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focus more holistically on macroeconomic issues within the international development debate. Ann McKechin MP
took over the Chairmanship of the Group when Julia stood down and under her stewardship the Group enjoyed
increased prominence and influence, launching its report Meeting the Millennium Promise in her final year.

The group meets regularly with key stakeholders to discuss pivotal issues around debt, aid and trade and enjoys
genuine cross-party support from both Houses, with the current executive drawn from Labour, Conservatives and
Liberal Democrats parliamentarians.

The current executive:

Chair: David Borrow MP (Lab)

Vice Chairs: Peter Bottomley MP (Con), Mark Lazarowicz MP (Lab), David Drew MP, (Lab), Baroness Tonge (Lib
Dem), Stephen O'Brien MP (Con), John Battle MP (Lab), Baroness Northover (Lib Dem)

Secretary/Treasurer: Andy Reed MP (Lab)
Coordinator: Georgina Hemmingway
Researchers: Robert Hopper and James Birch

This report was written and compiled by Robert Hopp er and James Birch with assistance from Georgina
Hemmingway.

The inquiry and the subsequent publication of this report could not have been possible without the fin ancial
support of Oxford Policy Management, the Institute of Development Studies and the UK Aid Network.

Copies of all written submissions made to the inqui ry as well as recordings of the oral evidence sessi  ons
can be obtained on request. If you would like to co  ntact the APPG regarding this report, please emalil
hemmingwayg@parliament.uk




Contents

List of Acronyms
Witnesses
Introduction

Section A — The Monterrey Consensus, The Paris Decl  aration on Aid Effectiveness, The Accra Agenda for
Action, Post 2010.

Section B — Project Aid, Programme Aid, Technical A ssistance, The impact of NGOs,
Section C — Accountability, Conditionality, Predict ability, Fragmentation, Ownership
Conclusions

Recommendations

Bibliography



AAA
APPG
AU
CSO
DAC
DFID
G77
HIPC
HLF
IATI
IDC
IDD
IDS

I0B

LSE
MDG
NEPAD
NGO
ODA
ODI
OECD
PDAE
PFM
PIU
SWAp
TA

WPAE

List of Acronyms

Accra Agenda for Action

All-Party Parliamentary Group

African Union

Civil Society Organisation

Development Assistance Committee (of the OECD)
Department for International Development

Group of 77

Highly Indebted Poor Countries

High Level Forum on Aid Effectiveness

International Aid Transparency Initiative

International Development Committee

International Development Department, University of Birmingham
Institute of Development Studies, Sussex University
The Policy and Operations Evaluation Department of the
Netherlands Ministry of Foreign Affairs

London School of Economics and Political Science
Millennium Development Goal

New Partnership for Africa’s Development
Non-Governmental Organisation

Overseas Development Assistance

Overseas Development Institute

Organisation for Economic Co-operation and Development
Paris Declaration on Aid Effectiveness

Public Financial Management

Project Implementation Units

Sector-Wide Approaches

Technical Assistance

Working Party on Aid Effectiveness



Witnesses
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Introduction

We must ensure that aid flows are predictable and support plans formulated by national governments, not spent on
priorities, however well intentioned, imposed by donors from afar.
Prime Minister Gordon Brown, speaking at the DFID ¢ onference on World Poverty

In these difficult global economic conditions - with developing countries suffering from falling levels of investment,
export income and remittance flows, and as a weakening pound affects the reach of UK Official Development
Assistance - it has become even more essential that every pound of aid spent by the UK government is effective and
has the greatest possible impact on reducing global poverty.

The UK is a world leader in international development and remains on course to meet its commitment to spend 0.7%
of Gross National Income annually on Official Development Assistance by 2013. However, the quality of aid matters
as much as the quantity and a tailor made approach is often needed to ensure than aid is effective.

Only by undertaking the difficult task of analysing aid effectiveness can donors better understand the results of their
interventions and use this information to inform future projects and aid allocations.

To make progress on global poverty reduction the most impoverished and conflict prone states require international
support. These states are often bypassed by aid allocation practices that discourage risk taking and depend on
indicators that confuse adverse conditions and weak institutions with poor performance. In such countries, the
potential benefits of aid are huge and thus donors should engage with such states.

There are a number of misleading myths about the effectiveness of development aid, myths that are especially hard
to uproot since they are often convenient and consolidate pre-determined views. The only effective antidote to such
myths lies in the weight of sound evidence brought to bear in open and public debate.

In stark terms, uncoordinated, unaccountable, unpredictable and fragmented aid that is not aligned to country
priorities and systems is more likely to fail in achieving its aims. In 2005, donors sent some 10,453 missions to 34
countries — on average more than one per country each working day. Vietnam alone received 791 missions that
year, presenting a considerable strain on the limited capacity of the recipient government. With such a myriad of
projects, programmes and missions, it is easy for governments to lose sight of their objectives and collective aims, let
alone parliaments and individuals citizens.

This report does not attempt to provide a blueprint for the distribution of aid, but attempts to highlight some of the key
issues of aid effectiveness in what is a crucial year for international development. With only 5 years to go until the
Millennium Development Goals (MDGs) must be met and with the commitments made under the Paris Declaration
due to be fulfilled this year, there is crucial need for parliamentarians to engage with the aid effectiveness agenda.

During the course of this inquiry, the All Party Parliamentary Group for Debt, Aid and Trade received a number of
written submissions from a variety of sources, with the Group calling many of these contributors to come and provide
oral evidence to a committee of the APPG’s membership. The results of this process now form the basis of this
report.

As we begin to develop a replacement programme for the Paris Declaration on Aid Effectiveness, parliamentarians
must act to ensure that the debate around this critical issue is kick-started in the parliaments of the world.

Following the publication of this report, we will be approaching DFID for an official response.
As such, | commend the All Party Parliamentary Group on Debt, Aid and Trade’s report into aid effectiveness to you

David Borrow, MP
Chair All Party Parliamentary Group on Debt, Aid an  d Trade



Section A — Monterrey, Paris Declaration on Aid Eff  ectiveness, Accra Agenda for Action, Post 2010

The Monterrey Consensus

The Monterrey Finance for Development Consensus was adopted in 2002 and identified four areas of focus that it
sought to expand. These were:

1) Mobilising domestic financial resources for development;

2) Mobilising international resources for development;

3) Using international trade as an engine for development; and

4) Enhancing the coherence and consistency of the international monetary, financial and trading systems.

Following the agreement of the Monterrey Consensus, the DAC set up a new Working Party on Aid Effectiveness

(WPAE). Its aim was to take ‘far-reaching and monitorable actions to reform the ways [in] which we deliver and
manage aid’. The members of the DAC endorsed the Paris Declaration on Aid Effectiveness in March 2005.

The Paris Declaration on Aid Effectiveness (PDAE)

The Paris Declaration is a consensus-oriented political document. But it is also, in important respects, evidence-
based. It is the best summary we have on the lessons of a half-century of experience in trying to achieve good
results and avoid doing harm with aid.

2008 ODI briefing paper *

The over-arching principle behind the Paris Declaration...is the recognition that partner governments have much
more influence over their country’s development than donors do.
DFID Evidence to the Inquiry

On the 2™ March 2005, the international community responded to growing concerns over the quality of aid at a High-
level Forum organised by the Development Assistance Committee (DAC) of the Organisation for Economic
Cooperation and Development (OECD). At this Forum, a set of guiding principles for reforming the delivery and
management of aid were developed. Once signed, these principles became the 2005 Paris Declaration on Aid
Effectiveness.

The Declaration, which represented the culmination of 10 years of dialogue, was aimed at reforming the way aid is
delivered, utilised and managed in order to make it a more effective tool for development. It aimed to commit
signatories to providing more predictable aid owned by and delivered through recipient country systems, whilst also
aligning this aid to the national development priorities of developing country governments. The Paris Declaration was
hailed by donors as ‘an unprecedented global consensus’ on the reform of the management and delivery of aid. It
was thought that, when fully implemented, the Paris Declaration would help countries to design better policies,
deliver more effective services to the most needy, and increase accountability to citizens in both donor and recipient
countries.

