Strengthening
Civil Society’s
Contribution to
Development:

The Role of Official Development Assistance

CONFERENCE FOR OFFICIAL
DEVELOPMENT ASSISTANCE AGENCIES

organized by the Overseas Development Council and The Synergos Institute
The Pocantico Conference Center of the Rockefeller Brothers Fund

Pocantico Hills, New York
2628 September 1995



1

Contents

Foreword

2 Report of Conference Proceedings

Maurice J. Williams
Fundamental Change in the Paradigm of Development Cooperation
Nature of Civil Society in Developing Countries
Redirecting Development Assistance to Meet Changing Priorities
Northern NGOs as Instruments of Development
Experience and Perspecrives on ODA Support for Civil Society
Donor Relations with Host Governments on Civil Society Issues

Ends and Means of ODA Financing of Southem Civil Society

9 Summary Conclusions of the Conference

11 Appendices: Background Papers Prepared for the Conference

12

21

34

41
42

Strengthening Civil Society Financing in Development:
The Role of Cfficial Development Assistance
Leslie M. Fox

Strengthening the Role of Voluntary Development Organizations:
Nine Policy Issues Facing Official Aid Agencies
Alan F. Fowler

The Emerging Role of Civil Society in International Development:
Challenges to Foreign Aid Programs

S. Bruce Schearer

About the Authors

Conference Participants



Strengthening the Role of Voluntary Development Organizations:
Nine Policy Issues Facing Official Aid Agencies

Alan F Fowler

Introduction

The 19905 have seen a mrarked expansion in govemmenzal
aid t voluntary development oreanizations. After analyzing
reasons for and objectives of such yrowth, this paper identi-
fies nune policy problems facing official aid agencies as they
continue to increase theur finance to the voluntary sector and
goes on o suggest how each problem can be1esolved. An
important conclusion is that the goals governmentes wish to
achieve by atlocaring greater support to nongovernmental
organizations (NGOs) will not be realized uniess ofticial aid
agencies significantly modity their existing funding perspec-
tives and practices.

One characteristic of the fourth development decade is the
priority given to expanding the contribution of nonstate
actors in efforts to reduce poverty, promote social justice, and
ensure that the benefits of growth are sustainable for fucure
generations. In particular, donors within the officlal aid
systemn are expecting civil society organizations (CSOs)' to
take on bigger and more complex roles in fostering both
socio-econotnic advance and political change in developing
and transition countrics, referred to here as the South

and East.?

Within CSOs, donor interest focuses predominantly on
NGOs, which are established to pursue goals akin to those of
donors themselves, Usually, NGOs mobilize resources ac
home and abroad o work directly with and improve the lot
of poor, marginalized, and otherwise disadvantaged segments
of the population who are the ultimate foeus of the aid sys-
tem. In this sense, NGOs function as intermediaries’ and are
refiant upon accessing financial surpluses not generaced by
those they are established to serve or influence. Increasing
the level and case of access to such surpluses must therefore
be a primary concern for those wishing to increase the NGO
contribution to development.

Tncorporation of NGOs into the development efforts of the
official aid system has been going on since the catly 1980s.
What is new, however, is the prospect that NGOs will
change from relatively marginal or subsidiary actors to being,
perhaps, on a par with recipient governments in termns of sig-
nificance in donor policies. Intimations of this possibility are
to be seen in statements made ar recent global summics on
the environment, population, and social development. The
prospect of CSOs acting as a crucial force in development
creates an urgent need to ldentify and cxplore the policy
issues likely to confront donors intent on significantly
mcteasing their assistance to NGOs. The following pages
provide such an analysis.

One overall conclusion is that the ability to wsolve many
issues facing donot agencies wishing to significantly increase
their support to NGOs and other civie organizations lies with

donoes themselves. There i only a limited amoune thae
NGOs can and should do to accommodace the needs of the
official aid system, otherwise they nisk losing their potential
compararive advantages in development, the vety basis for
expanding assistance to them in the fiest place.!

Fucther, as impact evaluations are starung to show, donor
pracrices are sieruficancly influencing, and {n some instances
distorting, the evolution ot NGOs as civic actors with
voluntary principles, especially in the most resource-poot
countries. To avoid this, a greater quantity of official aid to
NGOs must be accompanied by greater quality of thac aid,
i.e., by donor policies and practices that ensure use of best
development pracrice.” In sum, to be sure that offictal aid
effectively achieves its objectives, a pro-NGO policy

must be marched by changes in donor organization and
fundmng methods.

Finally, the post-Cold War aid agenda calls for new strategies
thart root NGOs of the South and East in their own
economies. If this does not happen, the prospect of NGOs
being lacked mto an international system of social service
financing may become an unwanted reality.

Context: Donors and the Voluntary
Sector Imperative

This section reviews factors that are pushing donors to
expand their support to NGOs and CSOs. It is argued that
this drive results from and miurroes shifts in domestic political
choices in donor countries. Basic data o aid trends are used
ta illustrate the orders of magnitude involved. From this
analysis it is possihle to idenufy a changing, pose-Cold War
justification for the aid system, together with the demands
with which aid bureaucracies will have to contend. Official
interest in NGOs is then explained in rerms of cheir
contribution o the new goals of the aid system and the
expectarions they will need to satisty as reciptents of govemn-
mental funding.

Domestic Politics

Domestic politics in virtually all countries of the Notth are
dommared by an active search for a new division between
personal and public responsihility in society. The assoctared
polemics are often framed in terms of dismantling or maw-
taining the welfare state. A sansfactory resolution of this ten-
sion, which 1s inherent to modern social relacions, 1s unlikely
to be found soon.

[n many OECD countries, citizens are being cailed upon to
chouse between carrying greater personal risk for themselves
or paying higher taxes to share risk with others in society,
many of whom they may not idencify with or like—for
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Serengthening Citil Socieey's Contribution to Development

instance, the poor, immigrants, munorictes, and so on. Trends
in many northern counerses suggest thae chose with the abil-
ity ta support the less forcunare are increasingly reluctant to
do so. [n fact, a key tactor underlying arguments about appro-
priate level of taxation aml services to be provided by the
state is a shift in northern morality roward a more indtvidual-
ist and circumseribed view of mugual social obligations
nationally and globally.” This trend is leading ro demands for
a restatement of why internaetonal aid for development, and
even humanitarian relief, remains necessary.

There is increasing evidence, most recently from statements
made at the Soctal Summirt in Copenhagen, that the new,
primary rationale for ard is to promote political stability. The
warld’s poor and marginalized are seen to be a potentially
destabilizing force in the new world order. They constitute a
constant source of insurrection against leaders; become
economic migrants placing unwelcome pressure on the
Nortth; act as a reservoir for communicable diseases that do
not respect national borders; and are a primary cause of too
rapkl population groweh, [t is therefore in the enlightened
self-interest of norchern tax-payers to alleviate the hardships
facing the world's underclass.’

Furthermore, economic benefits accrue to the North if the
workd is more stable and predictable. Increased purchasing
power of paor people resulting from aid translates into
demands for producss that create jobs, Moreover, it is argued
that economic growth henefiting and empowering disenfran-
chised strata in society brings with it movements that gener-
ate greater internal pressure for more inclusive politics and
hence more democeatic forms of governance—changes that
are morally desirable and stabilizing over the longer term.”
Owerall, political stability and economic self-interest ina
plohalizing masketplace are replacing East-West rivalry as rthe
principal justification for aid in the 1990s and beyond.

