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In June 2016, the g7+ Foundat ion 
commissioned the Inst itute of State 
Effect iveness to undertake a 
comparat ive study of public finance 
and nat ional accountability in 
Timor-Leste and Afghanistan as a 
means to document  and share lessons 
of effect ive state building measures. 
The study was framed to capture key 
insights into what  has and has not  
worked, along with the ongoing 
challenges. It  is based on interviews 
with key stakeholders in both 
countries, coupled with a review of 
relevant  literature and data analysis. 
The research findings are intended to 
provide ideas to governments in 
conflict  affected and fragile situat ions, 
as well as to give internat ional 
partners a clearer understanding of 
how to achieve meaningful reform in 
such situat ions. 
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ABOUT THIS PAPER

This research findings brief presents 
an overview of the main observat ions 
and conclusions from  the study to 
draw out   the key lessons and their 
policy implicat ions. 

The views and opinions expressed in 
the research are those of the authors, 
and do not  necessarily reflect  the 
posit ion of the g7+ Foundat ion or its 
members.

In both case studies the internat ional community played a prominent 
and  generally posit ive role in the init ial polit ical sett lement that 
enabled reconstruct ion to begin. However,  by entrenching their 
personnel and systems they effect ively ended up competing with 
government for legit imacy, fragmenting the development effort .

KEY MESSAGES:

Infrastructure obliterated by war. A population 
scarred from the traumas of violence and subjugation.  
Limited resources, and extreme poverty prevalent 
across the country. The civil service decimated by 
years of neglect and exclusion.  These are hardly the 
strongest foundations on which to build a legitimate, 
well functioning state. Litt le wonder, then, that 
prevailing approaches have tended to sidestep rather 
than navigate these hurdles.  But experience  tells us 
that when we substitute rather than build institutional 
capacity, we prolong dependency and  undermine the 
legitimacy of the state in the eyes of the people it 
exists to serve. This study, drawing on case studies in 
Timor-Leste and Afghanistan, demonstrates  there is 
another way. 

Looking through the lens of public financial management, the 
experience of both countries highlights the forgotten goal of state 
building, and challenges the fading belief in using the nat ional budget 
as the primary tool for development policy.

The evidence demonstrates that building and using nat ional systems 
is not only better for development outcomes, it  is likely to be less 
risky for both the donors and the government. 

Moving from fragility to development requires the alignment of many 
efforts, and a change in thinking and pract ices by both donor and 
government officials. Success is more likely where support is long 
term, stable, predictable and manageable by government. 



It 's not just what you do, it 's how you do it
Despite inherent challenges, both case studies follow a similar 
path and demonstrate some remarkable successes along the way. 
They also highlight some of the remaining challenges, and point 
to the fact that self-reliance and sustainability can only be gained 
through the long and patient process of building local capacity 
and institutions.  Conversely, the study also suggests an over 
emphasis on inputs and accountability at the cost of outputs, 
especially if used as a pretext to avoid going through government 
systems, will not succeed in delivering the very governance 
outcomes the international community heralds as a priority. Both 
case studies illustrate this key point albeit in different ways. In 
Timor-Leste, the period of heaviest donor influence within the 
Ministry of Finance correlated to the worst period for developing 
systems of accountability. As oil and gas revenues accumulated 
and the national budget increased dramatically, the government 
made large investments to improve systems and capacity. Far 
from the budget becoming a tool of corruption, it became a tool 
of transparency, far more so than the many of the donor agencies 
operating in Timor-Leste.  Devoid of significant domestic revenue 
sources, Afghanistan remains one of the most donor dependent 
countries in the world. Unlike in Timor-Leste where the budget 
scale-up drove the necessary reforms and investment in local 
capacity, in Afghanistan the change was triggered by years of 
stagnating development outcomes despite increasing aid flows.  
Importantly, in both countries the motivation came from within in 
response to a need to gain legitimacy in the eyes of a frustrated 
and suffering population. The governments of both countries 
have embraced team-based performance management to attain 
and sustain a functioning and responsive institutional culture. 
The mantra is now 'teams not themes' and 'every team and every 
team member matters' thus breaking the mode of technical 
assistance projects that had cherry picked themes for reform and 
the people and offices to be supported.

