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Acronyms and glossary

BEIS Department for Business, Energy & Industrial Strategy, which includes two ODA-
spending divisions: BEIS Research & Innovation (R&l) and BEIS Climate

CDC Formerly the Commonwealth Development Corporation, a development finance
institution owned by the UK government

CERF Central Emergency Response Fund

DFID Department for International Development (merged with the Foreign and
Commonwealth Office in September 2020)

DHSC Department of Health and Social Care

FCDO Foreign, Commonwealth and Development Office

FCO Foreign and Commonwealth Office

GNI Gross national income

HM Treasury Her Majesty’s Treasury

NAO National Audit Office

NGO Non-governmental organisation

ODA Official development assistance

OECD DAC The Organisation for Economic Co-operation and Development’s Development
Assistance Committee

ONS Office for National Statistics

SOG Senior Officials Group

Glossary of key terms

Calendaryearand The calendar year runs from 1January to 31 December. The financial (or fiscal) year
financial year used in government accounting runs from 6 April to 5 April the following year.

Cash accounting Cash accounting and accrual accounting are different methods for recording how cash

and accrual
accounting

comes into and out of a business. Cash accounting involves income and expenditure
being recorded when money is received or paid. Under accrual accounting, income

and expenditure are recorded when a transaction takes place (irrespective of whether
cash has been received or paid).

Cross-government These funds have their own governance and management structures, and oversee
funds programmes delivered across government departments. These are the Prosperity
Fund and the Conflict, Stability and Security Fund, overseen by the Joint Funds Unit.

The UK is attributed a share of the EU’s External Assistance Budget based on UK
contributions to the total EU budget. Each budget line within the External Assistance
Budget was attributed to either DFID (as ‘EU attribution DFID’) or other departments
(‘EU attribution non-DFID’) based on the aim of the budget line.

European Union
(EU) attribution




Glossary of key terms

Financial
transactions

Financial year
underspend

Forecasts

In-donor refugee
costs

Investment
Committee and
Management
Board

Main and
Supplementary
Supply Estimates

Monitoring
commissions

Negative ODA/
ODA reflows

Non-departmental
ODA

ODA

ODA
modernisation

Paymentin
advance of need

Financial transactions are a form of capital used by government to provide loans or
equity investment to private sector entities.

Allocated spend that is not used before the end of the financial year (5 April).

Estimated spend by government departments.

OECD DAC rules allow donors to report some of the costs of hosting refugees in donor
countries during the first 12 months of their stay as ODA.

These were DFID governance committees before the DFID-FCO merger. The
Investment Committee met quarterly and provided assurance that DFID's programme
portfolio delivered value for money. The Management Board met monthly and
provided strategic direction to the management of DFID's operations, staff and
financial resources. Both supported the overarching Departmental Board, chaired by
the secretary of state.

Government seeks Parliament’s authority for its spending plans through the Supply
Estimates process. Government is only able to finance planned activities if Parliament
votes for the necessary financial provision. Main Supply Estimates contain the detail
of spending plans for a particular year and are presented for parliamentary approval
ahead of the financial year in question. Changes are presented at the end of each year
through Supplementary Estimates. There is a separate estimate for each department.

ODA-spending departments received reqular ‘commissions’ (requests for ODA
forecasts) from DFID before the DFID-FCO merger, often with a two-week deadline
for returns. This commissioning cycle played an important part in the ODA
monitoring process.

Negative ODA, or ODA reflows, includes any income that is generated as part of
investments financed by aid and unspent contributions to programmes or multilateral
organisations (such as trust funds) that are returned. As per the 2016 OECD DAC
agreement, any profits or dividends paid back to donor governments from private
sector instruments should also count as negative ODA or an ODA reflow.

This is ODA that is not spent by any central government department. This includes the
EU attribution (non-DFID), contributions to the BBC World Service, Gift Aid and aid
spent by the devolved administrations.

ODA is defined by the OECD DAC as government aid that promotes and specifically
targets the economic development and welfare of developing countries.

ODA modernisation is the OECD DAC-led process of modernising its system for how
ODA is defined, monitored and reported.

Payment in advance of need is when funds are given before it is demonstrated and
agreed that they are needed. Payment in advance of need is not allowed unless
approval from HM Treasury is obtained.




Glossary of key terms

Promissory notes  These are legally binding financial commitments by the UK government to provide

(PN) to the named beneficiary any amount, up to the specified limit, that the beneficiary
may demand at any time. DFID used PNs mainly, but not exclusively, as part of the
arrangements to make payments to multilateral international development banks

and funds.
RAG (red, amber,  Within their monitoring commissions, departments indicate their level of confidence
green) ratings in achieving their forecasts by the end of the calendar year using a red/amber/green
(RAG) rating scale, with red signalling the lowest level of confidence and green
the highest.

Settlement letters Following a spending review or spending round, HM Treasury issues settlement letters
to departments which lay out their departmental expenditure limits and other controls
on spending for each year covered by the spending review. For ODA-spending
departments, settlement letters also record ringfenced amounts for ODA-eligible
spending by the department.

Spender or saver of Asspender or saver of last resort, DFID was required by HM Treasury to spend the
last resort difference between non-DFID ODA spend and the 0.7% target to make sure the UK’s
ODA commitment was met by 31 December each year.

Spending review A spending review is a governmental process carried out by HM Treasury to set multi-
year expenditure limits for departments. The last spending review took place in 2015
and set out expenditure limits for financial years 2016-17 to 2019-20.

Spending round A spending round sets out the government’s spending plans for (usually) one year in
the interim of a new spending review. The last spending round took place in 2019 and
set out expenditure limits for the financial year 2020-21.




Executive summary

The UK is one of only a handful of donors worldwide that meets the international target of spending 0.7% of its
gross national income (GNI) on official development assistance (ODA), and one of only two to have enshrined
that commitment in law, in the 2015 International Development (Official Development Assistance Target) Act.
The UK interprets the target as both a floor and a ceiling: the government seeks to achieve but not exceed
0.7% of GNI each year. As the final GNI figure is not known until after the end of the calendar year, and because
coordination is required across many ODA-spending departments and cross-government funds, this is a
considerable managerial challenge.

This rapid review explores how well the UK government manages the ODA spending target. It assesses the
mechanisms for coordinating aid expenditure across ODA-spending departments, and the role played by

the former Department for International Development (DFID) as ‘spender or saver of last resort’, required

to adjust its expenditure up or down late in each calendar year to prevent any shortfall or overspend. We
cover the period since 2013, when the UK first achieved the 0.7% target, to 2019, building on reviews by the
National Audit Office (NAO) of management of the target published in 2015 and 2017. The review does not
assess whether the target itself is an appropriate one, as this is a matter of government policy and a legislative
requirement. We intend to carry out a supplementary review of management of the target in 2020 once
spending data is available, given the dramatic impacts of the COVID-19 pandemic on the UK economy and its
consequences for UK aid.

Relevance: What is the process for the allocation, monitoring and management of ODA
spending targets to and within individual departments, and how well is this process
governed and managed?

The spending target poses a complex set of financial management challenges for HM Treasury and
aid-spending departments. Since the 2015 legislation mandating the target, a set of cross-government
coordination mechanisms has emerged, including the Senior Officials Group (SOG), which has overall
responsibility for overseeing management of the target. In order to manage delivery of the 0.7% target given
difficulties in forecasting aid expenditure and GNI, DFID was assigned the role of spender or saver of last resort
in its 2015 settlement letter from HM Treasury. In this capacity, DFID obtained regular spending forecasts

from other departments, tracked non-departmental spend (ODA expenditure that does not fall within any
department’s budget) and closely monitored GNI forecasts, in order to adjust its spending in response to any
gaps in reaching 0.7%. HMW Treasury sets targets for all departments, specifying that they must spend 90% of
their ODA allocation in the first three quarters of the financial year (later revised down to 85% and then 80%
for non-DFID departments) in order to help deliver the target. DFID and HM Treasury used the SOG to engage
departments on their spending forecasts, targets and value for money issues. The government used several
methods to adjust ODA expenditure towards the end of the calendar year in order to hit 0.7%.

Overall, we found that the UK government has successfully developed several layers of governance that have
facilitated increasingly effective cross-government coordination and ensured the 0.7% target has been met
each year since 2013. This coordination has been especially useful towards the end of the calendar year, when
final adjustments to spending are made. Non-DFID ODA-spending departments have strengthened their
oversight of and reporting on the ODA they spend, although their processes are generally less sophisticated
than DFID’s were. While the target has provided some perverse incentives for ODA allocations, stronger
governance and better management over time have reduced value for money risks.

Efficiency: What are the value for money risks associated with meeting the spending target,
and how well do the responsible departments mitigate them?
The increase in ODA spending managed by non-DFID government departments since 2015 (from less than

atenth in 2014 to just over a fifth of the total in 2019) introduced new and sometimes significant value for
money risks. Initially, due to capacity challenges, many departments were spending at levels well below HM




Treasury-set spending targets, a problem that has eased over time. However, the spending forecasts of these
departments remain volatile and there remains a high concentration of expenditure by these departments in
the final quarter of the calendar year.

DFID adapted and developed its financial management systems to respond to these challenges and
successfully adjusted its spending to ensure that the target has been met every year since 2013. It was able

to make use of the flexibility inherent in its programme portfolio, especially through rescheduling multilateral
payments and maintaining a pipeline of projects that could be brought forward as needed. Its ability to act as
spender or saver of last resort was, however, closely linked to the scale of multilateral contributions, and the
challenge becomes more difficult in years when multilateral replenishments are lower than expected.

We also conclude that HM Treasury’s ‘one size fits all” approach to setting spending targets for departments
for the first three quarters of the year has not been effective, given departments’ differing spending profiles
and constraints.

In examining value for money risks posed by different types of ODA spend, we found no evidence that
rescheduling multilateral contributions across calendar years compromised value for money. We have,
however, noted that special rules for DFID’s capital budget may have introduced value for money risks and we
flag the need to pay attention in the next spending review to mitigating possible risks linked to the reallocation
of ODA spent through the EU and to the management of ODA reflows.

Learning: To what extent have departments reduced the value for money risks associated
with meeting their spending target?

We found that processes for managing ODA spending had improved across all departments and funds,

and most departments were getting closer to meeting their in-year (April to December) spending targets.
However, further progress is needed by non-DFID departments to improve the accuracy of forecasting

and reduce the amount of spend taking place in late December. We found that the cross-government

lesson learning activities led by DFID and HM Treasury, with the participation of other departments, were
comprehensive and the findings were well communicated across government. These exercises have led to
identifiable changes and have helped to build a more accurate picture of capability gaps in the management of
the spending target. However, all of the departments we interviewed as part of this review indicated that they
would need additional resources to address these gaps.

Overall, we conclude that the system for managing the target is well suited to handling the typical level of
variability experienced in most years since 2013. However, larger shocks — such as major fluctuations in UK GNI
forecasts coinciding with significant reductions in multilateral contributions, both of which occurred in 2019 -
can pose significant risks. The rigidity of the UK system (compared to other donors) poses more challenges in
times of significant shocks. The 2020 OECD DAC peer review noted that the UK could draw on the experience
of other DAC members to smooth ODA budgets and expenditure over several years.

Recommendations

Recommendation 1

HM Treasury should consider assigning spending targets for the first three quarters of the financial year
to ODA-spending departments and cross-government funds that better reflect the structural nature and
spending profile of their programme portfolios and reduce negative effects for suppliers.

Recommendation 2

The UK government should lessen the value for money risks associated with managing the 0.7% target by
establishing a spending floor for FCDO (as the new spender or saver of last resort) that gives it a degree of
certainty over its share of UK ODA spending.

! United Kingdom - DAC Peer Review of Development Co-Operation, OECD, 12 November 2020, p.18, link.



https://www.oecd.org/dac/peer-reviews/peer-review-unitedkingdom.htm

Recommendation 3

The UK government should ensure that a sufficient share of the UK’s ODA portfolio is allocated as multilateral
aid, so that ministers have the flexibility they need to manage the target at calendar year end, without
compromising value for money or adversely impacting programme delivery (or supplier operations).

Recommendation 4

The UK government should explore ways of introducing greater flexibility into the management of the 0.7%
target, including, for example, introducing a ‘tolerance range’ for hitting the target of between 0.69% to 0.71%
of GNI, or specifying the target as a three-year rolling average.




1. Introduction
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The UK is one of only a handful of donors which meet the international target of spending 0.7% of gross
national income (GNI) on official development assistance (ODA), and one of only two to have enshrined
that commitment in law.? The UK interprets the target as both a floor and a ceiling: the government
seeks to achieve but not significantly exceed 0.7% of GNI each year. With ODA being spent by many
departments, and GNI and elements of the UK’s large and complex aid expenditure difficult to predict in-
year, this presents a considerable managerial challenge that one former DFID minister likened to “landing
a helicopter on a handkerchief”?

This rapid review explores how well the UK government manages the ODA spending target. It assesses
the mechanisms for coordinating aid expenditure across departments, and the role played by the former
Department for International Development (DFID) as ‘spender or saver of last resort’,* required to adjust
its expenditure up or down in each calendar year to prevent any shortfall or overspend. We cover the
period from 2013, when the UK first achieved the target, to 2019. We intend to carry out a supplementary
review of management of the target in 2020, once spending data is available, given the dramatic impacts
of the COVID-19 pandemic on the UK economy and the aid programme.

Various commentators have raised concerns that a spending target poses risks to the value for money

of UK aid. These concerns include: the potential for a greater focus on inputs (spending needed to meet
the target) than intended results, the risk of financing poorer quality programmes towards the end of the
calendar year, risks associated with increasing contributions to multilaterals and with potential payments
in advance of need (not allowed by HM Treasury rules), and challenges arising from managing two year
ends using different accounting methods. In this review, we work through concerns raised externally

and by the UK government itself to assess whether these value for money risks® have materialised, and
whether the UK government is managing them appropriately. The review does not assess whether the
target itself is an appropriate one, as this is a matter of government policy and a legislative requirement.