A second debare, running in parallel with the first, again
plays itself out in both domestic politics and the policies pre-
vailing in the vificial aud system. The question being posed is
how state services can be provided most cost effectively: by
governments, by the market, or by the voluntary sector]
Increasingly, it is argued that services for which the state
remains responsible need not be provided by che stare wseif.
The seiling oft of state enterprises, privatzation, contracting
sut to the market ot voluntary sector, and the creation of
organtzational hybrids are all examples of moves 1o reduce
governments’ direct tole in the economy and in service pro-
vision. And northern ideas about an appropriate division of
labor hetween government, market, and voluntary secror
actors ate also being applied to the aid system, particutarly
through conditions associated with structural adjustment.

Put sitply, the questions norehern politicians and civil
servants are being asked to answer about aid are as follows:
1) What benefits acerue to tax-payers? and 2) Are there
more cost-effective ways of delivering the objectives ot ad
than used hicherto? Or, to use U.S. Senator Jesse Helms'
crude reems, will aid just “disappear down a rat hole”? The
routs of many policy issues facing the official aid system’s
approach to NGOs and CSOs lie within narthern domestic
political concerns to convinee vorers of the merits of incer-
national development cooperation and of ensuring that aid
resources are eftectively employed.

Reshaping Aid in the Post-Cold War Era

Issues of public versus private responsibility, ensuring effec-
tive delivery of tax-based services, and the new ranonale for
international assistance described above have been feeding
into the wd system for a number of years. And the perception
exists that problems arising from the necessary rransforma-
rion in atd can be better addressed it NGOs are part of the
solution; a puint of view advanced by NGOs themselves.
How these factors are informing today's practice can be seen
in six trends in international axwd.

o First, there 15 an ongoing overalk reduction in official aid
financing provided by OECD countries, with, i real terms,
a 5 percent fall in 1993 and a further 1.8 percent decline

e $57.8 ullion in 1995, Onidy 7 of 21 northern donors
increased awd in real terms, and some, such as [taly, have
recently cut aid budgets by as much as one-third. [ 1994,
“a5 a percentage of GDP, aggregate DAC aid fell to a 21 year
fow of 0.2 percent.””

* Second, revisions are being made in the proportion of
official aid funds being channelled bilacerally and multilaver-
ally. For exampie, the recent collapse of the Lomé negotia-
tions was attributed to che refusal by the United States and
Cireat Britain to increase the amount of aid funds earmarked
for the European Union; they preferred instead to retain
direct control.

e BRilateralism allows a stronger coupling between a country’s
international assistance and the promorion of its interests,
which relates to a third trend of tying aid more closely to
narional polinical and commercial needs.

* A fourth trend 15 seen 1 the greater proportion of aid
being allocated to emergency and humanitarian assistance,
up from 2 percent wn 1988 ro 7 percent m 1992, The vast
majortty, 93 percent, was allocated to conflict situanons with
only 7 percent going to natural disasters.”® This trend corre-
sponds to a ditect mvestment in global stability and contam-
ment of hostility (e.g., Bosnia) as the effects of the collapse of
the Soviet Union work their way through old East-West
client-state relations, the external glue that held many coun-
tries together.

o The fifth trend i1 incernational awd, reflecting domestic
Jebates, is thas ard conditions are mereasingly designed to
aler and limit the functions of southen and eastern govern-
ments. The intention, consistent with the emerging western
model, is that states should relinquish their rele as direct eco-
nomic actors and become enablers and managers of the phys-
wal and policy infrastructure needed for markess to create
wealth efficiently and for civil society to perform its many
complex funcrions. Among these functions are: providing
space for the articulavion, mobilization, and purswit of intee-
ests by social groups; providing the wstiturional means for
medsation between conflicting interests; giving direction and
expression to sacial, veliglous, and cultural needs; circum-
scribing the inherent tendency of governments to expand
their control; and, nurturing the citizenship required for
Jemoueranc governance.?

» A sixch trend, intended o assure taxpayers of effectiveness
and probity, 1s the applicanion of more stringent accounting
and accountability requrements for aid disburserents.
Putting these requirements nto practice can cause problems.
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Strengthening Ciutl Society’s Conertbunon to Development

For example, the retusal of the public audiors to approve
the accounts of the Directorate General of Development
Co-operation, in the Netherlands st it a process thae
recentralized dectsion making and creared many addivonal
bhureaueratic loads which civil servants and southern govern-
ments must catry; consequently, often aday the adminstra-
thve tail s wagging the development dog.

All these moves combine to place signiticant burdens on
those responsible tor making sure aid achieves new-found
goals m cost-effective ways. Andl this 1s where NGOs are
coming in.

Donor Interest in NGOs and Other
Civic Actors

Allocaring more official ail to NGOs can be seen as a posi-
tive response to a number of the mends detailed above. First,
it serves the thrust toward greater citizen responsibility and
pruvatization of government scvice functions in the name of
greater effectiveness. Second, channeling official assistance
through notthern NGOs advanees both national profiles in
the South and East and domestic support for aid policies.
Third, it promotes pluralism, thickens the web of civic inter-
relationships, and builds the social capital needed for demec-
racy along western lines.” Fourth, it makes possible more
surict, tailored accounting because a uniform foreign national
bureaucratic system is not invoived. And finally, by beteer
reaching those with the lenst to lose and the most to gain
from civic unrest, greater NGO involvement can foster inter-
national stability.

Frotn the foregoing, it is not too difficult to see why NGOs
will feature more prominently on the donor landscape as long
as it is believed that they will help to satisfy the expectations
of whar international assistance should do and how. And this
is indeed the case, with official funding to NGOs out-
stripping the overall growth of official aid by a factor of 51n
real terms since 1978, This trend appears set to continue.
For example, while levels of aid are being reduced, the World
Bank has recently approved a sum of $27 million as grants for
NGOs to undertake credit-based microeconomic programs.
And, ac Copenhagen, the U.S. vice-president indicated that
his countty’s development financing will be increasingly
channelled through NGOs instead of the United States
Agency for International Development (USAID). Already,
tax-derived incomes to NGOs amount to some 42 percent of
their net disbursements, toealing about $5.7 ballion, up from
33 percent in 1988."

This official vate of confidence in NGOs comes with a set of
assumprions and high expectations about what NGOs will
Jeliver for the funds they receive.” The typically anticipated
benefits of official aid to NGOs are shown in Box L.

What needs to be stressed is that these expectations may ot
may not be justified." Moreover, the transtormation of aid
and redirection of financial flows that this implies can give
rise to a number of contradictions, dilemmas, and practical
problems in implementation. In ather wotds, the changes
cutrenely being pursued fnevitably disturb the seatus quo,
creaning new difficulties throughout the aid system and
generating different policy concerns. ldentityimyg what these
issues are likely to be and how they can he rckled is the
subject of the discussions that follow,

The Basics of Voluntary Sector
Financing

Officral donor assstance to and through NGOs can be
analyzed in a number of ways. As noted in the introducrion,
the method emploved here is to look ata fundamental fea-
ture distingusshing NGOs from governments and businesses,
namely the nacure of their bnancing. The analysis focuses on
mtermedeary NGOy and only touches on other civie actors.