Rethinking risk reduction
The case studies show through a range of indicators that 
development risk, which means the chance that development 
outcomes will not be achieved, has generally been given a lower 
priority than fiduciary risk. In other words, the risk of money 
being stolen, misused or wasted has been a higher priority, 
particularly amongst the donors, than the risk of not achieving 
development goals. This focus on fiduciary risk has long driven 
the fragmented, project orientated approach to development in 
conflict affected and fragile states. There is also a common 
misapprehension that there is a trade-off between the two - that 
in order to achieve greater development outcomes, donors must  
increase their fiduciary risk. This is not supported by the 
evidence, in fact the opposite is more common. By increasing the 
focus on development risk, including by using national systems 
and building self-reliance, donors are actually in a position to ask 
for higher levels of accountability and to achieve lower fiduciary 
risk. Leaving aside donor priorit ies, it has been found through this 
study that when governments themselves focus on improving 
development outcomes, they also seek to increase the level of 
transparency and accountability. We saw this demonstrated in  
Timor-Leste when the national budget increased following the 
increase in oil and gas revenues. Similarly, the initial Afghanistan 
Reconstruction Trust Fund was structured to support a number 
of programs to be funded through the national budget. However, 
over time the use of national systems waned in favour of 
processes designed to protect donors from fiduciary 
risk. The promising early pace of reform subsequently 
plateaued over the period from 2008-2014. Moreover, 

State building - no longer the forgot ten goal

The nature of conflict  and fragility varies great ly, but all 
countries in or emerging from such situat ions share a 
common challenge. The seemingly insurmountable gap 
between what the state is or is capable of delivering, and 
the often very different expectat ions of the people, and the 
internat ional community.  This problem stems in part  from 
internat ional partners primarily focusing  on 'what' should 
be delivered, with much less attent ion given to the 'how'.  
This vital element helps ensure that delivery mechanisms 
best fit  the context. Most important ly it  is the backbone of 
inst itut ional capacity building, so that the state can 
funct ion effect ively to meet the needs, and serve in the 
interests of all of its people. When donors step in to deliver 
services direct ly, or when they bypass government systems 
to  implement their own projects, the nat ional development 
effort  becomes fragmented.  The lingering percept ion that 
the government is not working  for the people is reinforced. 
With state legit imacy undermined, it  is nigh on impossible 
to build capable, effect ive and accountable inst itut ions. We 
know this to be the case because it  has been the lived 
reality in many g7+ countries for a long t ime. However, it  
rarely features in development thinking as analysis of  
intervent ions has almost always  be done from the 
perspect ive of those who are paying the bills - the donors 
or development partners.  But this is changing. The shared 
experience of the g7+ led to the New Deal on Conflict 
Affected and Fragile States, signed by most donor countries 
in 2011. The New Deal reset the principles for  working in 
partnership,  focusing on the priorit ies and capabilit ies of 
each country, using country systems, and in a spirit  of 
mutual trust,  shared risk and common endeavour.  It  also 
renewed the focus on state building as an explicit  
developmental aspirat ion, which has since been globally 
agreed to in the universal sustainable development agenda 
(Agenda 2030)  and goals (SDGs).  When reposit ioned in this 
light, state building is not just a means to an end, but is in 
itself an end goal, without which we can achieve no other.

With no greater measure of national accountability than the 
government's budget, the Timor-Leste case study examines in 
detail the evolution of the Ministry of Finance through it 's three 
distinct phases: the initial period after independence in 2002 to 
put in place the systems to manage the national budget; the 
longer period of reform in the context of the sharp increase in  
size and scope of the national budget after 2007; and finally the 
focus of today's government in ensuring national capacity to 
manage the challenges of the future. The reforms showcased in 
the study have resulted in the country making steady progress 
against international indicators, moving from aid dependency to 
being largely self-reliant, with the aid relationship evolving 
through a direct budget support arrangement with two key 
donors. The ministry itself has reduced its reliance on external 
advisers, from over 180 in 2008 to currently around 35, but with 
all crit ical functions now performed by local staff or local 
contractors. The economy has grown strongly, and there has 
been a rapid reduction in poverty, one of the fastest in the world. 
Most crit ically, this has been the longest period of peace with no 
repeat of  earlier episodes of violence.  In fact the opposite has 
been true, evidenced through the withdrawal of international 
troops and police, and the peaceful presidential and 
parliamentary elections that were held in 2012.  The legacy of 
the last decade now sees Timor-Leste exporting its experiences 
in post conflict stabilisation and development through its role in 
the g7+ and New Deal, and by being a key interlocutor in other 
parts of the world. 

