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THE PROPOSITION

The PIU dilemma can be succinctly stated as a simple paradox: PIUs hold out immediate promise of efficient project management and operations, but over time may exacerbate the very management problems in host governments that made them necessary in the first place. PIU type arrangements are not inevitable and are not acceptable -“business-as-usual” -. Instead, the prime course of action should be as follows: 1) Openly explore options which are better integrated into national systems and processes (including systemic reforms and sector-wide approaches)- with the government and other stakeholders and pursue them wherever possible. Where national institutions do not have adequate capacities, measures to reinforce and grow internal capacities need to be explored. Gap filling, i.e. placing experts in line functions, may be preferable to a parallel set-up. 2) Where a PIU is nevertheless agreed as the most appropriate option, take steps to ensure it is designed to: a) be compatible with broader reform processes, b) integrated as much as feasible, c) strengthen the capacities of the respective national institution(s) and d) have an explicit exit strategy with effective safeguards.

THE CONTEXT

There is wide agreement on the importance of national ownership, leadership and management. Parallel implementation structures have long been recognized as a very mixed blessing but continue to be widely used in many forms. Working groups, financing and contracting units, reform councils, coordination centres can effectively function as PIUs. Such enclave arrangements have many advantages as they can compensate for host-country institutional shortcomings; allow greater flexibility in hiring, paying, managing, and motivating personnel; ensure direct monitoring, and accountability to funding agencies; ease language barriers between donors and host-country government staff; inhibit ballooning of government entities around aid flow; and protect against mismanagement and corruption in procurement. On the down side, clinging to the PIU promise of public management efficiency tends to: postpone serious civil service reform, distort local labour markets, lower morale, and shift ownership away from national governments. Moreover, perverse incentives are created as PIU staffers receive special remuneration attracting the best among national government staff, depleting capacity in the parent ministry and sometimes creating "super" ministries with questionable legitimacy. Even where re-absorption into government structures is foreseen, a complex architecture of vested interests makes dissolution of PIUs problematic.
The need to assume a more consequent position arises from the fact that PIU type mechanisms reflect the fundamental disconnect between public sector efficacies in the short-term, and capacity development in the long-term. The argument that PIUs are needed because of weak national capacities is essentially a circular one that effectively creates a vicious cycle. Gap filling, i.e. the integration of external expertise into line-functions, sector-wide approaches, national compensation schemes and increased access to information on public expenditures, are preferable alternatives to creating parallel implementation structures. Nonetheless, PIUs may be found to be the most optimal solution in addressing unique transitional challenges. Where this is the case, adequate measures need to be employed to make the PIU more “organic” (e.g. Philippines), to avoid capacity-draining and facilitate their absorption into the host agency, including safeguards that help to prevent the proliferation of vested interests that normally surface where PIUs’ are established. 
THE EVIDENCE

A body of research and technical literature points to the fact that capacity development is an investment and that the way in which it is done is crucial [see Policy Position 40 – Default positions for capacity development]. The problematique of PIUs has long been recognized within UNDP leading to the National Execution modality.  The World Bank’s evaluation of experiences with PIUs also draws the lesson that their use is only justified in exceptional circumstances and if set up to leverage rather than drain the resources of existing agencies. Recent research under the Reforming Technical Cooperation for Capacity Development initiative – which included relevant studies, a series of Roundtables and e-discussions over two years – provides ample rationale for this position as documented in Ownership, Leadership and Transformation, Developing Capacity Through Technical Cooperation, and the BDP Policy Journal, vol.2. Most directly, the findings are supported by an extensive online exchange of experience with PIUs among UNDP staff from diverse levels and geographic areas which led to the preparation of a (Draft) Practice Note on PIU-style implementation mechanisms. 
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