The time period we are reviewing precedes the merger of DFID and the Foreign and Commonwealth
Office (FCO). We therefore refer to the predecessor departments throughout this report. However, a key
objective of the review is to guide the new department, the Foreign, Commonwealth and Development
Office (FCDO), as well as HM Treasury and other ODA-spending departments, in future management of
the spending target.

Table 1: Our review questions

1. Relevance What is the process for the allocation, monitoring and management of ODA

spending targets to and within individual departments, and how well is this
process governed and managed?

2. Efficiency What are the value for money risks associated with meeting the spending

target, and how well do the responsible departments mitigate them?

3. Learning To what extent have departments reduced the value for money risks

Gooa W

associated with meeting their spending target?

International Development (Official Development Assistance Target) Act 2015, link.

Landing a helicopter on a handkerchief, Vel Gnanendran, Aid Unplugged blog, 5 January 2018, link.

Effectiveness of UK aid: interim findings, International Development Committee, June 2020, paragraph 23, link.

We have defined ‘value for money risks’ as sub-optimal allocation and spending choices resulting from having to hit but not significantly exceed the 0.7% target.



https://www.legislation.gov.uk/ukpga/2015/12/contents/enacted
https://aidunplugged.wordpress.com/2018/01/05/landing-a-helicopter-on-a-handkerchief/
https://publications.parliament.uk/pa/cm5801/cmselect/cmintdev/215/21506.htm

Methodology
1.5 The methodology for this review included the following components:

- An annotated bibliography presents short summaries of literature on the origins, history and
perceptions of the 0.7%, and the UK’s approach to managing the target.

« Our data collection, which took place in August and September 2020, included: (i) a review of
government documents related to the spending target, (ii) virtual interviews with 42 senior
government officials from across government and external stakeholders, (jii) a virtual focus group
discussion with 16 representatives from civil society, universities, think tanks and independent experts,
and (iv) an open call for written submissions, including from UK government supply partners and
grant recipients.

« We conducted case studies of five aid-spending departments and funds and six thematic issues
(see Table 2). Together, the departments and funds in our sample accounted for 85% of UK aid
spending in 2018.°

Table 2: Sampled case study areas

Department/fund case studies Thematic case studies

- Department for International Development - DFID as spender or saver of last resort
- Department for Business, Energy and « Multilateral aid spending
Industrial Strategy - Non-departmental ODA
+ Home Office - Capital spend
« Department of Health and Social Care - ODA modernisation
+ Prosperity Fund « Humanitarian aid spending (rapid-onset)

1.6 This review builds on the National Audit Office’s (NAO) reviews of management of the aid target
published in 2015” and 2017,2 and extends this analysis through to the end of 2019. It also draws on some
insights from the NAO’s 2019 review on the effectiveness of UK ODA.?

Box 1: Limitations of the methodology

Time restrictions: Data collection for this review took place during a time period disrupted by the
COVID-19 pandemic and the DFID-FCO merger. Both events affected the availability of UK government
officials to engage with the review. ICAlI made efforts to limit the amount of government engagement
required, given the current external pressures, by relying as far as possible on desk research.

Scope: The analysis timeframe for this review is from 2013 to 2019. However, most of our primary data
collection focused on the period from 2017 to 2019 to minimise burden on the government and to fit within
the parameters of a rapid review. ICAl worked closely with the NAO to build on their findings on managing
the target from 2013 to 2017, and reviewed secondary data to assess the broader context of our findings.
We also made efforts to interview some officials who have been in post for a long time, or who were
dealing with management of the target in earlier years.

° Departments and funds in our sample spent £12,374 million out of a total ODA spend of £14,552 million in 2018, based on the Statistics on International
Development, DFID, 2018, link.

7 Managing the Official Development Assistance target, National Audit Office, 2015, link.

8 Managing the Official Development Assistance target — a report on progress, National Audit Office, 2017, link

7 The effectiveness of Official Development Assistance expenditure, National Audit Office, 2019, link.



https://www.gov.uk/government/statistics/statistics-on-international-development-final-uk-aid-spend-2018
https://www.nao.org.uk/wp-content/uploads/2015/01/Managing-the-official-development-assistance-target.pdf
https://www.nao.org.uk/wp-content/uploads/2017/07/Managing-the-Official-development-Assistance-target-a-report-on-progress.pdf
https://www.nao.org.uk/wp-content/uploads/2019/06/The-effectiveness-of-Official-Development-Assistance-expenditure.pdf

2. Background and overview

The international ODA spending commitment

21 The 0.7% aid-spending target has a long history (see Figure 1).

Figure 1: Timeline of the UK’s history of the 0.7% ODA spending target

1950s to 1969
« The idea of a spending target first emerged in the 1950s — the
initial proposal was a transfer of 1% of donor countries’ income.

- The World Council of Churches presents the idea to the 2005
international community in 1958. In May 2005, EU member states pledge 2013
« The Pearson Commission, appointed by World Bank President to meet the 0.7% target by 2015, with a The first year the UK meets the 0.7%
McNamara, proposed in 1969 that ODA be raised to 0.7% of collective target milestone of 0.56% by target, requiring a30% increase in
donor gross national product by 1975 (and no later than 1980). 2010 (met by the UK). spend from 2012 to 2013.
1970 2010 2015
0.7% of donor national income is officially The commitment to meet the The commitment is enshrined in legislation from June 2015, when
agreed as an international target by the 0.7% target by 2013 is reaffirmed the International Development (Official Development Assistance
United Nations General Assembly in 1970. by the UK government. Target) Act legally obliges the government to meet the 0.7% target.

2.2 The Organisation for Economic Co-operation and Development’s Development Assistance Committee
(OECD DAC) is a coordination mechanism among traditional donors that sets standards and rules for
reporting on aid. The first OECD DAC member country to reach the 0.7% target was Sweden in 1974,
followed by the Netherlands in 1975, Norway in 1976 and Denmark in 1978. These countries (apart from
the Netherlands) have consistently met or exceeded the target in the years since. In total, only eight
OECD DAC countries have ever met the target and only five do so consistently. In 2018, across OECD DAC
donors, the average aid budget stood at 0.3% of GNI.'° A number of non-DAC countries have also become
important donors in recent years. Turkey has met the 0.7% ODA target since 2016 (in fact reaching 1.15% of
GNIin2019), the United Arab Emirates met the 0.7% ODA target between 2013 and 2018, and Saudi Arabia
came close at 0.56% in 2019. Other countries, including China, India, Brazil and South Africa, have also
increased their aid budgets, but do not currently apply the international ODA definition to their reporting.”

2.3 The UKis one of only two countries to have passed national legislation mandating the target and is unique
in consistently meeting, but not exceeding, the 0.7% target. The other country to enshrine the target in
legislation is Belgium, which has not as yet met the target. Instead, Belgium uses the flexibility allowed by
its legislation to provide an explanation to its parliament each year for why it has not hit the target.

2.4 Other donors that have consistently met the target have done so without any legal obligation; instead,
they have set out their commitment in national aid strategies or announcements in parliament. Instead
of mandating its target in law, Sweden passed a bill stating that ODA is to “amount to approximately
one per cent” of national income. Each year, its parliament considers the government’s budget bill and
sets the aid budget. In 2005, Sweden spent 1.4% while in 2019 it spent 0.99%. Denmark also routinely
spends more than the 0.7% target but has not enshrined this in law. By instituting a new budgeting
mechanism that allows it to meet the 0.7% commitment as an average over several years, Denmark
allows for fluctuations in certain unpredictable areas of expenditure, such as in-donor refugee costs.
Finally, Luxembourg’s target is not mandated in law but is reflected in the annual aid budget set each year
by its parliament. The ODA:GNI ratio is allowed to fluctuate around this target. Between 2008 and 2019,
Luxembourg spent, on average, 1% of GNI on ODA. However, it only hit 1% exactly on four occasions over
those 12 years, spending slightly above, or even slightly below, its stated goal in the other eight.”

See Annex 3 for more detail.

° ODA as a collective effort: latest trends, Development Co-operation Profiles, OECD, 2020, link.

Development finance of countries beyond the DAC, OECD, link.
For comprehensive case study reviews of other donor approaches to the 0.7% target, see Annex 3.

n



https://doi.org/10.1787/16bc821c-en
https://www.oecd.org/dac/stats/non-dac-reporting.htm

The UK’s commitment to 0.7%

Figure 2: The UK’s official development assistance as a percentage of gross national income
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Source: Statistics on international development: provisional UK aid spend 2019, 7 April 2020, link.

2.5 The UK first endorsed the 0.7% target in February 1974. However, it was not until the mid-2000s that
a cross-party consensus emerged for a time-bound commitment, which solidified ahead of the 2005
election.” In 2010, the Conservative and Liberal Democrat coalition government pledged to reach 0.7%
by 2013, which was achieved (see Figure 2). The ODA target was enshrined in law in the 2015 International
Development (Official Development Assistance Target) Act.

Box 2: An overview of the UK legislation governing the 0.7% target

The International Development (Official Development Assistance Target) Act 2015 states: “It is the duty

of the Secretary of State to ensure that the target for official development assistance to amount to 0.7%
of gross national income is met by the United Kingdom in the year 2015 and each subsequent calendar
year.”" If that target is not met in any given year, the secretary of state (the Act does not specify of which
department) must present an explanation to Parliament, based on economic or fiscal conditions in the UK
or overseas, and state the steps that will be taken to make sure the target is met the following year. This
flexibility has yet to be utilised by the UK government. The law also requires the secretary of state to make
arrangements for the independent evaluation of the extent to which UK ODA represents value for money.
ICAl is the means by which this commitment is met.

2.6 Since 2015, the architecture for managing UK aid has changed considerably, guided largely by the
November 2015 aid strategy. This strategy signalled a ‘step change’ in the management of UK ODA,
including a substantial increase in the number of ODA-spending government departments.” Nearly three
quarters (73.1%) of UK aid was spent by DFID in 2019." This complicates management of the spending
target, which relates to the entire amount spent across the 18 ODA-spending departments and cross-
government funds, as well as non-departmental ODA.”

2.7 Thetargetis calculated on a calendar year basis, in line with agreed processes for international aid
statistics, while the UK government’s financial year runs from April to April. The commitment therefore
requires the UK to manage expenditure across two time periods.

» In their manifestos for the 2005 election, the Conservative and Labour parties committed to reach the 0.7% target by 2013 and the Liberal Democrats
committed to reach it by 2011.

“ International Development (Official Development Assistance Target) Act 2015, link.

s UK aid: tackling global challenges in the national interest, DFID and HM Treasury, 23 November 2015, p. 13, link.

T Statistics on International Development: Final UK Aid Spend 2019, September 2020, p. 5, link.

v See How UK aid learns: A rapid review, ICAIl, September 2019, link, for a recent description of the UK’s overall aid architecture.



https://www.gov.uk/government/statistics/statistics-on-international-development-provisional-uk-aid-spend-2019
https://www.legislation.gov.uk/ukpga/2015/12/contents/enacted
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/478834/ODA_strategy_final_web_0905.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/921508/Statistics_on_International_Development_Final_UK_Aid_Spend_2019.pdf
https://icai.independent.gov.uk/wp-content/uploads/How-UK-aid-learns.pdf

Box 3: How are UK aid budgets allocated and accounted for in order to meet the target?

Departmental budgets are allocated periodically through cross-government spending reviews, and
include ringfenced ODA allocations. These are further specified by Parliament in the annual budget and
in-year adjustments (known as Main and Supplementary Supply Estimates).” In the 2015 spending review,
ODA budgets equivalent to a total of 0.7% of forecast GNI were allocated across departments through a
competitive process conducted by HM Treasury. Departments were asked to identify which elements of
their current budgets could be classified as ODA as per the OECD definition, and to indicate where they
would like to increase their ODA expenditure. A panel consisting of HM Treasury and DFID officials, as
well as representatives of the Major Projects Authority (now the Infrastructure and Projects Authority),
considered a total of 61 ODA bids with a combined value of £18 billion. See Annex 1for a graphic that
summarises this process.

HM Treasury then issued settlement letters to each department, confirming their overall budget and
their ringfenced ODA allocations. Departments were also reminded of their obligations to ensure value
for money in their aid spending, to support cross-government aid objectives and to provide timely and
accurate reporting on their expenditure in order to assist with management of the spending target. In
addition to reporting on their ODA expenditure across two time periods, departments are required to
use two accounting methods. ODA spending is reported using cash accounting (where expenditure

is recorded when the payment is made), while government accounts use the accrual method (where
expenditure is recorded in the accounts when the transaction takes place, irrespective of whether cash
has been paid).

Spending by government departments is classified as either ‘resource’, for day-to-day operations, or
‘capital’, for investments that add to the government’s stock of fixed assets.”” All government departments
must comply with the rules and guidance set out in HM Treasury’s Managing public money guide.” A share
of DFID's capital allocation was ringfenced for financial transactions, which included contributions to the
UK’s development finance institution, CDC, and international financial institutions, including the Asian
Development Bank and the International Bank for Development and Reconstruction (the lending arm of
the World Bank Group).

8 These processes are explained in Supply Estimates: a guidance manual, HM Treasury, July 2011, link.
” Departmental budgets, Institute for Government, 26 March 2020, link.
2 Managing public money, HM Treasury, July 2013, link.
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3. Findings

How is the ODA spending target managed?

