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CHAPTER1
INTRODUCTION

1.1 PURPOSE OF REPORT

This report presents the analysis, findings, conclusions and recommendations of the
evaluation of the Pacific Financial Technical Assistance Centre (PFTAC) that was
undertaken by James Bucknall, Percy Allan and Kolone Vaai between April 26 and May
14, 2004.

Chapter 1 briefly describes: (a) the operations and governance of PFTAC; (b) the
objectives of the evaluation; (c) the issues that were addressed in the evaluation; (d) the
methodology that was used; and (e) the evaluation schedule.

1.2 BACKGROUND TO PFTAC

The Pacific Financial Technical Assistance Centre in Suva, Fiji was jointly established in
1993 by the United Nations Development Programme (UNDP) and the International
Monetary Fund (IMF) as a regional office to implement the “Fiscal and Monetary
Management Reform and Statistical Improvement Project” in 15 Pacific Island Countries
(PICs).

The establishment of the Centre responded to the observation that economic growth and
development in PICs were hampered by the lack of technical skills and institutional
capacity to formulate and implement appropriate economic and financial policies to
remove structural distortions, increase efficiency, and reduce macroeconomic
imbalances. The Centre's aim has been, and continues to be, to build skills and
institutional capacity in member countries for effective economic and financial
management that can be sustained. Toward these objectives, the Centre provides advice
and training in: (a) public financial management; (b) tax administration and policy; (c)
banking regulation and supervision, and (d) macroeconomic and financial statistics
through responsive, ad hoc help, pro-active reform assistance and personnel capacity
building.

The overall guidance of PFTAC is provided by the Centre’s Tripartite Review Committee
(TPRC) consisting of representatives of all participating Pacific Island Countries, the
funding agencies, and the IMF. Other technical assistance (TA) providers and relevant
regional institutions are invited as observers.

Until July 2002, PFTAC operated as a UNDP regional project with the IMF as executing
agency. Because of the withdrawal of UNDP as a PFTAC-donor, the TPRC approved a
new project document and decided that the IMF should seek to establish a PFTAC sub-
account through which donor contributions would be managed. Financing for PFTAC



has been provided by the Asian Development Bank (ADB), Australia (AusAlID), Japan,
the Pacific Island Forum Secretariat, IMF, New Zealand (NZaid), and UNDP.
Preliminary discussions have also taken place with the Republic of Korea and the
European Commission on the possibility of providing financial support to PFTAC.

The IMF manages the Centre’s operations, provides its Coordinator, and recruits and
supervises its resident advisors through the IMF’s TA departments. PFTAC provides TA
through four resident advisors and the Coordinator, supplemented by short-term experts,
training and seminar activities, and professional attachments. The current three-year
financing cycle ends in April 2005.

PFTAC was subject to an evaluation by an external team in early 1997. The evaluation
assessed the contribution of the project in addressing the region’s problems and capacity
constraints; commented on the merits of the design of the Centre; identified lessons; and
suggested pointers for the future. A Strategic Review of TA in Economic and Financial
Management in PICs was undertaken in mid 2001 to assess the nature and adequacy of
current levels and forms of TA, including from PFTAC, to the region and the
appropriateness of current arrangements for its programming and delivery.

1.3 PURPOSE OF THE EVALUATION

At its May 2003 meeting in Suva, the TPRC endorsed the proposal to conduct an external
evaluation of PFTAC in early 2004. The evaluation would have three main objectives:

o Examine if there is a continued demand/need for the range of services provided
by PFTAC to PICs and that PFTAC is the most effective way of providing such
services;

o Help the TPRC in establishing medium-term strategies for PFTAC’s continued
work, including also the appropriateness/adequacy of PFTACSs current objectives;
and

o Assist existing and potential funding agencies in determining their level of

support for PFTAC beyond the current funding cycle.

The evaluation would cover the period since the last evaluation, 1997 to date although
emphasis would be placed on the more recent years. The evaluation would assess the
extent to which the objectives of PFTAC have been achieved and outputs produced, and
would comment on the relevance of the TA and training provided, its effectiveness in
addressing countries’ capacity constraints, as well as the efficiency by which the TA and
training has been delivered.



14 ISSUES ADDRESSED BY THE EVALUATION

The contribution of PFTAC in addressing the region’s problems and capacity constraints
in each of the four functional areas covered (public financial management, tax
administration and policy, banking regulation and supervision, and macroeconomic and
financial statistics) were evaluated. In particular, the evaluation covered:

1. The quality, timeliness and relevance of the inputs provided, activities
undertaken, and outputs produced, including the appropriateness of the balance between
hands-on assistance and strategic advice and the delivery modalities available to the
Center,

2. The merits of the regional approach to providing TA in economic and financial
management in the region, and the responsiveness of PFTAC in adapting to the region’s
changing needs;

3. The use being made of PFTAC assistance, the impact it is having on improved
economic and financial performance in the region, and the likely sustainability of results;

4, The extent to which PFTAC, as one of several TA providers in the region, is
contributing effectively to:
. Fostering greater government ownership of, and commitment to, economic
and administrative reforms and capacity building;
) Advancing regional cooperation and economic integration; and
. Improving information sharing, cooperation and coordination among TA

providers and donors, forging partnerships, and mobilising resources;

5. The reasonableness of the relationship between costs and the contribution of
PFTAC to the region in the economic and financial management area, taking into account
the difficulties inherent in judging costs and benefits of TA activities;

6. The role of the Tripartite Review Committee (TPRC), individual governments,
donors, regional bodies, and the IMF in determining PFTAC’s priorities and direction,
and guiding the PFTAC Coordinator;

7. The quality and timeliness of management, monitoring and backstopping at
PFTAC itself and at IMF headquarters; and

8. The level of support and commitment of the regions’ governments to the work of
PFTAC.

The Terms of Reference for the evaluation are presented as Appendix A.



1.5

METHODOLOGY

The methodology consisted of:

1.

2.

7.

Document Review;

Interviews with the Chairperson of PFTAC, Coordinator of PFTAC and Resident
Advisors, officials of participating countries, the IMF, donors and other interested
organisations. See appendix B for a full list of people interviewed;

Review of files in PETAC for the case studies;

Telephone Interviews from Fiji with a Representative Senior Official in some of
the 10 PICs that could not be visited in person;

Comparative analysis — benchmarking results against comparable organisations;
Preparation and Delivery of a PowerPoint presentation of Principal Findings,
Conclusions and Recommendations to representative of Chairperson of TPRC and

Coordinator of PFTAC in Fiji; and

Draft Report.

The evaluation of PFTAC was loosely based on the review methodology of the Council
on the Cost and Quality of Government (CCQG) in Australia (www.ccqg.nsw.gov.au)
which is designed for organisations that are funded by parties other than its clients. The
performance review examined two parts of PFTAC: (a) Strategy — how well PFTAC
manages its external environment by delivering relevant, effective and transparent
services and (b) Operations — how well it manages its internal environment by using its
resources economically, efficiently and prudently.

The following dimensions of PFTAC were examined:

Table 1.1 Strategic and Operational Review

STRATEGIC OPERATIONAL

Service Delivery
Strategy and Review

Processes and Systems
Controls and Metrics

Environmental Scan e Culture and Leadership
Clients e Communications
Other Stakeholders e Organisation Structure
Governance e Human Resources

[ ]

[}




Some or all of the following best management practices were reviewed in both the
strategic and operational areas.

Table 1.2 Strategic Review

STRATEGIC

TYPICAL BEST MANAGEMENT PRACTICES

Environmental Scan

PEEST Analysis, SWOT Analysis, Scenario Planning

Clients Needs Analysis, Satisfaction Surveys, Complaints Handling
Other Stakeholders Stakeholder Analysis, Focus Groups, Consultative Mechanisms
Governance Governance Charter, Delegations Policy Statements

Service Delivery

Service Charter, Benchmarking, Activity Based Costing,

Delivery Options

Strategy and Review

Business Plan, Planning and Review Systems, Performance

Agreements, Internal and External Audits

Table 1.3 Operational Review

OPERATIONAL

BEST MANAGEMENT PRACTICES

Culture & Leadership

Cultural Profile, Leadership Style, Values Statement, Code of
Conduct, Change Management Plan

Communications

Periodic Reports, Website, Brochures, Policy Papers

Structure

Job Descriptions, Reporting Lines, Overhead Analysis

Human Resources

Human Resource Manual, Skills Gap Analysis, Hiring

Practices, Staff Appraisals

Processes & Systems

Procedure Manuals, IT Plans

Controls & Metrics

Risk Management, Internal Controls, Performance Indicators

The evaluation team undertook focus group meetings or one-on-one interviews of
PFTAC donors, PFTAC clients, other stakeholders and PFTAC management and staff to
ascertain whether “best Practices” are applied in each dimension of PFTAC and whether

they deliver the desired results.

following two tables.

Some of the questions asked are presented in the




Table 1.4 Questions Asked

TECHNIQUES

QUESTIONS ASKED

Document Scan

Is best practice attempted? If so where?
Is practice documented? If so, where?
What are measured results?

Field Scan

Is practice widely applied? If so, how well?
What are perceived results?

Comparative Analysis

How does the agency compare against comparable agencies?
e Unit costs of outputs?
e Overhead costs?
e Staff productivity and morale?
e Other performance indicators?

1.5.1 Document Review

The following types of documents were reviewed:

1. The original UNDP project document, Fiscal and Monetary Reform and
Statistical Improvement, 1993;
2. The revised project document, Project Document for the period May 2002 — April

2005;

3. Report of the Evaluation Team, 1997,

>

Strategic Review of Technical Assistance in Economic and Financial

management in Pacific Island Counties, 2001,

O No O

Minutes of Selected TPRC Meetings;

Selected Six-Month Progress Reports;

Selected Three-Month Rolling Work Plans; and
Selected PFTAC Files for Case Studies.

1.5.2 Interviews with Donors

There were two sets of interviews with donors:

1. Interview with aid organisations to determine:

a. Other TA projects in PFTAC PICs;
b. Issues of coordination with other TA providers;
c. What has gone right with and should be continued with PFTAC;




d. What might be changed in PFTAC in any subsequent phases; and
e. Continued support for the project;

2. Where necessary, interviews with other government organisations. An example
here was Stats NZ which is helping in a number of areas, especially with
PC/Trade. Another was the Ministry of Finance in Australia

1.5.3 Meetings with PICs
There were two sets of interviews with PICs:
1. Interview with Finance and Central Bank to determine:
Other TA projects in the two organisations;
Issues of coordination with other TA providers;
What has gone right with and should be continued with PFTAC;

What might be changed in PFTAC in any subsequent phases; and
Continued support for the project;

P00 T

2. Interviews with other government organisations for the three case studies. An
example here would be Customs in FSM which has introduced PC/Trade.

1.5.4 Case Studies

The objective was to take three major activities and research them in greater depth in
order to develop findings and lessons learned. The methodology included a file review,
interviews with the resident advisor in PFTAC and interviews with recipients. The three
case studies, presented in Appendix C, are:

e Association of Financial Supervisors of Pacific Countries;

e PEM Course at USP; and

e Advice on Customs Modernisation and Associated Computer Systems.

1.5.5 Telephone Interviews

In addition to the visits to the selected sample of PICs, the evaluation team also invited
all of the PICs who are served by PFTAC for any comments and suggestions on the
current range and quality of services provided by PFTAC in their respective countries.
Although efforts were made to extend the period for receiving feedback from the
countries as much as was practically possible, only one country had responded by the cut-
off date of June 25, 2004. Feedback from the PNG was positive on the respect that
PFTAC had built up in the region due to the quality of its advice and its willingness to
help on a timely basis. The evaluation team notes that there will be a further opportunity
for comment by all of the PICs when the final draft version of the evaluation report is
made available to them through the TPRC.



16 SCHEDULE

The development of the schedule of visits outside of Fiji was extremely difficult and went
through a dozen or more iterations before a final schedule was settled upon. The
challenge in developing the schedule resulted from the fact that (a) the full-team part of
the mission was less than three weeks; (b) the team needed at least three days at both the
beginning and the end of the mission in Fiji; (c) distances between PICs are huge and
flights are not very frequent and rarely are direct thus making travel a challenge; (d) a
strong desire that the team remain together during all three weeks of the mission, and (e)
a need to be in each country for a sufficient length of time to do a professional job. As a
result of these constraints, the best schedule that the evaluation team could come up with
included Fiji, Australia, ADB, Vanuatu and Tonga as a team. To increase the geographic
coverage, James Bucknall visited IMF HQ in Washington in February, NZAID and Stats
NZ in March and April while in NZ on other business and visited FSM on his way back
to Canada. Mr. Vaai conducted interviews in Samoa at the end of the three week period
in Fiji. Mr. Allan interviewed the World Bank in Sydney.



CHAPTER 2
PACIFIC ISLAND COUNTRIES AND REGION

2.1 INTRODUCTION

The purpose of Chapter 2 is to put the work of PFTAC into a broader context of the PICs
and the Pacific region. It does this by describing: (a) which PICs are supported by
PFTAC; (b) the immensity of the region and the challenges faced in moving from one
country to another; (c) some basic statistics on each of the 15 countries served by
PFTAC; (d) principal bilateral and multilateral donors to the region; and (e) some of the
challenges faced by the PICs.

2.2  PACIFIC ISLAND COUNTRIES SUPPORTED BY PFTAC
The following Pacific Island Countries are supported PFTAC.

Table 2.1 Participating Countries in PFTAC

Melanesia Micronesia Polynesia
o Fiji e FSM e Cook Islands
e Papua New Guinea e Kiribati e Niue
e Solomon Islands e Marshall Islands e Samoa
e Vanuatu e Nauru e Tokelau
e Palau e Tonga
e Tuvalu

2.3  PACIFIC ISLANDS REGION BY SIZE

The geographic area covered by PFTAC is enormous. It stretches from Palau in the East
to Kiribati in the west and from the Marshall Islands in the north to Tonga in the south.
The area covered is some 8,000 km from east to west and 4,000 km from north to south:
some 32 million square km.

By contrast, the Caribbean Regional Technical Assistance Centre (CARTAC) serves 20
countries, the vast majority of which fall within an area some 2,000 km east to west and
1,000 km north to south for a total of 2 million square km. The physical area covered by
PFTAC is some 16 times greater than the area covered by CARTAC.

