World Bank, 2.5

Other 

(combined), 2.6

EC & ECHO, 7.4

DFID, 4.7

GoL Health 

Budget, 15.4

USAID-

OFDA/PMI, 13.9


	Source
	2007/08

	GoL Health Budget
	15.4

	DFID
	4.7

	EC & ECHO
	7.4

	GAVI (HSS, ISS, NVI)
	1.5

	Global Fund (HiV)
	3.9

	IrishAid 
	7.8

	McCall McBaine
	1

	Swiss
	2.4

	UN (Unicef, WHO, CERF)
	13.6

	US Gov (USAID/OFDA/PMI)
	13.9

	Other (combined)
	2.6

	World Bank
	2.5

	Estimated Total
	76.7


Abstract:  The challenge of transitioning from relief to development in the health sector is exacerbated by under-developed financing mechanisms and inadequate aid coordination.  To avoid interruptions in health service provision a flexible, interim approach is needed which promotes health financing efficiencies, continuity of resources and alignment with national health policy.  The concept of a supervised pool fund for the health sector has been proposed as a potentially valuable aid instrument to be employed in this environment.  If linked to an expenditure framework it could potentially be an incremental step towards a sectoral approach.








� 2007 Liberia Demographic and Health Survey (LDHS) &  2007 National Health Plan, Ministry of Health & Social Welfare


� See Annex 1, 2007/8 Health Sector Funding; in 2006 WHO estimated out of pocket payments alone to be at least $10 million USD annually


� “Funding Flows for Health: What the Future Might Hold.”  HLSP.  Pearson, 2007.


� Organization for Economic Cooperation and Development (OECD), Development Assistance Committee (DAC), Harmonizing Donor Practices for Effective Aid Delivery, 2003. 


� DFID has contracted PricewaterhouseCoopers to implement a two year (2007-9) financial management strengthening project within the MoHSW, the Office of Financial Management.


� There is currently a position linked to the OFM exploring funding mechanisms that could play a role in pool fund management
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