The declaration commits some 90 partner countries, 30 donor countries and 30 development agencies, including the
United Nations and the World Bank, to newly established indicators, targets and monitoring systems to be fully
implemented by 2010.

! Overseas Development Institute Briefing Paper 39: Aid effectiveness after Accra:How to reform the ‘Paris agenda’
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The complex Declaration laid out 12 indicators for the year 2010 to be measured nationally and monitored
internationally.

These indicators covered:

Operational development strategies;

Reliable public financial management (PFM) systems;
Aid flows recorded in country budgets;

Co-ordinated and aligned Technical Assistance;

(a) Donors using country PFM systems;

(b) Donors using country procurement systems;

Donors avoiding parallel project implementation units (PIUs);
More predictable aid;

Untied aid;

Donors using co-ordinated mechanisms for aid delivery;
(a) Donors co-ordinating their missions;

(b) Donors co-ordinating their country studies;

Sound frameworks for monitoring results;

Mechanisms for mutual accountability.
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While it has remained an important political process for both donors and recipient governments, the Paris Declaration
has also been criticised for neglecting key issues such as conditionality and the tying of aid. In addition, OECD
evaluations have shown that with less than a year to go, considerable progress is required by donor countries in the
next 12 months to meet many of the Paris targets for 2010.

International Progress in implementing the Paris De  claration

The first round of monitoring of the 12 indicators took place in 2006 and reviewed the activities undertaken in 34
countries during 2005. Its conclusion was that if the commitments agreed in Paris were to be achieved and the full
potential of improving aid effectiveness at a county level was to be realised, then an increased effort was required.2

In their 2008 Inquiry entitled Working together to make Aid more Effective, the International Development Committee
commended both the Paris Declaration and the UK’s performance against the Paris Declaration’s targets, although
they did express some concern over the performance of other donors. Later that year, a second round of monitoring
took place®, which noted that ‘progress is being made across all indicators’ and that there were ‘significant advances
in some countries and areas, suggesting that real change is possible when there are joint efforts between partner
countries and donors’. Yet overall, the survey was not so favourable, concluding that ‘some progress has been
made, but not enough. Without further reform and faster action, it will be impossible to meet the 2010 targets for
improving the effectiveness of aid.’

Indeed, it was not just that progress had slowed in some countries, but that these countries had in-fact moved
backwards, leading the World Bank to state that ‘aggregate performance [was] less impressive in almost all of the 12
areas covered by the indicators.” The second monitoring report suggested that progress was on track for indicators
2, 4 and 8 and that while the targets for indicators 3, 6 and 7 could be met with an increase in efforts, it would be an
arduous task to meet targets 1, 5a, 5b, 9, 10a, 10b and 11 by the 2010 deadline.® The last survey on Monitoring
Progress and Implementing the Paris Declaration highlighted that the UK had not met three of the Declaration’s
targets on predictability, transparency and mutual accountability.

Unless there is a step change and an increase in implementing [the Paris Declaration], these commitments will not
be met by their 2010 deadline. The Paris Declaration was signed in 2005 and given that many of these targets are
not that ambitious, this very worrying

Gideon Rabinowitz, UK Aid Network

> OECD, 2006 Survey on Monitoring the Paris Declaration: Overview of the results

® OECD, 2008 Survey on Monitoring the Paris Declaration: Better Aid- Making Aid more Effective by 2010
* World Bank, 2008 Survey on Monitoring the Paris Declaration: Effective Aid by 2010? What will it take

®> World Bank, 2008 Survey on Monitoring the Paris Declaration: Effective Aid by 2010? What will it take
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Paris — Successes and Failures

The Paris Declaration marked a breakthrough, with donors at last appreciating that they had to change their
behaviour with partners for aid to be effective
Rosalind Eyben IDS

The Paris Declaration has been criticised for its limited focus on the management and delivery of aid and the scant
attention paid to the wider political, economic and social contexts in which aid operates. Gender, for example, was
not identified as a key concern, despite the vast majority of the poorest in Africa being women. Recognition of the link
between aid effectiveness and the lives and rights of the poorest and most marginalised individuals was missing, yet
it should be at the centre of this very agenda, as World Vision told this inquiry:

For aid to be effective, it should facilitate a process whereby people living in poverty are empowered to understand,

claim and realise their human rights. Linking the implementation of the Paris Declaration to the realisation of human

rights should put the interests of the poor and the marginalised people at the centre of the aid effectiveness agenda.
World Vision, Evidence to the inquiry

There is little doubt that the Paris Declaration united the international community around a set of principles for aid
effectiveness for the first time; however, the Paris Declaration remained a donor-centric initiative with little input, let
alone ownership, from the developing world. As a result, it failed to address many of the issues of importance to the
Global South and to fully address the power imbalances that exist between donors and recipients.

One manifestation of this was in the area of conditionality. The Paris Declaration fails to establish commitments for
donors relating to conditionality, despite the fact conditionality is of significant concern to aid recipients and all too
often incoherent with efforts to promote recipient ownership.

Similarly, the re-affirmation by donors to the untying of their aid was welcomed, but the Paris Declaration fails to
commit donors to anything beyond ‘continued progress in untying aid’, creating limited incentives to reform tied aid.

The Paris Declaration is essentially a donor project, it was developed by donors through the OECD with very limited
engagement from the developing countries who receive the aid. This is reflected in the fact that a number of the
issues of concern to developing countries aren’t actually included in the Paris Declaration

Gideon Rabinowitz, UK Aid Network

The Paris Declaration recognised and acknowledged many of the key faults of the existing aid system and on this
basis outlined a set of reasonable principles for aid effectiveness that placed greater emphasis on country ownership
and mutual accountability. However, these principles have often been seen as un-ambitious with weak indicators for
measuring progress. ActionAid told this inquiry it felt the Paris Declaration was a ‘useful but limited attempt to deal
with the persistent problems of aid delivery.’

It is also important to stress that because the Paris Declaration was an agreement signed by all major donors, it only
provides a basis for changing aid practices which all donors agreed to adopt. It thus provides a far less ambitious set
of targets than those to which many of the more progressive donor countries, including the United Kingdom, were
willing to commit themselves. Despite this, many of the targets remain out of reach with less than one year to go
before the 4™ HLF assesses the final delivery. In addition, the OECD’s monitoring surveys have cast further doubt
over progress to date by implying that donors and partner countries have had an undue influence over progress
reports — indeed the results of the first two Paris surveys were delayed significantly while donors and partners
challenged the figures quoted, raising questions over the independence and suitability of the monitoring process.
Peter Boone from LSE told the inquiry that ‘strict conditions and monitoring’ were necessary to ensure that
agreements, such as the Paris Declaration, were delivered on time.

While the Paris Declaration remains a groundbreaking agreement on which subsequent progress continues to be
built, the Declaration’s un-ambitious targets have regrettably been viewed by some as a ceiling for achievement
rather than a platform for further action.



The Accra Agenda for Action

[The impact of aid] must be at the heart of all we do...more than ever, citizens and taxpayers of all countries expect
to see the tangible results of development efforts... We will be accountable to each other and to our respective
parliaments and governing bodies for these outcomes.

AAA on Accountability

Between the 2™ and 4™ September 2008, over 1,200 representatives of the development community gathered in
Accra for the Third High Level Forum (HLF-3) on Aid Effectiveness, the largest ever gathering of the aid industry.
Coming three years after the Paris Declaration on Aid Effectiveness, the Accra meeting was designed to review the
progress of the 2005 Paris principles and strengthen the implementation of the declaration, two years before the
2010 deadline for implementation.

Participants were drawn from aid donors, aid recipients, civil society and the private sector, with the overarching aim
of further developing measures to improve the quality and impact of Official Development Assistance. The resulting
Accra Agenda for Action (AAA) built on the Paris Declaration and committed both developed and developing
countries to an augmented and progressive agenda on reforming how aid is given and spent.

New commitments were made around the transparency and predictability of aid flows, the use of anti-corruption
measures, the untying of aid, the management of technical assistance, the use of in-country systems and the division
of labour by donors at the country level.