However, simple distances do not adequately explain the challenges that PFTAC faces in
traveling in the Pacific compared with CARTAC traveling in the Caribbean. Whereas the




Caribbean region is reasonably well served by air with most islands connected by direct
flights, this is not true in the Pacific where direct flights between islands are more rare.
Most inter-island flights use hubs such as Auckland in New Zealand and Sydney and
Brisbane in Australia. By way of concrete example, James Bucknall, in order to meet 3
donors and 4 recipient countries, made 29 flights.

The following table provides basic statistics on population, land area, GDP and foreign
aid for the 15 PICs that are supported by PFTAC.

Table 2.2 Pacific Island Countries by Size

PIC Population Land Area GDP AID

‘000 Square Km | USD Million | USD Million

Papua New Guinea 5,200 462,243 2,900 203
Fiji 824 18,272 1,400 29
Solomon Islands 428 28,330 243 68
Vanuatu 196 12,190 212 46
Samoa 171 2,935 237 27
FSM 120 701 212 16
Tonga 99 727 159 19
Kiribati 89 811 43 18
Marshall Islands 53 181 96 14
Palau 20 488 121 24
Cook Islands 19 273 79 4
Nauru 13 21 28 NA
Tuvalu 10 26 14 4
Niue 2 259 6 NA
Tokelau 1 12 1 NA
Total 7,245 527,469 5,723 472

Source: AusAID, Pacific Program Profiles 2003 — 04, page 91 plus additional data on
PNG provided separately by AusAlID.

The five largest PICs — PNG, Fiji, Solomon Islands, Vanuatu, and Samoa account for

over 75% of population, territory, GNP and foreign aid in the region.

accounts for 70% of the population in the region.

24  PACIFIC ISLAND AID BY DONOR

PNG alone

The following table shows the principal bilateral and multilateral donors that support the

PICs with international aid.
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Table 2.3 Bilateral and Multilateral Aid to PICs

Donor US$m

Bilateral

Australia 276
Japan 94
New Zealand 49
United States 19
France 10
United Kingdom 9
Other Bilateral 4
Total Bilateral 464
Multilateral

European Commission 24
UN 18
ADB 13
Other Multilateral -5
Total Multilateral 50
TOTAL AID 514

Source: AusAID, Pacific Program Profiles 2003 — 04, page 93 plus additional data on
PNG provided separately by AusAID

Note: Above figures exclude US ODA to former US Trust territories and French ODA to
French territories.

Table 2.3 above shows that
e Bilateral donors provide more than 90% of the aid;
e Australia, Japan and New Zealand provide almost 80% of foreign aid to the PICs;
and
e Less than 0.3% of the total aid going to the 15 PICs is used to finance PFTAC.

This last point is worth repeating, “less than 0.3% of the total aid going to the 15 PICs is
used to finance PFTAC”. Hence the cost effectiveness of PFTAC should be gauged
against the value for money of the other 99.7% of aid to the region.

2.5 CHALLENGES FACED BY PICs

Pacific Island Countries face a number of challenges in their quest for economic
development. Some of these are described below.

e Many countries consist of several dozen islands scattered over relatively large
geographical areas creating high intra-regional transportation cost;

11




e Only one of the 15 countries has a population of over one million people and
five states have populations of less than 20 thousand. Relatively small
populations create high, and in some cases prohibitive, per capita costs for basic
public infrastructure and services required to keep the country functioning;

e Remoteness from the major trade markets and the related relatively high
transportation costs limit potential for outward external growth strategies for
most PICs;

e Several countries are in a severe fiscal crisis with excessive budget deficits and
a high public sector debt to GDP ratio;

e Living standards are declining in some countries with the living standards in
PNG, Solomon Islands and Nauru being lower now than they were at
independence;

e Urbanisation is undermining traditional cultures and rising township
unemployment is contributing to social and political instability;

e A shortage of skilled professionals is aggravated by an acute brain drain to
Australia, New Zealand and USA,

e Traditional land tenure systems are proving to be a disincentive to more
productive farming practices;

e Global warming may cause increased sea flooding, coastal erosion, coral
bleaching and cyclones;

e HIV/AIDS may infect up to 20% of PNG’s population within 10 years and may
spread to other PICs;

e Several countries will not be economically viable without foreign aid for the
foreseeable future. Management of foreign aid resources from a wide range of
donors exert relatively high demands on the thin pool of administrative skills in
each country; and

e Relatively limited access to private foreign capital due to the high investment
risks arising from high vulnerability and susceptibility of the island economies.

OPPORTUNITIES FOR PICS

e The large sea area provides opportunities for commercial exploitation of the

marine resources. In particular the development of fisheries and deep seabed
minerals provide the greatest potential for commercial exploitation;

12



e The geographical isolation of most island groups provides natural quarantine
“buffers” for any spread of pests and diseases;

e Remoteness of most island countries from the high security risk metropolitan
areas provides potential opportunities for relatively low security risk tourist
destinations in the Pacific;

¢ Relatively close social and cultural linkages provide basis for regional
cooperation. The “Pacific Way” of doing things in the region has been an
effective basis for encouraging consensus decision making on regional issues.
A relatively large number of regional organisations have been created to pursue
the regional initiatives; and

e Lessons learned from the least 20 years of experience in participating in

regional collaboration provides a good basis for improved future regional
initiatives.

13



CHAPTER 3
DESCRIPTION OF PFTAC AND ITS ACTIVITIES

3.1 INTRODUCTION

Chapter 3 provides a description of PFTAC and its main technical assistance activities.
The chapter: (a) provides an overview of PFTAC; (b) describes PFTAC’s organisation
and governance structure; (c) describes PFTAC’s principal donors and the size of their
support; (d) describes PFTAC’s clients and other principal stakeholders; (e) presents
PFTAC’s budget; (f) describes PFTAC’s activities by output and country; and (Q)
provides a comparison of PFTAC and CARTAC.

3.2 OVERVIEW OF PFTAC

The Pacific Financial Technical Assistance Centre in Suva, Fiji was jointly established in
1993 by the United Nations Development Programme (UNDP) and the International
Monetary Fund (IMF) as a regional office to implement the “Fiscal and Monetary
Management Reform and Statistical Improvement Project” in 15 Pacific island countries
(PICs). Until July 2002, PFTAC operated as a UNDP regional project with the IMF as
executing agency. Because of the withdrawal of UNDP as a PFTAC-donor, the TPRC
approved a new Project Document and decided that the IMF should seek to establish a
PFTAC sub-account through which donor contributions would be managed.

The Centre's aim has been, and continues to be, to build skills and institutional capacity
in member countries for effective economic and financial management that can be
sustained. Toward these objectives, the Centre provides advice and training in public
financial management, tax and customs policy and administration, banking regulation and
supervision, and economic and financial statistics. The Centre’s mission is “to build
skills and institutional capacity in member countries for effective economic and financial
management that can be sustained at the national level”.

PFTAC’s assistance takes a number of forms, such as assistance with identifying capacity
gaps, developing strategic approaches and action plans for medium-term reforms, high-
level policy advice, and implementation of IMF supported standards and codes, technical
advice and help, hands-on training, and organisation of seminars, workshops, and
professional attachments. Assistance also covers ongoing, medium-term involvement as
well as emergency fire-fighting help. Its advisors support member countries during
missions and via e-mail and telephone communications, and act in many instances as
sounding boards that officials use in their day-to-day operations.

14



3.3 ORGANISATION AND GOVERNANCE

The core organisation consists of seven people: the project Coordinator, four resident
advisors and two administrative assistants. The project Coordinator and the two
administrative assistants are financed by the IMF and the four resident advisors are
financed by Japan or through the sub-account financed by ADB, Australia, and NZ.

At any point in time there may be other people associated with PFTAC. During
April/May, 2004 there was a consultant preparing a training program, a consulting
counsel working on money laundering, and a technical aid person working with the
Banking Regulation and Supervision resident advisor.

The overall guidance of PFTAC is provided by the Centre’s Tripartite Review Committee
(TPRC) consisting of representatives of all participating Pacific Island Countries, the
funding agencies, and the IMF. Other technical assistance (TA) providers and relevant
regional institutions are invited as observers.

The IMF manages the Centre’s operations, provides its project Coordinator, and recruits
and supervises its resident advisors through the IMF’s TA departments. PFTAC provides
TA through four resident advisors and the project Coordinator, supplemented by short-
term experts, training and seminar activities, and professional attachments.

3.4 DONORS

Since 2002 the project has been an IMF administered project with financial support from
the IMF, ADB, Australia, Japan and New Zealand®. The following table provides details
of this financing for FY 2003 to FY 2005 inclusive.

Table 3.1 PFTAC Source of Funds, FY 2003-FY2005

Source Account FY2003 FY2004 FY2005 Total
ADB Sub-account in IMF 433,000 433,000 433,000 | 1,299,000
Australia Sub-account in IMF 446,045 653,220 0| 1,099,265
Japan Japan Account at IMF 527,224 740,602 667,548 1,935,373
IMF Administrative Budget 169,369 390,854 404,558 964,781
New Zealand Sub-account in IMF 213,972 109,079 118,997 442,048
Total 1,789,609 | 2,326,755 | 1,624,103 | 5,740,467

In addition, the Republic of Korea pledged financial support that is expected to be
available starting in FY2005. The European Commission has also indicated its
willingness to support PFTAC financially subject to the resolution of outstanding policy
and legal issues.

! PFTAC uses the IMF’s Fiscal Year (FY) which runs from May 1 — April 30.

15



The total sources of funds available to PFTAC for FY2003 — FY2005, excluding funds
that may become available from other sources, is US$5.740 million. Of this amount,
Japan supplies 33.7%, ADB supplies 22.6%, Australia 19.1%, IMF 16.8% and New
Zealand 7.7%. If any one of these five donors were to stop funding PFTAC, the impact
on PFTAC would be disruptive in the absence of replacement funding from other
sources.

35 CLIENTS
As mentioned earlier, 15 Pacific Island Countries are eligible to participate in the
activities of PFTAC. These PICs are identified in Table 2.1 and repeated below in Table

3.2: four countries are from Melanesia, five from Micronesia and six from Polynesia.

Table 3.2 Participating Countries in PFTAC

Melanesia Micronesia Polynesia
o Fiji e FSM e Cook Islands
e Papua New Guinea e Kiribati e Niue
e Solomon Islands e Marshall Islands e Samoa
e Vanuatu e Nauru e Tokelau
e Palau e Tonga
e Tuvalu

3.6 OTHER STAKEHOLDERS

Not only does PFTAC work with the individual PICs but it also works with a large
number of international and regional organisations. Some of the more important ones are
shown in the following table.

International
e Bank for International Settlements, especially the Stability Institute;
e United Nations;
e World Bank; and
e OECD.

Regional

Association of Financial Supervisors of Pacific Countries (AFSPC);
Oceania Customs Organisation (OCO);

Pacific Islands Forum Secretariat (FORSEC);

Pacific Islands Tax Administrators Association (PITAA);

16




e Secretariat of the Pacific Community (SPC); and
e Forum Economic Ministers Meetings (FEMM);

3.7 PFTAC BUDGET

Table 3.3 shows PFTAC’s expenditures for FY2003 and FY2004 and budget for FY2005
in terms of PFTAC core expenditures, external professional support and governance. Of
the total budget of US$5.757 million, core expenditures account for US$4.625 million or
80.4% of the total budget, external professional support accounts for US$0.983 million or
17.0% of the total budget and governance accounts for US$149 thousand or around 2.6%
of the budget.

Table 3.3 PFTAC Expenditures and Budget

Expenditures and Budget Expenditures Budget Total
(US$) (US$) (US3$)
FY?2003 FY?2004 FY?2005 FY2003-05
PFTAC Core Expenditures
Project Coordinator 290,088 279,082 301,846 871,016
Resident Technical Advisors 780,450 840,850 901,350 2,522,650
Regional Travel 36,940 89,716 213,284 339,940
Administrative Support 26,691 46,197 44,206 117,094
Office Costs 48,735 80,031 114,050 242,816
IMF Backstop and Support 127,219 175,876 227,321 530,417
PFTAC Professional Support
Consultants 46,042 262,707 222,293 531,042
Professional Attachments 24,381 22,311 118,689 165,381
Seminar Participants 76,150 96,084 113,916 286,150
Governance
TPRC Meetings and Evaluation 0 25,922 123,550 149,472
Total 1,456,696 1,919,620 2,380,505 5,756,827

Note: The difference in totals ($16,360) between the source of funds in Table 3.1 and the use of
funds in Table 3.3 is the financing gap.

3.8 PFTACACTIVITIES BY OUTPUT AND COUNTRY, 1998-2003
Table 3.4 shows the number of advisory missions, participants in seminars, short-term

consultancies and personnel attachments undertaken by PFTAC during the period 1998-
2003.
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Table 3.4 PFTAC Activities by Output and Country, 1998-2003

Advisory Missions Seminar Participants Short-Term Personnel
Country Consultancies Attachments
Outputs Outputs Outputs Outputs

1 2 3 4 T 1 2 3 4 T 112 (3(4]|]T|1]| 2 3 (14| T
Cook Islands 2 3 6 2 13 | 23 4 3 2 32 0o|o0jO0Of1]1]0]|O0 00| O
FSM 2 (14 10 7 33 1 4 7 1 13 2 (11|04 ]|0|0O0 311 4
Fiji 9 |13 7 14 | 43 2 3 14 | 3 22 112(3[0|6|0] 4 4 119
Kiribati 51| 8 2 1|16 |1 4 2 |2 9 2 |(0|0|0]2]|]0|3]|]0|0]| 3
Marshall Islands | 11 | 2 14 5 32 1 4 5 0 10 110(0|0]| 1 |0] 2 2 0| 4
Nauru 2 1 0 3 6 0 0 0 0 0 0o|0jO0Of0O0O]O0O0]|0O]|O 00| O
Niue 1| 4 4 3|12 |1 3 0|1 5 1|]0|0jO0O|1]|O0O|0O0]|O]|O0]|O
Palau 1 7 7 3 18 1 5 4 2 12 0|0|]O|O0O]O0]|O0]| 8 0|0 8
PNG 6 | 1 1 6 |14 |1 | 136 |3|23|0(|0|J0|O0O]1]|0|O0O]O0O|O0O]|O
Samoa 4 9 14 3 30 1 8 13| 2 24 1 11(0(1]3|0]| 2 5101 7
Solomon Islands | 2 | 4 7 6 | 19 | 1 6 9 (3|1 |0 (|3|0|0|3]|]0|7]|2]|0]|29
Tokelau 0|0 0 0 0 0 0 0| O 0 ofo|jojojO|jO|O]|Of|O]|O
Tonga 12 | 22 | 18 6 58 1 42 6 3 52 1({0(0|0O| 212 (0| O 1112
Tuvalu 1] 2 1 2 6 1 1 311 6 o(0|0|1]1]|0|20| 00|20
Vanuatu 5 7 17 | 11 | 40 2 6 14 | 3 25 110(2(0]|3|0]| 7 3 (111
TOTAL 63 | 97| 108 | 72 | 340 | 37 | 103 | 86 | 26 | 252 | 10 | 7 | 6 | 4 | 27 | O |53 |20 | 4 | 77

Key: Output 1-Public Financial Management; Output 2-Tax Policy and Administration; Output 3-
Banking Supervision; Output 4-Economic and Financial Statistics.