NGO Financing

Governments operate on the basis of taxes exacted from citi-
zens, whereas, to survive, businesses must recover the full
costs of their goods and services from their customers. These
two possibilities are not available to development NGOs. As
incermediaries in the aid system, NGOs provide services and
support to those who by detimtion cannor afford the full cost
of what they recewe. If beneficiaries could meet the real cost,
the matket could he expected to serve them. So, while cost
sharing and voluneary contributions can significantly reduce
the proportion of funds that have to be raised, development
NGOs inevicably must tap into an economie surplus gener-
ated by sources other than the people they serve. Figure |
shows the potential sources available {numbers in square
brackets in text refer to those in the diagram) ™

Northern NGOs can raise funds from three principal sources:
gifts from the general public (1], allocanons from the tax base
[2], or direct nteraction with the market [3]. Each source has
distinct dynamics and a different quality. Direct gife funds are
rawsed predominantly by public advertising, direct requests,

Box 1.

Typical Donor Expectations
of NGOs

population, particularly women and children.

accounts of the funds they use.

and active defense of peopie's rights.

-

allocations for aid.

"y

“reverse agenda.

Cooperation Agency, 1995).

NGOs will produce cost-effective tangible impacts that sustainably
reduce the level of poverty among the mest vulnerable of the world's

NGOs will exhibit integrity and provide unambiguous, verifiable

NGOs will have a positive influence within civil society in the sense that
they will contribute directly and indirectly to the preconditions neaded
for democratic governance, such as civic awareness, greater

inclusiveness in political processes, stronger demands for accountability,

NGOs will engender development processes and benefits that will be
sustainable without external finance and will themselves reach a stage
where foreign aid is no longer required for their functioning.

NGOs will maintain northern voters' motivation to support tax

Donor interaction with NGOs will have a positive influence on the
quality of official aid practices employed by governments, the so-called

'R, Riddel, A, Bebbington, and L. Peck, Promating Development by Froxy:An
Evaluation of the Development impact of Government Support to Swedish NGOs,
Evaluation Report 1995/2 (Stockholm: Swedish International Development
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Figure 1. Sources for NGO Finance
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Source: Author

maitings, and events. Indizect funds can be detved from
activities such as naronal lotteties, where the motves for
giving are more complex.

The way in which NGOs gain tax-based funds varies from
country to country. Typicaily, governments may allocate a
fixed yeorly proportion of the aid budger to the NGO sector
ot to specific NGOs within ic, as 1s the case in the
Netherluds and Germany. Bue instead, or in addition,
governments may also create dedicared “windows” through
which they fund proposals submiczed by NGOs, usually
according o a detailed, logically framed fonmat. Furcher,
NGOs can apply for tunds in priority arens idencihed for
bilateral programs, such as environment, gender, credit,
AIDS, and su vn. More recently, NGOs are ey mvited to
“hicl” tor collaboration on programs initiated by official
agencies, which corresponds to contracting.®

Finance from market interactions is of two major types.
Bither an NGO undertakes commercial acnvity teself (such
as shops, macket investmends, and enterprises), or it nego-
ates support from business corporations wishing to demon-
strate their social responsibilicy,

Currenr estimares suggest that some 55 percent of northern
NGO funding comtes from the gift ceconemy, 42 percent from
the rax base, and abour 3 percent from narker mteraction.
Given these trenwds, unless northern NGOs du something

differently, official aid will become the major component in
their financial resource mix. In other words, NGOs will
increastngly be judged against the six expectations listed in
the previous section and, as we will show fater, the resources
backing up such expectations will influence NGO behavior.

Turning to NGOs in the Souch and Ease, at first sushe they
appear to have a larger number of sources of finance because
in addition to gites [8], market [7), and governments (6], they
have access to funds from norchern NGOs [4] and increas-
ngly from official aid in a direct channel [5].” Although the
situation varies from country to counery, reality suggests that
the choices ate in fact not as diverse as they look, because of
three factors:

o Countries of the South and East tend to lack a sufficiently
large muddle class with encugh disposable surplus who also
pussess a soctal moralicy that motivates them to fund meer-
mediary organizations for development work:™

* Southern governments are by and large poor, espectally in
Sub-Saharan Africa, and look to NGOs to supplement,
not absorb, tevenues; and,

¢ [n the poorer countries, the market (s still emerging as a
significant actor.

Consequently, NGOs of the South and East are also coming
to depend primarily on officiak aid and are subject ercher
ditectly or indirecrly to its controlling expectations.

Even where these limieations do not apply, as in India,
external NGO funding stll has a place. The Govemnment of
[ndia has approved some 15,000 CSOs to receive foreign
funds, amounting to about $600 million per year. OF these,
only about 15 percent are thought to be NGOs engaged in
development wotk; the rest are schools, colleges, remples,
and religious instituttons.” In terms of national GDP vis-&-vis
forelgn assistance, the size of the middle class, and the
presence of a social morality underpinning private giving,
India could be expected to be easily able and willing to
finance 1ts own NGOs. However, sertous attempts 1o do so by
NGOs such as Child Relief and You {CRY), one of the most
experienced in the field, have shown how difficult and costly
this can be 1f the purpese 1s not simply o provide welfare. [n
its best year, CRY managed to taise some $450,000 but spent
some 40 percent of this income to do so. The organization is
already seeing its fundraising under threat as other NGOs
begin exploring the gift economy.

When accessing the significant amounts of government
finance earmarked for them in India’s National Plan and
Budgess, NGOs find that—often after payng inducements to
the officials concemed—they are, with a few noted excep-
tions, inexorably forced inta operational cotpromises that
make them take on the behavior of government itself; essen-
tially chis is a process of couptation. In summ, despite its
meaget volume tn tenns of national accounts, the quality of
external funds is scen to be a significant factor enabling some
NGOs ro undertake casks such as participatory development,
public education, advocacy, and human rights action that
would otherwise not exist—work of which the government
may be suspicious.”

The situatton in countries of the Bast appears to differ in chat
the process of NGO formation has been both abrupt and
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frequently used by old Communist segimes to perpetuate
themselves in another form [ addition, unlike m the Sourh,
development needs focus less on technieal assistance, skill
rransfer, and pravision of services, which already are um-
versal, and more on the restructuring of nonstate institutions
ropether with the nururng of marker and democratic noims
and practices.”™ [n consequence, it is vieally imporeant to
underseand who is behind the initiation of an NGO, Further,
because state tunding of this type of organization did not exist
and governments are severely financially constrained, there is
little prospect of significant intemal resources being made
available to them. For donors, this means that supporting the
evolution and embedding of NGOs as stable, valued institu-
rions in society will require different types of assistance than
in the South, as well as longer-term commitments and
greater consistency than they have exhibited hererofore,
despite many calls to do so.

The Shortcomings of Projects as an
Instrument of Aid Allocation to NGOs

(Given their intermediary position in the md chain, NGOs
will be affected by the shifts in the pattern of resources
available to them. For the same toral amount, in terms of
internal functioning, NGOs will be influenced by the rela-
tive changes in the quality of their resource mix. If official aid
is of lower quality in relation to best microdevelopment
practice, it is likely to induee organizational and operational
changes thar reduce the effectiveness of NGO recipients. Aid
quality rather thun quantity, therefore, becomes a key variable in
determining the degree to which NGOs lose or increase their
effectiveness. A very significant factor affecting the quality of
aid is the instrument used forits allocation, namely develop-
ment projects.