Developing country governments will take stronger leadership of their own development policies, and will engage
with their parliaments and citizens in shaping those policies. Donors will support them by respecting countries’
priorities, investing in their human resources and institutions, making greater use of their systems to deliver aid, and
increasing the predictability of aid flows.

AAA on Country Ownership

The AAA saw aid partnerships, ownership and accountability as the three main threads that would have a crucial
impact on the future of aid effectiveness. Country ownership was a central tenet of the AAA, emphasising the
important role that developing country governments could play in leading development initiatives.

In terms of aid partnerships, the AAA noted the proliferation of new developmental actors and the associated issues
of co-ordination and accountability and as such, aimed to create ‘more inclusive partnerships so that all our efforts
have greater impact on reducing poverty’.6

The third thread of focus revolved around accountability. Here the AAA emphasised the need to have clear and
focused objectives at every stage of planning and implementation, in tandem with effective reporting and monitoring
mechanisms for learning, in order to maintain wider support for future development initiatives as well as allowing for
results to be more effectively reported, monitored and learnt from.

The Paris Declaration and the Accra Agenda for Action should be the cornerstone of the donors’ response to the
financial crisis
Brenda Killen, OECD

® The Accra Agenda for Action, The Third High Level Forum on Aid Effectiveness, Accra, Ghana

10



Key Agreements at Accra
Predictability — developing countries will strengthen the linkages between public expenditure and results, and
donors will provide 3-5 year forward information on their planned aid to partner countries;
Ownership — developing country governments will engage more with parliaments and civil society organisations.

Country systems — partner country systems will be used to deliver aid as the first option, rather than donor
systems, and donors will share their plans on increasing the use of country systems;

Conditionality — donors will switch from a reliance on prescriptive conditions about how and when aid money is
spent, to conditions based on the recipient country’s own development objectives;

Untying — donors will elaborate individual plans to further untie their aid;
Aid fragmentation — donors agree to avoid creating new aid channels and work on country-led division of labour;

Partnerships - all actors are encouraged to use the Paris Declaration principles and the value of South-South
cooperation is welcomed;

Transparency - donors and countries will step up efforts to have mutual assessment reviews in place by 2010.
These will involve stronger parliamentary and citizen engagement and will be complemented with credible independent
evidence.

A Flawed Process?

We fully support the Paris Declaration on Aid Effectiveness and the Accra Agenda for Action, which are both vital
international agreements that are helping donors and partner countries to improve their aid delivery... [These
agreements] play a crucial role in holding donors and partner countries to account for the results that are delivered

Mike Foster, DFID Parliamentary Under-Secretary of ~ State for International Development

While the donor driven Paris Declaration had a strong Government focus and neglected the important role of
parliaments, civil society and other stakeholders, the AAA did address this to a degree — committing both donors and
recipients to closer engagement with parliaments and civil society — although in practice it will take more than
statements of intent to make this a reality.

The establishment of the Open CSO Forum for Development Effectiveness, the Better Aid Coordinating Group, and
forums such as those held by the UK branch of the Commonwealth Parliamentary Association on Aid Effectiveness,
display a level of commitment on the part of non-governmental stakeholders that should be engaged with. The UK
has been supportive of this agenda in both Tanzania and Rwanda by helping to develop forums for discussion at the
local level, however; much more needs to be done.

Yet at an even more fundamental level, Peter Boone stated that there continues to be a distinct lack of rigour in the
evaluation of progress towards the Paris Declaration — with pre-specified criteria for success lacking detail on how
they are calculated, collected and reported. He stated to the inquiry that in the future:

A written protocol should be lodged with the evaluation group so we can hold our teams to the methods. Without
such measures, we will have a tendency to change the goalposts along the way to find success. Evaluations will also
be better if done by an independent team that is not incentivised to produce good results, and if there are pre-
specified controls which we can compare results too.

Peter Boone LSE
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Many observers have pointed out that the drafting of the AAA text took place outside the UN. As such, no
significance was given to MDG 8 and the established protocol for North-South relations. Indeed, several institutional
groupings, such as the AU and the G77, were not represented as groupings but as individual countries, creating a
significant power imbalance and leaving donors to define the agenda.

In addition, while the Accra Agenda had often spoke of increased predictability for recipients, no mechanism had
been put in place to ensure that allocated aid would actually materialise. Similarly, the ‘untying’ of aid was limited to
the procurement of goods and services paid from aid, rather than the untying of aid from what Roger Riddell called
the ‘political context’ of neoliberalism, which has firmly played a part in aid delivery over the past 30 years

Finally, several commentators felt that rather than equalising power relations, the AAA had actually strengthened the
position of donors by adding several clauses to the text by way of compromise. As such, the AAA agreed to use
country systems ‘to the maximum extent possible’ without a means of verification or enforcement. At the same time,
the AAA also recognised South-South co-operation but without extending the principles of non-interference, national
sovereignty, cultural diversity and identity to North-South relations. Instead, South-South co-operation was labelled ‘a
valuable complement to North-South relations’ and as such, the two are seemingly based on differing principles.

Development organisations, including DFID, need to change the way they work to manage better the multiple
partnerships that the Accra Agenda for Action recognises is at the core of the aid business
Rosalind Eyben, IDS
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Post 2010: Introduction

With the financial crisis putting aid spending under increased scrutiny, the importance of improving aid effectiveness
and meeting related international standards and commitments is becoming increasingly important. Now more than
ever, the aid community needs to display full and unwavering commitment to making aid work better.

UK Aid Network, Evidence to the International Devel  opment Committee’s inquiry into  Aid Under Pressure '

In the post Paris world there would be extreme merit in DFID officers increasing their knowledge of what other
donors are doing...there is insufficient lesson learning going on between donors
Roger Riddell, Oxford Policy Management

With the Paris Declaration set to expire later this year, a successor agreement will be finalised at the Fourth High
Level Forum on Aid Effectiveness (HLF) in 2011. If this new agreement is to promote greater accountability and
equal partnerships it will be required to build on the positive legacy left by the Paris Declaration, whilst also
addressing some of its more notable flaws.

The HLF-4 is scheduled to take place in November/December 2011 in Seoul. The Forum is seen by many as a
crucial step towards reinvigorating the aid effectiveness agenda and could potentially set in motion new global
development partnerships.

As we move into the final year of the Paris Declaration, it is clear that the global financial crisis continues to impact
on the lives of people in both the developed and developing world. With currency exchanges fluctuating and
government expenditure subject to a heightened level of scrutiny, a more intensive focus has been placed on value
for money within Departmental budgets, and in this context, the effectiveness of aid.

Indeed, in its recent inquiry into Aid Under Pressure, the International Development Committee argued that
pressures associated with the financial crisis could actually provide a catalyst for governments to make the
necessary progress towards meeting the Paris Declaration’s targets for 2010, as well as aid effectiveness
commitments beyond 2010:°

The effects of the economic downturn on donors and recipients could provide the necessary motivation to make
more rapid progress on aid effectiveness. This would produce tangible benefits in the impact that existing aid levels
have on poverty reduction as well as helping to maintain public support for development

IDC report, Aid Under Pressure

2010 presents a unique opportunity for parliamentary action. A heightened awareness of the need for value for
money and tangible outcomes in public spending has been pervasive in its spread across Whitehall. Indeed a
progressive agreement at the HLF-4 is now a distinct possibility and parliamentarians should move to utilise this
wave of public opinion to secure a pro-poor agreement in Seoul next year, an agreement that binds donors and
recipients around issues of greater accountability, transparency and equal partnerships.

" House of Commons Development Committee (2009), Aid Under Pressure: Support for Development Assistance

. in a Global Economic Downturn, Fourth Report of 2008-09
Ibid
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Section B — Project Aid, Programme Aid, Aid through NGOs, Technical Assistance

Project Aid

Reading [DFIDs] 2008 annual report, it's a laundry list of inputs rather than outcomes and | am absolutely sure that if
you go and look at how they are measuring their success on each project it doesn't satisfy what it should in terms of
rigour
Bankole Adeoye, NEPAD

A lot of project aid gets delivered outside of government, which is important in some circumstances, but if you say
the government isn’t trustworthy and you have a parallel system, you then end up building the capacity of that
parallel system, and then when you stop providing that support what happens to it? Where does the parallel system
go? Interms of sustainability what have you built? If you have not invested in the government then you have not
necessarily left behind the capacity to help the government and country move forward.

