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Summary

Our inquiry into the Department for International Development’s Annual Report enables
us to take an overview of DFID’s work. This year, we have focused on assessing whether
DFID is both efficient and effective. The Comprehensive Spending Review Settlement for
2008-11 continues the trend of increasing of DFID’s budget towards the target of 0.7% of
Gross National Income to be allocated to Official Development Assistance by 2013. We
welcome this. But there is a significant challenge for DFID in using this funding effectively
when it is also required to reduce its administrative costs, and therefore staff numbers, at a
time when its focus is shifting increasingly towards fragile states where providing assistance
is resource-intensive.

We are concerned that DFID continues to emphasise inputs rather than outcomes—it
focuses too much on how much it spends on aid rather than measuring the effects of its aid
spending on poverty. We believe DFID’s new Public Service Agreement Delivery
Agreement and the plans to establish the Independent Advisory Committee on
Development Impact should make it easier to identify whether DFID’s expenditure is
effective in reducing poverty in developing countries.

We have also taken the opportunity to examine in more detail a number of significant
policy areas where we believe DFID is not yet matching actions to its words:

Gender—We do not doubt DFID’s commitment but we are not convinced that it yet has
the measures in place to achieve its aim of promoting gender equality across its
programmes.

Climate change—It is acknowledged that the impact of climate change will be earlier and
more severe for the poorest people in the poorest countries. We welcome the leadership
DFID has shown on climate change but believe this has not yet resulted in the necessary
change at country office level, which would enable assistance with adaptation and
mitigation strategies to be provided.

Governance—We look forward to the positive impact that the Governance and
Transparency Fund could bring to developing countries if it is properly targeted. We wish
to see DFID doing more to strengthen the capacity of national parliaments to scrutinise
recipient governments as part of its overall governance strategy as set out in the 2006
White Paper.

Agriculture—75% of the world’s poor live in rural areas. Our view is that promotion of
agricultural development is an essential factor in reducing rural poverty. DFID has shifted
its focus away from agriculture in recent years and we believe its programmes need to be
rebalanced in this respect.
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1 Introduction

1. The Department for International Development (DFID)’s Annual Report 2007 was
published on 15 May 2007 and sets out DFID’s activities and achievements in the year
from April 2006 to March 2007. As in previous years, we held a short inquiry into the
Annual Report. This gave us the opportunity to assess major developments in the
Department’s work, to explore particular areas in depth and to assess whether the Annual
Report provides an accurate reflection of the Department’s performance.

2. In the course of the inquiry, we received written submissions from 18 organisations and
individuals. DFID responded to a series of detailed written questions which we sent to
them.! We took oral evidence from DFID officials on 17 July 2007. These were: Sir Suma
Chakrabarti, Permanent Secretary; Mark Lowcock, Director General, Policy and
International; Sue Owen, Director General, Corporate Performance; and Nemat Shafik,
Director General, Regional Programmes. We are grateful to all those who contributed to
our inquiry.

3. This report has two main focuses. First, we set out our assessment of DFID’s
performance over the twelve months covered by the Annual Report 2007 and indicate our
areas of concern as well as highlighting where we think the Department is doing well. We
also comment on the implications for DFID of the Comprehensive Spending Review
settlement for 2008-11 announced on 9 October.” Secondly, we discuss a number of
specific topics which we decided are sufficiently important amongst DFID’s activities to
merit particular attention. These are: gender; climate change; governance; and policy
coherence for development.

4. We would like to place on record at the outset our appreciation of DFID’s achievement
in producing a very detailed Report which contains features missing from most other
departments’ Annual Reports. In particular, we welcome the following:

o this year’s Report includes a set of tables on the financial values of aid given to each
country and region, extended this year to subsume the reporting requirements of the
International Development (Reporting and Transparency) Act 2006.° These are in
addition to the Treasury-required ‘core tables’.*

e the core tables themselves break down budget expenditures according to the
Department’s main aims and target areas.” The Treasury encourages all Departments to
follow this practice, but not all do.

" Ev 19-65

2 Meeting the Aspirations of the British People, 2007 Pre-Budget Report and Comprehensive Spending Review, HM
Government, October 2007, Cm 7227

3 DFID Annual Report 2007, Annex 1
4 DFID Annual Report 2007, Annex 2
> DFID Annual Report 2007, Annex 2
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e the Report contains a dual assessment against Public Service Agreement (PSA) targets,
showing not just the currently assessed position but also the Department’s forecast for
whether the target will be met by the end of the relevant Spending Review period.®

e the Report includes a commentary, in one place, identifying and discussing progress on
PSA targets which are ‘off-track’ or have slipped since the preceding Autumn
Performance Report.”