PFTAC undertakes four main types of activities: advisory missions; seminars; short-term
technical consultancies and personnel attachments. The different utilisation could reflect
one or more of the following: (a) different national institutional abilities to utilise PFTAC
activities; (b) different levels of financial reforms; and (c) different priorities assigned to
the areas covered by PFTAC. The magnitude of the outputs of these four activities are
described in the following paragraphs.

3.8.1 Advisory Missions

PFTAC undertook 340 advisory missions during the period 1998-2003. Of these, 206 or
60% of the total were to Tonga, FSM, Vanuatu, Fiji, and the Marshall Islands (which
account for 17.8% of the region’s population), 97 or 29% of the total were to Samoa,
Solomon Island, Palau, Kiribati and PNG (82.1% of population), and 37 or 11% to Cook
Islands, Niue, Nauru, Tuvalu and Tokelau (0.1% of population). The close working
relations between PFTAC and the Finance Ministries of Tonga, FSM, Vanuatu, Fiji and
the Marshall Islands reflect a high level of confidence by these countries.
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The 340 missions were more or less evenly divided between the four core resident
advisors over the six years under analysis although slightly more missions were
undertaken by tax policy and banking advisors than by public financial management and
statistics advisors.

3.8.2 Seminar Participation

252 people from the PICs participated in seminars put on by PFTAC over the six-year
period under review. Of these, 146 or 58% came from Tonga, Vanuatu, Samoa, PNG and
Fiji (which represents 89.6% of the region’s population). Significantly more people
participated in seminars in the area of Tax Policy and Administration and Banking
Supervision than participated in seminars in the other two core areas.

3.8.3 Short-Term Consultancies

Only 27 short-term consultancies were fielded during the six year review period. These
were more or less evenly divided between the four core areas.

3.8.4 Personnel Attachments

There were 77 government officials from 10 PICs attached to public sector institutions in
Australia, New Zealand and other PICs over the period under review. The purpose of the
job attachments was to expose PIC officials to more advanced practices in their areas of
work.  The overwhelming majority of the attachments were in Tax Policy and
Administration and Banking Supervision. This reflects the importance of “hands on
experience” in these areas and the confidence of the island countries to which the
attachments were made. PFTAC and StatNZ have recently agreed that the latter will
accept two candidates each year that are nominated and paid for by PFTAC.

3.9 COMPARISON OF PFTAC AND CARTAC

PFTAC and CARTAC are sister organisations and have many things in common: both
have a project Coordinator, both have four resident advisors working in the same four
areas, both have several donors, both work with island states, both have the IMF as their
executing agency, and both have similar forms of governance. However, there are
differences between the two organisations and these differences result in different
challenges and different quantities of outputs. Some of the more important differences
are outlined below.
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3.9.1 Size of Region Serviced and Ease of Travel within the Region

The PICs supported by PFTAC are spread over an area 16 times greater than the
Caribbean island states supported by CARTAC. Not only are the distances much greater
in the Pacific than in the Caribbean, but the Caribbean is better served by airlines than is
the Pacific in terms of frequency of flights and directness of routes.

3.9.2 Donor Financing and Methods of Operation

There are differences between the two centres in the area of financing and methods of
operations. In the Caribbean, some donors have chosen to primarily channel their
technical assistance efforts through CARTAC. By contrast, in the Pacific, the number of
donors and providers are much more limited, and those active are themselves
implementing a significant program of activities. This different mode of operation in the
two regions contributes to a number of contrasts in both the budgets and in the roles
played by the respective centres.

Table 3.5 shows that over the period 2003-05, CARTAC received more funds than
PFTAC.

Table 3.5 Comparison of PFTAC and CARTAC Budgets
Line Item PFTAC CARTAC

US$K Percentage US$K Percentage
Coordinator, resident advisors, & travel 4,265 74 4,138 42
Admin support, office costs and governance 509 9 440 4
Short-term consultants 531 9 3,585 36
Training, seminars and attachments 452 8 1,760 18
Total 5,757 100 9,923 100

The greater availability of funds available to CARTAC helps to explain a number of the

differences between PFTAC and CARTAC.

1. The budget for CARTAC, at US$9.923 million, is almost twice as big as the
budget for PFTAC, at US$5.757 million, over a three year period,;

2. The budget for the project Coordinator, the resident advisors, regional travel,
administrative costs, office costs and governance are roughly the same order of
magnitude in the two organisations, although it should be noted that CARTAC

has five resident advisors;

3. There is seven times more money available in CARTAC for short-term
consultants than there is in PFTAC; and

4. There is four times more money in CARTAC for training, seminars and

attachments than there is in PFTAC.
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However, these differences do not necessarily imply that (i) PFTAC is under funded or
(i) that PFTAC cannot be as effective in its activities as CARTAC.

Whilst it is clear that PFTAC itself cannot devote as many resources to major capacity
building efforts as CARTAC with its existing resource base, account must be taken of
PFTAC’s ability to leverage its efforts in the field though cooperation with other bilateral
and multilateral donors. Such cooperation is already evident in several areas. In the tax
and customs area, for example, PFTAC has carried out assessments of PIC tax systems
and administration and worked with other donors to supply the necessary follow-up
expert advice. It will be important to continue efforts to ensure maximum cooperation
with other agencies operating in the region.

At present, donors (including the IMF) and member countries seem content to maintain
funding for PFTAC at broadly its present level though a case may be made in the next
project document for some increase in funding to finance additional use of short term
consultants, a tier of locally recruited experts and some additional regionally oriented
training courses, workshops and personnel attachments.

3.9.3 Organisation

CARTAC is a slightly larger organisation than PFTAC in terms of the number of core
staff. Both PFTAC and CARTAC have a project Coordinator and two administrative
assistants. CARTAC has five resident advisors, one more than PFTAC. In addition to
this, CARTAC also has a full-time economist on loan from the Caribbean Development
Bank, a financial assistant because there is a bigger book-keeping work load in CARTAC
than in PFTAC, a general assistant and a research assistant.

PFTAC has traditionally focussed on technical issues and there seems to be no support
from either donors or member countries to significantly increase the “economic” content
of its technical assistance by employing an economist. Where there is a need for such
advice, it may best be provided by IMF HQ staff and the use of economists on the staff of
the ADB, World Bank, AusAID or NZAid. However, PFTAC may wish to investigate
the need for periodic employment of specialist advisors in specific fields of concern to
the PICs as a means of complementing the economic research of IMF HQ economists e.qg.
in public debt compilation, measurement of taxation expenditures, construction of
macroeconomic frameworks for PIC multi-year budgets and so on.

3.9.4 Quantity of Work

It is not possible to compare the number of advisory missions and the number of seminars
as the data available to the evaluators are collected and presented differently by
CARTAC and PFTAC. For future evaluations it would be helpful if the IMF could
standardise output measures for each of the TACs it administers. Fortunately, the
statistics for short-term consultancies and attachments are presented by PFTAC and
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CARTAC on the same basis and can be compared. The following two tables present

these statistics.

Table 3.6

Comparison of Number of Consultancies in PFTAC and CARTAC

Area of Activity Number of Consultancies
CARTAC PFTAC
(During 18 Months) (During Six Years)
Public Financial Management 12 10
Tax & Customs 28 7
Financial Services 38 6
Statistics 3 4
Total 81 27

Table 3.6 shows that CARTAC, in just 18 months, had three times the number of
consultancies that PFTAC had in six years. This proportional difference was even greater
in Tax and Customs and Financial Services. As explained in section 3.9.2, Finances, one
reason that CARTAC is doing more in these two areas is that it has a larger budget for
these activities than does PFTAC. Moreover, as explained above, in the PICs such TA is

often supplied by bilateral and multilateral agencies.

Table 3.7 Comparison of Number of Attachments in CARTAC and PFTAC
Area of Activity Number of Attachments
CARTAC PFTAC
(During 18 Months) (During Six Years)
Public Financial Management 0 0
Tax policy and Administration 9 53
Banking Supervision 2 20
Economic and Financial Statistics 0 4
Total 11 77

Table 3.7 shows that the number of attachments in PFTAC is seven times greater than the
number of attachments in CARTAC during the 18 month and six year periods
respectively, i.e. PFTAC has done proportionally more attachments than CARTAC.

3.10 PFTAC VERSUSPICTAC

From time to time PFTAC has been asked to provide assistance to other countries that are
not on this list of 15 and on at least one occasion (East Timor), due to the very special
circumstances, PFTAC agreed to provide some advisory support. It has been suggested
that a name change to PIFTAC (Pacific Island Financial Technical Assistance Centre)
would more clearly define the participants. The disadvantages of changing the name are
the same for any re-branding exercise: initial costs and potential confusion. Furthermore,
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a name change would have no material impact on PFTAC’s profile or standard of service.
Regardless, the evaluation team discussed the possibility of recommending a name
change to either PIFTAC or PICTAC (Pacific Island Country Technical Assistance
Centre). Both have certain advantages with the latter the additional two advantages that
(a) its new nomenclature would be in line with its sister organisations, CARTAC,
AFRITAC-East and AFRITAC-West and (b) by dropping the “F” for “Financial” the new
name would implicitly be broadening the scope of PICTAC to include “economic” as
well as “financial”.

As there was no strong support for a name change among either donors or member
countries at the Tripartite Review Committee meeting in Suva in August 2004, the
evaluation team decided not to recommend that PFTAC should be renamed PICTAC at
this time. However, the team agreed to record that the discussion took place and suggests
that the issue should be considered again at a future meeting of the TPRC to see whether
there was renewed interest in changing the name.
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CHAPTER 4

PERFORMANCE REVIEW OF PFTAC
4.1 INTRODUCTION

The evaluation team members, either collectively or individually met or conducted phone
interviews with a large number of officials and reviewed many documents. The findings
from these interviews and documents are presented in the form of (a) performance
diagnosis using strategic and operational questions and (b) a SWOT analysis where the
findings of the performance analysis are used to document the main strengths and
weaknesses within PFTAC and the principal opportunities and threats that PFTAC
faces externally.

42 REVIEW FINDINGS

The performance review of PFTAC examined (a) strategy - how well PFTAC manages
its external environment by delivering relevant, effective and transparent services and
(b) operations - how well PFTAC manages its internal environment by using its
resources economically, efficiently and prudently.

In undertaking this performance diagnosis, the evaluation team examined a number of
dimensions of PFTAC. These are presented below in Table 4.1. The analysis is
presented in the subsequent sections.

Table 4.1 Performance Diagnosis

STRATEGIC OPERATIONAL
A. Environmental Scan A. Culture and Leadership
B. Clients B. Communications
C. Other Stakeholders C. Organisation Structure
D. Governance D. Human resources
E. Service Delivery E. Processes and Systems
F. Strategy and Review F. Controls and Metrics
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4.2.1 Strategic Diagnosis
A. Environmental Scan

PFTAC is well-respected and well-connected in the Pacific Island Countries and the
greater Pacific area. It is aware of most of the changes that are taking place in the region,
especially the changing PIC conditions and donors attitude to development in
neighbouring countries. Much of the time PFTAC is able to incorporate these
environmental changes into its daily operations. However, there is insufficient formal
analysis and documentation of the results of the implications of these changing PIC
conditions and donor attitudes to PFTAC and some PICs. A good example of partial
Political, Economic, Environment, Social and Technological (PEEST) analysis of the
PIC region was that written by Tom Wilson, former Public Financial Management
Advisor, in a paper he presented shortly before he left PFTAC.?

B. Clients

All of the participating countries spoke highly of the need for and modus operandi of
PFTAC. While this overall finding is valid, the evaluation team met a small number of
PIC officials who, for a number of reasons that will be discussed later, had chosen not to
use the services of PFTAC. From the point of view of the individual participating
countries, PFTAC is a success. Many spoke of PFTAC’s openness to requests, the
speediness of its response, the quality of its services and its key strategic support at
crucial junctures. PFTAC has, in the view of the participating countries, filled an
important role in the Pacific Island Countries.

It should be noted, however, that the evaluation team spoke with a few individuals who
were less positive about PFTAC and some of its resident advisors over the last seven
years than were the majority. Some of the concerns raised included a lack of sensitivity
to the culture in the individual PIC, a perceived lack of understanding of the technical
needs of the recipient country and its officials, and a tendency to write TORs that related
more to what the TA could deliver or thought should be delivered rather than what the
PIC felt was needed.

There are several explanations for these views including: insufficient cultural sensitivity,
(although it must be noted that other people interviewed found the resident advisors
culturally sensitive), a genuine disagreement on the nature of the problem and the
appropriate response, and expectations on the part of PICs which are much greater than
PFTAC has any hope of satisfying with current resources. The evaluators do not have
sufficient information to provide a satisfactory analysis of the root cause of these
concerns. But there is an issue that needs to be analysed further. Part of the solution
would be to introduce formal satisfaction surveys. The evaluators note that the PICs

2 Tom Wilson, Public Expenditure Management — Where have we been? What have we
learned? And Where are we going?, PFTAC, Suva.

25



endorse PFTAC in glowing terms at the TPRC meetings, however, a more formal and
more probing survey of PIC satisfaction with PFTAC is required.

Participating countries agreed that PFTAC’s and other TA activities were more effective
when the country had a mutually agreed gap analysis, a well developed reform strategy
and an action plan that were owned by the country.

All of the participating countries that were consulted want the Centre to be funded after
the completion of the current phase in 2005.

C. Stakeholders

The donors continue to support the concept of a regional Centre that provides technical
assistance in the four areas of support provided by PFTAC. One person raised a question
regarding the usefulness and impact of past PFTAC and all other donor TA in the PICs.
All of the donors raised questions regarding impacts, outcomes and capacity building.