Gideon Rabinowitz, UK Aid Network

Project Aid continues to be the most widely used form of aid by NGOs, governments, multilateral organisations and
other institutions. Designed to support a specific set of activities, it is often seen by donors as the simplest form of
aid to monitor and control, as target groups and target outcomes are established at the outset of the project. It can
allow donors to pursue visible results on a specific range of interventions, thereby responding to taxpayer pressures
to achieve concrete results; yet at the same time, a multitude of disbursed projects with different aims and conditions
also makes it increasingly difficult for citizens to obtain a clear view of what the collective aid effort is seeking to
achieve.

Despite high levels of reported success, the quality of aid is often questioned as analyses rarely evaluate how
projects support longer-term sustainable development and capacity on the recipient’s side. The need to demonstrate
impact over a relatively short timeline can mean that activities focus on achieving ‘process targets’ rather than
longer-term sustainable outcomes which can take time to achieve and may not be as easily measured. With such a
segregated approach, project aid is often levelled as suffering from considerable difficulties in coordination and in
developing recipient country capacity. Indeed some projects have been seen to act in direct contradiction to wider
developmental efforts given the inflated transaction costs incurred by dealing with a high volume of interventions.

In Mozambique, the Ministry of Health estimated that there were 120 projects implemented in 2005, each one using
a separate finance, reporting and monitoring system which sat outside of the central budgeting system. It is argued
that such a fragmented approach acted to undermine the development of a cohesive, coordinated and harmonised
institution. Today the average partner country deals with some 30 donors, while in 1960, this figure was just 12.
Indeed in 2005, donors sent 10,453 ‘missions’ to 34 countries, an average of more than one per country each and
every working day. This increase presents obvious challenges for aid effectiveness as successful development can
only be achieved through consorted and coordinated action at a global level.

While project aid clearly has its pitfalls, many of our witnesses felt that it still had a role to play in international
development. Its ability to reach a wide variety of groups with a focus on specific areas of need do make it useful for
addressing specific development constraints — provided that it is aligned to national development strategies, co-
ordinated with other projects and evaluated in terms of cost-benefit analysis. Another key consideration in the
utilisation of project aid has been its supposed immunity to corruption; however, a joint review from the OECD found
that project aid is no less prone to corruption than other forms of aid.

Project aid is contained and is simpler in terms of monitoring and its scope, but it is actually much more complex and
time consuming from a macro-perspective. If you are delivering aid through the budget it is much more efficient than
delivering through lots of dispersed projects where it is incredibly difficult to work out how they complement each
other and how to develop a system wide solution and approach.

Gideon Rabinowitz, UK Aid Network
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Programme Aid

Programme aid commonly refers to coordinated development assistance in support of locally owned policies and
strategiesg. The most common forms of this type of support are:

Sector-wide approaches — aid in support of a specific strategy for developing a sector.
Budget support — aid delivered directly to the national budget (general budget support) or sector budget
(sector budget support) of a government to be used for regular budgetary spending.

Sector-wide approaches

Sector-wide approaches (SWAps) are particularly prominent in the health, education, water and agricultural sectors.
Due to their coordinated approach, SWAps are largely assumed to be far more efficient than aid provided by discrete
projects; however, this assumption has not always been borne out by evaluations on sector-wide approaches.™
Studies by Jones (2000) and the 10B (2006) found sector-wide approaches to produce disappointing results™,
although there were reported successes in health, education and road sector development in a number of
countries.™ A more recent evaluation for the ODI found that SWAps in Africa had helped to deliver increased
spending on services and improve sector policy, planning, budgeting and reporting, although improvements in the
quality of service delivery were limited.™

The mixed record around sector-wide approaches is related to a wide range of factors. One of the most challenging
aspects of SWAps has been the tendency for donors to deliver their support for sector-wide approaches using a
project mentality, either by earmarking funding for specific parts of the sector budget, by concentrating dialogue on
(ineffective) attempts to influence high level recipient policy with donor pet agendas, by failing to focus on the core
constraints to service delivery, or by imposing additional reporting and accountability demands. Such practices have
limited the degree to which recipient governments have been able to take ownership of development programs and
as such, the transaction costs of managing aid have not fallen as expected and more strategic sector-wide
approaches have struggled to emerge.

Although there are important exceptions, efforts to link aid to performance have generally been too simplistic. They
have consequently failed to generate the types of incentives likely to improve service delivery or address the risks
associated with the provision of aid and have instead contributed to unpredictability in disbursements. Combined,
these factors have meant that recipient governments have failed to address the core constraints to improving the
quality of public services.

It is clear from the initial successes of SWAps that they are helping to make aid more effective and have significant
potential to do so in the future. However, there is a lot more that donors and recipient governments can be doing to
implement sector-wide approaches effectively and realise the benefits they can bring to development efforts. Core to
this is moving away from practices that have a proiect mentality to aid provision and addressing the incentives faced
by those delivering services in recipient countries. =

° Williamson.T and Dom.C (2009), “Sector budget support in practice- Synthesis Report”, p.viii

1% Riddell R (2007), Does Foreign Aid Really Work? Oxford University Press, pp.197-198

1 |0B, Nico van Niekerk (2006) From Project Aid towards Sector support: An evaluation of the sector-wide approach
on Dutch bilateral aid 1998-2005, Ministry of Foreign Affairs of the Netherlands.
Jones, S. (2000), ‘Increasing Aid Effectiveness in Africa? The World Bank and sector investment programmes’, in
C. L. Gilbert and D. Vines The World Bank: Structure and Policies, pp. 266-81.

12 Jones, S. (2000), ‘Increasing Aid Effectiveness in Africa? The World Bank and sector investment programmes’, in
C. L. Gilbert and D. Vines The World Bank: Structure and Policies, pp. 266-81.

ij Williamson.T and Dom.C (2009), “Sector budget support in practice- Synthesis Report”
Ibid
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Budget Support

In 2008/2009, 20 per cent of DFIDs bilateral assistance was provided through Poverty
Reduction Budget Support. Between 2003 and 2007, UK budget support to Rwanda
led to increases in health and education expenditure, while defence expenditure
declined. Whilst in Ghana and Tanzania, budget support allowed the authorities to
simultaneously reduce their debts and raise poverty-reduction expenditures.
(NAO review of DFID’s budget support, 2008)

Budget support has increased country ownership and enhanced the capacity of partner governments to deliver
services effectively in a number of countries. UK budget support has delivered significant real gains for millions of
poor people and in many cases provides a more effective tool for aid delivery over alternatives like project aid, which
can undermine government capacity and lead to large transaction costs, duplication and waste. This is not to say
that budget support is without fault, but the assumption that budget support is inherently risky and that recipient
governments are more inclined to mismanage such resources is ill founded. All forms of aid involve an element of
risk and according to a recent joint evaluation conducted under the auspices of the OECD-DAC, budget support is no
more susceptible to corruption than other types of aid.”> The report also found that budget support induced no
obvious reduction in the recipient government’s efforts to raise taxes and, more broadly, it reinforced macroeconomic
stability.'® Because of poor data and the unclassified nature of budget support, the report was cautious in its
conclusions; despite this, the paper was able to conclude that budget support had contributed to a marked expansion
in the provision of key services.

Ultimately, as with all aid provision, budget support is context specific. There is no blueprint or prescription for aid
disbursements, rather individual political and economic factors will determine the success of aid and consequently
should determine its distribution.

Whilst there are clear benefits from using budget support, not all developing country governments are well placed to
receive this form of aid. Where governments do not prioritise the needs of the poor or governments fail to
demonstrate human rights commitments, budget support can be deleterious.