We will indicate later in this Report the specific areas where we believe the provision of
information can be improved.

5 DFID Annual Report 2007, p 285
7 DFID Annual Report 2007, Annex 5
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2 Effectiveness

5.In this chapter we assess DFID’s recent performance in using its funding allocation
effectively to deliver aid and promote development. We have drawn attention in the past to
the problems involved in evaluating the effectiveness of aid spending in that many of
DFID’s current Public Service Agreement targets are linked to the Millennium
Development Goals (MDGs).! The MDGs are internationally agreed targets and progress
towards most of them is dependent on the contribution of a large number of donors and
on factors affecting the recipient countries themselves. It is therefore very difficult to
identify DFID’s specific individual contribution.

6. The UK is able to identify its contribution to one of the MDG targets—the UN objective
of each country’s development expenditure reaching 0.7% of Gross National Income by
2013.° The Capability Review noted that meeting this target, a commitment made in the
2004 Spending Review, ‘could entail a doubling of DFID’s programme budget’.!® The 2007
Comprehensive Spending Review (CSR) sets out the Department’s expenditure budgets to
2010-11—a significant way towards the 2013 envisaged for this target. Under the CSR
settlement DFID’s budget will increase to £7.9 billion by 2010-11; a real terms increase
averaging 11% a year, or 36% over the three years. Barring even larger budget increases in
the next Spending Review, this does not suggest the doubling envisaged by the Capability
Review. However, the CSR does appear to keep the UK on track to meet the 0.7% of Gross
National Income target by 2013'"' because Official Development Assistance (ODA)
expenditure is projected to grow in real terms by 17% a year over the CSR period, reaching
£9.1 billion by 2010-11," a faster rate of growth than the 11% growth in DFID’s budget. It
would appear that debt relief and other non-DFID ODA expenditure streams are planned
to make up an increasing share of UK ODA.

7. We have expressed our views in previous reports on DFID’s Annual Reports on the
issues arising from debt relief being included in calculations of Official Development
Assistance but we accept that, in doing this, the UK Government is following OECD
practice.”” DFID now provides a detailed breakdown of ODA in the Annual Report,
showing the contributions from debt relief separately."* We very much welcome the
increase in DFID’s budget over the Comprehensive Spending Review period 2008-11 as
a significant step towards the target of 0.7% of Gross National Income being allocated
to development assistance by 2013. However, we intend to monitor closely the extent to

8 First Report from the International Development Committee, Session 2006-07, DFID Departmental Report 2006, HC 71,
paragraphs 62-64

9 This is a target under MDG 8: to develop a global partnership for development. See DFID Annual Report 2007, p 281
1© Capability Review of the Department for International Development, Cabinet Office, March 2007, p 14

""" HC Deb 9 October 2007, cols 167-192; HM Treasury/DFID Press Release, 9 October 2007. The 0.19 percentage-point
increase in ODA as a proportion of GNI over the 3 years of the CSR (an average of 0.063 percentage-points a year)
would, if continued at the same rate of increase, come close to the 0.7% target for 2013 (0.56% in 2010-11 plus
another 0.13 percentage-points increase over the subsequent two years, reaching 0.69% in 2013).

12.Cm 7227, p 240

'3 First Report from the International Development Committee, Session 2006-07, DFID Departmental Report 2006, HC 71,
paragraphs 10-12; and the Government Response, Third Special Report of Session 2006-7, p 1.

4 DFID Annual Report 2007, Annex 1
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which this increase in Official Development Assistance is accounted for by real terms
increases in DFID’s budget and how much comes from non-DFID ODA streams,
particularly debt relief.

8. Managing such a large increase in budget and ensuring expenditure remains effective
will be a significant challenge for the Department. As demonstrated in the Capability
Review, DFID is already a highly effective Department. Of the first 12 Government
Departments assessed as part of the Capability Review, DFID was shown to be the “best
placed to meet its own future delivery challenges” and was the clear lead department in the
capability assessment carried out as part of the review.”” Nevertheless, the Capability
Review emphasised that to ensure that its increasing budget is spent effectively, DFID will
need to take some tough decisions on its priorities.'® DFID recognises this imperative: the
Director General, Country Programmes told us “in everything we do we are trying to
allocate each incremental pound to maximise poverty reduction”.!” DFID is planning to set
up an investment committee under the Management Board which will assess the relative
cost-effectiveness of spending in different countries and in different sectors. However, the
quality of data on which to base funding decisions remains a problem.'®

9. To ensure effectiveness, decisions on priorities for expenditure must be evidence-based.
DFID is spending £128 million on research in 2007-08." The Capability Review of DFID
concluded that:

“DFID has an international reputation for the quality of its analytical skills and its
ability to produce and use good-quality evidence. These capabilities are built on a
combination of a strong research and policy function and country office knowledge
and experience of what works in practice.”