It is beyond the scope of this paper to detail conditions under
which a project approach may or may not be approptiate
because, among other reasons, it works against authentic peo-
ple’s particlpation, one of the proven prerequisites for self-sus-
rained, community-based development.® Suffice it t say that
project-based funding in and of itseif usually constitutes a
quality constraine.

Policy Analysis from the Perspective of
Official Aid

Policy analysis can be undertaken in a number of ways. Here,
two approaches are used. The first approach systematically
reviews the dynamics and {ssues arising from the framework
set out in Figure 1, some of which have already been identi-
fied in previous discussions. The second approach is applied
later in the paper by grouping and reframing issues to make
them more practically relevant for donors faced with ditficule
policy trade-offs und choices. Together, these approaches
should provide a useful and comprehensive perspective.
Tmplications of the analysis for NGOs, southem govern-
ments, and other significant actors will be discussed only to
the extent that they might atfect donor policy decisions.

North-South NGO Dynamics: Tensions and
Distortions

Taking up the analysts begun eaelier in the discussion: What
is happening beoween northern and southern NGOs in

relarion to aid trends? Two wems stand vut, First, northern
NGOs are commng under pressure to increase the proportion
of funds going to their southern and eastern coungerparts
[4].** For a staut, souchern and eastern NGOs are demanding
that nocthern NGOs step downg development waork them-
selves, 1., that they transter more of the resources they rase
to counterpart NGOs ro enable them to wark berrer in their
own countries. This pressure 15 compounded by the growth in
direct funding [5] and i aid reaching sourthern NGOs
through their governments [6]. The net effects are: 1) ten-
sions arising between norchern and southern NGOs over
mutual roles and divistons of labor; 2} an accelerated increase
of in-country funding giving rise to a supply-led opportunistic
growth of NGOs devoid of voluntary principles; and 3) an
inability of southemn or eastern NGOs to satisfy the expecra-
tions shown m Box 1 (i.e., they often lack professionalism,
development capacity, and quality, leading to a growing mis-
match berween expectations and performance).

By way of dlustration, data from Tanzania suggest that civil
servants who have been forced out of government by World
Bank-sponsored retrenchment and who have little experi-
ence of the NGO way of promoting development ate
capitalizing on their knowledge of donors and contacts
within ministries to register and fundraise for new NGOs.
Simarily, multipartyism s giving rise to new NGQs inspired
by politicians wishing to guard against competitton n their
own backyards.*

A critical observanion 1s, then, that the pace at which donors
can decide to increase support to NGOs bears little or no
relarionship to the growth m NGO capacity to amn aid into sus-
tainable development. Pressure to disburse funds exacerbates
this problem, particulanly by inducing the emergence of ail
sorts of organizations bearing the NGO label and little more.
That this distorts the (probably over-idealized) nature of vol-
untaty action 18 beconung wereasingly apparenc as abuse of
funds becomes more widespread.

On the positive side, donor actions, particularly ditect
financig, are forcing a necessary debate between northern
and southern NGOs abour power relations and the future
division of roles.

Altering the Proportion of Official Aid NGOs
Employ: Impacts on Identity, Effectiveness,
and Dependency

There is evidence to suggest that as the proportion of official aid
within NGO disbursements mcreases, the desired charactensucs of
NGOs can come under threat.”

Furst, as the requiremenus for public (Le., parliamentary)
accountability begin 1o dormnate, the link between the value
and oversight functions of the founding constituency may be
weakened. Consequently, NGOs becotme confused, hybrid
organizatiens—on the one hand motivated by che specific
soctal vision and beliefs of their founders and constituencies,
whle on the other hand being expected to function n con-
formity with generalized public norms and prevailing political
ideology as interpreted by a *aeutral” bureauctacy.

Depending on the nature of the political economy, the “civic-
ness” of the NGO (i.e., us embedding in a particular segment of
society) coudd also be neganvely affected by official aid, which
inevitably and righly reflects the politics of the northeen
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regime in power. To guard agamnse this, NGOs may set limits
to the proportion of atficial aid they mohilize, NGOs, and
espeeially member-based organzations {MOs), with clear
“owning” consistuencies and participatory modes of gover-
nance are more likely to rerain their Wentiry and roots
within society despire large propartions of official aid,

Otfreial aid brings with 1t demands tor accounting and
accountabiliry, which require internal practices thar can alse
work against NGOs realizing rheir potential comparative
advantages. For example, a concern with continuty of funds
directs NGO attention to sanstying donor reporring require-
ments at the cost of those 1t should be serving. Simlarly, ful-
filling auditing needs can lead to procedures that reduce
flexibilicy and shift decision-making responsibility away from
where it belongs at the NGO interface with communities.

The problem of financial dependency has been around for a
long time, particularly among southern NGOs, but ic is set to
become more actte. The basic problem 1s that rapid growth in
aicd to NGOs in the South and East is completely out of step with
the growth in the local economy of many countries. The situation
is worse where the proportion of aid in national budgets is
high, as itt most Sub-Saharan countries and some countries
in South and Sourheast Asia. Here, a whole layer of civic
organizations is being created by and remains dependent on
the aid system, neither rooted n nor connected to the local
economy. This situation is only sustainable in the context of
aid as a permanent system of global social-service provision
akin to what has arisen histortcally as public welfare in
northern countries.® An additional concern for NGOs pro-
viding social setvices such as health care, education, and fam-
ily planning to the poor is thar these types of development
intervention are seldom self-sustaining; they call for continu-
ous external financing.

A meaningful response to the problems Jetailed above will
requite significant modifications in present donor practices,
such as financing investments and trust funds, which are dis-
cussed below.

Southern Governments: Relations and
Responses

An additional source of policy concern arises from the fact
that the growth ot official funding to NGOs 15 occurning
while anl resources are shrinking. In other words, referring o
Figure 1, the volume of channel [9] is bemg reduced as chan-
nels [2] and [5] are increased. This can only mean that money
s being diverted from traditional recipients, southern gov-
ernments, This shift is obviously likely to cause tensions
requiring policy responses.

The first discomfors for souchern regimes is that a growth in
NGOs may be undermining them politically. The tension
this induces in NGO/governinent relations is likely to corre-
late directly with the degree of illegitimacy and insecurtty felt
by the regime in the first place. Donors may be seen to be aiding
and abetting subverstve forces with negative impacts on bilateral
relations. Here, active suppott to the NGO community may
produce counterproductive state cesponses, examples of
which already exist.

Where governments respond by introducing new regulations
to control NGO, as for example in Uganda and Kenya, it is

atten with the argument for coordinarion that will better
incorporate them int national development efforts. In many
mstances, because NGO self-regulatton 15 so poor, there is a
legritimate need to ranonalize their contribution o national
development. However, the common downside of such
moves 15 a reduction o the diversity of development
approaches and a weakening of the civic dimensions of
NGOs. The consequence is that the NGO communiry's
ability to foster plurahism and more democratic governance
becomes comprormsed.

A simular effect may occur if donors tie NGO funding more
closely to their own development priorities in a country.
Although a logieal thing to do, it also binds NGOs more
tightly to governmental stances and procedures that may,
again, work against the realization of their potential compar-
ative advantages in development or the retention of their
civic rours.” In effect, higher levels of official donor support can
aurn NGOs into unofficial parastatal bodies, located conve-
niently outside of cetlings agreed ro by the World Bank and
the International Monetary Fund (IMF).»