Thus, programme aid and budget support are useful vehicles for aid delivery when countries are willing to improve
their support for development. To enhance the scrutiny of those governments who receive UK budget support, the
UK has committed the equivalent of 5% of its budget support to strengthening accountability by helping parliaments,
local media, audit bodies and other groups monitor the use of government resources. DFID reviews the institutions,
policies and programs of recipient countries when assessing the risk of putting money through partner country
systems and if necessary, the department can use audits, project completion reports, ongoing monitoring and other
mechanisms to ensure that aid is used for the purposes intended.

Whilst budget support is not without risk, the UK does use a range of tools, channels and approaches to scrutinise
and demand accountability for this type of aid. Thus, the fear and scepticism surrounding budget support is often
unfounded and disproportional.

Oxfam believes that budget support is one of the only ways of enabling aid money to be used to build effective states
in developing countries that deliver and protect the rights of their citizens.
Hetty Kovach, Oxfam

To conclude, country ownership is essential for the successful use of aid and the aid modality that provides the most
opportunities for ownership, enhanced domestic accountability and the use of government systems is budget
support. This form of aid focuses responsibility for spending on recipient governments and helps them realise the
challenges they face and the actions and polices they need to overcome them. The expansion of programme aid
has not led to a loss of control over DFID’s aid funds and when channelled to countries able to use it, sector and
general budget support have often brought significant benefits to recipients. Thus, the principle of giving aid in this
way should continue and DFID should seek to expand the proportion of its ODA given as budget support.

°|DD and Associates (2006) Joint Evaluation of General Budget Support 1994—2004, Evaluation of General Budget
Support: Synthesis Report
' Ibid
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Technical Assistance (TA)

We believe that technical assistance has a real part to play in terms of development — [TA works] best if it is
delivered alongside national strategies working hand in hand with what the [recipient] government wants
Mike Foster, MP, Parliamentary Under-Secretary of S  tate for International Development

Technical assistance and support for capacity development is an area where we need to know more — we need to
know where the money is going and we need to break that down into what constitutes good quality support for
capacity development
Brenda Killen, OECD

Technical Assistance is the delivery of technical expertise to develop skills, knowledge and policy expertise in
recipient countries, and currently constitutes between 25%-30% of global aid flows according to the OECD-DAC. TA
is commonly criticised for being over-priced, seldom owned by recipient governments and limited in its contribution to
long-term capacity development. As Gideon Rabinowitz told this Inquiry: ‘Donors all too often use [TA] to impose
their own agenda’.

Despite representing between 15-30% of DFID’s bilateral expenditure over the last five years, DFID has only
undertaken limited reviews of the effectiveness of its TA. Whilst the UK is already ahead of the Paris Declaration’s
un-ambitious target to achieve 50% of TA aligned with national programmes, DFID has failed to undergo a closer
scrutiny of its TA. In 2007, DFID committed to conduct a review of how effectively its Technical Assistance guidance
was being implemented, but this review was abandoned in 2008. The UK, who spent £474 million on TA in 2007/08,
currently has no plans to carry out a similar review, even though 70-80% of these contracts went to UK firms despite
DFID’s policy on untied aid.

The UK government should be reviewing how it [uses TA]...we want to see them looking much more closely at how
they do that work and ensuring that they are as careful as possible about producing country owned capacity that
really can help these countries in the long run— it's a very tricky agenda and it needs to be done a lot more carefully.

Gideon Rabinowitz, UK Aid Network

In July 2009, DFID outlined to the Inquiry that its focus for the remainder of the Paris Declaration’s implementation
period would be transparency, mutual accountability and predictability. Technical Assistance was not prioritised due
to the positive results of the 2008 Paris Monitoring Survey in this area; however, ActionAid UK were keen to point out
to the Inquiry that the DAC itself now says that the 50% Paris Declaration target on TA was un-ambitious and that
positive improvements against this target in the Paris monitoring survey require careful interpretation.

ActionAid

ActionAid’s 2005-06 review showed that DFID had TA programmes in 81
countries, and in 28 of these countries, they contributed to the majority of DFID’s
expenditure. In five of those countries, DFID’s expenditure on TA was over £14m
— the average size of a DFID country programme budget. About half of DFID’s
technical assistance expenditure is on personnel, a very small proportion on
training, and the rest on knowledge and research via UK research institutes.
(ActionAid’'s Evidence to the Inquiry)
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The impact of NGOs

Whilst NGOs can work in a number of different areas, this inquiry will naturally focus on those organisations whose
work is principally concerned with development and poverty alleviation.

In recent years, NGOs have withessed extraordinary growth and now run more projects and programmes than many
official aid agencies. In 2004, global NGO aid-funded activities reached $24bn, equivalent to more than 30% of total
ODA,"" with DFID alone providing aid to more than 300 UK and international civil society organisations (CSOSs)
operating in over 50 countries.

CSOs provide a different and complimentary role to those of the government and the private sector. NGOs can elicit
a comparative advantage in certain contexts as their networking and partnership groups can often reach
marginalised poorer groups that may be bypassed by bilateral aid. In situations where institutions are broken and
the state structure is weak, aid through NGOs is often far more appropriate and frequently more efficient than aid to
government bodies.

NGOs have a significant role to play in international development, but this role can be overstated. The information
publicly provided by the majority of NGOs is often intended to elicit support for the organisation and as such, this
information rarely provides a candid overview of the agency’s performance but rather tends to highlight its
successes. Whilst this is not intended to directly mislead the public, untenable claims about how and what aid can
achieve have led to a misrepresentation of the capacity of aid. The public should understand that sustainable long-
term development will take time and may not produce immediate tangible results. NGOs are in part accountable for
ensuring this and claims by some sections of civil society that ‘all funds go directly to those who need it’ and that their
projects focus solely on ‘the poorest of the poor’ create myths about the costs of development and can imply that
solutions are simplistic and cheap.

In addition, aid through and to NGOs can exacerbate coordination problems and transaction costs, and the
proliferation of NGOs and their projects can lead to further fragmentation. As a result, non-government organisations
should disclose fully to donor and recipient governments where they are investing their resources to avoid overlap
and fragmentation. The UK, in collaboration with partner countries and other donors, should develop clear criteria for
judging NGO projects to ensure that there is value added from their patron.

Evidence

The dearth of data on non-government organisations has meant that there is a lack of robust evidence on their
impact. The allocation of aid by NGOs is seldom mapped and explained and although NGOs are often thought to
provide well-targeted aid, there is little critical analysis of their activities. However, on aggregate, the patchy and
partial evidence available on the impact of NGO development activities seems to show that discrete projects run by
non-government organisations tend to achieve their immediate objectives, although many are not financially
sustainable without continuing external helplg. Of course, each project is different and has its own merits and
failings, and whilst these may be not easily quantified, the work and importance of NGOs should not be understated.

UK support to civil society
In Uganda and Tanzania, DFID helps MIFUMI to protect 15,000 girls and
young women from domestic violence via life skills training. In Afghanistan,
DFID provides funds to War Child to help 1,000 poor and marginalised children
access basic services and legal support. In South Africa, DFID is funding
Childhope, an organisation that is helping 8,500 children with HIV/AIDS access
their right to education.

' Riddell R (2007), Does Foreign Aid Really Work? Oxford University Press, p.259
'8 Riddell R (2007), Does Foreign Aid Really Work? Oxford University Press, p.271
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Monitoring

NGOs can perform a variety of roles and provide a vital complement to different forms of aid delivery, including in the
provision of services, the development of innovative means of poverty alleviation, the empowerment of marginalised
citizens and the improvement of state accountability.

Poverty is not just caused by shortages in assets, skills and services, but by institutions, structures and policies that
marginalise the poor and perpetuate deprivation. Many civil society organisations influence and change these
political structures and processes by monitoring government activities and engaging with parliaments. In recent
years, there has been a growing emphasis on the importance of NGOs as monitors of governments and in the
empowerment of citizens. One of the main ways in which donors can help to promote domestic accountability is
through supporting civil society organisations, parliaments, citizen groups and other relevant organisations in holding
governments accountable.