We sought more information from DFID about the role of research in determining
funding choices. In our written questions we asked how much of the current aid
programme is under-pinned by DFID-funded and other research and how much is not
significantly influenced by recent research. The response was not helpful: “It is difficult to
assess empirically how much DFID policies are influenced by DFID’s own research”.!
When we explored this in more detail in oral evidence, the Permanent Secretary pointed
out that each of the DFID White Papers produced over the 10 years of its existence has
been “informed by research undertaken either by DFID or others. Research is taken quite
seriously in developing the policy positions going forward.”” The Director General, Policy

5 Civil Service Capability Reviews, Tranche 3: Findings and Common Themes; Civil Service — strengths and challenges,
March 2007, p 23

'6 Capability Review of the Department for International Development, Cabinet Office, March 2007, p 21
7.Q21 [Nemat Shafik]

8 Q21 [Sir Suma Chakrabarti]

9 DFID Annual Report, Annex 1, Table 4

20 Capability Review of the Department for International Development, March 2007, p 19

21Ev 25

22.Q32 [Sir Suma Chakrabarti]
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and International assured us that research played an important part in seeking to maximise
the poverty reduction impact of DFID’s funding decisions.”

10. DFID has announced that its research budget will rise to £220 million in 2010, which
represents a doubling since 2005-06. It says that this means that £650 million will be
available to fund new research projects in the five years from 2008 to 2013.** We welcome
DFID’s increased research budget but are disappointed that the Department has not
been able to give us specific examples of its research directly influencing policy
decisions. International development is a rapidly changing field where there will always
be competing priorities for funding. It is vital for DFID’s effectiveness that it bases its
funding decisions on evidence rather than simply responding to the latest trend. We
hope that the new Research Strategy which is currently being drawn up will focus on
providing an empirical base for the whole of DFID’s work. We discuss the impact of
research on DFID’s funding policy in more detail in the section on rural poverty (see
paragraphs 22 to 31).

Evaluating effectiveness

11. We are concerned that DFID continues to emphasise inputs rather than outcomes—it
focuses too much on how much it spends on aid rather than measuring the effects of its aid
spending on poverty. The Permanent Secretary told us: “We believe that we are very much
about outcomes and do not want to be measured necessarily by the amounts of money
going into this, that and the other.”> However, the Capability Review of the Department
earlier this year found that:

“Evaluation of DFID’s outcomes is not sufficiently independent. Evaluation of
impacts and outcomes needs to be strengthened further to inform future policy
making.”*

DFID intends to produce a Results Action Plan which will set out the path to achieving its
desired outcomes.” The Annual Report says that the Action Plan will set out how DFID
can strengthen its focus on achieving results and will “identify critical areas of work around
incentives and accountability, statistics and evidence, planning and budgeting and
evaluation and monitoring”.?® The merits of establishing a process for sharpening
DFID’s focus on results are clear. But when we questioned DFID about this issue, the
form the process would take remained rather vague. We look forward to seeing the fully
worked up Results Action Plan and expect it to represent a real step forward in DFID’s
ability to assess its own effectiveness.

23 Q32 [Mark Lowcock]

2 Public Consultation Document on DFID’s Research Strategy 2008-13, Introduction

25 Q30 [Sir Suma Chakrabarti]

26 Civil Service Capability Review of the Department for International Development, March 2007, p 20
27.Q30 [Sir Suma Chakrabarti]

28 DFID Annual Report 2007, Box 5.6 and paragraph 5.26
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The Independent Advisory Committee on Development Impact

12. We have visited DFID’s Evaluation Unit based in East Kilbride, which produces reports
on the effectiveness of DFID’s programmes. Whilst its work is valuable, its studies do not
measure the cost-effectiveness of DFID programmes and projects—they do not consider
whether the same impact could be achieved at less cost by using an alternative funding
mechanism. As the Evaluation Unit is an internal body, it can also be seen as lacking
independence, as the Director General, Corporate Performance acknowledged. She also
raised the issue of whether the Unit’s findings feed back sufficiently into the policy
process.”