Australian, New Zealand and Japanese officials all said that their respective governments
would be both willing and able to continue supporting PFTAC financially at or above
current levels. Indeed Australia appeared willing to increase funding to PFTAC if
PFTAC could expand its efforts in PNG, Solomon Islands and Nauru where Australia
saw a heightened need to restore good governance. The Asian Development Bank
indicated that it would like to continue supporting PFTAC in principal but that there was
an internal debate on how much money would be available for TA in the PICs and the
form that that TA would take. The EU is prepared to provide considerable financial
support to PFTAC but this support is contingent on the IMF and the Commission
resolving remaining policy and legal issues.

The measuring of results and capacity building are thorny issues which are challenging
both PFTAC and CARTAC. On the one hand, it is quite understandable that the donors
want to see measurable results so that these results can be presented to their relevant
over-sight bodies. On the other, much of the ad hoc TA provided by PFTAC, while
useful, does not really lend itself readily to outcome measurement. For example, a TA
spending two weeks in a country helping that country to improve its annual budget is
clearly time well spent. But at the end of it, one can say little more than that the budget
was improved for that year and that the probability of the budget being better in future
years is increased because of the capacity building component of the exercise. Whether
there is the political will to balance the budget or not is a non-technical issue outside the
control of PFTAC.

For the reform component of PFTAC’s activities, i.e. where PFTAC is part of a long-
term, multi-donor initiative it may be easier to measure results. An excellent example
here is the introduction of PC/Trade into FSM. This is a long-term, multi-donor effort
that involves NZAid and Stats NZ in the development of PC/Trade, AusAlID in providing
a resident statistical advisor, part of whose duties include ongoing support for the
introduction of PC/Trade, ADB in funding a resident economic advisor and PFTAC,
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which funded numerous activities, and is providing an entrepreneurial, managerial,
technical, and mentoring role. While it would not be easy to show the results of each
particular player in the introduction of PC/Trade, it should not be difficult to report on the
overall results and outcomes of the project.

On the question of capacity building, there is little doubt that most interventions on the
part of PFTAC result in some capacity building. However, the question remains as to
how much long-term capacity building can be expected to be accomplished with the
present level of resources available to PFTAC, especially when there is a high turnover of
people in the PICs who have recently benefited from professional development. Capacity
building, like education and training is an ongoing process. Schools and universities will
be necessary for as long as children and young adults are there to be schooled and
educated. Likewise, capacity building in all governments in the world is a continuous
and ongoing need. All the time that the PIC governments are unable to build up this
capacity by themselves, there will be a need for donor governments and regional
institutions to provide support for this service from the outside.

The huge brain drain of trained people to Australia, New Zealand and elsewhere is
seriously eroding the long-term effectiveness of capacity building in the PICs. Ceasing
such capacity building would leave the PICs with an even bigger skill gap as professional
emigrated.

Another issue raised by a couple of the people interviewed was the cost of the PFTAC
TAs. One response to this concern might be that the salaries and benefits are necessary
to attract appropriate people, that they are in line with what the IMF pays elsewhere such
as CARTAC, and that they are in line with costs for resident TA provided by some other
donors such as Australia in places such as the Solomon Islands. They are also consistent
with the remuneration packages of other international agencies such as the World Bank.

Other regional stakeholders who were not PFTAC donors (e.g. World Bank, SPF, SPC,
and FORSEC) were all positive about the concept and modus operandi of PFTAC and
expressed a strong desire that PFTAC should continue its operations.

In terms of PFTAC’s efforts at consulting and briefing donors and other stakeholders the
general view was that the present Coordinator went to considerable lengths to achieve
two-way lines of communications. However, some stakeholders, as already mentioned,
wanted more information on the success or otherwise of projects to which PFTAC
contributed, not just reports on the inputs of PFTAC to these projects.

D. Governance

The following three paragraphs on roles and responsibilities regarding PFTAC are
extracted from the project document that covers the period 2002-2005.
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“The IMF is the executing agency. In that capacity, the IMF is broadly responsible for
the relevance and quality of advice and assistance from the Centre. In particular, the
IMF is responsible for:
e Assigning a Project Coordinator to the Centre from its staff;
e Selecting from its panels of experts the Centre’s resident advisors and assist
with the hiring of short-term experts for the Centre;
e Providing backstopping services to the Centre’s advisors; and
e Managing the cost-sharing contributions of donors and the financial operations
of the Centre under the PFTAC sub-account.

The strategic direction and approach of the Centre will be guided by the Tripartite
Review Committee (TPRC), which will consist of the representatives of the executing
agency, the funding agencies and the participating countries. Meetings will take place
every 12-18 months. The chairperson of the meeting will be the Governor of the Reserve
Bank of Fiji. The Project Coordinator will serve as Secretary to the TPRC.

The day-to-day management of the Centre and its operations are the responsibility of the
Project Coordinator. In particular, in cooperation with the Centre’s resident advisors,
and guided by the decisions of the TPRC, the Project Coordinator is responsible for the
work program of the Centre.”

The IMF fulfils its quality control responsibilities largely through correspondence
between PFTAC and the IMF’s headquarters. IMF staff, on a periodic basis, monitors
the work of each expert. The expert submits to the responsible IMF technical back-
stopper a monthly or three-monthly report for comment and guidance. The project
Coordinator and the resident advisors send regular reports on their work plans and
activities to the regional and the technical assistance providing departments such as Fiscal
Affairs, Monetary and Financial Systems, and Statistics. They also send ad hoc
communications on specific matters as they arise.

Based on their review of the monthly or three-monthly reports and discussions with the
resident advisors and their back-stoppers in Washington, DC, the evaluators conclude
that the system is working well. Washington allows the resident advisors a large degree
of autonomy while still monitoring them and providing support as needed. The TA
departments have exhibited considerable confidence in the work of the resident advisors
and as a result have made relatively few comments on their work program and monthly
or three-monthly reports. The IMF HQ noted that the resident advisors have been
responsive to the needs of the countries, have been addressing immediate issues and that
this is generally supportive of the work of the area departments at the IMF.

The IMF has been an effective executing agency:
e The IMF’s overall selection of the project Coordinator, the resident advisors and
short-term consultants has been good;
e The IMF, while monitoring on a monthly basis, has largely decentralised the
operations of the project Coordinator and the resident advisors;
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e The project Coordinator and the resident advisors have by and large established
good personal relationships with their constituents and have exhibited an ability to
see the needs of the participating countries;

e The IMF’s selection of the project Coordinator and resident advisors has been
widely praised by participating countries, donors and regional organisations. The
project Coordinator and the resident advisors have earned the trust of most in the
region and this reflects favourable on the Centre; and

e |t is difficult to imagine that any other organisation could have been a better
technical executing agency.

The TPRC has met three times during the review period under the skilled guidance of the
Chairperson. The TPRC members expressed their thanks and appreciation for the good
job done by both the Chairperson and Secretary.

While the evaluators found no evidence that this system of governance was not working
well, the evaluation team felt some unease that a formal governance charter had not been
produced and the team was unclear whether the actual role of the TPRC was that of a
governing board or simply a sounding board. The team felt that this issue needed
resolution since it is fundamental to knowing who ultimately sets the direction of
PFTAC.?

E. Service Delivery

There is universal agreement that PFTAC provides a high standard of technical advice.
This is due to the rigorous selection technigques used in choosing the resident advisors, the
backstopping provided by the IMF in Washington, DC and by PFTAC, the high
motivation on the part of the resident advisors, the responsiveness of PFTAC to requests
and the general good relations between the resident advisors and their counterparts in the
PICs. As mentioned, a small number of interlocutors mentioned issues such as cultural
insensitivity, although others praised the advisors on their interpersonal skills.

The evaluation team does not have sufficient information to analyse how serious the issue
of interpersonal skills really is, and much might be explained away as simply
miscommunication, but the fact that a number of people raised the issue means that it has
been an irritant in the past. However, this apparent irritant notwithstanding, the quality of
the technical assistance is high and the work of PFTAC is highly regarded in the recipient
PICs.

While the standard of technical assistance is high, a few people interviewed, donors
rather than recipients, raised the question as to whether the technical assistance was
leading to much capacity building. At the level of individual PFTAC interventions, the

® For a practical guide to corporate governance, including a template of a typical
governance charter, see Geoffrey Kiel and Gavin Nicholson, Boards that Work, McGraw
Hill Australia, 2003
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evaluation team found evidence of capacity building. However, at the overall regional
level, the donor’s contribution, including PFTAC’s, to capacity building in the PICs is
not clear due to the brain drain.

The serious brain drain resulting from the emigration of talented public servants in search
of higher incomes is clearly eroding capacity building efforts. The only obvious
solutions to this problem would be to raise the salaries of graduate public servants and/or
outsource more government technical work to local private consultants, but these options
may not be affordable or politically acceptable. Ceasing civil service capacity building,
as a measure of despair, would of course simply aggravate the problem. There may be no
choice but to support capacity building and accept that a high rate of attrition is
unavoidable in a region where economic opportunity is limited.

F. Strategies and Reviews

PFTAC is providing financial and economic TA support in the following areas: (a) short-
term ad hoc visits and Suva-based help desk advice to “fix” pressing problems, (b) repeat
visits to identify local capacity gaps; design long-term reform TA initiatives and enlist
support for their implementation; and (c) people capacity building through formal
courses, workshops and on-the-job training and secondments to “best practice”
institutions. Attempting to do all that in 15 countries with four resident advisors is a
daunting task and one that is bound to lead to disappointments. The task is made all the
more difficult as donors, PICs, IMF and PFTAC itself, all seem to place somewhat
different weights on these three types of activity. It is not clear whether there is a
common view among the stakeholders on: (a) whether priority should be on PFTAC
providing short-term ad hoc TA or being a long-term reform agent, and if the latter what
is the roll-out strategy, (b) whether priority should be on providing technical assistance or
capacity building or (c) whether priority should be on *“economics” or “financial”
support. PFTAC needs to do some strategic thinking on these questions the results of
which should be included in the next project document.

PFTAC could also better articulate its TA strategy, which appears to have three streams.
It is suggested that PFTAC embrace a more staged approach to the reform and capacity
building streams to ensure their success. For instance on the reform front PFTAC should
make it clear to all clients that it will first do a ROSC review of a particular TA area, then
seek local acceptance and endorsement of its findings before developing a reform agenda
let alone an action plan for clients to consider and approve. These steps may be obvious
to PFTAC, but nowhere in its literature is this process clearly explained. Also it is not
clear that it is always diligently followed. Several clients commented on terms of
reference that they had little role in drafting. This left an impression that they were not
convinced of the merits of the project since they could not see the gaps in their policies
and processes or understand their ramifications.

PFTAC, due to its limited resources, cannot undertake major reform initiatives in all 15
countries simultaneously. It is important, therefore, that PFTAC prioritise it inputs.
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Nothing will be gained in undertaking detailed ROSCs in 15 countries if PFTAC lacks
the resources to follow up with viable reform packages.

For capacity building, PFTAC initiative in developing a PEM training course seems a
concept applicable to each of its four TA areas. A proper grounding in the basic concepts
and practices of fiscal, tax, banking and statistics disciplines should be a forerunner to
other capacity building activities such as on-the-job training, regional workshops,
overseas attachments and stints with PFTAC as assistant advisors. Having a deliberate
program where local civil servants could progress up such a training and development
ladder would give greater meaning to PFTAC’s capacity building commitment.

4.2.2 Operational Diagnosis
A. Culture and Leadership

The current project Coordinator is a strong leader who is inclusive, consultative and
results oriented, a much sought after, but rare blend in senior managers. He is
appreciated for his openness by the stakeholders, has been effective in hiring and
motivating the staff, and has shown considerable entrepreneurship in obtaining funds for
such activities as PC/Trade. This has allowed PFTAC to accomplish more than it would
have been able to do with just the core budget. Morale appears to be high amongst the
staff of PFTAC, the evaluators observed a strong willingness of staff to cooperate and be
self motivated. However, the evaluators noted that no formal values statement exists for
PFTAC even though professionalism, commitment, openness and responsiveness stood
out as common character traits.

B. Communications

PFTAC maintains a good, open and transparent website and should be commended on the
openness and transparency of their operations and the abundant material that is posted on
its website.

PFTAC and its resident advisors prepare three sets of reports: (a) back-to-office reports
prepared at the end of a mission by a resident advisor or a short-term consultant; (b)
monthly or three-monthly reports prepared by each resident advisor that are submitted to
the backstop person or group in IMF HQ in Washington; and (c) three-monthly rolling
work-plans and six-monthly activity reports for stakeholders and the periodic meetings of
the TPRC.

The back-to-office report prepared by the long-term advisor or short-term consultant at
the end of each mission provides a good summary and a clear record of what was
accomplished on the mission and an update of the action plan going forward.

The monthly or three-monthly reports to Washington, DC provide detailed information

on the activities undertaken, raise technical issues and seek advice where needed. They
also often contain appended material such as back-to-office reports. The evaluators
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spoke to IMF staff in Washington about the reports and the IMF expressed their complete
satisfaction with their format and content.

The third set of reports that are prepared by PFTAC are the three-month rolling work-
plans and six-monthly activity reports that are presented to the stakeholders and the
TPRC. The stakeholders indicated that these reports provided them with a good record of
PFTAC’s inputs, activities and outputs. However, some donors indicated that they
would like PFTAC to describe in greater detail the impacts, or outcomes, or
achievements of the projects receiving PFTAC inputs. It should be noted that the donors
supporting CARTAC have made similar requests of CARTAC. For PFTAC to report its
accomplishments, not just its efforts, would require closer monitoring of the progress and
end results of PIC projects to which it may contribute only a small, though vital part.
This could be time-consuming and distract from its ongoing TA activity. One
compromise might be to do a quick stock take of the outcome of projects to which it has
previously contributed each time a resident advisor visited a PIC. This could be
documented in a simple project outcomes table that set out (a) the intended stages of the
project, (b) the objectives of each stage, (c) the nature of PFTAC’s contribution and (d)
the advisor’s general impression of the subsequent success of each stage and the project
as a whole.

PFTAC’s recent introduction of oral briefing by resident advisors at the TPRC meetings
is commendable. This provides all of the stakeholders a further opportunity to either
submit questions to the resident advisors prior to the meeting or to ask questions of them
during the meeting. The evaluators understand that not all resident advisors will speak at
all TPRC meetings.

C. Organisation Structure

The core organisational structure of PFTAC consists of seven people: the project
Coordinator, four resident advisors and two administrative assistants. The core structure
is augmented from time to time by short-term consultants who provide technical
assistance, training and run seminars. Each position in PFTAC has terms of reference.
The major drawback of this structure is that the absence of technical support staff within
PFTAC and the limited funds for contracting short term experts restricts the extent of the
activities that PFTAC can undertake and the outputs and outcomes that PFTAC can
deliver.