At the extreme, reducing bilateral and multilateral aid to south-
em governments may further undermine therr ability to do well the
few things that they should do. This could lead to a vicious spi-
ral where NGOs and markets are called upon to compensate
for a perceived increase in government shortcomings, further
weakening govemnment, for example, by luring away highly
skitled staff. This could be a real threat to government effec-
tiveness as well as to sovereignty and democracy, since every
country has the right to decide on the institutional division
of tasks and responsibilities it desires {if 1t can afford them).

Donor Relationships with Southern and
Eastern NGOs: Legitimacy, Expertise,
and Governance

Whatever their developmental shortcomings, the relation-
ship between aid agencies and southemn governments is a
natural one n terms of an acknowledged place in society.
Asule from concemns about coruption, by and large donors
o not have to question the basic existence of the bureau-
cracy they relate to: all nation-states have governments.
However, in opting for greater direct involvement wich
NGQOs, donors canno rely, a prior, on the necessary exts-
tence ot tegiumacy of those organizations wich which they
interact. And for reasons detailed above, there 15 every reason
to question the character of southern or eastern NGOs
requesting support.

Donor ability to vet the legitimacy of appheants for aid is
refatively easy i the home country, It 1s much less easy n the
South and East. Unfortunately, international comparative
study indicates that legal standing 1s not a sure guide as to
whether an orgamzation that purports t be an NGO is one
or not.” Answering the question of what constitutes an
NGO is proving to be particularly difficult i transition
economues.” Although, for reasons of contractual account-
abilicy, donors must essentially rely on the legal dimensions,
these crireria must be complemented by other situation-
spectfic undesstandings. Effectiveness in dealing with the issue of
NGO authenuciry and legmacy therefore becomes directly
related to a donor’s access 1o local lmowledge and to the nasure of
its decion-makemg processes.
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The capacity to separate the NGO wheat from the chaff
equires both expertise and aceive linkages within the NGO
ommunity where peer review can be used. However, in addi-
ion to expertise, donor seaff need time, The avadability of
his resource is often overlooked and is a function of both
dministrative procedures and the number, racher chan level,
of grants to be made. Getting the seaff-grant ratio right is critical
or effective funding of NGOs but is usualty constrained by the
sercentage of administrative costs involved.

A common solution to limitations on donor stalf time is to
aneract out dishursement to existing or specially created
nrermedizry NGOs or to use national consortia or sector-
pecific umbrella NGO bodies. This move can fundamentally
iter the nature of che dynamics within the NGO commu-
iry, sometimes creating major seebacks, A common effect of
ficial aid to NGO umbrella budies is to detach them from
heir membetship; this occurred with the Ghana Association
f Private Voluntary Organisations for Development
GAPVOD) because of UNDP financing, Further, official

id can lead NGO collaborating bodies to promote govern-
nental rather than civie agendas resuleing in splits within the
NGO community between those that do and those that do
ot wish to work closely with the government. Basically,
urning an NGO representative body into a funder of its
nembership introduces a contradiction in functions that
eads to neither being done well.

\id governance (i.e., the control over decision making for
fficial aid allocations to NGOs) can also create or solve
olicy issues. The inclusion or exclusion of southern or east-
m governments and NGQs in che decision-making process
an induce a variety of effects. [t can cause conflict, sow divi-
ions, undermine representation, or lead to greater trans-
arency and collaboration, Establishing appropriate
overnance structures, especially for multilaeral funds, can
etermine the creatlon o otherwise of an enabling environ-
rent and interactions based on mutual respect. How donors
0 about seeting ub decision-making structures for allocaring their
JGO assistance, or the conditions they negotiate bilaterally with
overnments to alipcate their aid, can have a crucial impact on

JGO/state relations.

dolicy Issues and Their Potential
lesolution

"he point of departure for the second approach to identify
sues is the assumption that the imperatives for increasing
id to NGCs and the expectations associated with them are
oing to continue. In other words, those responsible for the
id system must find solutions to policy issues because the
rees giving rise to them cannot be substanciaily modified.
rom this position, it seems wost useful to group and reframe
he issues identified so far in rerms of cause and effect,

volicy Issues for Donors Funding NGOs

rom the preceding discussion, nune key policy issues in

onor funding to NGOs can be derived. These are listed in

ox 2. Obvicusly, the applicability of any one issue will vary
- i

y donor agency and by whether the recipient NGO is opet-

ting in a southern or eastern country. [n resolving each of

1ese policy Issues, trade-offs and choices must be made,

Although specific solutions depend on the parttcular context,
it is possible to indicate what would be involved. This is the
subject of the following sections.

Strategic Choices

Before an appropriate resolution can be found for any of the
policy 1ssues listed in Box 2, prumary stracegic chowces must
be made.

Sector and/or Project Support. [n the first instance,
donots need to decude if they are interested in supporting the
NGO sector in a country or region, or (f they wane to restrict
assistance to NGO projects or programs, or if they want to do
both. Choosing to assist the evolunion of the sector means
adopting an essentiatly political view that involves mapping
a country's institutional landscape. This type of assistance calls
for a set of instruments, measures of achievement, and ume scales
that differ from those that have evolved from development projects.
Focusing on the institutional expression of sociery, rather
than on a technical sector, such as water supply, infrastruc-
ture, or agriculture, will require expertise other than that of
public administracion, which is the discipline commonly
assoctated with institutional development and reforms for
good governance.®

For donars seriously concerned about increasing the involvement
of nonstate actors in development, msatutional mapping wall pay
particular attention to il sociery as @ whole, beyond NGQs.
Here, a critical step 1s to identify MOs representing subna-
tional interests. Obvious examples are religious organizations,
informal sector associations, professional associations, trade
unions, women's movements and the like. This assessment 15
obviously more overtly political, risking charges of inter-
ference 1n the intemal atfawrs of the country. It is difficult w0
see what comparattve advantages donor agencies possess to
embark on such suppott and a case can be made for NGOs as
morte appropriate actors for this activity.

Deciding to concentrate only on project and program level
suppott witl mean aitering a number of components that con-
stitute the donor intetface with NGOs. What these elements
might be is considered i more detail below.

Working in Consort or Individually. A further stratepic
choice to be made 15 between collaborating with other
donors and maintaining individual policy positions. The
trade-offs are berween retaining a national profile and shar-
ing what are inevitably common concerns, such as verring
NGOs. From the perspective of efficiency, donor-country-
specific reference groups for information exchange are a min-
imum that could be atmed at. A further step, already adopted
by some consortia of northern NGOs, is to recognize a lead
agency for each country whose task is to ensure the collec-
tion of up-to- date information that 15 agreed to be relevant
to everyone'’s needs. This agency could form an interface with
NGO representarive bodies where they exist. Such an agree-
ment would reduce overload and duplication of requests for
information and so on.