3.1 The spending target poses a complex set of financial management challenges for HM Treasury and
aid-spending departments. Since the target was brought into legislation in 2015, a set of coordination
arrangements has emerged, including an annual calendar of monitoring commissions requesting
departments to provide their ODA spend forecasts to DFID and HM Treasury. Alongside processes
specific to managing the target, DFID had in place a broader approach to value for money at the
programme and portfolio level, assessed in a 2018 ICAI review.” Other departments have their own
approaches to value for money, which vary based on the type of ODA they spend and how long they
have managed ODA programmes. In this section, we outline the processes as they have evolved. We then
move on to our assessment of whether these arrangements gave rise to value for money risks over the
period from 2013 to 2019, and whether these have been appropriately managed.

In-year monitoring and management

3.2 Overall responsibility for overseeing management of the target is entrusted to a Senior Officials Group
(SOQG), established in 2016 by HM Treasury and, until September 2020, co-chaired by DFID.? The
membership of the SOG also includes officials responsible for ODA spending from other departments. Its
objectives are “to support departments to demonstrate that ODA spend meets high standards of value
for money” and “to deliver a 0.7% GNI ratio by ensuring effective cross-government spending control.”?
The SOG leads a set of processes for monitoring how aid-spending departments are performing against
their targets throughout the year.

3.3 In 2015, HM Treasury specified that aid-spending departments must spend 90% of their financial year
ODA allocations in the first three quarters of the financial year, to enable the calendar year target to be
met. Following feedback from departments, HM Treasury reduced the target for departments other than
DFID, first to 85% (for 2017-19) and then to 80% (for 2020). DFID’s target remained at 90%.

3.4 Tomanage delivery of the 0.7% target in the context of difficulties in forecasting aid expenditure and GNI,
DFID was assigned the role of spender or saver of last resort in its 2015 settlement letter from HM Treasury.
In this capacity, DFID obtained regular calendar year forecasts from other departments, to track aggregate
expenditure against calendar year targets, and quarterly reporting on actual and forecast expenditure.
Departments were asked to indicate their level of confidence in their forecasts using a red/amber/green
(RAG) rating scale. Based on these forecasts, DFID then increased or reduced its spending to make up for
changes to ODA spending in other departments to ensure that the 0.7% target was achieved.

3.5 Inaddition to monitoring its own and other departments’ ODA spending, DFID was required to track non-
departmental spend (that is, ODA-eligible expenditure that does not fall within any department’s budget).
The largest items in this category in 2019 were the non-DFID element of the EU attribution (parts of which
are ODA-eligible) and Gift Aid (tax rebates for charitable donations by UK taxpayers for international
development), estimates of which are adjusted throughout the year and are difficult to predict.

3.6 DFID also kept a close eye on quarterly GNI outturn data produced by the Office for National Statistics
(ONS), which is revised during the year as more economic data becomes available. The ODA:GNI ratio
can only be calculated after calendar year end and is not finalised until autumn of the following year at
the earliest. In 2019, a provisional ODA:GNI ratio was calculated based on a GNI estimate published by the
ONS on 31 March 2020.

2 DFID’s approach to value for money in programme and portfolio management: A performance review, ICAI, February 2018, link.

Managing the Official Development Assistance target — a report on progress, National Audit Office, 2017, p. 23, link.
s ODA Senior Officials Group Terms of Reference, DFID and HM Treasury, November 2018, unpublished.
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Year-end adjustments

3.7 The government uses several methods to adjust ODA expenditure towards the end of the calendar year,
in response to the latest GNI estimates and differences between actual and forecast ODA expenditure
during the year. One is to reallocate the ODA budget between departments in the final quarter, through
Supplementary Estimates. HM Treasury requires departments to declare any expected underspend by
September. It can then reallocate unused resources to other departments.

3.8 Asthe end of the calendar year approaches, the frequency of monitoring is increased. DFID’s practice
was to compile actual and forecast expenditure figures from each department with a frequency that
reflected the amount of spend remaining and the level of risk. To avoid any major last-minute changes,
HM Treasury introduced a 15 December cut-off date for most ODA expenditure (departments must seek
approval for any expenditure between 15 and 31 December).

Figure 3: Process map showing cross-government coordination to hit the 0.7% target*

Allocations are made through HM Treasury sets targets for financial DFID liaised closely with the Office for National Statistics (ONS)
Spending Reviews from HM year spend from quarter 1to quarter 3: regularly monitored ONS outturn estimates of GNI.

Treasury to government « The target for DFID was 90%

departments — Settlement « The target for non-DFID departments Non-DFID departments sent monitoring returns with forecasting data to
Letters outline departmental was 90% in 2016, 85% in 2017-19, and DFID.* The returns included a RAG rating from departments (denoting a
expenditure limits. 80% from 2020. red, amber or green level of confidence in their forecasts).**

The government confirms it After 15 December, DFID determined At year end, departments may schedule On a regular basis DFID

has met the target based on the amount of outstanding spending or reschedule final payments for either assessed what increase /
its best estimate of GNI by 31 needed to meet the target. December or January. reduction in spend could
December. The government be necessary based on
confirms whether the target DFID then sought to either increase or GNI assessments and
has been met when it HM Treasury instructs that most reduce spend to meet the target. performance of
publishes Statistics on payments be made before a 15 Options included funding their existing departments against
International Development December cut-off — payments after programme pipeline or rescheduling their forecasts.
the following year. this date must be approved. payments to the next quarter (usually

from December to January).

I Applicable to all departments I Applicable to DFID - Applicable to non-DFID departments
*Introduced in 2016 ** Introduced in June 2017

3.9 After15 December, DFID then adjusted its own expenditure to ensure the target was hit (reported within
two decimal places, as required for international aid statistics). In 2019 this rounding afforded a margin
of error of approximately £100 million (in either direction) — a challenge which is particularly resource-
intensive to meet. To do this, it relied principally on rescheduling multilateral contributions agreed in
promissory notes to fall either side of 31 December.

Box 4: What are promissory notes?

The amount and timing of multilateral contributions are set out in promissory notes (legally binding
commitments to pay), which are issued in favour of the multilateral partner and lodged with the Bank

of England. A promissory note counts as ODA expenditure at the time it is issued, even though the

funds are not transferred until later, according to an ‘encashment schedule’ agreed with the multilateral
organisation. This is particularly useful for multilateral development banks, which are not permitted to
agree new loans to developing countries until they have secured the funds from donors, but typically

pay out the loans in instalments over several years.” Promissory notes provide them with the liquidity to
continue their operations. At any given time, the UK has around £5 billion in outstanding ODA promissory
notes. We discuss the implications of this below in paragraph 3.54.

2 For a detailed overview of how the target was met in 2015 and 2016, see Figure 14 in Managing the Official Development Assistance target — a report on

progress, National Audit Office, 2017, pp. 46-47, link.
Smart guide: promissory note deposits & encashment guidance, DFID Financial Accounting Team, February 2019, unpublished.
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Relevance: How well is the process governed and managed?

The Senior Officials Group has become an effective cross-government structure for managing the target

310 The complexity of hitting an aggregate aid target across a large number of government departments
calls for robust governance structures and clear coordination. The SOG brings together the responsible
officials from across government, enabling efficient communication on the challenges and how
to respond to them. The SOG has become an effective mechanism for sharing information about
expenditure forecasts and other variables, as well as updating on progress towards the target at various
points in the year.

311 HM Treasury has used the SOG meetings to challenge departments to improve their performance against
spending targets, while DFID provided guidance on forecasting of expenditure, to minimise crowding of
expenditure towards the year end. At times, tensions have arisen between the need to impose top-down
discipline and allowing departments enough space to raise concerns about their own spending profiles.
Nevertheless, DFID noted it had developed good working-level relationships with other departments,
and the departments we interviewed found the SOG to be an effective, though sometimes formulaic,
forum (given the regular revisiting of a set action plan).

312 Meetings closer to the end of the calendar year have been judged to be most useful, particularly by
DFID and HM Treasury, as the evolving picture of progress towards the spending target becomes
clearer. A meeting is generally held in September to allow HM Treasury time to challenge departments
on their forecasts and to reallocate ODA as needed. Meetings in the final quarter of the calendar year
are particularly important, especially in years with higher-than-usual levels of uncertainty. In 2019, for
example, DFID used the November SOG to address the implications of a lower-than-expected GNI target
and the risks of disruption to aid spending caused by the 12 December general election.?

3.13 The SOG has a wider remit beyond managing the ODA spending target, including supporting HM
Treasury’s efforts to improve cross-government coherence and effectiveness, and reporting periodically
to the ODA Ministerial Board, which is the highest-level coordination structure for UK aid. As part of
this effort, in 2018 HW Treasury developed a framework for monitoring the alignment of UK aid against
the 2015 aid strategy, but this remains unpublished. At least one department noted that, as time spent
in SOG meetings on broader ODA coherence issues increases, it would be useful to convene additional
technical discussions focused solely on the target. For this reason, a ‘junior officials group’ was convened
in advance of a SOG meeting in 2020 to allow for more detailed technical discussion.

DFID successfully fulfilled the main responsibilities and carried the risk associated with the spending target

314 Between 2017 and 2019, DFID tracked cross-government ODA expenditure on a near-monthly basis,
presenting the information to its Management Board. The level of detail increased as the calendar
year end approached, and was sufficiently granular to allow DFID to monitor, track and respond to any
potential value for money risks, particularly those related to its own role as spender or saver of last resort.
Any issues were raised in quarterly Investment Committee meetings.”

3.15 Itis notable, however, that DFID had no overall responsibility for ensuring the value for money of aid
spent by other departments, and only had full control over its own spending through cross-government
funds (see Figure 4). Its Investment Committee was responsible for providing assurance to DFID’s
permanent secretary, as accounting officer, that the department’s own portfolio represented value for
money. However, HW Treasury rules stipulate that each department is responsible for the quality of its
own expenditure. DFID was, however, mindful of potential reputational risks for UK aid, including not
meeting the target, and sought to coordinate across departments where possible.

% Senior Officials Group meeting minutes, UK government, 14 November 2019, unpublished.
z The Investment Committee was a governance structure set up to support the DFID Departmental Board and provide assurance that the DFID portfolio was
delivering value for money.




Figure 4: Overview of DFID’s level of control over the main components of ODA spend

Other departments and
Former DFID cross-government funds
Some control over 22.4% of
L)
Full control over 73% of ODA budget ODA budget
« £11.1billion in 2019 « £3.4 billion in 2019 « £0.7 billion in 2019
« Spender/saver of last resort, ie DFID flexed its « Some control over spend through « Includes EU attribution, Gift Aid and BBC World
spend in response to movement in the other cross-government funds Service.
three components (other government « Individual departments are fully responsible for
departments/cross-government funds, their own spend. The largest spenders (over £500
non-departmental ODA and GNI) . million) are: The Department for Business, Energy

& Industrial Strategy (BEIS) and the former
Foreign and Commonwealth Office (FCO).

« Target based on GNI as forecast by the Office for Budget Responsibility « GNI estimates continue to be revised after the end of the year
« Former DFID adjusted target based on updated CNI estimates during the year « Final GNI used in official reporting is not known until the following year.

Source: Adapted from internal presentations used by DFID in 2018 and 2079.

Other departments vary in the quality of their governance arrangements for aid spending, but they have
improved over time

3.16 Of the departments and cross-government funds that we sampled for this review, we found that each
had worked to put in place or improve governance structures for their aid spending. We were able to
confirm that the progress “towards increasing capacity and capability” identified by the NAO in 2017
has continued.® These structures include a capacity to monitor aid spending throughout the year and
to highlight any emerging challenges in meeting spending targets. The sophistication of departments’
financial management systems varies, generally (but not always) in proportion to the importance of ODA
within each department’s overall budget. Some departments invite HM Treasury representatives to their
internal ODA financial oversight meetings, for additional support. However, there is substantial variation
in practice across ODA-spending departments, which leads to varying levels of overseeing how spending
targets are managed.”

Does the spending target affect how UK aid is allocated?

The ODA target can create pressure to push the boundaries of what counts as aid

3.17 Over the spending review period, DFID provided guidance to other departments on what counted as
ODA, defined by the OECD DAC as “government aid that promotes and specifically targets the economic
development and welfare of developing countries.”*® In 2018, the Institute for Fiscal Studies expressed the
view that “meeting the annual target with no margin to spare creates a disincentive for the Secretary of
State to halt or reclassify aid [as non-ODA], as this can risk undershooting the target.” Similarly, in June
2020, in interim findings from an enquiry on the effectiveness of UK aid, the International Development
Committee noted that “there is a significant risk that non-DFID government departments will rebadge
day-to-day spending as aid and push the boundaries of what counts as aid.”*> We have seen evidence
from internal documents that this concern is shared by at least one government department, agreeing
with the NAO’s point in its 2019 report that ODA targets might have a distorting impact on spending
choices for some departments, particularly in the context of tighter overall budgets.*

® Managing the Official Development Assistance target — a report on progress, National Audit Office, 2017, p. 29, link.

2 The effectiveness of Official Development Assistance expenditure, National Audit Office, June 2019, link.

%0 What is ODA?, OECD, April 2020, p. 1, link.

3 How the UK spends its aid budget, IFS Green Budget, Institute for Fiscal Studies, 12 October 2018, p. 277, link.

2 Effectiveness of UK aid: interim findings, Second Report of Session 2019-21, House of Commons International Development Committee, 2 June 2020, p. 18, link.

3 The effectiveness of Official Development Assistance expenditure, National Audit Office, June 2019, link.
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3.18 While we agree that these are serious concerns that need careful monitoring, we did not come across
any instances of expenditure being inappropriately classified as ODA in this review. We have, however,
raised concerns around ODA re-classification in other reviews, particularly in respect of some research
expenditure in the Newton Fund.*

Concerns that the spending target encourages a greater focus on inputs than on results are partially mitigated
by the scale of international poverty reduction needs.