g7+ Mem ber  St at es 

Using the budget as medium and message
The Afghanistan case study similarly details the progress of the 
country's finance ministry, from the initial transitional period 
between 2002 to 2004, and then through to the election of the 
current government in 2014. An assessment of the public finance 
and national accountability systems was one of his first policy 
directions of the new president, Ashraf Ghani. As a former 
finance minister, President Ghani wanted to make the budget an 
effective tool to shape and implement national priorit ies, whilst 
also making the government more accountable to both its 
cit izens and donors. This was the first t ime that such a review had 
been commissioned by the government for the government. It 
revealed a budget that was split in two (operational and 
development activit ies), hugely fragmented and with no clear  
strategy to execute government policy. The budget system itself 
was deemed to be in reasonable shape for a country that has 
been in conflict ever since the Soviet invasion of 1979. However, 
it was noted that reforms had plateaued over the last five years, 
and that poor project planning and preparation had resulted in 
development budgets being routinely over-estimated. This 
re-framed the problem, as before it was widely perceived to be an 
issue of underspending.  There was no quick fix. Consolidating 
the budget, increasing revenue, strengthening the budget 
process and implementing a long-term development strategy 
would require consistent, effective leadership over decades, not 
just years. The relationship with donors also needed to mature in 
order to shift ownership of the development agenda to the 
government. Donors had been quite flexible and very supportive 
of Afghanistan, but the continued reliance on projects was the 
underlying cause of budget fragmentation. Parallel monitoring 
systems circumvented government, doing litt le to build capacity 
or hold the government to account. In response to the challenges 
raised in the assessment, the government focused on team based 
performance management as a means to build the capacity of 

staff within the finance ministry,  and more broadly across the 
civil service, so that they could be properly equipped to manage 
and implement the nation's budget. A programme of five year 
rolling plans has been established, and the performance criteria 
within them  also forms the basis of discussions with donors. The 
aim is to move towards targeted sector budget support linked to 
performance outcomes. An approach that effectively articulates a 
policy of self-reliance through capacity building. The first 
mid-year assessment of progress against the first national Rolling 
Five Year Fiscal Improvement Plan was conducted recently 
(July-August, 2016) and the results are expected to be presented 
to the International Conference on Afghanistan in Brussels later 
this year.  Whilst early days, the signs are that the reform 
trajectory is beginning to head upwards again.  Significant gains 
have been made on the policy front with the formation of a High 
Economic Council, which is supported by the newly established 
department of Macro-Fiscal Performance.  A consolidation of 
national priority programs is underway, with some already well 
advanced. The first steps have been taken to establish forward 
estimates and tackle the endemic problem of over-budgeting. A 
big investment to upgrade the financial management information 
system is planned along with improvements in backbone systems 
in the areas of  human resources, information technology and 
accounting. The National Procurement Authority has made 
outstanding progress in cleaning up this area of government, and 
setting new world class standards that will be gradually rolled out 
to other line ministries. Some progress is being made in terms of  
development partners aligning to national priorit ies and using 
country systems, with budget support programs  now in place 
with two donors. 

Addressing the shadows of conflict
In 2007, five years after the first constitutional government in 
Timor-Leste had assumed power from  the United Nations 
transitional administration, an assessment of staff numeracy skills 
was undertaken for the first t ime within the country's fledgling 
finance ministry.  The backdrop to this simple test was a nation 
once again reeling from crisis. Despite a massive international 
presence,  spending billions of dollars, poverty was increasing and 
by 2006, simmering tensions had again boiled over into violent 
chaos. The UN administration, setup in 1999, had played a very 
large and generally positive role in the polit ical settlement that 
was a precondition for peace and for reconstruction to begin. It 
set about the essential process of establishing a new constitution, 
with the aim of putting in place long-term systems for inclusive 
governance.  But  even after independence was restored in 2002, 
Timorese were not the main drivers of their own development. 
The  international machinery was crowding out or  competing 
with national efforts. The country's first budget of $72 million 
was dwarfed by the funds administered by the donors and 
delivered through literally hundreds of individual projects, all 
with different systems for planning, implementation, monitoring 
and reporting. As a result, the development effort  was severely 
fragmented, with low levels of accountability for aid expenditures 
by donors.  Officials in the budget office and treasury were still in 
the midst of  learning and establishing national systems of 
accountability, whilst also confronted with a multitude of UN, 
World Bank and various bilateral donor systems. This daunting 
task was  put to a  civil service staffed largely by people who had 
experienced significant trauma and hardship during the 
Indonesian occupation, no background working in  government 
administration, and low levels of formal education. The 2007 
assessment revealed most professional staff had the equivalent 
of Grade 3 numeracy skills. As huge resources were brought to 
bear on a small and very fragile country,  capacity substitution 
was the norm. Efforts to train and support local staff were ad-hoc 
at best, and largely unsuccessful. 