13. As a response to these concerns, the then Secretary of State announced in May 2007
that a new independent evaluation body, the Independent Advisory Committee on
Development Impact (IACDI) would be established.” The Committee will have a Chair
and six members. The Chair will write an open letter every year to the Secretary of State
“providing an overview on lessons learned and giving advice on how evaluation efforts can
be improved.” The Committee will choose its own work programme and the minutes of its
meetings will be published.” We were told that the Chair of the Committee would be
independently selected by a panel headed by the Head of Evaluation at Irish Aid and the
Head of the OECD Development Assistance Committee (DAC) evaluation committee.”
DFID believes that IACDI will increase the independence of DFID’s evaluation in three
ways:

e By challenging the work programme priorities and suggesting new areas that need to be
addressed;

e By chairing steering committees of flagship evaluations so that the scope of the work is
determined independently; and

e By independent checks on the follow up being made by DFID to the conclusions of
evaluation studies.”

We welcome the establishment of the Independent Advisory Committee on
Development Impact. We plan to invite its Chair to give formal evidence at an early
stage to enable us to understand more about how it will operate and what the focus of
its work will be in its first year.

Mechanisms to measure effectiveness

14. A specific example of the difficulty DFID has in demonstrating the effectiveness of its
spending was brought to our attention by the UK Consortium on AIDS and International
Development. When DFID launched its Taking Action HIV/AIDS strategy, the Prime
Minister announced that at least £150 million would be committed over three years (from

29 Q30 [Sue Owen]

30 Written Ministerial Statement, HC Deb, 9 May 2007, cols 12-14WS

31 DFID Press Release, 9 May 2007, Benn announces new Independent committee to advise on evaluation of UK aid
32.Qs 30-31 [Sue Owen]

3 Ev21
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2005-06 to 2007-08) to be spent on programmes to meet the needs of orphans and other
children, particularly those in Africa, made vulnerable by HIV and AIDS.** The
Consortium welcomed the global leadership shown by DFID in relation to children and
AIDS but was concerned that “it is often not possible to see that resources have reached the
children in need”.””

15. We raised this in written questions to DFID and were told in response:

“Although the funding is reaching children affected by AIDS this is not indicated
within the monitoring codes attached to the project by DFID because the funding is
being channelled at a national level towards civil society and UN agencies and can
also be combined with other funding sources (eg the Global Fund and World Bank).
The evaluation consultants identified 178 potentially relevant projects and
programmes with spending in the first 11 months of 2005/06 of more than £60m.
DFID is reviewing the methodology used to track this expenditure building on
comments in the evaluation report.”

It concerns us that DFID can only identify “potentially” relevant projects and programmes
which have benefited from this dedicated funding. It is apparent from this example of
funding allocated for children affected by AIDS that DFID cannot always effectively
track its expenditure nor provide a guarantee that it has reached its intended recipients.
We understand the problems presented when funding is channelled through
multilateral agencies but it is unacceptable that DFID cannot demonstrate that
dedicated funding targeted at a particular vulnerable group has benefited those for
whom it has been allocated. We expect DFID to report back to us, in response to this
report, on how it has changed the mechanisms it uses to track project expenditure to
ensure funding reaches the intended beneficiaries.

Assessing progress towards the Millennium Development Goals

16. The Permanent Secretary told us “We exist to achieve the MDGs”.*” 7 July 2007
represented the mid-point in the time set for achieving the Millennium Development
Goals by 2015. DFID’s current Public Service Agreement (PSA) targets are specifically
linked to progress towards the Millennium Development Goals (MDGs). But, as we have
pointed out, this presents a problem in measuring DFID’s effectiveness in that it is not
possible to disaggregate DFID’s own contribution from that of other donors in assessing
whether progress has been made on an MDG target. DFID has acknowledged the
problems arising from linking the PSA to progress on the MDGs:

“Linking outcomes specifically to the UK’s role is challenging. It is important to be
realistic about the extent to which partner country results can be attributed to the
Government’s work [...] In addition, there are difficulties in realising the impact of

34 HC Deb, 1 February 2005, cols 795-6w; Taking Action: Summary of the UK’s strategy for tackling HIV and AIDS in the
developing world, DFID, 2004, p 6

35 Letter to the Chairman from the UK Consortium on AIDS and International Development Working Group on Orphans
and Vulnerable Children, 23 April 2007, Ev 127

36 Ev 26
37.Q22 [Sir Suma Chakrabarti]
































































