319 Inaninterview, a senior DFID official acknowledged a common perception that input-based spending
targets are unhelpful (that is, judging an aid programme by how much it spends, rather than what
it achieves). This perception was confirmed in our focus group discussion with non-government
stakeholders, expressed in several different ways. It was noted that spending targets encourage a focus
on inputs rather than outputs/outcomes, that relating aid levels to UK GNI rather than global need is
inappropriate, and that the impression of the UK government “shovelling money out the door” to meet
the target undermines the legitimacy of UK aid, even if this is not true. HM Treasury, however, made the
observation that departments would always aim to spend their budget allocations fully, even if there
were no overall 0.7% spending target.

3.20 Both HM Treasury and DFID officials made the point to ICAI that global poverty reduction needs far outstrip
current international aid flows, a point also documented by external sources.® This means there is no
shortage of worthwhile development projects, and no reason to believe that an increase in aid necessarily
leads to a reduction in its quality, even at the margins, provided that each aid-spending department has
adequate capacity to manage its own resources. The section below explores the methods the UK government
employs to ensure programming decisions related to the target represent good value for money.

Conclusion on relevance

3.21 The UK government has developed several layers of governance that have ensured that the 0.7% target
has been hit each year since 2013. The coordination has become increasingly effective over this period,
which enabled DFID to play its role as spender or saver of last resort successfully. Other ODA-spending
departments have strengthened their own oversight of the target, although their processes are
generally less sophisticated than DFID’s. While the target has provided some perverse incentives for ODA
allocations, stronger governance and better management over time have reduced value for money risks.

Efficiency: What are the value for money risks associated with meeting the spending target,
and how well do the responsible departments mitigate them?

Management of DFID’s ODA expenditure

Alongside its value for money assurance framework, DFID developed a well-articulated set of financial
management and risk mitigation procedures for meeting the spending target

3.22 Over a period of several years, DFID refined its value for money guidance and operational practices to
establish value for money as an overriding consideration for the department at all levels of its work and
all stages of the project cycle. DFID’s approach to value for money was reviewed by ICAl in February
2018.%¢In 2017, the Investment Committee reviewed DFID’s Value for Money Agenda for Action and plans
to drive value for money during the implementation of the 2015 spending review. In 2018, DFID sought
improvements in portfolio-level value for money management and in 2019 endorsed the proposal for a
strategy refresh.

34 See The Newton Fund: A performance review, ICAIl, June 2019, link.

Financing the end of extreme poverty: 2019 update, ODI Briefing Note, September 2019, link.
DFID’s approach to value for money in programme and portfolio management: A performance review, ICAI, February 2018, link.
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3.23 Since the introduction of the target, DFID adapted its financial management practices to provide the
flexibility needed not only to manage changes to spending plans that arose within its own portfolio, but
also to adjust its spending and play the role of spender or saver of last resort. It had a range of techniques
for accomplishing this, including:

- processes for pipeline and portfolio management, including over-programming

- close monitoring of actual and forecast ODA expenditure

- in-year tracking of GNI estimates

- profiling expenditure towards calendar year end, giving flexibility to reschedule between years.

Each of these practices is explored in turn below.

Dynamic portfolio management helped DFID meet the 0.7% target

3.24 DFID’s Investment Committee monitored the department’s portfolio and, as evidenced in meeting
minutes, raised concerns whenever programming levels needed to be adjusted to hit the target. Having
a strong pipeline of programmes in design and awaiting approval gave ministers a range of fully designed
and appraised programmes to bring forward if needed, avoiding the need to make poor allocative choices.

3.25 DFID’s Management Board recognised that delays in approving programmes during the year could result
in unhelpful pressure to spend money quickly before the end of the calendar year. It routinely tracked
approved programmes and those in the pipeline awaiting approval, and made sure that approvals were
given in a timely way. The figures show an improving trend in the timeliness of project approvals over the
years. By May 2017, only 65% of DFID’s 2017-18 resource budget scheduled to be spent between April to
December had been approved, which was considered a risk. In May 2018 the approved programme rate
had risen to 73%, and in May 2019 it stood at a healthier 77%.

3.26 To provide flexibility to adjust expenditure towards the end of the year, DFID routinely over-programmed
its budget (that is, it maintained a stock of approved programmes in excess of its annual budget,
which could be launched ahead of schedule in the event of underspend). If the department needed to
accelerate spending, senior management would proportionately increase the level of over-programming
and step up oversight of expenditure. This finding builds on the NAO’s conclusion that DFID had
improved the management of its own budget since 2013, smoothed its spending profile by distributing
spend more evenly across the year, and created an annual pipeline of projects that exceeded budgets,
creating more scope to apply value for money considerations in its spending choices.”

The unpredictability of GNI estimates and non-departmental ODA presented substantial challenges

3.27 Asoutlined above, DFID tracked GNI estimates in order to adjust expenditure in a timely way. GNI
variability at times presented a substantial challenge. HM Treasury indicated that it allocated additional
funds to DFID in 2018 to deal with a GNI rise over 2018 and 2019. A transfer of £230 million from HM
Treasury to DFID is recorded in the 2018-19 Supplementary Estimates.

3.28 The largest item of non-departmental ODA, the EU attribution®® (non-DFID), has been especially difficult
to predict. Estimates depend on the EU’s ability to forecast its own ODA spend, as well as exchange
rates and the imputed UK share of the EU’s budget (which depends upon the size of UK GNI relative to
other EU member states). EU attribution estimates vary considerably year to year and can change after
year end. They were particularly volatile in 2017, when estimates fell by £90 million between May and
December. Estimates in 2018 and 2019 were more accurate. The International Monetary Fund’s (IMF)
Poverty Reduction and Growth Trust, another example of non-departmental ODA, was also identified as
particularly volatile, with in-year forecasts varying by £329 million.

3.29 Although this volatility adds to the uncertainty in ODA spending plans, DFID was able to factor the
changes into its overall management of the target. Fluctuations were tracked on a regular basis by the
Management Board and considered, when necessary, by the Investment Committee.

7 Managing the Official Development Assistance target — a report on progress, National Audit Office, 2017, p. 9, link.

The UK is attributed a share of the EU’s External Assistance Budget based on total UK contributions to the EU. Figures reported in Statistics on International
Development (SID) are split between DFID and non-DFID departments. See SID, 2018, Annex 2, p. 4, link.
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Sudden-onset humanitarian crises were effectively managed through the UK’s cross-government ‘crisis
reserve’ fund and DFID’s contingency resources for unforeseen events

3.30 Another type of uncertainty in meeting the target is related to the rapid onset of humanitarian crises.
The ODA crisis reserve fund of £500 million, announced in the 2015 UK aid strategy and managed by
DFID, was designed to enable quick and flexible response to humanitarian crises. It was accessible to any
ODA-spending department. It consisted of a £200 million cash reserve (held centrally by DFID) and a
£300 million re-deployable reserve (allocated programme funds that could be redirected to respond to a
crisis if needed). The crisis reserve allowed DFID to quickly commit over £22 million of UK aid (as of March
2019) in response to Cyclone Idai, which affected 3 million people in Mozambique, Malawi and Zimbabwe.
DFID further responded to unforeseen humanitarian events by making a significant contribution to the
UN’s Central Emergency Response Fund (CERF) at the end of 2019 (further explained in paragraph 3.52).

DFID’s financial arrangements allowed it to absorb significant changes to payment schedules without adversely
affecting its programming

3.31 One of the concerns identified by the NAO in its 2015 report was the concentration in DFID expenditure
towards the end of the calendar year, which it recommended that the department reduce.* DFID’s view
was that the concentration of spend related to the timing of multilateral payments, and was a conscious
strategy enabling it to adjust their timing around year end, in order to play the role of spender or saver of
last resort.

3.32 Several external commentators argued that uneven spending profiles (such as a concentration of spend
at year end) introduce value for money risk, which would be mitigated by smoothing spend across the
year. This would most likely be the case if non-governmental organisation (NGO) or commercial suppliers
of bilateral programmes were forced to reschedule their expenditure according to DFID’s spending
calendar, or if rescheduled payments were made “in advance of need”, contrary to HM Treasury rules.*

3.33 While we have seen evidence from 2017 that DFID’s Management Board considered options for
rescheduling bilateral programme spend (including to CDC and multiple low-value transactions),
adjustments to spending made by DFID have more typically involved rescheduling multilateral
promissory note payments. We find that this has not compromised value for money. We return to the
rescheduling of multilateral payments in paragraph 3.52 below.

Managing the ODA target created administrative costs for DFID

3.34 While managing annual spending limits is routine for government departments, hitting the ODA target
is unusually onerous. It involves coordinating across more than 18 departments and cross-government
funds (even though their ODA spending is often small in relation to the total), meeting parallel reporting
conventions set by the OECD DAC, which continue to evolve, managing two different reporting years
and using two accounting conventions.

3.35 Within DFID, managing the 0.7% target was a department-wide activity. As the calendar year end
approached, it involved senior finance and policy department officials in an intense schedule of
activities, and coordinating with multilateral organisations and suppliers. There is no question that this
was resource-intensive for DFID, with high opportunity cost. Any measures that simplified the demands
would have the effect of freeing up resources for providing high-quality development assistance.

While DFID worked hard to manage the risks, the 90% financial year target resulted in an uneven pattern of
spending over the year and potential value for money risks

3.36 As noted above, HW Treasury's allocations assumed DFID would spend 90% of its budget in the first
three quarters of the financial year (April to December), but that this would be flexibly adjusted in-year as
necessary by DFID to meet 0.7% as spender or saver of last resort. This obligation was passed on to all DFID
directorates, with the exception of the Corporate Performance Group.” This obligation was challenging

Managing the Official Development Assistance target, National Audit Office, 2015, p. 9 and p. 26, link.
For more detail, see the Smart guide on advance of need and advance payments summarised in Annex 2.
In 2019 DFID’s Corporate Performance Group had a 68% target as its spend was predominantly staff-related and, as such, inflexible.
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3.37

for DFID in the early part of our review period, when its budget was expanding rapidly to meet the target
in 2013, but became embedded practice from 2015. DFID staff acknowledged that it created potential value
for money risks for bilateral programming, but these were mitigated by allowing underspend in some
directorates to be offset by overspend in others, smoothing expenditure across the department.

In April 2019, DFID faced the prospect of having to spend 94% of its 2019-20 budget in the first three
quarters, to make up a shortfall of £458 million in forecast spend by non-DFID departments (significantly
above the £28 million to £219 million forecast underspend at the same time in previous years). In

June 2019, DFID confronted a worst-case scenario of having to make up a possible £1.3 billion forecast
shortfall against the target resulting from further slippage by non-DFID departments, reduction in
non-departmental ODA, and GNI growth that would have required DFID to spend 103% of its 2019-20
budget in the first three quarters. DFID managed this by bringing forward the approval and design of
new programmes and by asking non-DFID departments to ensure all ODA-eligible spend was included

in their forecasts. HM Treasury instructed departments to transfer unspent ODA allocations to DFID, and
provided DFID with additional budget for 2019-20 which helped manage down its Q1-3 pressure. There is
no doubt that value for money risks are heightened when large in-year budget changes are required. The
system functions well in respect of ‘normal’ levels of variability but comes under pressure when the UK
economy and aid programme are subject to significant external shocks.

Variability in expenditure caused disruptions to DFID’s supply chain, of which it was not always aware

3.38

3.39
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Spending 90% in the first three quarters of the financial year can pose value for money risks when
combined with other factors that delay the approval of new programmes, such as elections and
ministerial changes. These factors can lead to lower-than-expected levels of approved programming and
pressure to rush expenditure.

We found some evidence that this adversely affected DFID’s suppliers. In our focus group discussion,
one supply partner noted that having end-of-year spending pressures heightens risks for international
NGOs operating in fragile contexts, where programming is in any case vulnerable to disruption. Rushed
expenditure in such environments could compromise the quality of programming. Another supplier
noted that, depending on the activity invoiced for (for example, the early scheduling of a conference
event), this could affect value for money, though was unlikely to have a material impact on results. In
written submissions, two suppliers noted they had been asked on a few occasions to time an invoice for
either December or January to help meet the 0.7% target, but that this did not have a significant impact
on programming.

DFID did not have a process for monitoring the impact of its spending targets on suppliers and may
therefore have been unaware of effects felt in its supply chains. However, in 2018, it introduced a strategic
relationship management programme covering 42 strategic supply partners from the private sector and
civil society and 80% of the department’s contract and grant spending.** This provided supply partners
with an opportunity to raise concerns and enabled DFID to monitor their financial health and stability.

ODA management by other departments

Non-DFID departments initially lacked the systems required for managing value for money risks
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In its 2017 report, the NAO noted that the allocation of resources to new ODA-spending departments
after 2015 introduced significant value for money risk because these departments lacked the systems
and skills required to develop and manage programmes. The departments we covered in this review
acknowledged that they faced challenges early in the 2015 spending review period, and that some of
these continue. The Department for Business, Energy & Industrial Strategy (BEIS) noted the added risk,
for those not familiar with managing ODA, of managing calendar year (cash accounting) and financial
year (accruals accounting) systems and procedures in parallel. ICAl observed in 2019 that in allocating
money to Newton Fund delivery partners, BEIS Research & Innovation (R&I), which manages the Fund,

Information provided directly by the FCDO Finance and Corporate Performance Department.




had not developed sufficient value for money assurance processes. ICAl’s 2018-19 follow-up review noted
that progress on value for money had been made.” The Prosperity Fund regarded the spend profile it
was set in 2015 as overambitious, and despite a budget reduction and term extension (decided by HM
Treasury following a recommendation made in ICAI’s 2017 review of the Prosperity Fund),** it continues
to underspend its ODA calendar year target, choosing, in its own words, to prioritise quality over rapid
scale-up of programming.