DFID has already committed £130million to its Governance and Transparency Fund to help citizens hold their
government’s to account, and in its 2009 White Paper, DFID committed the equivalent of 5% of its budget support to
strengthening accountability mechanisms in those countries who receive UK budget support. In addition, DFID’s
Open Budget Initiative supports research and advocacy programs in over 80 countries to promote public access to
budget information and improve the accountability of budgeting practices. These initiatives will enhance the
capacities and competences of civil society to monitor the use of public funds, and empower citizens to claim their
economic, social, cultural and political rights.

Genuine accountability of aid means strengthening transparency and ensuring the participation of a wide and diverse
set of stakeholders in the planning, implementation and evaluation of aid. This requires the support and creation of
independent national and local level monitoring which includes the participation of civil society organisations (CSOs).
There is a consensus that civil society needs to be strengthened; however, there is little understanding on the
precise roles that CSOs ought to play in influencing policies and governments in differing contexts. The impact of
CSOs in capacity building can vary and few CSOs would claim that their projects can achieve an immediate ‘escape’
from poverty. Nevertheless, small improvements, especially in enhancing people’s capacities to achieve their
desired outcomes, can be catalysts for further change and as such, the role of civil society should not be
underestimated.
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Section C — Accountability, Conditionality, Predict ability, Ownership

Accountability

Weak institutions, poor government capacity and frail commitments can all induce and prolong poverty, but when
countries suffer such deep-rooted and systemic problems, the question should not be whether to provide aid but
rather how can aid be made more effective in the face of such adversity.

DFID’s 2009 white paper states that a successful aid partnership depends on shared commitments to:

1. Poverty reduction and achieving the MDGs
2. Respect for human rights and other international obligations
3. Strengthening financial management and accountability

If partner governments breach their conditions with the UK, DFID may interrupt or stop their aid, but in such
situations DFID should not ‘pull the plug’19 as they currently do, but remain engaged to help improve and build
country capacity.

In countries where aid is seemingly ineffective or where corruption is rife, donors should attempt to stay engaged —
not least because the evidence tends to suggest that when assistance is withdrawn political change can often be
delayed. Countries can remain engaged and address their desire not to be associated with corrupt governments by
channelling aid funds through multilateral agencies, CSOs or local rather than central government bodies.

Serious governance problems in the majority of developing countries are usually rooted in the nature of the countries’
political systems. Yet the political context in which aid is provided is often insufficiently understood and aid is
frequently disbursed on the basis of universal templates, which do not take sufficient account of the uniqueness of
country context. Thus, donor governments need to devote more resources to understanding recipient country
environments and ensuring that they have the capacity and knowledge to understand how best to help the poor in
the very different contexts in which they operate. What works in one situation may very easily not work in another
and decisions on conditionality need to be made on a case-by-case basis and on the advice of well-informed country
offices.

DFID has been outsourcing knowledge to a range of different specialist research and consultancy agencies. This
has resulted in significant in-house knowledge gaps and insufficient in-country capacity to negotiate, design and help
to implement [DFID’s] support programs.

Roger Riddell, Oxford Policy Management

When allocating its aid, DFID uses a number of measures and programs to ensure that all official bilateral aid funds
are used for the purposes intended. However, a 2008 National Audit Office review of DFID’s budget support found
that:

‘Historically DFID had placed less emphasis on domestic accountability to parliaments and State Audit Institutions
and so had supported parliaments in just 20 per cent and State Audit Institutions in 13 per cent of such cases’.
NAO report 2008

This is obviously very concerning and the UK must provide greater support for the scrutiny of government actions.

®Quote from DFID minister Mike Foster’s oral hearing on the 14™ July 2009
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Conditionality

There is a growing consensus that successful development is an internal process that needs to be based
predominantly on national strategies that are developed and determined locally. Well-meaning external actors can
help to facilitate and support development but they cannot and ought not try to lead. This was echoed by Gordon
Brown at the DFID conference on World Poverty in March.

We must ensure that aid flows are predictable and support plans formulated by national governments, not spent on
priorities, however well intentioned, imposed by donors from afar.
Prime Minister Gordon Brown, speaking at the DFID ¢ onference on World Poverty

In March 2005, the UK government officially stated their commitment not to apply specific policy conditions to their
aid, including in ‘sensitive economic areas such as privatisation or trade liberalisation®. However, guidance notes
released since on conditionality are in contrast to previous policy, as conditions can now be applied to economic
areas not focused on trade liberalisation and privatisation21, despite the fact that such policy conditions could be
deemed sensitive or unsuitable for a donor to demand.

In its latest guidance on conditionality, published in mid-2009, the UK Government outlined ambitious standards for
the level of ownership required before a policy can be applied as a condition. In addition, the UK stated it would
apply its conditions in a more transparent manner and agree them via greater dialogue in-country. Such policies are
unigue amongst donors, but they will require significant commitment to actually implement and monitor. Perhaps the
biggest challenge relating to the UK's approach to conditionality is the aid it provides through the International
Monetary Fund and the World Bank, who routinely apply economic conditions, such as trade liberalisation and
privatisation, to their assistance. The UK'’s conditionality policy states that it will not automatically withdraw aid if IMF
and World Bank conditions are not implemented; however, there is limited evidence that the UK Government has
kept aid in place where IMF and World Bank policies are not being applied. The UK government must do more to
challenge the use of such conditions by those with whom it is engaged in joint frameworks.

An important obstacle to the effectiveness of aid in the health sector is the IMF’s
conditionalities. Restrictions on government social sector budgets and civil
service wage bills have either directly or indirectly been limiting spending on

health in some countries, and in particular the spending of aid.
(Action for Global Health, Evidence to the Inquiry)

Weaknesses in the reporting of Official Development Assistance have resulted in major knowledge gaps in
understanding the effectiveness of aid. By spearheading the International Aid Transparency Initiative and by
launching a new searchable database on DFID projects, DFID is playing a leading role in improving access to aid
information. However, in order to hold partner governments accountable, their citizens must be able to access
reliable information on aid flows, especially in countries where aid represents a large share of government spending.

Data currently reported by DFID is insufficient for detailed analysis of aid effectiveness and fails to meet the needs of
partner countries for budgeting and planning. The UK government has still not made its conditions or its project
documents public, contrary to DFID policy, and thus there is an urgent need for the UK to strengthen the quality of
information available about its aid. DFID must act to make the details of its ODA, including their conditions, public so
that parliaments, civil society organisations and the public can suitably scrutinise government policy.

DFID’s responsibility extends beyond its own aid programmes. Its influence spreads even to those it does not
finance, as what DFID does today, some smaller agencies will do tomorrow. Thus, it matters a great deal how the
UK government thinks and behaves with respect to aid policy and practice. The UK should use this substantial
influence to encourage other donor countries to fall in line where they have failed to so far and the power of the peer
review system in the OECD-DAC can be used to name and shame those countries that are not meeting those
commitments. Britain’s failure to take the lead on this would be a missed opportunity.

20 DFID (2005) Partnerships for poverty reduction: rethinking conditionality, A UK policy paper, p.2
L DFID (2009) How to Note - Implementing the UK’s conditionality policy
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Predictability

Only 60% of the aid that the UK promised for the financial year 2007 was actually delivered in the year that it was
promised — so there is still a huge problem with predictability
Gideon Rabinowitz, UK Aid Network

Unpredictable and volatile aid flows remain two of the biggest uncertainties facing governments in low-income
countries, placing considerable and potentially damaging constraints on the achievement of development goals.
Estimates from a recent study by the Brookings Institution found that losses associated with aid volatility amount to
around $16bn annually, or 15% to 20% of the total value of aid (ODA)?’. Unless recipient governments can be
certain that aid will be delivered sustainably and according to agreed commitments, then their ability to plan will be
considerably diminished and the livelihoods of the most vulnerable will be placed in jeopardy.

Currently, the predictability of aid flows remains low with just under half of all aid disbursed on schedule. With other
sources of revenue drying up in the current economic malaise, developing countries are more dependent on aid
flows than ever before. Yet overall aid is estimated to be twice as volatile as domestic country revenues.

In the context of the financial crisis and the economic downturn, it is absolutely crucial that aid is more effective and
in particular that it gets to countries quickly, predictably and flexibly, so that they know that they will have some
resources that they can rely on when they are seeing other resources for development drying up.