The limited number of full-time staff and the limited amount of funds for outsourcing
also severely limits the amount of capacity building that can be undertaken. PFTAC with
its four resident advisors, but no tier of locally recruited technical experts, is a top-heavy
organisation. Most professional service firms leverage their output through employing a
few highly paid partners who coordinate a team of aspiring lower paid technicians.
PFTAC will need to gradually move towards this model if it is to cope with the growing
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demands on its services, yet hold down the costs of taking on more staff.* Yet to do so it
will need to obtain more funding or it could become a victim of its own success as
demands upon it outstrip its capacity to deliver.

D. Human Resources

The resident advisors are technically very competent and understand that the most
rigorous solution to a problem may not necessarily be the best in all circumstances. That
being said, there remains the thorny issue of interpersonal skills required to fit in with the
Pacific Island Countries. The evaluators are not in a position to make a firm judgement
on the root cause of the few comments made by some interviewees but they are aware
that the IMF is aware of the issue and that the IMF and the project Coordinator place
considerable weight on the interpersonal skills when selecting candidates. Many of the
comments referred to previous Coordinators and advisors rather than the present team.
When asked about this issue the current Coordinator stressed that he had gone to
particular pains to ensure that cultural adaptability, not just technical excellence, was
given high priority in selecting the latest group of resident advisors. It is important that
any future project Coordinator be cognizant of the importance of the issue and that he or
she continue to put considerable weight on interpersonal skills when selecting future
resident advisors.

E. Processes and Systems

There is strong backstopping and quality control by the IMF. Both the IMF and the
resident advisors expressed satisfaction with the process involving monthly or three-
monthly reports, telephone calls and email. There is a lean back office with good files,
procedure manuals and paper records. The one glitch the evaluators observed was the
lack of adequate back-up of computer records. A hard drive crashed while the evaluators
were in Suva and, as there was no personal or corporate back-up of files, the hard-drive
had to be sent to Washington to see if the data could be recovered. The IMF’s
Technology and General Services Department has subsequently indicated that measures
are in train to provide appropriate back up facilities to overseas offices.

F. Controls and Metrics

The budget is currently based on line items (e.g. inputs such as salaries, travel, rent),
largely due to the limited quantity of funds available for short-term consultants and
training. In the event that more funds are made available for these activities, it would be
useful to also present the budget in terms of activities (i.e. outputs such as ad hoc advice,
reform initiatives, and personnel capacity building) or, at least the four main areas upon
which PFTAC concentrates (i.e. fiscal management, banking/financial institutions,

* For a comprehensive exposition of the challenges involved in expanding a professional
services firm see David H. Maister, Managing the Professional Services Firm, The Free
Press, New York, 1993.
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economic statistics and tax/customs). Activity based costing would require the keeping
of time sheets on TA projects (like professional service firms) and apportioning the costs
of corporate overheads (i.e. Coordinator, two administrative assistants, IMF backup,
office rents, etc) between the four output areas.

The evaluators also observed that PFTAC has not developed a formal risk management
plan. Finally, as mentioned elsewhere, PFTAC has not developed project outcomes
indicators.

The following two tables provide a summary of the strategic and the operational
diagnoses.

Table 4.2 Summary of Strategic Diagnosis

Strategic Areas Summary of Review Findings

Environmental Scan Insufficient formal analysis of the implications of changing
politico-socio-economic conditions in PICS and donor attitudes
towards PFTAC.

Clients Close relations with PICs which hold PFTAC in high regard,
though no formal satisfaction surveys.

Stakeholders Donors are fully supportive of PFTAC, but feel that PFTAC is
not demonstrating its impact on PICs, especially in capacity
building.

Governance Respective roles and authority of PFTAC, TPRC and IMF not

clearly identified in governance documents.

Service Delivery TA rollout strategy not sufficiently articulated. Need for ROSC
to be completed in each service area before reforms started.

High standard of technical advice, though measure of
contribution to capacity building in PICs is not clear.

Strategies and Reviews Not clear whether PFTAC’s priority is being placed on being a
“help desk” or a “reform agent”. Also not clear as to emphasis
being placed on technical assistance versus capacity building.
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Table 4.3 Summary of Operational Diagnosis

Operational Areas

Summary of Review Findings

Culture and Leadership

Entrepreneurial, inclusive leader and highly motivated staff, but
no formal values statement exists.

Communications

Good website, regular work plans and progress reports, but
outcomes of projects that are receiving PFTAC inputs are not
Clear.

Structure

Clear organisational structure with TOR for each position, but
absence of a tier of locally recruited technical experts and
limited funds for short-term consultants restricts extent to
which resident advisors can leverage their expertise.

Human Resources

Highly technically competent staff, but continued weighting on
interpersonal skills in recruitment process is needed.

Processes and Systems

Strong backstop and quality control from IMF, lean back office
with good paper records, but further work is required to ensure
appropriate IT backup facilities.

Controls and Metrics

No activity based costing, risk management plan or project
outcomes indicators.

4.2.3 SWOT Analysis

A SWOT analysis uses the findings from the performance diagnosis to document the
main Strengths and Weaknesses within an organisation and the Opportunities and
Threats it faces externally. The following two tables present a summary of the more
important internal and external features of PFTAC.
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Table 4.4

SWOT Analysis — Internal Features

Strengths

Weaknesses

South-Central Pacific location of
PFTAC makes the centre more
accessible and acceptable to the PICs.

PFTAC is staffed with qualified and
motivated professionals.

PFTAC leadership is highly
entrepreneurial, inclusive and results
oriented.

PFTAC is flexible and responsive to all
stakeholders who respect its skills.

The execution and backstopping of
PFTAC by the IMF enhances both
quality control and credibility of
PFTAC plus there is high acceptance of
IMF standards by the FEM agencies in
the PICs.

There is good tracking and reporting on
of TA contributions to projects.

Insufficient critical mass of resources in
each functional area to make a big
impact in many interventions,
especially in capacity building.

PFTAC’s mission statement overstates
the range and capacity of its TA
resulting in inflated expectations and
inevitable disappointments.

Lines of reporting to TPRC, IMF and
donors are described in the project
document, but there is no formal
governance charter defining the
respective roles and powers of the
TPRC vis-a-vis the IMF.

Incomplete strategic framework for
needs analysis, buy-in,  design,
prioritisation and rollout of PFTAC
reform initiatives.

No formal satisfaction surveys of
clients or donors and insufficient
reporting of PFTAC achievements as
distinct from efforts.
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Table 4.5

SWOT Analysis — External Features

Opportunities

Threats

A sharper focus on those PICs of
particular interest to Australia and NZ
could help increase the size of PFTAC
funding.

PFTAC support in developing FEM
gap analyses and long-term action plans
could attract  additional  donor
contributions to either PFTAC or PICs
to execute the action plans.

There is considerable scope to leverage
and build capacity by having a tier of
locally recruited technical experts, and
more short-term consultants.

Greater use by PFTAC of E-learning
techniques could cut cost and improve

accessibility of regional training
activities.
PFTAC’s reputation as an “honest

broker” could assist in broader FEM
reforms in PICs.

Expanding PFTAC’s island coverage
might attract US and French funding.

PFTAC’s heavy financial dependence
on a small number of key donors any of
whom could withdraw their financial
support.

Expectations of stakeholders growing
beyond PFTAC’s existing skill base
and capacity could lead to frustration
and disappointment.

Inability of PICs to plan and implement
their TA needs could disillusion
donors.

Limited number and high turnover of
PIC professional staff that TA and
reform initiatives depend on.

Poor sequencing and coordination of
the foreign TA received by the PICs
may lead to frustration and
disappointment on the part of donors.

Legislative, institutional and other
constraints on furthering reforms in
PICs.

In both this chapter and the next the evaluation team draws a number of conclusions and
makes a number of recommendations for changes that will require some time for the
project Coordinator and the resident advisors to prepare. There will thus be a trade off
between preparing this extra reporting material and working in the field. It is important
that PFTAC not allow the additional reporting to take a significant amount of time from
their true function of providing TA to the PICs. Diligence will be required by PFTAC to
ensure that they get the balance right.
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5.1

5.1.1

CHAPTER 5

CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS
General Overview

. The present structure of PFTAC consisting of an IMF employed Coordinator

and four IMF engaged resident advisors was the most appropriate model given
the severe budget constraint under which PFTAC has been operating over the
last several years. If additional funds were made available to PFTAC, the
present structure should be deepened to accommodate a tier of locally
recruited experts and broadened by using more outside consultants so as to
better leverage its output and reduce its unit costs of service delivery.

PFTAC has been well executed. PFTAC has played a positive role in the
region and is appreciated by the participating countries, regional bodies, donor
agencies and other stakeholders.

PFTAC is well integrated within the region and fills a niche that cannot be

filled by other projects. PFTAC’s activities are of high professional quality

and are timely, appropriate and well executed.

Its appreciation is in large part attributable to its flexibility and its quick
response to requests for assistance. The lack of bureaucracy in making
requests has been a contributing factor. There are neither extensive forms to
complete nor complex proposals to write to justify a request. A letter of
request has been the usual form.

PFTAC’s task has been facilitated because the region has been welcoming.
Recipients have been almost uniformly satisfied with the quality of assistance.
Most interviewees with first hand knowledge of some of the training courses
or advisory missions undertaken expressed their satisfaction with the speed
and quality of the assistance provided.

Ultimately, any technical assistance program is only as successful as the
people engaged in its operation. No amount of elaborate project
identification, formulation, and monitoring employed by TA providing
agencies can guarantee results if the staff, experts and counter-parties
involved in its implementation are unsuitable or uncooperative. PFTAC has
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10.

been fortunate in having good experts selected for its core staff. However,
several interviewees mentioned that it was very important that the resident
advisors have excellent interpersonal skills and that this requirement should be
an important qualification when selecting the advisors. There appears to have
some problems with resident advisors on this score under the previous
Coordinator.

Given the limited resources available to PFTAC, the approach taken by
PFTAC in developing its program of interventions and activities appears to
have been sensible, though not always well articulated. PFTAC interventions
appear to be most successful when they are fully integrated into a gap (ROSC)
analysis, reform strategy and work-plan that are developed in conjunction
with the participating country so it feels a sense of ownership and control of
the project. No activity should be undertaken unless it is requested by an
individual government or regional body. PFTAC may prompt such requests
by identifying FEM gaps through ROSC reviews that closely involve key
stakeholders within FEM agencies. It is important that in the planning of
work that not all of a resident advisor’s time is allocated to long-term
initiatives. Time must be left free for undertaking short-term ad hoc
functions. In this way, PFTAC can remain responsive to the changing needs
for TA in the region.

The resident advisors in PFTAC (unlike those in a professional services firm)
do not keep a record of the time that they spend on ad hoc, reform and
capacity building activities. It is thus not possible to provide a definitive
judgement on whether their time allocation between these three activities is
appropriate. That having been said, the evaluators saw nothing that would
lead them to believe that the time allocation was inadequate. Nevertheless,
recording the allocation of time between ad hoc, reform and capacity
building efforts would give the Coordinator, TPRC, IMF and other interested
observers a better idea of how the organisation apportions its scarce resources
between competing demands. Some donors would like to see better results on
capacity building but the lack of capacity building is largely the result of
insufficient resources.

During the period under evaluation PFTAC’s advisory missions have been the
most concentrated on Tonga, Vanuatu, FSM, Republic of Marshall Islands,
and Fiji and least concentrated on Tokelau, Tuvulu, Nauru, Niue, and Cook
Islands.

PFTAC appears to have been responsive to the rapidly changing needs of the

region although it may not have responded to the major shift in Australia’s
approach to aid that started some six months ago. Australia now supports a
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11.

12.

13.

14.

more direct approach to TA than it did previously. It is deploying senior
officials from both The Treasury and the Department of Finance and
Administration to upgrade the FEM of PNG and the Solomon Islands.
PFTAC may be able to attract more funding from Australia if it targeted these
PICs for extra TA.

PFTAC takes due regard to cost in its activities and runs a lean administrative
back-office (just two local administrators to serve the Coordinator and four
resident advisors plus other technical advisors). Its four resident advisors are
highly paid, but not relative to technical experts in other international
organisations (e.g. World Bank or elsewhere in the IMF) or expert FEM
officials seconded by Australia to PNG and the Solomon Islands.
Nevertheless, the unit costs of PFTAC’s services will remain high as long as it
does not employ locally recruited experts to do basic research thereby freeing
up resident advisors to concentrate on higher value tasks.

The donors feel that greater effort could be made to measure the impact of the
larger PFTAC interventions. It is interesting to note that CARTAC is also
grappling with the issue of measuring outcomes and performance indicators.
CARTAC is, for example, trying to develop Indicators of Change, which
should help to measure and report on results and impacts. This is an area that
warrants greater cooperation between the various TACs around the world.

The procedures for monitoring individual activities are simple, transparent and
effective. However, it is not always immediately apparent how some
individual activities, while useful in themselves, fit into the overall strategic
approach of PFTAC interventions. PFTAC could better articulate its TA
strategy by dividing it into three distinct streams (ad hoc, reform and capacity
building) and highlighting the work flow process within each stream).
Costing the contribution of PFTAC to each TA stream and to each component
within a stream would enable a better evaluation of the balance achieved
between different forms of TA.

The budget, provided that all pledged monies are made available to the
Centre, is just sufficient for the current phase at the current level of activity.
Although it is recognized that PFTAC operates in a different environment,
PFTAC is much less well-funded than CARTAC. Over 50 percent of
CARTAC’s budget is available for short-term consultants, seminars, training
programs, attachments etc. Less than 18 percent of PFTAC’s budget is
available for these activities. As a result, CARTAC is able to directly lever
the presence of its five resident advisors whereas PFTAC is not. However,
PFTAC has sought to lever its resources by working closely with other
multilateral and bilateral donors operating in the region in arranging seminars,
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15.

16.

17.

18.

19.

training programs and short and long term consultants. As neither donors nor
member countries appear to countenance a major increase in funding for
PFTAC at this stage, this approach will need to be enhanced over the next
project period.

The team, in talking with officials in Canberra, came away with the distinct
impression that (a) Australia would prefer to give an additional lump sum to
PFTAC rather than have to handle a steady stream of one-off requests for
funds; (b) Australia would look favourably on a request from PFTAC for
additional core funding and (c) Australia would like to see a reasonable
proportion of any additional funds it gives being used for TA in the three
countries on which it is focusing, namely PNG, Solomon Islands and Nauru.