To accommodate rising ODA budgets, other departments sought to adopt some of DFID’s financial
management practices, with varying degrees of success

3.42 The 2015 spending review underestimated the time it would take new ODA-spending departments to
build a full portfolio and pipeline of ODA programmes. Five years on, not all of them have reached a
position where they can over-programme in order to meet their targets.

3.43 Before 2015, the Department of Health and Social Care (DHSC) managed a small amount of ODA-
eligible spend but no large development programmes. The ODA spending profile allocated to it in
the 2015 spending review was unrealistic, failing to take account of the lead time required to develop
and implement new programmes. As a consequence, DHSC underspent against its calendar year
allocation each year until 2019. DHSC was aware of the risks this posed to the overall spending target,
and communicated this regularly to HM Treasury and DFID, including at the SOG. For the Prosperity
Fund, being in a position to support DFID to invest £28.5 million in The Currency Exchange Fund (TCX)
programme in March 2019 helped boost overall UK ODA spend, at a time when only 15 of its portfolio of
27 programmes were under implementation. With all 27 programmes now under way, the Prosperity Fund
actively manages its overall expenditure, including through over-programming. Because of the nature of
their portfolios, BEIS Climate and the Department for Environment, Food and Rural Affairs (Defra) have
the option to reschedule multilateral payments at calendar year end (the main method used by DFID to
meet the target).

3.44 One official noted that non-DFID departments do not have the licence, which HM Treasury allowed DFID,
to commit up to 60% of their budget beyond the spending review period. Without this, departments
could be prevented from developing multi-year programmes and might have to close effective
programmes early, which could pose value for money risks.

Departments have struggled with forecasting their ODA spending

3.45 Inits 2017 report, the NAO identified concerns about the accuracy of forecasting by ODA-spending
departments, noting that only two of the 11 bodies reviewed were able in August 2016 to forecast within
10% accuracy what their spending would be in the final quarter of 2016.* Volatility in non-DFID forecasts
between August and December has continued, with two departments and one fund showing less
accuracy in 2019 than in the previous two years.*

3.46 These forecasting challenges can reflect different kinds of aid expenditure. For example, support
provided by the Home Office for asylum seekers in their first year in the UK counts as ODA and fluctuates
depending on the number of arrivals during the year.

3.47 Several departments, including the former Foreign and Commonwealth Office (FCO), BEIS, the Home
Office and the Prosperity Fund, also acknowledged that ‘optimism bias’ (where departments and funds
overestimate their spend in their forecasts) played a role in inaccurate forecasting.

The 90% financial year target set by HM Treasury was not sufficiently tailored to reflect different departmental
programme portfolios

3.48 Within the SOG, BEIS, the FCO and the Home Office have all noted that the nature of their ODA budgets
gives them little flexibility to manage their spending target. BEIS R&I noted that research spending, which

“ ICAI follow-up review of 2018-19 reports, ICAI, July 2020, p. 34, link.

a4 The cross-government Prosperity Fund: A rapid review, ICAI, February 2017, p. iii, link.

Managing the Official Development Assistance target — a report on progress, National Audit Office, 2017, p. 9, link.
Senior officials paper: 2019 ODA delivery — lessons learnt, unpublished.
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https://icai.independent.gov.uk/wp-content/uploads/ICAI-follow-up-review-of-2018-19-reports.pdf
https://icai.independent.gov.uk/wp-content/uploads/Rapid-Review-of-the-Prosperity-Fund.pdf
https://www.nao.org.uk/wp-content/uploads/2017/07/Managing-the-Official-development-Assistance-target-a-report-on-progress.pdf

constitutes a large share of its ODA budget, takes the form of monthly salary payments that cannot be
brought forward. Similarly, the demand-led nature of the Home Office’s support for asylum seekers
explains its inability to meet in-year spending targets.

3.49 HM Treasury has noted that the consequence for departments unable to meet the 85% target may be
reallocation of their aid budgets in-year to other departments. While HM Treasury opted not to revisit
the 2015 spending review settlements in light of the challenges that were encountered, it noted that
performance and capacity would be a consideration in the forthcoming spending review.

Concentration of expenditure at year end remains a significant problem

3.50 Because departments have struggled to meet in-year spending targets set by HM Treasury, too much
ODA expenditure is still concentrated towards the end of the calendar year. In 2016, almost half of non-
DFID departmental ODA was spent in the last quarter. This has reduced slightly, but has remained fairly
stable over the past three years, at 40% in 2017, 39% in 2018 and 38% in 2019. In practice, given the rising
aid budget, this means that the amount of ODA spent in December has increased, from £760 million in
2017 to £1,086 million in 2019.

3.51 This suggests that too much ODA is at risk of being rushed at year end, and the chance of slippage
against the target is heightened. Rushed expenditure poses a significant value for money risk. One
written submission that we received claimed that there is “panic” in one ODA-spending department
between September and December, and that this leads to a risk of reporting financial transactions in
ways that contravene good financial management practice, or funding decisions that are not in line with
the “spirit” of ODA. The NAO identified this as a potential risk as early as 2015.#

Other value for money risks

There is no evidence that rescheduling multilateral contributions across calendar years compromises value
for money

3.52 Multilateral contributions are an important part of UK aid programming, accounting for around 40%
of the total. The flexibility to move payments between calendar years has also been crucial to DFID’s
ability to act as spender or saver of last resort. By October each year, DFID had assessed its options
for rescheduling payments. For example, in 2018, it brought forward a World Bank International
Development Association (IDA) payment of £629 million, in part to offset a £700 million reduction in the
UK’s expected contribution to the IMF’s Poverty Reduction and Growth Trust.*® In 2019, DFID was able to
adjust its contribution to the UN’s CERF — a multilateral fund set up at the request of the UK to ensure
the availability of funding for UN relief programmes as needed and, as such, an example of good value
for money.* Shifting around payments of this size in turn creates risks to meeting the following year’s
spending target. In May 2019, DFID flagged at a SOG meeting that it would be “impossible” to spend 94%
of its financial year budget in the first three quarters, as the multilateral replenishments that occurred in
2019 were smaller than in previous years. See Annex 1for more detail on variations in multilateral spend
between 2015 and 2019.

3.53 The UKis the largest contributor to IDA,*° providing 12% of the 2020-23 replenishment (IDA19). The UK’s
large and early contribution enables the World Bank to begin committing IDA funds, and also to manage
alarge and flexible trust fund portfolio. The World Bank confirmed to us that it does not consider the
rescheduling of the UK’s IDA payments to be a concern, citing a recent agreement on a slight adjustment
to the UK’s IDAT9 payment schedule. Given the rules governing its finances, small variations in the timing
of payments do not affect its capacity to utilise the funds.

& Managing the Official Development Assistance target, National Audit Office, 2015, p. 29, link. “The need to hit a hard calendar year spending target such as the
ODA target could increase the risk of staff feeling pressure at year end to make payments which are in advance of need.” However, it did not find evidence that
this risk had materialised.

Data derived from DFID’s management information from 2017 and 2018, unpublished.

For more detail, see The value for money of multi-year humanitarian funding: emerging findings, Valid Evaluations, May 2017, link, and Multi-year humanitarian
funding: A thematic evaluation, Humanitarian Policy Group, ODI, Valid Evaluations, Institute of Development Studies, July 2019, link.

Donor contributions to IDA19 replenishment, World Bank, undated, link.
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3.54 The NAO observes in its 2017 report that promissory note commitments are typically not paid out for
two years or more, noting that “the continued growth in the balance of outstanding promissory notes
could undermine the credibility of the ODA target.” It is true that the balance of uncashed promissory
notes recorded each year at the end of March has risen from £3.5 billion in 2014 to a high of £6 billion in
2019. However, the growth anticipated by the NAO in December 2016, when the balance of uncashed
promissory notes was £8.7 billion, did not materialise. Uncashed promissory note balances between 2014
and 2020 averaged £5 billion, of which half is owed to the World Bank (see Table 4 in Annex 1). When the
nature of the World Bank’s business model is taken into account, we do not see this as compromising
value for money. In practice, the existence of promissory notes enables the Bank to extend loans to
developing countries, against the security provided by the UK. In that sense, the funds are not idle.

The UK will need to revisit its multilateral funding strategy after the end of the transition period of its exit from the EU

3.55 InaSeptember 2019 report, the House of Commons Public Accounts Committee noted that “[if] the UK
leaves the EU without a deal, a significant risk to value for money is created as the government might
need to identify, quickly, alternative ways to spend the money if it is still to meet the 0.7% target.”* The
NAO also noted that a quick redistribution of such a large amount of ODA (currently around £1.8 billion
per year) would create a risk to value for money.* DFID indicated to the Public Accounts Committee
that it would be prepared for all scenarios, including by maintaining sufficient links with EU institutions
to be able to work with them after the UK’s exit from the EU is finalised. With the UK funding to the EU’s
international development budget likely to reduce gradually from 2020 onwards due to the UK’s exit from
the EU, it is likely that the government will need to revisit its multilateral funding strategy, also in light of
changes in GNI from 2020 as a result of COVID-19.

Special rules for DFID’s capital budget may have introduced value for money risks

3.56 1n 2015, HM Treasury set DFID a ‘financial transactions’ target of £5 billion across the spending review
period. Financial transactions include loans, equity investments and certain contributions to the
multilateral development banks. This placed pressure on DFID to identify suitable financial transactions,
with relatively few options available at that stage.

3.57 In2017-18, the loan portion of the UK’s contribution to the World Bank IDA accounted for most of
the target, with contributions to CDC taking over from 2018-19 onwards.** In financial year 2019-20,
approximately 28% (£3 billion) of DFID’s £10.8 billion annual budget was capital, and within that £1.03
billion was for financial transactions. In its 2016-17 session, the International Development Committee
recommended that DFID’s financial transactions target be relaxed, to avoid the department being forced
to “spend large amounts of money through a small number of channels”.* DFID disagreed, maintaining
that the target was appropriate. Parliament passed legislation in 2017 allowing DFID to recapitalise CDC.
ICAl recommended in 2019 that DFID’s business cases for future capital commitments to CDC should
be based on stronger evidence of achieved development impact and clear progress on expanding their
in-country presence. With the CDC recapitalisation programme set to complete in 2021, the FCDO is now
being encouraged to identify new financial transaction options.

ODA ‘reflows’ or repayments have become less of an issue

3.58 Where capital ODA expenditure generates income, in the form of loan repayments or returns on
investment, that income is an ODA ‘reflow’ (also referred to as ‘negative ODA’). Under OECD DAC rules,
reflows are subtracted from annual aid figures in the calculation of net ODA — the basis of the 0.7%
target. ODA reflows also occur when unspent contributions to multilateral instruments (such as trust
funds) are returned. This further complicates the management of the ODA target.

Managing the Official Development Assistance target — a report on progress, National Audit Office, 2017, p. 9, link.

The effectiveness of Official Development Assistance expenditure, One hundred and seventeenth report of session 2017-19, House of Commons Committee of
Public Accounts, 9 September 2019, p. 3, link.

The effectiveness of Official Development Assistance expenditure, National Audit Office, 2019, link.

The increased significance of CDC in delivering the financial transactions target has been facilitated by a change in ODA reporting rules, which has allowed
capital contributions to CDC to be reported as ODA.

UK aid: allocation of resources, Seventh report of session 2016—17, House of Commons International Development Committee, 28 March 2017, p. 17, link.

CDC'’s investments in low-income and fragile states, ICAl, May 2019, p. iv, link.
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3.59 A2015 change to the way DFID recorded capital reflows reduced the amount of reflows in the
department’s accounts. Before 2015, CDC’s equity investments were scored as UK ODA using a net
reflow method, resulting in negative amounts in some years.” Following a consultation in 2014-15, it was
decided to report the government capital contributions to CDC as ODA at the time they were paid to
the institution. Discussions within the OECD DAC about the reporting of ODA through private sector
instruments is ongoing (see paragraph 3.61).

3.60 The UK’s International Climate Finance (ICF) has the potential to generate some reflows, though to
date only a small number of cases have arisen. BEIS anticipates that this will increase in the coming
years as older programmes reach their pre-agreed closing date and as investments mature and begin
to generate returns. Mitigating actions may be needed, on a case-by-case basis. In 2019, for example,
the Green Africa Power company (a joint BEIS/DFID ICF investment made under the multilateral Private
Infrastructure Development Group) was liquidated, resulting in the return of £8 million in cash and
the cancelling of a promissory note liability of £15 million. DFID then had to offset this partially with an
increase in its own ODA expenditure.

Changes to the international ODA definition introduce some uncertainty into the spending target

3.61 The international ODA definition and reporting rules are agreed by OECD DAC member countries.
Between 2016 and 2018, several changes were introduced, relating to in-donor refugee costs,
investments in peace and security, and methods for reporting loans and development capital.’® The
possibility of rule changes injects some uncertainty into ODA spending forecasts. So far, according
to DFID officials, in-year changes have not had a material impact on the spending target. However,
the Home Office noted that in 2018 a proportion of its support to asylum seekers was ruled ineligible,
which posed a challenge in meeting its own spending target. There are ongoing discussions on changes
to the reporting rules for private sector instruments. In 2017, it appears that the UK advocated for
changes in the rules that would enable it to maximise the amount of ODA reported in respect of its CDC
contributions and other financial transactions.

3.62 1n 2015, the OECD DAC agreed a change to the rules for reporting ODA official loans, whereby only the
‘grant equivalent’ component (a measure of the level of concessionality) is reported.** This change was
phased in between 2016 and 2018, and DFID was therefore able to anticipate this change in its planning.
According to a technical note prepared by the department,®® had the ‘grant equivalent” method been
applied to 2017 spend, ODA would have been about £750 million (5.4%) lower than the cash flow estimate
(because of the high volume of loans to the World Bank and the IMF in that year). This would have risked
the UK not meeting its 0.7 target.