Brenda Killen, OECD DAC

The UK and other donors

Donors often have incentives to be less predictable. Donors often wish to retain flexibility to change their spending
plans in response to policy shifts or changes in country circumstances. And donors’ domestic budget systems often
place constraints on publishing future spending plans.

DFID, Evidence to the Inquiry

Despite partner countries identifying predictability as a paramount concern at the Accra High Level Forum, many
donors, including the UK, all too often do not deliver the full amount of funds they promise. Whilst the 2008 Paris
Declaration Monitoring Survey recorded that the average country had seen an improvement in terms of predictability,
from 41% in 2005 to 46% in 2007, the target for 2010 is 71% and most donors are considerably behind schedule in
achieving this.

‘Improving the predictability of aid to enable governments to plan better’ remains one of three Paris Declaration
targets that the UK is yet to fulfil. The Paris Declaration commits donors to halve the gap between the amount of aid
donors delivered on time and the full amount of promised aid. So for DFID, who delivered 46% of aid on time during
the first monitoring exercise in 2006, they would be required to deliver just 73% of aid on time in 2010. Although they
do remain on target to achieve this, the UK’s performance in this area is mixed. While 97% of promised budget
support was delivered in 2007, only 53% was delivered in the first 6 months of the year. Indeed the 2008 Paris
Declaration Monitoring Survey recorded that only 60% of UK aid during this reporting period was delivered in the
year promised, albeit an improvement on the 46% recorded in 2006.

*2 Kharas H (2008), Measuring the Cost of Aid Volatility, Wolfensohn Center for Development, Brookings Institution,
July 2008 Paper 3,
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DFID/UK

[The UK] is on track to reach the EU ODA target of 0.56% ODA/GNI by 2010. We have rolling 3-5 year
budget support commitments, and we use 10-year Development Partnership Arrangements (DPAs). DFID
currently has DPAs with 10 countries... Internationally, we are also working to support the EC’s MDG
Contract, an instrument that will provide long term (6 year) predictable financing for the MDGs for an eligible
set of countries.

DFID, Evidence to the Inquiry

The Way Forward

While donor countries can withhold aid disbursements from recipient countries for not meeting the conditions of their
aid, there is currently no mechanism for recipients to demand accountability from donors. As such, recipient
countries remain reliant on the whims of donor governments — which could be upset by a change of government or a
change in policy direction.

It is not just conditions that delay disbursements and reduce the predictability of aid, several contributions to the
inquiry highlighted administrative and bureaucratic bottlenecks within donor country offices as responsible for delays.

If aid effectiveness is to be increased, the predictability of aid flows need to be improved — tying in with a longer-term
focus on results based approaches and evidence based policy. Such a focus on predictability will allow
governments’ the time to collate results and demonstrate successes in reducing extreme poverty, which is perhaps
the best way to encourage others to provide more predictable aid. Increased transparency on the part of donors
would place pressure on governments to honour their existing pledges whilst capturing forward-looking information.
More timely, comprehensive and comparable information can only help groups to assess the performance of donors
relative to their promises.
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Fragmentation

With rising numbers of donors and the proliferation of donor-funded activities, aid fragmentation is increasing,
creating coordination problems and bureaucratic burdens for recipients.

Presently, the majority of poor countries receive aid from a large number of organisations of varying competence.
These donors often pursue diverse agendas and load their aid with multiple objectives and conditions. The complex
array of different programmes and projects can siphon skills away from core government functions and dramatically
increase transaction costs. Unfortunately, there is no evidence to suggest that fragmentation is slowing as the
emergence of new government, private and not-for-profit organisations is further exacerbating the problem. In recent
years, there has been a growing number of small civil society organisations that seldom consider the cost-
effectiveness and impact of their activities. At their worst, these organisations can perpetuate the problems they
intend to alleviate; however, one should not underestimate the contribution of civil society.

The impact of this fragmentation is significant. In
Uganda, government staff have had to deal with
over 1,000 different projects and in Cambodia the
authorities host more than 400 donor visits every
year. (ODI Annual Report, 2009)

The United Kingdom currently contributes to the growing problem of fragmentation by providing aid to 108 countries
and to over 300 UK and international CSOs that operate in more than 50 countries worldwide.>* DFID should review
its aid programmes and projects and where donor presence is clearly suboptimal, DFID should strive to reduce the
number of agencies and their activities via better coordination with other donors.

Donors must strive to reduce the number of agencies and their activities in different sectors at the country level. Aid
effectiveness is compromised by too many donors with different systems and policies. Clear criteria for new
foundations and funds should be developed to ensure their value added.

Eckhard Deutscher and Sara Fryson, OECD-DAC

This is not to say that the UK should cease to give aid to some countries, but via collaboration with other donors,
more targeted and less fragmented aid is possible. This also applies to DFID’s research.

DFID helped to establish the International Initiative for Impact Evaluation (3IE) which provides grants, predominantly
to developing countries, for evaluations to improve evidence based policy-making. However, the UK, along with
other donors, needs to increase the proportion of funds it allocates to research and evaluation projects reviewing the
impact of aid in the context of overall development.

DFID’s research and evaluation analyses and studies should have a greater focus on reviewing the main factors that
help and hinder aid’s effectiveness, in part by commissioning joint studies with other donors and by discussing more
with recipients their research and evaluation priorities. Thus, to assess the successes and constraints of aid, the UK
needs to engage more frequently with other donors as well as with recipient country governments, with greater
priority given to country studies of aid effectiveness.

The problem of aid fragmentation is not new. Reporting in 1969, the Pearson Commission warned of the large
number of donors and since then this number has increased dramatically. The use and dispersion of aid is largely
determined by individual donors and not by recipients, as such, a web of incredibly vast and complex aid
transactions fragments the aid industry. Greater coordination with recipient governments is essential to reduce this
fragmentation and donors should strive to reduce the number of agencies and their activities in developing countries.

> DFID White Paper (2009), Eliminating World Poverty: Building our common Future, pp.133-134
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Ownership

| have always argued, and continue to argue, that a development program must be country-owned, not owned by
donors or the World Bank™*
James Wolfensohn, former President of the World Ban k

Consensus has emerged that for aid to be effective and for it to be used effectively, it is essential that the way in
which it is delivered and spent is owned by the country that uses it.
Gideon Rabinowitz, UK Aid Network

Africa talks mainly of African leadership and ownership of its own development process, meaning that the aid that
comes from the G8, G20 and OECD countries must reflect the African interests and concerns, not just what makes
us feel good in the west anymore...DFID has already come up with its white paper — what input did the African have

in that process? What ownership is the African bringing to the aid that DFID will be delivering?
NEPAD, Evidence to inquiry

Ownership is an important cornerstone for development. Evidence has shown that development cannot be imposed
by external actors and that to be effective and sustainable, development strategies, policies and programmes need
to be led by developing countries, with aid flows tailored to match their objectives. Essentially, donors cannot buy
reform and if partner countries and their citizens are unable to claim their rights and participate in the creation,
implementation and monitoring of their own policies, then these policies are unlikely to be sustainable, inclusive or
effective.

It is often argued that the current aid system encourages recipient governments to be more accountable to donors
than to their own citizens, undermining domestic accountability. For aid to be truly owned by partner countries,
donors must focus their attention on supporting effective capacity building which ‘provides opportunities for the
development of more broad-based country ownership™”.

A recent study by the World Bank found that of those projects deemed to have a high degree of country ownership,
72% were considered to be ‘satisfactory’ or ‘highly satisfactory’; conversely 82% of those deemed to have a low
degree of country ownership were found to be ‘unsatisfactory’; thus, ownership has significant implications for lasting
poverty reduction. As such, aid needs to be administered by recipient countries with participation from all
stakeholder groups, particularly parliaments and civil society. It is welcome then that the UK Government, in its new
conditionality guidance, has defined what it feels is a suitable standard of ownership for a policy/measure to be used
as a condition, namely that it has to be within a country’s strategy and have buy-in not just from the government, but
also from wider civil society.