Donor coordination is 2 notorwously difficult affar in bilateral
aid. It would be counterproductive to load the stresses caused
by lack of coordination on NGO, which are usually far less
able than governments to cope with contending and contra-
dictory demands, such as diverse reporting formats, In other
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wirs, the mabhey of danots o collaborate will have grearer detre-

mental cffects on NGO than o southern and eastern govern-
ments. The issue is one of seleeting a stanee roward other

Jdonors dealing with NGOss thas 15 polineal chowce that has

1oy he sgnaled from the topy allowing protessonals to work
out the detark.
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Box 2.
Key Poticy tssues for Official Aid Agencies

NGOs may become bureaucratized and unable to realize their
comparative advantages in development because:

they are limited by development conditions, practices, and
procedures assoclated with official aid;

their processes are accommodating donor as weil as local legal
requirements and procedures for accounting/accountability;

their capacity is stretched too far when they respond to greater
funding opportunities associated with donors’ pressures to dishurse;
their donors cannot adapt their internal staffing and decision-
making systems to interface cost effectively with large numbers of
NGO grantees; and

they get co-optad into the state development system,

-

-

NGOs may |ose their civicness and democratizing potential because:

« officiat aid introduces multiple accountabilities, weakening links to
constituencies;

+ ambiguous or contending sets of norms and values confuse social
role and/or organizational identity; and

* they get co-opted into the state development system.

Tensions between northern and southern NGOs, heightened by official

aid, may:

« impact negatively on narthern NGQs’ ahility to mabilize public
support for aid; and

« tead to divisions and rivalry within the NGO community in the South
and East.

The NGO sector may become even less sustainable because:

+ the rate of increase of aid to NGOs outpaces growth in lacal
economies; and

s new strategies required for NGO self-reliance are not supportable by
danors,

The supply-led growth of NGOs may give rise to illegitimate
organizations, which leads to divisive positive vetting in order to
protect the integrity of disbursements,

The relations between NGOs and southern or eastern governments

may deteriorate because of:

« regime insecurity leading to suspicion about increasing levels of NGO
work; and

» jealousy due to diversion of funds.

Bilateral government-to-government relations may suffer because:

« donors associate with NGOs that are critical of public policies; and

« donors are perceived as interfering with sovereignty in development
decision making as institutional divisions of labor are impeosed de
facto from outside.

The capacity of southern governments may he undermined because:

« assistance is reduced and what remains is diverted to NGOs; and

» highly skilled officers leave, attracted to the better conditions NGOs
can now offer.

Intermediaries or mechanisms established by denors to fund NGOs may
have systems of governance that create divisions, reduce NGO
autonomy, and compromise sector representation.

Resolving Policy Challenges

Already, there are prelimnary imdications of how some of the
aine pohey issues iwemized in Box 2 can be tackled; much of
this information comes from the growwng number of studies
and reviews of donor/NGO interactions. The following sec-
ton offers potneers as ro what these soluttons mught be.

Protecting the Quality of NGO Work. A\fniding
bureaucratizarion and reconeding the financial accounting
needs of parliaments with the functional needs of authentic
NGO participatory development work 15 one of the toughest
problems to solve. A key t the problem lies in the dithculty
of assessing NGO performance. If this could be done, a
greater level of trust and flexibility could be achieved.
Without some mutually negotiated measure of results,
beyond outputs, the only reasonable alternanve ts to equate
accountability with accounting. Logicatly framing projects is
astep n the direction of defining performance, but 1t presup-
pases a controllable linearity to development work that does
not eust in practice; sustainable soctal change is an essen-
nally complex contingent process.

A promusing way to proceed is to combine logical frameworks
with multistakeholder participatory processes.” Heve, a logi-
cal framework serves as a poin of entry for negotianion and
agreement by all parties, including donor representatives, on
what is to be achieved and how both products and processes
will be monitcred and evaluated, The demand on donors is
for thetr staff to be able o enter commitments, in ather
wards to have delegated authority along che lines being
emploved by the Danish Ministry of Foreign Affaws and the
Swedish International Development Cooperation Agency in
Bangladesh.” This negotiated agreement is funded accarding
to situation-specific criteria that are parely informed by
warldwide donor pricrities and government agents, which are
part of the negotiation process rather than simply authorizers.

There should be no illusion thac this 15 a conflict-free process;
contending perspectives and interests will be pur on the
table. However, if not expressed and worked through in
advance, different pownts of view eventually come to light in
ways that often undermine and negate what was intended.

Thiee effects that can reduce the quality of what NGOs do
commonly arise from increased official inancing, First, there
is overfunding; the volume of finance made available
NGOs 15 increased too quickly, overloading management and
organtzational systems. Second 15 premature diversification,
where in the name of ntegration, NGOs are mduced (will-
ingly) to take on additional types of tasks, often correspend-
ing to donor thematic priorities or countty strategies. The
process of altering the internal workings of an organization to
do something different is too accelerated, underfinanced, and
seldom fully thought through or guided. Third is the pulling
apart of an NGO by contradicrory conditions coming from
different funding sources, particularly in terms of accounting.
NGO managers end up spending too much of their tume
managing intermal tensions and donors instead of develop-
Mment Processes.

Counteracting these and other rypical problems of official
ard o NGOs requires: 1) incremental support over longer
time frames—five 1o seven years is a mnimum for the
organizational change and consolidation needed for greater
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effectiveness; 2) core funding ro ensure stability and continu-
1ty while local resources are mobilized as replacement;

3} acceptance of greater coordination berween funders maa-
aged] by the NGO; 4) atrention for and stratesies toward
what is happening in the voluntary seetor as a whole; and

5) moving from a grven project to a moce long-term inter-
vention approach to development work and its financing.

The value attached ro meering annuat Jishursement argets,
the pressure to reduce administrative transactions by giving
larger amounts of money, and the expectarion that resutts
can be obtained quickly (in rwo ro three years) characterize
much of the official aid system. Reraining ehese features
works against the ahility of NGOs to realize quality in work
that s critically dependent on listening to and moving at the
pace of participating popufations.

A serious impediment o NGOs' ability o fulfill legitimate
donor requirements for good participatory practice is the lack
of initial finance to do so. A form of Aexible prefinancing to
enable the basic groundwork t be done, such as stakeholder
negotiation, is too seldom available. Relatively small
amounts of this type of high-quality money ean make a sub-
stantial difference tw later effectivencss.

As a rule of thumb, any donor requirement that negatively
influences NGO transactions with communities or dirscts
NGO accountability away from them is counter-preductive
o the donor’s own goals. It is wrong to suppose that a
leciston to bring NGO funding on a par with that of
Jovernments in terms of significance will not have repercus-
ions for the donors awn ways of working. 1t simply cannot
e business as usual, as the World Bank found out when
ctively engaging with NGOs in creating special funds o
lleviate the negative impact of structural adjusement policies
n Uganda. By applying tts normal tendering procedures, the
3ank undermined pareicipatory interactions and commit-
nents mace between NGO groups,”™ The Bank's recene guxde
o collaboration with NGOs indicates thac it is pulting
ogether its learning about these and other counterproduc-
ive experiences, as well as more positive ones. ™ To under-
tand better how their systems may need o be adapred, it
vould also be worthwhile for donors to acquaint themselves
vith the policy guidelines for receipt of official md drafeed by
he International Council for Voluntary Agencies (ICVA).#

n sum, what is needed to ensure that NGOs apply official aid
ffectively 1s & radical shift from a project-by-roject contracting
e of support to a systemic collaborative moce of working besed
1 a long-term memorandim of uncdlerstanding that embraces
evelopment action, organizational development, and the eco-
omic embedding of suuthem and eastern NGOs,

ivicness and Democratizing Potential. A major
cason why NGOs are deflected from their purpose and stand
» lose their identity is a structural mismatch between policy
nd vperational decision making ar each step of the aid

hain, For example, micldle-ranking desk officers from
orthern agencies usually deal with chief exceuives of

IGOs i the South and Enst, What appears to be an opera-
onal choice for che desk officer, for example, ro emphasize
amen or credit or environmental prowection or subrmitting
n application to the governinent for funding, can actually be
policy choice for the nexe agency in the chain, but this

difference 15 sekdom appreciated by both parties. As a conse-

quence, those governing rather than running the NGO are

not sutficiently included in negotiations and stowly lose their
X -

grip; the NGO moves away from 1ts toots and becomes essen-

ually unaccountable, suspended above society?!