Conclusion on efficiency

3.63 Theincrease in ODA spending managed by non-DFID government departments since 2015 introduced
new and sometimes significant value for money risks. Initially few, if any, of the departments were able to
meet HW Treasury-set spending targets. There is still considerable concentration of expenditure in the
final quarter of the calendar year, which in turn creates value for money risks and made it more difficult
for DFID to manage the overall spending target.

3.64 DFID adapted and developed its financial management systems to respond to these challenges and
succeeded in adjusting its spending to ensure that the UK hit the target each year since 2013. It was
able to make use of the flexibility inherent in its programme portfolio, especially through rescheduling
multilateral payments and maintaining a dynamic pipeline of projects that could be brought forward
as needed. Its ability to act as spender or saver of last resort is, however, closely linked to the scale
of multilateral contributions, and the challenge becomes more difficult in years when multilateral
replenishments are lower than expected.

Technical note: the reporting of official development assistance from development finance institutions, Department for International Development, p. 4, link.
Modernisation of the DAC statistical system, OECD Development Assistance Committee, accessed 7 October 2020, link.

The new rules around the ‘grant equivalent” measure currently affect sovereign loans or loans to a development multilateral - these are known as official loans.
Private sector loans are still reported at face value.

ODA grant equivalent measure — short technical note, Department for International Development, link.
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Learning: To what extent have departments reduced the value for money risks associated
with meeting their spending target?

DFID, HM Treasury and other departments made improvements to their methods for managing ODA

spending targets

3.65 We have found that processes for managing ODA spending improved across all departments and
funds, and most departments are getting closer to meeting their in-year (April to December) spending
targets.® However, only four non-DFID departments have hit their targets, and the total shortfall in
meeting targets across departments remains significant, at around £280 million in 2019. There is also
substantial room for improvement in the accuracy of forecasting and reducing the concentration of
expenditure in December each year (see Figure 7 in Annex 1).

3.66 DFID and HM Treasury undertook a cross-government learning exercise early in each calendar year to
encourage key officials to reflect, through surveys and discussions, on experiences from the previous
year. The conclusions were presented at SOG meetings and helped to shape an action plan for meeting
the target. For example, in 2019 DFID and HM Treasury presented lessons to the SOG on how to improve
the accuracy of forecasts and the profiling of spending at planning stages, in order to reduce clustering
in December. Lessons identified include the importance of building strong pipelines, undertaking regular
monitoring, flagging underspend as early as possible and reducing ‘optimism bias’ in forecasts.

3.67 There s clear evidence that these learning exercises led to changes in subsequent years. Examples
include HM Treasury’s decision to lower in-year targets for non-DFID departments, following feedback
that a 'one size fits all' approach was not working. DFID also changed its systems in response to
lessons learned. Most notably, it adapted its monitoring processes (including introducing RAG ratings,
demonstrating confidence in forecasts) to encourage more timely and accurate forecasts from other
departments. Figure 5 below provides an example of RAG ratings from late in the calendar year, when
the need for greater accuracy becomes even more important, to illustrate how the ratings are used. In
October, red-rated forecasts accounted for 5% of total forecast spend by non-DFID departments. DFID
also learned to use historic performance and previous RAG ratings to help judge the accuracy of spend
forecasts from other departments.

Figure 5: RAG-rated forecast amounts across non-DFID departments, October 2019
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The proportion of planned spending by non-DFID departments taking place in Q1-Q3 increased from 71% in 2017 to 77% in 2019.

o2 Based on financial year estimates for each department from summary commission spreadsheets (October). Data provided by DFID.




3.68 Anongoing challenge and barrier to learning lessons and improving performance has been high staff
turnover within departments, which has resulted in some capability being lost as people move on from
their ODA management teams.

DFID and HM Treasury provided useful support to other departments in strengthening their practices

3.69 We find that HM Treasury and DFID provided substantial support to help aid-spending departments
address forecasting challenges, clear obstacles to expenditure and reduce spending shortfalls. Other
departments were appreciative of the support they received from HM Treasury and particularly DFID,
including on ODA-eligibility questions. As one official described it, the “lines of communication”
worked well. DFID produced a significant amount of internal guidance to support its own staff and other
departments in managing various components of their spend. This guidance, outlined in Annex 2, included
an in-depth financial planning and budgeting policy and smart guides on value for money. The Joint Funds
Unit, which manages the Prosperity Fund and the Conflict, Stability and Security Fund, also provided
support to participating departments with guidance and training, including on financial management.

DFID responded well to critiques from the International Development Committee and the NAO

3.70 DFID made good use of NAO reports and recommendations on managing the target, including in its
support to other departments. Senior DFID officials noted that the reports had been useful in helping
them incentivise other departments to find ways to identify and address internal weaknesses, including
through seeking out DFID’s support. Demand for DFID’s assistance was also driven by HM Treasury’s
insistence that departments report on how they had addressed shortcomings in their financial
management capabilities, as part of the ongoing 2020 spending review process.

3.71 DFID staff noted that the department never had the capacity to do a full assessment of support
requirements across ODA-spending departments, although it did conduct two pilot projects, with the
Department for International Trade and the Home Office. ICAI’s review on how UK aid learns echoed
this point, concluding in late 2019 that DFID did not receive “any additional staffing resources to support
learning on aid management across government.”* In the 2019 spending round, DFID received a 1.5%
uplift to its resource budget, some of which was to be used for this purpose. This responded to ICAI’s
recommendation on resourcing in the review. Demand for staff sscondments from DFID did increase
over this period, helping to build capability, but had to be managed carefully. DFID’s Internal Audit
Department (IAD) also provided support to non-DFID departments, including DHSC and Defra, on a
demand-led basis. IAD offered several areas of support, including on ODA eligibility, the development of
ODA assurance methodologies and quality assurance of ODA reviews.

3.72 HM Treasury noted that the NAO reports had been informative, but that it had disagreed with some of
the conclusions on how departmental capabilities were assessed during the 2015 spending review. The
2017 NAO report sets out its analysis on the extent to which information on capability and capacity was
assessed in the 2015 spending review.** HM Treasury also noted that the NAO’s assessment of potential
reputational risk surrounding promissory notes had not materialised.

Conclusion on learning

3.73 The lesson learning activities undertaken by DFID and HM Treasury, with the involvement of other
departments, were comprehensive and the findings were well communicated across government. These
exercises have led to identifiable changes and helped to build a more accurate picture of capability gaps
around management of the spending target. However, all of the departments we interviewed indicated
that they would need additional resources to address these gaps.

3 How UK aid learns: A rapid review, ICAI, September 2019, p. iii, link.
o4 Managing the Official Development Assistance target — a report on progress, National Audit Office, 2017, link.
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Conclusions and recommendations

The rapid scaling up of ODA budgets in the 2015 spending review, before many of the departments had
the necessary systems and capacities in place, made the 0.7% aid-spending target challenging to meet.
This created value for money risks, with few departments able to forecast their aid spending accurately
and hit the spending targets set by HWM Treasury. Some of these risks have persisted, with a continuing
concentration of expenditure towards the end of the calendar year. Overall, however, departments
have succeeded in improving their ODA financial management processes and, where necessary, have
surrendered unspent aid budgets rather than making poor spending choices. Cross-government
coordination has strengthened considerably over the period, and there is now an established system for
monitoring progress towards the target on an annual basis.

In the period under review, the government succeeded in hitting the spending target, despite
considerable uncertainty. As spender or saver of last resort, DFID was able to make the necessary
adjustments in its own expenditure in the final quarter of the calendar year. It did so by building a

strong pipeline of programmes that were ready to launch and could be brought forward at need, and by
rescheduling multilateral payments. We explored a range of potential value for money risks that might
arise from these processes, including the rescheduling of payments and the use of promissory notes, and
found that the risks were mostly modest and well managed by DFID. However, we do note the need to
address the limited number of financial transactions options.

DFID’s processes improved over the review period, as a result of conscious efforts to identify and apply
lessons. We conclude that DFID’s processes are a good foundation for the FCDO, as it takes on this
function. Other departments have improved their processes over time, but further progress is needed to
reduce potential value for money risks arising from inaccurate forecasting and from spend taking place
very late in the calendar year.

We conclude that the system is well suited for managing the typical level of variability experienced in
most years since 2013. However, larger shocks — such as major fluctuations in UK GNI forecasts coinciding
with significant reductions in multilateral contributions, both of which occurred in 2019 — can pose
significant risks. The system as it stands is calibrated to handle only a certain level of uncertainty. The
rigidity of the UK system (when compared with other donor countries) poses more challenges in times
of significant shocks. Indeed, the 2020 OECD DAC peer review noted that “the United Kingdom could
draw on the experience of other DAC members who use a range of budget mechanisms to smooth ODA
budgets and expenditure over several years, mitigating the impact of annual fluctuations.” We intend to
supplement this review with a look back at the government’s performance in 2020, when the COVID-19
crisis led to major disruptions to GNI and UK aid.

United Kingdom - DAC peer review of Development Co-Operation, OECD, 12 November 2020, p.18, link.
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Recommendations

Recommendation 1: HM Treasury should consider assigning spending targets for the first
three quarters of the financial year to ODA-spending departments and cross-government
funds that better reflect the structural nature and spending profile of their programme
portfolios and reduce negative effects for suppliers.

Problem statements

« When it comes to HM Treasury spending targets, one target size does not fit all departments, given their
different aid-spending profiles and constraints.

- The setting of unachievable targets for some departments has created value for money risks, especially
when suppliers are asked to alter the sequencing of activities.

Recommendation 2: The UK government should lessen the value for money risks associated with
managing the 0.7% target by establishing a spending floor for the FCDO (as the new spender or
saver of last resort) that gives it a degree of certainty over its share of UK ODA spending.

Problem statements

+ Asthe share of UK ODA managed by DFID reduced, its capacity to act as spender or saver of last resort
while maintaining value for money reduced proportionately.

+ Asthe number of non-DFID departments managing ODA increased, new value for money risks were
introduced into the system, and remain inherent in it.

- If Recommendation 1is interpreted loosely as providing much more room for manoeuvre by departments,
contributing to poorer forecasting, it could be harder for the FCDO to manage to ensure value for money
without a spending floor.

Recommendation 3: The UK government should ensure that a sufficient share of the UK’s
ODA portfolio is allocated as multilateral aid, so that ministers have the flexibility they
need to manage the target at calendar year end, without compromising value for money or
adversely impacting programme delivery (or supplier operations).

Problem statements

« Bilateral aid programmes are not as well placed as multilateral organisations to manage variability in the
timing of payments. Bilateral programmes are not able to spread risks across global portfolios and spend
against legal commitments in the form of promissory notes in the same way that multilateral programming
options allow.

+ Conversely, rescheduling payments to NGOs or commercial suppliers or asking them to cut programmes or
vary their pace of activities in order to help with meeting the spending target risks adverse impacts.

Recommendation 4: The UK government should explore ways of introducing greater
flexibility into the management of the 0.7% target, including, for example, introducing a
‘tolerance range’ for hitting the target of between 0.69% to 0.71% of GNI, or specifying the
target as a three-year rolling average.

Problem statements

+ While HM Treasury and aid-spending departments have been broadly successful at managing the target, the
transaction costs are high and the precision of the target increases them even further.

- Inyears with major volatility in UK GNI and thus UK aid expenditure, value for money risks are heightened.
In 2020, the major reduction in GNI brings risks of major in-year cuts to ongoing programmes. Keeping the
target annual prevents the possibility of smoothing across years to avoid the cliff-edge.




Annex 1: Supporting data

Figure 6: Periodic spending review and annual Supply Estimate processes

Periodically

Spending review: Main estimates “supply” Supply estimates approved In-year monitoring

Following a consultation process, Updated budget which by Parliament DFID provided a monthly
government decides on the total sets out the accounts the Requests for resource as return on forecast and actual
departmental budget for the government seeks from expressed in the main estimates expenditure on the

spending review period. The last Parliamentin the together with departmental government-wide Online
major spending review was in forthcoming year in April. “ambit” (purpose) are submitted System for Central Accounting
2015 and there was an interim for parliamentary approval in July. and Reporting (OSCAR) tool.
one-year spending round in 2019.

Accounts Supplementary estimates

Every year, a set of accounts for the If a department wishes to spend

financial year is completed which is then additional funds or move funds between
audited by the National Audit Office. Once control totals*, an opportunity for this is
completed, these are laid in Parliament, provided in January. It is at this stage that

Settlement review:
Following a spending review,
departments receive a
settlement letter. This provides
an indicative total for managed
expenditure which includes
departmental expenditure limits
for resource, capital and annually * Control totals “support the achievement of the fiscal **Budget exchange is a mechanism that allows departments
managed expenditure. framework and provide management incentives for to carry forward a forecast Departmental Expenditure
departments.” Limits underspend from one year to the next.

k.

usually around the end of June. “budget exchange”** is also considered.

*Source: Consolidated budgeting guidance: 2019 to 2020, HM Treasury, March 2019, p. 7, link.
**Source: Consolidated budgeting guidance: 2018 to 2019, HM Treasury, February 2018, p. 30, link.