The Standard Operating Procedures for office administration tasks seem
appropriate for a small office. The PFTAC office in Suva is well-managed.
The one exception to this conclusion is that data security such as in-house
back-ups and off-premise storage of data needs to be reviewed and improved
upon.

PFTAC produces a number of periodic reports including back-to-office
reports after each field mission, monthly or quarterly reports to IMF HQ, and
quarterly work plans and six monthly progress reports for members of the
TPRC. The recipients of all four of these reports indicated to the evaluation
team that they were satisfied with both the frequency and content of these
reports.

The IMF has done a good job as the Executing Agency: It has hired the right
people and, while monitoring their work, has not been heavy handed in
directing the Centre’s activities. Indeed PFTAC seems to exercise a
considerable amount of autonomy in its decisions on how best to serve PICs.

The TPRC is recognised by all players as the de facto principal governance
body of the Centre and has been effective as such. It should be noted,
however, that we were unable to discover any formal terms of reference for
the TPRC. There was some uncertainty on the part of the Chairman of TPRC
as to the bounds of the TPRC’s authority — for example does it have control
over staff appointments? The evaluation team concludes that the TPRC’s
success as a governing body has largely been due to the fact that the
constituents of the TPRC have chosen to use the TPRC as the means of
expressing their views rather than putting pressure on the Centre in bilateral
meetings. Nevertheless, a formal governance charter outlining the respective
responsibilities, authorities and accountabilities of PFTAC, TPRC and IMF
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20.

21.

22.

would help to avoid possible misunderstandings over roles, delegations and
reporting lines in future.

Delivering technical assistance on a regional basis by having resident advisors
who are based in the region has worked and is considered by most in the
region to be superior to the alternative of trying to provide all TA for the PICs
out of Washington, DC, although some specialised assistance may still be
better provided by HQ. It is doubtful that PFTAC would have the same
acceptance and trust if it operated out of Sydney, Auckland, Jakarta,
Singapore, Manila or Washington DC.

PFTAC’s training sessions and seminars, while not as numerous as
CARTAC’s, have exposed participants to issues that occur in other
jurisdictions.  This has led to a greater acceptance to seeking regional
solutions where they make sense. Regional secondments and attachments are
a good example of how regional thinking is expanding. PFTAC’s small
countries’ fiscal management training course at the USP, if successful, could
be a model for developing courses in the other TA areas since giving local
officials a good grounding in a FEM discipline would prepare them better for
on-the-job training, specialist workshops and overseas attachments.

Lack of capacity and sustaining the capacity that does exist is a major problem
in Pacific Island Countries. PFTAC is helping to increase capacity in
individual countries through TA and, to the extent that they are using local
experts, increasing the technical capacity in the region. Many countries prefer
consultants from the region because they know the region and engaging them
increases regional capacity. Both the donors and the participating countries
must accept the fact that good people in government are likely to be enticed
into the private sector and other countries with more lucrative offers. As a
result, capacity building is a long-term, on-going activity that, because it
prepares people for better opportunities, will have a high attrition rate. The
proposal for PFTAC to hire a tier of locally recruited experts from
experienced PIC officials could help build and sustain a small but important
talent pool of indigenous FEM professionals within the region for ready
accessing by PICs. Such locally recruited experts could be hired on a
contractual basis for 3 - 6 months and, to give incentive to highly skilled
experts, might be paid above existing civil service rates. As such they would
help to further enhance the PIC ownership of PFTAC whilst, in the longer run,
perhaps helping also to reduce the average unit cost of service delivery for
PFTAC as a whole.
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5.12

Appropriateness

Objective

PFTAC is seen as a necessary organisation because:

e It provides “help-desk” and ad hoc “crisis” type FEM technical assistance
which is in high demand by the PICs and is not readily available, especially at
short notice, from other TA providers in the region; and

¢ It undertakes FEM gap analyses of PICs, based on international standards that
are modified to suit local conditions, and using the results assists the PICs in
preparing long term reform programs and work plans that provide a useful

guide to FEM TA needs that can be used by all TA providers in the region.

The original design of PFTAC has been used as a model to create CARTAC and
two regional TA centres in Africa.

Regional Location

Having PFTAC located in the region, rather than solely relying on TA from the
IMF in Washington, DC or from other locations, has many advantages:

Dedicated focus on PICS;

Greater opportunity to attract regional funding;

PFTAC is perceived as a regional body, not as an IMF outpost;

PFTAC is more accessible to clients than if it were located elsewhere;

By being located in the region, PFTAC has better intelligence on the region
than if it were located elsewhere; and

By being located in the region, PFTAC is closer to the main donors which
allows for greater cooperation on TA projects.

Range of Functions

The original four functional areas are still seen as appropriate by most clients and
donors. However, current tasks in the following two areas should be expanded or
modified:

e Banking supervision function should be formally expanded to include
regulation over insurance and superannuation, i.e. the function should be
expanded from banking supervision to include non-bank financial institutions
supervision.  Consideration should also be given to PFTAC’s future
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D.

involvement in Anti-Money Laundering (AML) and Combating of the
Financing of Terrorism (CFT) activities; and

e Some Ministries of Finance and Central Banks also said that they needed more
technical assistance in economic management and monetary policy. The
consensus is that this should be handled through HQ.

Objectives and Functions

The reference to “economic management” that is contained in PFTAC’s project
document and mission statement is not reflected in PFTAC’s day to day operations.

1.

5.1.3

PFTAC’s banking regulation and supervision function does not formally
acknowledge its coverage of insurance and provident funds.

The regulation of offshore financial centres is not yet formally recognised in
PFTAC’s functions.

It is not clear whether the TPRC and PFTAC are committed to greater regional
cooperation of the smaller PICs, for example in developing shared service centres
that could have a critical mass of expertise to undertake specialist functions (e.g.
general accounting, auditing, IT, purchasing, HR development, etc) at a higher
standard and at a lower cost than if each PIC tries to do these tasks on its own.

Effectiveness

Ad Hoc Technical Assistance

With respect to the ad hoc, help desk advice, PFTAC is effective on all counts.
Longer Term Reform and Capacity Building

On FEM reform advice and capacity building, the quality and timeliness of
PFTAC’s work is high. However, the volume of PFTAC’s output and the access
to its services is limited by the lack of sufficient resources that is available to
PFTAC. It is recommended that all future reform work be preceded by a gap

analysis (ROSC) that results in a reform strategy and action plan developed in
conjunction with the appropriate FEM agency or agencies in the host PIC.
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5.1.4

Efficiency
Front Office

There is a persistent view that IMF staff cost more than other donors. While this
may be true in some donor cases, the total costs of the resident advisors is
comparable to that of expert officials seconded to PNG, Solomon Islands and
Nauru from Australia and those technical advisors employed by the World Bank.
However, the lack of an economist, a tier of locally recruited experts and more
outside consultants means that PFTAC cannot lever its scarce senior expertise the
way that professional service firms do or the way that CARTAC does. By
deepening and broadening its expertise base, PFTAC could reduce the average
cost of its technical advice as well as further indigenise its staffing profile thereby
reinforcing its acceptance amongst PICs. Eventually, veteran technical support
staff might branch out on their own as part-time consultants to PFTAC, thereby
expanding the available local FEM advisory skill base further.

Back Office

Corporate overheads of 25% of total cost and 30% of total staff are reasonable
given the small size of PFTAC>. These ratios would improve further if PFTAC
had a resident economist, a small number of research assistants and additional
funds for short-term TA and capacity building.

The ability to backstop resident advisors with IMF support allows economies of scale in
accessing specialist technical advice.

5.2

5.21

RECOMMENDATIONS
Corporate Governance

The respective roles, responsibilities, authorities and accountabilities of TPRC
and IMF with respect to PFTAC should be more clearly enunciated.

A formal governance charter defining the role, duties, delegations and reporting
obligations of PFTAC in relation to IMF, TPRC and individual donors, clients

> An efficient corporate overhead ratio is <5% for over 20,000 staff, 5-10% for 2,000-
20,000 staff, 10-15% for 200-2,000 staff, 15-20% for 20-200 staff and 20-30% for under
20 staff.
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5.2.2

5.2.3

5.24

and other stakeholders should be drafted by PFTAC and submitted to the IMF and
TPRC for endorsement.

Strategic Planning

PFTAC should undertake, in conjunction with key stakeholders (including
donors), a situation analysis (i.e. PEEST analysis and scenario planning) to
identify challenges within its region that need to be addressed in its strategic plan
and new project document.

PFTAC should adopt a more comprehensive strategic planning process and
presentation format that covers:

e Situation, financial and stakeholder analysis;

e Vision, values and mission statements

e Objectives, strategies, functions and action timetables; and

e Minimum guarantees of service, risk management devices, and key
performance indicators.

Risk Management

PFTAC should develop, possibly with the help of an outside consultant, a risk
management plan that identifies and ranks key risks in terms of their probability
and impact and comes up with strategies for mitigating or managing them.

This risk management plan should be incorporated within PFTAC’s
comprehensive strategic plan and the new project document.

Budgeting

PFTAC should undertake activity costing of each of its functions (something that
will become increasingly important if PFTAC obtains a significant increase in
funds) to identify the breakdown in expenditure:

e Between the four functions or programs of Public Financial Management, Tax
and Customs Policy and Administration, Banking Regulation and Supervision
and Economic and Financial Statistics; and

e Between the three forms of technical assistance or outputs consisting of (a)
short-term ad hoc advice often consisting of one-off assistance involving less
than one month, (b) longer-term reform assistance often consisting of repeat
visits and lasting many months or years, and (c) capacity building consisting
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of short-term and longer-term personnel training and development within each
of the four functional areas.

2. Again if PFTAC is able to get significant incremental funds, PFTAC should
submit its budget on a line item, program and output basis to the TPRC and report
its annual financial results on this basis on its website.

5.2.5 Technical Assistance Framework

1. PFTAC should measure what shares of its TA goes on (a) reactive ad hoc advice,
(b) pro-active reform assistance, and (c) capacity building such as extended
courses, short-term workshops, overseas attachments and on-the-job training.

2. PFTAC should articulate a TA framework and strategy for helping the PICs adopt
a relevant FEM reform vision and use gap analysis (e.g. ROSC) to devise jointly
agreed strategies and action plans upon which future PFTAC and donor TA can
be based. Such a framework should also accommodate short-term ad hoc advice
and ongoing capacity building. This framework and strategy should also
recognise that progress cannot be made in all 15 countries simultaneously. Rather
one or a few pilots should be developed and then rolled out to other PICs as with
PC/Trade.

Proposed Technical
Assistance Framework Reform Assistance

1.PIC

gap
analysis

2.PIC
reform
strategy

3.PIC
action
plan

IMF
global FEM
models

(e.g. GFS)

TPRC
regional FEM
models

PFTAC
ad hoc
advice

4. PFTAC
TA
execution

1. PFTAC 2.PIC 3. PIC
training attach- on-job

courses ments training

Capacity Building
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5.2.6

1.

5.2.7

5.2.8

Funding and Organisational Structure

In order to satisfy the demand for ad hoc advice, reform assistance and capacity
building the organisational structure should be expanded as follows:

e While it would not be useful to duplicate within PFTAC the economic research
work of IMF HQ economists, PFTAC should examine the need for periodic
employment of specialist advisors in specific fields of concern to the PICs as a
means of complementing the economic research of IMF HQ economists, e.g. in
public debt compilation, measurement of taxation expenditures, construction of
macroeconomic frameworks for PIC multi-year budgets etc.

e PFTAC should introduce a new tier of locally recruited experts to support the
resident advisors. This should be piloted with one or two experts to start with
and if successful further recruits could be sought if sufficient funds were
available. The proposed local experts should be mature professionals who have
research and policy advisory experience as employees of FEM agencies of
PICs. Such local experts should be employed on 3 — 6 month contracts with
renewal subject to satisfactory performance.

e PFTAC should use more external consultants to provide additional TA,
especially capacity building, in the PICs.

PFTAC should develop a detailed budget of the additional funds that would be
required to cover these additional resources and this budget should be presented to
the donors for additional funding.

Technical Assistance

PFTAC should expand the TOR of the resident advisor on banking regulation and
supervision to cover also insurance and superannuation. Consideration should
also be given to PFTAC’s appropriate future involvement in AML/CFT activities.
PFTAC should place greater emphasis on helping PICs develop the capacity to
plan and roll out long-term reform strategies and help the PICs get additional
funding from other regional donors.

Performance Reporting

PFTAC should maintain a registry of all PIC projects to which it contributes
significant TA.

The following information should be furnished for each project:
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5.2.9

5.2.10

e Client, purpose, stages, timetable and expected outcomes;
e PFTAC’s contribution in terms of tasks, time, costs and outputs; and
e Project outcomes relative to original expectations.

Each project’s success should be rated on a scale of 1 to 5 on its completion or
suspension.

The results of this performance reporting should be published on PFTAC’s
website along with the main lessons learned from the experience.

Client Feedback

PFTAC should develop a minimum guarantee of services statement to reinforce
its high reputation and to help manage and thereby contain the burgeoning
expectations of both clients and donors

PFTAC should develop a formal feedback mechanism for capturing the extent of
client satisfaction with its individual field services (i.e. significant ad hoc
services, reform assistance and personnel capacity building). For instance at
the end of each assignment the client could be asked to answer a simple
questionnaire that invites a score out of five for (a) satisfaction with the project’s
terms of reference, (b) the personal conduct of the advisor, and (c) the usefulness
of the technical advice.

Information Exchange

PFTAC should exchange information with other TACs (CARTAC, AFRITAC-
East, and AFRITAC-West) on processes, systems, structures, strategies and
measurements that have proven useful for planning, delivering and reviewing
technical assistance within the FEM area.

Coordinators of all TACs should meet annually in Washington, DC to discuss
their mutual challenges, how they are tackling them and lessons to be learned
from their experiences. This forum could also be used for exchanging each
TAC’s strategic plan, work plans, progress reports, FEM application models (e.g.
PC/Trade, PEM course, etc).

A copy of this Evaluation Report should be given to the Coordinators of each of
the other TACs as it is the first example of an evaluation of a mature TAC.
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5.2.11 Shared Service Centres

1. The FEMM or TPRC should commission PFTAC to undertake a review of the
relative merits and potential cost savings of introducing shared regional service
centres, especially for smaller states, in the public financial management areas
such as accounting, reporting, budgeting, financial information systems and
auditing.