One step ro mminmuze this effect would be o require a board
resolution showing approval of a funding agreement. Though
certaunly no panacen, this move witl at least signal some form
ot governors” engagerment with the cheices made, This  par-
ticularly smportant for MOs to ensure thar they are not being
left behund by their leaders.

Providing space for NGO values, beliefs, and approaches has
always been ane argument for creating distinctrve funding
*“windows.” A pro-NGO policy needs to sustain this space
even where the sums involved become mote significant. A
donor’s ability to do so 15 partly conditioned on the factor
noted above, trust. And the same argument for agreed perfor-
mance assessment criteria applies.

Many donors require NGOs to show that the government
has formally approved the projects they are funding. This
requirement cuts two ways. On the one hand it ensures thar
the NGO inutiatives conform o national requirements and
priorities. On the other it can subject the NGO o all sorts of
compronuses and controls by local elites. The degree to
wlhich this teduces autonomy and civicness will depend on
the nature of the political economy. Seriousness about
advancing democracy would suggest that, 1n principle, format
approval shoutd not be required by the donor, even though it
may be a condition set by the government.

NGO/Government Relations. Without doubt, changes
thar reduce government control over developroent and asso-
ciated resources will usually be resisted. The level and form of
reststance will depend on the proportion of aid m relation to
other revenues and the nature of the regime in power.! In
this transition it is vital thar NGOs not hecome the victims
of southern or eastern governments’ frustrations with new
donor prioriries.

Although it is doubtful that stress can be aveded all
rogether, a couple of strategies may reduce the tenstons. Fitst,
denors should not opt for quiet behind-the-scenes moves and
presentations of fatis accomplis 1o goveraments, but mseead
should promote fora berween NGOs and munustries where
dialogue and disagreemenc can take place. These recognized
places and moments for meeting are very often lacking n the
Scuth and East, atllowing rumor to be treared as fact and
NGO operations to be hampered by noncooperation of gov-
ernment bodies later in the process. Second, w equalize
imbalance between governments and NGOs when they sit at
a table together, 1t is vital that investment be made in inter
NGO relavonships, Funding is seldom provided to enable
NGO:s w consult systematically berween themselves as a way
of building the capacity of the voluntary sector; and NGOs
generally do not get rogether undess called to do so in relacion
to an inrernational gathering,

However, more important than periodic lugh level inter-
acrions hetween NGOs and governments are those happen-
iy at local levels on an ongoing basts, Thus 1s the cuttimg
edpge of NGO development work where poor relations with
government have less visible bur stelt very significant effects.
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Aside from local politicat incerests, the NGO/government
intertace at communiry level s usually defined by a system
and hierarchy of development commitrees. Their functioning
is normally regulated by admimstrative rather than statutory
instruments, which allow no formal means for comgplaine or
redress against decisions public adminstrators make, There-
fore, as part of a strategy for building up the role of the
voluntary seetor, the recogniion and inclusion of local
representatives and civic organizations, including NGOs,
should be put on a legal footing. Such a step has been raken
in Inclin with the act introducing the Panchayari Raj as a
representative syster of development decision making at
village level. This action extends people’s legal nghts where
it matters most, in their daily interaction with the state on a
thousand and one issues that detenmine the real, as opposed
to written nature, of governance and the effectiveness of
development agencies.

Government-to-Government Relations. This area is so
complex that lictle in the way of genetal statements can be
e about how donors can maintain positive relationships
with southern and eastern governments while supporting
NGOs that not only deliver services but also may adopt a
ctitical stance toward public policies. The only approach
that can be consistently recommended is to repeat the
mantta that additional information, including from critics,
must lead to betrer decisions, This is che position adopted by
parts of the World Bank in dealing with the criticism it
receives fromn NGOs, leading to its public disclosure policy
and introduetion of an ombudsman.

Naturally, this argument is more credible 1f donors can
demonstrate that they themselves have ways of listening and
incotpotating extemal commentary on their work. This is
not readily seen.

NGOs: Separating the Wheat from the Chaff. The
ability of donors o sort legitimace from illegitimate NGOs
will depend cricically on the questions they ask and the
sources of informacion they tap. The quality of both is
directly dependent on whether or not they employ knowl-
edgeable peaple and allocate them with meaningful decision-
making authority. Finding expertise often means robbing the
NGO community of its best members, because competent
insiders will usually have greater access to informarion and
capacity for appropriate interpretation than outstders.

[n the end evaluating NGOs boils down to the following:

1) donors setting up communication paths to NGOs in the
North and Souch in oeder to obtain an element of peer
review: 2) delegating authority as close to the ground as can
justify the cost; 3) employing specialists with backgrounds n
the field; and 4) working from three or four basic reference
puings (e.g, NGO applicants may be asked for copies of three
years of annual reports and audited accounts, a copy of the
constitution, and a lst of other donors).

Some donors are being approached to finance new NGQOs
with useful innovative ideas. This work is probably best left
to those with a proven track record in this arex, such as the
various U.S. and European foundattons and other non-
operational northern NGOs that can take higher risks. This
being saidl, a comparative study in Bangladesh of Swedish
International Development Cooperation Agency (SIDA)
direct fumding wirh that of Swedish NGOs not present in

the country suggests that if donors are prepared o invest
in the direct channel, they may be more effective than

northern NGQOs

North-South NGO Relations. Within the NGO conminu-
nuty, the issue of appropriate North-South relations remams
unresolved. Direct funding is seming rhis particular pot in
some helpful ways by forcing a dialogue about power, Jepen-
dency, and the true nature of partnerstup.” From a donor per-
spective the 1rems listed below are potental reasons for
continuing to channel funds through northern agencies. In
principle, support to and theough northern NGOs can:

¢ Help southern NGOs retan their autonomy as civic
institutions;

Reduce the perception thar southem NGOs are
competing with their governments for aid;

* Incorporate appropriate technical assistance based on
mutual values;

Be more flexibly applied;

Work against simple substitution of southern NGOs for
the state in service provision;

Broaden support of northemn constituencies;

Maintain plurality in the aid system: and

Serengthen South-North collaboration to influence policy
at the internattonal level by bringing “testimony” from the
lives of poor people and their struggles,

Guidelines on partnership formulated by the [CVA argue
that southern NGOs should steadily take on more responsi-
bility for development in therr own countries and that north-
et NGOs should move away from operational functions to
supportive and advocacy roles.” Although the situation dif-
fers among Africa, Asia, and Latin America, indigenous
NGO capability 1s growing, leaving less and less justification
for northern NGOs to undertake development for local
NGOs rather than swith them. If northern NGOs fad to
change, they will leave themselves open to charges of neo-
colonialism. However, if properly realized, North-South
NGO funding using official aid can continue to provide
value-added.