In practice, donors often find weak policies and budget systems in recipient countries. In order to protect themselves
from risk, donors frequently spread their efforts across numerous projects and utilise common donor funds which put
in place additional barriers, rather than tackling the problems of capacity head on. As Brenda Killen from the OECD-
DAC said to this inquiry: ‘[the international aid community must] step up efforts to strengthen and use country
systems — it is a way of reinforcing country ownership of aid and a way of strengthening county capacity to manage
their own public expenditure.” Yet donors seek to compromise ownership by micro-managing policy reforms through
intrusive conditionality and elaborate modalities. This deficit in country ownership needs to be addressed, donors
need to micro-manage less and engage more with country policy debates.

Oxfam believe that donors can play an active role in pushing progressive agendas such as improving gender
equality. This is a different view from a number of donors and clashes with the ownership principle. We do think
there is a role as there are international commitments that developing countries have signed up to and there is
something to act on.

Hetty Kovach, Oxfam

Aid and Reform in Africa (2001) Edited by Devarajan S, Dollar D and Holmgren T, foreword by
Wolfensohn J, p. xi
% Quote from Dr Rosalind Eyben’s written submission to the inquiry
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Economic policy conditions and the tying of aid have played a significant role in undermining country ownership in
the past. By using conditions to promote donor policies, recipient governments are denied the right to choose the
policies that best fit their specific economic, political and social situation, and their citizens are denied the right to
scrutinise their implementation. As the United Nations Conference on Financing for Development recognised, ‘Each
country has primary responsibility for its own economic and social development, and the role of national policies and
development strategies cannot be over-emphasised’.

Because of this, it is crucial that donors, where possible, align their aid to the national development plans of the
recipient country, plans that have been formulated via wide stakeholder engagement. If a mutually beneficial
agreement is to be achieved at the upcoming HLF, it will be crucial for national level stakeholders to contribute to
development planning and to educate donors on the needs and objectives of developing countries.

That is the end game — you get developing countries who are able to make smart choices about what kind of donors
they want then you actually get a competitive market within the donor field, and those that are under performing get
kicked out
Hetty Kovach, Oxfam
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Conclusion

“Our general view, and its been a theme of what DFID has been doing since 1997, is about sustainable development
- itis no good trying to do quick fixes ... these are doomed to fail”
Mike Foster DFID

The next 12 months will be critical in the negotiation and design of a new framework for aid delivery for the 4" High
Level Forum in Seoul next year. While the PDAE and the AAA marked significant steps forward in articulating an
international response to ineffective aid, they have become considerably dated over the intervening years. New
donors, new mechanisms and new targets have meant that while existing agreements have increased the
effectiveness and efficiency of aid to some degree, they do not address a new generation of considerations which
have emerged.

At a time when austerity is the watchword for government expenditure , it is logical to assume that the Aid
Effectivness Agenda should take a more prominent position in International Development planning and evaluation.
Yet there remains a danger that the progressive and challenging agenda desired by many in the developing world,
and which would resonant with public mood for change in both the Global North and South, may not emerge.

As a country with substantial experience in International Development, and one to which other donor agencies
frequently turn for best practice, it is crucial that the UK acts first and that it acts now to take a lead in setting a
progressive and ambitious agenda for the 4th HLF in Seoul. ltis likely that a progressive agenda will lead to failures
as well as successes, but the key to increasing the effectiveness of aid in the long-term is to learn from these failures
and triumphs.

Ultimately, parliamentarians in both donor and partner countries can do a great deal to ensure that donor policies are
aligned with the needs of the very poorest and the priorities of partner governments. What parliamentarians need to
understand is that there is no blueprint or prescription for aid disbursement and that individual economic, political and
social factors will determine the success of aid and consequently should determine its distribution.
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Recommendations

DFID should:

Work with other donors to develop a more rigorous and independent aid effectiveness framework to
succeed the Paris Declaration at the 4™ HLF in Seoul in 2011, in a process that is driven and led more by
recipient countries, their governments and their people.

Improve the predictability of its aid and move to providing a significant proportion of its aid on a long-term,
stable and timely basis. This information should be made transparent and donors should be held to
account when they fail to deliver on their commitments.

Seek to expand the proportion of ODA given as budget support but also deliver this alongside more
systematic efforts to build the capacity of domestic accountability bodies.

Carefully review the conditions placed on its aid, whilst also ensuring it is ‘proactively transparent’ in
making all conditions attached to its aid public, in line with its 2005 commitment. The UK government
must similarly challenge the use of intrusive conditions by multilateral organisations.

Act to make the details of ODA, including conditions, public so that parliaments, civil society organisations
and the general population can suitably scrutinise government policy. In doing so, DFID should promote
the IATI as a key institution to develop a culture of transparency and accountability within the aid sector.

Work with other donors to develop a transparent and binding mechanism to hold donor’s to account in the
delivery of their aid commitments and govern aid relationships to ensure that donor countries are jointly
accountable for aid initiatives with their partner countries.

Shift the emphasis of the principle of mutual accountability towards increasing the accountability of
governments to their citizens. Donor and partner governments should recognise that unequal power
relationships exist between governments and citizens, and that meaningful democratic participation is key
for the creation of domestic accountability. Delivering on democratic ownership through domestic
accountability requires a twin strategy of support for government responsiveness and direct support to
civil society and citizen empowerment.

Work to extend the Paris principles, and all subsequent agreements, by welcoming private and not-for-
profit aid organisations, who have become significant aid donors since 2005 yet who sit outside of the
Paris framework, to engage and participate in the process of creating the successor to the Paris
Declaration. This co-operation needs to address head-on the significant fragmentation of the aid industry
and promote greater and more effective mutual accountability beyond governments.

Make far greater use of its leadership position in international development to develop a more effective
and robust aid system that addresses current major systemic weaknesses, such as aid fragmentation, aid
volatility and lack of predictability in aid flows. The UK should use its substantial influence to encourage
other governments to meet the 2010 targets as set out in the Paris Declaration and to bring other
governments in line with the principles therein.

Work with other donors to broaden the definition of Paris Declaration indicator 12 — mutual accountability
— so that ‘country-level mechanisms’ for assessing progress become multi-stakeholder and include
parliaments and civil society in planning and decision making processes, and increase the role of the UN
Development Cooperation Forum in the aid effectiveness process.

Undertake a full assessment of the implementation of DFID’s guidance on technical assistance prior to
the next HLF on Aid Effectiveness in November/December 2011. Use the upcoming 2011 HLF to raise
the Paris Declaration target on technical assistance to be aligned with national programmes from 50% to
100%, develop a stronger methodology for monitoring reforms to make TA more country owned and
coordinated, and ensure that TA is linked to institutional building and capacity development in a process
that is recipient led, demand-driven and in line with country needs and priorities.
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Increase its transparency on TA across all levels of reporting in line with standards established by the
International Aid Transparency Initiative, ensuring that documents - including contracts, costs and
successful bids - are available via a central and publically accessible database for interested and affected
parties.

Ensure that it has significant in-country knowledge. Whilst outsourcing brings in new ideas and
perspectives, it has also led to a dearth of in-house knowledge and insufficient in-country capacity to
negotiate, design and implement support programmes. DFID must ensure that it has the capacity and
knowledge to understand how best to help the poor in the very different contexts in which it operates
whilst also retaining adequate institutional memory of what works and what does not.

Give greater priority to reviewing and understanding the main factors that help and hinder aid’s overall
impact and effectiveness, in part by commissioning joint evaluations with other donors and by working
more closely with recipient countries and their governments to help them address gaps in their knowledge
and build their research and evaluation capacities.

Spend more of its aid budget on strengthening parliamentary oversight and audit institutions in those
countries that receive UK aid.

Work in collaboration with partner countries and other donors to develop clear criteria for judging NGO
projects to ensure that there is value added from their patron.

Stay engaged. Over the longer-term, established donor-recipient relationships can contribute to building
confidence and trust, which can help recipient countries adopt sound policies that they may initially find
politically difficult to implement. Thus, donors need above all to stay engaged to help improve and build
country capacity in inhospitable contexts and enhance transparency and accountability. DFID should not
‘pull out’ of such situations.
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