2. Funding and partial staffing for such an exercise should be sought from the ADB
and/or other donors.

5.2.12 PFTAC Name

While no change is recommended at this time, the IMF in conjunction with the TPRC
should consider at a future review whether PFTAC’s name should be changed to
PICTAC to conform with the nomenclature for other regional TACs, more accurately
define the region to which it applies (PICs) and to facilitate expansion of its functions to
cover economic, not just financial matters.

5.2.13 New Project Document

A new project document should be prepared for the next phase of PFTAC. This
document should incorporate the results of many of the recommendations made above.
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Terms of Reference for the Evaluation of the
Pacific Financial Technical Assistance Centre (PFTAC)

Background

The Pacific Financial Technical Assistance Centre (PFTAC) in Suva, Fiji was jointly
established in 1993 by the United Nations Development Programme (UNDP) and the
International Monetary Fund (IMF) as a regional office to implement the “Fiscal and
Monetary Management Reform and Statistical Improvement Project” in 15 Pacific island
countries (PICs).®

The establishment of the Centre responded to the observation that economic growth and
development in PICs were hampered by the lack of technical skills and institutional capacity
to formulate and implement appropriate economic and financial policies to remove structural
distortions, increase efficiency, and reduce macroeconomic imbalances. The Centre's aim has
been, and continues to be, to build skills and institutional capacity in member countries for
effective economic and financial management that can be sustained. Toward these objectives,
the Centre provides advice and training in public financial management, tax administration
and policy, banking regulation and supervision, and macroeconomic and financial statistics.

PFTAC’s assistance takes a number of forms, ranging from assistance with developing
strategic approaches and action plans for medium-term reforms, high-level policy advice,
implementation of IMF supported standards and codes, technical advice and help, hands-on
training, and organisation of seminars, workshops, and professional attachments. Assistance
includes ongoing, medium-term involvement as well as immediate firefighting-type of
assistance. Its advisors support member countries during missions and via e-mail and
telephone communications, and act in many instances as sounding boards that officials use in
their day-to-day operations.

The overall guidance of PFTAC is provided by the Centre’s Tripartite Review Committee
(TPRC) consisting of representatives of all participating countries, the funding agencies, and
the IMF. Other technical assistance (TA) providers and relevant regional institutions are
invited as observers.

Until July 2002, PFTAC operated as a UNDP regional project’ with the IMF as executing
agency. Because of the withdrawal of UNDP as a PFTAC-donor, the TPRC approved a new

® PFTAC member countries are: Cook Islands, Federated States of Micronesia, Fiji, Kiribati,
Marshall Islands, Nauru, Niue, Palau, Papua New Guinea, Samoa, Solomon Islands, Tokelau,
Tonga, Tuvalu, and Vanuatu.

” Fiscal and Monetary Management Reform and Statistical Improvement Project, Phase |
(RAS/92/330) and Phase Il (RAS/95/330).



Project Document® and decided that the IMF should seek to establish a PFTAC Sub-account
through which donor contributions would be managed. Financing for PFTAC has been
provided by the Asian Development Bank (AsDB), Australia (AusAID), Japan, the Pacific
Island Forum Secretariat, IMF, New Zealand (NZAID), and UNDP. It is expected that the
European Commission will provide financial support to PFTAC starting in 2004.

The IMF manages the Centre’s operations, provides its Coordinator, and recruits and
supervises its resident advisors through the IMF’s TA departments. PFTAC provides TA
through four resident advisors and the Coordinator, supplemented by short-term experts,
training and seminar activities, and professional attachments. The current three-year
financing cycle ends in April 2005.

PFTAC was subject to an in-depth evaluation by an external team in early 1997. The
evaluation assessed the contribution of the project in addressing the region’s problems and
capacity constraints; commented on the merits of the design of the Centre; identified lessons;
and suggested pointers for the future. A Strategic Review of TA in Economic and Financial
Management in PICs was undertaken in mid 2001 to assess the nature and adequacy of
current levels and forms of TA, including from PFTAC, to the region and the appropriateness
of current arrangements for its programming and delivery.

Purpose of the evaluation

At its May 2003 meeting in Suva, the TPRC endorsed the proposal to conduct an external
evaluation of PFTAC in early 2004. The evaluation will have three main objectives:

. Examine if there is a continued demand/need for the range of services provided by
PFTAC to PICs and that PFTAC is the most effective way of providing such services;

. Help the TPRC in establishing medium-term strategies for PFTAC’s continued work,
including also the appropriateness/adequacy of PFTACSs current objectives; and

. Assist existing and potential funding agencies in determining their level of support for
PFTAC beyond the current funding cycle.

The evaluation will cover the period since the last evaluation, 1997 to date. The evaluation
will assess the extent to which the objectives of PFTAC have been achieved and outputs
produced, and will comment on the relevance of the TA and training provided, its
effectiveness in addressing countries’ capacity constraints, as well as the efficiency by which
the TA and training has been delivered.

The evaluation will take place early 2004.

8 PFTAC Project Document dated December 13, 2001.



Issues to be addressed by the evaluation

The contribution of PFTAC to addressing the region’s problems and capacity constraints in
each of the four functional areas covered (public financial management, tax administration
and policy, banking regulation and supervision, and macroeconomic and financial statistics)
will be evaluated. In particular, the evaluation will cover:

9. The quality, timeliness and relevance of the inputs provided, activities undertaken,
and outputs produced, including the appropriateness of the balance between hands-on
assistance and strategic advice and the delivery modalities available to the Center;

10. The merits of the regional approach to providing TA in economic and financial
management in the region, and the responsiveness of PFTAC in adapting to the region’s
changing needs;

11.  The use being made of PFTAC assistance, the impact it is having on improved
economic and financial performance in the region, and the likely sustainability of results;

12. The extent to which PFTAC, as one of several TA providers in the region, is
contributing effectively to:

. Fostering greater government ownership of, and commitment to, economic
and administrative reforms and capacity building;

. Advancing regional cooperation and economic integration; and

. Improving information sharing, cooperation and coordination among TA

providers and donors, forging partnerships, and mobilising resources;

13.  The reasonableness of the relationship between costs and the contribution of PFTAC
to the region in the economic and financial management area, taking into account the
difficulties inherent in judging costs and benefits of TA activities;

14.  The role of the Tripartite Review Committee (TPRC), individual governments,
donors, regional bodies, and the IMF in determining PFTAC’s priorities and direction, and
guiding the PFTAC Coordinator;

15.  The quality and timeliness of management, monitoring and backstopping at PFTAC
itself and at IMF headquarters; and

16. The level of support and commitment of the regions’ governments to the work of
PFTAC.

The evaluation team will present significant lessons that can be drawn from PFTAC’s work
and results during the last six years, in particular anything that worked well and that should

be emphasised, and anything that should be avoided in the future. Factors contributing to, or
inhibiting, results should be highlighted.



Tasks

The evaluation team will report to the Chairman of the TPRC. In preparing for the
evaluation, the evaluation team will be asked to submit a brief work plan for the evaluation to
the Chairman with a copy to the PFTAC Coordinator. The work plan will be reviewed and
approved by the Chairman, in consultation with the PFTAC Coordinator The work plan will
include a description of the following elements:

. Overview of how the evaluation will be conducted,;

. Information collection and analysis methodology, including plans for field visits and
briefing meetings;

. Reporting; and

. Roles and responsibilities of team members.

The team will meet with PFTAC constituents and stakeholders, donor agencies, and the IMF.
The team will be based in Suva for the duration of the fieldwork. A briefing with the
Chairman, the PFTAC Coordinator, and PFTAC advisors will take place before other visits
in the region. The team is expected to visit three PFTAC member countries, in addition to
Fiji, one or two donors, and IMF headquarters.? An official in each of the PICs visited will be
assigned to assist the evaluation team while in the country. The fieldwork is expected to take
approximately three weeks.

A month after completion of the fieldwork, the evaluation team will be expected to submit a
draft evaluation report to the Chairman with a copy to the PFTAC Coordinator. The
Chairman will seek comments from members of the TPRC and forward these to the
evaluation team for consideration. The evaluation team will be under no obligation to
incorporate these comments in its final report, but comments received should be listed in an
attachment in the form of a comment matrix. A final report will be submitted to the
Chairman with a copy to the PFTAC Coordinator.

Documentation

The evaluation team will be given access to PFTAC’s files, including the project documents,
TPRC documents; terms of references; back-to-office reports and TA reports.

Modalities
Composition of evaluation team

The evaluation will be carried out by a team of experienced consultants with a solid
background in public economic and financial management. The Chairman, in consultation

® The evaluation team may need to divide some of the visits between members.



with the PFTAC Coordinator, and based on nominations submitted by the participating
countries, donors, and the IMF, has selected a team of three consultants as follows:

. Mr. James Bucknall, team leader

J Mr. Percy Allan

. Mr. Kolone Vaai

Timeline

. Desk work and preparation and submittal of work plan Week 1

. Work plan approval Week 2

. Organisation of travel Week 3 - 4
. Field work Week 5 -7
. Prepare and submit draft evaluation report Week 8 - 11
. Comments submitted Week 13

. Final report submitted Week 14
Outputs

The evaluation team will prepare:

o An evaluation work plan; and

. An evaluation report with the evaluation findings, lessons, and recommendations for

the future operations of PFTAC.

Both outputs will be prepared in English, and will be submitted electronically and in hard

copy format.
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INTERNATIONAL MONETARY FUND

Office of Technical Assistance Management

Claire Liuksila
Brian Christensen
Mario de Zamaroczy

Office of Budget and Planning

Nigel Bradshaw

Fiscal Affairs Department
Jim Prust
Partho Shome
Tej Prakash
Katherine Baer

African Department
Klaus-Walter Riechel

Legal Department
Ross Leckow
Ross Delston

Asia and Pacific Department
Christopher Browne

Office of Executive Directors
Michael Callaghan
Naoto Watanabe

New Zealand Agency for International Development

Glenys Karran
Sarah-Jane Marriot
Ross Macfarlane

New Zealand Statistics
Keith Sykes

World Bank, Sydney
Cyrus Talati

PFTAC OFFICE IN SUVA
Luc Leruth
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Christophe Grandcolas
Judy Lau

Neil Batty

Anne Morant

Cheong Ann PNG
Henry Tulkens

Reserve Bank of Fiji
Savenaca Narube
Lorraine Seeto
Inia Naiyaga

Fiji Bureau of Statistics
Subra Nani
Nalima Lal

Australian High Commission, Fiji
Andrew Pope
Susan lvatts

European Commission, Fiji
Myfanwy Van-De-Velde
Maria Ralha

Japan International Cooperation Agency, Fiji
Hideki Tomobe

University of the South Pacific, Fiji
Rajesh Chandra
T.K. Jayaraman
Biman C. Prasad
James McMaster

Pacific Islands Forum Secretariat, Fiji
C.J. Vandersyp
Emma Ferguson

Australian Agency for International Development
Chris Tinning
Carol Chan
Robert Christie
Geoff Walton
Tony O’Dowd
Michelle Lowe
Peter Ellis



Australian Government
Kathryn Campbell
Dom English

Asian Development Bank
Jeremy H. Hovland
Robert Y. Siy Jr
Thuy Mellor
Steve Pollard
Giovanni Capannelli
Michaela Prokop

Vanuatu

Reserve Bank of Vanuatu
Odo Tevi
Peter Tari Merakali
Andrew Milford

Ministry of Finance and Economic Management
Simeon Malachi Athy

Vanuatu Statistics
Nancy Wells
Pioni Willie
Pita Toa

Tonga

Ministry of Finance
Mereseini Lomu
Siosaia Faletau

Commission of Revenue and Taxes
Sefita Tangi

Statistics
Seini Filias
Pamela Mane
Ataaka M Finan

New Zealand High Commission
Jonathan Curr



Australian High Commission
Rick Nicholls

Federated States of Micronesia

Department of Finance and Administration
Ihlen K. Joseph
Eneriko Suldan
Glenn McKinley
Mark Sturton

Customs
John Uwas
Breeman E. Obed
Lorina Rae Seady
Peter Anderson

Banking Commissioner
Wilson Waguk

US Embassy
Larry Dinger
Tom Huschek

Australian Embassy
Paul Addison
Gary Bloom

Samoa

Central Bank
Papalii Tommy Scanlan

Ministry of Finance
lulai Lavea
Sefuiva Reupena
Avalisa Viali

Australian High Commission
Tony Gill

New Zealand High Commission
Jennifer MacDonald
Phil Hewitt
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CASE STUDY A
ASSOCIATION OF FINANCIAL SUPERVISORS OF PACIFIC COUNTRIES
Al Background

When the Governors and Ministers of Finance from eight PICs endorsed the establishment of
the Association of Financial Supervisors of Pacific Countries (AFSPC) they broadly
reiterated the region’s commitment against money laundering and financial crimes and
stressed the importance of making the ‘voice of the Pacific’ heard in international forums
where banking supervision issues are debated.

The background preparations and consultations by PFTAC to operationalise the commitment
of the PICs to collaborate at the regional level demonstrate the critical leadership and
facilitation roles played by PFTAC.

A.2  Purpose of AFSPC

AFSPC was established in 2002 by eight Heads of Supervision in the Pacific region and
endorsed by the Governors of Central Banks and Ministers of Finance. The inaugural
members are the Federated States of Micronesia, Fiji, Papua New Guinea, the Republic of
the Marshall Islands, Samoa, Solomon Islands, Tonga and Vanuatu. The Cook Islands and
Palau became members in 2003. Australia, New Zealand and the State of Hawaii are
observers.

The objectives of AFSPC include:

Promotion of information sharing in financial regulation and supervision;

Promotion of international standards and best supervisory practices;

Encouraging financial institutions to adopt sound risk management processes;

Facilitating training and dissemination of resource materials to enhance supervisory

skills and development of high professional standards;

5. Collective representation of its members on financial supervision with international
and regional organisations; and

6. Supporting anti-money laundering.

el oY =

A.3 Role of PFTAC
PFTAC contributed to the creation of the AFSPC in the following areas:

1. ldentification of the common areas in financial supervision and bringing together the
Pacific Island countries to review the findings and agree on a regional approach;
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2. Assisting in the preparation of a draft Memorandum of Understanding to establish the
framework for the operation of the AFSPC;

3. Acting as an honest broker to bring together and balance the interests of members of
AFSPC and facilitate consensus on the structure and terms of appointments of the
Executive Director, Chair and Deputy Chair of AFSPC The possibility of rotating the
location of the AFSPC Secretariat has been brokered by PFTAC to avoid a potentially
divisive issue in regional cooperative frameworks;

4. Using its network of contacts through the International Monetary Fund to facilitate
endorsement for registration of AFSPC as a regional geographical group with the
Basel Committee on Banking Supervision (BCBS) and with the Financial Stability
Institute (FSI);

5. Acting as the AFSPC Secretariat with administrative assistance from the Reserve
Bank of Fiji for the first two years of AFSPC,;

6. Using AFSPC as a vehicle to enhance coordination of the PFTAC technical assistance
services workplan in the Banking Regulation and Supervision. It has also permitted
PFTAC to widen the scope of its services to include both banks and non-banks given
the wider and general focus of AFSPC on financial institutions.