Figure 7: Quarter 1to Quarter 3 spend as a percentage of financial year allocation, 2016 to 2019
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Note: The 90% target was in place during 2016 and the 85% target was in place during 2017-19.
Source: Senior officials paper: 2019 ODA delivery — lessons learnt, DFID and HM Treasury, internal document.



https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/790059/2019_-20_CBG_Final_web.pdf
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/681713/2018-19_Consolidated_Budget_Guidance.pdf

Table 3: Variation of multilateral spend, 2015 to 2019

o] o] 207) 2o 209

Total multilateral ODA £4,473m £4,843m £5,256m £5,289m £5,061m
As a percentage of GNI 0.26% 0.25% 0.26% 0.25% 0.23%
Of which:

Total European Commission £1,327m £1,503m £1,354m £1,386m £1,821m
Total World Bank £1,263m £1,177Tm £1,365m £1,931m £1,128m
Total UN agencies £440m £503m £480m £562m £792m
Total other organisations £1,444m £1,665m £2,057m £1,411m £1,320m

Source: Annual report and accounts (2019-20), DFID, 14 July 2020, p.176, link.

Table 4: Uncashed DFID and International Development Association (IDA) promissory note
balances at financial year end, 2014 to 2020

Financial year end 2017** 7-year average
(March) 2014-2020

DFID promissory £3.5bn  £4.7bn  £5.6bn £5bn  £4.5bn f6bn  £5.6bn £5bn
note balance

IDA promissory £24bn  £2.5bn  £25bn £24bn £21bn  £31bn £29bn £2.6bn
note balance

IDA as a percentage 69% 53% 45% 48% 47% 52% 52% 52%
of DFID promissory
note balance

*The published promissory note balance in 2014 from DFID’s annual report and accounts is different to the NAO reported figure for 2014 of £4.3 billion.
**The NAO reported a promissory note balance in December 2016 of £8.7 billion. The published year-end promissory note balance for 2016-17 was £5bn.

Source: DFID annual report and accounts (relevant years).
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https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/902370/annual-accounts19-20.pdf

Annex 2: Overview of UK government financial guidance

This annex provides short descriptions of key internal documents used by UK government departments
(primarily the former DFID) as guidance on financial management.

DFID Financial Planning and Budgeting Policy, Finance and Performance, August 2019

This is the key guidance document produced for all DFID staff for the management of all budgets, which
complements HM Treasury guidance.

The document outlines the principles determining the use of public funds, including spending reviews and
the estimates process. It explains the roles and responsibilities of certain key personnel such as accounting
officers, budget holders and senior responsible owners (SROs). It also outlines rules applied to the planning
and budgeting process, and how these were relevant to DFID’s work — for instance the rules that must be
considered when delivering the UK ODA target, how rules apply to budget allocations and ring fences within
settlement letters, and the rules that apply to DFID-specific targets and forecasts.

Smart Guide: DFID’s Approach to Value for Money, Finance and Performance, June 2020

This Smart Guide was developed to assist DFID staff in understanding how the department used and
interpreted the term ‘value for money’, and how it was maximised across all of DFID’s work. The guidance
was written to be complementary to HM Treasury’s own value for money guidance, The Green Book, which
provides similar guidance in a cross-government context.

The guide provides an overview of key principles for understanding value for money and avoiding common
misconceptions and misinterpretations of the concept, and explains how to build value for money into

all stages of programme delivery, from the theory of change through delivery to programme closure and
learning. The guide also provides some high-level descriptions of value for money metrics, including how
these are utilised in programme management and principles for their application.

Smart Guide: Advance of Need and Advance Payments, Finance and Control, September 2017

This Smart Guide is aimed at helping SROs to comply with Smart Rule 28:° payments must not be made

in advance of need. Prohibiting payments in advance of need helps to minimise public sector borrowing.
Breaches of the rules on advance of need are considered very serious, though in some cases ‘prepayment” —
payments made in advance of actual costs being incurred by implementing partners — can be made where the
payments are essential to allow a programme to advance and demonstrate value for money.

The document defines ‘need’ as instances where an absence of funding would prevent a programme

from going ahead, provides some general principles for making advance payments, and explains roles

and responsibilities for advance payments and how such payments relate to contracts, memoranda of
understanding, and accountable grants. The document ends with a series of questions for SROs to consider,
with illustrative examples where advance of need considerations come into play, to demonstrate how to
determine whether advance payments are required.

Smart Guide: Accounting Treatments for Prepayments in Trust Funds, Finance and Control, November 2017

This document guides teams on how to calculate and record prepayments in trust funds (whether single-
or multi-donor), how to apply resource accounting, and how to comply with the rules in case of advance
payments (as above). The guide provides a step-by-step outline of when to record a prepayment to a trust
fund and the processes involved at each stage. As prepayments are subject to audit testing by the NAO,
calculations must be updated regularly and the prepayments must be subject to analysis and scrutiny, based
on the nature and value of the trust fund.

In some cases, funds are separately identifiable, as in a single-donor trust fund, but in most cases donor
funds are pooled and more analysis is needed. The guidance runs through a number of situational examples

6 Smart rules, better programme delivery, Foreign, Commonwealth and Development Office, 2 September 2020, link.



https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/914342/Smart-Rules-External-September_2020.pdf

to illustrate how these best estimates are made, in cases where the visibility and timings of other donor
contributions are known, in cases where this information is not available, and when multiple teams within DFID
contribute to the same trust fund.

Smart Guide: Promissory Note Deposits & Encashment Guidance, Financial Accounting Team, February 2019

This guide provides an explanation of what promissory notes are, why they are used and how to use them. A
promissory note is a legally binding undertaking to provide a named beneficiary with an amount of money by

a specific time, and is often used to pay international development banks and funds. The guidance outlines the
need to demonstrate the requirement for the commitment at the date of deposit, and to agree an encashment
schedule in advance. The guidance also provides examples of when a promissory note may not be appropriate,
such as when there is a risk that the funds will not be drawn on, when encashment is likely to be within 12
months or if multiple encashments are planned. If there is any doubt whether a promissory note is appropriate,
it is advised that a finance manager should be contacted to provide guidance during the planning process.

The guide provides short descriptions of organisations that are recipients of promissory notes, such as
multilateral development banks and non-development banks. It then outlines the process through which DFID
informed the Bank of England that it intended to lodge a promissory note with a new beneficiary through an
instrument called a ‘statement of intention’, illustrated by a decision flow chart. The process for depositing
and accounting for promissory notes is also covered, as well as the approval process and post-approval actions
which need to be taken by finance managers and SROs.

Smart Guide: Guidance on Audited Financial Statements, Finance & Control Department, May 2018

This document provides guidance on what to look for when reviewing audited financial statements provided
by an implementing partner, information on audits, and guidance on how to interpret audit opinions. The
guide starts with information about the purposes of audits and why audited financial statements are required.
It explains that an audit opinion is a statement from the auditor regarding the veracity of the information in

the financial statement and that there are two types of audit opinions: unqualified — that the accounts are
reliable; and qualified - that the auditor has either detected errors in the statement or that there is not enough
information to come to an opinion. The guide then describes what different sections of the statement look
like, what they show and what information to expect there.

The guidance then goes on to look at other information that is provided during an audit, the role of an internal
audit and some of the features of audited financial statements from multilateral bodies, and describes different
types of external audit assurance.




Annex 3: Comparison of donor policy statements and

history of meeting the ODA target

*Key: Blue=law Orange = aid strategy / political declaration Yellow = no public commitment

Country

UK

Germany

Sweden

Belgium

Netherlands

Luxembourg

Political statement

“We firmly believe that spending 0.7% of Gross
National Income (GNI) on international development
— alongside our commitment to spend 2% on
defence — means our country walking taller in the
world.” UK aid strategy 2015, link.

“The German government will have to step up

its efforts significantly if it is to meet its target of
allocating, as a matter of urgency, not less than 0.7
per cent of gross national income to development
cooperation.” link.

“Sweden will continue to dedicate 1 per cent of its
gross national income to ODA.” Addis Speech 2015,
link.

“Belgium, too, has set itself the legal requirement of
meeting this standard. Due to the financial crisis and
the difficult budgetary context since 2008, we didn’t
succeed to reach this standard. Up to now our annual
ODA/GNI-ratio remains around 0.45%.” link.

“In order to be able to take all necessary measures

to contribute as much as possible to the SDGs, the
government needs to take steps that are compatible
with the reaffirmation of the international agreement
concluded at EU and UN level to once again work
towards an ODA budget amounting to 0.7% of GNI by
2030.” Investing in Global Prospects 2018, link.

“Maintaining a target of official development
assistance (ODA) as a share of gross national income
(GNI) of 1% and a focus on Least Developed Countries
(LDCs). Luxembourg will continue to maintain its
untied aid while keeping both international climate
finance and in-donor refugees’ costs additional to
ODA.” The Road to 2030, 2020, link.

Public commitment History of
to target* meeting

target

2015 International 2013 -
Development (Official  present
Development

Assistance Target) Act

2015 Charter for the 2016
Future

Commitment in 1974 —
Riksdag and broad- present
based cross-party

political consensus

2012 Law on Belgian N/A
Development
Cooperation

The Post-2015 Agenda 1975 - 2012,
Investing in Global 2015
Prospects, 2018

Updates have been 2000 -
made to the 1996 present
Law on Development
Cooperation in 2012

and 2017 (but no

mention of the 0.7%

or1%).

The Road to 2030



https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/478834/ODA_strategy_final_web_0905.pdf
https://www.bmz.de/en/publications/type_of_publication/information_flyer/information_brochures/Materialie244a_zukunftscharta.pdf
https://www.government.se/speeches/2015/07/oda--still-a-crucial-source-in-financing-for-development/
https://diplomatie.belgium.be/en/policy/development_cooperation/who_we_are/our_organisation/oda
https://www.government.nl/documents/policy-notes/2018/05/18/investing-in-global-prospects
https://cooperation.gouvernement.lu/dam-assets/politique-cooperation-action-humanitaire/documents-de-reference/stratégie/Stratégie-MAEE-EN.pdf
http://data.legilux.public.lu/eli/etat/leg/loi/1996/01/06/n1/jo
http://data.legilux.public.lu/eli/etat/leg/loi/2017/12/15/a1068/jo

Denmark “The Government is allocating 0.7% of GNI to The World 2030, 1978 —

development cooperation in the 2020 Finance Bill. and broad, cross- present
Denmark is thereby among a small group of leading  parliament political
Western countries that meets the UN’s 0.7% goal,” agreement on this

The Government’s Priorities for Danish Development  strategy (2017-2021).
Cooperation, 2020, link.

Turkey “State and nation hand in hand, we continue Statement to 2016 -
our efforts that will put a nation back on its feet, parliament present
from education to health, from agriculture to
transportation, and from security to administrative
structure. We call the works we do Turkish Type
Development Model.” TiKA Annual Report, 2018, link.

UAE “For its part, the UAE works to continue energizing United Arab Emirates 2013 — 2018
the international community in fulfilling its Foreign aid 2018
commitment: the UAE met the international target of
0.7 percent ODA/GNI in 2018, as it had done so since
2013. The UAE’s ODA in 2018 was calculated at 0.93
percent ODA/GNI, delivering a six-year international
development performance of 1.16 percent ODA/ GNI...
In four of these six successive years, from 2013-2018,
the UAE emerged as the world’s largest donor in terms
of ODA/GNI.” UAE Foreign Aid Report, 2018, link.

Germany

Germany is one of the largest DAC donors. In 2019 it spent $23.8 billion in ODA, the second-highest level
among all DAC members and equivalent to 0.6% of its GNI, making it the sixth-largest donor in terms of ODA/
GNLY The German government sets ministerial budgets early in the calendar year and at this point decisions
on ODA increases or decreases are taken, and draft budgets are negotiated and then debated in parliament in
the autumn of that year, until final decisions are taken in November.

Individually and at a collective European level, Germany has committed to achieve a 0.7% ODA to GNI ratio

by 2030. However, to date, it has only achieved this target once. This was in 2016 when, after suspending

the Dublin rules in August 2015 to offer asylum to refugees from Syria, over 1 million refugees arrived in the
country, and as a result in-donor refugee costs increased from 1% of gross bilateral ODA in 2014 to 30% in 2016,
and Germany’s ODA to GNI ratio rose from 0.52% in 2015 to 0.7% in 2016.%

Despite the significant role that Germany now plays in terms of the size of its development assistance
commitments, it has not made an explicit and time-bound national commitment to reaching the 0.7% target,
although it remains committed to reach it at an EU level by 2030.%” Indeed, in its sustainable development
strategy, the 0.7% commitment is only referenced once.” Both in the DAC review in 2015” and the mid-term
review in 2018,” it was recommended that Germany set a time-bound path for increasing its aid volumes to
meet the target. However, the government remains committed to occupying a central global donor role,
and has announced that it is not cutting the budget for the Federal Ministry of Economic Cooperation and
Development (BMZ) in 2021.73

Germany Profile, Donor Tracker, 31 August 312020, link.

‘Germany’ in Development co-operation profiles, OECD, 2020, link.

Germany, foreign aid, and the elusive 0.7%, Andrew Green, Devex, 8 August 2019, link.

Charter for the future: one world — our responsibility, Federal Ministry for Economic Cooperation and Development, 20715, link.
OECD development co-operation peer reviews: Germany 2015, OECD, 20715, link.

Development co-operation directorate: Germany mid-term review, OECD, 2018, link.