Something had to change, and it did. This period of instability and 
uncertainty coincided with a significant increase in oil and gas 
revenues. In August 2007, a freshly elected  government came 
into office and immediately charged it 's Ministry of Finance with 
the challenge of scaling up the national budget, making use of the 
petroleum funds to make large investments in both physical and 
social capital.  Decisions like introducing a basic social welfare 
system to cover pensioners, single mothers, the disabled and war 
veterans without doubt contributed to the restoration of calm, 
opened up room for reconciliation, and dialogue on the future of 
national development. Most importantly, it demonstrated to the 
people that the government was working in their interest. For the 
first t ime in centuries, Timorese were in charge of their own 
destiny. The shift provided the space to carry out the necessary 
reforms and capacity building in the background. Faced with the 
considerable capacity constraints, the ministry put in place a 
combination of responses, including: designing simpler processes 
that more closely matched the competencies of the staff tasked 
with managing them; automating whatever processes that could 
be; improving the use of technology; and making sure all staff had 
the basic tools and training required to do their jobs. A long term 
investment of t ime and resources was required and provided to 
up-skill staff and provide a path for professional development, 

while at the same time strengthening the weaknesses 
and inconsistencies within the inherited technology and 
management systems. It was, in effect, a complete 
overhaul that would take a number of years to complete. - 2 - - 3 -

There might  be ongoing conflict , but  
even if there isn?t  the shadows of 
conflict  - mist rust , t rauma, and 
chaos ? are almost  certainly present .

Sound management of public finances is the vehicle through which states can realize 
public goals. The record of state activities lies most clearly in its budget, which is 
both the medium and the message.                                                                                           Ashraf Ghani, President of Afghanistan 
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the operational budget in Afghanistan comes under a great deal of scrutiny and is the part of 
the budget that the government has the most discretion over. Execution rates are routinely 
above 95 per cent, indicating the budgets are realistic and systems for executing the budget 
work well. On the other hand, the development budget is in a different currency and 
operates under multiple rules and parameters for the many different projects. Execution 
rates for the development budget are routinely around 50 per cent or lower, indicating 
budget estimates that are too high and systems that are not working well.  This entrenches 
poor processes and stalls reform efforts. Donors, by putting money into what they see as a 
'safer channel' have instead increased the chances of poor development outcomes, while 
actually not lowering their fiduciary risk. Given the systems for accounting for funds and 
monitoring outcomes are weaker under the development budget than for the operational 
budget, the fiduciary risks are indeed higher.  The example from the budget scale-up in 
Timor-Leste further highlighted this, where both development risk and fiduciary risk were 
seen to fall at the same time. The evidence shows us that using national systems is not only 
better for development outcomes, it is likely to be less risky. That is not to say there are no 
risks. National systems that are under development need to be given time to develop. 
Donors need to work at the pace of the government, which may mean initially providing less 
aid, but the difference will be better targeting that in turn will deliver better outcomes. For 
whatever reason money is not, or cannot be, channelled through  national systems directly, it 
must at least come under the policy framework of the government. 

Aligning efforts 
Moving from fragility to development requires the alignment of many efforts. In the difficult 
context of an immediate post-conflict intervention, the long-term sustainability of the 
country may seem a very distant vision.  But that init ial period can have a lasting impact on 
how and how long it takes for the country to reach the point of stable development, with a 
state delivering hope, opportunity, services and inclusive governance for all if its people. 
External actors have vital roles to play, and their involvement can be enhanced by paying 
more attention to what is needed and adjust their approach during the different stages of 
the journey. More effort needs to be made to support the legitimacy of the new state in 
delivering the core functions that matter to ordinary people. No matter the intentions or 
justification, when donors entrench themselves and their systems they compete with rather 
than support the strengthening of local leadership.  From the beginning and throughout at 
every stage, more emphasis needs to be given  to the long term goal of self-sufficiency and 
sustainability of governing. The existence of strong and capable institutions are essential to 
achieve and maintain peace and development. 

The experiences from both Afghanistan and Timor-Leste, two countries that have witnessed 
a massive international intervention, demonstrate both the need for and benefits of a 
greater focus on state building. These case studies show that success is more likely where 
support is long-term, stable, predictable and manageable by government. In that sense, the 
key is not how much you give, but how you give it. For both Afghanistan and Timor-Leste, the 
evidence shows that a sequenced, long-term investment in human and physical capital, if 
implemented and managed by the government, can work. Performance management is not a 
budget issue dependent on inputs, but a management issue that should focus on outputs. 

A shift in thinking is beginning to emerge in development circles, but there is a long way to go 
to learn and implement the necessary change in practices by both donor and government 
officials. The lessons documented in this comparative study of Timor-Leste and Afghanistan 
will hopefully contribute to the learning and give traction to the shift towards self-reliance. 

--

The full report  by the Inst itute of State Effect iveness,  State building in conflict affected and fragile 
states:  A comparative study of Timor-Leste and Afghanistan public finance and national accountability, 
is available from the foundation's website - g7plusfoundation.org
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In both Afghanistan and Timor-Leste there are teams 
that  could not  be working any harder, or with more 
diligence, and their efforts should not  be diminished 
because a project  cycle demands short  term outcomes.