A4 Relevance of AFSPC to PFTAC’s Objectives

The PFTAC Project Document for the period 2002-2004 identifies the activities for technical
assistance by PFTAC in the Banking Regulation and Supervision to cover provision of
assistance to ‘the authorities in the establishment and effective management of legislative and
regulatory systems for supervision of banks and other financial institutions’. PFTAC is also
to ‘encourage and assist regional cooperation and establishment of coordination frameworks
and regional support mechanisms that permit effective supervision’. In the light of the
technical assistance goals set for the Banking Regulation and Supervision of PFTAC, the
planning, facilitation and secretariat support provided for the creation and operation of
AFSPC is deemed effective and appropriate.

A5 Lessons Learned

The creation of AFSPC has been considered a success due to a large part to the manner in
which PFTAC leveraged its international financial network of contacts and the sensitivity in
balancing the varying interests of the member countries of AFSPC when acting as an honest
and impartial broker. The creation, structuring and operationalising of AFSPC could be a
good model to adopt in the development cooperation frameworks in other regional areas in
which a regional approach is deemed to be advantageous. The key features of AFSPC which
could be useful for development cooperation frameworks include the following:

1. Using of existing institutions and thus minimise administrative costs for supporting
regional initiative;

2. Rotation of the officers and location of secretariat among member countries to ensure
an open and voluntary sharing of responsibilities for the regional organisation;

Xiv



3. Using an internationally recognised organisation/facility to act as the honest broker
and secretariat in the initial sensitive formative phase of a regional organisation.

By assisting in the creation and operation of AFSPC, PFTAC has also established a
potentially sustainable platform which will permit an exit by PFTAC as AFSPC strengthens
it role in the coordination and assistance to enhance financial regulation and supervision in
the Pacific. The future sustainability of AFSPC has been further strengthened with the
formal links established with the Basel Committee on Banking Supervision and the Financial
Stability Institution.

The creation of AFSPC has also been considered a major regional initiative success since it
was established in 2002. By taking a regional approach with a proactive stance in
establishing rapport with a multitude of international agencies the AFSPC and PFTAC have
to a large extent been able to improve the perception of the rest of the world on the
compliance of Pacific Island Countries with international standards in financial regulation
and supervision.

This has been particularly demonstrated in the significant reduction in the number of Pacific
Island Countries who were threatened to be included in the ‘negative list’ of the OECD
during the 2002-2004 period.

CASE STUDY B
PEM COURSE AT THE USP
Bl Background

The Finance Ministries of Pacific Island Countries (PICs) are required to conform to
IMF/UN budgeting standards that require adoption of a Government Finance Statistics (GFS)
framework. The GFS budgeting module comes in two forms, the original cash accounting
approach and the more recent accrual accounting format. Though all Finance Ministries in
PICs recognise a need to adhere to international budgeting standards as set by the IMF/UN,
they do not have the trained personnel to implement such systems. PFTAC’s stock take of
each PIC’s progress in achieving best practice in Public Expenditure Management (PEM)
found large gaps not only in observing international PEM standards and codes on accounting
and budgeting, but also in understanding what they meant and how to apply them.*

B2 PEM Course for PICs

19 Tom Wilson, Report on Observation of (IMF) Standards and Codes: Public Expenditure
Management — Basic Threshold Capabilities, PFTAC, October 2003.
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PFTAC is sponsoring the development of a training course in modern PEM that would be
one of the five compulsory courses of a new Master of Arts (MA) in Governance being
introduced by the Pacific Institute of Advanced Studies in Development and Governance
(PIAS - DG) at the University of the South Pacific (USP). Though the IMF was initially
reserved about the proposal, it is now backing it, especially the distance learning component.

The initiative has the strong support of Ronald Duncan, an internationally renowned
economist formerly associated with the World Bank and the Australian National University,
who has been appointed head of PIAS — DG. He is personally agreeable to the PEM course
not only being part of an MA in governance, but also being accessed as a stand-alone unit
with its own certificate.

Henry Tulkens, a Professor of Economics and Public Finance at the University catholique de
Louvain, Belgium and former Secretary General of the European Economic Association, has
been commissioned by PFTAC (with aid from Japan) to design such a PEM course with a
special focus on the needs of small developing economies such a PICs.

Though both the IMF and World Bank have issued detailed manuals on PEM™, no training
courses have been devised by any international financial and economic institution to
specifically help small developing countries understand, design and implement basic
budgetary and accounting systems that are consistent with international IMF / UN standards.
The IMF’s training institutes in Washington, Tokyo and Singapore offer sophisticated
courses in PEM better suited to larger countries with sufficient public finance officials to
release trainees for an extended period of time. Also their training slots are limited.

PFTAC’s research shows that PIC’s want distance learning that would allow their key
finance personnel to upgrade their skills while still performing their jobs. A focus on PIC
training needs and small country case studies is also sought. A regional training initiative
would also avoid the expense of overseas travel and accommodation.

B3 Course Outline and Implementation
The course and accompanying manual being developed by Professor Tulkens covers the full

cycle of PEM, namely understanding the economic context of public finances, preparing and
executing budgets, and controlling and evaluating PEM processes and results.

1 Barry H Potter and Jack Diamond, Guidelines for Public Expenditure Management, IMF,
Washington DC, 1999; and Public Expenditure Management Handbook, The World Bank,
Washington DC, 1999. For an example of how IMF/UN GFS standards have been enforced
in one country, see Uniform Presentation Framework — For the Presentation of Uniform
Financial Information by Commonwealth, State and Territory Governments, Commonwealth
of Australia, March 1997 (Cash based version) and April 2000 (Accruals based version).

XVi



Though the course would be a component of a Masters degree in Governance, it would also
be available as a subject that could be taken on its own and if passed attract a Certificate in
PEM. The course’s intellectual property would remain with PFTAC, but both the IMF and
World Bank would be free to use it for training purposes outside the PIC area.

Students could access the course either by attending classes at USP in Suva or using distance
learning through the Internet or the USP’s regional training centres (e.g. Vanuatu), which
have satellite communication facilities.

A full-time Professor (other than Professor Tulkens) would be appointed to provide the
course. Those students using distance learning would be required to attend USP for a week
or so at the end of the course to meet other students, review what they have learnt, undertake
an examination and if successful be awarded a PEM Certificate. PFTAC and hopefully other
donors would meet the travel and accommodation costs associated with this.

B4 Case Study Assessment

It is too early to assess the value of this project. However, its concept is sound and there is
definitely a need for it judging by the shortage of people with PEM expertise in PICs. Its
distance-learning component should reduce its costs as well as make it attractive to senior
government officers who cannot be released from their desks for any extensive period. It
also fits in neatly with PFTAC’s evolving technical assistance strategy, which this external
evaluation has attempted to articulate with some precision.

Should the PEM course prove successful it could be a precursor for similar courses in the
other areas covered by PFTAC, namely economic and financial statistics, customs and tax
policy and administration, and banking regulation and supervision. The USP might be a
possible provider of statistical training, though initial attempts by PFTAC to elicit academic
interest in such a course resulted in greater interest in its funding potential than in its training
content or output. PFTAC is of the view that European or African education institutions
would be better suited for tax and customs training and the Bank for International
Settlements (also European based), should be left to provide training in its area of expertise.

CASE STUDY C
CUSTOMS MODERNISATION AND ASSOCIATED COMPUTER SYSTEMS
C1l Background
PFTAC has been instrumental in assisting member countries in improving the operational

capability and effectiveness of their customs administration in collecting revenue and
processing foreign trade operations.
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The main objective underlying the technical assistance has been to enable customs offices in
the PICs to implement new procedures and reporting arrangements associated with self-
assessment.

The specific tasks conducted have included work in the following areas:

(a) streamlining control and clearance procedures for self-assessment, risk management
and post audit;

(b) preparing manuals for new procedures in the reporting and processing of cargo; cargo
inspection; declaration processing; accounting and revenue controls; transit
operations; temporary admission; controls on exempt goods; and export procedures;

(c) assisting importers/clients and facilitating their understanding of the new customs
clearance system, self-assessment procedures, and voluntary compliance constraints;

(d) strengthening customs valuation procedures;

(e) reviewing and updating customs legislation; and

(F) strengthening governance and training customs officers.

The development of appropriate computer systems forms an essential ingredient of these
reforms since each step in the modernisation process tends to be associated with an element
of the customs computer system adopted. There are essentially two systems available to the
PICs for customs automation in the region, ASYCUDA and PC/Trade. ASYCUDA (of
which a number of versions are used in developing countries across the world) is currently
used in the larger countries including Fiji, PNG, Samoa, and Vanuatu.

By contrast, PC trade is a much less sophisticated system tailored to smaller countries with
simpler needs. It has undergone some development since it was originally conceived.*? In
2001, PFTAC explored with Stats NZ the possibility of adding a customs clearance module
to the existing trade statistics module. A working committee, funded by PFTAC and chaired
by its tax and customs advisor, started work on the design of a new conceptual framework for
PC/Trade. The software was then written by Stats NZ with financial support from NZAid.

The new version of PC/Trade was introduced in FSM in 2002. Since then, interest in
PC/Trade has grown significantly with Tonga, Kiribati, the Marshall Islands, Palau, and
Tuvalu making formal expressions of interest to bilateral aid agencies for assistance with its
implementation. The Cook Islands and Niue have also expressed interest in introducing
PC/Trade.

The new PC/Trade is designed to do the following:

e Introduce modern customs clearance procedures centred around self-assessment;

12 It was originally developed to produce reliable trade statistics.
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e Speed up customs clearance through the introduction of computerisation and
improved procedures;

e Facilitate trade by using international standards and procedures, including the
Harmonised System of Tariffs;

e Improve revenue collection; and

e Produce reliable and timely trade and fiscal statistics to assist the trade community
and the economic planning process.

PFTAC has sought to act as a neutral advisor in the choice of computer systems, leaving the
evaluation and choice of systems to member countries and donors. In doing so, PFTAC has
recognised that ASYCUDA has been widely and successfully adopted by many developing
countries, but also that some smaller economies may simply not need the sophistication
offered by that system at this stage of their development. Some independent evaluation by
donors and member countries has tended to support this conclusion. By way of illustration,
AusAID conducted an independent study entitled Evaluation of Customs Automation Systems
for Kiribati Customs Service. This study incorporated the Comparative Analysis of
PC/Trade and ASYCUDA undertaken by the Forum Secretariat. A conclusion of the AusAID
study is that:

“Both ASYCUDA and PC/Trade will meet the basic needs of the Kiribati
Customs Services. PC/Trade is considerably cheaper to implement and
maintain than ASYCUDA Even though ASYCUDA offers additional features
and is a more sophisticated technical platform, it is doubtful that this would
offer any significant benefit to Kiribati. It is unlikely that the Kiribati
Customs Service could either justify or afford the cost of either installing or
maintaining ASYCUDA. ... It is recommended that the Kiribati Customs
Service implement PC/Trade”.

Of course, care needs to be taken in generalizing from a small sample. However, as
mentioned, it now appears that a number of smaller PIC counties appear to have conducted
their own evaluations and have expressed an interest in installing the PC/Trade alternative.

C2 Lessons Learned

The essence of successful TA is to help recipient countries tailor the assistance provided to
their needs. PFTAC has sought to apply this principle in the area of customs modernization
and associated computer systems. While it has worked successfully with many countries in
the region, including those operating the ASYCUDA system, it has recognized that:

1. PC/Trade may be the appropriate technology for a number of smaller PICs, both in
terms of human and financial resources.

2. The development and introduction of PC/Trade can aid customs reform in countries
such as FSM because PC/Trade implementation is a vector for modernisation of the
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customs administration itself (with the stages of implementation of the system
moving step by step with important changes in policy, procedures, legislation, and
regulations).

3. There was active cooperation among donor and technical agencies. In the initial
stages, PFTAC advised on the design of the product. NZAid financed development
work that was undertaken by Stats NZ. PFTAC then financed the development of the
reform strategy, action plan as well as a customs expert in FSM for six months to
complement the installation of the software. Moreover, PFTAC continued to provide
technical advice, and financial and managerial support throughout the implementation
process. Meanwhile, AusAID funded a long-term statistical advisor to the federal
government and this advisor provided on-the-ground continuity between the visits of
the PFTAC resident advisor. Both the FORSEC and the EU have also provided
support for the project. The former by conducting an independent study on the
appropriateness of ASYCUDA and PC/Trade in the PICs and the latter by indicating
a willingness to finance the introduction of appropriate customs software in the PICs
whether it be ASYCUDA or PC/Trade. Finally, France, through the Pacific Fund,
provided a grant to help purchase the computers.

4. All phases in the development of PC/Trade were subject to peer review and the
package underwent systematic testing in Pohnpei before it was rolled out to the other
three states in the FSM. Similarly, the model was fully tested in FSM prior to it being
rolled out to other interested PICs.

C5 Other Issues

The evaluation team heard a number of comments that may require further thought and
perhaps follow up on the part of PFTAC.

1. PFTAC has the reputation of being neutral and acting as an honest broker in the
region. That principle has been applied in the case of PC/Trade. While playing a role
in its development, PFTAC has always maintained that it would provide customs
modernization assistance irrespective of the system adopted by any particular
country. Indeed, Fiji, which has adopted ASYCUDA, has recently received
assistance from PFTAC in the customs area.

2. The team heard that some importers had some concerns about PC/Trade. The team
did not meet any importers so were unable to determine the root cause of these
concerns. Perhaps it is just negativity to a new and more tax-efficient process.
Similar complaints are often heard when self-assessment procedures are introduced.
However, in order to address legitimate concerns, if any, it is suggested that the
government of FSM undertake a client satisfaction survey of importers to determine
the cause and extent of any dissatisfaction.
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