2019 annual report on federal financial management, abridged version, Bundesrechnungshof, December 2019, link.



https://um.dk/en/danida-en/strategies and priorities/government-priorities---danish-development-assistance/
https://www.tika.gov.tr/upload/2019/Faaliyet Raporu 2018/TİKA Annual Report 2018.pdf
https://www.mofaic.gov.ae/-/media/Foreign Aids/En/2018 UAE Foreign Aid Report_En
https://donortracker.org/country/germany
https://doi.org/10.1787/0079f636-en
https://www.devex.com/news/germany-foreign-aid-and-the-elusive-0-7-95389
https://www.bmz.de/en/publications/type_of_publication/information_flyer/information_brochures/Materialie244a_zukunftscharta.pdf
https://doi.org/10.1787/9789264246133-en
https://www.oecd.org/dac/peer-reviews/Germany-2018-Mid-term-review.pdf
https://www.bundesrechnungshof.de/en/veroeffentlichungen/products/annual-reports/2019/2019-annual-report-on-federal-financial-management-abridged-version

Sweden

Sweden was the first country to reach the UN’s ODA target of 0.7% in 1975, and has hit or exceeded the target
ever since. In 2019 Sweden was the third-largest DAC country donor in terms of its ODA to GNI ratio, with an
ODA spend of 0.99% of GNI. It is also a large donor in real terms, ranked sixth out of DAC country donors for
total ODA spend with a total of $5.7 billion in 2019.” It was often ranked first in terms of ODA to GNI spend in
previous years, but between 2018 and 2019 Sweden’s ODA as a share of GNI fell, largely due to a significantly
lower volume of in-donor refugee costs.”

In 2006, the Swedish government set a new target of providing 1% of Sweden’s GNI to ODA. This target was
backed by a broad popular consensus, both in the Swedish parliament and amongst the wider Swedish public.
However, although the aid-spending commitment has been made consistently in parliament and expressed
regularly in Swedish overseas aid strategies, it has never been set in national legislation. The overarching objective
of Swedish international development cooperation is stipulated by parliament (bill 2013/14:1 UO 7, report 2013/14:
UU2): to create preconditions for better living conditions for people living in poverty and under oppression.
Sweden is also officially committed at the European level to achieve a 0.7% ODA to GNI ratio by 2030.7

All work on the Swedish ODA budget follows the same rules and processes as in other areas of state
administration, with parliament making annual decisions on the budget. The allocation of funds to
implementing authorities is made through appropriation letters and these determine the general and financial
conditions that will apply to the year's activities. However, the government defines strategies that steer aid for
countries and regions, themes, and multilateral organisations, and has a broad mandate to decide on the focus
and direction of Sweden’s ODA.”

Belgium

Belgium is the only country other than the UK that has set itself a legal requirement for meeting the UN’s 0.7%
target. In 2002, at the UN Monterrey Conference, Belgium committed to reaching the 0.7% target by 2010,
and in the same year it changed a state accountancy law to make it a requirement to include a ‘solidarity note’
in its annual budget justification to explain measures that are being taken to attain the 0.7% ODA target. Since
January 2003 a two-page solidarity note has been included in every budget justification, to account for why
the ODA spending target has not been met and to fulfil this legal requirement.”

Due to the financial crisis of 2008 and the difficult budgetary context since then, Belgium has in fact never
reached the required 0.7% target. In 2019, Belgium provided $2.2 billion in ODA which was lower than the
previous year, and ranked 16th out of DAC members in terms of ODA volumes. The ODA to GNI ratio was
0.42%, which meant that Belgium ranked 10th out of all donors against this measure.”” In 2015, the then deputy
prime minister of Belgium announced that although the country was unlikely to meet the 0.7% target in the
near future, it would focus its efforts on targeting at least 50% of bilateral aid to the least developed countries,
as a target that could be reached more quickly than the 0.7% commitment and was achievable in the context
of the economy at the time.®°

Belgium’s current development policy is set out in the 2013 Law on Development Cooperation and
Humanitarian Aid. Despite the fact that the legal obligation to meet 0.7% remains in place, increasing the
efficiency of Belgian development cooperation is seen as more important than the quantity of ODA. The
Department for Development Cooperation in Belgium is responsible for a decreasing share of ODA, mainly
due to the increased ODA spending by the Federal Agency for the Reception of Asylum Seekers.?' In 2017 the
government also published a strategy paper pointing towards a comprehensive approach in government

‘Sweden’ in Development co-operation profiles, OECD, 2020, link.

OECD development co-operation peer reviews: Sweden 2019, OECD, 2019, link.

Policy framework for Swedish development cooperation and humanitarian assistance, Government Communication 2016/17:60, Ministry for Foreign Affairs, link.
7 Who makes the decisions on Swedish aid funding? An overview, The Expert Group for Aid Studies (EBA), 2018, link.

OECD development co-operation peer reviews: Belgium, OECD, 2010, link.

‘Belgium’ in development co-operation profiles, OECD, 2020, link.

Belgium says 0.7 target difficult to obtain, Georgi Gotev, Euractiv, 26 May 2015, link.

OECD development co-operation peer reviews: Belgium 2015, OECD, 2015, link.
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https://eba.se/wp-content/uploads/2018/11/FINAL_Who_Makes_the_Decisions-WEBB.pdf
https://www.oecd.org/dac/peer-reviews/45738991.pdf
https://doi.org/10.1787/58873fc4-en
https://www.euractiv.com/section/development-policy/news/belgium-says-0-7-target-difficult-to-attain
https://doi.org/10.1787/9789264239906-en

to increase the coherence and efficiency of different instruments of foreign policy, including international
development, security and international trade.®

A mid-term OECD review of Belgian ODA found that the country’s ODA volumes remain unpredictable, despite
the legislation being in place and overall favourable political support for development cooperation. The review
also noted that a high proportion of the ODA budget remains outside of the ministry’s control (40%) — in the
form of regional funds, in-donor refugee costs and debt relief.®

The Netherlands

The Netherlands has historically had a reputation as one of the DAC’s most generous and consistent donors,
reqularly contributing around 0.8% of GNI to ODA over a 30-year period. The Netherlands first met the 0.7%
target in 1975 and maintained the target each year until 2012, when ODA spend dropped below 0.7%. Despite
rising again to 0.75% in 2015, it has remained below 0.7% since. In 2019, the Netherlands contributed $5.29

billion in ODA (eighth of 29 DAC donors) which amounted to 0.59% of GNI (seventh out of 29 DAC donors).®

Despite being a long-term development champion, the majority parties of the centre-right and centre-left
adopted a coalition agreement in 2012 to institute a number of cuts to ODA between 2013 and 2017, including
relinquishing the ODA target, in response to domestic economic conditions following the 2008 financial crisis.
Popular sentiment and public discourse around ODA also changed during this period, with some populist
political parties questioning the validity of any overseas engagement at all.*

In 2018, the government published its new policy on foreign trade and development cooperation. In this
policy document the government committed to meeting the international commitment of 0.7% of GNI by
2030, announcing increases to the ODA budget, which would counter some of the cuts made by previous
governments, and a commitment to link ODA growth to GNI.2 These shifts have been reflected in the
budget for international cooperation. At the end of 2019, negotiations took place over the foreign trade and
development cooperation budget 2020 in the Dutch parliament. A motion was presented by a coalition of
parties to return Dutch ODA spending to a level of 0.7% of GNI by 2025, and the motion was passed with a
majority.?

Luxembourg

Luxembourg first met the 0.7% target in 2000 and this was upheld until the 1% target was first reached in 2009,
and was reconfirmed in the 2012 general strategy and the 2013-18 government programme.?® This 1% target

has never been enshrined in legislation. With a few exceptions, Luxembourg has successfully met this target
each year, and since 2000 it has consistently been among the top five DAC countries in terms of its ODA to GNI
ratio, spending over 0.7% of GNI on development cooperation. In 2019, Luxembourg was the top DAC country
donor in terms of ODA to GNI, spending 1.05% of GNI on international development.®’

In 2018, Luxembourg’s new development strategy, ‘The Road to 2030’ was published, to support the
government’s overall foreign policy strategy incorporating the ‘3Ds’ (diplomacy, development and defence)
and to support Luxembourg’s already strong multilateral engagement and continue its agenda as a reformer
in the international community. The first item on the list of commitments in the 2030 strategy is to maintain a
target of ODA as a 1% share of GNI, and it also includes a commitment to focus on least developed countries, a
continuing commitment to untied aid, and a commitment to keep international climate finance and in-donor
refugee costs additional to ODA. Grant financing remains the main financial instrument for Luxembourg’s
bilateral cooperation, although there has been a move to expand other forms of financing and increase
partnership with multilateral organisations.”

82 EU aid: a broken ladder?, Concord Aidwatch Report, 2018, link.

8 Development co-operation directorate: Belgium mid-term review, OECD, 2018, link.

‘Netherlands’in development co-operation profiles, OECD, 2020, link.

8 OECD development co-operation peer reviews: The Netherlands 2017, OECD, 2017, link.

g Investing in global prospects: for the world, for the Netherlands, Ministry of Foreign Affairs, 2018, link.

Minister Kaag debates 0.7% ODA target with Dutch parliament, Donor Tracker Policy Update, 25 November 2019, link.

OECD development co-operation peer reviews: Luxembourg 2077, OECD, 2017, link.

‘Luxembourg’ in development co-operation profiles, OECD, 2020, link.

The road to 2030: Luxembourg’s general development cooperation strategy, Directorate for Development Cooperation and Humanitarian Affairs, 2018, link.
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The majority of stakeholders in government and in society stand by the non-legislated 1% ODA commitment,
thanks to an engaged civil society and a strong domestic economy. Although the government decided not to
legislate for the 0.7% target in 2014, when a motion was put before parliament, it has set a minimum level of
ODA in order to combat the impact of low GNI growth during that period, placing a floor rather than a ceiling
on aid spending and providing partners with a high level of predictability.”

Denmark

Denmark has a long-standing history of meeting the 0.7% ODA target. It first met this target in 1978 and has
maintained this level since. The Ministry of Foreign Affairs is responsible for development policy, coordination
and implementation. In 2019, Danish ODA was $2.55 billion, placing it 14th in the list of DAC countries in real
spending terms. However, it was fourth in terms of the GNI ratio, spending 0.71% of GNI on ODA.”* A mid-term
peer review conducted by the OECD noted that Denmark had increased its flexibility in programme funding,
using public and blended funds, and had made a move towards untied aid and demand-led grants.”

In Denmark, commitment to the 0.7% is not set in legislation, although it is routinely committed to in finance
bills, and meeting the target is treated as a priority, especially given the country’s history of consistently
meeting the target for over 40 years.” Denmark has in the past faced challenges in meeting the target due to
variability of in-donor refugee costs. The Danish audit agency has also raised concerns over the uncertainty
associated with using GNI forecasts that are the basis of Danish DAC reporting and are prepared in June of
the following year.” Predictability of funding in Denmark has since improved, through the country’s new
budgeting mechanism, which allows for the 0.7% GNI commitment to be allocated as an average over several
years, reducing the impacts of unpredictable in-donor refugee costs and relieving pressures to meet an exact
expenditure target.”

In 2017, Denmark’s Ministry of Foreign Affairs published ‘The World 2030’, its strategy for development
cooperation and humanitarian aid, which was supported by a broad majority of parties in parliament. In the
introduction to this strategy document, Denmark committed to maintaining its long-standing pledge to
contribute a minimum of 0.7% of GNI to ODA and announced its intention to uphold this tradition, which it
sees as an important asset to the country’s international status since 1978.” In its Expenditure Framework for
Danish Development Cooperation, published in 2019, the Ministry of Foreign Affairs formally announced that it
would be committing to an allocation of 0.7% GNI in the 2020 Finance Bill.”®

Turkey

Turkey’s development assistance programme has expanded over the past five years, principally due to
increased humanitarian assistance programmes which have been delivered in response to the ongoing Syrian
refugee crisis. Most ODA is spent and managed by the Turkish International Cooperation and Coordination
Agency (TiKA), an autonomous agency under the Ministry of Culture and Tourism.*

Turkey first met the UN target in 2016, when it reported an ODA spend of $5.2 billion, or 0.76% of GNI, an
increase from 0.5% the previous year. Since 2016, Turkey has increased ODA expenditure in both real and
relative terms, and in 2019 it dispensed $8.7 billion in ODA, which was equivalent to 1.15% of its GNI. In fact, in
2019, Turkey was the top ODA provider in terms of its ODA to GNI ratio when all DAC and non-DAC countries
are measured together (the second provider in 2019 was Luxembourg, at 1.05% of GNI). In absolute terms
Turkey was sixth out of all DAC and non-DAC donors.'®®
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UAE

The United Arab Emirates has emerged as one of the largest providers of ODA worldwide following the launch
of its foreign assistance policy in 2016, and the merger of the Ministry of International Cooperation and
Development with the Ministry for Foreign Affairs to create a new Ministry for Foreign Affairs and International
Cooperation, which holds overall responsibility for setting the policy priorities for UAE ODA. The UAE has a
stated commitment to provide ODA to least developed countries in particular, and in 2018 this accounted for
72% of total ODA, equivalent to 0.66% of GNI.'’

The UAE first met the 0.7% commitment in 2013, spending 1.34% of GNI on ODA, up from 0.2% in 2012. In real
terms, this was a marked increase from $728 million of net ODA in 2012 to $5.1 billion in 2013 — a seven-fold
growth in net ODA. This large increase in spending was maintained over the next five years. Although net ODA
has since gradually declined, the ODA to GNI ratio remained above 1% until 2018, when the UAE’s ODA spending
fell to $3.9 billion and the ODA to GNI ratio fell to 0.93%. Over the six-year period from 2013 to 2018, the UAE’s
average ODA to GNI ratio was 1.6%, well above the OECD DAC average of 0.3% for the same six-year period, and
in four of those six years the UAE was in fact the largest donor in terms of ODA to GNI. In 2019, however, UAE
ODA saw a dramatic fall of 41% on the previous year, largely due to a reduction in the number of concessional
loans provided, which led to an ODA to GNI ratio of 0.55% — the lowest it had been for seven years.

o United Arab Emirates: foreign aid 2018, Ministry of Foreign Affairs and International Cooperation, December 2019, link. ‘United Arab Emirates’ in Development

co-operation profiles, OECD, 2020, link.
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