The dimensions listed above offer donogs a basis on which w
start assessing the value of northern NGQOs as channels for
their aid, the onus being on NGOs themselves to demon-
strate that their partnerships are providing some if not all of
these benefits. Again, the situation of southemn and eastern
NGOs varies country by country. It is unlikely that a blanket
statement can be made about funding though northerm
NGOs. Indeed, the differences thar already exist within the
donor community about direct versus wdirect funding and
North-South NGO division of labor reflect the differing

emphases donors place on the factors noted above.”

In southern and eastern countries, the best way for donors to
deal wich problems within the NGO community is probably
to stay well informed, not get directly involved, and not con-
tribute to disputes by decisions that will ult the balance for or
against northern or southern and eastern NGOs. [nstead,
NGOs must be confronted with the fact that they ace respon-
sible for getting their own houses i order.
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Reducing the Unsustainability of the NGO
Community. The financial unsustainabiliy of NGOs
outside of internationat aid is probably one of the mose
pressing problems facing donors and NGOs themselves. The
issue is not new but has yet to be addressed in an effective
way. Figure | shows that the critical points of entry for donors
wishing tw strengthen voluntary sector resources are i com-
bination of any of the following:

1) In terms of the gift cconomy:

o Encourage governments to increase incentives for
pubtic and corporate giving through tax relief and
other means;

* Support NGO strategies to mobilize local resources,
cost sharing, and voluntarism;

+ Finance focal charitable, philanthropic, and develop-
ment trusts; and

* Encourage governments to provide rax breaks to
NGOs to reduce their costs (e.g., exemption from sales
and property taxes).

2) In terms of the market:

* Provide investment capital to NGOs so that they can
take on commercial activities;

¢ Provide endowment or capital funds for che sector or

specific NGOs;
* Finance debt swaps and counterpart fund ucilization;
s Provide guarantees for risk capital.
3) In terms of government:

s Support NGO financing In annual budget allocations
if conditions can be made appropriate.

A great deal of thinking and experimentation presently
under way is directed at assisting NGOs to Jevelop altema-
tive sources of funding.* Most initiatives require a degree of
innovation and change in existing donor practices that it
may be difficult to get auditors to accepr. A key issue is the
governance of funds (i.e., who will have final say on their
investment and allocation?). Difficult as it may be, unless
some creative and initially risky steps are taken, the prospect
is that many, if not most, of the NGOs active today will cease
to operate if external funds are withdrawn. The picture is less
severe for NGOs involved in credic and other ¢conomic
programs that generate a financial return, It is more dire for
NGOs providing social services to the poor.

The situation is less catastrophic for CSOs based on mem-
bership because in principle they have constituents with an
interest in sustaining their own organization. In the long
term, these organizations probably offet the best prospect
of economic self-sufficiency. The Self-Employed Women's
Association (SEWA) in India is commonly cited as

one example of the self-sustaining potenial of this type

of organization.

Undermining the Capacity of Southern
Govermments. Cereain critical functions in society can
only be performed by governments. And, in the longer term,
government is the only orpanization thas can guarantee o
permanently raise revenues, because other organizations may

come and go. It would be most unforrunate if donors ook an
unbalanced view of the funding needs of a developing soci-
ety, rileing toward nonstate actors as the solution to poverty
aned ingustice. In the emerging awd order, donors will reed new-
stvle counery strategies that seek to optimize the mux of support to
be provided across the three sectors of government, marker, and
CSOs. Ther assistance must be taitored 1 the speaific sicua-
tion of each country, taking account of what other forces are
in play, because the role of international aid should not be
overestimated. Such strareges should obviously respect the
choices of the population, otherwise the stated purpose of
promoting democracy will itself be hypacritical.

Confirming to governments of the South and East thar their
functions are recognized, valued, and will conrinue to be
strengthened may help reduce a perception that they are part
of the problem of poverty and growth, but not part of

the solution.

Governance of NGO Funding. One of the ways donors
try to deal with administracve limitacions i working with
NGOs is to establish separate funds or organizations to do so.
Environmental funds and funds for AIDS prevention and
education are current examples. In addicion, NGO represen-
tative bodies are sometimes approached to function as vehi-
cles for disbursing donor funds to their members. Examples
where NGO umbrellas have successfully played the dual role
of funding and being owned by members are difficult to find.
In fact, where donor agendas subtly or openly undermine the
often hard-won collaboration of NGOs within sectors ot
across countries, inappropriate funding has been identified as
one of the greatest threats to the viability of consortta.”

Where special {multilateral) NGO funds are established, the
participation of NGOs and other civic actors can be prob-
lematic because of the issues of representation and mandate.
In addition, the degree to which the fund is made autono-
mous from those who finance it can affect the sort of activi-
ties and organizations it can support. If the purpose of funds is
to strengthen civil soctety as well as deliver development,
they are best constructed at arms length from donor interests
so that decisions predominantly reflect civic rather than gov-
emnmental peespectives and concerns. Again, forgoing direct
control is difficult to do with public funds, but if this cannot
be realized, donors may have to question if their objective of
building civil society 1s realisuc. Simply put, it 1s pointless
and wasteful for donots o define new aid objectives or priori-
ties if the organizational adaptations and new instruments
requited cannot be put in place.

Conclusions

A review of the above issues shows that, on balance, the
ability and responsibility to resolve most of them lie with
donots individually and communally. Some mutual adjust-
ment can be achieved in dialogue between donors and
governments, and donors and NGOs, but in the last analysis,
effective realization of new preorities of the official aid system
call primarily for changes from within. And, while improve-
ments in NGO practice are necessary and must be continu-
ously sought, too much adaption by NGOs to unrodified
donor requirements has the real potential of throwing the
baby out with the bath watet (i.e., the very compararive
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advantages rhat merit greacer aid ro NGOs will be negated
by the funding process and by the consequences of more
dueperxlen retacionslups. )

What must also be appreciared is thae falure to aleer the
mtertace between donors and NGOs does not mean that the
status quo will simply be maineained. Why? Because the
growing proportion of mx-based funds in NGO disburse-
menrs will iself influence their behavior. Specifically, unless
care s taken, greater official aid s likely to make NGOs less
developmentaily effective (becswse of bureaucratization) and
less civie. [n other words, domg nothing will still do some-
thing undesirable in terms of NGO perormance, linuting, in
its urn, donors’ ability to achieve their more complex devel-
opment goals.

In the long run, however, necessary adaptations thae only
moify existing modes of projece-based development assis-
tance will not seructurally strengehen the NGO resource
base. Achieving this more fundamental objective calls for
substantial changes that fully reflect the new world order and
justification for international aid. The more important modi-
fication will be to adopt, emphasize, and allocate sufficient
funds to strategies that eventually root southern and eastern
NGOs within their own economies. In many countties, this
will require longer-term petspectives than most agencies are
prone t aclopt, a mix of staff skills and insights that donors
have not needed in the past, different funding approaches,
and a new set of measures t judge achievement.”

Without substantial changes within donors, the likely sce-
nario is one of NGOs as actors permanently locked into a
global system of social-service financing.
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